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A B S T R A C T

Small and medium-sized enterprises (SMEs) are the backbone of every economy. So, when an external crisis
jeopardizes markets, such as the recent COVID-19 outbreak, SMEs are hit with great force. Their so-called lia-
bility of smallness, a lack of resources that would shield them from outside shocks, worsens the situation. This
manuscript conducts a literature study on 69 manuscripts that studied SMEs in previous crises and proposes
ways to overcome economic downturns in the areas of finance, strategy and the institutional environment. The
paper finds a “strategy/funding chicken-and-egg-problem” and proposes an effectual world view when dealing
with situations of great uncertainty.

1. Introduction

The COVID-19 crisis, only a few months old at the time of preparing
this manuscript, already has had a devastating effect on the global
economy. As of April 23, 2020, 26.5 million jobs were lost in the US
alone (Lambert, 2020). So far, global stocks have seen a downturn of at
least 25%. Goldman Sachs predicts the US Gross Domestic Product to
shrink 24% in the second quarter of 2020 and forecasts a major con-
traction in manufacturing, with reduced domestic demand for non-food
goods, reduced foreign demand for US goods exports, supply-chain
disruptions and plant closures (Reinicke, 2020). In response, govern-
ments around the world released massive stimulus packages. The US so
far approved $2 trillion to combat the economic downturn (Emma &
Scholtes, 2020) and EU finance ministers recently approved €500 bil-
lion in stimulus measures (Riley, 2020).

Small and medium sized companies (SMEs), in most countries de-
fined as organizations with less than 250 employees (OECD, 2005), are
the backbone of every economy across the globe. In the US, SMEs make
up 99.7 percent of U.S. employer firms and create 49.2 percent of jobs
in the private sector (US Small Business Administration, 2012). SMEs
drive innovation and competitiveness and account for 44 percent of
U.S. economic activity (US Small Business Administration 2019). So, a
suffering economy largely means suffering SMEs and their employees.

This manuscript attempts to outline a way for SMEs to overcome the
current COVID-19 crisis. It is researched what tactics and strategies can
be applied and how these are impacted by other market players, in
particular financing institutions and governments. In order to achieve
this goal, a literature study is conducted that identifies 69 manuscripts
and covers how SMEs dealt with previous crises and disasters.

In the next section, common characteristics of SMEs are discussed

that make them particularly vulnerable to external shocks and at the
same time can be advantageous in such situations. Thereafter, the lit-
erature study is introduced, and the findings presented. The paper
concludes with a discussion section that interprets the results and
proposes avenues for future research.

2. Characteristics of SMEs

SMEs face a liability of smallness (Freeman, Carroll, & Hannan,
1983). This means that the smaller the firm the less resources it typi-
cally controls, which makes it more vulnerable to internal and external
events, such as a critical employee quitting his/her job, a decline of
financing options, a reduction of demand due to a competitor entering
the market, or, in the case of this manuscript, a crisis hitting the global
economy.

The liability of smallness often coincides with a liability of newness
(Freeman et al., 1983). According to Stinchcombe (1965), new orga-
nizations suffer a greater risk of failure than older organizations, be-
cause they lack established business models, depend on the cooperation
of strangers and have low levels of legitimacy. The liability of newness
points to startup companies as a special form of SMEs.

Despite these liabilities, SMEs also have certain characteristics that
could help them in times of crisis. Given their smaller size, they tend to
be rather flexible when opportunities or threats arise in their environ-
ment. Further, the smaller the organization, the closer the decision-
makers are to their customers and other stakeholders (Eggers, Hansen,
& Davis, 2012). This in turn can provide them with valuable market
information that can be helpful when reacting to crises.
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3. Literature study

In order to shed more light on how SMEs deal with times of crisis, a
literature study was performed. Google Scholar was searched for the
following keywords and their combinations: 1) SME(s), small firm(s), 2)
crisis, hard economic times, disaster(s). Paper must have been pub-
lished in peer reviewed journals. In total, the search revealed 93
manuscripts. After excluding papers that interpret crisis as organiza-
tional, internal crisis, for example caused by succession in family firms,
69 papers remained in the pool and were further analyzed.

