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ABSTRACT:

The purpose of the study is to form a mechanism for
the effective performance evaluation of small business
entities, combining a strategic approach to organizing
activities with a resource, considering the
development of potentials existing in the business
structure. The practical significance of the results is
the construction of a multifactorial model for
evaluating the performance of entrepreneurial
activities, allowing establishing achievable targets.
Keywords: small business, performance evaluation,
strategic management, business potential

RESUMEN:

El propodsito del estudio es formar un mecanismo para
la evaluacién efectiva del desempeno de las entidades
de pequefas empresas, combinando un enfoque
estratégico para organizar actividades con un recurso,
considerando el desarrollo de potenciales existentes
en la estructura del negocio. La importancia practica
de los resultados es la construccién de un modelo
multifactorial para evaluar el desempefio de las
actividades empresariales, lo que permite establecer
objetivos alcanzables.

Palabras clave: pequeiia empresa, evaluacion del
desempeiio, gestion estratégica, potencial comercial

1. Introduction

Making commercial decisions relates to the most complex tasks of enterprise management.
One of the possible tools for regulating this process in the context of limited financial
resources is to increase the performance of using the company's internal resources. Getting
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a loan for most commercial enterprises is quite a challenge. External sources of business
financing are in most cases available to the network business. In this regard, the
performance evaluation of activities is a significant strategic step in the process of achieving
small business goals.

The purpose of this research is the development of theoretical and methodological provisions
for the improvement of the system for performance evaluation of entrepreneurial activity in
the current economic conditions. In accordance with the goal in the article, the following
tasks are formulated:

— Consider approaches to performance evaluation of entrepreneurial activities;

- Formulate the criteria for performance evaluation of a small business entity based on its
business potential;

— Develop a strategic model for performance evaluation of entrepreneurial activities;

— Offer a comprehensive model of business evaluation from the perspective of its business
potential;

— Consider the mechanism for establishing the relationship between the target and
benchmark indicators for making an effective management decision on an example of an
element of the developed strategic human-potential model.

2. Literature Review

As noted in the Message of the President of the Russian Federation, the most real, requiring
support and development sphere of activity of small and medium-sized enterprises is
production. Providing the population with high-quality goods, the formation, and
development of the commodity and logistics infrastructure can contribute to increasing the
competitiveness of small and medium-sized business entities and create conditions for its
entry into the foreign market.

Until now, the economy has not formed a single scientifically grounded approach to the
essence of economic efficiency of economic activity, which does not allow developing a
unified concept of the system of its criteria and indicators. Domestic and foreign literature
notes that performance evaluation of economic entities activities is a central problem both in
theory and in the practice of the functioning of companies (Heckl & Moormann, 2010; Neely,
2005; Richard et al., 2009; Sheremet, 2014; Savitskaya, 2012; Gorfinkel, 2015; Moiseeva,
2013).

Diana Heckl and Jirgen Moormann (2010), and P. Druecker (2004) evaluate business
performance from the perspective of performance analysis. The enterprise must control
production resources and use them as efficiently as possible. M. Porter (2005) assesses the
performance of business through strategic analysis aimed at assessing competitiveness. The
basis of competitiveness is productivity or “effective use of labor and capital”.

It is common knowledge that initially the performance of companies' activities was assessed
using financial and economic indicators. Subsequently, it was recognized that the
performance evaluation of the business entity should be linked to the objectives of its
activities. In this regard, a system of balanced indicators has emerged that assesses the
company's performance in four groups of indicators (Robert S. et.al, 2017). D. Keegan, et.
al. (1989) argue that performance indicators determine the actions of management, so they
must flow from the strategy. A number of studies assess the performance of the company
from the position of a functional approach (Moiseeva, 2013), considering any indicator as a
set of functions. Equally popular was the process approach, which notes that all functions
performed in the organization are in a relationship (Guha, S. et. al., 1997). The so-called
semantic approach (Manoj Thomas, Richard Redmond, Victoria Yoon, and Rahul Singh
Thomas, 2005) deserves attention, according to which the profitability of organizations
depends on the performance of their business processes. The performance analysis of these
processes provides the basis for making important management decisions. The integrated
approach assumes an assessment of the company's activities in interconnection and
interdependence with the overall level of economic, organizational, technical, and



technological development of production, the level of social development of the corporate
team (Moiseeva, 2013).

