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Abstract

The aim of this study is to determine the impact of MSME'’s affected by the Covid-19 pandemic. We used a panel data design and collected
data from 650 respondents randomly from various parts of Ethiopia. The data is collected in three rounds: the first from June-July 2020,
the second from November-December 2020, and the third from June-July 2021.The analysis found that in (Round 1) 91 percent MSME’s
reported decline in production or sale, while in (Round 2) and (Round 3) enterprises reported improvement in production and sale. The
study results shows that about 64 percent respondents in average of the three rounds reported increased in debt. Similarly, an average
of three rounds, 16 percent and 12.5 percent workers were permanently and temporarily lay-off. Based on the findings of the study its
being suggested that short-term and long-term policies should be established for reviving MSME's.
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Introduction

The COVID-19 pandemic has a substantial influence on
businesses community as well as consumer behaviour across
the world. The pandemic has had direct socioeconomic
effects in both developed and developing countries as
a result of the virus’s fast spread. According to the World
Bank’s Global Economic Outlook (2020), the COVID-
19 recession features the fastest economic growth
downgrades of any worldwide recession. It hurts budding
entrepreneurs, especially those from low-income countries
with little government support. Authorities’ imposition of
lockdowns and movement restriction are the key factors
impacting entrepreneurial activity. Low demand and market
stagnation have also come from the pandemic, making it
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more difficult for entrepreneurs to sustain their start-up
firms. The fear of business failure has increased in the
current scenario, with the greatest danger of suspending or
limiting entrepreneurial activity. Scaling up and maintaining
the operations of entrepreneurial enterprises is tough.
Converting conventional firm models to digital business
models has a restricted number of options. The pandemic
has made it much more difficult for firms to explore
modifications to their current structure due to a lack of
resources and abilities. According to the World Bank, the
COVID-19 recession will be the worst since World War |,
posing new challenges for businesses in all sectors (World
Bank 2020). Entrepreneurial activities will decline in the
future, whether they are conducted in a rich or developing
nation, since the economic implications will last longer.

The COVID-19 pandemic is undoubtedly having a
significant effect on businesses around the globe. The
micro, small, and medium-sized enterprises are the most
susceptible to the COVID-19 outbreak as they often fall
shortage of financial and managerial resources, and are
unprepared for such shocks as running longer than expected
(Bartik et al., 2020). Furthermore, many companies depend
largely on repeat sales and a limited number of customers
(Williams et al., 2017). As a consequence, many MSME's are
running out of stock, some are barely surviving, and others
are on the verge of going out of business.

In Ethiopia economy MSME'’s have emerged as a vibrant
and active sector during the past decade. Due to their role as
accelerators for the transition to an industrial society, these
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entrepreneurs employed 4.5 million people and made 40.7
billion birrin monthly sales prior to the COVID-19 pandemic.
MSME's are seen as “seedbeds” for the development of large
enterprises. According to UNIDO, Ethiopia has the lowest
entrepreneurial activity rate in Sub-Saharan Africa, with
fewer private enterprises in proportion to its population
(UNIDO, 2019). Furthermore, 85 percent of today’s
enterprises are small, leaving them especially vulnerable to
external shocks. Furthermore, micro and small businesses
are seldom promoted to medium and large businesses
(ONE UN ETHIOPIA, 2020). Ethiopia’s MSME attrition rate is
also fairly high.

During the COVID-19 problems, entrepreneurship
research is critically required to help entrepreneurs on how
to obtain the impact, maintain, and scale-up businesses.
The present pandemic, which has caused havoc on micro,
small, and medium enterprises, provided the impetus
for this study. During this critical stage, entrepreneurs
took a range of actions, including requesting financial
aid, altering business models, and using diverse ways to
run their enterprises. The pandemic has opened up new
avenues for research into support strategies for sustaining
entrepreneurial activity during pandemics. In order to
contribute to entrepreneurial scholarship for practitioners,
academics, and fellow researchers, this study focuses on the
issues experienced by MSME's in Ethiopia during the COVID-
19 pandemic. It assists in the understanding of pandemic-
sensitive business patterns, which may be beneficial to
Ethiopian entrepreneurs.

The following is a breakdown of the paper’s structure.
The second portion is devoted to a thorough examination
of relevant literature. Part 3 describes the methodology,
while section 4 discusses the results and discussion. Section
4 presents the policy implications, and Section 5 presents
the conclusions.

