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The purpose of this paper is to determine how COVID-19 shocks and government policies 
affected MSMEs’ financial and non-financial performance during the economic turmoil. 
The paper used both quantitative and qualitative methods. An online questionnaire 
survey was used to collect quantitative data from 380 Saudi MSMEs. The direct effects of 
the exogenous variables on the endogenous variable were determined using partial least 
squares structural equation modeling (PLS-SEM). Furthermore, multigroup analysis was 
used to examine the moderating effect of policy response on other variables. Interviews 
were conducted from a qualitative standpoint, and the information was converted into 
texts and qualitatively analyzed. Demand Shocks, Management/Operational Shocks, and 
Supply Shocks all have a significant impact on financial performance. The only significant 
predictor of non-financial performance was demand side shocks. Management/
operational side shocks, on the other hand, have no effect on the non-financial 
performance of MSMEs. Furthermore, policy response was found to be a powerful 
predictor of both financial and non-financial performance. During the COVID-19 
outbreak, MSMEs’ policies and assistance programs had no discernible impact on demand 
and supply side shocks, as well as financial and non-financial performance. Overall, the 
findings of this study will help the Saudi government and other policymakers determine 
the best way to deal with current and future COVID-19 pandemics. 

1. Introduction   

Most economies rely heavily on micro, small, and 
medium-sized enterprises (MSMEs) to drive economic 
growth, job creation, income generation, and innovation. 
MSMEs account for the majority of businesses and roughly 
60% of all jobs worldwide (World Bank, 2022; WTO, 2020). 
In high-income countries, the sector accounts for approx
imately 55% of GDP and more than 65% of total employ
ment (WTO, 2016), while in middle-income countries, the 
sector accounts for approximately 70% of GDP and 95% of 
total employment. 
In the Arab world, MSMEs are estimated to account for 

over 90% of all businesses. In Saudi Arabia, the MSMEs 
make up majority of firms, accounting for about 99.6% of all 
private sector establishments and more than 60% of all pri
vate sector employees in the country (Roomi et al., 2021). 
However, the Corona Virus Disease 2019 (COVID-19) has 
significantly slowed down the growth of the global econ
omy and caused a massive unemployment rate, especially 
in small businesses (Hossain et al., 2022; OECD, 2020b; 
Sneader & Singhal, 2020; Wiggins & Hancock, 2020). The 
COVID-19 pandemic, according to the International Mon
etary Fund (IMF), reduced global economic growth in 2020 
(Das et al., 2021), indicating that many economies, includ

ing emerging economies, are likely to continue to face eco
nomic challenges after COVID-19, which could have a long-
term economic impact on the MSME sector. Due to the 
circumstance, numerous businesses have been forced to de
clare bankruptcy and close their doors, which has worsened 
the financial crisis and increased unemployment. According 
to GASTAT (2022), Saudi Arabia’s unemployment rate in
creased from 7.3% in 2021 to 9.7% in 2022. As a result, the 
government was forced to act quickly with a number of ini
tiatives to support individuals and small businesses, which 
in turn had an effect on both market access and competi
tion dynamics. However, the medium- to long-term viabil
ity of businesses has not been sufficiently maintained by 
the policy response and support measures. 
Previous research on MSMEs focused on macroeconomic 

indicators such as GDP rather than micro or firm-level is
sues. Despite the fact that many studies conducted during 
COVID-19 focused on the financial performance of small 
businesses (Hanggraen & Sinamo, 2021; Hattiambire & 
Harkal, 2021; Pagaddut, 2021), research examining both fi
nancial and non-financial performance of MSMEs remains 
limited. There is currently very little impact analysis and 
survey-based research on the implications of COVID-19, 
particularly on Saudi Arabia’s MSMEs. As a result, it is nec
essary to broaden the existing body of knowledge about the 
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financial and non-financial performance of micro, small, 
and medium enterprises, as well as identify the necessary 
supports for long-term business performance. The study 
will be extremely useful to the Saudi government and other 
decision-makers in determining the most effective govern
ment initiatives to address current and future COVID-19 
epidemic issues. 
Thus, the primary objective of this research is to assess 

how COVID-19 shocks and government initiatives affect 
MSMEs’ financial and non-financial performance in Saudi 
Arabia during the economic downturn, and to develop pol
icy guidelines on mechanisms and approaches for stimu
lating the sector. To achieve this research objective, this 
study examined various industry types where MSMEs pre
dominate, such as manufacturing, wholesale, retail, and 
services. This paper will help policymakers to develop the 
mechanisms, regulations and supporting strategies for 
MSME types that are most at risk and understand the kind 
of help needed to tackle the current and future challenges 
caused by the COVID-19 outbreak. 

2. Theory   
2.1. Theoretical framework    

This paper builds on dynamic capabilities theory to ex
amine the consequences of COVID-19 outbreak on business 
performance of micro, small and medium enterprises in 
Saudi Arabia. The theory has become one of the most 
widely applied theoretical frameworks in management and 
strategic studies (Castaldi et al., 2011; Laursen et al., 2012; 
Zaheer et al., 2010). The dynamic capabilities theory was 
developed as a method for comprehending strategic 
changes (Teece et al., 1997) with the aim of defining the 
factors that underpin long-term success while also offering 
a framework for how businesses can gain and maintain 
competitive advantages in challenging circumstances 
(Alves & Galina, 2021; Wilden et al., 2016). According to 
Eisenhardt & Martin (2000), dynamic capabilities are the 
organizational and strategic practices that businesses use 
to acquire new resource configurations in line with how 
markets emerge, collide, divide, evolve, and stop. 
This theory was created specifically to look at how an or

ganization behaves and how that behavior relates to how 
well it performs. According to the theory, a company’s abil
ity to adapt, integrate, innovate, and reconfigure skills, re
sources, and functional competences in a complex and 
quickly changing business environment is what gives it a 
sustainable competitive advantage (Colombo et al., 2020; 
Kump et al., 2019; Teece, 2014; Yeniaras et al., 2020). As a 
result, it places a focus on company-specific organizational 
and managerial processes to combat internal and external 
threats using a dynamic strategy. Dynamic capabilities the
ory, in contrast to other management theories, explains 
how businesses respond to environmental uncertainty as 
well as their resilience to deal with events that have already 
happened (Heredia-Colaço & Rodrigues, 2021). It has an 
impact on the performance of the company to the extent 
that it modifies the set of assets, operational practices, 
and competencies that in turn influence the firm’s financial 

performance (Helfat & Raubitschek, 2000; Zollo & Winter, 
2002). The capacity to make rational decisions and react 
quickly to tumultuous environments remain major chal
lenges for firms, particularly small-scale businesses (Eg
gers, 2020; Lee, 2009; Pavlou & El Sawy, 2011). In light 
of the COVID-19 pandemic’s unprecedented and unpre
dictable crisis, implementing dynamic capabilities theory 
increases the likelihood that an organization will succeed in 
the current environment (Bailey & Breslin, 2021; Clauss et 
al, 2021; Breier et al., 2021). 
Without a doubt, the COVID-19 crisis has disrupted the 

global economy of micro, small, and medium-sized busi
nesses. Because of this, it is essential to look into the extent 
of the disruption in terms of demand shocks, supply shocks, 
operational shocks, policy response, and the implications 
for the performance of small-scale businesses. As a result, 
the theory of dynamic capabilities will provide a strong the
oretical foundation for the current study. In this regard, 
we suggest that MSMEs’ performance during COVID-19 is 
largely dependent on their capacity to establish, grow, or 
modify their resource bases. 

3. Literature Review    

COVID-19 threatens the financial security of both or
ganisations and individuals (Miklian & Hoelscher, 2022; 
Sneader & Singhal, 2020), preventing working people from 
leaving their homes and businesses from meeting demand 
(Hossain et al., 2022; Smith-Bingham & Hariharan, 2020). 
Despite stringent government measures to combat it, the 
virus has exposed most businesses to major problems such 
as cash flow issues, closure of operations, layoffs, retrench
ment, and reduced commercial transactions (Craven et al., 
2020; Smith-Bingham & Hariharan, 2020; Wahyudi, 2014). 
As a result, several countries experienced a downturn 
(OECD, 2020b). Large-scale local and cross-border move
ment regulations, which result in the closure of national 
and local businesses as well as multinational corporations, 
also have an impact on business performance (Smith-Bing
ham & Hariharan, 2020). 
Changes in business strategy, procedures, as well as de

mands to find new income streams and rebuild prospects, 
limit the viability of many MSMEs depending on the type 
of economic activity, size, and assets at hand (Cassia & Mi
nola, 2012; Svatošová, 2017; Syed, 2019). It is critical that 
the impact of such issues be evaluated as soon as possible 
due to the current dearth of data that practitioners, policy
makers, and other important stakeholders have access to. 

