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Abstract: The Covid-19 pandemic broke out unexpectedly, and it is difficult to anticipate its future effects. As a
result of the lockdowns, many enterprises were forced to curtail their business as early as in the first months of
the pandemic. In view of such unprecedented phenomena, a question arises about possible effects of the
pandemic on the financial standing of enterprises. The authors of this paper aimed to assess the immediate
effects of the Covid-19 pandemic on the financial security of small enterprises in Poland, since the financial
security is seen as an important factor influencing organizational resilience. This article applies the desk
research and comparative analysis methods, which were conduct based on statistic office data. The studied
enterprises were analysed in terms of changes in their liquidity ratios, sales profitability ratios as well as their
revenue and profit levels — the results have shown a considerable diversity across sectors. Based on the
assessment of changes in the indicators, the analysed sectors were categorised as: resistant sectors, hardly
affected sectors, moderately affected sectors, severely affected sectors. The analysis of the selected indicators
of financial security has shown that the financial result as well profitability levels were the indicators that
deteriorated in the greatest number of sectors. Surprisingly, financial liquidity remained the most stable
indicator. The research results can be helpful in proper channelling aid to enterprises to recover from crisis,
since in first month of the pandemic most of financial support was not diversified.
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1 Introduction country, but generally they tended to be radical and
Taking into consideration external factors, mainly involved closing of restaurants, hotels, shops,
the economic and the financial crisis caused schools, universities, and workplaces. Despite the
disruptions in enterprises in pre-Covid-19 times. In short period from the beginning of the pandemic, its
such a crisis circumstances being resilient help to course and effects have already been widely
overcome the downturn. Since 2020 the economy described in the economic literature. Some scientists
faces the turbulence again, and one can quote focused on macroeconomic aggregates [2][3][4],
Reinhardt and Rogoff “This time is different”. others on the situation of business entities and
The Covid-19 pandemic, which has been sweeping consequences of CQVID-19 on business failures
across Europe since January 2020, was addressed by [5][6][7]. The latter is more closely related to our
the Organisation for Economic Co-operation and apprc_>ach. Last year quite a lot (_)f research_regardmg
Development (OECD) as “the most serious the influence of the pandemic on business was
economic crisis in a century” [1]. In the EU as well published. The studies focused on logistics blocks,
as all over the world, most of administrative, social labor shortages, and drops in demand, business risk
and economic activities were suspended. The [81[9], corporate resiliency [10][11], or financial
protective measures varied depending on the support and subsidies [12][13][14]. To best of our

knowledge, there is a shortage of papers on the
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financial standing of small enterprises during the
pandemic crisis. The objective of our research was
to assess the immediate impact of the COVID-19
pandemic on the financial security of small
enterprises, understood as “state of financial
resources, which provides effective (profitable)
activity of an enterprise, protects its financial
interests and maintains its ability to regulate
liquidity, solvency and financial capabilities under
the influence of various kinds of dangers and
threats” [15]. We studied the changes of main
indicators of financial security by comparing them
to the values in previous periods. The comparative
analysis of indicators was engaged hence the
financial security is seen as an important factor of
the organizational resilience. We aimed to check
whether the influence of the pandemic was reflected
in financial indicators as early as in the first months
of the lockdown, as the problems in organization are
signaled by deterioration of financial ratios. No
business is immune from an unexpected crisis,
nevertheless in our paper we assessed the reaction of
main financial indicators in the particular sectors of
small enterprises. According to Adian et. al. [16],
the vulnerability of SMEs to the crisis depends in
part on their prevalence in more crisis-exposed
countries and sectors, which justifies the sectoral
approach applied in this paper.

The scientific curiosity focused on the way small
enterprises cope with turbulent surrounding caused
by pandemic inspired the authors of this paper to
engage in a study aimed at assessment of immediate
effects of the Covid-19 pandemic on the financial
security of small enterprises in Poland in the period
from January to June 2020. The specific objective
was to evaluate the diversity of the immediate
effects of the pandemic on the financial security of
small enterprises in sectors of the Polish economy.
The knowledge about vulnerability on crisis
assessed on base of financial indicator in the
particular sectors might be useful regarding
organizational resilience, since it is understood as
well as a function of planning for and preparing for
future crisis [17]

The paper is organized as follow: section 2 presents
the theoretical underpinning, which presents briefly
different views on organizational resilience and on
as well on SMEs in crisis. The third section includes
research assumption such as the financial indicators
used to assess different aspects of financial security
of small enterprises, and the steps of the research
process and the results of the empirical analysis.
Section 4 includes the discussion, where the
findings are compared with the results of previous
research studies on Covid-19 and financial standing
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of enterprises. The conclusions make up the last
section. The article presents which sectors are the
most affected, and indicates the most deteriorated
indicators dependently on sector. In consequence
the authors admit that the sectoral orientation in
research on influence of pandemic on small
enterprises is the most appropriate.. The authors
intentionally focused on small enterprises, as their
specific nature indicates ambiguous possibilities of
coping with the crisis, which is confirmed by the
literature. Our study contributes to the growing
amount of literature on the effects of COVID-19 on
firms [18][8][16][9]. The research results can be
helpful in proper channelling aid to enterprises to
recover from crisis. Knowing the weaknesses and
the handicaps of particular sectors both the
managers/owners and governments may cope better
with the restructuring. Seeing the financial security
as a significant part of organizational resilience we
would like to indicate the sectors and areas in small
enterprises finance which are particularly fragile.
During the first wave of the pandemic the most of
financial support was not diversified and to some
extend random. The result of this study can be
helpful in building supports plans for particular
financial areas in particular sectors in case of future
turbulence.

2 Literature Background

The unexpected events have influence both on
whole economy and on particular entities. The scope
the entities can deal with turbulent surrounding is
differentiated. Hence, the organizational resilience
understood as “the maintenance of positive
adjustment under challenging conditions such that
the organization emerges from those conditions
strengthened and more resourceful” [19] stays the
core issue. Primary the term resilience originated
from the physical sciences [17] however it was
applied in other areas and sectors e.g., ecosystems
[20][21] health system [17][22][23] and of course
organization, small companies included
[24][19][25][26]. Organizational resilience leads to
ensure sustainability, even in the face of disaster
disruption, and COVID-19 definitely can be
considered as an unexpected disaster [27].

