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Abstract. This study sets out to review in detail the available information on SMEs crisis management. Despite SMEs’ cru-
cial role in the economy, relatively little research has been carried out on the effects of the economic crisis on SMEs and
how they can cope with a crisis. This work will generate fresh insight into the crisis management for SMEs and provide a
clear and easily understandable framework to survive COVID-19 and beyond. Ensuring sound cash flow during the crisis
is the center of our framework. It is also crucial to have timely, accurate information and confident, courageous manage-
ment. It will enable accurate analysis of the situation to restore or establish a new level of homeostasis from the perspective
of bounded rationality. There is no generic treatment for overcoming a crisis. Tailor-made strategies and implementations
empower companies to approach crisis resolution in the context of equifinality. There is only one goal: to survive the crisis.
Yet, every company will have its own unique way to reach this goal.
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Introduction

Companies operate in a state of homeostasis and cannot
survive long outside of it. A threat, large or small, to this
state of balance requires prompt resolution and constitutes
a crisis. It is natural for a crisis to cause negative feelings
and be perceived as a threat. Depending on the level of
severity, crisis can endanger or even obliterate some com-
panies. Even in the best case, considerable organizational,
structural, and operational reconfigurations (Kitching
et al., 2009) might be required.

However, some studies emphasize that it can also be
an opportunity, a source of innovation — and indeed, a
chance for other companies to “prosper, because they un-
derstand how to exploit the fact that old patterns vanish
and new ones emerge” (Marikova et al., 2016; Rumelt,
2009; Williamson & Zeng, 2009). Every crisis exposes a
rift in the underlying structure, generating potentialities
in the business landscape. Companies that can recognize
these niches and adjust to fill them will have competitive
advantage during and after the crisis. In this paper, a dis-
course of measures and opportunities available under dif-
ficult and volatile economic conditions will be carried out
specifically in terms of their significance for SMEs.

Small businesses comprise 99% of all businesses in US
(Scarborough, 2014), Germany and Japan, 92% in Turkey
(Bas¢1 & Durucan, 2017), 98.5% in Malaysia (Rani et al.,
2019), and close to 90% in Baltic states (Eurostat, 2019).
Moreover, they represent about 90% of businesses and
more than 50% of employment worldwide (World Bank
Group, 2017). SMEs and entrepreneurs play an important
role in both developing (Rani et al., 2019), and developed
countries’ economies by contributing economic growth
and wealth, creating employment, and enabling flexibil-
ity in production (Kahveci & Wolfs, 2019; World Bank
Group, 2017). A prosperous and dynamic small business
sector is crucial to the overall performance of a domestic
economy (Beaver & Jennings, 2000).

The study of success factors for small businesses
and entrepreneurs under normal economic conditions
has received considerable attention (Beaver & Jennings,
2000). However, far too little research has been carried
out on how SMEs cope and, — just as importantly, — how
they could cope with crisis, especially the one such as
COVID-19 that is affecting the whole world today. The
latest OECD (2020) report, acknowledges the tremendous
global impact of the outbreak on SMEs:
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“The current crisis (COVID-19) has affected SMEs dis-
proportionately, and has revealed their vulnerability to the
supply and demand shock (in particular with regard to their
liquidity) with a serious risk that over 50% of SMEs will
not survive the next few months”. “A deterioration of the
financial situation of SMEs could have systemic effects on
the banking sector as a whole” (OECD, 2020).

In light of the gravity of the situation, it is vitally im-
portant to assess crisis mitigation measures available to
Micro and SMEs (Tambunan, 2019). With respect to the
complexity of crisis management, providing a conceptu-
al framework for how to ride out COVID-19 will allow
SMEs, entrepreneurs, private investors, finance organiza-
tions and government institutions to gain much-needed
insight into the matter and to deal systematically with the
crisis. It will also advance a more comprehensive grasp of
the subject for researchers and professionals in the field
(Nikoli¢ et al., 2019). The main challenge faced by firms
in crisis is acquiring a workable vantage point on their
internal and external conditions, which would allow them
to draw up a transformation roadmap and to link it with
competitive advantages. It is hoped that the Strategic Cri-
sis Management Framework proposed in this paper will
provide SMEs with a clear and easily understandable al-
gorithm to systematically cope with crises in general and
COVID-19 in particular.

1. Literature review

1.1. Defining crisis and factors affecting failure
of SMEs

The etymology of the word “crisis” as used to mean the
turning point of a disease dates back to Hippocrates, and
originates from the Greek krinein “to decide, judge” (Ox-
ford Dictionary, 2020). In business literature, the term
“crisis” describes a situation where any disruption of bal-
ance between internal business functions of a company
and its external environment is regarded as a threat re-
quiring decisive action to restore homeostasis.

Homeostasis (derived from Greek homoios, “similar”
and stasis, “standing still’, thus combining to mean “stay-
ing the same” in the context of biological systems) refers
to the disposition of an organism to maintain an internal
equilibrium in response to fluctuations in its environment.
It means that for a business to continue functioning at an
optimal level, it must use self-regulating control mecha-
nisms to adapt to changes in its external conditions on
the one hand, and to effect changes on its environment,
on the other.

Causes of crisis can be either external environmen-
tal changes (market and economic conditions, political,
technological, and sociological situations, terrorist attack,
natural disasters etc.), and/or internal problems (mis-
management, internal conflicts, technical and production
breakdown etc.). Every organization is vulnerable to cri-
sis, — it can seriously disrupt business, significantly dam-
age reputation, and/or negatively impact the bottom line.

Struggling to make urgent decisions while the company’s
existence is under threat is the very definition of crisis
(Zuzak & Rymesova, 2008). It is important to realize that,
whatever the reason, most crises happen with little or no
warning, are difficult to foresee and have a devastating im-
pact on small businesses and big corporations (Thorgren
& Williams, 2020). As a result, uncertainty becomes the
main reality (Balanovska et al., 2019).

