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2 Small business in times of distress: Lessons learned from the pandemic

Executive summary

Five years have passed since the onset of the COVID-19 pandemic, a crisis that led to an
unprecedented level of government support for the economy. This unique event can serve as
a case study of policy responses in times of crisis, with potential lessons to help inform policy
interventions during other times of economic distress, such as recessions or natural disasters.

Small businesses are particularly vulnerable to economic shocks, as the typical firm’s cash reserves can
cover average outflows for about two weeks in the event of a complete disruption to inflows (Farrell, Wheat
and Grandet 2019). In response to the COVID-19 pandemic, the U.S. government implemented swift and
broad-based support to provide liquidity and help stabilize the economy. These interventions were aimed
at addressing market failures that hindered solvent firms from obtaining credit during negative economic
shocks and preventing negative externalities from business closures and layoffs.

This report addresses the critical need to understand the choices in policy interventions to support small
businesses by examining their experiences during the COVID-19 pandemic and the subsequent period.
By leveraging a unique dataset of de-identified small businesses with Chase Business Banking deposit
accounts active in 2019, this study tracks their financial trajectories during the pandemic through the end
of 2024, while considering the complexities involved in policy design. The report provides insights into the
effectiveness of government interventions and illustrates the varied recovery paths of small businesses
across different industries and regions.

The findings reveal that while government support helped many small businesses survive the initial impact
of the pandemic, it may have also allocated policy resources to supporting otherwise unviable companies,
as well as those that did not need the support. This underscores the importance of designing targeted
policy interventions that can be rapidly deployed during crises, ensuring that support reaches the most
vulnerable sectors and communities. However, when targeted policies are not feasible and broad-based
support is the only available option, policies should incorporate flexibility in dictating how small businesses
use the funds, while ensuring accountability to prevent the provision of unrestricted funds that could lead
to market inefficiencies.
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Findings

1.  Most small businesses survived the pandemic, with government support possibly delaying some
business closures until 2022.

2. Nominal small business revenues recovered in 2021, while cash balances remained elevated until
the end of 2023.

3. Revenue recovery was not uniform across sectors and years: Restaurants rebounded in 2021 after
being hit hard in 2020, while transportation and warehousing boomed in 2020 and later declined.

4. Small businesses in some cities were hit harder than others at the onset of the pandemic, but
revenues in most cities have struggled to compensate for increased inflation in recent years.

ntroduction

In the face of major negative shocks such as recessions, disasters, or pandemics, policymakers must
decide whether and how to support small businesses. These supports reflect the variety of roles small
businesses play in the economy. Some are community businesses that are an important source of

local employment and provide vital local services not easily replaceable if they close. Others may be
nascent innovators, whose loss could impede future economic growth. Policymakers must balance

such considerations with the competing goal of fiscal responsibility. The COVID-19 pandemic offered an
important lesson on the trade-offs in policy decisions, providing a roadmap for how government responses
can be optimized to manage future economic crises effectively.

Economic rationale for intervention. According to economic theory, in a frictionless world, there would be
no rationale for government intervention, as market forces would allocate resources efficiently. However,
there are instances where market failures can lead to deviations from this outcome, particularly during
periods of significant economic distress. First, market forces could fail to induce private lenders to provide
sufficient credit to solvent firms to survive temporary downturns.! Second, firms may not account for the
wider consequences of letting employees go or shutting down, which can negatively affect the community
and economy.? Government support to businesses may be justified to address these challenges.

1This is a classic example of a market failure where financial markets do not function perfectly. This can occur due to information
asymmetries, incomplete markets, credit constraints, or other inefficiencies in the financial system (e.g., Stiglitz and Weiss 1981).

