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‘SME$ condition in 1995

1.1, Share of various sizes enterprises in national gross product prodtiction
in 1994-1995 '

47%

 No of employees : '_ % of national QroSs.;. prodUct
0-50 | | 23% |
51-250 7%
over 250 ' 23%
others (budget units, assistance units) | 47%

Table 1 shows estimated structure of national gross product value cteated by enterprises,
households and other economic units (estimation has been done by a research team of
Statsshcal Economic Research Institute basing on GUS - Main Statistic Office- data. More
_delalled information are in the work edited by Leszek Zienkowski “SMEs participation in the
Development of Polish Economy” and published by the Institute of Statistical & Economic
Research of the Maln Statistic Office and Polish Academy of Sciences, Warsaw,
November,1996. It has been prepared on the order of Polish Foundation of SMEs
Promotion and Development. Chapter 1 of the report has been created basing on this text.
. Inchapter one a micro-enterprise is an enterptise employing 0-5 people, small enterprises
- employ 0-50 people, medium-sized - employ 51-260 people, big enterprises are those

~ employing over 250 people. Each time the definition is different the number of employees is
- given)

'1n 1994-1995 SMEs produced around one third of national gross product. Small units (0-
50 employees) created the same amount of national gross product as big units employing

- over 250 people and over three times more of national gross product value than medium-
sized units employing 51-250 people. :

Shares of national gross product produced by SMEs were dszerent in various sections of
nahonal economy according to EKD: (European Classification of Aclivity) classification,
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(Thls ciassmcahon is used for economic umts by stalistical offices since 1994, Names of
EKD sections are printed in Annex 1. The report does not take into account agncullure
fishery, forestry)

In so-called market sections paruc:pahon of SMES in national gross product amounted to
45%. Table 2 shows the national gross product share produced by SMEs in five sections .
The total value of national gross product produced by each section was ‘estimated as
100%. The biggest shate in national gross product production was made by SMEs " in trade
. 92%, construction -85% and in so called remaining market sections (sections H,K,0 -
51%) Lower share was noted in transportation (30%), even lower in industry {sections

C,D,E - 26%)

Table 2 Shares of national gross product produced by SMEs in the basic economic
sections excludmg agnculture In 1994 1995 :

1. Trade _ 92%
2. Construction o  85%
3. Industry . éB%'
4. Transporiation -30%
6. Others s1%

1.2. Condition of SMEs sectorin 995

1.2.1  The number of entequiSes

In 1995 2099577 enterpnses functioned in the Pol:sh economy. Only 6429 (0, 3%) were
the big companies. The rest were small and mediumi-sized.

Economic Uhits Accordmg to Number of Fmployees in 1995

nr of employees nr of enterpnses o %

15 1921151 91,6
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§1-250 - 23218 BEX
over250 6420 103
Total 2009577 100

~ Inthe private sector the category of micro:enterprises was the biggest one (over 80% of

economic subjects) . Stich micro-enterprises employ 1-6 people. Medium-sized and big

enterprises together did not constitute even a half of 1 % of private sector economic - -

subjects. The privaté sector was dominated by very small economic subjects. The public

~ - sector had a more numerous group of mediurn-sized enterprises employing 6-50 people.
Over 20% were medium-sized enterprises and nearly 7% big enterprises. Generally

“speaking the public sector had a more equal division of sizes than the private sector.
1.2.2 People working in SMEs in 1995

People _working in SMEs - the general characteristics

in 1995 10,9 miltion people worked in national economy, 6,3 million (57,8%) worked in
SMEs, and 4,6 million {42,2%) worked in big enterprises. 18,5% of all working people
worked in companies employing up to & people, 19,5% in very small enterprise (6-50
people), 19,8% in medium-sized companies and 42,2% in big companies.

feat].
18.5% &2
03
mdi |
19.5%
19,8%

Table3 | |
size of the enterprise % of total number of employees
1. up to 5 employees 18,5%
2. 6-50 employees 19,5%
3. 51-250 emoloyees 19,8%
4. over 250 employees 42 2%

: Majqrity of enterprises employing 8-50 people was situated in the private seclor. In the
public sector the majority was constituted by companies employing 51-250 people. In this
seclor over 80% of those employed in the public seclor were working.
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~ Table 4
% sharé of peop!e workmg in enterpflses of various sizés in the pubho and pnvate sectors
in 1995 {total number of those working in a given sector 100%)

size of enterprise . __{ public sector - - pnvate seclor
1. up to 5 employees 102 _ 35%

2. 550 emiployees | 10% | 29%

3. 51 ;250 employees | 22% e 17%

4. over 250 employees 68% 19%

Sociological profile of small enterprises owners

(the prolile was prepared basing on the research: Polish Genera1 Social Potl done on
national representative group of adults. The total number of the polied people was 1603
persons in 1995 - employed people among them were chosen; unemployed and individual
farmers were excluded. The selecled group consisted of 697 people that was 43% of the
general sample of adulis.

Accordlng to the Polish General Social Poll nearly 66% of small businessmen_ in Poland
(employing 0-50 people) were male. Genetally they were older than the rest of working
people. Over half of them was over 40 year ofd.
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Table 5 o

The age of énterpris‘e owners emplbying 0-50 people in 1995in %

1 l | 4
_ Age
18-29 30-3g 40-49 Over 50
owners of privete 17% 30% 40% 13%
enterprise
working peopie totally | 25% 28% 35% 1%

94% of small company owners were martied (working people totally - 80%) and had more
-children than working people totally (company owners had 1,87 children on average,
‘working people tolally only 1,59). They preferred a traditional family mode! with many
children. Average number of family members in a private company owners was 4,7 peisons
and in case of the smallest companies owners (employing not more than 2 employees) -

- over 4,8 persons and this index in case of families of employees of private companies was
4,15, and in families of employees of public sector 4,14.

Small businessman on average spent 11,6 years attending formal educational institutions. -
It was more than in case of private sector employees {11,2), but less than in case of public
- seclor employees (11,8).
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Table 6 _
Education of private company owners empioying 0-50 employees in 1895 (in %)

SR Education S
1 . 2 3 4
primary . vocational secondary higher
_ : gramimar
private company | 14% 28% 44% 12%
owners (0-50 _
employees)
14% 32% 40% 12%
working people
totafly

Table 6 shows that the education structure of small companies owneérs was very similar to
the education struclure of working people tolally. Small companies owners a litile more

~ often had secondary education and little less often had vocational education. Majority of
simall companies owners were from workers families (44%), mtelhgentssa famities (21,5%)
and farmers families {19,9%). 41% of small businessren came from the countryside and
nearly 30% from small towns (up to 50000 citizens)

Before they starled their business’ over 35% of therm had worked in trade or serwces nearly
23% had been qualified workers and 15,2% were operalors and montage workers. Nearly
17% had been managers or specialists. Only tess than 6% had been technimans and
administration clerks.

In 1995 businessmien were the longest working people. Working 'week‘ of a sma’li company
awner was 54,5 hours while the working week of a private sector employee was 45,5 hours
and public sector employee only 41,6 hours. At the same time small companies owners got
much higher income than average income of employees. It applied especially to personat
incomes and incomes of househotds. Taking inte account more children and other persons
in cornpanies owners families proportions of incomes got equallzed when we compafed '
incomes per capita in a family. _ _
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Jable 7
Average monlhly net Incomes in 1995, in%

140_0 AR

g et i M 5 2 ol 278
respond.incorrie - househotdmcome

‘per ¢apita inc. In household

1. busmessmen
2 private sector emp]oyees
3. public sector employees

Table 8

¥ Series?
£ Seriest

SERIES 2 - PUBLIC SECTOR
SERIES 1 - PRIVATE SECTOR

People workmg in compames employing 0-250 persons according to EKD and ownership
sectors (in %)

Table 8 shows 6 secllons having the biggest share of working people in companies
employmg 0:250 persons. The height of the column shows percentage of those workmg in
SMEs among the total people working in a gwen section. Each column has been divided

5 mlo two parts showmg people working in private and public SMEs.
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The highest share of people working in SMEs (more than 90%) has been noted in the
section of trade and repairing (G). In this seéction the majority of the empioyed has been
“employed by private companies. The shale of people working in SMES has been not much
less in the section of hotels and restaurants (H) - 88,2%. In small companies of that section
the private Sector has been dominating, in medium size and big companies the public
sector has been dominating. 84,6% and 80,3% of all employed have béen emnployed in
SMEs in the following sections: services (O), and real eslates and companies servicing (K).
In both sections a considerable part of enterprises has beén public. Big share of SMEs has
been noted in sections - construction {F) -76,7% and production activity (D) - 48,7%: In
these both sections nearly all smalt companies have been piivate and among medium-
sized and big companies public and local community companiés have been in tajority.
In remaining sections the share of SMEs has been smaller. Employees of SMEs have
constituted 30% in the section of transportation (1) and in the séction of health services and
social care (N), 20,4% in section J (financtal consutting), 9,8% in section E (energy :
supplying), 3,7% in section C (mining}. Because of their special character it is worth white
to mention sections L and M (public admifiistration and education) in which a large part of
the employed have been working in companies employing tp to 250 people (in
administration nearly 72%, in education 68,4%). These sections are nearly all public.
Characleristics of people employed in market sector and in sector with non-market
services overbalance B
EKD sections taken into account in this research (C-O) have been grouped into two
categories: :