Natural crisis is an unexpected type of crisis. A study
done by Marikova et al. (2016) uncovers a 4.1% expec-
tation of natural disasters among Czech SMEs. Another
study by (Vojtko et al., 2019) indicates a 10.9% occurrence
rate for natural disasters. A common perception is that
natural disasters in general and pandemics in particular
are the types of events that are highly unlikely to occur.

A number of authors have studied factors affecting
SME failure (Promsri, 2014; Theng & Boon, 1996; White,
1974), concluding generally that firm failures might be
prevented by more cautious management of financial as-
sets and operational activities (Theng & Boon, 1996). On
the other hand, according to White (1974), out of many
possible internal and external factors, inadequate educa-
tion and training is the main reason for failure of SMEs.
Promsri (2014) points out that if employees are educated
properly, they are more likely to deal with a crisis success-
fully. In the same vein, he demonstrates that executives
and more experienced staff have a higher level of prepar-
edness for the crisis (Promsri, 2014).

In a study which set out to determine relevant mana-
gerial characteristics from crisis standpoint, Zuzédk and
Rymesova (2008) found that key competencies of the
strongest performers are efficient resource mobilization,
self-motivation and swift, creative and pragmatic decision
making (Svoboda, 2009). It is also important to have flex-
ibility in management and communication styles (Zuzak
& Rymesova, 2008). In another study conducted by Rani
et al. (2019), winning qualities during crisis were shown to
be “resourcefulness” (cash flow, investment, networking,
assets, and adaptability) and optimism (preparedness to
make decisions, take action, and sense of humor).

1.2. Defining cash flow as lifeblood of the company

SBS Swiss Business School Dean Dr. Wolfs expressed the
very truth of COVID-19 as “I am not shocked in Switzer-
land by the high number of affected corona virus people,
I am shocked with the number of SME’s who complain
after three weeks that they cannot survive due to a lack
of savings or cash” (B. Wolfs, personal communication,
April 1, 2020).

Campbell (2004) is no less emphatic in advocating
cash flow management: “one of the most serious mistakes
business owners make is trying to run their businesses
without cash flow projections. This is like driving along
on the freeway at 70 miles per hour with a blindfold on.
It’s not a question of whether you are headed for an ac-
cident. It’s a question of how serious the accident will be
and whether or not you will survive it”
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Even if a company has solid profit base and a strong
balance sheet, it is still possible to go out of busi-
ness due to lack of cash. For a given period of time, a
company can have more revenue than its expenses, but
if the in-flow of cash from sales does not match the tim-
ing of the firm’s expenses it will be facing bankruptcy
(Scarborough, 2014). Correspondingly, Chtodnicka and
Zimon (2020) identify main reasons for SME bankruptcy
in Poland as payment difficulties and cash flow problems
caused by financial crises.

Both National Federation of Independent Businesses
(NFIB) and American Express Open Small Business Mon-
itor survey results reveal that cash flow management is
one of the main problems encountered by small business
owners (Scarborough, 2014). Udell (2001) study reveals
that out of 2,200 small companies assessed, 68% have no
cash-flow analysis at all. Just as disquieting is the fact that
a “median small business has only a 27-day cash buffer”
(Latkovic et al., 2020). Taken together, these studies sup-
port the argument that for a business cash flow is quintes-
sential to staying alive. “Cash flow is the life force of your
business. It fills the well. It powers the battery. It fuels the
tank” (Grunden, 2015). Consequently, attending to the
cash flow (before attempting to address other ailments)
should be top priority of any company that wants to stay
in operation.

1.3. Crisis management strategies and methods

In a comprehensive literature review, Kitching et al. (2009)
identified pressures, threats and opportunities experienced
by businesses during deep recession and coping strategies
adopted by them. Three main categories outlined in the
study are:

- retrenchment strategies — cost-cutting operations and

harvesting non-core businesses,

- investment strategies — innovation and diversifica-

tion,

- ambidextrous strategies — mixing retrenchment and

investment.

Ultimately, SMEs are required to make strategic de-
cisions about allocating resources to exploitation, explo-
ration, or both. In previous studies, ambidexterity, — as
defined by management efficiency and adaptability to en-
vironmental changes (Dolz et al., 2019), — was shown to
increase manufacturing SMEs’ survival odds in interna-
tional economic crises. Dolz et al. (2019) demonstrate that
SMEs employing ambidextrous strategies are proficient in
transforming and reconfiguring themselves; likewise, their
aptitude for quickly seizing opportunities and reassigning
their scarce resources sustains their agility in contending
with unpredictable circumstances.

Another research conducted by Tiirkcan and Erkus-
Oztiirk (2019) confirms that crisis survival rates are high-
er for small and younger firms.

According to the research conducted by Marikova
et al. (2016), companies that have long-term goals and
strategic management procedures in place have higher
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immunity against, are better prepared for, and better cope
with crises (Marikova et al., 2016).

Using data supplied by commercial banks of 17 Euro-
pean countries, Andries et al. (2018) concludes that tight
corporate governance procedures have a strong positive
effect on banks’ efficiency. This shows that although dur-
ing a period of stability tight corporate governance struc-
ture is costly, it is helpful during a crisis since it provides
more systematic and structural insight.

It has also been demonstrated that firms introducing
any kind of innovation, especially process innovation, have
higher probability of surviving the crisis than non-innova-
tors (Cefis et al., 2020). Furthermore, firms who have long-
term debt also have a higher chance to overcome the global
crisis. Another study by Diaz et al. (2020) confirms earlier
studies suggesting that innovation has a positive effect on
employment even in a crisis period. A key research com-
paring ICT-intensive firms and less ICT-intensive ones
(Bertschek et al., 2019) confirms that ICT-intensive firms
coped better with the economic crisis of 2008—2009. In an-
other research, Whittington (1991) identified best business
strategies during recession as improving existing or intro-
ducing new products (Kitching et al., 2009).

