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Abstract 

Since the reform and opening up, China's small and medium-sized enterprises (SMEs) 
have developed rapidly and play an important role in the social and economic system. 
However, the sudden outbreak of the COVID-19 in 2020 has caused a huge impact on 
SMEs. Based on the actual situation of small and medium-sized enterprises, this paper 
will specifically analyze three major dilemmas they encountered in this epidemic: low 
recovery rate, increased market pressure and cash flow shortage. In response to the 
crisis, it was suggested that SMEs should pay attention to upgrading and optimizing 
products, and strive to build brand advantages. Meanwhile, under the changing market 
dynamic, flexible and timely transformation is what enterprises must grasp. Moreover, 
taking industrial upgrading and digital transformation as its development direction are 
of great significance. 

Keywords 

COVID-19; Small and Medium-sized Enterprises (SMEs); Dilemma; Development 
Opportunities; Transformation and Upgrading. 

1. Introduction 

COVID-19 rapidly broke out in China at the beginning of 2020, it was aggressive, long-lasting, 
dangerous and has caused a great impact on people's security, production and economic society. 
Moreover, owing to small scale and poor ability to resist risks, SMEs have been greatly affected. 
As the main force of China's national economic development, SMEs have made great 
contributions in absorbing employment, accelerating technological innovation and increasing 
the taxation of the urban population. Therefore, this paper will focus on SMEs. It first introduces 
its development profile, moves on to the analysis of SMEs in the current outbreak of the plight, 
and puts forward some suggestions for its further development.  

With the government’s tight epidemic prevention and active cooperation of the people, the 
spread of the COVID-19 has been suppressed in a few months. However, most of the SMEs had 
to suspend their business activities for a longer time, leaving them facing an existential crisis. 
At the same time, the outbreak has sounded the alarm to SMEs, becoming an opportunity to 
accelerate their intelligent and digital transformation. It also suggests that SMEs should focus 
on improving the quality of their products, and gradually form brand advantages, thereby 
enhancing their core competitiveness and risk resistance. 
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2. Overview of the Development of Small and Medium-sized Enterprises in 
China 

2.1. Basic situations of SMEs before the epidemic 

Since the reform and opening up, China's economy has developed rapidly, the market 
mechanism has been constantly improved, and China's SMEs have also surged quickly. 
According to the 12th report of China's fourth economic census series, by the end of 2018, the 
number of SMEs has increased rapidly. There are 18.07 million legal entities of SMEs in China, 
accounting for 99.8% of all large-scale enterprises, with a growth rate of 115% compared to 
2013. SMEs have absorbed a large number of employments, becoming China's main areas of 
entrepreneurial employment. By the end of 2018, SMEs had absorbed 23.304 million employed 
persons, accounting for 79.4% of all enterprises employed. 402.6 trillion-yuan, accounting for 
77.1% of the total assets of all enterprises, and the annual operating income reached 188.2 
trillion-yuan, accounting for 68.2% of the annual operating income of all enterprises [1].  

2.2. The outbreak has had a huge impact on small and medium-sized 
enterprises 

The outbreak of COVID-19 has had a great impact on China's SMEs. According to the national 
data bureau public data, from the perspective of industrial structure, the tertiary industry has 
suffered the most damage, while some labor and resource-intensive enterprises in the 
secondary industry have also been affected greatly.  

First of all, from the perspective of tertiary industries, the accommodation and catering 
industry, tourism, culture and entertainment industry and other offline services were the most 
seriously damaged industries. From previous years, the Spring Festival period used to be the 
peak consumption season of the catering industry. However, the outbreak of the COVID-19 in 
January made the banquets or dinners for Spring Festival cancelled. According to the survey 
issued by the Culinary Association of China, during the Spring Festival, nearly 80% of the 
catering enterprises lost more than 100% of their operating income, while only 5% of the 
enterprises lost less than 70% of their revenue [2]. Take Haidilao Hotpot as an example. 
According to the estimates of the China Times, a two-week shutdown has resulted in a loss of 
nearly $169 million [3]. At the same time, the cultural and entertainment industry in the tertiary 
industry was significantly damaged in the outbreak, with the film industry taking the brunt. Due 
to the epidemic, cinemas were forced to close across the country and many popular films had 
to withdraw. According to Wanda Film’s first-quarter earnings report, the loss was expected to 
be between $85 million yuan - $100 million yuan in the first quarter of 2020 [4].  

