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INTRODUCTION AND THEORETICAL
BACKGROUND TO RESEARCH

COUNTRY INTRODUCTION

With a population of over 38.6 mIn and an area of almost 313 000
km?, Poland is the largest new member of the European Union’. In the
enlarged Union, it has the sixth highest population after Germany, Great
Britain, France, Italy and Spain.

Private small and medium-sized enterprises (SMESs) have a long tradi-
tion in Poland. They survived the entire post-war period and began to
develop dynamically after 1989, when the new Economic Activity Act
came into force. Consequently, the number of registered SMEs rose from
572 500 in 1989 to 3 576 800 at the end of 2004. The largest group of
enterprises are microenterprises (employing up to 9 people), which ac-
count for 95 per cent of all firms. Small firms (10-49 employees) account
for 4 per cent, medium-sized firms (50-249 employees) account for 0.8
per cent, and large firms (over 250 employees) account for about 0.1 per
cent of all firms (Piasecki, 2002; Przedsiebiorczo$¢ w Polsce w 2005,
2005).

From 1992, the Polish economy grew faster, achieving its best results
in the period 1995-1998. 1999 saw a slow-down in growth, culminating
in economic stagnation in 2001-2002. But since 2003, economic revival
has been observed in Poland. The average rate of economic growth in
Poland is expected to exceed 5 per cent during the period 2005-2020.
This means an increase in the annual real convergence rate from the cur-
rent 2.2. per cent to 2.7 per cent. One of the sources of the accelerated
growth will be an influx of Union funds, stimulating a growth in the GDP,
consumption and investments (Draft National Development Plan
2007-2013, 2005).

Throughout the period of transformation, Poland noted a dynamic
increase in foreign trade. For instance, in 2004 the volume of foreign

1 In May 2004, 10 new countries were added to the Europan Union. Apart from Po-
land, the new member-states are: Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, the Slovak Republic, and Slovenia.
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trade rose by over 18 per cent against 2003, and imports rose by over 16
per cent. Poland's accession to the European Union also served to boost
exports.

SME's have played, and continue to play, a major role in foreign
trade. It is reckoned that during the period 1993-1998, the contribution to
exports by SMEs rose to 48.1 per cent, but then fell to 47.6 per cent in
1999 and 43.9 per cent in 2001. The downward tendency was stopped in
2002 when their contribution to exports rose to 44.5 per cent, although
much of the credit for the improvement lies with medium sized enter-
prises, which have had a dominant position in SME exports since 1995
(Rogut, 2002b; Raport o stanie sektora, 2004). Imports by SME's dis-
played an even higher growth.

Both exports and imports by SMEs were (and still are) concentrated
on such sectors as machinery, equipment and electrical appliances; non-
precious metals and metal products; means of transport; materials and
textile products. These commaodities account for almost 60 per cent of the
entire exports of SMEs. Since May 2004 (accession to the European Un-
ion) exports of agricultural produce has also been a domain of SMEs.

A more detailed analysis permits the identification of 22 export niches
by SMEs regarding industrial and agricultural goods. Export niches are
taken to be those product groups in which: (i) the value of exports has
risen by at least 100 per cent against the preceding year; (ii) the value of
exports (imports) has not significantly exceeded the levels of exports (im-
ports) in 2001; (iii) the value of exports (imports) amounted to at least
USD 1 min in 2002 (Przedsiebiorczos¢ w Polsce 2005, 2005).

The chief market for exports and imports is the European Union,
which accounts for 67 per cent of exports and over 65 per cent of imports
by SMEs (Raport o stanie sektora, 2004)

An additional factor influencing the high growth of exports is the in-
flux of foreign direct investments (FDI). It is reckoned that in 2002-2004
FDI accounted for 13 per cent of the rise in the volume of exports (Ocena
sytuacji, 2005). According to figures at the end of 2004, accumulated
FDI in Poland amounted to USD 84.48 bin, including USD 80.65 bln
worth of large investments, that is those that exceeded USD 1 min.
Investments of less than USD 1 min are reckoned to have amounted to
USD 3.83 bIn. The most FDI came from the EU15 countries and in 2004
accounted for 74 per cent of the total value of FDI. Among the EU coun-
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regain their former position by considerably increasing the quality of their
products. In the face of the growing price competition, other firms have
decided to transfer their business to countries with lower labour costs,
nevertheless often leaving the final phase of production in the hands of
the parent company. For the smallest firms, this strategy frequently in-
volves difficult organisational problems (in inability to coordinate the
geographically dispersed co-production network). Large firms have ap-
plied this strategy successfully, but some small firms who did so suffered
a loss of customers. That was the case with Benetton, whose production
was previously performed by almost 500 contractors located close to his
ordinary place of business, but who transferred almost one quarter of his
production outside Italy in the 1990s. Those SMEs that had lost their
hitherto markets to several leading, usually foreign, firms who frequently
acquired 50-60 per cent of regional production also found themselves in
a tough situation. But tin this case, the reason was not just the opening of
the internal market (raising the minimal threshold of the organisational
potential required to compete effectively), but also the development of
new IT technologies, which considerably reduced the costs of coordina-
tion and encouraged many firms to re-internationalise some of the pro-
duction phases that had been shut down earlier. (Belussi, 1999; Steng,
2001).

Danish and Swedish firms had similar experience (Internationalisation
of SMEs, 2004)

Things were worse in the case of Portuguese firms, especially those
that had previously been sheltered by the strong umbrella of the domestic
market (Syrett, 1996). They included food companies, the overwhelming
majority of them SMEs, with a relatively low international competitive-
ness and geared mainly to the small domestic or regional market; with the
exception of wine producers and a certain number of exporters of unproc-
essed fish, fruit and vegetables. Most of these firms had concentrated on
standard products. The opening of the market brought them a huge rise in
competition from bigger foreign firms, possessing a clear cost advantages
(bigger-scale operations and, in many cases, cheaper sources of supplies).
In a short while, the competitive position of Portuguese SME's was
weakened by increased operating costs caused by the expense of adapting
to the standards of the internal market. The situation of some food com-
panies was also worsened by their inability to react strategically to inter-
nal market conditions (concentration on cost reduction, poor exploitation
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of new products, company brands, and so on.), as well as their poor ex-
perience of exports, making it difficult for them to exploit the emerging
opportunities. Another threat to some local producers of raw materials
was the loss of their previous domestic customers, who took advantage of
cheaper, foreign sources of supply. It was different in the case of firms
who had previously been intensely engaged in internationalisation proc-
esses. These included clothing firms which had already been exposed to
very strong foreign competition earlier (relaxation of international trade
within the framework of GATT). For most Portuguese clothing firms, the
source of their competitive edge was the cheapness of local labour (low
labour costs), and not the quality of their products (ranging from medium
to poor quality). Accession to the European Union and the associated rise
in the standard of living (and therefore, also a rise in labour costs) gradu-
ally reduced the cost advantage of Portuguese firms, who now became
exposed to even cheaper competition from Central-Eastern Europe,
Northern Africa, Turkey or China. Neither was the situation of Portu-
guese firms helped by the fact that many of them had merely been sub-
contractors to other EU firms, as a result of which they had no experience
in developing heir own designs and applying energetic marketing strate-
gies.

Some Polish SMEs may undergo an experience similar to that of Por-
tuguese firms. This is suggested by their current profile of specialisation
and their chosen model of trade (COM(2004) 274 final; Landesmann,
2003).

In the light of the above proces ses, Polish SMEs have a choice of two
alternative paths of strategic adaptation to forced internationalisation
(Rogut, 2002a). The first of these (traditional scenario) involves the use of
their current (cost) competitive advantages, whilst the second involves a
search for new sources of competitive advantages and the start of innova-
tion (innovative scenario).
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METHODOLOGY

The article uses the results of two extensive projects. The first of them
was realised prior to EU accession, during the period 1999-2002°, and
was intended to: determine the future impact of Poland's EU integration
on SMEs; identify the basic opportunities and dangers and scenarios of
adaptation, and develop a methodology of applying multisectoral econo-
metric models of a national economy to sectoral analyses, especially of
the SME sector.

The analysis focused mainly on sectors characterised by a large pro-
portion of SMEs (measured in terms of their share in the sector's turn-
over) and possessing contrasting conditions from the point of view of
current internationalisation processes and the nature of their competitive
advantages. It took into account the influence of the most important eco-
nomic processes connected with integration, including: (i) the influx of
FDI; including SME's in EU countries; (ii) the gradual elimination of the
barriers to free trade; (iii) the expansion of coproduction links between
Polish and EU firms and the development of strategic alliances facilitat-
ing entry onto third markets; (iv) an expansion of various forms of con-
sulting offered by western consulting firms; (v) the arrival of financial
institutions (for example, foreign banks) offering a broader range of ser-
vices for SMEs and a bigger volume of credits. This research used two
main professional methods - econometric multisectoral models and ex-
haustive studies of literature.

The second of these projects stated at the end of 2003 and is still in
progress, so that it includes the post-accession period. Its purpose is to:

1) determine the information loophole among Polish SMEs and the ex-
tent to which they are aware of the opportunities and dangers of the
challenges posed to these firms by the internal EU market;

2) diagnose the current and future strategic adaptation of Polish SMEs to
the new business conditions in an internal market, and on this basis

Financial surveys by the Scientific Research Committee, project no. 1 HO2B 018
17.
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determine their ability to fully absorb the advantages of integration;

3) determine the paths of effective support for SMEs during the initial
period of EU membership, including an ability to exploit all the tools
of assistance provided to these firms in domestic and EU programmes.

This project mainly uses expert analyses, supplemented by sectoral
focus groups and on-line questionnaires, enhanced with case studies.

The expert analyses and focus groups concentrated on seeking an-
swers to questions regarding the functioning of and building of SME
competitiveness in the EU market (competitive branches, products and
services; competitive producers; the hitherto experience of Polish SMEs
on the EU market; cooperation with the R&D sphere as a way to boost
competitiveness; support requirements).

The questionnaire and case studies focus on innovation management
(strategy of the firm, organisational factors, origin of technological re-
sources, human resources management).
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THE REACTION OF POLISH SMES TO FORCED
INTERNATIONALISATION. RESULTS.

OPPORTUNITIES AND THREATS

In considering the specific sources of threats and opportunities for
Polish SMEs the focus is mainly on direct effects (trade creation and trade
diversion), which are contributing to new export opportunities on the one
hand, but also to increasing competition in domestic markets on the other.