2 This is the case of negative externalities, a form of market failure where the actions of individuals or firms have unintended side effects
on others that are not reflected in market prices. In the case of layoffs or firm closures, the negative externalities can include increased
unemployment, reduced consumer spending, reduced business spending that affect the firm’s network (e.g., suppliers and customers),
and broader economic instability, which are not accounted for by the individual firms making these decisions (e.g., Diamond 1982).
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Once the rationale for government intervention is established—to help correct market failures from
financial frictions and externalities—the question becomes how to design it effectively. One key dimension
to consider is whether support should be direct (e.g., grants or forgivable loans to firms) or indirect (e.g.,
capital injections into banks). Direct support can reach small businesses quickly, especially in times of
acute disruption, but it also risks misallocation, higher fiscal costs, and moral hazard.? Indirect support
channeled through financial institutions may preserve market discipline and leverage credit screening
capacity but can be slower to reach end borrowers and less responsive to firms in need, particularly when
banks face their own balance sheet concerns.#

A second important dimension is whether support should be broad-based or targeted. Broad-based
programs can ensure speed and wide coverage during systemic shocks but may funnel resources to firms
that do not need them. Targeted support, especially toward sectors with high social value or innovation
potential, can improve efficiency but may be harder to implement quickly and effectively. The optimal mix
depends on the type of economic shock and the policy goal. Stabilizing the economy quickly may call for
broad and direct support, while longer-term recovery or restructuring may benefit from more selective and
market-mediated approaches.

From theory to practice: economic responses to COVID-19 pandemic. The COVID-19 pandemic serves as
a unique case to study the optimal policy responses in times of crisis. This event was characterized by its
widespread impact, high level of uncertainty, with varying degrees of exposure and duration for different
businesses, and interacting government restrictions. In response, the federal government implemented
unprecedented direct support for businesses. Interventions were driven by the need to address financial
frictions that could prevent solvent firms from accessing necessary short-term liquidity and to mitigate
the negative externalities resulting from potential employee layoffs and firm failures.> However, the
broad-based and direct disbursement of government support involved significant trade-offs. On one
hand, support may have extended the survival of small businesses that were not viable before the crisis,
sustaining them through government aid. This underscores the difficulty of prioritizing between firms ex
ante. On the other hand, the swift direct rollout of support programs may have helped prevent the economy
from spiraling into a deeper recession driven by negative externalities from firm failures or employee
layoffs. Despite the trade-offs, the urgency of intervention seemed to outweigh the potential risk of
inefficiencies.

3 In particular, direct support may generate misallocation of resources if limited vetting criteria are applied and may allow funds to reach
firms that were not financially constrained or at risk, reducing program efficiency. Moreover, direct support typically entails higher fiscal
costs, since disbursed funds often do not require repayment, resulting in a direct burden on public budgets. Finally, it can create moral
hazard for firms, weakening their incentives to manage risk or adapt to changing conditions if they anticipate future bailouts.

4 An example of indirect support was the Troubled Asset Relief Program (TARP), a government intervention initiated by the U.S. in
response to the Great Financial Crisis of 2007-2008, which provided capital injections to distressed financial institutions with the goal of
restoring confidence in the financial markets, improving liquidity, and encouraging lending to businesses.

5 Compared to the government support during the Great Financial Crisis, the forgiveness of aid to small businesses during the COVID-19
pandemic was contingent upon employment retention and wage maintenance, thereby addressing the potential negative externalities
to the economy associated with employee layoffs. Policymakers at the time were concerned with long-term costs for individuals and the
economy from extended job loss. Extensive literature discusses the lasting effect of recessions on labor market, ranging from the cost of
entering a poor labor market for young people to the scarring for prime age and older workers (Card and Mas 2016; Rothstein 2023).

6 This situation is analogous to zombie lending, where banks continue to extend credit to non-viable firms to avoid recognizing losses (e.g.,
Acharya et al. 2021; Passalacqua et al. 2021).
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We analyzed small business outcomes during and after the pandemic within the context of these trade-
offs, balancing the need for broad and rapid intervention against the risk of inefficiencies. We leveraged a
unique dataset of de-identified small businesses using Chase Business Banking deposit accounts that were
active in 2019 and followed them through 2024, identifying critical lessons that can inform trade-offs in
policy decisions. Understanding both the successes and shortcomings of these policies from an efficiency
point of view can provide insights that inform the crafting of policies to better support small businesses
during future crises. The findings highlight key patterns in business survival, revenue recovery and cash
management, as well as industry and geographical differential recovery paths.

