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THE SPREADING OF SMALL BUSINESS AND THE DYNAMICS OF WAGE SHARE  
IN THE VALUE ADDED BY SECTORS IN THE UKRAINIAN ECONOMY 

Abstract. The article has been devoted to the assessment of the impact of the spreading of 
the small business on the position of the employees in the relationship of the distribution of the 
added value. 

It has been researched how the potential of the small business as for the mitigation of the 
negative social consequences of the deterioration of the macroeconomic situation has been realized 
in the different types of the economic activity. 

As the indicator of the spreading of the small business, the part of the small business in the 
general number of the employees has been used. As the indicator for the assessment of the position 
of the employees, it is the part of the wages consisting of the added value. The limitation of the 
domestic statistics does not allow modeling the dependence of these indicators neither with the help 
of the constructing of the panel (the necessary data is available only for ten types of the economic 
activity) nor the dynamic database (the data is available only from 2012 to 2015). Accordingly, we 
have resorted to the grouping of the types of the economic activity using the average of the 
geometric tempos of the growth of both indicators. 

For 2012 and 2015, the dramatic reduction of the part of the value for the wages in the 
complex of the added value of the economy as a whole and all, except only one of the types of the 
economic activities has been taken place in the Ukrainian economy. Such tendency suggests that the 
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burden of the deterioration of the macroeconomic dynamics puts, mainly, on the employees, the 
recipients of the wages, depriving the domestic economy of the important sources of the resources 
for the investing in the development of the human capital. 

Using as the indicator of the spreading of the small business of its part in the general number 
of the employees, we haven’t got the empirical confirmation that the growth of the part of the small 
business in the structure of the employment improves the economic situation of the employees as 
for the proportion of the distribution of the added costs value (the growth of the part of the value on 
the wages in the complex of the added value of the generated types of the economic activity). 
Accordingly, we consider that in itself the redistribution of the general number of the employees in 
favor of the small business is not a sufficient condition for the improving of the features of the 
conditions of the reproduction of the personal resources of the Ukrainian economy. The results of 
the research haven’t confirmed the positive impact of the spreading of the small business on the 
realization of the economic interests of the employees in the process of the distribution of the added 
value between the wages and other elements. 

Keywords: small business, part of employees in small business, part of wages in added 
value, grouping of types of economic activities. 

JEL Classification D39, E24, H25 
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Introduction. The structural changes in the Ukrainian economy have been activated by the 

national economy adaptation to negative macroeconomic dynamics and complicated political and 
military processes of recent years. In particular the complicated processes of finding optimal 
resources and economic functions distribution between small, large and medium businesses were 
activated. Estimating the social consequences of these processes and the formation of a well-
balanced state regulatory policy require an understanding of the connection between such structural 
changes — on the one hand, and the characteristics of resolving one of the basic contradictions of 
any economy — the contradiction in the distribution of value added generated by the national 
production between different factor incomes — on the other. Thus, if the expansion of small 
business is accompanied by growing the wage share in value added, such structural changes may be 
considered as a factor improving the basic conditions for the salaried employment’s interests 
realization and, moreover, as a factor contributing to the alignment of income’s factor distribution 
and in such way creating the prerequisites for expanding the investment into human capital, opening 
up the opportunities for innovative development of the national business. 

Therefore, the estimating of social consequences such structural changes in the economy (in 
particular the redistribution of resources between small business sectors and medium and large 
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enterprises) is especially actual for Ukraine, which is aspiring for integrate with countries where the 
share of wages is significantly higher both in the operating costs of enterprises and in the added 
value of the national economy. Especially considering the dramatic decline in the share of wages in 
the Ukrainian GDP, which was observed during the recent years. 

