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ABSTRACT

Purpose: The global financial crisis triggered by the Covid-19 pandemic sparked the closure
of many small and medium sized enterprises (SMEs) across the globe. Given that innovation
and networking can be used as strategies to improve firm performance, this study examines
their (i) direct effects, and (ii) interaction effects with the Covid-19 recession, on the

performance of SMEs in the UK.

Design/methodology/approach: We carried out panel data analysis on firm-level data from
the ‘UK Longitudinal Small Business Survey 2015-2021’, collected by the Department for
Business, Energy, and Industrial Strategy (BEIS). The survey provides rich information on firm

characteristics up to and including the Covid-19 pandemic period.

Findings: Our study generates several interesting results. First, we find that both networking
and financial obstacles are associated with firm performance. However, the former is positively
associated with financial turnover whereas the latter is found to be negatively associated with
it. These results are robust across different estimations. No significant interaction effects are
found between these variables and the Covid-19 recession dummy. Second, we find the
interaction effect between innovation and the Covid-19 recession dummy to be positive and
statistically significant. This may suggest that innovation can be an important resilience
strategy for SME performance during periods of economic downturn. Third, we find significant
regional differences between the SMEs that operate in peripheral regions and those operating
in core regions (i.e., London and South East). Fourth, we find significant associations between
a number of other variables (e.g., exporting, firm size, firm age, type of firm) and firm

performance.

Originality/value: The paper contributes to the theoretical and empirical literature on
pandemic-driven/financial crisis and the resilience of SMEs. We generate our findings by
empirically testing the direct link between innovation, networking, financial obstacles, and
several other variables, and SME performance, and by examining the potential interaction

effects of the key explanatory variables with a Covid-19 recession dummy.
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