Dobni and Luffman (2000) use the marketing concept based on customer satisfaction
analysis, return on assets and sales, return on investment, profit, sales, and market share to
evaluate business performance. Mihaela Filofteia Tutunea, Rozalia Veronica Rus (2012)
consider business performance through the prism of the performance of using information
resources.

In the practice of domestic companies, a systematic approach to activities performance
evaluating has been widely adopted (Moiseeva, 2013, Saimina, 2016). It is based on a
comparison of the results obtained and incurred costs and provides for the calculation of a
number of coefficients. A systematic approach to evaluating management performance
assumes that any economic system is a set of interrelated elements. The system has an
input, a link to the external environment, feedback, and output. Sheremet A.D. (2014),
Savitskaya G.V. (2012), Gilyarovskaya L.T. (2012), Lyubushin N.P. (2013) in their writings
mainly emphasize on evaluating “internal performance” based on the calculation of financial
ratios.

The work of one of the most famous domestic researchers in the field (Asaul, 2014, Bagiey,
2001) considers the system for entrepreneurial activity performance evaluation as an
element of the model reflecting the interaction of the goal and the result. Such a variant
approach involves analysis of the performance of the commodity, sales, price, and
communication strategies in the organization's activities. Romanov and Gorfinkel (2015),
Gryaznova A.G. (2003) offer to evaluate the performance of the company's activities from
the position of its value. At the same time, the market uses cost-effective and profitable
approaches.

The resource approach, founded by Michael Porter (2005, 2011), is a linkage of the
resources available to a business entity with its strengths and market opportunities. From
the standpoint of this approach, an economic category that reflects the performance of the
use of financial, property, personnel, marketing, and information capacities of
entrepreneurship should be used in the system of indicators for evaluating the performance
of resource use. For each of these potentials, evaluation criteria have been developed in
science and practice.

Analysis of the literature on the problem of evaluation and improving the performance of
business structures led to the conclusion that foreign researchers often address these issues
from the standpoint of analyzing business processes and productivity. The majority of
domestic scientists see the set of the indicators characterizing concrete resources of
commercial activity as the basis of performance evaluation of business.

3. Materials and Methods

During the implementation of the theoretical part of the study, it was found that there are no
universal indicators to evaluate the performance of business. Organizations independently
determine for themselves which key performance indicators to target. Unlike large
companies, this issue is not thoroughly worked out in the segment of small business. The
modern theory of commercial structures management, which is based on the principles of
corporate finance (Gryaznova, 2003), examines the performance of activities from the
perspective of increasing the value of the company, that is, from the standpoint of improving
the welfare of the owners of the company. For small business entities, this approach is
difficult to apply, since many of them have a small amount of equity and in most cases work
with loans, subsidies and other forms of attracted capital. Moreover, for an owner of a small
business, it is important not to increase the market value of his organization, but the
revenue it brings. In view of this, it is required to determine the components that most
clearly characterize the performance of the activities of small business entities.

3.1. Criteria for performance evaluation of small business
entities



As applied to this research, considering the results of scientific research by domestic and
foreign researchers (Sheremet, 2014; Savitskaya, 2012; Uskova, 2006; Kaplan, 2017;
Heidari & Loucopoulos, 2014; Morris, Shirokova & Shatalov, 2013), the authors recommend
to represent the whole set of performance criteria that could be the basis for evaluating the
activities of small business entities in the form of several blocks (Figure 1):

innovative potential,

structural (production) potential,
human potential,

financial potential,

market potential,

nhwN e

Figure 1
Criteria for performance evaluation of small business entities in terms of existing potentials