Finding 1: Most small businesses survived the
pandemic, with government support possibly
delaying some business closures until 2022.

At the onset of the pandemic, local restrictions affected whether and how businesses could operate.
Policymakers were particularly concerned about the survival of small businesses, and early research on the
initial impact of the pandemic indicated a significant negative effect with substantial temporary business
closures (Fairlie 2020). Small businesses often lack the financial liquidity to withstand a prolonged period of
distress: the median small firm’s cash reserves can cover average outflows for about two weeks in the event
of a complete disruption to inflows (Farrell, Wheat and Grandet 2019). Government support programs,
including the Paycheck Protection Program (PPP) and Economic Injury Disaster Loan (EIDL) advances,
provided liquidity swiftly.*® While government support programs may have helped many businesses stay
open in 2020 and 2021, our data shows a sharp rise in business closures by 2022, coinciding with the end
of the government support programs, suggesting that some exits may have been delayed rather than
avoided.

Small businesses may find it difficult to operate during challenging economic conditions. Exit rates typically
decrease with firm age and cash liquidity, which can help businesses withstand downturns. Historically, the
median life expectancy for small businesses has hovered around five years in the JPMorganChase small
business sample, with some variation by industry (Farrell, Wheat and Mac 2018).

7 In particular, the PPP was established by the U.S. federal government as part of the Coronavirus Aid, Relief, and Economic Security
(CARES) Act in March 2020, aimed at mitigating the economic impact of the COVID-19 pandemic. Its primary objective was to provide
financial support to small businesses to help them retain their employees during the crisis. Administered by the Small Business
Administration (SBA) in collaboration with participating lenders, the program featured low interest rates and deferred repayment terms to
ensure affordability (https:/www.sba.gov/funding-programs/loans/covid-19-relief-options/paycheck-protection-program).
The loans could be forgiven if the funds were used for eligible expenses, such as payroll, rent, utilities, and mortgage interest, effectively
turning them into grants. Over time, the PPP underwent two rounds of funding and adjustments to better address the evolving needs of
businesses affected by the pandemic. Policymakers learned firsthand the complexities involved in designing optimal policy interventions,
and they adjusted the second round to address some of the issues that arose. The PPP was initially available only to employer firms, but
eligibility was later extended to sole proprietors, independent contractors, and self-employed individuals. The impact of the PPP on small
businesses has been widely studied (e.g., Wheat and Mac 2021a; Wheat and Mac 2021b; Bartik et al. 2020; Bartik et al. 2021).

8 EIDL advances did not need to be repaid (https:/www.sba.gov/funding-programs/loans/covid-19-relief-options/eidl).
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Figure 1: Business closures increased in 2022, as government support ceased, and inflation escalated.

Figure 1details the cumulative survival rate of the 2019 cohort of firms through 2024, as well as the
marginal exit rate in each year. By the end of 2024, 68 percent of the firms remained in business. In 2020
and 2021, the exit rate was 7.5 and 5.5 percent, respectively, before increasing to 10.1 percent in 2022. Firms

Firm survival and exit rates
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as of 2019

2020

Bl Exit rate & Cumulative survival rate
Note: The sample consists of a cohort of firms that were active in 2019. We follow this cohort for the next 5 years without allowing for new firm entry.

Source: JPMorganChase Institute

in the cohort had a median age of four years in 2019. Prior research found that about 9 percent of small
businesses in their fourth year exited before their fifth, suggesting lower than expected exit rates in 2020
(Farrell, Wheat and Mac 2020b).° Exit rates typically decrease as firms age (Farrell, Wheat and Mac 2018),
so the increased exit rate in 2022 is unusual.®

9 This finding is consistent with Wang et al. (2021), which showed that business bankruptcies fell 27 percent in 2020 relative to
2019, and that filing rates in 2021 were similar to those in 2020. For small businesses with less than $10 million in assets, filing rates
declined at the onset of the pandemic and rebounded over the year, stabilizing around 20 percent lower than 2019 levels. Cho-
dorow-Reich et al. (2022) found similar results for small businesses, where small businesses are defined as firms with less than $10
million in assets.