3.1. Supply Side Impact on Business Performance        

According to Fornaro and Wolf (2020), a pandemic is a 
negative shock to the growth rate and productivity. The 
COVID-19 crisis’ economic impact has been attributed to 
supply and demand shocks (Baldwin & Weder di Mauro, 
2020). A supply shock is defined as something that reduces 
the economy’s ability to produce goods and services at pre
determined prices. Pandemic supply shocks are commonly 
regarded as labor supply shocks. Several pre-COVID-19 
studies focused on direct labor loss due to death and illness 
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(McKibbin & Sidorenko, 2006; Santos et al., 2013), though 
some have also considered among other shocks, reduced 
labor supply due to mortality, morbidity due to infection, 
and the need to care for affected family members. The eco
nomic impact of social distancing policies in nations with 
such policies in place was significantly greater than the di
rect effects of mortality and morbidity. According to Maria 
del Rio-Chanona et al. (2020), social-distancing policies are 
more likely to have a larger impact than direct mortality 
and morbidity. 
In terms of supply, the coronavirus pandemic had a dev

astating impact on MSMEs (Hossain et al., 2022; Juer
gensen et al., 2020). Governments and public health au
thorities around the world implemented restraint and 
mitigation measures, such as social distance, which inad
vertently caused the controlled shutdown of entire eco
nomic sectors, particularly those that provide goods and 
services involving high levels of physical contact with other 
people. Due to social and physical constraints, the MSMEs 
saw a decline in revenue, which in turn caused a decrease 
in capacity utilization and a disruption in distribution ac
tivities. Businesses face a shortage of workers on the supply 
side, when people’s movements are restricted. As a result 
of the containment measures, more production capacity 
is lost, resulting in lower performance. Supply chains are 
also disrupted, resulting in component and consumer goods 
shortages (Lu et al., 2020; Miklian & Hoelscher, 2022; 
OECD, 2020a). 
The ability of MSMEs to function has a significant im

pact on their ability to generate revenue, and as a result, a 
sudden and drastic drop in revenue can lead to significant 
financial difficulties. In addition to their concerns about 
the virus, clients are concerned about losing their savings 
and the possibility of losing their jobs due to long-term 
unemployment (Wisniewski et al., 2021). A number of in
dustries, including travel and aviation, have suffered as a 
result. Small businesses are more vulnerable to social dis
tancing than larger corporations (Adian et al., 2020; Fairlie 
& Fossen, 2021; Miklian & Hoelscher, 2022). Many have ar
gued that if the COVID-19 pandemic continues, the supply 
shock will spread even more widely across economies (Das 
et al., 2021), affecting performance and growth. 
Several studies have been conducted to investigate the 

effects of COVID-19-induced supply shocks on business 
performance (Barrero et al., 2020; Carletti et al., 2020; 
Guerini et al., 2020; Krueger et al., 2020; Schivardi & Ro
mano, 2020). According to studies conducted on developing 
countries by Apedo-Amah et al. (2020) and Chetty et al. 
(2020), the COVID-19 shock had a persistent negative im
pact on sales, which subsequently affected overall business 
performance. The pandemic resulted in a significant num
ber of business closures, job losses, and weakened financial 
positions (Bartik et al., 2020). Similarly, Bloom et al. (2021) 
used a panel survey of 2,500 SMEs in the US and discovered 
that over 40% of firms experienced sales drops, which has 
an impact on the performance and survival of small busi
nesses. As a result, this study contends that supply disrup
tions can have a negative impact on business performance, 

particularly in the MSME sector. As a result of the above 
discussion, the following hypotheses were proposed: 

H1: The supply side shocks will have significant negative 
impacts on MSMEs’ financial performance in Saudi Ara
bia during the COVID-19 economic crisis. 
H2: The supply side shocks will have significant negative 
impacts on MSMEs’ non-financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 

3.2. Demand Side Impact on Business       
Performance  

The pre-COVID-19 literature on epidemics and discus
sions of the current crisis make it clear that epidemics 
have a significant impact on consumer spending and de
mand patterns. A demand shock is could be described as 
something that reduces consumers’ ability or willingness 
to buy goods and services at given prices. Concerning the 
COVID-19 pandemic, demand was reduced due to a desire 
to avoid infection. Many consumers seek to reduce their 
risk of virus exposure, which reduces demand for products 
and services that require close contact with others. Many 
businesses have seen a drop in demand or an inability to 
fulfill orders as a result of the worldwide manufacturing 
plant lockdowns (Juergensen et al., 2020; OECD, 2020a; Ra
paccini et al., 2020). Due to consumers’ desire to avoid 
infection, non-essential industries like entertainment, 
restaurants, and hotels also see a significant decline in de
mand (Brinca et al., 2020). 
Furthermore, the demand shock was caused by income 

loss as a result of the pandemic, which reduced customer 
spending and consumption of all types of goods and ser
vices, including automobiles and appliances. MSMEs were 
hit the hardest, with many closing their doors either tem
porarily or permanently and laying off employees. The 
stand-alone MSMEs encountered significant logistical chal
lenges. Independent consumer-focused MSMEs typically 
operate in markets with high demand elasticity. Customers’ 
job loss/insecurity, as well as their financial difficulties, 
have resulted in a dramatic drop in demand for many 
MSMEs (Keane & Neal, 2021; Mehta et al., 2021). Due to 
this and increased uncertainty about the pandemic’s 
course, demand for goods and services decreased across all 
industries, but especially in the MSME sector (Gourinchas 
et al., 2020). 
Several studies have recently examined how demand 

shock affects a firm’s performance. According to a study 
by Mehrotra et al. (2020), the decline in demand signifi
cantly decreased the small businesses’ income, which ulti
mately had an impact on how well they performed. Similar 
to this, Adeola (2016) argued that the performance of SMEs 
is significantly impacted by external environments, such 
as economic, demographic, socio-cultural, financial, global, 
and social, which they are less able to influence (Lai et 
al., 2016). The greatest impact of the pandemic on MSMEs’ 
business performance was the loss of sales and revenues 
brought on by a decline in demand and the closure of non-
essential business establishments (Velita, 2022). If MSMEs 
do not develop appropriate firm-specific strategies to re
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sume operations and close a significant demand gap in the 
market, the long-term effects could be catastrophic (Tri
pathy & Bisoyi, 2021). The literature, however, lacks em
pirical studies on the connection between demand shocks 
and the financial and non-financial performance of MSMEs 
in emerging economies, particularly Saudi Arabia. Follow
ing these discussions, the following hypotheses were exam
ined: 

H3: The demand side shocks will have significant negative 
impacts on MSMEs’ financial performance in Saudi Ara
bia during the COVID-19 economic crisis. 
H4: The demand side shocks will have significant negative 
impacts on MSMEs’ non-financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 