In the following, we will compare the indicators inherent to the small businesses (both 
enterprises and individuals — entrepreneurs) with indicators typical for the middle-sized 
(enterprises and individuals entrepreneurs) and large (according to the Commercial Code (as 
amended on March 22, 2012)) Individual entrepreneurs cannot be subjects of big business) business 
together. For convenience, we will call the general indicators for large and middle-sized business as 
inherent to the «big business», contrasting them with similar indicators of small. The essence of this 
contrast is the comparison of the indicators of small business with the average for the whole 
economy and the whole economy, except for small businesses. 

Literature analysis and problem statement. The complicated interaction between large 
and small businesses is investigated by modern Ukrainian and world scientific literature at first — 
in the context of researching the conditions and mechanisms, providing forthcoming of production 
scale to the optimal level and role of market structure in these processes. Such researches are 
focused on problems finding the optimum compromise between the conflicting priorities of 
industries structure. On the one hand, the priority of maximally using the economy of scale, 
allowing to reach technologically achievable minimum of long-term average costs, but also — 
creates risks and threats of losing the competitive incentives to improve the efficiency of economic 
activity and weakening of resources allocation effectiveness. On the other — the priority of 
maximizing competitive incentives, which allow to consider the output, extent of the goods 
diversity and market prices as «objective result of spontaneous interaction between consumers’ 
preferences and the productive capacity of producers» but does not allow to take advantage from 
economy of scale fully. Traditional analytical tools of such studies — principles of decreasing (in 
most branches) and growing (in industries that are natural monopolies) returns to scale, curves of 
long-run marginal and average cost of the company and the industry and the industry demand 
curves [1—4]. 

Explanation and simulation distribution of employment between sectors of large and small 
businesses are occurred in literature mainly in the 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 
investigate 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 [5—9]. 

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 [10—12]. 

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 [13] 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 
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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 [14]; for Germany — [15] (concerning the net 
level of job creation the highest figure was for enterprises with 20 to 49 employees); for 
Netherlands — [16] (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 — [17]. 

The articles devoted to the synthesis of issues on the small business economical role and 
social effectiveness of labor remuneration are spread in domestic scientific literature. In particular, 
Kravchenko I., Berezynets A. consider ability of social policy institutions in Ukraine to ensure the 
accordance actual parameters of labor remuneration in self-employment and small business sectors 
to real cost of leave [18].  

Kuzmenko O, Lieonov S. and Kashcha M. get evidence that «Wage arrears» as the indicator 
of group «The level of economic development in the region» has significant impact on the 
Ukrainian regions differentiation  by the vulnerability level to COVID-19 [19]. 

Dolgalova O. and Mykhalchenko H. Consider the problems of labour remuneration  as an 
important factor of the economic governance  of the country and show that «increase  of  minimum  
wage  that  should  base  on  creating favorable conditions for development of country economy» 
[20].  

The most power negative impact of system crisis on sector of small business and self-
employment and particularly vulnerable to the level of wages in such sector are highlighted in [21]. 

In this paper, we will try to supplement these researches by substantiating the answer to the 
question: what influence on the situation of wage earners is caused by such aspect of structural 
changes in the Ukrainian economy as the redistribution of the total number of employed and value 
added between the sector of small and large businesses.  

Research results. The retrospective period covers the difficult for the Ukrainian economy 
years. In 2015, the growth rate of real GDP has become negative, against the backdrop of 
complexity political and military processes. So, the added value, created by enterprises has 
undergone a dramatic reduction: that indicator regarding to the whole economy and all types of 
economic activity scales has reduced by 22.5%. In the next years three times the growth was 
observed and one time — decreasing of added value created by enterprises of all economy sectors 
and all scales of activity (Table 1). But it is important to consider that using the 2015 year as a basic 
for comparing the performs of subsequent years, leads to their overestimating and may create a 
precondition for recognition the stagnation or recovery and return to earlier achieved positions as a 
dynamic growth. 
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All types of enterprises added value growth rate calculated for 2019 compared with 2015 is 
equal 15.7%; the total number of employees in Ukrainian enterprises has increased during these 
years by 8.0% while the analogous indicator for small enterprises was equal 7.9%. So, the lagging 
behind the rate of expansion of employment in small business compared to medium and large has 
led to a reduction in the share of small business in the total number of employees from 25.4% to 
25.3%. 

