SHS Web of Conferences 129, 01012 (2021) https://doi.org/10.1051/shsconf/202112901012

Globalization and its Socio-Economic Consequences 2021

Impact of Covid-19 on SMEs Globally

Singh Kamaldeep"”
! University of Turiba, Faculty of Business Administration, Riga ,Latvia ( LV-1058)

Abstract

Research background: The ongoing Covid-19 pandemic has created
irreversible damage to the world economy. Businesses ranging from local
shops to multinational companies are suffering extensively due to the
lockdowns in place. Amon this the unorganized sector is the worst hit as
majority of the stakeholders have no alternative income. This makes a study
in SMEs much more necessary as this sector is extremely volatile and even
the slightest fluctuations in the economy causes huge losses for them.
Purpose of the article: This study is aimed at analyzing the degree of
impact of the ongoing Covid-19 pandemic on SMEs globally.

Methods: This research, by design, is descriptive and exploratory and its
objective is to determine, based on the appreciation that managers or those
responsible for the financial management of SMEs have, how it impacts to
their finances the health crisis caused by COVID-19 for the development
and investment of their business.

Findings & Value added: The results obtained in the research show that
the health crisis caused by the COVID-19 has been a challenge for SMEs
because it has generated a strong crisis, but they have shown cautious in the
measures to face it, and financial management strategies aimed at avoiding
indebtedness. In conclusion, the management of SMEs is aware that to face
the new modality it is necessary to carry out administrative and financial
management based on foreseeable strategies, considering the changes aimed
at the development and investment of their businesses.
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1 Introduction

The socioeconomic and productive impact of COVID-19 will surely be the subject of study
for years, the world is still in the middle of the first outbreak and a new outbreak. In the
present tomes, complex and recessive scenario that had been going through, the pandemic of
COVID-19, whose final impact on the internal productive tissue is unknown due to the nature
unprecedented situation.

The United Nations set out from the beginning to monitor permanently the situation of
the business segment that generates a bulk of global employment (Belacin and Arnoletto,
2019), carrying out surveys among companies with up to 1000 employed persons, under the
Coronavirus Research Program: Impact on SMEs, production and employment. They
received more than 6,000 responses, through surveys at the firm level among the Primary
sectors (Agriculture / Livestock / Forestry / Fishing / Mining), Services, Commerce,
Manufacturing Industry and Construction, throughout the entire national territory. So far, five
surveys have been carried out investigating the impact of the pandemic, public interventions
implemented and the business actions taken regarding productive operation, employment,
financial situation and internal organization.

Days prior to the imposition of Social, Preventive and Mandatory Isolation, the first
survey, where these companies were already active in measures to mitigate the risk of
contagion, in case of continuing to operate. Between the period from early April to early
April June, the UN conducted four more surveys to identify different aspects of the
productive activity, employment, management and strategies of the segment. At the time of
preparing this work A sixth survey is in the field that inquiries about operability, staff activity,
evolution of billing and remote work.

It is aggravated by COVID-19. Regarding the rhythm of activity and employment, it can
be seen that the degree of operability of the firm does not it directly implies the same degree
of activity from your staff. The proportion of inactive staff of companies responds to: i)
processes and internal organization, ii) regulatory restrictions to be able to function, and iii)
fall in the supply and demand of goods and services that the pandemic implied In relation to
the tools used by companies to mitigate the impact of the pandemic, the intense dynamics
followed to adapt and cope with the new circumstances can be highlighted, although the
surveys carried out by UN reveal that the group of firms of up to 50 employed people suffer
especially from the difficulties of the context and also the firms in the Construction. In this
regard, public assistance with transfers is specially analysed directives and suspension
agreements between companies and employees or unions.

The public assistance program for salaries and employer contributions (Program for
Emergency Assistance to Production and Work) was important and well received by the
companies, although it has not managed to avoid a high financial fragility in a part of the
firms of smaller dimension and thus about 10% of them declared to be evaluating to close
definitively. However, just over 40% of these firms do not have any possibility of ending
2020 with its staff working remotely, an aspect that is prints as a new factor of productive
dualization.