3.3. Management & Operational Side Impacts on        
Business Performance   

As a result of the COVID-19 outbreak and the ensuing 
lockout, a number of MSMEs have been forced to temporar
ily close their doors and cut costs (Block et al., 2022; Thor
gren & Williams, 2020). In fact, MSMEs are less equipped 
to deal with shocks than large companies because they lack 
adequate managerial and financial resources (Bartik et al., 
2020; Piette & Zachary, 2015; Prasad et al., 2015). Accord
ing to the ILO, COVID-19 will increase unemployment by 
5.3 million to 24.7 million people worldwide, warning that 
“sustaining business operations will be particularly diffi
cult for small businesses” (ILO, 2020). According to Nu
runnabi et al. (2020), 46% of Saudi enterprises reported 
a 100% decrease in regular sales/revenue, while 79% of 
MSMEs owners cancelled their business plans during the 
COVID-19 pandemic. According to many studies, the cur
rent pandemic poses a threat to the operational continuity 
of small-scale businesses; therefore, business owners and 
managers must be prepared to develop adaptive survival 
strategies to combat the effect of the COVID-19 epidemic 
(Hudecheck et al., 2020; Soumodip & Stewart, 2021). 
A crisis, such as the COVID-19, may jeopardize the func

tioning and performance of a small business by disrupting 
its structures, operations, and capabilities (Williams et al., 
2017). According to an International Trade Centre survey of 
SMEs in 132 countries, two-thirds of micro and small busi
nesses stated the crisis has had a significant impact on their 
operations, and one-fifth are considering closing down per
manently (ITC, 2020). Similarly, a McKinsey (2020) study on 
several surveys in a variety of countries found that small 
businesses could close permanently as a result of the pan
demic’s disruption, though to varying degrees depending 
on the country. According to OECD analysis, the crisis is 
particularly affecting transportation, manufacturing, con
struction, wholesale and retail trade, air transport, accom
modation, food services, real estate, professional services, 
and other personal services. 
Recent studies on small businesses have shown that un

expected shocks brought on by the COVID-19 outbreak 
have negatively impacted the operations of many busi
nesses, causing significant changes in the performances of 
firms relative to expectations (Larcker et al., 2020; Obren

ovic et al., 2020). The pandemic’s effects on business op
erations, activity disruptions, and firm closures have been 
found to have a negative impact on firms’ performance 
(Larcker et al., 2020). According to a study by Bartik et al. 
(2020) on business operations, operational shocks brought 
on by the COVID-19 outbreak have resulted in subpar busi
ness performance. However, despite the fact that there have 
been many studies on the effects of COVID-19 on MSMEs, 
very few have looked at the potential effects of operational 
shocks on MSMEs’ performances. Additionally, it has been 
reported that operational shocks have a significant negative 
impact on the revenue side of a company’s performance, 
casting doubt on its sustainability (Kells, 2020). MSMEs can 
prosper in the new normal reality by adjusting to the oper
ational change and creating proactive strategies and mea
sures. As a result, the following hypotheses were investi
gated: 

H5: Management and operational side shocks will have a 
significant negative impact on MSMEs’ financial perfor
mance in Saudi Arabia during the COVID-19 economic 
crisis. 
H6: Management and operational side shocks will have a 
significant negative impact on MSMEs’ non-financial per
formance in Saudi Arabia during the COVID-19 economic 
crisis. 

3.4. Policy Initiatives’ Impacts on Business       
Performance  

In response to the COVID-19 pandemic, governments 
around the world have implemented a variety of policies to 
assist micro, small, and medium-sized businesses (MSMEs). 
Many governments were quick to implement policies that 
allow MSMEs to postpone payments and obtain new lines 
of credit from government agencies and financial institu
tions (Belghitar et al., 2022; Didier et al., 2021), as well as 
provide relief for workers through specific pay and salary 
to aid short-term unemployment (Juergensen et al., 2020), 
whereas only a few economies introduced policies that were 
geared toward long term demand sustainability, such as 
new market alternative, innovation, and capacity building 
(OECD, 2020a). In Saudi Arabia, the government has im
plemented a series of policy responses aimed at assisting 
MSMEs, such as wage, tax, and rent subsidies, as well as di
rect lending for short-term survival. However, in order to 
achieve long-term resilience, MSMEs must be innovative in 
adapting their business model to capture potential demand, 
particularly in the worst-hit sectors, which experience mas
sive loss of demand due to changes in customer behavior 
and the business environment during the pandemic. 
It has been argued that MSMEs require a mix of policies 

to ensure their survival (Pedauga et al., 2022), but govern
ment assistance will be beneficial in mitigating the effects 
of the COVID-19 crisis (Liguori & Pittz, 2020). According 
to Adam & Alarifi (2021), providing external assistance to 
small businesses during the COVID-19 crisis is critical for 
MSMEs to identify new opportunities for growth and im
prove their performance, particularly those that have suf
fered the most from disruptions. External assistance is re
quired to foster MSMEs’ innovation capacity, particularly in 
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terms of integrating external knowledge and developing ex
ternal collaborations (Pierre & Fernandez, 2018). As a re
sult, the government’s role as a policymaker in expanding 
MSMEs’ market access became increasingly clear. The gov
ernment may provide capacity building programs and direct 
mentorship to assist MSMEs in acquiring relevant skills and 
knowledge to meet rising demand in order to facilitate a 
smooth transition to a new business model. According to 
Rehman (2016), affirmative action programs can have far-
reaching positive economic effects by improving minority 
employment and providing greater access to markets and 
capital, in addition to other positive social outcomes such 
as social justice and equality. 
MSMEs’ resilience and performance have been harmed 

by the COVID-19 pandemic. Because the market is unable 
to allocate resources optimally in this situation, the gov
ernment must act as a catalyst to strengthen or even en
courage businesses to improve their competitive perfor
mance and market output (Mankiw, 2011; Osborne & 
Gaebler, 1992; Porter, 1985). Reviving the MSME sector will 
be extremely difficult without government intervention. 
Existing research on MSMEs has found a link between gov
ernment policy and small business performance. They dis
covered that government policy has a significant impact 
on MSME performance (Ndiaye et al., 2018). Evidence also 
shows that, with or without a crisis, government response 
is an important factor in stabilizing and improving the per
formance of MSMEs (Antonescu, 2020; Gourinchas et al., 
2020; Juergensen et al., 2020; Supardi & Hadi, 2020). Dur
ing the pandemic, Fernandes (2020) emphasized the im
portance of government policies in resolving financial chal
lenges in SMEs. Following these discussions, the following 
hypotheses were investigated: 

H7: The policy initiatives will have a significant positive 
impact on MSMEs’ financial performance in Saudi Arabia 
during the COVID-19 economic crisis. 
H8: The policy initiatives will have a significant positive 
impact on MSMEs’ non-financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 

3.5. COVID-19 Shocks and Responses of MSMEs        
under Different Business Size and Type       

Business size and sectoral differences are key differen
tiators in how firms respond to disruptive shocks like the 
COVID-19 pandemic. Because of their limited resources 
and vulnerable business models, the quarantine and dis
ruption of non-essential activities as a measure to contain 
the COVID-19 pandemic has had a greater impact on 
MSMEs. The literature on small business recognizes the 
unique organizational characteristics associated with size, 
such as management structure and resource attributes 
(Hutchinson et al., 2021). Firms in different sectors, for 
example, are more likely to respond to crises in different 
ways, so some may be vulnerable while others are resilient 
to the shocks. Similarly, due to experience and capability, 
larger firms may be able to withstand shocks better than 
smaller firms. It is argued that small businesses face greater 
uncertainty and resource constraints than larger organi

zations, posing challenges to organizational resilience 
(Wishart, 2018). While prior research indicates that the 
paths to small business organizational resilience are nu
merous and diverse, the framework developed by Weick and 
Sutcliffe (2001) identifies four types of resilient capabilities 
in small businesses, namely resourcefulness, technical, or
ganizational, and rapidity; however, small businesses fall 
short in all resilient capabilities. 
Given that small businesses are more vulnerable to 

shocks (Marshall et al., 2015) and are more likely to close 
due to an unexpected crisis (Sydnor et al., 2017), tailoring a 
strategy to the current situation could help MSMEs survive 
the current economic downturn (Ratten, 2020). According 
to the findings, micro, small, and medium-sized business 
closures increased by 46.7% in micro and 30.6% in small 
and medium-sized businesses, respectively (Nurunnabi et 
al., 2020). Even after the pandemic, it is expected that many 
MSMEs will remain vulnerable to business risks because 
the “new normal” will necessitate changes in business and 
infrastructure management. To mitigate this risk, innova
tion has been identified as a critical component of business 
recovery during and after a pandemic (Caballero-Morales, 
2021); however, MSME are frequently characterized by a 
lack of innovation. Smaller businesses are less innovative 
than larger corporations on average (OECD, 2018). Due to 
resource constraints and economies of scale, most MSMEs 
lack access and innovation capacity (Kurniati & Prajanti, 
2018). 
Previous research on small businesses has also found 

a direct link between firm size and the performance of 
small and medium-sized businesses (Biggs & Shah, 2006; 
Serrasqueiro & Nunes, 2008). Evidence suggests that firm 
growth, size, and age are very important in determining a 
firm’s future earnings capacity, success, and performance, 
particularly across different sectors; their crisis strategies 
and responses must be firm-specific or sector-specific (An
tonescu, 2020; Gourinchas et al., 2020; Juergensen et al., 
2020; Lee, 2009). Based on these discussions and the fact 
that the MSMEs sector is the most vulnerable sector in the 
era of the COVID-19 pandemic due to its size, scale of busi
ness, limited financial resources, and, most importantly, 
a lack of capacity to deal with something so unexpected 
(Béné, 2020; Sipahi, 2020), this study hypothesized that: 

H9: The differences in business profiles will have signifi
cant impacts on MSMEs’ financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 
H10: The differences in business profiles will have signif
icant impacts on MSMEs’ non-financial performance in 
Saudi Arabia during the COVID-19 economic crisis. 

