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1. Introduction

In the 1990s in the European Union the efforts to develop the
SME sector were intensified. The solutions for the matter of financing
SMEs sector investment projects were established. Small enterprises play
an important role in the global economy, representing about 99% of all
enterprises in the European Union. SMEs in Poland account for 99.8% of
all enterprises and are a very important element of the economy, affect-
ing both economic growth and the employment. An enterprise is an orga-
nized mixture of intangible and tangible components, designed for run-
ning business activity. This concept is used to determine the subjects of
civil law, the business being run, the subject of activity, or legal relation
[9]. The enterprise as an concept is considered in three dimensions: sub-
jective, functional, and objective. In the subjective sense it is recognized
as a subject of legal relations, and as a subject of rights and obligations in
civil law, also as a subject of economic relations[17]. In functional terms,
the enterprise is perceived as professionally stable, organized and contin-
uous business run on own behalf in order to make profit. The criteria for
enterprises classification are: ownership, type of business, market posi-
tion, capital, turnover, employment. The definition of SMEs takes two
criteria into consideration: quantitative — based on economic measures,
such as number of employees, turnover size, assets size, market extent.
The second criterion is qualitative — based on the enterprise features,
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such as: the unity of ownership and management, decision-making and

financial independence, organizational structure level, innovation, man-

agement system, market share [4]. Small enterprise (Table 1), in the
meaning of Article 105 of the Freedom the Business Activity Act [14], is

a unit, which in at least one of the last two financial years:

e employed less than 50 employees on yearly average,

e made an annual net turnover from sales of goods, products and ser-
vices and financial operations not exceeding the PLN equivalent of
EUR 10 million, or total assets of balance sheet not exceeding EUR
10 million.

Medium enterprise, according to Article 106 of the Freedom the
Business Activity Act meet at least two conditions in at least one of the
last two financial years:

e employed less than 250 employees on yearly average,

e made an annual net turnover from sales of goods, products and ser-
vices and financial operations not exceeding the PLN equivalent of
EUR 50 million, or total assets of balance sheet not exceeding EUR
43 million.

The Freedom the Business Activity Act adopted the recommenda-
tions of the European Commission into Polish law.

Table 1. Division of SMEs sector according to employment and economic
criteria

Tabela 1. Podziat sektora MSP ze wzgledu na zatrudnienie oraz kryteria
ekonomiczne

SMEs sector Number of employ- 'Annual turnover Total annual bal-
division ees in a year ance sheet

or
Micro <10 < EUR 2 million < EUR 2 million
Small <50 < EUR 10 million < EUR 10 million
Medium <250 < EUR 50 million < EUR 43 million