Market potential

Innovation
potential

Human potential

Performance
criteria

Structural (production)

potential Financial potential

(Source: developed by the authors)

Small business entities form simplified forms of accounting reporting, which makes it
impossible to estimate many of the indicators that researchers suggest in the field of
corporate finance and finance of organizations. It is necessary to develop such a system of
indicators that would be available for the analysis of the activities of business entities, taking
into account the specifics of their accounting and financial reporting. If the company
calculates the performance indicators for the quarter, while not being financially stable due
to the small amount of its own resources, it may be on the verge of bankruptcy within a
short period. Each of the potentials presented in Figure 3 can be represented in the form of
a target indicator and influencing factor criteria. The mechanism for evaluating one of the
human potentials is discussed in this manuscript below.

3.2. Structure of entrepreneurial potential

Considering the priority directions for assessing the performance of entrepreneurial activities
(types of potential), the authors developed a comprehensive model for assessing business
performance (see Figure 2).

Figure 2
Comprehensive model of entrepreneurship evaluation
from the position of evaluating its business potential
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The presented model of cumulative research of various potentials represents a certain
sequence of actions aimed at evaluating the performance of entrepreneurial activity. In the
first place, the authors highlighted the evaluation of the business idea. In this case, the
authors mean a systematic evaluation of product innovation that the company offers to the
market. For a small business entity, the risk of losing competitiveness is very high, so
certain intangible assets, R&D, the availability of scientific personnel or access to such must
protect the company. Otherwise, business is doomed to a short-term existence.

Analysis of the company's innovative potential involves evaluating the entrepreneur's and
their employees' abilities to develop and implement innovations related to both production
and implementation of innovative solutions. However, the presence of a competitive
innovative idea cannot guarantee the performance of the business process. It is necessary to
have the work force available to realize this idea. In view of this, the personnel potential
shall be placed second in the system of evaluating performance of entrepreneurial activity. It
implies not only the provision of the organization with the necessary skills in the planned
amount, but also the productivity of workers, the relationship between the number of
employees, sales revenue, and performance. A peculiarity of human potential is that it is not
reflected in the composition of the company's assets and is not the property of the company,
but at the same time it plays a major role in the company's business potential, and as a
result, in enhancing the performance of the business structure.

The structural potential includes all types of non-current assets of the organization. It can be
quantitatively measured. Its evaluation implies an analysis of the available possibilities
(rules and methods) of materializing the idea (product manufacturing) or an assessment of
the technical feasibility of bringing the idea to the stage of the product's readiness for use or
sale. A characteristic feature of many small enterprises is that they do not have own fixed
assets. They own capacities either under a lease agreement or on an outsourcing basis. In
this case, the structural potential implies the organization's performance of contractual



terms, the quality of the services (works) provided, associated with these costs and their
optimization.

Market potential characterizes the organization's position in the market, its relationship with
business counterparts. Analysis of this component of the potential of the small business
entity allows concluding whether the organization has a real chance of success, whether the
goods it sells satisfy the market needs. This aspect involves the calculation of the capacity
and market share, the assessment of consumers, competitors, and the image of the
company. This information is available based on marketing research.

The financial potential can be attributed to the providing subsystems. The performance of
entrepreneurial activity is based on consideration of all the listed potentials.

3.3. Conceptual model for evaluating performance of
entrepreneurial activities

To date, the approaches to assessing the performance of companies' activities examined in
the theoretical part of the research require clarification and optimization with respect to
small business entities. Developing the studied variant approach to the evaluation of
business performance and the approach based on the system of balanced indicators, the
authors consider it appropriate to adapt them to the activities of small and medium-sized
business entities, considering the specifics of these companies. The approach proposed by
the authors is presented in the form of a strategic model (Figure 3).

The procedure for the strategic decision-making process is examined in detail in the studies
by Papulova and Gazova (2016), Shugaepova and Ravzieva (2015), Zuzana Papulova and
Andrea Gazova (2016). The model developed by the authors has the following features. As is
known, the system of strategic planning of commercial activity implies, first, goal-setting
(Soboleva & Parshutina, 2016).

