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ABSTRACT

In addition to its impact on public health, COVID-19 has had a major impact on the economy. To
shed light on how COVID-19 is affecting small businesses — and on the likely impact of the
recent stimulus bill, we conducted a survey of more than 5,800 small businesses. Several main
themes emerge from the results. First, mass layoffs and closures have already occurred. In our
sample, 43 percent of businesses are temporarily closed, and businesses have — on average —
reduced their employee counts by 40 percent relative to January. Second, consistent with previous
literature, we find that many small businesses are financially fragile. For example, the median
business has more than $10,000 in monthly expenses and less than one month of cash on hand.
Third, businesses have widely varying beliefs about the likely duration of COVID related
disruptions. Fourth, the majority of businesses planned to seek funding through the CARES act.
However, many anticipated problems with accessing the aid, such as bureaucratic hassles and

difficulties establishing eligibility.
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1. Introduction

How are America’s small businesses navigating the economic disruptions resulting from
COVID-19, and how will the CARES Act affect their decisions and future prospects? To explore
these questions, we conducted a survey of more than 5,800 small businesses that were members
of the Alignable business network. The survey focused on assessing (1) the current level of
financial fragility among small businesses, (2) the extent to which small businesses have already
temporarily closed and laid off employees, (3) expectations about how long the crisis will last -
and how this is affecting business decisions, and (4) decisions about whether to seek funding
through the CARES Act, and how this will impact layoff and closure decisions. In this short
note, we present the survey results and themes that emerge.

Overall, our results suggest that the pandemic has already caused massive dislocation
among small businesses. While businesses’ beliefs about the duration of the crisis vary widely,
the median business owner expects the dislocation to last well into mid-summer. Businesses are
adjusting in a variety of ways, and over seventy percent of respondents anticipate taking
advantage of aid when asked about a program that resembles the Paycheck Protection Program
(PPP) that is part of the CARES act. Moreover, they expect this funding to influence other
business decisions — including layoff decisions and staying in business altogether. At the same
time, many businesses were reluctant to apply for funding through the CARES Act because of
concerns about administrative complexity and eligibility.

This note proceeds as follows. Section 2 discusses the survey design. Section 3 discusses
the characteristics of the firms that responded to the survey and their representativeness. Our
survey was conducted through Alignable, a network of 4.6 million small businesses, and was
included as a link in a March 26, 2020 email to their members. We received 7,511 responses
during the first week, which represents approximately one-tenth of Alignable’s members who
responded to a quick reaction one or two question survey distributed around the same time. After
restricting to firm owners located in the United States, we are left with 5,819 responses. The size
distribution of the firms in our sample roughly matches the size distribution of firms in the 2017
Census of US Businesses with fewer than 500 employees. The geographic spread looks similar
to the spread across the United States, although California is somewhat over represented. Our

sample is likely to be disproportionately technology savvy because it is drawn from the ranks of



members of a digital business network. The voluntary nature of the survey may also have
attracted businesses that experienced a greater impact of COVID-19.

In Section 4, we explore the current and expected impacts of COVID-19 on these
businesses. Three themes emerge in this section. First, our results suggest disruptions have
already been extreme. Across the sample as a whole, 43 percent of businesses have temporarily
closed and nearly all of these closures are due to COVID. This response seems far more extreme
than the economic effects of the 1918 inluenza epidemic found by Barro, Ursua and Weng
(2020) and Garrett (2007, 2008). Respondents that have closed temporarily largely point to
reductions in demand and employee health concerns. Disruptions in the supply chain have been
less of a concern so far. On average, the businesses report having reduced their employees by 40
percent since January. The decline is particularly sharp in the Mid-Atlantic region (which
includes New York City), where 54 percent of firms are closed and employment is down by 47
percent. Impacts also vary across industries, with retail, arts and entertainment, personal services,
food services, and hospitality businesses all reporting employment declines exceeding 50
percent. Finance, professional services, and real estate related businesses have seen less
disruption.

Second, our results suggest that many businesses are financially fragile. The median firm
with expenses over $10,000 per month has only enough cash on hand to last for two weeks.
Three-quarters of respondents state that they only have enough cash on hand to cover two
months of expenses or less. Parsa et al. (2005) also note the fragility of small restaurants. Firms
with more cash on hand are relatively more optimistic that they will remain open at the end of
the year. Third, beliefs about the likely duration of the crisis vary widely. Fifty percent of
respondents believe that the crisis will last at least until the middle of June, suggesting that many
businesses expect this to extend well beyond their current cash.

In Section 5, we present results from a module of the survey that experimentally varies
policy proposals, allowing us to explore responses to policies such as the recently passed
CARES Act. The firms’ limited cash on hand suggests that there will be robust demand for
Federally-subsidized aid or business loans. Indeed, more than seventy percent of the respondents
expressed interest in a hypothetical program with features resembling the PPP aid. Yet a large
number of respondents also anticipated problems with accessing the aid, citing issues such as
bureaucratic hassles and difficulties establishing eligibility. Part of this module also allows a



counterfactual evaluation of a straight loan policy, which is a stylized representation of
traditional SBA disaster relief programs. While the more generous CARES Act does improve
take-up and business outcomes, traditional loans with speedy delivery and sufficient liquidity are
also found to meaningfully shift business owners’ expectations about survival even in the face of
lower take-up rates.

