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THE POTENTIAL OF SMALL BUSINESS TO IMPROVE  

THE QUALITATIVE CHARACTERISTICS OF EMPLOYMENT:  
PROBLEMS OF ESTIMATION AND REALIZATION IN UKRAINE 

Abstract. This main objective of this article is defining capacity of small business to act as 
compensator of negative trends, emerging in sphere of employment in large and medium sized 
business of Ukrainian economy. Authors are focused not only on the availability of working places 
created in small business for persons, vacated from large and medium sized enterprises, but on the 
small business capacity to create economic preconditions for improving qualitative characteristics 
of employment in this sector and in whole economy. 

Authors have built the multiplicative term, which expresses impact, caused by different 
characteristics of economic activity in small and large and medium sized business on the payroll 
dynamics as main indicator of economic potential for improvement characteristics of employment 
in appropriate economy’s sector. 

The first factor — is the total number of enterprises, as the expression of entrepreneurs’ 
economic activity and their preference to working in the official (registered) sector of the national 
economy. 

Second factor — is the average number of employees in enterprise of certain sector, as the 
expression of scale of resources, accumulated by average entity for economic activity. 

Third, the scale of output, created by unit employee in certain sector, as the expression of 
productivity level of labor resource, involved in this sector. 

Fourth, the volume of payroll is affected by the distribution of total output (which was used 
for estimation of labor productivity) between different directions of productive consumption, i.e. the 
share of payroll in the total revenue of small enterprises. 

The results obtained by factors analysis didn’t prove the thesis about small business capacity 
to compensate the negative trends, observed concerning employment in sectors of large and middle 
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business of Ukrainian economy. The trends prevailing in creation and distribution of added value in 
small business does not contribute to improvement of quantitative and qualitative characteristics of 
employment in small business and whole Ukrainian economy. 

This situation indicates that small businesses in the face of negative macroeconomic 
dynamics have been unable to accumulate resources (at least by concentrating resources on fewer 
businesses that will be able to ensure higher efficiency) needed to improve the impact of the small 
business sector on the reproduction of employment in the economy of Ukraine. In addition, the 
significant lag in the level of wages in small business from large and medium and from the average 
level of the economy remains an important element of the mechanism for reproducing the low level 
of wages in Ukraine. 

Keywords: small businesses, payroll, number of employees, labor productivity, divergence 
of employment characteristics in large and small businesses. 

Formulas: 1; fig.: 0; tabl.: 3; bibl.: 18. 
 

 . . 
  , , 

    -  ,  
     

  , ; 
e-mail: marchenko_oksana@mdpu.org.ua; ORCID ID: 0000-0002-4727-3183 

 . . 
  , , 

   , 
  C   , , ; 

e-mail: liudmyla.khits@gmail.com; ORCID ID: 0000-0002-8226-8160 
 . . 

  , , 
       , 

     , ; 
e-mail: astmaliy@bigmir.net; ORCID ID: 0000-0003-1240-4902 

 . . 
  ,  , 

      , 
   , ; 

e-mail: kseniya.chernenk@pdaa.edu.ua; ORCID ID: 0000-0002-2695-5820 
 . . 

  , , 
    -  , 

     
  , ; 

e-mail: verkhovod_ira@mdpu.org.ua; ORCID ID: 0000-0002-9176-2574 
 

        
  :  

  I    
.    —      

  ,         
   .       , 

     ,       ,   
          

         . 



ФІНАНСОВО-КРЕДИТНА ДІЯЛЬНІСТЬ: ПРОБЛЕМИ ТЕОРІЇ І ПРАКТИКИ   2021 № 1 (36)

432 ISSN 2306-4994 (print); ISSN 2310-8770 (online)

  ,   ,   
    ,    ,  

          
     . 
  —        

        ( )  
 . 

  —         
   ,   ’   . 

- ,  ,      ,  
   ,    . 