In analyzing companies that overcame crisis Koksal
and Ozgiil (2007) attributes their success to implement-
ing both product development, and cost-saving strategies.
While the former allowed firms to focus on niche mar-
kets, the latter resulted in improved technology and pro-
duction methods. Similarly, Tambunan (2019) reviewed
experience of several South East Asian MSMEs during
1997/1998 and 2008/2009 crises and identified overseas
and domestic market diversification as primary coping
strategy. Next step was workforce adjustment by virtue of
reducing working hours/days.

As demonstrated by Lydon et al. (2019), by using
firm-level data from 20 European countries, firms are
more likely to choose short time work (STW) as an op-
tion during the crises and it is an important mechanism
for smoothing employment through shocks.

With respect to corporate crisis management, Maz-
araki and Kasianova (2015) categorize activities in the
context of proactive and reactive measures. Reactive cri-
sis management is defined as planning and introduction
of techniques for effective assessing, analyzing, managing,
and resolving a crisis. The aim of reactive crisis manage-
ment is to transform an unstable situation into pre-crisis
conditions or to reach a new stable phase. On the other
hand, proactive crisis management is a planned process
aimed at averting a crisis before it happens.

“Pre-emptive action” (Kitching et al., 2009) and “time-
ly reaction” (Svoboda, 2009) are conducive to SMES’ en-
durance for withstanding the crisis and emerging from it
faster than competitors.

1.4. Strategic crisis management tools

In contrast to a wide academic coverage of above-
mentioned subjects, a relatively small body of literature
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concerns itself with crisis management tools. A paper by
Miku$ové and Horvéathova (2019) uses a Mind Map for-
mat to outline a simple and understandable crisis man-
agement tool for SMEs. This approach was motivated by
survey results (Mikusovd & Horvathova, 2019), namely,
that most “SMEs lack the knowledge of how to initiate
preparation for a crisis threat” and, consequently, are not
prepared for it. Practicality of the framework was tested
on several manufacturing SMEs.

Regarding crisis management strategies, Kryvovya-
zyuk (2013) maps experiences of Ukrainian industrial
enterprises and concludes that under severe crisis condi-
tions management is efficient in industrial-technological
restructuring (3.6%) and logistics management strategy
(8.9%). Conversely, under mild crisis conditions efficiency
is higher in marketing strategy restructuring and penetra-
tion (16%), market reengineering (28.5%), regional expan-
sion (17.8%). The study indicates that most of the Ukrai-
nian companies focus on marketing strategies to overcome
the crisis (Kryvovyazyuk, 2013).

Similarly, Svoboda (2009) formulates crisis-related
strategies based on their crisis matrix. The matrix has two
axes: probability of crisis (from low to high) and its eco-
nomic impact on the company (from low to significant
level). If the impact is significant, independent of the de-
gree of the crisis, resolute action is required, and the prime
concern lies with alleviating financial setbacks caused by
crisis. A prompt response to crisis calls for creative strate-
gic decision-making that is supported by a reliable infor-
mation system (Svoboda, 2009).

A good summary of a functional model has been pro-
vided in the work of Sylkin et al. (2019). “Ensuring the
financial security of the enterprise” formed the focal point
of their functional modeling during crisis. To achieve that,
enterprise needs to:

— establish an information basis,

- determine internal and external threats to financial

security of the firm,

- make appropriate decisions to tackle the crisis,

- implement decisions made.

Vojtko et al. (2019) compiled data from 183 Czech
companies with 554 crisis scenarios to design a simula-
tion system dynamics model. They followed this up with
scenario analysis based on the most common crisis types
and their combinations. Researchers suggest their method
as a suitable strategic decision-making tool once it is tai-
lored to specific firm.

Lastly, Zuzak and Ryme$ova (2008) delineate three pil-
lars of crisis management strategy as: strong leadership,
acquisition of necessary cash, and fundamental transfor-
mation of the company.

2. Strategic crisis management framework

2.1. Methodology

As mentioned in several research papers, SMEs frequent-
ly lack the knowledge (Miku$ova & Horvathovd, 2019;

Theng & Boon, 1996; White, 1974) of how to prevent a
crisis or prepare for it. They usually do not have a cri-
sis management system in place. Therefore, the principal
objective of this paper is to outline a framework that will
provide SMEs the means to analytically evaluate the situ-
ation and to maneuver through a crisis, in particular CO-
VID-19 pandemic. The approach we have taken in our
work is a mixed methodology based on a survey of over a
hundred selected articles on the subject of crisis and stra-
tegic management and the work of Kahveci (2008) and
Mclnerney and Barrows (2002). We are also inspired by
mind mapping technique and system and casual analysis
of Mikus$ové and Horvédthova (2019) and functional mod-
elling and graphical description of process methodology
of Sylkin et al. (2019).

In this study we adopt the concept of enterprises as so-
cio-economic living organisms, as used by Morgan (1997),
Tomsik and Svoboda (2010). “Biological mechanisms seek a
regularity of form”, “while maintaining a continuous exchange
with external environment.” “Social systems also require such
homeostatic control processes” (Morgan, 1997). Figure 1 il-
lustrates healthy functioning of a company that has achieved
such equilibrium between its internal and external environ-
ment; any fluctuation of this state requires recalibration.

Internal
Environment

¢ Business
Functions

External
Environment

¢ PESTLE

Market Forces

I

Figure 1. Homeostasis situation for a company

The dual challenge faced here by the firm’s manage-
ment is to strive for homeostasis while at the same time
sustaining the long-term health of the company and
keeping its immune system primed to ward off emerging
threats. Strategic misalignment between a firm’s resources,
capabilities and external environmental conditions, such
as the COVID-19 pandemic, will cause business failure
(Amankwah-Amoah et al., 2020) unless necessary meas-
ures are taken. To avoid loss of performance and maintain
productivity a company must adapt by aligning its goals,
values, resources, and capabilities to fit its changing sur-
roundings. This is accomplished by diligently screening
internal and external environment and taking preventive
measures to deflect detrimental effects forecasted by crises
(Balanovska et al., 2019).
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Not unlike a biological organism, every firm operates
within its unique structure, values, resources, and strate-
gies and has unique tolerance ranges for every environ-
mental factor. Contingency theory provides organizations
with a useful paradigm for navigating the challenges of
evolutionary adaptation. Barring that, natural selection
of competitive market forces eliminates companies which
do not satisfy new market requirements. Change is a con-
stant, — a fundamental attribute of globalized environ-
ment. However, there are times of sudden and unexpected
changes (crises) to be particularly conscious of and handle
diligently.

