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Entrepreneurial Recovery from COVID-19:
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Entrepreneurship, as reflected in the start-up of new firms, the growth and market exit of
existing firms, and the ow of venture capital, has been severely curtailed by the lockdown
and social distancing measures taken by governments around the world in the fight
against COVID-19. This paper, after documenting preliminary evidence on these declines,
argues that there is a strong possibility that the unintended damage to entrepreneurship,
innovation and growth could be persistent. This requires that short- term economic and
business rescue packages be complimented by measures aimed at the longer-term, and that
these be based on at least five principles. These 5 principles (5Ds) refer to decentralization,
democratization, demand, distribution and demography.
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1 Introduction

Non-pharmaceutical interventions (NPIs) against the SARS-CoV-2 virus that causes COVID-
19 disease, such as lockdowns and social distancing, have caused sharp, unprecedented de-
clines in global economic activity, including in trade, investment and production (Brown &
Rocha, 2020). The world economy has been forecast by the IMF to shrink by 4,9 percent
in 2020, amounting to an estimated loss of around US$ 12 trillion (IMF, 2020), while the

OECD forecast an even worse, 6 percent, shrinkage (Boone, 2020).

Entrepreneurship, as reflected in the start-up of new firms and the growth of existing firms,
particularly SMEs', have been severely curtailed. For example, Sedlacek & Sterk (2020)
present early evidence from the USA, comparing COVID-19 deaths per state with high-
propensity business applications? (a measure of start-ups) between 2019 and 2020, finding
significant declines and a strong significant association between the decline in business ap-
plications and COVID-19 deaths. For instance, in New York state, business applications
declined by 50 percent in March-April 2020 compared to the same period in 2019. Risk-
finance for innovative start-ups, as reflected in the volumes of venture capital funding, is set
for a substantial drop: Gauthier et al. (2020), based on China’s experience, conclude that

venture capital funding in 2020 will decline by $28 billion.

The prospects for firm survival across the world have also noticeably worsened: a survey
of 5,800 USA firms by Bartik et al. (2020) found that 75 percent of these firms only had
two months liquidity at hand. Djankov (2020) calculated that in Europe, the “the median
firm runs out of liquidity in two to five months”. In the Netherlands, a survey® found that
56 percent of SMEs expect to exit from the market if the crisis continued for more than
6 months. And taking World Bank data covering 15,000 firms in 34 developing countries,
Bosio et al. (2020) estimate that the median developing country firm could, in the absence
of any financial assistance, survive only between 1.5 and 4.5 months. So far, data on actual
firm exits tend to confirm the precarious position most SMEs are in, for example Fairlie
(2020), referring to the USA’s Current Population Survey (CPS) note that the number of

!SMEs are worse affected than large firms, as they tend to be over-represented in sectors such as hospi-
tality, travel and personal services that are hardest hit by lockdowns, and they have less recourse to liquidity
to tie them over (OECD, 2020).

2High-propensity business applications are defined by the US Census as new business applications that
“have a high propensity of turning into businesses with payroll. The identification of high-propensity ap-
plications is based on the characteristics of applications revealed on the IRS Form SS-4 that are associ-
ated with a high rate of business formation”. From https://www.census.gov/library/visualizations/
interactive/bfs-by-state.html

3See https://tinyurl.com/ybmdsw8e
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“active business owners” in the country declined by 22 percent between February and April

2020.

The impacts of the pandemic on start-up and SME activities are both shorter-term, as
well as more longer-term. The shorter-term effects are through the business cycle impact
of the lockdowns and containment policies adopted by virtually all countries (albeit with
varying degrees of stringency - see Hale et al. (2020)). This has had the effect of reversing
economic growth across many countries, breaking supply-chains and inducing a contraction
in aggregate demand. As a result, as was mentioned, the rate of insolvencies is rising, and the
rate of new start-up formation (entry) is declining. To the extent that start-ups and SMEs
are important for innovation, new job creation and productivity growth, the COVID-19
pandemic is likely to cause a simultaneous massive loss in value creation, commercialization

of new ideas and jobs.

Over the longer-term the pandemic can lead to a permanent reduction in the rate of start-
ups, the growth prospects of SMEs, and hence jobs created and innovation (Fairlie, 2020).
Whether and how significant this permanent reduction will be, depends partly on whether
a country experiences a V-shape, U-shaped or L-shaped recovery after the crisis (and on
whether mitigation policies are successful). For example, in the case of the USA, a country
that experienced a U-shaped recovery after the global financial crisis (2009-2010) start-up
rates and other indicators of entrepreneurship have not yet recovered to the pre-2006 rates®.
As the Economic Innovation Group (Economic Innovation Group, 2019) describes it, “the
financial crisis coincided with a collapse in the rate at which the U.S. economy produces
new firms, and the startup rate remains one of the few economic indicators that has barely
recovered in the years since”. Whereas the USA did not manage a good recovery after the
financial crisis, many other countries did manage to do so (Carlsson-Szlezak et al., 2020).
The question for each country is thus what kind of recovery will follow after the COVID-19
pandemic? Will it be V-shaped, U-shaped, or L-shaped, or perhaps as The Economist®

warns, “neither v-shaped, u-shaped or even w-shaped, but ‘more like a bathtub’?