At the same time, the employment elasticity on added value dynamics for all types of 
enterprises is significantly higher than inherent to small business: the additional percent of added 
value leads to increment of employment in the whole economy on 0.51% while the additional 
percent of added value created in small business causes an increment in employees’ number only on 
0.15%. So, in small business labor productivity is more flexible but the number of employee’s 
elasticity is lower comparing with indicators of the whole economy. 

The growing of added value, created by all types of enterprises and by small business was 
accompanied by significant growth of wage share in added value regarding to the whole economy 
but not regarding the small business. The wage share in added value (not accounting the social 
charges) for all types of enterprises has increase from 23.3% in 2015 to 28.1 in 2019 but was equal 
22.8 in 2015 and 21.3 in 2019 for small business.  

These figures show that the benefits of favorable macroeconomic dynamics cover primarily 
salaried employees of larch and middle enterprises, but employees of small business get increment 
of personal income only in proportion to the growth of the total amount of value added, which 
create a threat of inappropriate of dynamics labor incomes and labor contribution into the creating 
additional amount of added value. And thus — the threat of deterioration of the conditions for 
human capital reproduction, as the population’s ability to invest in human capital, primarily defines 
the entire set of positive changes in the economy. In this sense, the development of small business 
acquires a special significance in modern Ukraine, since this particular sphere of the economy has 
the most powerful potential for mitigating the contradictions, inherent to the distribution of value 
added within various factor incomes. Indeed, the traditionally lower capital intensity of a small 
business reduces the need for accumulation of depreciation deductions, and the accumulation of 
undistributed profits for the needs of recovery and expansion of capital, while the «blurriness» of 
the status of the owner and the employee makes it easier for all small business participants to share 
value added as in the form of wages, so in the form of profit. 

Therefore, we will try to further investigate in various economy’s sectors the realization of 
the small business potential to mitigate the negative social consequences of the deterioration of the 
macroeconomic situation. In particular, are there signs that the spread of small businesses 
contributes to improving the position of salaried employees in the value added distribution? And is 
there a reverse trend: reduction the role of small business in certain economy’s sector is 
accompanied by a deterioration of salaried employees’ position in value added distribution. 

The tendencies of the small businesses share in the total number of employees are 
significantly differ in the various economies’ sectors. The dynamics of total employees’ number, 
inherent to the various economy’s sectors are also differentiated in the retrospective period. 
Accordingly, the different scenarios of the spreading (or collapse) of small businesses and 
conversion of their role in the functioning of the corresponding economy’s sector may be 
distinguished based on dynamics of the number of employed in enterprises of all scales and share of 
employed in small business. In particular, the spreading of small business in a certain economy’s 
sector (which is fixed by the growth of the small business share in the total number of employees) 
may be combined with the reduction of the total number of sector’s employees, and with the growth 
of such number. Similarly, the stagnation of a small business in a certain sector (which is 
manifested through the decreasing of the share of employed in small enterprises) may been occurred 
on the background of both positive and negative trends in the total number of employees. 
Consequently, each time a certain influence of the dynamics of the share of small business will be 
combined with a differently directed influence of other factors, influencing the characteristics of 
employment within a certain sector. Accordingly, we must take into account the expected impact on 
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the share of payroll in the value added caused by the dynamics of the total number of employees in 
order to more realistically assess the relationship between the spreading (stagnation) of a small 
business in a particular economy’s sector. 

Therefore, in the first step, we conducted a classification of economy’s sectors by the 
dynamics of the pair of indicators: the total number of employed in all business entities within 
certain economy’s sector and the share of employed in small businesses in such a total number. 

