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INNOVATION IN THE LEGAL REGULATION
OF SMALL (MEDIUM) ENTERPRISES IN THE EU LAW

Introduction. Small (medium) enterprises (SMEs) are fundamental participants in economic relations within the
European Union (EU). Consequently, their legal status has been continually refined to address functional chal-
lenges. At present, SMEs are classified as a unique economic and legal category that may be designated to any
business entity meeting specified criteria.

Problem Statement. The criteria distinguishing SMEs from other business forms — primarily maximum emp-
loyee count, accumulated financial resources, and annual turnover — have been found insufficient to effectively
distinguish SMEs from larger companies seeking preferential status.

Purpose. This study aims to propose enhancements to the existing normative framework defining SMEs, estab-
lishing a foundation for a more effective, future-oriented legal regulation of SME status within EU law.

Materials and Methods. The study examines the normative framework defining SMEs and applies formal-
logical methods, including analysis and interpretation of scientific, regulatory, and economic categories. Methods
of modeling, deduction, induction, and comparison have also been employed.
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Results. The study has analyzed the primary stages of development and effectiveness of the normative concept of SMEs in EU
law. Recommendations for enhancing the innovativeness of current regulatory mechanisms have been developed. An additional
criterion — engagement in commercial economic activity — has been justified as essential. Further, the study substantiates the
potential benefits of replacing the SME status with a distinct, temporary organizational-legal form.

Conclusions. The current regulatory framework for SMEs within EU law requires refinement. The proposed recommendations
are supported by their potential to address existing regulatory challenges related to SME status effectively.

Keywords: small (medium-sized) enterprises, entrepreneurship rights, labor rights, Horizon Europe framework program.

Small (medium) enterprises (SMEs) are essen-
tial economic entities within the European
Union (EU), comprising between 65% to 98%
of all organizational business forms [1, 2]. Con-
sequently, their legal status and participation in
economic relations are central to the economic
policies of EU member states. However, the exis-
ting regulatory framework for identifying SMEs
in EU law is complex and somewhat flawed.
This has led medium and large enterprises to
exploit loopholes, attempting to artificially ob-
tain SME status and thereby avoid certain
regulatory obligations. This issue requires reso-
lution, as SMEs benefit from a preferential re-
gulatory regime aimed at supporting their ac-
tivities during early development and initial
scaling phases.

Purpose of the Study is to develop directions
for enhancing the legal status of SMEs. The fin-
dings could serve as a basis for innovative chan-
ges in international agreements, domestic regula-
tions of EU member states, EU legislation (here-
inafter “EU”), and /or for future research.

To achieve this objective, the following tasks
have been identified:

« To outline the stages of development of the re-
gulatory concept for SMEs and to assess the
innovative shifts in understanding their legal
status within EU law;

« To analyze the alignment of the current regula-
tory concept for SMEs with the needs of socie-
tal stakeholders involved in these economic re-
lations;

o To formulate conceptual proposals for the in-
novative revision of the SME framework, both
in its substantive and formal aspects.
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EVOLUTION
OF THE REGULATORY DEFINITION
OF SMALL (MEDIUM) ENTERPRISES

The level of development of any country’s econo-
mic system directly depends on access to natural
resources, labor, financial means, and the techno-
logical advancement of the production sector.
Among these factors, the number and level of de-
velopment of economic entities creating socially
valuable products hold particular significance.
Their numbers determine the overall output of eco-
nomic activity, while competition among them
accelerates economic growth. Economically advan-
ced countries strive to ensure a steady increase in
the number of entrepreneurs, establishing neces-
sary legislative and organizational conditions for
this purpose. In many national systems, it is suf-
ficient to guarantee individual rights to engage in
entrepreneurial activities; others support the func-
tioning of permanent centers for training and as-
sistance to producers.

One of the key economic features of develop-
ment in European Community countries is the
foundation of their socio-economic growth on
small and medium enterprises (SMEs) [1, 2]. Asa
result, these countries have focused their efforts
on stimulating economic growth through SMEs,
a distinct category of business entities. In all Eu-
ropean nations, SMEs comprise an absolute majo-
rity of producers [3]. As of 2008, SMEs accoun-
ted for 63% of all business entities in EU countries,
and by 2020, this share had reached 99% [3].

For a long period, SMEs were not explicitly
defined in the legislative acts of the European
Union or the European Community. The need to
legally establish the nature of SMEs emerged in
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Status of enterprise
(economic entity
for production purposes)

The number of employed
workers should be less
than 250 (two hundred
and fifty people)

The annual financial
turnover was not to exceed
ECU 40 million (now EUR)

The book value of the assets
was not to exceed ECU
27 million (now EUR)

Owners of corporate rights to such
an enterprise should not belong
to a large or transnational business

(should be independent)

Fig. 1. Characteristics of SMEs, as recommen-
ded by the EC dated April 03, 1996

Status of enterprise
(economic entity
for production purposes)

The number of employed
workers should be less than 50

(fifty people)

The annual financial turnover
was not to exceed ECU
7 million (now EUR)

The book value of the assets
was not to exceed ECU
5 million (now EUR)

