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Abstract

This paper studies the effects of the COVID-19 pandemic on small businesses using new
daily survey data on 35,000 small businesses in eight Latin American countries. The shock had
large negative impacts on employment and beliefs regarding the future, which in turn predict
meaningful economic outcomes in the medium-term. Despite the unprecedented amount of aid
available to small businesses, policy reach has been limited and frictions related to design and
implementation screened out small firms and informal firms. These frictions may have lasting
consequences, as businesses that received aid reported better outcomes and expectations about
the future.
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1 Introduction

The Latin American region has been severely impacted by the COVID-19 pandemic, with only
8 percent of the world population but 32 percent of all deaths.! Countries in the region imple-
mented emergency public health measures with varying degrees of intensity within and across
countries. In an attempt to mitigate the economic shock caused by these policies, governments
mobilized an unprecedented amount of aid to businesses, with particular focus on creating pro-
grams that provided subsidized loans and covered payroll. Despite the magnitude of these
efforts, the region experienced the most severe economic retraction in the world in 2020 (IMF,
2021).

One of the central economic challenges faced by Latin American countries in the COVID-19
crisis—which is common to all developing countries—is the vast predominance of very small
firms and informal firms (e.g. McKenzie and Bruhn, 2014; Hsieh and Olken, 2014; Ulyssea,
2018).? These firms are likely to be disproportionately impacted by health measures, as they
tend to be concentrated in sectors directly affected by social distancing measures and lock-
downs implemented to curb the pandemic (e.g., retail and in-person services) (OECD, 2020).
In addition, they might be harder to reach by government policies due to lower attachment
to formal financial institutions. Finally, they may face substantial challenges in accessing gov-
ernment programs due to financial or resource constraints—or they may simply not qualify for
such programs, in the case of informal firms. Despite the magnitude of the crisis and the policy
response it entailed, there is limited evidence on its impacts on SMEs, particularly in developing
countries.?

This paper uses new survey data from almost 35,000 small firms in Latin America to show
that frictions related to policy design and implementation ended up screening out small and
informal firms from government assistance programs.” As small and informal firms constitute
the majority of firms in the region, these frictions may have substantially limited the reach

of COVID-19 emergency economic assistance programs. To reach these conclusions, the paper

! As of June 14, 2021 according to data from the COVID-19 Data Repository by the Center for Systems Science
and Engineering at Johns Hopkins University.

In Latin America, Small and Medium Entreprises (henceforth SMEs) represent more than 95 percent of all firms
and 67 percent of employment (IDB, 2020).

3The main reason for this gap is lack of data on small businesses’ outcomes, especially informal ones. When
data are available, they come from administrative records, which by design only cover formal firms, and are rarely
contemporaneously available for analysis. Indeed, the existing literature has predominantly focused on high-income
countries. See Humphries et al. (2020), Granja et al. (2020), Chetty et al. (2020), Bartik et al. (2020), Cororaton
and Rosen (2020), Bennedsen et al. (2009), Buchheim et al. (2020), Core and De Marco (2021), Kozeniauskas et al.
(2020), and Cui et al. (2020).

4The survey was conducted in eight countries: Argentina, Bolivia, Brazil, Chile, Colombia, Dominican Republic,
Mexico, and Peru.



documents three empirical facts: first, firm owners were optimistic about future recovery at the
beginning of the pandemic, but expectations deteriorated rapidly during the first several weeks.
Second, smaller firms (fewer than five full-time equivalent (FTE) employees) and informal firms
were less aware of existing programs, less likely to apply for aid, and less likely to receive aid.
Moreover, the gaps in awareness, applications, and receipt of aid grew over the course of the
pandemic. Third, firms that received aid also reported higher expectations, higher revenues,
lower exit, and higher rates of government approval, suggesting that aid may have helped the
firms that received it.

