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FUNCTIONING OF SMALL AND MEDIUM-SIZED BUSINESS
IN A PANDEMIC

OYHKUIOHYBAHHA MAJIOIO TA CEPEOHbOIO BIBHECY
B YMOBAX NMAHAEMII

The article considers the state of small and medium-sized businesses in Ukraine and abroad in
the pandemic COVID-19. In the context of the crisis of economic development, it is state aid to small
businesses that can lead to an improvement in the economic situation in the regions and across the
country. The main goal of our study is to identify direct and indirect factors of the COVID-19
pandemic's impact on the functioning of small and medium-sized businesses, to develop possible
ways to overcome its consequences or minimize its. It was determined that quarantine restrictions
have a negative impact on SMEs, furthermore the most negative impact was on catering, service
and trading enterprises. The experience of the world's leading countries was considered to develop
effective measures to stabilize the economic situation and overcome the negative consequences for
SMEs. It was found that most countries reduced tax payments, introduced "credit vacations" for
businesses that could not pay credit interest on the loan and the body of the loan itself, paid benefits
to companies to pay employees, and paid benefits to those who lost their jobs and self-employment.
Following the announcement of quarantine restrictions, the Government of Ukraine has also
developed and implemented a number of measures to mitigate the impact on business, including
SMEs. Ways have been proposed to overcome the current economic crisis in country, including a
50% reduction or abolition of unitied social contribution for at least 6 months while preserving all
Jjobs for the employer, extension of "credit and tax holidays", etc.

Key words: economy, economics, crisis, small business, medium business, credit vacation,
taxes, interest rates, pandemic, quarantine, COVID-19.

Y emammi posenanymo cman mixpo- manozo ma cepeduvozo 6iznecy Yxpainu ma 3apy-
oiocnux kpai 6 ymosax nandemii COVID-19. 3’acosano, wo nuni 6 Yxpaini gpynxyionye maiidice
1,8 minviiona manux i cepednix nionpuemcms. Busnauerno, wo na MCBH HecamugHo éniusaroms
KapanmuHni 0omedicents, a HaudiIble HeeamueHo20 GNIUGY 3A3HANU NIONPUEMCINGA XAPYUYEAH-
Hsl, HAOAHHA NOocye ma mopeieii. [lis po3pooku eghekmusnux 3axo0ie cmaoinizayii ekoHoMiuHOI
cumyayii ma nodonanmus necamusnux nacnioxie oast MCE Oyno posenanymo 0ocgio npogionux
Kpain ceimy. Buseneno, wo Oinvuwicms Kpain nociabuiu nooamrkosi niameici, 6600UNU «Kpe-
OumHi KauiKyiuy» OJis RIONPUEMCMS, KI He 63MO3I NJIAmumu 8i0COMKU 3a Kpeoum ma came minio
Kpeouma, euniauy8anucs 00nomozda nionpuemcmeam 0 oniamu npayi npayienukam, a ma-
Koolc guniayysanu oonomozy ocobam, siki cmpamuau pobomy ma D@OII. Ypsao Vkpainu, nicis
NPOCONIOUIEHHS KAPAHMUHHUX OOMENCEeHb, MAKONC PO3POOULA | 6NPOBAOUNA HUZKY 3AX00i8 O
nom sikuiennst 6naugy na 6isnec, sokpema na MCh. 3anpononogano cnocobu nodonanms HuHiw-
HbOI eKOHOMIUHOI Kpu3u OI3Hecy ma eKOHOMIKU, 8 YUCi ikux smeHuienus Ha 50% abo ckacysarnms
He menute Hidie na 6 micayie €CB i3 36epedicennsam ycix pobouux micys 3a pobomooasyem, npo-
008HCEHHA «KPEOUMHUX | NOOAMKOGUX KAHIKY» MOWO.

Knrouosi cnosa: exonomika, kpusza, manuti GisHec, cepeoHil bizHec, KpeOumHi KaHiKyIu, no-
damxu, 8idcomkogi cmasku, nanoemis, kapawmut, COVID-19.

