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Purpose: The significance of small and medium-sized enterprises (SMEs) for economic
development is recognized in Poland and globally. The cornerstone of this article's discussions
is the idea that the SME sector embodies the strength of each economy and its ability to
withstand external challenges. This paper seeks to advance the existing state of the art by
providing a literature review on the diverse perspectives concerning the influence of
a company's size on its vulnerability to business cycles.

Design/methodology/approach: The article provides a literature review regarding the two
hypotheses: 1. SMEs are more vulnerable to economic fluctuations than large enterprises.
2. SMEs are more resilient to economic fluctuations than large enterprises.

Findings: The literature studies conducted do not provide a specific and convincing answer to
whether the SME sector is less vulnerable to and, as a result, more resilient to business cycle
fluctuations than the large enterprises sector. In other words, the literature review results do not
confirm that the SME sector is less vulnerable to recession than the large enterprise sector.
At the same time, the above conclusions do not support the statement that the small and
medium-sized enterprise sector has proven to be more vulnerable to the recession than the large
enterprise sector. The relationship between a firm's size and its vulnerability to economic
fluctuations is complex and often ambiguous.

Practical implications: Insights may be crucial for shaping policies that support businesses
and foster entrepreneurship.

Originality/value: This paper is directed towards policymakers and seeks to impart knowledge
regarding the support of entrepreneurship, particularly in relation to the business cycle.
Keywords: SME sector, vulnerability, business cycle, economic growth.

Category of the paper: Literature review.

1. Introduction

The small and medium-sized enterprises (SMEs) sector is an extremely important part of
modern market economies, given its share of the total number of businesses, contribution to
employment, and gross value added. The belief that the SME sector reflects the strength of

individual economies and that its resilience to external shocks is essential for their development
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serves as the foundation and starting point for the considerations presented in this article.
Analyzing the relationship between company size and economic fluctuations, the literature
presents arguments supporting both hypotheses: 1. SMEs are more vulnerable to economic
fluctuations than large enterprises. 2. SMEs are more resilient to economic fluctuations than
large enterprises. The conclusion largely depends on the indicators used in the analysis -
specifically, the measures of economic conditions and the indicators of vulnerability (Lechman,
Dominiak, 2016).

The article provides a literature review regarding the two previously mentioned hypotheses.
The first part of the study highlights the role of the SME sector in the growth and economic
development of highly developed countries. Analyzing demographic changes underscores the
concept of creative destruction (Schumpeter, 1934) and business survival rates. The analysis
also examines changes in employment and the contribution of the SME sector to gross value
added. The study focuses on the non-financial sector of the EU-27 countries, with particular
emphasis on Poland. The second part of the article assesses the vulnerability of the SME sector
to economic fluctuations. It provides a brief overview of vulnerability as an economic concept,
which has gained increasing importance, especially in light of the economic crisis that began in
2008. The article further examines the factors that affect the vulnerability of small and medium-
sized enterprises to economic fluctuations. The third part of the article presents an overview of
the latest global reports regarding the relationship between firm size and changing economic
conditions. It emphasizes that a business's age has a more significant impact on stability during

economic fluctuations than its size. The final section concludes the paper.

2. Discussion

2.1. The importance and economic effects of the SME sector

The relationship between the state of the SME sector and economic growth and
development is crucial. SMEs constitute a significant portion of the overall business population,
create jobs, and generate gross value added. In 2023, the SME sector accounted for 99.8% of
all active businesses in the EU-27 countries. Small and medium-sized enterprises comprised
65.2% of employment and 53.1% of gross value added (Figure 1).



The vulnerability of the SME sector to business cycles 25
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Figure 1. The share of the SME sector in terms of the number of enterprises, employment, and gross
value added within the non-financial business sector across the EU-27 countries in 2023.

Source: European Commission, 2024, SME Performance Review, Annual Report on European SMEs
2023/2024, Luxembourg.

The observation of changes in the number of businesses in Poland, based on data from the
Central Statistical Office, over recent years indicates a 32.6% increase in the number of firms
between 2013 and 2022 (Figure 2).
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Figure 2. Number of active enterprises in Poland from 2013 to 2022 (in thousands).

Source: Polish Agency for Enterprise Development, 2024, Small and medium-sized enterprises in
Poland, Warsaw.

The number of large and medium-sized enterprises remained relatively stable from 2014 to
2023. Micro-enterprises experienced the most notable growth, whereas small enterprises
experienced a decline (Figure 3).
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Figure 3. Number of active businesses in Poland categorized by size from 2013 to 2022 (in thousands).

Source: Polish Agency for Enterprise Development, 2024, Small and medium-sized enterprises in
Poland, Warsaw.