Table 1 shows the business area covered, type of crisis and geo-
graphic scope of the manuscripts. Most of the papers (50.7%) cover
financial aspects for SMEs during crises. By far the most studies deal
with the 2007–08 Global Financial Crisis (81.2%) and are focused on
European countries (75.4%). A full list of papers can be found in the
appendix of this manuscript.

The section below is organized in the three business areas dis-
covered in the literature study: finance, strategy and strategic orienta-
tions and the institutional environment.

3.1. Finance

The first area, finance, deals with the most obvious consequence of a
crisis: the lack of funding, typically caused by lower revenues and/or
stricter investment policies. Manuscripts in this area investigate how
financial indicators of SMEs such as asset structure, debt ratio, leverage,
profitability, liquidity and creditworthiness change during a crisis (e.g.,
Balios, Daskalakis, Eriotis, & Vasiliou, 2016; Lisboa, 2017; Duarte,
Gama, & Gulamhussen, 2018). Further differences of such financial
indicators between small and large firms (Kudlyak & Sanchez, 2017;
Lisboa, 2017) as well as between younger and older SMEs (Lisboa,
2017; Serrasqueiro et al. 2018) are studied.

In addition, authors analyze change in debt financing before, during
and after crises (e.g., Kim, Tesar, & Zhang, 2015; Brown & Lee, 2019).
Along these lines, usage and effects of trade credits are studied quite
extensively as well (e.g., Carbo‐Valverde et al. 2016; McGuinness &
Hogan, 2016; Bussoli & Marino, 2018). Another area covers different
effects of financing programs in SMEs (Briozzo & Cardone-Riportella,
2016), also in developed and developing countries (Harrison & Baldock,
2015).

Regarding the latter, a study by Piette and Zachary (2015) shows
that banks perceive SMEs as presenting a higher risk during crises,
which in turn explains tighter credit conditions. This, however, seems
to apply mainly to SMEs which were not part of the existing corporate
clientele pre-crisis. Risk perceptions can be triggered by innovative
moves. In this regard Lee, Sameen, and Cowling (2015) find that in-
novative SMEs have more problems accessing finance during crises.
They show that while financing worsened in the crisis for innovative
and non-innovative SMEs, innovative firms have done relatively worse
and are particularly likely to face absolute credit rationing.

3.2. Strategic Orientations and Strategy

Simón-Moya, Revuelto-Taboada, and Ribeiro-Soriano (2016) find

that ventures that are based on market opportunity have better survival
chances during times of crisis than those that were started out of ne-
cessity. Opportunity based management is associated with the concept
of entrepreneurial orientation (EO), which consists of the dimensions
innovativeness, proactiveness and consequently the willingness to take
risks (e.g., Covin & Lumpkin, 2011). Soininen, Puumalainen, Sjögrén,
and Syrjä (2012) find that SMEs with higher EO have better survival
chances during and after a crisis. Whereas innovativeness and proac-
tiveness have a positive effect on performance, risk-taking has a nega-
tive effect. However, the authors interpret risk-taking as dependency on
financial investors and do not tie it to innovative and proactive moves
per se. Several authors find positive performance effects of innovative
or proactive postures or a combination of both in times of crisis (Le
Nguyen & Kock, 2011; Vargo & Seville, 2011; Hong, Huang, & Li, 2012;
Bourletidis & Triantafyllopoulos, 2014; Cioppi, Musso, Pencarelli, &
Savelli, 2014; Meutia, Ismail, & Ummi, 2018; Dias et al., 2020). Petzold,
Barbat, Pons, and Zins (2019) show positive effects of SMEs’ market
orientation (MO) during economic downturns. They analyze MO as a
mix of responsive approaches that cater towards a customer’s im-
mediate needs and proactive approaches that go beyond these needs.