- ,         (  
    )     

,         . 
,   ,      

    ,      
      . ,    
       ,    
             

. 
  ,        

     (     
    ’  ,    

    )      
       .  ,   

               
         
  . 

 :  ,   ,  , 
 ,        . 
: 1; .: 0; .: 3; .: 18.  

 
Introduction. Expanding the share of employment in small businesses, amidst the 

dominance of displacement the labor by capital in large and medium business, has become a 
modern form of employment adaptation to new stage of technological progress in developed 
economies. Correspondingly, the qualitative characteristics of jobs, created and operating in small 
business have increasing impact on the employment parameters in the whole economy. 

In Ukraine, the characteristics of small businesses differ significantly from analogous 
indicators of the developed countries, not only in absolute values (the average output, productivity 
and profitability of labor, level of wage, innovation activity, etc. are much less than in developed 
countries) but also in the ratio of these parameters with the characteristics of large and medium 
enterprises. Actually clarify these ratios is subject of this article: How do the characteristics of 
employment reproduction in small businesses correlate with similar characteristics for large and 
medium businesses? We believe such ratios are important because the ability of small businesses to 
perform their social functions, including the interaction with large and medium-sized businesses is 
determined by such interrelations. Accordingly, the explanation of the role of domestic small 
business in the reproduction of employment sphere should consider such ratios and be based on 
certain general principles of their interpretation. In this article our attention is focused on the ratio 
of employment scale and wages in the sector of small and sector of large and medium business in 
Ukrainian economy. 

Problem analysis and problem statement. Explanation and simulation distribution of 
employment between sectors of large and small businesses are occurred in literature mainly in the 
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context of the study on differences inherent to these sectors’ reactions to changes in macroeconomic 
and institutional conditions of economic activity. In particular, a number of models differently 
describing the reaction of large and small businesses to cyclical fluctuations in economic activity 
were built. Many works devoted to the investigating forms of participation of each sector in shaping 
macroeconomic trends and specific of large and small businesses adaptation to the process of inter-
sectoral and intra-industry international trade, interstate economic integration [1—4]. 

Based on researches of the interaction between large and small business both foreign and 
domestic scientists consider the small business as more sensitive to adverse cyclical fluctuations 
(the industries and markets «cleaning» from entities which are unable to comply updated 
requirements to the efficiency of operating, concerns especially small business) and more 
dynamically captures new sectors and market niches, in times of major structural changes in the 
economy [5—7]. Empirical studies on the processes of creating and eliminating jobs as the basis of 
employment reproduction in large and small businesses, showed mainly higher activity inherent to 
small businesses in jobs creation, in upgrading their organizational and technical conditions and 
requirements for qualification characteristics of workers. 

In particular, a number of studies conducted in the late twentieth century were devoted to 
modeling the parameters of jobs creation and liquidation in sectors of small and large business. For 
example, in [8] was found that the gross rate of job creation (the ratio of the total amount working 
places created during the period to the average number of employees for that period) is reduced in 
the Canada economy with moving from companies with smaller-scale of economic activities to 
companies with larger scale. Similarly, the job creation net rate (the ratio of surplus of jobs created 
over the number of jobs eliminated to the average number of employees for that period) decreases 
with increasing scale business enterprises. 

Similar results were obtained for Denmark [9]; for Germany — [10] (concerning the net 
level of job creation the highest figure was for enterprises with 20 to 49 employees); for 
Netherlands — [11] (concerning the net level of job creation revealed that firms with number of 
employees less than 100 persons have such level higher than companies with number of employees 
more than 100 persons); for US — [12]. 