Figure 2. Structural Break caused by COVID-19

Typically, these rifts occur either in external or internal
environment and constitute a disruption of homeostasis.
In this case, the optimal function of a company is com-
promised until the problem is diagnosed and treated to
full recovery (Figure 2). Depending on the root and the
severity, the resolution of the issue might require unprec-
edented measures before the equilibrium is restored.

Even a cursory review of preliminary reports on the
effects of COVID-19 reveals what could be interpreted as
early signs of a “structural break” (Kitching et al., 2009;
Rumelt, 2009), an event which results in huge financial,
economic, and social consequences. Similarly, Thorgren
and Williams (2020) refer to the pandemic as a “black
swan” event, i.e. an event that “truly transcends business
planning or resilience models”.

Dramatic changes in underlying market structure and
environmental conditions, uncertainties about competi-
tion, supply and demand, and financial situation are just
some of the symptoms that would confirm the magnitude
of changes brought on by such an event. A decrease in
motivation and organizational performance (Buley et al.,
2016), diminishing confidence and feelings of uncer-
tainty, fear, and anxiety (AlKnawy, 2019) become a factor
of everyday life. As a result, SMEs in OECD countries suf-
fered major revenue loss and cash flow problems (Table 1),
laying oft employees and scrambling to restructure their
business. The impact of COVID-19 has put these SMEs
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into survival mode, (Korankye, 2020), supporting the
argument that the longer the duration of the crisis, the
higher is the threat of going out of business or being taken
over (Bartik et al., 2020).

Table 1. COVID-19 Impact on SMEs in OECD countries
(source: OECD, 2020)

Country Impact on business

Asian 30% of SMEs expect to lay off 50% of their staff.

countries | 50% of SMEs have a month cash reserves or less

Australia | 41% experience a drop in income of 50% or
more in the last two months

Belgium 75% report declines in turnover

Belgium Over 31% of Belgium SMEs may not survive the
crisis

Canada 50% drop in sales, 90% of small business
affected, 60% experience significant impact

Canada 90% of small business affected

and the US

Finland 1/3 anticipated a negative or very negative
impact

Germany | 50% expect a negative impact

Greece 60% experience marked decline in sales

Hungary | 60% expect a decline in sales

Israel 55% experienced no impact yet, 1/3 planning
layoffs

Italy 72% directly affected

Japan 39% report supply chain disruptions, 26%
decrease in orders and sales, 92% experience
economic impact

Korea 61% have been impacted

Netherlands | 50% start-ups lost significant revenue, 85% of
SMEs in financial difficulty, 20% is at serious
risk

Poland 1/3 of SMEs experience increasing costs and
reduced sales 27% already encounter cash flow
problems

UK 63% see crisis as moderate to high/severe
threat to their business, 69% experience serious
cash flow problems, 6% out of cash, 57% three
months reserves or less

USA 96% experience the impact of the crisis, 70%
experience supply chain disruptions, 50%
negatively affected, 75% very concerned

The structural transformation necessitated by this ex-
traordinary situation requires extraordinary management
styles, radical measures, procedures, and decisions com-
pletely different from those employed under regular circum-
stances (Zuzdk & Rymesovd, 2008). In this context, strategic
management methods offer decision-makers “a discipline for
thinking rigorously and systematically about uncertainty”
(Grant, 2016), thus the more turbulent the environment, the
more important it becomes to use these tools.

The research confirms that managers perform better
when they apply strategic management frameworks and
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Figure 3. Strategic crisis management framework

strategic decision-making approaches (Kahveci, 2008;
Marikova et al., 2016; Tomsik & Svoboda, 2010). Strategic
management model provides a dynamic and systematic
method for matching organization’s resources to oppor-
tunities arising within competitive environment. Thus, it
empowers management to make rational, calculated de-
cisions and facilitate coordination of functions and pro-
cesses (AlKnawy, 2019; Grant, 2016).

Therefore, we formulate a Strategic Crisis Management
Framework shown in Figure 3, to equip SMEs with infor-
mation, tools, and procedures needed to tackle the crisis
strategically.

2.2. Preliminary requirement: cash flow

As supported by categorical tone of our reviewed litera-
ture, the importance of cash flow management cannot be
overemphasized. “Ensuring the financial security of the
enterprise” (Sylkin et al., 2019) is therefore a focal point
of our framework. Confident, decisive, and courageous
management (AlKnawy, 2019) and solid cash flow are
the two factors that are imperative for pulling a company
through crisis.

