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Abstract. This article examines modern trends and key problems in the development of
small businesses (SMEs) in the context of globalization, digital transformation, and increasing
market competition. The study analyzes recent academic literature and highlights the growing
importance of digital technologies, innovation capacity, financial accessibility, and institutional
support in ensuring SME sustainability and competitiveness. It also identifies major challenges
such as limited access to finance, regulatory barriers, skill shortages, and unequal digital
adoption across regions. The findings show that while digitalization and globalization create new
opportunities for small business growth, structural constraints continue to limit their full
potential, especially in developing economies. The study concludes that strengthening digital
infrastructure, improving financial inclusion, and enhancing human capital are essential for
sustainable SME development in the modern economic environment.
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Introduction. Small business development has become one of the central themes in
contemporary economic discourse, particularly in the context of globalization, digital
transformation, and post-pandemic recovery. Small and medium-sized enterprises (SMEs) are
widely recognized as the backbone of both developed and developing economies, contributing
significantly to employment generation, innovation, and GDP growth. According to recent
global economic assessments, SMEs account for approximately 90% of businesses and more
than 50% of employment worldwide, highlighting their critical role in sustaining economic
stability and social development. In the last decade, however, the environment in which small
businesses operate has changed dramatically, giving rise to new trends, opportunities, and
challenges that require systematic analysis. One of the most prominent modern trends in small
business development is digitalization. The rapid adoption of digital technologies, including e-
commerce platforms, artificial intelligence, cloud computing, and digital payment systems, has
fundamentally reshaped the way small businesses operate and compete. Digital transformation
has lowered entry barriers for new entrepreneurs, enabling them to access global markets without
the need for significant physical infrastructure. Studies in recent years (e.g., OECD, 2023; World
Bank, 2024) emphasize that digital readiness is now a key determinant of SME competitiveness.
However, this shift also exposes a digital divide, where businesses in less developed regions or
with limited technological capacity struggle to keep pace with rapidly evolving digital
ecosystems. Another significant trend is the increasing importance of sustainability and green
entrepreneurship. Small businesses are now expected not only to generate profit but also to
contribute to environmental and social sustainability. The integration of Environmental, Social,
and Governance (ESG) principles into business models has become a defining feature of modern
entrepreneurship. Consumers are increasingly favoring environmentally responsible products and
services, which encourages SMEs to adopt sustainable production methods, reduce carbon
footprints, and engage in ethical sourcing. At the same time, compliance with sustainability
standards can be costly and complex for small enterprises, creating a tension between economic
survival and environmental responsibility.
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Globalization also continues to shape small business development in profound ways. On
one hand, globalization provides SMEs with access to international markets, global supply
chains, and foreign investment opportunities. On the other hand, it intensifies competition, as
small businesses must now compete not only with local firms but also with multinational
corporations that possess greater resources and technological advantages. This competitive
pressure often forces SMEs to innovate continuously, improve productivity, and differentiate
their products and services. Recent research highlights that firms with strong innovation capacity
are more likely to succeed in highly globalized markets. Despite these positive developments,
small business development faces several persistent and emerging problems. One of the most
critical challenges is limited access to finance. Many small businesses struggle to obtain
affordable credit due to strict banking requirements, lack of collateral, and perceived high risk by
financial institutions. Although fintech solutions and alternative financing models such as
crowdfunding and peer-to-peer lending have emerged in recent years, access to finance remains
uneven across regions and sectors. Another key issue is the regulatory environment. In many
countries, complex bureaucratic procedures, high taxation, and inconsistent regulatory
frameworks hinder the growth of small enterprises. Regulatory uncertainty can discourage
entrepreneurship and limit long-term investment decisions. Additionally, labor market
constraints, including skill shortages and difficulties in attracting qualified personnel, further
exacerbate the challenges faced by SMEs.

The impact of global crises, particularly the COVID-19 pandemic, has also reshaped the
landscape of small business development. While some enterprises demonstrated resilience by
rapidly adapting to digital platforms and changing consumer behavior, many others faced severe
disruptions, leading to closures and financial instability. This experience has highlighted the
vulnerability of SMEs to external shocks and the need for stronger resilience strategies,
including digital preparedness and diversification of business models. Modern small business
development is characterized by a complex interplay of technological innovation, globalization,
sustainability demands, and structural challenges. While new opportunities continue to emerge,
particularly through digital transformation and global market integration, significant barriers
remain, especially in terms of finance, regulation, and competitiveness. Understanding these
modern trends and problems is essential for policymakers, researchers, and entrepreneurs
seeking to create a more inclusive, resilient, and sustainable small business ecosystem in the
twenty-first century.

