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THE FINANCIAL CONDITION OF SMALL BUSINESSES
INA WARECONOMY: INFLUENCING FACTORS AND RISKS
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AepsraBHuUI TOProBeABHO-eKOHOMIYHMII YHIBEpCHTET

A. C. Ilanuenko,

MaricTpaHT KadeApy ¢iHaHCOBOTO aHAAI3y Ta ayAUTY,
AepsraBHuI TOProBeABHO-eKOHOMIYHMII YHIBEpCcuTET

OIHAHCOBUV CTAH MAAOTO BI3HECY B YMOBAX BOEHHOI EKOHOMIKU: ®AKTOPU
BIIAUBY TA PUIUKU

The operation of small businesses in the context of a wartime economy in Ukraine is accompanied by increasing
financial instability, driven by macroeconomic, institutional and security factors. Disruptions to production and
logistics processes, a decline in effective demand, inflationary fluctuations and limited access to financial
resources significantly complicate efforts to ensure the financial stability of enterprises. In these conditions,
research into the influencing factors andrisks that determine the financial stability of small businesses becomes
particularly relevant. The aim of this article is to examine the financial condition of small businesses in awartime
economy by identifyingthe key influencing factors andrisks that determine its formation, as well as to justify the
role of financial control and state supportin ensuring the stable operation of small enterprises. The information
base consisted of academic works by domestic researchers on the financial condition of enterprises, financial
management and the functioning of small businesses in crisis conditions. The research employed a systematic
approach, methods of analysis and synthesis, the synthesis of scientific sources, and comparative analysis.
The application of these methods enabled the identification of key influencing factors and the establishment of
arelationship between them and financialrisks. The article systematises the main factors influencingthe financial
condition of small businesses, which are grouped into macroeconomic, military, market, logistical, institutional
and internal factors. It has been established that their interaction is cumulative in nature, exacerbating the
negative impact on the financial stability of enterprises. The main financial risks of small businesses have been
identified, including risks of insolvency, liquidity, reduced profitability and creditrisk. It has been demonstrated
that these risks are interrelated and are shaped by a combination of external and internal factors. The role of
internal financial control as a tool for minimising financial risks has been substantiated, and the importance of
state supportin ensuring the stability of small businesses has been emphasised. Further research should focus
on developing quantitative models for assessing the financial risks of small businesses, improving financial
control tools, and analysing the effectiveness of state programmes supporting entrepreneurship in a wartime
economy.