Several authors research how a combination of both EO and MO
helps during times of crisis. Beliaeva, Shirokova, Wales, and Gafforova
(2018) reveal a positive influence of EO, also because of the effect that
entrepreneurial firms may observe market opportunities during crisis.
At the same time, SMEs with a responsive MO, that is those intensely
considering what competitors are doing and how to best address im-
mediate customer needs, appear to experience limited gains. In con-
sequence, the effect of MO on performance is not significant. Eggers and
Kraus (2011) reveal that a combination of EO and responsive MO can
lead to lean and flexible marketing efforts that are particularly valuable
in times of crisis. Morris and Jones (2020) combine EO and MO into an
Entrepreneurial Marketing Post-Disaster Business Recovery Framework
that highlights that opportunity-seeking, resource-organizing, creating
customer value and accepting risk are markedly different in a post-
disaster context. Interestingly, Beliaeva et al. (2018) as well as Eggers
and Kraus (2011) show that executing EO and MO are resource in-
tensive endeavors. Along these lines, Marino, Lohrke, Hill, Weaver, and
Tambunan (2008) find that higher levels of uncommitted resources
help stimulate innovation in times of crisis.

EO has the potential to transform an organization in times of crisis
and lead to efficient processes and operations, which in turn increase
overall performance (Lekmat & Chelliah, 2011). The effects of diversi-
fication, transformational initiatives, restructuring and outsourcing are
discussed in several manuscripts (Pal, Andersson, & Torstensson, 2012;
Vrečko & Širec, 2013; Edvardsson & Teitsdóttir, 2015).

In addition, authors cover the effects of a manager’s/entrepreneur’s
expertise on crisis management (Giannacourou, Kantaraki, &
Christopoulou, 2015; Auzzir, Haigh, & Amaratunga, 2018). Whereas
expertise helps in navigating challenging times, Cowling, Liu, and
Zhang (2018) make the point that given the newness and severity of a
crisis, previous entrepreneurial experiences cannot be applied. Thus,
they find that entrepreneurial experience did not have any substantive
effects on small business performance.

Interestingly, Simón-Moya et al. (2016) find that young firms have a

Table 1
Business Area, Crisis and Continents Covered.

Business Area Crisis Continent*

Finance (50.7%) 2007–08 Global Financial Crisis (81.2%) Europe (75.4%)
Strategy and Strategic Orientations (40.6%) 1997 Asian Financial Crisis (5.8%) Asia (18.8%)
Institutional Environment (8.7%) 2010 and 2011 Christchurch Earthquakes (1.4%) North America (4.4%)

2011 Thailand Floods (1.4%) Oceania (4.4%)
2015–16 Russian Financial Crisis (1.4%) Global (2.9%)
Variety of crises and disasters (8.7%)

* total exceeds 100% since some studies cover several countries and continents
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greater likelihood of surviving during crisis periods than they do during
growth periods. Cowling et al. (2018) show that among all firms stu-
died, young firms account for a disproportionately high share of growth
during a crisis.

3.3. Institutional environment

Finally, a few manuscripts take a macro-economic viewpoint. These
papers analyze how governments can assist SMEs during crises (Ter
Wengel & Rodriguez, 2006; Pathak & Ahmad, 2018) and potential
benefits of an interplay of financial institutions, local governance and
SMEs (Setyawan, Isa, Wajdi, & Syamsudin, 2017; Zvikaramba,
Kruglikov, Zimucha, & Chinakidzwa, 2020). Kapitsinis (2017; 2019)
analyzes the effects of SME relocations during economic downturns.

