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Abstract. The formation of the small business sector is one of the most promising areas of the country’s
socio-economic development. In this regard, assessing formation dynamics and determining the
problems and areas of development of the sector is of particular relevance. The purpose for the research
is to analyze the current state and identify the peculiarities of small business development in Russia.
To achieve this purpose the following statistical research methods have been used: data summary and
grouping, calculation of integrative indicators (absolute, relative values), construction of dynamics
series. The author also used general scientific methods such as generalization, induction, analysis and
synthesis, etc. Based on statistical data with the use of these methods, the author analyzed tendencies
of small businesses development in the context of indicators characterizing the dynamics of a number
of small enterprises and their territorial distribution, sectoral structure, employment in the small
business sector, enterprise financial and economic activity, their lending, etc. The research has helped
conclude that there is a quantitative increase in a number of indicators for this economic sector, but the
qualitative development is still not observed. The potential of small business institution is not being fully

implemented for the development of territories. The research demonstrates that destructive processes
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in small business are largely associated with conditions in which companies operate, as well as external
factors influencing them. Based on the results of various international and domestic monitoring
studies of business and expert organizations, the key factors affecting its development have been
distinguished. The study has identified its impact reduction areas, justified the necessity of stabilizing
legislation (primarily in the tax area) and macro-economic balance. The research results may be used
in the development of balanced state regional policy, as well as in drafting policy documents, planning
strategic and operational activities aimed at developing small business in constituent entities of the

Russian Federation. The prospects for further research work in this area are in assessing small business

innovative potential.
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Small and medium business (SMB) is an
integral part of modern economic system
without which the economy and society
cannot exist and develop!. The history of
small business formation in Russia (within
contemporary history) in comparison with
the USA, the EU member states and some
other countries is not a continuous process
[26]. The beginning of formation of this sector
dates back to the late 1980-s and is connected
with the emergence of cooperatives and joint
ventures. Reforms implemented in Russia,

establishment of the basics of market relations

' The criteria for classification of enterprises in small
business are total turnover (profit, income), asset value,
equity, average total staff, etc. According to the World Bank,
the total number of indicators for classifying enterprises
in small business is more than 50. The main criterion for
classifying enterprises (organizations) of various types in
small business is average total staff employed in the enterprise
(organization) during the reporting period. Thus, in Russia,
micro-enterprises include enterprises with the total staff of
15 people max, small enterprises — 100 people max, medium
enterprises — 2050 people max; in the EU, respectively, —
10 people max; 50 and 250 people max; in the USA —
20 people max, 100 and 500 people max. In China, small
and micro-enterprises have —1000 people max, medium
enterprises —3000 max.
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became a condition of small and medium
business development and its increased
role in the economy. In the early 1990-s,
state-owned enterprises were privatized;
this process also affected small business.
Redistribution of state property contributed
to the expansion of entrepreneurship; at the
same time, this period was the beginning of
the development of “grey”economy in this
sector. Heavy taxes prompted entrepreneurs
to use “grey” schemes, “black” cash, double-
entry bookkeeping, etc. The economic
collapse and political turmoil (1991—1993)
led to the situation where a significant share of
small businesses was refocused on commercial
activity (trade). After 1993, there was a
certain rise in small business development,
the private sector of economy. For the first
time, the legal basis of entrepreneurial activity
begins to develop: Civil Code, Law “On non-
commercial organizations”, etc. are adopted.
During 1998—2001 new legislation is adopted

introducing tougher requirements to small
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businesses, resulting in the strengthening of
bureaucratic procedures, a more complicated
process of business registration. Subsequently,
government policy was aimed at expansion of
support measures for small business. Since
2005, the Ministry of Economic Development
has implemented the state financial support
program for small and medium enterprises?.
During 2005-2016, in the framework of
this program about 160 billion rubles were
allocated to regional budgets from the federal
budget; the number of RF constituent entities
participating in the program increased from
55 to 85. According to the results of the
annual program audit [18], GDP growth per 1
ruble invested amounted to 39 rubles and was
estimated at 607 billion rubles per year [4].
Despite a significant increase in state
support for the sector under review, unstable
tax policy continues to significantly hamper

its development. Its contribution to the overall

economic performance in Russia is less
significant than in the EU member states, the
USA and some developing countries (7ab. 1).