Secondly, some labor-intensive enterprises in the secondary industry have been seriously 
damaged as well. Normal production and business activities cannot be carried out due to delays 
of resumption of work. According to the China Purchasing Managers' Index (PMI) in February 
2020, China's manufacturing sector as a whole fell to 35.7% in February [5], which has fallen to 
an all-time low, even lower than during the 2008 international financial crisis. Large, small and 
medium-sized enterprises decreased by 14.1%, 14.5% and 14.6% year-on-year respectively, 
which shows that SMEs were the most affected by the outbreak. 

3. The Plight of Small and Medium-sized Enterprises in the Early Stages of 
the Epidemic 

Firstly, COVID-19 refers to the outbreak of new human-to-human coronavirus pneumonia, 
breaking out in Wuhan from the end of 2019 to the beginning of 2020. According to the "China 
Action to Combat the New Crown Pneumonia Epidemic" published by the State Council, the 
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outbreak in China is divided into five stages [6] (Table 1). The first four stages are defined in 
this paper as the pre-neo-crown outbreak. 

 

Table 1. China's arduous course in combating the epidemic 

 
 

3.1. The low rate of return to work 

Under the new crown epidemic, for preventing and controlling the epidemic, most employees 
failed to return to work on time. Moreover, compared with large enterprises, owning to SMEs' 
small size, limited capital reserves and other self-limiting factors, the recovery date of SMEs 
were low and their normal production and operation has been greatly affected. 

3.1.1. Delayed rework time  

Affected by the epidemic, most enterprises did not return to work as usual. According to a 
special study on the survival status of SMEs under the COVID-19 conducted by the ESIEC, 79.8% 
of SMEs have not returned to work before February 10, 39.5% of enterprises that have not 
returned to work are expected to resume work within one month, and 47% of enterprises are 
still unable to determine the specific resumption of work time [7] (see Figure 1). As the 
outbreak has not been effectively controlled, closed community management was generally 
implemented throughout China and residents should be isolated at home. At the same time, 
employees were not willing to actually rework because the epidemic made them consider their 
own life safety issues. In addition, the actual rework time of foreign workers was delayed by 2-
3 weeks due to the need for two weeks of quarantine for field personnel, and some areas were 
delayed for even longer.  

 
Figure 1. Estimated operating recovery time for SMEs 
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3.1.2. Disrupted Traffic logistics 

In the early stages of the epidemic, different degrees of traffic control were implemented 
throughout the country for purpose of controlling the spread of infectious sources as effectively 
as possible. Such as railways, air transport, road passenger transport, etc. Traffic control 
brought many restrictions to the movement of personnel, which was a significant reason why 
it is difficult for employees to return to work normally. In addition, traffic restrictions have cost 
some SMEs that rely heavily on passenger demands, including airports, roads, rentals and 
aviation. China's Ministry of Transport data for the first quarter shows that operating passenger 
traffic decreased by 58.4% year-on-year in 2020, including an 88.2% decline in February. Road 
passenger traffic decreased by 59.4% and water passenger traffic decreased by 61.4% [9] (see 
Figure 2). At the enterprise level, disruptions in the logistics industry made it vulnerable to 
problems such as extended delivery time, longer trade receivable days and trade payable days. 

 

 
Figure 2. Changes in operating passenger traffic in each month of 2019 and 2020 

 

3.1.3. The high cost of epidemic prevention 

The high epidemic prevention expenditure and potential safety risk brought about by the 
resumption of work and production were one of the important reasons why it is difficult for 
SMEs to resume normal work. First of all, before returning to work, enterprises have to consider 
the safety of foreign employees on the way back to work and the subsequent quarantine 
arrangements. Secondly, after the resumption of work, in order to prevent as well as control 
the epidemic and to protect the health of employees, enterprises need to ensure adequate 
supply of masks, temperature measurement equipment, disinfection supplies and other 
epidemic prevention and control supplies. In the face of a short-term substantial increase in 
defense demand, the supply and demand of epidemic prevention materials are tight and the 
prices rose sharply. Thus, the procurement of epidemic prevention materials is difficult and 
high cost.  

At the same time, enterprises need to reduce staff density, such as increasing the distance 
between employees' offices, reducing the number of dormitories, etc., which will bring 
additional expenses. Once there are loopholes in the prevention and control, enterprises have 
to close for longer periods of time, but also have to bear a huge compensation cost.   