Owners of corporate rights to such
an enterprise should not belong
to a large or transnational business

(should be independent)

Fig. 2. Characteristics of SMEs, as recom-
mended by the EC dated April 03, 1996

the 1990s, leading to the adoption of a series of
declarative and advisory decisions within the
EU, which later formed the legal status of SMEs
[4]. For instance, on April 3, 1996, the Europe-
an Communities Commission issued recommen-
dations on the definition of small and medium
enterprises [5]. This document clarified that the-
se recommendations were introduced because
the legislation of EU member states lacked a
unified definition of SMEs, often relying on cus-
tomary law for clarification. This situation re-

ISSN 2409-9066. Sci. innov. 2025. 21(1)

duced the effectiveness of state support mea-
sures implemented within national economic
policies [5]. These recommendations outlined a
specific set of characteristics for SMEs [4], as
illustrated in Fig. 1.

Alongside the general definition of SMEs, the
Recommendations of the European Communi-
ties Commission also provided a definition speci-
fically for small enterprises, intended to distinguish
microenterprises from SMEs [5]. These defining
characteristics are illustrated in Fig. 2.
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29.12.2000 — Adoption of the 2001—2005 SME Law Support Program

28.05.2005 — Continuation of basic measures to support SME rights for 2006

24.10.2006 — Adoption of the updated program of support SME Law for 2007—2013

09.07.2008 — Revision of the program and granting of the right to SMEs for support of research

11.12.2013 — Adoption of the updated SME support program for 2014—2020.

18.02.2020 — Introduction of preferential VAT payment regime for SME

28.01.2021 — Introduction of the principles of the Single Market for SMEs in the field of agriculture

28.04.2021 — Adoption of the updated program of support of SME Law for 2021—2027

Fig. 3. Periodization of the development of programs for enterprises and entrepreneurship, in particular for small and

medium-sized enterprises

These recommendations can be considered the
first normative attempt to establish a formal defini-
tion of SMEs within the legal framework of the
European Community. They have since served as
the foundation for the majority of subsequent regu-
latory documents issued by European Union insti-
tutions on this subject, as the criteria set forth have
largely remained unchanged. According to this
document, the essence of SMEs is simplified to the
concept of a business entity engaged in traditional
economic activities. Any legal entity meeting spec-
ified criteria for workforce size, turnover, or asset
value could attain SME status. However, this ap-
proach has evolved, and it is now broader than pre-
viously defined. On June 19, 2000, the European
Charter for Small Enterprises was adopted [6].

For the first time, this legal act recognized SMEs
as key players in innovation and primary recipients
of support for fostering innovation and technology
transfer. The Charter affirmed that SMEs could
satisfy the consumer needs of the European com-
munity, identified them as a principal source of new
job creation, and as a means of implementing the
right to work. Furthermore, it proclaimed SMEs
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as instruments for exercising the absolute human
right to entrepreneurship. SMEs, according to the
Charter, should not solely be identified as produc-
tion-oriented entities but rather as companies that,
under the laws of EU member states, are subject
to state registration [6].

The European Charter for Small Enterprises
established obligations for all EU institutions to
implement continuous, systematic support, evalua-
te the effectiveness of such support, and simplify
the processes for SME establishment and opera-
tion. With the adoption of this Charter, the Euro-
pean Union delineated the overarching policy
directions for state institutions and community
governance bodies in relation to SMEs. The insti-
tutional role of SMEs within the economic sys-
tem of the European Community was clarified.
An analysis of the Charter reveals a shift in the
conceptual understanding of the nature of SMEs.
In the 1996 Recommendations [5], SMEs were
regarded as production-oriented business entities.
However, under the 2000 European Charter, SMEs
were redefined as companies. The distinction be-
tween these two classifications lies in the types of
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economic activities they are permitted to conduct.
Traditionally, an enterprise performs production
activities (e.g., manufacturing consumer goods or
industrial products), whereas a company typi-
cally engages in a broader range of activities, in-
cluding trade, brokerage, services, financial ser-
vices, and securities trading. At this stage of the
SME concept’s evolution within EU law, it can be
observed that SMEs are still equated with busi-
ness entities as defined by the national laws of
EU member states. However, they may now ob-
tain SME status even if their business activities
differ from traditional production.

Identifying SMEs as participants in innova-
tion processes is also crucial, as it automatically
entitles these entities to seek public support for
innovation and technology transfer initiatives.

On December 29, 2000, the Council of the Euro-
pean Union adopted its first multiannual program
for businesses and entrepreneurship, specifically
targeting small and medium-sized enterprises [7].
The initial program spanned from 2001 to 2005
and was subsequently reviewed and extended for
other periods. The timeline of EU programs for bu-
siness and entrepreneurship, particularly for small
and medium-sized enterprises, is shown in Fig. 3.

Within the framework of this program, addi-
tional financial and organizational support mech-
anisms for SMEs were announced. The program
emphasized that SMEs should form the founda-
tion of innovation, serve as a primary means for
realizing the right to entrepreneurship, and play
a central role as employers within the European
Union. An independent EU institution, the Euro-
pean Technology Fund (ETF), was established un-
der the management of the European Investment
Fund (EIF) to coordinate SME support and mo-
nitor their operational effectiveness [7].