Source: own elaboration based on the Freedom the Business Activity Act of July
2, 2004.
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SMEs stimulate the economy development and therefore it is im-
portant to support the financing of innovation of these entities, also in the
field of eco-innovation. Modern eco-innovation are seen as an important
element of environmental policy because they are crucial to meet envi-
ronmental requirements and to build economic competitiveness. Their
application improves the outcomes of SMEs activity by reducing costs
and increasing sales and helping to adapt to the increasingly stringent
requirements of environmental legislation. Also they create the attitude
of entrepreneurs and consumers. The modern company should be man-
aged with strategic, market and innovation approaches. It has to cooper-
ate with its surroundings, take care of the market and modernity of its
products but first of all it has to be open to changes. The application of
environmentally friendly processes is increasingly recognized, appreciat-
ed and demanded by customers. Currently, the environmental protection
spans across many fields of science and economy and the demand for
innovative solutions increases [20]. The role of SMEs in any economy is
very important. There are numerous reasons for that. SMEs are a specific
stimulator of the economy development. Their number and the potential
in certain situations is one of the measures of economic growth evalua-
tion. The presence of small and medium enterprises in any economy is a
sign of healthy competition, and reflects the entrepreneurship of the soci-
ety. The SMEs sector is characterized by high efficiency of activity and
a dynamic approach to the surroundings, and also it is able to respond the
quickest to emerging needs and preferences of potential customers. Small
and medium enterprises are an important source of innovation and have
a great contribution to the creation of new jobs and affects the overall
economic development [22]. Therefore, the state should run a thorough,
planned and consistent policy of continued support for SMEs develop-
ment. There is even a stand that small and medium enterprises finally
determine the decentralization of the economy and introduce a market
economy. Given the freedom of activity of the SMEs, their tendency and
capacity to utilize local resources, and freedom to integrate, effective
business processes are created, the wealth of the society in the country
increases, there comes a change of lifestyles of owners and employees
based on the free market choices, economic freedom, efficient entrepre-
neurship, etc. The role of the SMEs sector in the market economy is evi-
dent. Economic effects on this sector impact ia.: basic production pro-
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cesses, constantly developing employment opportunities that create new
jobs, creation of own innovations. SMEs are also important in the devel-
opment of broadly defined services: starting with commercial, tourism,
and business services, through consulting, bank advisory services, to ed-
ucation, health services, etc. A distinct issue in the general characteristics
of the role of small and medium enterprises in the economy is the de-
pendency of this sector on the European Internal Market programme.
Implementation of this programme involves the removal of various barri-
ers, which in effect intensifies the competition for formerly protected
companies, and forces all participants of market process to accept and
comply with the conditions and competition of the open market. Small
and medium enterprises are considered to be more flexible in accepting
the rules of the internal market and to adapt quickly to its requirements.
European markets are saturated, highly competitive, have strongly
shaped subject and product structures, and also strong domestic standard-
ization systems for all instruments affecting the market and its function-
ing. Naturally, Polish SMEs have and will have some difficulties to gain
a good position on the European Internal Market. The main reasons are:
the weak export specialization of Polish enterprises, the relatively poor
knowledge of specific EU countries markets, the lack of long-term de-
velopment strategies in specific sectors, a weak tendency to the integra-
tion needed to strengthen this strategy, the relatively poor knowledge and
managerial skills of owners and managers of small and medium enter-
prises, etc. Regardless of those factors, the internal market and the partic-
ipation of small and medium enterprises are facts. Therefore the flexibil-
ity of the SMEs behavior will determine the possibility of entering this
market, retaining and strengthening the position on it [11]. The introduc-
tion of innovation including eco-innovation will increase the competi-
tiveness of SMEs.

2. Concept and the role of eco-innovation

Recently, the environmental aspects joined the group of most im-
portant factors forcing the special reflection of nations of the world. Of
course such situation is driven by the occurrence of natural disasters, social
conflicts, global warming, which create new challenges for enterprises and
in many cases have an impact on their survival and development. There-
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fore, the environmental policy of the state is one of the many instruments
that determine the development of the enterprise [18].

Environmental policy began in historical initiatives, which in-
cluded ia. the concept of eco-innovation, also referred to as innovation of
sustainable development. The essence of eco-innovation is an integrated
approach to the application of concepts developed in the field of envi-
ronmental protection at each level and sector of the economy [19]. Those
include production, technology and service processes that reduce nega-
tive impact on the environment. Eco-innovation "bring about a chance to
implement sustainable solutions that will allow for more efficient use of
natural resources and reduce negative impact on the environment while
maintaining a high level of innovation” [3]. The concept of eco-
innovation is also perceived as the creation of new and competitively
priced goods, processes, systems, services and procedures that can satisfy
human needs and ensure the quality of life for all people with minimal
use of natural resources per unit of production and the minimum emis-
sion of toxic substances [10].

