

[image: Cover: The Fall and Rise of Small Businesses, Race, Government Aid, and Growth After the Pandemic by Robert W. Fairlie]


The Fall and Rise of Small Businesses

Race, Government Aid, and Growth After the Pandemic

Robert W. Fairlie

The MIT Press

Cambridge, Massachusetts

London, England




The MIT Press

Massachusetts Institute of Technology

77 Massachusetts Avenue

Cambridge, MA 02139

mitpress.mit.edu

© 2026 Massachusetts Institute of Technology

All rights reserved. No part of this book may be used to train artificial intelligence systems or reproduced in any form by any electronic or mechanical means (including photocopying, recording, or information storage and retrieval) without permission in writing from the publisher.

The MIT Press would like to thank the anonymous peer reviewers who provided comments on drafts of this book. The generous work of academic experts is essential for establishing the authority and quality of our publications. We acknowledge with gratitude the contributions of these otherwise uncredited readers.

Library of Congress Cataloging-in-Publication Data

Names: Fairlie, Robert W. author

Title: The fall and rise of small businesses : race, government aid, and growth after the pandemic / Robert W. Fairlie.

Description: Cambridge, Massachusetts : The MIT Press, [2026] | Includes bibliographical references and index.

Identifiers: LCCN 2026000055 (print) | LCCN 2026000056 (ebook) | ISBN 9780262054751 paperback | ISBN 9780262055215 pdf | ISBN 9780262055222 epub

Subjects: LCSH: Small business—United States—History—21st century | Minority business enterprises—History—21st century | COVID-19 Pandemic, 2020-2023—Economic aspects—United States

Classification: LCC HD2346.U5 F325 2026 (print) | LCC HD2346.U5 (ebook) | DDC 338.6/420973—dc23/eng/20260326

LC record available at https://lccn.loc.gov/2026000055

LC ebook record available at https://lccn.loc.gov/2026000056

EU Authorised Representative: Easy Access System Europe, Mustamäe tee 50, 10621 Tallinn, Estonia | Email: gpsr.requests@easproject.com


d_r0




Contents



	Preface

	1The Novel Coronavirus and Small Businesses

	2Social Distancing Restrictions

	3Early Impacts of COVID-19 on Business Activity and Earnings

	4Early Impacts of COVID-19 on Racial Inequality in Business Activity and Earnings

	5The Paycheck Protection Program at the Beginning of the Pandemic: The First and Second Rounds

	6The Partial Rebound from May 2020 Through the End of the Year

	7The Second Year of the Pandemic: 2021

	8Race and the Economic Rebound in the Year After the Start of the Pandemic

	9The Paycheck Protection Program in the Second Year of the Pandemic: The Third Round

	10New Evidence on PPP Receipt and Outcomes for Small Businesses

	11The Economic Recovery: The Next Three Years

	12Was the Recovery Even for All Groups? Implications for Racial Inequality

	13The Rise of Tech and the Loss of Retail: Industry Shifts

	14Conclusions and Implications

	References

	Index



List of Figures

Figure 1.1New COVID-19 cases in the United States per week for weeks ending March 14, 2020, to May 2, 2020.

Figure 2.1New COVID-19 cases in the United States per week for weeks ending March 14, 2020, to December 26, 2020.

Figure 2.2Unemployment rate, January 2010–February 2020.

Figure 2.3COVID-19 cases per capita in 2020 by state.

Figure 2.4Early social distancing restrictions in 2020 by state.

Figure 2.5Mask mandates in 2020 by state.

Figure 3.1Number of active business owners in the United States, January 2005–April 2020.

Figure 3.2Business earnings trends, 2015–2020.

Figure 3.3Rate of new business activity, 2005–2020.

Figure 3.4Necessity share of new business activity, 2005–2020.

Figure 3.5Year-over-year change in taxable sales in California.

Figure 3.6Quarterly closure rates for all businesses in California, 2015Q2 to 2020Q2.

Figure 3.7Quarterly closure rates for small and large businesses in California, 2015Q2 to 2020Q2.

Figure 3.8Quarterly GDP growth rate, 1947Q2–2020Q2. Source: GDP quarterly growth data from U.S. Bureau of Economic Analysis.

Figure 3.9Quarterly GDP growth rate, 2005Q1–2020Q2. Source: GDP quarterly growth data from U.S. Bureau of Economic Analysis.

Figure 3.10Unemployment rate, January 2000–April 2020.

Figure 4.1Losses in the number of active business owners by race from before to after COVID-19 restrictions, February to April 2020.

Figure 4.2Number of active business owners by race, January 2005–April 2020.

Figure 4.3Mean business earnings trends by race, 2015–2020.

Figure 4.4Mean log business earnings trends by race, 2015–2020.

Figure 5.1Distribution of number of PPP loans by lenders, first round of funding.

Figure 5.2Distribution in number of PPP loans by lenders, second round of funding.

Figure 5.3Number of PPP loans per employer business establishment by minority share of the population, round one of funding.

Figure 5.4Number of PPP loans per employer business establishment by minority share of population, round two of funding

Figure 5.5Number of PPP loans per employer business establishment by minority share of businesses, first round of funding.