» market sector: sections C-k and O in which economic subjects function on
commercial principles (with small exceptions) : '

« sector with non-market services overbalance: sections L-M (public administration,
education, health care and social care) in which the subjects (with small exceptions)
provide free services. : _

Table 9
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'SERIES 1 - MARKET SECTOR

SERIES 2 - SECTOR WITH MAJORITY OF NON-MARKET SERVICES
People working in various size companies of market sector (seclions C-K and 0) aﬁd in the
seclor with non-markel sefvices overbalance (section L-N} in 1995 {in %)

Marketl s’ectpr enterpirises e_mp!oyéd over three times more‘p{ebpzé than'entfer'pfise's of non-
market services overbalance. The number of people working In big enterprises of the both -
sectors was nearly equal. In small enterprises much more working people (43,6%)



‘belonged to the market sector than to non-market sector (16, 5%) n medaum sized
~ ‘companies more people worked in non-market sector {35 4%) than in market sector
. (15 8%)- -
Differences between the both sectors showed especially qtrongly while companng people

working in public and private sectors, In the market sector 61,4% of the working people
were employed in private compames and in the non-market sector only 2,8%.

People working in the private market sector (section C-K and O) and in non-market private
sector {section L- N) in 1995 (in %)

Table 10
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series 1'- market sector
series 2°- non-market services majonty seclor

1. 2 3 Charactenstics of production property and investment processes in companies of
various sizes in 1995 {characleristics done for seclions of market sector in which SMEs
play 1mpoﬂant rote)

In supplerment 2 there are three tables (1,2,3) showing the situation in the field of fixed
assets (structure of them, value, usage level, the period of restoration} and investments
in companies of various sizes. Analysis of data contained in these tables gives the
following conclusions.

The vatue of fixed assets per one employee was usually the smallest one in small
' enterpnses (0-50 employees) and the biggest in medium-sized compames (61-250
emp.oyees)

This rule applies to all sections except section D {production activity) and private sector
of D and F sections in which the value of assets per one employee was the biggest one
" in big companies.

The value of fixed assets per one employee in private companies was smaller than In
coiresponding public companies. The only exception was section K - real estates and
companies servicing (cooperat:ves and other companies administrating apartment
‘buildings belong to this section. The value of buildings clearly influences the total values
ol fixed assets). Share of the buildings value in total value of fixed assets in private sector
~ ‘was smalier than in public sector. Some explanation for this rule is prowded by the fact
‘that private ¢ompanies mofe often than public companies conducted their activity in
rented buildings. But the share of machines, tectinical equipment and tools value (and
especially the value of transportation means) was usually bigger in private companies. it
" means that private companies whose decisions were motivated by fi nancial calcutations
toa rauch bigger extant than in public companies were investing rather in production -
property (machines and equ:pment) than in buildings.
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The share of machines and equipment value in gross value of fixed assets of small
private corapanies was only slightly lower than in medium-sized enterprises. Inthe
sections: production activity, coristruction, trade (D,F,G) it was only sfightly lower than in
‘big companies. Small private companies had higher {sometimes much higher) share of
transportation means value in gross value of fixed assets than medium-sized and big

companies did {except for section O - other services).

The degree of consumption {wearing up) of fixed assets estimated jointly for public and
private sector usually grew up with the size of the enterprise. In the private sector small
companies had more modern property without regard to which EKD section they -
belonged. | _ | : _ ‘ |
Investments per one employee was usually higher in private companies thanin

- coiresponding public sector enterprises. Investments were growing with the size of the

-enterprise. Exceptions from this rule were noted in sections: financial consulting, real

‘estates servicing and private sector in transportation (Jk1). '
~ The share of machines and equipment in investments was growing In the private sector
in majority of sections simuftaneously with passing to a next class of companies (from
“small to medium-sized and big). it means that small companies were established from
the very beginning more often than big ones. The big ones wereé mainly modernized. The
share of transportation means in investments was contrary - it was the biggest in smali
companies, smaller in medium-sized companies and the smallest in big companies.
(this fact is the result of small degree of development of transporiation cornpanies
servicing small companies. Managing a small company is usually linked with a necessity
to buy a transportation means. In a sense a different interpretation of this phenomenon -
is possible - businessmen buy cars on the company's cost and they use them privately)

The period of restoration of fixed assets ( the index of fixed assels restoration éxpressed
in years and months is a quotient of the fixed assets value according to the state in the
beginning of the year and investments in a given year. it defines the duration of the
period necessary to restore the existing fixed assets with new assets resulting from
investrents) was usually shorter in the private sector than in the public sector. Relation
of the duration of restoration period were different in various sections:

- in the section "production activity’ (D) the longest period of restoration was noted in
small companies which might be a bad signal showing that the dynamics of their
development dropped down in comparison with the beginning of 90s and that they had
problems with obtaining capitat for development '

- in the section “conslruction” (F) small companies were characterized by the shortest
period of fixed assets restoration. The optimism of this index diminishes when we tecall
that the value of assets necessary to establish a small construction company is not teo
big. _ : S

in the section “irade and repairing" small companies had much shoiter period of

restoration than medium-sized ones since they conducted their activity in very simple or

rented objects. The period of buildings restoration in medium-sized companies of this

section was 10 years longer than in small ones. - » _ R

in the section "transportation” (1) the longest period of fixed assets restoration in a private

sector was noted in small companies and than in medium-sized and big ones. Such
propottions were shaped thanks to the fact that small companies invest retatively small
fmoney in buildings. While analyzing the duration of transpoitalion means restoration it
turned out that the shortest period was needed in medium-sized companies, than in
small companies and the big ones needed longest time. It means that in this section the
best dynamism is presented by medium-sized coripanies,
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1.3 SME sector development in 1994-1995

Table 4 in annex 2 presenting the number of subjects, emp!oyrhen_l and invéstments in
1094-95 allows to conclude that SMEs were much more dynamic sector of Polish
" economy than big companies. '

1.3.1. Growths dynamics of units number

In 1995 373 966 units {in sections C-Q) were established that was 19,1% more than the
growth in 1994: Nearly 95% of newly-created in 1995 units were companies employing
1.5 persons. 99,3% of the newly-created unites were established in the private sector.

- Over 90% of enterprises number growth was constituted by the newly-created units
- belonging to six sections: trade and répairing (158300 units), real estate and companies
* servicing (61600 units), processing industiy (45400 units), construction (33000 units),

transportation (23000 units) and other services (16100 units).

- 1.3.2. Employment dynamics in SMEs

.Seclion's that noted the: biggest increase of the employées number were as follows:
- hotels and restaurants (H) - growth by ?-,8%
- teal 'é'states' and compahi_es servicing (K) - growth 'by nearly 5%
production activity (D) - growth by 1,3%.

In sections H and D SMEs showed much bigger growth of employment than big
cormpanies. In real estates servicing employment grew quicker in big companies than in
SMEs.

In three sections: construction, transportation and other senvices {(F,1,0) the number of
employees lowered and the drop down was biggest in construction - by 2,4%. The
“general decrease of number of employees in transportation and other services shoutd be
“allocated to decreasing employment in big companies. SMEs of ihese sections increase
‘employment. Statistics showed decrease of employment in construction services both in
big and siiall companies. Considerable presence of unregistered employment in small
" construction companies made the reality look different from the stalistical image - in
‘reatity employment in such companies was higher than officially shown.

tn four sections: production activity, construction, trade , holels and restaurants

(D,F.G,H) the biggest growth in employment was noted by medium-sized companies. in

the sections of transportation and other services (1,0) the biggest growth of employment
~ was noted in small companies. {n section K (rea! estates servicing) the biggest growth of
- employment was noted in big companies.

11.3.2. Yotal dynamics of investments

In the sections: production activity, construction, hotels and restaurants, real estates
senvicing (D,F;H,K) the biggest dynamics of investments was showed by medium-sized
companies.. Transportation and other services investments grew most in small

- companies. In trade the fastest increase of investments was noted in big companies,

‘High indexes of employment growth and investments were noted in medium-sized
companies in the following sections: production activity, construction, hotets and _
restaurants and real eslates and companies servicing. In the transportation both indexes
were highest in small and big companies. The fact that medium-sized companies were
dynamic in several seclions showed that activity on this scale was most profitable in



many fields of economy. This scale was Idiétat.ed by the size of demand, possib'iiigies to
- get qualified employees and sources of financing further development.

