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ntroduction. The purpose of this study is

to analyze the situation of Polish non-
financial corporate sector during the years of
economic crisis. The information presented
below is based on the statistical data on reve-
nues, costs and financial results concerning
business activity from 2009 till 2011. Undoubt-
edly, the situation of the company can be
shown by the size of revenues, and mainly,
their relation to cost, and thus generating a
profit. Moreover, the condition of the economic
entities can be also assessed on the basis of
various groups of indicators informing, for ex-
ample, about achieved profitability.

Methodological Notes. This research con-
cerns statistical units classified — according to
the definition of official Polish statistics (GUS)
—to non-financial corporate sector. According to
data of Central Statistical Office, non-financial
entities are all entities of the economy according
to the NACE classification (NACE 2007) ex-

cept: natural persons engaged in individual agri-
cultural holding, banks, cooperative credit un-
ions, insurance companies, brokerage houses,
investment companies and funds, and national
investment funds, companies and pension funds,
higher education, independent public health
care, cultural institutions with a legal personality
and with the exception of the entire section O,
which is: public administration and defense,
compulsory social security; section T, such as
private households with employed employees,
households producing goods and services for
their own needs and section U (extraterritorial
organizations and bodies). Highlighted in the
analysis are small enterprises (10-49 employees,
periodization semi-annual) and medium (50-
249 employees, periodization quarterly).

In this research have been distinguished, in
terms of the type of business, three groups of
companies: manufacturing, trade and services.
Analyzed results were calculated on amounts



aggregated for a set of non-financial companies
employing more than 10 people’ (47 581 total
entities at the end of the second quarter of 2011,
including 30,314 small, 14,157 medium and 3,110
large, and in the third quarter of 2011, recorded
14,299 medium entities and 3,117 of large sized).
SME sector development in Poland. After
disintegration of centrally planned economies
East European countries ended up with an over
industrialized system, with a predominance of a
state sector employment, over-extensive social
welfare, deep penetration of central planning,
and in many cases, macroeconomic instability
(Mclntyre, Dallago, 2003; OECD, 1996; Nuti,
1982). From the ownership’s point of view,
Polish economy was divided into three sectors:
state, cooperative and private. The existence of
three sectors was not equivalent to the fact that
all of them are equal concerning their economic
potential: assets, turnover and employment. In
general, the state and cooperative sector pre-
dominated over the private one. On the other
hand private farms remained the dominant form
of agriculture in Poland covering approximately
70% of the total areas of farms. In state sector
predominated big enterprises employing over
200 people. Approximately 20 per cent of em-
ployees in 1989 worked in enterprises employ-
ing more than 5000 people and 60 per cent in
those having more than 1000 employees. A
more favorable situation was in the cooperative
sector — about 85 per cent of employees worked
in enterprises having 50-500 employees, alt-
hough it should be taken into consideration that
state industrial enterprises employed approxi-
mately seven times more people than the coop-
erative ones (Hyz, Gikas, 1995). The relation
was similar in the case of state and private sec-
tors. This partly resulted from the law, obligato-
ry till the end of 1988 that private enterprises
could employ at the maximum 50 persons. The
only exception was foreign enterprises (Polish-
foreign joint venture), which could employ up to
100 people. These limitations have been abol-
ished since 23" December 1988 (OECD, 1997;
OECD, 1999; USAID, 1995). In 1988 was es-
tablished the Act on Business Activity and there
was no other document influencing the devel-
opment of this sector. The document was not
directly focusing on the SMEs, however it per-
mitted entrepreneurs to start their action without

! Refers to the analysis of the financial situation of
enterprises in 2011

any governmental obstacles. That was the be-
ginning of so called entrepreneurship explosion
in the beginning of the 90s (Gemini, 1999). First
document that was clearly defining as govern-
ment strategy towards SMEs sector was pub-
lished in 1999 and was entitled: Government Pol-
icy towards Small and Medium size Enterprises
until 2002 (Jorgensen, Gelb, Singh, 1990).

In 2002 Polish SME represented 99,8% of all
active enterprises and provides for almost 7 mil-
lion jobs. Comparing statistical data (number of
companies per ten thousand inhabitants) in
Polish economy and European Union of 15
members we can observe that in 2003 there were
4,6 companies with 50-249 employees in EU
(3,2 in Poland), 31,7 companies 10-49 employ-
ees in EU (6,7 in Poland) and 451 companies 1-
9 employees (435 in Poland).