Whilst a reduction in the problems associated with physical barriers to
trade is of potential benefit to all firms, SMEs are less likely to be able to
capitalise on the opportunities afforded by market integration than larger
firms. Factors such as a shortage of management time and a more limited
capacity to employ specialist management expertise reduces the ability of
SMEs to scan, analyse and respond to major environmental change,
which accession to the EU represents. In addition, since increases in com-
petition are likely to occur in market segments that were previously shel-
tered from competition (for example, by distance), SMEs are likely to be
vulnerable to the threat from large firms that enjoy economies of scale in
production, marketing and distribution. (...) Apart from the trade effects
stemming from market integration, SMEs will also face effects that stem
from the harmonisation of technical standards. This is because once they
have to fully conform to EC directives, SMEs will be subject to harmo-
nised regulations, whether or not they are exporting. This differs from the
pre-existing situation in new member states where firms, which were only
serving domestic markets, were only subject to domestic regulations.
Clearly, this is likely to pose the greatest threats where the gap between
pre-existing national regulations and EU standards is large. This typically
varies considerably between sectors, because of differences in the nature
and extent of national regulations and controls (Smallbone, Rogut, 2005,
p. 221).

The changing impact of sectoral characteristics on opportunities and
dangers becomes more evident when we compare two groups if sectors
dominated by SMEs, mainly leather and leather products production, and
the production of timber products (Table 1).
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Table 1:
Opportunities for and dangers to the production of leather and
leather products and timber-based production

Opportunities Dangers
Leather and leather products
Access to EU markets (easier penetra- |1. Increased competition (especially
tion, equal opportunities, incentives from cheap, low-quality products)
for entrepreneurs)
Stream of investments (especially 2. Changed production costs (especially
clean technologies for tanneries, FDI, rising labour costs)
joint ventures, EU Structural Funds)
General opportunities (spread of 3. Sub-contracting (relocation to coun-
brands, increase in productivity and tries with cheaper labour) and - in the
efficiency) event of a lack of restructuring - spe-
cialisation mainly in the production
and export of raw materials and semi-
products )
Growth in earnings, increasing soci- 4. Costs of adapting to the acquis
ety's spending power (mainly regarding environmental pro-
tection)
Footwear
Access to EU markets (new technolo | 1. Increased competition (especially
gies, equal opportunities, possibility from cheap, low-quality products from
of a return to German and British China and South-East Asia)
markets)
Stream of investments (FDI, joint 2. No possibility of applying domestic
ventures, strategic partnerships; credit market protection instruments (for ex-
and insurance guarantees; EU Struc ample, against Chinese imports) be-
tural Funds) cause of common trade policy
General opportunities (spread of 3. Changed production costs (especially
brands, increase in productivity and growing wages and indirect employ-
efficiency, new product lines, increase ment costs)
in value added of a product)
Good penetration of eastern markets, 4. Sub-contracting (relocation to coun-
especially Russia (Italian footwear does tries with cheaper labour)
not satisfy the demands of Russian con-
sumers), similar climate (footwear) and
prices, geographical proximity
Growth in earnings, increasing soci-
ety's spending power
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Opportunities | Dangers
Timber and timber products
1 Availability of wood 1. Costs of adapting to environmental
protection requirements

2. Increased domestic demand due to 2. Competition from foreign firms oper-

faster economic growth (increased ating on the Polish market

pending power, rise in construction)
3. Large potential eastern market 3. Restructuring and concentration proc-

esses, also stimulated by FDI
4. Better access to the funds needed to 4. Changes to production costs (espe

modernise some sectors cially higher costs of labour and raw
materials)
5. Access to Structural Funds, earmarked | 5. Danger of specialising in low-quality
especially for the development of production
SMEs and for training and further
training
Furniture
1. Increased domestic demand 1. Increasing prices of raw materials

(including those imported from eastern
markets) and energy

2. Reduced capital costs 2. Growing competition from imports

(including from EU candidate-
members)

3. Easier access to EU markets
4. Support from EU programmes
5. Influx of FDI

S o ur c e: Piasecki, Rogut, 2004, p. 59.

In the first case (leather and leather products) we are dealing with
a traditional, work-intensive industry with a large proportion of SMEs
that are capable of facing competition from the internal market, and
where EU integration should not affect the sector strongly. However, in-
tegration will accelerate the penetration of EU markets, restructuring, and
a rise in labour costs (and a fall in competitiveness), and will increase the
risk of a relocation of industries to countries with lower labour costs (for
example, South-East Asia or China). Some SMEs (especially tanneries)
may feel the costs of adapting to EU environmental standards particularly
strongly, especially in such spheres as spatial planning, assessment of
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environmental impact; control of waste disposal, pollution, disposal of
solid waste; work health and safety; the rules governing the storage,
transport, labelling and packaging of chemicals, and restrictions on the
use of some chemical substances, such as dyes. On the other hand, the
costs of essential adaptation will serve to modernise and improve the
quality of production, creating greater opportunities for these firms on the
internal market either as independent producers or co-producers.

As far as the manufacture of timber products is concerned, this in-
cludes various types of business such as timber and timber products, fi-
brous mass, paper and paper products, publishing, printing and reproduc-
tion, and furniture production. In this case, the requirements of acquis
communautaire apply chiefly to work health and safety and environ-
mental protection. But the extent of the essential changes may reduce the
competitiveness of some Polish SMEs, especially because some of them
already cannot cope with international markets. This applies especially to
those engaged in the manufacture of timber and timber products which is
considered insufficiently attractive to foreign investors, with not enough
funds to modernise themselves and replace machinery and equipment,
and concentration on low-quality production. In their case, integration
may lead to numerous bankruptcies (with the possible exception of saw-
mills) or, at the very best, a switchover from the role of independent pro-
ducers to that of subcontractors providing services for large (Polish and
foreign) firms. SMEs also have a strong presence in the manufacture of
furniture, but here they are able to compete with EU manufacturers, for
Polish furniture complies fully with EU standards, and its design and
functionality conform to world trends.

A comparison between the food and clothing industries provides an
excellent illustration of the specific nature of each section connected with
the harmonisation of technical standards.

The food industry is an example of a sector with a relatively low level
of internationalisation as far as SMEs are concerned. Nevertheless this
level is rising steadily, mainly thanks to the spread of western chains of
supermarkets and hypermarkets, which are shaping the food market to an
increasing extent. SMEs engaged in the food sector include ones that have
not sufficiently implemented EU standards regarding products and proc-
esses, including packaging and distribution. Therefore the initial period of
operation in a single market may be costly.
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An example of a sector less susceptible to costly adaptation to techni-
cal standards is the clothing industry, where the requirements regarding
essential harmonisation are general (for example, with respect to health
and safety) rather than sector-specific. Another advantage of this sector is
that it attained a high level of internationalisation, also evident in the
highly competitive domestic market, where imports from countries with
lower production costs are already a threat to domestic producers. Apart
from that, SMEs in the clothing industry are relatively strongly engaged
in subcontracting and improvement work, and for this reason they were
compelled earlier on to modernise their production technologies, design
proces ses, and so on. Therefore, given the current level of competitive-
ness, these firms should not feel any negative effects of integration.

An interesting example is transport, dominated by SMEs. But the bur-
den of adaptation will be felt only by those carriers who concentrate on
domestic transportation. Adapting to EU standards will also mean the
adoption of EU technical, environmental, insurance, tax and safety norms.
For these carriers, it will involve additional costs, such as road utilisation
tax (currently EUR 6 per day for trucks heavier than 12 tonnes), conver-
sion of vehicles to the norms governing pollution and technical safety,
and adaptation to European social standards (maximum driving time,
obligatory rest periods), and it will also be necessary to deposit at least
EUR 9000 per vehicle as a guarantee of compliance with these norms
(there times as much as the current deposit in Poland). The situation with
international carriers will different, for they are already under an obliga-
tion to comply with EU standards. They may prove to be exceptionally
competitive vis-a-vis their foreign counterparts, mainly on account of
lower operating costs (especially lower wages of drivers).

It is generally held that the firm beneficiaries of the opening of the
domestic market will include SMEs engaged in the manufacture of elec-
trical machinery and equipment, radio, television and telecom equipment;
machines and equipment that use mechanical power; heaters and boilers;
means of transport (except railway rolling stock and trams); clothing; and
furniture. As far as services are concerned, the main beneficiaries will be
SMEs that provide construction and transport services.
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STRENGTHS AND WEAKNESSES

The use of the above opportunities will require a strategic reaction
from Polish SMEs, particularly important in the context of the drastic
increase in competition (under internal market conditions).

It is true that Polish SMEs experienced an increase in competition
throughout the 1990s. What is more, it increased even more as contacts
with the EU became relaxed (as a result of the provisions of the European
Treaty and the schedule for the creation of a free trade zone). Already
during the pre-accession period, SMEs (especially the smallest ones) con-
sidered the level of competition on the domestic market to be intensive,
and only seldom regarded it as moderate.

Nevertheless integration with the European Union is exacerbating this
competition, adding a few powerful domestic firms to the body of lesser
competitors. Concentration, already occurring in some sectors occupied
by SMEs, poses an additional threat. The most spectacular example is the
abovementioned food industry, where concentration has been observed
for some time already. It manifests itself in, among other things, an in-
creasing market share by the economically strongest food firms and by
firms with foreign capital participation. On the other and, the share of
weaker firms in sales is constantly diminishing, with the result that there
are more and more cases of liquidation among these firms.

Generally, one can say that those firms that were pro-actively man-
aged earlier and have entered foreign markets are now in a far better posi-
tion, whilst those whose business has been limited to local or regional
market niches and whose managers are satisfied with the occupation of
these niches and are therefore not preparing any strategy that conforms
with the altered requirements of the domestic market, can experience
negative effects of integration in future. Firms which are geared solely to
the domestic market and occupy small market niches in which larger
firms are not interested, at least for the time being, may also be strongly
threatened. Integration with the EU will enlarge these niches, thus making
them more attractive to medium, and even large, enterprises.



22 Working Papers 2/2007

From this angle, an analyses of the strong and weak sides of SMEs is
interesting. Of course, each sector has its pluses and minuses, which
strengthen or weaken its position under domestic market conditions. Ta-
ble 2 provides an excellent illustration this diversity, showing the strong
and weak points of SMEs that operate in the leather and leather products
and timber sectors referred to earlier.

Table 2.

Strong and weak points of firms engaged in the manufacture of leather
and leather products and in timber-based production

Strong points Weak points
Leather and lather products
1. Long traditions 1. Poor supply base (also in view of high level
of exports)
2. Low labour costs 2. Low productivity
3. Qualified labour force 3. Funds (lack of working and investment capi-
tal, high capital costs)
4. Good quality of products 4. Low and diminishing share in domestic market
5. Good production base (modern  |5.  Other factors (no recognised own brands;
machines and equipment) undeveloped distribution channels; poor
marketing skills; relatively poor quality of
management)
Footwear
1. Long traditions 1. Poor supply base (also in view of high level
of exports)
2. Low labour costs 2. Low productivity
3. Qualified labour force 3. Weak position of SMEs
4. Good quality of products at 4. Funds (lack of working and investment capi
a competitive price tal, high capital costs)

5. Good production base (modern 5. High share of sub-contracting
machines and equipment)

6. High share of imports in supplying the do
mestic market, coupled with society's low
spending power

7. Other factors (no recognised own brands; un-
developed distribution channels; poor market
ing skills; relatively poor quality of manage
ment; a failure to keep up with fashion trends)
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Strong points Weak points

Timber anc timber products

1. Advanced privatisation 1. Low level of innovation

2. High rate of exports and trade 2. Reduced own resources for development
surplus

3. Good raw materials base 3. Low efficiency

4. Low penetration by imports 4. Largely worn-out machinery and equipment

5. Large production potential (in- 5. Production technology less advanced than in
cluding reserves) EU countries

6. Successive reduction of gap
(vis-a-vis western producers) in
terms of modern machines and
equipment, technology and
product quality

7. Relatively high level of har-

monisation of Polish and EU
standards

1. Low productivity

2. Lack of modern technologies, machines and
equipment in small and very small firms

Furniture

1. Good and relatively cheap raw
materials base

2. Modern machines and equip
ment and advanced technologies
(mainly in medium-sized and
large firms)

3. Compliance with EU quality
standards regarding design and
safety

4. Qualified labour force
5. Advanced privatisation

3. Restricted possibilities of self-financing
development in small and very small firms

4. Not many recognised brands

Source: Piasecki, Rogut, 2004, p. 68-69.