The basis of SMB sector by number of
business units are individual entrepreneurs
(53.3%) and micro-enterprises (41%) —
94.3% in total. These business units account
for 55% of the employed in the sector under
review [16]. 52% of turnover (revenue) of
business units from sales of goods (works
and services) is accounted for small (40%)
and medium (12%) enterprises. In economy
as a whole, the share of small and medium
enterprises in total turnover of enterprises
is, according to the Federal State Statistics
Service, steadily decreasing. In 2014, it
amounted to 20.2%, which is 6.2 percentage
points less than in 2005 [16]. SMB accounts
for only 5—6% of the total fixed assets and
5% of the total investment in fixed assets

nationwide [36].

Table 1. Scale of small business development in foreign countries and in Russia [36]

Number of small enterprises . . .
. ) . } Ratio of small businesses | Number of economically Number of employed
Country (including micro-enterprises), . ) . ) o
. per 1000 citizens active people, min people in small business, %
min units
USA 27 86 158.9 61
UK 52 81 32.8 50
Germany 2.1 26 41.9 42
France 2.4 38 30.2 47
China 15 1 793.3 69.7
Russia 2.1 14 77 214

2 The procedure for providing regional budgets with funds from the federal budget on a competitive basis in the form of
subsidies is established by Government Decision no. 178 “On distribution and provision of regional budgets with subsidies
from the federal budget for state support for small and medium business including private farms”, dated February 27th, 2009.

3 Excluding external part-timers.
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Figure 1. Trend in the number of small enterprises (including micro-enterprises) [8, 36]
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Source: compiled from data of the Federal State Statistics Service, Federal Tax Service.

In 2005, the share of the employed in
SMB? increased from 10.7 percentage points
and amounted to 23.6% in 2014 [36]. At the
same time, labor productivity in the sector,
according to the Ministry of Economic
Development of the Russian Federation,
is 2—3 times below the level of developed
countries (the USA, Japan, the EU).

Territorial distribution of small and medium
enterprises

Due to targeted state support, over the past
15 years the number of small enterprises in the
country increased more than 2 times (Fig. /).
However, it should be noted that the increase

was ensured mainly by the segment of micro-

Economic and Social Changes: Facts, Trends, Forecast
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enterprises* (they have been recorded in
statistical accounting since 2008), while the
number of small companies during 2008—
2016 decreased (16.7%).

In 2008, among small enterprises medium
enterprises were distinguished but their share
in the total number of small and medium
enterprises was insignificant — 0.3%. Con-
sistent with the logic, the authors add that

4 According to Federal Law “On small and medium
business development in the Russian Federation”, since
2008 micro-enterprises (max 15 employed) were identified
among small enterprises (with 16—100 employed), medium
enterprises were also assigned to this sector (max 250
employed) (Source: Federal Law no. 209-FZ “On small and
medium business development in the Russian Federation”,
dated July 24th, 2007. ConsultantPlus).
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medium businesses are formed from small
because the transition from small to large
business should be considered as an evolu-
tionary process. However, small businesses
do not have incentives to become medium.
With transition to a new level small businesses
lose their rights for various incentives (tax
benefits, administrative benefits, possibility
of obtaining state support, etc.), that is why
it is easier for such enterprises to artificially

divide into a few new ones than to move into
the category of medium enterprises.

The trend in the number of small
businesses reflected in the statistics is
influenced by peculiarities of statistical
accounting. For example, even if a firm
exceeded the limit on the number of
employees or amount of income, it is still
considered small within the next three

years’.

Table 2. Top 10 constituent entities of the Russian Federation
by basic indicators characterizing small* business development, 2014**

Share of avergge number of employees (exgluding external Share of number of small enterprises, %
part-timers) employed in small business, %
Moscow 13.3 ™ Moscow 19.7 ~
Saint-Petersburg 5.8 Saint-Petersburg 8.3
Moscow Oblast 4.4 Moscow Oblast 49
Sverdlovsk Oblast 3.5 Sverdlovsk Oblast 3.4
KrasnoFiar Krai 3.1 > 44.3% Krasnonar Krai 2.8 > 51.79%
Republic of Tatarstan 3.1 Republic of Tatarstan 2.7
Republic of Bashkortostan 2.8 Nizhny Novgorod Oblast 2.6
Novosibirsk Oblast 2.7 Samara Oblast 2.5
Rostov Oblast 2.4 Novosibirsk Oblast 2.5
Nizhny Novgorod Oblast 32 | Chelyabinsk Oblast 23 |
Share in the turnover in small business sector, % Share in investment in fixed assets in small business sector, %