A systematic analysis of this program reveals
that SMEs were identified as a principal mecha-
nism for realizing the right to engage in entrepre-
neurial activities — specifically, independent and
initiative-driven activities carried out at one’s own
risk with the goal of profit generation [7]. Howe-
ver, the requirement of profit as a core element of
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SME legal status serves as a limiting criterion, gi-
ven that not all business entities — whether invol-
ved in production or endowed with broader econo-
mic competencies — are established with the aim of
profit generation. Many of these entities are formed
to achieve economic outcomes or social impact.

The authors have observed that, at this stage of
the SME concept’s evolution, SMEs were eftecti-
vely equated with business entities. Beyond this
shift in understanding their fundamental nature,
the program also introduced an additional eligibi-
lity criterion for SME status. Prospective SMEs
were now required to align their internal eco-
nomic activities with specific technical regulato-
ry documents — technical standards — set by the
EU institutions [7]. Consequently, the SME sta-
tus could only be granted to business entities that
conducted their operations according to the EU’s
designated regulatory framework.

On March 6, 2003, following a meeting of the
Council of Europe, recommendations were adop-
ted aimed at enhancing labor rights standards for
employees [8]. Of particular relevance to this stu-
dy is the identification of small and medium-sized
enterprises (SMEs) as key participants in labor
relations within the European Union. The recom-
mendations established their obligation to ad-
here to all labor rights for employees without ex-
ception. Additionally, it was advised that SMEs
should be entrusted with additional responsibili-
ties concerning employee social security.

This development further unifies the essence of
the status of SMEs, designating them as the prima-
ry recipients of labor outcomes and the most wi-
despread employers within the European Union.
In this context, SMEs were recognized solely as
entities responsible for providing employment to
hired workers, with their employer status intended
to be equivalent to that of other business entities.
Consequently, EU governing bodies determined
that there would be no privileges or concessions
in the realm of labor relations for SMEs.

An analysis of the content of this regulatory do-
cument reveals that SMEs are mandated to engage
in labor relations while ensuring that hired em-
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Any legal entity, regardless of its organizational
and legal form, engaged in economic activity,

including subjects engaged in individual
(craftsmanship) and other activities
on an individual or family basis, as well

as including partnerships (contractual “units”

or associations that systematically carry
out economic activity

The category of micro, small
and medium-sized enterprises
consists of those entities that
employ less than 250 people

The annual turnover of such
entities shall not exceed EUR 50 million

The book value of the assets
shall not exceed EUR 43 million

Fig. 4. Characteristics of a small enterprise, as recommended by the European Commission dated May 6, 2003

ployees possess the same rights and obligations as
those employed by other business entities. Fur-
thermore, SMEs were advised to avoid artificial-
ly substituting labor relations with partnership
arrangements or contracts governed by other forms
of civil law agreements.

The existence of all the aforementioned regula-
tory acts has not resolved the primary issues that
prompted their adoption. The unification of the
definition of small and medium-sized enterprises
(SMESs) within EU law has yet to occur. This fai-
lure has served as the basis for further organiza-
tional initiatives within EU institutions and the
adoption of additional regulatory acts.

On May 6, 2003, the European Commission
approved recommendations aimed at clarifying
the understanding of small and medium-sized en-
terprises [9]. This document is intended to unify
the conceptual understanding of the organizatio-
nal and legal nature of SMEs within EU law [9].
The characteristic features of small enterprises, as
outlined in the European Commission’s recom-
mendations, are presented in Fig. 4.

Alongside the general definition of small and me-
dium-sized enterprises (SMEs), the European Com-
mission’s recommendations also specify the charac-
teristics of small enterprises and micro-enterprises.
A small enterprise is defined as one that employs
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fewer than 50 individuals, with an annual turnover
and /or total annual balance not exceeding 10 mil-
lion euros. A micro-enterprise, on the other hand,
is defined as one that employs fewer than 10 indi-
viduals and has an annual turnover and/or total
annual balance not exceeding EUR 2 million [9].

The next stage in the development of the SME
concept began in 2008, with the adoption of a regu-
latory document titled Think Small First — Small
Business Act for Europe [10]. Although this docu-
ment does not contain definitions of what the sta-
tus of SMEs should be, it is dedicated to estab-
lishing a comprehensive system of state regulation
of the economic activities of these entities. As a
result of this document’s adoption, the right of
EU member states to formulate their own distinct
state policies in this area was limited. All EU
countries were obligated to reduce the tax burden
on SMEs and organize training systems for indi-
viduals intending to start their own businesses in
this organizational form. A series of other deci-
sions were made with the goal of ensuring a uni-
form organizational influence on all SMEs within
the European Union. The adoption of the Small
Business Act was necessitated by the need to uni-
fy the organizational rules governing the func-
tioning of SMEs, as the EU institutions clearly
declared in its text that different approaches to

ISSN 2409-9066. Sci. innov. 2025. 21(1)
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> Status of a legal entity or status of an individual entrepreneur, craftsman or small family farm

> Staff of up to 50 employees (for small enterprises) and up to 250 employees (for SMEs)

> Cash flow of up to EUR 10 million annually (for small businesses) and up to EUR 43 million

annually (for SME)

Fig. 5. Generalized characteristics of SMEs, as per the EU Law

the essence of these entities are a negative pheno-
menon affecting the number of decisions made to
establish small and medium-sized enterprises.