Figure 5.6Number of PPP loans per employer business establishment by minority share of businesses, second round of funding.

Figure 6.1Number of active business owners in the United States, January 2019–December 2020.

Figure 6.2Number of active business owners by race, January 2019—December 2020.

Figure 6.3Year-over-year change in taxable sales in California.

Figure 6.4Quarterly GDP growth rate, 2019Q1–2020Q4.

Figure 6.5Unemployment rate, January 2018–December 2020.

Figure 7.1New COVID-19 cases in the United States per week for weeks ending March 14, 2020, to December 25, 2021.

Figure 7.2Number of active business owners in the United States, January 2019–December 2021.

Figure 7.3Business earnings trends, 2015–2021.

Figure 7.4Unemployment rate, January 2018–December 2021.

Figure 8.1Number of active business owners by race, January 2019–December 2021.

Figure 8.2Mean log business earnings trends, 2015–2021.

Figure 9.1Distribution of number of PPP loans by lenders: third round.

Figure 9.2Number of PPP loans per employer business establishment by minority share of the population in 2021: first-draw loans in third round of the PPP.

Figure 9.3Number of PPP loans per employer business establishment by minority share of the population in 2021: second-draw loans in third round of the PPP.

Figure 9.4Number of PPP loans per employer business establishment by minority share of businesses in 2021: first-draw loans in third round of PPP.

Figure 9.5Number of PPP loans per employer business establishment by minority share of businesses in 2021: second-draw loans in third round of the PPP.

Figure 9.6Number of PPP loans per nonemployer business by minority share of the population in 2021: first-draw loans in third round of the PPP.

Figure 9.7Number of PPP loans per nonemployer business by minority share of the population in 2021: second-draw loans in the third round of the PPP.

Figure 10.1First-draw PPP loan receipt rates by firm employment size.

Figure 11.1New COVID-19 cases in the United States per week for weeks ending January 1, 2022, to December 28, 2024.

Figure 11.2Number of active business owners in the United States, January 2019–December 2024.

Figure 11.3Business earnings trends, 2015–2023.

Figure 11.4Unemployment rate, January 2019–December 2024.

Figure 12.1Number of active business owners by race, January 2019–December 2024.

Figure 12.2Active business ownership rates by race, January 2019–December 2024.

Figure 12.3Mean log business earnings trends by race, 2015–2023.

Figure 12.4Mean log total earnings trends by race, 2015–2023.

Figure 12.5Mean log wage and salary earnings trends by race, 2015–2023.

Figure 13.1Industry growth rates in employer business establishments, 2019 to 2024.

List of Tables

Table 2.1Essential and Nonessential Industries in the Early Stages of COVID-19

Table 3.1Number of Active Business Owners Before and After COVID-19 Social Distancing Restrictions Were Mandated

Table 3.2Number of Active Business Owners by Incorporation

Table 3.3Number of Active Business Owners by Industry and Percent Change, February to April 2020

Table 3.4Number of Active Business Owners by Essential versus Nonessential Business and Percent Change, February to April 2020

Table 3.5Change in Number of Active Business Owners Calculated over Different Comparison Time Periods

Table 3.6Business Earnings by Industry and Percent Change, 2019 to 2020

Table 3.7Business Earnings by Owner and Business Characteristics and Percent Change, 2019 to 2020

Table 3.8Regressions for Log Business Earnings, Current Population Survey, 2015–2020

Table 3.9California Taxable Sales Losses by Business Types

Table 3.10NBER-Dated Business Cycles

Table 4.1Change in Number of Active Business Owners by Race or Ethnicity in the United States, February to April 2020

Table 4.2Business Losses by Racial/Ethnic Group and Simulations of Losses from Switching Industry Distributions, February to April 2020

Table 4.3Mean Annual Business Earnings Trends by Race and Ethnicity, 2015–2020

Table 4.4Mean Annual Log Business Earnings Trends by Race and Ethnicity, 2015–2020

Table 4.5Regressions for Log Business Earnings, Current Population Survey, 2015–2020

Table 4.6Business, Owner, and Geographic Characteristics by Race and Ethnicity, 2019

Table 4.7Decomposition of Changes in Log Business Earnings Gaps, 2019 to 2020

Table 4.8Geographic Differences in COVID-19 Cases and Policy Variables

Table 4.9Decomposition of Changes in Log Business Earnings Gaps: Additional State COVID-19 Cases and Restriction Variables

Table 5.1Summary of PPP Funding

Table 5.2Top Fifteen Lenders in Total Dollars in the First Round of PPP Funding in 2020

Table 5.3Top Fifteen Lenders in Number of Loans in the First Round of PPP Funding in 2020

Table 5.4Top Fifteen Lenders in Total Dollars in the Second Round of PPP Funding in 2020

Table 5.5Top Fifteen Lenders in Number of Loans in the Second Round of the PPP in 2020

Table 5.6State Differences in PPP Loan Receipt per Employer Business Establishment by Race and Ethnicity, 2020