Researches devoted to the role of small business’ employment in the reconstruction of the 
Ukrainian economy largely ascertain the significant underutilization of its potential for solving the 
employment policy tasks. In particular, despite the clear predominance of small businesses 
(including sector of self-employment) in total amount of jobs created, low average duration of their 
existence and worse than average economy qualitative characteristics of their functioning (first of 
all, the level of productivity and wages) do not allow this sector make strong positive impact on the 
process of employment reproduction [13; 14]. Highlighting a number of features inherent to small 
business in Ukraine and factors of their formation and spreading, domestic researchers are solidarity 
in assessing the role of small businesses as an important sphere of employment for people vacated 
by large and medium-sized enterprises, which however still has a very low productivity and the 
level of salaries. Accordingly, the redistribution of total employment to small businesses in Ukraine 
may not cause a positive impact on the socio-economic efficiency of domestic production until 
there will be a radical qualitative changes in the functioning of small businesses and areas of self-
employment that will reduce their lag behind in productivity and rate of return [7; 15]. But is 
tendency to convergence levels of labor productivity and salaries in small and large business 
observed in Ukrainian economy during recent years, or divergence of this characteristics prevails in 
Ukrainian economy? 

We will try in this paper to clarify the ratio between the characteristics of employment 
reproduction in small and large businesses using statistic data of recent years. Also this article 
authors efforts are devoted to the estimating impact of different factors on dynamics such 
characteristics over the recent years. As the result we expect to define which characteristics of 
employment reproduction contributes to the convergence of labor productivity and salaries in small 
and large business and which causing further divergence of such figures in small and large  
business. 
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Research results. This article authors have focused on the ability of small businesses to 
provide productivity (yield) of labor at level higher than necessary wage for compensate «burdens 
of work» for used number of employees. This is actually based on the concept of markets’ tendency 
to equilibrium conditions, which are determined by the equity of marginal product of labor with its 
remuneration. Through the law of diminishing marginal labor productivity, yields will fall with 
saturation of a particular sector (any industry or field of activity small businesses in general) by 
labor resources. Wages should remain at a level necessary to compensate for employee refusal of 
the better alternative employment opportunities. Based on this methodological framework, 
expansion of employment will continue so far as the entrepreneur would provide excess yield of 
labor above its salary [16]. 

Accordingly, the size of payroll (total labor costs) may be considered as the indicator of 
small business opportunities to expand the number of employees. Increasing of payrolls’ total 
amount in small business reflects the growing of its potential to procure expanding of employment 
in the first turn, through the direct connection: the higher payroll — more jobs given that constant 
average wage. Second, due to the increasing the size of the payroll indicates an improvement of the 
small businesses ability to provide labor productive and gains enough for making hiring more labor 
reasonable. This means that common for the small business sector model of the organizational and 
technical options adaptation to industry and macroeconomic conditions are involving the expansion 
of employment. 

So in this research we will focus attention on factors and the dynamics of payroll size in 
small business sector, compared with analogous indicators for the sector of large and medium-sized 
businesses. 

For factor analysis of the payroll size and dynamics we offer multiplicative chain of 
indicators that reflect the following logic. 

The volume of payroll created by the small business activities, might be considered as the 
result of following factors. Firstly, the total number of small enterprises, as the expression of 
entrepreneurs’ economic activity and their preference to working in the official (registered) sector 
of the national economy. The logic of this factor impact is follow: all other things being equal, the 
greater number of registered small enterprises, the greater the payroll will be created, so higher the 
potential of small business to expand its own employment and "absorption" of labor resources that 
are discharged (idle) in sector of large and medium businesses. 

Second factor is the average number of employees in small enterprise. The logic of this 
factor impact — other things being equal, increasing size of small businesses, expand of 
employment on typical small enterprise, reflects the small business ability to growing the payroll, 
ratably to number of employees growth. For example, even in the face of reducing the total number 
of registered small enterprises, scope of employment in relevant sector may be increased due to the 
trend of growth average number of employees in small enterprise. 

Third, the scale of payroll, created by small business is under influence of productivity level 
of labor resource, involved in this sector. Clearly, other things being equal, higher labor 
productivity leads to growth of total gross value added created by small businesses and respectively 
— to increment of payroll. 