Section 6 considers survival rate differences across industries, and how this depends on
the duration of the crisis. In-person industries like personal services or retail report much lower
prospects for riding out the pandemic than professional services or other sectors with minimal
need for face-to-face contact. Unsurprisingly, the longer the crisis last, the lower the probability
that firms ascribe to their reopening after the crisis. If the crisis lasts 4 months instead of 1
month, only 47% of businesses expect to be open in December compared to 72% under the
shorter duration.

Section 7 concludes. The COVID-19 crisis represents a once-in-a-generation crisis for
America’s small businesses, especially those that specialize in face-to-face service. One fifth of
America’s workers labor in retail trade, leisure and hospitality and these sectors are particularly
vulnerable to the current pandemic.

There is little precedent for the ongoing economic disruptions resulting from the COVID-
19 crisis. Our survey documents the enormous disruption that is already occurring and the
limited financial resources that small businesses have to weather this storm. Our results suggest
that the implementation details of the CARES Act loans are likely to play an important role in
ensuring the medium-term solvency of small businesses. The impact of the CARES Act is also
likely to depend on the extent to which lenders prioritize simplicity of the sign-up process,
transparency of eligibility and repayment rules, and speed of accessing cash.

2. Survey Design and Details

Our survey was sent out in partnership with Alignable, which is a network-based
platform focused on the small business ecosystem. Alignable enables businesses to share
knowledge and interact with one another, and currently has a network of 4.6 million small
businesses across North America. Much of the network growth has been organic, with little
outside marketing.



Alignable also regularly sends out polls (which they call “pulse surveys”) to users. At the
end of a regular pulse-survey, participants who took that poll received an email inviting them to
participate in a more comprehensive survey being conducted by researchers at Harvard Business
School. Appendix 1 shows the message seen by respondents who clicked on the link. Participants
were shown a disclosure statement and consent protocol. No payments were offered;
participation was completely voluntary.

We received 7,511 responses within the first week. 5,819 of these can be traced back to
U.S. based businesses, which is the relevant sample for understanding policy. While the 7,511
responses represents a small fraction (.017 percent) of Alignable’s total membership, it
represents a much larger share of Alignable’s membership that has engaged with their weekly
pulse surveys on COVID-19. Alignable estimates that 50,000-70,000 members are taking these
pulse surveys weekly, which suggests a 10 - 15 percent conversion rate relative to these more
active respondents.

Our sample, therefore, is selected in three ways: (1) they are firms that have chosen to
join Alignable, (2) they are Alignable firms that have chosen to stay actively engaged taking
surveys, and (3) they are the set of firms that are active within Alignable that chose to answer our
survey. Consequently, there are many reasons to be cautious when extrapolating to the entire
universe of America’s small businesses. We will discuss their representativeness based on
observable attributes in the next section of this report.

The survey included a total of 43 questions, with basic information about firm
characteristics (including firm-size and industry), questions about the current response to the
COVID-19 crisis, and beliefs about the future course of the crisis. Some questions were only
displayed based on skip logic, so most participants responded to fewer questions. The survey
also includes an experimental module that randomized between respondents to understand how
different federal policies might impact these firms’ behavior and survival as the crisis unfolds.
Specifically, we experimentally varied some of the descriptions of potential policies across the
sample to shed light on the potential impact of different policies. We will discuss that module
more thoroughly in Section V. A further experimental module included between-respondent
randomization exploring decisions under different hypothetical durations of the crisis.

3. Firm Characteristics and Representativeness



The survey contains three baseline questions which enable us to assess the
representativeness of the sample along observable dimensions: number of employees, typical
expenses (as of January 31, 2020), and share of expenses that go towards payroll. We are also
able to get rough information about geolocation to asses representativeness by state.

We compare our data with data on businesses from the 2017 Census of US Businesses,
using the publicly available statistics published by the US Census Bureau. The underlying data is
drawn from the County Business Patterns sampling frame and covers establishments with paid
employees, including sole-proprietorships. The Census data captures large and small businesses
alike, but for our comparisons, we will look only at businesses with fewer than 500 employees.

The Alignable network allows users to share customer leads, which could potentially
skew our sample towards retail and service businesses that interact directly with consumers. As
retail businesses are particularly vulnerable to COVID-19 disruptions, that could lead our sample
to overstate the aggregate dislocation created by the crisis. However, as we discuss later, our data
on industry mix suggests that the sample does represent a wide swath of America’s smaller
businesses. Naturally, industries dominated by large firms, such as manufacturing, are under-
represented.

Figure 1 shows the size distribution of our sample and the size distribution of businesses
with fewer than 500 employees in the Economic Census. The match of employment sizes is
reassuring. About 64 percent of the businesses in our sample have fewer than five employees,
while about 60 percent of the firms in the Economic Census are that small. About 18 percent of
businesses in both samples have between 5 and 9 employees. The survey becomes less well
matched to the Census among the larger employment groupings, and we believe that our survey
will capture the experience of larger employers with less accuracy.

