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Twin transition policies for a sustainable recovery: an SME perspective

Background and context

Statement of the problem

There is a growing recognition of the importance of Small and Medium-sized
Enterprises (SMEs) for the local and global economic development. Especially after the
outbreak of the COVID-19 pandemic, which revealed the major vulnerability of SMEs and
entrepreneurs hit more severely by the crisis, there has been an increasing number of international
and local organisations, both governmental and non-governmental, that shifted their attention to

this sector.

While the pandemic crisis has ravaged SMEs worldwide, it has also opened up new
prospects for potential opportunities, accelerating the investments to build more resilient and
sustainable economies: governments organised their resources to endure and survive to the crisis
(during the rescue phase) and to strengthen a structural and sustainable growth of their economies

with a longer-term view in the recovery phase.

Itis during such a period of delicate transformation that it is important to understand
the pivotal points around which new economic (development) models could revolve. Among
these, the twin transition (involving both digital transformation and greening) of business activities
seems to be a key element in the post COVID-19 recovery and a source for economic growth and

competitiveness, with significant benefits for economies at large.

To achieve these goals, SMEs should be considered taking into account their main
features: their importance in economic growth and development, their great potential contribution
in shaping the path towards reaching net zero emissions and the challenges they face, heightened
by the COVID-19 pandemic crisis.
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Obijective of this study

Throughout 2020, SMEs have been at the epicentre of the impact of the COVID-19
crisis, which made them the core of policy making activities: this resulted in a wealth of
information and data about SME policies (OECD, 2022). However, as the pandemic progressed
and multiple recovery plans were launched, SMEs seem to be no longer receiving much attention,
despite the fact that they continue to be severely hit by new COVID-19 variants and related

restrictions.

This study tries to answer to the following question: considering the key role of small
businesses in economic growth and social development and their potential in shaping greener
economies, to what extent are post COVID-19 recovery policies oriented towards SMEs to build

more resilient and sustainable economies?

To provide an answer to this question, it is essential to understand why SMEs are
important in the transition towards more sustainable economies, and if and to what extent
they have been included in post COVID-19 policies. For this purpose, this study made use of
different trackers, databases built and developed after the outbreak of COVID-19, collecting the
policies announced and launched by governments to address the national emergency issues during
the rescue phase and to support economic recovery efforts. The trackers analysed in this study are

the following:

(1) The Global Recovery Observatory, a database developed by the economists, engineers and
policy experts of the Oxford University Economics Recovery Project (OUERP). It focuses on
the COVID-19 recovery efforts to “build back better” and achieve net-zero emissions and a
sustainable development after the 2020 pandemic. Accessed in October 2021 (O' Callaghan &
al., 2020).

(2) A dataset provided by Bruegel, an economics-specialised European think tank established in
Brussels in 2005. It provides information on the European Union countries’ Recovery and
Resilience Plans, the largest component of the Next generation EU (NGEU), an instrument to
help EU members to recover from the COVID-19 pandemic. Accessed in July 2021 (Bruegel,
2021).

(3) The OECD Green Recovery database (developed by the Environment Directorate of the

OECD) which focuses on the recovery plans countries implemented after the global pandemic
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and helps to identify and track the environmental dimensions of the announced post-Covid 19
measures. Accessed in September 2021 (OECD, 2021 [3]).

(4) A database conjointly developed by the Wuppertal Institut fir Klima and E3G — Third
Generation Environmentalism, the Green Recovery Tracker — ESRI, assessing the
contribution of 16 EU member countries’ national recovery plans for the transition to climate
neutral economies, focusing on the effects of the supported activities on climate change
mitigation efforts. Accessed in September 2021 (Wuppertal Institute & E3G, 2021).

(5) The COVID-19 Government Financing Support Programme for Businesses, a dataset
developed by the Directorate for Financial and Enterprise Affairs (DAF) of the OECD to
support the work of the OECD Committee on Financial Markets (CMF). It consists of two
large surveys conducted respectively during the first and second waves of the pandemic (April
2020 and December 2020) (OECD, 2020 [4]) (OECD, 2021 [2]).