In the literature resilience can also be characterized
by four interrelated dimensions: technical,
organizational, social, and economic [28] where
economic is understood “as to the capacity of firms
(...) to absorb, contain, or reduce both direct and
indirect economic losses resulting from disasters”
[28]. What more an organization’s financial position
and its economic stability are seen as significant
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strengths in terms of resilience [29]. The availability
of resources, financial resources included, is an
important factor that influences the organizational
resilience [17][29]. Financial resources (cash flow
and liquidity) and budgetary control and financial
reserves were indicated as important factors
influencing resilience [30]. Lack of resilience is
visible in financial ratios deterioration and leads to
financial security problems. According to Pal et. Al
[30] firms with financial constraints, affected by the
crises effects report bad financial performance.
Additionally, financial resources “can act as a
buffer in the face of a crisis” [31], and financial
assets can be an important source of organizational
resilience [31]. Based on that it can be stated that an
organizations’ financial standing in a significant
factor to its resilience. So, checking the main
financial ratios and assessing if the Covid-19 had
impact on the financial security in small enterprises,
we attempt to contribute to organizational resilience
problems.

We focused on small enterprises, because such
entities very often rely on the person of the owner,
and — as opposed to large companies — they do not
have sufficient human capital or financial backup
resources. It could seem that this would be the
reason why they should be more susceptible to
negative effects of crises [32]. A financial crisis
affects not only the money supply or investment
activity, but it also has its consequences in everyday
operations when it is necessary to search for
alternative sources of financing, and bank loans are
constrained or unavailable [33]. Moreover, their
increased dependence on a smaller number of
clients, suppliers and markets may lead to increased
difficulties in maintaining their business during the
crisis [34]. However, the literature provides some
arguments which indicate that small enterprises may
cope with the crisis effects better than big
companies. Due to their flexible structures, SMEs
may quickly adapt to innovations, react to demand
fluctuations, and faster identify any emerging
opportunities [35].

According to Sullivan-Taylor and Branicki [36]
small firms can have an advantage in terms of
organizational resilience over larger firms, thanks to
lower level of bureaucracy, the possibility of rapid
decision making and shorter processes. But on the
other hand, “small and medium-sized enterprises
are more endangered than big enterprises i.e., that
their resilience to climatic and other disasters is
much smaller due to the fact that they usually are
not insured against disasters and that they have
limited access to loans, while a majority of them
doesn’t have business continuity in emergency
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situations” [37]. Hence, small enterprises should
pay more attention to liquidity, cash flows and
seasonal fluctuations [37]. During recent months an
increase of literature contributes to organizational
resilience in context of COVID. The situation of
SMEs during Covid in terms of organizational
resilience was studied by Klein and Todesco [38],
who focused on general weaknesses, strengths,
challenges and opportunities for SMEs to face
Covid pandemic. Another research focuses on
survival strategy under Covid [39]. Zhong [31] in
turn studied the organizational resilience in the
context of the development of SMEs.

As for ways of financial security evaluation, the
literature on the subject provides numerous
indicators used in financial analyses of enterprises
[15][40][41][42][43]. It also indicates that it is
necessary to take into account the non-financial (and
in fact off-book) aspects connected with financial
security [44][42][45], however, most commonly
used measures are financial analysis ratios based on
the accrual or cash basis. When assessing the
financial security of small enterprises, cash-based
ratios may be used to a very limited extent, as such
entities as a rule are not obliged to prepare cash flow
statements. On the basis of generally accessible
statistics in Poland, for the purposes of evaluating
the financial security of small enterprises it is thus
possible to apply first and foremost accrual-based
indicators. Taking into account the financial
standing of enterprises, the following areas of
creating and providing financial security can be
distinguished: sales of products (services), goods
and materials, financial liquidity, solvency,
profitability, and financial reserves [41]. As the
authors intended to examine the immediate effects
of the pandemic, i.e., to research the phenomenon
while taking a short-term approach, they selected
the indicators which are subject to change quickly
due to any turbulence in the economy caused by the
lockdown. The financial ratios based on the profit
and loss account, balance sheet and cash flow
statement were many a time applied in the literature
not only for the purposes of evaluating the financial
standing, but also for anticipating bankruptcy of
enterprises [46][47]. Undoubtedly, the key area in
the functioning of each enterprise is financial
liquidity. In fact, the short-term effects for most
SMEs included predominantly liquidity problems
and increased financial constraints as a result of
disturbances in business activity during lockdowns
[13]. The importance of liquidity for financial
standing in pandemic times is shown in many
studies [6][16][48]. In the case of supply and
demand shocks, also sales will be subject to
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decreases. The factors that are relevant from the
point of view of evaluating an enterprise’s standing
also include the volume and growth rate of both
revenue and profit. The studies conducted in China
after two crises have shown revenues drops among
other sharp decreases in many business indicators
[49].

3 Problem Solution

The most important challenges connected with

COVID-19 and SMEs include cashflow deficit,

demand reduction and contract breach risk [8],

which influence liquidity, sales profitability and the

level of both revenues and net profit. Revenues,
liquidity and profit margin are commonly used as
indicators that are employed to assess financial
performance and how firms cope with the recession

[50]. Therefore, the following measures and

indicators were selected to be applied in the

analysis:

e liquidity current ratio — the ratio of current
assets of the entity (inventory, short-term
receivables, short-term investments and short-
terms prepayments) to short-term liabilities
(excluding special funds),

e liquidity quick ratio — the ratio of short-term
investments and short-term receivables to
short-term liabilities (excluding special funds),

e liquidity cash ratio — the ratio of short-term
investments and cash to short-term liabilities,

e net profit margin — measured as the ratio of net
financial result to revenues (net
income/revenue),

e return on sales — the ratio of profit from sales to
net revenues from sale of products, goods and
materials (gross profit/ sales),

e net revenues from sales of products, goods and
materials,

e net financial result.