Literature review. The development of small businesses has been extensively studied in
economic, management, and entrepreneurship literature, particularly in the context of rapid
technological change, globalization, and shifting policy environments. Recent scholarly works
emphasize that small and medium-sized enterprises (SMEs) are not only economic units but also
dynamic actors that respond to structural changes in global markets. The modern literature
increasingly focuses on how digital transformation, financial accessibility, innovation capacity,
and institutional frameworks shape SME performance and sustainability. This section
synthesizes recent academic contributions from approximately the last five to seven years to
provide a comprehensive understanding of current trends and challenges in small business
development. A dominant theme in recent literature is the role of digital transformation in SME
growth. Scholars such as Kraus et al. (2021) and Li et al. (2022) argue that digitalization is no
longer optional but a fundamental requirement for competitiveness. Digital tools such as e-
commerce platforms, artificial intelligence, big data analytics, and cloud computing have
enabled small businesses to reduce operational costs, expand market reach, and improve
customer engagement. According to recent OECD reports (2023), SMEs that adopt digital
technologies demonstrate significantly higher productivity growth compared to non-digitalized
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firms. However, literature also highlights a persistent digital divide. Small businesses in
developing economies often face infrastructural limitations, lack of digital skills, and insufficient
investment capacity, which restrict their ability to fully benefit from digital transformation.
Another significant strand of literature focuses on financial constraints faced by SMEs. Beck and
Demirgii¢-Kunt (2020) and subsequent studies confirm that access to finance remains one of the
most critical barriers to small business development. Traditional banking systems often perceive
SMEs as high-risk borrowers due to lack of credit history, limited collateral, and volatile income
streams. Recent research, however, shows the emergence of alternative financing mechanisms
such as fintech lending, crowdfunding platforms, and peer-to-peer lending systems (Haddad &
Hornuf, 2021). These innovations have partially eased financial constraints, yet they have not
fully resolved the structural financing gap, particularly in low-income and rural regions.

Innovation and entrepreneurship literature also plays a central role in understanding SME
development. According to Audretsch and Belitski (2022), innovation is a key determinant of
SME survival and growth in highly competitive markets. Small businesses often rely on
incremental innovation, improving existing products or services rather than engaging in radical
innovation due to resource limitations. However, open innovation models, where SMEs
collaborate with external partners such as universities, research institutions, and larger
corporations, have gained increasing attention in recent studies. This collaborative approach
allows SMEs to overcome internal limitations and access external knowledge networks.
Globalization is another important factor widely discussed in recent literature. SMEs are
increasingly integrated into global value chains, which provides both opportunities and risks. On
one hand, participation in international markets allows small businesses to expand their customer
base and increase revenue streams. On the other hand, global competition intensifies pressure on
SMEs to meet international standards, improve efficiency, and innovate continuously. Recent
studies (World Bank, 2022; UNCTAD, 2023) indicate that SMEs in developing countries often
struggle to integrate into global markets due to weak institutional support, limited export
capacity, and inadequate infrastructure.

Institutional and regulatory frameworks are also widely examined in SME literature.
North’s institutional theory has been widely applied to explain how formal and informal
institutions influence entrepreneurial activity. Recent empirical studies suggest that countries
with simplified business registration procedures, transparent taxation systems, and strong
property rights protection tend to have higher SME survival rates (Williams et al., 2021).
Conversely, excessive bureaucracy, corruption, and regulatory instability negatively affect small
business development. Governments worldwide have introduced SME support policies,
including tax incentives, subsidies, and incubation programs, yet their effectiveness varies
significantly depending on implementation quality and institutional capacity. Sustainability and
green entrepreneurship have emerged as a rapidly growing area in recent literature. Scholars
such as Schaltegger et al. (2020) and Gast et al. (2021) emphasize that SMEs are increasingly
expected to adopt environmentally responsible practices. This shift is driven by consumer
preferences, regulatory pressure, and global sustainability agendas such as the United Nations
Sustainable Development Goals (SDGs). Green innovation, resource efficiency, and circular
economy practices are now seen as strategic advantages for SMEs. However, implementing
sustainable practices often requires financial investment and technical expertise that small
businesses may lack.

Human capital and managerial capability are also central themes in SME research. Recent
studies highlight that entrepreneurial skills, leadership style, and workforce competencies
significantly influence SME performance. According to Marvel et al. (2020), human capital
development is a stronger predictor of SME success than financial capital alone. Training
programs, digital literacy initiatives, and entrepreneurship education are therefore increasingly
emphasized in policy recommendations. Nevertheless, skill shortages remain a major challenge,
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particularly in developing economies where access to quality education and professional training
is limited. The COVID-19 pandemic has also generated a substantial body of recent literature on
SME resilience. Studies conducted by Eggers (2020) and subsequent researchers show that
SMEs were disproportionately affected by lockdowns, supply chain disruptions, and demand
shocks. However, the crisis also accelerated digital adoption and forced many small businesses
to innovate rapidly. Post-pandemic literature emphasizes the importance of resilience strategies,
including diversification, digital readiness, and financial flexibility. SMEs that had already
invested in digital infrastructure were better able to survive and adapt during the crisis. The
literature on small business development highlights a complex and multidimensional landscape
shaped by technological, financial, institutional, and global factors. Digital transformation is
widely recognized as a key driver of SME competitiveness, while financial constraints remain a
persistent barrier. Innovation, globalization, sustainability, and human capital development are
increasingly interlinked in shaping SME performance. At the same time, external shocks such as
the COVID-19 pandemic have underscored the importance of resilience and adaptability.
Despite extensive research, gaps remain in understanding how SMEs in different regional
contexts can effectively navigate these challenges, particularly in developing economies where
structural limitations are more pronounced.