10 This trend is also consistent with data on business exit rates from the Bureau of Labor Statistics (BLS). Studying the BLS data for private
sector establishments founded in 2016, the exit rates were 10 percent in March 2020, 7.9 percent in March 2021, 6.4 percent in March 2022,
8.7 percent in March 2023, and 7.8 percent in March 2024. It is important to note that, while the BLS reports these statistics as of March
each year, our data considers the exit rate at the end of the year. Therefore, to make a more accurate comparison between our statistics
and the BLS data, one might consider taking the average of the two years. Similar to our findings, the BLS data indicates an increase in exit
rates in calendar years 2022 and 2023 (https:/www.bls.gov/bdm/us_age_naics_00_table7.ixt).
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The lower exit rates in 2020 and 2021, followed by an increase in 2022, suggest that government support,
which ended in 2021, provided the liquidity needed to keep many businesses afloat during a time of
significant economic uncertainty. However, this aid could have also delayed some business exits that might
have otherwise occurred even without a pandemic." This scenario could reflect the trade-offs discussed.

While this outcome could be seen as a distortionary effect of the policy, it might represent a trade-off
that policymakers considered. By opting for a wide-reaching and direct approach, they may have aimed
to address financial frictions that could prevent otherwise solvent firms from accessing the liquidity they
needed to survive. The decision to implement broad-based support could have been made within the
context of an urgent need to stabilize the economy and protect these firms from closing and the related
potential negative externalities. One of the biggest concerns for policymakers was that extended job loss
caused by the lockdown was generating long-term costs for individuals, businesses, and the economy
(Rouse 2024). The government support provided to small businesses during the COVID-19 crisis differed
significantly from the assistance offered during the Global Financial Crisis (GFC), where relief efforts were
more focused on stabilizing the financial system.”? Business closures as a result of the GFC were more
closely tied to financial constraints, reduced consumer spending, and credit availability issues, affecting a
broader range of industries over a prolonged period (Kennickell et al. 2017).

The subsequent increase in exit rates in 2022 may reflect a recalibration to the usual small business churn
rate, as less competitive firms exited the market. Ultimately, the trade-off between direct broad-based
support and potential inefficiencies could have been a calculated decision aimed at preserving the broader
economic landscape during an unprecedented crisis.

11 Another potential explanation for the spike in business closures in 2022 is the increase in inflation. The end of 2021 also coincided

with increased inflationary pressure due to several potential contributing factors, including pandemic-related supply chain disruptions,
monetary and fiscal stimulus, pent-up demand as economies reopened, tight labor markets, and energy price surges resulting from

the Russia-Ukraine conflict. Figure A1shows changes in the Consumer Price Index (CPI) relative to its level in January 2019. A significant
increase in inflation is observed starting in 2021. By the end of 2024, the index reached 1.25, indicating a 25 percent increase in the CPI
since January 2019.

12 For instance, TARP was aimed at large financial institutions, with less direct support for small businesses. The indirect nature of this
support slowed assistance to small businesses, as it depended on banks internalizing the liquidity boost from the capital injection and
deciding to extend credit, which could have been constrained by risk aversion or regulatory concerns. While TARP succeeded in stabilizing
the banking sector, its impact on small business lending was mixed. For instance, Cole and Damm (2020) found that banks receiving
capital injections from the TARP failed to increase their smallbusiness lending and the reduction was more pronounced than non-TARP
banks. Black and Hazelwood (2012) found that the risk profile of loan originations changed post-TARP capital injection. Specifically, while
large TARP banks increased it, small TARP banks decreased it. This finding suggests that small banks may have used TARP funds more
conservatively, potentially limiting their lending expansion to larger and more established firms.
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Finding 2: Nominal small business revenues
recovered in 2021, while cash balances remained
elevated until the end of 2023.

Following the initial economic disruption caused by the COVID-19 pandemic, small businesses experienced
a notable recovery in nominal revenues in 2021. This rebound may reflect the resilience of small businesses
and the role of government support measures in helping stabilize the economic environment.