Under mentioned assumption the authors formulated
the following hypothesis: the first wave of the
pandemic was reflected in the selected financial
security indicators of Polish small enterprises in a
diversified manner which depended on the business
sector.

The research study applied the desk research
method, using the Local Data Bank of the Polish
Central Statistical Office (GUS), which was the only
possibility to access in short time, the reliable and
numerous samples. The financial ratios were
obtained for non-financial enterprises employing
from 10 to 49 persons, which according to the GUS
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methodology were considered to be small
enterprises. The enterprises to be analysed were
categorised into sectors as per PKD (i.e., the official
Polish Classification of Business Activity). The
sectoral approach was applied both to research on
enterprises bankruptcy [47] and to the recent studies
on the Covid-19 pandemic effects [18][32][13][8].
To cover all types of small enterprises the study
takes into account all the sectors of business activity
stipulated by GUS, i.e.: B (mining and extraction),
C (industrial processing), D (production and supply
of electric power, gas, steam, hot water and air for
air-conditioning systems), E (water supply; waste
and waste water management, and land reclamation
activities), F (construction industry), G (wholesale
and retail trade; motor wvehicle repair, including
motorcycles), H (transport and warehousing), |
(accommodation and catering  services), J
(information and telecommunication), L (real
property services), M (professional, scientific and
technical activity), N (administrative and supporting
services), P (education), Q (healthcare and social

welfare), R (activities related to culture,
entertainment and recreation), S (other service
activities).

The study focused on a comparative analysis of
selected indicators and financial data of small
enterprises operating in all the above-mentioned
sectors. The period adopted for the comparative
analysis was 2016-2020, where the analysed
indicators pertained to the first 6 months of each
year covered by the study. The comparative analysis
results made it possible to evaluate the sensitivity of
the individual economy sectors to the effects of the
first lockdown caused by Covid-19. We employed
p-value to assess the statistical significance of the
financial indicators’ changes. Next, based on the
changes of the basic indicators in the first half of
2020 compared to the four previous years, scores
were assigned. Based on the literature review four
groups of indicators (liquidity ratios, chosen
profitability ratios, revenues and financial result)
were assessed for each sector, using a three-grade
scale, where -1 means that the values for the 1st half
of 2020 were worse than in the four previous years,
0 means that the given measure was at a similar
level, whereas 1 was awarded in the situation when
the indicator distinctly improved. The comparative
analysis made it possible to specify which business
sectors were affected in terms of disturbances in
liquidity, profitability, revenues and financial result
during the first phase of the pandemic. These
findings, in turn, made it possible to identify the
sectors and indicators that were the fastest to react
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to the economic lockdown in a short-term
perspective.

Further the analysed sectors were divided into four
groups based on changes of the selected indicators.
The sectors where the mean score fell within the
range <0.5;1> were qualified as resistant to the
effects of the economic lockdown in the first half of
2020. The sectors with mean scores of <0;0.5) were
classified as hardly affected, whereas the ones with
the mean scores of (-0.5;0) — as moderately affected
by the first lockdown. The enterprises being part of
the sectors where the means fell within the range of
<-1; -0.5> were the ones severely affected by the
first phase of the pandemic. Finally, the effects were
presented in the matrix showing the most affected
sectors and the sectors that did relatively well in the
first lockdown. The division in four cluster and the
research findings might have both practical and
academic implications. Firstly, in the unprecedented
lockdown circumstances sectoral approach can lead
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to more reasonable and purposeful direction of the
governmental support and may be helpful for
managers and owners in decision making process.
Secondly, small companies most of which in Poland
are characterized by limited financial information
reporting might understand the importance of
monitoring financial security. Thirdly, the results
emphasize the importance of financial security as a
factor of organizational resilience, which basically
is seen as an ability of adaptation to complex and
changeable surrounding.

According to the literature, financial liquidity may
be particularly sensitive to an economic lockdown
caused by Covid-19 [13]. Moreover, compared to
larger firms, SMEs have less liquidity from external
financing or previous years’ profits [16]. Table 1
presents the values of the three liquidity ratios over
the studied period and their mean values for
particular sectors.

Table 1. Liquidity ratios of small enterprises in the selected sectors in the 1st halves of 2016-2020 [%].

Cash ratio (CaR) Quick ratio (QR) Current ratio (CR) Mean
Sector | 2016 | 2017 | 2018 | 2019 | 2020 | 2016 | 2017 | 2018|2019 | 2020 | 2016 | 2017 | 2018 | 2019 | 2020 | CaR | QR | CR
B 68 46 63 49 48| 148 | 132 136 | 124 | 124| 176| 156| 159 | 142 | 142 56| 135|158
C 38 35 33 35 541 121 | 112 110| 108 | 133| 174| 161| 159 | 157| 190 351|112 163
D 33 64 56 64 67 90| 110| 109| 128| 120| 104 | 121| 123| 148| 143 541109 | 124
E 80| 84| 71| 67| 79| 181| 187| 159| 145| 159| 205| 210| 180| 166| 181| 75|168|190
F 43 43 46 48 51| 114| 118| 121| 127| 118| 169| 179| 187 | 197 | 183 451120183
G 28 25 25 25 38| 100 96 94 97| 110| 161| 155| 152| 157 | 175 26| 97156
H 40| 55| 69| 35| 46| 163| 125| 182| 153| 154 174| 131| 195| 165| 166| 50|156|166
| 60 53 49 63 62| 103 94 92| 105| 111| 119| 109| 107 | 122| 131 56| 98114
J 48| 59| 63| 69| 84| 141| 158| 149| 156| 177| 165| 195| 183| 184 | 209| 60]|151|182
L 117 122 122| 121| 126| 155| 162 161 | 154| 158 197| 201 | 207 | 195| 213| 120|158 | 200
M 50| 106 56 54 63| 108 | 202 99| 104 | 130| 122| 224| 110| 118| 150 67128 |143
N 32| 41| 33| 40| 63] 85| 120 82| 97| 132| 99| 136| 100| 111| 148| 37| 96|111
P 75 94| 112 | 572 99| 135| 149 176 | 872 | 143| 148| 166| 197 | 889 | 154| 213|333 350
Q 83| 91| 84| 100| 120 173| 177| 174| 195| 206| 185| 188| 183 | 206| 217 90180191
R 35 47 53 23 34 81 95| 114 51 64 94| 112| 133 59 77 39| 85|100
S 38 37 43 41 50| 107 | 121 107| 182 | 128| 133| 148| 138| 201 | 155 401|129 | 155