Fourth, the volume of payroll is affected by the distribution of total output (which was used 
for estimation of labor productivity) between different directions of productive consumption, i.e. the 
share of payroll in the total revenue of small enterprises. The logic of this factor impact is as 
follows: the greater share of the output value remains as the payroll in a particular sector, the higher 
will be the payroll as part of sector’s output, so the better, other things being equal, will be 
conditions for reproduction and development employment in that sector. 

Schematically, the logic of building the chain of indicators for factor analysis of payroll 
dynamics, observed in the small business is presented in Table. 1. 
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Table 1 

The logical structure of indicators’ chain for factor analysis of payroll reproduction  

in small businesses 
Factor 
indicators 

The number of 
registered small 
enterprises (including 
micro) 

The average number of 
employees in small 
enterprise 

The average labor 
productivity (revenue 
by sales) in the sector 
of small business 

Average share of payroll 
in revenues of small 
business 

Are directly 
characterizing 

entrepreneurs’ 
economic activity in 
small business sector 
and their preference to 
working in the official 
(registered) sector of 
the national economy 

The scale of economic 
activity and, other things 
being equal - the amount 
of resources, accumulated 
by typical small enterprise

Amount of revenue by 
sales per employee in 
small business 

Small businesses 
position in the chain of 
added value creation and 
the proportion of 
revenue distribution 
between direction of 
using for reproduction of 
resource set 

Are 
expressing the 
following 
characteristics
’ impact on 
the target 
indicator (size 
of payroll) 

Macroeconomic 
conditions, the way of 
small and large 
business interaction 
and small business 
specific capabilities to 
adapt to changes in the 
macroeconomic 
conditions of operating 

The processes of finding 
the optimal scale of 
economic activity and 
structural changes within 
the small business sector 
(reallocation of workers 
between small and micro-
enterprises, and small 
enterprises with different 
scales of activity) 

The gains in performance and efficiency of the 
formation (in reporting and in prior periods) and 
using (during the reporting period) sphere of 
employment in small businesses 

 
So we got a multiplicative term that has the least requirements for mathematical tools for 

dividing the impact of certain factors: suitable for treatment and correct results might be obtained 
even with the "textbook" method of chain substitutions: 

P = NE · ANE · PLPP · SVA, 
where P — payroll, created by economic sector (in this work — the sector of small businesses and 
sector of large and medium-sized enterprises); 

NE — the number of registered enterprises in the sector; 
ANE — the average number of employees in the enterprise (the ratio of total employment to 

total number of registered enterprises); 
PLPP — the average productivity per employee (ratio of output by the year to the number of 

employees); 
SVA — the average share of payroll in output. 
These calculations were carried out by method of chain substitutions, which is based on the 

traditional approach of domestic economic statistics [18]. We get a series of calculations, which 
allow us to assess the power of impact of each factor included in the term. 

Demographic and related with economic activity of population factors of employment scale 
in the small business did not contribute to its expansion and does not give reason to expect 
improvement of their impact in the future.  

The structural changes in Ukrainian economy, observed during the retrospective period do 
not give reason to consider them as a factor of the increasing employment in small business. 

Therefore, capacity of small businesses to expand the scope of employment is mainly 
determined by the economic opportunities of small enterprises. Accordingly, the size of payroll 
(total labor costs) may be considered as the main indicator of small business opportunities to 
expand the number of employees. And we will use this figure as the dependent indicator, the 
changes of which reflect the influence of various factors on the expansion and the qualitative 
transformation of employment in the small and large business sectors in the Ukrainian economy. 

The calculations, made by method of chain substitutions for the period 2013—2014, are 
shown in Table 2. 
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Despite the common dynamics of total payroll in small businesses and in the sector of large 
and medium enterprises, a factors of this dynamic acted differently in these sectors. 

According to the data, shown in the table, in 2014 the real payroll, generated by small 
business decreased compared to 2013 by 20.4%. A similar index for large and medium-sized 
businesses was 18.2%. 

The total number of entities in the sector of large and medium-sized businesses contracted 
(it predetermined reduction of payroll by 13.9%) and increased — in the small business sector (led 
to the growth of payroll by 12.5%). 