3.2. A sharp drop in orders and revenue 

3.2.1. Declined consumer demand and revenue in offline service-oriented SMEs 

Most offline service-oriented SMEs are consumer enterprises such as retail, catering, 
accommodation, entertainment, etc. The epidemic restrictions on the movement of people and 
assembly activities measures have led to a significant decline in end-consumer demand, 
coupled with some consumers shifting demand online, such enterprises market demand and 
orders rapidly reduced. During the outbreak, most department stores were closed, and the 
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opened stores were hit by online shopping, resulting in a lower consumer index than the market 
as a whole and lower than offline supermarkets.  

During the outbreak, the public responded positively to the national call to stay in isolation and 
reduce travel. In addition, traffic control and the stagnation of public transport is particularly 
inconvenient for residents to go out. According to the survey of User Consumption Index Trends 
Report 2020, 33.8% of the residents go out once every 2-3 days, 30.2% go out once a day, 15.8% 
of the residents' families almost no out, and the purchase of necessities was the reason why 
nearly 80% of the users go out [10]. Therefore, in addition to the necessary necessities of the 
life industry will increase greatly due to hoarding of goods, most of the catering, 
accommodation, entertainment and other offline services demand has dropped significantly. 

3.2.2. Orders reduction or transfer in manufacturing SMEs 

Under the impact of the epidemic, the reduction or transfer of orders is the main trouble faced 
by SMEs in the manufacturing category. First of all, due to the delay in the resumption of 
domestic downstream enterprises, demand for raw materials has fallen, causing demand 
decline in the upstream manufacturing market. According to the manufacturing PMI, the index 
of new orders for enterprises in February was 29.3%, down 22.1% from the previous month, 
which shows that manufacturing enterprises have significantly reduced new orders. In addition, 
since the outbreak abroad was not serious compared to domestic at that time, some foreign 
customers will take into account the security risks posed by the outbreak in China, as well as 
the shutdown caused by the inability to deliver on time, thereby canceling orders or moving 
orders to other countries. In addition, due to the overseas epidemic is out of control at present, 
the impact of the epidemic on export-oriented enterprises in the short term cannot be 
eliminated.  

In addition, the supply chain and company’s internal industrial chain restrict each other, which 
affects the orders of enterprises mutually. Under the outbreak, the delay in the resumption of 
work by upstream suppliers led to a corresponding delay in the delivery time of raw material. 
According to manufacturing February PMI, the Supplier Delivery Time Index decreased by 17.8% 
from the previous month (see Figure 3), indicating a significant delay in supplier delivery times 
compared to January. And for steel, cement and other raw materials-intensive manufacturing, 
if upstream suppliers cannot supply raw materials on time, such enterprises cannot even start 
work. The inability of the goods to be delivered at the required delivery time may cause some 
customers to cancel the order and affect the production of the next order placed by the 
enterprise. Therefore, the delay of resumption of production will indirectly lead to the loss of 
enterprise customers, order reduction.  

 

 
Figure 3. Jan 2020 vs. Feb PMI New Orders and Supplier Delivery Time Index 



Volume 2 Issue 8, 2021 

DOI: 10.6981/FEM.202108_2(8).0026 

181 

Frontiers in Economics and Management 

ISSN: 2692-7608 

3.3. Cash flow shortage 

Under the impact of COVID-19, a large number of enterprises face cash flow fracture, or even 
bankruptcy. According to ESIEC research, nearly 70% of companies occurred cash flow 
shortages as a result of the outbreak. Besides, approximately half of companies have difficulty 
maintaining the status quo for more than three months, and nearly 14 percent of them have 
difficulty supporting for a month. Under the influence of the epidemic, during the whole Spring 
Festival holiday, in addition to some industries in urgent need for epidemic prevention, most 
economic activities were basically suspended, coupled with the extension of the holiday, so that 
most SMEs were nearly a month without revenue. Furthermore, due to the shortage of SMEs’ 
own capital reserves and the increasing difficulty of financing, enterprises were experiencing a 
severe cash flow shortage in the face of a sharp drop in revenues and increased operating costs 
from corporate fixed expenses and additional expenditures for the epidemic.  