The basic requirement for goals is that they must be measurable and clearly marked. The
authors believe, the definition of profit as the main goal, which is typical for all domestic
business entities, does not clearly specify their activities. Profitability of a small business
depends, first, on the potential of the personnel. In this case, the authors mean the
innovativeness of the employee, the suitability of the position, qualifications, etc. Only when
these conditions are met, staff is able to work with maximum performance or productivity.

Figure 3
Strategic model for assessing the performance of entrepreneurial activities
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The authors link small business performance with increased productivity (Haggege, Gauthier
& Ruling, 2017; Pucci, Nosi & Zanni, 2017). In this case, the authors synthesize an
integrated, systemic approach, and approach that considers the performance of an activity
from a performance standpoint. In addition, since the goal of “increasing productivity” must
have a numerical expression, the authors must predict the change in this performance
indicator and determine the so-called “leverage points” or factors, affecting which it will be
possible to achieve the goal. A significant issue is the choice of the criterion, influencing
which the company will be able to achieve the goal. The authors recommend the use of
correlation and regression analysis. It will allow making a factorial model of the dependence
of the resulting indicator on the performance criteria.

4. Results

The performance of entrepreneurship is evaluated comprehensively from the standpoint of
technical and economic, marketing and financial ratios and indicators. At the same time,
currently available research does not give priority to any of the resources used in the
process of entrepreneurial activity. Moreover, since the basis of entrepreneurial activity is
innovative potential, it is possible to assert that its emergence and implementation are
impossible without work force. In this manuscript, the authors consider the increase in labor
productivity as a factor in increasing the innovative activity of a small business entity. From
this position, small business employees are estimated as assets (Figure 4).

Figure 4
The process of realizing human assets
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The development of human assets helps not only to generate new ideas, but also to use
them effectively in the production process. Only qualified personnel can quickly adapt in
changing market conditions, make competent management decisions, and work on complex
equipment. That is why the authors consider it important to assess the labor potential as the
basis for developing a model for evaluating entrepreneurial activity performance (Figure 5).

Figure 5
Human potential in the process of formation and development of entrepreneurial structure
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Any company is, first, its employees and their performance. Financial reports, based on
which the performance indicators of business activity are calculated, is already the result. If
focusing solely on the financial report, rather than on the current activities of the
organization in accordance with its life cycle and potential, then the organization may fail. Of
course, revenue and related indicators are very important, but even more significant when
the emphasis is on improving the performance of the use of resources, primarily labor.

For a well-founded formulation of the purpose of the organization's activities, a relationship
must be established between the resulting (objective) and factor (criterial) indicators. The
authors used the statistical method to solve this problem in the manuscript - correlation-
regression analysis.

There are quantities called correlation coefficients to measure the strength of the
relationship between variables. The task of the research at this stage is to establish a
relationship between indicators that affect the entrepreneurial activity performance in terms
of labor potential. The authors take the productivity of labor of employees of entrepreneurial
structures as a resultant indicator. The humber of employees, the number of companies on
the market and their sales revenue is taken as a factor indicator. The initial data for
performing the correlation analysis, which makes it possible to establish the relationship
between the indicators, is presented in Table 1. The analysis was carried out in the whole of



the Russian Federation on the materials of the survey of the activities of small enterprises,
including microenterprises.

Table 1
Initial data for the correlation analysis of small enterprises of the Russian Federation

Average monthly Average
wage, thousand number of Turnover of Number of
Period RUB/ | | ¢ _ ; i Labor performance,
. m n n
erio people employees, e' lerprlses, enterprises, . thousand RUB/person.
thousand billion RUB. thousand units
people
2011 15743 11480 22610 1836 1969
2012 16711 11684 23464 2003 2008
2013 17948 11696 24782 2063 2119
2014 19201 11744 26392 2104 2247
2016 19796 11040 38877 2771 3521

(Source: Federal State Statistics Service of the Russian Federation)

Correlation analysis allowed concluding on the existence of an interrelation between the
factor and the resultant index (Table 2).