While our survey does not allow for an apples-to-apples comparison of payroll expenses
with Census data, we constructed a rough comparison by approximating payroll expenses for the
Alignable firms from categorical questions about monthly expenses and the share of these
expenses going toward payroll. The Census provides annual payroll expenses for W2 employees.
To get a sense of the match, we compared our estimated monthly payroll expenses in our sample
with one-twelfth of annual expenses in the U.S. Census. To facilitate comparison, we divide by



an estimate of total employment.? Figure 2 shows the size distribution of monthly estimated
payroll expenses in our sample and a comparable breakdown for the Census using a per-capita
adjustment. The match is imperfect, especially for larger firms. The discrepancy might reflect the
under-representation of manufacturing or professional services firms in our sample, which are
among the highest paying of all 2 digit NAICS sectors in the Census data. Appendix Table 1
provides further detail on the industry match to the Census.

Figure 3 shows the geographic scope of our sample. The Alignable sample draws
particularly from California, the New York region, Florida, and Texas. The sample is notably
sparse in America’s western heartland. That distribution is qualitatively similar to the
distribution of smaller businesses in the Economic Census.

Figure 4 shows the share of our sample coming the 10 most populous states. The figure
also includes the share of small establishments in the Economic Census that are within each
state. For example, California has 14.4 percent of our Alignable survey sample, 12.5 percent of
small businesses in the Census data and 11.52 percent of total U.S. population. Our sample does
overrepresent the coasts and underrepresents Illinois.

Overall, while the sample captured by the survey has limitations and may not be an
imperfect snapshot for certain pockets of America’s small businesses, the sample allows for
important insight into the overall small business ecosystem. The sample is large and includes

firms from most major industry groups, states, and firm-size categories.

4. Responses to the COVID-19 Pandemic and Lockdown

We now turn to our main results, which we group into three categories. First, we describe
the current impact of COVID-19 on business operations and employment. Second, we report our
results on the financial fragility of those businesses, as captured by their cash on hand and
ongoing expenses. Third, we turn to their expectations about the duration of the crisis and their
own economic survival.

Temporary Closings and Employment

We begin by asking owners whether their business is currently operational. We allowed

owners to respond that the business was operational, temporarily closed, or permanently closed.

2 This comparison is very likely to include different “headcount” as we do not disambiguate between W2 and 1099
employment in the survey.



We also allowed them to report whether the business was closed because of COVID-19 or
because of some other reason.?

Across the sample, 41.4 percent of businesses reported that they were temporarily closed
because of COVID-19. A far smaller number — 1.8 percent — reported that they were
permanently closed because of the pandemic. By contrast, only 1.3 percent reported that they
were temporarily closed for other reasons. 55.4 percent report that they were still operational.

We also asked the businesses owners to fill in a matrix that contained the number of both
full time and part time employees that were employed by the firm now and as of January 31,
2020. Over the entire sample, the number of full-time employees had fallen by 32 percent. The
number of part-time employees was 56 percent lower than it had been at the end of January.
These results include businesses that have temporarily closed. If we look only at businesses that
are still operating, we find that the number of total fulltime employees has fallen by 17.5 percent.
The number of part-time employees has declined by 36 percent. Overall employment has
declined significantly, totaling only 60% of January headcount.

Table 1 shows our results across the eleven Census Division and displays the share of
businesses that had temporarily closed because of COVID-19 and the reduction in total
employment between January 31 and today. The results are not meaningfully different if we
separate out full time or part time employees. While there is regional heterogeneity, the picture is
fairly bleak almost everywhere.

The Mid-Atlantic division has the sharpest decreases in employment and the largest share
of firms that have temporarily suspended operations. Fifty-four percent of firms in that region are
now closed, and employment has fallen by an average of 47 percent. The Mountain region is the
least effected, but even there 39 percent of firms have temporarily closed and employment has
declined by 32 percent.

Tables 2 and 3 display the same breakdown by firm size and industry. Smaller firms with
fewer than 20 employees in January are more likely to be closed. Firms with between 6 and 19
January employees have the largest employment reductions. Across industries, in-person retail

3 We did not attempt to assess the quality of firm management, as in Bloom et al. (2013). We hope that future
surveys will test when quality of management helps protect firms against closure during this crisis. This crisis also
presents an opportunity to understanding managerial decision-making under stress, as discussed by Bazerman and
Moore (1994).



and services businesses have declined precipitously. Although hard hit, the impact is not as
extreme for professional services firms, banking and finance, real estate, or construction.

Table 4 shows the problems that firms are facing by their current operational status. We
asked owners to rate on a 1 to 100 scale the problems that they are having with employee illness,
supply chains and customer demand. The scale had both numerical values, and also a text label
that went from “Not a concern” at one end to “Extremely disruptive” at the other end. We
differentiate between firms that are open, temporarily closed and permanently closed, and we
show the share of firms in each category that indicate significant difficulties in each of these
areas.

On average, firms rated the disruptions resulting from supply chain challenges to be 35
out of the 100-point scale (which is in the “slightly disruptive” part of the scale). Concerns about
employee health were more prominent of a concern, with firms rating it as 57 out of 100 in terms
of importance (which maps to “somewhat disruptive”). Reductions in demand were even more
disruptive, with firms rating the importance of this to be 78 out of 100 (extremely disruptive).
While closed firms noted worse disruptions due to demand, the basic ranking of the problem
areas was consistent across types of firms. This suggests that supply chain problems have thus
far been less pronounced, relative to disruptions resulting from demand shocks and concerns
about employee health.

Altogether, these results suggest that a vast number of enterprises have temporarily shut
down and laid off workers. We now ask whether these firms have the resources to weather the

crisis over the months ahead.