Source: own study based on statistical data obtained from www.stat.gov.pl

The literature indicates some limitations regarding
the normative values of the liquidity ratios. Hence,
the liquidity is highly diversified across sectors,
moreover each enterprise has its own specifics in
terms of shaping its current assets and liabilities
[52][53]. In this research study we did not compare
the values of liquidity ratios among different
sectors, but the changes in the values of liquidity
ratios in the same sector over time, so the
differentiation did not influence the findings.
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According to the Polish literature on the subject
[51], assessment of cash ratios should be based on
comparison over time, as there are no specified
standard values for them. In order to assess the cash
ratio value in the 1st half of 2020, it was compared
to the mean value observed in the years 2016-2019.
The lower values of the indicator (i.e., showing
deterioration of the cash ratio) have been marked
grey. The results have demonstrated that five sectors
showed a decrease in the cash ratio in the first half
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of 2020 compared to the previous years However
the values of cash ratio indicate rather overliquidity
in all studied periods, hence the deterioration did not
caused payment problems. The ratio shows that
small enterprises in Poland kept the cash cushion.

In relation to the quick ratio and current ratio values,
the Polish literature provides standard values, i.e.,
the quick ratio value should be around 1 (100%), or
even it is claimed that only when the ratio is above 1
(100%) it is possible for an enterprise to meet its
current liabilities on a current basis [51]. The
current ratio, in turn, pursuant to the standards
should be around 1.2-2.0 or 1.5-2.0 (i.e., 120-200%
or 150-200%) [51]. When the ratios exceed the
standard levels, it means overliquidity, whereas their
values below the standard levels indicate that the
enterprise may have problems with meeting its
liabilities in due time. When assessing the values of
the quick ratio and current ratio, first their 2020
values were compared to their means for the years
2016-2019. Next, the ratios were compared against
the optimal ones. The ratios which fell below the
mean or the standard have been marked grey.
Regarding the quick ratio, Table 1 shows that in the
case of seven sectors the value of the indicator in
2020 was lower than the mean from the previous
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years. But generally, it can be stated that similarly to
previous periods the liquidity in all sectors was on
the safe level. The differences were slight. It should
also be noted that apart from sector R (activities
related to culture, entertainment and recreation), all
the other sectors demonstrated the ratio values at a
satisfactory level, i.e., above 100%. Therefore, one
may tempted to conclude that the quick ratio values
do not indicate a deterioration of the solvency
standing of small enterprises in the studied period.
Analogous conclusions may be drawn from the
analysis of the current ratio values. Apart from
sector R, its values for all the other sectors fall
within the ranges stipulated in the literature. What is
more, most sectors met the higher standard, i.e.,
150-200%. Thus, impacts of the 1st phase of the
pandemic are not reflected in the current ratio
values. Based on the ratio values shown in Table 1,
it is possible to conclude that in the 1st half of 2020
the financial security of enterprises in terms of
liquidity should be deemed positive. Although the
impact of different crises on the liquidity is
emphasized in many studies and as a financial
buffer contributes to organizational resilience, in the
first months of the pandemic the problem was not
reflected in the indicators.

Table 2. Sales profitability ratios of small enterprises in the selected sectors in the 1st halves of 2016-2020.

Net Profit Margin (NPM) Return on Sales (ROS) Mean
Sector | 2016 | 2017 | 2018 | 2019 | 2020 | 2016 | 2017 | 2018 | 2019 | 2020 | NPM | ROS
B -235| 4.2 4 71 | 112 | -1.3 4 35 | 48 | 111 |-1.64 | 2.75
C 6.1 | 5.9 6 59 | 7.2 6.7 | 54 | 64 | 6.3 I 478 | 6.20
D -091-01] 28| 28| 25 39 | 64 | 34 3 51 ] 092 | 4.18
E 57 | 41 | 41 | 53| 76 | 48 | 39 | 41 | 56 | 7.3 | 3.84 | 460
F 42 | 45 | 7.8 | 8.8 7 38 | 39 | 75 | 6.9 7 5.06 | 5.53
G 33 |34 |36 |36 | 47 |37 |36 | 41| 39| 49| 278] 3.83
H 77 | 56 | 36 | 65| 43 | 73 | 72 | 79 | 65 | 81 | 468 | 7.23
| 4.1 5 57 139 | -64]69 |58 | 77| 48 | -13 | 3.74 | 6.30
J 36 | 39 | 31 | 51 | 6.1 5 54 | 44 | 55 6 3.14 | 5.08
L 124|174 | 63 | 69 | 56 |76 | 71|74 |66 |49 6.6 | 7.18
M 43 | 146|141 | 113|112 ] 33 | 51 | 39 7 9.7 | 8.86 | 4.83
N 48 | 3.6 | 4.6 6 6 6 51 | 64 | 6.3 5 3.8 | 5.95
P 09 | 74 | 54 | 38 | 48 [-14.7|-234|-31.6|-406| -34 | 3.5 |27.58
Q 57 | 51 | 58 | 68 | 7.6 6.6 | 5.7 6 6.9 | 7.2 | 468 | 6.30
R -551|-83|-08|-55(-225]|-129|-16.6 | -5.7 |-10.3|-27.1| -4.02 | 11.38
S 59 | 44|31 |-18| 13 | 74 | 51 | 26 | 3.1 | -14 | 232 | 455