Literature Review

COVID-19 first aired in early 2020, and it had a big impact
on communities and economy (Parnell et al. 2020; Ratten,
2020). Many limitations aimed at avoiding the spread of the
virus have had a significant negative impact on businesses.
The pandemic had a negative effect on tourism, hotels and
restaurants, transportation, and oil and gas supply since
they lacked contingency plans. With the exception of a few
successful cases, little is known about how entrepreneurs
have planned and managed their business risks. In Pakistan,
Shafietal. (2020) investigated the effect of COVID-19-induced
lockout on small and medium firms. According to their
findings, the great majority of businesses were unprepared
in the event that a lockdown was imposed suddenly.
Furthermore, the study found that businesses were having
financial challenges as a consequence of lower sales and
profits. Supply chain delays, decreasing demand, and high
transportation costs were all issues they had to contend

with. In the impacted locations, the COVID-19 pandemic
has had a significant effect on SMEs. Over 4800 SMEs in
China were affected by COVID-19 (Lu et al., 2020). According
to another study that looked at 5800 firms connected to
the network, the COVID-19 pandemic has affected sole
proprietorships and small partnerships. Businesses have
been forced to shut as a consequence of the pandemic
due to a lack of resources (Bartik et al., 2020). COVID-19’s
harmful effects on the business environment have also
been exposed by commercial organizations (Seetharaman,
2020). Small and medium-sized enterprises are harmed by
forcible and forced company closures, as well as operating
constraints (Fairlie, 2020). Businesses were forced to curtail
their company operations or migrate from non-essential to
crucial commodities such as masks, PPE kits, and sanitizers
due to a lack of financial strength, raw material availability,
labor constraints, and other considerations (Tripathy, 2020).
Few studies have been conducted in Ethiopia to investigate
the effect of the COVID-19 pandemic on MSME's. Mengistu
et al. (2020) studied the effect of the current pandemic
on Ethiopian industrial parks, finding that 10% of firms
were temporarily closed and 75% of sales and production
volumes were lowered. Abebe et al. (2020) collected data
from 441 firms in Addis Ababa. They highlighted that about
42 percent reduction in sales revenue, 40 percent drop
in production, and 40 percent drop in employment on
average of enterprises in Addis Ababa. COVID-19 cut the
real earnings of high-skilled and low-skilled employees by
14.1 percent and 3.7 percent, respectively. Yohannes Ayele
etal. (2020) picked 627 small-scale manufacturers at random
from different areas in Ethiopia for their research, and they
found that 95% of enterprises saw a drop in sales income,
as well as layoffs.

Our study is an addition to the existing literature and fills
up the literature gap which they arise. The present study is
collecting the data from enterprises in three rounds from
different parts of the Ethiopia and examines the impact of
covid-19 pandemic on MSME’s production and sale.

Methodology

We used an exploratory strategy, which includes a
comprehensive review of available literature, such as policy
papers, research publications, and field reports. To provide
empirical evidence, we also collected data from Ethiopian
micro, small, and medium-sized enterprises (MSME’s). Due
to a combination of variables, including time constraints,
financial constraints, and, most importantly, the COVID-19
outbreak, data was collected through distributing an online
questionnaire through a range of social media platforms,
including Telegram, IMO, emails, and phone calls. The
information was gathered from 650 Ethiopian MSME’s in
three rounds: the first in June-July 2020, the second in
November-December 2020, and the third in June-July 2021.
Basic information about enterprises and their features,
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the effect of the COVID-19 pandemic on businesses, and
sales and profit decreases were all questioned about in the
poll. Before the survey was made public, a limited group
of business owners were given the questionnaire items to
test for clarity and applicability, as well as to rule out any
possible complications. Six distinct sectors were examined
in this panel study. This research included 161 food, urban
agriculture, and drinks in the subsector’s general commerce
(141), metal, chemical, and plastic (118), and so on, as shown
in Figure 1.

Results and Discussion

Throughout the research period, all sectors saw equivalent
changes in output or sales, as well as the accumulation of
new debt, as a result of COVID-19. Food and agricultural
companies stated they were less inclined to shut down
permanently. By the end of 2020, no industry had entirely
recovered from COVID-19's economic effect.

COVID-19 concerns have had a detrimental influence on
all levels of MSME manufacturing. In contrast, the food and
agriculture sectors were initially unaffected, with almost
all company owners reporting a drop in production from
mid-March to June-July. In Round 1, 91% MSME's reported
dropin production or sale. However, as compared to Round
1, output and sales increased by roughly 9% and 16 percent
in Rounds 2 and 3 respectively as shown in Figure 2

According to the survey, even if there is a pandemic,
the majority of businesses continue to operate in Ethiopia.
However, owing to the monitoring of COVID-19 positive
cases or violations of SOPs, 12 percent of the enterprises
in our samples were temporarily closed in Round 1. The
administration looked to be more worried about the
appearance of COVID-19 positive cases and breaches of

[VALUE] [13%) m Food, Urban Agriculture & Beverages
VALUE] (25%
EEELIES] B General Trade

[VALUE] (10%)

[VALUE] {11%)
[VALUE] (22%)

[VALUE] (18%)

Metal, Chemical & Plastic
Construction

m Savice

B Manufacturing & Textikes

Figure 1: MSME Sector Breakdown

Round 1 June-July 2020 Round 2 Nov-Dec 2020 Round 3 June-July 2021

Figure 2: Percentage of MSME Production or Sales Decline

SOPs during this time period. While, as in Rounds 2 and
3, 8% and 4% of respondents reported their business was
temporarily shuttered, respectively as shown in Figure 3.
This was due to rather mild approach towards positive cases
and violation of SOPs.

