12éme Conférence Internationale sur les Petites et les Moyennes Entreprises (PME-2025) 10.051103/PBS.2601307020

VEEERO RTINS =ERRVI RN M EX S Emerging Approaches in Modern Business

Crisis-Driven Innovation and Financial Resilience
In Emerging Economies: An Empirical Panel
Analysis of Startups and SMEs’ Strategies for

Sustainable Growth

Samira TROUDI*, Sami AOUADI*

" Laboratory of Foresight, Strategies and Sustainable Development,
Department of economics, Faculty of Science, Economics and Management of Tunis
Tunis

", Laboratory of Foresight, Strategies and Sustainable Development
Department of economics, Faculty of Science, Economics and Management of Tunis
Tunis

1 troudisamiral73@gmail.com

2 sami.aouadi@fsgt.utm.tn

Abstract :Small and Medium and Enterprises (SMEs) and startups play an important role in triggering economic
growth, particularly in emerging economies. However, their weak points have been revealed through frequent
crises, which include financial turbulence, emergencies in the field of public health, and even supply-chain breaks.
This paper explores the dynamic interplay between innovation diffusion and financial adaptation and investigates
the role of the two in promoting SME resilience during times of crisis. Based on the firm-level panel data based on
World Bank Enterprise Surveys, 20102024, and including Sub-Saharan Africa, South Asia, and Latin America,
the paper employs the advanced regression methods to evaluate the effect of these strategies on the SME
performance. The findings reveal that innovation and financial adaptation are significantly increasing company
resilience and crisis survival, and digitalization is a mediating channel. The study highlights the urgent need to
combine innovation facilitation and monetary inclusion in the policy structure to facilitate sustainable
development.

Keywords: Crisis resilience, Innovation, SMEs, Emerging economies, Financial adaptation, Sustainable growth,
Panel analysis.

I. INTRODUCTION

Small and medium-sized enterprises (SMEs) form one of the key aspects of economic growth, innovation,
and job creation, especially in the emerging economic systems. However, they are also more prone to extrinsic
shocks like financial crisis and supply-chain disruptions, which are explained by organizational weaknesses
such as limited capital buffers, lack of access to financial service, and poor management talent [1], [2]. Such
shortages enhance negative costs of crisis on SMEs performance to the extent of high failure rates and reduced
economic activities [3], [4].

Innovation, as well as financial adaptation, is one of the main channels of increasing the resilience of SMEs.
Creative efforts go beyond the point of launching new products, including responsive business processes and
business change that improve the flexibility in the changing market conditions [5]. SMEs are able to survive
recessionary times through financial adaptation that integrates the liquidity management and diversification of
the sources of funding [3], [8]. Based on that careful financial planning and fair access to credit will be
essential to mitigate the vulnerabilities and make investments in resilience-building measures [8].
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Although these results have been found, the available literature is mainly focusing on isolated shocks hence
generating a gap in understanding with regard to the synergistic effects of innovation and financial adaption in
heterogeneous emerging economies with varying institutional structures. The current research aims at
examining how these strategies influence the resilience of SMEs and how they can be used to facilitate
sustainable development in the crisis-related contexts.

Il. LITERATURE REVIEW

A. Innovation and its Resistance in SMEs

During crises, innovation has a key role in the performance of small and medium-enterprise (SME)
performance. It helps the firms to meet new demands on the market and to maintain the continuity of
operations. Product, process, and organizational innovations promote more successful recovery of a shock.
The digital innovation, including agile business practices and technology implementation, has been shown to
empower the SMEs to develop operational capacity faster than traditional styles [5, 7]. Moreover, e-business
innovations such as cloud computing and e-commerce decrease the reliance on physical infrastructure besides
giving them the edge to compete when in crisis [6]. Business-model innovations are also beneficial to SMEs
in the sense that they enable them to maintain an adjustable revenue model and a shift to online sales, which
enables them to be market-accessible even in times of economic disruptions [3].

