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Abstract

This update to the “Business Formation during the COVID-19 Pandemic” report updates the busi-

ness formation statistics to include calendar weeks 25 through 28 and the state-level labor market data

for the month of June. Labor market conditions and business applications are linked using the same

accounting approach as the original report and the first update published on June 29. Two trends

characterize the evolution of business formation during the three-week period since our previous

update. First, business applications have rebounded strongly. The recovery is broad-based in that

applications exceed the levels of prior years in virtually every state. Moreover, the recovery now

also encompasses the more promising “high-propensity” applications. The uptick in applications

was strong enough to offset the slump earlier in the quarter and the cumulative number of applica-

tions through week 28 is roughly on par with previous years. Second, the rise in applications 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 employment rates for

June continue to be weak by historical standards, though marginally better than rates reported for

April and May.

*University of Wisconsin - Madison (Department of Economics) and CROWE
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1 Update

This report updates the figures and tables with three additional weeks worth of business applications,

namely weeks 26 (ending June 27) through 28 (ending July 11), and one additional month (June) of

labor market data.

Two developments are worth highlighting: a surge in the number of weekly applications and a strength-

ening of the trends we highlighted in our growth decomposition in the previous update.

1.1 Weekly Applications

The recovery of business applications has accelerated. In weeks 26 through 28 virtually all states have

reported sharply higher numbers of applications compared to the same weeks in prior years and, as a

result, the gap in cumulative year-to-date applications has all but evaporated. Moreover, in the three

weeks since our previous update, this recovery has spilled over into the more promising category of

“high-propensity” applications.
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Figure 1: U.S.

The recovery of high-propensity applications in Wisconsin is somewhat stronger compared to the

U.S. as a whole (Figure 1b vs. Figure 2b).

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

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

(Figures 5-9 in the appendix).

In Figures 3 and 4 we are plotting cumulative applications for the first 28 weeks in the past four

calendar years for the U.S. (Figure 3) and for Wisconsin (Figure 4).

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

back to being roughly on par with previous years. Given the exceptional fluctuations in applications

since March, however, it is still too early to speculate whether this level of dynamism can be sustained

in the long run.
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Figure 2: 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).

It is worth highlighting that the growth accounting exercise is based on monthly rather than weekly

data. For this reason, the decomposition results do not yet incorporate the effects of the sharp uptick

in business applications in early July.

Our June-to-June decomposition of the growth rates in applications per person in Table 1 suggests that

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

than significant improvements in local labor markets. This turnaround (compared the year-on-year

comparison for April in Table 3) was already emerging in May (see Table 2), but has since strengthened
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considerably. Due to modest improvements in local labor markets, namely the employment rate, the

gap between applications per worker and applications per person is showing tentative signs of shrinking.

Among Midwestern states, the patterns remain largely the same as three weeks ago: the recovery in

business formation is more subdued in Iowa and Minnesota than elsewhere.

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

dards, although there are signs of improvement compared to May. The pattern across Midwestern

states is again similar in that the labor market recovery is somewhat stronger in Illinois, Indiana, and

Michigan, compared to Iowa and Minnesota. Wisconsin’s labor force participation rate stands out in

that it bucks the general trend: while other midwestern states exhibit improvements between May and

June, Wisconsin’s year-on-year difference drops from -0.8 percentage points to -2.1 percentage points.

At this point, it’s not clear why the state’s participation rate is moving in the opposite direction.

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 June and July. One possible explanation

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 applications

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.

It is worth mentioning that the recovery in business formation is not unique to the United States.

Switzerland, for instance, reported broadly similar trends for April, May, and June.1

WI IL MN IA IN MI

(a) Business Applications

Applications per person 29.9% 78.4% 18.7% 19.1% 41.0% 37.5%
Applications per worker 37.4% 89.2% 24.8% 30.7% 49.6% 49.1%
ER -5.3% -11.6% -5.6% -5.4% -8.4% -11.8%
LFPR -2.1% 0.8% -0.5% -6.1% -0.1% 0.2%

(b) High-Propensity
Business Applications

High-propensity
applications per person 19.8% 64.3% 15.3% 9.1% 37.4% 24.0%

High-propensity
applications per worker 27.3% 75.1% 21.4% 20.7% 46.0% 35.5%

ER -5.3% -11.6% -5.6% -5.4% -8.4% -11.8%
LFPR -2.1% 0.8% -0.5% -6.1% -0.1% 0.2%

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

1See https://www.nzz.ch/wirtschaft/schweiz-rekord-bei-firmengruendungen-ld.1565215, for instance.
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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 2: 12-Month Log Differences (May 2019 - May 2020)

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%

(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%

Table 3: 12-Month Log Differences (April 2019 - April 2020)

2 Conclusion

The three additional weeks of application data and the extra month of local labor market data enabled

us to shed some more light on the shape of the collapse and subsequent recovery of business applica-

tions in Wisconsin, the Midwest, and the U.S. Some of the trends we highlighted in our June update

have since gained momentum while labor market conditions remain challenging. Despite the addi-

tional information, our understanding of the effect of the COVID-19 pandemic remains tentative. The

Center will follow up with another update in August, at which time we will be able to combine the

July business application numbers with labor market data for the same month.
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Figure 3: U.S.: Cumulative Applications Weeks 1-28
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Figure 4: Wisconsin: Cumulative Applications Weeks 1-28

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
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Figure 8: Michigan
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Figure 9: Minnesota
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