3.3.1. Increased difficulty in financing 

The problem of financing difficulties for SMEs has never been eliminated, and the COVID-19 has 
made this issue more severe and urgent. In essence, this is an outbreak of problem of difficult 
and expensive financing for SMEs, which has been overstocked for a long time. Due to the higher 
threshold of direct financing such as equity financing and bond financing, it is difficult for most 
SMEs to meet the financing conditions. For a long time, the formal financing channels of China’s 
SMEs is indirect financing based on bank credit, and loan funds come more from urban 
commercial banks and rural financial institutions. Thus, such a single financing channel leads 
to low financing availability for SMEs. 

During the outbreak, the majority of SMEs were in poor operating conditions, and many 
enterprises appeared financial problems or even go bankrupt. This situation also discouraged 
many financial institutions, making it more difficult for SMEs to seek financing. Besides, 
compared with enterprises above the designated size, SMEs often lack collateral and guarantee 
units because of their small size and less external support. Some SMEs’ internal management 
system is not perfect, as they lack talent and technical support and their competitiveness is poor. 
These make it more difficult for them to obtain the favor of capital.  

3.3.2. Decline in operating income 

The production and business activities of most enterprises cannot be carried out normally 
because of the epidemic prevention and control measures. Thus, phased shutdown and 
production stoppages make enterprises in this period of time basically no source of income. 
After the resumption of work, enterprise revenue was not optimistic as well in the face of a 
decline in market demand, customer loss and order reduction. Moreover, when the order 
delivery was delayed, enterprises had to face a certain amount of deduction. 

According to a questionnaire survey conducted by 995 SMEs jointly investigated by Tsinghua 
University and Peking University on the effects and claims of the COVID-19, 29.58 percent of 
enterprises estimated that the epidemic had led to a decline in operating income of more than 
50 percent in 2020, and 28.47 percent of enterprises expected their operating income to decline 
by 20-50 percent [11].  

3.3.3. Increase in operating costs 

Falling operating income is accompanied by increased operating costs, including fixed expenses 
and additional operating costs from the outbreak. Although the enterprise does not operate 
normally, they still need to bear fixed expenses such as rent, property, loan interest, 
depreciation, etc. After enterprises gradually resume production, in addition, the extra 
expenses that enterprises need to bear are epidemic prevention and control costs such as the 
purchase of epidemic prevention materials, the cost of isolation of foreign employees, etc.  
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At the same time, for employees who have postponed the resumption of work breaks, some 
areas stipulate that enterprises still need to pay their employees' wages. For example, the 
Shanghai Municipal People's Social Security Bureau issued "On the Response to the New 
Coronavirus Infection Pneumonia Epidemic to Implement Support Safeguards Notice" shows 
that "delayed resumption of work is in the epidemic prevention and control needs, these days 
belong to the rest day. For resting employees, the enterprise shall pay wages in accordance with 
the standards stipulated in the labor contract. For employees of enterprises who work on tasks 
such as security, they shall be given a break or paid overtime wages in accordance with the 
provisions as a rest day” [12]. This means that companies are required to pay double the wages 
of their employees while they are delayed from returning to work.  

Additionally, some labor-intensive SMEs may appear labor shortage, forcing enterprises to 
raise wages to recruit new workers, which increases the costs of labor wage. Furthermore, 
traffic control and logistics constraints make the original raw materials unable to be supplied 
on time, forcing enterprises to switch to closer supplier or convert vehicles to transport raw 
materials, which increases the costs of raw materials. 

4. The Future Direction of Small and Medium-sized Enterprises 

4.1. Optimize and upgrade their products to build brand advantages 

Enterprises should focus on product optimization and upgrading during the outbreak of COVID-
19, so that they can seize more opportunities when the market recovers. The majority of SMEs 
do not have brand advantages, reputation advantages, or background advantages in the fierce 
market competition. When the demand decreases under the outbreak, such enterprises should 
focus on product research and development and upgrading, coupled with controlling the core 
quality of the products. On the basis of the core technology, SMEs should try to create excellent 
products, and strive to build brand advantages, in order to seize the opportunity to rebound in 
national consumption after the outbreak, bucking the trend. 

4.2. Grasp the market dynamics, flexible and timely production transfer 

When the demand of enterprise's own products decreases in the outbreak and sales are not 
conducive, enterprises should cater to the changing market demand and pay attention to the 
products with surging demand. According to the actual situation of enterprises, enterprises 
make adjustments and timely transfer of production to recover market share and achieve rapid 
development of enterprises. Many SMEs have seized industries with huge market potential in 
the epidemic, such as biomedicine, online shopping, online education, leisure snacks, etc., and 
actively carry out transformation and production.  