DyHKLIOHYBaHHSI Masioro 6i3Hecy B yMOBax BOEHHOI eKOHOMIKU B YKpaiHi CyrnpoBOAXKY€E TbCs13POCTAHHSIM PiBHS
¢iHaHCcOoBOT HeCTabiNIbHOCTI, LLiO 3yMOBJIEHO BIIJINBOM MaKpPOEKOHOMIYHUX, IHCTUTYLiViHNX Ta 6e3nekoBux ¢pak-
TopiB. lMopyLueHHsI BUPOGHNYUX i SIOFiCTUYHNX NMPOLIECIB, 3HWXXEHHS NM1aTOCIPOMOXHOIO MNONUTY, iHGNALIAHI
KOJINBaHHS T2 0OMeXXeHuii 4oCTyn A0 piHaHCOBUX pecypcCiB iCTOTHO yCKIa[HIOTb 3ab0e3ne4YyeHHs1 CTabisIbHOro
¢iHaHCOBOIro cTaHynigNPMEMCTB. Y X yMOBaxX 0COOJ/INBOT aKTyasibHOCTi HabyBae fAocipkeHHs paKTopis Brm-
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BY Ta pU3UKiB, LLIO BU3HA4YaIOTb PiHAHCOBY CTilikicTb Masnoro 6isHecy. MeToro cTarTi e gocigxeHHs piHaHCOBO-
ro ctaHy masioro 6i3Hecy B yMOBaxX BOEHHOT €KOHOMIKU LUJISIXOM igeHTuiKkauii kimo4oBux ¢pakTopis BBy Ta
PU3NKIB, LLIO BU3HAYAIOTb IOro popmMyBaHHS, a TAKOXX OOrpPyHTYBaHHS PoJli piHaHCOBOIro KOHTPOJIIO Ta AeP)KaB-
HoOI nigTpuMkmn y 3abe3ne4eHHi cTabisibHOCTi pyHKUIOHYBaHHS Manux nignpuemMmcTs. IHgpopmauiriHoto 6a3oto
CJ1yryBasim HayKoBi npawi BiTYN3HIHNX AOCIAHVKIB 3 NUTaHb piHaHCOBOro ctaHy nignpuemMcTs, ¢piHaHCOBOro
MeHeaKMeHTy Ta (PYHKLiIOHYBaHHSI Masioro Gi3HecCy B yMOBaXx KPU30BUX IBULLY,. Y NPoLeci 4OCig)KeHHs1 BUKopu-
CTaHO CUCTEMHUN Niaxin, MeToau aHasi3y Ta CUHTE3Y, y3arasibHeHHS HAQyKOBUX A)Kepest, a TaKOXX MOPIBHSIb-
HWVi aHani3. 3acTocyBaHHS 3a3Ha4Y€HNX METOAIB J03BO/INII0 iBeHTUGIKYBaTU K/TI040Bi pakTopU BN/IMBY Ta BCTa-
HOBUTU B3aEMO3B 'SI30K M)k HUMU Ta piHaHCOBUMU pu3nkamu. Y cTarti cucteMmaTn3oBaHO OCHOBHI ¢pakTropu
BI/IMBY Ha (piHaHCOBUI cTaH Masoro 6i3Hecy, sIKi 3arpyrnoBaHoO Ha MaKpPOEeKOHOMIYHi, BOEHHI, PUHKOBI, JIOriCTUYHI,
IHCTUTYLiIVIHI Ta BHYTPILUHI. BCcTaHOBIEHO, LLIO iX B3aemMo#iss Ma€e KyMY/IITUBHUIA XapakKTep, MOCUJIIOI0YN Hera-
TUBHWIA BIIJINB Ha (PiHaHCOBY CTiliKicTb NignpuemMcTs. BusHayeHo OCHOBHI (piHaHCOBI pu3nkn masnoro 6isHecy,
cepea sIKUX PU3NKN BTPAaTy N1aToCrpoMOXXHOCTI, NTiKBigHOCTi, 3HWXeHHSs IPUOYTKOBOCTI Ta KpeaNTHNIA PU3NK.
AoseneHo, Lo Lji pu3nKn € B3a€MOIOB '13aHNMU Ta POPMYIOTbCS 1i4 BIJINBOM CYKYIMHOCTi 30BHILLIHIX | BHYTPILLIHIX
¢akTopis. O6rpyHTOBaHO POJib BHYTPILLUHBbOIrO (PiHaHCOBOIrO KOHTPOJNIO SIK IHCTPYMEHTY MiHimi3auii ¢pinaHcoBux
PU3UKIB Ta NigKpecsIeHO 3Ha4YeHHs Aep)XXaBHOi NiaTpuMkn y 3abe3nedyeHHi ctabinbHocTti manoro 6i3Hecy. Mo-
AanbLui 4oCNigKeHHs AoLUiNIbHO CNPSMYyBaTyU Ha PO3POOKY KiflbKicHNX MoAesiel oyiHIoBaHHS piHaHcoBuX pu-
3uKiB Manoro 6i3Hecy, yAOCKOHa/IeHHSs1 IHCTPYMEHTIB (piHaHCOBOIroO KOHTPOJIIO, a TaKOXX aHasi3 e eKTUBHOCTI

Aep>XaBHUX NMporpam nigTpUMKN nigrnpue MHALITBa B YMOBaxX BOEHHOT €KOHOMIKN.

