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Abstract. In this article, we have studied the development of 
entrepreneurship, the economic role of the service sector, the role of small 
businesses in the development of the service sector, the specific 
characteristics of small business development in the sector, and the 
enhancement of service competitiveness through the development of small 
businesses in the service sector. Additionally, we have examined issues 
related to small business support and the expansion of innovative 
entrepreneurship by ensuring its development. 

1 Introduction

Promoting small businesses in the service sector in developing countries is one of the 
decisive and strategic factors for the nation's socio-economic development. Small 
businesses create conditions for expanding employment and increasing incomes among the 
population, mitigating potential conflicts between different segments of society. This, in 
turn, fosters socio-economic development and ensures competitiveness in the market. 

Recently, there has been a heightened focus on developing small business activities in 
the service sector. This emphasis is directed towards enhancing the quality of services 
within the sector and ensuring competitiveness. Urgently addressing the need to elevate the 
involvement of small business entities within the socio-economic framework is essential for 
tackling employment-related challenges. The significance of the small business sector in 
the economy lies in fostering a competitive environment, supplying products and services 
for larger enterprises, generating new employment opportunities, contributing to secondary 
employment, enhancing market system flexibility, propelling scientific and technical 
advancements, and mobilizing resources for production. Furthermore, the importance is 
underscored by its role in ensuring the growth of tax revenues and stabilizing the income 
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levels of the population. Consequently, developing small businesses in our republic's 
service sector is recognized as a strategic imperative within our state's economic policy. 

2 Literature review

In scientific literature, the characteristics of small business development in the service 
sector, models for small business development within the sector, and the establishment of a 
competitive environment for the small business sector in the economy, particularly in the 
service sector, have undergone scientific, theoretical, and methodological scrutiny. 
Additionally, comprehensive research has been conducted on its role in ensuring 
employment for the population and the factors contributing to the enhanced flexibility of 
the service market. 

Small businesses exert a significant impact on the economies of most nations [1-13]. 
Despite their substantial role, SMEs are commonly associated with resource constraints, 
informal strategies, and flexible structures [4]. Existing literature indicates that SMEs are 
less inclined to rely on internal development for innovation and are more inclined towards 
fostering inter-organizational collaboration. This collaborative approach helps them 
surmount resource constraints and catalyze innovation [14-16]. 

Haksever, C., & Render, B. [4] research explored the socio-economic significance of 
advancing the service sector, delineated and categorized various services, examined 
mechanisms to enhance the efficiency of social services, scrutinized the evolution of 
contemporary social service networks, and delved into the principles guiding the 
development of the social services market. Their work specifically investigated innovative 
directions in the development of social services. 

In the research conducted by the scientist A.A. Tkachenko [8], the focus was on 
exploring avenues for job expansion within the service sector and the efficient utilization of 
labour resources. The study delved into strategies for creating new employment 
opportunities in the sector, examining the provision of tax incentives to employers actively 
involved in job creation and proposing measures to enhance overall labour efficiency. 

The study guide, by the guidance of economist M.K. Pardaev [5], comprehensively 
explores various issues related to developing the service and tourism sectors. The guide 
delves into establishing labour resources within the service sector and optimizing 
efficiency. It addresses factors influencing and directions for enhancing labour productivity 
within the sector. Furthermore, the guide conducts scientific research into the social, 
economic, and institutional foundations that underpin the development of the service and 
tourism sectors. 

The work authored by scientist A.P. Erofeeva [2] focuses on elucidating the 
methodologies for establishing and assessing the risk management system within small 
service enterprises. The study extensively covers the foreign experiences related to risk 
management systems in this domain, investigates methodologies for researching such 
systems, and delves into the effectiveness of managing investment projects in fostering 
growth within service enterprises. 

In the work of V.V. Cherkasov [10], the importance of the small business sector in the 
economy is to ensure a competitive environment in the economy, supply products and 
services for large enterprises, create new jobs, ensure employment of the population, 
increase the flexibility of the market system, scientific and technical speeding up the 
revolution, mobilization of resources for production, stabilization of population income 
level, description of risks in various combinations in the service sector, implementation of 
the public-private partnership project in the sector are covered. 

The research results by E.N. Klochko [17] explore the conceptual model of 
modernization for service enterprises. The authors delve into this model's theoretical 
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framework and essential components, aiming to provide insights into the contemporary 
strategies and approaches for enhancing service-oriented businesses. The article covers 
aspects such as the theoretical foundations of service enterprise modernization, critical 
components of the proposed conceptual model, and potential implications for 
organizational practices within the service sector. 

