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1. Introduction

Small and medium-sized enterprises (SMEs) in Poland export a high volume of their goods and
services to other EU countries. While operating costs are important in Poland, financing for
entrepreneurs remains more readily available than in the EU on average. The country still lags
behind other EU Member States on skills and innovation and integration of digital technologies by
businesses.

In 2020, SME value added and employment remained sluggish with 0.0% and 0.2% growth
respectively!. Until the second quarter of 2020, SMEs in Poland coped with the COVID-19 crisis
better than in other EU countries, with only 16% of Polish SMEs having reduced their workforce in
response to the pandemic (against 22% for the average of EU countries surveyed)?. In the last
quarter of 2020, the situation seemed to deteriorate for SMEs. In December 2020, only 37% of
SMEs deemed their financial situation satisfactory, down from 49.3% in September. A total of
62.3% expected their revenues to decrease over the next 3 months, up from 43.1% at the end of
Q3-2020. As many as 80% of companies had no investment plans for the next 3 months3. On the
other hand, large companies reported increased liquidity, and there was an improvement in the
investment sentiment. However, it was still below pre-COVID levels and stems more from the
limitations of previous investments’ reduction plans rather than new plans®.

Some sectors were badly affected by the COVID-19 pandemic in 2020. The accommodation and
food services sector in particular experienced a sharp contraction, with SME value added dropping
by 36.9% and employment dropping by 1.0%. The professional, scientific and technical activities
sector, in contrast, performed exceptionally well, generating 11.2% growth in SME value added
and 8.4% growth in SME employment.

In 2021, growth is expected to continue, with increases in SME value added and SME employment
of 6.2% and 0.7% respectively.

In Poland’s ‘non-financial business economy’, SMEs accounted for slightly more than half of overall
value added in 2020. This represents 52.8%, which is consistent with the EU average of 53.0%.
SMEs also generated 67.7% of total employment, slightly above the EU average of 65.2%. SME
productivity, defined as value added per person employed, was around EUR 20 700, less than half
the EU average of EUR 40 000. Polish SMEs employed approximately 3.4 people against the EU
average of 3.7.

The SME Performance Review monitors SME-related developments across the EU.
For more information: https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en



https://ec.europa.eu/growth/smes/sme-strategy/performance-review_en

Figure 1: Number of enterprises, persons employed and value added in 2020

Number of enterprises Number of persons employed Value added

Poland EU-27 Poland EU-27 Poland EU-27
Number Share Number Share Share € billion SHETE Share

Micro 1 881 620 95.1% 93.3% 3450 168 35.2% 29.6% 50.9 19.5% 18.7%
Small 80 076 4.0% 5.7% 1632983 16.7% 19.7% 40.6 15.6% 17%
M:?zi:g'- 14 501 0.7% 0.9% 1552713 15.8% 15.8% 46 17.7% 17.3%
99.8% 6 635864 67.7% 65.2% 137.4 52.8% 53%
Large 3110 0.2% 0.2% 3164 727 32.3% 34.8% 123.1 47.2% 47%
Total 1979 307 100% 100% 9800591 100% 100% 260.5 100% 100%

Source: These are estimates for 2020 produced by DIW Econ, based on 2008-2018 figures from the Structural Business
Statistics Database as well as provisional data for 2019-2020 from the National Accounts Database and the Short-Term
Business Statistics Database (Eurostat). The data cover the 'non-financial business economy', which includes industry,
construction, trade, and services (NACE Rev. 2 sections B to J, L, M and N), but not enterprises in agriculture, forestry and
fisheries and the largely non-market service sectors such as education and health. The following size-class definitions are
applied: micro firms (0-9 persons employed), small firms (10-49 persons employed), medium-sized firms (50-249 persons
employed), and large firms (250+ persons employed).

2. Key strengths

SME exports

In 2019, 1 in 3 Polish SMEs exported their goods and services to other EU countries, performing
better than the EU average, where less than 1 in 4 SMEs export to other EU countries (23%) on
average>,

Globally, slightly more Polish companies export to other European but non-EU countries (e.g.
Russia) compared to companies in other Member States on average (10% versus 9%). Between
2-3% exported to other regions of the world (compared to 3-4% in the EU on average). On
average, 4.9%, 14.5% and 19.2% of the income of micro, small and medium-sized enterprises
respectively was derived from exports in 2018°.

Trade integration of Polish companies in the single market for goods is significantly above the EU
average. The intra-EU trade integration in goods measured as a % of GDP amounted to 33.6% in
2018 (an increase of 1.8% compared to 2017), and intra-EU imports accounted for 31.6% of GDP
(an increase of 1.7% compared to 2017). Between 2019 and 2020, the value of Polish exports to
other EU Member States grew by 10.2% a year on average, ranking the country 5th among the
EU-277.

Trade integration for services (7.1% of GDP) in turn remains slightly below the EU average of
7.4%, but is rising faster than in the other EU countries on average (by 5.6% compared to 2.8%).
Intra-EU imports of services accounted for 5.7% of Polish GDP in 2018, according to the Single
Market Scoreboard.