A more general view of the strong and weak points of Polish SMEs is
shown in Table 3: poor investments activity, a relatively low level of in-
novation, underdeveloped forms of cooperation, low exports (compared
to EU countries), more sporadic than regular; poor management (an ex-
cessive attachment to price competition; low awareness of the importance
of technology in creating a permanent competitive lead; poor awareness
of the significance of cooperation).



24 Working Papers 2/2007
Table 3: Strong and weak points of
Polish SMEs
Strong points Weak points
1. High development priorities 1. Poor financial liquidity
2. Relatively well developed 2. Low investments activity

forms of cooperation based on
vertical integration (coopera-
tion chain linking the producer,
subcontractors, suppliers and
retailers)

Low level of innovation

Outdated machine park and old technologies
Cooperation (poorly developed forms of coop-
eration based on vertical integration, that is co-
operation with firms from the same branch,
R&D centres, educational establishments,
business institutions)

Low exports activity compared to EU coun-
tries, sporadic rather than regular; low level of
co-production with foreign enterprises (except
for industries that involve considerable im-
provement work, for example, clothing)
Relatively high dependence on the narrow
local market

Poor management (an excessive attachment to
price competition; low awareness of the impor-
tance of technology in creating a permanent

competitive lead; poor awareness of the sig-
nificance of cooperation)

Weak pressure on building human resources

S ource: Piasecki, Rogut, 2004, p. 66.
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SCENARIOS OF ADAPTATION IN THE LIGHT OF THE FIRST
YEAR OF MEMBERSHIP

Poland currently tends to be more specialised in the labour-intensive
sectors. Although the model of trade with the EU is assuming to an in-
creasing extent the characteristics of intra-branch trade, a more detailed
analysis shows that as regards industrial goods, our exports are competi-
tive in a relatively narrow range of products which display large or in-
creasing competitive features (wood and timber products and coke; cloth-
ing, except for knitwear and crochet work; copper and copper products;
electrical accessories; furniture, medical and surgical equipment; lamps
and lighting; construction materials). Apart from that, our exp[orts are
increasingly dominated by low-quality and low-price goods (unlike the
EU, whose except[orts comprise products of a high quality and price), and
concentrate on labour-intensive segments which create a competitive lead
largely due to cheap labour. However, taking into account the rate at
which wage differentials are being levelled out, one can assume that this
model will continue to dominate in successive years (COM(2004) 274
final; Landesmann, 2003). However, we must remember that this advan-
tage is temporary, due to the proces s of convergence with the rest of the
EU. In addition, the cost advantage is reduced by lower labour productiv-
ity than in the EU15.

Despite considerable progress, the Polish economy is still marked by
continuing specialisation in labour-intensive industries (for example,
clothing and footwear) and a large gap in R&D and skills-intensive sec-
tors (transport machinery, electronic and electrical products). But the di-
minishing importance of capital-intensive industries is a positive signal
(Weber et al., 1999).

In the light of the above proces ses, Polish SMEs have a choice of two
paths of strategic adaptation to the conditions of such ‘forced' interna-
tionalisation (Rogut, 2002a).

The first of these (the traditional scenario) exploits the current com-
petitive advantages, and comprises inter-branch and intra-branch speciali-
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sation, concentrated low-quality product segments. However, the conse-
quence of this variant may be pressure for specialisation in traditional
sectors with a relatively low presence of advanced technology, lower-
qualified labour forces and cheaper labour costs. This may encourage
some labour-intensive EU industries to relocate to Poland, though the
barriers to such a relocation may be: low productivity, high deductions
from wages and the absence of a suitable infrastructure. Therefore one
can assume that this process will be restricted to a serious degree, and will
only apply to those sectors where the labour cost differences between
Polish and the EU are indeed very large. In any case, surveys carried out
in the 1980s shows that EU entrepreneurs are not too eager to relocate the
peripheral countries in the south, even though these countries had very
low labour costs in this period,. Therefore there is no reason to expect that
they will be any more eager to relocate to Poland.

The second path involves a change to a country's profile of specialisa-
tion, referring to the Ricardian specialisation model (innovative scenario).

Based on new growth theory, we can differentiate between two Kkinds
of specialisation: Smithian specialisation and Ricardian specialisation.
(...) Smithian specialization leads to "learning-by-doing™ effects and in-
creasing returns to scale, independent of the technological areas in which
countries are specialized. Ricardian specialization, on the other hand,
concerns the qualitative character of a country's technological specializa-
tion, because countries specialized in technological areas with opportuni-
ties for higher rates of productivity growth might be in a better position to
achieve fast overall growth. Furthermore, technologically backward coun-
tries can catch up by imitating technologies from other countries (Jung-
mittag, 2004).

FDI may provide help in this regard. However, many studies show
that foreign investors usually have only a limited interest in the overall
economic development of their host countries. Most plants set up or mod-
ernised with the help of foreign capital remain isolated from the wider
local and regional economic context in which they are situated
(Brandsma, Thumm, Tlibke, 2001). This can lead to the emergence of
a "dual economy ’ (the situation to be observed in some old member
states), divided into a very effective high technology sector with a rapidly
growing production, but dominated by international companies and, on
the other hand, less competitive local industry.
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Therefore, the innovative potential of Polish SMEs is (and will re-
main) the basic factor determining the choice of scenario of adaptation.

One can assume that during the initial phase of integration, Polish
SMEs will remain in the traditional scenario, though they will raise their
level of innovation successively. However, these changes will not be suf-
ficiently radical to shift the SMEs onto a new path of development (inno-
vative scenario), delineated by the logic of European, and also global,
competition. A barrier in this regard will be a lack of overall experience
in functioning under international market conditions, as well as a rela-
tively weak infrastructure to support innovation. Assistance in making
fester use of the scenario will be provided by the development of regional
innovation strategies (RIS), geared to a consolidation of endogenic
growth factors.

The balance of the first year of membership seems to confirm this
assumption.

On the one hand, it shows that the opening of the internal market has
improved the profitability of such manufacturing sectors as timber and
timber, straw and wicker products; clothing; furs; and furniture. At the
same time, expectations that the manufacturers of textiles, processed
leather and leather goods, metal products and products from remaining
non-metal materials would be in a difficult situation have not been con-
firmed. Following their entry to the internal market, these manufacturers
have at least been able to maintain their profitability at its previous level,
and have frequently even noted an increase thereof. The food processing
sector and drinks manufacturers have also noted an improvement in prof-
itability. Their success is the direct result of the full access of Polish
goods to the EU market. As far as other manufacturing sectors are con-
cerned, the good domestic and overall world economic situation in 2004
had a greater impact on their profitability than mere entrance to the inter-
nal market (DoSwiadczenia pierwszego roku, 2005). Therefore, this con-
firms that most of the firms that were expected to profit by integration
have indeed profited buy it, though not to the extent that was envisaged.

But on the other hand, the experts and entrepreneurs who took part in
the focus groups point out that the above picture does not completely con-
form to the reality, firstly because it only concerns the first six months of
EU membership, and secondly because changes to the level of profitabil-
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ity were calculated in terms of current prices, not fixed prices, and current
prices in the period under review rose between 10-19 per cent in some
sectors, and as much as several dozen per cent in others. Therefore if we
are talking of an increase in productivity wee must answer the question:
to what extent was this increase actually attributable due to an exploita-
tion of the opportunities of integration (that is increased export potential,
increased spending power of the local market, increased sales, and so
on.), and to what extent was it the result of increasing prices (during the
initial period of membership). Apart from that, some enterprises have still
not undertaken full expenditure to adapt to EU technical (certificates),
environmental and work health and safety standards.

Therefore one can say that the first six months is too short a period to
provide conclusions as to the predominant models of strategic reaction by
SMEs to internal market conditions. Nevertheless, certain dangerous
trends already took place during this period. The most important of these
was the poor use of innovation as a source of competitive advantage.
It transpired that Polish SMEs continued to prefer price competition to the
quality of their products and services. The attainment of a competitive
lead through innovation continued to be unpopular among Polish SMEs,
although we have no clear picture in this regard.

Basing ourselves on the last Innobarometer survey (Flash Euro-
barometer, 2004) we can say that Polish SMEs are among the top innova-
tive European firms. For example, Polish SMEs are at the top of the list
regarding the number of enterprises that have successfully introduced new
or significantly improved products or services in the last two years (82
per cent of Polish SMEs have confirmed that they successfully introduced
new or significantly improved products or services in the last two years
compared with 57-58 per cent in Estonia and Belgium). Similar level of
innovation demonstrated SMEs in Germany (81 per cent), Malta (81 per
cent), Austria (81 per cent), Portugal (81 per cent) and Lithuania (85 per
cent). Polish SMEs also show above an average per centage of firms that
conducted market research into new products or services in the last two
years; 38 per cent of such Polish SMEs compared with 54 per cent in Slo-
vakia on the one hand and Germany, Luxembourg and Czech Republic
(with less than one in four enterprises confirming that they have recently
conducted such studies) on the other. A little worse is the situation with in-
house R&D; only 44 per cent of Polish SMEs claimed to have carried
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out in-house research in the past two years compared to 53 per cent as an
average for the EU25. However, this average result masks a schism be-
tween the EU-15 group and the new Member States where respective re-
sults of 54 per cent and 44 per cent are observed. Opposite trend is ob-
served in the field of outsourced R&D where Polish SMEs placed above
the EU25 average.

Similar optimistic picture emerges from self-assessments of innova-
tion performance by enterprises, taking into account the following areas:

o frequency of introduction of new product models, packaging, or new
forms of services;

) frequency of modifications made to products or services;

o frequency of changes to the production or services provision systems,
new quality control systems;

0 changes to the product distribution system or customer acquisition
system;

changes to the company's organizational structure.

(]

The responses to the above items are very similar. Entrepreneurs be-
lieve most often that their products, services, production systems, distri-
bution and other systems are equally innovative as those at their EU com-
petitors (Report on the Condition of the Small and Medium-Sized Enter-
prise Sector in Poland, 2004).