Moscow 20.5 Krasnodar Krai 5.6
Saint-Petersburg 5.7 Nizhny Novgorod Oblast 49
Moscow Oblast 49 Moscow Oblast 47
Krasnodar Krai 3.8 Voronezh QOblast 4.7
Syerdlovsk Oblast 3.7 > 52 7% Republic of Bashkortostan 3.9 > 40.2%
Nizhny Novgorod Oblast 3.2 Rostov Oblast 3.6
Tyumen Oblast 2.8 Altai Krai 3.5
Republic of Tatarstan 2.8 Penza Oblast 3.4
Rostov Oblast 2.7 Novosibirsk Oblast 3.2
Novosibirsk Oblast 2.6 _/ Kemerovo Oblast 2.7 _/
* Including micro-enterprises.
**Calculated on the basis of statistics of the Federal State Statistics Service [36].

> It means that if an enterprise exceeded the limit in 2014, it will lose its status as a small enterprise only in January 1st
2017. Previously, this period amounted to 2 years. The amendment was introduced by Federal Law no. 156-FZ, dated June

29th, 2015.
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A significant drawback of small entre-
preneurship development in Russia is its high
territorial concentration. 52% of small enter-
prises is concentrated within 10 Russian
regions (12% of all regions), the trend
towards their concentration in a small
number of regions and federal districts
remains and is even increased in some
regions (7ab. 2).

In the context of federal districts (FD) the
situation is as follows. The leader is the
Central FD, where at the beginning of August
2016 36.6% of the total number of small
enterprises of Russia were registered; in the
Volga FD — 18.5%; in the North-Western
FD — 13.3%; in the Siberian FD — 10.6%;
in the Ural FD — 8.2%; in the Southern
FD — 6.7%. The share of the Far Eastern
FD is 3.7%, the North Caucasian FD —
1.7%, the Crimean FD — 0.7%. It should
be taken into account that the size structure
of business entities is influenced by sectoral
specialization of economies of the regions
and districts® .

In the framework of federal districts the
enterprises are also distributed unevenly. The
drivers of the Central FD are the city of

¢ For example, low percentage of small business
concentration in the Ural FD is the result of the District’s
sectoral composition of the economy, with the 20%
concentration of the all-Russian production (production of
aluminum, metallurgy, oil and gas, etc.). These industries
are capital- and energy intensive, aimed at the result from
the scale.

Economic and Social Changes: Facts, Trends, Forecast

Moscow and the Moscow Oblast, where
about a quarter of all small enterprises in
Russia is concentrated (24.6%), which is
70% of small businesses in the District.
In the Volga FD, the distribution of small
businesses is more uniform, although there
us a noticeable concentration of more than
50% of all district’s small enterprises only in
four regions: Tatarstan, Bashkortostan, the
Nizhny Novgorod and Samara oblasts. In
the North-Western FD, there is also a high
concentration of small businesses in the
city of Saint-Petersburg (more than 60% of
the total number of small enterprises in the
District), etc.

Consequently, analysis demonstrates
uneven distribution of small enterprises
throughout the territory of Russia. This
unevenness is increased at the level of
constituent entities of the Russian Federation.
Thus, at the beginning of 2016, the number of
small enterprises per 100 thousand inhabitants
ranged from 374.6 units (Saint-Petersburg) to
7.6 units (Chechen Republic) [6].

As a result of territorial concentration, 10
constituent entities concentrate 44.3% of the
employed in small business in the country,
52.7% of turnover and 40.2% of investments
in fixed assets of the sector (7ab. 2). Thus, the
dynamics of the small business sector in the
country actually depends on its condition in

the leading regions.
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Sectoral composition of small business

The current sectoral composition of small
business is a serious concern. Since the
beginning of 2015, enterprises by industry are
distributed as follows:

* industry — 10.5% (for comparison: in
2000 — 15.3% [17]);

« construction — 11.9% (14.4%);

« agriculture —2.7% (1.6%);

* transport and communication — 2.1%
(2.6%);

* the remaining 68.1% are industries not
related or indirectly related to material
production (65.5%).

