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Abstract

This article examines the number of entrants during the COVID-19 pandemic and their associated
employment. It finds that there were 112,764 entrants in 2020, which is 5.4% less than one year earlier.
The bulk of business creation in 2020 occurred following the onset of the pandemic; from June to
December 2020, there were 2.8% more entrants than over the same period in 2019. Nonetheless, the
employment associated with these entrants was lower than in 2019, and this finding is observed across
industries, as well as provinces and territories. This provides evidence that the businesses created in
2020 were smaller on average than businesses created prior to 2020.
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Introduction

In a typical year, it is common to observe job churning in an economy, which occurs through the process
of business dynamics. Jobs are created by new entrants and growing incumbents, and they are destroyed
by exits and shrinking incumbents. In periods of economic downturns, there may be greater job churning
as businesses are negatively impacted by the circumstances.

In terms of job creation, growing incumbents tend to make the greatest contribution to employment, but
the contribution from new entrants is not to be overlooked; on average, they can account for about 20%
of employment growth in a given year (Dixon and Rollin 2014). In addition, entrants can have exceptional
growth potential. Recent evidence in the United States on young high-growth firms documents that a
small share of startups made a large contribution to multi-factor productivity growth, output growth and
employment growth (Haltiwanger et al. 2017).

It is an understatement that 2020 was not a typical year for businesses and business dynamics. The
COVID-19 pandemic led to thousands of business closures in March and April 2020—many of these
businesses subsequently reopened, while some have potentially closed permanently. Many government
programs were introduced in 2020 to support businesses during these exceptional times, including the
Canada Emergency Wage Subsidy program and the Canada Emergency Business Account.

While the pandemic led to a disruption in supply chains and the nature of work, it also led to new
opportunities and innovations. Remote work can allow individuals to set up businesses within their homes
without incurring the costs and investments associated with larger work or office spaces. It can also allow
for increased flexibility in work schedules. Rapid developments and innovation in e-commerce also
enabled the creation of many online platforms to facilitate the transition to online retail. These factors,
combined with low interest rates and fewer job prospects among laid-off workers, set the stage for
increased entrepreneurship.

Many countries recorded substantial increases in new business registrations in 2020. For instance, in the
United States, business formation applications were up 82% in the three months leading up to September
compared with the same quarter in the previous year. France registered 84,000 new businesses in
October 2020, which is a 20% increase from the same month in 2019 and the highest ever recorded.
Indeed, the surge in recent business applications in the United States stands in contrast to the slow
business formation that occurred during the 2007-to-2009 financial crisis (Dinlersoz et al. 2021).

Using the monthly estimates of business openings and closures, this article examines entrants over the
pandemic and their associated employment. It compares business formation in 2020 with that of the
2015-t0-2019 period and contrasts employment created by entrants with that of incumbents and
employment destruction from closing businesses and shrinking incumbents. It finds that there were 5.4%
less entrants in 2020 than in 2019, largely because fewer entrants were created at the onset of the
pandemic. However, from June to December 2020, 2.8% more entrants were created than over the same
period in 2019. Nonetheless, the employment of these entrants was lower than in 2019. In other words,
many of the businesses created in 2020 were small businesses.

The bulk of business creation in 2020 occurred in the second half
of the year
With the monthly estimates of business openings and closures, it is possible to identify new businesses,

or entrants, in a given month. These are defined as businesses or enterprises with employment in the
current month that were not active in any previous month in the current or previous year; in other words,
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they are not observed in the dataset for a maximum of 24 months. Employment of entrants is calculated
at the month of entry. As this analysis pertains to the contribution of entrants to employment, for an
entrant to be counted in a given year, it must still be active in December of that year.’

The monthly estimates show that there were 112,764 entrants in 2020—5.4% less than one year earlier
(Chart 1). The associated employment derived from these entrants in 2020 was 498,923 employees,
which is 20.7% less than in 2019 and 28.0% less than the peak in 2018.

Chart 1
Number of entrants and their associated employment, 2015 to 2020
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Source: Statistics Canada, author's calculations.

The bulk of business creation in 2020 occurred in the second half of the year, from June to December
(Chart 2). At the onset of the pandemic, from March to May 2020, there were 28,008 entrants—nearly
16,000 fewer than the 2015-t0-2019 average for the same months. The first few months of the pandemic
led to many business closures and much uncertainty in terms of economic conditions, both of which may
have made entrepreneurship appear as a less attractive option. As public health restrictions eased over
the summer months, entrepreneurship became more viable. The number of entrants from September to
December 2020 was higher than the 2015-t0-2019 average. Nevertheless, these results contrast with
those from the United States, where new business formation among businesses with planned wages was
consistently higher from June to December 2020 than over the 2015-t0-2019 period (Chart 3).2 Strikingly,
over 60,000 businesses were created in July 2020 in the United States—a record monthly high.

1. This definition applies throughout the article, except in Chart 2.

2. While the method in which new businesses are defined in the United States relies on business applications, new employer
businesses are based on the first payroll observation in a given year (Bayard et al. 2018). This is fairly similar to the definition
of entrants in this article and published in Statistics Canada table 33-10-0270-01.
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Chart 2

Monthly estimate of entrants, 2015-t0-2019 average compared with 2020
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Source: Statistics Canada, author's calculations.