26 A. Bielawska

The influence of small and medium-sized enterprises (SMEs) on macroeconomic outcomes
arises not only from their significant share of the overall business population but also from their
economic contribution through creative destruction, which is characterized by a continuous
process of entry and exit (Schumpeter, 1934). Demographic changes foster competition and
underscore the potential role of new businesses in driving economic growth, employment,
and productivity (Decker et al., 2014; Garcia-Macia et al., 2019).

The number of new businesses in Poland has remained relatively stable from 2014 to 2023,
with a minor drop in 2019-2020. In contrast, business closures experienced more significant

fluctuations, especially from 2018 to 2023 (Figure 4).
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Figure 4. The number of new and closed businesses in Poland from 2014 to 2023 (in thousands).

Source: Polish Agency for Enterprise Development, 2024, Small and medium-sized enterprises in
Poland, Warsaw.

The analysis of business dynamics also highlights the importance of start-ups and young
firms in creating jobs, despite the higher failure rate among new businesses, particularly in their
first year. In Poland, the highest percentage of businesses fail within their first year of operation
- the survival rate for 2022/2023 was 67.0%, indicating that nearly one in three businesses
closed. In the following years, the survival rate improves. The survival rate for businesses
founded in 2018 by their fifth year (2023/2018) was 92.4% (Figure 5), emphasizing the long-
term viability of older SMEs.
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Figure 5. Businesses established from 2018 to 2022 that remain active in 2023 — survival rate for 2023
compared to 2022 (in %).

Source: Polish Agency for Enterprise Development, 2024, Small and medium-sized enterprises in
Poland, Warsaw.
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Since the 1990s, employment has significantly stabilized in all size classes of enterprises in
European economies (Daszkiewicz, Wach, 2013). In the EU-27 countries, the employment
dynamics rate is higher in the entire SME sector than in the large enterprise sector. Moreover,
the pace of employment changes decreases as the size of the company increases (Table 1).

Table 1.
Average annual employment growth rate in the non-financial sectors of the EU-27 for 2023
(in 75)

. SME in details
Economy Large enterprises SME sector - -
micro small medium
EU-27 1,2 1,8 2,3 1,6 1,1

Source: Own study based on European Commission, 2024, SME Performance Review, Annual Report
on European SMEs 2023/2024 Luxembourg.

According to data from the Central Statistical Office, businesses generate nearly two-thirds
of Poland's GDP (PARP, 2024). SMEs contribute over 50% to the gross value added generated
by all Polish businesses. The table below shows the differences in gross value added produced

by different size classes of businesses in Poland and the EU-27 countries (Table 2).

Table 2.
Contribution of the SME sector to the gross value added in the non-financial business sector of
Poland and the EU-27 countries 2023

. SME in details
Economy Large enterprises SME sector - -
micro small medium
Poland 49,7 50,3 19,3 15,1 16,0
EU-27 46,9 53,1 19,8 16,8 16,6

Source: Own study based on European Commission, 2024, 2024 SME Country Fact Sheet Poland and
2024 SME Fact Sheet European Union, Luxembourg.

Poland has one of the lowest shares of the SME sector in generating value-added compared
to other EU countries (Table 2). This can be seen as a legacy of the centrally planned economy,
where the previous dominance of large-scale production continues to influence the structure of

value-added creation throughout the economy (Kokocinska, 2012).

2.2. Vulnerability as an economic concept

The rising importance of vulnerability to global economic fluctuations is associated with
growing globalization, technological progress, and increasing negative economic shocks.
In a macroeconomic dimension, vulnerability can be understood as susceptibility to external
influences that disrupt a given economy's expected development path. In a narrower sense,
vulnerability refers to economic structures and their ways of mitigating adverse shocks and
threats and taking advantage of emerging opportunities without structural changes
(Gawlikowska-Hueckel, Szlachta, 2014). The terms resilience and adaptive capacity are often
used interchangeably in the literature. These concepts are described as the system's flexibility,

stability, extensive tolerance range, and coping ability (Eklund et al., 2023). There remain many
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ambiguities surrounding vulnerability and its measurement, both in terms of terminology and
research methodology (Palosaari et al., 2024). Vulnerability is a multidimensional concept,
and its definition varies based on the research objective and the methodology adopted
(Deppisch, 2017). Tasanuva et al. (2022) propose various types of analyses to assess
vulnerability, including comparative analysis, indicator-based methods, and statistical analysis.
Key factors affecting SME sector vulnerability to economic fluctuations include the following:

1. The structure of the SME population. Micro-enterprises are the most vulnerable to
economic fluctuations. Therefore, the larger the share of micro-enterprises within the
SME population, the more vulnerable the entire sector becomes to changes in the
business cycle.

The share of SMEs in the creation of gross value added.

