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Abstract 

The purpose of this study was to assess and contrast the effects of the COVID-19 epidemic on SMEs in Indonesia 

and Pakistan. We included 55 pieces of research based on the literature from 2019 to 2022 on the impact of 

COVID-19 on SMEs to examine the literature using the PRISMA framework. This research also intends to 

highlight the solutions used by both governments and help practitioners and policymakers find the best responses 

and mitigation measures for the effects of ongoing pandemics on SMEs. Further emphasis is made on the 

significant hazards external environmental unpredictability poses to SMEs. The negative impacts of pandemic 

circumstances and lockdown elements are the SME's main issues. It was mandated that these firms undergo a 

financial restructuring by combining more investments into the company in the form of holdings or, in the case 

of medium-sized enterprises, by issuing more financial shares. 
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1. INTRODUCTION 

Small and medium enterprises (SMEs) play an important role in economic development and 

growth (Madanchian & Taherdoost, 2019; Woźniak et al., 2019). They are considered the 

backbone of the national economy (Bhatti et al., 2020; Okofo-Darteh & Asamoah, 2020), both 

in developing and developed countries (Mbuyisa & Leonard, 2017). SMEs are important 

because these business groups absorb the most labor (Nursini, 2020; Simatele et al., 2022; 

Tambunan, 2019). The COVID-19 pandemic has affected economic development and 

threatened companies around the world (Cepel et al., 2020). The OECD further stated that the 

COVID-19 condition had a significant impact on MSMEs (Akpan et al., 2022; Kumar & 

Ayedee, 2021), and the MSME sector was the most exposed to the risks and the main victims 

of the outbreak (Cepel et al., 2020). 

In addition, MSMEs in Pakistan are also experiencing financial impacts, supply chain 

disruptions, as well as declining demand, sales, and profits (Shafi et al., 2020). According to a 

report from the Organization for Economic Cooperation and Development (OECD), the 

COVID pandemic impacts the economy from both the supply and demand sides. On the supply 

side, companies reduce the supply of raw materials and unhealthy labor, and supply chains are 
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also experiencing problems. From the demand side, the lack of demand and decreasing 

consumer confidence in a product. The OECD also stated that MSMEs had a significant impact 

on the COVID-19 situation. MSMEs are very vulnerable to being affected by business 

disruption because they are often directly related to the tourism, transportation, and culinary 

industries which require fast suppliers, all of which are significantly affected by COVID-19 

(OECD, 2020). This of course also has a significant impact on tourism, the trade sector, and 

industry including Micro, Small and Medium Enterprises (MSMEs). 

With these difficult conditions, MSMEs need to take strategic options to survive in the midst 

of a pandemic (Priyono et al., 2020). Therefore, a survival strategy is an option in the midst of 

difficult supply of raw materials and declining sales (Abdurohim & Susila, 2018). Shafi et al. 

(2020) stated that MSMEs need to adopt certain measures to help them get through the 

ongoing crisis). With the decline in purchasing power during the pandemic due to the limited 

mobility of the people and the macroeconomic climate that is not conducive and full of 

uncertainty, it requires small businesses to be more creative in finding quick solutions to keep 

businesses afloat. With the conditions of the COVID- 19 Pandemic, and the existence of 

Government Regulation No. 21 of 2020 concerning Large-Scale Social Restrictions with the 

aim of limiting the movement of people and goods and requiring the public if there is no urgent 

need to stay at home. This also has an impact on the limited operation of MSMEs and a decrease 

in consumers who shop directly compared to normal days, from the consumer side, there is 

also a shift in public consumption or better known as shifting in making purchasing decisions 

(Das et al., 2020). 

The selection of a survival strategy to deal with the current COVID-19 pandemic is an absolute 

must for MSMEs because the COVID-19 pandemic has made the business climate full of 

uncertainty (Belas et al., 2022). Development or strengthening of a survival strategy is the main 

goal for small businesses to achieve business goals and develop small business products or 

services, so that become more competitive (Pu et al., 2021). The use of this strategy to contend 

with the current COVID-19 pandemic is the best solution for MSMEs because Survival 

strategies are options in achieving business goals and developing SME products or services, 

thereby making them more competitive (Baral et al., 2021; Carracedo et al., 2021; Eggers, 

2020). 

