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U.S. business exit (death) in COVID-19

* COVID-19 brought questions about business survival to the forefront of policy and
research discussions
» Social distancing and restrictions led to large revenue declines in certain industries
* What are survival prospects of affected businesses? What are macro implications?

* Business exit can be healthy but
* Permanently destroys jobs (i.e., no recall option, see Fujita & Moscarini 2017)

* Destroys proprietor wealth

» Destroys intangible/firm-specific capital—and physical capital through reallocation frictions
(Cooper & Haltiwanger 2007)

 Alters the economic geography of local communities
* Can affect aggregate productivity depending on exit selection
* High demand for real-time insights about business survival



Measuring business exits in official U.S.
statistics

e Bureau of Labor Statistics (BLS): quarterly * Measuring exit is difficult
Business Employment Dynamics (BED) « Administrative data have a long pipeline
e Based on unemployment insurance system data e Exit takes extra time to observe

» Establishment closure and death
* Analysts have therefore turned to

* Coverage starts early 1990s - .
nontraditional/alternative data

* Closure data lag 2 quarters (currently through

2020q4); death 3 quarters later (Sadeghi 2008) e Some nontraditional data produce nonsensical
results

* Census Bureau: annual Business Dynamics * ...Making sense of nontraditional data requires
Statistics (BDS) context from official data
* Based on federal tax data
* Firm and establishment death
* Coverage starts late 1970s

* March data lag 2.5 years (i.e., mid-2020 captured
in the 2021 data, released in 2023)



Stylized facts about business exit



Historical exit/closure in BLS BED data

BED - Unweighted BED - Employment weighted

Establishment deaths
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Historical exit in Census Bureau BDS data
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Exit by firm & establishment size (BDS)

Est. death by firm size

Firm death by firm size

Est. death by est. size
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Mote: Umasighted exit rates with DHS denominators. BDS data are noisy in Economic Census years (2's and 7's).
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Business cycle correlations

Table 1: Business cycle correlations

Unemployment GDP
Unweighted Weighted | Unweighted Weighted
BED: Establishment closures (BLS) 23 -.13
BED: Establishment deaths (BLS) 31 -.21
BDS: Establishment deaths (Census) 37 -.16
BDS: Firm deaths (Census) 31 -.18

* Positive correlation with change in unemployment rate
* Negative correlation with GDP growth

Note: Exit rates detrended linearly. BED correlated with quarterly change in unemployment rate or change in log real GDP. BDS correlated with annual change in unemployment rate
or change in log real GDP on BDS annual timing (April-March). BED data cover 1992g3-2019q1 (deaths) or 1992g3-2019qg4 (closures). BDS data cover 1984-2018 (trends estimated
on full 1978-2018 sample).



Business cycle correlations

Table 1: Business cycle correlations

Unemployment GDP
Unweighted Weighted | Unweighted Weighted
BED: Establishment closures (BLS) 34 23 -.40 -.13
BED: Establishment deaths (BLS) .36 31 -.44 -.21
BDS: Establishment deaths (Census) .64 37 -.16 -.16
BDS: Firm deaths (Census) 31 -.18

* Positive correlation with change in unemployment rate
* Negative correlation with GDP growth
e Establishment deaths more cyclical than firm deaths

Note: Exit rates detrended linearly. BED correlated with quarterly change in unemployment rate or change in log real GDP. BDS correlated with annual change in unemployment rate
or change in log real GDP on BDS annual timing (April-March). BED data cover 1992g3-2019q1 (deaths) or 1992g3-2019qg4 (closures). BDS data cover 1984-2018 (trends estimated
on full 1978-2018 sample).



Business cycle correlations

Table 1: Business cycle correlations

Unemployment GDP
Unweighted Weighted | Unweighted Weighted
BED: Establishment closures (BLS) 34 23 -.40 -.13
BED: Establishment deaths (BLS) 36 31 -.44 -.21
BDS: Establishment deaths (Census) .64 37 -.16 -.16
BDS: Firm deaths (Census) A1 31 -.32 -.18

* Positive correlation with change in unemployment rate
* Negative correlation with GDP growth

Establishment deaths more cyclical than firm deaths

* Employment-weighted correlations are weaker

Note: Exit rates detrended linearly. BED correlated with quarterly change in unemployment rate or change in log real GDP. BDS correlated with annual change in unemployment rate
or change in log real GDP on BDS annual timing (April-March). BED data cover 1992g3-2019q1 (deaths) or 1992g3-2019qg4 (closures). BDS data cover 1984-2018 (trends estimated
on full 1978-2018 sample).