Financial Fragility

To measure financial fragility, we asked the respondents “roughly how much cash (e.g. in
savings, checking) do you have access to without seeking further loans or money from family or
friends to pay for your business?” We then divided this amount by their January 31 monthly
expenses to understand how long they could maintain operations without seeking extra credit.*

4 We did not collect information about access to lines of credit or outside borrowing, but given the severity of the
contraction in demand those credit facilities may be unlikely to remain accessible without a government
guarantee.



Figure 5 shows a histogram of cash available as a multiple of January 31, 2020 monthly
expenses. Approximately one-fourth of firms have cash on hand totaling less than one month’s
worth of expenses. About one-half of firms have enough cash on hand to cover between one and
two months of expenses.

Figure 6 sorts firms by January 31, 2020 monthly expenses and then tabulates the mean
and median cash on hand relative to pre-crisis expenses. The median firm with under $10,000 in
monthly expenses has one month of cash on hand. For all higher spending level, the median firm
typically has less than 15 days of cash based on their pre-crisis expense levels. These firms just
do not have cash on hand to meet their regular expenses.

These limited levels of cash on hand readily explain why layoffs and shutdowns have
been so prevalent. Absent these actions, it is hard to understand how these firms could have met
payroll. Moreover, it is hard to imagine how the firms that are still open are going to survive
without laying off their existing workers, at least without an infusion of more credit.

Predicting the Path of the Crisis

Finally, we ask the firms to predict how long the COVID-19 crisis will last and whether
they will be open again at the end of 2020. To predict the end of the crisis, we asked the survey
respondents what was “the most likely date” when the crisis would be over. We also asked them
their confidence about this data on a one to ten scale.

Figure 7 shows the distribution of expected end dates. The figure shows that roughly
one-fifth of respondents believe that the crisis will be over by the end of May. Another thirty
percent of respondents believe that the crisis will end between the end of May and the start of
July. Almost one half of the firms answered that they thought that the crisis would still be going
at the start of the July.

However, the firms were not particularly confident about their answers. 50 percent of
respondents reported their confidence level as five or less on the one to ten scale. Sixteen
percent gave their confidence a two or less. Their uncertainty seems appropriate given the
uncertainty that is present throughout the world.

Figure 8 shows the histogram of responses about whether they will be open on December
31, 2020. Overall, more than ninety percent thought it is at least somewhat likely that they
would be open. More than 64 percent reported that it is very or extremely likely that they would
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be open—which we later use as a measure of the probability of being open. A growing literature
has found entrepreneurs to be overoptimistic about their prospects (see, for example, Bazerman
and Moore 1994). This suggests that true survival rates may be even lower.

The firms with more cash on hand were more confident about their future, as evidenced
by the split based on whether the firm has more or less cash on hand (relative to usual monthly
expenses) than the median in our sample. Forty-nine percent of those firms with more than the
median cash on hand thought that it was extremely like that they would be open at the end of the
year. Thirty-two percent of firms with less cash on hand than the median thought that they
would be open. One interpretation of these fact is that liquidity generates confidence in the
ability to survive this crisis. Among firms at least 20 employees, 70% expressed that they were
very or extremely likely to survive, which may indicate greater access to outside resources
despite having a higher expense base.

Figure 9 shows the share of firms that think that they are “very likely” or “extremely
likely” to be open varies based on their belief about the duration of the crisis. The firms that
think that the crisis will be short also believe that they are more likely to survive. Those who

believe in a longer crisis are more pessimistic.

5. Anticipated Responses to CARES Act Programs

In this section, we discuss the survey’s questions about take-up of the CARES Act
Paycheck Protection Program (PPP) loans and their expected impact on employment. One
important aspect of the CARES program is that “loans that will be fully forgiven when used for
payroll costs, interest on mortgages, rent, and utilities,” as long as 75 percent of the forgiven
amount is spent on payroll and the employer either maintains or quickly rehires workers and

maintains salary levels (https://home.treasury.gov/system/files/136/PPP%20--

%200verview.pdf). Consequently, a significant portion of the “loans” can be seen as a grant

rather than traditional debt.

The high level of loan forgiveness means that this represents a large potential transfer to
small businesses, and we tried to assess the importance of the grant component of the CARES
loans relative to a pure (and far less expensive) loan program. One-third of the survey
respondents were randomly asked about their interest in a CARES-like program, which was

describe as a loan program which “will be forgiven by the amount spent on payroll, lease, rent,
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mortgage, and utility payments in the 8 weeks after origination.” One-third of the respondents
were randomly asked about their interest in a loan program that was otherwise identical but
without prompting any possibility of forgiveness.> As part of the display, the amount of
liquidity was varied, with the caveat to respondents that these policies may not be the actual
policies currently available to them. This was designed to measure how program generosity
affects take-up and perceived business resilience.

Figure 10 shows the expected take-up of the two programs (and the exact details of the
guestion wording). Seventy-two percent of respondents who were told about the loans with
forgiveness said that they would like to take them up. Fifty-nine percent of respondents were
interested in taking up the loan program without forgiveness. While there is substantial
interest in the credit on its own, there was significantly more interest in the loans with
forgiveness.