Table 5.7Decomposition of Changes in Log Business Earnings Gaps with Added PPP Variable

Table 6.1Business Owner Activity Losses by Industry in Early 2020

Table 7.1Business Earnings Losses by Industry, 2019–2020 and 2019–2021

Table 7.2Regressions for Log Business Earnings, Current Population Survey, 2015–2021

Table 8.1Regressions for Log Business Earnings, Current Population Survey, 2015–2021

Table 8.2Decomposition of Changes in Log Business Earnings Gaps, 2019 to 2021

Table 8.3Decomposition of Changes in Log Business Earnings Gaps: Additional State COVID-19 Cases and Restriction Variables, 2019 to 2021

Table 9.1Summary of PPP Funding, Third Round

Table 9.2Top Fifteen Lenders in Total Dollars in the Third Round of the PPP, 2021

Table 9.3Top Fifteen Lenders in Number of Loans in the Third Round of the PPP, 2021

Table 9.4First- and Second-Draw PPP Loans in 2021

Table 10.1First PPP Loan Receipt by Employer Businesses

Table 10.2PPP Loan Receipt by Employer Businesses by Size of Firm

Table 10.3Second-Draw PPP Loan Receipt by Employer Businesses by Size of Firm

Table 10.4Establishment Exit Rates by PPP First-Draw Loan Receipt by Employer Businesses

Table 10.5Establishment Exit Rates by PPP First-Draw Loan Receipt by Employer Businesses by Size of Firm

Table 10.6Job Destruction Rates by PPP First-Draw Loan Receipt by Employer Businesses, All Firm Sizes

Table 10.7Restaurant Revitalization Fund Loan Receipt by Employment Size

Table 10.8Economic Injury Disaster Loan (EIDL) Receipt by Employment Size

Table 11.1Business Earnings Losses by Industry, 2019–2022 and 2019–2023

Table 11.2New Business Activity Rate and Necessity Share, 2019–2024

Table 11.3GDP Growth Rates from 2022 to 2024

Table 12.1Growth in the Number of Employer Businesses by Race: Percent Change from 2019 to 2020, 2021, and 2022

Table 12.2Median Household Net Worth by Race, 2019–2022

Table 13.1Business Owner Activity Growth by Industry

Table 13.2Top Industries for Business Activity Growth by Race, 2019 to 2023/2024 [Combined]: Share of Total Growth






Preface


At the beginning of March 2020, no one was ready for what was about to happen. As COVID-19 cases continued to rise, however, one thing became very clear: drastic steps would be needed to slow the spread of the disease. An unprecedented move to “flatten the curve” would entail the widespread shutdown of stores and businesses in the United States and around the world. Small businesses were expected to be hit especially hard by the mandated business closures and because of health concerns on the part of customers, workers, and owners.

When the pandemic began, I started working full-time in the laundry room of my house, which was my new temporary office. My entire family was at home, and the laundry room provided a quiet place for me to work. My older daughter returned home during her sophomore year in college and my younger daughter spent the spring of her senior year in high school on her computer at home instead of in the classroom and on the softball field. Although my family did not appreciate it at the time, we were very fortunate in that our house provided separate spaces for each of us to work or attend school. Stress levels were high. My children, of course, were not happy about the new arrangement and missed hanging out with their friends.

Throughout my career, and well before the pandemic started, I have regularly used the monthly Bureau of Labor Statistics’ Current Population Survey (CPS) microdata to study business ownership and unemployment. As early as mid-March of 2020, I used the CPS to analyze business industry patterns by race to predict which groups would be hit the hardest by mandated business closures for a Washington Post article. Moving forward in time, it was clear that the April 2020 CPS data would be the first to capture the social distancing restrictions that shut down most businesses in the country. I was prepared for the release of these data, which was scheduled for mid-May. I downloaded the microdata set from the BLS website on the day it became available. Shortly after, I wrote the first paper on the early-stage impacts of COVID-19 on racial inequality in business activity, and Ken Couch, Huanan Xu, and I wrote the first paper on the early-stage impacts of COVID-19 on racial inequality in unemployment.

That first paper, “The Impact of COVID-19 on Small Business Owners: The First Three Months After Social-Distancing Restrictions” (Journal of Economics & Management Strategy, 2020), had a large scholarly, societal, and policy impact. It was the first study to document and explore the causes of disproportionate business activity losses by race and gender. One of the key findings was that Black business activity dropped by 41 percent in the first month of the pandemic (compared with 17 percent for white business activity). The findings were reported by hundreds of media outlets, including The New York Times, The Wall Street Journal, PBS, NPR and CNN. I was told later that the PBS NewsHour story that featured the findings reported in the paper helped PBS win a Peabody Award. The findings on business activity by race and ethnicity were used by the U.S. Congress, the U.S. Vice President’s office, the President’s office, the California governor’s office, and numerous other government agencies. I was also told that the findings were so alarming that they helped justify changing how funds were disbursed in the second round of the $800 billion Paycheck Protection Program (PPP) to help minority-owned businesses.