As seen from Table 1, most countries report high per-
centages of SMEs with either financial operational prob-
lems or cash flow problems. Additionally, Table 2 shows
that most SMEs do not have enough resources to survive
longer than 3 months. In UK, Canada, and USA one third
of SMEs expect to be out of business in a month, while
Asian countries project an even more pessimistic estimate
of less than a month for 50% of their SMEs. Furthermore,
in a recent survey of over 1500 British SMEs, Cowling
et al. (2020) found out that 8.6% small businesses do not
have any cash at all. These companies must either signifi-
cantly cut costs (if an increase in revenue is unlikely), take
on more debt (if they are not over-leveraged), or declare

bankruptcy (Bartik et al., 2020). International Finance
Corporation (IFC) estimates 65 million firms or almost
two fifths of MSMEs in developing countries to be fac-
ing a 58% lack of financing annually. On top of this $5.2
trillion shortage already in effect pre-COVID-19, grim
figures from abovementioned OECD surveys allow a first
glimpse into just how detrimental the overall effect of the
outbreak on this sector of economy could end up being.
Therefore, to prevent bankruptcy and improve com-
pany’s prospects of surviving the pandemic, cash flow se-
curity must be an absolute guarantee. That is why govern-
ments are offering stimulus packages and central banks
are making sure there is enough cash available to sustain
businesses in operation. It is of crucial importance to
make the most efficient use of available cash. This means

Table 2. COVID-19 Expectations of SMES in OECD
(source: OECD, 2020)

Country Expectations

Asian 50% of SMEs have a month cash reserves or

countries less

Belgium 50% fear not to be able to pay costs in the short
term

Canada 1/3 expect to be out of business in a month

China 1/3 out of business in 1 month, another 1/3 in
two months

Korea 42% fear being out of business in 3 months,
70% in six months

Netherlands | 50% expects to be out of business within 3
months

UK 1/3 fear being out of business in 1 month

USA 51% indicate not be able to survive three
months, 1/3 lack the reserves to survive longer
than a few weeks
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reaching out to the banks and suppliers about extensions
on credit and accounts payable; at the same time, early
payments on accounts receivables and efficient inventory
management are imperative to expedite the in-flow and
delay the out-flow, of cash.

Unburdening the cash flow also requires the choice of,
for example, leasing and/or bartering over buying; instead
of brand new tools and machinery, used ones; instead of
selling on credit, considering cash-only and instead of
paying cash, using any credit options. All these factors can
positively impact company’s cash flow.

Only after management ensures short-term financial
security, it can move on to assessing other strategic op-
tions for company’s long-term transitioning.

2.3. First step: data-gathering

Today’s business environments are intensely competitive,
thus for a company to operate effectively and efficiently, it is
requisite to have a profound understanding of market condi-
tions, external environment, and the business itself (Ansell
& Boin, 2019). Acquiring timely, accurate and high-quality
information is therefore crucial (Svoboda, 2009). This will
enable, in the steps to follow, to find appropriate treatment
by means of a thorough analysis of the situation.

In order to identify the sources of competitive advan-
tage, it is essential to be knowledgeable about the com-
petitors, customers and vendors that constitute the playing
field and the structure and systems the company is com-
prised of (Rani et al., 2019; Sylkin et al., 2019).

In terms of external environment, data can be ob-
tained first-hand by observations and direct contact with
customers (AlKnawy, 2019), competitors and industry ex-
perts, as well as second-hand from news and other pub-
lished sources. Out of these, one especially relevant cat-
egory is information released by governments on various
assistance packages, ranging from deferral of tax, social
security, debt, rent and utility payments, to loan guaran-
tees, direct lending, grants, and subsidies. To examine this
subject, Kaya and Balas (2019) carried out research with
twenty-nine Eastern European and Central Asian coun-
tries’ data and concluded that privately traded firms, firms
with experienced managers, as well as sole proprietorship
firms received more subsidies than publicly traded com-
panies. These results are very encouraging, considering
the fact that, for example, a European average for fami-
ly-owned SMEs is 85% (Diaz et al., 2020). Government
measures are indispensable for SMEs, due to their scarce
resources, and should therefore be carefully monitored to
filter out the most relevant ones.

Furthermore, collection and analysis of information
about rival companies also contributes significant value in
the form of competitive intelligence. Competitor analysis
should not be ignored, as every action of competitors will
have an influence on the firm.

In terms of appraising internal environment, it is
imperative to understand the objectives of the business
and values it upholds, the resources, capabilities, and
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competencies the company possesses, and how efficiently
and effectively operational activities are executed.

Canvassing the opinions of all parties involved, hold-
ing daily and/or weekly meetings with key staff, can pro-
vide invaluable insight into the internal condition of the
company and help stakeholders develop an in-depth un-
derstanding of actions required (Ansell & Boin, 2019).
Financial statements are another internal source of infor-
mation that is too important to be ignored.

Companies which already have an efficient informa-
tion system in place have a competitive advantage over the
ones that have not. Every relevant piece of data might add
critical value to the decision-making process and overall
strategy making efforts.

2.4. Second step: analyze with strategic
management tools

Every crisis is a test for companies and their management
(Ansell & Boin, 2019). A reality, in which it is necessary to
compile critical details from all available sources, catego-
rize them and formulate the best decision based on a few
core principles (AlKnawy, 2019). The more uncertain and
unprecedented the situation, the more challenging it is for
companies to formulate strategies. Under these conditions,
the spotlight is on managers to generate effective, legitimate
and timely response, and to develop critical solutions (An-
sell & Boin, 2019) even if it might not be perceived as the
best decision by other stakeholders (AlKnawy, 2019). This
predicament epitomizes the notion of “bounded rationality”
which refers to natural cognitive limitations — both in terms
of available information and human information-processing
capacity - that underlie rational decision making.

In the second step, data and information must be scru-
pulously analyzed by using all relevant strategic manage-
ment decision making tools. As such, BCG model helps to
understand the products’ market position, and Porter’s Value
Chain is useful for recognizing opportunities for cost reduc-
tion and differentiation. In tandem with those, IFE (Internal
Factor Evaluation Matrix), and SWOT analysis offer man-
agers insight into company’s objectives, values, resources,
competencies, and business processes. The main target of
this internal appraisal is integrating organizational capabili-
ties and resources to maximize the firm’s capacity to deliver
on its value proposition, sharpening its competitive edge.

EFE (External Factor Evaluation) analysis matrix and
PESTLE analysis (Kryvovyazyuk, 2013; Svoboda, 2009;
Tomsik & Svoboda, 2010) can be used to gain appreciation
of how external environment will be changing in terms
of political, environmental, social, technological, legal and
economic factors. Other systematic tools such as Porter’s
five forces and SPACE (Strategic Position and ACtion
Evaluation) matrix can be helpful in identifying the com-
petition, industry’s key success factors, interactions among
firms and determinants of industry structure.