3. SMEs' structure and diversification (Pedauga et al., 2022). Construction, the automotive
industry, transportation, tourism and recreation, and luxury goods are among the sectors
most vulnerable to economic fluctuations. In contrast, the services sector exhibits high
resilience to economic changes (Gupta et al., 2023). Additionally, the medical industry
(Beller et al., 2023) and the public utilities sector (Gajdosikova, Vojtekova, 2024) are
less vulnerable to economic downturns.

4. The maturity of the SME sector. Small and medium-sized enterprises' vulnerability to
economic fluctuations depends on the sector’s age (Seimer, 2019). Young firms (those
no more than 5 years old or employing fewer than 20 employees) are more vulnerable
to these fluctuations than older, established firms (Haltiwanger et al., 2013; Kim et al.,
2024).

5. The level of internationalization. SMEs engaged internationally tend to be more
innovative and achieve greater employment growth (Jabar et al., 2016; Daszkiewicz,
2019).

6. The degree of innovation. Innovative companies frequently experience employment
growth, which tends to be greater than that of non-innovative firms (Santoreli, 2020).
Additionally, unlike their non-innovative counterparts, innovative companies can
maintain a high growth rate over the long term. Among declining firms, non-innovative
companies often experience a more rapid deterioration in economic performance
compared to innovative ones (Ciriaci et al., 2016). Furthermore, during the economic
crisis of 2009 - 2010, innovative economies felt the effects of the recession much more

mildly than less innovative economies (De Kok, De Witt, 2014).

2.3. Company size and economic fluctuations

Analyzing the relationship between company size and economic fluctuations, the literature
presents arguments supporting both hypotheses: 1. SMEs are more vulnerable to economic
fluctuations than large enterprises. 2. SMEs are more resilient to economic fluctuations than
large enterprises (Chari et al., 2007; Crouzet, Mehrotra, 2020).
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Gertler and Gilchrest (1994), Cravo (2011), Lai et al. (2016), and Seimer (2019) support the
hypothesis that SMEs are significantly more vulnerable to external shocks. However, research
by Moscarini and Postel-Vinay (2012) shows that large enterprises respond more sharply to
changes in economic conditions than smaller firms. Kudlyak and Sanchez (2016) indicate that
the sales of large firms declined relatively more than those of small firms during the 2008
financial crisis and in most recessions since 1969.

At the same time, Fort et al. (2013) and Mehrotra and Sergeyev (2016) highlight a missing
element in the above analyses, specifically the need to differentiate between a firm's size and
age. The findings from Fort et al.'s (2013) research on the U.S. economy indicate that small,
young firms are more vulnerable than both their small, older counterparts and large, older firms
(it was assumed that young firms are no older than 5 years, and small firms employ fewer than
20 people). However, comparing vulnerability between small and large, older firms yielded few
definitive conclusions.

The debate surrounding the connection between firm size, employment growth,
and resilience to external shocks also engaged Haltiwanger et al. (2013). Their research
indicates that a firm's age is a more crucial factor than its size in explaining variations in
responses to external shocks. Challenging the belief that the SME sector generates most jobs,
they examined data from the U.S. economy from 1976 to 2005. Nonetheless, they found
no statistically significant correlation between firm size and employment growth. However,
they observed that a firm's age significantly impacts job creation. Highlighting the importance
of start-ups and young firms, the authors emphasize that these businesses typically either
expand or exit the market, demonstrating an "up or out dynamic”. When a young firm manages
to survive, it typically grows faster and more aggressively than its older counterparts.
These innovative, fast-growing firms, comprising a small percentage of SMEs, are responsible
for creating the majority of jobs in this sector (Dachs, Peters, 2014; Haltiwanger, 2016).

Innovative companies are more likely to experience employment growth, which is usually
greater than non-innovative firms (De Kok et al., 2011). Moreover, Dachs and Peters (2016)
research shows that internationalized SMEs are more innovative and experience higher
employment growth. In addition, innovative economies during 2009-2010 were significantly
less affected by the crisis than their less innovative counterparts (De Kok et al., 2011).
This supports the positive relationship between innovation and employment (Ciriaci, 2016).

3. Summary

The literature studies conducted do not provide a specific and convincing answer to whether
the SME sector is less vulnerable to and, as a result, more resilient to business cycle fluctuations

than the large enterprises sector. In other words, the literature review results do not confirm that
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the SME sector is less vulnerable to recession than the large enterprise sector. At the same time,
the above conclusions do not support the statement that the small and medium-sized enterprise
sector has proven to be more vulnerable to the recession than the large enterprise sector.
The relationship between a firm's size and its vulnerability to economic fluctuations is complex
and often ambiguous. Current literature reveals contradictory results, predominantly influenced
by variables such as the age of the enterprises, their ability to innovate, and their exposure to
the international market. Future research should examine these factors to understand better how
companies navigate economic challenges. These findings can be vital for policymakers,
particularly in light of economic uncertainties. Policies that promote innovation and

internationalization could strengthen the resilience of small and medium-sized enterprises.
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