Our data come from daily surveys of small business owners collected from a large baseline
intake, conducted between March 29 and May 31, 2020, as well as two smaller follow-up surveys
conducted between June 25 and August 16 and November 6 and December 20, 2020, respec-
tively.” Participants were recruited via social media advertisements targeted at owners of small
businesses across Latin America that had been affected by COVID-19. The surveys collected
information on firms’ and firm owners’ characteristics, including formality status of the firm,
layoffs, closure, revenues lost, expectations about the future of their firm, awareness of gov-
ernment relief programs that could help their firm, access to aid, and approval of government
actions. While we did not construct the survey to be representative of the population of firms
in Latin America, the size distribution in the data is similar to the firm size distribution in each
country’s administrative records.’

Our first set of results show that most firm owners expected their business to recover within
two years at the onset of the pandemic (81 percent). However, expectations deteriorated quickly,
and this number reached a minimum of 69 percent by mid April. By mid May, after governments
had announced billions of dollars of aid to SMEs, expectations of recovering in the next two
years had almost reverted back to the initial level. We observe similar patterns in beliefs about
ever recovering and probability of bankruptcy. While expectations improved dramatically, past
layoffs increased and employment only slightly improved by mid May. Results from the follow-up
surveys show that early expectations about recovery and future employment were significantly
correlated with concrete business outcomes several months later, and therefore provide a useful
measure to quickly understand the health of small businesses during a crisis.

In the second set of results, we show that the smallest firms and informal firms were less

aware of programs, less likely to apply for aid, and less likely to receive aid. Moreover, these gaps

5We refer to these surveys as the “April”, “July”, and “November” surveys as these were the months in which we
received the majority of responses.
5See Appendix Figure C3.



increased over the course of the pandemic.” In April, firms with fewer than five FTE employees
were b percentage points less likely to apply for aid; this gap widened to 8 and 12 percentage
points in July and November, respectively. Similarly, the smallest firms were 7 percentage
points less likely to report receiving aid in July, a gap which widened to 19 percentage points in
November. These results hold when controlling for a rich set of covariates, including formality
status.

In the third set of results, we show that businesses that received aid reported improved ex-
pectations, outcomes, and approval of the government in the short- and medium-term. In July,
receiving aid was associated with a 0.29 standard deviation (o) improvement in expectations, a
0.340 improvement in business outcomes, and a 0.270 improvement in approval of the govern-
ment. In November, these associations were weaker and less precise, suggesting that receiving
aid may have had a short-term payoff without stabilizing the firm several months later. As we do
not have a source of random variation in access to aid, we cannot establish if these associations
are causal. Indeed, the association may capture selection, with more capable firms being more
informed and more likely to apply for aid. Nonetheless, the relationship holds after controlling
for a rich set of characteristics of the firm and the owner, including baseline awareness of relief
programs.

Our findings contribute to the literature on the economic impacts of COVID-19 on businesses
in middle- and low-income countries and the efficacy of the associated policy response.® Related
work by Apedo-Amah et al. (2020) and Cirera et al. (2021) use data from the World Bank
Business Pulse Survey (BPS) between April and September 2020 to analyze firms in low-,
middle- and high-income countries. Consistent with our results, these papers find that small
firms were significantly less likely to access support than larger firms. However, our unique
survey design—which combines repeated daily cross-sections with a smaller panel of firms—
allows us to document: (i) the evolution of awareness of policies, expectations and outcomes;
(ii) the role of information in firms’ access to aid; and (iii) the association between access
to aid and firms’ expectations, outcomes, and approval of government policies. Another set
of recent papers uses experimental and quasi-experimental methods to study the impacts of
social protection programs, such as cash transfers, implemented to mitigate the COVID-19

economic shock (e.g. Londono-Vélez and Querubin, 2021; Banerjee et al., 2020; Bottan et al.,

"Throughout this paper, we divide firms into two size bins based on the number of full-time equivalent employees:
(1) 0-4.5 FTE employees and (2) 5-150 FTE employees. Formality status is determined by making social security
contributions.

8A larger literature studies the economic impacts of COVID-19 on households (see Bottan et al. (2020b) and
Rahman and Matin (2020)).