The average number of employees in one small business entity decreased (caused reducing 
the size of payroll by 16.6%) and in the sector of large and medium-sized businesses remained 
almost unchanged (a reduction of payroll less than ten percent). 

Accordingly, for the small business sector in 2014 was characterized by a tendency to 
downsizing of economic activity scope: the growth of the total number of entities accompanied by 
reduction in the average number of employees in one). 

This dynamic does not correspond to the traditional ideas about restructuring of industries 
and sectors amidst the deteriorating of macroeconomic conditions (reducing the total number of 
business entities due to the exclusion of those who are unable to comply with new, higher 
requirements for effectiveness and strengthening of resources’ provision for those that remain). 

In the small business sector of the Ukrainian economy the concentrating of resources on 
fewer number of entities was not observed and in large and medium-sized businesses reducing the 
total number of entities was not accompanied by an expanding of the scale of employment for 
remaining ones. 

In the small business labor productivity dynamics didn’t cause a positive impact on the 
ability of this sector to expand the scope of employment. Reducing of real productivity led to a 
payroll decreasing by 5.2%, in contrast to the sector of large and medium businesses, where 
productivity increased, (it caused increasing of the payroll by 2.2%). 

Finally, the proportions of revenue using were not conducive to the expansion of the 
employment scope neither in small, nor in large and medium business. The share of labor costs as 
part of revenue was declining in both sectors (it caused a decreasing of payroll by 10.9% in first of 
these sectors and decreasing by 6.6% in the second). 

In addition, it is important that amidst the employment reduction in both sectors of the 
Ukrainian economy, neither increasing of productivity, nor other preconditions of improve rate of 
remuneration in small businesses are not observed, hence the improvement of qualitative 
characteristics of employment in small businesses are not proved. Less number of functioning jobs 
did not cause increasing of average productivity or wages. Real wages in small businesses (real 
average monthly salary) decreased in 2014 comparing 2013 by 16.8%. 

So small business in 2014 was unable to act as a «compensator» of negative trends 
concerning the scale of employment in large and medium-sized business — scale of employment in 
small business decreased compared to the base year, improvement of qualitative characteristics was 
not observed, thus static data show zero compensation effect of the employment reproduction in 
small business concerning negative trends in employment in the large and medium business. 

The negative trends of forming both surveyed sectors’ capacity to expand employment 
continued and intensified in 2015 (Tabl. 3). The real volume of payroll in the small business 
decreased in 2015 comparing with 2014 by 22.8% (again, more than analogous figure for the sector 
of large and medium-sized businesses — 20.9%). 

Similarly to the situation in 2014 the total number of entities in small business increased (it 
led to growth of payroll by 2.3%), but the average number of employees in an entity in the small 
business decreased (it predetermined decreasing of payroll in small business by 9%). Accordingly, 
the total number of employees in small businesses of the Ukrainian economy declined for the 
second year in a row. 
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The dynamics of real productivity in the small business sector in 2015 compared to 2014 
was positive (it resulted growth of payroll by 3.8%). However, important that rate of productivity 
growth below than rate of number of employees reduction. According to it, productivity growth was 
the result of matching smaller sector’s output with more dynamic decreasing number of employees. 

Increasing of labor productivity was caused by keep constant (slow contraction) of 
production volumes, created with much smaller number of employees. It is difficult enough to 
recognize this trend as positive and sufficiently for statement about the growth of small businesses 
potential to expand the scope of employment in Ukraine. 

Moreover, the burden of reducing scale of sectors’ output was shifted mainly on the payroll. 
The share of such costs in the small business revenue in 2015 declined again, (it led to the reducing 
the size of payroll by 19.9%). 

So, the size of payroll in small businesses has been reducing for two years having lost nearly 
40% (38.4%). 

Real wages in small business also declined in 2015 (by 17.23% compared to 2014). 
Accordingly, reduction in two years reached 31.2%. 