It is clear that these assessments are solely an expression of subjective
speculations. A comparison of the self-assessment with more objective
indicators, such as the number of patents or user trademarks held or pur-
chased, the intensity of cooperation with R&D establishments, and the
intensity of involvement in research programmes shows a less rosy pic-
ture. For example, only 10 per cent of firms cooperate with a scientific
centre, and fewer than 20 per cent indicate collaboration with a research
institute or university. Collaboration between companies and the scientific
community typically focuses on very tangible issues. It mostly pertain to
technology and products and led to either the introduction of improve-
ments or implementations of new solutions. Cooperation with respect to
the organization or logistics is incomparably less frequent (Rogut, 2005).
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DISCUSSION

This article is an attempt to present a concise summary of the results
of hitherto surveys into the changed behaviour of Polish SMEs during
preparations for EU integration, then following integration, and then
within an internal EU market. The central topic of discussion is the oppor-
tunities and dangers emanating from this, the primary competitive advan-
tages, the strong and weak points of Polish SMEs and - finally their stra-
tegic reactions to forced internationalisation.

This topic is exceedingly important in view of the fact that the condi-
tion of SMEs will determine the overall balance of advantages. In this
context, one of the immediate policy priorities is to place emphasis on
improving the level of detailed knowledge of the changes to the business
environment that SMEs in specific sectors may face as a result of EU ac-
cession.

The first months of membership is too short a period to provide con-
clusions as to the predominant models of strategic reaction by SMEs to
internal market conditions. Nevertheless, they already indicate certain
dangerous trends, especially too low a level of innovation; Polish SMEs
continued to prefer price competition to the quality of their products and
services. The attainment of a competitive lead through innovation contin-
ues to be unpopular among Polish SMEs, although we have no clear pic-
ture in this regard. Depending on the methodology adopted, we observe
widely different results. On the one hand are the results of surveys based
on self-assessments of innovation performance (frequency of introduction
of new product models, packaging, or new forms of services; frequency
of modifications made to products or services; frequency of changes to
the production or services provision systems, new quality control sys-
tems; changes to the product distribution system or customer acquisition
system; changes to the company's organizational structure). Entrepre-
neurs believe most often that their products, services, production systems,
distribution and other systems are equally innovative as those at their EU
competitors.
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Another extreme is illustrated by the results of surveys based on more
tangible indicators, such as technological know-how (the number of pat-
ents and user trademarks held or purchased, the level of R&D expendi-
tures, the number of scientific personnel and so on.) However, in practice
these are input measures rather than indicators of the results of innovative
efforts and may underestimate the amount of innovation taking place in
SMEs.

Unlike large enterprises and state institutions, SMEs often develop
new products and technologies ad hoc, which mean that the contribu-
tion of the SME sector to developing innovations is often underesti-
mated. Implementing new ideas does not always require high R&D
spending, although larger sums may be necessary during later stages of
new product development, to construct a prototype, for example and
test an idea directly on the market. Furthermore, R&D expenditure is
typically highest in branches of industry, where the role played by the
SMEs is the smallest, especially in the production of chemicals, coke,
tobacco products and means of transport, as well as in oil refining
(Smallbone, Rogut, 2005, p. 225).

Nevertheless there is no doubt that Polish SMEs have a low level of
interaction with external actors of various sorts (customers, suppliers,
specialist research centres and so on.) and a low intensity of formal rela-
tionships with the external R&D base (high schools, R&D institutions,
Polish Academy of Sciences), as well as lacking formal agreements with
international R&D institutions. This illustrates the need to develop close
co-operation between the world of science and the world of politics policy
in preparing and implementing a complex SME support policy. Such co-
operation has already been initiated, an example of which is the initiation
of the formulation of regional innovation strategies. Its successful imple-
mentation calls for a rapid and effective identification and practical im-
plementation of effective mechanisms of dialogue and co-operation be-
tween scientists and politicians. The creation of such a mechanism must
be supported by future research into such spheres as:

1. Deepening knowledge of the demand for innovation by identifying
and mapping existing clusters/networks in order to: diagnose the inno-
vation capacity of key sectors; examine the inter-relations between
firms and support agencies within clusters/networks; and detect prac-
tices that would trigger a transition from networks into clusters.
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Evaluation of the technological capacity (the state of technologies
applied and wider pertinent technological advances), procedures, and
needs of Polish firms and identifying its strong and weak points in or

der to identify the areas where firms require the greatest support in the
context of their RTD and innovation capacities and capabilities and to
stimulate a thinking process among SMEs.

Measurement of the quality and performance of the lo-
cal/regional/national business support system in order to: identify
weaknesses and their sources; compare the business environment with
those of other EU regions and learn from them; identify and exchange
best practices in the field of delivery of business support mechanisms,
adapt them to local/regional/national needs and establish better busi
ness support services.

Providing SMEs with a practical vision for longer-term, strategic vi-
sions and developmental scenarios technology and regional foresight).
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OVERVIEW OF THE
INTERNATIONALISATION PROCESS OF
SMES IN POLAND

These surveys lie within the framework of the revived debate that has
been in progress for some time on the subject of the dangers which relo-
cation and deindustrialisation poses for European manufacturing
(COM(2003) 704 final). The EU industry faces continuing competition
from other developed economies, particularly in the high-technology sec-
tor and from new competitors. The latter case can be illustrated by China.
Originally China focused on the toy and textiles & clothing sectors. In the
1990s, Chinese exports spread to products with a strong technological
content (electronics). More recently, China has moved into other sectors
with a major technological content, such as chemicals, and even into lead-
ing-edge sectors (ICT, biotechnologies) and research and design activities
(electronic components). Also other countries (for example India) have
adapted, in addition to its traditional sectors such as textiles, a niche strat-
egy in fields with high added value, such as biotechnologies and ICT,
based on the creation of clusters of local companies and American and
European multinationals (SEC(2004)1397).

These trends strengthen the possibility that certain industries, especially
low-tech industries, would move outside Europe, bringing in their wake
other user or supplier sectors. Some companies have already delocalised, or
intend to do so, in order to benefit from lower labour costs. The phenome-
non of relocation is beginning also to extend to research activities and high-
tech sectors, although it is not possible to quantify it accurately or to distin-
guish it from the worldwide expansion in industrial activity.

The trend could be stopped thanks to the enlargement. Following it,
the EU has absorbed a group of countries with relatively low-wage
economies, yet with considerable technological experience. This advan-
tage is, however, temporary due to the process of convergence with the
rest of the EU, although the rates of convergence will vary. In addition,
the cost advantage is reduced by the fact that their labour productivity is
much lower than in the current member states. Nevertheless, the compara-
tive advantage of the new Member States has already led numerous pro-
ducers in the EU15 to locate some of their production there, and this is
likely to continue.
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INTRODUCTION AND THEORETICAL
BACKGROUND TO RESEARCH

COUNTRY INTRODUCTION

With a population of over 38.6 mIn and an area of almost 313 000
km?, Poland is the largest new member of the European Union’. In the
enlarged Union, it has the sixth highest population after Germany, Great
Britain, France, Italy and Spain.

Private small and medium-sized enterprises (SMESs) have a long tradi-
tion in Poland. They survived the entire post-war period and began to
develop dynamically after 1989, when the new Economic Activity Act
came into force. Consequently, the number of registered SMEs rose from
572 500 in 1989 to 3 576 800 at the end of 2004. The largest group of
enterprises are microenterprises (employing up to 9 people), which ac-
count for 95 per cent of all firms. Small firms (10-49 employees) account
for 4 per cent, medium-sized firms (50-249 employees) account for 0.8
per cent, and large firms (over 250 employees) account for about 0.1 per
cent of all firms (Piasecki, 2002; Przedsiebiorczo$¢ w Polsce w 2005,
2005).

From 1992, the Polish economy grew faster, achieving its best results
in the period 1995-1998. 1999 saw a slow-down in growth, culminating
in economic stagnation in 2001-2002. But since 2003, economic revival
has been observed in Poland. The average rate of economic growth in
Poland is expected to exceed 5 per cent during the period 2005-2020.
This means an increase in the annual real convergence rate from the cur-
rent 2.2. per cent to 2.7 per cent. One of the sources of the accelerated
growth will be an influx of Union funds, stimulating a growth in the GDP,
consumption and investments (Draft National Development Plan
2007-2013, 2005).

Throughout the period of transformation, Poland noted a dynamic
increase in foreign trade. For instance, in 2004 the volume of foreign

1 In May 2004, 10 new countries were added to the Europan Union. Apart from Po-
land, the new member-states are: Cyprus, the Czech Republic, Estonia, Hungary, Latvia,
Lithuania, Malta, the Slovak Republic, and Slovenia.
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trade rose by over 18 per cent against 2003, and imports rose by over 16
per cent. Poland's accession to the European Union also served to boost
exports.

SME's have played, and continue to play, a major role in foreign
trade. It is reckoned that during the period 1993-1998, the contribution to
exports by SMEs rose to 48.1 per cent, but then fell to 47.6 per cent in
1999 and 43.9 per cent in 2001. The downward tendency was stopped in
2002 when their contribution to exports rose to 44.5 per cent, although
much of the credit for the improvement lies with medium sized enter-
prises, which have had a dominant position in SME exports since 1995
(Rogut, 2002b; Raport o stanie sektora, 2004). Imports by SME's dis-
played an even higher growth.

Both exports and imports by SMEs were (and still are) concentrated
on such sectors as machinery, equipment and electrical appliances; non-
precious metals and metal products; means of transport; materials and
textile products. These commaodities account for almost 60 per cent of the
entire exports of SMEs. Since May 2004 (accession to the European Un-
ion) exports of agricultural produce has also been a domain of SMEs.

A more detailed analysis permits the identification of 22 export niches
by SMEs regarding industrial and agricultural goods. Export niches are
taken to be those product groups in which: (i) the value of exports has
risen by at least 100 per cent against the preceding year; (ii) the value of
exports (imports) has not significantly exceeded the levels of exports (im-
ports) in 2001; (iii) the value of exports (imports) amounted to at least
USD 1 min in 2002 (Przedsiebiorczos¢ w Polsce 2005, 2005).

The chief market for exports and imports is the European Union,
which accounts for 67 per cent of exports and over 65 per cent of imports
by SMEs (Raport o stanie sektora, 2004)

An additional factor influencing the high growth of exports is the in-
flux of foreign direct investments (FDI). It is reckoned that in 2002-2004
FDI accounted for 13 per cent of the rise in the volume of exports (Ocena
sytuacji, 2005). According to figures at the end of 2004, accumulated
FDI in Poland amounted to USD 84.48 bin, including USD 80.65 bln
worth of large investments, that is those that exceeded USD 1 min.
Investments of less than USD 1 min are reckoned to have amounted to
USD 3.83 bIn. The most FDI came from the EU15 countries and in 2004
accounted for 74 per cent of the total value of FDI. Among the EU coun-
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tries, the greatest amount of capital was invested by: France (over USD
16 bln, or about 20 per cent of total FDI in Poland), Holland (over USD
11 bin), and Germany (over USD 10 bln). Foreign direct investments are
usually concentrated on industrial processing (41.4 per cent of total FDI),
especially the food industry, means of transport, chemicals, metals and
metal products, and electrical and optical equipment. The second highest
FDI is financial brokerage. Increasingly attractive targets of FDI are also
trade; electricity, gas and water supply; construction and real estate ser-
vices. Poland has also become the fifth most attractive offshore location.
(Bezposrednie inwestycje zagraniczne, 2005).