A primary reason to forgives loans is that such a subsidy might do more to maintain
employment and keep businesses open. We therefore re-asked businesses to project their
likelihood of being open and their expectations about employment after we told them about
the loan programs. Figures 11 and 12 also show the expected probability of being open and the
expected employment (relative to January 2020 employment) for the two groups of
respondents.

Before they were told about the policies, both groups expected that their employment
would be 40 percent lower in December 2020 than it had been in January 2020. After the
respondents were told about the CARES-like loans, they projected that their employment
would decline by only six percent. The respondents who were told about loans without
forgiveness predicted that their employment levels would fall by fourteen percent. We are
unable to distinguish precisely whether it is the conditional nature of the PPP program or the
more favorable credit terms that drive these differences.

The results when we ask firms about their expectations of remaining in business next

December are similar. Before being told about the loans, the businesses thought that they had a

5 Because there was significant policy uncertainty at the time of the survey, one third of respondents were also
asked about a potential policy that focused on aid that could only be used for payroll. This policy became less
relevant after the details of the CARES act emerged.
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62-63 percent chance of being open in December. The probability rose to 81 percent among
those who were told about the standard loans. The projected chance of survival increased to 85
percent for the businesses who were informed about the PPP loans that came with forgiveness.
Again, the flow of credit seems important, but forgiveness did have a statistically significant
impact on the expectation of staying in business.

Why would businesses not take the aid that comes with such generous forgiveness terms?
Figure 13 asks the 28 percent of firms that said that they would not take a CARES-like loan why
they would turn down such a generous offer. The most common response, given by 35 percent
of refusers, is that they did not need the cash, which suggests that one-tenth of our sample truly
feels confident with their financial security.

A significant number of those who said that they wouldn’t take the CARES assistance
cited other concerns. Thirty percent of these respondents said that they didn’t think that they
would qualify. Nearly twenty percent said that they didn’t trust the government to forgive the
debt. Over one-tenth thought that it would be too much of a hassle. These results suggest that
clarity about the program and a streamlined process will be crucial if the governments wants to
ensure a high take-up rate.

We also randomly informed survey recipients about the changes in unemployment
insurance under the CARES act. We found that informing employers about the increased
generosity of unemployment insurance was associated with lower employment projection in
December 2020, among those businesses that were told about the CARES-like loans.
Information about unemployment insurance had no impact on the expected probability of
remaining open. More work is needed to understand how interactions between programs may

influence economic outcomes.

6. Industry Differences in Response to Crisis Duration

COVID-19 disruptions do not affect all businesses equally. Some are deemed essential
and remain open, while others have been forcibly shut. Some businesses are able to reduce

6 Those who report their intention not to take-up the program due to having sufficient cash have a median of 3.5

months of cash on hand. Those who express other reasons for lack of take-up have a median of 1 month of cash.
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contagion among employees through a shift to remote work while other businesses prove ill-
equipped for the transition. For a variety of reasons related to both the underlying nature of the
business and management capacity, COVID-19 poses an existential threat to some and not
others.

Disparities between businesses appear most stark when we measure their resilience to
extended durations of the pandemic. In our survey, we ask the following hypothetical: “We
want to understand how the duration of the COVID-19 disruptions might change your answers.
Suppose that most COVID-19 disruptions continue for X months, what is the likelihood of your
business remaining operational by Dec. 31, 20207 Please provide your best guess.” We
randomize the duration to be 1 month, 4 months or 6 months, and offer respondents a 5-point
scale ranging from extremely unlikely to extremely likely. As before, we transform this answer
into a binary outcome of likely or unlikely to remain open for ease of exposition.

In Table 5 we display the responses to this question by industry. When firms are told to
expect a one-month crisis, the expectation of remaining open by the end of the year hovers
around 70 percent across all industries with the exception of Arts and Entertainment, and
Personal Services. In those industries, the expectation of remaining open drops to 65 and 57
percent respectively.

When firms are told to expect a six-month crisis, the average expectation of remaining
open falls to 38 percent, and there is significant heterogeneity between sectors. The expected
survival probability for firms in Arts and Entertainment drops precipitously to 45 percent if the
crisis lasts 4 months, and 35 percent if the crisis lasts 6 months. The expected probability of
being open for Personal Services firms fall to 22 percent if the crisis lasts six months.

The restaurant industry seems particularly vulnerable to a long crisis. Restaurateurs
believe that they have a 72 percent chance of survival if the crisis lasts one month, but if the
crisis lasts four months, then they give themselves only a 30 percent chance of survival. If the
crisis lasts for six months, then they expect to survive with only a 15 percent probability.
Likewise, the chance of survival for firms in tourism and lodging drops to 27 percent by the 6-
month mark. Meanwhile, Banking and Finance, Real Estate and Professional Services say that
they will be able to weather extended disruptions far better than these more exposed sectors.

14



These results suggest that the damage to our economy and its network of small businesses
will be far larger if the crisis lasts for many months. This suggests large economic benefits for
policies that can safely lead to reopening the economy quickly.

7. Conclusion

Small businesses employ almost fifty percent of American workers. Yet, our results
underscore the financial fragility of many small businesses, and how deeply affected they are by
the current crisis. In our sample, which is skewed toward retail sales, we found that 43 percent of
businesses were temporarily closed and that employment has fallen by 40 percent. This
represents a shock to America’s small firms that has little parallel since the 1930s. Our results
suggest that many of these firms have little cash on hand, which means that they will either have
to dramatically cut expenses, take on additional debt, or declare bankruptcy. This highlights the
ways in which the immediacy of new funding might impact medium term outcomes.