Thus, there were no significant changes in
the distribution of small enterprises by type of
activity over the past 15 years: trade and real
estate remain the leaders, in total, they
amount to more than 50%. The attractiveness
of this sector is primarily explained by low
costs and high capital turnover. Unlike
manufacturing and construction, which
are difficult to transfer to “grey” economy,
the leading industries of small business can
quite easily become “grey”’. It is necessary
to introduce target measures form authorities
and management for small business to

“returned” to formal economy and become

7 On average, the scale of Russian “grey” economy is
estimated at 30—40% GDP. For comparison: the share of
“grey” economy in the USA and Switzerland is about 9%,
in China — 13.5%, in India — 24%. (Source: Karpova N.
Obrechen li malyi biznes v Rossii. Statistika malogo biznesa
2011 [Is small business in Russia doomed? Statistics
of small business, 2011]. Available at: http://b2bzona.
org/2012/02/24/small-business-russia-statistics-2011).

one of the “pillars” of the state. According to
expert estimates, only by creating conditions
for “releasing” small enterprises, i.e.
improving the business environment?®, it is
possible to increase the share of small business
in GDP from 19% to 40—50% [14], which
corresponds to the indicators of the leading
countries.

It should also be noted that VAT tax admi-
nistration does not stimulate the reduction
in structural imbalances in the economy.
The main VAT loading falls on competitive
productions. Thus, the average VAT tax
burden for manufacturing’ in 2010—2014
was 4%, for mining enterprises — 2.2%, for
financing — 0.3%. The profit-making capacity
of manufacturing is 1.4 times lower than
that of mining, and 3.1 lower than that of
financing [10].

When reviewing the sectoral composition
of the SMB sector, it should be noted that as
the company expands, its specialization is
changing towards more complex activities.
Thus, among medium enterprises the share of
enterprises operating in the industrial sector is
significantly higher than industrywide (28.5%
of medium enterprises against 10.5%) [16].

8 Entrepreneurs operate in certain conditions consti-
tuting business environment — an integrated set of various
factors affecting the firm’s functioning and require manage-
ment decisions aimed at eliminating them or adapting to
them. The environment of any organization is usually re-
garded as consisting of two spheres: internal (the structure
of the company, including its divisions) and external (the
nature and state of market relations, demand, business regu-
lation, economic policy, etc.).

° Production of machines, electronic and optical ma-

chinery, air-, space- and water crafts, vehicles and construc-
tion materials.
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Figure 2. Employees dynamics (excluding external part-timers)
at small enterprises (including micro-enterprises)*
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* Compiled from data of the Federal State Statistics Service [36].

Employment in the SMB sector

During 2000—2014, the number of the
employed'® in small enterprises increased by
almost 4.2 million people, while the total
number of the employed in the economy grew
by 6.5 million. [29] (Fig. 2). Consequently,
the total employment gain is by more than
a half ensured by the increased number of
workplaces in small business.

In 2000—2008, the number of employees
at small enterprises increased. However, from
2008 to 2010 it decreased by 6%, which is
more than 576 thousand. One of the reasons
for such a reduction is the financial and

economic crisis which began in September

10 Excluding external part-timers.

Economic and Social Changes: Facts, Trends, Forecast

2008 and resulted in the increased prices and
reducing demand for companies’ products/
services. The policy of tax authorities on small
businesses did not change [26]. In 2010, after
leveling the impacts of the crisis, the number
of employed in the SMB sector began to grow,
though slower than before the crisis. In 2011,
it reached the level of 2008.

The distribution of the employed by
industry corresponds to the structure of the
sector: the largest number of workers at small
and micro-enterprises is concentrated in
trade (29.1% and 36.5% respectively) and real
estate (20.8%) (Fig. 3). The greatest number
of the employed at medium enterprises is

concentrated in manufacturing (34%).
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Figure 3. Distribution of the average number of employed
in different categories of SMB in 2010 and 2014*
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The average monthly wage of employees
in 2014 amounted to 15.7 thousand rubles at
micro-enterprises, at small and medium
enterprises — 19.2 and 26.1 thousand rubles
respectively. At the same time, this figure by
full range of organizations in the economy
of the Russian Federation amounted to 32
495 rubles [33]. Thus, the average monthly
wage of an employee at a small enterprise
was only 60% of the national average. In the
authors’ opinion, this can be explained by
salary payment “in envelopes”, as well as by
small turnover of SMBs compared to large

businesses.