FDI are targeted mainly on large firms, but they also provide certain
opportunities (co-production) for SMEs, though caution may be dictated
by the experience of some EU countries, indicating that in some sectors
(such as the manufacture of means of transport), some 'local resources’
are beginning to be subjected to European standards. When purchasing,
foreign investors pay attention mostly to price, quality, certificates and
other characteristics of products and services, and les attention to the
proximity of potential suppliers; proximity is taken into account only
when it is important to deliver goods quickly, and the type of goods de-
livered complies with the strict requirements of the consumers (Rogut,
2002a).
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AIM OF THE STUDY

Membership of the European Union also means entry to the Single
Market Programme (SMP). One of the effects of the SMP is disappearing
national trading borders. It implies that regional and national markets are
more difficult, if not impossible to separate. This compels large firms to
compete against each other on a more international or worldwide basis. In
this context, the hitherto perception of the internationalisation of SMEs as
purposeful, premeditated action assuming the from of outward?, inward®
or linked activities’ needs to be revised (for the extensive review of the
extant studies, see Leonidou, Katsikeas, 1996; Bell at all, 2003 and
Wright, Dana, 2003; Young, Dimitratos, Dana, 2003; Fletcher, 2001).
Such a perception erases from the field of vision all those firms that are
not (or do not want to be) aware of the changes wrought by operations
within an internal market, and which, concentrating on the local (domes-
tic) market, ignore the fact that as a result of political and economic
changes brought by the SMP - they have been ‘condemned' to operate on
a wide international basis.

This is because the SMP calls for a long and difficult proces s of adap-
tation, which fundamentally alters the conditions for business activity.
These changes go much further than a mere fromal elimination of the bar-
riers to a free flow of goods, services, people and capital. They involve a
relocation of resources not just within and between firms, but also within
and between industries, regions and domestic market participants. (SEC
(96) 2378; Przygotowanie krajow stowarzyszonych..., 1995). In this con-
text, it appears more sensible to accept the view that the SMP transfroms
a domestic market into an international market, depriving it of its separa-
tion and unique identity. Consequently, firms operating in a single market

All activities addressed to foreign markets, starting from export and ending on
FDI.
® Importing, buying agent, buying office overseas, licensee or franchisee in host
country.
* Strategic alliances, countertrade and cooperative manufacture, also including in
ward and outward international activities.
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(including SMEs) automatically become internationalised firms, although
among these we can identify firms that are conscious and unconscious
internationals.

But in both cases, their operations consist of a palette of activities of
considerable importance not only for international trade, but also for the
ability to be competitive in an international business environment, espe-
cially because the abovementioned relocation involves adaptation costs to
a greater or lesser degree. In the short term, this may mean a change (of-
ten a deterioration) to the situation of some domestic producers, sectors or
regions. SMEs, in a less favourable position than large firms, may par-
ticularly find themselves in a worse situation, mainly because they are
much able to influence the external environment of firms; less capable of
perceiving and exploiting opportunities or counteracting dangers; and
their resources (especially financial and managerial resources) are re-
stricted, which makes the proces s of strategic adaptation difficult. These
features appear in various sectors to varying degrees and intensities, de-
pending on their sensitivity to the SMP (The Economies of 1992, 1988;
Buigues, llzkovitz, Lebrun, 1990).

The purpose of this article is to reveal the opportunities for and dan-
gers to Polish SMEs created by the internal EU market, and describe their
competitive advantages and strong and weak points and - ultimately - the
strategic reactions to ‘forced’ internationalisation as a consequence of the
SMP.

Further in this article we present the basic conclusions of research into
literature on the subject of the impact of the SMP, with particular regard
to the place and role of SMEs. This is followed by a discussion of the
main threats and opportunities for Polish SMEs arising out of EU mem-
bership, including the implications for SMEs at the micro level. The final
two sections summarise the main findings and limitations of the study,
paths of future research and implications for building a theory of SME
internationalisation in Europe.
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FORCED INTERNATIONALISATION AS A RESULT
OF THE SINGLE MARKET PROGRAMME. BACK-
GROUND OF STUDY

The core of the SMP comprises legal regulations intended to eliminate
the non-tariff barriers (NTBs) that hamper the free flow of goods, ser-
vices, people and capital within the European Union (COM(85) 310 fi-
nal). Eliminating NTBs results in a series of economic consequences,
from short and medium-term adaptation to changes in price relations
(trade creation and trade diversion through allocative, productive and dy-
namic efficiency gains), to the migration of industries within the internal
market (El-Agraa, 1990; McDonald, Dearden, [1992] 1994; Cecchini et
al., 1988). This migration encourages the emergence of certain specialised
profiles (at least in some industries), as a result of the interaction between
the industry and the country that hosts this industry. This in turn leads to
deepening specialisation within the EU and a geographic concentration of
business (Midelfart-Knarvik et al., 2000; Aiginger, 2000). These proc-
esses do not by-pass new member states (including ones like Poland,
which joined the E in May 2004), that currently tend to be more special-
ised in labour-intensive sectors (COM(2004) 274 final).

The growing specialisation is accompanied by a change to the spatial
location and concentration of many industries; for example, many indus-
tries with a low or negative level of growth and a large share of unquali-
fied workers are concentrated in the peripheral countries where labour
costs are low, whilst many capital-intensive high-tech industries with
high-scale advantages, and industries with heavy outlay on B+R, tend to
be located in the core countries of the EU. (Second report on economic
and social cohesion, 2001)

An additional effect of SMP is a convergence of the legal, institu-
tional, political and social conditions for business activity, which is akin
to external impediments and external incentives, so important from the
point of view of the nature and pace of internationalisation (Fletcher,
2001).



A. ROGUT, B. PIASECKI, The impact of the Single Market Programme... 11

The impact of the SMP is heightened by the progressing liberalisation
of trade and the recent evolution in ICT. Liberalisation is exposing all
firms (including those whose business is restricted to the regional/
domestic market) to increasing competition from other economies and
from new competitors (SEC(2004)1397; Herdzina et al., 2004). ICT (and
e-commerce) include firms (SMEs as well) in the global networks orches-
trated by transnational corporations which use ICT in order to coordinate
global activities (Clusters and SME Globalisation, 2000).

The processes described above are leading to the disappearance of
national trading borders, which implies that regional and national markets
are more difficult, if not impossible, to separate. This compels all firms to
compete against each other on a more international or worldwide basis
(Sleuwaegen et al., 200; Veugelers et al., 2002). In the end, firms, includ-
ing SMEs, are no longer operating in different national markets, but in-
creasingly take a European or even world market perspective. As a result,
enterprise behaviour is no longer based only on national considerations ,
but rather it reflects the increased multinational character of the firm
(Dierx, llzkovitz, Sekkat, 2002, p. 18). The behaviour of firms must also
take into account to an increasing degree the drastic growth of competi-
tion, stimulating firms to develop product and proces s innovations, except
that there is a certain optimum level of competition which, when ex-
ceeded, may reduce innovation activities. On the one hand (...) increased
product market competition leads to reduced innovative activity, as more
competition reduces the monopoly rents that reward successful innova-
tors. On the other hand, endogenous growth models extending the basic
Schumpeterian model by allowing firms to innovate predict that more
product market competition may end up fostering innovation, as competi-
tion may encourage R&D investments to “escape the competition” (Ber-
nard, Leroy, 2003, p. 5).

An excellent illustration of these processes is provided by many Ital-
ian districts, especially those where traditional industries (footwear,
clothes and textiles) predominate and where the opening of the internal
market, coupled with a relaxation in trade with third countries, has elimi-
nated some of the smallest producers from the market, especially those
producers who manufactured standard, low quality and very low-priced
goods. Their place has been taken by even cheaper producers in Asia.
Some firms have attempted to escape into the informal economy (in this
way attempting to cut costs), while some have undertaken a struggle to
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regain their former position by considerably increasing the quality of their
products. In the face of the growing price competition, other firms have
decided to transfer their business to countries with lower labour costs,
nevertheless often leaving the final phase of production in the hands of
the parent company. For the smallest firms, this strategy frequently in-
volves difficult organisational problems (in inability to coordinate the
geographically dispersed co-production network). Large firms have ap-
plied this strategy successfully, but some small firms who did so suffered
a loss of customers. That was the case with Benetton, whose production
was previously performed by almost 500 contractors located close to his
ordinary place of business, but who transferred almost one quarter of his
production outside Italy in the 1990s. Those SMEs that had lost their
hitherto markets to several leading, usually foreign, firms who frequently
acquired 50-60 per cent of regional production also found themselves in
a tough situation. But tin this case, the reason was not just the opening of
the internal market (raising the minimal threshold of the organisational
potential required to compete effectively), but also the development of
new IT technologies, which considerably reduced the costs of coordina-
tion and encouraged many firms to re-internationalise some of the pro-
duction phases that had been shut down earlier. (Belussi, 1999; Steng,
2001).

Danish and Swedish firms had similar experience (Internationalisation
of SMEs, 2004)

Things were worse in the case of Portuguese firms, especially those
that had previously been sheltered by the strong umbrella of the domestic
market (Syrett, 1996). They included food companies, the overwhelming
majority of them SMEs, with a relatively low international competitive-
ness and geared mainly to the small domestic or regional market; with the
exception of wine producers and a certain number of exporters of unproc-
essed fish, fruit and vegetables. Most of these firms had concentrated on
standard products. The opening of the market brought them a huge rise in
competition from bigger foreign firms, possessing a clear cost advantages
(bigger-scale operations and, in many cases, cheaper sources of supplies).
In a short while, the competitive position of Portuguese SME's was
weakened by increased operating costs caused by the expense of adapting
to the standards of the internal market. The situation of some food com-
panies was also worsened by their inability to react strategically to inter-
nal market conditions (concentration on cost reduction, poor exploitation
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of new products, company brands, and so on.), as well as their poor ex-
perience of exports, making it difficult for them to exploit the emerging
opportunities. Another threat to some local producers of raw materials
was the loss of their previous domestic customers, who took advantage of
cheaper, foreign sources of supply. It was different in the case of firms
who had previously been intensely engaged in internationalisation proc-
esses. These included clothing firms which had already been exposed to
very strong foreign competition earlier (relaxation of international trade
within the framework of GATT). For most Portuguese clothing firms, the
source of their competitive edge was the cheapness of local labour (low
labour costs), and not the quality of their products (ranging from medium
to poor quality). Accession to the European Union and the associated rise
in the standard of living (and therefore, also a rise in labour costs) gradu-
ally reduced the cost advantage of Portuguese firms, who now became
exposed to even cheaper competition from Central-Eastern Europe,
Northern Africa, Turkey or China. Neither was the situation of Portu-
guese firms helped by the fact that many of them had merely been sub-
contractors to other EU firms, as a result of which they had no experience
in developing heir own designs and applying energetic marketing strate-
gies.

