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Overview

* New employer businesses disproportionately contribute to job
creation, innovation and productivity growth

* Great Recession
* Sharp and persistent decline in employer startups

* COVID-19
* Early in pandemic new business applications from BFS for likely employer
business startups fell sharply
e But surprisingly: New business applications have surged since June 2020

e 2020 s highest on record
* Second wave of surge in 2021 that has continued through February 2022

» Today: Explore the basic facts about this surprising surge, discuss why and
implications for recovery from pandemic



Declining Dynamism and Entrepreneurship,
J.S. Private, Non-Farm Sector — Pre-Covid

Firm Start-Up Rate, Economy-wide and High Tech
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Source: Census Bureau Business Dynamics Statistics (BDS)



Monthly New Business Applications Source for BES is

600000 Administrative data
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On Weekly Flow Basis
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HBA tracks actual employer startups
NHBA tracks fluctuations in nonemployers

Actual and Predicted Nonemployers (using NHBA) (norm=1 in 2006)

Monthly HBA and Business Formations (norm=1 in 2006)
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Actual formations reflect startups in next 8 quarters from applications in current month. Actual startups through 2018. °



HBA Applications in month t and New Employer Startups in Next 8

quarters Pooled Industry, Monthly Data: 2004:7-2017:4
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Applications for New Businesses from the Weekly BFS

Same reference weeks in 2006. NHBA rose mildy.
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HBA and NHBA both declined initially in pandemic but have
surged through March 6 2022



Surge in hew applications concentrated in

specific sectors

New Business Applications for Likely Employers, Selected Sectors

New Business Applications for Likely NonEmployers, Selected Sectors

100000 -

—_— N\ .
~==-"7 NN

~

— cwzecoc
— Lwegcoc
—clwieoc
— LLWwLZ0oc¢
—0lwieoc
— 6w Lcoc
—8WLc0c
— LW Lcoc
— 9wl L20oc
— GwLcoc
— W lLcoc
— EwLzoc
—cWwlcoc
— LwLeoc
— 2LW0c0c
— LLWOcC0ocC
—0LW0ococ
—6W0c0c
— 8Ww0c0oc
— LW0c0c
— 9wQcoc
— Gwococ
— w0202
— €WwQococ
— cWwococ
— LWw0coc
—clwelL0ocC
— LG L0C
—0lWweL0cC
—6Ww6102
— 8W6E1L0ZC
— LW610C
— w6102
— GWw6L02C
— PW610c
— E€W61L02
— cW6L0C
— LWw6lL0c

30000
20000
10000

_’\,5_.——_f\,_\ /
~

-

— cuzzoc
— Lucgcoc
—clwiLzoc
— LLlwLeoc
—oLwLZoc
—6wLZ0c
— 8W 1202
— /JWLZ0c
— 9uwlL20c
— GuLZoc
— w1c0c
— €wLZoc
— cwlLcoc
— LWw1L2oc
— 2Luwococ
— LLwococ
— 0Lwococ
— 6Ww020c
— 8W0Z0C
— LW0c0cC
— 9u0Z0Z
— Gu0c0c
— Puw0c0oc
— ewococ
— cw0cZ0oc
— Lwoc0oc
B els130T4
— LLWwGL0cC
—0LWweGlL0cC
— 6W6L0C
— 8WgGL0C
— LWEL0Z
— Qui6L0cC
— GuG6L0Z
— w6 L0c
— €we6L0Z
— cwe6L0c
— L6 L0C

80000
60000
Z 40000+

=
)
0
S
o)

Trucking/Warehouse

= = = = Retall
Food&Acc

— — Health

Construction

Trucking/Warehouse

= = == Retail

Construction

Prof,Sci, Tech

— — Finance Insurance

Prof,Sci,Tech



Five 3-digit (NAICS) sectors account for 50%
Surge

New Business Applications: Top 5 3-digit Naics in 2021, 2006-21
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Uneven surge across states

New Business Applications for Likely Nonemployers, Selected States
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in HBA and NHBA

ispersion

Rising Between Sector and Between State
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Why? What is Different from Great
Recession?

* Financial market conditions collapsed in Great Recession with

especially adverse impact on startups and young businesses (Davis
and Haltiwanger (2019))

* |n contrast, financial markets have remained robust in COVID-19
recession.

e Restructuring and Reallocation:

* COVID-19 has provided incentives for changing structure of businesses and
work.

* Existing small businesses amongst hardest hit. More of a challenge to pivot.

* Open questions: How permanent shift to online mediated transactions and
remote work?



Potential implications of this surge for post
pandemic recovery?

* Long lags:
* Applications especially for employer startups are at early stage of nascent
entrepreneurship

* Up or out dynamic of employer startups

* Most new employer startups exit in first five years.

* Most don’t grow

* A small fraction grow rapidly and make disproportionate contributions to job
creation, innovation and productivity growth (Haltiwanger et. al. (2013),
Decker et. al. (2014), Guzman and Stern (2020))

 Startups are part of ongoing creative destruction.
» Surge in startups yields higher pace of business and worker turnover.



“Bonus” Slides



Early signs of actual startups? Business Employment Dynamics
(BED) Establishment Openings?

Index (in 2006)

Quarterly HBA, Business Formations and Establishment Openings
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Establishment openings
includes new establishments
of existing firms and
Reopenings.

New establishments of
Existing firms are mostly
From large, mature firms.



Ratio

Ratio of Startups 8 Qtrs/4 Qtrs Ahead
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This implies takes

Even longer to
Understand implications
Of fluctuations in BFS.
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