Small businesses’ responses to our survey suggest that many are likely to fail absent
assistance. As of the last week in March 2020, 38 of businesses viewed it as unlikely or only
somewhat likely that they would be open as of the end of 2020. While optimism increased when
they were informed about the CARES loan program, it is unclear whether the CARES act will
enable most of America’s small businesses to survive — or whether beliefs about its impact are
overly optimistic.

The results also highlight the importance of well-designed and sustained economic and
public health policy measures. Three policy-relevant results of our survey stand out. First, more
than 13 percent of respondents say that they do not expect to take out CARES Act PPP loans
because of the application hassle, distrust that the federal government will forgive the loans, or
worry about complicated eligibility rules. Streamlining the application process and clarifying the
eligibility criterion and loan forgiveness rules might, therefore, increase the take-up right for
loans. Second, firms in particularly exposed industries - such as restaurants, tourism, and
personal services - project that they will find it extremely difficult to stay in business if the crisis
lasts for longer than four months. These suggest large economic benefits from any policies that
can safely shorten the economic shutdown (e.g. through stronger short-term containment
policies). Third, if we extrapolate the 72 percent of businesses who indicate they would take up
the CARES PPP loans to all US small businesses and assume that all businesses take out the
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maximum loan size (2.5 months of expenses), the total volume of loans would be approximately
$410 billion, somewhat beyond the $349 billion allocated in the CARES act right now.’
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Appendix
Appendix 1: Initial message shown to respondents

Thank you in advance for your participation in our survey!

Academics from Harvard University and the University of Chicago are looking to
better understand the impact the coronavirus is having on the local business
ecosystem — and what can be done to help local businesses. We hope that it will
help to communicate your current needs to policymakers.

Please share your truthful and considered views. Your individual answers will be
completely confidential.

Sincerely,

Zoe Cullen and Chris Stanton
Professors of Business Administration
Harvard Business School

7 Monthly payroll in the 2017 Census data for businesses under 500 employees totaled 226 billion dollars.
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Tables and Figures

Share of Total Firms
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Sample size is 4865 and does not include 954 responses with missing employment data.

Figure 1: FIRM SIZE IN THE SURVEY AND CENSUS

This figure plots the share of firms in each employment category for the 2017 Census of US Businesses and

the survey respondents.
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Average Payroll per Employee
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Figure 2: AVERAGE PER CAPITA PAYROLL ($ 1000S) IN THE SURVEY AND CENSUS

This figure plots per-employee payroll in thousands of dollars by firm size for the 2017 Census of US
Businesses aggregates and the survey respondents. The Census data only reports annual payroll for W2
workers and the number of firms in a cell. To calculate payroll for the survey firms, we take the midpoint
of categorical answers for monthly expenses, multiply by the fraction of expenses going toward payroll and
divided by total employees (we cannot distinguish between W2 employees and contractors).
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Proportion of Firms by State
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Figure 3: COVERAGE BY STATE

This figure plots shares of survey responses across different states.
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Figure 4: FIRM SIZE IN THE SURVEY AND CENSUS

This figure plots the share of firms in each state for the 2017 Census of US Businesses and the survey

respondents.
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Histogram of Approximate Months of Cash Available

Fraction
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Figure 5: MONTHS OF CASH

This figure plots firms’ months of cash available as a multiple of January 2020 expenses. We compute this
measure by taking the midpoint of categorical responses for the amount of cash on hand and divide by the
midpoint of the categorical response for typical monthly expenses prior to the crisis.
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Figure 6: MEAN AND MEDIAN MONTHS OF CASH SPLIT BY MONTHLY EXPENSES $000s

This figure plots means and medians of the months of cash available measure across the distribution of
typical monthly expenses.

22



Fraction Who Believe Crisis Will End Before Each Date

Fraction

0
April 1, 2020 July 1, 2020 Octaber 1, 2020 January 1, 2021
Date

Figure 7: CDF oF EXPECTED COVID END DATE

This figure plots the distribution function across respondents for the expected end date of COVID related

disruptions .
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Likelihood of Being Open on Dec 31, 2020

Fraction of Responses
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Figure 8: LIKELIHOOD OF REMAINING OPEN OR RE-OPENING BY DECEMBER

This figure displays the frequency of answers to a question about the likelihood of being open in December,
2020. Responses are split by whether firms have above median cash on hand relative to typical expenses..
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Beliefs about Remaining Open and Crisis Duration

Open in December and 95% ClI
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Figure 9: LIKELIHOOD OF REMAINING OPEN OR RE-OPENING BY DECEMBER, 2020 AS A FUNC-
TION OF BELIEFS ABOUT COVID END DATE
This figure plots the likelihood of being open in December, 2020 as a function of respondents’ expected

COVID end date. Averages are plotted and the shaded region is the confidence interval. The opening
likelihood is computed as the share of respondents who answered “Extremely likely” or “Very likely.”
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Figure 10: DIFFERENCES IN PoLicYy TAKE-UP ACR0OSS LoANS VERSUS CARES Act PPP Pro-
GRAM SPLIT BY HYPOTHETICAL LIMITS ON BORROWING AMOUNT