Table 2
Matrix of interdependence of variables of correlation analysis
of activity of small enterprises of the Russian Federation

A T A
. verage Number of urnover verage Labor per-
Variables monthly . of number of
enterprises . formance
wage enterprises employees
Average monthly wage 1
Number of enterprises 0.813 1
Turnover of enterprises 0.786 0.991 1
Average number of employees -0.366 -0.802 -0.855 1
Labor performance 0.754 0.986 0.999 -0.880 1

(Source: developed by the authors)

For all pairs of variables, the value of the correlation coefficient is less than one. The
relationship between the variables “average number of employees” and “turnover of
enterprises”, “average number of employees” and “"number of enterprises” and “average
number of employees” and “labor productivity” is negative. This means there is a reverse
link between the variables. The relationship between the variables “turnover of enterprises”
and “number of enterprises” and “turnover of enterprises” and “labor productivity”, as well
as “the number of enterprises” and “labor productivity” is positive. This means that there is
a direct link between the indicators. The authors checked the significance of the calculated

correlation coefficients (Table 3).



Table 3

Evaluation of the significance of correlation coefficients between variables that
reflect the activity of small enterprises of the Russian Federation (In units )

Group of indicators

Performance/wage

Performance/amount of
enterprises

Performance/turnover

Performance/number of
employees

Correlation
coefficient

0.753545003

0.985810302

0.998657998

-0.880317065

Check Critical C.ompa— Relationship
L value ring between the
statistics, t .
t0,05;3 values indicators
1.985375 2.571 t<t0,05;5 no connection
there is a
10.17181677 2.571 t>t0,05;5 .
connection
there is a
33.39885898 2.571 t>t0,05;5 .
connection
there is a
3.21416442 2.571 t>t0,05;5 .
connection

(Source: developed by the authors)

Based on the results of the comparison of the coefficient of the check statistics with the
coefficient of the Student's distribution, the following conclusions are made: there is a direct
relationship between the variables: “labor performance” and “"number of enterprises”, “labor
performance” and “turnover of enterprises”, “labor performance” and “number of

employees”.

The authors conducted a regression analysis to determine the nature of the relationship
between variables. The most acceptable dependent variable is the “labor performance”
(“ym”) indicator. Independent variables: x1 — number of enterprises, x2 — turnover of small
businesses, x3 — number of workers. The results of calculations are presented in Table 4.

Table 4

Regression statistics of the interrelation between factor and result indicators
of the activity of small enterprises of the Russian Federation (In units )

Indicator

Multiple R

R-square

Observations

Value

0.999999213

0.999998426

Explanations

The value of the correlation coefficient is close to 1, which
indicates the existence of a connection between the
variables

The coefficient of determination indicates that almost 100%
of the value of the indicator “labor productivity” is due to the
chosen variables.

Formed to review data for 5 years

(Source: developed by the authors)

The authors use the results of the variance analysis to construct a model of the labor
performance of employees of entrepreneurial structures of the Russian Federation from

selected factors (Table 5).

Table 5

Summary data for building a two-factor model of labor productivity

of small businesses in the Russian Federation (In units)



Indicator Value

Non-occupied member (Y-intersection) 2671.357

The number of small businesses 0.09179953499
Turnover of enterprises 0.083619353
Average number of employees -0.240501318

(Source: developed by the authors)

The model of the dependence of labor productivity of factor indicators will have the following
form:

Yor RE=2671.357+0.091799%x+0.0836%x,-0.2405%x3

The revealed mutual influence of economic indicators in the multifactor system obtained will
allow small business entities and state authorities considering not only the trends of labor
productivity changes, but also the main factors that have a primary impact on its change
when planning their development. The formed function of dependence of labor productivity
of workers of a small business entity on the chosen performance criteria will allow using the
available resources most optimally and competently to build the development strategy.
Small business structures of the Russian Federation need to concentrate resource support of
their activities in the direction of increasing the growth rates of turnover.