Some Polish SMEs may undergo an experience similar to that of Por-
tuguese firms. This is suggested by their current profile of specialisation
and their chosen model of trade (COM(2004) 274 final; Landesmann,
2003).

In the light of the above proces ses, Polish SMEs have a choice of two
alternative paths of strategic adaptation to forced internationalisation
(Rogut, 2002a). The first of these (traditional scenario) involves the use of
their current (cost) competitive advantages, whilst the second involves a
search for new sources of competitive advantages and the start of innova-
tion (innovative scenario).
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METHODOLOGY

The article uses the results of two extensive projects. The first of them
was realised prior to EU accession, during the period 1999-2002°, and
was intended to: determine the future impact of Poland's EU integration
on SMEs; identify the basic opportunities and dangers and scenarios of
adaptation, and develop a methodology of applying multisectoral econo-
metric models of a national economy to sectoral analyses, especially of
the SME sector.

The analysis focused mainly on sectors characterised by a large pro-
portion of SMEs (measured in terms of their share in the sector's turn-
over) and possessing contrasting conditions from the point of view of
current internationalisation processes and the nature of their competitive
advantages. It took into account the influence of the most important eco-
nomic processes connected with integration, including: (i) the influx of
FDI; including SME's in EU countries; (ii) the gradual elimination of the
barriers to free trade; (iii) the expansion of coproduction links between
Polish and EU firms and the development of strategic alliances facilitat-
ing entry onto third markets; (iv) an expansion of various forms of con-
sulting offered by western consulting firms; (v) the arrival of financial
institutions (for example, foreign banks) offering a broader range of ser-
vices for SMEs and a bigger volume of credits. This research used two
main professional methods - econometric multisectoral models and ex-
haustive studies of literature.

The second of these projects stated at the end of 2003 and is still in
progress, so that it includes the post-accession period. Its purpose is to:

1) determine the information loophole among Polish SMEs and the ex-
tent to which they are aware of the opportunities and dangers of the
challenges posed to these firms by the internal EU market;

2) diagnose the current and future strategic adaptation of Polish SMEs to
the new business conditions in an internal market, and on this basis

Financial surveys by the Scientific Research Committee, project no. 1 HO2B 018
17.
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determine their ability to fully absorb the advantages of integration;

3) determine the paths of effective support for SMEs during the initial
period of EU membership, including an ability to exploit all the tools
of assistance provided to these firms in domestic and EU programmes.

This project mainly uses expert analyses, supplemented by sectoral
focus groups and on-line questionnaires, enhanced with case studies.

The expert analyses and focus groups concentrated on seeking an-
swers to questions regarding the functioning of and building of SME
competitiveness in the EU market (competitive branches, products and
services; competitive producers; the hitherto experience of Polish SMEs
on the EU market; cooperation with the R&D sphere as a way to boost
competitiveness; support requirements).

The questionnaire and case studies focus on innovation management
(strategy of the firm, organisational factors, origin of technological re-
sources, human resources management).
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THE REACTION OF POLISH SMES TO FORCED
INTERNATIONALISATION. RESULTS.

OPPORTUNITIES AND THREATS

In considering the specific sources of threats and opportunities for
Polish SMEs the focus is mainly on direct effects (trade creation and trade
diversion), which are contributing to new export opportunities on the one
hand, but also to increasing competition in domestic markets on the other.

Whilst a reduction in the problems associated with physical barriers to
trade is of potential benefit to all firms, SMEs are less likely to be able to
capitalise on the opportunities afforded by market integration than larger
firms. Factors such as a shortage of management time and a more limited
capacity to employ specialist management expertise reduces the ability of
SMEs to scan, analyse and respond to major environmental change,
which accession to the EU represents. In addition, since increases in com-
petition are likely to occur in market segments that were previously shel-
tered from competition (for example, by distance), SMEs are likely to be
vulnerable to the threat from large firms that enjoy economies of scale in
production, marketing and distribution. (...) Apart from the trade effects
stemming from market integration, SMEs will also face effects that stem
from the harmonisation of technical standards. This is because once they
have to fully conform to EC directives, SMEs will be subject to harmo-
nised regulations, whether or not they are exporting. This differs from the
pre-existing situation in new member states where firms, which were only
serving domestic markets, were only subject to domestic regulations.
Clearly, this is likely to pose the greatest threats where the gap between
pre-existing national regulations and EU standards is large. This typically
varies considerably between sectors, because of differences in the nature
and extent of national regulations and controls (Smallbone, Rogut, 2005,
p. 221).

The changing impact of sectoral characteristics on opportunities and
dangers becomes more evident when we compare two groups if sectors
dominated by SMEs, mainly leather and leather products production, and
the production of timber products (Table 1).
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Table 1:
Opportunities for and dangers to the production of leather and
leather products and timber-based production

Opportunities Dangers
Leather and leather products
Access to EU markets (easier penetra- |1. Increased competition (especially
tion, equal opportunities, incentives from cheap, low-quality products)
for entrepreneurs)
Stream of investments (especially 2. Changed production costs (especially
clean technologies for tanneries, FDI, rising labour costs)
joint ventures, EU Structural Funds)
General opportunities (spread of 3. Sub-contracting (relocation to coun-
brands, increase in productivity and tries with cheaper labour) and - in the
efficiency) event of a lack of restructuring - spe-
cialisation mainly in the production
and export of raw materials and semi-
products )
Growth in earnings, increasing soci- 4. Costs of adapting to the acquis
ety's spending power (mainly regarding environmental pro-
tection)
Footwear
Access to EU markets (new technolo | 1. Increased competition (especially
gies, equal opportunities, possibility from cheap, low-quality products from
of a return to German and British China and South-East Asia)
markets)
Stream of investments (FDI, joint 2. No possibility of applying domestic
ventures, strategic partnerships; credit market protection instruments (for ex-
and insurance guarantees; EU Struc ample, against Chinese imports) be-
tural Funds) cause of common trade policy
General opportunities (spread of 3. Changed production costs (especially
brands, increase in productivity and growing wages and indirect employ-
efficiency, new product lines, increase ment costs)
in value added of a product)
Good penetration of eastern markets, 4. Sub-contracting (relocation to coun-
especially Russia (Italian footwear does tries with cheaper labour)
not satisfy the demands of Russian con-
sumers), similar climate (footwear) and
prices, geographical proximity
Growth in earnings, increasing soci-
ety's spending power
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Opportunities | Dangers
Timber and timber products
1 Availability of wood 1. Costs of adapting to environmental
protection requirements

2. Increased domestic demand due to 2. Competition from foreign firms oper-

faster economic growth (increased ating on the Polish market

pending power, rise in construction)
3. Large potential eastern market 3. Restructuring and concentration proc-

esses, also stimulated by FDI
4. Better access to the funds needed to 4. Changes to production costs (espe

modernise some sectors cially higher costs of labour and raw
materials)
5. Access to Structural Funds, earmarked | 5. Danger of specialising in low-quality
especially for the development of production
SMEs and for training and further
training
Furniture
1. Increased domestic demand 1. Increasing prices of raw materials

(including those imported from eastern
markets) and energy

2. Reduced capital costs 2. Growing competition from imports

(including from EU candidate-
members)

3. Easier access to EU markets
4. Support from EU programmes
5. Influx of FDI

S o ur c e: Piasecki, Rogut, 2004, p. 59.

In the first case (leather and leather products) we are dealing with
a traditional, work-intensive industry with a large proportion of SMEs
that are capable of facing competition from the internal market, and
where EU integration should not affect the sector strongly. However, in-
tegration will accelerate the penetration of EU markets, restructuring, and
a rise in labour costs (and a fall in competitiveness), and will increase the
risk of a relocation of industries to countries with lower labour costs (for
example, South-East Asia or China). Some SMEs (especially tanneries)
may feel the costs of adapting to EU environmental standards particularly
strongly, especially in such spheres as spatial planning, assessment of
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environmental impact; control of waste disposal, pollution, disposal of
solid waste; work health and safety; the rules governing the storage,
transport, labelling and packaging of chemicals, and restrictions on the
use of some chemical substances, such as dyes. On the other hand, the
costs of essential adaptation will serve to modernise and improve the
quality of production, creating greater opportunities for these firms on the
internal market either as independent producers or co-producers.

As far as the manufacture of timber products is concerned, this in-
cludes various types of business such as timber and timber products, fi-
brous mass, paper and paper products, publishing, printing and reproduc-
tion, and furniture production. In this case, the requirements of acquis
communautaire apply chiefly to work health and safety and environ-
mental protection. But the extent of the essential changes may reduce the
competitiveness of some Polish SMEs, especially because some of them
already cannot cope with international markets. This applies especially to
those engaged in the manufacture of timber and timber products which is
considered insufficiently attractive to foreign investors, with not enough
funds to modernise themselves and replace machinery and equipment,
and concentration on low-quality production. In their case, integration
may lead to numerous bankruptcies (with the possible exception of saw-
mills) or, at the very best, a switchover from the role of independent pro-
ducers to that of subcontractors providing services for large (Polish and
foreign) firms. SMEs also have a strong presence in the manufacture of
furniture, but here they are able to compete with EU manufacturers, for
Polish furniture complies fully with EU standards, and its design and
functionality conform to world trends.

A comparison between the food and clothing industries provides an
excellent illustration of the specific nature of each section connected with
the harmonisation of technical standards.

The food industry is an example of a sector with a relatively low level
of internationalisation as far as SMEs are concerned. Nevertheless this
level is rising steadily, mainly thanks to the spread of western chains of
supermarkets and hypermarkets, which are shaping the food market to an
increasing extent. SMEs engaged in the food sector include ones that have
not sufficiently implemented EU standards regarding products and proc-
esses, including packaging and distribution. Therefore the initial period of
operation in a single market may be costly.
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An example of a sector less susceptible to costly adaptation to techni-
cal standards is the clothing industry, where the requirements regarding
essential harmonisation are general (for example, with respect to health
and safety) rather than sector-specific. Another advantage of this sector is
that it attained a high level of internationalisation, also evident in the
highly competitive domestic market, where imports from countries with
lower production costs are already a threat to domestic producers. Apart
from that, SMEs in the clothing industry are relatively strongly engaged
in subcontracting and improvement work, and for this reason they were
compelled earlier on to modernise their production technologies, design
proces ses, and so on. Therefore, given the current level of competitive-
ness, these firms should not feel any negative effects of integration.