Throughout the study presented here, it will be detected that the Central region is the
territory with the highest proportion of sustainable companies (high degree of operability,
high rate of staff activity, good access to public assistance tools, low risk of closure, low risk
of conflict employment, high possibility of telework implementation), the sector of primary
activities is that of the best prospects and companies with more than 50 employees are the
relatively least threatened. That is, a deepening of the pre-existing productive asymmetries
in the country at the regional level, sector and by size.

The document is structured as follows. In the next section, a succinct mention will be
made of some works that study the socioeconomic and / or productive impact of COVID-19.
Then I know briefly describe in the second section some methodological aspects that are at
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the base of the analysis that will be covered in sections 4 on activity, employment, business
actions, public interventions and remote work. Finally, some comments and reflections are
outlined end.

2 Literature Review

There is a very abundant number of works in the international and local literature that have
been published in recent months on economic, social and productive topics related to the
pandemic, its effects, public interventions adopted and private strategies to face it. An attempt
will be made to guide the readers in some selected works (Cowling et al., 2020; Caballero-
Morales, 2021; Al-Fadly, 2020; Belghtar et al., 2021...).

Baldwin and Di Mauro (2020) collect the contributions of different experts on the
macroeconomics of the pandemic, in a prospective analysis based on the first effects that
could be observed at a global level and punctually in some countries where a first phase of
the pandemic. Information is used both on the evolution of economic activity, such as
international trade, monetary policy, financial regulation, among other topics. They take
considering also the statistics and reflections of international organizations on the global
outlook under the impact of the deep shock that is the COVID-19 pandemic. Could It can be
said that this book is a tour of some general aspects, which can serve as a context to know
the perspectives developed in the beginning. Then both the Organization for Cooperation and
Economic Development such as the International Monetary Fund and the World Bank, to
name some organizations, they were re-editing their prospective analyses based on statistics
calibrated with the advances throughout the world of the new virus.

Among the international studies based on surveys, it is worth mentioning two carried out
at the level of company in the United States. The first of them (Bartik et al, 2020) is an
analysis of Descriptive Statistics on Survey Responses to American Small Business Owners
during late March and early April. It focuses on measuring financial fragility, the degree of
operability of the firms and downtime of its staff, expectations about the duration of the crisis,
and access to public assistance programs and their impact on inactivity and closing decisions.
Utilizes over 5,800 responses obtained on a small business basis dimension of the United
States, for a survey consisting of 43 questions (some on hypothetical scenarios, rather
behavioral or experimental questions). The distribution of the response base at the regional
level and by size is similar to that of the 2017 Economic Census. The main findings consist
of the high financial fragility shown by many of the minor companies; an inoperability close
to 45% of the firms, with a reduction in employment close to 40% in relation to the beginning
of 2020; and a significant interest from companies in public assistance programs, which
hoped to adjust their decisions based on aid received, although a part of the segment was
reluctant to apply due to questions of administrative complexity and eligibility; Finally, the
expected duration of the crisis is extended until mid-summer (July-August 2020), although
with a high dispersion between the answers.

The second work (Bartik et al., 2020) is also an analysis of the results of two surveys that
inquire about the modality of remote work during the pandemic. One of them conducted
among nearly 1,800 small business leaders (a sample drawn from the survey used in the
research referred to in the previous paragraph) and another among 70 business economists
from the National Association of Business Economists (NABE). Were made between March
and April, respectively, a period during which much of the North American country was
under isolation restrictions (stay-at-home restrictions). They also use a measure that allows
the feasibility of remote work implementation at the industry level. Among SMEs, find that
45% had workers transitioning to remote work (at least two days a week), while among the
largest companies (results of the survey among economists NABE) that proportion is higher.
Through some regression analysis, they also find that the signature size does not generate
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significant differences in the teleworking implementation, but that it is more widespread (or
more feasible) in industries with more qualified and better personnel payment. Respondents
reveal lost productivity when moving to telecommuting, but this Loss is also lower in
industries with higher human resources qualification and higher remuneration. A general
conclusion is that the implementation of remote work reinforces the inequities.