Figure 2: While nominal revenues recovered in 2021, inflation eroded their real values.

Median annual revenues and expenses
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Note: The sample consists of a cohort of firms that were active in 2019. We follow this cohort for the next 5 years without allowing for new firm entry.

Annual revenues and expenses are computed for firms that were present in our sample for the entire year, and are adjusted using average annual
CPI data indexed to the year of 2019.

Source: JPMorganChase Institute

Figure 2 shows the 2019 cohort’s median annual revenues and expenses through 2024. Nominal and real
revenues® declined at the onset of the pandemic, from $120,000 in 2019 to $111,000 in 2020, about an 8
percent decrease* As COVID-19 restrictions lifted, median revenue recovered in nominal terms starting
in 2021. Small businesses may have also benefited from the direct, broad-based, and rapid deployment of
government support to households through Economic Impact Payments and extended unemployment
insurance, which mitigated the risk of negative externalities from declining aggregate demand.

13 Real values are calculated by adjusting nominal values for inflation using the average annual Consumer Price Index (CP) as the deflator
and 2019 as the base year.

14 This is consistent with previous research showing a negative impact on small business revenue and expense (e.g., Farrell, Wheat, and
Mac 2020c).
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In subsequent years, median revenue slightly declined and stabilized around 2019 values in nominal
terms.® However, increasing inflation eroded the real values. During this period, median annual expenses
moved in concert with changes in revenues, suggesting that firms were able to manage their expenses
even as their revenues did not keep up with inflation.

While nominal revenues recovered in 2021, small businesses continued to hold unusually high cash
reserves, which may have reflected ongoing uncertainty or revealed an excess of government support.
Small businesses often accumulate cash balances during periods of uncertainty, mostly by reducing
expenses, to manage cash flow effectively (Wheat and Mac 2023). This is especially critical as small
businesses often face challenges in accessing external capital.® During the early months of the pandemic,
the typical small business saw substantial cash liquidity declines (Farrell, Wheat and Mac 2020a). However,
in subsequent months of 2020, cash balances increased and remained at levels substantially higher than
they were prior to the pandemic due to arrival of aid from federal programs including, but not limited to, the
PPP and other CARES Act programs (Farrell, Wheat and Mac 2020c).

15 Revenue growth typically slows as firms age (Farrell et al. 2020). We validated this finding in Figure A2 by analyzing the 2014 cohort

of firms, which did not encounter any major economic shocks or inflationary pressures and observed that their real and nominal median
annual revenue remained stable over time.

16 These challenges in accessing external capital are due to their perceived higher risk and the elevated costs associated with lending to
them. Moreover, these challenges are compounded by a high risk of failure and “informational opacity,” where reliable financial information
is scarce, making it difficult for lenders to assess creditworthiness accurately (Board of Governors of the Federal Reserve System 2022).
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Figure 3: Median firm cash balances remained elevated until the end of 2023 and then normalized.

Figure 3 plots the trend in median cash balances for the entire 2019 cohort of small businesses from 2019
to0 2024 and for the subsample that survived through 2024. The chart shows noticeable spikes in median
cash balances during April-August 2020 and January—March 2021, corresponding to the disbursement of
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the two rounds of the PPP. The PPP was intended to support small business expenses for an 8-week period,
later revised to 24-week period (U.S. Department of the Treasury 2020). However, cash balances remained
elevated until the end of 2023."

From a policy perspective, the sustained elevated cash balances until the end of 2023, coupled with
recovering median nominal revenues in 2021, suggest that government support may have not been fully
utilized or needed by small businesses. This situation may reflect the trade-offs inherent in the policy
response. Broad-based government support might have been unnecessary by 2021 when median nominal
revenues returned to 2019 levels, allowing businesses to finance their expenses independently. However,
not all small businesses had recovered by 2021, as we illustrate in Finding 3. This highlights the challenge
of designing support that effectively targets the diverse needs of firms. The broad-based nature of the
policy may have led to support small businesses that did not require it, underscoring the difficulty of
distinguishing, ex-ante, between firms that are more resilient and those that are more vulnerable. This
trade-off between rapid, widespread intervention and the risk of inefficiencies is a recurring theme in the
policy response.