A significant phase in the development of the
SME concept can be seen in the implementation
of a system of innovative support and technology
transfer mechanisms. On April 28, 2021, the Euro-
pean Parliament approved the Horizon Europe Re-
search and Innovation Framework Program (Re-
gulation No. 2021/695), marking the ninth such
framework program [11]. Its primary aim is to
strengthen the European Research Area (ERA)
and support research and innovation (R&T) ac-
tivities to fulfill strategic priorities and commit-
ments. Within the framework of the innovation
support system, SMEs occupy a special place, be-
ing identified as key recipients of support and the
main source of innovative processes. A systematic
analysis of the Horizon Europe framework prog-
ram reveals that SMEs are endowed with a broa-
der range of opportunities than other candidates
for certain forms of financial support [12]. SMEs
have been identified as the main driving force be-
hind innovation processes, thereby placing them in
a distinct category of economic entities. Overall,
the systematic analysis of the Horizon Europe fra-
mework program shows that the concept of defi-
ning the essence of SMEs is rooted in the provi-
sionsof the 2003 recommendations for identifying
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small and medium-sized enterprises. However, the-
se provisions have expanded the general understan-
ding of SMEs by adding another legal authority,
specifically identifying them as a type of startup
within the system of measures supporting inno-
vation processes and technology transfer.

The outlined stages of the SME concept’s deve-
lopment indicate that it is undergoing phases of
evolutionary growth. The presence of changes, defi-
ned by certain challenges, underscores the imperfec-
tions within the established concept of their or-
ganizational and legal nature. This highlights the
relevance of scientific research focused on identify-
ing and selecting proposals to enhance their essence.

The EU’s adoption of the Horizon Europe Fra-
mework Program can be considered the latest sta-
ge in the SME concept’s evolutionary develop-
ment in EU law. Since the program’s adoption, the
essence of SMEs has not been revised or altered.
Thus, from 2021 onwards, a consolidated regula-
tory approach to defining SMEs has been in effect,
which will be further adopted as the foundation
for this research study. By employing a systema-
tic analysis method throughout the examination
of all normative sources studied, the authors have
compiled the generalized characteristics of SMEs
within EU regulatory frameworks.

The generalized characteristics of SMEs under
EU law are illustrated in Fig. 5.
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Primarily, SMEs are identified as legal entities
[1, 2], meaning organizations that enable the ac-
cumulation of separate property or financial re-
sources that support their operational activities.
Under EU law, this definition encompasses all
legal entities, including scientific institutions, in-
frastructure organizations, and entities involved
in non-commercial activities. Thus, a broad ap-
proach to defining legal entities that qualify as
SME:s can be observed, extending to all legal en-
tities directly or indirectly engaged in the produc-
tion of social goods within the economic system.

This broad understanding of SMEs’ essence al-
so applies to non-legal entity participants. These
may include sole proprietors, artisans, and small
family-owned enterprises. Their shared charac-
teristics are the absence of a special economic sta-
tus as legal entities and a limited scope of busi-
ness capacity compared to traditional companies,
institutions, and organizations. They can engage
with legal entities but are restricted in their ent-
repreneurial activities compared to legal entities,
generally operating within small-scale produc-
tion or household services. The economic outco-
mes of their activities tend to be modest, serving
mainly as a personal exercise of the right to entre-
preneurship within a market economy.

These entities lack the full range of social pro-
tections granted to employees under employment
relationships, as their activities are considered in-
dependent and risk-based endeavors conducted
for profit. Their autonomy and risk-bearing na-
ture grant them the right to independently deter-
mine their level of social protection, with no obli-
gation to uphold labor guarantees for themselves.
This denotes a misalignment with one of the core
purposes of SMEs, specifically the inadequacy in
ensuring the right to work in strict adherence to
EU-established standards [8].

Secondly, EU regulatory documents stipulate
that small and medium-sized enterprises (SMEs)
are restricted by a maximum number of employees.
Total employment may not exceed 250 persons. For
small enterprises, which are a specific subset of
SMEs, the number of employees is capped at 50 [9].
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Thirdly, there is also a maximum limit on the fi-
nancial resources that such entities may utilize or
accumulate. For medium-sized enterprises, the an-
nual total balance cannot exceed 43 million euros,
while small enterprises are limited to an annual
balance of 10 million euros [9].

The criteria of employee numbers and financial
resources are the most effective for identifying
small and medium-sized enterprises. Moreover, the
establishment of a numerical employee threshold
indicates a broad understanding of the range of
economic actors that may fall within this category.

Thus, small and medium-sized enterprises may
be defined not as a distinct category of subjects or
participants in economic relations but rather as a
specific economic and legal regime or status. This
regime (status) can be granted to any organiza-
tional entity, regardless of whether it holds legal
personhood. This status is, in effect, provisional:
upon achieving economic results that exceed the
established thresholds, the status will be termi-
nated. Furthermore, the potential participants
eligible for SME status may include entities not
directly involved in commercial activities.