4. Methodology   

The majority of research on micro, small, and medium 
enterprises has used quantitative technique (Majoni et al., 
2016), yet past studies employing a single methodology 
have found several drawbacks (Ibeh et al., 2006; Ismail & 
Kuivalainen, 2015). In order to collect adequate informa
tion from stakeholders of the MSME sector and provide 
strong evidence for the research model, this study uses 
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a descriptive methodology that includes quantitative data 
(questionnaires) and semi-structured interviews (Yin, 
2009), which is crucial when dealing with an unprecedented 
pandemic (Kraus et al., 2020). Nevertheless, more emphasis 
was placed on the quantitative methodology of research 
due to the nature of the current study. First, the quanti
tative data was collected and analyzed, then the qualita
tive data was collected and interpreted (Creswell & Plano-
Clark, 2007). This approach is important, as it allows us to 
exploit the strengths of both approaches to achieve more 
complete understandings of the impact of COVID-19 
shocks on the performance of MSMEs in Saudi Arabia 
(Berkovich, 2018). 
The results of the questionnaire phase enabled the 

proper interview guide to be used when approaching the in
terviewees. We made sure that the people we interviewed 
reflected the various traits of the MSMEs taking part in 
the study. In the qualitative method, a semi-structured in
terview was held with six participants, including 2 poli
cymakers, a member of civil society, an academic at the 
professor level, a small business owner, and a senior em
ployee of a medium-sized corporation. Strategic goals, pol
icy actions, and the projected supports for corporate sur
vival were the three key subjects of the interview guide. To 
enable better understanding, profound insights, and vigor
ous opinions being elicited, the interview questions were 
open-ended. The interviews were recorded, and data trans
lated into texts and analysed qualitatively. By showing a 
distinction between the current predicament MSMEs are 
in and their strategies to survive potential future occur
rence, a feature many prior studies have overlooked, this 
method enables theory to be extended. Each interview was 
conducted individually, and all interviewees’ identities and 
statements remained confidential. The interviews were 
conducted in July 2021 and generally lasted between 45-60 
minutes. 

4.1. Measures and Instrument     

The prior research served as the basis for the measures of 
the constructs in this study. A questionnaire was designed 
to obtain data on the performance of micro, small and 
medium enterprises in Saudi Arabia during the COVID-19 
pandemic. Prior to the large-scale quantitative research, 
a pilot study was conducted to examine the suitability of 
the questionnaire and the clarity of the items. Four experts 
were consulted, including policymakers, an academician, 
and a small business owner in Saudi Arabia. They provided 
feedback, and the questionnaire was revised accordingly. 
The questionnaire’s structure was determined by the ob
jective of the current study and was created to gather in
formation for experimentally testable criteria. The impacts, 
types of problems, and kinds of supports needed were used 
to gauge the structures. The questionnaire consists of 43 
items structured as follows: descriptive data of the respon
dents (11 items); demand side shocks (5); supply side 
shocks (6); management and operational side shocks (5); 
Policy initiatives (5); financial performance (6); non-finan
cial performance (5). All the items were marked as manda
tory in the online survey, so there was no incomplete or 

missing data. Each construct was evaluated on a 5-point 
Likert scale, “strongly disagree” (1) to “strongly agree” (5). 
This range of options has been found to be highly reliable 
and valid in increasing the degree of consistency in scale 
measuring (Caruana et al., 2000). 

4.1. Data Collection & Sample      

This study employs a cross-sectional research design. 
The method is convenient, simple, and effective for gather
ing data to achieve research goals (Cavana et al., 2001). The 
micro, small, and medium-sized firms (MSMEs) in Saudi 
Arabia that have between 1 and 249 employees are the 
only ones covered by this study. Although an online survey 
was conducted throughout Saudi Arabia between May and 
July 2021, the final sample obtained only included respon
dents from eight of the country’s most populous provinces: 
Riyadh, Makkah, Madinah, Jazan, Aseer, Najran, Qassem, 
and the Eastern province. 
The online questionnaire was created in both English 

and Arabic so that respondents could select the language 
in which they would most easily understand the questions. 
According to Bryman & Bell (2014), online survey is less ex
pensive and speeds up the process of getting a lot of re
sponses. More importantly, it is deemed appropriate given 
the COVID-19 restrictions and the social distance policy. 
This study’s respondents were primarily MSME business 
owners, managers, and employees. 
Convenience random sampling technique was used to 

gather the data. For assistance with the online data col
lection, the Saudi Central Bank (SAMA), the Chambers of 
Commerce, and the Saudi Small and Medium Enterprises 
General Authority (Monsha’at) were contacted. The agen
cies were sent emails with a link to the online survey after 
giving their consent. Regular reminders were sent to the 
contacts via emails and phone calls to ensure high response 
rate. The questionnaire was completed by 380 respondents 
at the end of the survey period. The time required to com
plete the questionnaire was 8 to 10 minutes. This sample 
was deemed adequate, and the data was analyzed using 
PLS-SEM (Hair et al., 1998; Sekaran & Bougie, 2003). 

5. Data Analytical Techniques     

Partial Least Square-Structural Equation Modelling 
(PLS-SEM) technique was utilized to analyse the data using 
Smart-PLS 3.2. PLS-SEM has been described as an excellent 
analytical method for assessing models since it reduces 
type II errors and can handle formative and complicated 
models (Chin, 1998). It makes the analysis of structural 
models that include multiple-item constructs with direct 
and indirect routes easier. Hair, et al. (2019), have argued 
that PLS-SEM is preferred over covariance-based SEM (CB-
SEM) because of its philosophy of measurement and goal 
of analysis (i.e., to forecast and create theory rather than 
to validate the theory). In line with the recommendations 
of Byrne (2016) and Kline (2011), the data was checked for 
multivariate normality before evaluating the model. Skew
ness coefficient (β = 2.447) and kurtosis coefficient (β = 
51.686) were above the threshold score of 2 and 20 respec
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tively when utilising Mardia’s coefficient technique, which 
indicates that data is not normally distributed. As a result, 
PLS-SEM is more suited for analysing the measurement and 
structural models, since bootstrapping (i.e., non-paramet
ric inference) is used (Sarstedt et al., 2020). 

5.1. Common method variance     

The common method bias (CMV) can overestimate the 
strength of the correlations between the model’s variables 
because all of the responses came from the same place. 
Harman’s Single Factor (Podsakoff et al., 2012) and com
prehensive collinearity assessment can be used to uncover 
this possible bias (Kock & Lynn, 2012). Results showed 
that the highest variable explained by an individual factor 
was 22.167 percent (<50 percent) according to the recom
mendations of Podsakoff et al. (2012). Since there was no 
collinearity in this study, a variance inflation factor (VIF) 
was found to be below 3.30 (Kock & Lynn, 2012). Overall, 
the findings show that CMV was not a problem in this re
search. 