Source: own study based on statistical data obtained from www.stat.gov.pl

The lockdown entailed not only constraints in
people’s mobility, but first and foremost suspension
of many enterprises’ business activity. A pandemic
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may certainly be classified as one of unanticipated
events that, according to research studies results,
lead to a systematic decrease in sales profitability
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ratios [54]. Thus, sales profitability may seem to be
the area where any changes in the business
environment are reflected almost instantly (Table 2).
As for the net profit margin (NPM) indicator,
negative values were identified in two sectors: |
(accommodation and catering services) and R
(activities related to culture, entertainment and
recreation), whereas in three sectors the ratio values
were lower than the mean for the previous years. In
table 2 is to see that a similar situation was in the
case of the ROS ratio, as negative values were found
not only in sector | (accommodation and catering
services) and R (activities related to culture,
entertainment and recreation), but also in sector P
(education). However, it should be noted that sector
R showed negative values of the sales profitability
ratios also in the previous years. Still, as in 2020
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their levels were definitely lower, it may be
concluded that the effects of the lockdown are
perceivable for this sector. Nevertheless, a different
approach should be taken when assessing the ROS
value for sector P (education). Its level was negative
also in the years 2016-2019, while in 2019 it was
even lower than in 2020, which suggests that the
low level of this indicator may not be connected
only with the pandemic. The turnover decreased
considerably also in sector | (accommodation and
catering services), as in the years preceding 2020
the sales profitability ratios were positive for this
sector. It seems that the sector | was the most
severely affected by the lockdown. Sales ratios
indicate the demand changes and together with the
revenues can be seen as most sensitive indicators.

Table 3. Revenues growth index of small enterprises in the selected sectors in the 1st halves of 2016-2020

Revenues growth index Revenues growth index
Sector | 2020/2016 | 2020/2017 | 2020/2018 | 2020/2019 | Sector | 2020/2016 | 2020/2017 | 2020/2018 | 2020/2019
B 123% 111% 112% 129% J 126% 123% 119% 102%
C 92% 93% 102% 92% L 105% 102% 102% 99%
D 129% 140% 159% 81% M 123% 114% 109% 99%
E 128% 116% 104% 103% N 103% 88% 111% 81%
F 123% 129% 100% 112% P 2% 86% 115% 2%
G 96% 93% 102% 92% Q 102% 105% 106% 95%
H 103% 99% 102% 101% R 234% 246% 142% 144%
| 106% 97% 113% 82% S 66% 82% 92% 84%

Source: own study based on statistical data obtained from www.stat.gov.pl

The next measures covered by the analysis were
revenue volumes and financial result (Table 3 and
Table 4). The level of revenues, and especially
revenue growth rate, are very important in terms of
assessing the financial standing of small enterprises
as a result of the lockdown. The level of revenue
and its growth rate may be warning signals of a
deteriorating economic situation of an enterprise.
Moreover, a decrease in revenues was one of the
conditions for obtaining support from the Polish
government under the so called Anti-Crisis Shield
programme [55], which confirms its relevance in
evaluating sensitivity to the pandemic effects. The
revenue growth index analysis was made by
comparing the 2020 revenue to the revenues of the
preceding years. The results (in table 3) have shown
that only in the case of sector S (other service
activities) the revenue was lower compared to all of
the four previous periods. Whereas in three sectors:
C (industrial processing), G (wholesale and retail
trade; motor vehicle repair, including motorcycles),
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and P (education) the 2020 revenues were lower
than in the three preceding years. Sector R
(activities related to culture, entertainment and
recreation), which in terms of liquidity and
profitability was at the end of the ranking, in 2020
showed revenues exceeding those of the previous
years — despite the lockdown. At the same time it is
the sector which in all the analysed years showed a
negative financial result (table 4), which may result
from a high level of costs. Even though over all the
studied years the financial result of sector R was
negative, in the first half of 2020 its level was as
much as six times lower compared to the 1st half of
2019. A negative financial result for the first half of
2020 was also shown by sector | (accommodation
and catering services). Lower financial results were
also seen in sector L (real property services), P
(education), S (other service activities), which is
clear to observe in table 4. Quite stable level or
even growth is visible in sector (C industrial
processing), E (water supply; waste and waste water
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management, and land reclamation activities), G
(wholesale and retail trade; motor vehicle repair,
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Q

telecommunication),
welfare).

(healthcare and social

including motorcycles), J (information and
Table 4. Net financial results of small enterprises in the selected sectors in the 1st halves of 2016-2020.
Financial result (k PLN)
mean
2016-
Sector [ 2016 2017 2018 2019 2020 2020
B | -129,364| 26,081 25171| 37,994| 75777 -10,030
C |2,167,539 | 2,101,853 | 2,083,591 | 2,098,111 | 2,349,758 | 2,112,774
D -47,823|  -7,131| 150,658 | 243,125| 173,840 | 84,707
E 136,747 | 105,863 | 115657 | 156,898 | 230,627 | 128,791
F 651,336 | 655,196 | 1,314,770 | 1,499,959 | 1,304,468 | 1,030,315
G | 4,028,799 | 4,359,965 | 4,622,174 | 4,590,117 | 5,520,188 | 4,400,264
H 888,288 | 681,103 | 412,392 | 753,797 | 513,457 | 683,895
I 65,898 | 88,545| 102,533| 79,337 | -116,795| 84,078
J 203,931 | 228,081 | 180,699 | 359,482 | 436,701 | 243,048
L 855,044 | 494,983 | 419,628 | 469,539 | 382,993 | 559,799
M 274,308 | 1,170,067 | 1,174,926 | 952,758 | 938,694 | 893,015
N 152,293 | 134,244 | 168,616 | 241,813 | 204,066 | 174,242
P 4,303| 35667 27,939| 23451| 21,655| 22,840
Q 138,388 | 121,220 | 141,410| 177,159 | 191,917 | 144544
R -33,182 | -48,326|  -5,677| -53,414| -303,764| -35,150
S 25859 | 15676| 12,007| -6,186 3,757 | 11,839

Source: own study based on statistical data obtained from www.stat.gov.pl

The Student’s t-test was also employed to verify
statistically significance of changes in the values of
financial ratios. For the null hypothesis, which
proposes that there were no statistically significant
changes in the values of the above indicators in
2020, the alternative hypothesis was contrasted. The

alternative hypothesis indicated that the level of a
given indicator changed significantly compared to
its average level in the previous four years. The
assumption of statistical significance is at a level of
p-value < 0,05 (rejection of the null hypothesis in
favor of the alternative hypothesis).

