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Summary: The purpose of this paper is to characterize the small and medium-sized
enterprise of the construction industry, operating in the economic slowdown. Nowadays
SME and construction sector play a significant role in the national economy: make
important contributions to job creation and GDP growth. The economic slowdown,
significantly affects the change of conditions in which it operates: rise of commodity prices,
difficulties in obtaining credit, delay of payments for construction/assembly works,
insufficient demand, strong price competition on market and fierce competition for
contracts. Many companies are trying to adapt to changes in the environment, but not all of
them are successful.
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1. The Polish SMEs and construction sector

In the literature, there is no single, universally valid definition of SMEs. They are
defined on the basis of two sets of criteria- quantitative and qualitative. Quantitative criteria
are those which include measurable factors particular to the company, such as number of
employees, turnover, net production, revenue, profit, etc. They may be various in different
countries. In most cases, the leading criterion is the number of people employed in the
company. The definition of SMEs based on qualitative parameters based on the assumption
that there is a certain set of attributes, relevant only to them. This list of attributes includes
such features, areas, modes of action and behavior that do not occur in large companies, or
they are implemented in those enterprises in a different way [1].

Structural determinant of the economies of the European Union is the high rank of the
SME sector entities [1]. Also Central Statistical Office (GUS) data confirm, that there is
a very high share of the total number of the enterprises in Poland- it is to more than 99% of
all companies. Only 0.08% of all companies are large enterprises [3].

Considering the territorial distribution of companies, there are significant differences
between the Polish administrative areas (tab. 1). The largest number of enterprises is
located in voivodsips such as Mazowieckie (669 thousand.), Slaskie (430 thousand.) and
Wielkopolskie (369 thousand.). Also, when looking at the number of SMEs - adequate
trend can be seen. The largest group of the SME sector is in such voivodships as
Mazowieckie, Slaskie and Wielkopolskie [3].

However, when taking into account the share of SMEs in total number of enterprises,
there can be seen, that in Silesia voivodship the share of enterprises employing up to 249
people is 99.91%, while for Mazowieckie voivodship it is 99.89%. On the other hand-in
such voivodships as Podlaskie (89 thousand.) or Opolskie (93 thousand.) number of
companies does not exceed even one hundred thousand [3].
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Tab. 4. Entities of the national economy by the expected number of employed and
voivodships (private sector)

Expected number of employed

SME Sector

Voivodships Total
0-9 10-49  50-249  Total
. 315 306 1 315
Dolnoslask
omosiasiae 483.00  196.00  7795.00 23400 22500  258.00
Kujawsko- 179 173 179
pomorskic 500.00  051.00 537700 93500 36300 137,00
. 157 152 157
Lubelskie 217.00 911.00  3656,00 578,00 14500 72,00
: 101 100
Lubuskie 051.00  97531,00 298400 46900 098400  67.00
s 223 214 1 223
Lodzk
odziie 44200 29400 781700 147.00 258.00 184,00
: 328 316 10 1 328
Matopolsk
alopolstie 269.00  439.00  054.00 543.00 036.00 233,00
N 669 645 20 3 669
M k
azowieekie 87100  113.00 70400 337.00 15400 717,00
Opolskie 93226,00 90382,00 242500 361,00 93 168,00 58,00
, 146 141 146
Podkarpackie 503.00 95600 376500 65500 37600 127,00
Podlaskie 89 761,00 87298,00 2063,00 347,00 89708,00 53,00
. 253 244 1 253
Pomorsk
OMOTSKIE 21400 30400 762200 14300 069.00 145,00
. 430 411 15 2 429
Slask
askae 023.00  510.00  852.00 264.00 626.00 397,00
. . 103 103
Swigtokrzyskie 099.00  99788,00 2790,00 442,00 (2000 79,00
Warmifisko- 112 108 112
mazurskie 589.00  601.00  3376,00 544,00 52100 68,00
: : 369 354 12 2 369
Wielkopolsk
1eTRopoisiae 651.00 49100  744.00 096.00 331.00 320,00
. 207 201 207
Zachodniopomorskie 634.00 902.00 4 993,00 661,00 556.00 78,00