17 Wheat and Mac (2021b) showed that the PPP supported extra spending for 4-5 months.
JPMorganChase Institute
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Additionally, businesses might have maintained higher precautionary savings due to economic uncertainty
or concerns about loan repayment, reflecting firm behavior rather than policy design.’® This explanation
may suggest that even with generous support, firms prioritized financial liquidity in an uncertain
environment.

Median cash balances began to decline at the end of 2021, alignhing with the end of government support
programs and rising inflation, with the latter widening the gap between real and nominal values. By 2024,
firms appeared to maintain inflation-adjusted cash holdings slightly higher than pre-pandemic levels.
However, this trend was driven by surviving firms: firms that survived through 2024 had higher median
balances in 2019 than the overall sample, as shown in Figure 3.

Finding 3: Revenue recovery was not uniform across
sectors and years: Restaurants rebounded in 2021
after being hit hard in 2020, while transportation and
warehousing boomed in 2020 and later declined.

Median nominal revenues recovered in 2021, but recovery was not uniform across all sectors. While some
industries quickly returned to pre-pandemic revenue levels, at least in nominal terms, others continued
to face challenges due to ongoing supply chain disruptions, inflationary pressure, and shifts in consumer
behavior. For instance, restaurants, personal care services, and non-grocery retail were among the most
impacted during the onset (Farrell, Wheat and Mac 2020b). During subsequent years, small businesses in
some industries recovered more than others, although inflation eroded gains across all industries.

18 This is true especially for firms with limited access to capital markets (e.g., Opler et al. 1999; Bates et al. 2009; McLean 2011; Harford et al.
2014; Favara et al. 2021).
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Figure 4: Revenues in some industries, such as restaurants, initially rebounded in 2021 and then
stabilized.

Median annual nominal revenues relative to 2019

140%

130%

120%

& # #

0%

100%

90%

80%

T0%

60%

50% y ‘ . . ‘ T

2019 2020 2021 2022 2023 2024

-4 ﬁc;:omc;c}?:iqn - -l Construction - IFézzline;tate, rentals, it E:r';i%%r;ﬁ_ltéon and
g rerc?éggoi ainment an —4 Restaurants — Retail trade -2 Allfirms

Note: The sample consists of a cohort of firms that were active in 2019. We follow this cohort for the next 5 years without allowing for new firm entry.
"All firms" includes firms that are present across all industries in our sample.

Source: JPMorganChase Institute

Figure 4 shows the median annual nominal revenues relative to 2019 levels across a selection of industries.
Industries reliant on in-person interactions—arts and entertainment, restaurants, and accommodation—
experienced larger revenue declines in 2020, likely due to initial lockdowns and social distancing measures.®
However, these industries were able to rebound in 2021 as COVID-19 restrictions were lifted and government
support was deployed. For instance, median annual revenue for restaurants bounced back in 2021 to 113
percent of their 2019 levels and then stabilized.

Transportation and warehousing present an interesting case study as the only industry in which most
firms avoided revenue losses from the onset of the pandemic. Revenues increased in 2020 and 2021,

I
19 For instance, the temporary lockdown and social distancing strained most restaurants in New York (Wilson and Nierenberg 2020).
Additionally, while museums were hit hard, with nearly 95 percent of institutions around the world forced to close temporarily to protect the

well-being of staff and visitors, the sector faced severe economic, social, and cultural repercussions (ICOM 2020). There was also concern
that many museums might not survive the pandemic (Siegal 2020).
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potentially driven by e-commerce and the rise of online retailers.?° Although demand began to wane after
the pandemic, the availability of inexpensive SBA credit enabled firms in this industry to endure, resulting in
plummeting freight rates (Hampstead 2024). This case study serves as a cautionary tale for policymakers,
emphasizing that while government interventions can provide necessary liquidity, they may also lead to
market distortions by sustaining firms beyond their natural demand cycles.