Chart 3

Monthly estimates of business formation in the United States, 2015-t0-2019 average compared with
2020
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While some industries and provinces experienced more business
creation in 2020 than in 2019, these entrants tended to be smaller

The growth in entrants since 2019 varied across industries. In the months following the lowest number of
entrants in 2020 (i.e., June to December), the number of entrants was higher in 2020 than in 20193 overall
in the business sector and in half of the industries (Chart 4). The largest increases in number of entrants
were observed in professional, scientific and technical services (10.4%); information and cultural
industries (8.5%); and wholesale trade (7.3%). These service-based industries may have seen such
growth because of an increase in demand to cater to home-based businesses (e.g., web hosting services)
and because of the ability of employees in these industries to work from home. In contrast, the number
of entrants declined by more than 15% in forestry, fishing and hunting, and in accommodation and food
services.

While the number of entrants increased in 2020 relative to 2019 in many industries, the employment
created by these entrants was lower than in the previous year in almost all industries (Chart 4). For
instance, in retail trade, there were 2.4% more entrants in 2020 compared with 2019, but the number of
employees in these entrants was 44.9% lower. This can be interpreted as a lower average size of entrants
in 2020 than in 2019. In other words, while there were more entrants from June to December 2020
compared with the same period in 2019, they tended to be smaller in size. Indeed, at the business sector
level, the average size of a business in 2020 was 4.4 employees—a decrease from the average of
5.3 employees in 2019. This may have implications in the future, as businesses that start with a larger
number of employees tend to have higher survival rates over time (Innovation, Science and Economic
Development Canada 2020).

Chart 4
Change in number of entrants and associated employment from 2019 to 2020, by industry, June to December
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3. Using the 2015-t0-2019 average results in a similar picture.
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At the provincial and territorial level, there were more entrants in 2020 than in 2019 from June to
December in most provinces (Chart 5). The increase in entrants ranged from 0.7% in Alberta to 7.1% in
British Columbia. In contrast, the number of entrants decreased by 10.7% in Saskatchewan, 3.1% in the
territories and 0.2% in New Brunswick.

Similar to the industry results, the employment associated with entrants in 2020 was lower than for
entrants created in 2019 across provinces and the territories. Among the provinces with the greatest
increase in entrants, employment in these entrants was more than 15% lower than in entrants that were
created in 2019 (Chart 5). It is possible that businesses created during the pandemic wished to start small
because of the uncertainty in the general economic conditions.

Chart 5

Change in number of entrants and associated employment from 2019 to 2020, by province or
territory, June to December
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Source: Statistics Canada, author's calculations.

Entrants contributed nearly one-third of employment created in
2020

The year 2020 was an unusual and unique one for business dynamics. According to the monthly
estimates of business openings and closures, the pandemic resulted in about 110,000 business closures
in March and April 2020. About half of these businesses reopened by August 2020. These closures led
to significant employment losses, but not as great as those observed in businesses that remained open
(Lafrance-Cooke 2021). By examining the employment contribution of entrants, this section will provide
a fuller picture of the employment dynamics* from the year 2020 relative to the 2015-t0-2019 period.

4. The growth in employment for continuing businesses is measured by subtracting the December employment from the
January employment of an enterprise. For business closures, the employment decline is calculated by taking the average
employment over the months in which a business was active in the year. A closed business must not be active by December
of a given year to be considered a closure; in other words, if it reopens, it will not be counted as a closure.
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On average, over the 2015-t0-2019 period, entrants contributed 32.6% of employment created. In 2020,
this share declined to 31.3% (Chart 6). This is a result of fewer entrants during the pandemic relative to
previous years, the smaller size of these businesses, and the lower contribution to employment creation
of continuing businesses in 2020. Moreover, while the employment created by entrants since 2015 was
not enough to offset the annual employment losses from business closures, this finding is amplified in
2020. Notably, the employment loss from business closures was lower in 2020 than the average over the
2015-t0-2019 period.

Growing continuers have been shown to contribute most to employment growth (Rollin 2012), and this
was still the case in 2020, albeit to a slightly smaller degree relative to previous years. Moreover, the
employment lost from declining continuers was particularly large in 2020, at nearly 1.6 million employees,
leading to a net employment decline of nearly 500,000 for continuers in 2020. This represents the only
year for which net employment growth of continuers was negative.

Chart 6
Net employment growth by business dynamics category, 2015 to 2020
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Conclusion

This article presents new results from the experimental series on monthly business openings and
closures. Specifically, it illustrates the extent of new business creation during the COVID-19 pandemic
and the associated employment of those entrants.

In 2020, there were 112,764 entrants, which is 5.4% less than one year earlier. However, the bulk of
business creation in 2020 occurred following the onset of the pandemic; from June to December 2020,
there were 2.8% more entrants than over the same period in 2019. Nonetheless, the employment
associated with these entrants was lower than in 2019, and this finding is observed across industries, as
well as provinces and territories. This provides evidence that the businesses created in 2020 were smaller
on average than businesses created prior to 2020.

While there continued to be entrants in Canada despite the COVID-19 pandemic, business creation did
not reach record or historical levels like they did in the United States. Future work will examine differences
in business creation between Canada and the United States, as well as the potential factors that may
drive these differences. It will also be important to monitor the survival rates of newly created businesses
over the pandemic as they may less robust due to their smaller size.
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