B cmamve paccmompeno cocmosnue Mukpo- u cpeone2o busneca Yxpaumnvl u 3apy0edicHuix
kpaeg 6 ycnosusix nanoemuu COVID-19. Bvisicheno, umo 6 Hacmosiwee epems 8 Ykpaune QyHk-
yuonupyem noumu 1,8 Muniuona manvix u cpeonux npeonpusmuti. Onpedeneno, umo na MCE
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He2amueHoO GIUAIOM KAPAHMUHHbIE 0OSPAHUYEHUS, A HAUDOTbUIee He2amUGHOEe GNIUAHUE UCTILIMA-
JU Npeonpusimusl NUMAanUsl, OKa3anue yciye u mop2oseiu. /s paspabomku dpghexmusnuvix mep no
cmaduau3ayUY SIKOHOMUUECKOU CUmMyayuu u npeooosienuto HeeamusHolx nocieocmeuii 0as MCE
ObLT paccmompen onvim 6e0VWUX CMpan Mupd. Bulsigneno, 4umo 601buuncmeo cmpan ociaduiu
HANI0206ble NAAMECU, 6800UNU KKPeOUmMHble KAHUKYILLY 01 NPeOnpusmutl, Komopbvle He 8 co-
CMOAHUU NIAMUMb NPOYEHMbI 3a KPEOUM U CAMO Meno Kpeoumd, 8bINIA4UBAIUCH NOCOOUS Npeo-
npusmuAM 0151 ONIamuvl mpyoa paboOmHuKam, a maxice 6blNAAUUEAIU NOMOWb TUYAM, KOTNOPbLE
nomepsnu pabomy u DJII. Ilpasumenvcmeo Yxpaunvl, nocie npogosenauieHusi KapanmuHHbIX
o2panuyenull, maxoice pazpadbomano u 6HeOPUIO psao Mep No CMAYEeHUIO GIUAHUA HA Ou3Hec, 8
uacmuocmu na MCB. Ilpeonoosicenst cnocobvl npeodonenus HolHeuHe20 IKOHOMUYECKO20 KPU3U-
ca busHeca u SIKOHOMUKU, 8 YUCLe KOMOPbIX yMeHbueHue Ha 50% unu ommena ne menee yem na 6
mecsiyes ECB ¢ coxpanenuem 6cex pabouux mecm 3a pabomoodamenem, npooieHue «KpeounmHuix
U HANIO208bIX KAHUKYILY U M. 0.

Knroueswie cnosa: skonomuxa, kpusuc, mMawlil OusHec, cpeOHull OusHec, KpeoumHsle KaHu-
KVJibl, HALO2U, NPOYeHmHble cmasku, nandemus, kapaumut, COVID-19.

Statement of the problem. Over the past few years, the state of the economy has wors-
ened in Ukraine, which has been significantly affected by the worldwide COVID-19 pan-
demic. Under such conditions, the sphere of small and medium-sized entrepreneurship is
one of the most affected categories of economic entities, of which a significant proportion of
them operate in sectors of the economy where business has not received proper state support,
as a result of which most of these enterprises went bankrupt. Based on the experience of
developed countries, the implementation of a balanced financial policy of supporting small
business entities by the state is an integral part of modern financial policy in the state sphere.
In the context of the crisis of economic development, state aid to small businesses can lead to
an improvement in the economic situation in the regions and throughout the country. Today,
it is in small and medium business that the state hopes for rapid positive structural changes in
the economy, overcoming the economic crisis and creating conditions for economic growth.

Analysis of recent research and publications. Research into the direct impact of the
COVID-19 pandemic, including the development of measures to reduce its impact, began
to be carried out by economists and individual research organizations on processes in the
economy since the first lockdown was announced in China. Questions of the impact of the
pandemic COVID-19 on economic processes, especially at small and medium enterprises,
were handled by foreign scientists such as Richard Baldwin and Beatrice Veder [1], Joseph
Amankwa-Amoa, Zahir Khan, Jeffrey Wood [2]. Currently, there is no comprehensive view
of the problem in the Ukrainian economy, but active research by such scientists as Vorfolo-
meev A. [3], Denkov D., Karakuts A., Shchedrin Yu. [4], Sveshnikov S., Bocharnikov V.,
Polyakova O.V. [5] and others. However, given the dynamic development of the situation
and the wave nature of the pandemic, studies of the impact of quarantine measures on the
economy, especially on small and medium-sized businesses, are not complete enough.

Formulation of the goals of the article. The main purpose of the research is to identify
direct and indirect factors of the impact of the pandemic COVID-19 on the functioning of
small and medium-sized businesses, to develop possible ways to overcome or minimize its
consequences.