This situation shows that small businesses in terms of negative macroeconomic dynamics 
have showed almost no ability to compensate (or at least mitigate) the negative effects of curtailing 
economic activity in the sector of large and medium-sized businesses. In addition, there were no 
signs, which would confirm that decreasing scale of employment in small business is accompanied 
by an improvement of the qualitative parameters of labor using. On the contrary, the dynamics of 
labor productivity (total for two years) is negative, the share of wages in income — negative, the 
size of the average wage — negative. 

The exceeding of wages’ decline pace in small businesses over the sector of large and 
medium enterprises increases unfavorable for small business differentiation wages. Even without 
considering the skill level differences of the labor employed in the sectors of small and large 
businesses, we observe that wage in the small business was three and a half times lower than in 
large and medium-sized businesses in 2014 and 3.6 times — in 2015. 

This significant backlog of wages in small businesses compared with large and with average 
level in the economy is an important element of the mechanism of reproduction undervalued wages 
in Ukraine. Thus, for a large group of employees of large and medium-sized enterprises, the 
prospects for self-employment or employment in small businesses plays role of best alternative 
employment. Accordingly, the higher the level of income given by self-employed or work in small 
businesses — the higher salary in large business should be to divert workers from such alternatives. 
So low income of small businesses significantly mitigate the market position of workers for whom 
employment in this sector acts as a better alternative for employment in large and medium-sized 
enterprises. 

Conclusions. 1. The number of economically active population in Ukraine, the scale of its 
employment sphere in general and in small businesses particularly have experienced a dramatic 
reduction during the study period (2010 to 2015). The number of economically active population 
declined by almost 18% (i.e. an average of 1.8% per year, which is a very high average rate of 
reduction for five years). The number of employed in the economy — by 18.9% (1.8% annual 
reduction); the number of employed in small businesses — 22.6% (1.9% annual reduction); the 
number of employed in the sector of large and medium-sized enterprises — 25.3% (1.9% annual 
reduction). 

The reduction rate of economically active population was so high, that despite the severe 
stagnation of employment in all sectors, the reducing number of unemployed was recorded also: 
during the study period a total number of unemployed decreased by 7.3%. 

These data indicate that demographic and related with economic activity of population 
factors of employment scale in the small business did not contribute to its expansion and does not 
give reason to expect improvement of their impact in the future. 

2. The share of small business in the total number of employment decreased from 24.5% to 
23.3% over five years with mainly negative macroeconomic dynamics. This employment 
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decreasing in small businesses was not accompanied by improved of both, absolute values of 
quality employment characteristics and their ratio to analogous characteristics of large and medium-
sized businesses. In particular, there is no convergence of productivity and average size of wage in 
the small business with large. These figures for small business remain in two - three times lower 
compared to large and medium. 

So small business over the past five years was unable to act as a «compensator» of negative 
trends concerning the scale of employment in large and medium-sized business — scale of 
employment in small business decreased, improvement of qualitative characteristics was not 
observed, thus static data show zero compensation effect of the employment reproduction in small 
business concerning negative trends in employment in the large and medium business. 

3. The size of payroll in small businesses has been reducing for two years having lost nearly 
40% (38.4%). Real wages in small business also declined and reduction in two years reached 
31.2%. There were no signs, which would confirm that decreasing scale of employment in small 
business is accompanied by an improvement of the qualitative parameters of labor using. On the 
contrary, the dynamics of labor productivity (total for two years) is negative, the share of wages in 
income — negative, the size of the average wage — negative. 

The exceeding of wages’ decline pace in small businesses over the sector of large and 
medium enterprises increases unfavorable for small business differentiation wages. Even without 
considering the skill level differences of the labor employed in the sectors of small and large 
businesses, we observe that wage in the small business was three and a half times lower than in 
large and medium-sized businesses in 2014 and 3.6 times — in 2015. 

This significant backlog of wages in small businesses compared with large and with average 
level in the economy is an important element of the mechanism of reproduction undervalued wages 
in Ukraine. 
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