According to the latest GUS data?, at the end
of 2009, economic activity in Poland conducted
1,674 million of non-financial companies. SMEs
are the main strength of the Polish economy and
as in previous years (2008), companies from the
SME sector constituted vast majority — 98,9% of
all active enterprises®.

Among them, the largest group constituted
micro enterprises (employing up to 9 people),
which represent 95,9% of the total population.
Small companies, employing more than 9 per-
sons constituted 3% of the total, medium — sized
companies — 0,9%, and large — 0,2%. It should
be noted that the structure of enterprises in Po-
land is very close to the entire population of
companies in the European Union.

The vast majority of enterprises in the EU are
micro, small and medium enterprises (99,8%).
The same situation is in Poland, where among
the 1,67 million companies, the SME entities
sector constitiute the vast majority (99,8%),
while in Poland SME sector in a greater extent

2 Source: “The activity of non-financial enterprises in
20097, CSO. Data do not include unitswhich are classified
in section A (agriculture, forestry, hunting and fishing), K
(financial, insurance), O (public administration and de-
fense, compulsory social security). Note the considerable
difference in the number of firms compared to the number
registered in the Company, where there are about 3,7 mil-
lion. The author assume the number of CSO report, be-
cause it is estimated that at least half of the enterprises
existing in the Company actually is not established. See
“Analysis ofregional variation in investment activity of the
SME sector with particular emphasis on innovation,
“Analyses and Forecasting Department of the Ministry of
Economy”, 2010.

% Source: “The activity of non-financial enterprises in
20097, Central Statistical Office (GUS)



than in the EU is dominated by micro compa-
nies, whose share in the total number of enter-
prises (96%) exceeds the EU average (91,8%).
The share of small firms in the number of SMEs
in Poland (2,8%) is about more than half, less
than the average for the EU-27 (6,9%)".

Looking at the long-term trends, the number
of SME:s is steadily growing (according to Euro-
stat data, in 2003-2009 the number of SMEs in
Poland increased by 7,4%), but this growth is
significantly lower than in EU-27 (11,6%). In
2009, there was a strong decline in the number
of firms in the EU — by 6,4%, and to a lesser
extent, in Poland — by 5,6% (to 1,67 million
from 1,79 million in 2008). This strong reduc-
tion in the number of SMEs in Poland and
across the EU (about 115 thousand) was caused
by the financial crisis the world economy?®.

The financial condition of Polish compa-
nies in years 2009-2011. The financial situation
of enterprises in 2009—-2010. The financial situa-
tion of Polish enterprises in terms of size was
shaping differently. The small and large enter-
prises has increased their revenues from total
activity, respectively, by 7,9% and 8,5%. Dy-
namics of revenues was higher than the dynam-
ics of its costs, which resulted in growth due to
economic activity (in both cases by about 20%).
In both groups of these companies, have also
increased sales revenue; in small entities more
slowly than the costs and in large entities more
rapidly than costs. Both, in small and large enti-
ties was reported increase in gross and net results,
approximately 20%. The improvement positively
influenced all types of enterprises activity. There
was an increase of profitability at all levels (with
the exception of profitability on sales in small
entities, where was reported a decrease).

In medium entities the revenues were de-
creased by 1,5%. The costs have fallen in a
slower pace. Financial result on economic ac-
tivity decreased by 3,5%. Sales revenue declined
by 1,1% and costs by 0,9%. Result from sales
decreased by 6,3%. Deteriorated has been also a
positive result on other operating activities (by
12,0%). Only on the financial activity was regis-
tered improvement (reduction in losses).