On the other hand, for the Latin American region, it is especially useful to point out the
IDB document (2020), where responses to COVID-19 are discussed from science, innovation
and development productive (focusing on business measures and public interventions). There
they stand out, on the other hand, the needs and opportunities of public policy in the region,
as well as the centrality of the capacities already installed in the different economies. Some
statistics presented correspond to different surveys at the company level, although in few
countries given that it was spread at a rather incipient stage of the pandemic in Latin America.
The route of some examples of public interventions adopted in financial, labor and
technological matters, including developing as well as developed countries in the region, as
well as the reference to programs applied in various countries outside the region, developed
economies but very different from each other, such as Korea from the South, Germany, the
United States or Denmark. This IDB work also does some policy recommendations for the
post-pandemic, in terms of the prospects for great fragility and deterioration that may
characterize the region once the pandemic has passed. Some of them, in order to encourage
innovation and entrepreneurship to accelerate the recovery economic, are the increase in the
scale of financing for innovative start-ups, the financing of sectoral knowledge assets, greater
technical support for transformation digital node of entrepreneurship and innovation, among
others.

The productive structure of the region has accumulated weaknesses for decades, with
strong heterogeneities between sectors and companies. There are also external productivity
gaps and internal and the pandemic arrives on these structural conditions. A special report
from ECLAC (2020) analyses the productive and business situation in the region, where the
pandemic is showing a strong negative impact on sectors that generate a third of formal
employment and a quarter of PBI, and in technology-intensive sectors in particular. The
agency anticipates the closure of more than 2 million companies throughout the region,
especially the smallest ones. In relation to policies implemented, qualifies them as important
but insufficient. The work suggests expanding the lines of financing and reinforcing direct
transfers to companies.

There is no doubt that to understand recent financial systems, and first you must analyse
the most recent data available on the situation before the Covid-19 pandemic, According to
figures from the International Monetary Fund (IMF). The outlook is bleak: the projection is
that the Mexican economy will contract by 5.2%, and it is important to consider that SMEs
are companies that depend on daily sales and have little or no reserves of liquidity, they may
also be under severe financial stress and may have to lay off workers, as described in a report
published on April 9, 2020 by the Inter-American Development Bank (IDB).

The pandemic caused by COVID-19, has generated a problem in the field of economically
and has significantly deteriorated the prospects that SMEs had of achieving a growth. The
International Monetary Fund (IMF, 2020) and the Economic Commission for Latin America
and the Caribbean (ECLAC, 2020) estimate that Mexico's growth during 2020 it will be
around -6.6%; as a consequence of the quarantines implemented, due to the lower
remittances, lower prices of raw materials, lower income from tourism, the greater aversion
to risk on the part of international investors, the outflows of capital and higher volatility in
financial markets.

Future expectations are a mystery, since the COVID-19 crisis has the consumers and
businesses in continuous uncertainty, furthermore, it indicates that some indicators, such as
the Purchasing Manager Index (PMI -), have fallen drastically and that from the PMI it can
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be determined whether an economy is in good health, and take action beforehand if data
indicates a possible recession, that is why this indicator is especially important to be able to
venture into a economic crisis and reduce its impact by promoting measures, since the PMI
data is used by financial professionals to understand the direction and the expectations of
each economy (Owen, 2020).

3 Methodological Aspects

This work consists of a descriptive analysis of the situation of the lower-income business
segment dimension during the COVID-19 pandemic based on data collected from the
multisectoral surveys. The responses were collected from a structured questionnaire available
in an online and anonymous platform. The questionnaire for each operation was made
available of a set of companies from the base of the SME Observatory Foundation stratified
and representative of the universe of firms with up to 800 employed persons. 653 responses
were obtained from these companies throughout the five surveys. The surveys were aimed at
owners, managers and responsible for administration and accounting.