4.3. Accelerate transformation and upgrade 

SMEs should seriously learn the lessons from the COVID-19, and actively promote the 
upgrading and transformation of enterprises to high value-added industrial chains and the 
digital economy industry. A new generation of information technology, represented by the 
Internet, big data and artificial intelligence, is accelerating its integration with the real economy, 
driving the digital economy to expand in breadth and depth. The popularization and application 
of digital technologies in SMEs, while promoting the digital transformation of SMEs, provides 
new ways and models for their innovation and development, and expands the new space for 
the development of SMEs.   

4.3.1. Accelerate industrial upgrading and enhance core competitiveness 

SMEs urgently need to carry out industrial transformation and upgrading, pay attention to 
scientific research and development, and actively integrate with the international market. As 
China's SMEs are mainly concentrated in wholesale and retail trade, commodity services and 
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traditional industrial fields, the majority of which are labor, resource-intensive enterprises, 
many enterprises are still primary processing enterprises with small scale, low industrial level, 
high cost of factors of production, irregular management and other issues, so that their ability 
to resist risks is generally low, coupled with the lack of talent, research and development 
innovation, low product technology content. In fierce market competition, in order to seize the 
market quickly, some SMEs choose to lower the price of their products and reduce corporate 
profits, but they finally are eliminated by the market.  

4.3.2. Accelerate digital transformation and actively expand online business 

Traditional SMEs should be deeply aware of the importance of digital transformation through 
this outbreak crisis, to accelerate the deployment of cloud technology or mobile applications, 
and actively transform from the traditional competitive development model to transition online. 
During the epidemic, the fact that most people stayed indoors brought opportunities for 
development of the online model such as online consumption, online offices, online education, 
online medical care, smart cities, etc. 

At this time, SMEs should quickly adapt to the economic development needs of the new 
information technology era and adapt to the changes in popular consumption habits and 
lifestyle. And companies should actively expand online business by accelerating the adoption 
of new storage analysis, automation and management methods. For instance, Heilongjiang 
Platinum Medical Sterilization Co., Ltd. engaged in medical device disinfection suffered a great 
crisis during the outbreak because most medical institutions were closed. In response to the 
epidemic, the company decided to turn to the online sales of masks. Through 17 hours of live 
broadcast, the company successfully sold more than 6000 masks, reaching a sales volume of 
1.22 million yuan which is 10 times that of normal days. Online sales of masks have not only 
opened up a new way for enterprises to develop, but also made a contribution to alleviating the 
shortage of protective materials. 

The rapid development of various advanced technologies and the promotion of the country 
provide an opportunity for the digital transformation of SMEs. Thanks to big data, artificial 
intelligence, e-commerce platforms, etc., SMEs do not need to build their own networks and 
servers, and can directly enjoy more economies of scale, unified management, lower-cost 
storage and computing space, to achieve technology benefits.  At the same time, the state 
implements universal actions, which provides qualified enterprises with free, 'cloud loan' and 
other services, greatly reducing the cost of enterprise transformation [13]. 

5. Conclusion 

As the main force of China's national economic development, however, SMEs have suffered the 
most in this epidemic.  After further detailed investigation and analysis into SMEs' own features, 
relevant theories and the researches of previous scholars, we conclude three major dilemmas 
encountered by SMEs. First, the rate of resumption of work and production was low, which was 
difficult for SMEs to quickly resume production and operation during the outbreak. Second, the 
decrease of market demand and the sharp decline of orders, making the revenue of SMEs fell 
rapidly. Third, owning to the rising cost and insufficient income, a large number of SMEs faced 
cash flow fracture. 

Finally, combined with the situation of SMEs, some suggestions regarding the future 
development direction of SMEs have been put forward. SMEs ought to create its unique brand 
advantages through enhancing its reputation and popularity. At the same time, SMEs should 
have flexible business ideas and concepts, in the adverse operation, the opportunity to transfer 
production. Furthermore, high value-added and digital transformation is an inevitable 
development trend of SMEs. In order to make china's national economy develop in an orderly 
and long-term way, great significance should be attached to the operating conditions of SMEs. 
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