At the beginning of the pandemic, the National Bureau of Economic Research (NBER) encouraged members to conduct research on the economic impacts of COVID-19 to help inform economic policy during this tumultuous period. Following the NBER’s call for research, I devoted a substantial amount of my research time to studying the early impacts of COVID-19. I studied a wide range of topics, including impacts on businesses, unemployment levels, college enrollment, educational technology, health education, and racial and gender inequality. My work on the impacts of COVID-19 was highlighted by the NBER in the NBER Bulletin, a Reporter Article, Research Spotlight, Personal Research Summary, and a video.

I received so much interest from policymakers, the media, and researchers that I posted several updates to small business activity on my website through December 2021. My business activity updates were used by the White House, the Vice President’s office, the President-elect’s transition team, the U.S. Senate, and U.S. House of Representatives to measure and track small businesses, racial inequality, and the PPP program. I provided similar help to the California state governor’s office. I testified two times before the U.S. House of Representatives and two times before the California State Assembly. As a sign of the times, I presented my testimonies from my laundry room except for the one occasion on which I testified in person before the California State Assembly, in July 2021. I also discussed, presented, or wrote reports on the topic for numerous government agencies, including the U.S. Department of Justice, the U.S. Treasury Department, the U.S. Senate Committee on Small Business and Entrepreneurship, the Cleveland, San Francisco, and Boston Federal Reserve Banks, the Minority Business Development Agency, and the National Academy of Sciences.

This book builds on the findings from the early papers, research for my congressional testimonies, and the tracking of business activity posted on my website. The book takes a comprehensive approach to exploring the impacts of the pandemic. I examine trends in COVID-19 cases, GDP growth, and national unemployment rates and provide a detailed discussion of social distancing restrictions and other policies before turning to an analysis of trends in business activity, earnings, sales, closures, PPP receipt, and industry structure using several different data sources. The book extends the analysis of business activity and outcomes through the end of 2024, five years after the arrival of COVID-19. The federal government often revises estimates of economic activity, which are also reported in the book. Additionally, new years of data and new datasets that have only recently become available are used in the book. For example, a new dataset that merges administrative information on employer businesses and PPP loan receipt is examined. I hope that the new findings on the early- and long-term effects of the pandemic on business outcomes and the effects of the PPP prove beneficial for policymakers, business leaders, and small business owners as the country moves forward.

I have many people to thank for providing helpful comments and suggestions over the years spanned by this research project. I benefited from numerous discussions with colleagues and policymakers. Special thanks go to coauthors on earlier papers in the pandemic, among them Ken Couch, Huanan Xu, Frank Fossen, Reid Johnsen, and Gentian Droboniku, who helped with the original ideas, methodology, and analysis. Special thanks also go to coauthors on previous books published with the MIT Press, including Zach Kroff, Javi Miranda, Nick Zolas, and Alicia Robb. I had many useful conversations about the research project with them. I also benefited from discussions with participants at numerous seminars, workshops, conferences, and government presentations. Conversations with Jim Poterba and Karen Mills were inspirational in my continuing to study the impacts on small businesses. I thank Beatriz Rache and Nora Onek for research assistance on the project. Finally, my family members have been incredibly supportive during the writing of this book. I thank Rebecca London, Zoe Fairlie, Jessica Fairlie, and Barbara Fairlie for their patience and support.






1The Novel Coronavirus and Small Businesses


The world was unprepared for what was about to happen in early 2020. A novel coronavirus, producing a disease that came to be known as COVID-19, emerged on the scene and created one of the largest economic disruptions in history. COVID-19 is an infectious disease caused by the SARS-CoV-2 virus and is spread through coughing, sneezing, and even speaking or breathing. Before vaccines became available, the only ways to prevent the disease, or at least slow its spread, were to keep one’s distance from other people, wear masks, and wash or disinfect one’s hands frequently. Social distancing early in the pandemic turned out to have the largest impact on commerce, work, and the economy more broadly. Face-to-face interactions in stores, workplaces, and offices are crucial for economic activity, and this importance was perhaps underestimated prior to the pandemic.

The widespread shutdown of stores and businesses in the United States and around the world in an effort to contain the spread of COVID-19 was unprecedented. Stores, factories, and many other businesses shuttered operations early in the pandemic in response to policy mandates, declining consumer demand, health concerns, and other factors. In the months after the start of the pandemic, stores began reopening as social distancing restrictions were relaxed and the number of COVID-19 cases declined, but businesses continued to struggle. Businesses continued to lose revenues from disruptions caused by additional waves of shutdowns, restrictions, and reduced customer demand during the pandemic and after, in the recovery period. Many small businesses closed permanently, but the empty storefronts, the early retirements of some owners, and waves of closures also created new business opportunities.

The effects of social distancing restrictions and health concerns in the pandemic were felt differently across the U.S. population, especially among economically vulnerable groups such as Black and Latinx Americans. Because of limited savings and wealth, these groups were especially vulnerable to negative economic shocks such as layoffs associated with COVID-19. Asian Americans also faced hardships in the pandemic as customers, workers, and fellow employees were nervous about interactions because of the coronavirus’s origin in China. Small businesses owned by people of color may have faced disproportionate losses during the pandemic and may have experienced differential recoveries in the following years.