3 Research methodology

A comprehensive methodological framework was employed, incorporating dialectical, 
systematic, and historical approaches, comparative and comparative analysis, statistical 
evaluation, dynamic approach, and grouping methods. These methodologies were applied 
to investigate the role of small businesses in the service sector and to analyze the primary 
directions of their development. The research rigorously examined the scientific and 
methodological aspects related to the role, position, and significance of small businesses in 
the service sector and their implications for socio-economic development. 

4 Analysis аnd results
Small businesses' successful development and efficient operation in the service sector 
represents a crucial direction for advancing our country's economy, enriching the consumer 
market with diverse goods and services, and fostering employment opportunities. Global 
experiences indicate that the service sector is predominantly populated by small enterprises, 
contributing significantly to the overall gross product of this sector. Small businesses can 
be acknowledged as the bedrock of a market economy and a pivotal force propelling its 
growth. Within this context, small service enterprises emerge as a vital component integral 
to the dynamics of a well-developed market system. 

Small businesses, characterized by low capital requirements, are crucial in facilitating 
robust resource circulation amid capital scarcity. They effectively address the challenges of 
forming and saturating the consumer market during periods of economic restructuring, 
instability, and resource constraints in a rapid and cost-efficient manner. Small enterprises 
possess the agility to swiftly adapt to shifts in consumer demand, thereby maintaining 
essential equilibrium within the consumer market. Currently, this sector not only 
spearheads economic growth but also proves instrumental in addressing vital concerns such 
as heightened employment rates and increased income for the population—issues of 
paramount importance for our country. The consistent growth in the number of small 
businesses in our republic over recent years reflects the ongoing development and 
expansion of the industry. 

Furthermore, the small business sector mobilizes resources for production, playing a 
vital role in resource utilization and allocation. Its importance is underscored by its impact 
on ensuring the growth of tax revenues, thereby contributing to government finances. 
Simultaneously, it plays a role in stabilizing the population's income level, providing 
economic stability and resilience. Taken together, these factors highlight the pivotal role 
that small businesses play in driving economic growth, fostering innovation, and ensuring 
the well-being of both the business sector and the broader population. 

Small enterprises' role in the service sector's sustainable development is essential. The 
level of competition in the country's markets and the competitiveness of products and 
services provided in the country depends on the development of small businesses in the 
service sector. In the conditions of competition, small business enterprises are forced to 
constantly develop and adapt to changing market conditions, increase production volume, 
and improve the quality of their products and services. 
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Even though large enterprises play an essential role in the country's development, large 
businesses can only sometimes satisfy the entire spectrum of the population's needs. In turn, 
due to flexibility, mobility and quick adaptation to changing conditions, small enterprises 
fill the market with the necessary goods and services faster than large enterprises because 
they respond faster to the emergence of new market spaces and new needs. At the same 
time, satisfying the need for goods in high demand is done at a lower price. This is 
especially relevant for the service sector, whose task is to satisfy the population's needs for 
various goods and services. 

Small businesses in developing countries have their characteristics, i.e., advantages and 
disadvantages. 

It has the following advantages: 
1) small business entities working on local resources or supplying the local market are 

less expensive, at least due to the economy of transport costs. Their economic advantage 
lies in the fact that they know the local conditions well and carry out production with less 
capital and labour costs; 

2) work in small business entities, as a rule, has a material description, and in practice, it 
is advantageous compared to clerical work; 

3) inferiority of workers, each of them helps to reveal their abilities more easily; 
4) flexibility, i.e. changing the product assortment and type from development, is easy 

for small business entities. Therefore, small businesses in countries based on the market 
economy are constantly strengthening and strengthening their position [2]. 

Changes in demand and the emergence of new needs are accompanied by the quick 
response of small enterprises to meet these needs. Small businesses instantly fill the market 
with the goods and services they need. 

Small businesses often thrive in personal service segments, such as leisure and 
entertainment businesses, hotel management, car service, and household services. 
Therefore, when the market shrinks, large firms sometimes cease to operate. At the same 
time, smaller enterprises survive with the same profile (with the initial equality of firms in 
management organization and financial condition) [4, 18, 19]. 

In coordination with extensive businesses, small service enterprises are the backbone of 
large companies and help them continue to operate because the industry requires mass 
production, repair, and maintenance of long-lasting industrial products. Such services 
include supply of raw materials, advertising services, product marketing, etc. 