The form of such classification was defined by the following matrix (Table 2). 
Table 2 

The matrix for the economy’s sectors classification on the basis dynamics  
of total employees’ number and the share of employed in small business 

 
Dynamics of economic activity characteristics within the economy’s sector 

Growing number  
of employees Reduction number of employees 

The dynamics  
of the small 
business 
prevalence 
characterisctics 

Growing  
the share  
of employees 
in small 
business 

Construction Due to the lower rates of reduction 
employees’ number in the small businesses 
than in large and medium: 
Industry; Due to the growth of the number  
of employed in small business against  
the background of reduction in large  
and medium: Agriculture, forestry  
and fishing; Information and communication; 
Professional scientific and technical activities; 
Transportation and storage, postal and courier 
activities; Administrative and support services 

Reduction  
the share  
of employees 
in small 
business 

Wholesale and retail trade, 
repair of motor vehicles  
and motorcycles; 
Accommodation and food 
service activities; Finance and 
insurance 

No one from researched industries was 
characterized by such combination  
of dynamics of total employees number  
and employees in small business share 

Source: developed by authors. 

 
To summarize figures by four years geometric average growth rate was used. Accordingly, 

the geometric average growth rate of employees’ number is within less than zero was considered as 
sign of the dominance of negative trends in employment within economy’s sector. Such figure is 
greater than zero — as signs of employment expansion within the sector. Similarly, if the average 
geometric growth rate of the share of employment in small business positive — the sign of small 
business extension was fixed within sector, if negative — a sign of collapse of small businesses was 
observed. 

In the «construction», where the growth of total number of employees was combined with 
small business share in employing growing the reduction of wage share in value added was 
observed, as in the all types of enterprises so in the small business. So, that observation hasn’t get 
empirical confirmation, that spreading of small business led to the improvement of conditions for 
human capital reproduction in Ukrainian economy on the background of expanding of employing 
sphere. 

In the «Industry» reduction of the number of employees is accompanied by growing of the 
wage share in value added for the aggregate indicators (for all types of enterprises) but for small 
business the significant reduction of wage share in value added was observed. So, the «Industry» 
become second observation which put us to evidence that spreading of small business doesn’t lead 
to the improvement of conditions for human capital reproduction in Ukrainian economy on the 
background of adaptation to the narrowing of employing sphere. 

The vast majority of economy’s sectors during the retrospective period were characterized 
by an increasing share of employed in the small business, due to the growth of the number of 
employed in small business against the background of reduction in large and medium. The such 
scenario was observed in the Agriculture, forestry and fishing; Information and communication; 
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Professional scientific and technical activities; Transportation and storage, postal and courier 
activities; Administrative and support services. 

But only in the Agriculture, forestry and fishing; Transportation and storage, postal and 
courier activities the empirical sign, that spreading of small business led to improvement the 
conditions for human capital reproduction were observed (the wage share have been growing during 
the retrospective period in the small business sector of mentioned economy sectors). But even in 
such industries the growth rate of wage share in value added which was observed for large and 
middle business was higher, than observed for small business. The geometric average growth rate of 
wage share in value added was equal 1.21 for all types of enterprises in Agriculture, forestry and 
fishing and only 1.19 for small business sector of that industry. Analogous indicator for all types of 
enterprises in Transportation and storage, postal and courier activities was equal 1.08 and only 1.02 
— for small business sector of that industry. So, we have only weak evidence that spreading the 
small business can, in domestic conditions, lead to the growing the wage share in value added and 
to the improvement the conditions for human capital reproduction. 

We didn’t consider the observations with the reducing of small business share in total 
number of employees as appropriate for evidence, which may be considered as the evidence that 
reduction of the small business role in certain economy’s sector is accompanied by a deterioration 
of salaried employees position in value added distribution. It caused by such fact, that the rate of 
growth the wage share in value added which was observed for small business was lower compared 
with analogous growth rate defined for all types of enterprises. 

The noticed above allows to group the researched sectors into three groups on the basis of 
the scenario of small business spreading (collapse) by criterion of the share of employed in small 
business in the total number of employed (Table 3). 