©1.3.3. SMES development prospects in sections of market sector

In the sections: mining, construction, trade and repairing, tra‘nspor{alion an.dsﬁnangial :
consulting the share of SMEs employees is rict going to expand in future, and it might
even decrease, The furthier developmient of these fields of economic activity deserves
restructuring and the change of the style of big companies activity. But SMEs inthe
sections: productive activity, energy supplies, water and cooking gas supplies, hotels -
and ieslaurants, real estate and companies servicing, other setvices, local and social
activity will still develop and increase the employment. ~ o |
Enterprises of production activity section are characterized by uneven regional -
distribution (compare 1.5.1) IN 1990-95 the SMEs sector developrnent was quicker in-

developed regions than in olher regions. But wisely supported SMEs may be a solutions

of economis problems of weakly developed regions. Supplying electricity; water and
cooking gas is the subject of many local communities investments (compare chapter
3.3.) and it will be so in the fulure, too. Servicing of wide variety of local community
elements may be a field of SMEs activity. In the section of restaurants and hotels it is
expected to invest in hotels of medium and lower class and in small guest houses. We
can expect the develapment of consuiting companies, advertisement companies,
matketing firms and so on.Demand for such services should grow. Depending on the
pace and shape of public health care system reform we can expect in growth of demand
for medical services too. : :

1.4, SMEs in Industry and construction in 1995

1.4.1. SMEs in industry

I this chapter we will discuss SMEs of O section: production activity. We will omit
industrial sections in which SMEs play a very marginal role : mining and electricity
supplies, water and cooking gas supplies. Information presented in this chapter are
based on a different size division of the companies than the previous chapters did. This
chapter bases on the following division: 0-50 employees, 51-200 employees, 201-300
employees and over 300 employees. ' " :

SMEs sates value in sales value in industry

The biggest shares of industrial enterprises sales were provided by big companies (over

300 employees) and small companies {0-50 employees). Among the latter ones private

companies were in majority. The share of public sector among medium-sized enterprises’

was bigger than among small ones. The share of public sector among big companies was
- dominating. B

The share of various size companies in sales of given Industrial sectors in 1995 {in current
prices) ' o : :
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series 1 - total |
series 2 - pnvate sector

' % share of sales of compan les employmg up to 200 people in the sales of processing
industry was 36,5% in 1995. Below we present sectors of industry in which the share of this

kind of enterprises was the highest.

9% of sales value of enterprises employing up to 200 peopie among aII enterprises of a
gwen sector -

The sector's name _% of sales of comp’ahies empfoying up to
Smaller shares were noted 200 people among all companies of the
Lo ' ' sector _
_Rubhshlng and typography 80,1 %
clothes manufactunng and fur coats 67,2%

manufaciuring

waste utilization L 1 67%
-production of metal products 65,8%
production of wooden produgts . 61,6% .

production of rﬁbber products and plastic 60%
producls :

Companies employing up to 200 people noted significant shares in sales of the following
|ndustnal sectors
. productlon of medlca1 znstruments presicion and opltal :nstruments watches and
_ clocks (51 2%)
o hides processing and production of iealher products (50,2%)
+ production of food articles and beverages (48,1%)
° produ'clion of office appliances and computers (46,4%)

_Metaiiurgy, fuel produchon product!on of tobacco products are divisions in which the share
of SMEs sales was marginal (less than 10%)
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Sales increase pace in industry

' Because of the change of classif cation used by GUS {Main Statlstscal Offi ce} the poss:bmty
to compare dynamics. of mdustnai enterpnses sales in 1990- 83 and 1994-95 is limited.

In 1990-93 industrial companles (\mthout 5 raw material branches that is without coal
industry, fuél industry, énergy industry, iron caslrng and non-ferrous metals casting) noted
103,7% of sales increase (measured in constant pnces) The pace of sales increase in
1994-95 in industry (sectlon D accordlng to £EKD) was higher and amounted to 112,8%.

Table 5 in annex 2 shows that in 1994-95 thé pace of sales increase in medium-sized
companies employing 51-200 people was much higher than in big an small companies.
Totally it was over 20% higher than average pace in processing industry. -

industrial sales dynam.cs in the section of produclton activity in 1895 accordmg to the'size
of compames (1994= 100%) :

Among 21 dms:ons examined within the section productlon actwtty‘ (D) this tendency
showed up in 13 divisions. In the remaining 8 divisions the pace of growth was shown by
companies émploying 201-300 people. In the realities of the Polish economy in middle 90's
an industrial enterprise employing Up to 200 people was oplimal in many fields of econiomy.
Markets and possibilities of further development financing were very often limited. In the
conditions of high interest rates (inflation) the companies which could afford development
from their own resolirces were developing best. Iin medium-sized enterprises relation
between needs and own resources was the best one probably. From that point of view
small and big companies were in the worse position. The owners of the former ones started
from the beginning gathering means from their families and friends. In tum; accunulated
own means in big companies were often not propomonal to the needs whlch blocked the
possibility of expansion. Among big industrial companies a big share was constituted by big
unprofitable public companies having relatively low production dynamics.

1.4.2. SMEs in consiruction

SMEs play bigger role in construction than in industry. In 1994-95 the share of SMEs in
industrial production amounted to nearly 80%. in 1894 62,3% of the produclion value

- produced in construction companies was produced in smaI{ companies employmg upto
50 people. In 1995 the share of this category of companies in the value of produchon
dropped down Lo 60'7% but it was compensated by the growth in'enterprises of
medium-size employing 51 -200 people (it grew from 15,9% up to 17,3%). So
construction confirms the rule observed in industry that medium S|zed enterprises
proved to be most dynamic in 1995

Construction covers many various divisions: constructing bunlchngs construclmg
instaifations, finishing the buildings up. The share of companies employing up to 50
people was ihe lowest among the companies construct:ng buildings (65,1%), it was
bigger among those constructing installations (74,2%) and it was the highest among
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“those fi mshrng the burldmgs (96%). Mediuim-sized companies had bigger share in
- constructing bwidlngs and lower shares in installations and finishing.

Construction is rrght AoW pnvatrzed in 80% of its produchon value and at the same tirneit
is very dispersed. it seems that re!atwely small and economically weak construction

~ companies are not able to' perform more complicated and complex works. Medium-

- sized and small compames will have difficulties in competing with foreign companies
whose presence is more and more visible on the Polish market.

: 1.5. SMEsin regiona! (vorvodshrp) arrangement

(analysrs of companre:: In vowodshrp arfrangement is based on data gathered ina different
way than in remaining parts of the chapter. The basic data come from annual repoits 2-01.

. Legal status units and organrzahonal units, persons conducting economic activity file them
- annualiy. The 2—01 report concerns units empioymg 5 and mofe people. Hence the
differerices in SMEs poputation. Accordlng to Z-01 there are 1267981 SMEs, and in former
chapters we assumed there were 2099577 SMEs)

15.1. Spacious concentration of SM’Es sector

- Analwmg SMEs share in the economy from the territorial point of view we see clearly that
the development of this sector is very uneven. Differences in development of various
aspects of social life and economy in Poland conceins not only SMEs In the Diagriosis
Report of the Task Team for Reg!onal Development in Poland it was stressed many times
that 8 voivedships surrcunding big cities were specially privileged {Katowice, Warszawa,
Gdansk, Wroclaw, Poznan, Lodz, Szczecin, Krakew voivodships). Ownership
transformation and economic restructuring was done in the fastest way there, also domestic
and foreign investments were concentrated there, majority of "business surrounding”
institutions functioned there and living standards of the poptiation were belter than in other
parts of the country{Regional Development in Poland 1990-1995. Diagnosis Report, Task
Team for Regional Development in Poland, Warsaw, Feb.1996) These 8 voivodships
occupy only 15% of the Polish territory but they are populated by 1/3 of the population and
45% of all working people. 39,8% of SMEs  are located there in which 41,8% of SMEs
employees woik. This index of concentration is additionally stressed by the information that
in 1995 in Warsaw and Katowice voivodships 19% of 1,26 miflion SMEs functions. The
number of SMEs employees in these voivodships conslitutes 20% of all employed in
SMEIES. In the remaining 41 voivodships 60,2% of SMEs and 58,2% of SMEs employees
are localed. :

The precise picture of concentration is given below:

[ number of employees . | % of companies % of employees
95 1388 39,5
6 50 ‘ 4'18,2 | 44,6
51-200 : 40,7 413
-;Tc:)ia;l{y?SMEs - .3‘9;8' | 418




Inten voivodship‘with smallest number of SMEs (Wioclawek, Zamosg, Suwalki,Ciechanow,
Ostroleka, Przemysl, Siradz; Lomza, Bielsko-Biala, Chelm voivodships) enly 7,8% of all
domestic SMEs were situated and they employed 8,2% of SMEs employees in the country.
Similar to the number of enterprises and employment high regional concentration can be