186

Enterprise economic and financial activity

In general, it should be noted that the
gradual economic slowdown and consumer
demand in particular, which took place in
2012—2013 and significantly exacerbated
in 2014 amid the imposed sanctions of a
number of countries, affected the financial
and economic activity of the SMB sector. It
was most seriously undermined by December
crisis in the foreign exchange market, which
forced the CBR to sharply increase its key rate
(up to 17%), which immediately resulted in
higher bank loans. The result was a reduction
in the volume of SMB lending portfolio by
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0.9% in 2014; the reduction continued until
the first quarter of 2 and reached 5.4% in three
months. This reflected in the SMB turnover
which in 2014, compared to 2013, declined
by 4.6%'" and in 2015 by 8.5% compared to
2014 [6]. In the industry breakdown the main
turnover of SMBs is concentrated in trade:
46.4% of medium enterprises, 58.3% of small
and 60.5% of micro-enterprises [16].
Investment in fixed capital at small
enterprises nationwide considering CPI in
2014 increased by 8.4% compared to 2013,
but in 2015 it decreased by 15.6% compared
to 2014 [6]. The distribution of investments
in fixed assets of different SMB categories by
type of economic activity differs markedly
from the distribution of the number of
different SMB categories, the number of
the employed and the turnover by type of
economic activity. Thus, the largest volume
of investments in 2014 was allocated by
micro- and small construction enterprises
— 31.7% and 30.6% of total investment by
business category [16], real estate transactions
— 30.3% and 24%, agriculture — 26.7%
and 17.6%. A quarter of investment from
medium enterprises is concentrated in real
estate (25.6%), in agriculture —22.6%, in
manufacturing — 20.1%, and only 8.8%,
10.4% and 5.9% respectively in trade which
creates the major part of turnover and provides

employment.

" Considering Consumer Price Index (CPI).

Economic and Social Changes: Facts, Trends, Forecast

Analysis of investment activity of small
enterprises shows that the main purpose for
investing in fixed assets is replacement of
worn out machinery and equipment, increase
in production capacity, as well as automation
and mechanization of the production process.
Only 5% of enterprises!? invested in the
introduction of new production technologies.

The factor limiting investment activity of
small businesses is low profitability of their
business. Thus, in 2014 the profitability of the
sold goods, products (works, services)
amounted to 5.4%'°, which is 2 percentage
points more than in 2010 (7ab. 3). To improve
the profitability of products it is possible to
reduce their cost and increase sales. However,
investments aimed at cost reduction were
made only by 8% of enterprises [16].

The highest value of the indicator of
profitability of sales in Russia in 2014 is
characteristic of small enterprises operating
in fish farming and fishery (26.9%), education
(15.8%) and real estate (12.9%).

However, the return on total assets of small
enterprises equaled 18% which corresponds to
level of 2010 and is by 0.7 percentage points
less than in 2012. A significant shortfall
between the interest rates on long-term loans

2 Excluding micro-enterprises.

3 For comparison: average profitability of large business
in the USA amounts to 15% approximately, in the EU this
figure is 7—8%, profitability of large business in the USA
and in Europe is 25% and 16% respectively. (Source: What
is the most profitable business in Russia? Available at: http://

ipopen.ru/biznes-idei/samyj-pribylnyj-biznes-v-rossii.
html).
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Table 3. Financial indicators of small businesses operating in the territory of the Russian Federation

Indicator Year Changes (6)
2010 2011 2012 2013 2014 compared to
1 2 3 4 5 6 (2). %
Number of profitable small enterprises, thousand units 416.8 402.6 496 1082.1 1220 B3p.
grl]];rrepﬁigsr%able small enterprises in the total number of 793 813 823 805 797 0.4
Total income earned by small enterprises, billion rubles 868.4 776.8 1256.2 | 2093.2 | 2548.6 B3p.
Share of unprofitable small enterprises, thousand units 108.6 92.8 106.7 262.8 310.3 B2.9p.
esgér:ep;)ifsggp(;:)fitable enterprises in the total number of 20.7 18.7 17.7 195 20.3 04
Total loss of small enterprises, billion rubles 332.4 302.6 306 656.2 1337.7 B4p.
Profitability of the sold goods, products (works, services), % 3.4 3.7 3.7 53 5.4 2
Return on total assets, % 1.8 1.5 2.5 1.1 1.8 0
Current liquidity ratio 109.4 130.4 111.9 295.8 173.3 63.9
Equity to total assets 50.5 49.0 46.4 14.9 28.5 -22
Source: compiled from data of the Federal State Statistics Service [16].

and the value of return on assets indicates the
poor state of small businesses.

During the period under review, the
maximum share of unprofitable businesses
was recorded in 2010 — 20.7%, in 20112012
it decreased to 17.7%, but by 2014, under
the influence of adverse macro-economic
environment the index returned to the level
0f20.3%.

The total loss of small businesses over five
years (2010—2014) amounted to 2934.8 billion
rubles — the figure increased four times'*. In
2010-2011, total income exceeded total
loss 2.5 times, in 2012 — 4.1 times, in
2014 — 1.9 times. One of the reasons

which caused the increase in losses is the

14 Excluding CPI.

188

companies’ willingness to minimize taxes in
difficult economic conditions. In addition,
financial loss, even during several years,
may be associated with the development of
production, but in this case indicators of
capital investment, investment in long-term
assets and deferred expenses are supposed
to grow as well [37].