Return on sales in the sector of small enter-
prises has decreased slightly in 2010 compared
to the previous year to 4,7 from 4,9. At the same

# Source: Raport o stanie sektora matych $rednich przed-
sigbiorstw w Polsce, PARP, 2011.
% Source: Raport o stanie sektora matych $rednich przed-
sigbiorstw w Polsce, PARP, 2011.

time there was an increase compared to the pre-
vious year the indicators of gross and net profit-
ability. Gross profitability ratio increased from
5,0 to 5,6, while the net from 4,2 to 4,7.
Medium-sized enterprises recorded a slight
decrease in profitability in all indicators, the
largest in return on sales, which declining from
4,2 in 2009 to 4,0 in 2010. Gross and net profit-
ability also decreased compared to the previous
year. Growth trends visible in small enterprises
based on a higher rate of return on sales prove a
better activity and efficiency of this sector in
relation to medium-sized enterprises in 2010.
The financial situation of enterprises in
2011. In the first half of 2011 for all groups of
activity of small entities, the pace of change of
values in the index of overall financial situa-
tion®, in terms of semi-annual periodization (h/h)
and annual periodization (y/y) was positive
(WOSF increased). In the medium entities in the
third quarter of 2011 only for manufacturing
companies, the pace of change of values in the
WOSF index, received negative values both g/q
(quarterly), and y/y (in annual terms)’.

® Index of overall financial situation (WOSF) — a relation to index
of capital structure (equity capital relative to liabilities) and index
of structure of assets (fixed assets relative to current assets) or
the ratio of use of capital (equity capital relative to assets) and ratio
of use of liabilities.

" Source: Raport z oceny stopnia zagrozenia przedsicbiorstw
upadto$cig — komponent mikroekonomiczny — Ra-port4, Mato-
polska Szkota Administracji Publicznej Uniwersytetu Ekonomicz-
nego w Krakowie, Krakow, marzec 2012 .



Table 1

Income, financial result and profitability (2009, 2010)

a-2010 Revenues in mld zl Financial resultin mld zl Profitability in %

on

b - 2009 from on E:-t'hl_ar fi.nan- brutte netto

Total Sale zsale operating cial from brutte netto|
activity activity zale
a 24516 23619 [ 1228 8,2 1,2 1318 10998 52 54 45
TOTAL b 23226 22239 | 1149 63 51 1161 958| 52 50 41
of which:
, a 21572 2.089.8 | 1082 57 <43 1094 912| 52 51 42
~ private sector b 20264 19484 | 1036 73 85 1024 854| 53 51 42
. a 2044 2721 | 144 25 55 224 187| 53 76 64

— public sector b 2962 2755| 113 10 34 137 104| 41 48 35

of which:

_ small i a 3886 37129 | 175 31 1,0 217 182 47 56 47
Small companies b 3603 451 | 168 25 13 180 151| 49 50 42
medium-sized a 6522 G306 | 251 44 21 271 224| 40 42 34

~ companies b 6620 6378 | 268 50 34 285 233| 42 43 35
| . a 1.4108 1.3584 | 80.0 0,7 23 830 693| 59 59 49

— 1Arge companies b 13003 12410 713 12 04 696 574| 58 54 44

Source: Financial Statements F-01 from the database Insigos MG and calculations DAP MG.

For large entities the pace of change of val-
ues in the WOSF index, in the third quarter of
2011, both g/q, and y/y was positive (except for
commercial entities g/q).

In small enterprises in the first half of 2011
index of overall financial situation (WOSF) in
trade and production entities achieved values
above 1,0. Compared to the previous period,
which is the second half of 2010, in all groups of

50,00%:

small enterprises there was an increase of
WOSF index — the largest in manufacturing enti-
ties plus 19,37%, the lowest in commercial enti-
ties plus 2,37%. In turn, compared to the same
period of previous year, which is the first half of
2010 (yly) the pace of change of values in the
index of overall financial situation, was positive
for all groups of entities — the highest values
reported for trading companies plus 6,40%).
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Figure 1. Index of overall financial situation of small enterprises by type of activity in Poland
in the first half of 2007 till first half of 2011 (in%, y/y — annual periodization).

Source:
mikroekonomiczny — Raport
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In the medium — sized enterprises in the third
quarter of 2011, WOSF only in trading entities
achieved values above 1,0. In comparison to the
second quarter of 2011 (g/q) positive pace of
change of values in the WOSF index was char-
acterized only by trading companies (plus
2,21%), while compared to the same period of

20,007

previous year, which is third quarter of 2010
(yly) trading companies (plus 7,73%) and ser-
vice companies (plus 2,90%). In medium sized
manufacturing companies still occurs reduction
in value of WOSF, both g/q (pace of change of
values in the WOSF index — minus 12,80%), as
well r/r (minus 6,84%).
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Figure 2. Index of overall financial situation of medium-sized enterprises by type
of activity in Poland during the first quarter of 2007 — third quarter of 2011 (in%, y/y).