© observed in case of investments in companies: The biggest investments are made on the
highly industrialized areas. In 1995 in 12 voivodships in which the number of industrial
employees {sections C,D,E) Is more than 100 per 1000 citizens (Warszawa, Bielsko-Biala,
Bydgoszcz, Czestochowa, Jelenia Gora, Kalisz, Katowice, Legnica, Lodz, Piotrkow,
Poznan, Walbrzych voivodships. In these voivodships 50% of all SMEs are located)
investments expanses covered by SMEs constitute 51% of all investment expanses
covered within this group of companiés. investment expanses of SMEs located on areas -
wilh low index of industrialization (fess than 80 industrial employees per 1000 cilizens)

~ constituted ority 4% of total investments made by SMES in 1995 ( Biala Podlaska, Chelm,
 Ciechanow, Lomza; Ostroleka, Przemys!, Suwalki, Zamose voivodhsip. There onty 6% of

Polish SMEs are located)
1.5.2. SMEs significance in local and regional economic systems and labor markets

The SMEs concentration described above and concentration of their employees working
usually in voivodships surrounding big cities is not the only important dimension of tersitorial
description of SMEs location and their significance for local and reglonal economic
sysytems and labor markets. The important rule shown by statistica! data in 1995 is the fact
that with generally smaller number of companies, investments and employees, SMEs
sectot is more inportant than a big companies sector in regions which are weakly
populated, less industrialized and generally worse developed in the economic sense.

'Dependence beiweeh SMEs employees rate and populati'on density _

- If we divide voivodships into groups according to population density it turns out that the
smalier population density, the bigger significance of SMES for regional economic

‘structures. It is'shown in table 6 of the annex 1. . : ' oo

"SMEs in indusltrialized areas and in areas of relatively low stage of economic
deveropmen! _ _ : -

Table 7 in annex 2 shows clearly that in Poland the industrial level measured by the
number of people working in industry (mining, production, energy, water and gas supplies)
per 10000 citizens is correlated with the numbet of companies of various sizes and number
of employees. The link between industrialized areas and numbers of employees working in
various sizes companies are as follows: the industratized region the higher rate of big
companies employees, the less industrialized area the higher rate of employees working in
SMEs. ' '

SMEs in régfons of various levels of PKB {gross national product)

Gross national product per capita seems to be one - apart from the fevel of industrialization
-of important factors differentiating territorial map of SMEs. Table 8 in annex 2 shows that in
volvodships in which the level of national gross preduct per head is higher than national
average (we have 14 such voivodships in Poland) 52% of SMEs employees are '
concentrated; in the voivodships where national gross products level is lower by 20 and
mare % than the nationatl average {there are 15 such voivodships) only 16% of SMEs
employees are located. Al the same time , in employment structure in the areas having the



lowest fevel of gross national product per capita we observe a relative “overreprezentation”
of SMEs employees. On the most developed areas 44% of the working people are
emploved in SMEs and on the less developed areas 65% of the working people are
employed in SMEs. _ -

In the relatively underdeveloped regions where smaller number of big factories is situated
smaller companies are dominating {employing up to 5 people) and then companies
employing 6-50 people and medium-sized companies. In the best developed regions
SMEs sectlor is less imporlant in regional economies.

Areas of high and low value of national gross product pef capita do not differ much as far as
the profile of small companies employing up to 5 people is concerned. In both cases half of

" such companies are engaged in trade, and some 20% are engaged in preduction

(compare table 9 of annex 2). Meaninglul differences appear in case of companies
employing 6-50 employees. In the highly developed areas such companies engage
relatively bigger number of people in trade activity, industrial activity or construction than in
the areas having low fevel of gross national product per capita. In the latter ones functions -
performed by small companies In well-developed areas are fulfiled by medium-sized

- companies (51-200 employees). In poor developed areas the highest rate of SMEs
employees finds employment in companies providing services for agricuiture.

1.5.3. Types of companies structures in aerial settiement

In the analysis of regional structures of the companies sizes the basic significance is

carried by the proportion of big companies to small companies. The base for the typology

are fractions of people working in small and big companies. 6 types of structures have been

defined (table 10a and b in annex 2). Extreme struclures are characterized by big share of

SMEs (type 1), and by high share of big companies and very low share of medium-sized

~ companies (type IV). The structure of working people in which a significant part are people
working in SMEs is typical for Czestochowa, Kalisz, Leészno, Nowy Sacz, Pila, Radom,
Slupsk and Suwalki voivodships. Warszawa, Katowice, Krakow, Legnica, Lublin, Plock,
Rzeszow and Walbrzych voivodships exemplify the structure dominated by big companies.

Review of economic structures according to national economy sections does not allow for
clear assignment of SMEs to given sections.

1.6. Summary

In 1995 SMES constituted over 99% of registered economic units. Nearly 90% of companies
belonged to the category of micro-companies and employed 15 people. All companies of
this kind were private sector. The bigger the company’s size the higher rate of public sector
-~ companies and public seclor employees.

SMEs employed 57;8% of people working in econorhy (without agriculture, forestry and
fishery}. Highest rate of SMEs was noted in the sections of trade and repairing and hotels
and restaurants. o
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Sraller companiss had less fixed assels per one émplé_y_ee than bigger companies. in the
private sector we observed more rational investment policy than in big companies: more
noney was spent on machines and equipment and (ess on buildings; equipment was more
modern. : :

In 1995 we observed a significant dynamics of SMEs development in thie field c_>f the
number of newly created companies, employment and investment. In this latter field a
special dynamics was shown by medium-sized companies. S

SMEs presented a significant aerial concentration. Some 40% of companies and their
employees wete localized in the 8 most urbanized VOivodships.- At the same time in the
“majority of these voivodship SMEs were not the Key element of economy or labor market. In
the volvodships of low population density, weak industry, low fevel 6f development, the
number of SMEs and their employees were not significant from the point of view of the
country. But in these voivodships SMEs wefe the base of regional economic systerms and -
" were dominating type of economic unit and provided jobs for the majority of working force at
these areas.

‘7.Competitiveness of SMEs

{chapter 7 was wrilten basing on the work ordered by Polish Foundation of Promotions and
Development of SMEs: by M.H Grabowski, Market Economy Research Institute, December
1996. In this chapter categories of enterprises were generally named as VEC {very small
companies -0-10 employees, SC (small companies 0-50 employees), MC (medium
companies, BC - big companles)

~ 7.1. Labor productivity and profitability of SMEs sector

Comparison of SMEs competitiveness has been done using two indexes: labor productivity
and profitability. Labor produclivity is understeod here as added value per an employee.
Profitability is measured by added value diminished by labor costs in relation to added
value costs ( refative profitability can be expressed by a formula where RP Jrelative
profitability, AV/added value/, LC flabor costsf The first part of the formula contains
parametres of SMEs sector, the second part parameters fof a given country.The formula
suns as follows: o ' 5 -

RP= RPISME! - LCISME! - AV LG
AV /SME/ AV



7.1.1. Efficiency of Polish SME as compared to EU

Table 8 Efficiency of Polish SME seCtor'compared toEUin 1995

Totally: R O _
Poland  |2093 44 SMEs 109 12

source: The European Observatory for SMEs, EMI, July 1998, Main Statistical Office GUS
basing on balance data and own calcuiations

Remarks:

(1) the economy is dommated when the employment share in some class of enterprises
(VEC, SC, SME, BC) is more than 50% of all employed

(2) relative labor productivity (added value per an employed) in SMEs is calculated as the
- share of labor productivity in SMEs in the labor productivity in entire economy

{3} refative profitability in SMEs is calculated as the result of subtraction for SME and the
entire ecocnomy ' _

Analysis of {able 8 leads to the following conciusions:
- nurnber of SMESs in Poland is relatively lower than in Europe

- average size of a company in Poland is smaller than in £U (4,4 persons per a
companyand in EU 6,3 persons per company). We may conclude that an average SME in
Potand is smaller than an average SME in EU. It shows mdueciiy that SMEs sector in
Poland is weaker than in £4

- relatcve tabor productmty in SME sector in Po!and is highef than in EU. Amiong alt EU
countries belter results in comparison wilh big units are achieved only in Belgium and
‘Greéat Britain. It shows for relatively higher efficiency of SMEs in Poland in comparison to
effects achieved by SME sectér in EU in the field of labor productwny

- index of SME profitability in Poland is also better than in £EU on average or in any EU
country (the only country in which SME sector has a plus relative profitability is Luxembourg
anditis 5) _

L]



7.1°1. Efficiency of Polish SME as compared to EU

Table 8 Efficiency of Polish SME sector c'ompared'to EUin 1995

Poland 2093 4,4 SMEs 109 12
U -1 16450 16,3 SME a4

source: The European Obseivatory for SMEs, EMI, July 1896, Main Slatistical Office GUS
basing on balance data and own calculations

Remariks:

{1) the economy is dominated when the employment share in some class of enterprises
(VSC, SC, SME, BC) is more than 50% of all employed

(2) relative labor productivity (added value per an employed) in SMEs is calculated as the
share of labor productivity in SMEs inthe labor productivity in entire economy

(3) relative profitability in SMEs is calculated as the result of sublraction for SME and the
- entire economy :

Analysis of lable 8 leads to the following conclusions:
- number of SMEs in Poland is relatively lower than in Europe

- average size of a company in Poland is smaller than in EU {4,4 persons per a
companyand in EU 6 3 persons per company). We may conciude that an average SME in
Potand is smailer than an average SME in EU. it shows indirectly that SMEs sector in
Poland is weaker than in EU

- relative labar productivity in SME sector in Poland is higher than in EU. Among all EU
countrics belter resulls in comparison with big units are achieved only in Belgium and
Great Britain. It shows for refatively higher efficiency of SMES in Poland in comparison to
effects achieved by SME sector in EU in the field of labor productivity.