A timeline of the beginning of the pandemic provides a useful starting point. The early timeline sets the stage for better understanding what happened to small businesses overall and small businesses owned by people of color during the pandemic and the recovery phase. For most of us, the early events of the pandemic are a blur because so much was happening so fast. In this chapter I review what happened during the pandemic, focusing on the spread of the disease, and in the next chapter I discuss the emerging government policies to stop or at least slow its spread, before examining the impact of COVID-19 on small businesses.


The Early Timeline of COVID-19

The country, and the world, for that matter, were woefully underprepared for what was about to hit in the beginning of 2020. Although it is well known that COVID-19, which stands for “coronavirus disease 2019,” emerged in December 2019 in Wuhan, China, the rapidly developing sequence of events in early 2020 has somewhat faded for most people now. It is insightful to go back to the headlines at the beginning of 2020 to recall how fast information about the disease and the impending crisis was evolving. I focus on the headlines in The New York Times to illustrate the timeline of information about the disease.

One of the earliest headlines of 2020 in The New York Times, from January 8, 2020, read “China Identifies New Virus Causing Pneumonialike Illness.”1 Interestingly, the article noted “There is no evidence that the new virus is readily spread by humans.” Only one week later, however, cases of the new virus were reported in Japan and Thailand, raising concern about the spread of the disease across countries.2 Only two days later, a few U.S. airports started to screen passengers from Wuhan, China. Cases were starting to spread quickly inside China, and concern was growing around the world.3

Those concerns were about to escalate quickly. On January 20, 2020, The New York Times reported that a government-appointed expert in China revealed that the new disease could spread from human to human.4 The disease did not take long to make it to the United States. On January 21, 2020, a New York Times headline read “First Patient with Wuhan Coronavirus Is Identified in the U.S.”5 The first case was recorded in Washington state. The person had visited Wuhan and returned to the United States on January 15, before airport screening started at a few airports; he had no symptoms at the time.6 Additional airports started to screen passengers traveling from Wuhan. On the same day, the coronavirus was reported to have spread to Taiwan and South Korea.7

Back in China, drastic measures were being taken to stop the spread of the new disease. On January 22 the Chinese government closed off the city of Wuhan.8 All means of transport out of the city, including planes and trains, were halted. In a city of 11 million people, public transport such as bus and subway lines was also suspended. A day later the stock market started to drop, and China expanded travel restrictions to twelve cities with a combined population of 35 million people.9

The second reported case in the United States occurred on January 24 in Chicago.10 This person had also traveled to Wuhan and had returned to the United States on January 13 without symptoms. On the same day, COVID-19 cases were reported in France and Australia. On January 26 three more cases were confirmed in the United States, two in California and one in Arizona.11 All three people had recently visited Wuhan. Just three days later, The New York Times reported that there were cases in Thailand, Hong Kong, the United States, Taiwan, Australia, Singapore, South Korea, Malaysia Japan, France, Germany, Canada, Vietnam, Nepal, Cambodia, and the United Arab Emirates.12 Another major announcement about the new virus came out that same day. Some of the cases involved patients who had not traveled to China, which provided evidence that the disease was spreading through person-to-person contact far from the initial source.

The World Health Organization (WHO) declared a global health emergency on January 30. At the end of January there were roughly 12,000 cases in China and one hundred cases across twenty-one other countries.13 Governments around the world were starting to take restrictive actions. Nearly two hundred Americans were evacuated from Wuhan and were quarantined for two weeks at a military base in California.14 Foreign nationals who had recently visited China would be barred entry into the United States. Major U.S. airlines announced that flights between the United States and China would be suspended for several months.

The first extensive business shutdowns prompted by COVID-19 started in China at the end of January. For example, on January 29 the government of Jiangsu Province ordered businesses except those providing necessary items, such as utilities, pharmacies, and supermarkets, to close until February 10.15 Small to medium-size businesses such as stores and restaurants were expected to get hit the hardest. As reported on February 3, Beijing had mostly shut down, even though it was not under a strict government-ordered lockdown as Wuhan and other nearby cities were.16 But business was notably affected. Most shops, restaurants, hair salons, and other services were closed. Larger stores and shopping centers imposed restrictions on entry, and customers avoided going out to shop. In less than two months, extensive business shutdowns would come to the United States.

As more and more states reported cases, and as COVID-19 was spreading quickly in most parts of the world, the WHO and the Centers for Disease Control and Prevention (CDC) started to release announcements about the virus. Perhaps the most memorable announcement came on March 11, 2020, when the WHO officially declared COVID-19 a pandemic, ratcheting up concerns over the spread of the disease around the world. The WHO pointed to the more than 118,000 cases of COVID-19 in more than 110 countries and territories around the world. A few days later, on March 15, the CDC recommended that no gatherings of fifty or more people be held for the next eight weeks.17 To be sure, schools in many states had already started to close, some colleges had moved to online instruction, and several cities had closed restaurants and bars, allowing only takeout and delivery service. But the CDC announcement at the national level underlined the seriousness of the virus and the potential for its rapid spread throughout the country. Perhaps not surprisingly, by March 17 all states in the country had reported COVID-19 cases (National Public Radio 2020).