 

2. LITERATURE REVIEW 

Survival Strategy for Small and Medium Enterprises (SMEs) 

According to Nursini (2020), states the notion of Micro, Small and Medium Enterprises 

(MSMEs) is a business that has an important role in the Indonesian economy, both in terms of 

the jobs created and in terms of the number of businesses. MSMEs are business activities or 

businesses run by individuals, households, and small business entities (Tambunan, 2019). The 

classification is based on the amount of turnover per year, the amount of wealth or assets, and 

the number of employees employed. 

The history of the world is full of events that impacted the international, regional, and national 
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economy in ways that disrupted conventional business operations. Any form of uncertainty has 

an immediate effect on the economy (Peng et al., 2020). Pandemics are another source of 

unpredictability that can lead to the breakdown of economies and companies. While outbreaks 

such as Coronavirus (COVID-19) have serious consequences for economies and related 

companies, particularly small and medium-sized firms (SMEs) (Shafi et al., 2020). Drop in 

economic activity has been observed in several countries following the spread of COVID-19 

as most resources are being directed to saving their populations from imminent death. Most 

small and medium-sized businesses (SMEs) have not been directly hit by the crisis (Thorgren 

& Williams, 2020). Despite being unable to revert to their previous state, some businesses 

managed to survive the epidemic. During the COVID- 19 epidemic, individuals must stay at 

home and avoid their travel, resulting in a decrease in economic growth. Such conditions affect 

and possibly risk the viability of SMEs. In this situation, government assistance is required to 

help SMEs deal with problems. Numerous research show that the government has an important 

influence in the growth of SMEs. SMEs are able to become more resilient in a dynamic 

environment not only because of government support but also due to their internal elements' 

ability to adjust to external changes. SMEs can survive and emerge from the crisis due to the 

proactive nature of entrepreneurs who react quickly to environmental changes (Najib et al., 

2020). Marketing innovations are usually quite effective when it comes to winning the 

competition. COVID-19, on the other hand, allows firms to rethink how they sell and conduct 

their enterprises. Process innovation can help SMEs convince the consumer that their goods 

are processed safely for consumption and that service operations meet health requirements. 

Organizational activities are dependent on the external environment owing to the requirement 

for labour, materials, and money. According to Pfeffer & Salancik (2003), argued that in 

resource dependence theory, the arrangement of environment has a substantial impact on an 

organization's strategies and structures. This theory also proposes solutions to mitigate some 

of the negative impact (Cazurra et al., 2019). If a business's vital resource is linked to the 

supply chain that was disrupted by the current pandemic, the firm must have suffered 

significant losses as a result of non-operationalisation. SMEs are confronted with obstacles 

such as a lack of supply, a drop in demand, and a decline in the labor force. Another study 

discovered that the COVID-19 epidemic has severely damaged the operations of sole 

proprietors and a few partners. The pandemic epidemic has resulted in the shutdown of 

enterprises due to a lack of resources (Bartik et al., 2020). Several small businesses were closed 

during the first month of restrictions. Additionally, many more businesses were closed during 

the second month of restrictions. It is important to note that a number of these issues affected 

not only male business owners, but also female entrepreneurs (Fairlie, 2020). 

Small-medium enterprise (SMEs) provide income and employment to millions of people 

throughout the world, making up the backbone of many economies. The SMEs contribute 40% 

of GDP and more than 40%of export revenues to Pakistan's economy, since they account for 

more than 90% of its estimated 3.2 million commercial companies (Naqvi, 2020). Lockdown 

has resulted in the collapse and closing of small and medium-sized enterprises in the 

developing countries. Pakistan is a growing country with a quick increase in COVID-19 in 

metropolitan regions where thousands of SMEs operate. The initial lockout had a significant 
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impact on urban enterprises. The recent expansion of COVID-19 has highlighted its severe 

repercussions for global economies, huge enterprises, and SMEs. It has not only affected 

people's lives, but it has also jeopardized their economic growth (WorldBank, 2020). The 

World Bank estimates a 5.2% decrease in 2020. It also implies that small and medium-sized 

firms are victims of this pandemic, which has serious long-term repercussions on businesses. 