6. Result and Analysis     
6.1. Demographic Profile of the Respondents       

As shown in Table 1, 85.3% of the respondents in this 
study are male, while 14.7% are female. In addition, the 
majority of those polled (36.1 percent) are between the ages 
of 30 and 39, followed by those aged 40 to 49. (33.4 per
cent). 20.5% of the population is above the age of 50, while 
9.2% are under the age of 30. The remaining 0.8% are all 
under the age of twenty. According to the survey, 64.5% 
of respondents have bachelor’s degrees, followed by mas
ters at 17.4%, and secondary certificates at 8.2%. There are 
38.2% business owners, 29.7% employees, and 27.4% man
agers among those who participated in the survey. More 
than four-fifths (68.6 percent) of respondents had worked 
for 21 years and above, followed by 11 to 15 years, 5 to 10 
years and 16 to 20 years of experience. Table 1 shows that 
just 13.9% of them had worked for five years or below. 

6.2. Descriptive Statistics of the Business Profiles        

Among those who responded, 25% have been in business 
for more than 20 years, followed by 11-15 years, 6-10 years, 
and 0-5 years at 24.7%, 24.2%, and 17.4%, respectively, 
while only 8.7% have been in business for 16-20 years. 
There were 46.3% of enterprises with 6-49 workers (small 
enterprise), followed by 40.8% of enterprises with 50–249 
(medium enterprise) employees and 12.9% of businesses 
with 1–5(micro enterprise) employees. According to the 
survey of these businesses, 43.4% of them are limited com
panies, followed by 35.3% sole proprietorship and 21.3% 
partnership. Most respondents’ businesses are physical 
(53.2 percent), followed by those that are both online and 
physical (39.5 percent), and only 7.4% of them are entirely 
online. There are also a large number of businesses in 
Riyadh, the Eastern region, Makkah, Asser, Qassem, Mad
inah, Jazan and Najran. As presented in Table 2, 40.5% 
of respondents’ businesses are service-based, followed by 

Table 1. Demographic Profile of the Respondents      

Frequency Percent 

Gender: 

Female 56 14.7 

Male 324 85.3 

Age 

below 20 years old 3 .8 

20-29 years old 35 9.2 

30-39 years old 137 36.1 

40-49 years old 127 33.4 

50 and above 78 20.5 

Highest education level 

No education 3 .8 

Primary 2 .5 

Secondary 31 8.2 

Diploma/ Certificate/ 
Training 

29 7.6 

Bachelor 245 64.5 

Masters 66 17.4 

PhD 4 1.1 

Position 

Business owner 145 38.2 

Manager 104 27.4 

Employee 113 29.7 

Others 18 4.7 

Length of employment 

below 5 years 53 13.9 

5-10 years 76 20.0 

11-15 years 79 20.8 

16-20 years 70 18.4 

21 and above 102 26.8 

manufacturing (29.2 percent), retail (23.2 percent), and 
wholesale (6.8 percent). 

6.3. Descriptive Analysis    

Based on the descriptive statistics analysis in Table 3, it 
emerges that a mean result of 3.52 demand side shocks and 
a mean of 3.30 supply side shocks is evident in the MSMEs. 
The result also reveals a mean of 3.30 for management & 
operational side shocks, while non-financial performance 
of MSMEs has a mean of 2.75. However, financial perfor
mance displays a mean of 2.71. Similarly, policy response 
reveals a mean of 3.10 impact on MSMEs. 

6.3. Measurement Model    

There was an investigation on the construct measures’ 
internal consistency reliability, convergent validity, and 
discriminant validity. Cronbach’s Alpha, composite reliabil
ity, and rho-A were used to check the structures’ reliability. 
A sufficient level of reliability is shown in Table 4 by val
ues higher than the benchmark of 0.70 for Cronbach’s Al
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Table 2. Descriptive Statistics of the Business Profile       

Frequency Percent 

Business establishment 

0-5 years 66 17.4 

6-10 years 92 24.2 

11-15 years 94 24.7 

16-20 years 33 8.7 

More than 20 years 95 25.0 

Number of Workers 

1-5 Workers (micro 
enterprise) 

49 12.9 

6-49 Workers (small 
enterprise) 

176 46.3 

50-249 Workers (medium-
sized enterprise) 

155 40.8 

Organisation Mode 

Sole Proprietorship 134 35.3 

Partnership 81 21.3 

Private Limited Company 165 43.4 

Business Form 

Online only 28 7.4 

Physical only 202 53.2 

Both Online & Physical 150 39.5 

Business Location 

Eastern Province 67 17.6 

Riyadh 214 56.3 

Asser 7 1.8 

Qassem 5 1.3 

Makkah 78 20.5 

Madinah 4 1.1 

Jazan 3 .8 

Najran 2 .5 

Industry Sector Type 

Manufacturing 111 29.2 

Retail 88 23.2 

Wholesale 26 6.8 

Services 154 40.5 

Others 1 .3 

Table 3. Descriptive Statistics   

Constructs N Mean Std. Deviation 

Demand Side Shocks 380 3.5163 1.05842 

Supply Side Shocks 380 3.2996 1.08044 

Management & Operational Side Shocks 380 3.2595 1.11811 

Non-financial Performance 380 2.7474 1.06385 

Financial Performance 380 2.7140 0.85702 

Policy Response 380 3.0747 1.17668 

pha, composite reliability, and rho-A, indicating the mea
sures are all reliable. 
Indicator loadings, composite reliability (CR), and aver

age variance extracted (AVE) were used to measure conver
gent validity. When the indicator loadings reach the thresh
old of 0.50, the composite reliability is above 0.70, and the 
AVE is greater than 0.50, the study found that it had at
tained convergent validity as indicated in Table 4 (Hair et 
al., 2017). Four items (DC4, MC4, FP2, & FP3) were re
moved because they did not meet the criterion for conver
gent validity. 
A heterotrait-monotrait (HTMT) ratio of 0.85 and Fornell 

& Larcker criterion were used to evaluate discriminant va
lidity (Fornell & Larcker, 1981; Henseler et al., 2015). As il
lustrated in Table 5, the diagonal values (bold) are larger 
than the off-diagonal values (Fornell & Larcker criterion), 
and there was a poor correlation between all the variables 
(HTMT). This reaffirmed discriminant validity of the con
structs. There was no evidence of multicollinearity among 
the predictors in Table 6, which demonstrates that all con
structs had variance inflation factor (VIF) values less than 
the benchmark value (Becker et al., 2015; Miles, 2014). 

6.4. Structural Model: Hypotheses Testing      

Five different types of predictive power are used to ex
amine the structural model: in-sample predictive power 
(also known as the Coefficient of determination, R2) (Hair 
et al., 2019), effect size (f2) (Cohen, 1988), predictive accu
racy (Q2 and PLS-predict), and path coefficients (Shmueli 
et al., 2016, 2019). The variance inflation factor (VIF) was 
used to cross-check the lateral collinearity issue. Based on 
the VIF values which are below the cut-off score as shown 
in Table 6, multicollinearity does not appear to be a prob
lem in the current study (Becker et al., 2015; Hair et al., 
2017). 
To assess the structural model’s significance for path co

efficients (95 percent bias-corrected and accelerated), t-val
ues, p-values, and confidence intervals were used. A boot
strap re-sample technique with 5000 sub-sample iterations 
was used to assess the structural model’s hypotheses. Table 
6 and Figure 2 show the correlations between the variables. 
All three of these hypotheses were found to be true (H1: β = 
-0.219, p = 0.001), and they were all shown to be associated 
with financial performance (H2: β = 0.2322, p = 0.001) and 
(H3: β = -0.185, p = 0.023), hence they were all supported. 
Only Demand Side Shocks were found to be a significant 
predictor of non-financial performance (H4: β = -0.146, p 
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Figure 1. Measurement model   