Access to finance

Financing for entrepreneurs in Poland remains more readily available than in the EU on average,
even though some indicators reveal a deterioration in performance?.

The value of government guaranteed loans and loan guarantees continued to increase, amounting
to PLN 18.17 billion (EUR 4.09 billion) and PLN 10.17 bn (EUR 2.29 bn) respectively®. As for non-
bank finance, the year-over-year growth rate of venture and growth capital climbed to 78.23%
after a slump in 2015-2017. The value of leasing and hire purchases as well as factoring and
invoice discounting also went up in 2017-2018 by PLN 8.25 bn (EUR 1.86 bn) and PLN 47.14 bn
(EUR 10.62 bn) respectively.

The value of non-performing loans among SMEs declined from 10% in 2017 to 8.8% in 2018 -
unlike all business loans, which went up during the same period. While the value of outstanding
SME business loans increased by PLN 1.91 bn (EUR 430.30 million), the share of outstanding SME
loans among all business loans fell from 56.44% to 53.7%.

However, Poland’s overall score for 2019 in the Global Entrepreneurship Monitor 2019-2020 in
terms of availability of equity and debt for SMEs fell to 3.00 (maximum 5.00) compared to 3.20 in
2018. Interest rates for SMEs went up by 0.48 percentage points (p.p.) between 2017 and 2018,
compared to 0.16 p.p. for large firms'%, widening the interest rate spread to 0.51 p.p. On the other
hand, the vast majority of SME loans were long-term loans, and the share of SME non-performing
loans decreased in 2018.

These changes are reflected in the perceptions of entrepreneurs themselves. The share of Polish
SMEs that evaluated access to finance as good or excellent fell from 41% in 2017 to 29% in 201911,
At the same time, this number is broadly in line with findings from other countries (30%), placing
Poland just below the average. Similarly, access to finance is the biggest concern for 6% of Polish
SMEs compared to the EU average of 7%?%2?, and decreased by 2 p.p. compared to 2018.

Figure 2: Strength of legal rights index and depth of credit information index
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Source: World Bank Doing Business, 2020%3.

The strength of legal rights index measures the degree to which collateral and bankruptcy laws protect the rights of
borrowers and lenders and thus facilitate lending. The index ranges from 0 to 12, with higher scores indicating that collateral
and bankruptcy laws are better designed to expand access to credit.

The depth of credit information index measures rules and practices affecting the coverage, scope and accessibility of credit
information available through either a public registry or a private credit bureau. The new index ranges from 0 to 8, with
higher values indicating the availability of more credit information, from either a credit bureau or a credit registry, to
facilitate lending decisions.



3. Key challenges

High operating costs (financial and otherwise)

High operating costs are perceived as a major risk factor by 50% of Polish micro-entrepreneurs'4.
The fact that the already high operating costs were on the rise was seen as the biggest challenge
by 68% of Polish SME owners prior to the outbreak of the COVID-19 pandemic (compared to 42%
on average in Europe, North America and Asia)!>.

The high tax burden is identified as the main obstacle to growth and development by three-
quarters of start-ups and newly founded companies!®. This confirms the findings of the World
Bank, where Poland ranked 77th out of 190 economies in the ‘Paying taxes’ sub-ranking (down
from 51st in 2018 and 69th in 2019)"7,

Moreover, Poland ranks 128th out of 190 economies on ease of starting a business with a score of
82.9 (out of 100; its score has been slowly but steadily improving in the last 10 years; in 2010 it
was 78.5). Indeed, costs associated with excessive bureaucracy and constraints resulting from the
labour law are among the key obstacles identified by start-ups and young companies’ owners?8,
When looking at the time to register property, it takes on average 135 days in Poland compared
to an average of 27.4 days in the EU'°.

Figure 3: Cost to start a business (% of income per capita)
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Source: World Bank Doing Business, 2020?°

On average, entrepreneurs spend 334 hours dealing with tax issues alone (up from 269 in 2015
and compared to 159 for the OECD on average?!). Despite improvements undertaken by the Polish
government in recent years, frequent changes of law, including multiple amendments to the same
legal acts over a short period of time as well as short vacatio legis periods (between the
announcement of the legal act and its entry into force), do not allow entrepreneurs to prepare
themselves for the changes??.



Skills and innovation

Despite some progress (e.g. innovation-friendly environment), Poland remains 24th out of 27 EU
Member States in 2020 in terms of skills and innovation?3.

The most problematic areas for the country are linkages between innovators and attractive
research systems. Poland scored badly compared to other EU countries on foreign doctorate
students (26th), new doctorate graduates (25th), SMEs innovating in-house (26th - just 12.1%
of Polish SMEs innovate in-house against the EU average of 29.1%), as well as SMEs with
marketing or organisational innovations (26th - 11.1% against the EU average of 33.2%). The
percentage of Polish SMEs introducing new products or process innovation was 14.8% against the
EU average of 33.1%?24. On skills, only 21.7% of firms in Poland offer formal training to their staff,
even though companies have difficulties finding employees with the skills they need?>.