The objective of the analysis of these trackers is to assess to what extent and how
SME-related policies have been developed after the outbreak of COVID-19, with a focus on
the recovery phase. The expression “SME-related” refers to the policies and measures that
explicitly target SMEs or where small businesses are mentioned as one of the main target groups
(OECD, 2022). The policies included in the databases have also been considered in the context of
two main policy areas (greening and digitalisation) and types of financial support provided
(liquidity and alternative sources of finance). Where the databases allowed for more (relevant)
granular information, SME-related policies have been differentiated by focus on firm age (start-
ups and young SMESs), self-employed, entrepreneurs and firm size per se, in line with the policy-
relevant typologies for SMEs and entrepreneurship outlined by the Typologies for publication of
the (OECD, 2021 [15])*. Additionally, this study assessed the small business orientation of policies
across emerging and advanced economies and across countries with different SME policy
frameworks (OECD, 2021 [9]).

There are, however, few interpretation-wise limitations that should be addressed in
this data-based analysis. (1) In first place, these databases are constantly being updated as the

COVID-19 pandemic is relapsing in several waves differing in terms of intensity and severity. (2)

! Further information on these typologies can be found in Annex A
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In addition, these trackers have been developed to serve different purposes and, thus, provide
different types of information: they are therefore not entirely comparable. (3) Lastly, this analysis
focuses on policies with an SME orientation, but does not suggest that other policies that are not
identified as SME-related may not somehow have implications or relevance for the SME
population (e.g., some policies targeting a particular economic sector of which SMEs are part

without being the direct recipients might, in some cases, be even more beneficial compared to

other measures directly oriented to SMES)>.

2 Further information on the methodology applied and on the databases analysed can be found in Annex A
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Motivation of the study

SMEs and entrepreneurship policies are a key issue for the Organisation of Economic
Cooperation and Development (OECD) and its Centre for Entrepreneurship, SMEs, Regions
and Cities (CFE), where I did my postgraduate internship between July 2021 and June 2022. The
OECD is s a unique forum where governments work together to address the economic, social and
environmental challenges of globalisation. Within the OECD, CFE is a directorate that helps local,
regional and national governments unleash the potential of entrepreneurs and SMEs, promote
inclusive and sustainable cities and regions, boost local job creation and implement sound tourism
policies (OECD, 2021 [11]).

Throughout the 12 months of my internship, | provided inputs for and contributed to the

drafting of the following publications and documents, which provided the basis for this study:

The Guiding Principles for SMEs and Entrepreneurship Policies, developed by the Committee
for Entrepreneurship and SMEs (CSMEE) together with the CFE in the context of the OECD
SME and Entrepreneurship Strategy®. Their rationale and objectives, as outlined in the scoping
paper Build Back Better: An OECD Strategy for SMEs and Entrepreneurship in a post COVID-
19 era (OECD, 2021 [1]), is to provide guidance for effective and coherent SME and
entrepreneurship policy approaches addressing current existing challenges and global
megatrends, further heightened by the COVID-19 crisis.

a. As part of the development of the OECD SME and Entrepreneurship strategy, a public
consultation on the guiding principles was held through a short survey between
February and March 2022. This questionnaire targeted non-governmental organisations
representing SMEs and entrepreneurs, such as associations of SMEs, independent
professionals and self-employed, national and local chambers of commerce,
federations of small businesses and major SME and entrepreneurship research centres

across OECD member countries®.

% To learn more about the projects and activities developed by the OECD for SMEs and entrepreneurs,
visit the following website link https://www.oecd.org/cfe/smes/strategy.htm

* Further information on the survey on the set of guiding principles for SMEs and entrepreneurship
policies can be found in Annex B
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The Thematic chapter of Financing SMEs and Entrepreneurs 2022: An OECD Scoreboard, an
annual publication documenting the policy developments aiming at easing SMEs and
entrepreneurs in accessing financial resources since the financial crisis in 2008. The scoreboard
constitutes an important tool to support the implementation and designing of SMEs and
entrepreneurs’ policies and to monitor the financial challenges and effects of the financial
reforms on the smaller enterprises access to finance, including through indicators and data
analysis (OECD, 2022).

The No Net Zero Without SMEs paper, underlying the critical importance of SMEs and
entrepreneurs for reaching climate objectives as, on aggregate, they have a significant impact
on the environment. For this reason, they should be taken into account in climate and
environmental policies, also by addressing the drivers and barriers of SMEs green transition
(OECD, 2021 [4]).