5. Discussion

A feature of the functioning of domestic small business entities is their clear focus on the
result. However, ignoring the process of strategic planning, linking the needs and
opportunities of the organization, leads to the fact that the assessment is short-lived and the
results do not have any degree of stability. Based on the work of well-known domestic and
foreign scientists in this field, the authors optimized the strategic approach to managing the
performance of small business entities. This approach was based on the evaluation of the
most significant and evaluated development potentials.

Evaluation of the entrepreneurship performance, determined based on a strategic approach
to planning and analysis of its development potentials, will allow business entities, state and
regional authorities to change the consumption of resources to achieve optimal economic
performance. The established regression relationship between the resultant and factor
indices will allow predicting the results of the activity and correct them in due time in the
conditions of a lack of financial resources and other restrictions of business activity. The
peculiarity and objectivity of the target model modeled in the article consist in the fact that
in its development the authors used official statistical data reflecting the activities of small
business entities. It is advisable to further expand the number of criteria, including in them
not only the quantitative indicators considered, but also qualitative ones that reflect the level
of the organization's social development, since this element also largely affects the
performance of the business entity's functioning.

The proposed strategic model for evaluating entrepreneurial activities performance, linking
the goal and results, as well as the approach to constructing factor models of the
dependence of the effect on the criterial indicators affecting it, can be used in the practical
activities of any organization related to small business entities, and can also be used by the
authorities when developing forecasts and programs for small business development.

6. Conclusion

As of today, a small business entity cannot manage with a ready algorithm for managing
assets and liabilities of an enterprise, since the decisions taken shall reflect not only the



features of the enterprise, but also consider the state of the external environment. In this
regard, there is a need for a common concept or ideology of enterprise resource
management. The solution of this problem is possible when developing and implementing a
performance management policy based on the enterprise development strategy.

The main factor of sustainable development of the country's economy is the increase in the
performance of business entities. In the conditions of uncertainty of the external
environment, lack of own financial resources and barriers to obtaining borrowed funds,
improving the approach to evaluating the entrepreneurial activity performance is one of the
ways to improve the performance of domestic companies and the economy of the country as
a whole. A confirmation of the importance of this issue is also the fact that this problem has
been systematically raised and actively discussed at the level of the country's leadership
since 2015. The state authorities are attempting to reduce administrative barriers, tax
burdens in the activities of small business entities. Nevertheless, no measures of external
influence cannot be effective if firms themselves do not use scientifically based approaches
to the organization of their business.

As of now, there is no single approach to evaluating performance of entrepreneurship. In
practice, the diversity of the approaches proposed by the researchers is quite large. It is
almost impossible to evaluate all aspects of entrepreneurial activity by applying the
approach of one researcher or scientific school. Often, company's activity performance
evaluation is reduced to an analysis of its financial and economic activities.

The article has developed a model for evaluating entrepreneurial activities performance,
combining the following well-known theories and business practices approaches:

1. Menu approach proposed by both domestic and foreign scientists, and linking the activities
performance with goal-setting.

2. Resource approach, which allows evaluating different types of potential of a small business
entity;

3. A systematic approach that considers a company as a single whole of its constituent elements;

4. Cost approach that underlies the calculation of indicators and coefficients;

In this study, the authors listed the synthesis of these approaches in the form of a strategic
model.

A scientifically sound goal-setting, linked to available resources, will yield the planned result
and reduce the likelihood of adjustments to the strategic plan. For this purpose, the authors
included statistical indicators characterizing the activity of small business entities in the
model of forming the target indicator of labor productivity. The labor potential of small
business entities is estimated by such indicators as the number of small business entities,
the average number of personnel of organizations, and the turnover of business entities.
Using them, the authors built a model linking the goal to the benchmarks, affecting which
the business entity can effectively implement the development strategy.
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