While the pattern of recovery is uncertain®, there is more certainty that the economic impact

4According to the US Census Bureau, high-propensity business applications in the US declined by 5,4
percent in the first quarter of 2020, from a level that was already around 20 percent lower than in 2006, just
before the global financial crisis. See: https://www.census.gov/library/visualizations/interactive/
bfs-by-state.html

°See The Economist, 11 April 2020 at https://www.economist.com/briefing/2020/04/11/
the-changes-covid-19-is-forcing-on-to-business

6For the USA, Gregory et al. (2020) produce estimates based on a labor-market search model that
suggests a L-shaped recovery.
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of the crisis will be worse than that of the global financial crisis (Brown & Rocha, 2020;
IMF, 2020; OECD, 2020). In countries where the economic recovery will indeed be sluggish
and “bathtub” shaped, longer-term, even permanent reductions in entrepreneurship will be
highly likely, just as the consequences in general for labor markets will be persistent (Gregory
et al., 2020). It will intensify the economic stagnation that has already set in within most
advanced economies, and whose beginnings can be traced back the 1970s (Decker et al.,
2016; Hopenhayn et al., 2018).

The economic and social consequences of such a deepened stagnation could be extremely
consequential. For one, the permanent decline in entrepreneurship and innovation will leave
a society more vulnerable than ever to shocks, including to future pandemics (Munoz et al.,
2020; Naudé, 2020b). Two, with economic growth and productivity stagnating, zero-sum
politics are more likely to intensify (Thiel, 2011). This could lead to further uncertainty, in-
creasing conflict, and giving impetus to de-globalization, nationalism and the further erosion
of democracy. In the latter regard, COVID-19 has broken out just as democracy has been
experiencing its worst setback since the end of the Cold War. As Freedom House” reports, a
“shift in the global order is challenging long-standing democracies, from within and without.
A crisis of confidence in these societies has intensified, with many citizens expressing doubts
that democracy still serves their interests. Of the 41 countries that were consistently ranked
Free from 1985 to 2005, 22 have registered net score declines in the last five years”. The fact
that the pandemic is likely to worsen inequalities between and within countries will be fuel

on the fire.

It is not clear at this stage that the world will be able to avoid such a negative scenario. It
is however possible to envisage a number of broad principles that would need to underpin
efforts to mitigate the economic disaster and facilitate both the short and the longer-term
recovery of entrepreneurship and business. This paper will focus on these broad principles,
as consideration of these are typically neglected when the crisis is acute and forgotten once
the acute phase has passed. During the 2007-2010 global financial crisis, as now, the imme-
diate and short-term concern was to make liquidity available and prevent systemic economic
collapse. While this was necessary, many of the underlying causes of the crisis back then
were never fully addressed, and indeed, a combination of “too-big-to-fail” banks, regulatory
capture and rising inequality have continued to cast a shadow of uncertainty over the global
economy — as is witnessed for instance in a growing number of scholars and authors who
since the global financial crisis took up a narrative of capitalism-in-crisis - see e.g. Collier
(2018); Milanovic (2020) and Srnicek (2016). As Stephens (2018) remarked “Now, as then,

"See https://freedomhouse.org/report/freedom-world/2019/democracy-retreat.
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profit is privatized, and risk nationalized. Missing is the competition that keeps capitalism

honest”.

If the COVID-19 pandemic may offer, as some have hoped, a historical opportunity to im-
prove capitalism (and democracy), then unlike during the previous crisis it will be necessary
to see the wood for the trees, and to contextualize the short-term bailouts and mitigation
finance from an entrepreneurship point of view. Five broad principles (or goals) that will
provide this contextualization, and that will if adhered to perhaps help to “keep capitalism
honest”, are to decentralize, to democratize, not to neglect demand, to (re-) distribute, and
to nurture the youth demographic. To perhaps belabor the point: if the global financial crisis
of a decade ago is anything to go by, and the nature of the COVID-19 impacts considered,
then the danger exist that the world may end up with more centralised and “bigger govern-
ment”, who are moreover in a pact with “big corporations”, all the while with inequality

rising, growth stagnating, and democracy beating a further retreat.

The principles encapsulated in these 5D’s are discussed in the rest of this paper.

2 Decentralize

The optimal outcome from an entrepreneurship and business point of view is for lockdown
measures to be ended and for business to resume as before the outbreak of the pandemic.
For this to happen, the virus needs to be contained. This in turn, requires gathering and
analysis of information and rapid and flexible response to new information. In such a situ-
ation, decentralization of decision-making has distinct advantages. As Rajan (2020) points
out “there are important reasons to favor a carefully managed decentralization. Not only
do members of smaller political entities tend to face similar problems; they also typically
demonstrate greater social and political solidarity, which makes it easier for them to engage
with one another and find solutions.” Decentralization of responses means there is no single
point of failure as in the case of a very centralized approach (Rossello & Dewitte, 2020).
Decentralization is also more aligned with entrepreneurial support measures aimed at foster-
ing innovative new start-ups in certain geographically clustered areas where the ecosystem

is more conducive (Lerner, 2020).

These advantages of decentralized decision-making for the fight against the virus, also holds
for supporting entrepreneurs and businesses and mitigating the economic consequences of

lockdowns and social distancing measures. Therefore, a first principle for entrepreneurship

4



and business recovery from COVID-19 is for countries to adopt as far as possible decentralized

approaches in fighting the virus and providing entrepreneurial emergency support.

The benefits of decentralization in the fight against COVID-19 is for example to be seen in
the gathering of information and obtaining better understanding of the nature of the virus.
As Aubrecht et al. (2020, p.1) argues “the decision to implement public health interventions
may be most efficient if done through a decentralized decision-making process because of
an information advantage in localized jurisdictions.” The information advantage of localized
jurisdictions is important as at the time of writing, it is not known precisely how deadly the
virus is, how fast it is spreading, who are more susceptible, how many people are infected,

and whether one can build up immunity (Li et al., 2020; Jelnov, 2020).