The role of small businesses in the development of the service sector is manifested in 
the creation of special quality trade services. It is easier for a small business to provide 
customer attention and a personal approach to each customer, thereby ensuring a 
competitive position in front of large network structures. 

Small businesses provide additional jobs, increase employment, reduce unemployment 
and social tension in the country, from the middle class of society, and increase income 
(including through secondary employment) and the welfare of the population. 

Today, many conditions are being created to increase the contribution of small business 
enterprises. 

The most critical tasks in this area are: 
1. Further limiting the intervention of state structures in private business activities. 
2. Complete revision of the system of sanctions applied to economic entities. It is 

necessary to reduce penalties for non-intentional and minor violations, and to waive 
penalties in cases where entrepreneurs voluntarily fully compensate for the damage caused. 

3. To continue the work started on expanding the opportunities for private entrepreneurs 
to purchase the necessary resources and to enter the markets to sell their products, to take 
strict measures aimed at expanding the type and volume of goods sold through stock 
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exchanges and auctions, and to put an end to any attempts to return to a centralized 
distribution system giving is especially important. 

4. The development of private entrepreneurship, without a doubt, requires financial 
support, additional tax benefits and preferences for this sector. This support can be 
implemented through the modern developed banking system by allocating loans to 
production enterprises with low-interest rates. It is necessary to expand the microcredit 
system; this work should be done with the help of international financial organizations. 

Indeed, establishing a small service business represents more than just a financial 
opportunity; it is a platform for realizing entrepreneurial initiatives. Personal self-
realization is one of the highest human needs, and venturing into business provides an 
avenue to fulfil this aspiration. In business, the pursuit of self-realization often takes 
precedence over the sole objective of profit, particularly considering that small businesses 
come with not only potential profits but also inherent risks and the possibility of substantial 
losses. 

Survey data consistently indicates that a significant portion, around two-thirds of the 
population, contemplates starting their own business. This reflects a widespread desire for 
personal agency, autonomy, and fulfilling individual aspirations beyond monetary gain. The 
inclination towards entrepreneurship underscores the importance individuals place on 
realizing their potential and contributing to the economic landscape by establishing and 
managing their own small businesses [9]. 

Some people do not immediately leave their permanent jobs to set up their own 
businesses but begin to master commercial activities gradually, on a part-time basis. 
Moreover, again, the starting point here is often the service sector: this is how tutors, 
doctors, and taxi drivers work. Later, workers in this category feel confident and devote 
themselves entirely to the business. 

Innovative entrepreneurship is another essential feature of small business development 
in the service sector. Small businesses have high innovation potential and play an essential 
role in research and development, the most critical environment for inventions and further 
innovations. This is because small companies are more accessible to develop unique 
innovations and take risks than large enterprises, and as a result, they accelerate scientific 
and technical progress. 

As an innovation (innovations, innovations) in the field of service, the result of 
innovative activity is the result of innovative activity that can more effectively satisfy social 
needs (new design and technological solutions, service product, technology or its elements, 
organization of new service activities, etc.). 

Based on the research, the role of small service enterprises in the country's development 
was summarized (Fig. 1). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

5

E3S Web of Conferences 538, 02004 (2024)	 https://doi.org/10.1051/e3sconf/202453802004
IPFA 2024

RETRACTED



 
 
 
 
 
 
 
 
 

Fig. 1. The role of small business in the development of the service industry. 

The main types of innovations in the service sector: 
- technical innovations related to introducing new types of equipment, instruments, 

tools, technical and technological methods of providing services, obtaining new or efficient 
production of existing products, items, equipment, and new or improved technological 
processes. There is a tendency to introduce computer technologies in the modern service 
sector to spread information technology innovations that facilitate working with customers; 

- organizational and technological innovations related to new types of services, more 
effective forms of service delivery and organizational labour standards; 

- management innovations aimed at improving internal and external relations of the 
organization using management methods and forms; 

- complex innovations that cover different aspects of service activities at the same time. 
Demonstrating different forms of small business development and support is essential at 

the national and regional levels. The following functions determine the importance of small 
service enterprises in regional development: 

1) formation of consumer goods and services market. Constantly adapting to changing 
market conditions and looking for new needs, small enterprises can fill the market with a 
wide range of products, even to satisfy specific needs; 

2) development of regional economy. Small enterprises significantly revive business 
activity, increase employment of the population, increase the regional budget and income of 
the population, serve to eliminate crisis processes in the regional economy; 

3) formation and development of regional market infrastructure. The growth of the 
number of small enterprises in the field of business services (legal, consulting, information, 
etc.) plays an essential role in the formation and development of the regional market 
infrastructure; 

4) formation of a broad layer of property owners. Small business contributes to the 
formation of the middle class, the size of which is one of the indicators of the effectiveness 
of the socio-economic development of the region; 
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5) increase the investment attractiveness of the region. The increase in the number of 
small enterprises and the development of the market infrastructure increases the region's 
economic attractiveness for foreign investments. 