2020a). These papers do not focus on policies designed to aid firms, such as loan programs or
employment retention schemes, but rather focus on policies that provide income transfers to
poorer families. Finally, a third strand of literature focuses on a somewhat more conceptual
discussion of the optimal structure of economic policy responses to COVID-19 in low- and
middle-income countries, emphasizing the unique challenges presented by the high prevalence
of informality (Gerard et al., 2020; Busso et al., 2020; Alfaro et al., 2020). Our paper builds on
this literature by confirming several of the hypotheses and conjectures. In particular, we show
that many small businesses may have missed out on pandemic relief, and that informal business

may have been left behind all together.

2 Background and Data

Our analysis focuses on eight Latin American countries: Argentina, Bolivia, Brazil, Chile,
Colombia, Dominican Republic, Mexico, and Peru. These countries reported their first cases of
COVID-19 between March 2 and March 15, 2020. By March 20, all countries had implemented
ambitious containment measures, such as public schools closures, bans on intercity travel, and
shutdown of non-essential businesses. Beginning in early April, governments created a variety
of new economic policies and expanded existing ones to mitigate the effects of the pandemic.
These measures were implemented at the national level by federal or central governments or in
a decentralized manner at the sub-national level. We collected and coded information on all
major public health and economic policies in these eight countries using official national and
sub-national government sources. This amounted to almost 400 policies across these countries.’
The top panel of Figure 1 shows the evolution of the number of economic and health policies in
the region, as well as the number of cases of COVID-19.

There was substantial heterogeneity in the scale and scope of economic spending across
countries, as shown in the bottom panel of Figure 1. However, the majority of aid to formal
firms consisted of loan programs. These programs provided state-backed guarantees to the banks
for the loans granted. For example,the Central Bank of Peru provided $18 billion (equivalent
to 8 percent of GDP) of guarantees to private banks to facilitate loans for SMEs through the
Reactiva Peri program. Some countries, like Colombia and Brazil, directly distributed funds
through state-owned banks. Most loan programs were available until funds ran out, usually a

few months after the program’s announcement.

9See Appendix Section A for a complete list of policy sources, as well as the major policies for SMEs in each
country.



Figure 1: Economic aid pledged during the first five months of the pandemic
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Note: Based on author’s calculations using publicly-available data from official government sources. Our
data reflect the amount of aid pledged by federal or central governments between March 11 and August
1, 2020; therefore discrepancies may arise with respect to eventual execution. The top panel shows the
number of public health policies (in green) and the number of economic policies (in blue) compared to
the number of COVID-19 cases (in pink) in the eight surveyed countries. The vertical line shows the
launch date of our survey on March 29, 2020. The bottom panel shows the amount of aid pledged as
a percent of GDP. The “Tax/Other” category includes policies such as deferral of tax, utility, or debt
payments, investment in infrastructure or education, or reductions in pension payments. See Appendix
A for a complete list of policy details and sources.



Governments often coupled loan programs with measures to protect employment, such as
funds to cover a certain number of months of salary or provisions to allow firm owners to defer
taxes or social security contributions. In Argentina, the Emergency Assistance Program for
Work and Production (3 percent of GDP) paid 50 percent of the April salaries of private sector
workers whose companies had been affected by COVID-19. Like loan programs, the majority of
employment programs were only available to firms for four to five months after the onset of the
pandemic. See Appendix Table A2 for details on the largest loan and employment programs in
each country, including expiration dates.

In addition to providing loan and employment programs to small businesses in the formal
sector, governments designed new cash transfer programs for informal workers given that 65%
of informal workers are not protected by any social safety net (Basto-Aguirre et al., 2020). See

Appendix Table A3 for a complete list of cash transfer programs targeted at informal workers.

2.1 The COVID-19 International Small Business Survey

To understand the impacts of COVID-19 on SMEs and the effectiveness of the government
policy responses, we collected new survey data on SMEs’ characteristics and outcomes, as well
as owners’ expectations about their businesses.!” The data consist of one large intake survey
(March 29 to May 31, 2020) and two follow-up surveys (June 25 to August 16, 2020; November
6 to December 20, 2020).

