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The impact of the pandemic on firm
formation

* The effect of the pandemic on startups was
poised to be a very negative one

* Young firms are the first to be impacted in time of
uncertainty.

* While there were a lot of federal programs for
small businesses, none were targeted at new
firms.



John Haltiwanger
@JHaltiwanger UM
New Business Applications with Planned Hires Continue Sharp Decline
through week ending 4/25/20. National decline 27 percent on Year

over Year Basis. Overall Applications decline more modest suggesting
less severe decline in applications for self-employment activity.

Year aver Year Change for Weeks 10-17 (March-April), 2007-2020
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Yet, there was a surprising huge recovery
There is a boom in entrepreneurship after COVID

Entry rate indexes (2019:Q1=1)

1.6 | =======-- BDS firms —— BDS single-unit firms 11.6
......... - BED firms ———BFS applications
------------ BED establishments




The boom in entrepreneurship after COVID

Entry rate indexes (2019:Q1=1) e After a reduction in
o BoS fme —__gPSshdeunitims | entrepreneurshlp since the great
+-=-= BED establishments recession there has been a boom!
11.4
[ 1. Quick: Starting in June, 2020
2. Massive
11 (increases of 30 — 50% of firms.
Larger than COVID drop, and most
8

policy interventions.)
3. Permanent.




Replicates across multiple datasets

Figure 1A
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What appeared to be presaging the death of the U.S. entrepreneurial economy
now looks like the largest boom in entrepreneurship of our lifetimes.
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e Research path forward.

* Conclusion
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A few causes to discard..

1. Isthere anissue with the data?

* No. The finding replicates across multiple datasets from different administrative
agencies, and most of the data processes are done overarchingly online since a decade
ago.

2. Necessity entrepreneurship?
* Probably not. This happened in one of the strongest labor markets in decades.

3. Only self-employment?

* No. While the change is larger for self employed (50%) vs likely employer firms (30%) the
increase occurs on both.

* In quantity, self employed size >> employer.




Evidence on a changing nature of entrepreneurship the U.S.
economy

* But we don’t know why, or what it means.




1. Changes in industry composition: both COVID and non-

COVID related

Total applications (thousands)

1 20
Initial bOOM N ey More
E-commerce / permanent
boom in
110 professional
Yo e services
e --"'"'"-x‘ﬁ’ ,.."uh '*.......---..:_"__:_"_“ ] 5
| | | | | 0
2019 2020 2021 2022 2023

Nonstore retailers ===== Prof, sci, & tech

-------- Personal & laundry= === Admin & support
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2. Changes in geography and race

Boom is largest in the
traditional south,
which is not the
highest livability areas.

.32,0.72
.27,0.32
21,0.27 Not typicall
.17.,0.21 ,ﬁp d IY\ h
0[-0.07,0.17] considered hig

Note: Difference of averaae (loa) likelv emplover anplications per capita. 2020-2022 vs. 2010-2019. amenity locations.




The increase is particula
concentrated on ZIP Coc

ly
es

(neighborhoods) with a
share of Black residents.

nigh

_ Ratio (Full Year)

€)
Startup Growth

Proportion non-Hispanic 0.23]%#*
Black

(0.0514)
Proportion Hispanic origin 0.0397

(0.0498)
Ln(Median Income) 1.280

(1.249)
Persons per square mile 0.317

(0.387)
Proportion Bachelor's -0.0642
Degree or Above

(0.0394)
Proportion Below Poverty 0.00258
Level

(0.0532)
Proportion Owner Occupied 0.0183
Housing

(0.0170)
Share of Working Age -0.0178
Population

(0.0389)
Log(Population) -0.235

(1.426)
First 3 ZIP Code F.E. No
First 4 ZIP Code F.E. Yes
Constant No
Observations 6774




3. Improved financial access

Racial Disparities in the Paycheck Protection
Program

Sergey Chernenko & David S. Scharfstein



Facts we know

There is boom in entrepreneurship

1. Industry composition changed
2. Geography and race changed
3. Finance availability



* What is driving these changes?

 What do they mean?

e Research path forward.

* Conclusion




We are facing the biggest increase in
entrepreneurship of our lifetimes.

Huge optimism?



We are facing the biggest increase in

entrepreneurship of our lifetimes.

Huge optimism?

The entrepreneurship-driven economic model.

/ Dynamism
Innovation GDP Growth

—_—

\ Efficiency

Entrepreneurship

Why is this increase not presaging a GDP boom?

3
A

Schumpeter on innovation.
Adam Smith on efficiency.




How much will an increase of 50% in
entrepreneurship impact productivity / GDP?

* SVAR models of entrepreneurship to GDP (t+2): 10% - 20%
Koellinger and Thurik (REStat, 2012).

* Increase of GDP flow by 5% to 10%? Unrealistic.

The entrepreneurship-driven economic model.

/ Dynamism
Entrepreneurship Innovation GDP Growth

\ Productivity




Once-in-a-lifetime shocks shape agendas for decades
Macroeconomics and the great depression

1870
1880
1890
1900

USA Log Per Capita GDP in
constant dollars, 1870-2011

1910
1920
1930
1940
1950
1960
1970
1980
1990

2000

2010

THE
GENERAL THEORY OF
EMPLOYMENT, INTEREST
AND MONEY

John Maynard Keynes




* What is driving these changes?

* What do they mean?

* Research path forward.

* Conclusion




the heterogeneous impact
of entrepreneurship

Asset Price

The Review of Economics and Statistics

VoL LXXXV

NoveMeer 2003

NUMBER 4

IDENTIFICATION THROUGH HETEROSKEDASTICITY

Control Days

Roberto Rigobon®

Policy: Strong ID

Policy: Small Change
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* |dea: you can use the dispersion in responses to identify the relationship between two

variables.

* Across regions, the COVID shock should’ve led to an increase in variance of firm formation.

* Which should allow identifying fundamental parameters such as:

a) The correlation between startup formation and business dynamism.

b) The correlation between startup formation and innovation.




s there a behavioral change in
entrepreneurial propensity?

* The typical model of economics assumes characteristics that drive
startup formation (optimism, talent, financial capital, social networks)

are sort-of fixed in the short term.

* But how do so many people choose to start firms all of a sudden?



The canonical model will both be
tuned and potentially updated
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Conclusion

1. Very important phenomenon documented on the (massive) changes in
entrepreneurship after COVID.

2. Tracing out the impact and evolution of these changes will be a big
opportunity for entrepreneurship research.

* We do not understand its causes, or can predict its consequences, beyond broad
theoretical models and comparative statics (Akcigit and Kerr, 2018; Aghion and
Howitt, 1992)

* Creating huge opportunities for future research.

3. However, there are policies ready to be enacted based on the facts we
know, even if we don’t have all the answers.

* Industry allocation, racial disparities, and financial access.




Thank you!