= 0.009) and thus supported. Non-financial performance is 
unrelated to management/operational side shocks or sup
ply side shocks (H5: β = -0.074, p = 0.147) (H6: β = 0.033, 
p = 0.342), hence these hypotheses are not supported. Both 
financial and non-financial performance (H7: β = 0.216, p = 
0.000) were supported by the policy response (H8: β = 0.267, 
p = 0.000). 
The next stage was to look at the prediction power of 

the in-sample data (coefficient of determination, R2). Ac
cording to the results, exogenous variables (Demand Side 
Shocks, Management/operational Side Shocks, Supply Side 
Shocks, and policy response) account for 15% of the volatil
ity in financial performance (refer Table 6). Also, Demand 
Side Shocks, Management/Operational Side Shocks, Supply 
Side Shocks, and Policy Response account for 11% of the 
variance in non-financial performance. The construct’s ef
fect size was then calculated using Cohen’s (ƒ2) (Cohen, 
1988). It is safe to state that any effect size (ƒ2) number 
greater than 0.02, 0.15, or 0.35 is considered to have a 
moderate or significant impact, respectively (Cohen, 1988). 
When considering the p-values for the two exogenous vari
ables, there were only two modest effects for the two en
dogenous factors, as shown in Table 6. 
To determine the structural model’s predictive accuracy, 

the blindfolding technique was used by computing Q2 val
ues (Geisser, 1975; Stone, 1974). Explanatory variables (i.e., 
financial and non-financial performance) are shown in 
Table 7 to be predictive of the model (with Q2 values above 
zero) (Hair et al., 2017). “An innovative approach for mea
suring the model’s out-of-sample prediction” was used to 
examine the model’s predictive accuracy. PLS-predict for 
out of sample prediction (Hair et al., 2019; Shmueli et al., 
2019). A PLS predict evaluation in Table 6 shows that the 
PLS-SEM estimation produced several Q2 values that are 

greater than the LM model, indicating the model’s predic
tive relevance. 
Predictive results can be described by following Shmueli 

et al. (2019)'s criteria, which show that some endogenous 
variables in the PLS model provided the lowest predictive 
error compared to LM model, indicating medium predictive 
power. Finally, the study used the standardised root mean 
square residual to evaluate the model’s fit (SRMR). Accord
ing to Hu and Bentler (1999), this paper’s SRMR (statistical 
reliability margin of error) is 0.064, which is less than 0.08. 

6.5. Moderating Impact Analysis     

To ascertain the moderating role of policy response on 
the relationships between demand side shocks, supply side 
shocks, management and operational shocks, and financial 
and non-financial performance, moderation analysis was 
performed by taking into consideration the interaction ef
fect of policy responses (Chin et al., 2003; Henseler & Chin, 
2010). The results of the moderation analysis are presented 
in Table 6 and Figure 3. As shown in the results, there was a 
significant interaction effect between management and op
erational shocks and financial performance of MSMEs (β = 
0.122, p = 0.031) with a medium impact size of 0.240. Sim
ilarly, the results show that policy response had a moder
ating effect on the relationship between management and 
operational side shocks and non-financial performance of 
MSMEs (β = 0.120, p = 0.041) with a medium impact size of 
0.225. In contrast, the role of policy response on demand 
side and supply side shocks for both financial and non-fi
nancial performance was not significant. 
Figures 4 and 5 depict the pattern of interaction between 

management and operational side shocks, financial per
formance, and non-financial performance (Dawson, 2014). 
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Table 4. Convergent Validity   

Constructs Items Loadings 
Cronbach's 

Alpha rho_A 
Composite 
Reliability AVE 

Demand Side Shocks DC1 0.833 0.797 0.839 0.853 0.596 

DC2 0.618 

DC3 0.738 

DC5 0.875 

Management/ Operational Side 
Shocks MC1 0.851 0.827 0.861 0.884 0.656 

MC2 0.715 

MC3 0.848 

MC5 0.819 

Supply Side Shocks SC1 0.928 0.884 1.263 0.891 0.579 

SC2 0.691 

SC3 0.821 

SC4 0.651 

SC5 0.708 

SC6 0.733 

Financial Performance FP1 0.837 0.849 0.854 0.899 0.691 

FP4 0.887 

FP5 0.861 

FP6 0.733 

Non-Financial Performance NP1 0.800 0.877 0.896 0.910 0.672 

NP2 0.892 

NP3 0.857 

NP4 0.862 

NP5 0.669 

Policy Response PA1 0.722 0.893 0.967 0.919 0.741 

PA3 0.873 

PA4 0.925 

PA5 0.909 

The interaction plots illustrate that the correlations be
tween management and operational side shocks, financial 
and non-financial performance were higher when policy re
sponse was high, which suggests that higher level of policy 
response will strengthen the relationship between manage
ment and operational side shocks, financial and non-finan
cial performance of MSMEs. 

6.6. Qualitative Analysis    

This section presents the result of the interviews con
ducted. Interview responses are presented and discussed 
based on related topics. In order to find out the opinions 
that stakeholders have regarding the policy response by 
the government on the impact of COVID-19 on MSMEs 
and their suggestions on how to combat the effect during 
and after COVID-19 pandemic, three open-ended questions 
were analyzed. Table 8 presents the characterization of the 
participants. 

6.6.1. General view of the actions taken at policy          
level  

Opinions and views expressed by the participants in this 
study reveal different interpretations, and it can be stated 
that less than 50% of respondents agreed on the adequacy 
of the government’s financial stimulus and non-financial 
support packages to survive COVID-19. The policy response 
by the government is adjudged to be fairly adequate. Based 
on the interview held with the different stakeholders in the 
MSME sector regarding how they perceive the government 
policies and programs on COVID-19, the participants con
sider it to be generally effective but need to keep work
ing on how to improve the policy actions so that MSMEs 
can develop resilience during crisis. They understand that 
many MSMEs would have done worse without the policies 
and programs initiated by the Saudi government. The in
terviewees also say that “about 23% of the MSMEs received 
soft loans and tax breaks, while 41% benefited from financial 
injection policies and programs”. They therefore consider 
government policy as an efficient tool to enhance perfor
mance and ensure business continuity of the MSME firms 
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Table 5. Discriminant Validity   

Fornell and Larcker Criterion 

Constructs DSS FP MSS NFP PR SSS 

DSS 0.772 

FP -0.232 0.832 

MSS 0.56 -0.235 0.81 

NFP -0.161 0.523 -0.126 0.82 

PR 0.018 0.222 0.028 0.277 0.861 

SSS 0.608 -0.093 0.617 -0.098 -0.004 0.761 

HTMT 

Constructs DSS FP MSS NFP PR 

DSS 

FP 0.245 

MSS 0.675 0.268 

NFP 0.147 0.617 0.155 

PR 0.103 0.223 0.107 0.276 

SSS 0.665 0.088 0.7 0.129 0.093 

Note: DSS - Demand Side Shocks, MSS – Management/operational Side Shocks, SSS - Supply Side Shocks, FP – Financial Performance, NFP – Non-Financial Performance, PR- Policy 
Response 

Figure 2. Structural model   

in Saudi Arabia, however, not adequate. In contrast, they 
highlighted that some business enterprises have continued 
to operate because of alternative sources of funding, such 
as private help, reduced expenses, and continued demand 
for their goods/services. They also, highlighted that many 
small-scale businesses are not aware of many of the gov
ernment initiatives to support the sector. 

6.6.2. Expected support systems     

Based on the interview, concerning the firms’ expected 
support from the government, in this regards, the inter
viewees believe the government can solve this problem to 
meet the expectations of the people in this sector by con
sidering “both the financial stimulus and non-financial sup
port are of crucial importance and only make sense if taken 
together, as giving more importance to one would make it im
possible to achieve the other”. They suggest that the govern
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Table 6. Result of hypothesis testing     

Results Confidence Intervals 

Relationships Std. Beta Std. Error t-values p-values LLCI ULCI Inner VIF R2 F2 Q2 Decision 

DSS -> FP -0.219 0.067 3.278 0.001 -0.319 -0.113 1.740 0.032 Supported 

MSS -> FP -0.232 0.077 3.013 0.001 -0.365 -0.112 1.775 0.146 0.035 0.290 Supported 