Other industries, such as accommodation, real estate, and retail trade, still lagged behind at the end of
2024 compared to their 2019 levels.

Finding 4: Small businesses in some cities were hit
harder than others at the onset of the pandemic,
but revenues in most cities have struggled to
compensate for increased inflation in recent years.

The recovery trajectory of small businesses across metro areas over the past five years underscores
significant disparities, reflecting the complex interplay of local economic conditions and the effectiveness
of federal policy interventions. While businesses in some cities managed to generate revenues similar to
pre-pandemic levels, others continue to grapple with persistent financial challenges.

20 Due to the lockdown and social distancing, e-commerce became vital for many retailers, whether through their own websites, market-
places, or cloud-based third-party services that offer payment and fulfillment operations. These services have helped small businesses
reduce the burden of establishing an online presence (Mims 2021; Monga 2021).
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Figure 5: Across cities, 2024 revenues varied widely relative to 2019 levels.
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Figure 5 shows how median firm revenues in 2024 compared to 2019 levels across cities.? The difference
in median nominal revenue was positive in some cities, such as Orlando, where 2024 median nominal
revenues were 20 percent higher than in 2019, and negative in others, such as San Francisco, where 2024
median nominal revenues were 11 percent lower than in 2019. These variations highlight the differential
impact of the pandemic and subsequent recovery efforts across urban landscapes. The difference in
median real revenue was negative across all cities, highlighting the role of inflation in recent years.

Overall, cities experienced a range of outcomes at the onset of the pandemic (Farrell, Wheat and Mac
2020a), and most have struggled with similar economic conditions in subsequent years.

21 Cities refer to Core-Based Statistical Areas (CBSA) and are labeled with the name of the largest city they contain.
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Implications

During the COVID-19 pandemic, the rapid deployment of broad-based support provided

crucial liquidity in a period of high uncertainty, potentially protecting small businesses, such

as community businesses and nascent innovators. However, broad-based and direct support

can entail trade-offs, such as sustaining firms that might not survive otherwise and challenges

in targeting aid effectively. While the intervention was sufficient to prevent the economy from
spiraling into a deep recession, whether the trade-offs in efficiency were warranted is debatable.?
This inefficiency was partly due to the urgency with which the government sought to disburse
funds.

Our analysis of the challenges small businesses faced during and after the COVID-19 pandemic offer
lessons to policymakers about how firms may react to future negative shocks. Businesses endure financial
pressures as they recover and must adapt to rapidly changing market conditions. As policymakers
consider how to support small businesses after other major negative shocks, we offer two key implications:

1. Designing targeted policy interventions before crises occur may enhance swift and effective
economic response. The COVID-19 pandemic highlighted the potential benefits of targeted policy
interventions that can be rapidly deployed during economic crises. While broad-based support
provided essential immediate relief, the varied impacts across industries and regions revealed the
limitations of a generalized approach. Proactive design of targeted intervention frameworks could
mitigate these limitations. Flexible, scalable, and clearly defined intervention strategies could help
direct support to the most vulnerable sectors and communities swiftly and efficiently, mitigating
the immediate impacts of a crisis.

2. When broad-based support is the only available tool, policymakers need to ensure flexibility
and accountability. When targeted support is not feasible and broad-based support becomes the
primary option, policies with clear guidelines and accountability for participants can help limited
resources reach the largest number of businesses in need. The COVID-19 pandemic underscored
the benefits of rapid, widespread support, but also the risk of inefficiencies. Programs should
offer flexibility, allowing businesses to adapt funds to their needs, whether for cash reserves, debt
repayment, or operational expenses. Clear guidelines and accountability can meaningfully improve
the effective use of resources. By aligning incentives with performance metrics, policymakers can
encourage optimal use of support funds, respecting diverse business priorities and enhancing
economic stability and recovery.