This figure displays policy take-up rates for loans versus the stylized Paycheck Protection Program policy
using a between subjects design. The borrowing base was also randomized between subjects as a multiple
of typical monthly expenses prior to the crisis. The text displayed for the PPP program was: “Imagine
a policy where the government allows you to borrow up to [borrowing base] times your typical monthly
expenses without posting any collateral. You could use this money to cover any of your business expenses.
The loan will be forgiven by the amount spent on payroll, lease, rent, mortgage, and utility payments in the
8 weeks after origination (you can consider this amount to be a grant). The remainder of the loan (that is
not spent on these items) will have deferred payments for 1 year. After that, the loan would have an annual
interest rate of 4% (deferred for 1 year) and you would have up to 10 years to repay the loan. For example,
if you borrow $50,000 and you have no qualifying expenses to offset the loan, the required monthly payment
starting 1 year from today would be $506 per month for 10 years. If you borrow $50,000 and spend $40,000
to pay your employees during the first 8 weeks, you will have 10 years to pay the remaining $10,000 with
monthly payments of $102.” Subjects in the loan condition saw the text: “Imagine the government offers a
loan allowing you to borrow up to [borrowing base] times your typical monthly expenses without posting
any collateral. You could use this money to cover any of your business expenses. The loan would have an
annual interest rate equivalent of 4% and principal and interest payments would be deferred for 1 year. You
would have up to 10 years to repay the loan. For example, if you borrow $50,000, the required monthly
payment starting 1 year from today would be $506 per month for 10 years.” Pooled means for the loan and
CARES act are 0.59 and 0.72, respectively.
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Open in December 2020
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Sample size is 2561 and pooled t-stat on difference between policiesis 2.86.

Figure 11: DIFFERENCES IN PoLicY EFFECTS ON THE PROPENSITY TO REMAIN OPEN IN DE-
CEMBER OF 2020, SPLIT BY HYPOTHETICAL LIMITS ON BORROWING AMOUNT

This figure plots differences in the propensity to remain open under different policies. The measure is
computed using a follow-up question after policy information displayed, using the fraction that chose “Very
likely” or “Extremely likely” to be open in December of 2020. See notes for Figure 10 for additional detail
about the policy display. Pooled means for the loan and CARES act are 0.805 and 0.848, respectively.

27



[N
J

~
a1
|

December over January Employment
R o
1 1

0o ' ' I ' I
I T T T 1
0 2 4 6 8

Borrowing Base as a Multiple of Monthly Expenses

[0 Straight Loan I CARESAct

Sample size is 2350 and pooled t-stat on difference between policiesis 2.43.

Figure 12: DIFFERENCES IN PoLicYy EFFECTS ON RELATIVE EMPLOYMENT BETWEEN DECEMBER
AND JANUARY

This figure plots differences in the ratio of relative employment between December 2020 and January 2020
under different policies. The December 2020 employment measure is computed using a follow-up question
after policy information displayed. See notes for Figure 10 for additional detail about the policy display.
Pooled means for the loan and CARES act are 0.86 and 0.94, respectively.
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Reasons for Not Applying for Loan

| do not need any extra cash

Prefer other assistance
(not incl. debt)

I don't think | qualify

| don't trust the gov't
to forgive the loan

It'sahasse

COVID will last too long
to repay

| don't trust the bank
to forgive the loan

| won't recieve $in time
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N = 382. Respondents could select more than one option; perecentages need not sum to 100.
50% of respondents selected an additional reason not displayed or filled in the free text entry for other

Figure 13: REASONS FOrR NOT USING THE RESOURCES IN THE SENATE BILL

This figure contains the frequency of responses for reasons that respondents would not take-up aid under the
CARES Act policy condition. 383 respondents indicated they would not use the policy and 382 answered
this question.
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Table 1: SUMMARY MEASURES ACROSS REGIONS
Currently Exp Closed  Weeks COVID  Current v Jan

Closed December Will Last Employment
Mean SD Mean SD  Mean SD Mean SD
East North Central .449 498 .353 AT8 14.7 10.2 .68 .38
East South Central 414 494 368 484  16.1 11.4 .57 49
Mid Atlantic 541 499 372 484 146 10.03 .53 .45
Mountain .388 488  .348 477 16 11.34 .68 .38
New England A73 .5 325 469  16.6 10.19 .55 49
South Atlantic 455 498 371 483 154 10.7 .55 .48
Pacific 413 493 378 485  15.5 10.33 .63 .45
West North Central 43 496 349 478 15.7 10.84 .66 41
West South Central — .404 491 .389  .488 15.1 11.06 .68 43
Total 446 497 366 482  15.38  10.57 .6 .45
Populated Obs. 4969 . 4069 . 4170 . 4362

Notes. This table reports breakdowns by regions. There are 16 observations with unknown region. Note
that the Currently Closed column includes both temporary and permanent closures. The measure Exp
Closed December comes from a question asking about the likelihood of being open in December and closure
is based off a binary indicator for those marking “Extremely Unlikely,” “Somewhat Unlikely,” or “Somewhat
Likely.” The current versus January employment ratios are weighted by January employment.
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Table 2: SUMMARY MEASURES BY FIRM SIZE
Currently Exp Closed  Weeks COVID  Current v Jan