R&D spending has been persistently low. At 1.32% of GDP (as of 2019), it is not only below the
EU average of 2.0% (data for EU-28), but also below the government’s target of spending 1.7%
of GDP by 2020. However, it did increase significantly from 0.6% in 2008 and 1% in 201725, More
and more employees are engaged in R&D, and R&D spending increased by 18.1% from 2018 to
2019%,

For micro-entrepreneurs, high costs are the biggest obstacle to innovation, followed by lack of
support from the government for innovation?8,

There is also a lack of sufficient communication between the private sector and universities and
research institutions. The Global Innovation Index 2020 highlighted this as one of the major
weaknesses of Poland, ranking the country 87th out of 131 economies (up from 92nd in 2019).
On the question of whether new technology, science and other knowledge were efficiently
transferred from universities and public research centres to new and growing firms, Poland
performed below the EU average in 2019 (on a scale of 1-5, 1 being the worst and 5 the best,
Poland scored 2.19, below the EU average of 2.5)2%°.

However, the overall situation in the country in terms of innovation performance has improved in
recent years. According to the European Innovation Scoreboard, progress has been made mainly
due to advancements in broadband penetration and opportunity-driven entrepreneurship (both
above the EU average).

Digitalisation

Despite improvements, Poland lags behind other EU Member States when it comes to integration
of digital technologies by businesses. In the Digital Economy and Society Index 2020 report, it
ranked 23rd out of 27 EU Member States and 25th in terms of integration of digital technologies
by businesses3. While it performed better, so did the EU on average. A total of 13% of Polish
SMEs sell their products and services online against the EU average of 18% (an increase of 4%
compared to 2018), and 5% of them sell to clients in other EU countries3!. On the share of
businesses that have a website or that buy cloud computing services, Poland performs below the
EU average, scoring 69% and 10% respectively against the EU average of 75.4% and 27.8%32:33,
However, newer data suggest a strong increase in cloud computing services in Poland (17.5% in
2019)34,

Generally speaking, Polish entrepreneurs lack digital skills. The country has one of the least
developed digital entrepreneurial ecosystems among the EU Member States3°, which has proved
to be one of the main reasons for low digitalisation levels in the Polish economy in the past3°.

Alongside cybersecurity issues and internal resistance to change, the lack of employees with
sufficient digital skills is one of the key challenges for SMEs in their digitalisation processes3’.
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Despite this, just 11.6% of Polish firms provided training on ICT skills®® in 2019, below the EU
average of 21.6%.

On a positive note, awareness of the importance of digitalisation among Polish entrepreneurs is
on the rise®. Indeed, 1 in 3 Polish SMEs declare digitalisation to be a high or very high priority for
them. Moreover, the ongoing COVID-19 crisis has underlined the need for digitalisation and
compelled SMEs to use social media more. A total of 31% of Polish SMEs (32% of micro firms,
35% of small firms, and 37% of medium-sized firms) used online platforms to mitigate the adverse
effects of the COVID-19 pandemic?*®. Moreover, micro (17%), small and medium-sized (19% each)
firms undertook investments in new digital solutions, hardware or software.

4. Other key SME-related brief insights

IMPACT OF Liquidity is one of the key issues for SMEs facing the COVID-19 crisis, with
8823—%% CRISIS 44% of Polish entrepreneurs having noted decreases in their liquidity by

the end of June 20204'. SMEs adapted gradually to pandemic restrictions,
but the impact on business remained widespread. In October 2020, 52%
reported a decline in sales, against 69% in June®.

The government introduced measures to address this issue (loans, credit
guarantees, subsidies) under the auspices of the ‘Anti-crisis shield’
package. In 2020, this support was estimated at 7% of GDP*3,

SCALE-UP In 2018, the share of high-growth enterprises in Poland was 12.5%, 9th

ENVIRONMENT best in the EU that year*.

GREEN According to the Flash Eurobarometer 486, almost half (49%) of Polish

TRANSITION OF SMESs recycle or reuse materials against 61% in the EU on average, 49%

SMES . . . .
reduce their consumption of or impact on natural resources (vs 52% in

the EU on average), and 48% save energy or switch to sustainable energy
resources (vs 52% in the EU on average). However, 95% of Polish SMEs
do not use any form of renewable energy in their business activities.**

In 2019, Poland ranked 23rd out of 27 EU countries in the European Eco-
Innovation Scoreboard*®. This score puts Poland among the countries
catching up in eco innovation. 28% of Polish SMEs report actively
developing sustainable products or services, against the EU average of
30%*. Initiatives in this field include the Polish Product of the Future* or

the partnership for the implementation of sustainable development goals
49

SOCIAL While fewer Polish SMEs (25% against the EU average of 33%) have
gﬁg'IIE'EITNSAgrLITY implemented or are currently implementing a sustainability plan (on the

impact of their actions on both the environment and society), over half
(54% against the EU average of 40%) declared they may consider it in the
future®.

65% of Polish SMEs (vs 66% in the EU on average) are actively improving
the working conditions of their employees, while 39% (vs 52% in the EU
on average) promote diversity and equality in the workplace®'.
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