22 Autor et al. (2022a, 2022b) estimated that PPP loans cost between $169,000 and $258,000 per job-year saved, more than twice the
average salary of these workers. They also estimated that more than two-thirds of the total outlays in the program accrued to business
owners and shareholders rather than employees. Outright fraud was also very common. SBA (2023) estimated that about $64 billion of
PPP loans (about 8 percent) and $136 billion of EIDL may have been fraudulent, while GAO (2023) identified that between $55 to $135
billion of Unemployment Insurance (Ul) could have been fraudulent.
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Appendix

Sample construction and composition

To study the long-term impact of policy interventions during the COVID-19 pandemic on small businesses,
we created a sample of de-identified small businesses that have Chase Business Banking deposit accounts
and were active in 2019. Since we focus on small business outcomes during and after the pandemic, we do
not include any firm created after 2019. For a firm to be considered active in a year, it must have at least 10
transactions and $500 in outflows for a minimum of three months within that year. Additionally, each firm is
limited to no more than three business deposit accounts in 2019 and must have no more than one location
identified during that year. However, we allow for the possibility of firms having more than three accounts
and multiple locations in the years following 2019. This approach ensures a consistent baseline while
accommodating growth and changes in business structure over time. With these restrictions, our sample
included over one million small businesses from 2019 to 2024.

Firms included in our sample operate in one of the fifteen industries characteristic of the small business
sector: professional services (e.g., lawyers, accountants, consultants, marketing, media, and design,
education); construction; other services; real estate, rental and leasing; retail trade; health care and social
services; transportation and warehousing; administrative services; food services and drinking places

(e.g., restaurants); wholesale trade; manufacturing; arts, entertainment, and recreation; information

(e.g., independent film production companies, local radio stations, local data backup data services, and
independent research data firms); and accommodation. Industries were identified using the 2-digit NAICS
code, with the exception of restaurants and accommodation, which were identified using the 3-digit NAICS
code.

JPMorganChase Institute



Small business in times of distress: Lessons learned from the pandemic

Table Al: Sample characteristics, by industry

Industry Share
Professional services 16.0%
Construction 121%
Other services 11.9%
Real estate, rentals, leasing 11.8%
Retail trade 8.2%
Health care and social assistance 7.9%
Transportation and warehousing 6.5%
Administrative services 6.4%
Restaurants 4.2%
Wholesale trade 3.9%
Manufacturing 3.3%
Arts, entertainment and recreation 31%
Information 2.3%
Educational services 1.9%
Accommodation 0.4%
Total 100.0%

Source: JPMorganChase Institute
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Additional figures

Figure A1: Inflation increased starting from mid-2021.
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Figure Atillustrates the trend of inflation from 2019 to 2024, highlighting key periods of inflationary
pressure that affected small businesses. The chart plots changes in the Consumer Price Index (CPI) relative
toits level in January 2019. A significant increase in inflation is observed starting in 2021, driven by factors
such as supply chain disruptions, increased demand, and rising energy prices. By the end of 2024, the
index reached 1.25, indicating a 25 percent increase in the CPI since January 2019.
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Figure A2: For both the 2014 and the 2019 cohorts, median revenues stabilized as firms matured.
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Source: JPMorganChase Institute

Figure A2 illustrates the dynamics of median annual nominal firm revenue by year for the 2014 firm cohort
and the 2019 firm cohort. The 2014 cohort includes only small businesses active in 2014 and, similar to
the 2019 cohort, does not account for the entry of newly created firms. The left panel compares median
revenues in levels. The 2014 cohort shows a stable median annual revenue slightly lower than $100,000.
The right panel considers the median annual revenue compared to the baseline year level for each
group, which is 2014 for the 2014 firm cohort and 2019 for the 2019 firm cohort. The x-axis represents
the year following the cohort’s baseline year, with Year 1 being 2020 for the 2019 cohort and 2015 for the
2014 cohort. The graph shows that, even for the 2014 cohort, which did not face significant inflationary
pressure, median revenue stabilized over time. This aligns with the empirical evidence that most revenue
growth occurs in the early years of a firm’s life (Farrell et al. 2020). Over time, as firms mature, revenue
growth tends to stabilize, reflecting a shift from rapid expansion to more stable operations.
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