REGARDING THE ALIGNMENT
OF SMES WITH ECONOMIC NEEDS

In this study, it is hypothesized that an overly
broad approach to defining the legal status of
small and medium-sized enterprises (SMEs) may
hinder them from achieving their intended eco-
nomic goals and delivering anticipated outcomes.
SMEgs, as currently defined, may also be unable to
maintain adequate levels of innovation, uphold la-
bor rights, or provide sufficient social protections
for workers. This raises the need for further aca-
demic research in this area and highlights the re-
levance of such studies to society.

This assertion is supported by prior research
conducted by other scholars. For instance, in the
work of D. Markovic, M. Alexis, R. Milevic, and
S. Sudic [3], it is argued that the current legal
framework for defining SMEs does not fully align
with the objectives assigned to this category. The
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primary inconsistency identified by these authors
is the low effectiveness of criteria such as maximum
employee numbers, turnover, and asset value as
measures for delimiting SMEs. They contend that
these criteria are too vague, allowing large and
transnational corporations to qualify as SMEs.
Consequently, large businesses can gain access to
forms of state support intended exclusively for
SMEs under EU law.

To address this inconsistency, the authors pro-
pose implementing Integrated Management Stan-
dards (IMS) as a regulatory barrier to facilitate a
more efficient distribution of state support speci-
fically to SMEs. However, the problem of low ef-
ficacy in using employment, annual turnover, and
asset value as identification criteria could be ap-
proached in alternative ways. For instance, rede-
fining the legal nature of SMEs could allow for
additional criteria under EU law, which would
prevent large corporations from obtaining tar-
geted state support meant exclusively for SMEs.

These additional requirements could specity
how SMEs must be organized, stipulating that
SMEs should be established as distinct, inde-
pendent legal forms. Such requirements would
enable EU member states’ governments to exer-
cise more effective oversight over the ultimate
beneficiaries of state support, preventing large
enterprises from accessing resources designated
solely for SMEs.

L. Levandovska, based on an analysis of statis-
tical data, compiled a list of economic reasons that
hinder the development of small and medium-
sized enterprises (SMEs). It was determined that
SMEs are effective only when their operations
are based on innovation or intellectual property
assets. According to Levandovska, SMEs can only
achieve optimal efficiency if they conduct commer-
cial production activities grounded in the use of
innovative assets or intellectual property rights [4].
The need for commercial activity has been a key
criterion in discussions around the redefinition of
the legal status of SMEs [7]. Any innovation or
technology implemented within business activi-
ties must be introduced as a core business asset,
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with the aim of establishing continuous economic
processes based on it.

Only in such cases can developers of innovations
or technology recipients achieve economic results
in the form of new products or services. Given the
original purpose of introducing legal regulation
for SMEs within EU law [3—7], it may be appro-
priate to add another criterion for defining this
type of entity — namely, the requirement to en-
gage in commercial business activities.

In research by K. Alayon, K. Séfsten, and H. Jo-
hansson [13], the global experience of SME ope-
ration was analyzed, finding a lack of sustainable
development among these entities across all count-
ries. The study identified various factors and con-
ditions influencing this. One primary condition
affecting SME stability was identified as the diver-
sity of regulatory approaches to defining the legal
status of SMEs across different countries, which
significantly limits the potential for cross-border
state support. The research examined definitions
of SMEs across various nations: in developing eco-
nomies, SMEs are predominantly understood as
a distinct category of legal entities. In more eco-
nomically developed nations, the understanding
of SMEs is broader, encompassing all organiza-
tional entities, including those without full com-
mercial rights, such as family-owned businesses
and individual entrepreneurs. This disparity stems
from the limited financial resources available for
state support in developing countries, which ne-
cessitates more stringent criteria for eligibility.

This pattern suggests that a detailed regulatory
approach to the legal status of SMEs increases the
effectiveness of government regulation. Thus, in ge-
neral, a legislative shift toward more specific crite-
ria for qualifying entities or phenomena as SMEs
would enhance the effectiveness of state support
provided. Consequently, a more detailed regulato-
ry framework for SMEs could improve the effecti-
veness of government assistance on which they rely.

In the study by J. Guido, L. Micheli, E. Cagno,
and A. Calabrese [14], as well as in the research
by B. Kurtumlus, A. Katrinli, and V. Warner [15],
challenges in safeguarding the right to work wi-

43



Davydiuk, O. M., Shovkoplias, G. M., Usatyi, V. O,, Ivanova, H. S., Bytiak, O. Yu., and Duiunova, T. V.

thin the structure of small and medium-sized en-
terprises (SMEs) are discussed. It was noted that
SMEs often struggle to meet the organizational
requirements tied to their legal status. A range of
organizational and economic reasons was identi-
fied as contributing factors. The primary obstacle
to upholding the right to work was highlighted as
the insufficient legal regulation of SME status
and the lack of economic resources to secure the
social guarantees for hired employees, which the-
se entities are obliged to provide [8]. A conceptual
framework for organizational measures to add-
ress these issues was proposed. The inability of
SMEs to fully meet all imposed obligations (in-
cluding those related to labor and social security)
highlights a misalignment in the regulatory app-
roach to their legal status. Based on the findings
from these researchers, most of the underlying
causes are economic, tied to a lack of financial re-
sources at the early stages of SME development.
Addressing this issue could be possible by rede-
fining SME status, allowing these entities to an-
ticipate that EU member states might bear some
of the organizational costs, such as those related
to social security for employees.