Table 5. P-value for particular financial ratios

p-value
Net
Sector financial

CaR QR CR NPM | ROS [ Revenues | result
B 0,209 |[0,115 |0,102 |0,162 |0,009 |0,0153 0,121
Cc 0,000 [0,006 (0,006 (0,000 0,065 |0,0007 0,001
D 0,180 0,260 |[0,127 [0,257 (0,313 [0,3913 0,281
E 0438 |0424 |0440 |0,007 |[0,006 [0,0833 0,003
F 0,016 0,518 |1,000 (0,601 |[0,228 |0,0128 0,303
G 0,000 0,002 [0,002 [0,000 (0,002 [0,0075 0,004
H 0,659 0,892 |0,986 0,171 |0,055 |0,2497 0,187
| 0,170 10,030 [0,020 [0,000 (0,000 [0,3245 0,000
J 0,012 0,007 |0,022 (0,014 |[0,034 |]0,0391 0,017
L 0,019 |1,000 (0,016 [0,155 |0,002 [0,2381 0,174
M 0,808 10,948 0,825 |[0,961 0,009 |[0,1057 0,844
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0,001 [0,025 (0,024 (0,085 0,049 10,1269 0,295
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0,411 |0368 (0,356 (0,777 0,330 |0,0172 0,870

0,004 0,015 |0,015 [0,016 (0,046 (0,7308 |0,027

0,469 10,208 |0,247 |0,002 [0,006 |[0,0048 |0,000

w|D|O|T]|Z

0,005 10,949 |1,000 |[0,408 (0,012 (0,0245 0,313

Source: own study

P-value calculated for all liquidity ratios for sectors
C, G, J, N, Q meets an acceptable level of statistical
significance (p < 0,5). In the case of sales
profitability indicators, it can be stated that there
was a statistically significant change in the first half
of 2020 compared to the average value in the
previous periods in sector E, G, I, J, Q, R. The
revenue analysis shows a statistically significant
change in eight sectors (B, C, F, G, J, P, R, S), while

the value of net profit changed statistically
significantly in seven sectors (C, E, G, I, J, Q, R).
Based on values of chosen financial indicators
(tables: 1,2,3, and 4) authors conducted the
evaluation of the individual financial areas in the
context of immediate effects of the Covid-19
pandemic. The evaluation of the individual sectors
takes into account the p-value and was based on
how the indicators for the 1st half of 2020 changed
in comparison to the previous years, the results are
in table 6.

Table 6. Evaluation of the individual areas of financial security of small enterprises in the 1st half of 2020 (by

sectors).

B|c |[p |[E |F |G |H J L IMmIN [P |O0]|R |s
liquidity o [o Jo [o [o [z ]o 1 o o Jo 2 |2 o2 Jo
profitability |1 |1 1 1 0 |1 |0 1)1 -1 1 |0 |0 1 |1 -1
revenues o [ Jo [1 [1 [2]o 1 1 Jo Jolx1l1 Jo 1 [a
';L”S?J'I‘tc'a' 11 o |1 |21 |1 |2 |1 |1 |10 |1 |1 |1 |«
Mean 05(0.25/025(0.75]0 [05/-025 [-05]075|-05 [0 [0 [-025]/05]-05 [-0.75

Source: own work

The value of -1 means that the indicator level
deteriorated in the 1st half of 2020, the value of O is
assigned in the situation when the indicator value
was at a similar level as in the preceding periods,
whereas the value of 1 was granted when the
indicator level was better than in the previous years.
The value of 1 for liquidity was assigned to the
sector where the liquidity ratios improved, and in
the first half of 2020 were consistent with the
optimum values. In the area of sales profitability,
revenues and financial result, 1 was assigned to the
sectors where the values in the 1st half of 2020 were
higher than in the previous periods or higher than
the mean for the previous periods. In the area of
liquidity, -1 was assigned to the sectors where the
liquidity ratios were below the accepted standards,
whereas in the area of sales profitability, revenues
and financial result — when the values for the 1st
half of 2020 were lower than the ones for at least
two preceding periods and/or lower than the mean
for the previous periods.

The presented data have shown deteriorated
indicators in as many as three areas of financial
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security evaluation: sector | (accommodation and
catering services), R (activities related to culture,
entertainment and recreation), and S (other service
activities), which in principle is coherent with the
general media coverage. What is more, in all the
three sectors the deterioration was observed in the
area of sales profitability and financial result level,
whereas only one sector — namely R — experienced
problems with financial liquidity. However, it
should be stressed that problems with liquidity in
this sector occurred also in the preceding years, so it
is possible that they should not be associated
directly with the pandemic.

In general, it should be noted that in the first phase
of the pandemic it was the liquidity ratios that were
very stable, as compared to their levels of 2016—
2019. In the vast majority of the sectors, enterprises
maintained the liquidity ratios in accordance with
the adopted standards, and even on a higher level,
which may be interpreted as overliquidity. This
could lead to a conclusion that the lockdown in the
initial phase of the pandemic did not have a negative
impact on the liquidity of small enterprises in
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Poland. However, it is still unknown — there are not
yet any studies result in this regard — how effective
the support tools prepared and implemented by the
Polish government turned out to be. Maybe it was
the support provided to the enterprises that made it
possible for them to maintain the financial liquidity.
The financial result decreased in eight out of the
sixteen sectors, whereas revenues dropped in six of
them. It is in these two areas that the deterioration of
the financial standing is the most noticeable.
Profitability is an area that significantly
differentiates the individual sectors. In eight of
them, the situation improved, namely in: B (mining
and extraction), C (industrial processing), D
(production and supply of electric power, gas,
steam, hot water and air for air-conditioning
systems), E (water supply; waste and waste water
management, and land reclamation activities), G
(wholesale and retail trade; motor vehicle repair,
including motorcycles), J (information and

Hardly affected
sectors:

C D, FMN

Severely affected
sectors:

LLRS
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telecommunication), M (professional, scientific and
technical activity), Q (healthcare and social
welfare). In four other sectors the profitability
remained at a similar level as in the previous
periods, namely in: F (construction industry), H
(transport and warehousing), N (administrative and
supporting services), P (education). Based on the
scores assigned to the analysed areas of financial
security (1, 0, or -1), at the next stage of the study a
mean value for each sector was computed, which
made it possible to draw up a matrix of sectors
(Figure 1).