SSS -> FP 0.185 0.092 2.004 0.023 0.058 0.322 1.955 0.021 Supported 

DSS -> NFP -0.146 0.062 2.377 0.009 -0.250 -0.041 1.740 0.014 Supported 

MSS -> NFP -0.074 0.067 1.096 0.137 -0.190 0.036 1.775 0.111 0.003 Not Supported 

SSS -> NFP 0.033 0.082 0.408 0.342 -0.078 0.201 1.955 0.001 Not Supported 

PR -> FP 0.216 0.051 4.238 0.000 0.138 0.305 1.065 0.051 Supported 

PR -> NFP 0.267 0.049 5.465 0.000 0.187 0.348 1.065 0.075 0.267 Supported 

PR*DSS -> FP -0.095 0.064 1.482 0.070 -0.198 0.002 0.006 Not Supported 

PR*MSS -> FP 0.122 0.065 1.876 0.031 0.038 0.240 0.012 Supported 

PR*SSS -> FP -0.098 0.074 1.335 0.091 -0.241 -0.013 164 0.006 Not Supported 

DSS*PR -> NFP -0.060 0.066 0.909 0.182 -0.173 0.047 0.002 Not Supported 

MSS*PR -> NFP 0.120 0.069 1.744 0.041 0.009 0.225 0.011 Supported 

SSS*PR -> NFP -0.040 0.077 0.527 0.299 -0.176 0.070 121 0.001 Not Supported 

Note: DSS - Demand Side Shocks, MSS – Management/operational Side Shocks, SSS - Supply Side Shocks, FP – Financial Performance, NFP – Non-Financial Performance, PR- Policy Response 
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Table 7. Result for PLS (predict)     

PLS LM PLS-LM 

RMSE MAE Q²_predict RMSE MAE Q²_predict RMSE MAE Q²_predict 

FP6 1.357 1.148 0.082 1.357 1.112 0.083 0.000 0.036 -0.001 

FP4 1.270 1.039 0.094 1.261 1.026 0.105 0.009 0.013 -0.011 

FP5 1.326 1.090 0.046 1.310 1.054 0.069 0.016 0.036 -0.023 

FP1 1.321 1.097 0.056 1.312 1.072 0.068 0.009 0.025 -0.012 

NP5 1.325 1.094 0.003 1.338 1.111 -0.016 -0.013 -0.017 0.019 

NP4 1.279 1.069 0.054 1.299 1.091 0.024 -0.020 -0.022 0.030 

NP3 1.318 1.109 0.051 1.343 1.121 0.016 -0.025 -0.012 0.035 

NP2 1.225 0.993 0.050 1.241 0.999 0.024 -0.016 -0.006 0.026 

NP1 1.208 0.966 0.068 1.241 0.997 0.016 -0.033 -0.031 0.052 
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Figure 3. Structural model (Moderation Effect)     

Figure 4. Interaction plot of the moderating relationship between management/operational shocks and financial            
performance  

ment can ease financial pressures and non-financial chal
lenges on MSMEs by injecting more money, more soft 
loans, wages support, reduced interest rates, deferment 
programs, training and skill acquisition program, and over
all reduction in government fees. They believe that this will 
save a number of businesses which can continue to trade 
and have customers, retain a profit margin, encourage sav
ings, and make growth possible. 

6.6.3. Sustainable actions to stimulate the MSME        
sector  

As stakeholders in the sector, the interviewees consider 
science, technology, and innovation policies important for 
MSMEs to access and profit from. When asked about how 
the government can ensure business sustainability, they 
state “in the long-run, adequate policies should be put in place 
by the government to fund the important public and private 
sector institutions. More so, different innovation strategies to 
cope with any turbulence should be implemented by the vari
ous kinds of companies”. They also suggest that “sustainable 
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Figure 5. Interaction plot of the moderating relationship between management/operational shocks and non-          
financial performance   

Table 8. Socio-demographic characteristics of interviewees     

Participant 
A 

Participant 
B 

Participant 
C 

Participant D Participant 
E 

Participant 
F 

Gender Male Female Male Male Male Male 

Position Policymaker Professor Owner Senior 
employee 

Policymaker Researcher 

Location Riyadh Jeddah Dammam Dammam Riyadh Dammam 

Interview 
Date 

July 26, 
2021 

July 22, 
2021 

July 18, 
2021 

July 13, 2021 July 28, 
2021 

July 8, 2021 

Duration 45 minutes 50 minutes 47 minutes 60 minutes 55 minutes 45 minutes 

solutions to the MSMEs problems require a bottom-up pol
icy-making process which encourages stakeholders’ participa
tion, networking, making alliances and partnerships with pol
icy-makers and other relevant institutions”. Therefore, MSME 
firms need to develop their capacities to pay their staff, 
suppliers, tax, etc., and be treated as fairly as the large cor
porations operating in Saudi Arabia. 

7. Findings and Discussion     

H1: The supply side shocks will have significant nega
tive impacts on MSMEs’ financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 
H2: The supply side shocks will have significant nega
tive impacts on MSMEs’ non-financial performance in 
Saudi Arabia during the COVID-19 economic crisis. 

Financial performance shocks can be attributed to three 
types of factors: supply-side, demand-side, and manage
ment-side. The non-financial performance of Saudi Arabian 
MSMEs was found to be unaffected by supply side shocks. 
According to the dynamic capabilities theory, the results 
suggest that the dynamic capabilities theory effectively 
plays a fundamental role in the emergency circumstances 
of the pandemic, enabling an instantaneous response to the 

crisis situation created by the COVID-19 in the supply chain 
(Yeniaras et al., 2020). However, the finding is contradicted 
by Fornaro & Wolf (2020), Miklian & Hoelscher (2022), 
Adian et al. (2020), Fairlie, & Fossen (2021). This implies 
that the non-financial performance of Saudi MSMEs, which 
could be attributed to the nature of business, the cate
gories, the years of establishment, and the sector in which 
each firm operates, as well as the economic conditions in 
the country that are imposed by the COVID-19 outbreak, is 
not particularly impacted by supply side shocks as an eco
nomic shock. The non-financial performance of MSMEs is 
significantly impacted by all of these factors. 
In the current study, however, supply side shocks had 

a significant impact on the financial performance of Saudi 
MSMEs. As a result, respondents regard supply side shocks 
as more serious than other economic crises that have dis
rupted business activities and expansion. This finding sup
ports previous research conducted by (Apedo-Amah et al., 
2020; Chetty et al., 2020; Maria del Rio-Chanona et al., 
2020; Bloom et al., 2021; Das et al., 2021). It is worth noting 
that this feature has mostly emerged in empirical studies 
on the impact of the economic crisis on business perfor
mance (McKibbin & Sidorenko, 2006; Santos et al., 2013). 
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H3: The demand side shocks will have significant nega
tive impacts on MSMEs’ financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 
H4: The demand side shocks will have significant neg
ative impacts on MSMEs’ non-financial performance in 
Saudi Arabia during the COVID-19 economic crisis. 

According to Mehrotra et al. (2020) and Velita (2022) 
studies, demand shocks have significant effects on the per
formance of firms, whether they are positive or negative de
pending on the circumstance, the industry, and the forms. 
It was found that demand side shocks had a significant neg
ative impact on the financial performance of Saudi Ara
bian MSMEs. The nature of the business, the categories, the 
years of establishment, the industry in which the firm op
erates, as well as the economic conditions in the country 
that are brought on by the COVID-19 outbreak, all lend 
support to demand shocks in the current study. The finan
cial performance and sustainability of MSMEs are signif
icantly impacted by all of these factors. According to the 
research, demand side shocks may have an impact on the 
financial performance of Saudi Arabian MSMEs. Contrary 
to supply side shocks, non-financial performance was sig
nificantly predicted by demand side shocks. This outcome 
is consistent with earlier research from Lai et al. (2016), 
Keane & Neal (2021), and Gourinchas et al. (2020). 

H5: The management & operational side shocks will 
have significant negative impacts on MSMEs’ financial 
performance in Saudi Arabia during the COVID-19 eco
nomic crisis. 
H6: The management & operational side shocks will 
have significant negative impacts on MSMEs’ non-fi
nancial performance in Saudi Arabia during the 
COVID-19 economic crisis. 