The Rapidly Growing Number of COVID-19 Cases in the United States

Although the first case of the novel coronavirus infection in the United States was recorded in January 2020, it was not until early March that the CDC began tracking and reporting case numbers. COVID-19 case data start for the week ending March 14. There were 38,878 recorded cases that week. Because much was unknown about the coronavirus at the time, however, there were likely many more cases in the country. Over the following week, the number of new recorded cases in the country more than doubled, to 90,000 new cases that week. Figure 1.1 displays weekly numbers of new COVID-19 cases in March and April 2020. In the last full week in March 2020, new cases of COVID-19 jumped to nearly 120,000. The number of new cases each week continued to climb rapidly in the early days of the pandemic, which was expected because the disease was highly contagious.
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Figure 1.1

New COVID-19 cases in the United States per week for weeks ending March 14, 2020, to May 2, 2020.


The early period of the pandemic was clouded by uncertainty. It is possible that in early to mid-March, customers, workers, and business owners might have started to change their behavior out of fear of catching the disease. The major announcements about the “pandemic” and recommendations on social gatherings by the WHO and CDC might have had at least some chilling effect on business activity in early March. Also, COVID-19 case numbers were rising fast, and there was no hope of a vaccine coming available in the near future. The CDC and health officials were frank about how long it might take to develop a safe and effective vaccine. A vaccine would not be coming in the next few months. In total, small businesses were likely affected by health concerns over COVID-19 in early March, but nothing similar in scale to what was about to happen starting on March 16, when the first social distancing restrictions were implemented in the United States.



COVID-19 and Small Businesses: Why There Could Have Been Impacts

Numbers of reported COVID-19 cases were rising fast in the spring of 2020. Several channels existed by which the emerging pandemic might have affected businesses, and small businesses in particular. The most important channel was likely the mandated social distancing restrictions, which shut down the in-person operations of most businesses starting at the end of March 2020. Chapter 2 provides a detailed discussion of these restrictions, which were undertaken in an attempt to slow the spread of the disease by restricting face-to-face interactions in commercial spaces, the workplace, schools, at social events, and in many other places where people might gather. The social distancing restrictions likely exacted a major toll on business activity, especially among small businesses. Direct-to-consumer and business-to-business sales likely dropped substantially.

Small businesses stood to be particularly hard-hit by COVID-19 because they are often located in sectors where the restrictions on commercial activity were severe, such as tourist spots, retail centers, and transportation hubs and lines. Additionally, many small businesses are in “nonessential” industries rather than “essential” industries—an important distinction for social distancing restrictions at the beginning of the pandemic. To weather the storm of the pandemic, businesses often needed to tap into cash reserves and savings or take out loans from financial institutions. Small businesses often have limited ability to access financing and have only small cash reserves on hand. They are also unlikely to have long-term, established relationships with banks willing to lend money. Large companies, by contrast, receive direct and preferential financing from financial institutions. Perhaps working in their favor, however, small businesses qualified for loans from the Paycheck Protection Program (PPP), which provided nearly a trillion dollars in funding during the pandemic.

Health restrictions were imposed early in the pandemic to slow the spread of the disease. Small businesses were likely affected very quickly by these restrictions. They likely had a difficult time figuring out new regulations regarding operating procedures and legal issues at the very beginning of the pandemic. Small businesses may have had less ability to figure out and implement procedures to align with rapidly changing government regulations regarding healthy operations (e.g., mask wearing, the use of plastic barriers, cleaning, spacing of customers, and so on). Large businesses likely could comply more easily with the measures imposed by government authorities.

COVID-19 disrupted global and national supply chains. Relative to large corporations, small businesses would have been less dependent on global and national supply chains that were disrupted during the crisis. Large companies, however, can choose from among different channels to buy and sell their goods and services. Further, rent on commercial facilities, payment for utilities (electric, gas, and water), salary payments, loan payments to financial institutions, and taxes are expenses with relatively little flexibility. Small businesses would have been hampered in their ability to meet these expenses early in the pandemic.

The consumer side is also important to consider when exploring the impacts of the pandemic on businesses. On the one hand, sales were expected to drop owing to decreased consumer demand during the pandemic. Consumers might have altered their consumption patterns either through either a voluntary decrease in spending or to be in compliance with confinement measures and the restrictions imposed on commercial activities. Consumers might also have reduced their consumption because of the increasing economic uncertainty, income losses, changes in habits (such as spending more time at home than socializing outside the home), or simply because someone living at home caught COVID-19. Under such circumstances, consumers commonly opt for goods and services provided by larger establishments, which find it easier to adapt to and meet health standards and restrictions imposed by the authorities. Consumers might have felt safer shopping at larger retailers. Small businesses are especially susceptible to abrupt drops in demand.