Decentralized data collection across heterogeneous communities, and the analysis of this
data by distributed and diverse teams of scientists offers the best approach towards making
scientific and medical progress and evaluate what works best and what works not so well in
terms of pharmaceutical and NPI (Aubrecht et al., 2020). In this respect, a decentralized
approach can benefit by learning from the spatial heterogeneity of the virus’ impacts; see
e.g. Kuebart & Stabler (2020) for the case of Germany, lacobucci (2020) for England and
Wales and Desmet & Wacziarg (2020) for the case of the USA. The latter for instance notes
that by April 2020 around 72 percent of counties in the USA did not record a single death
due to COVID-19 — further emphasizing the spatial heterogeneity in impact and the need

for decentralized management.

It is expected that in future, as countries start to ease the stringency of lockdowns, that the
focus will increasingly be on localized hot-spots within countries, rather than the countries
themselves. Gathering local data and understanding better what works best and under
what circumstances, will be required to avoid lock-in of sub-optimal policies. Here, contact-
tracing apps and large-scale testing will increasingly play a role in what can be termed
“smart” exit strategies (Eichenbaum et al., 2020). Decisions regarding contact-tracing apps
have illustrated the importance of decentralized technological solutions, so as to avoid data
privacy violations and the danger of increased government surveillance (Harari, 2020; Ienca &
Vayena, 2020). The DP-3T protocol is an example of how “decentralized privacy-preserving

8. Decentralizing the gathering and storing of data through an inter-

tracing” can be done
operable app, and moreover having this managed on the regional health authority level rather

than on central government level, is an approach that is more consistent with the principle

8See GitHub: https://tinyurl.com/ybbgén5b


https://tinyurl.com/ybbq6n5b

of minimization of the European Union’s General Data Protection Regulation® (GDPR)

(Rossello & Dewitte, 2020).

Similar to the health impact, the economic impact has been very heterogeneous (Jinjarak
et al., 2020; Kitsos, 2020). Effective mitigation policies will therefore need to tailor or
match assistance with the depth and nature of the impact. Channeling financial assistance
for instance through decentralized institutions, such as local or state governments, or the
banking sector with its distributed branch system (see section 4 below) may be more optimal.
The USA’s $669 billion Paycheck Protection Program to small businesses (part of an overall
$2 trillion economic stimulus) provides a case in point. This program has already run into

difficulties in identifying and distributing the money to those eligible (Cowley, 2020).

Important though in the decentralized data-gathering, learning and distribution of financial
assistance, are transparency and data sharing, including open evaluation of results and expe-
riences. In this respect decentralization of information gathering and centralization of data
and scientific results are perfectly compatible. For example, since the outbreak a number of
efforts with global reach have been established for gathering and sharing data for scientists
and medical use. These include the World Health Organization’s (WHO) Global Research
on Coronavirus disease database and the COVID-19 Open Research Dataset (CORD-19)
(Naudé, 2020a).

In sum, in contact-tracing, in easing containment and lockdown measures, in gathering data,
and distributing resources to entrepreneurship, decentralization is superior to centralized
approaches. This is not to rule out any role for centralized approaches. There are some
functions that will benefit from being centrally coordinated. For example, Rajan (2020)
refers to the “bidding war” that erupted in the USA between different States for buying
medical equipment from China, arguing for the central coordination of purchases of such
supplies. And Aubrecht et al. (2020) recommends the centralized purchasing of medical and
personal protective equipment so as to obtain scale economies and to reduce the possibility
that localities will hoard supplies. Carinci (2020) analyzing Italy’s initial experience with
the outbreak, concluded that while the decentralized nature of the country’s governance
and healthcare was overall an advantage, it suffered due to a lack of communications and
collaboration between regions and the center. In effect, plans were not shared across levels of

government. For Carinci (2020, p.1) avoiding the latter does not mean re-centralization, but

90n 8th April 2020 the European Commission recommended that “In accordance with the principle
of data minimization, public health authorities and research institutions should process personal data only
where adequate, relevant and limited to what is necessary, and should apply appropriate safeguards such as
pseudonymisation, aggregation, encryption and decentralization”.



rather the “better integration of decentralised competence.” The upshot is that harnessing

the benefits of decentralization requires efficient and robust local governments.

3 Democratize

A myth that has arisen is that autocratic regimes may be better at fighting the crisis.
Advocates of this view often point to China’s handling of the outbreak (Beauchamp, 2020).
This is however exactly a myth. Democratic countries may be expected to be better at
handling a pandemic crisis because they are superior to autocratic countries in that they
have better flows of information, they tend to be more decentralized (see section 2) and
moreover in that they are more likely to error-correct. In handling and recovering from a
shock such as COVID-19, characterized by information gaps (see section 2) a trial-and-error

process is vital, and will far outperform a top-down autocratic response.

There is another reason why democratic countries may fight a crisis such as the pandemic
better than autocracies, and this is because democracies are more likely to promote and
have tolerance for individualism and idiosyncratic behaviour. These types of behaviors are
precisely what is required in a situation of high uncertainty to illustrate what works and
what not, especially in terms of economic adjustments to lockdown and social distancing
measures. Countries tolerating individualism and idiosyncratic behaviour are more likely
to see innovative solutions to doing business under restrictions, and hence potentially fewer
business failures or rising unemployment than had they been under autocratic rule. Di-
verse approaches, experimentation and entrepreneurial innovation tend to flourish more in

countries where people are more individualistic.