For the past five years, the value of equity
to total assets has demonstrated e negative
trend. Changes in the indicator observed
during 2012—2014 indicate the weakening
financial viability of small businesses, their
instability and dependence on external
creditors, the reducing guarantee of
repayment and the limitation of access to

credit resources.
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Table 4. Volume of loans granted to resident entities and individual
entrepreneurs in 2009-2016 , rubles *, (in current prices)

Volume of loans granted to resident | Including volume of loans granted Share of loans granted to to small and
Y entities and individual entrepreneurs | to small and medium businesses medium businesses (excluding individual
ear R, X
(as of January 1st, next year), (excluding individual entrepreneurs), entrepreneurs) in the total volume
min rubles as of January 1st, min rubles of loans granted to resident entities, %
2009 15759273 2622563 16.6
2010 17966469 4039836 22.5
2011 25436234 5301857 20.8
2012 27531130 6115976 22.2
2013 31582836 7073508 22.4
2014 33241362 6615201 19.9
2015 29995671 4773526 15.9
2016 16808251~ 2584044** 15.4
* Based on data on state-owned corporation “Bank for Development and Foreign Economic Affairs (Vnesheconombank)”.
** Data for August 1st, 2016.
Source: compiled from data of official website of the Central Bank [21, 22].

Analysis of dynamics of the current
liquidity ratio helps make a conclusion
that in 2014 it was greater than unity not
in all industries'. Its average nationwide
value for small businesses equaled 173.3%,
which is above the 2010 level by 63.9
percentage points, but lower than in 2013 by
122.5 p.p. In 2013, the figure was 295.8%,
which was in line with international
standards.

Amid average profitability of sales at small
enterprises being less than 6%, the growth of
capital investments in business only by 8.4%
and a 22 percentage point decrease in equity

to total assets, one may speak about the

'S High financial risk of unfunded liabilities is marked
in mineral mining (90.3%), electricity, gas and water
generation and distribution (89.1%), construction (99.3%).
The value was slightly higher than unity in the following types
of activity: provision of other public, social and personal
services (102.9%), transport and communication (102,3%).

Economic and Social Changes: Facts, Trends, Forecast
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increasing dependence of small enterprises
on short-term loans. At the same time, the
problem of availability of borrowed financial
resources is relevant throughout the whole
businesses’ lifecycle. More stringent monetary
policy during the crisis and the growing
uncertainty in the economy restricted access
to debt financing for these entities. The
Central Bank statistics indicates the slowdown
in small business credit (7ab. 4).

The cost of SMB loans reduced following
the key rate (Fig. 4). Thus, after a gradual
decline during 2015, in the first half of 2016,
the rates for SMB were stable and amounted
to 16.2—16.6% for short-term and 15.9—
16.4% for medium - and long-term loans
(Fig. 5). However, the level of interest rates for
SMB remains very high due to the fact that the

Central Bank lent commercial banks at 12.5%

189



The Current State and Specifics of Small Business Development in Russia

Figure 4. Dynamics of weighted average interest rates on loans granted to small
and medium enterprises in rubles (excluding Sberbank PJSC) in 2015-2016, % [31]
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(as of May 2015; starting September19th,
2016, the rate is reduced to 10% [39]). The
latter, adding their bank margin lend business
units. For comparison: in the USA the key
rate is at 0.25%, in the UK — 0.5%, in Japan
—0.1%, in Norway — 1.25%, in Australia —
2.5% (20, 23].

The factors hindering the expansion of
SMB lending are: negative dynamics of the
above mentioned indicators characterizing
financial and economic activity of small
enterprises; mismatch between profitability
of projects and interest rates; lack of liquid
assets; limited collateral capacity etc.,
resulting in high credit risks. The reluctance
of banking institutions to grant loans to SMBs
is explained by the growth of debt on earlier
loans [9]. Thus, during 2009—2013 there was
an annual decline in debt arrears; however, in
2014 an inverse trend took place. The largest
increase in debt arrears was in 2015, when
its volume at year-end increased by 69%
compared to the beginning of the year!'.

State financial support and other forms of
state stimulation amid insufficient access to
credit and other alternative financial resources
may compensate for their deficit in
the economic segment under review.
Government support should be aimed at
ensuring equal competitive conditions.
Therefore, it is important to use the
existing mechanisms without creating

new ones [2].