3780 3 645 114 17 3777

533,00 767,00 017,00 756,00 540,00 2 993,00

Analysis of enterprises by the estimated number of employers up to 249 people (fig. 1)
by the sections of the Polish Classification of Activities (PKD) shows a significant share of
companies engaged in: trade, repair of motor vehicles (27.98%), construction (12.36%),
manufacturing (9.40%), professional, scientific and technical activities (9.03%) [3].
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Fig. 1. Entities of the national economy by the sections of the Polish Classification of
Activities (private sector)

The conviction of the important role of the SME sector for economy is common. It has
an impact on the economic, social and political processes of modern market economies
around the world. Papers emphasizes the particular importance of the sector in the creation
of jobs and the GDP [4]. The sector is the largest employer, which strongly determines the
situation on the labor market. According to Eurostat data for 2008, the share of employed in
the SME sector in total employment in Poland is 68.9% [5]. Analyzing employment by
industry (fig. 2), the largest share of employment have: manufacturing (37,81%), trade
(20,73%), transportation and storage (8,93%), construction (8,91). The construction sector
employed on 30 June 2012, 517 200 people (excluding businesses employing up to 9
persons), while the average employment in the first half of 2012 amounted to 482 400,
which represents almost 9% of the total employment. [6]. During the prosperity, the
construction sector reduces unemployment. At a time when there is a downturn-trend
reverses-employment is rapidly decreasing. [7].
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Fig. 2. Average employment by ownership sectors (in 1st half of 2012)

The SME sector generates almost half of Polish GDP (48.4%), while the smallest
businesses nearly one-third (fig. 3). The share of medium-sized entities is 10.10%, and
small - 7.90% [5]. Consideration of the structure of gross value added by activities indicates
a growing share of construction. In 2010, in the kind-of-activity structure of voivodships’
economies compared to 2005 an increase of construction share in generating gross value
added was observed in all voivodships. Also a decrease of shares of entities acting was
observed in financial and insurance activities, real estate activities, as well as in agriculture,
forestry and fishing nearly in all voivodships. In the voivodships’ breakdown in 2010, the
share of units engaged in construction in the generation of gross value added ranged from
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6,8% in Mazowieckie voivodship to 10,4% in Matopolskie voivodship (in 2005 from 4,4%
in Mazowieckie voivodship to 7,4% in Matopolskie and Swigtokrzyskie voivodships).

Micro
enterprises
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enterprises
1.90%
Medium

enterprises
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Fig.3. Contribution of enterprise to GDP

In 2010, entities engaged in construction activities generated 8,0% of the national gross
value added — what was by 0,2 pp more than in 2009 and by 2,2 pp more in comparison
with 2005. However, analyzing the results for individual voivodships may notice some
different. In 2010 (compared to 2009) in 12 voivodships an increase of construction share
was recorded from 0,1 pp in voivodships: Lodzkie, Opolskie and Slaskie to 0,6 pp in
Podkarpackie. A decrease of share of construction entities was observed only in
Dolnoslaskie voivodship by 0,1 pp, whereas in the following voivodships: Kujawsko-
pomorskie, Lubelskie and Warminsko-mazurskie their share did not change [8].

2. Construction industry in economic downturn

The economic crisis, next the economic downturn significantly changed conditions for
enterprises. The changes relate to the external and also internal environment. Research from
the end of 2009 showed that most traders were of the opinion that the situation of the
company due to crisis worsened somehow, and much smaller group concluded that the
economic crisis has not affected the health of their business. Almost half of the companies
assessed their condition as good. What is more- construction companies also assessed it as
in the same condition [9]. Reports and statistics from subsequent years show a drastic
change in the situation particularly in relation to construction [10, 11, 12, 14]. Construction
industry (including transport and manufacturing was even considered by the European
Commission as particularly vulnerable to the negative impact of the economic crisis. [9].
Construction is recognized as one of the main economic sectors of activity in Europe. It has
been seriously affected by the economic downturn, although the effects of the crisis and the
timing of their disclosure differ between Member States of the European Union [14].