Key words: small business, financial condition, war economy, financial risks, influencing factors, financial stability,

financial control, state support.

KaroyoGBi cnoBa: manul 6isnec, gpinancoBuii cmaH, BOEHHA eKOHOMIKA, iHAHCOBI pusuku, ghakmopu BnauBy,
inarncoBa cmilikicme, QiHaHcoBuli KOHMPOoab, OepicaBHa NiOMpPUMKa.

PROBLEM STATEMENT

The current operating conditions for business entities
in Ukraine are characterised by a heightened level of
instability, caused by the impact of military operations,
the destruction of parts of the production and logistics
infrastructure, a decline in domestic demand, exchange
rate fluctuations, inflationary pressures, and limited access
to financial resources. In such conditions, the financial
condition of small enterprises takes on particular
importance, as their ability to sustain current operations,
adapt to changes in the external environment, and ensure
business continuity depends largely on it. Enterprises in
this segment are more vulnerable than large businesses,
due to limited financial reserves, low levels of revenue
diversification, and dependence on local markets. In a war-
time economy, this leads to an increased risk of insolvency,
a weakening of financial stability and difficulties in
accessing credit. At the same time, it is small businesses
that play a vital role in providing employment, sustaining
economic activity at the local level and generating tax
revenue.

An additional challenge is the high level of uncertainty
in the external environment, which makes it difficult to
forecast financial results and plan operations. Changes in
market conditions, logistical constraints, risks of asset
loss and disruptions to supply chains create conditions
under which traditional approaches to assessing financial
health need to be rethought, taking into account the impact

of war-related factors. Thus, the relevance of this study
stems from the need to identify key factors influencing
the financial stability of small enterprises, to systematise
the main risks, and to justify approaches for accounting
for them in the process of assessing financial condition.
This is important both for ensuring the stable operation
of small businesses and for maintaining the country's
economic equilibrium.

THE LITERATURE REVIEW

The issue of assessing the financial condition of enter-
prises has long been a focus of attention for domestic
researchers. In classical works, financial condition is
viewed as a comprehensive economic category reflecting
the results of the formation, allocation and use of an enter-
prise's financial resources.

In particular, 1.0. Blank considers financial condition
within the framework of financial management as an
integral characteristic of the effectiveness of managing
an enterprise's financial resources [ 1]. The author focuses
on the interrelationship between liquidity, financial
stability, solvency and profitability, emphasising the need
for their systematic analysis.

V.M. Shelyudko and A.l. Kireeva define the
financial condition of an enterprise as the result of
the formation and use of financial resources,
reflecting the level of its solvency, financial stability
and operational efficiency [2]. The authors emphasise
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the advisability of a comprehensive assessment of the
financial condition based on a system of interrelated
indicators characterising the capital structure,
liquidity and results of the enterprise's economic
activity.

In the article by Nepochatenko O.0. and Melnychuk
N.Yu., financial condition is interpreted as an economic
category reflecting an enterprise's ability to meet its
financial obligations in a timely manner and ensure the
continuity of its operations [3]. Their research
emphasises the importance of analysing cash flows,
financial stability and business activity, as well as the
need to account for the influence of internal and external
factors.

At the same time, in these approaches, the
assessment of an enterprise's financial condition is of
ageneralised nature and does not take into account the
specific nature of small enterprises' operations. The
main focus is on a universal system of indicators
applicable to enterprises of various scales of operation.
This indicates the need to develop methodological
approaches that take into account the specific features
of small businesses.

Contemporary scientific research expands upon
traditional approaches, emphasising the impact of crises,
macroeconomic instability and military actions on the
financial condition of enterprises. For instance, the article
by Kovalchuk T.M. and Verguna A.l. examines the impact
of war on the financial indicators of Ukrainian enterprises,
which manifests itself in changes to liquidity, profitability
and capital structure [4].

The problems of enterprise financing under martial law
and limited access to financial resources are highlighted
ina study by S. Smolinska, who emphasises the decline in
investment activity and the difficulties in raising capital
[5].