The paper SME Digitalisation To “Build Back Better”’, showing how SMEs responded to the
COVID-19 crisis and adapted to a new scenario and how different players in their ecosystems
are contributing to their digital transformation during the rescue and the recovery phases
(OECD, 2021 [10]).
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Chapter 1. SMEs: a fragile backbone of the economies

SMEs are essential for an inclusive and sustainable growth of the economies, but often
face severe challenges related to their size. As they account for the overwhelming majority of
private economic activities, they are recognised to play a key role in economic growth, job
creation, local development, social inclusion and cohesion (especially in terms of upward mobility)
and to be crucial in the adaptation of economic and social systems to major transitions, including
to more sustainable business practices and models. Their relatively small size can represent an
important asset in terms of flexibility, growth and innovation, but may also bring challenges: in
particular, SMEs struggle to access key resources such as finance, digital assets, skills and
knowledge networks, thus disclosing their vulnerability to lightning-changing market conditions.

This chapter outlines the worldwide importance of SMEs for social and economic
development and the major challenges that they face, further heightened by the COVID-19

pandemic crisis.

SMEs represent the large majority of firms...

As literature widely reports, SMEs form the backbone of the economies, as they
represent over 90% of the total number of enterprises in the world (World Bank, 2019), covering

most of the economic activities across all sectors of the economy.

Most SMEs operate in the service sector, which in OECD member countries now
accounts for more than two-thirds of national GDP (not least due to advances in technology, which
generates the bulk of the overall employment) (OECD, 2021 [5]). SMEs are engaged mainly in
the wholesale and retail commerce, in communications and support for businesses, in tourism and
in the construction industry. Across the APEC economies, that include both emerging and
developed countries, the shares of the SME population is particularly high in the service sector
overall (89.2% in Malaysia and 39.6% in Thailand) and in the wholesale and retail trade in
particular (47.3% in Taiwan and 46.4% in the Philippines and Peru) (APEC Policy Support Unit,
2020).

SMEs are also well represented in the manufacturing sector: although the world

economy is overwhelmingly dominated by services, the manufacturing sector continues to play a
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major role as it is the key driver of the productivity growth necessary to stimulate technological
change and innovation (UNIDO, 2021). The increasing propensity of major manufacturing
industries to subcontract certain activities, combined with the introduction of new technologies
that have enabled SMEs to gain new market shares, has led to a 10% annual growth of small

manufacturing businesses in recent years (OECD, 2000 [3]).

SMEs play a role in the first sector of the economy as well: agri-SMESs are reported to
have a critical role in making food systems more inclusive and sustainable as they can be found
almost all along the agricultural value chain. These SMEs are responsible for much of the sale of
agricultural inputs, food production, its logistic distribution and trade, and in the retail of food
products (Rural & Agricultural Finance, 2021) (Eskesen, Agrawal, & Desai, 2014).

Figure 1 shows that SMEs make up a large part of the service-related sector worldwide
(65% on average) and that less than 30% of SMEs work in manufacturing. Only about 8% of small

businesses operate in the agriculture sector (Kim & Wood, 2018).

Figure 1. Sectoral shares of SME population, by geographical region
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Until the outbreak of COVID-19, the number of SMEs had been increasing, especially
in the Asia Pacific region, where they hit a population of 131.88 million small businesses. This is
more than the double of the SME population in Europe and Middle East (57 million) and five times
more compared to the number of small businesses in North and South America (25 million) (Clark,

2021), as Figure 2 shows.

Figure 2. Number of SMEs worldwide 2000-2020, by geographical region (millions)
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Source: Number of SMEs worldwide 2000-2020, by region (Clark, 2021)

...and are deemed to be the drivers for an inclusive and sustainable growth in
terms of employment...

The importance of SMEs is widely acknowledged worldwide, as they play a major
role in most of the economies, both emerging and developed. As SMEs represent most of the
business activities, they are significant global drivers of job creation and overall economic
development, contributing on average to 60% of the global employment (World Bank, 2019). In
emerging economies, the role of SMEs is particularly important as they provide the most promising
prospect of growth in terms of both employment and value-added (since they provide about 60%
of their national income) (WTO, 2019). Across the OECD, an organisation which tends to
represent, instead, the most developed economies around the world, SMEs are estimated to account
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for 99% of all the business population and around 50% of the national value added: on average,
almost an employee out of three works in a SME (OECD, 2019 [1]).

...and innovation-led development...

In addition, SMEs contribute to the economic development as they play an ever-
increasing role in innovation, which is a key determinant of productivity and long-term growth
(World Bank, 2018). Traditionally, the literature has highlighted that smaller enterprises were on
average less innovative compared to larger enterprises as they had limited resources to allocate to
R&D activities to remain competitive in the market: for example, across the OECD member
countries, the median national share of investment in R&D in small businesses seems to be only
35% (OECD, 2018 [2]).