Therefore, without strategically analyzing and under-
standing the situation, it is difficult to make sound stra-
tegic decisions.
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Simulation analysis is one of the most useful tools
to investigate alternative outcomes (Vojtko et al., 2019).
The conditions for best, worst, and most likely scenarios
should be delineated in detail so that revenues and expen-
ditures can be precisely estimated. Besides other financial
and non-financial forecasts, cash flow projections are the
most valuable assets.

Equivalently, consulting outside expertise may supply
actionable advice on how to keep the company in opera-
tion (AlKnawy, 2019; Ansell & Boin, 2019). Instead of
“consenting voices’, successful leaders require “different
perspectives” (AlKnawy, 2019).

2.5. Third step: strategies

In step three it is time to commit to a particular plan of
action. Transformation is an unavoidable prerequisite to
adaptation, and there are several competitive strategies to
assist companies in this process. However, as advocated
by Rumelt (2009),“a real strategy is neither a document
nor a forecast but rather an overall approach based on a
diagnosis of a challenge. The most important element of a
strategy is a coherent viewpoint about the forces at work,
not a plan” This coherent viewpoint is impossible to ar-
rive at without first completing the work required in the
previous two steps. Only after meticulous effort has been
applied to data-gathering and analysis, can strategy for-
mulation with specific methods be reliably attempted from
the standpoint of bounded rationality.

2.5.1. Cost-cutting and divestment

Regarding business strategies to be chosen, cost-cutting
strategies have been observed to be the most common ap-
proach adopted by businesses in response to crisis (Ger-
oski & Gregg, 1997; Kitching et al., 2009; Koksal & C)zgﬁl,
2007). It is easier to decrease costs than to increase rev-
enue. Hence, downsizing is the primary strategy for cost-
cutting. Indeed, new data on COVID-19 by Shafi et al.
(2020) has shown this to be a “knee-jerk” reaction by
SMEs, as the immediate initiatives taken to overcome cash
flow shortage were laying off employees, reducing staft
salary and shutting down the business partially to reduce
costs. Several countries have introduced policies related
to shortening working hours, temporary layoff, and sick
leave to help companies with their cost-cutting efforts.
Some governments offer wage and income support for
employees that are temporarily laid off, or for companies
to secure employment (OECD, 2020). STW is an impor-
tant mechanism for easing employment through shocks
(Lydon et al., 2019). Other suggestions for remedial ap-
proach are reducing or suspending premiums, bonuses,
compensation packages, work hours (daily or weekly)
(Tambunan, 2019), and staff remuneration respectively, as
well as making use of unpaid leave (Buley et al., 2016), or
late salary payment (Gherman et al., 2015).

In terms of layofls, retaining key employees is essen-
tial (Buley et al,, 2016). Other alternatives to avoid costs
associated with layoff are “employee-sharing” programs

spontaneously or deliberately emerging in various con-
texts. Since cafes, hotels and restaurants are experiencing
a collapse in demand, they can loan some of their labor
force in partnership with delivery companies to accom-
modate grocery stores’ spike in demand from quarantined
online shoppers. Likewise, service industry can participate
in “employee-sharing” programs or enlist their staff in
fast-track training to qualify them for urgent relief vacan-
cies in the healthcare industry.

Besides downsizing, there are many other strategies,
that enable the company to lower its costs, — such as gov-
ernment subsidies, bank and debt financial restructuring,
organizational restructuring, merger/acquisitions, alli-
ances, business process restructuring ... etc. Any strategy
will be on the table which can help company to lower any
costs, such as rent, interest rate, wages, logistics, shipping
.. etc.

Unmitigated divestment (Harrigan, 1980) is the least
desirable option, but several possible scenarios may justify
it, if:

- the company is financially unprepared,

- the firm is unable to generate necessary revenue,

— costs are climbing,

- competitive standing of the company is deteriorating.

The company can recoup asset value by focusing on
core competencies and divesting products and operations
in areas not related to it. Alternatively, if despite all effort
to keep the company alive a viable survival strategy could
not be developed, immediate liquidation can present a
profitable opportunity to change the business model or
industry and start over.

2.5.2. Diversification and innovation

Diversification is another competitive strategy to consider.
Companies accomplish product diversification through
investing and innovating and can show a lot of skill in
diversifying their products and markets.

Diversification of markets (Kryvovyazyuk, 2013; Tam-
bunan, 2019) can be achieved by mergers with other
companies, acquisition of competitors, or formation of
strategic alliances; for instance, grocery stores and restau-
rants entering into partnerships with delivery services to
expand their offerings into larger territory. Another al-
ternative of market diversification is migrating the whole
business process into digital platform. For example, since
working from home has become the new norm, IT com-
panies have been investing more in the development of
digital platform products, such as video conferencing soft-
ware. It might be temporary just to provide enough cash
flow during pandemic or it might become a new business
standard post-COVID-19.

In a similar vein, diversification of products (Koksal &
Ozgiil, 2007; Whittington, 1991) can be accomplished by
branching out and investing, — for example, into produc-
ing protective equipment and masks, as in the case of tex-
tile companies, or, in the case of consumer goods produc-
ers, modifying assembly lines to manufacture mechanical
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ventilators which are of critical importance in the fight
against COVID-19. Chemical companies expanding their
product lines into sanitizers and disinfectant materials is
another example. Obviously, some businesses are better
positioned for seizing specific opportunities of demand in
the current pandemic. However, both in the less obvious
and in all cases, identifying possible diversification paths
requires SMEs to focus on core competencies and core
values of the business. Successful diversifying not only
bolsters the company’s survival chances, but simultane-
ously renews its competitive advantage: failing to diversify,
other players in the field will be thus coming nearer the
risk of going out of business.

