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Abstract

This update to the “Business Formation during the COVID-19 Pandemic” report adds the two

most recent weeks of business formation data and links the state-level labor market data to business

applications using the same accounting approach as the original report. Two developments stand

out. First, the recovery of business applications is ongoing. In weeks 24 and 25 many, though not all

states, are reporting higher numbers compared to the same weeks in prior years and, as a result, the

gap in cumulative year-to-date applications is starting to shrink. The same picture emerges for the

aggregate number of applications in the U.S. in weeks 24 and 25. Second, our year-on-year decom-

position of 12-month growth rates in applications per person suggests that most of the most recent

rise can be attributed to an increase in the number of applications per employed worker, rather than

significant improvements in local labor markets. In fact, the labor force participation and employ-

ment rates for May continue to be weak by historical standards, though marginally better than the

April report. The picture for the most promising business applications, the so-called high-propensity

applications, is more mixed. Despite some improvements compared to the numbers reported in the

original piece, the recovery of high-propensity applications is more subdued compared to the total

number of applications. Put differently, there may still be room for improvement in the “quality” of

new applications.

*University of Wisconsin - Madison (Department of Economics) and CROWE
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Figure 1: Applications in Wisconsin

1 Update

This report updates the figures and tables in the original report with two additional weeks worth of

business applications, namely weeks 24 and 25, ending June 13 and June 20, respectively, and one

additional month of labor market data (for May 2020).

For a more detailed discussion of the underlying methodology and data sources, the interested reader

may want to review the original report, released on June 12, 2020.

Two developments are worth highlighting: the change in the number of weekly applications and an

updated growth decomposition.

1.1 Weekly Applications

First, the recovery of business applications is ongoing. In weeks 24 and 25 many, though not all states,

are reporting higher numbers compared to the same weeks in prior years and, as a result, the gap in cu-

mulative year-to-date applications is starting to shrink. The same picture emergence for the aggregate

number of applications in the U.S. in the two most recent weeks of with available data.

In the Midwest, all states are showing signs of a further recovery in applications, although Iowa and

Minnesota lag somewhat behind Wisconsin (Figures 1 and 2), Illinois, Indiana, and Michigan (Figures

5-9 in the appendix).
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Figure 2: High-Propensity Applications in Wisconsin

1.2 Growth Accounting during the COVID-19 Pandemic

This update uses the same growth accounting methods as the original report. In particular, we divide

the number of business applications by the civilian working-age population and then expand this ratio

into several components. The resulting expression is an equality as a matter of pure accounting:

Ai,t

CNIPi,t
︸ ︷︷ ︸

applications per person

≡

Ai,t

EMPi,t
︸ ︷︷ ︸

applications per worker

×

EMPi,t

CLFi,t
︸ ︷︷ ︸

=ER

×

CLFi,t

CNIPi,t
︸ ︷︷ ︸

=LFPR

, (1)

whereAi,t is the number of applications in location i and time t, CNIPi,t is the civilian non-institutionalized

population age 16 and older (or civilian working-age population), EMPi,t is the number of employed

workers, and CLFi,t is the civilian labor force (i.e. employed plus unemployed workers). The BLS re-

ports the number of applications for various categories of applications. Our analysis here is limited to

(1) the total number of applications and (2) so-called “high-propensity” applications, which are more

likely to ultimately yield a business entry.

The accounting identity in equation (1) allows us to decompose the number of applications per person

into contributions from (1) applications per worker, (2) the employment rate (ER), and (3) the labor

force participation rate (LFPR).

Our May-to-May decomposition of the growth rates in applications per person suggests that most of

the rise can be attributed to an increase in the number of applications per employed worker, rather than
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WI IL MN IA IN MI

(a) Business Applications

Applications per person 6.9% -3.4% -9.3% -12.6% -11.5% -1.4%
Applications per worker 16.9% 11.1% -0.3% -1.8% 23.0% 21.7%
ER -9.4% -12.4% -7.1% -7.8% -9.6% -19.4%
LFPR -0.6% -2.2% -1.9% -3.0% -1.8% -3.7%

(b) High-Propensity
Business Applications

High-propensity
applications per person -5.1% -21.8% -18.2% -18.8% -0.0% -18.8%

High-propensity
applications per worker 4.9% -7.3% -9.2% -8.1% 11.4% 4.3%

ER -9.4% -12.4% -7.1% -7.8% -9.6% -19.4%
LFPR -0.6% -2.2% -1.9% -3.0% -1.8% -3.7%

Table 1: 12-Month Log Differences (May 2019 - May 2020)

significant improvements in local labor markets.