State-level regressions

Table 2: Business cycle comovement: States

Establishment death
Unweighted Weighted

Firm death
Unweighted Weighted

Change in unemp 0.56%** (). 9% *x
(0.03) (0.02)
Observations 816 816
State FE Yes Yes
Year FE No No

().37FF* (0. 11%**
({].[12) ([].Dl)
816 816
Yes Yes
No No

e Correlations significant within states

e Establishment death more cyclical than firm death

Note: Regression of annual exit rates on annual change in unemployment rates, 2003-2018. Unemployment rate changes timed to correspond with BDS annual timing (April-

March). ***denotes statistical significance with p<0.01.
Source: Author calculations from Business Dynamics Statistics and BLS unemployment data.



State-level regressions

Table 2: Business cycle comovement: States

Establishment death Firm death
Unweighted Weighted | Unweighted Weighted
Change in unemp 0.56%** ().227%%* 0.37%%* 0.171%%*
(0.03) (0.02) (0.02) (0.01)
Observations 816 816 816 816
State FE Yes Yes Yes Yes
Year FE No No No No

e Correlations significant within states
e Establishment death more cyclical than firm death
* Employment-weighted correlations are weaker

Note: Regression of annual exit rates on annual change in unemployment rates, 2003-2018. Unemployment rate changes timed to correspond with BDS annual timing (April-
March). ***denotes statistical significance with p<0.01.
Source: Author calculations from Business Dynamics Statistics and BLS unemployment data.



Robustness

* Cyclicality results are robust to:

 Hamilton (2018) and H-P detrending
Exit levels (vs. rates)
Alternative (non-DHS) exit rate denominators
Economic Census years
2002 Business Register redesign
Inclusion/exclusion of state fixed effects
Pre-2020 BDS vintage
Industrial Production as business cycle indicator



Stylized facts about business exit

* Annual firm exit rates (BDS,
2015-2018):
* 7.5%
* 400,000 firms
* 2% of employment

* Annual establishment exit rates
(BDS, 2015-2018):
* 8.5%
* 600,000 establishments
* 3.5% of employment

 Exit is countercyclical vs. GDP,
unemployment, IP (see also Tian
2018)

* Exit rate and countercyclicality
driven by tiny units

* Temporary closure is common—
2% of establishments per quarter
(BED, 2015-2019)



Measuring exit in nontraditional data



A taxonomy of nontraditional business exit
data

Business services client databases
Customer-tracking datasets
Ad hoc surveys by researchers or statistical agencies

B w e

Private sector census-, search-, or crowdsource-based business lists



1. Business services client databases

* Observe activity of client businesses
e Paycheck issuance (ADP)
 Hours worked (Homebase; also Kronos; Gusto)
* Revenue transactions (Womply)

Homebase: Businesses without hours worked
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* Limitations: Cannot distinguish between
client churn and business shutdown

ADP: Share of businesses closed 25+ days,
difference from historical share
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2. Customer-tracking datasets

* Observe patterns of customer interactions * |dentify establishments with large
with businesses (65%) y-o0-y drop in traffic
* Phone tracking/customer visit: SafeGraph * Limitations: Inappropriate for some
* Other possibility: Consumer credit cards? industries; short time series
SafeGraph: Percent of full-service restaurants permanently closed (NAICS 722511)
B Monthly Rate, by month of identified closing (left) e
—e— Cumulative: Mar. 2020 to Feb. 2021 (right) 115

2r 1.68%
10

8 « Historical rate (BDS,
NAICS 7225)




3. Ad hoc surveys by researchers or statistical agencies

* Surveys of businesses or business 5 SBPS: Expected death within six months

owners -
* Census Bureau Small Business Pulse/SBPS
(Buffington, Dennis, Dinlersoz, Foster, 5 L \/\ /\\ i
Klimek 2020)

e Bartik, Bertrand, Cullen, Glaeser, Luca,
Stanton (2020)

* CPS (households) (Fairlie 2020)
* Limitations: Nonresponse versus exit

Historical rate
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Note: Six month expectations. Data correspond to end of survey week. Historical
rate is 2015-2018 from Business Dynamics Statistics.