The empirical evidence suggests both that indeed democracies will do better in a pandemic in
terms of health outcomes, and second, that democracies will do better in terms of economic
recovery. First, Frey et al. (2020) present evidence on the relationship between the stringency
of lockdown measures and mobility within a country, finding that “even though autocracies
have introduced more stringent lockdowns, democracies have been more effective in reducing
travel and the movement of people in their countries”. An example is Germany, where the
severity of lockdown measures was relatively moderate but in spite of which the country did

not suffer from any excess deaths since the outbreak (He, 2020).

Secondly, Doucouliagos & Ulubasoglu (2008, p.61) concluded from a meta-regression analysis

of 483 estimates from 84 studies on the relationship between democracy and growth, that



“democracy has robust, significant, and positive indirect effects through higher human capi-
tal, lower inflation, lower political instability, and higher levels of economic freedom”. These
are precisely the conditions that scholars have identified as being associated with high-growth
entrepreneurship (see e.g. Henrekson (2007). Moreover, high-growth entrepreneurship is
more likely to lead to the innovative outcomes, such as new ways of restarting businesses or
finding a vaccine against the coronavirus, that are ultimately needed to win the fight against
COVID-19 (Frey et al., 2020). It is much more likely that in the foreseeable future such a

vaccine will be developed in a democratic country.

In both handling the health crisis caused by COVID-19 disease and the economic conse-
quences of lockdowns aimed at curbing the spread of the disease, countries will be more
effective if there is a high level of trust in government (Fukuyama, 2020; Rothstein, 2020).

In autocratic regimes this trust is largely missing.

In conclusion, given the benefits for democracy as outlined here, it should be noted as Frey
et al. (2020) points out, that democracy is on the retreat in the world. It would be important,

for the sake of a more resilient and more innovative world, to reverse this trend.

4 Demand

The lockdown measures against COVID-19 has meant that shops closed, production plants
ceased activity, and global value chains ground almost to a halt. As such, COVID-19 re-
sulted in a huge supply-side shock. Fearing that supplies would dwindle, consumers in many
countries stocked up on basic items, and supermarkets experienced runs. Similarly, fearing
that supplies of critical items would run out, many countries instituted prohibitions of ex-
ports of medicines and medical equipment. The supply-side shocks of lockdown measures

were significant.

However, COVID-19 delivered not only a supply-side shock to the economy. If it was only a
supply shock, then the optimal policy to deal with it would be to provide widespread social
insurance. But it is more: it also resulted in a demand-side shock, as for instance Brinca et al.
(2020) and Rio-Chanona et al. (2020) discuss. This has been termed a Keynesian supply-
side shock, and its “basic intuition is simple: when workers lose their income, due to the
shock, they reduce their spending, causing a contraction in demand” (Guerrieri et al., 2020,
p.2). The contraction in demand could even outweigh the supply contraction, for instance

estimates for the USA suggest that the lockdown policies will result in a decline in average



consumption demand of 22 percent in the first year (Eichenbaum et al., 2020). Roughly
similar magnitudes have been found elsewhere, for example Andersen et al. (2020) using
customer transaction data from Denmark’s largest bank, estimates a drop of consumption

demand of 27 percent in this country.

Entrepreneurial exits are important ways in which the supply shock translates into a demand
shock, as when firms exit the market, their workers lose their jobs and incomes. This has
far-reaching effects: as Saez & Zucman (2020, p.1) point out “The death of a business has
long-term costs: the links between entrepreneurs, workers, and customers are destroyed and
often need to be rebuilt from scratch; laid off workers need to find new jobs”. In addition to
the job market effects of firms exiting the market, there are also the effects of jobs that would
have been created by start-ups that now are are lost. Sedlacek & Sterk (2020) calculates
that COVID-19 could result in more than 1,5 million start-up job losses in the USA, and if
the crisis lasts one year, the cumulative number of job losses between 2020 and 2030 from
having fewer start-ups could exceed more than 10 million. OECD (2020, p.3) stresses the
potential longer-term and persistent negative impacts due to reduced start-ups, reporting
calculations that “a 20 percent decline in the number of new firms — a drop similar to the one
experienced during the global financial crisis — leads to an employment loss of 0,7 percent of

aggregate employment 3 years after the shock, and still of 0,5 percent 14 years after”.

Support for entrepreneurship should therefore in particular address large declines in consumer
demand and limit entrepreneurial exits in the face of this. The question is, how could

governments best support demand and prevent the (unnecessary)'® closure of businesses?

The first obvious step is to relax the stringency of lockdown measures. The longer blunt and
blanket lockdown measures are in place, the larger the economic costs, and the larger will
be the number of business failures and reduction in start-ups. Thus, the sooner lockdown
measures can be relaxed, or phased out in favor of “smart” lockdown measures, i.e. measures
that rely on contact-tracing apps and large-scale diagnostic testing, the smaller will be
the contraction in entrepreneurship. In section 6 below it will be in addition argued that
optimal lockdown policies in developing countries should be different from those in advance

economies.

One important caveat should be noted though, and that is that if people continue to feel

unsafe, they will self-isolate, and this will continue to hamper firm growth and survival.

10Note that the pandemic will also accelerate the closure of unproductive, unprofitable firms. The concern
is however that productive, profitable firms with high growth prospects will also be forced out of businesses,
given that they will be liquidity constrained.