For ease of comparison, we report the May-to-May changes in Table 1 and the April-to-April changes

from our original report in Table 2.

Iowa and Minnesota lag their Midwestern peers in applications and much of the gap can be attributed

to a more subdued recovery in applications per worker.

The labor force participation and employment rates for May continue to be weak by historical stan-

dards, though marginally better than the April report. The pattern across Midwestern states is similar

in that the labor market recovery between April and May is somewhat stronger in Wisconsin, Illinois,

Indiana, and Michigan, compared to Iowa and Minnesota.

The picture for the most promising business applications, the so-called high-propensity applications, is

more mixed. Despite some improvements compared to the numbers reported in the original piece, the

recovery is more subdued compared to the total number of applications. Put differently, the “quality”

of new applications may still have room for improvement.

The mechanism underlying the rise in business applications remains unclear. While improvements in

labor market conditions can account for a recovery from the low application numbers in March and

April, they cannot shed much light on the “overshooting” in weekly applications. One possible ex-

planation is that the rise in business applications reflects a rise in self-employment as an alternative

pathway from unemployment or “out-of-the-labor-force” status to employment. Since business ap-

plications are not linked to the applicants’ labor market status we cannot substantiate this hypothesis

based on the Census’ Business Formation Statistics and the BLS’ State Employment and Unemployment

reports.

In Figures 3 and 4 we are plotting cumulative applications for the first 25 weeks in the past 4 calendar

years for the U.S. (Figure 3) and for Wisconsin (Figure 4).
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WI IL MN IA IN MI

(a) Business Applications

Applications per person -20.3% -24.2% -20.3% -20.5% -15.8% -24.3%
Applications per worker -6.9% -4.8% -12.6% -10.4% 5.1% 5.9%
ER -12.6% -14.8% -5.9% -8.8% -15.9% -23.4%
LFPR -0.8% -4.6% -1.9% -1.3% -5.1% -6.7%
Applications per worker -3.3% -1.1% -9.2% -7.0% 8.8% 9.9%
ER -16.1% -18.5% -9.2% -12.2% -19.5% -27.5%
LFPR -0.8% -4.6% -1.9% -1.3% -5.1% -6.7%

(b) High-Propensity
Business Applications

High-propensity
applications per person -29.5% -43.1% -22.3% -24.9% -22.8% -37.8%

High-propensity
applications per worker -16.1% -23.7% -14.6% -14.8% -1.9% -7.6%

ER -12.6% -14.8% -5.9% -8.8% -15.9% -23.4%
LFPR -0.8% -4.6% -1.9% -1.3% -5.1% -6.7%
High-propensity

applications per worker -12.5% -20.0% -11.3% -11.4% 1.8% -3.6%
ER -16.1% -18.5% -9.2% -12.2% -19.5% -27.5%
LFPR -0.8% -4.6% -1.9% -1.3% -5.1% -6.7%

Table 2: 12-Month Log Differences (April 2019 - April 2020)
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Figure 3: U.S.: Cumulative Applications Weeks 1-23
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Figure 4: Wisconsin: Cumulative Applications Weeks 1-23

Thanks to the spike in applications in recent weeks, the cumulative number of applications to date is

gradually closing in on the numbers from previous years. Whether this recovery is sufficiently strong

or sustained in order to completely reverse the losses from March and April by the end of the year

remains an open question. Future updates will revisit this question as more data becomes available.

2 Conclusion

The two additional weeks of application data and the extra month of local labor market data shed some

more light on the shape of the collapse and subsequent recovery of business applications in Wisconsin,

the Midwest, and the U.S. Despite the additional information, our understanding of the effect of the

COVID-19 pandemic remains tentative. The Center will follow up with additional updates over the

course of the summer in order to further refine our analysis.
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3 Appendix: Weekly Business Applications in Six Midwestern States
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Figure 5: Iowa
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Figure 6: Illinois
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Figure 7: Indiana

0 10 20 30 40 50
Week of Calendar Year

0.25

0.50

0.75

1.00

1.25

2017
2018
2019
2020

(a) Total Applications

0 10 20 30 40 50
Week of Calendar Year

0.2

0.4

0.6

0.8

1.0

2017
2018
2019
2020

(b) High-Propensity Applications

Figure 8: Michigan
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Figure 9: Minnesota

7


	Update
	Weekly Applications
	Growth Accounting during the COVID-19 Pandemic

	Conclusion
	Appendix: Weekly Business Applications in Six Midwestern States