Source:
mikroekonomiczny — Raport

In the first half of 2011 operating margin
sales (ROS®) and return on assets (ROA®) of
small enterprises increased y/y (with the excep-
tion of ROS index of service companies). Com-
pared to the second half of 2010 (h/h) values of
ROS and ROA of all groups of small enterprises
were lower — the largest decrease in profitability
occurred in service entities. The annual(y/y)
pace of change in the value of the profitability
ratios for manufacturing companies was: ROS
+33,07% and ROA +13,27%, for trading com-
panies respectively: +5,03% and +10,82% and
service companies: -9,82%, and +6,78%.

In comparison to the second half of 2010, the
ROS and ROA value ratios of all groups of
small enterprises were lower and the semi — an-

® Ratio of operating profitability of sales: calculated
including operating result. This ratio determines the
rate of return on sales at the operational level, so no
tax burden and without regard to financial costs asso-
ciated with debt.

% The return on assets: percentage shows how profit-
able a company’s assets are in generating revenue.
Calculated by dividing a company’s annual earnings
by its total assets.

Raport z oceny stopnia zagroZenia przedsiebiorstw upadioscig — komponent

nual (h/h) pace of change in the value of the
analyzing ratios for manufacturing companies
was: ROS -1,34% and ROA -5,41%, for com-
mercial companies respectively: -12,56% and -
14,14% and service enterprises: ROS -16,72%
and ROA -18,55% (biggest drop in profitability).

In the medium entities, in the third quarter of
2011, only service companies showed increasing
in value of ROOS and ROA ratios, both for y/y
(annual period), and g/q (quarterly). In case of
manufacturing and trading entities, growth in
ratio of operating profitability of sales and return
on assets was recorded in comparison to second
quarter of 2011.

Operating profitability of sales (ROOS) and
profitability of assets (ROA) of the medium en-
terprises in the third quarter of 2011 compared
to third quarter of 2010 (y/y) refer to manufac-
turing and commercial companies was lower.
Only the service entities showed in the third
quarter of 2011 higher value in annual period
(y/y) of ROOS and ROA indicators. The annual
(y/y) pace of change in value of the profitability
ratios for medium — sized manufacturing enter-
prises was: ROOS -5,33% and ROA -0,08%; for



trading companies respectively: -9,23% and - of changes in value of analyzed indicators for
5.17% and for service companies +8,46% and manufacturing companies was: ROOS +11,67%
+20,92%. Compared to the second quarter of and ROA +2,51%; trading companies respective-
2011 (g/q) all groups of medium — sized entities ly: +9,26% and +1,20%; and for service compa-
had higher profitability ratios. The quarterly pace nies respectively: +6,45% and +8,20%.
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Figure 3. ROOS pace of change of small entities by type of business activity in Poland
during the first half of 2007 — first half of 2011 (in%o, y/y).
Source: Raport z oceny stopnia zagroZenia przedsiebiorstw upadioscig — komponent
mikroekonomiczny — Raport
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Figure 4. ROA pace of change of small entities by type of business activity in Poland
during the first half of 2007 — first half of 2011 (in%, y/y).
Source: Raport z oceny stopnia zagrozenia przedsigbiorstw upadioscig — komponent
mikroekonomiczny — Raport
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Figure 5. ROS pace of change of medium — sized entities by type of business activity
in Poland during the first quarter of 2007 — third quarter of 2011 (in%, yly).
Source: Raport z oceny stopnia zagroZenia przedsiebiorstw upadioscig — komponent
mikroekonomiczny — Raport
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Figure 6. ROA pace of change of medium — sized entities by type of business activity in Poland
during the first quarter of 2007 — third quarter of 2011 (in%o, y/y).
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Barriers and development perspectives of
SME sector in times of economic crisis.

Barriers to entrepreneurship development.
A significant impact on the functioning of SME
sector have the barriers, which the sector faces
on its development. As the main barier some
sources indicate the limited access to finance,
changes in demand on the local and regional
market, tax burden and legal determinants™®.