Presentation of the main material of the study. Small and medium business (SME) is
the foundation for the entire economy of the state. It is the SME sector that is the main in
providing employment, it accounts for about 79% of the total number of jobs in Ukraine,
and it also forms the basis of the social and labor sphere. This confirms the practical domes-
tic and foreign experience. The quarantine caused by the pandemic COVID-19, includ-
ing in Ukraine, has paralyzed the functioning or even led to the closure of medium, small
and micro enterprises. Today, almost 1.8 million small and medium enterprises operate in
Ukraine (16.5 thousand medium, 339 thousand small, 1.48 million individual entrepreneurs
and only 446 large enterprises). As legal entities, only 19.8% of SMEs function, the rest of
enterprises conduct their economic activities as individual entrepreneurs [6].
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The introduction of quarantine has had a negative impact on the functioning of SMEs.
The restrictions introduced led to:

— some sectors were not able to fully conduct their economic activities due to prohibition
or restrictions in the conduct of activities;

— a decrease in income, due to the increase in unemployment, led to a decrease in the sol-
vency of the population, and this, in turn, decreased the demand for the products of enterprises;

— a significant part of SME subjects did not withstand severe restrictions and were forced
to stop their activities;

— some small and medium enterprises do not have the necessary financial resources to
quickly and effectively overcome the negative effects of the pandemic COVID-19;

— the trend of the shadow employment sector has increased and hidden unemployment
has increased;

— the established chains of added value were destroyed, as a result, the negative impact
on the economy of the country as a whole increased.

More negative impact from the pandemic were those small and medium enterprises
that operate in the field of food, services and trade. Companies working in the field of real
estate, consulting, legal services, etc. According to the Union of Ukrainian Entreprencurs of
Ukraine [7] in March 2020, about 6% of small business owners lost their business, which
was a big problem for the state economy. About 1/3 of micro-businesses (less often small
enterprises) received revenues for March-April 2020 less by 90-100%. As a result, they
had to cut states and therefore 50% of workers were laid off. SME owners did not receive
25-50% revenues, comparing with the same pre-quarantine period and reduced the staff by
10- 25%. Compared with the losses of large enterprises, which accounted for 10-25% of rev-
enues and the reduction of the state to 20%, the consequences for small and medium-sized
businesses are more devastating. Schematically, the impact of quarantine measures on the
work of SMEs is shown in Figure 1.

Thus, we see that the largest monetary losses were suffered by micro and SMEs, com-
pared to large, however, the reduction of staff states at large enterprises occurred on a par
with smaller enterprises.

To develop effective measures that will help overcome the negative consequences of the
pandemic, it is necessary to analyze the experience of leading foreign countries, as well as
explore ways of government support for SMEs of European countries and the United States.

The German government to support business entities and citizens during the pandemic
has developed and adopted a number of social packages worth more than 750 billion euros.
For the effective functioning of small businesses in limited conditions and citizens decided
to allocate 156 billion euros, which will reduce tax revenues by 33.5 billion euros through

Large enterprises

Medium enterprises
B Abbreviated state, %

Small enterprises M Losses, %

Micro enterprise

0 20 40 60 80 100

Figure 1. Impact of quarantine measures on SMEs and large enterprises
Source: compiled by the author according to the data [7]
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the introduction of tax holidays. The German Bundestag also decided to allocate 50 billion
euros to support individual entrepreneurs and small businesses. Thus, as of April 2020, about
700 thousand enterprises have applied for monetary compensation, and currently 3 million
employees receive earnings under this scheme. In Germany, in order to stabilize the econ-
omy during the pandemic, it was decided to create a fund of 600 billion.

The government of Finland has allocated 100 thousand euros to retail representatives
to maintain their operation under the conditions of restriction. All entrepreneurs, including
freelancers, were given the right to receive unemployment benefits for three months. Pen-
sion deductions were postponed for the same period. Enterprises, especially representatives
of small and medium-sized businesses, are able to pay tax deductions at a later date without
charging a penny. Financing of these measures is carried out by issuing new loans, the obli-
gation for which takes over the government of the country.

In France, 8.5 billion euros were allocated for the effective operation of companies that
had to temporarily remove their employees from work due to quarantine restrictions to pay
these workers wages at the expense of these funds. Also, the French government pledged to
ensure the preservation of jobs for workers after the end of the crisis. Such a system allows
to reduce payments to workers up to 70%, but only if the salary exceeds the minimum
4.5 times. At the same time, the government of the country assumes the responsibility to
fully compensate for the costs of economic entities to pay employees.

The UK is loosening at the legislative level regarding the recognition of the enterprise as
bankrupt so that businesses that are on the verge of closing can continue to function. Also in
England, for the period of quarantine restrictions, there was a triple reduction in the discount
rate, namely to 0.25%.