Nevertheless, recent findings prove that the heterogeneity of the SMEs population
reflects extremely diverse levels of innovation rates and intensities: today, there is a significant
proportion of SMEs that engage in innovation activities, especially in higher-income countries
(OECD, 2021 [7]). This occurs because of the way in which innovation is carried out has changed,
by shifting from a model limited to in-house R&D to more concerted and collaborative interaction-
based innovation model involving not only other companies, but also other key innovative players
such as universities and research centres. This new paradigm (better known as “open innovation”)
has drastically reduced the need to allocate large amounts of capital to high-cost innovation
processes and increased their accessibility in favour of smaller businesses (OECD, 2010). It is
therefore in particular sectors, such as the science-intensive ones, that small businesses prove
themselves to be radical innovators (as, for example, in the biotechnology field, where SMEs are
reported to account for more than 20% of the patents granted) (OECD, 2018 [2]) (OECD, 2021

[4]).

Moreover, the gains in innovation-led productivity (which results in territorial
economic growth) are strongly influenced by the competitive environment in which SMEs
operate (OECD, 2000 [2]). Such competition is reported to have a twofold effect on innovation:
on one hand, it may push SMEs to continuously strive for innovation (not only in products or
services, but also in processes and methods) to survive and become more competitive in the

market; on the other, market competition can squeeze SMEs market profits (and shares), making
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it much more complicated to invest in cost-intensive innovation processes. However, different
studies suggest that there is a common positive relationship between the competitiveness of
markets and the innovation-related growth and scale-up of SMEs, as (Canare & Francisco, 2021)
and the (OECD, 2000 [3]) report.

...especially in the knowledge-intensive era of globalisation

The globalisation gradually created a different business environment, that brought
SMEs new opportunities and challenges. The weight of SMESs in economies has been growing
exponentially since 1980s, when large companies and multi-national corporations (the main
drivers of the globalisation) have in most cases followed a common trend of downsizing and
outsourcing of production-related functions (OECD, 2000 [3]): for this reason, SMEs had ways to
work in integration with large-scale organisations and change their development and growth
strategies, adapting to a new (and more competitive) business environments (Singh, Garg, &
Deshmukh, 2008).

According to (Audretsch & Thurik, 2001), the globalisation did not turn SMEs to be
obsolete, but it rather changed their role in the worldwide economic system, that shifted to
more knowledge-intensive activities for two reasons: (1) larger companies lost their competitive
advantage in setting their production in high-costs regions/countries (especially in the
manufacturing sector) in favour of smaller businesses. (2) SMEs and entrepreneurs gained most
advantages out of a knowledge-based economy requiring, above all, the specialisation and the
flexibility necessary to easily adapt to the fast changes in the business environment (Ribeiro
Soriano & Roig Dobon, 2009).

In this respect, the rising pressure of competitiveness is one of the main reasons that
encourage some small businesses to seek international partnerships to cut costs and to ease
the development of competitive advantages, targeting those types of activities where the advantage
of small size in terms of flexibility is best exploited (OECD, 2004) (Dana, Etemand, & Wright,
1999). For SMEs in developing countries, the internationalisation process offered new important
market opportunities (in terms of product, process specialisation and low-cost operations) and
access to new technologies and know-how (such as electronic networks and databases) (OECD,
2000 [1D.
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Benefits coming from an increased SME participation in international markets are
not limited to gains in firm-wise competitiveness, but are often also extended to wider socio-
economic dimensions: in this regard, for SMEs with a small home market, export activities play
a central role in stimulating local economic growth and swift socio-economic transitions.
Tightened value chains enhance the returns and productivity of SMEs, enabling them to create
more and better-quality jobs within their local communities (ILO, 2019). On the other hand, SMEs
that are competitive in the goods and services supplied on foreign markets can contribute to a
country's exports (and, thus, to its GDP) (Harvie & Charoenrat, 2015). In this context, therefore,
export-oriented SMEs should be considered as a key to the strategic development of the

economies, especially in fast-growing emerging countries (UN ESCAP, 2015).

SMEs are beneficial for the distribution of economic resources...

However, the great contribution of SMEs to the economic and social growth of a
country should not only be considered on the basis of employment and national GDP shares
(United Nations, 2021). It is broadly acknowledged that SMEs play a key role in the pursuit of
broader socio-economic objectives, including the achievement of the Sustainable Development
Goals (SDGs), plans calling for action to be taken by all countries in the world to enhance the
living conditions of people everywhere (UN Department of Economic and Social Affairs, 2018).