Evidence has shown innovations to be instrumental
in achieving competitive advantage during and after the
crisis (Cefis et al., 2020; Diaz et al., 2020; Flammer &
Ioannou, 2015). In 2008 global crisis, US businesses that
carried through with R&D and innovations spending, be-
came more efficient, adapted easier to changing environ-
ment and enhanced their organizational structure (Flam-
mer & lIoannou, 2015; Roper & Turner, 2020).

SMEs can employ a lot of creativity in coping with
containment measures (OECD, 2020). All available alter-
natives considered, the most viable option for the future
of the businesses is the one tailored to account for the
firm’s organizational capabilities and resources that are
available to be rerouted in the direction of clearly iden-
tifiable trends. The company with right investment and
winning product innovation will stand to gain a bigger
market share in the post-pandemic economy.

2.5.3. Ambidexterity/others

The ambidextrous approach offers the most comprehen-
sive strategy to gain competitive advantage, combining
cost cutting strategies with effective diversification meas-
ures, such as incremental innovation adaptation (Dolz
et al,, 2019; Kitching et al., 2009). It links strategic flex-
ibility and operational efliciency. It is, however, one of
the most complex organizational challenges to undertake,
since it puts under scrutiny managers’ capacity to recon-
cile the dual effort of adapting to environmental changes
by exploration of future opportunities while effectively ex-
ecuting daily business activities (Grant, 2016). Successfully
balancing the two will not only help to cut the costs in the
short term but will also enable firms to adapt to the future
challenges by developing, innovating, and diversifying.

Other supplementary measures enacted alongside cri-
sis management procedures might involve organizational
restructuring, business process re-engineering, financial
restructuring, industrial-technological restructuring, and
marketing strategy restructuring (Kryvovyazyuk, 2013).
However, as literature review shows us, strategies enabling
“exploitation of existing resources to improve efficiency,
with exploration of new sources of competitive advan-
tage and innovation” (Kitching et al., 2009; Papadopoulos
et al., 2020) are more likely to be successful during the
crisis and beyond (Dolz et al., 2019).
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2.6. Fourth step: implementation

Having understood the situation and formulated strategies
to cope with crisis, the final step is to mobilize all resources
to implement them. Implementation is more challenging
than designing strategies (Hrebiniak, 2006). On the one
hand, management is tasked with methodically executing
strategies most fitting the active scenario; on the other
hand, as pertinent details become newly available, it has
to rigorously re-evaluate most relevant strategies and to
enact necessary measures to benefit from new conditions.
Situations of high level of uncertainty are transitional by
nature and shift quickly to assume new (if also temporary)
forms. Monitoring daily developments, such as govern-
ment regulations, aid packages, policy announcements, is
imperative for intake of strategically relevant information
that can affect the market and the company itself. Like a
doctor that pays daily visits to a critical patient to inspect
their overall state of health for any improvements, the
management is required to re-assess all four steps every
day: what are the obstacles to successful execution? What
problems must be confronted and overcome to make
strategy work? Making systematically sound strategic de-
cisions in volatile conditions is not straightforward, and
critical analysis should revolve around clear market and
economic trends insofar as they are possible to identify
(Courtney et al., 2000), while keeping cash flow alive is an
integral aspect of survival.

Adverse effects of crisis can be allayed by internally
and externally communicating (AlKnawy, 2019; Buley
et al., 2016) all of the facts about the threat and its con-
sequences for the company. It is essential to be open and
transparent with all stakeholders, to explain what is going
on, what is the diagnosis and what is being done as treat-
ment so far. These measures increase the level of organi-
zational citizenship behavior and job satisfaction and en-
able employees to contribute more to company’s survival
(Psychogios et al., 2019).

Discussion

To summarize, COVID-19 is an entirely unexpected type
of crisis with potentially devastating consequences for eve-
ryone affected. For businesses weathering the pandemic,
the most pressing concern is surviving an event that has
a magnitude of a structural break and is challenging all
conventional business models. Companies face “mega un-
certainty” (Kitching et al., 2009) concerning market struc-
ture, external, and internal environment of the company.
Survival depends on both having healthy, sound immune
system and performing timely, accurate diagnosis and
treatment of the problem. In business context this means
securing financial resources, the most important of which
is cash flow, and devising and employing appropriate strat-
egies for continued adaptation to the volatile conditions.
To be able to do that, it is necessary to have an in-depth
knowledge of the industry, market, and the company itself,
as well as an integrated, comprehensive, and up-to-date
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information management system. If the management is
not capable enough of understanding the situation and
finding the diagnosis, outside consulting increases chanc-
es of survival (Thorgren & Williams, 2020). Prescriptions
are rarely meant to be palatable, but they are material to
survival. Despite the crisis, positive thinking is key for
creating a positive, rather than a negative, spiral (Meristo,
2020).

Even though there is no generic treatment for over-
coming a crisis (Kitching et al., 2009), we can infer from
the contingency theory, which provides perhaps the most
appropriate frame of reference for this, that the best ap-
proach to coping with the crisis is dependent on both in-
ternal and external circumstances (Grant, 2016). In saying
that no one crisis management procedure is universally
applicable to all companies, we arrive at the concept of
equifinality (or functional equivalence) as an external
manifestation of the internal adaptive processes occurring
within the contingency framework. The goal of survival is
the same for all companies, but each company proceeds
towards it from their respective starting points, and the
prescribed methods to attain this goal are by necessity
unique to each company. The individual successful solu-
tion is then a result of tailoring strategy and implementa-
tion to the particulars of the company, that is, to the re-
sources, competencies, structure, and relations with exter-
nal environment that are distinctively characteristic of it.