The literature presents various methods for eco-innovation classi-
fication, eg. using the criterion of benefits for the enterprise, or the ef-
fects of environmental impact. These classification methods also include
two groups: eco-innovative products, and eco-innovative services. The
product can be described as eco-innovative if its innovation or innovation
of its production technology put a less pressure on the environment. The
services are eco-innovative if the process of their provision uses eco-
innovative products, or if the providing entity implements the eco-
innovative organizational or process solutions. Thus this concept can
refer both to eco-innovation of services, or to eco-innovative services.
The service company may provide services that are not eco-innovative
but still be eco-innovative in the area of management and organization
[2]. Both types of eco-innovation brings about numerous positive effects:
the reduction of energy and materials consumption, competitiveness and
profitability increase, possibility to invest in human capital. Eco-
innovation are currently one of the main priorities of the European Union
countries’ policy [20]. Here arises the concept of environmental devel-
opment, defined simply as a balance between the requirements of eco-
nomic efficiency and the environmental requirements. In accordance with
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established practice, this concept is interchangeable with the concept of
sustainable development [6].

The international environmental development concept affected
the creation of three concepts:
e environmental economics,
e environmental policy,
e environmental and social market economy.

An important instrument for the implementation of environmental
policy and the principles of environmental development in Poland is the
Environmental Protection Act of 27 April 2001. One of the articles of
this Act states that "the environmental policy of the state aims at the crea-
tion of conditions necessary for the implementation of environmental
protection” [15].

Economic instruments are one of the various tools of environmen-
tal policy. They are the most developed, and promote the environmental
development and environmental protection. It is important to increase the
eco-innovation in SMEs. The greatest barrier to the development of eco-
innovation in SMEs is the shortage of capital. Therefore the development
of financial instruments to support the financing of eco-innovation be-
comes crucial.

3. Sources of financing SMEs eco-innovation

The sources of eco-innovation financing can be classified based
on following methology, that takes into consideration various criteria that
include:

e Ownership of the capital: own capital and borrowed capital.
e Sources of capital: internal and external.
e Maturity of capital: short-term and long-term capital [16].

Own capital should be one of the main sources of financing SMEs
eco-innovation (Table 2). Its expansion and creation can be internal (self-
financing) and external, it also may include an increase in own capital,
eg. by introducing new business partners [8].
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Table 2. Sources of financing SMEs eco-innovation from own capital
Tabela 2. Zrodta finansowania ekoinnowacji z kapitatow wtasnych w MSP

Own capital
Internal sources External sources
Net profit Contributions of partners
Depreciation Finding new partners
Changes in assets Venture capital funds
Changes in capital Over-the-counter issues

Source: own elaboration

Borrowed capital is raised externally from the surroundings of the
enterprise. It is employed to finance activities of the enterprise and its
development. Often it is used in financing eco-innovation. The main cri-
terion for the division of this capital is its maturity and divides it into
long-term and short-term capital.

Table 3. Sources of borrowed capital financing SMEs eco-innovation
Tabela 3. Zrodta kapitatow obcych finansujacych ekoinnowacje w MSP

Borrowed capital
Long-term capital Short-term capital
Reserves Bank short-term loans
Bank long-term loans Renewable liabilities
Loan sureties Supplier credit
Leasing Customer credit
Franchising Factoring
Bonds Non-banking sector loans
Grants and subsidies Short-term securities
Aid funds
Family and friends loans Family and friends loans

Source: own elaboration

The development of eco-innovation in small and medium enter-
prises heavily depends on a stable, favorable external surroundings,
which will ensure proper conditions for creation and operation [5].
Therefore, the friendlier surroundings of this sector will affect the easier
access to borrowed capital. It also produces the favorable phenomenon of
financial leverage. Chief financial officer in a company is often afraid to
raise borrowed funds, because they are burdened with risk, but the in-
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crease in the number of sources of capital for a larger investment assures
the diversification of risk [21].