- index of SME profitability in Poland is also better than in EU on average or in any EU
country (the enly counlry in which SME sector has a plus relative profitability is Luxembourg
and il is 5)

__5'1__



- average added va!ue per one employed worked up in Poland is b:gger thari in entire

~ economy on average and in big compames Similar conclusions comes from analysis of the
data concerning retative proﬁtabslaty which'is 12 % _higher in SMEs sector. It means that i in
1895 SME sector in fPoland was more efficient than sector of big companies.

7.1.2. SME efficiency in ownership sectors in 1995
Table 9 Efficiency of Polish SMEs actording to ownershrp sectors in 1995 SR

Totally - Potand SMEs (61%0 | 109 12
o EU SMEs (66%) - |94 L

Private sector SC(55%)
- SME (78%)"
sc - 94
SME I - | 104 |4
MC 126

—

jsource The E:uropean Observatory from SMEs EMI, Juiy 19986, data of Maln Stauslqcal
Office GUS _

" Remarks:

- {1) the economy is domninated if the employment share in some class of enterprises is
bigger than 50% of all ernployed -

(2) relative labor productivity (added value per emp!oyed) is calculated in SMES as the
share of labor productivity in SMEs in the labor productivity of the entire economy

(3) relative profitability in SMEs is calculated as the result of sublraction of proﬁtability for
SMEs and for the entire economy : _

Analysis of lable 9 leads to ihe followmg conclusnons

-economic transformation in Poland resulted in sxgmf cant transfer of produchon propeny
into private hands but public sector is still dominating as an employer in non-agricultural
aprt of the economy. In this seclor big companies aré dominating (67% of all employed in
the seclor) SMEs dominate in the private sector and they employ 78% of the employed
working in the sector.

- correlalion of efficiency (measured by relative labor efficiency) wuth size groups is qu1te
¢lear in the public sector; big public companies are more efficlent than medium-sized ones,
and medium-sized public companiés are more efficient than the smail ones. The small
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- average added vatug per one employed worked up in Poland is bigger thanin anti!e

~ gdonomy on average and in big companies. Similar conclusions cornes from analyas of the -

.- dala concerning relative profitability which is 12 % higher in SMEs sector. It means that in
1995 SME sector in Pofand was more efficient than sector of big companies.

7.1.2. SME efﬁcién_cy in ownership seciors in 1995
Table 9. Efficiency of Poiish SMEs according to ownership sectors in 1995

Totally Poland SMEs (51%0 - [ 109
' EU SMEs (66%) 94 5

F A B O YT,

Private sector SC(55%)
| SME (78%)
SC a4
SME 104 4
MC 126

" source. The Euro;?ean Ogsewatow from SMEs, EMI, July 1996, data of Main Stalistical
ifice GUS

Remarks,

{1) the economy is dominated if the employment share in some class of enterprises is
bigger than 50% of ali employed

{2) refalive labor productivily (added value per employed) is calculaled in SMEs as the
share of labor productivity in SMEs in the labor productivity of the entire economy

(3) refalive profitability in SMEs is calculated as the result of subtraction of profilability for
SMEs and for the entire economy

Analysis of table 8 leads ta the following conclusions:

-economic lransformation in Poland resulted in significant transfer of production property
into private hands but public seclor is still dominating as an employer in non-agricultural
aprt of the economy. In tiis seclor big companies are dominating (67% of all employed in
the sector). SMEs dominate in the private seclor and they employ 78% of the employed
working in the sector. '

- correlation of efficiency (measured by relative labor efficiency) with size groups is quite
ciear in the pubiic sector: big public companies are more efficient than medium-sized ones
and medium-sized public companies are more efficient than the smail ones. The small



pubtic companies present very fow efficlency, and added value there is on average lower
" than labor costs.

-in the private sector the refation of efficiency and s!ze groups is looking like a upside down
letter U: the most efficlent are medium-sized companies, less efficient are the smail and big
ones. A similar dependence concerning labor productivity is observed in £U countries
where medium-sized companies are most efficient, and big and small ones are less
efficient.

- sector of medium-sized companies in Poland conshlutes only 23% of the private
“sector{share in the employment) and is dominated by small companies. Smaller efficlency
of small companies might be explained by their relatively easy ability to cperate in the grey
zone, and hence nol recording full profits and possibility to push personal costs of the

owner into the costs of his firm.

7.1.3. Efficiency of SMEs in given sections of economy

Efficiency of SMEs activily in sections Is presented in the table below. For the sake of
comparison we present approximate data for EU countries

Table 10 SMEs in the Polish economy sections on the background of EU in 1995

Section EKD (for Dominating | relalive labor Relative
Potand) companies in productivity in profitability in
:\4 ;&CE (for EU) ;ancgrrﬁ);:\g; l(zi;::tr; SMEs (3) SMEs (4)
)
Totally _ :
Potand | SMEs (51%) | 109 12
EU SMEs (66%) |94 5
Mining | |
Poland C BC(96%) 59 o --35
EU 11,12,21-24 BC 77 7
including: o o |
coal mining 10 _ _
IPotand  |1242 8C (99%) 75 1
EU . o {8C. 122
Production
activity
Potand
&V 1o | BC (54%) 117 0

- 53 —_—



2526, 31-37 . |BC . 86
a1-49

1 Construction | _ _

Poland F | SME (73%) 113 9
EU 5 |'smE 95 2
[ Trade and

repairing |

Poland 1o sc(65%) |13 1
S 51 (only retail) | SME {92 1
| Hotels and '

restaurants

Poland H SC (74%) 99 7
EU 66 sC 112 2
Transportation |

Poland s BC (82%}) 217 33
EU 7177, 79 lec 102 5
Firancial

consulting

Poland J 8C (81%) 110 0
eV 81.82 8C 105 23
Reé! gstate o

servicing

Poland K SME (77%) 126 6
EU 95 e 105 15
Qlher services

Pofand 0 SME (80%) 137 13

Souice: The European Observatory for SMEs, EMI, July1996. Main Statistical Qfﬁce' data

Remarks(1) data is not fully comparab!e that is why in the second coiumn we gave sectlons

symbols accordmg to EKD for Polish economiy and NACE for £U

(2) economy is dominated is the employment share in a given class of enterpnses is b[gger
than 50% of all employed .

(3) relative fabor productivity (added value per employed) is calculated in SMEs as a share

of tabor productivity i m SMEs in the labor productqwty of the entire economy
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(4 retallve profitability in SMEs is ca!cuiated as the resu!t of subiractlon of prof tablhty for
SMEs and for the entire economy

Table 10 shows that: _ :

- both in Poland and in EU countries sector of SMEs has lower relative labor productivity in
mining and bigger in transporiation financial consulting and real eslates sévicing -

o -in mdustry, construclion and trade Pclish SMEs have higher relative labor productmty
than SMEs in £ :

- in the section of hotels and reslaurants SMEs sector in EU has higher relative labor
productlv:ty than this sector in Poland

- as far as proﬁlabmly is concerned Polish SMEs have better results than big companies
(BC) apart from sections of mlmng and energy supply

7.1.4. Efiiciency of industrial sections of SMEs in Poland in 1995

!ndustnai produoiion has a demswe Sigmﬁcance for the country’s competitive position,
hence we have done simitar calcuratlons for given sections of industry

Table 11 Efficiency Of SMEs in mdustna! seclions in Poland in 1995

{for these calculattons a different data base was used hence the results might not be fuily
comparable with the data for the entire industry; they serve rather as an illustration of SMEs
seclor efficiency in given industrial sections. Differences belween dala basis concern
specifically the number of enterprises. In the base anaryz'ed helowe smaller number of
companies was used) _