We asked respondents how long they anticipated their
company will be able to run for. In response, more than
half of the companies said they were unsure about the
future. About 30% of respondents said they would be able
to run our business for no more than 6 months. Such type
of potential threat and uncertainty is quite corrosive for
business environment.

After the pandemic and mobility restriction, over half of
MSME owners slipped into debt. COVID-19 caused debt for
53% of businesses in Round 1, but the number grew to 76
percentin Round 2 and 63 percent in Round 3. As a result of
the prolonged Covid 19 lockdown and other precautionary
measures that hampered business operations, the
companies faced a significant debt burden. The overall
amount of debt payable to COVID-19 in 2020 remained
constant across all sectors, as illustrated in Figure 4.
As aresult, the sample industries’ reactions to Covid 19 limits
and preventive measures were consistent.

Those who were in debt as a consequence of COVID-19
borrowed money mostly from friends and relatives. The
Ethiopian firms in the sample seldom used official channels.
In June-July, for example, 60% of respondents (Round 1)
borrowed money from friends or relatives. This shows how
peer groups and family can act as a buffer against situations
of economic crisis. at the same time the lack of access to
formal channel is off borrowing or their costly nature is also
underlined.

Throughout the research period, MSME owners used a
variety of ways to deal with the COVID-19 issue. Some of

Round 1 June-July 2020 Round 2 Nov-Dec 2020 Round 3 June- July 2021

Figure 3: Percentage of MSME'’s Closing Temporarily

76%
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Round 1 June-July 2020 Round 2 Nov-Dec 2020 Round 3 June-July 2021

Figure 4: COVID-19-related debt incurred by MSME
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the labor market’s slow recovery once the restrictions were
lifted might be attributed to a shift away from layoffs and
toward process changes.

In the panel research, the top coping technique was the
same across all industries. In (Round 1), leniency in satisfying
financial obligations was the most popular option (31%),
followed by permanent layoffs (23%), and temporarily
decreasing staff (21% of the total). In Rounds 2 and 3, the
pattern continued, albeit business improved to some extent
due to theloosening of restrictions, and MSME's were able to
minimize the number of permanent and temporary layoffs
(see Figure 5). Businesses used to sell their goods online
in most countries, but this is not feasible in Ethiopia for a
number of reasons.

By 2020, the supply of inputs and sales to MSME'’s was
substantially reduced. 88 percent of MSME's reported
fewer domestic sales in the early months of the pandemic,
while 55 percent reported difficulty obtaining inputs
domestically. Although the percentage of MSME's reporting
lower domestic sales declined from 88 percent in June-July
(Round 1), it remained high throughout the year. Round 2:
74 percent; Round 3: 55 percent (Round 3). As the number
of COVID-19 cases declined and limitations were eliminated
during the year, MSME’s got more access to inputs. From a
starting point of 38% reporting difficulties collecting inputs
in (Round 1), 19% and 11% reported trouble obtaining
inputs in (Round 2) and (Round 3) respectively. However, in
(Round 1), 55 percent of correspondents reported reduced
domestic sales to consumers, with 35 percentand 29 percent
reporting lower domestic sales to consumers in Rounds 2
and 3, respectively as shown in Figure 6.

The COVID-19 problem has a significant influence on a
company’s ability to retain workers. The average number
of workers before to COVID 19 was 5.8, but during the

—3

ROUND 1 ROUND 2 ROUND 3

p==permanernt Lay-off
=g R equested Liniency in Paying Financial Responsibilities

=—gTempaorarily Reduced Employment, Including Not Paying Salaries

Figure 5: The Most Effective COVID-19 Crisis Response Strategies
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Figure 6: Impact on Sales and Input Access

pandemic, companies reduced employment due to a variety
of economic concerns, bringing the average number of
employees down to 3.5. By all accounts, this represents a
significant reduction in employment, which would have
a negative impact on the sales prospects of the same
enterprises.

In Rounds 2 and 3, firms, on the other hand, rehire
their employees at a rate of 3.9 percent and 4.2 percent,
respectively as shown in Figure 7. Despite improving
economic conditions, surveyed MSME'’s have been unable
to rehire people after Round 2, and employment levels have
not rebounded to pre-COVID-19 levels. As a result, the effect
of Covid-19 on employment is a long-term phenomenon
that will need significant revamping to reform the system
and return it to pre-Covid employment levels.