In Poland, the indicator of general business tendency climate in construction, calculated
by the Central Statistical Office (GUS), based on the subjective opinions of directors of
companies, is indicating significant changes during the economic downturn in relation to
the years considered as pre-crisised (fig. 4). Compared with the years 2006-2008 the index
for subsequent years is much lower. The indicator reflects opinions on the current and
expected general economic of enterprise. Considering each of the years it could be noticed
that at the turn of the year economic climate is estimated as a much worse than in the mid-
year. Despite of seasonal fluctuations there is a significant decrease of the value of the
indicator in 2009 and 2012 [11].
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Fig. 4. Indicator of general business tendency climate in construction (January 2006 -
October 2012)

The annual analysis of macroeconomic indicators, the Central Statistical Office (GUS) -
for construction industry- accepted sales indicator of construction and assembly production
[fig. 5]. According to the report- since 2006, the industry recorded a decline in sales. In
2011, there was a rapid increase in sales compared to 2008 (pre-crisis) [12]. This high score
is related to, among others, the organization of the UEFA European Football Championship
EURO 2012. The increase of activity in the construction industry was due to the need to
expand and modernize the transport infrastructure (roads, railways, airports) and sports
(stadiums and accommodation centers) [15].
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Fig. 5. Sales indicator of construction and assembly production

Construction activity need to be seen through the perspective of an open system,
combined with the environment in which from one side obtains: energy, information,
materials, from other side provide services [14]. So analyzing the economic situation for
the construction, the attention should be paid to the business relationship with the other
sectors of the economy: the production of materials, equipment, machinery, transportation,
energy. In case the construction services records prosperity, it promotes the development of
other sectors. In the case of recession, the counter-effect on the overall state of the economy
is negative [16]. Attention need to be drawn to the link between construction and the steel
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industry, for which the slowdown in construction projects (housing is the recipient of the
metal components), reducing infrastructure investment as a result of budget cuts could have
very negative consequences [13].

The report concerning investments and strategies of SMEs in times of economic
downturn shows, that the vast majority of firms in response to the crisis began primarily
limited various charges, starting from those associated with the current activity and ending
on investment [9]. This is confirmed by the Central Statistical Office (GUS) data, which
show that in the years, since 2008, the projected expenditures for investments in the
construction sector has been reduced (fig. 6). The lowest values were recorded in 2009. The
following year, there was a revival, which recorded another decline in the next year. As
with the overall rate of economic climate businesses, seasonality also characterizes the rate
of change in the investment [10].
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Fig.6. Percentage change in investments projected for the present year compared with
investments in the last year in construction industry

The company's growth, and in particular investments, require adequate funding.
Specifics of the operation of SMEs, not only in Poland, is associated with limited financial
resources, difficult access to foreign capital and experts. As a result, SMEs function -
especially in the early stages - on the basis of private owners savings [17].

Indicator of financing sources (fig. 7) shows a much greater use of SMEs own resources
by construction companies, than other sources of financing, such as a leasing or domestic
bank credit [10]. On the one hand, studies indicate relatively low confidence in the external
financing of small and medium enterprises [9]. On the other hand, emphasized the fact of
difficult access to bank credit. The Ministry of Economy published the study in the second
half of 2010, which shows that among the companies that have applied for a loan, half of
those has received it. Meanwhile, the research on behalf of the Lewiatan, that were before
crisis, has shown that over 80% of SMEs were able to increase the debt. [4]. Impact of the
crisis on businesses also reflects the rate of bankruptcy of enterprises.

Number of bankruptcy for the construction industry (fig. 8) is still increasing since 2008
[18, 19, 13]. In 2011, compared to the previous year, there was recorded an increase of
bankruptcy by 46 percent.
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Fig. 7. Selected financial sources of investments in construction sector (SME)

The highest score among the other sectors confirms the worsening condition of the
construction companies. What more analysis of companies turnover, for which were
declared bankrupt in 2011, confirms that the insolvency concern in most cases small and
medium-sized companies. For close to 60 percent companies of which Coface have
financial data, as many as 42 percent are companies with turnover is up to 5 million PLN,
and 52 percent are companies with have revenues of between 5 and 50 million PLN. Large
enterprises with turnover at more than 100 million PLN represents only 3 percent of
bankrupts. It is worth mentioning that most of the companies whose financial data Coface
did not have, are also small businesses [13].