An interesting example is transport, dominated by SMEs. But the bur-
den of adaptation will be felt only by those carriers who concentrate on
domestic transportation. Adapting to EU standards will also mean the
adoption of EU technical, environmental, insurance, tax and safety norms.
For these carriers, it will involve additional costs, such as road utilisation
tax (currently EUR 6 per day for trucks heavier than 12 tonnes), conver-
sion of vehicles to the norms governing pollution and technical safety,
and adaptation to European social standards (maximum driving time,
obligatory rest periods), and it will also be necessary to deposit at least
EUR 9000 per vehicle as a guarantee of compliance with these norms
(there times as much as the current deposit in Poland). The situation with
international carriers will different, for they are already under an obliga-
tion to comply with EU standards. They may prove to be exceptionally
competitive vis-a-vis their foreign counterparts, mainly on account of
lower operating costs (especially lower wages of drivers).

It is generally held that the firm beneficiaries of the opening of the
domestic market will include SMEs engaged in the manufacture of elec-
trical machinery and equipment, radio, television and telecom equipment;
machines and equipment that use mechanical power; heaters and boilers;
means of transport (except railway rolling stock and trams); clothing; and
furniture. As far as services are concerned, the main beneficiaries will be
SMEs that provide construction and transport services.
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STRENGTHS AND WEAKNESSES

The use of the above opportunities will require a strategic reaction
from Polish SMEs, particularly important in the context of the drastic
increase in competition (under internal market conditions).

It is true that Polish SMEs experienced an increase in competition
throughout the 1990s. What is more, it increased even more as contacts
with the EU became relaxed (as a result of the provisions of the European
Treaty and the schedule for the creation of a free trade zone). Already
during the pre-accession period, SMEs (especially the smallest ones) con-
sidered the level of competition on the domestic market to be intensive,
and only seldom regarded it as moderate.

Nevertheless integration with the European Union is exacerbating this
competition, adding a few powerful domestic firms to the body of lesser
competitors. Concentration, already occurring in some sectors occupied
by SMEs, poses an additional threat. The most spectacular example is the
abovementioned food industry, where concentration has been observed
for some time already. It manifests itself in, among other things, an in-
creasing market share by the economically strongest food firms and by
firms with foreign capital participation. On the other and, the share of
weaker firms in sales is constantly diminishing, with the result that there
are more and more cases of liquidation among these firms.

Generally, one can say that those firms that were pro-actively man-
aged earlier and have entered foreign markets are now in a far better posi-
tion, whilst those whose business has been limited to local or regional
market niches and whose managers are satisfied with the occupation of
these niches and are therefore not preparing any strategy that conforms
with the altered requirements of the domestic market, can experience
negative effects of integration in future. Firms which are geared solely to
the domestic market and occupy small market niches in which larger
firms are not interested, at least for the time being, may also be strongly
threatened. Integration with the EU will enlarge these niches, thus making
them more attractive to medium, and even large, enterprises.
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From this angle, an analyses of the strong and weak sides of SMEs is
interesting. Of course, each sector has its pluses and minuses, which
strengthen or weaken its position under domestic market conditions. Ta-
ble 2 provides an excellent illustration this diversity, showing the strong
and weak points of SMEs that operate in the leather and leather products
and timber sectors referred to earlier.

Table 2.

Strong and weak points of firms engaged in the manufacture of leather
and leather products and in timber-based production

Strong points Weak points
Leather and lather products
1. Long traditions 1. Poor supply base (also in view of high level
of exports)
2. Low labour costs 2. Low productivity
3. Qualified labour force 3. Funds (lack of working and investment capi-
tal, high capital costs)
4. Good quality of products 4. Low and diminishing share in domestic market
5. Good production base (modern  |5.  Other factors (no recognised own brands;
machines and equipment) undeveloped distribution channels; poor
marketing skills; relatively poor quality of
management)
Footwear
1. Long traditions 1. Poor supply base (also in view of high level
of exports)
2. Low labour costs 2. Low productivity
3. Qualified labour force 3. Weak position of SMEs
4. Good quality of products at 4. Funds (lack of working and investment capi
a competitive price tal, high capital costs)

5. Good production base (modern 5. High share of sub-contracting
machines and equipment)

6. High share of imports in supplying the do
mestic market, coupled with society's low
spending power

7. Other factors (no recognised own brands; un-
developed distribution channels; poor market
ing skills; relatively poor quality of manage
ment; a failure to keep up with fashion trends)
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Strong points Weak points

Timber anc timber products

1. Advanced privatisation 1. Low level of innovation

2. High rate of exports and trade 2. Reduced own resources for development
surplus

3. Good raw materials base 3. Low efficiency

4. Low penetration by imports 4. Largely worn-out machinery and equipment

5. Large production potential (in- 5. Production technology less advanced than in
cluding reserves) EU countries

6. Successive reduction of gap
(vis-a-vis western producers) in
terms of modern machines and
equipment, technology and
product quality

7. Relatively high level of har-

monisation of Polish and EU
standards

1. Low productivity

2. Lack of modern technologies, machines and
equipment in small and very small firms

Furniture

1. Good and relatively cheap raw
materials base

2. Modern machines and equip
ment and advanced technologies
(mainly in medium-sized and
large firms)

3. Compliance with EU quality
standards regarding design and
safety

4. Qualified labour force
5. Advanced privatisation

3. Restricted possibilities of self-financing
development in small and very small firms

4. Not many recognised brands

Source: Piasecki, Rogut, 2004, p. 68-69.

A more general view of the strong and weak points of Polish SMEs is
shown in Table 3: poor investments activity, a relatively low level of in-
novation, underdeveloped forms of cooperation, low exports (compared
to EU countries), more sporadic than regular; poor management (an ex-
cessive attachment to price competition; low awareness of the importance
of technology in creating a permanent competitive lead; poor awareness
of the significance of cooperation).
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Table 3: Strong and weak points of
Polish SMEs
Strong points Weak points
1. High development priorities 1. Poor financial liquidity
2. Relatively well developed 2. Low investments activity

forms of cooperation based on
vertical integration (coopera-
tion chain linking the producer,
subcontractors, suppliers and
retailers)

Low level of innovation

Outdated machine park and old technologies
Cooperation (poorly developed forms of coop-
eration based on vertical integration, that is co-
operation with firms from the same branch,
R&D centres, educational establishments,
business institutions)

Low exports activity compared to EU coun-
tries, sporadic rather than regular; low level of
co-production with foreign enterprises (except
for industries that involve considerable im-
provement work, for example, clothing)
Relatively high dependence on the narrow
local market

Poor management (an excessive attachment to
price competition; low awareness of the impor-
tance of technology in creating a permanent

competitive lead; poor awareness of the sig-
nificance of cooperation)

Weak pressure on building human resources

S ource: Piasecki, Rogut, 2004, p. 66.
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SCENARIOS OF ADAPTATION IN THE LIGHT OF THE FIRST
YEAR OF MEMBERSHIP

Poland currently tends to be more specialised in the labour-intensive
sectors. Although the model of trade with the EU is assuming to an in-
creasing extent the characteristics of intra-branch trade, a more detailed
analysis shows that as regards industrial goods, our exports are competi-
tive in a relatively narrow range of products which display large or in-
creasing competitive features (wood and timber products and coke; cloth-
ing, except for knitwear and crochet work; copper and copper products;
electrical accessories; furniture, medical and surgical equipment; lamps
and lighting; construction materials). Apart from that, our exp[orts are
increasingly dominated by low-quality and low-price goods (unlike the
EU, whose except[orts comprise products of a high quality and price), and
concentrate on labour-intensive segments which create a competitive lead
largely due to cheap labour. However, taking into account the rate at
which wage differentials are being levelled out, one can assume that this
model will continue to dominate in successive years (COM(2004) 274
final; Landesmann, 2003). However, we must remember that this advan-
tage is temporary, due to the proces s of convergence with the rest of the
EU. In addition, the cost advantage is reduced by lower labour productiv-
ity than in the EU15.

Despite considerable progress, the Polish economy is still marked by
continuing specialisation in labour-intensive industries (for example,
clothing and footwear) and a large gap in R&D and skills-intensive sec-
tors (transport machinery, electronic and electrical products). But the di-
minishing importance of capital-intensive industries is a positive signal
(Weber et al., 1999).

In the light of the above proces ses, Polish SMEs have a choice of two
paths of strategic adaptation to the conditions of such ‘forced' interna-
tionalisation (Rogut, 2002a).

The first of these (the traditional scenario) exploits the current com-
petitive advantages, and comprises inter-branch and intra-branch speciali-
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sation, concentrated low-quality product segments. However, the conse-
quence of this variant may be pressure for specialisation in traditional
sectors with a relatively low presence of advanced technology, lower-
qualified labour forces and cheaper labour costs. This may encourage
some labour-intensive EU industries to relocate to Poland, though the
barriers to such a relocation may be: low productivity, high deductions
from wages and the absence of a suitable infrastructure. Therefore one
can assume that this process will be restricted to a serious degree, and will
only apply to those sectors where the labour cost differences between
Polish and the EU are indeed very large. In any case, surveys carried out
in the 1980s shows that EU entrepreneurs are not too eager to relocate the
peripheral countries in the south, even though these countries had very
low labour costs in this period,. Therefore there is no reason to expect that
they will be any more eager to relocate to Poland.

The second path involves a change to a country's profile of specialisa-
tion, referring to the Ricardian specialisation model (innovative scenario).

Based on new growth theory, we can differentiate between two Kkinds
of specialisation: Smithian specialisation and Ricardian specialisation.
(...) Smithian specialization leads to "learning-by-doing™ effects and in-
creasing returns to scale, independent of the technological areas in which
countries are specialized. Ricardian specialization, on the other hand,
concerns the qualitative character of a country's technological specializa-
tion, because countries specialized in technological areas with opportuni-
ties for higher rates of productivity growth might be in a better position to
achieve fast overall growth. Furthermore, technologically backward coun-
tries can catch up by imitating technologies from other countries (Jung-
mittag, 2004).

FDI may provide help in this regard. However, many studies show
that foreign investors usually have only a limited interest in the overall
economic development of their host countries. Most plants set up or mod-
ernised with the help of foreign capital remain isolated from the wider
local and regional economic context in which they are situated
(Brandsma, Thumm, Tlibke, 2001). This can lead to the emergence of
a "dual economy ’ (the situation to be observed in some old member
states), divided into a very effective high technology sector with a rapidly
growing production, but dominated by international companies and, on
the other hand, less competitive local industry.
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Therefore, the innovative potential of Polish SMEs is (and will re-
main) the basic factor determining the choice of scenario of adaptation.

One can assume that during the initial phase of integration, Polish
SMEs will remain in the traditional scenario, though they will raise their
level of innovation successively. However, these changes will not be suf-
ficiently radical to shift the SMEs onto a new path of development (inno-
vative scenario), delineated by the logic of European, and also global,
competition. A barrier in this regard will be a lack of overall experience
in functioning under international market conditions, as well as a rela-
tively weak infrastructure to support innovation. Assistance in making
fester use of the scenario will be provided by the development of regional
innovation strategies (RIS), geared to a consolidation of endogenic
growth factors.