In a study by S. Chen, which analyzed statisti-
cal data on SME performance, it was determined

that their economic productivity has declined
significantly since 2021 due to limited access to ra-
pid banking and financial services. Although Chen
proposed a range of managerial and administra-
tive changes, no specific directions were sugges-
ted for enhancing the concept of SMEs [16]. This
study highlighted the disparity between the or-
ganizational obligations imposed on SMEs (com-
pliance with technical regulations, standards, and
employee social guarantees) and the financial re-
sources that most of these entities have at the ini-
tial stages of development. To address these dis-
crepancies, it was proposed to simplify regulatory
access to credit and financial resources. However,
the authors argue that such a solution may not
guarantee the resolution of the issues presented
in the study. A more effective approach would be
to grant SMEs a temporary preferential legal sta-
tus within their specific legal framework, allow-
ing them to avoid overly burdensome organiza-
tional obligations.

In the research conducted by C. Pongelli, A. Ma-
jocchi, J. Bauertsz, S. Sciascia, M. Caroli, and
A. Verbeke [17], the inconsistency between the re-
gulatory framework for family-owned SMEs and
business activity requirements was examined. It
was found that the specific legal status of these

Systematized Discrepancies between SME Legal Status Regulation and Current Economic Needs

within the EU Economic System

Discrepancy

The essence of discrepancy

The low effectiveness of the primary regulatory criteria
defining SMEs, such as the number of employees, annual
turnover, and total balance sheet value of assets, in identi-
fying them as participants in economic relations

An inadequate level of definition (identification) of the pur-
pose of SME operation, specifically the absence of require-
ments for conducting commercial economic activities wi-
thin the regulatory criteria for their identification

An inadequate level of regulatory identification regarding
the list of organizational and legal entities (business entities)
eligible to obtain SME status

A high level of regulatory control and substantial organiza-
tional obligations regarding the internal structure of SMEs

The criteria of employee count, annual turnover, and total ba-
lance sheet value of assets are ineffective. Large business rep-
resentatives, by creating new business entities or artificially
segmenting their business, unjustifiably gain SME advantages

The absence of regulatory provisions specifying the business
outcome that SMEs are expected to achieve

EU law lacks a unified list of types of legal entities and/or bu-
siness entities eligible to obtain SME status

Under EU law, SMEs are subject to the same obligations as
other business entities that do not hold such status
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enterprises often limits their ability to participate
in cross-border economic relations. This is pri-
marily due to the varied legal approaches among
different countries in recognizing family busines-
ses and defining their operational scope. The stu-
dy proposed a restructuring of the governance
model for family-owned SMEs by introducing a
specialized collective management body — board
of directors — to better align their operations with
international business needs.

In the study by A. Rumanti, A. Rizani, and
F. Akhmat [18], it is argued that small and medi-
um-sized enterprises (SMEs) lack resilience aga-
inst economic challenges within a market econo-
my. Emphasis is placed on SMEs’ high potential
for integrating innovations and new technologies.
The authors propose the establishment of a unified
open innovation database, granting SMEs access
to enhance their innovative capabilities. However,
the study does not address the impact of deficien-
cies in the current understanding of SMEs on
their performance within the economic system.

Further research on improving the legal regu-
lation of startups and innovation investment has
also highlighted discrepancies in the current SME
framework in terms of supporting innovative in-
vestment and startups [19—22].

A systematic analysis of these studies reveals
specific misalignments between the legal status of
SMEs and the contemporary economic needs wi-
thin the EU economic system. These misalign-
ments are summarized in Table, which presents
the discrepancies between the legal framework go-
verning SMEs and the economic requirements
within the EU.

The analysis of the aforementioned research
findings and regulatory sources [1—18] indicates
a focus on addressing specific aspects or manifesta-
tions of the performance of small and medium-sized
enterprises (SMEs). This suggests the necessity
for research aimed at developing a comprehensi-
ve concept for changing the status of SMEs. The
proposed changes should ensure a higher level of
operational efficiency and contribute to sustain-
able and stable development. The conclusions
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drawn from this research could serve as a founda-
tion for further scientific developments as well as
a basis for formulating prospective international
and national regulatory acts.

DIRECTIONS FOR IMPROVING
THE CONCEPT OF SMES IN EU LAW

The directions for improving the legal regulation
of SMEs should be grounded in the identified dis-
crepancies between the normative construction
of SMEs and current economic demands. It seems
appropriate to combine issues such as the low ef-
ficiency of key delineating normative criteria and
the inadequate level of regulatory identification
of the types of organizational and legal entities
that qualify for SME status, as their resolution
approaches are closely aligned. The proposed me-
thods for enhancing regulatory frameworks are ba-
sed on a hypothetical-deductive approach, which
postulates that the formulated proposals can add-
ress the identified shortcomings of the normative
constructs.