With respect to the relevance of these concepts to
SMEs in crisis one of the most urgent and necessary
directions for future research and resource allocation is
to close the gap between theory and application. Over-
whelmingly, business modelling is conducted in response
to the needs of, and on the basis of data available on big
corporations. To make these models useful to SMEs it is
necessary to keep in mind the fundamental characteristic
of SMEs (specifically, SMEs in crisis), that is — the lack
of training and resources to invest into developing a cri-
sis management tool. A survey conducted by Shafi et al.
(2020) on the impact of COVID-19 on SMEs supports
the stated characteristic, as 83% of survey participants
report having neither any plan nor preparation to handle
the current crisis.

However, as previously discussed, SMEs employing
more articulate, well-developed strategies display more
competency and dynamism in transforming and recon-
figuring themselves (Dolz et al., 2019; Kahveci & Wolfs,
2019). These companies are positioned to adapt their
products, prices, and scarce resources more efficiently in
response to crisis, and to quicker seize opportunities oc-
curring in volatile conditions. Acting on this “strategic
flexibility” positively affects their performance (Kahveci
& Taliyev, 2013; Kitching et al., 2009)

In our proposed framework, three main strategies
that can be followed by SMEs are listed as follows:

1) Cost-cutting and divestment.

Fresh data from the frontlines of COVID-19 research
by (Thorgren & Williams, 2020) demonstrated that SMEs

are reacting to this structural break by trying to cut costs
and conserve resources. According to their findings,
Swedish SMEs postponed investments, decreased general
and labor-related expenses, and rearranged their contracts
and terms. In practical terms, it is easier to decrease costs
than to increase revenue. Several countries have intro-
duced policies related to shortening working hours, tem-
porary layoff, and sick leave to help companies with their
cost-cutting efforts. Some governments offer wage and in-
come support for employees that are temporarily laid off,
or for companies to secure employment (OECD, 2020).
However, as will be shown below, these measures alone
are not enough to overcome the crisis and sustain long
term competitiveness.

2) Diversification and Innovation.

An interesting finding by Thorgren and Williams
(2020) is that in their efforts to cope with the pandem-
ic, most SMEs have not been focusing on investment
and innovation, because they are reluctant to follow any
strategies that will augment their debt-to-equity ratio.
This is where SMEs need help the most, because di-
versification and investing in innovation will provide
sustainable solutions. These strategies create value by
innovating products and services (i.e., offering a unique
product and service or re-designing it), serving cus-
tomer via new channels, and delivering a faster and
superior customer service. The outcome is increased
quality, flexibility, convenience, and performance (Scar-
borough, 2014).

In practical application, diversification and inno-
vation should not necessarily be something too com-
plicated and too expensive. From the perspective of
SMEs, small changes count as diversification and in-
novation. Switching to producing protective equipment
and masks, as in the case of textile companies, or, in the
case of consumer goods producers, modifying assembly
lines to manufacture mechanical ventilators, expanding
product lines into sanitizers and disinfectant materi-
als, using online distribution channels as is the case for
food industry and offering take-away service are good
examples of small and successful diversification and in-
novation strategies. Similarly, Thorgren and Williams
(2020) are citing real-life examples of these small but
crucial adaptations by SMEs. Therefore, targeted invest-
ment in innovation and R&D support should be central
to governments’ responses to help SMEs. Another prac-
tical initiative is the funding allocated to help compa-
nies to upskill and reskill their workforce in response
to the adverse conditions (Allas et al., 2020)

3) Ambidexterity /others.

To be able to sustain the business despite the chal-
lenges, it is vital for SMEs to follow diversification and
innovation strategies in tandem with cost cutting strate-
gies. As mentioned before, strategies enabling “exploita-
tion of existing resources to improve efficiency, with ex-
ploration of new sources of competitive advantage and
innovation” (Kitching et al., 2009; Papadopoulos et al.,
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2020) are more likely to be successful during the crisis
and beyond. As suggested by previous research, getting
specific consultancy help from outside (AlKnawy, 2019;
Ansell & Boin, 2019; Thorgren & Williams, 2020), even
in the conditions of structural breaks, enables firms to
accomplish innovative cost-cutting, diversification and
employ ambidextrous strategies. Therefore, in terms of
policy recommendations, it is imperative that govern-
ments act in accordance with this comprehensive un-
derstanding and provide the right incentives to help
SMEs bypass the effects of COVID-19 to survive be-
yond it. Indeed, Thorgren and Williams (2020) confirm
that under certain conditions, SMEs received up to 90%
of costs for buying consultancy services for organisa-
tional and market development.

However, there is dire need for research and develop-
ment of a usable methodology to implement theoretical
frameworks into real life conditions, and for tailoring the
available knowledge to the requirements of specific SMEs.
In line with that, the policy decision-makers should
continue to allocate funding on training and mentor-
ing programs to crisis-proof the companies.

Conclusions

Early experience demonstrated that a pandemic such
as COVID-19 requires an unprecedented mobilization
of resources that both financial systems and the busi-
ness world have found themselves unprepared for. The
article adds value to the existing literature by offering
a strategic framework specifically designed as a crisis
response tool for SMEs based on the most current con-
text. The principal limitation of this study was lack of
broad coverage of datasets. On the other hand, one of
the strengths of this study is that it integrates a wide
selection of relevant research into a comprehensive
strategic crisis management framework, emphasizing
evidence-based methods and tools.

In terms of directions for future research, consider-
ably more work will need to be done during and post-
COVID-19 on SME experience comparing successful
and unsuccessful use of coping strategies to identi-
fy which analytic tools are most useful and to investi-
gate the degree of their efficacy. Case studies of indi-
vidual companies would help to determine which tai-
lored approach worked best under which conditions. In
conjunction with the framework outlined here, it would
provide a basis for detailed scenario analysis by policy
makers and will be of invaluable help in developing
training programs to educate SMEs on the benefits of
strategic management tools, and to improve their cri-
sis preparedness. We conclude in the hope of having
contributed to the effort of bridging the gap between
theoretical knowledge and practical applications, which
requires advancing the awareness of the effective strat-
egies available to SMEs to empower them to succeed
under adverse conditions.
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