In turn, Tolstova A.V., Mokrushin V.V. and Kuryazov
K.N. highlight the role of small businesses in ensuring
employment and economic flexibility, whilst emphasising
their heightened vulnerability to crisis impacts [6].

The issues of ensuring the financial stability and
adaptation of small businesses under martial law are
examined in the work by N.Ya. Mykhalitska and M.R.
Yatsyk, where the emphasis is placed on the need to
strengthen the financial and human resource security of
enterprises, as well as the use of state support instruments
[71.

An analysis of the aforementioned studies indicates
that, in a war economy, the financial condition of
enterprises depends to a large extent on their ability to
adapt, the effectiveness of cash flow management, and
the availability of financial reserves, which is particularly
important for small businesses [4—T7].

At the same time, despite the existence of a
significant number of academic works, insufficient
attention is paid to the specific nature of small business
operations in a wartime economy. In particular, there
has been limited research into the impact of war-related
risks on the financial stability of small enterprises, their
solvency and ability to adapt in conditions of disrupted
supply chains, reduced demand and increased
uncertainty.

THE PURPOSE OF THE ARTICLE

The aim of this article is to examine the financial
condition of small businesses in a wartime economy by
identifying the key influencing factors and risks that shape
it, as well as to justify the role of financial control and state
support in ensuring the stability of small enterprises’
operations.

RESEARCH RESULTS

The financial condition of small businesses is shaped
by specific operating conditions that distinguish them
significantly from medium-sized and large enterprises.
First and foremost, this is due to limited financial
resources, which restricts enterprises' ability to build up
reserves, diversify their activities and hedge against
financial risks. An important feature is the high
dependence of small businesses on the external
environment. Fluctuations in demand, changes in market
conditions, access to finance and regulatory constraints
have a more pronounced impact on small enterprises
precisely because of their lower resilience to external
shocks [8]. Furthermore, small businesses are
characterised by a relatively lower level of financial
resilience, manifested in high dependence on current cash
inflows, limited access to credit resources, and
insufficient capitalisation. This leads to heightened
sensitivity to disruptions in financial flows and
complicates the maintenance of stable solvency.
Consequently, the financial condition of small businesses
is largely determined not only by internal performance but
also by the enterprise's ability to adapt to changes in the
external environment.

In a wartime economy, the operation of small busi-
nesses is accompanied by additional challenges that
directly affect their financial condition. One of the key
factors is a decline in effective demand, caused by a
reduction in household income, changes in consumption
patterns, and general economic instability. Another
significant factor is the forced relocation of enterprises,
which entails additional costs for moving, resuming
operations, finding new markets, and adapting to new
operating conditions. In some cases, this leads to a
temporary or partial suspension of operational activities
[6]. The destruction or loss of assets also has a negative
impact, reducing enterprises' production capacity and
requiring significant financial resources for recovery.
Operations are further complicated by disruptions in the
supply of raw materials and supplies, and disruptions to
logistics chains, which lead to increased costs and
reduced production volumes. A separate issue is staffing
challenges, in particular labour shortages, migration
processes and changes in the structure of employment,
which affect the efficiency of enterprises' operational
activities. These circumstances are shaping new
operating conditions for small businesses, in which
traditional approaches to assessing financial health need
to be supplemented to account for the impact of external
destabilising factors.