“food stuffs prod. 15 | BC58%) 208 31
textile prod. 17 | BC{63%) 120 20
clothesprod. |18 SME(66%) | 65 2 T
leather prod. 19 | SME[GA%) [ 101 8
Wood prod T U200 | SME@8%) | 104 9
paper prod. - 121 SME(52%) | 109 8
‘publishing acliv. 22 SME(76%) 103 1
~ {chemicals prod. . |24 |BO@e%) | iai 16 ]
|'plastics prod. 25 | SME(EA%)  |125 4
~ ['non-metat piod. R D) 147 7
1 prod. of melals 27 T|ec@any 1143 131
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: (4) felatzve proﬁtabl.lty in SNEs is caicu!aled as lhe result of subtraction of proﬁtabnluy for
SMEs and for the entire economy _

" Table 10 shows that:

- both in Poland and in EU countries sector of SMESs has tower relative taber productivity in
rining and bigger in transportation, financial consulling and real estates seivicing

- i ind'uslry, construction and lrade Polish SMEs have higher relative labor productivity
than SMEs in EU '
_in the section of hotels and restaurants SMEs sector in £EU has hlgher relative labor
productivity than this sector in Poland

- as far as profitability is coricerned Polish SM Es have better results than big companies

(BC) apart from sections of mining and energy supply

7:1.4. Eficiency of industral sections of SMEzs in Poland in 1995

induslrial production has a decisive significance for the counlry's competitive position,
hence we have done sirilar calculalions for given sections of industry

Table 11 Efficiertcy Of SMEs in industrial seclions in Poland in 1995

(for these calculations a different data base was used hence the results might not be fully
corparable with the data for the entire industry, they serve rather as an illustration of SMEs
seclor efficiency in given induslrial sections. Differences between data basis concern
specifically the number of enterprises. In the base analyzed helowe smaller number of
companies was used)

“food stuffs prod. 15 BC(58%) 208 31

textile prod. 17 BC(68%) 120 oo
clothes prod. 18 SME(66%) |65 T2 B
leather prod. _ 19 SME(54%) | 101 8
'1955&“;3503*" 20 SME(68%) | 104 9 -

| paper prod. 21 SME(52%) 109 8 -
publishing actv, 52 SMEre%) | 103 1

chemicals prod. - 24 |BC(79%) |4 16

plastics prod., 25 SME(64%) | 125 K -
non-metal prod, T 26 | BC(B2%) 117 ]

prod. of melals 27 | BC(92%) 143 73
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prod.of molal products . |28 | SME (62%) |118 |7
ptod. of non-classified machines | 29 BC{66%) 1132 17
and appliances | _ |
prod of machmes&eiectnc 31 BC{68%) 107 7

| appliances : B _ : .
prod. of RTV equipment 32 BC(60%) | 149 _ 28
medical, precision, oplical 33 | BC®2%) - |136 14
instruments production ; IR o
prad. of mobiles . 34 |BC(ra%) 160 |8
transportation equipment prod. | 35 BC(BQ%) ) 126 126
furniture prod. .~ ' 36 SME(SQ%) {102 ) 18

source: stalistics, own calculations
Remarks:

(1) econoimy is dominated when the employment share in some class of enterprises is
more than 50% of ali employed :

(2) relalive labor productivity (added value per employed) in SMEs is calculated as a share
of SME labor productivity in the labor productiwty of the entire economy.

(3) relalrve prof tability in SME is calculated as the result of subtractlon of SME proﬁtabllrty
and for the entire economy -

Analysis of table 11 aliows for the fo'!lo’win'g conclusions:

-SME sector is more effective in all sections of industry. Only in clothes produchon labor
pfoductwnty in SMEs is lower than in the sector of big companies :

- SMEs achxeve betler effi CJency in these seclions which aré dominated by blg companses
(production of metals, mobiles, transportation equipment or chemicals). This phenomenon
is difficult to be explained because in these sections optimal srze of an enterpnse is the big
one. o

- SMEs in sections dominated by SMEs are characlenzed by relalwely worse efﬁciency than
SMEs in sections dominated by big companies. This phenomenon should be explained
rather by the situation in big public companies which are not fully restructured and hence
less efficient.

- differences between effi iciency measurements among groups of compames of various
ownership sectors are b1gger than such differences of measurements calculated solely for
size groups. Also efficiency in size groups of firms " in given ownership seclors is differént .

It means thal the company's effi iciency depends on the ownership sector more than on its
size,

- in Poland SMEs sector has belter results in comparison 0BG sector in alt EKD sections

exciuding mrmng and energy supp!y it applies to relative labor productivity. Retative fabor
profitability is also bigger in all sections apart the ehumerated above and addsilonally
seclion H (hoteis and restaurants)

Summing up the analysis based on financial results and comparisorn with EU we have to
stress that Polish SMEs sector, differently than in EU is more efficient than the sector of big
companies as far as labor productivity and refative profitability is concemed It is decided
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- mainly thanks to the private sector because the results of SMEs in the public sector are
much less positive thén in big public companies. -

7.2. SMEs competitiveness on foreign markets

Index export/import achieved 0,79 in 1995, and 0, 80 in 1994 So the index lowered a bit
which points to a smal detéerioration of cornpetatwe position of Polish products. We should
add that this index for 1992 and 1993 was vety similar (¢lose to 0,80) but in 1990-91 was
much higher than 1. The deterioration of the index was linked with appreciation exchange
pelicy implemented in the beginning of 1990 and with geographical changes of Polish
foreign trade. Remembering about exchange policy and constant zloly apprecialion after
1992 maintaining a high competitive position must have meant constant improvement of
production means utilization including labor.

7.2.1 SMEs share in exports - general information

Exporls value registered on basis of monthly report F-01 {statistics covering foreign trade
are usually based on SAD declarations which makes impossible to analyze the SMEs
significance in the who'e of Polish exports. Hence the group of smalt and medium-sized
export companies was chosen among companies filling up monthly GUS reporis on
~ receipts, costs and financial result (F-01). Exports realized by a group of exporters selected
among enterprises fifling F-01 reports every month constitutes a major part of Polish
exports (generally it covers 88% of exports). Alihough these quantities are not fully’
comparable but a2nyhow they show the significance of exports realized by the exporters
“selected from F-01 reports. Whenever in the text or tables below we refer to “exports tolally”
of “entire exporls” or “export” you should remember that it refers to exports of enterprises
which fill up F-01 report every month.) increased from 33612,9 million zis in 1994 to 50084
million zis in 1995 (these and further data concerning exports are given in current prices).
~In the first half of 1996 these exports amounted to 26838,2 million zls. Dominating role was
played by five sections: production activity, trade, transportation and communication,
mining and conslruction. In the second ha!f of 1996 these séctions covered nearly 98% of
exports. Special significance was given to section D - produchon activity (processing
industry) which covered over 60% of entire exporls,

The share of SMEs in the total number of exporters in 1985 amounted to 71 4% showing
significant growth in comparison with 1994 (59,7%). The exporls value of SMEs increased
from 4354,4 million 2ls in 1994 (13% of total exports value) to 9708 million 2is in 1995
{19,4% of total exports value). In 1995 SMEs exported 6,9% (in 1994 4,9%) of pubtic
seclor exports value and 37,8% of private sector expods va!ue (in 1994 32,2%)

?.2‘.2f SMEs exports steucture

in 1995 nearly half of SMEs exports was production achvnty Other important sections in
SMEs exports were lrade, transpottation , communication and construclion These four
~ sections together cavered 96,7% of SMEs total exports. The structure of SMEs exporls is
shown below

lable 16 SMEs exporis struclure in 1994.95 according to EKD sechcns
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2 Seqies
g3 Series2

series 1-1504
series 2 - 1995

1-mining, ?-prod_uction aclivity, 3-construclion_, 4-trade, 5-transportation, 6-remaining
sections

7.2.3. SMEs exports in industry

Production activily has decisive importance in exports both for SMEs and for entire

economy. SMEs share in exports in the sections: publishing aclivity, wood and wooden

products, rnachines and equipment, is higher than SMEs employment in these sections.

in all other sections SMEs share in employment is higher than their share in exports which
" means that SMEs are less active exporters than big companies . In the table below we -
*_present industrial sections in which the export shares of SMEs were highest

. Table 12 SMEs Share_in e_xports _and émpldyment_in induétr_ial sections in 1995 (%)

it g Essh
-production activity (0) - -~ .~ o 46 15,4
Clothes (18) } |66 135
wood, woodeﬁ p_-rodu'cts except for furniture (20) 68 | 52,7
publishing aclivity, lypography (22) 76 82,6
rubber p?oduc’ts and plésﬁc‘ products (25) | 64 28,9
| ready-made metal proc!ub;s except for machines and equip | 68 35,1
machines S‘app;iahces'n'otdaséiQed in:o_ihe'r places (29} 34 | 20,9
[Office machines énd_fcdmpuiérs (30) | . 64 42
:mediéal,precisionj,o_plicai instruments (33) 38 -. 23,7
waste utilization (37} _ 74 67,8
© source !
" GUS data



In 1985 the biggest share in exports of a given seclion was observed in such fields as
publishing and typography, waste utilization, wood production and wooden articles
production. But only in case of wood production and wooden articles production exporis
were really significant. We have to add that wooden articles {(CN 44} present a high
dynamics of noble exports to £EU. This dynamics in 1991-95 was over 400%. This is
probably the main teason for a big share of these products in SMEs exports.