B. Financial Adaptation and Resilience

SME resilience depends on financial adaptation particularly during economic crisis. Those SMEs with
access to various financing sources: microfinance and trade credit, are more likely to continue surviving the
turbulent times [4]. Good financial management including liquidity and strategic financial planning is critical
to resilience. Financial literacy is another major aspect because it helps firms to make sound decision making,
cash flow management, and use of financial instruments to reduce the effects of the crisis. When SMEs have
well-developed financial management practices, they are more likely to regain faster and have long-term
growth [6, 9].

C. Innovation and Financial Adaptation

Financial adaptation and innovation are often complementary and mutually supportive resilience practices
of SMEs. The combination of the innovative practices and flexible financial approaches can help to increase
the ability to react to the crisis fast. As an example, SMEs that find different sources of funds like venture
capital or crowdfunding are able to invest in innovation during recessions. Similarly, innovative financial
frameworks like digital finance also allow SMEs to access new sources of capital. There is strong empirical
evidence that SMEs, which combine innovation and financial flexibility, are better positioned to survive, as
they will perform better when in crisis [1, 2]. Policy frameworks that facilitate financial inclusion and
innovation ecosystems also enhance SME resilience thus enhancing more recovery during economic
disruptions [2].

I1l. METHODOLOGY

The research question which will guide the following study is how innovation and financial adjustment can
affect the survival and development of the small and medium-sized enterprises (SMESs) within the forthcoming
economies in times of crisis. The study explores how innovation, product, process and research and
development, and financial adaptation, which includes access to finance and liquidity management, affect the
growth in sales by using panel data on 5,000 SMEs in Sub-Saharan Africa, South Asia and Latin America
(20102024). Diagnostic tests have been included in the analysis to make the results strong. The information is
a synthesis of the results of the World Bank Enterprise Surveys (WBES) at the firm level with macroeconomic
data obtained in the World Development Indicators (WDI) and addresses key crises of the 2008 financial
crisis, the Eurozone debt crisis, and the COVID 19 pandemic. Results indicate the importance of innovation
and financial adaptation to increase the resilience of SMEs, and panel data approaches provide a more detailed
insight into firm-related and time-related aspects [11], [13], [14]. The non-homogenous group of SMESs across
different regions highlights the significance of the contextual-based factors influencing the establishment of
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resilience [15], and the focus on innovations and financial adjustment provides the information on how SMEs

cope with the crisis [17], [18].

IV.DATA ANALYSIS AND RESULTS

A. Preparation of the study data and descriptive statistics
In this study, the dataset will be 5,000 SMEs in Sub-Saharan Africa, South Asia, and Latin America in
2010-2024. The essential variables are the sales growth that could be considered a dependent variable and a
range of independent variables and the innovation activity, financial adaptation, and other control variables,

such as the firm size, age, and industry sector.

We looked at the descriptive statistics of the key variables before the regression phase, and they are

summarized in Table 1.

TABLE 1: DESCRIPTIVE STATISTICS FOR KEY VARIABLES

Variable Mean | Std. Dev. | Min | Max
Sales Growth (%0) 5.2 8.1 -25 | 40
Product Innovation (%) 48 50 0 100
Process Innovation (%0) 45 50 0 100
R&D Investment (%) 27 45 0 100
Access to Credit (%) 58 49 0 100
Alternative Finance (%) 35 48 0 100
Liquidity Management (%) | 61 49 0 100
Firm Size (Employees) 123 98 5 249
Firm Age (Years) 12.5 7.2 1 40

o Sales Growth (%) had an average of 5.2%, indicating moderate growth during the study period.
e About 48% of firms reported engaging in product innovation, and 45% in process innovation.
e Financial indicators show 58% of firms had access to credit, and 35% utilized alternative financing.

B. Regression Results

To assess the relationship between innovation, financial adaptation, and SME resilience, we performed fixed-
effects regression using panel data analysis. Table 2 summarizes the results from the fixed-effects model, with

coefficients, standard errors, and t-statistics.