Organization of the Book

Governments around the world responded swiftly and aggressively to curtail the rapid spread of COVID-19. Responses to the disease evolved quickly in mid-March 2020 in the United States, with health authorities making a concerted effort to try to limit interactions between people, especially in crowded settings. One major consequence of these efforts was to limit business commerce, especially at small businesses that provide goods and services directly to customers. Anticipating the economic struggles that would result from these restrictions, the federal government provided the largest aid program to small businesses in history. Nearly 12 million loans totaling a staggering $800 million were provided to small businesses through the PPP. The goal of the program was to help small businesses stay open and retain their employees. In this way, the disruptions caused by mandated shutdowns might be reduced by keeping employees on the payroll of businesses instead of having those employees join the unemployment insurance rolls.

This book examines three overarching questions regarding the impacts of COVID-19 on small businesses resulting from social distancing restrictions; shifts in owner, worker, and customer behavior over health concerns; and federal aid packages. Two additional questions regarding how the economic recovery from COVID-19 affected small businesses are examined.


	How did COVID-19 affect small business owners? Did it severely reduce their business activity and earnings during the first several months of the pandemic?

	What types of businesses were hit the hardest? Did the pandemic disproportionately affect and close Black-, Latinx-, and Asian-owned businesses?

	How did the federal government respond to the crisis to help small businesses? Did the massive, unprecedented levels of government relief for small businesses through the PPP help small businesses survive and retain employees? Did PPP funds get distributed evenly to minority communities?

	Five years later, have small businesses recovered from the COVID-19–induced recession? Has the recovery been steady or rocky with changes in numbers of reported COVID-19 cases and policies? Has the recovery been uneven by race?

	What new opportunities for small businesses have appeared in the five years since the start of the pandemic? Which industries have grown and which have contracted since before the pandemic started? What will happen going forward, and how will it be affected by consumer trends, technological changes such as robots and AI, and government policy?



The material covered in each chapter of the book is arranged mostly in chronological order. Chapters 1–4 cover the first few months of the pandemic, when the U.S. economy experienced the largest disruption. Chapters 5 and 6 cover the rest of the first year of the pandemic, 2020. The next three chapters focus on the second year of the pandemic, 2021, which was a pivotal year that saw the arrival of vaccines, a new president, and a rebooted PPP. Chapter 10 crosses from earlier years to later years of the pandemic. Chapters 11–13 cover the economic recovery, and chapter 14 concludes with a summary of findings, areas for further research, and a discussion of future trends.

Overall, the book examines the five-year period from the start of the pandemic in January 2020 to the end of 2024. I weave together evidence from the most up-to-date data on business activity and novel data on PPP receipt and business outcomes recently released by the U.S. Census Bureau. The goal is to reconstruct the story of what happened during one of the most important five-year periods in economic history, from the first cases of COVID-19 reported in the United States, in December 2019, to several years into the recovery, ending in December 2024.

Chapter 2 examines the social distancing restrictions that shut down nonessential businesses, and the distinction made between essential and nonessential businesses. The discussion of the timeline of restrictions placed on nonessential businesses highlights the experience of Santa Clara County, California, the first in the nation to pose these restrictions. The rapidly rising numbers of COVID-19 cases after the initial weeks of the pandemic provide a context for better understanding the potential impacts of social distancing restrictions on small businesses. Chapter 2 also briefly discusses the methodology and measurement issues that are important for estimating the impact of COVID-19 on business activity and earnings in later chapters. Finally, chapter 2 discusses state variation in numbers of COVID-19 cases and two major policies employed to stop the spread of the disease, social distancing restrictions and masking mandates. States had different views on the trade-off between slowing the spread of the disease and minimizing economic activity losses.

Chapter 3 examines the impacts of COVID-19 on business activity in the first few months of the pandemic. The impacts are explored across different types of businesses and between essential versus nonessential businesses. Some industries were hit especially hard during these first few months, while other industries actually experienced growth in business activity. The scramble to find up-to-date data on business activity at the very beginning of the pandemic is also discussed, with suggestions for future work in real-time tracking of business activity, which is not readily available from government sources. Chapter 3 also examines the early impacts of COVID-19 on business owner earnings. Losses to business earnings are estimated across different industries and owner characteristics, such as education, age, and gender. Adjustments are made for prepandemic trends in business earnings. The methodology used to make these adjustments is discussed in an appendix to the chapter.

Additional measures of new business activity and the opportunity versus necessity share of new business activity are presented in chapter 3. Focusing on California, where losses were large, the chapter discusses impacts on business sales, closures, and market concentration. Finally, the broader impacts of COVID-19 on the U.S. economy as measured by the gross domestic product (GDP) and the national unemployment rate are discussed. In sum, the chapter provides a thorough discussion of COVID-19 impacts on small businesses using several measures and data sources, and a comparison with broader impacts on the U.S. economy.