In order to increase the socio-economic efficiency of small businesses in the service 
sector, an appropriate management approach is required, taking into account the specific 
features of the management of small service enterprises, which will be discussed in the next 
paragraph. 

The classification of services is essential in improving the socio-economic efficiency of 
service networks. However, the innovative development of service enterprises in our 
republic's economic policy requires the implementation of reforms to increase the volume 
of direct services, expand their range, and realize modern service services. 

The state also supports family entrepreneurship in the service sector. For this purpose, 
ministries and agencies are tasked with preparing draft government decisions on providing 
additional guarantees and benefits for small businesses. It was emphasized that the 
following aspects should be taken into account: 

1. Providing additional benefits and preferences in the taxation system, ensuring the 
stability of tax legislation, and developing transparent, simplified methods of calculating 
and paying taxes. 

2. Shorten and simplify procedures for obtaining permission to engage in certain types 
of activity, gradually introducing a registration system based on small business 
applications. 

3. Establishment of new enterprises engaged in producing small components based on 
the orders of large enterprises, encouraging the opening of small private workshops in 
households. 

  4. Creation of structures that provide material and technical support services for 
citizens working in small enterprises, especially those engaged in household farming in 
rural areas, and help sell products made by them. 

Taking into account the incomparable share of small business and private 
entrepreneurship in ensuring the social and economic well-being of families, it is 
appropriate to implement the following in order to develop their activities further: 

•     Exemption from some or all of the taxes for 3-5 years to the entrepreneurs who 
provide any service to the residents of rural areas, where it is difficult to reach, and the 
demand for finding work is high. This allows families to expand production or other 
activities with their funds. Giving tax benefits is very important nowadays. Because most of 
the families still need to develop skills for entrepreneurship and market laws. This situation, 
of course, hurts business activity. Due to this, it is necessary to reduce the tax rate for 
families engaged in family business and to reduce the mandatory allocations paid to extra-
budgetary funds; 

• direct financing of small businesses and private business groups and providing 
loans with soft terms; 

• to create broader conditions for cooperation between large industrial enterprises in 
terms of production and services (household) in order to ensure employment; 

• assistance in providing informational advice to small business and private business 
entities; 

• training personnel for small business and private entrepreneurship activities and 
improving their qualifications. 

Implementing these activities will allow the development of family entrepreneurship in 
the republic and further improvement of the state support mechanism. In this regard, it is 
appropriate to approach foreign best practices, considering the republic's specific national 
characteristics. 
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5 Conclusions

Small enterprises' role in the service sector's sustainable development is essential. The level 
of competition in the country's markets and the competitiveness of products and services 
provided in the country depends on the development of small businesses in the service 
sector. In the conditions of competition, small business enterprises are forced to constantly 
develop and adapt to changing market conditions, increase production volume, and improve 
the quality of their products and services. 

 Currently, essential tasks in the field of small business are as follows: 
− Further limiting the intervention of state structures in private business 

activities; 
− Complete revision of the system of sanctions applied to economic entities. It is 

necessary to reduce penalties for non-intentional and minor violations and abandon the 
application of penalties in cases where entrepreneurs voluntarily fully compensate for the 
damage caused; 

− to continue the work started on expanding the opportunities for private 
entrepreneurs to purchase the necessary resources and enter the markets to sell their 
products, to take strict measures aimed at expanding the type and volume of goods sold 
through stock exchanges and auctions, to put an end to any appearance of returning to a 
centralized distribution system is particularly important; 

− development of private entrepreneurship undoubtedly requires financial 
support, additional tax benefits and preferences for this sector. This support can be 
implemented through the modern developed banking system by allocating loans to 
production enterprises with low-interest rates. It is necessary to expand the microcredit 
system; this work should be done with the help of international financial organizations such 
as the International Finance Corporation, the World Bank, and the Asian Bank. 
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