The primary approach to resolving the issue of
regulatory identification of SMEs involves a shift
in understanding their essence and purpose with-
in economic legal relations. Currently, the broad
approach to defining the essence of SMEs is identi-
fied as a special regime (status) that can be gran-
ted to any economic entity [6—11]. This results
in an unwarrantedly wide application to a broad
range of subjects. Therefore, this approach should
be detailed and narrowed down by introducing
additional criteria. Given that the existing set of
legally established characteristics of SMEs is qui-
te extensive (see Figure 5), further detailing may
not yield the anticipated effects of implementa-
tion. However, the refinement and narrowing of
the concept of SMEs can be achieved by altering
the legal nature of their fundamental status.

This can be achieved by introducing a separate
special organizational and legal form of a new eco-
nomic entity within EU law, which can continue
to be referred to as small or medium-sized enter-
prises (SMEs). The concept of this organizational
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and legal form serves as a standardized list of ge-
neralized management methods for economic ac-
tivity. It consists of predetermined varieties of
business management methods, from which indi-
viduals intending to engage in entrepreneurship
can select the one that suits them best.

In the countries of the European Union, entre-
preneurs do not have the right to be completely
free in choosing how their economic entity opera-
tes [13]. They can only choose from the options
presented to them. One of these options should be
a distinct organizational and legal form of small or
medium-sized enterprises. Thus, this form would
be among those from which an entrepreneur would
select their mode of economic functioning.

By adopting a normative approach where
SMEs are equated with a specific organizational
and legal form of economic entity, the identifica-
tion of these entities with a special legal status
would be ensured. On the other hand, this would
allow for more effective accumulation of all means
of financial support for their development within
clearly defined formal frameworks and procedu-
res. If a separate organizational and legal form for
SMEs is implemented, EU countries will be able
to apply existing legal mechanisms for state cont-
rol to prevent representatives of large and trans-
national businesses from participating in state
support systems designated for small businesses.

To ensure that systematic state support for
small businesses does not violate the general
competition rules within the EU, it is advisable
to propose that the organizational and legal form
of SMEs have a time-limited character. This
means that the right to use this form should be
temporally restricted. Such a measure would en-
sure a level of support for SMEs whereby they
receive preferential treatment only at the begin-
ning of their operations. Subsequently, these en-
tities would need to reassess and choose another
organizational and legal form for their participa-
tion in economic relations.

Conversely, if an SME is identified as a regular
(permanent) organizational form in economic re-
lations, ongoing support for it would violate exis-
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ting competition policies. By restricting support
to newly established SMEs, the verification of com-
pliance with the criteria for receiving support
would occur immediately upon their establishment.
This would significantly reduce the number of par-
ticipants in economic relations who imitate or
abuse this status. Consequently, it would estab-
lish more effective economic and organizational
barriers to prevent the fraudulent receipt of eco-
nomic benefits and preferences.

The issue of the inadequate level of normative
definition (identification) of the purpose of func-
tioning of small and medium-sized enterprises
(SMEs) can also be addressed by changing the
understanding of the essence of this entity from a
legal regime to a specific type of organizational
and legal form. The application of such a broad app-
roach means that the economic and legal status of
a small (medium) enterprise could be granted to
any organizational entity, including those that do
not engage in commercial activities. Experience
in the development of economic relations indi-
cates that not all participants in economic rela-
tions contribute to the growth and renewal of the
economy. Only those economic entities that en-
gage in commercial activities can ensure such de-
velopment [1—3].

For this reason, it is advisable to introduce an
additional restrictive criterion into the organiza-
tional and legal form of SMEs. It is proposed to
define an additional feature (element of status and
requirement), specifically the commercial nature
of their activities. A candidate for the status of a
small (medium) enterprise must engage in (or plan
to engage in) economic commercial activities, mea-
ning activities that lead to the creation of new
social products within the economic system. The
application of this restrictive criterion allows for
the regulatory impact to be concentrated exclu-
sively on those participants in economic relations
that create social products for commercialization
(commercial products). Only commercial enterp-
rises pay taxes and fees based on their activities.
Most of the financial resources necessary for the
state or intergovernmental entities, such as the
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European Union, to perform their functions are
derived from these taxes and fees. Furthermore,
only commercial enterprises can allocate a por-
tion of their profits to ensure the labor rights and
guarantees of their employees.

As analysis of the results of innovative SMEs
shows, only such participants in economic rela-
tions consciously approach the innovative rene-
wal of their production assets and the transfer of
technologies [3].

Thus, the general characteristics of SMEs, as
presented in Figure 5, should be supplemented and
ultimately appear as follows:

o The status of a legal entity or the status of an
individual entrepreneur, artisan, or small fami-
ly business;

+ Employment of up to 50 employees (for small en-
terprises) and up to 250 employees (for SMEs);

o An annual turnover of up to 10 million euros
(for small enterprises) and up to 43 million eu-
ros (for SMEs);

¢ Engagement in productive commercial eco-
nomic activities.