16 Before inflation.

Economic and Social Changes: Facts, Trends, Forecast

The study and generalization of small
business development trends in 2000—2016
helps conclude that there is a quantitative
increase in the number of indicators in
small business amid absence of qualitative
development. Moreover, the increase in
the turnover of small businesses and in the
number of the employed in this economic
sector is caused solely by the increase in the
number of business entities and, therefore
has no independent value. However, the
structure of small business is characterized
by low diversification: the basic share is
presented by trade and services; the share
of manufacturing has declined. In addition,
during the period under review, the wages of
employees at small enterprises remain low
and do not reach the national average level.
It should be emphasized that the potential of
small business is not being fully utilized for
territory development.

As should be noted, major influence of
macro-economic factors on financial and
economic situation in small business results
in the deterioration of the relevant enterprises’
indicators. Thus, their performance in 2015
in the regional context can be considered
as negative. In 37 regions, the number of
registered small businesses!” has decreased;
in 61 regions, there is a decrease in the
average number of the employed at small

enterprises; turnover'® decreased in 76

17 Per 100 thousand residents.
18 After CPI.
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regions; investments in fixed assets'® declined
in 60 regions [6].

Thus, on the one hand, small business is
mobile, responsive to changes in functioning
conditions; on the other hand, it is dependent
on market conditions, dynamics of socio-
economic and political conditions — external
environmental factors.

External factors of small enterprise
development

The influence of external factors on small
business development is substantiated and
proved in the works of domestic and foreign
scientists [1, 3, 5, 15, 30, 35, 38, 40, 41, 42,
44, 48]. The present study [28] also confirms
the significant dependence of small business
development on environmental factors.

Analysis of external environment of
small business development can be carried
out based on the results of various inter-
national monitorings of entrepreneurship
development, indices and monitorings
of Russian business associations, as well
as data of expert organizations: Global
Entrepreneurship Monitor (GEM) [47];
Business Operations [45]; State of Business
Environment and Enterprise Performance
[43]; Index “OPORA Rossii” [11]; RSPP
Business Environment Index [12]; the
SME Bank Index of Quality of Conditions
for Small and Medium Business [13];
Surveys of SMBs conducted by the

19 After CPI.

autonomous non-profit organization
“National Institute for System Studies
of Entrepreneurship” [19], etc.

Although all these studies focus their
attention on different aspects of activities,
industry groups and SMB operation areas,
generalization of results indicates the
presence of the following key factors
having a negative impact on small business
development.

Instable legislation in SMB taxation. On the
one hand, experts note the simpler taxation
for companies, in particular: the number of
payments in 2016 compared to 2006 decreased
from 12 to 7; the average consumed time
(hours per year) — from 168 to 448, and total
tax rate as a percentage of profit fell from 60%
to 47.1% (Tab. 5).

On the other hand, the recent regulatory
legal acts have aggravated the financial
situation in the sector®.

Many entrepreneurs say that business
planning is complicated given the

unpredictability of changes in measures of

2 Federal Law no. 243-FZ “On amendments to certain
legislative acts on mandatory pension insurance”, dated
December 3rd, 2012, starting January 1st, 2013 increased
the fixed mandatory pension insurance payment twice
(this resulted in a significant reduction in the number of
registered sole proprietors in 2013). Federal Law no. 52-FZ
“On amendments to Part 1 and 2 of Tax Code of the Russian
Federation and certain legal acts”, dated April 2nd, 2014
for organizations which adopted the Simplified Taxation
System (STS) and single tax on imputed income, obliges
to pay corporate property tax concerning real estate units,
tax basis of which is defined as their cadastral value (the
introduction will cause potential growth of tax burden for
90% of micro-enterprises in Russia).

192 Volume 10, Issue 1, 2017  Economic and Social Changes: Facts, Trends, Forecast



BRANCH-WISE ECONOMY

Terebova S.V.