It is recognised that traditionally disadvantaged social groups, especially women and
young entrepreneurs, benefit most from job creation through SMEs, as they see their
incomes rise (WTO, 2017). The reduction of poverty in the short term (through better wages) has
beneficial effects in the long term as well, as it positively impacts on household investments, on
education and health. Thus, SMEs potentially become leading actors in the achievement of some
important SDGs, such as gender equality and inclusive and sustainable economic growth,
employment and decent work (ILO, 2021 [2]) (United Nations, 2021).

Moreover, it is argued that, as they are more spatially distributed, SMEs could also
contribute to both wealth allocation and formation of a more homogeneous entrepreneurial
and economic environment (also thanks to the geographical diffusion of skills and innovation),
thus reducing the strong territorial disparities, especially between urban and rural areas (Hobohm,
2008) (Amini, 2004).
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... and further contribute to the improvement of non-economic resources

SMEs are not just relevant for national economic-wise development, but appear to be
essential for broader sustainable growth objectives. The goals set by the (United Nations, 2021)
do not only cover the enhancement of social and economic conditions, but also address non-
economic issues, such as climate change: as most of the population living in developing countries
relies on the products and services provided by small businesses, extensive literature highlights
how SMEs should be prominent in policy making not only for their aggregate environmental
footprint, but also in relation to their potential contribution in improving the development and
resilience of the communities most vulnerable to climate change (UNDP, 2015). Even though
concerted climate change mitigation efforts are central to the policy agendas of many governments
(that aim to achieve zero GHG emissions by 2050), for a long time SMEs were hardly considered,
if not excluded, in the environmental debate: it is only in more recent times, with the growing
urgency set by the climate change issues, that SMEs were deemed to play an important role in

tackling and mitigating the environmental impact of economic activities (OECD, 2021 [4]).

For this reason, SMEs appear to become one of the main pillars of national and global
sustainability agendas (Watts, 2020) (UN Department of Economic and Social Affairs, 2019).
The SDG-related practices and principles have not yet been totally absorbed by the world of SMEs,
which often seem to fail to realise that the adoption of sustainable development models could
represent a strong driver of growth (and not only a cost), together with other megatrends (such as
the increase in the intensity of globalisation, the digitalisation and new industrial revolutions)
(Sustainability Knowledge Group, 2019).

SMEs face substantial challenges...

The challenges that SMEs face are unique and heavily related to their size-based
features, leading to higher transaction costs (when compared to larger enterprises) that hinder their
performance. If their relatively small size could be seen as an important asset (allowing for greater
flexibility and specialisation), it could, however, also be considered as a relevant sources of
challenges (OECD, 2019 [2]). The size-related obstacles that SMEs face involve barriers to growth

that are both internal to the enterprise (associated with organisational resources and capabilities,
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such as the limited access to digital, finance and skills assets) and external (arising from the home

and host environments in which the business is located) (Lifian, Paul, & Fayolle, 2020).

An important evidence of the challenges that SMEs face is provided by the outcome
of a survey launched in the context of a public consultation held at the OECD?. Different non-
governmental organisations representing SMEs and entrepreneurs, national and local chambers of
commerce and SME research centres indicated that the most important challenges for small
businesses (especially after the outbreak of the pandemic) were mostly their digital transformation
(18% of the total number of respondents), their access to finance (16%) and becoming more
environmentally sustainable (12%), together with other challenges (such as innovation, access to

skills and internationalisation), as Figure 3 shows®.

Figure 3. Most important challenges for SMEs and entrepreneurs, survey outcome
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Source: author, based on a public consultation held between February and March 2022 in the context of the
OECD Strategy for SMEs and entrepreneurs’.

> Further information on the survey on the set of guiding principles for SMEs and entrepreneurship
policies can be found in Annex B

® Next chapters further build on the outcome of this survey with a particular emphasis on the SME digital
and green transitions and their access to financial resources.

”To learn more about the projects and activities developed by the OECD for SMESs and entrepreneurs,
visit the following website link https://www.oecd.org/cfe/smes/strategy.htm
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...mostly in terms of adoption of digital technologies, ...