Instruments supporting the economies development of the EU
countries included in the EU Structural Policy are the Structural Funds.
They are addressed to different sectors of economy that require support
to catch up with other more developed sectors. The enterprise may re-
ceive a grant from different funds for practically any eco-innovation un-
der certain conditions. Poland as well as any other Member State has its
own National Strategic Reference Framework (NSRF). The strategic goal
of this policy is to create conditions for the increase of competitiveness
of the knowledge and entrepreneurship based economy, ensuring em-
ployment growth and an increase in the level of social, economic and
spatial cohesion [7]. Funds for this policy come from such funds as the
European Regional Development Fund (ERDF), European Social Fund
(ESF), Cohesion Fund (CF), the European Agricultural Fund for Rural
Development and European Fisheries Fund [13]. The ability to benefit
from financial support for small and medium enterprises in Poland is
very important in terms of development and it is inseparable from re-
gional or local development (Table 4). About 85% of the National Cohe-
sion Strategy for years 2007—2013 account for financial expenditure from
EU funds only for the entrepreneurship development. Entrepreneurs can
receive support from:

Operational Programme Innovative Economy,
Operational Programme Infrastructure and Environment,
Operational Programme Human Capital,

16 Regional Operational Programmes.

Table 4. Division of 3 nation-wide programmes available for SMEs in years
2007-2013.

Tabela 4. Podziat dostepnych dla MSP $rodkow z funduszy w ramach

3 ogolnopolskich programéw w latach 2007-2013

% of Total Amount in EUR

NAME s
Funds billion
OP Infrastructure and Environment 35.7 21.3
OP Innovative Economy 11.7 7
OP Human Capital 13.7 8.1

Source: www.funduszestrukturalne.gov.pl




614 Dariusz Wielgérka

Entrepreneurs that undertake eco-innovation project at local or
regional level, should focus on monitoring provisions of the Regional
Operational Programmes. Regional Operational Programmes (ROP) are
adopted for each voivodship individually. The objectives of the Regional
Operational Programmes are activities related to the improvement of the
competitiveness and the promotion of individual regions. The activities
in the ROP are designed to improve the level of regional and local in-
vestment and the decrease of unemployment. The support in the ROP
will be distributed into ia.: environment, preventing and overcoming nat-
ural and technological hazards, energy investment, health and social in-
frastructure investment [1]. A major problem for domestic OP is a weak
link between environmental issues and innovation. OP I&E does not put
emphasize innovation, and the OP IE — the environmentally-friendly so-
lutions (PARP 2009) [12]. As a result a support gap is created at the bor-
der of these two areas, that is faced by eco-innovative projects. Grants to
applicants from the EU have the form of non-repayable grants. These
funds can be used by enterprises and other beneficiaries for the purchase
of fixed assets, design and implementation of quality management sys-
tems, application of new high-tech technology, and improving skills of
employees. Supporting projects from EU funds in most cases is based on
the return of a part of the costs incurred. There are also advance-payment
projects. In such cases, financial resources from EU funds are non-
refundable after meeting all the conditions included in the project. The
selection of projects takes place in the contest procedure, each applica-
tion is subject to formal and substantive evaluation. The call for applica-
tions is announced periodically with the mobilization of consecutive
funds available.

4. Methodics and conclusions from the research in area
of SMEs eco-innovation financing

Statistical research in the area of small and medium enterprises
eco-innovation financing was conducted in 2011. The analysis adopted
years 20062011 (the survey covered that period). The research area was
Slaskie voivodship. Enterprises address data were obtained from the
GUS (Central Statistical Office). The survey was addressed to randomly
chosen 300 SMEs located in the Slaskie voivodship. 106 surveys were
received, that were suitable for further analysis, reflected by the rate of
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return of 35.3%. Small enterprises accounted for 42% and medium enter-
prises for 58%. 68% of enterprises were from production, 18% trade,
11% provision of services, and 3% other activities sectors. Of all sur-
veyed enterprises, only 6% implemented eco-innovation, and 18% had
plans to do so. Most of the eco-innovation projects dealt with the techno-
logical process and product eco-innovation.

other D

structural funds

factoring D

leasing

loans

own capital

0% 20% 40% 60% 80% 100% 120%

Fig. 1. SMEs eco-innovation financing sources in Slaskie voivodship
Rys. 1. Zrodta finansowania ekoinnowacji przez MSP w woj. $laskim
Source: own elaboration based on the research