The financial condition of small businesses is shaped
by acombination of interrelated factors, which should be
categorised according to their sources. This approach
allows for a more comprehensive consideration of the
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Table 1. Classification of factors influencing the financial condition of small businesses

Type of factor |  Characteristics of the factor | Manifestation of the factor | Consequences for financial condition
EXTERNAL FACTORS
Military Restrict opportunities for Risks of asset destruction, threats to Financial losses, reduced solvency
economic activity business security, territorial instability
Market Affect sales volumes and Level of competition, changes in Fluctuations in financial results
profitability demand structure, consumer behaviour
Logistical Affect production costs and the Disruptions to supply chains, transport | Increased production costs, reduced
continuity of operations difficulties, rising delivery costs profits
Institutional Determine the operating Tax policy, state support, access to Reduced financial stability
conditions for small businesses financial resources
INTERNAL FACTORS
Financial Characterise the structure and use | Capital structure, liquidity, cash flow insolvency risk
of financial resources management
Operational Related to the efficiency of the Cost levels, productivity, process Profitability
company’s core activities organisation
Strategic Determine the long-term Diversification, investment, market Improving financial stability
development of the enterprise strategy

Source: summarised by the authors based on sources [5, 9, 10, 11, 12].

operating conditions of enterprises and the identification
of key areas of influence on their financial stability (Table 1).

In a war economy, a distinctive feature of the impact
of these factors is their mutually reinforcing nature.
Adverse changes in the external environment can rapidly
translate into internal financial problems for the enterprise,
manifesting as reduced liquidity, disrupted cash flows and
increased financial risks. Small businesses are also

characterised by a limited ability to counteract such
influences due to insufficient financial reserves and
restricted access to external financing. This increases
enterprises' sensitivity to changes in the economic
environment and necessitates the application of more
flexible approaches to financial management.

The interaction of external and internal factors gives rise
to interrelated financial risks, which reflect small businesses'
adaptive response to changes in the

RIS Liquidity risk shortage of readily realisable assets to cover | o conomic environment. These risks
KS short-term liabilities . . ' L.
directly affect enterprises’ ability to
maintain financial stability and meet
Risk of reduced reduction in margins due to falling demand, their financial obligations in a timely
profitability rising costs or changes in market conditions

manner. The main groups of financial
risks facing small businesses are
shown in Figure 1.

An analysis of the risks
affecting the financial health of small
businesses leads to the conclusion
that these risks are complex and

failure of buyers or partners to meet their
obligations

Risk of loss of revenue
(market shock)

Risk of rising costs H

—>

a sharp decline in sales volumes due to
changes in demand or consumer behaviour

Logistics risk

increased production costs due to inflation,
logistics and energy resources

Risk of asset loss
(war risk)

disruption to the supply of raw materials and
goods due to military and transport restrictions

Risk of staft shortages

re

staff shortages due to mobilisation, migration
or relocation

Figure 1. Classification of risks to the financial condition of small
businesses in a wartime economy

Source: summarised by the authors based on sources [4, 5, 6, 7, 13, 14].

interrelated. The identified pattern
of these risks highlights the need to
consider them in conjunction with
the influencing factors that shape
the financial environment in which
small businesses operate.

To summarise the cause-and-
effect relationships between influen-
cing factors and the financial risks
of small businesses, it is advisable
to present them in a systematised
form (Table 2).

Table 2. Interrelationship between influencing factors and financial risks of small businesses

Influencing factor

Manifestation in small business
operations

Financial risk

Financial consequences

Inflationary trends

Rising costs of resources and
services

Risk of reduced profitability

Shrinking margins, reduced
financial results

Decline in effective demand

Decrease in sales volumes

Risk of insolvency

Shortfall in cash inflows

Disruption of supply chains [ Delays in supply and sales Liquidity risk Shortage of working capital
Hostilities and security Destruction of assets, restrictions on | Risk of bankruptcy Loss of assets, cessation of

risks operations operations

Institutional changes Changes in tax conditions, access to [ Credit risk Difficulties in raising funds,

finance

increased debt burden

Market instability and
competition

Fluctuations in demand, increased
competition in local markets

Risk of reduced profitability

Declining revenues, volatility in
financial results

Source: authors' own work.
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Systematising the influencing factors makes it
possible to identify the main sources of financial risk for
small businesses and their implications for the financial
health of enterprises. The most significant influences come
from macroeconomic and geopolitical factors, which
simultaneously affect several aspects of financial
instability, including profitability, liquidity and solvency.
At the same time, market and institutional factors heighten
small businesses' sensitivity to changes in the external
environment, determining their ability to adapt to economic
shocks.