In business development, especially MSMEs, one of which, there must be an adjustment, 

meaning that the strategy used must represent the company's adaptive response to the external 

environment and the changes that occur in it (Neirotti & Raguseo, 2017). According to Prieto-

Sandoval et al. (2019), strategy is a unified, broad, and integrated plan that links the strategic 

advantages of the company and the environmental challenges designed to ensure that the 

company's main goals can be achieved, through proper implementation by the organization. 

Defensive Strategy is an effort that is managed in the hope of surviving an unfavourable 

situation and ensuring every need is met while waiting for improvement (Wale-Oshinowo et 

al., 2018). Which is defined as all the means taken by a person or group of business actors to 

maintain the existence of material and non-material values. The survival strategy of small 

businesses depends on their level of adaptation (Quansah & Hartz, 2021). The concept of this 

strategy in a company is often associated with the operational sector (Lecuna et al., 2017). Za 

et al. (2019) reported that the survival strategy was categorized into two, the survival strategy 

by increasing the selling price of products to respond to rising raw material prices and the 

survival strategy not increasing the selling price of the product but lowering the quality of raw 

materials. 

 

3. RESEARCH METHOD 

This study included a comprehensive review of the literature using a well-known technique for 

choosing, screening, and assessing papers for this sort of review, allowing replication of 

findings (Page et al., 2021). We searched databases for papers with terms like significance, 

consequence, and SMEs strategies (stage 2). Finally, only publications that completely 

followed the research protocol were included in the study. Figure 1 depicts a schematic method 

that supplements the study protocol by showing the number of publications in each phase. This 

research procedure only includes articles published between 2019 and 2022. We used the 

search criteria to find 1062 papers and reviews in Scopus, Web of Science (WoS), ProQuest, 

and Google Scholar. The research protocol only covers the literature published between 2019 

and 2022. The "search terms" were then used to search, and the results showed 1062 articles. 

A total of 883 papers were removed because of their title, journal, or study type. After 

reviewing the abstracts, 70 papers were eliminated. The remaining 55 publications fit inside 

the proposed limits. Section 3 of this study presents and discusses facts concerning the study's 

emphasis on concepts provided and strategies. Discussions focused on managerial implications 

as well as policy options. Based on multiple database studies on the impact of COVID- 19 on 

SMEs in Indonesia and Pakistan. 
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4. RESULT 

Impact of COVID-19 on SMEs in Indonesia 

Indonesia is a country with the 4th largest population in the world with the largest population 

in the productive age, making it a country with competitive human resources. Besides that, 

Indonesia has abundant renewable (agricultural products) and non-renewable (mining and 

mineral) resources and is the largest archipelagic country in the world that has direct 

connections with the world's largest market with the Malacca Strait as the world's most active 

sea route and a route major global shipping. Besides that, Indonesia is the largest country in 

Southeast Asia with relatively stable economic growth. Although in 2020 still contracted by 

2.07% (YoY) due to the ongoing pandemic, the Indonesian economy showed a very positive 

performance with an economic growth value of 3.51% (YoY) in the third quarter of 2021 and 

is projected to continue to increase to 5% at the end of the year (Rediyono, 2022). 

At the beginning of 2020, the COVID-19 outbreak that occurred globally in almost all parts of 

the world, including in Indonesia, had triggered negative sentiment towards various lines of 

business, especially the MSME business. The negative impact hampers the growth of the 

MSME business, where the movement of MSME business that requires exhibition space or 

promotion is hindered by the Large-Scale Social Restrictions (PSBB) movement. Making 

Indonesia experience a decrease in the percentage of economic growth by 0.1% in 2020 

(Meutia, 2021). 

Based on the results of the Katadata Insight Center (KIC) survey, the majority of MSMEs of 

82.9% felt the negative impact of this pandemic and only 5.9% experienced positive growth. 