The segmentation of sectors based on changes in
financial indicators was inspired by the work of
Gourinchas [32], where quite similar sectors
segmentation is employed. However, those studies
regarded bankruptcy rate in the context of COVID-
19. Based on chosen indicators values, the sectors
were divided into three groups: mildly affected,
moderately affected, highly affected [32].

Resistant sectors:
B,E,G,],Q

Moderately
affected sectors:

HP

Fig.1: Matrix of responses of particular sectors of small enterprises to immediate effects of the Covid-19

pandemic.
Source: own work.

In our studies to be qualified as a resistant sector, it
was necessary to obtain a mean score from 0.5 to 1
in the four analysed areas of financial security.
Resistant sectors were: B (mining and extraction), E
(water supply; waste and waste water management,
and land reclamation activities), G (wholesale and
retail trade; motor vehicle repair, including
motorcycles), J (information and
telecommunication), Q (healthcare and social
welfare). The hardly affected sectors were the ones
where the mean fell within the range of <0;0,5) and
they included: C (industrial processing), D
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(production and supply of electric power, gas,
steam, hot water and air for air-conditioning
systems), F (construction industry), M (professional,
scientific and technical activity), N (administrative
and supporting services). The moderately affected
sectors were the ones where the mean fell within the
range of (-0,5; 0), i.e.: H (transport and
warehousing) and P (education). The sectors that
were the most severely affected during the first
phase of the pandemic were: sector |
(accommodation and catering services), L (real
property services), R (activities related to culture,
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entertainment and recreation), S (other service
activities).

4 Discussion

The evolution of the pandemic has been the object
of many research [56][57][58]. The number of
publications regarding the impact of the Covid-19
pandemic on various aspects of enterprises
functioning has been on the rise. Due to the short
time since the beginning of the pandemic, most of
the studies were based on fragmentary data with a
quite limited scope. So far it was possible to look at
the pandemic from a perspective of several months.
Also, in this article the authors concentrated on a
short term and decided to diagnose changes in the
basic indicators of financial security of small
enterprises, applying a sectoral approach. The
influence of crisis on SMEs financial performance
from the point of view of organizational resilience
was studied by Pal et al [30]. Although in that paper
one sector was taken into consideration, the
importance of major conclusion that companies can
“develop their resilience potential by tuning their
strategic assets and capabilities” [30] can be
adopted on all sectors. Crises can be seen as well as
a chance, which is proved in educational sector [59].
Research showed that the educational sector can
quite easily adopted to online reality [59], hence it is
more that probable that also in other sectors the
lockdown forced a shift towards inclusion of
innovation.

In times of a crisis such as the Covid-19 epidemic,
dependence of the whole SME sector on bank
financing and inability to use in short-run other
sources of finance may transform the temporary
liquidity shortage into an insolvency problem [32].
Moreover, as other studies indicate, in comparison
to larger firms® small enterprises are more likely to
report liquidity or cash flow problems due to
COVID-19 consequently the longer the crisis
persists, the more likely it is that decreased liquidity
will lead to insolvency and firm exit [16]. Therefore,
the issue of financial liquidity of enterprises appears
to be of key importance. The results of the studies
described in this article have shown that in the first
phase of the pandemic the Polish small enterprises
maintained secure levels of financial liquidity. The
reason for the good level of liquidity may be the
result of the governmental support. In Poland,
similarly as in other countries, enterprises had the
opportunity to use the support extended by the
government [55][60][61], which certainly could be
reflected in the results. The results of the surveys
held among Japanese entrepreneurs [14] - who were
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also seriously affected by immediate effects of the
pandemic - have shown the need for the government
support measures to keep balance between the
epidemiological and economic goals (particularly in
terms of long-term economic goals). Mgcina [60]
also underlines the need for long-term thinking in
the context of the support measures taken by the
government, indicating that they should take an at
least 2-year perspective.

This research study pertains to the first period of the
pandemic, but it is the first months that are of key
importance for survival, which was confirmed by
the studies completed by McKinsey Company [62]
in August 2020, involving 2200 enterprises based in
Germany, France, Great Britain, Italy and Spain.
More than a half of the surveyed respondents
already in the first phase of the pandemic thought
that their enterprises might not survive more than 12
months, despite the fact that 20% of them had
received subsidies from the government (and further
30% of them declared they were seeking such
assistance). Individual governments have been
providing various forms of support for SMEs, which
to a large extent depends on the local market
conditions. 70% of the surveyed companies declared
that their revenues had dropped as a result of the
pandemic. Among the industrial sectors, by far the
most bankruptcies were anticipated by the logistics
sector (22%), followed by agriculture, hotel and
catering enterprises, retail and wholesale, though to
a much smaller extent (13-15%) [62]. Another
study indicated that most SMEs faced by an external
shock were more willing to limit any negative cash
flows or declare bankruptcy rather than to increase
its debt-to-equity ratio [63], especially as the cost of
credit and loans contracted during the crisis was
much higher [64]. On the other hand, small
companies may succeed in response to the COVID-
19 pandemic since this group of entities have
already showed great resilience [11]. Basically, it is
quite sure that small companies cannot rely only on
themselves, but they are dependent on governmental
support, creditors policy and general
macroeconomic environment.