Table 5. Change in the procedure of taxation in Russia in 2006, 2016 [46]

Russia Europe and OECD
Criterion Central Asia
2006 2016 A 2016 to 2006 2016

Payments, numbers a year 12 7 -5 19.2 111
Tl|me spent on report prepgratlon and submis- 448 168 280 930 7 176.6
sion, tax payment (deduction), hours a year
Total tax rate*, % of income 60 471 -12.9 34.8 41.2
Income tax, % of income - 8.9 - 10.8 14.9
Salary taxes and payments, % of income - 35.6 - 20.4 241
Other taxes, % of income - 2.6 - 341 1.7
* Total tax rate shows the amount of tax and mandatory deductions which an enterprise is obliged to pay for the second operating year
and is expressed as a share of its operating profit.

state fiscal policy even in the short term.
Ultimately, this situation leads to the increase
in employment in the informal sector of
economy. According to Rosstat, from January
to June 2013 (after the adoption of Federal
law “On amendments to certain legislative
acts on mandatory pension insurance”) the
number of the employed in the informal
sector increased by 13%. All in all, in 2013,
the number of the employed in the informal
sector accounted for 14.7 million people,
which is 19.4% of the total economically
active population.

Another key issue for SMB is difficult access
to sources of funding. Despite a number of
financial support program for small and
medium enterprises implemented by the
Ministry of Economic Development,
institutions for development and other
establishments the situation remains
difficult.

Economic and Social Changes: Facts, Trends, Forecast

Enterprises identify lack of own financial
resources as a key factor limiting investment
activity (52% of the surveyed enterprises)
[16]; there is also high interest rate on
commercial loans (29%) and the complex
mechanism for obtaining loans for the
implementation of investment projects
(16%). It should be noted that this situation
is largely a consequence of the general
situation on financial markets.

Despite the fact that in recent years
measures are being taken, primarily
within the framework of the National
Entrepreneurial Initiative [24], the high
level of administrative barriers remains, as
evidenced by the “Opora Rissii” research,
data from the report of the Entrepreneur
Protection Commissioner for the President
of the Russian Federation [7].

According to ISEDT RAS surveys, the

greatest difficulties of entrepreneurs
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Table 6. Distribution of answers to the question
“Which of the following spheres of administrative regulation are the most difficult?”,
% of respondents (respondents could choose several answers)

Regulation spheres %
1. Acquisition of licenses and permits 39
2. Inspections 36
3. Acquisition of construction permits 32
4. Issues related to tax payments 32
5. Land, property, etc. rights registration 33
6. Issues related to land, premises, property, etc. lease 31
7. Registration of business (sole proprietor) 5
Source: ISEDT RAS survey data.

in administrative regulation of their activities
are acquisition of licenses and permits;
inspections; acquisition of construction
permits; land rights registration and issues
related to tax payments (7ab. 6).

According to entrepreneurs, the most
effective measures of eliminating admi-
nistrative barriers and improving the situa-
tion are: reduction in requirements where
possible (38%?'), development of clear and
streamlined procedures and algorithms for
interaction of business and administra-
tive and regulatory institutions (35%),
transition from the permissive registration
procedure to notification procedures
(21%), reduction in the number of licensed
activities (20%).

The main factors limiting production
growth at small enterprises also include:

1) problems in finding markets for products

2! The respondents could choose several answers.

due to impossibility of competition with large
enterprises and difficult access to government
contracts and procurement for natural
monopolies, difficulty of foreign market
entries; 2) economic uncertainty; 3) lack of
own financial resources; 4) issues of human
resourcing (access to labor resources with
required qualifications); 5) issue of availability
of land, real estate, etc.

Based on the selected issues of SMB
development, the authors distinguish the
main areas of sector support:

— improvement of strategic and tactical
aspects of small and medium business
development management, including
objective evaluation of regulatory impact amid
adoption of acts on taxation, amid adjustment
of regulatory legal acts imposing additional
financial burden on SMBs and introduction
of mechanisms to guarantee stable conditions

for development, etc.;
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— development of a system of analysis of
small and medium business degree of
development and the effectiveness of the
applied measures;

— implementation of financial support
for SMB, which may have a multiplier effect;
it is necessary to continue developing
mechanisms such as micro-finance, factoring,
leasing;

— reduction in unjustified administrative
barriers (it is necessary to develop a system of
evaluation of the actual impact of regulatory
legal acts on business activity);

— improvement of mechanisms provi-
ding small businesses with the necessary
resources;

— development of elements of small and

medium business infrastructure support;

— improvement of efficiency of the
system of public procurement, natural
monopolies procurement and companies with
participation of the state;

— expansion of support measures of
export oriented SMBs;

— encouraging people to engage in
entrepreneurship.

The implementation of complex measures
in the framework of these areas will help
achieve target indicators set in the Strategy of
small and medium business development
in the Russian Federation for the period up
to 2030%2 [32] and, as a result, fully use the
potential of small businesses for territory
development by increasing its contribution
to GDP from 20% to 40%, which will
correspond to the level of developed countries.
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