This pandemic condition has even caused 63.9% of the affected MSMEs to experience a 

decline in turnover of more than 30%. Only 3.8% of MSMEs experienced an increase in 

turnover. The results of the survey also show that MSMEs have made a number of efforts to 

maintain their business conditions. They take a number of efficiency measures such as: 

reducing the production of goods/services, reducing working hours and the number of 

employees and sales/marketing channels. Even so, there are also MSMEs who take the opposite 

step, namely adding marketing channels as part of their survival strategy. MSMEs are seriously 

affected not only in terms of total production and trade value but also on the number of workers 

who have lost their jobs (Warsame, 2020). 

The impact is so big for MSMEs, especially when there is a PSBB policy (Istianto, 2021). Sales 

have decreased drastically, it is difficult to market products, there are problems with funding 

or capital, production and distribution activities have decreased, and difficulties in getting raw 

materials are the impacts experienced by business actors (Lutfi et al., 2020). Survey results 

from several institutions such as the Central Bureau of Statistics, the National Development 

Planning Agency, and the World Bank show that this pandemic has caused many MSMEs to 

have difficulty paying off loans as well as paying electricity, gas, and employee salaries. In 

fact, some of them were forced to terminate their employment. Other obstacles experienced by 

MSMEs include difficulty in obtaining raw materials, capital, declining customers, distribution 

and production being hampered. In addition, changes in Consumer Behavior and the Business 
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Competition Map also need to be anticipated by business actors due to activity restrictions 

(Pitoyo & Riyanto, 2022; Widiastuti et al., 2021). Consumers do more activities at home by 

utilizing digital technology. 

Impact of COVID-19 on SMEs in Pakistan 

Pakistan has also been affected by natural calamities. For instance, the 2010 floods, not only 

damaged buildings and crops, but also cost 4.5 billion in damages (WTO, 2019). In the past, 

Pakistan has suffered from climate change, droughts in 1998 and 2004, earthquakes in 2005 

and 2008 and in 2015, Pakistan experienced nearly every major form of natural disaster, such 

as earthquakes, droughts, floods, heat waves, and cyclones (D. Ahmad & Afzal, 2020; M. I. 

Ahmad & Ma, 2020; Salman et al., 2020). The impact of COVID-19 on SMEs in Pakistan is 

significant, as SMEs account for 90 percent of all businesses in the country. Furthermore, 

SMEs account for 40% of national GDP (Seth et al., 2021). As a result, the continued pandemic 

has a negative influence on the country's small and medium-sized enterprises. Pakistan's 

economy has been adversely affected by COVID-19. According to Amjad et al. (2021), 

Pakistan’s growth decreases by 0.4% as a result of the epidemic. Reports and action plan 

indicates that the COVID-19 epidemic has a significant impact on Pakistan's SMEs as a result 

of short-term measures and government engagement in the form of financial assistance (Abbass 

et al., 2022). 

According to SDPI (Sustainable Development Policy Institute), Pakistan's SMEs have been 

negatively affected by COVID-19. The researchers found that more than half of the 3.8 million 

SMEs would experience a decline in sales and profitability. More than 0.95 million small and 

medium-sized businesses cannot survive a one-month lockout, according to SDPI. Around 2 

million to 3 million small businesses would undoubtedly require financial assistance to reopen 

after a shutdown. SMEs are facing a complex supply chain disruption due to the current 

scenario, which will have an impact not just on financial sustainability, but also on the SMEs' 

supply chains (Javed & Ayaz, 2020). Shafi et al. (2020) reported that COVID-19 increase in 

Pakistan and discovered that businesses encountered serious challenges such as decreased 

growth in sales, supply constraints, supply chain disturbance, and lower earnings. The report 

stated that 83% of firms were unprepared to deal with the shock. Furthermore, the majority of 

companies in the country cannot sustain prolonged shutdowns. 

In Pakistan, there are around 3.8 million SMEs in operating. Burhan et al. (2020) indicate that 

the overall industry is made up of services, manufacturing, marketing, and start-ups as SMEs. 