In the context of rising financial risks, strengthening
internal financial control at the small business level takes
on particular importance. It serves as a tool for the timely
identification of deviations in financial indicators,
monitoring cash flows and preventing crisis situations. An
effective financial control system helps mitigate the
negative impact of liquidity risks, solvency risks and rising
costs, which is particularly important in an unstable
external environment. At the same time, the scope for
internal financial control in small businesses is limited, as
asignificant proportion of risks arise from external factors
that cannot be fully mitigated at the level of an individual
enterprise. In such conditions, state support becomes
crucial as a systemic tool for ensuring the stability and
resilience of small businesses, particularly during a wartime
economy. In other words, the state acts as a key
institutional actor, creating the conditions for stabilising
small business operations, maintaining their economic
activity and facilitating recovery following crisis shocks.

In this context, the approval by the Cabinet of Ministers
of Ukraine of the Strategy for the Recovery, Sustainable
Development and Digital Transformation of Small and
Medium-sized Enterprises for the period up to 2027 [15]
is of great importance. The document sets out strategic
directions for the sector's development, including suppor-
ting the resilience of small businesses, expanding access
to financial resources, stimulating innovation, and
simplifying the regulatory environment.

The Strategy pays particular attention to the
recovery of entrepreneurial activity in affected regions
and the development of state financial support
instruments, including grant programmes, preferential
lending and loan guarantee mechanisms. This is aimed
at reducing the financial burden on small businesses and
enhancing their ability to adapt in an unstable envi-
ronment. Furthermore, the strategic guidelines envisage
the digital transformation of the business environment,
creating additional opportunities for to enhance
operational transparency, simplify market access and
improve management processes. Collectively, these
measures lay the groundwork for increasing the
resilience of small businesses and their gradual recovery
within a wartime economy.

Thus, the combination of internal financial control
mechanisms and institutional support from the state forms
acomprehensive approach to reducing the financial risks
of small businesses. This allows not only for mitigating the
consequences of crisis phenomena, but also for creating
conditions for a more stable functioning of the business
sector in a wartime economy and an unstable external
environment.

CONCLUSIONS

The study found that the financial condition of small
businesses in a wartime economy is shaped by a complex
system of interrelated external and internal factors. The
most significant of these are macroeconomic, military,
market, logistical and institutional factors, the effects of
which in the current context are cumulative in nature and
are exacerbated by general economic instability. It has been
established that small businesses are characterised by
heightened sensitivity to changes in the external envi-
ronment due to limited financial resources, a low level of
income diversification and dependence on local markets.
This leads to the rapid transformation of external factors
into internal financial problems, which manifest themselves
in reduced liquidity, impaired solvency and a deterioration
in the financial stability of enterprises.

The paper systematises the main financial risks of small
businesses, among which the risks of loss of solvency,
liquidity, reduced profitability and bankruptcy are
identified as the most significant. It has been established
that these risks are interrelated and arise under the
influence of the simultaneous action of several factors in
the external and internal environment. It is argued that
internal financial control plays a significant role in
minimising the negative impact of risks, as it ensures the
monitoring of cash flows, the timely detection of
deviations, and the prevention of crises. At the same time,
its capabilities are limited, necessitating institutional
support from the state. Of particular importance in this
context is the implementation of state policy on the
development of small enterprises, particularly within the
framework of the Strategy for the Recovery, Sustainable
Development and Digital Transformation of Small and
Medium-sized Enterprises. Its instruments are aimed at
improving access to financial resources, stimulating
investment activity and reviving entrepreneurial activity
in a wartime economy.

Prospects for further research lie in an in-depth study
of quantitative methods for assessing the financial risks
of small businesses, the development of adaptive models
of financial stability taking into account wartime factors,
and research into the effectiveness of state instruments
for supporting the entrepreneurial sector.
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