There is no single source from which surveyed enterprises fi-
nanced only eco-innovation. In most cases eco-innovation are financed
from several sources simultaneously. All surveyed SMEs demonstrated
as a primary source: own capital (100%), loans (62%), structural funds
(36%) (Figure 1). The main motivation to undertake eco-innovation is the
willingness to reduce the cost of enterprise activity (eg. reduction of en-
vironmental fees). An important motive is also the improvement of the
enterprise image. The main barrier to the implementation of eco-
innovations pointed out by the surveyed enterprises is the shortage of
capital. On the other hand the low level of use of structural funds in fi-
nancing eco-innovation should be noticed.

Other barriers to implementation of eco-innovation are: market
uncertainty, financial constraints, outdated infrastructure, limited work-
force, frequent changes in legislation. Surveyed SMEs do not recognize
the potential in cooperation in the field of eco-innovation, which may



616 Dariusz Wielgérka

result from limited knowledge of the effects of implementing the eco-
innovation. SMEs often undertake environmental activities after they are
found guilty of violations of environmental regulations. Therefore more
resources should be directed to prevention. 36% of the surveyed enter-
prises in the SMEs sector are convinced that their activities have little
impact or no impact on the environment. The activities of the SMEs sec-
tor can pose a significant risk to the health and safety of employees, as
well as a threat to the natural environment. According to available Euro-
pean programmes and funds, small and medium enterprises can gain nu-
merous economic benefits in the form of eco-innovation and improved
environmental management.

Cost analysis of
potential

Evaluation  of
. eco-innovation
Analysis of the .
en{erprise effect on finan- sources of eco- Realizati ¢
neods i e cial, marketing, mnn\u}tmn Rea mn-mn of eco-
S and  organiza- financing innovation project
area of eco- (emphasis  on

‘ ati tional situation .
mnovanon of the enterprise structural funds)

Fig. 2. Simplified model for eco-innovation project management in the SMEs
Rys. 2. Model zarzadzanie projektami ekoinnowacji przez MSP
Source: own elaboration based on the research

A proper management plays an important role in planning the in-
novative project. The consecutive stages of eco-innovation project man-
agement (Figure 2) should be thoroughly evaluated in order to increase the
efficiency of the enterprise. From the cost point of view the most important
element of management is the choice of proper source of financing.

5. Conclusions

Obtaining funds for the eco-innovative project in Poland is not im-
possible, but in many cases very difficult. Eco-innovation is very rarely
recognized by financing entities as a distinct activity of enterprises. Inno-
vative projects in the field of environment are evaluated according to the
same criteria as other investment, including innovative investment. Given
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they often focus less directly on the economic effects, they can, using the
same criteria, get worse scores overall. The problem is that significant re-
sources to environmental protection are distributed to local governments to
implement typical projects in this area, such as the construction of sewers,
sewage treatment, or the promotion of cleaner energy sources. This reduc-
es the possibility of obtaining funds for investment by SMEs. Too little
emphasis has been put in the current programming period on the combina-
tion of innovation and environmental protection within the range of single
investment project. This was probably the result of the fact that one of the
major problems is generally low competitiveness of Polish enterprises and
serious problems including high unemployment. At the beginning of the
programming period no clear criteria were defined, that were supposed to
be met by projects to call them innovative, and only gradually determined
in consecutive contests. Eco-innovation is increasingly being underlined in
the documents of the European Union as an area that should be particularly
developed. In Poland, much less attention is paid to the problem of eco-
innovation. Perhaps this is derived from the fact that many people believe
that the condition of the environment is satisfactory (at least when com-
pared to other elements of social and economic system of the country) and
does not require that kind of intervention, especially that apparently signif-
icant results can be obtained by undertaking standard investment already
proven in other countries. Therefore applying for funds for the develop-
ment of eco-innovation requires from entrepreneurs from the SMEs sector
a special concern and ability to predict and estimate. These SMEs that suc-
ceeded in financing eco-innovation, used primarily own capital, loans and
resources from the Structural Funds, which contributed to the increase in
their competitiveness.
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Ekoinnowacje w malych i srednich przedsiebiorstwach
w Polsce — zrédla finansowania