The pandemic's impact was seen throughout the industry. As per study sample 1,500 SMEs 

owners in Pakistan's major cities that were severely damaged by COVID-19. Survey results 

indicate that 95% of SMEs have decreased their activities since the epidemic began. In all, 92% 

of SMEs experienced supply shortages as a result of supply chain problems. Furthermore, 23% 

of SMEs have recorded total loss as a result of the withdrawal of all external demand. In the 

months following the shutdown, approximately 46% of firms cut their employment. 

Ultimately, 89% of enterprises suffer in financial trouble as a result of the rise of COVID-19 

(Seth et al., 2021). Unemployment rises as a result of commercial site closures after COVID-

19. As the unemployment rate skyrocketed following the epidemic, the authorities became 



 
 
 
 

DOI 10.5281/zenodo.7472793 

 

1265 | V 1 7 . I 1 2  

 

concerned about business failures. On the directions of the government, the State Bank of 

Pakistan (SBP) introduced a funding plan for small and medium-sized firms to pay salaries and 

wages at subsidized prices. This move was done to assist companies during a period of crisis 

and to minimize unemployment (Sareen, 2020). 

Shutdowns immediately have an impact on corporate activity. On March 23, 2020, a lockdown 

was imposed in the Sindh province. Karachi is the capital and largest industrial zone of Sindh 

province, responsible for 30% of the country's exports. The first business day in Karachi was 

hampered by the shutdown, as just 50 of 2700 industries were open (Khurram et al., 2022). 

There are also approximately 5 million Pakistanis living at or below the subsistence level, and 

numerous unskilled or low-skilled workers in various industrial, agricultural, and service 

sectors that rely on daily wages in order to survive. The province of Punjab alone is estimated 

to have another 04 million people who work on a daily basis. Daily wagers have been most 

affected by lockdowns (Shafi et al., 2020). As a result of the ongoing crisis and lockdown, the 

unemployment rate is projected to reach 8.1% during fiscal year 2020-2021 (Siddiqui, 2020). 

Pakistan would suffer disproportionately, based on the explanation provided above. Pakistan's 

and the world's economies would be profoundly affected by the Coronavirus. To aid 

policymakers and practitioners in streamlining their plans to support MSMEs during the 

ongoing crisis, it is essential to empirically examine the effects of the COVID-19 epidemic on 

MSMEs. 

 

5. DISCUSSION 

Survival Strategy of SMEs in Indonesia 

The government has provided support incentives for MSMEs through the National Economic 

Recovery (PEN) program in 2020 and continued in 2021. The realization of PEN to support 

MSMEs amounting to Rp. 112.84 trillion has been enjoyed by more than 30 million MSMEs 

in 2020. 2021, the Government has also budgeted PEN to support MSMEs with funds of Rp 

121.90 trillion to maintain the continuation of the economic recovery momentum. The PEN 

program to support MSMEs in 2020 was noted to have succeeded in providing support for the 

business world, especially for the informal sector and MSMEs to survive the impact of the 

pandemic. In addition, it can also help in suppressing the decline in the workforce, there was 

the creation of new job opportunities with the addition of 0.76 million people who opened 

businesses and an increase of 4.55 million informal workers.  

The government also continues to encourage MSME players to go on board to digital platforms 

through the Proudly Made in Indonesia National Movement Program, where by the end of 2020 

there have been 11.7 million MSMEs on board. It is hoped that by 2030, the number of MSMEs 

that go digital will reach 30 million. In addition, the Government also encourages the expansion 

of Indonesian product exports through ASEAN Online Sale Day (AOSD) activities in 

2020. Of the 64.19 million MSMEs in Indonesia, 64.13 million are still MSEs that are still in 

the informal sector, so they need to be encouraged to transform into the formal sector. Indonesia 

also still has complicated licensing problems with many central and regional regulations or 

hyper-regulations governing licensing in various sectors that cause disharmony, overlap, non-
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operational and sectoral. Therefore, the Government is trying to accommodate this through the 

preparation of the Job Creation Law which was ratified in 2020. One of the substances 

regulated in the Job Creation Law is about the convenience, protection, and empowerment of 

MSMEs. The government hopes that through the Job Creation Law, MSMEs can continue to 

develop and be competitive. The Indonesian government has prepared various programs and 

policies both in the context of the National Economic Recovery and several programs that are 

expected to provide convenience, protection and empowerment for MSMEs. 