Table 3 
Scenarios of small business spreading (curtailment) and dynamics of characteristics  

on the value added distribution between labor costs and other elements 
Scenarios of small business 

spreading (curtailment)  
by such criterion  

of classification as share  
of small business in total 

number of employees 

Economy’s sectors,  
where scenario was observed 

Characteristics of the value added 
distribution between labor costs and 

other elements (annual geometric mean 
growth rate of wage share in GVA), % 

Small business All types of 
enterprises 

Increase in the share of small 
business in number 
employees due to the growth 
of the number of employed 
in small business against the 
background of reduction  
in large and medium 

Agriculture, forestry and fishing; 
Information and communication; 

Professional scientific and technical 
activities; Transportation and storage, 

postal and courier activities; 
Administrative  

and support services 

-1.2 +2.6 

Increase in the share of small 
business in number 
employees due to the lower 
rate of reduction employees 
number in small business 
comparing to the large  
and medium 

Industry +19.6 +21.4 

Decrease in the share  
of small business in number 
employees 

Wholesale and retail trade, repair of 
motor vehicles and motorcycles; 

Accommodation and food service 
activities; Finance and insurance 

-11.9 -1.2 

Source: developed by authors. 
 
The only «Industry» is characterized by positive annual average growth rates of the salary 

share in value added. Bur even in that sector the rate of growth observed for small business was 
lower comparing with all types of enterprises, so we can’t consider spreading the small business as 
a factor of improvement of salaried employees’ position in value added distribution. 
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Regarding the scenarios «Increase in the share of small business in number employees due 
to the growth of the number of employed in small business against the background of reduction in 
large and medium» we see, that small business sector is characterized by negative growth rate of 
wage share in value added and, in accordance, the small business spreading can’t be considered as a 
factor of growing the wage share in economy. 

Regarding the scenarios «Decrease in the share of small business in number employees» we 
see, that small business sector is characterized by worse than large and middle business dynamics of 
wage share in value added. So, we have only weak evidence that narrowing of the small business 
share in employment can, in domestic conditions, lead to the growing the wage share in value 
added. 

Conclusions. Significant reductions of the wage share in the added value created by small 
business was observed in Ukrainian economy during the 2015—2019 years, which is evidence that 
benefits of favorable macroeconomic dynamics cover primarily salaried employees of larch and 
middle enterprises, but employees of small business get increment of personal income lagging from 
the growth of the total amount of value added. It creates a threat of inappropriate of dynamics labor 
incomes and labor contribution into the creating additional amount of added value. And thus — the 
threat of deterioration of the conditions for human capital reproduction, as the population’s ability 
to invest in human capital, primarily defines the entire set of positive changes in the economy. 

The using for estimate the pace of small business spreading such figure as growth rate of the 
small business share in the total number of employees leads to the recording of a direct link 
between the intensity of small business spreading and the wage share in the added value decreasing. 
That, on our opinion, is evidence that there is the negative impact of the small business spreading 
on the realization of the salaried employees interests in processes of added value distribution in the 
Ukrainian economy. 

Of course, such results should be interpreted only as a «first approximation» because this 
research does not take into account either the qualification level of the employees in the small 
business to large ratio, or the differentiation of the wage inherent to various groups of employees 
within these sectors. 

Using the small businesses share in the total number of employed as a sign of its spreading, 
we did not receive an empirical confirmation that the enhancing the small business role in the 
employment contributes to improving the economic situation of salaried employees in processes of 
value added distribution (which should be expressed through increasing in the share of labor costs 
in value added). Accordingly, we believe that the redistribution of the total number of employed in 
favor of a small business by itself does not make a sufficient condition for improving the 
characteristics of human resource reproduction in the Ukrainian economy. Therefore, the qualitative 
changes in small business’ characteristics are more important than simple scaling up of small 
business employment for improving spreading of small business impact on socio economical 
processes in Ukraine. 
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