Compared with countries such as Ireland,
Cyprus, Estonia, Latvia, Lithuania, Hungary,
where the corporate income tax (CIT) rate is
already lower than in Poland the current tax rate
in Poland (19%) is no longer competitive. Low-
ering income tax rate for the economic activity
is very important for the Polish enterprises, es-
pecially SMEs, because they are still financially
weak, which limits their growth opportunities.
Lack of transparency and clarity of indirect tax-
es (VAT and excise) and taxes on economic ac-
tivity (CIT, PIT of economic activity) increases
the risk of economic activity and incurs costs
that unreasonably burden the activity, thus re-
ducing competitiveness.

More than 10% of respondents as the most
important barrier to business indicate the com-
petition from large companies. The threats to
business and development, owners of SME, can
see in competition with privileged companies,
whose position is built on access to public assis-
tance. This applies mainly to public entities op-
erating in special economic zones, remitting to
certain establishments of taxes and social insur-
ance contributions, granting public aid “to large
companies of special importance for the econo-
my” and the difficult access of small businesses
to EU funds.

The bureaucracy barriers has indicated 4% of
respondents. Only every hundred respondents
pointed to lack of qualifications of the labor
force as a barrier to development. This share has
been declining steadily for the past several sur-
veys and is now the lowest in the history. It is
difficult to identify the cause of this situation — it
may be a result of more and better match labor
market for needs of the economy, may also re-
sult from the fact that only few companies are
seeking for employees. Another explanation of
this situation is the fact that entrepreneurs seek-
ing employees can choose from a growing num-

9 M. Kochmanska, Barriers to entrepreneurship of
small and medium businesses, Scientific Papers of
Humanitas University, www.sbc.org.pl

ber of candidates. Also, only a small percentage
of the respondents pointed to the cost of labor
force as a potential problem.

Among other barriers entrepreneur also men-
tion problems with obtaining funding for their
activities and business development (both for
obtaining loans from commercial banks, as well
as the already mentioned difficulties in obtain-
ing financing from EU funds), payment block-
ages that lead to liquidity problems and risk
bankruptcy. Obstacle to the development of
SMEs is also poorly developed infrastructure,
and still unstable political situation.

Prospects for development of SME sector.
The economic crisis has forced companies to
take new measures to maintain the current posi-
tion in the market. From the perspective of com-
panies, times of crisis besides the fact that they
brought trouble finding buyers for their prod-
ucts, also gave impetus to carry out the reorgan-
ization of the company or expand its business by
entering new markets or introduce new products.
It is encouraging that in total companies, they
are some, which its situation is stable enough
that the crisis did not affect the deterioration of
their performance, and indeed there have been
some positive trends. Functioning of enterprises
in market is associated with significant dynam-
ics. It is exposed to the influence of many fac-
tors, which are characterized by volatility. Great
importance has the direct environment of the
company, its market in which is operating, cus-
tomers, contractors, demand conditions. The
success in the market is to identify business ob-
jectives, methods of their attainment and imple-
mentation for everyday use. The aspiration for
development transformed into concrete action
can give a guarantee of business success. Com-
pany specifying the target may in various ways
to implement it.

One of the most important factors of devel-
opment, which contributes to improving the
competitiveness of the economy is an innova-
tion. It is interpreted very widely, includes new
technologies, new organizational structure, as
well R & D activities, its verification, until the
introduction of new and modified products ser-
vices and technology to marketplace. In the past
few years the investment in innovation has in-
creased and the availability to finance changes
were improved, which was the engine of devel-
opment in Poland. Particular importance was an
increase in private funding sources. By analyz-
ing Polish position in the ranking of the level of



innovation, clearly stands out from EU average,
but it should be noted that Polish position was
improved very quickly.

Summary. The attitudes of entrepreneurs in
analyzed years, once more prove that reacting
flexibly to the requirements of market are able
to generate a good result, although there were
also necessity to close down business. Compa-
nies that have accepted the challenge, survived —
today are stronger and can specify the strategy
for the future. The condition is to change in ap-
proach, based on short-term actions, in the direc-

tion of thinking in long-term categories. This
follows from the fact that the perspective of the
market environment in which Polish companies
will operate in coming years, become substan-
tially worse, which should lead them to recon-
sider investment plans and strategies. The crisis
makes entrepreneurs more aware of the problem
of uncertainty, unpredictability and volatility of
market conditions. The positive is the fact that
almost half of enterprises in the SME sector sees
crisis as an good opportunity to search for new
chance of development.
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