Businesses of all sizes and across all industries are increasingly equipping with digital
assets, which yield many benefits, including innovation. The digital transformation drastically
reduces transaction costs by providing faster and more efficient access to information and other
resources, including finance, skills training and recruitment, innovation-related assets and
government services that are increasingly being placed online. Furthermore, digital technologies
such as ultra-fast broadband connectivity, big data and Al appear to be an important element to
foster SME green growth (Ortega-Gras & al., 2021) (Rabetge, 2021). Nevertheless, many SMEs
continue to lag significantly behind in the adoption of digital technologies (and the gap with large

enterprises seems to have widened over the last decade) (OECD, 2021 [11]).

The adoption and diffusion of digital technologies tends to be less intense in firms of
smaller size: indeed, more than 90% of European SMEs consider themselves as lagging behind in
terms of digital innovation (European Commission, 2019), and the shares are even lower in
developing countries (SME Finance Forum, 2021). Barriers leading to lower rates of adoption of
digital technologies across SMEs include insufficient investments in these technologies and in
complementary skills needed to provide organisational changes and a poor understanding of the
use and benefits of a digital transformation (Ollerenshaw, Corbett, & Thompson, 2021).

...but also in the access to financial resources...

Access to financial resources is frequently addressed as one of the most critical
hurdles to SME growth and (green) development. In both developing and developed
economies, small businesses have been observed to have less access to external finance and are
more restricted in their operation and growth (Beck & Demirguc-Kunt, 2006) (Wang, 2016). The
(SME Finance Forum, 2022), an organisation working to expand SME access to finance on a
global scale, estimates that 131 million (or 41%) of SMEs in developing countries face unsatisfied
financial needs: this financial gap is estimated to amount to USD 5 trillion (World Bank, 2019).
The data seems to be a little more encouraging, however, across advanced economies: in the EU
member countries, for example, only one in four SMEs reports difficulties in accessing financial
resources (European Investment Bank, 2019) (Muller & al., 2014), with an estimated financial gap
of EUR 400 billion (Euler Hermes Global, 2019).
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The reasons behind this gap are mostly due to the higher risks associated with SMEs
and young firms, because of their low eligibility and a more limited credit history, which
sometimes make borrowing finances more challenging (Teo & Cheong, 1994) (OECD, 2018 [1]):
as the (Asian Development Bank Institute, 2017) highlights, there is often a problem of asymmetric
information between the financing institutions and the small businesses: this is an issue that multi-
national enterprises and big firms do not face as they list their shares in the stock markets and issue
securities in the bond markets, while SMEs have no connection with the capital markets and often

their owners and managers lack expertise.

...and skills...

Furthermore, SMEs’ limited access to skills represents one of the major obstacles to
their development. Workers with advanced skills are a key resource in a knowledge-intensive
economy, but smaller enterprises seem unable to take advantage of it as they face considerable
skill-related challenges: these include a shortage of digital leadership skills and IT specialists (it is
reported that almost 80% of the SME leaders lack of skills to successfully upgrade their businesses
with new technologies (Woodcock, 2021)) and a critical shortage of management and problem-
solving skills, also crucial for a successful combination of different types of innovation that require
the management of larger portfolios of innovative assets (OECD, 2019 [1]).

Such skill gaps hinder small companies in defining their growth strategy and enabling
employees to effectively use new technologies (European Commission, 2019). Acquiring skills
does not come easy to SMEs, that, compared to larger companies, face further insufficient
networking links and poor connections with educational institutions to find talent and often offer
less appealing employment conditions (OECD, 2019 [1]).

...that contribute to a poor networking ability...

There is large literature-based evidence of the correlation between limited access to
(digital) technologies, finance and skills assets and a poor connection with knowledge
infrastructures and innovative networks (SME United, 2020). This issue often leads SMEs to
be unable to fully exploit home markets, to penetrate foreign markets and to miss the benefits that
production and sales connections bring (Gilmore, Carson, & Rocks, 2006) (UNIDO, 2007).
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Networks have assumed a critical importance for SMES’ activities as they increase
their potential to get in touch and exploit knowledge-based competitive advantages (especially in
terms of know-how, new technologies and innovative projects) in domestic and foreign markets
(Kazlausite & al., 2015) (Gao, Qu, & Zhang, 2019).

Inter-firm collaboration and cooperation seem to have become by far the most
important channels of transmission of knowledge-sharing and exchange for small businesses,
which, however, often appear to be more risk-averse compared to large companies: beyond
the lack of skills, this occurs by reason of limited financial resources and decision-making
organisational structure (entrepreneurs and other SME owners get more affected by a mistake
compared to employed managers) (Wistermann, 2016) (Oparaochoa, 2015). To address these
“market failures” that inhibit the knowledge-sharing and innovation process, governments have
often stepped in and created network opportunities (also through the support of public-private
partnerships and international linkages), that lower the risks in which SMEs potentially incur
(OECD, 2004).