Chen et al. (2020) found that “the heterogeneous impact of COVID-19 is mostly due to ob-
served mobility instead of the adoption of de jure NPIs”, in other words, non-pharmaceutical
interventions (NPIs) alone do not explain the spread of COVID-19, but the way in which
the population self-isolate and restrict their mobility out of their own accord, is important
too (Montenovo et al., 2020). Hence, Aum et al. (2020, p.1) stressed that “the lifting of
lockdowns in the US and UK may lead to only modest recoveries in employment unless
COVID-19 infection rates fall”.

The upshot is that lifting lockdowns without having brought down COVID-19 infections is
not the optimal strategy to boost the recovery of business — lifting of lockdowns need to be
done the “smart” way, through massive testing and contact-tracing, and on a decentralized
level, where authorities are closer to the information and can respond in a more flexible
manner, for instance if a localized quarantine is warranted or not (see section 2). Ultimately,
reducing the threat of COVID-19 will require investments in health infrastructure, including
in testing facilities and facilities for producing and distributing an eventual vaccine (Amanat
& Krammer, 2020; Farzanegan et al., 2020).

A second step to support entrepreneurship in the face of supply and demand shocks is through
expansionary government consumption to make up for the aggregate demand shortfall. Dur-
ing a strict lockdown this would however be less effective, because people cannot go out to
spend, and not all consumption can shift online. What would be more effective potentially
would be to assist firms with respect to liquidity, in particular so that they can continue to
pay wages and rent, which would reduce bankruptcies and unemployment. And indeed, this
has been the mitigating response taken by most governments, for example through direct
liquidity transfers, deferral of taxation, and wage, see e.g. Dube (2020) and Guerrieri et al.
(2020). Kuckertz et al. (2020) summarizes the measures taken by around 40 countries to
provide support to businesses, including SMEs. They note that the bulk of support are
short-term and tend to be in the form of low interest loans, payment delays, tax relief, and
wage subsidies. So far, the demand expansion measures adopted have been relatively modest
as share of GDP - around 2-3 percent - the exceptions being Germany and the USA where
discretionary fiscal support so far amounts to respectively 10,1 percent and 9,1 percent of
their 2019 GDP (Anderson et al., 2020). Djankov (2020) calculated that in Europe, “to keep
European firms afloat for the remainder of the year, assuming that governments already
cover the wage bill” would cost “about €750 billion, beyond the additional health costs and
the additional resources needed for job retention and household incomes.” This is around 4
percent of the EU’s total 2019 GDP of €18 trillion.
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There are two important caveats to note in this regard. The first is that, as Saez & Zucman
(2020, p.2) pointed out, “business loans help businesses but do not compensate them for their
losses. Postponing tax payments helps with liquidity but is not well targeted”. Government
financial assistance is also often wrongly targeted, or due to administrative hurdles, ends up
largely in the hands of large companies!!, with SMEs and start-ups struggling to get access
to support. A case in point is the Netherlands, where it has been reported that government
support to large companies totalled more than €11 billion, compared to €650 million for
SMEs, and the distribution to SMEs moreover being very slow (Staal & Woutersen, 2020).
Moreover, while such support may help firms over the short-term to cover their costs, their
debt will rise, which may only postpone their problems (Balloch et al., 2020). The second
caveat in this regard is that, in combination with mistaken beliefs that centralized and
autocratic approaches work best (see sections 2 and 3) that centralised “big government”
will be “back”; while government support and coordination is very necessary in the midst
of the crisis, the danger is, as The Economist (26th March 2020)' point out in that “the
long term, a vast and lasting expansion of the state together with dramatically higher public
debt is likely to lead to a lumbering, less dynamic kind of capitalism”. This is another
way in which the short-term recovery funding to large incumbent corporations will over the

longer-term stifle entrepreneurship.

A third step to support entrepreneurship against the supply-induced demand shortfall, is to
resort to innovative financial support. The measures mentioned in the previous paragraph,
are typical measures taken during supply-side shocks, as for instance during the global fi-
nancial crisis. The COVID-19 crisis is however different, and fairly unique in living human
memory in having created both a global demand shortfall due to a global contraction in
supply. Therefore, innovation in support is required so as to complement demand-side mea-
sures with social insurance policies (Guerrieri et al., 2020). Saez & Zucman (2020) argues
for such innovation in social insurance policies and proposes that government should act as
the consumer “of last resort”. They point out that this could be an effective and desirable
way of providing insurance and keeping businesses afloat, due to three particular features of
the pandemic. The first feature is that the pandemic is an external shock that is unrelated
to how a business have been managed; a second is that it is temporary, and a third is, as
is discussed next in section 5, that the impact will differ across businesses so that not all
business will have to be helped or assisted in equal measure (those in the hospitality and

travel industries for instance are worse affected).

YThis is why The Economist (4th April 2020) describes the current financial support packages of gov-
ernments as “the biggest corporate rescue in history”.
12See https://www.economist.com/leaders/2020/03/26/the-state-in-the-time-of-covid-19.
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5 Distribution

The pandemic will have adverse distributional consequences, both for disparity between
individuals and countries, and in terms of worsening market concentration. Furceri et al.
(2020) shows that the Gini-coefficient, a measure of income inequality, has tended to worsen
on average by 1,5 percent after a pandemics in the past. As for the future, Palomino et al.
(2020) estimates that income inequality in European countries will increase between 2 and

21 percent.

What would drive these adverse distributional outcomes? A first determinant is the extent
to which a sector is directly threatened by COVID-19. Entrepreneurs and workers in sectors
reliant on close human interaction, e.g. hairdressers, dentists and restaurants are being more
affected than those in other sectors (Glover et al., 2020).