MSME’s monthly revenue was be drastically reduced by
2020. After COVID-19 breakout 88 percent drop in average
monthly income compared to pre-COVID-19. Throughout
the research period, the recovery from the present crisis has
been slow, similar to the labor market. According to firms, the
average sale dropped by 76 percent in Round 2, although
some average salesimproved in Round 3 as shownin Figure 8
However, it has not yet reached the pre-COVID-19 level.

Policy Implications

In Ethiopia, MSME's need two types of policy. The first is to
provide immediate assistance to millions of individuals who
have been affected by the COVID-19 epidemic, regardless of
whether they work in formal or informal settings. Second,
long-term structural policies are required to re-establish
major industrial sectors.

Measures to Assist in the Short Term

- Capitalized sectoral funds are used to finance the cash
flow of a firm.
« Interest-free loans, low-cost lending, and credit

. .

ROUND 1

PRECOVID-19 ROUND 2 ROUND 3

Figure 7: Average Employee Count

ROUND 1 ROUND 2 ROUND 3

Figure 8: The Average Sale has Dropped



292 Ishfaq A Malik et al.

The Scientific Temper. Vol. 14, No. 2

guarantees should be stressed to boost MSME liquidity.
« The distribution routes for input and output must be
consistent.
« Taxesand restrictions have been temporarily suspended.
« Forashort period, the risk-weighted capital requirement
has been reduced.
« Long-term debt financing

Structural Policies for the Long Term

« Capacity building in the field of entrepreneurship

« A policy attitude that is flexible enough to allow for a
more gradual approach to fiscal goals.

. Continued cash transfers and subsidies, as well as
increased investment in some areas.

« Theimplementation of fiscal buffers and the expansion
of the domestic tax base.

« Priorities for regional trade and industry are strong.

« Encourage medium- and long-term company
investments that will help to preserve important
commodity and service supply chains.

+ Increase your digital connectedness.

Conclusion

The COVID-19 pandemic has a substantial influence on the
business operations as well as customer behaviour across
the world. It hurts budding entrepreneurs especially those
from low-income countries with little government support.
Low demand and market stagnation makes more difficult
for entrepreneurs to sustain their start-up firms. The fear of
business failure has increased in the current scenario, with
greatest danger of suspending or limiting entrepreneurial
activity. We believe that MSME's are the most vulnerable
to the COVID-19 because they often lacked of adequate
resources, notable financial and managerial resources
and are unprepared for such upheaval. The MSME's are
the lifeblood of many economies throughout the world,
generating revenue and jobs for a large number of people.
Nonetheless, after the outbreak of COVID-19 pandemic large
number of people lost their jobs and business community
lost the sale as well. Therefore, this study analyses the
economic impact of COVID-19 on MSME’s in Ethiopia. We
employed an exploratory strategy to achieve the objectives
of the study. The information was gathered from 650 MSME's
from various regions in three different rounds. The first
round was held in June-July 2020, followed by second round
in November-December 2020 and the third round in June-
July 2021. Six distinct sectors were examined in this panel
study such as food, urban agriculture & beverages, general
trade, meta, chemical & plastic, construction, service and
manufacturing & textiles. COVID-19 influence production
or sale, in the Round-1, 91 percent MSME’s reported drop
in production or sale, while as it increased to 9 percent and
16 percent in Round-2 and Round 3 compared to Round-1.
During the peak of pandemic, the majority of businesses

continued to operate in Ethiopia, however, very meagre
number of businesses were shut due to violation of SOP’s.
Moreover, during pandemic MSME's slipped into debt like 53
percentin Round-1and itincreased to 76 percentin Round-2
and 63 percent in Round-3. Throughout the research period,
MSME’s followed different strategies to cope-up effect of
pandemic, like leniency in satisfying financial obligation,
followed by permanent lay off and temporary lay off of
workers. Subsequently, supply of inputs and sales of MSME's
was substantially reduced, 88 percent of MSME’s reported
fewer domestic sales, while 55 percent reported difficulty
in obtaining inputs domestically. The COVID-19 pandemic
has a significant influence on a company'’s ability to retain
workers, before COVID-19 average number of worker’s
was 5.8 but after breakout of COVID-19 average number of
employees decreased to 3.5. despite improving economic
conditions, surveyed MSME's have been unable to rehire
people to pre-COVID-19 levels. As a result, the effect of
COVID-19 an employment is long-term phenomenon that
needs significant revamping to reform the system and to
return it to pre-COVID-19 employment levels. The study
recommends two sets of policies are required for MSMSE's
in Ethiopia. The first is to give short-term help to millions
of people afflicted by the COVID-19 pandemic, second
long-term structural strategies to re-establish key industrial
sectors are needed.
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