SMEs share in a given branch exports was the biggest in light industry, wood industry,
furniture production, plastic preduction, production of simple metal articles and in
production of precessed fruits and vegetables, flour products, sweels and cakes. Refatively
small SMEs exports were noted in capital-consuming branches like electro-machine
industry, paper industry, chemical industry, petrochemical industry or metaliurgy,

In 1994-1996 industrial aclivity section SMEs exports the shate of food articles, wood and
wooden products, metal products increased, and exports of such fields as chemicals,
adtificial fibres, metals, transportation equipment became less important.

Summing up, SMEs sector in Poland as in EU is concentrated more on domestic markets
than on international markets. But in recent years SMEs significantly |mproved thetr
competitive abilities on international markets. SMEs increasing economic role in 1993-95
was accompanied by much faster increase of importance in exports (it constituted nearly
© 20% of Polish exports in 1995). In SMEs transfer of employment in 93-5 was 1,22, and
" lransfer in export between1994 and first half of 1996 was 1,65. For sure it shows the bigger
than average increase of competitiveness of this sector on international markets The part -
os SMEs able to challenge internationa! competitions is growing. Let us notice that expoﬂs
. offer of SMEs sector is based on commodities which are not highly processed {fruit and
“vegetable processing, furniture, plastics production, sweets, simple metal ardicles, wood
articles, clothes}. So compelitiveness of Polish SMEs on mternattonal maikets is based

. mainly on cheap labor and natural resources. The fact that expoits are based on-

.. processing shows high dynam:cs is & positive phenomenon. :

' The statistical data being analyzed do not show the fulf slructure of SM Es exports iti |s
indirectly visible in the growth of currency reserves and in Polish trade deficit. This situation
results froma considerable scale of informal turnover i.e. non-residents shoppings in Poland

s (nt means informal exoorts) According to the estimations of Market Economy Research .

© Inslitute in Nov. 1996 the value of this export amounted to over § billion zIs in 1995. if we

- assume thal l_has exports was realized by SMEs sector in 76% (estimation of the private
sector commodities sold at bazaars visitéd by non-residents) than underestimated exports
of SMESs sector was over 40% of the exports realized by this sector (and shown in our
statistics basing on F-01). The structure of commodities sold in this way is similar to the
formally shown structure of SMEs sector that Is food articles, clothes, shoes are prevamng

- So it shows similar comparative overbalance shown in SMEs seclor.

We should also add that conditions of Polish |mports and exports change as aresult of

association agreement with UE. In the customs reduction plan the longest customs -

- protection is envisaged for so called sensitive commodities which conslitute nearly 50% of

Polish exports. It weakens the competition possibilities of SMEs on EU markets. On the

other handsolutions positive for Poland and accepted by WTO' may increase export

- chances for clothes industry and textile industry {i.e. Multnﬁbre Agreement) including SMEs

seclor, ‘

7.3. Relative compelitiveness of SMEs sector according to DRC method

7.3.1. Descriplion of thé method



Macroeconomic method DRC {Domestic Resource Cost) is based on comparing domestic

resources costs (capital and labor) to world prices of these resources. Added value in &

given branch is compared in domestic and world prices with accounting for direct usage of

malerials and indirect usage in other branches, but resulting from the production in a given

branch. To this end an input/output & fow of funds account table has been used. To define

the DRC index for a given branch the following groups of data are used: (see: Map of

Investment Risk in Polish Economic Branches, Market Economy Research Institute,
\Warsaw 1996, page 77-79) : . _

- direct consumption of production materials in given branches

. comnponents of sotd production and added value {basing on F-01)

- average Telations of world and domestic prices of materials and raw materials in the -

aggregalion scheme of input/output & flow of funds account table and average relfations of -
world and domiestic prices for products of given brariches o _
- inputioutput & flow of funds account table

A branch is comnpetitive if added value in world prices is higher than in domestic prices and
DRC index is less than 1 and more than 0. The index is quotient of added value in. '
domestic prices and added value in worid prices. A minus DRC index means that added
value in world prices is minus so the price of raterials supplied for production is higher
than the price of the produced commodity (in world prices). For sure suich activity is not
competitive: If the value of DRC index is more than1 it shows that the value in domestic
prices is higher than in world prices so the branch is also not competitive. '

For lhe needs of our research a following branch classification with regard to DRC index
has been used (classification presented in “Map of Investment Risk” PBR, Warsaw-Gdansk
1995). S ' :

- competitive (DRC=< 0,9)

- neutral competitiveness (0,8<DRC=<1,1} .

- potential competitiveness (1,1<DRG=<1,5)

- not competitive (ORC>1.,5 and DRC=<0)

Detailed testing of 180 branches are contained in tables 1,2,3 in annex 7. Analysis of the
data contained there shows that in 1993-1995 the number of competitive branches in -
economy increases and the number of non-competitive branches decreases.

7.3.2. Competitiveness scheme of branches dominated by SMEs
Table 13 . Competitiveness scheme of branches dominated by SMEs in 1994-95 Numbers

' pf‘ branches in distinguished in competitiveness categories (including branches which
joined SMEs - dominated group in 1995) - '

—&0—

Branches competili | neulral | potential [not  |1995

ve |competiti | competiti | competiti |
B : : veness  Ivenmess |ve b
competitive 13 - 1 14
| neutrat competlitiveness 2 13 3 - |18 |
potentiat compelitiveness : 6 4 B
not competitive - 2 19 |21
1904 15 13 12 23 |63




 source; Investinent Risk Map, PBR Warsaw-Gdarsk, 1896 7 | _
attention: calculation of compelitiveness was done for EKD classes. It was assumed that
the class is dominated by SMESs sector if employment in the group covering a given class is
bigger than 50% in SMEs sector. o -

Changes of compelitiveness in branches dominated by SMEs sector are similar to changes
in the entire economy. In the group of branches dominated by SMEs in 1995 we observe a
certain increase of competitiveness in branches that is more branches have passed to
higher competitive group (9) than to lower one {2). But distiibution of compelitive and less
_ competitive branches is not good. {n the entire economy there are less low competitiveness
branches than high competitiveness branches. But the scheme of branches dominated by
SMEs is more equal and most numerous class of branches.is group IV : non-competitive
‘branches. Competitive branches dorinated by SMEs cover mainly production of food
articies, production of metal commodities, production of computers, instruments and toys.
Changes of SMEs competitiveness as compared to big enterprises is shown in tabie 4 of
- annex 7. The table shows that within last three year the competitive position of SMEs
dominated branches has been gradually worsening in comparison to branches dorninated
by big companies. In spite the tendency o slow improvement of competitiveness in SMEs
- sector branches dominated by big companies improve their competitiveness faster. In 1993
46% of branchies dominated by SMEs belonged to two first compelitive groupd; in 1995 -
50%. Corresponding quantities for big companies sector are 50% and 59%. Faster
improvement of DRC index by branches dominated by big companies is probably linked
with considerable economic boom in 1993-1985 in the Polish economy and with belter use
of fixed property. It resuits from the fact that big companies usually have higher fixed costs
which may be covered by biggers production at the time of economic boom.
Calculations presented above allow for a general conclusion - SMES sector cannot be
‘clearly defined as compelitive of not competitive. Right now half of the branches dominated
by SMEs is competitive or potentially competitive according to DRC methed. On the other
hand we have a constant tendency to improve the index of competitiveness in branches
dominated by SMEs. Competitive SMEs branches are significant exporters in this sector.
The biggést share in exports of SMEs has been relatively simple products like metal
commodities, fruits and vegetable ' products, flour products, sweets so the aiticles having
the highest index of competitiveness.

