
There have been unusual patterns in economic activity 
during the COVID-19 crisis. For example, in contrast 
to most recessions, household income and personal 

savings increased during the crisis.1 Another unusual fea-
ture of the COVID-19 crisis is the behavior of business 
applications.

Data on business applications come from Business 
Formation Statistics, a dataset provided by the U.S. Census 
Bureau. Business applications are all applications for an 
employer identification number inside the 50 U.S. states 
and Washington, D.C.2 In Figure 1 we compare business 
applications before and after the start of two recessions. 
Month 0 corresponds to the peak month before a recession 
as dated by the National Bureau of Economic Research. The 
peak month for the 2007 recession was December 2007, and 
for the COVID-19 recession it was February 2020. On the 
vertical axis the number of monthly business applications 
are normalized to 1 in month 0 to allow for comparison 
across recessions. Thus, a value of 1 implies no difference 
relative to the start of the recession; a value of 0.9 implies 
10% fewer business applications than at the start of the 
recession; and a value of 1.1 implies 10% more applications.

Business applications are relatively stable before each 
recession. But in both recessions, applications fell about 
15% in the month after the recession started. The remark-
able aspect of the figure, however, is the increase in busi-
ness applications during 2020. In July, five months after 
month 0, business applications were almost double (86% 
above) what they were in February. In comparison, five 
months after the 2007 recession started, business applica-
tions were 10% lower and kept declining: They were 25% 
lower one year after the start of the recession.

In total, there were over 1.1 million more business 
applications in the 12 months after February 2020 than in 
the 12 months before February 2020—a 34% increase. In 
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comparison, there were 130,000 fewer business applica-
tions in the 12 months after December 2007 than in the 
12 months before December 2007—a 5% decline.

Business applications did not increase uniformly across 
sectors. In Figure 2 we report the percentage increase of 
total business applications, by sector, in the 12 months 
after February 2020, relative to the total in the 12 months 
before February 2020 (blue bars); we also report the contri-
bution of each sector to the total increase in business appli-
cations (black bars). Even though there was an increase in 
many sectors, it is the retail trade sector that experienced the 
largest increase in applications—a 79.2% increase, amount-
ing to 20% of the total increase in applications. The real 
estate sector experienced the smallest increase in new busi-
nesses—that is, 2%—but still contributed to 5% of the total 
increase in applications.3

Business applications are only one side of the coin, 
though. An important question is whether the COVID-19 
crisis induced an abnormally large number of business 
failures. This type of data is generally not available as early 
as business-formation data. Crane et al. (2021) provide 
estimated business shutdowns during the pandemic using 
payroll data.4 They find a peak in business closures lasting 
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Business applications increased across all sectors 
in the 12 months after February 2020, but the 

retail trade sector saw the largest increase.
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NOTE: Figure shows all business applications in the U.S. before and after the peak months  
of the 2007 and 2020 recessions.

SOURCE: U.S. Census Bureau, Business Formation Statistics.

Figure 1
Business Applications in the U.S. During the 2007 and 2020 Recessions 
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increased 23% in the 12 months after February 2020, rela-
tive to the total in the 12 months before February 2020. A 
total of 1.6 million high-propensity businesses were created 
between March 2020 and February 2021, helping with the 
reduction in unemployment during this period. n

Notes
1 Vandenbroucke, G. “Personal Saving During the COVID-19 Recession.” 
Federal Reserve Bank of St. Louis Economic Synopses, No. 2, 2021;  
https://research.stlouisfed.org/publications/economic-synopses/2021/02/12/
personal-saving-during-the-covid-19-recession. 

2 Applications for tax liens, estates, trusts, and certain financial filings are not 
counted as business applications.

3 The sectors represented in Figure 2 account for 76% of the total increase in 
business applications. Hence, the numbers associated with the black bars do 
not add to 100%.

4 Crane, L.D.; Decker, R.A.; Flaaen, A.; Hamins-Puertolos, A. and Kurz, C. 
“Business Exit During the COVID-19 Pandemic: Non-Traditional Measures in 
Historical Context.” Board of Governors of the Federal Reserve System, Finance 
and Economic Discussion Series (FEDS), Revised April 2021;  
https://www.federalreserve.gov/econres/feds/business-exit-during-the-covid-
19-pandemic.htm. 

5 The Census determines whether an application is “high propensity” based 
on the characteristics of the application (e.g., applications from a corporate 
entity, applications indicating they are hiring employees, applications with 
planned wages, and applications for retail stores or restaurants/food service).

at least 36 days around mid-May 2020. Business closures 
at that time were 6% higher than their historical average. 
They also find a modest peak (2% above the historical 
average) in more permanent closures of 70 days or longer. 
By August/September 2020, however, business closures 
had returned to their historical averages.

Conclusion
What do these considerations mean for the U.S. econ-

omy? On the one hand, business applications have been up, 
and, on the other hand, business closures may be returning 
to normal. This suggests a venue for unemployment to 
decline and stay low. It is not known, however, how many 
employees the new businesses would hire or how likely the 
businesses are to survive in the months following their 
creation. To address this question, the Census divides 
business applications between “high-propensity business 
applications” and all other business applications. High-
propensity applications are the most likely to turn into 
businesses with employees and are thus quite different 
from applications submitted by, for example, laid-off 
workers who become self-employed and are less likely to 
hire anyone.5 Total high-propensity business applications 
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NOTE: The bars show the percent change in total business applications from the 12 months before February 2020 to the 12 months after February 2020 (blue) and the 
contribution to total change in business applications (black).

SOURCE: U.S. Census Bureau, Business Formation Statistics.

Figure 2
Percent Change in Total Business Applications, 2019-2021

https://research.stlouisfed.org/publications/economic-synopses/2021/02/12/personal-saving-during-the-covid-19-recession
https://research.stlouisfed.org/publications/economic-synopses/2021/02/12/personal-saving-during-the-covid-19-recession
https://www.federalreserve.gov/econres/feds/business-exit-during-the-covid-19-pandemic.htm
https://www.federalreserve.gov/econres/feds/business-exit-during-the-covid-19-pandemic.htm