In contrast to other studies by Obrenovic et al. (2020) 
and Larcker et al. (2020), which asserted that management 
and operational side shocks are significant predictors of 
business performance, it was discovered that management 
and operational side shocks had no significant impact on 
the non-financial performance of the Saudi Arabian MSME 
sector. This finding aligns with the dynamic capabilities 
theory as well. This discovery offers a foundation for empir
ically assessing the dynamic capabilities theory’s contribu
tion to helping MSMEs maintain performance. Despite the 
fact that the pandemic challenges are widespread, many 
MSMEs have a higher chance of being able to deal with their 
effects (Obal & Gao, 2020; Zafari et al., 2020). As a result, 
MSMEs have a greater chance of succeeding and surviving 
the pandemic due to their dynamism and increased compe
tence (Bailey & Breslin, 2020). The outcome might also be a 
result of the business profiles of many of the long-running 
MSME firms sampled in this study. The majority of respon
dents have a lot of experience in this field, which makes 
them more adaptable and resilient during the COVID-19 
outbreak. 
On the other hand, management and operational side 

shocks had a significant impact on the financial perfor
mance of the Saudi Arabian MSME sector during the 
COVID-19 pandemic. This result is consistent with earlier 

research on the effect of operational shocks on the financial 
performance of MSMEs. These studies provided evidence 
that, in comparison to other factors influencing MSMEs’ 
performance, managerial and operational shocks are very 
important (Bartik et al., 2020; Kells, 2020; Williams et al., 
2017). In addition, using moderating analysis and account
ing for the interaction effect of policy response, the boot
strap findings show that policy response moderated the 
path between management/operational side shocks and fi
nancial and non-financial performance with a medium ef
fect size of (β = 0.240) and (β = 0.225), respectively. No 
significant moderating effects on demand and supply side 
shocks, financial and non-financial performance were seen 
in the policy response. As a result, Dawson’s (2014) pro
posed interaction plot was utilised to show that the connec
tions were stronger when policy response was greater. 

H7: The policy initiatives will have significant positive 
impacts on MSMEs’ financial performance in Saudi 
Arabia during the COVID-19 economic crisis. 
H8: The policy initiatives will have significant positive 
impacts on MSMEs’ non-financial performance in 
Saudi Arabia during the COVID-19 economic crisis. 

The relationship between policy initiative and perfor
mance, both financial and non-financial, was established. 
This result is consistent with research by Antonescu (2020), 
Adam & Alarifi (2021), Belghitar et al. (2022), Juergensen et 
al. (2020), and Ndiaye et al. (2018). This speaks to the Saudi 
Arabian government’s willingness to support the MSME 
sector as well as the financial stimulus package and non-
financial assistance policies put in place during the 
COVID-19 pandemic. All of these factors have a significant 
impact on the overall performance of Saudi Arabian MSMEs 
both during and after COVID-19. 

H9: The differences in business profile will have sig
nificant impacts on MSMEs’ financial performance in 
Saudi Arabia during the COVID-19 economic crisis. 
H10: The differences in business profile will have sig
nificant impacts on MSMEs’ non-financial performance 
in Saudi Arabia during the COVID-19 economic crisis. 

An important connection between the financial perfor
mance of small and medium-sized businesses and this 
study’s findings is not readily apparent. This result is con
sistent with a study by Affandi et al. (2020), which discov
ered that small and medium-sized businesses did not show 
any notable results. The size of the firm does not seem 
to have a significant impact on the non-financial perfor
mance of MSMEs. The current study provides evidence that 
dynamic capabilities continued to have a positive impact 
during COVID-19. Contrary to widely accepted findings in 
the literature, this study offers compelling evidence on firm 
size (Eggers, 2020; Lee, 2009). In this study, the findings 
on MSME size extend dynamic capabilities theory by con
firming a new frontier situation that suggests that small
ness during a crisis aids rather than hinders performance, 
in contrast to the previously established position that a 
firm’s size limits its performance. 
Due to alternative sources of funding and support, such 

as private aid, lower costs, and continued demand for their 
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goods and services, the majority of MSMEs in Saudi Arabia 
were able to continue operating despite the government’s 
support measures and policies during the COVID-19 epi
demic. Rules and initiatives for MSMEs during the 
COVID-19 outbreak are effective, but they fall short, as Nu
runnabi et al. (2020) noted. The way policy is made in the 
future will be influenced by a careful examination of this is
sue. 
The COVID-19 economic shock has had a wide range 

of effects on the financial and non-financial performance 
of MSMEs. Government interventions typically succeed in 
reducing financial consequences for businesses that have 
been in operation for five years or less, sixteen to twenty 
years, sole proprietorship mode of business, service 
provider business, and microbusiness. This is in line with 
the findings of Antonescu (2020), and Gourinchas et al. 
(2020). Policy initiatives have also been successful in reduc
ing the non-financial effects of sole proprietorship, manu
facturing, and medium-sized businesses. In this study, the 
impact of COVID-19 on financial performance of small and 
medium-sized businesses, as well as non-financial perfor
mance of micro and small businesses, is not statistically 
significant. As a result, micro, small, and medium-sized 
businesses around the world must undergo a paradigm shift 
not only to survive the COVID-19 crisis, but also to thrive 
in the post-COVID-19 era. 

8. Conclusion   

Using data from 380 MSMEs across Saudi Arabia, this pa
per assessed the effects of the COVID-19 economic crisis 
on MSMEs’ business performance. The effectiveness of gov
ernment assistance initiatives during the pandemic was 
also empirically evaluated. The findings indicate that de
mand side shocks, management/operational side shocks, 
and supply side shocks all have a significant impact on 
MSMEs’ financial performance. The findings, on the other 
hand, show that only demand side shocks have a significant 
impact on non-financial performance, whereas manage
ment/operational side shocks and supply side shocks have 
no effect. Financial and non-financial performance are in
extricably linked and influenced by policy responses. It was 
discovered that the Saudi Arabian government’s policies 
and support programs for MSMEs are unable to mitigate the 
negative impact of the COVID-19 epidemic on demand and 
supply side shocks, as well as financial and non-financial 
shocks. These findings have important implications for the 
dynamic capabilities theory, policymakers, regulators, and 
MSMEs. The current study’s findings will undoubtedly con
tribute to the body of knowledge on the financial and non-
financial performance of MSME firms in the future. Fur
thermore, the current study extends dynamic capabilities 
theory to a new area of research that has yet to be empiri
cally investigated, particularly in Saudi Arabia. 
However, the study also offers policymakers and other 

stakeholders in the MSME sector insights into the factors 
that must be reduced in order to improve the performance 
of MSME firms, including demand and supply side shocks, 
managerial and operational side shocks, and policy re
sponse. Government support programs and policies during 

the COVID-19 pandemic have helped many MSMEs in Saudi 
Arabia to some extent; otherwise, business activities in 
this sector would have been significantly impacted. Surpris
ingly, many MSMEs took the initiative to reevaluate viable 
business approaches so that they could continue to operate 
with the help of alternative funding and support sources, 
like private assistance, lower costs, and ongoing demand 
for their goods and services. The results demonstrated that 
while government policies and programs are somewhat ef
fective, they are insufficient in reducing the impact of the 
COVID-19 outbreak on MSMEs. Given the sizeable contri
bution the MSME sector makes to the Saudi economy, it 
is crucial that the authorities review the policy measures 
to provide more support and opportunities for the MSMEs 
through alternative funding mechanisms like crowd fund
ing, bond issuance, and capital development to lessen the 
effects of the pandemic. More importantly, the government 
needs to play a big part in managing the economic crisis by 
conducting credit risk assessments to find genuine MSMEs 
that need financial and non-financial assistance and steer 
clear of zombie businesses. 
The devastating effects of COVID-19 can also be less

ened by offering various forms of household assistance, 
such as unemployment or underemployment benefits. 
Given their proximity to the pandemic, it is clear that “coal 
face” MSMEs are not being contacted for their opinions on 
policy initiatives. To reach consensus on the best solutions, 
a forum for business owners to discuss issues should be es
tablished. Finally, improving MSMEs’ performance through 
a variety of strategies will benefit not only the sector’s sta
bility and sustainability but also the health of the Saudi 
economy as a whole. 

9. Limitation and future research      

While this paper has highlighted some of the implica
tions of COVID-19 on the performance of MSMEs in Saudi 
Arabia, some limitations in the paper allow for further con
sideration. First, the survey in this study was conducted 
over a short period of time, resulting in a small data sample. 
As a result, future studies should employ larger sample size 
surveys that cover a broader range of economic sectors. 
Second, given that this study only examines the economic 
consequences of COVID-19 on the MSME sector, it is ad
vised that future lines of inquiry build on the findings of the 
present investigation by examining the effects of the new 
working environment brought about by COVID-19 as well 
as the effects of manager/employee and customer safety 
and health on business performance during and after the 
pandemic. Third, while this study only focuses on Saudi 
Arabia, further research into a cross-country study that can 
be conducted in Middle Eastern countries. 
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