The main topics surveyed refer to the impact on the activity of companies, the production
and employment; business strategies; occupational risk; the interventions implemented
public and possible modifications of the forms of work.

4 Results

Image 1 shows that for 46% of SMEs in the retail trade sector were impacted by COVID-19
has been very negative, for 32% it has been something positive, for 10% it has been
something positive, for 9% very positive and for 3% it is neutral. The results show that the
situation of SMEs in the commerce sector during the contingency generated by COVID-19
has been affected.

M Neutral W Somewhat Positive M Very Positive M Very Negative ll Somewhat Negative

Image 1. Impact of the health crisis caused by COVID-19.

Image 2 shows that for 46% of SMEs in the retail trade sector were impacted by COVID-
19 has been very negative, for 32% it has been something positive, for 10% it has been
something positive, for 9% very positive and for 3% it is neutral. The results show that
economic activity during the period of March 20 as of August 20, 2020 of SMEs in the
commerce sector during the contingency generated by COVID-19 has been affected, the
above allows suppose that in order to face it, financial management strategies were rethought.
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M continue normally
m tempory closure
M The business activities are conducted online

m Handover or closure

Image 2. Economic activity during the period from March 20 to August 20, 2020

Image 3 shows that for 48% of the SMEs in the commercial sector was impacted by
COVID-19, its main problem generated was the reduction in demand, for 37% it has been
the increase in their debts, for 35% it has been the closing of credits, for 22% the reduction
of public aid and for 20% it is the reduction investment. The results show that the main
problem for SMEs in the sector trade during the contingency generated by COVID-19 has
been particularly affected due to the reduction in demand and the increases in its debts and
the closings of the openings of financial support to be able to face them.

M demand reduction M aid reduction M investment reduction

w close of credits Wincrease in debts

Image 3. Main problems

Image 4 shows that for 54% of the SMEs in the commercial sector adopted financing
injection as financial management strategies, 23% their adopted financial management
strategy is deferral and 13% is debt renegotiation. The results show that the entrepreneur
seeks to keep his business, the foregoing allows us to assume that he sought new and varied
forms of financing to keep your business.
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M postponement M Injection of funds M debt renegotiation

Image 4. Financial management strategies adopted from the COVID-19 pandemic

Image 5 shows that for 46% of the SMEs in the commercial sector used to face the
challenge of the crisis has been family and friends, for 20% it was commercial credit, for
18% suppliers, risk capital and leasing for 5%, others for 4% and alliances for 2%. The results
show that the main financial management measure to face the challenge of the crisis on the
part of the SMEs was their own family and friends, the foregoing suggests that the
businessman was cautious in debt measures.

W family and friends M strategic alliances M risk capital W vendors

mlease m Commercial credit m Others

Image 5. Type of financing used to face the challenge of the COVID-19 crisis

Image 6 shows that for the SME manager, when making a profile of risk to face the crisis
your most important priority is to know the level of indebtedness current and, least important
are cash flow forecasts. Considering the importance of this profile is observed in second place
of the profile are the limitations and current resources of the company, in third place the
liquidity and solvency of the company, in fourth place is the risk of credits and fifthly, the
need for the objective for which the debt is sought. The results show that the entrepreneur is
showing caution in the case of indebtedness, which above suggests that the employer is aware
that the profitability of his business in moment of crisis cannot sustain an investment at the
moment because it is oriented to increase the value of the company and the outlook is still
very uncertain.
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Image 6. Risk profile to face the crisis from the perspective of the SME manager, considering 1 the
least and 9 the most relevant