The proposed concept for understanding the es-
sence of small (medium) enterprises aims to elimi-
nate the issues related to their functioning within
the economic system. It represents the author’s
vision for the development of this subject matter.
In its formation, the circumstances surrounding
ongoing discussions in academic circles have been
taken into account. Overall, the defined concept
can be applied both to the official rules governing
the activities of SMEs at the level of EU regula-
tions and national legislation and for its further
academic development.

The substantiated concept of defining the es-
sence of SMEs and the established characteris-
tics can serve as the foundation for improving the
legal regulation of these relations under Ukrainian
legislation. Thus, the obtained results can be reflec-
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THHOBAIIIMHICTb BHECEHHSA 3MIH Y TTPABOBE PETYJ/IIOBAHHS CTATYCY
MAJINX (CEPEJHIX) IIIAIIPUEMCTB Y IIPABI €C

Beryn. Mai (cepesini) miAPHEMCTBA, € KIIOYOBUMHU YIaCHUKAMU TOCMIOAAPChKUX BifiHOcH y €Bporneticbkomy Corosi (€C).
Yepes 11e ix cTaTyC MOCTIIHO BIOCKOHAIIOETHCS sl YCYHEHHS BUABIEHUX NPobJieM ixHboro (hyHKI[ioHyBaHHs. Ha cyuyacHo-
My erani M(C)IT izeHTudiky0Thest sk 0COONMBIN €KOHOMIUHO-IIPABOBUIA CTATYC, SIKUIT MOKE OTPUMATH OY1b-sIKWii Cy0 €KT
TOCIIO/IaPIOBAHHSI.

IIpo6aematuka. €nunnmu Kpurepisimu Biameskysarsgs M(C)II Bix iHmux popM rocrnogapioBaiis € MaKCUMaIbHa KiJib-
KiCTh MpaIliBHUKIB, PO3Mip HaKOMHYeHNX (GiHAHCOBUX PECypCiB, piBeHb piuHoro 06opory. Ilux KpuTepiiB HEAOCTATHHO /IS
peasnizaiii eheKTUBHUX BiZMeKyBaJIbHIX Oap €piB Iepe/] BETUKUMU i cepefHiMU KOMITAHIAMM, 110 HAMArarThCsl OTPUMATH
11eH MIBrOBHUH CTaTyC.

Mera. ChopmyBaru IpoIo3uiLii MO0 BAOCKOHAIEHHS ICHYI0U0i HopMaTuBHOI KoHItenil Bushauenuss M(C)IIL, uio Oy-
LIyTb MOKJIJIEH] B OCHOBY OLIb1ll e(DEKTHUBHOIO MEPCIIEKTUBHOTO [IPABOBOTO PETYJIIOBAHHS iX cTaTycy B 11pasi €C.

Marepiamm it Mmerogu. O6’€KTOM JIOCJI/KEHHS € HOPMATUBHA KOHIIEIIIlisi BUSHAYEHHSI CYTHOCTI Ma/IUX (CepeaHix) mis-
MPUEMCTB. 3aCTOCOBAHO (hOPMATILHO-JIOTIUHI METO/IU Mi3HAHHS Ta TIIyMadyeHHs 3MiCTy HAYKOBUX, HOPDMATUBHUX i €EKOHOMiY-
HUX KaTeropiil Ta MOHSATH, METO/I MOZIEJTIOBAHHS, IeAYKILii, iHYKITii, TOPIBHIHHSI.

PesyabraTu. [IpoananizoBano ocHOBHI eTanu po3BUTKY Ta eextnBHicTs HOpMaTnBHOI KoHIentiii M(C)II y mpasi €C.
CopMOBaHO TIPONO3HUIIIT 1IO/I0 TOKPAIEeHH s IHHOBaIIHHOCTI icHytounx 3aco0iB paBosoro perysoBants M(C)IL O6rpyH-
TOBAHO JIOIIJIBHICTD BIIPOBA/IKEHHS Jo1aTKOBOro Kputepito B cratyci M(C)II — 3zilicHeHHS KOMEPILiiiHOT TOCIOAapCehKOi
nismbHocTi. Jloseneno porinbHicTs 3amitm ctatycy M(C)II Ha ocobamBUil TUMYACOBUI TUIT OpraHi3amiiHO-IPaBoBOi (HOPMU.

Bucuosku. Icnyioua nopmatusna xomteriis M(C)IT y npasi €C norpebye BrockonameHus. JomiapHicTh yIpoBaKeH-
Hs1 ¢(hOPMOBAHUX MPOIO3HULLIH OOIPYHTOBYETHCA IXHBOKO 3AATHICTIO BUPIIINTH iCHY04YI TPOOJIEME [IPABOBOTO PETYJIIOBAHHSI
cratycy M(C)IL

Kmouosi crosa: masi (cepe/ini) migAnprueMcTBa, MpaBo Ha i IIPUEMHUIIBKY [Iis/IbHICTD, IPABO HA IIPAII0, PAMKOBA IIPOTPaMa
«JopuzonT €Bpornms.
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