A second determinant is firm size: small and medium enterprises (SMEs) suffer more, due to
having fewer resources, and having less voice and influence to lobby government. In section
4 it was already mentioned that the bulk of recovery funding from governments are for large
corporate firms. Thus, it is very likely, and reminiscent of the outcomes of the global financial
crisis, that the pandemic could lead to even greater market concentration and dominance by
large firms. Outcomes from past pandemics also suggests that this may be the case. In the
14th century for instance, the Black Death boosted the market dominance and wealth of a
few well-positioned incumbents. As Russell & Parker (2020) describe, after the Black Death
market concentration increased and the influence of big business on government grew, an
outcome also likely in the present crisis, since “while small companies rely upon government
support to prevent them collapsing, many others — mainly the much larger ones involved in
home delivery — are profiting handsomely from the new trading conditions”. Competition
policy, anti-trust measures have already been gathering increasing attention due to possible
adverse impacts of what has been termed “platform capitalism” on entrepreneurial start-
ups. Following the pandemic, this will gain additional urgency, not only as the large digital
platform firms will be bigger and more dominant in their markets, but also because the
decimation of small businesses and start-ups would leave fewer possible competitors standing.
The proposals for taxing and regulating global digital platforms (see e.g. digital service tax,
digital services acts) that accompanied the €1.85 trillion recovery plan that the EU approved

on 27th May 2020, are necessary first steps to re-distribute business opportunities'® .

A third determinant is the extent to which entrepreneurs and their workers could move

13See https://tinyurl.com/yal8rs5t
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online, and work or do business from home (Montenovo et al., 2020). Not all workers in all
places could with similar ease move to work from home, and not all entrepreneurs can in
equal measure move their businesses online. Those with the ability, either due to a region
or country’s ICT infrastructure, and/or due to the type of sector wherein the worked, could
more easily switch to remote working from home, and thus faced less risk of losing their
business or job. Empirical evidence from the USA for instance indeed confirm that in states
where more people were employed in information technology intensive sectors, working from
home became more prevalent, and job losses were lower than in states where this was not
the case (Brynjolfsson et al., 2020).

A fourth determinant is the susceptibility of a sector to automation. COVID-19 is expected to
accelerate existing trends towards the automation of economic activities and tasks, through
being less vulnerable to infection, because home-working is becoming more prevalent and
likely to remain so in future, and due to the use of automation technologies in surveillance

and contact-tracing apps (Bloom et al., 2020).

The four determinants discussed above — sector, firm size, and ability to work from home,
and susceptibility to automation — will also mean that different groups will be differently
affected to the extent that they are under or over-represented in the kind of businesses and
sectors most adversely affected. Fairlie (2020) using CPS data from the USA, report in this
regard that whereas the total decline in business ownership in the USA between February
and April was 22 percent, for African American businesses the decline was much worse,
namely by 41 percent. Alon et al. (2020) found that women, in particular working mothers,
were more adversely affected, possibly permanently. Montenovo et al. (2020, p.1) finds, using
USA CPS data, that “pre-epidemic sorting into occupations with more potential for remote
work [...] explain a large share of gaps in recent unemployment for key racial, ethnic, age,
and education sub-populations.” Due to such sorting, inequalities may end up higher after
COVID-19 (Bloom et al., 2020). Preliminary evidence shows that areas in the UK and USA
with higher initial inequality and poverty were also the areas worst affected by COVID-19
in terms of health impacts (Desmet & Wacziarg, 2020; Kitsos, 2020).

Whereas moderate inequality could be an incentive for risk-taking and entrepreneurship, high
levels of inequality is on balance, bad for entrepreneurship and innovation. High inequality
lead to changes and declines in consumption demand which will affect the size of the market
and entrepreneurial opportunities; higher inequality is also associated with greater social in-
stability and uncertainty, which in turn depresses entrepreneurial investment. Key literature

documenting the evidence include Zweimueller (2000) — see also Doucouliagos (2017) for an
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overview. High inequality can lead to reductions in social mobility — and effect the ability
of entrepreneurship to offer a pathway out of poverty. In this regard, Marinoni & Voorheis
(2019) confirms that with high- and rising-income inequality in the USA, entrepreneurship

has indeed become weaker as a vehicle for social mobility.

So, recovery of entrepreneurship after COVID-19 will benefit from re-distributive measures.
One such measure that could have positive re-distributive outcomes could be special support
for start-ups, particularly start-ups in the sectors and of the groups most negatively impacted.
So far, as Brown & Rocha (2020) noted with concern, most research on and assistance for
businesses has been about either large firms or SMEs, with the nascent start-ups neglected.
They also note that the reduction in venture capital (risk finance) on which many high-
growth start-ups depend, have declined significantly — for example by 60 percent in China
— and that there are very few initiatives to address this. Kuckertz et al. (2020) discuss the
neglect of support to start-ups in most countries’ financial assistance packages, with specific
reference to the case of Germany, in more depth. They point out that only in a quarter of

around 40 countries surveyed announced specific support measures for start-ups*4.