7.4. Evaluation of SMEs competitiveness compared to big companies basing on cosls
analysis '

7.4.1. Total labor costs

Literature about SMEs shows that they are relatively weakly capitalized which suggests that
a part of costs linked with capita! restoration will be lower in such companies than in big |
companies. At the same time SMEs are usually concentrated on more labor consuniing
production (see Small Firms - report of the Committee of Inquiry on Small Firms, Chairman
J.E. Bolton, London 1978} These two fealures of SMEs suggest that tabor costs (labor
costs are relatively wide category and according to international definitions of International
Conference of Labor Statistics contain , apart from direct compensation for work, including
extra duty hours, such components as : compensation for the non-working time {hofidays,
free days, bonuses, compensations etc), bonuses, insurance expanses, costs of
professional training, costs of social services etc) may be of more significance for SMEs

~ thian for big companies i.€. labor costs would constilute bigger part of total costs. Table 17
shows that it is not so. E

- Table 17 Labor costs share in tolal costs in SMEs and in big companies in 1995
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(in this chapter @ small enterpris‘e is the en!erpnse ‘employing more than 6 employees and
less than 50 in case of industiial and mining fitms (sections C and D} or more than 20
" people in case of other cornpanies)

{3 Seriest
| Séries2

Bl

medium and b)ghrms small frms

'senes‘i sections C, E G H, K, Ojomtly
~series 2 - sections D and F ]omtty

source: Gus data for C E, G, H,K and O sections In 1995, and for D and F sections | in 1994
 Attention: mediumi-sized compan[es and big companies of C and D sections employed
“more than 50 peopTe and in remaining sections over 20 peopje Small firms emptoyed over

6 people and less.

In alt sections except K section (firms servicing) small units have lower labor costs in

proportion to total costs than medium and big companies. Absolutely different from what we
- could expect. It can be caused by two reasons: first, small companies may operate on the
job black marke! which means that they do not show all real {abor costs (and the other

costs are shown). Additionally small firms may use civil agreement instead of labor
conlracls which fowers the nominal employment cost. Secondly, medium firms and -
especially big firms may, contrary to small ones, be characterized by hidden unemployment
which means growing tabor costs (and that may resuit from non economic reasons)

Table 18. Share of labor costs in totak'costs in sections C,EE,G,H‘K,O in public and private
sectors (in 1995) :

rSeries
Serigs?

srraunrms mecium & blg firms  totaly

series 1 - public sector
sertes 2 - private sector -

source: GUS data for sections C E.GHXK and O 1995 ‘sections D and F 1994

Attn; medium and big companies in sectlons C and D were employing over 50 people, in
remaining sections over 20 people, Small corpanies employed over 6 people and below
the mininum limit for a big company
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‘ Considerable differentiation of small firms profitability in public and private sectors
described in chapter 7.1 allows to think that it raay result from & different meaning of labor

" costs in public and private sectors. Worse finaricial results of small public corpanies may
indirectly point to the bigger share of labor costs in totaf costs in these firms (and smaller

efficiency of human capital use in these firms)
7.4.2. Labor costs structure in cornpanies of various sizes

Labor cosis structure is dependent more on the ownership sector than on the size of the

firm, . : L : : o
Table 14 Labor costs structure in'small 2nd big firms of public and private sectors in
industry and construction (in %) '

- source: labor costs in production activity an construction, GUS, Warsaw 1994

Public Private
sector - | sector
total compani total compani
€s _ : es
S : big small -{ big | small

A Remunerations and '
compensations
calculated into costs L
including: 1915 91,6 a6 98,8 98,5 89,5
1. Personal
remunerations
including: ' _
-baslc remuneration 57,2 57,1 57 58,2 59,2 55,1
-allowances 30,5 30,4 36,1 1392 376 | 46,3
2. Non-personal '

)| remunerations
3. Social insurance . ;

1 costs: - 105 (0% 5,2 8,7 52 11
4. Labor security costs | 23,9 23,9 23,6 244 - | 246 23,8
5. social funds costs 3,5 3,1 1,1 2,3 27 1,2

| B. payment from profits | 8,5 85 4 1,2 1,6 0,4
| C. Labor cosls 100 100 | 100 100 100 100

Table 14 points to the big differentiation of labor costs structure in ownership sectors in

econorny and in size sectars of companies. Above all, fabor costs calculated into costs of

firms constitute nearly 99% in case of private companies and 91,5% in case of public firms.

~ So big difference (7,3%) is not visible between small and big companies although big

~companies have srnaller labor cosls rate calcutated into costs. Differences in- this case are
4,5% for the public sector and 1% for private sector. High share of non-personnal costs in

- private sector especially in small companies shows that these firms use civil agreements

instead of working contacls to lower labor costs.

7.4.3. Working time

~ Table 14 Working time structure in small and big companies in industry and construction
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100

3 5 8 8

=

senes1 b[g firms
series 2 - smallcon‘pames

Table 19 ‘shows that working time is better used in small companies than in bid
companies. it is connected with more effl cient use of working time and smaller costs of
holidays and sick leaves of employees. Table 5 in annex 7 suggests that much moie _
significance for efficient use of working time is provided by ownership sector. Companng of
the sectors clearlyu shows that a more tight owners control results in more efficient use of
working time. We should notice that for all sections the share of working time in the paid
time is higher in private sector than in public sector which is caused by a different approach
to sick leaves. And taking holidays is rnuch more similar in both sectors and differences are
not so big. In case of two sections (paper production and lrade) and section H {hotels and
restaurants) takmg hohdays was more often in private companies than in public ones.

- 7.4.4. SMEs vs innovations level

The level of innovations influences the level of competitiveness of economic activity. The
‘general level of innovations measured by the number of filed licenses and éxpanses for
research and development is very low in Poland. Both the number of new inventions and
the number of patterns decreases since 1990. The level and structure of expanses for
research and development remains unfavorable that is, expanses of public sector are
dominating and expanses of companies seclor are small. Expanses for research and
development per capita are only 33 USD, so it is 10% of average expanses in EU. At the
same time the share of the private sector is not more than 8% and industrial section 43% of
all expanses; [t means that market mechanisms are not dominating when it comes to
allocation of means to that end, the means come from the budget rather. We have to stress
low innovation level of Polish economy and even worse pasition of SMEs.,

The table below shows the rale of innovative enterpnses among the total number of
enterprises in a given category



_ Table 20 Enterprise structure according to innovation level in 1994

45
40 %
35 Rk
30 3
0

25 3
.15 \&
10 =y
, ¥
) 38

SNVE g firms . Tdally

serfes 1 - strongly innovative :
series 2- medium fevel of innovations
series 3-- weakly innovative

series 4 - low level of innovations

source M. Korona Product and Technology Innovations in Pohsh Companies (GUS poll
covered 2500 firms including 29% of small ones (employing up to 50 peop!e) 45% of
meditum (50-500 people), 26% of big firms (over 500 people).

(1) aform is:
-strongly innovative in case il inlroduced 4 innovations. within ene year
-medium innovative in case it introduced 3 innovation within a year
.vieakly innovative in case it intlroduced 1 or 2 innovations within a year
(2) Definitions of firms size in this poll were as follows:
-small company employs up to 50 people
-big company employs over 500 people

Table 20 shows a simple link that the large size of the company stimulates innovations

Taking into account two basic factors of evaluating competitiveness: labor costs and
innovations we have to show thal SMEs cannot be recognized as having competmve
overbalance in comparison to big companies. Especially it applies to innovations evaluated
through introduction of new technologies or new market products. Sector of SMEs is less
innovative than sector of big companies. Labor costs and their structure and working time
structure show some advantage of SMEs sector in comparison with big companies sector.
If results from belter use of working lime and lower relative labor costs (in proportion {o total
cosls)

7.5 Summary
Relative productivity and proﬁtab lity is higher in SMEs sector in Poland than in SMEs
sector in EU. At the same time, the number of enterprises and average size of a Polish
SME shows thal this sector in Poland shouid develop further.
Average added value per an employee in SMES in Poland is higher than in big compames

and in Polish ‘economy in general which means that in 1995 SMEs sector was more
efficient than big compames sector.



There are big differences between ownership sectors in the sphere of productivity and
profitability. In the public sector efficiency grows togetner with the size of the company. In
the private seclor, the link Is just adverse . - B

In industry, SMEs sector is more efficlent than big firms in‘all sections except ¢lothes
production, SMEs are more efficient in branches dominated by big companies than in
branches dominated by small companies. '

SMEs are over 70% of Polish exporters but their share in the exports values amounted to
18,4% in 1994, SMEs exported 6,9% of the public exports value and 37,8% of private
expoits value. Hall of SMEs exports was production activity. The biggest share in a given
branch exports was in light industry, plastic production. Simple metal articles, processed
‘fruits and vegelablés, flour products, sweets so not very refined production and not very
advanced technologically. Competitiveness of SMEs export offer is based on cheap tabor
and raw materials. - ' ' : :

Ciomparing competitiveness by DRC method (comparing added value in agiven branch in
world and domestic prices) shows that the number of branches dominated by SMEs
increases in case they are competitive. In 1995 some 50% of examined bianches
dominated by SMEs was competitive or potentially competitive. At the same time proportion
of non-competilive branches among SMEs dominated branches is bigger than in
corresponding branches domirtated by big firms. _ '

Comparing labor costs and working time use between small and big companies _éhoWs

advantages of small companies. On the other hand, innovations among small companies
are definitely less numerous than in big firms.
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