Closed December Will Last Employment
Mean SD Mean SD  Mean SD Mean SD
Under 5 459 498 356 479 158 10.86 .66 .49
5-9 A7 499 393 489 14.7 10.2 .52 .45
10-19 41 492 414 493 14.7 10.05 .55 A7
20-99 364 482 .302 .46 14.1 9.48 .58 .42
100-499 261 444 222 424 16.2 10.8 .72 .44
Unknown 413  .495 494 503 16.7 10.41 . .
Total 446 497 366 482  15.38  10.57 .6 .45
N 4969 . 4069 . 4170 . 4362

Notes. This table reports breakdowns by firm size. Note that the Currently Closed column includes both
temporary and permanent closures. The measure Exp Closed December comes from a question asking
about the likelihood of being open in December and closure is based off a binary indicator for those
marking “Extremely Unlikely,” “Somewhat Unlikely,” or “Somewhat Likely.” The current versus January
employment ratios are weighted by January employment.
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Table 3: SUMMARY MEASURES BY INDUSTRY
Currently Exp Closed  Weeks COVID  Current v Jan

Closed December Will Last Employment
Mean SD Mean SD  Mean SD Mean SD
All Retailers, except Grocery — .522 .5 441 497 141 9.59 .5 42
Arts and entertainment 713 453 423 .495 17.3 11.12 4 .46
Banking/finance 192 .395 .25 434 16 10.88 .79 .35
Construction and related .324 .468 .383 487 14.3 10.23 .66 4
Health care and related .445 498 .29 454 15 10.4 .69 .37
Other 397 489 .349 ATT7 16.6 11.16 7 41
Personal Services .86 .348 .387 .488 11.7 8.24 .35 4
Professional Services 218 413 .292 .456 15.7 10.55 .79 41
Real Estate 381 487  .302 461 15.6 11.31 .68 42
Restaurants and related .543 .5 .536 .5 13.3 9.03 .25 37
Tourism/Lodging .615 488 442 .498 16 9.83 .3 .34
Total .446 497 .366 482 15.38 10.57 .6 45
N 4969 . 4069 . 4170 . 4362

Notes. This table reports breakdowns by industry. There are 16 observations with unknown region. Note
that the Currently Closed column includes both temporary and permanent closures. The measure Exp
Closed December comes from a question asking about the likelihood of being open in December and closure
is based off a binary indicator for those marking “Extremely Unlikely,” “Somewhat Unlikely,” or “Somewhat
Likely.” The current versus January employment ratios are weighted by January employment.
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Table 4: BREAKDOWN OF ISSUES AFFECTING BUSINESSES

Business status N total N answering Supply Chain  Employee Health Demand/Orders

Currently open 2,752 2,198 30.29 49.82 66.16
Temp. closed 2,117 1,783 35.58 59.83 83.31
Perm. closed 100 85 37.87 60.85 86.13
Total 4,969 4,066 34.58 56.83 78.53

Notes. This table reports respondents’ reactions to the importance of issues affecting their business, broken
down by the status of the business at the time of taking the survey.
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Table 5: REPORTED LIKELIHOOD OF REMAINING OPEN BY INDUSTRY AND HYPOTHETICAL CRISIS
DURATION

Industry N 1 Month 4 Months 6 Months
All Retailers, except Grocery 598 0.69 0.35 0.33
Arts and entertainment 314 0.65 0.45 0.35
Banking/finance 177 0.78 0.63 0.59
Construction 448 0.72 0.43 0.45
Health care 449 0.79 0.47 0.35
Other 1,462 0.76 0.48 0.38
Personal Services 214 0.57 0.40 0.22
Professional Services 271 0.79 0.63 0.54
Real Estate 147 0.74 0.56 0.56
Restaurant/Bar/Catering 173 0.72 0.30 0.15
Tourism/Lodging 174 0.66 0.48 0.27
Total 4,427 0.72 0.47 0.38

Notes. This table reports results across industries of expectations of remaining open in December based
on different hypothetical durations of the COVID crisis. This question was asked at the end of the survey,
after policy questions were conducted. The randomization is between subject.
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TABLE Al: CENSUS INDUSTRY VERSUS SURVEY INDUSTRY BREAKDOWN

Industry Census Percentage Survey Percentage
Agriculture, Forestry, Fishing and Hunting 0.4 1.3
Mining, Quarrying, and Oil and Gas Extraction 0.3 0
Utilities 0.1 0
Construction 11.7 13.2
Manufacturing 4.1 3.1
Wholesale and Retail Trade 15.7 18.5
Transportation and Warehousing 3.1 2.7
Information 1.3 2.8
Finance and Insurance 4 5.2
Real Estate and Rental and Leasing 5.2 4.2
Professional, Scientific, and Technical Services 13.5 7.7
Management of Companies and Enterprises 0.3 0
Administrative and Support and Waste Remediation Svcs 5.8 1.4
Educational Services 1.5 2.3
Health Care and Social Assistance 10.9 13.3
Arts, Entertainment, and Recreation 2.2 9
Accommodation and Food Services 9 8.3
Other Services (except Public Administration) 11.6 7.1

Notes. This table reports results of Census and Survey shares by industry for firms with fewer than 500
employees. Survey response shares are conditional on being able to classify industries, with unavailable or
“Other” industry classifications omitted from the denominator. We combine wholesale and retail trade due
to the difficulty in separating these out in the survey.
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