Related “re-distributive” policies could include raising innovation spending and the pro-
ductivity of innovation — which could raise labor productivity growth — a prerequisite for
sustainable growth in wages — and business competitiveness. In the West there is significant
scope for investment in innovation. As van Reenen (2019, p.126) stressed “the United States
spends roughly 240 billion less per year on R&D than it did at its peak”. Naudé & Nagler
(2018) documented a similar decline in innovation in Germany, where most innovation today
is done by a few large firms. More generally, Erixon & Weigl (2016) documents the decline
in innovation in West. To the extent that the decline in innovation in the West is the result
from the growing market concentration and market dominance by superstar firms, and their
accompanying “defensive” innovation!® strategies, competition policy, anti-trust measures,
digital taxes and digital service regulation would open markets for new firm entry, which
would be good for boosting innovation (see also Lerner (2020)). It will also help to “keep
capitalism honest” (Stephens, 2018). Furthermore, policies to invest and innovate more in
digital infrastructures (shown by the COVID-19 pandemic to be inadequate in many coun-
tries and regions) will reduce digital gaps, and can moreover contribute towards putting

future economic growth on a more sustainable trajectory (Piller, 2020).

10Of the countries that do provide some support to start-ups, the OECD (2020) note and describe the
initiatives of France, Germany and the UK

15See e.g. Akcigit & Ates (2019) for a discussion on the use and abuse of patents and other defensive
innovation strategies by large incumbent firms.
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6 Demography

While the virus that causes COVID-19 disproportionately affects older people, the economic
losses disproportionately affects younger people (Belot et al., 2020). Young entrepreneurs
in particular are very vulnerable. Therefore, recovery from COVID-19 will require a focus
on youth entrepreneurship and youth job creation, to limit the extent to which a “lockdown
generation”, typified by structurally high youth unemployment and poverty rates, will emerge
(see e.g. ILO (2020).

There are a number of channels through which COVID-19 will have a disproportionate ef-
fect on the youth and young entrepreneurs. The first is that lockdown measures, by slowing
down the spread of the disease, generates benefits that “accrue disproportionately to older
households, who face a much higher risk of serious illness or death conditional on becoming
infected. At the same time, the costs of reduced economic activity are disproportionately
born by younger households, who bear the brunt of lower employment” (Glover et al., 2020,
p.23). The monetary benefits of protection against COVID-19 has been calculated by Green-
stone & Nigam (2020, p.1), using an extended epidemiological model, and who finds that
“the mortality benefits of social distancing are about $8 trillion or $60,000 per US house-
hold”. Moreover, their analysis shows the differential demographic impact most clearly, “90

percent of the monetized benefits are projected to accrue to people age 50 or older”.

Secondly, lockdown and social distancing measured has caused youth unemployment (in
the USA approaching 15 percent even before the crisis) to increase disproportionately, the
main reason being that younger people are more intensively employed in industries such
as hospitality and entertainment, and in informal sectors — all sectors that are the worst
affected. The ILO (2020) found for instance that young unemployment, and in particular
rates of unemployed young women, soared since the beginning of lockdowns, for instance in
Canada the unemployment rate for young men rose to 27,1 percent, and for young women
to 28,4 percent. One undesirable consequence of this that young people (between 18 and
25 years) who are affected by an epidemic have been found to have subsequently much less
trust in governments, political leaders, and in elections (Aksoy et al., 2020). As was pointed
out (section 3) trust is an important requirement for government policies to curb the spread

of the virus to be effective.

A third channel is that lockdown measures interrupts the schooling and education of the
young due to school closures and the move to home schooling. The negative impact on

their human capital formation can have severely negative impacts on their later job and
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wage prospects (Corral & Gatti, 2020). According to Azevedo et al. (2020, p.17-18), basing
their calculations of data from 157 countries, “globally, a school shutdown of 5 months could
generate learning losses that have a present value of $10 trillion”. The added danger is that
the closure of schools will reinforce social and economic inequalities and exclusion, because
youth from more well-off households may be less affected, for instance in having access to
private internet and laptops (Azevedo et al., 2020; Corral & Gatti, 2020).

Finally, demography and distribution coincide further, and this time on a global level, where
the difference in demography between countries will further worsen the already negative im-
pact of COVID-19 on the distribution of income and wealth between countries. Developing
countries, especially those in Sub-Saharan Africa, have much younger population demo-
graphics than the high-income countries of Europe and even the USA. As such, if developing
countries are applying the same stringent lockdown measures as in the high-income coun-
tries, then the global costs of reduced economic activity will be disproportionately born by
these countries. The World Bank estimates that as a result of the contractions in GDP due
to the pandemic, global poverty will increase with between 71 and 100 million people pushed
into extreme poverty, with the bulk — 49 million — in Sub-Saharan Africa, also the content
with the largest proportion of youth (Mahler et al., 2020).

Younger entrepreneurs already find it more difficult to start up a new firm, facing more
difficulties to access finance, having on average less collateral than older people, and fur-
thermore lacking experience and knowledge. Azoulay et al. (2018) reports from the case
of the USA for instance that younger entrepreneurs are more likely to fail: 53 percent of
entrepreneurial start-ups with owners younger than 30 fails in the USA, compared to 45,6
percent of start-ups with owners older than 30. Furthermore, in all categories of high-growth
firms older entrepreneurs’ firms perform better. In the last category, the 0.1 percent top of

firms in terms of growth, those of older entrepreneurs are twice as prevalent.