Image 7 shows, for 30% of the analysed sample, the main expectations for short-term are
innovation in financial management strategies, 29% new products and new markets, 14%
their expectations are to request new credits and / or financing, the 11% seek support in public
organizations, 10% reduction of personnel and 6% new investors. The results obtained show
that the SME entrepreneur is aware of the need to create innovation in their financial
management strategies and to generate new products and new markets, the above suggests
that it will continue to seek the possibility such Instead of reinventing itself in its
administrative management strategies, for which the financial information that can be
provided by the finance department.

m request new credits and / or
financing

M new products and new

x 14% markets

6%

m staff reduction

innovation in financial
management strategies

u
new investment

Image 7. Short-term expectations

Figure 8 shows that more than a third of the CFOs of the companies SMEs of the analysed
sample estimate that it will take between 6 to 12 months to resume operations normal, despite
the fact that 69% considered that the company would take up to six months recover from the
effects of the pandemic. The results obtained show that the entrepreneur seeks to rescue its
business in the short term, the above suggests the importance of generate effective financial
management strategies to face the current crisis situation.
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M less than a month M from 1 to 3 months from 3 to 6 months

from 6 to 12 months W more than 12 months

Image 8. If COVID-19 ended today, how long would it take for your company "back to normal"?

The results show that the situation of SMEs in the commerce sector during the
contingency generated by COVID-19 has been affected by the reduction in demand, increases
in their debts and the closing of financial support openings in order to face them. Many small
entrepreneurs, in their eagerness to keep their business, looked for new and various forms of
financing for investment, where their first option was their own family and friends, the above
suggests that the businessman was cautious in debt measures because it is aware that the
profitability of its business in times of crisis cannot sustain an investment at the moment
because it is aimed at increasing the value of the company and the outlook is still very
uncertain.

5 Conclusions

Although there are different ways in which shareholders can finance the growth of the
companies, the adequate obtaining of economic resources is an issue that directly impacts
their performance, so it is essential that every company structure its growth aligning its
financial strategy with the maturity of its business with the objective of not incur unnecessary
financial risks that could compromise your future. With a uncertain panorama on the
evolution of the pandemic and its impacts, we do not know how many MSMEs will survive
the onslaught of COVID-19, nor how policies will be promoted public policies and
mechanisms to help these companies improve their financial situation, stay in the market and
grow in the short and medium term.

Financial management for SMEs translates into the way these companies employ its
resources efficiently to generate value through how to capitalize the business, where to
acquire the resources and how to ensure that the shareholders obtain the desired benefits. The
research results presented here validate the results obtained. previously in the exploratory
stage and, when comparing it with the current situation of the impact of the pandemic caused
by COVID-19, allows us to test the objective of the research and determine the importance
of financial management in SMEs, as a control tool that helps manage and take advantage of
your economic resources for your development and investment. The foregoing highlights the
viability of the present project of research, defining with the results presented here, the
importance of creating and implement within the financial management of their businesses,
strategies that help them achieve the development and investment of their businesses and
considering the current situation that exists, it is important to focus on three aspects: working
capital, current liabilities and management efficient cash flow.
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As a final conclusion and considering the previous approaches, it is proposed work as a
financial management strategy for SMEs that take into consideration that to increase the
liquidity of the company it is necessary to carry out three key actions: reduce inventory, try
to collect as soon as possible and delay payments as long as that does not mean paying
commissions or waiving discounts soon payment. The realization of this project is considered
viable since Sonora has a sector very dynamic economy that could help in the state economy,
because the fragility SMEs' financial support in scenarios of generalized crisis requires the
extraordinary support of the State, to guarantee the continuity of the productive activity as
well as the maintenance of jobs. This study has several limitations that suggest they are works
in future research avenues. The perception of the financial management strategies they use
in successful medium-sized and larger companies, it is a result that must be analysed in order
to rule out relativity to your size and business success. Later, it would be interesting delve
into the effects of correlation between other variables that complement this work and help to
improve the work carried out by SMEs that allow them to face the market current to which
they belong.
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