Strong price competition on market and fierce competition for contracts, tenders, where
the main element is the choice by aspect of the best offer price cause that the company
signs an agreement under the terms of guarantee which may not even cover the costs [13].
Furthermore, companies were badly hit by the effect of a sudden increase of raw materials
and fuels prices [20]. Polish Association of Construction Employers (Polski Zwigzek
Pracodawcow Budownictwa) not only draws attention to the increasing prices of materials,
but pays particular attention to the lack of indexation of the contract price with mostly no
agreement on the settlement of additional work, which puts contractors at a disadvantage
[21].
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Fig. 8. Number of business failures

The negative effects particularly affected micro and small enterprises, which on the one
hand have difficulty to win tenders, on the other hand is relatively easy to refuse them to
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pay on time. A typical attitude in times of economic downturn is a tendency to hold cash
(especially to the difficult to get credit from financial institutions) by extending payment
terms and causing payment delays, which is characteristic to the construction industry [19].
Due to the fact that the smaller subcontractors have the greatest problems, which had
suspended payment by the general contractors, most bankruptcies are among the smaller
entities, rather than large companies [13].

Another problem seems to be the claims process, which is not very effective even in
large enterprises. Many construction companies are claiming amounts not earlier than at the
end of the project. Often it comes to be ineffective. When the whole project is finished,
construction companies lose arguments in negotiations with the investor. This leads to
lawsuits, that the settlement can take place even after a few years [20].

Due to the fact, that bankruptcy statistics show changes of the economic situation with a
delay and the construction industry is characterized by a relatively long cycle execution-
perspectives for the next year are not optimistic [22]. Long implementation cycle means
that in the initial stage of the economic downturn, the construction industry has been
benefited from the fact that contracts are signed during the prosperity, by the relatively high
rates. Due to the pressure on prices, labor costs and materials are gradually reduced, so the
profit margins are satisfactory for some time. During the period of economic prosperity,
described mechanism works in the opposite way, which as a result the negative effects of
downturn extends in time [19].

3. Conclusions

The SME sector represents a large percentage of companies in the European countries,
also in Poland. The importance of the SME sector in the economy is high which is
confirmed by numerous studies. Economic slowdown changed conditions of the SME
sector in Poland. The financial crisis hit Eastern Europe particularly severely at the end of
2008 and the beginning of 2009. Some countries have been affected comparatively
strongly, while the impact on other countries in the region was not as strong but not
negligible [23]. On the other hand, impact on various economic sectors was different. The
indicators for the construction sector are not as optimistic as quoted results of the SME
sector. Construction industry plays a significant role in the national economy: makes
important contributions to job creation and GDP growth, is related with other sectors such
as steel. Prosperity in construction has a positive effect on GDP, reducing unemployment
and also affects other industries. In opposite situation it has a negative impact.

Indicator of general business tendency climate in construction, calculated by the Central
Statistical Office (GUS), and number of business failures are not optimistic. The number of
bankruptcies in the construction industry increases. In 2011, there was an increase of 46
percent compared to the previous year. Strong price competition on market and fierce
competition for contracts, rise of commodity prices, difficulties in obtaining credit, delay
of payments and insufficient demand are likely to hinder on construction industry activity.
These factors particularly affected smaller companies. In this situations, it is difficult to
compete for new contracts and negotiate the terms of payment, so bankruptcy rate increases
for smaller businesses.

Sales indicator of construction and assembly production is more optimistic than others.
However, experts suggest that it may be short-term uptrend. The construction industry has
been developed due to investments related to the preparations for the European Football
Championship and the many infrastructure projects were funded by the European Union in
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the 2011 and 2012 [13]. Investments connected with Euro 2012 are finished. Number of
contracts for infrastructure projects will be significantly reduced. More questions arise
about perspective for the construction industry [20].
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