Survival Strategy of SMEs in Pakistan 

The World Bank (WB), International Monetary Fund (IMF), as well as a few official 

institutions in Pakistan, have made a number of proposals to aid in the recovery of the national 

economy in the face of diminishing COVID-19 cases. This paper contains specific policy 

recommendations for state authorities and SMEs for the sector's viability, resurrection, and 

expansion following the reduction of COVID-19's significant impact. 

Supply chain issues, business closures, and sales turnover declines caused by shutdowns may 

be addressed with the implementation of smart lockout regulations, which have been 

implemented in many nations throughout the world. In this time of need, the Government 

of Pakistan (GOP) stepped forward to aid SMEs' commercial operations. The funding program 

that helps SME workers' pay for a few months is a remarkable gesture by the state. The 

government could also launch short- and medium-term working capital lending packages for 

SMEs to help them manage their cash flow and allow liquidity. Export finance can also benefit 

Pakistani SMEs in the present environment. The government can especially give export 

funding to SMEs, which contribute considerably to a good balance of payments (SBP, 2020). 

According to IMF (2020) Pakistan Government allocated PKR 150 billion to low-income 

people, and GOP also handed a PKR 100 billion relief package to the SMEs sector. Another 

suggestion that goes beyond such preventative measures is to provide microfinance to aspiring 

entrepreneurs. "Kamyab Jawan Program" is the main initiative designed to empower young 

entrepreneurs, and the current administration should provide a stronger financial package for 

it. The increased funding will enable youth to begin more small and medium-sized businesses 

in the foreseeable future. As a result of the COVID-19 epidemic, SMEs will not only be able 

to rebuild and expand, but unemployment will be reduced as well. Under the present epidemic 

crisis, when SMEs are negatively impacted, the rigid terms and conditions of government-

supported programmes should be loosened. This policy aims to increase the access to finance 

for small business owners and entrepreneurs, which may stimulate the recovery of the SMEs 

sector after a period of hardship. The IMF report indicates that only 42% of SMEs were able 

to pay employees' salaries through loans or grants. Government funding programs can assist 

SMEs with maintaining their operations and retaining their employees. The funding plan will 

assist them in retaining skilled employees when layoffs result in the loss of experienced 

employees. Because SMEs' earnings and demand are declining, the authorities should enable 

enterprises and consumers to engage in the marketplace following COVID-19 (SOPs) for 

extended hours during day, while the existing policy restricts market hours through rigid 

regulations. 
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6. CONCLUSION 

The focus of this review paper is on analysing the effect of COVID-19 on Pakistan's SME 

sector following its breakout. Initially, the data and relevant literature are examined collectively 

in order to determine the implications that SMEs have encountered as a result of the COVID-

19 increase. The study is based on an extensive literature review from SMEs in Indonesia and 

Pakistan’s major cities to validate the literature and preliminary findings of financial and 

economic agencies such as the central bank and the World Bank. According to the analysis, 

COVID-19 has caused major challenges for both countries' SME sectors. Small and medium-

sized businesses have faced challenges such as a lack of commodities, transit disruptions, a 

drop in sales, a decline in revenues and sales, restricted services, lockdowns, and staff layoffs. 

The results of the study are supported by policy recommendations for public and SME 

management. The measures listed as recommendations are practical implications of this study 

for stakeholders. Funding schemes, innovation and entrepreneurship loans, skilled employee 

retention programs, liquidity expansion through additional short-term loans, and proactive 

planning for an unfavourable future are only a few of the proposed strategies for the revival of 

the SME sector. This study adds to the body of knowledge about the impact of pandemics on 

small and medium-sized businesses and offers up new paths for future research. A separate 

research examining the impact of COVID-19 before and after on SMEs would add value to the 

body of knowledge and have practical consequences. An extended context of SMEs from 

multiple nations should be examined in order to identify the most important consequences of 

COVID-19 for the SME sector. Furthermore, an essential conclusion of this is that future 

researchers should include the company sector along with size and age as control variables in 

HRM studies, particularly among SMEs. 
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