The effects of COVID-19 pandemic will thus be tilting the odds even further against younger
entrepreneurs by reducing their chances of gaining work experience, interrupting and delay-
ing their, education and limiting their labor market options. The consequence will not only
be to depress rates of youth and young entrepreneurship, but to generally depress the en-
trepreneurial dynamics in countries and to put pressure on government fiscal systems. This
will be worse in countries with an ageing population profile. Liang et al. (2014) found evi-
dence that countries with older populations tend to be less entrepreneurial and that middle-
aged persons in such countries are less likely to start a new firm. The ILO (2018, p.3) pointed

out that unless the engagement, productivity and impact of young people in the global econ-
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omy are improved, that many countries would face difficulties fiscally to “compensate for
the rapidly expanding pool of retirees, putting pressure on both the pension system and the
labour market as a whole.” The impact of COVID-19 on the prospects of young people in
the economy, not least in light of the stress on financial and fiscal systems, will thus be a

contributing cause of future turbulence in pension systems and labour markets.

Finally, it may very well be that countries that can harness their young entrepreneurs the
best may face the better prospects of economic recovery. Pugsley & Sahin (2015) shows that
countries with more young entrepreneurs are better able to deal with and recover from re-
cessions. Young entrepreneurs are also typically better at building new firms using high-tech
(Braguinsky et al., 2012) which given the impetus and opportunities that the pandemic has
created for digital entrepreneurship, will help countries to accelerate their digital transfor-

mation.

The policy implications are clear, in suggesting special support during and after the pandemic
for youth entrepreneurship'®. Such support wold include ensuring that young entrepreneurs
are not crowded out from the allocation of financial mitigation measures (as mentioned in
section 4), that financial assistance is indeed targeted to the sectors and businesses that most
need it, and that education and youth apprenticeship programs are extended. In addition
to financial mitigation measures, the discussion in the previous paragraphs also suggest that
smart lockdowns would enable countries and young people to reduce the economic costs of

the pandemic.

For developing countries, where young people constitute a larger share of the total popu-
lation, the potential economic cost savings could be highly significant. Alon et al. (2020)
argued in this respect that if developing countries should use “age-specific lockdown policies”,
rather than blanket lockdowns, that it would save “more lives per unit of lost output than in
advanced economies” and that this is worth “ten times as much as under blanket lockdowns
in developing economies. The reason is that age-specific policies allow governments to iso-
late only those with the highest fatality risk, and to provide them with larger transfers than
under blanket lockdowns. This is particularly attractive in developing countries, since older
individuals reflect such a small share of the total population there” (p.10). A challenge to the

effectiveness of such “age-specific lockdowns” is that it is not known what the consequences

16Please note that such special support for youth entrepreneurship should not be mistaken for ageism. As
Morrow-Howell et al. (2020) discuss, COVID-19 has wreaked havoc with the lives of many older people, from
reducing their likelihood to re-enter labor markets if they lost their job, to reducing their retirement savings,
to lasting emotional impacts. As Belot et al. (2020) implies, support for young people may be essential so as
to provide better incentives for them to comply with their governments’ NPIs, which will be in the interest
of the entire population.

17



of reduced personal contact between younger and older people will be (Belot et al., 2020).

7 Conclusion

The impacts of the COVID-19 pandemic on entrepreneurship and innovation will be both
short-term and long-term. Over the short-term, a reduction in start-up rate, an increase
in firm exits, and rising market concentration will characterize business dynamics. How
long this will persist and cause further secular declines in entrepreneurship and innovation
in advanced economies will depend on the nature of the measures taken during and after
the crisis to support the business sector and promote entrepreneurship. The danger is that
the temporary COVID-19 shock will lead to the permanent decline in entrepreneurship and
innovation, which will leave society more vulnerable than ever to shocks, including to future

pandemics.

The possible long-term impact of the COVID-19 crisis on the world economy, and particularly
on entrepreneurship and innovation, is unjustly neglected. This is regrettable, particularly
given that the historical evidence points to the persistent effect of pandemics. Jorda et al.
(2020) studied the macro-economic impact of major pandemics!'” in Europe over the past 500
years. They found that the after-effects of such pandemics lasts up to 40 years, and moreover
that “pandemics are followed by sustained periods — over multiple decades — with depressed
investment opportunities, possibly due to excess capital per unit of surviving labour, and /or
heightened desires to save, possibly due to an increase in precautionary saving or a rebuilding
of depleted wealth” (Jorda et al., 2020, p.14).

Given the prospects of depressed investment, and the consequences of economic growth and
productivity stagnating, zero-sum politics are more likely to intensify, potentially leading to
further uncertainty, increasing conflict and giving impetus to de-globalization, nationalism
and further erosion of democracy. A vicious circle of reduced innovation, stagnation, further

shocks and permanently depressed entrepreneurship rates could ensue.

This paper has argued that if the world wants to use the COVID-19 pandemic as a histori-
cal opportunity to improve capitalism and to reverse the erosion of democratic institutions,
then the mistakes made during and after the global financial crisis (2007-2010) need to be

avoided. For this, it is necessary to see the wood for the trees: while there is, appropri-

1"Measured as pandemics with more than 100,000 fatalities.
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ately, much discussion and debate about the short-term mitigation measures and emergency
support to limit the economic damages of lockdowns and social distancing, there is unfor-
tunately much less concern for the longer-term and structural impacts, in particular the
adverse distributional consequences of the health pandemic, of the economic lockdowns and
of the business recovery measures taken. How entrepreneurship, and especially the start-up
sector will recover, will be a determining factor in this regard - will innovative start-ups and
small businesses recover or will they be permanently shackled in a stagnating and divided
world economy, dominated by an alliance of big government and big business? To start the
debate as to how to best promote entrepreneurship to “keep capitalism honest” this paper
proposed five principles to keep in mind, namely to decentralize, to democratize, not to

neglect demand, to (re-) distribute, and to nurture the youth demographic.
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