4. Discussion

In general, small firms face a liability of smallness whereas crises
and disasters create additional resource availability and liquidity pro-
blems for SMEs. Customers reduce or completely stop spending and
financiers become more careful in terms of their investments. Some
manuscripts discuss ways out of this problem, for example by using
trade credits and analyzing different financing programs. At the same
time, a time of crisis can create market opportunities that can best be
addressed with innovative and proactive postures. An SME’s potential
for more flexible decision-making and closeness to its customer base is
beneficial in this regard.

Several studies reveal an interconnectedness between finance and
strategy, in particular EO and MO. Being innovative and creating new
offerings that go beyond expressed customers’ needs demands the
availability of financial resources. This is either because of the higher
costs associated with creating such offerings or because a limited
amount of resources increases the risk perception of managers and
entrepreneurs. If only a limited amount of resources is available, they
might consider it even more risky to invest those into projects with an
uncertain outcome. The same is true for finance institutions that seem
to prefer less risky, that is less innovative investments, in times of crisis
(Lee et al., 2015). The positive effects of financial resource availability
on EO and ultimately firm performance has been analyzed in additional
manuscripts that did not have a crisis focus (Eggers, Kraus, Hughes,
Laraway, & Snycerski, 2013; Hughes, Eggers, Kraus, & Hughes, 2015).
Consequently, SMEs face the dilemma that EO and MO have the po-
tential to increase performance and help survival in times of crisis, but
that crises and disasters limit the amount of resources needed to execute
such strategies. For SMEs, there apparently is a strategy/funding chicken-
and-egg-problem that calls for additional research. After all, crises can
create opportunities for SMEs.

The literature study points to another interesting concept that po-
tentially is helpful for overcoming crises and disasters: Expertise.
Although Cowling et al. (2018) find that a manager’s expertise does not
help in overcoming crises, expertise has proven to be a useful concept of
overcoming situations of high uncertainty. According to Sarasvathy
(2001), entrepreneurial expertise supports effectual thinking and be-
havior. Effectual reasoning tries to overcome highly uncertain situa-
tions by applying five principles. These principles forego any planning
attempts that try to predict the future. Instead, they suggest that
working in the present with currently available means will create some
sort of future for the organization. This is supported by only investing
limited amounts of resources in a trial-and-error style to figure out the
best course of action, working closely with partners and having a
mindset that turns negative outcomes into something positive for the
company. Applying the concept of effectuation to managing the out-
comes of crises and disasters seems to be a fruitful avenue for future
research.

Although Simón-Moya et al. (2016) and Cowling et al. (2018) found
positive effects for startups in economic downturns, no additional
manuscripts were found that deal with new firms. This is not surprising,
given the search criteria used in the literature study. The same applies
to another firm type that is often discussed in SME research: the family
firm. Family firms are organizations where the majority of the capital is
held by several members of a family, which intends to hold this for
more than one generation, and which controls the management of the
company irrespective of a family member or an external being the CEO
of the company (Rößl, Fink, & Kraus, 2010). Research has shown that
family firms often behave differently than non-family firms. Compared
to non-family firms, family firms are typically more long-term oriented
and less risk-taking, that is more conservative and less focused on
growth (Habbershon, Williams, & MacMillan, 2003; Lubatkin, Ling, &
Schulze, 2007; Xi, Kraus, Filser, & Kellermanns, 2015). Although there
is research available how startups and family firms react to crises (e.g.,
D'Aurizio, Oliviero, & Romano, 2015), additional studies are needed
that investigate special challenges of and according reactions to the
current COVID-19 crisis.

Currently, articles published in the popular press or on social media
discuss how the COVID-19 crisis will change the way we live and work
(e.g., Sullivan, 2020). This change will be largely driven by small and
medium sized organizations (either for or non-for-profit) that create
innovative solutions for problems in their environment (US Small
Business Administration 2019). These problems were either created by
the COVID-19 crisis or even made this crisis possible, for example
through the overpopulation in areas or the destruction of natural re-
sources. Representing more than 99% of all companies, SMEs have a
special role in the macro environment when it comes to creating a path
forward.

Appendix

(See Table A1)
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