In Poland, a number of state financial support measures are held for small and medi-
um-sized businesses under quarantine restrictions. With the onset of quarantine restrictions,
the government adopted a number of legislative initiatives to reduce the negative impact on
SMEs, the so-called "Anti-Crisis Shields," which are constantly updated and supplemented
by external and internal factors. These measures are aimed at strengthening the financial
security of citizens and enterprises, maintaining the level of employment of the popula-
tion. According to the adopted legislative acts, the costs associated with the economic crisis
caused by the pandemic will be evenly redistributed between all economic entities, labor
resources, the financial system and the state. The approximate total cost of this package is
about 10% of Poland's GDP.

In the United States, the government has allocated $2 trillion for additional payments
to its citizens and businesses, to effectively overcome the negative economic conse-
quences for business development. These additional funds went to one-time payments
of $1.200 for all individuals whose annual income is up to $75.000. If the income of
citizens in the amount of 75.000 to 99.000 dollars a year, the one-time payment will be
less. Another $377 billion of the allocated funds went to support small businesses, as well
as citizens for 4 months held weekly unemployment payments of $600. The government
introduced stricter conditions that apply to the $500 billion Corporate Welfare Fund to
ensure the proper level of employment, remuneration, benefits to workers. Creditors in the
United States are allowed to give mortgage borrowers who have suffered from quarantine
restrictions, to provide preferential holidays.

Thus, the measures used by the EU, England and the USA to help small and medium busi-
nesses during the coronavirus economic crisis can be grouped into three categories (Figure 2).

In Table 1, we summarize the number (as a fraction of GDP) of state support indicators
by some countries.

In addition to new spending measures, some governments have delayed or canceled
some previously planned spending, such as some investment. This is partly due to the need
to provide more fiscal resources to combat the pandemic and its economic consequences,
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1. Immediate fiscal impulse

additional expenditures by the state (for example, medical resources. preservation of
employment of people. subsidization of small and medium-sized businesses, public
investments) and missed revenues (for example. cancellation of some taxes and contributions
to social insurance)

2. Postponement

|4

delay certain payments, including taxes and social insurance contributions, which in
principle should be returned later

A 4

3. Other provisions and liquidity guarantees

include export guarantees, liquidity assistance, credit lines through national
development banks

Figure 2. Discretionary fiscal measures for the coronavirus crisis
Source. grouped by author according to data [8]

and partly due to interruptions in supply. This cost reduction is a negative fiscal impulse.

Because of the lack of data, we cannot quantify these reduced costs.

The size of the relief package for the countries of Central and Eastern Europe, the Bal-
kans and the Caucasus in response to the pandemic COVID-19 in persents of GDP is pre-

sented in Figure 3.

Measures implemented by the Government of Ukraine to overcome the negative conse-
quences of the crisis caused by the pandemic are aimed at supporting business, and especially
small and medium. In 2020, the authorities introduced a number of measures to respond to
the crisis, the sum of which was about 3% of the country's GDP. The following measures

Table 1
Discretionary fiscal measures for 2020 aimed at overcoming
the crisis consequences COVSD-19
Events |y mediate fiscal Postponement, % Other liquidity/
Country momentum, % guarantee, %
Belgium 1.4 4.8 21.9
France 5.1 8.7 14.2
Germany 8.3 7.3 243
Greece 3.1 1.2 2.1
Italy 34 13.2 32.1
Netherlands 3.7 7.9 34
Portugal 2.5 11.1 5.5
Spain 4.3 0.4 12.2
England 8.3 2.0 15.4
USA 9.1 2.6 2.6

Source. grouped by author according to data [8]
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Figure 3. Relief package in response to COVID-19 pandemic, % of GDP
Source: grouped by author according to data [9]

were introduced in Ukraine: tax benefits; extended programs of subsidized loans; effective
and affordable credit guarantee schemes; social support programs.

December 2020, the parliament adopted a number of measures to support business, mainly
micro (FOP), small and medium, during the second wave of quarantine restrictions. They
included one-time cash assistance in the amount of UAH 8.000 (US $280) to employees and
individual entrepreneurs who lost their income as a result of quarantine, as well as some entrepre-
neurs were exempted from paying income tax and social insurance tax from December 2020 to
May 2021 and tax debts in the amount not higher than UAH 3060 were written off. Until 2021,
there was a program of subsidized loans. In addition, the government approved $180 million
in government guarantees for lending to the banking business. Figure 4 depicts the key current
initiatives of the Government of Ukraine to maintain a stable economic situation in the country,
replenishment of the state budget and assistance to SMEs and individuals to entrepreneurs.