... and to a greater vulnerability to disruptive changes in market conditions

SMEs are more subject to market instability compared to larger firms: during both
2008 financial crisis and the more recent (still ongoing) COVID-19 crisis, small businesses have
been proved to be the most fragile players (Asgary & al., 2020). Their weaknesses during times of
crisis are generally related to a greater difficulty in downsizing (due to their already limited size),
to poor reliance on the economies of scope (i.e., restricted diversification of their economic
activities) and, not least, to many internal barriers already mentioned above (especially in terms of
access to finance), as widely reported by the (OECD, 2009). The containment restrictions imposed
against COVID-19 resulted in the most severe global economic recession since the second post-
war period, with most SMEs either turning out of business or experiencing significant revenue
losses (OECD, 2021 [7]).

Next chapter focuses on the disproportioned effects that the COVID-19 containment
restrictions had on small businesses and tries to assess if and how governments reacted with respect
to SMEs throughout the 2020 and 2021 pandemic crisis.
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Chapter 2. COVID-19 policy intervention: an SME perspective

The crisis triggered by COVID-19 revealed the vulnerability of SMEs, which have
been at the epicentre of the impact of the pandemic, with significant risks for economies at
large. In addition, the crisis has compounded the need and the urgency for governments worldwide
to step in and address the issues posed by the short-term financial emergency and the long-term
challenges yielded by megatrends (such as the digital transformation and the green transition,
necessary to restructure more sustainable and resilient economies, as shown in Table 2), through

rescue measures and recovery packages.

This chapter examines the extent to which SMEs have been taken into account by policy
makers throughout 2020 and 2021 in both advanced and emerging economies, including by

differentiating between rescue measures and recovery packages and, where possible, by SME

types.

COVID-19 substantially impacted SMEs...

The COVID-19 outbreak is historically unprecedented in its complex nature and
scale: nationwide lockdowns, together with aggregate-level changes in behaviour driven by fear
of being infected, not only caused disruptions in production and trade activities, but also led to the
largest breakdown in demand for goods and services since the Great Depression of the 1930s
(Gourinchas & al., 2021). Due to the pandemic, the 2020 global GDP decreased by 3.4%, while it
was expected to increase at a steady rate of 2.9% (as it did in 2019) (Szmigiera, 2022). The (IMF,
2020) estimated a fall of 4.9% in global growth with significant impacts on the progress made in
reducing extreme poverty in the world since the 1990s (accompanied by a loss of 255 million full-
time jobs worldwide, four times more than the ones lost during the global financial crisis (ILO,
2021 [1])).

In addition, due to the disruption of trade activities, international investment flows (vital
for the sustainable development of the poorest regions in the world) have been heavily affected
and fell by 33% (estimated USD 1 trillion), far below the point reached in 2008 (UNCTAD, 2021
[2]). The vaccination campaign does not seem to stabilise (yet) the economic fluctuations to any
greater extent, partly because of the large disparities in the distribution of doses (especially

between high-income countries, where the vaccination rate exceeds 65%, and low-income
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countries, where it does not reach more than 3% (IMF, 2021 [2])) and the new variants that keep

on arising, forcing governments to apply further restricting measures.

The effects of COVID-19 were particularly severe on SMEs that, due to their size-
related higher vulnerability and lower resilience capacity, have been at the centre of the economic
typhoon caused by the pandemic (OECD, 2020 [3]). Lockdown measures imposed by governments
have acted as a cut-off for almost all business activities which have encountered plummeting
demands and disrupted supply chains. In addition, COVID-19 affected the sectors of the economy
strongly dominated by SMEs (such as the transport manufacturing, wholesale and retail trade,
services related to accommodation and food, professional services and other non-professional
personal services), where the share of employment to which they contribute hovers around 80%
(OECD, 2020 [3)).

The high vulnerability of SMEs to the pandemic resulted in a serious drop in
revenues: in OECD countries, according to a survey, around 75% of SMEs experienced a dramatic
fall in sales (and revenues) since February 2020 (OECD, 2021 [8]); in the United States the
revenues of SMEs and the consumption spending of their owners declined by 40% after March
2020 (Kim, Parker, & Schoar, 2021); across the European Union members, where the share of
small businesses reporting a drop in revenues was up to 70%, the key issues for SMEs were
maintaining the fixed costs and the sale rates (as they faced a declining aggregate demand) and
finding business continuity (due to challenges in coping with their staff working remotely and with
the digitalisation of sales and partnership relations), as the (European Cluster Collaboration
Platform, 2020) reports.