Chapter 4 explores whether there were disproportionate impacts of COVID-19 on business owners by race. The impacts on business activity are examined first, focusing on the first full month, April 2020, after social distancing restrictions were put in place. The second part of chapter 4 examines whether there were disproportionate impacts on business earnings, and, if so, how large those differential impacts were. An important question is whether racial differences in prepandemic owner, business, and geographic characteristics contributed to disproportionate losses in business earnings by race. For example, did industry concentrations place some racial groups at higher risk of business earnings losses in the pandemic? Chapter 4 explores these questions and related questions about whether geographic differences in exposure to COVID-19 and social distancing restrictions contributed to larger earnings losses among business owners of color.

Chapter 5 discusses the Paycheck Protection Program, which represented the largest aid package ever provided to small businesses by the federal government. Nearly $1 billion was provided to small businesses from April 2020 to May 2021 through the PPP with the goal of helping small businesses survive and retain their employees during the pandemic. This chapter focuses on the first two rounds of the program, which ran from April 3, 2020, to August 8, 2020. (The reboot of the program in early 2021 is covered in chapter 9.) The largest providers of loans are discussed for the two rounds and how these changed over time in the first several months of the program. Another important question examined in the chapter is whether PPP funds were evenly disbursed across minority communities in the United States. The chapter also reviews previous research on the Small Business Administration’s (SBA’s) massive Economic Injury Disaster Loan (EIDL) program and efforts by researchers to address problems of missing race information in the PPP loan data.

Chapter 6 returns to examining the impacts of COVID-19 on business activity by expanding the analysis of chapter 4 to the next two months of the pandemic, May and June 2020. Did business activity drop even further or did it partially rebound in these two months? Did business activity trends over these two months differ by race or industry? The analysis then turns to the impacts on total business activity and racial inequality in business activity through the second half of the year, July to December 2020. Further losses or rebounds during 2020 are also explored for business sales in California, GDP, and the national unemployment rate. Trends in these measures of the broader economy provide a context for understanding how small business owners fared after the initial disruption caused by COVID-19 and social distancing restrictions.

Vaccines rolled out at the beginning of 2021 to the general public. Chapter 7 examines how numbers of new COVID-19 cases changed in 2021 and whether business activity increased with the resulting optimism and a new presidential administration. Chapter 7 also examines the impacts of COVID-19 on business earnings in 2021. Did businesses rebound strongly during the year? Did businesses rebound differently by industry? The chapter concludes by examining trends in the broader economy over the pivotal year.

Chapter 8 extends the analysis to examine whether there were differential rebounds for Black, Latinx, and Asian business owners through 2021. Differential trends in business activity and earnings are explored. The chapter considers the potential contributions of owner, business, and geographic characteristics to the differential trends observed in 2021.

Chapter 9 examines the reboot of the PPP at the beginning of 2021. The third round of the program differed from the first two rounds in 2020 by placing more emphasis on eligible borrowers in underserved and disadvantaged communities. The chapter first discusses the extensive changes to how the program was marketed, the financial institutions providing loans, and the types of small businesses targeted, including those without employees. During this third round of the PPP, from January to May 2021, a total of $278 billion was provided to small businesses through 6.7 million loans, of which $209 billion and 2.9 million loans were second-draw loans. The chapter then analyzes how the first-draw and second-draw loans were disbursed to minority communities. The analysis builds on the analysis in chapter 5 of the 2020 program.

Chapter 10 examines PPP receipt and small business outcomes. The analysis draws on an exciting new administrative data source providing information on PPP loan receipt, survival, and job destruction among small businesses that recently became available. The new data source, the Business Dynamics Statistics of SBA COVID Response database, links data on the universe of employer businesses to data on the universe of PPP loans. I use the data first to examine the percentage of small businesses receiving PPP loans. I then analyze whether PPP receipt differed by size of firm and when the first loan was received. The receipt of second-draw loans through the PPP by small businesses is also examined using the data. I next use the new BDS-SBA COVID database to explore the important question of whether the PPP helped small businesses survive and retain employees during the pandemic. The analysis of the association between PPP loan receipt, exits, and job destruction is conducted for firms of different sizes and time of receipt of the first PPP loan. Previous research examining the question is also discussed. Additional aid programs for small businesses, including those targeting small businesses in the struggling food and entertainment industries, are discussed. Finally, the chapter briefly describes the findings from studies examining fraud in the PPP.

Chapter 11 examines the recovery from the COVID-19–induced recession from the beginning of 2022 to the end of 2024. The disease, however, did not disappear. The chapter first examines trends in the number of new COVID-19 cases over the time period before turning to an examination of trends in business activity and earnings. Trends in GDP growth and the national unemployment rate are also presented.

Chapter 12 explores the question of whether there was racial inequality in the recovery for small businesses over the past few years. The chapter first examines how business activity rebounded for each group from the beginning of 2022 to the end of 2024. It then moves on to examine racial patterns in business earnings during the recovery phase. Comparisons are also made with trends in inequality in total earnings and wage and salary worker earnings.

Chapter 13 examines how small businesses in different industries rebounded economically in the recovery. The question of whether businesses that were initially hit the hardest in the pandemic recovered or did not recover by 2024 is explored. I also examine which industries contributed to overall growth in business activity for each racial group. Finally, the chapter presents detailed data on trends in the industry composition of employer business establishments to assess whether there were differential recovery
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