Streszczenie

Sektor MSP odgrywa wazna rol¢ w gospodarkach panstw na catym
$wiecie. Stanowi okoto 99% przedsigbiorstw funkcjonujacych w Unii Europej-
skiej. W latach dziewig¢édziesigtych XX wieku zintensyfikowano dziatania na
rzecz rozwoju matych i §rednich przedsigbiorstw w Unii Europejskiej. Wow-
czas rozwigzano wiele istotnych kwestii prawnych np. przepisy regulujace sys-
temy finansowe oraz opracowano formy wsparcia sektora MSP. Sektor MSP
w Polsce stanowi 99,8% ogolnej liczby przedsigbiorstw w Polsce (Dane Glow-
ny Urzad Statystyczny 2011 rok, www.stat.gov.pl). Petnig waznag funkcje w
gospodarce, wpltywajac na wzrost gospodarczy czy wielko$¢ bezrobocia. MSP
sg stymulatorem rozwoju gospodarki, a ich liczba oraz potencjat moga by¢ jed-
ng z miar oceny wzrostu gospodarczego. Podstawowym celem badan jest ocena
efektywnos$ci finansowania ekoinnowacji przez MSP w Polsce. Cele szczego-
lowe badan obejmuja:

1) Analize determinant wptywajacych na wybor zrodet finansowania ekoinno-
wacji.

2) Ocena efektywno$ci wykorzystania zrodet finansowania w tym funduszy
strukturalnych przez MSP.

3) Budowg modelu zarzadzania finansowaniem ekoinnowacji przez MSP.

W wyniku przeprowadzonych badan skonstruowano model zarzadzania
finansowaniem dziatalno$ci ekoinnowacyjnej MSP. Jego wykorzystanie pozwo-
li na zminimalizowanie kosztow kapitalu finansujacego rozwdj ekoinnowacji
MSP. Wyniki badan w zakresie wykorzystania funduszy strukturalnych w la-
tach 2007-2013 pozwolity na identyfikacje determinant wptywajacych na pozy-
tywne wykorzystanie funduszy i zwigkszenie efektywnosci wykorzystania
w przysztych latach. Pozyskanie $rodkéw finansowych na wsparcie projektu
ekoinnowacyjnego w Polsce nie jest niemozliwe, jednak w wielu przypadkach
bardzo utrudnione. Ekoinnowacyjno$¢ bardzo rzadko stanowi wyodrebniong
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przez podmioty finansujace aktywno$¢ przedsigbiorstw. Innowacyjne projekty
realizowane w obszarze ekologii sg oceniane wedtug tych samych kryteriow, co
inne inwestycje, w tym rowniez innowacyjne. Uwzgledniajac fakt, ze czesto
W mniejszym stopniu koncentrujg si¢ one bezposrednio na efektach ekonomicz-
nych, moga one przy zastosowaniu identycznych kryteriow oceny, uzyskiwaé
gorsze noty ogdlne. Problem stanowig znaczne $rodki na ochrong $rodowiska
przewidziane dla jednostek samorzadu terytorialnego, ktore realizuja projekty
typowe w tym obszarze, tj. koncentruja si¢ na budowie kanalizacji, oczyszczal-
ni, czy rozpowszechnieniu bardziej ekologicznych zrodet energii. Wptywa to na
ograniczenie mozliwo$ci pozyskiwania srodkéw na inwestycje przez MSP. Zbyt
maly nacisk potozony zostal w biezacym okresie programowania na potaczenie
w przypadkach jednej inwestycji innowacyjnos$ci i ochrony $rodowiska.