... and governments did not sit idly by, ...

Overall, governments seem to have responded fairly promptly to the unexpected
challenges faced by small businesses through a broad range of incentive and support
measures (World Bank, 2020 [1]). As the virus quickly spread all around the world, both
developed and emerging economies were confronted with roughly the same SME-centred
economic recessions throughout the past two years: Table 1 shows that the gaps in share of SME-
related policies are not so wide across the four classifications of countries drawn by the (World
Bank, 2021 [2]). Although there are evident imbalances in terms of absolute numbers of policies
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and financial values allocated for SME-related policies, low and lower-middle income countries
did not react too differently compared to high and upper-middle income countries with respect to

policies addressing the challenges faced by SMEs after the outbreak of the pandemic.

Table 1. SME orientation of policies after COVID-19 outbreak, by country classification

Low income Lower-middle Upper-middle High income
income income

Number | Value Number Value Number Value Number Value
SME- 18 0.52 113 67.84 223 411.82 679 3462.66
related
policies
Other 259 2.73 701 782.38 1516 2217.47 4056 12564.58
policies
Total 277 3.25 814 850.22 1739 2629.29 4735 16027.24
policies
Share in 6% 16% 14% 8% 13% 16% 14% 22%
total

Source: author, based on the Global Recovery Observatory (O' Callaghan & al., 2020) and the country
classifications by income level document operated by the (World Bank, 2021 [2])
Note: values are expressed in billions of USD

...but stepped in, trying to address two issues: rescue and recovery of small
businesses

When dealing with small businesses, many governments were faced with a twofold
issue: first, rescuing SMEs and entrepreneurs that, due to the restrictions, were running out of
business and, once the damages have been limited, help them to recover and build more resilient
and sustainable economies (OECD, 2021 [8]).

It is therefore possible to divide the measures launched by governments loosely
between those focused on emergency liquidity support (during the rescue phase) and those
focused on a ""build back better' plan (during the following recovery phase). The policies
launched during the rescue phase could be intended as ‘“‘short-term measures designed for
emergency support to keep people and businesses alive”, whereas the policies launched in the
recovery phase (often included in wide recovery packages) could be considered as “long-term

measures to boost economic growth” (O' Callaghan & al., 2020).

Although the waves of COVID-19 have been occurring not only with different timespans,

but also with strong fluctuations in their magnitude, the development and deployment of SME
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policy responses worldwide has largely followed similar patterns: following the launch of
liquidity support measures during the first months of the pandemic to ensure survival to lockdown
restrictions, governments have additionally issued recovery packages to structurally reform a more
sustainable economy (OECD, 2022) (O' Callaghan & al., 2020).

However, the distinction between rescue measures and recovery packages is not
always easy to draw: as a matter of fact, some countries included liquidity support measures in
recovery packages or, in other cases, had already included more structural reform provisions in
rescue measures. As multiple waves of COVID-19 imposed further lockdowns, some governments
continued to launch rescue measures in parallel with recovery plans. In addition, especially in
developing and emerging markets, some countries have not (yet) designed comprehensive
recovery packages, but rather established a series of reforms aiming to ensure the restructuring of
their economies (OECD, 2022).

The rescue phase had a stronger focus on SMEs. ..

During the first months after the outbreak of the pandemic, governments came at
rescue of SMEs by trying to address their critical financial issues through liquidity support
measures. These measures contributed significantly to preventing SMEs from going bankrupt, but
at the same time increased their indebtedness.

The most recurrent instruments of SME-oriented aid across the rescue measures
launched by governments were debt finance and employment support, according to the
(WTO, 2020): in Austria, Belgium, Germany and Italy, for example, governments put in place
new credit guarantee schemes, targeting SMEs in their eligibility criteria. In China, France and
Finland, preferential loan application policies were offered to small businesses and entrepreneurs
that have lost their sources of income during the lockdown restrictions. The governments of the
Netherlands, New Zealand and the United States provided, along with other financial programmes,

employment support (through wage subsidies) as alternative to payments to workers.

Two surveys conducted in 2020 by the Directorate of Financial and Enterprise Affairs
(DAF) of the OECD over the course of the COVID-19 crisis show how strong the SME

orientation of policies was in rescue measures. It is 