The short-term approach, though biased in view of
limited access to data, in the case of this pandemic
seems to be rational. The Covid-19 crisis is more
severe than any other crisis in history and its
negative effects for the economy occurred
immediately. 5 weeks after the onset of the crisis in
the USA, the weekly number of lost jobs was higher
than after several quarters in the case of other crises
[65]. The study conducted in the USA in March
2020 and involving 5,800 small enterprises has
shown that they extensively suffered immediate
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effects of the pandemic. 43% of the surveyed
companies had to be temporarily closed due to the
Covid-19 pandemic. According to the respondents,
the reason for the closing was a decreased demand
and health problems of their employees [18]. What
is more, negative moods among entrepreneurs in the
USA did not improve despite the fact the
governmental support was provided (CARES Act)
[12]. The companies reported that they had reduced
employment on average by 40%. The results of the
research study completed in this paper seem to be
consistent with the studies based on a sectoral
approach, conducted in the USA. According to the
results of the American studies, the most severely
affected sectors were retail trade, arts and culture,
personal services, catering and hotel services, where
the reduction in employment exceeded 50%.
Smaller disturbances were found in the financial
sector, professional services and real estate agencies
[18]. Hence, our finding consistent with the results
of American economy can be useful in building
sectoral approach in organizational resilience. The
volatility, uncertainty, complexity and ambiguity of
economic surrounding is paradoxical one certain
thing [31] and as such build the challenges for firms.
The studies carried out by the International
Monetary Fund (IMF) in several countries and
published in August 2020 focused on SMEs
bankruptcies caused by the Covid-19 pandemic. The
number of business failures across all countries was
estimated to have doubled (an increase from 9.4% to
18.2%) [32]. That study also applied the sectoral
approach. The research results have shown that the
bankruptcy indicators vary significantly, depending
on the sector, and the most severely affected sectors
were the customer-oriented ones (accommodation,
catering, arts, entertainment, recreation, education).
This is consistent with the research results presented
in this paper as well as in the studies completed by
OECD [66]. In the study covering the G7 economies
it was shown that in the case of the service-related
sectors the mobility constraints and social distancing
had a clearly negative impact on any activities
involving travel, including tourism and direct
contacts between customers and service providers,
i.a. hair styling salons. Also, the study described in
this article has qualified the “other service
activities” sector as one of the severely affected
sectors, i.e., one where the financial security level
deteriorated due to the pandemic. Hence, it is not
surprising that the lockdown hit the most all kind
services that could not be transferred to digital
world. Base on that the digital transformation
although creates opportunities [38], cannot be taken
for granted as an organizational resilience tool, since
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it lacks the universal character. In case of sectors
where personal contact is requisite the proper
financial buffer seems to gain on importance as a
factor of organizational resilience. Which is even
more important in case of small companies suffering
often financial constraints.

Summing up, the presented research results are
coherent with the results of the hitherto published
studies on the impacts of the Covid-19 pandemic on
the financial standing of enterprise. Nevertheless, it
seems that the levels of liquidity ratios reported by
the assessed enterprises were better than expected
based on the literature [6][16][48]. However, there
are no studies that would make it possible to find
out unequivocally whether the high liquidity level
was due to subsidies provided by the government to
the enterprises during the lockdown or whether that
was the effect of cash resources accumulated in the
previous periods. Anyway, the tools and measure to
the liquidity improvement are not very sophisticated
and basically demands the cash. Much more
difficult is sales and financial results improvement.
The drop in revenues and profitability ratios was not
severe in most sectors, although according to the
research studies results, the pandemic led to a
systematic decrease in sales profitability ratios [54].
Nevertheless, deterioration of the financial standing
was manifested by the drop in financial results,
which was reported in eight sectors.

5 Conclusion

The considerations and research results presented
herein make it possible to evaluate how the
immediate effects of the Covid-19 pandemic were
reflected in the financial security indicators of small
enterprises in Poland in the first half of 2020. The
study is actual, based on the newly published data,
and focus not on whole group of small enterprises
but the sectoral approach was employed. The study
included only selected measures that made it
possible to assess the response of enterprises to the
first phase of the pandemic, which was the
conscious assumption. The research results enable a
positive verification of the hypothesis, showing the
lower resilience in sectors where personal contact is
required and there are no online-service
possibilities. In these sectors the financial buffer is
relevant in terms of economic resilience. Mostly the
presented research results are coherent with the
results of the hitherto published studies on the
impacts of the Covid-19 pandemic on the financial
standing of enterprise [11][18][32]. However the
authors unlike cited other research focused on whole
group of small companies hence the results are not
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general but focused on resilience of small
companies. Due to the still ongoing pandemic and
multidimensionality of the described issues it is not
yet possible to provide both unambiguous and
complex evaluation. Most of the studies quoted in
this paper are of a similar, fragmentary nature
[18][12][13]. Nevertheless, the novelty of our
research is not only sector approach but as well the
orientation on chosen group of entities (small
enterprises) and the application of the chosen
indicators, which in the authors’ opinion are the
most appropriated for short-term effect. Without any
doubts the pandemic situation is unprecedented and
hardly comparable to previous crises studies. Hence
it was essential to check the small enterprises
financial reaction on it. The focus on four main
financial areas: liquidity, sales, revenues and profit
allow to assess the early reaction on pandemic

The research results presented in this paper have
shown a considerable sectoral diversity of responses
to the first lockdown. Hence, the authors
recommend government and not-government
support should apply different measures to each
sector. The financial result as well profitability
levels are the indicators that have deteriorated in the
greatest number of sectors, what implies support in
this area. Financial liquidity, however, turned out to
be the most stable indicator. Information about
deterioration of indicators in particular sectors may
be helpful in targeting governmental financial
support. Until now, government aid has been
directed generally to enterprises without detailed
distinction, but it would be worthwhile to target
specific goals, including restructuring. Therefore,
the analysis of immediate effects is needed as well
in order to cope with the longer-term challenges. As
Juergensen et al. indicated, policy interventions
should be sensitive to the different types of SMEs,
rather than adopting a one-size-fits-all approach
[13], hence knowing the sectoral problems and
needs is a key issue.

Our research is not free from limitations that we
acknowledge. The research was highly dependent
on access to data, as we were interested to find out
whether some downturn symptoms were visible as
early as in the first months of the pandemic. The
authors’ intention is to continue the research in a
longer perspective. A two- or three-year perspective
would make it possible to provide a
multidimensional evaluation of not only the
financial security, but also issues connected with
enterprises profitability. Our findings can have
implications in further, deeper studies on immunity
and vulnerability of small enterprises to the
COVID-19 crisis.
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