Research discussion. The analysis of modern trends and problems in small business
development reveals that SMEs operate in an increasingly complex and dynamic environment
shaped by technological innovation, global competition, financial constraints, and institutional
frameworks. One of the most significant findings is that digital transformation is no longer an
optional strategy but a fundamental requirement for survival and growth. SMEs that actively
integrate digital technologies such as e-commerce platforms, artificial intelligence tools, and
cloud-based management systems demonstrate higher adaptability and market responsiveness.
However, the discussion also shows that digitalization is unevenly distributed across regions and
sectors. While SMEs in developed economies rapidly adopt digital tools, many businesses in
developing countries face infrastructural barriers, limited access to high-speed internet, and
insufficient digital literacy. This digital gap creates inequality in competitiveness and limits the
global integration of smaller enterprises. Another important aspect of SME development is
access to finance. The discussion confirms that financial constraints remain one of the most
persistent barriers to growth. Traditional financial institutions continue to impose strict lending
conditions, making it difficult for small businesses to secure loans. Although alternative
financing mechanisms such as crowdfunding, venture capital, and fintech lending have expanded
opportunities, their accessibility is still limited in many regions. Moreover, SMEs often lack the
financial literacy required to effectively utilize these instruments. As a result, many small
businesses rely on internal financing, which restricts their ability to scale operations and invest in
innovation.

Innovation capacity also plays a critical role in determining SME success. The findings
suggest that SMEs that invest in research, development, and creative problem-solving are more
competitive in both domestic and international markets. However, innovation in small businesses
is often incremental rather than radical due to limited resources. Collaboration with external
partners, including universities, research institutions, and large corporations, has emerged as an
effective strategy to overcome these limitations. Open innovation models allow SMEs to access
external knowledge and technologies, thereby increasing their competitiveness. Nevertheless,
such collaborations require institutional support and trust-based ecosystems, which are not
always present in developing economies. Globalization presents both opportunities and
challenges for SMEs. On one hand, integration into global value chains allows small businesses
to expand their markets and increase profitability. On the other hand, global competition forces
SMEs to continuously improve quality standards, reduce costs, and innovate. Many small
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enterprises struggle to meet international regulatory and quality requirements, which limits their
export potential. Additionally, fluctuations in global markets and supply chain disruptions,
particularly after the COVID-19 pandemic, have highlighted the vulnerability of SMEs to
external shocks. This has increased the importance of diversification strategies and risk
management practices.

Institutional and regulatory environments significantly influence SME development. The
discussion indicates that supportive government policies, simplified administrative procedures,
and transparent legal systems contribute positively to business growth. In contrast, excessive
bureaucracy, corruption, and unstable regulatory frameworks hinder entrepreneurial activity.
Many countries have introduced SME support programs, including tax incentives, training
initiatives, and incubation centers. However, the effectiveness of these policies depends on
implementation quality and governance structures. In some cases, policy measures exist on paper
but fail to produce tangible outcomes due to weak institutional capacity. Sustainability is another
emerging dimension in SME development. Environmental concerns and global sustainability
goals are increasingly influencing business behavior. SMEs are gradually adopting eco-friendly
practices such as waste reduction, energy efficiency, and sustainable sourcing. However, the
transition toward green business models is often constrained by financial and technical
limitations. Despite these challenges, consumer demand for sustainable products is encouraging
SMEs to adopt environmentally responsible practices. This indicates that sustainability is
becoming not only a regulatory requirement but also a competitive advantage.

Human capital remains a fundamental determinant of SME performance. The discussion
highlights that entrepreneurial skills, leadership capabilities, and workforce competencies are
essential for business success. However, many SMEs face challenges in attracting and retaining
skilled employees due to limited financial resources and competition from larger firms. Training
and education programs are therefore crucial in enhancing SME productivity. Digital skills
training, in particular, has become increasingly important in the context of technological
transformation. Overall, the discussion demonstrates that SME development is influenced by a
combination of internal capabilities and external environmental factors. While opportunities for
growth have expanded due to digitalization and globalization, significant structural challenges
remain. Addressing these challenges requires coordinated efforts from governments, financial
institutions, educational organizations, and SMEs themselves.

Conclusion. Small business development in the modern era is characterized by rapid
transformation and increasing complexity. The study shows that digitalization, innovation,
globalization, and sustainability are the main drivers shaping SME growth. At the same time,
persistent challenges such as limited access to finance, regulatory barriers, skill shortages, and
vulnerability to external shocks continue to restrict SME development. The findings highlight
that successful SMEs are those that are adaptable, digitally enabled, and innovation-oriented. It
can be concluded that SMEs play a vital role in economic development, but their full potential
can only be realized through supportive ecosystems that include financial access, institutional
stability, and technological infrastructure. Strengthening digital capabilities, improving financial
inclusion, and enhancing human capital are essential for ensuring sustainable SME growth in the
future.
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