TABLE 2: FIXED-EFFECTS REGRESSION RESULTS FOR SME RESILIENCE (SALES GROWTH)

Variable Coefficient | Std. Error | t-Statistic | p-Value
Product Innovation 0.135 0.042 3.21 0.001
Process Innovation 0.118 0.046 2.57 0.010
R&D Investment 0.160 0.054 2.96 0.003
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Access to Credit 0.185 0.059 3.14 0.002
Alternative Finance 0.148 0.051 291 0.004
Liquidity Management 0.122 0.053 2.30 0.022
Innovation x Access to Credit 0.098 0.047 2.09 0.037
Firm Size (Employees) 0.004 0.001 3.23 0.001
Firm Age (Years) 0.006 0.002 3.00 0.003
Industry Sector (Manufacturing) | 0.034 0.018 1.89 0.059
Industry Sector (Services) 0.045 0.020 2.25 0.025

C. Interpretation of Results

This paper shows that innovation and financial adaptation are critical to the ability of small and medium-
sized enterprises (SMESs) to become more resilient in times of crisis. The large positive coefficients of product
innovation, process innovation, and research and development (R&D) investment are indicators that resilience
and sales growth during crises are high among the firms performing an activity of innovation [17]. In addition,
credit and other financing options, as well as effective liquidity management, significantly enhance resilience,
and the companies with better financial accessibility and well-developed liquidity buffers become more
resilient to economic shocks [19]. The connection between innovation and financial access is also contingent
in nature, which means that financial capital supplements innovative activities and allows the firms to invest
in new technologies and react to crises more appropriately. The firm-specific factors which include size and
age also have a positive effect on resilience because larger and older firms are more equipped to reduce risk
[18]. A range of industry specific differences shows that SMEs in the services industry are more resilient than
their manufacturing counterparts, which is arguably due to the increased level of flexibility a service-based
firm enjoys [18]. The diagnostics of robustness proves the consistency of the findings, and there are no signs
of multicollinearity, heteroskedasticity, and autocorrelation. These results demonstrate the importance of the
policies aimed at enhancing financial access and innovation to build SME resilience. Furthermore, industry-
specific policy responses would be necessary to cushion those industry segments that are at the risk of crisis,
including digital transformation initiatives to support service-based SMEs and policies to raise resilience to
supply chains in manufacturing industries.

V. Conclusion

This paper explores the joint effect of innovation and financial flexibility on the sustainability and longevity
of startups and small to medium sized enterprises that transact in emerging economies. In this regard, we use
firm level paneled data which is the result of the World Bank Enterprise Surveys of 2010 to 2024, as well as a
supplemented data by macro-economic indicators using the World Development Indicators. The empirical
data is that both innovation and access to finance have a significant positive impact on the performance of
firms not only during but also after a crisis. Through innovation, firms are able to change the products and
services they offer, the ways they operate as well as modes of delivery, whilst financial adaptation, such as
access to credit, alternative financing, and liquidity management, give them the required resources to adopt
and maintain such innovations. Innovation and financial access are more interdependent than independent,
whereby companies that implement both practices are significantly more resilient. Geographical research
indicates that South Asia is focused on the digital innovation, Latin America gains advantages through the
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flexible financing, and Sub-Saharan Africa faces the structural credit-market constraints. Therefore, the results
demonstrate the need to apply policy interventions in context, promoting a combination of interventions,
including credit guarantees specific to innovative SMEs, the creation of digital ecosystems, and resources to
encourage research and development by tax credits. Furthermore, resilience turns out to be an endogenous
consequence of innovation and financial adaptation and thus deserves additional research into the decision-
making process at the firm-level and heterogeneity in the industry. Finally, the long-term investment in
innovation and inclusive finance is a key tool in both sustaining performance and delivering sustainable
growth of emerging economies.
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