The balance of the first year of membership seems to confirm this
assumption.

On the one hand, it shows that the opening of the internal market has
improved the profitability of such manufacturing sectors as timber and
timber, straw and wicker products; clothing; furs; and furniture. At the
same time, expectations that the manufacturers of textiles, processed
leather and leather goods, metal products and products from remaining
non-metal materials would be in a difficult situation have not been con-
firmed. Following their entry to the internal market, these manufacturers
have at least been able to maintain their profitability at its previous level,
and have frequently even noted an increase thereof. The food processing
sector and drinks manufacturers have also noted an improvement in prof-
itability. Their success is the direct result of the full access of Polish
goods to the EU market. As far as other manufacturing sectors are con-
cerned, the good domestic and overall world economic situation in 2004
had a greater impact on their profitability than mere entrance to the inter-
nal market (DoSwiadczenia pierwszego roku, 2005). Therefore, this con-
firms that most of the firms that were expected to profit by integration
have indeed profited buy it, though not to the extent that was envisaged.

But on the other hand, the experts and entrepreneurs who took part in
the focus groups point out that the above picture does not completely con-
form to the reality, firstly because it only concerns the first six months of
EU membership, and secondly because changes to the level of profitabil-
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ity were calculated in terms of current prices, not fixed prices, and current
prices in the period under review rose between 10-19 per cent in some
sectors, and as much as several dozen per cent in others. Therefore if we
are talking of an increase in productivity wee must answer the question:
to what extent was this increase actually attributable due to an exploita-
tion of the opportunities of integration (that is increased export potential,
increased spending power of the local market, increased sales, and so
on.), and to what extent was it the result of increasing prices (during the
initial period of membership). Apart from that, some enterprises have still
not undertaken full expenditure to adapt to EU technical (certificates),
environmental and work health and safety standards.

Therefore one can say that the first six months is too short a period to
provide conclusions as to the predominant models of strategic reaction by
SMEs to internal market conditions. Nevertheless, certain dangerous
trends already took place during this period. The most important of these
was the poor use of innovation as a source of competitive advantage.
It transpired that Polish SMEs continued to prefer price competition to the
quality of their products and services. The attainment of a competitive
lead through innovation continued to be unpopular among Polish SMEs,
although we have no clear picture in this regard.

Basing ourselves on the last Innobarometer survey (Flash Euro-
barometer, 2004) we can say that Polish SMEs are among the top innova-
tive European firms. For example, Polish SMEs are at the top of the list
regarding the number of enterprises that have successfully introduced new
or significantly improved products or services in the last two years (82
per cent of Polish SMEs have confirmed that they successfully introduced
new or significantly improved products or services in the last two years
compared with 57-58 per cent in Estonia and Belgium). Similar level of
innovation demonstrated SMEs in Germany (81 per cent), Malta (81 per
cent), Austria (81 per cent), Portugal (81 per cent) and Lithuania (85 per
cent). Polish SMEs also show above an average per centage of firms that
conducted market research into new products or services in the last two
years; 38 per cent of such Polish SMEs compared with 54 per cent in Slo-
vakia on the one hand and Germany, Luxembourg and Czech Republic
(with less than one in four enterprises confirming that they have recently
conducted such studies) on the other. A little worse is the situation with in-
house R&D; only 44 per cent of Polish SMEs claimed to have carried
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out in-house research in the past two years compared to 53 per cent as an
average for the EU25. However, this average result masks a schism be-
tween the EU-15 group and the new Member States where respective re-
sults of 54 per cent and 44 per cent are observed. Opposite trend is ob-
served in the field of outsourced R&D where Polish SMEs placed above
the EU25 average.

Similar optimistic picture emerges from self-assessments of innova-
tion performance by enterprises, taking into account the following areas:

o frequency of introduction of new product models, packaging, or new
forms of services;

) frequency of modifications made to products or services;

o frequency of changes to the production or services provision systems,
new quality control systems;

0 changes to the product distribution system or customer acquisition
system;

changes to the company's organizational structure.

(]

The responses to the above items are very similar. Entrepreneurs be-
lieve most often that their products, services, production systems, distri-
bution and other systems are equally innovative as those at their EU com-
petitors (Report on the Condition of the Small and Medium-Sized Enter-
prise Sector in Poland, 2004).

It is clear that these assessments are solely an expression of subjective
speculations. A comparison of the self-assessment with more objective
indicators, such as the number of patents or user trademarks held or pur-
chased, the intensity of cooperation with R&D establishments, and the
intensity of involvement in research programmes shows a less rosy pic-
ture. For example, only 10 per cent of firms cooperate with a scientific
centre, and fewer than 20 per cent indicate collaboration with a research
institute or university. Collaboration between companies and the scientific
community typically focuses on very tangible issues. It mostly pertain to
technology and products and led to either the introduction of improve-
ments or implementations of new solutions. Cooperation with respect to
the organization or logistics is incomparably less frequent (Rogut, 2005).
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DISCUSSION

This article is an attempt to present a concise summary of the results
of hitherto surveys into the changed behaviour of Polish SMEs during
preparations for EU integration, then following integration, and then
within an internal EU market. The central topic of discussion is the oppor-
tunities and dangers emanating from this, the primary competitive advan-
tages, the strong and weak points of Polish SMEs and - finally their stra-
tegic reactions to forced internationalisation.

This topic is exceedingly important in view of the fact that the condi-
tion of SMEs will determine the overall balance of advantages. In this
context, one of the immediate policy priorities is to place emphasis on
improving the level of detailed knowledge of the changes to the business
environment that SMEs in specific sectors may face as a result of EU ac-
cession.

The first months of membership is too short a period to provide con-
clusions as to the predominant models of strategic reaction by SMEs to
internal market conditions. Nevertheless, they already indicate certain
dangerous trends, especially too low a level of innovation; Polish SMEs
continued to prefer price competition to the quality of their products and
services. The attainment of a competitive lead through innovation contin-
ues to be unpopular among Polish SMEs, although we have no clear pic-
ture in this regard. Depending on the methodology adopted, we observe
widely different results. On the one hand are the results of surveys based
on self-assessments of innovation performance (frequency of introduction
of new product models, packaging, or new forms of services; frequency
of modifications made to products or services; frequency of changes to
the production or services provision systems, new quality control sys-
tems; changes to the product distribution system or customer acquisition
system; changes to the company's organizational structure). Entrepre-
neurs believe most often that their products, services, production systems,
distribution and other systems are equally innovative as those at their EU
competitors.
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Another extreme is illustrated by the results of surveys based on more
tangible indicators, such as technological know-how (the number of pat-
ents and user trademarks held or purchased, the level of R&D expendi-
tures, the number of scientific personnel and so on.) However, in practice
these are input measures rather than indicators of the results of innovative
efforts and may underestimate the amount of innovation taking place in
SMEs.

Unlike large enterprises and state institutions, SMEs often develop
new products and technologies ad hoc, which mean that the contribu-
tion of the SME sector to developing innovations is often underesti-
mated. Implementing new ideas does not always require high R&D
spending, although larger sums may be necessary during later stages of
new product development, to construct a prototype, for example and
test an idea directly on the market. Furthermore, R&D expenditure is
typically highest in branches of industry, where the role played by the
SMEs is the smallest, especially in the production of chemicals, coke,
tobacco products and means of transport, as well as in oil refining
(Smallbone, Rogut, 2005, p. 225).

Nevertheless there is no doubt that Polish SMEs have a low level of
interaction with external actors of various sorts (customers, suppliers,
specialist research centres and so on.) and a low intensity of formal rela-
tionships with the external R&D base (high schools, R&D institutions,
Polish Academy of Sciences), as well as lacking formal agreements with
international R&D institutions. This illustrates the need to develop close
co-operation between the world of science and the world of politics policy
in preparing and implementing a complex SME support policy. Such co-
operation has already been initiated, an example of which is the initiation
of the formulation of regional innovation strategies. Its successful imple-
mentation calls for a rapid and effective identification and practical im-
plementation of effective mechanisms of dialogue and co-operation be-
tween scientists and politicians. The creation of such a mechanism must
be supported by future research into such spheres as:

1. Deepening knowledge of the demand for innovation by identifying
and mapping existing clusters/networks in order to: diagnose the inno-
vation capacity of key sectors; examine the inter-relations between
firms and support agencies within clusters/networks; and detect prac-
tices that would trigger a transition from networks into clusters.



2.

Working Papers 2/2007

Evaluation of the technological capacity (the state of technologies
applied and wider pertinent technological advances), procedures, and
needs of Polish firms and identifying its strong and weak points in or

der to identify the areas where firms require the greatest support in the
context of their RTD and innovation capacities and capabilities and to
stimulate a thinking process among SMEs.

Measurement of the quality and performance of the lo-
cal/regional/national business support system in order to: identify
weaknesses and their sources; compare the business environment with
those of other EU regions and learn from them; identify and exchange
best practices in the field of delivery of business support mechanisms,
adapt them to local/regional/national needs and establish better busi
ness support services.

Providing SMEs with a practical vision for longer-term, strategic vi-
sions and developmental scenarios technology and regional foresight).
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OVERVIEW OF THE
INTERNATIONALISATION PROCESS OF
SMES IN POLAND

These surveys lie within the framework of the revived debate that has
been in progress for some time on the subject of the dangers which relo-
cation and deindustrialisation poses for European manufacturing
(COM(2003) 704 final). The EU industry faces continuing competition
from other developed economies, particularly in the high-technology sec-
tor and from new competitors. The latter case can be illustrated by China.
Originally China focused on the toy and textiles & clothing sectors. In the
1990s, Chinese exports spread to products with a strong technological
content (electronics). More recently, China has moved into other sectors
with a major technological content, such as chemicals, and even into lead-
ing-edge sectors (ICT, biotechnologies) and research and design activities
(electronic components). Also other countries (for example India) have
adapted, in addition to its traditional sectors such as textiles, a niche strat-
egy in fields with high added value, such as biotechnologies and ICT,
based on the creation of clusters of local companies and American and
European multinationals (SEC(2004)1397).

These trends strengthen the possibility that certain industries, especially
low-tech industries, would move outside Europe, bringing in their wake
other user or supplier sectors. Some companies have already delocalised, or
intend to do so, in order to benefit from lower labour costs. The phenome-
non of relocation is beginning also to extend to research activities and high-
tech sectors, although it is not possible to quantify it accurately or to distin-
guish it from the worldwide expansion in industrial activity.

The trend could be stopped thanks to the enlargement. Following it,
the EU has absorbed a group of countries with relatively low-wage
economies, yet with considerable technological experience. This advan-
tage is, however, temporary due to the process of convergence with the
rest of the EU, although the rates of convergence will vary. In addition,
the cost advantage is reduced by the fact that their labour productivity is
much lower than in the current member states. Nevertheless, the compara-
tive advantage of the new Member States has already led numerous pro-
ducers in the EU15 to locate some of their production there, and this is
likely to continue.
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