Source: Census Bureau Business Dynamics Statistics and Small Business Pulse
Survey; data through April 12-18 2021.



4. Private sector census-, search-, or crowdsource-based
business lists

* Private companies that make it their business to know all the businesses
* Dun & Bradstreet/National Establishment Time Series (NETS)
* Infogroup
* Yelp

* Limitations: Measurement requires continual affirmative monitoring by the data
provider—infeasible for millions of businesses

* Crane & Decker (2020): D&B/NETS tracks business dynamics poorly



So, how many businesses exited? SafeGraph (cell tracking):



So, how many businesses exited? SafeGraph (cell tracking):

* Most excess exit is in “other
services” (personal care, etc)

* Reasonable guesstimate:
<200,000 excess
establishment deaths

* 1/4 to 1/3 above normal
rates

Other services
(NAICS 81)

Accomm. & food
services (NAICS 72)

M SafeGraph, '20-"21 _
M 2015-2019 average (BDS) * Probably smallin

(Nifégizzri‘; M Great Recession (BDS)  employment terms (per ADP
data and Dalton et al. 2020,
2021)

* Less than many feared in
spring/summer 2020

e e e.g., Hamilton (2020) 400k
O 2 4 6 8 10 12 14 16 18 20 22 24 deaths byJuIy
Percent of establishments

Arts, Entertain., & Rec.
(NAICS 71)

SafeGraph estimate is for the March 2020-February 2021 year



Sensible estimate? BED data through 202004

e Surge in closures with peakin 8907 1599
N
202002 g700 |7
: : L & 600 | 1600
e Surge in openings starting in 5 500 500
2 nn | l
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e - £400 T 1499
* Dip in births in 202092, rising 2 .41 — 1300
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Source: BLS Business Employment Dynamics. Seasonally adjusted.



BED-based estimates
* Reopenings = openings — births
* Assume

2020q4 2020q4 2021q1

z deaths, = z closures; — z reopenings,

q=2020q1 q=2020q1 q=2020q2



Evaluating BED-based estimates

* In 2019, estimated deaths | Actual deaths 1110
are 928,000 versus 929,000  Zqgpo| T Fetmated deaths 1 1000
actual >

£ 900 1900

e 1993-2019 RMSE = 10,000 2

* Implies 1.06 million deaths £ o0 15
in 2020 8 700! 1700

* 190,000 excess deaths versus " O Y P
2015-2019 average \o)o)b{\gq@@@@@@&@Qu@@(@@@@r&@@,\b‘r@,\@r&,\%@@

Source: BLS Business Employment Dynamics, author estimates.



Wrapping up

 Official data can be slow but
* Have measurement and accuracy advantages over nontraditional sources
* Provide critical context for assessing nontraditional data

* Exit is difficult to track even in nontraditional data, particularly in
“business client services” datasets

* Still suggestive
 Alternative: Track customers as in SafeGraph

e Other possibilities (see paper)
e Delinquency/bankruptcy
 Utilities accounts
* Web searches



Wrapping up

* |t seems that U.S. exit was not as elevated as feared
 Early official data appear likely to confirm this
* If so, why?
* Unprecedentedly broad business policy support (Decker, Kurtzman, Lutz, Nekarda 2021)

* Excessive pessimism
* Business owners’ resourcefulness



Thanks
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Perscnal Care Services

Automotive Hepair and Maintenance

Clathing Stores

Home Furnishings Stores

Furniture Stores

Museums, Historical Sites, and Similar Institutions

B SafeGraph, Mar 2020-Feb 2021

Traveler Accommodation . 2015-2018 average

Restaurants and Other Eating Flaces . Great Recession

Building Material and Supplies Dealers
Other Amusement and Recreation Industries
Grocery Stores

Electronics and Appliance Siores
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Q2 closures in
BED data

Unweighted

Other Services
Leisure & Hospitality
Retail Trade

Transp. & Warehous.
Economywide
Construction
Manufacturing
Education & Health
Wholesale Trade
Prof & Business Svcs
Information

Mat. Resources & Mining

W 2020q2
W 2015-2019 average
W 2007-2009 max
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Financial Activities

Employment weighted
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