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Firm Crisis, Government Support and Policy Efficiency under the
Epidemic Shock: Evidence from Two Waves of Questionnaire on SMEs

Zhu Wuxiang', Zhang Ping’, Li Pengfei’ and Wang Ziyang"’
(a. School of Economics and Management, Tsinghua University; b. Institute of Economics, Chinese Academy of Social
Sciences; ¢. PBC School of Finance, Tsinghua University; * Corresponding author.)

Summary: In this paper, we aim to investigate the risk of SMEs with a particular exogenous shock—the epidem-
ic of coronavirus disease 2019 (covid—=2019). In January 2020, the coronavirus epidemic outbroke in Wuhan City and
spread to most cities. The central government and local government took decisive measures to stop the further spread
of coronavirus epidemic, including limiting the inflow and outflow of people, isolating confirmed cases as well as their
close contacts, restricting vehicle movement, and closing most stores. These restrictive measures played a significant
role in stopping the spread of coronavirus epidemic but also posed systematic risks in the economy, especially on the
SMEs. Meanwhile, in order to help firms over the difficulties caused by coronavirus epidemic, both central and local
government implement policies quickly. However, it’ s challenging for these supportive policies to be well executed
among SMEs because SMEs are highly decentralized and there are severe asymmetric information. Therefore, we con-
duct two waves of questionnaires towards the SMEs to investigate the influence of coronavirus epidemic on firms, the
appeal of SMEs on government policies, and the efficiency of government policies.

Although the idea is appealing, measuring the influence of coronavirus epidemic on firms is not trivial since the
operating and financial data of SMEs are scarce. To overcome the problem, we ask the managers of SMEs directly
about the particular influence of coronavirus epidemic by online questionnaires. From February 2ed to 9th, we con-
ducted the first wave of online questionnaire and received 1509 valid responses. The first questionnaire is about the
expected influence of coronavirus epidemic on firm revenues, the response measures, and the appeal on government
policies. After the intensive announcement of government policies to help firms over crisis, we then conducted the sec-
ond wave of online questionnaire from February 14th to 17th and received 542 valid responses. The second question-
naire is about the recovery ratio of firm operations, the obstacles of resuming operation, the preferential benefits that
firms have received, and the further appeal on government policies. The responses of both questionnaires consist most-
ly of the managers of SMEs. In addition, we summarized and analyzed the government policies, like the liquidity en-
hancement policies, the measures of cutting taxes, and the measures of cutting fees.

There are three main findings in our paper. First, the influence of coronavirus epidemic on firms is heterogeneous
on firms while SMEs suffer more losses. The first questionnaire show that, under the coronavirus shock, 85% of SMEs
suffer financial fragility with cash balance to be affordable of less than three months. Second, both central and local
government implement policies quickly to help SMEs in face of crisis. Third, the second questionnaire show that gov-
ernment policies are not well executed yet since only a small part of firms have gotten preferential duty rates or subsi-
dised credit while many firms haven’t eased capital pressure. Furthermore, we explore the reason why the policies
may deviate from the actual needs of SMEs. Finally, we provide suggestions on improving the efficiency of government
policies, providing financial support towards SMEs in a more creative approach, and the macro financial fiscal policies.

Our paper contribute to the following literature. First, the paper is related to the studies on SMEs. The research
on SMEs have gotten increasing attention since SMEs play an important role in the economy. Second, the paper enrich-
es the research of sudden exogenous shock, like public health emergencies, on economy. Third, our paper provide evi-
dence for the advantage of the political and economic system in China on quick response to sudden crisis.
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