The Government of Ukraine has approved an economic stimulus program to effectively
overcome the consequences of the COVID-19 epidemic, which includes proposals to sup-

Green sector

Well managed sector
The creation in March

2021 of the Bureau of
Economic Security,
which will oversee

economic crimes in the

law enforcement
system, will promote
business development

Ukraine plans to create
a national greenhouse
gas emissions trading
system (GHG) and
introduce carbon taxes
in 2025. It is expected
that in 2021, the
country will introduce a
system for monitoring,
reporting and
inspecting GHG
emissions

SME and FOP support
sector
Increased
unemployment funds
and pension funds to
support the most
vulnerable citizens,
funds for payments to
the most affected by
the pandemic
enterprises

Digital sector
Expansion of public

services in the "Diya"
app, nhationwide
introduction of high-
speed Internet for
effective on-line
business, breaking
crowdfunding

Figure 4. Priority directions of state initiatives of Ukraine
on economic development under the influence of coronavirus restrictions
Source: grouped by author according to data [9; 10, 11; 12]
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port specifically small and medium-sized businesses. In March 2020, the NBU offered banks
to introduce a special period of lending deferral for the quarantine period for private entre-
prencurs and SMEs — "credit vacation." The NBU has also created a favorable environment
for maintaining monetary (reducing the key rate, refinancing) and regulatory transactions
(deferring new capital requirements, stress tests and control, banking reporting requirements
and other mitigations).

Ukraine has used such global approaches to stabilize the economy and support SMEs in
times of quarantine restrictions (Figure 5).

Thus, in times of crisis, it is important to create a flexible system of taxation and admin-
istration of tax payments not only to overcome the current economic crisis of business and
economy, but also to take measures to mitigate its negative socio-economic consequences,
which will allow to quickly and effectively respond to such situations in the future. These
can be advantages for individual regions, sectors and activities that have strategic and differ-
ent meanings for the region or the state as a whole. It is important to remember the fairness
of taxation. "The fairness of taxation should be based on a harmonious combination of the
financial interests of the state, society and taxpayers" [14; 15; 16]. We believe that the most
effective for Ukraine is the introduction of the following measures:

— prolongation of the period of cancellation of strict conditions for payment of taxes for
a certain period,;

— postponement of payment of taxes and other tax payments in case of failure to pay on
time, especially during the period of quarantine restrictions;

—reduction by 50% or cancellation by at least 6 months of the unified social tax with the
preservation of all employer jobs;

— reduction or cancellation of corporate profit tax for at least 6 months with full resto-
ration of activities;

2. Increase in income limits
for entrepreneurs

1. Tax weakening and
preferences

3. Extension of the deadline
for submission of the annual
declaration

4. Moratorium on tax audits
and measures of state control

5. Aid for partial

unemployment 6. Support of agrarians

8. Remote registration of
some certificates and permits
from state authorities

7. State program of available
loans 5-7-9%

Figure 5. State measures to support SME s
and entrepreneurs during the pandemic COVID-19
Source: grouped by author according to data [13]
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— additional tax benefits that will quickly restore and accelerate the pace of economic
development.

Conclusions. Consequently, support for small and medium-sized businesses and
the economy as a whole should play an important role among the main relief mea-
sures during the economic crisis caused by the COVID-19 pandemic. Immediate in
this regard is the immediate creation of the "Business Support Program". For large and
medium enterprises, it is advisable to provide an unlimited amount of credit funds avail-
able under various credit schemes and reduced rates; freezing payments on previously
received loans and loans; deferral of payments to taxpayers from the profit of enter-
prises. For small entrepreneurs it is necessary to recommend: transfer of the date of
payment of taxes and other tax fees in case of impossibility of such payment, especially
for the period of quarantine; reduction or cancellation of at least 6 months of personal
income tax and Unified Social Contribution with the preservation of all employer jobs;
reduction or cancellation of corporate profit tax for at least 6 months with full resto-
ration of activities; granting preferential loans under the "Small Business Support and
Self-Employment Program"; referral of relevant funds to provide one-time subsidies,
the return of which is not provided; maintenance of working capital to cover three quar-
antine costs; additional tax incentives that allow you to quickly recover and increase the
pace of development of small businesses.
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