All survey respondents were recruited through social media advertisements targeting small

business owners.'!

Respondents completed an online questionnaire in Qualtrics. The baseline
survey contained a set of questions about firm characteristics, including firm size (as measured
by the number of full- and part-time employees) and the number of employees laid off since
January. The survey also asked small business owners to report how many employees they
expected to lay off within the next two months, if they believed their businesses would recover
in the next two years, if they thought their businesses would ever recover, and the probability
that they would shut down or go bankrupt within the next six months. We also measure
awareness of existing government programs available to help SMEs cope with the COVID-19
crisis. Specifically, the survey asks “Are you aware of any federal or state programs that could
help your business during this crisis?” Thus, it can capture both awareness of the program and

comprehension of how the program works and who is eligible.

The overall baseline sample consists of 34,403 adult small business owners in the Latin

9The survey is also available for the U.S., see TTumphries et al. (2020).
1 Appendix Section B provides more details about the survey and contains the survey instruments.



American region who completed the baseline survey by May 31, 2020.'? Of those, 23,946
responses come from a short baseline survey with a more limited set of questions, while the
remaining 10,457 responses come from a longer version of the survey, which included more
detailed questions about access to programs. Due to resource constraints, we did not conduct
the short baseline survey between April 19 and May 9, 2020 and therefore we do not have
new intake during this time interval.'® Our first follow-up survey ran from June 25 to August
16, 2020 and was completed by 1,968 business owners. The second follow-up survey ran from
November 6 to December 20 and was completed by 1,283 firm owners. Both follow-up surveys
contacted past respondents with a new Qualtrics survey via email, and then followed-up with a
phone-based survey when necessary. Responses were approximately equally split between these
sources in both waves.'’

Appendix Table C2 shows descriptive statistics of the three survey waves. At baseline,
respondents had an average of 6.8 FTE employees in January, though the number of employees
is right skewed, with a median of 3.5. The vast majority of the sample (92 percent) expected to
recover eventually, and 68 percent expected to recover within the next two years. On average,
awareness of government programs to help businesses was low (27 percent), and ever lower for
programs specifically designed to help business cover wages of their employees (12 percent).
Firms in our sample are nine years old on average and concentrated in the services and retail
industries (73 percent of businesses). At baseline, 31% of firms were informal.'> While we did
not construct the survey to be representative of the population of firms in Latin America, the
size distribution in the data is similar to the size distribution found in administrative records

for the majority of countries, as shown in Appendix Figure C3.

3 Empirical Findings

This section outlines three sets of results. First, we document how layoffs and expectations of
small businesses evolved from March 29 to May 31, 2020. Second, we provide evidence that

the smallest businesses and informal businesses were substantially less informed about available

12YWe arrive at this number after dropping businesses with more than 150 employees, which correspond to less than
0.6% of our sample. Appendix Section C maps the distribution of responses to each survey by country.

13See Appendix Section B for additional details on baseline data collection.

4 Between May and June, the COVID-19 Small Business Study completed a randomized informational intervention.
In this paper, we only report results from the control groups of the follow-up surveys. Including the treatment
group, the first follow-up survey was completed by 3,993 small business owners, and the second follow-up survey was
completed by 2,561 small business owners.

15We define informal as not paying social security contributions for any workers and/or not registered in the tax
agency of their country. The proportion of informal firm owners was similar in both of the follow-ups.



government programs, less likely to apply for these programs, and less likely to receive aid.
Third, we document that receiving aid was associated with notable improvements in business

outcomes, expectations about the future, and overall approval of the government.

3.1 Evolution of Expectations

The baseline survey provides high-frequency, repeated cross-section data that allow us to char-
acterize the evolution of layoffs and expectations from March 29 through May 31, 2020, with a
two week gap between April 19 and May 9, 2020 when we did not collect new intake. These data
provide insight into how businesses adjusted to the initial shock, and how their expectations
about the future evolved.

Figure 2 summarizes changes in expectations and employment over time using daily survey
responses. We regress each outcome on dummies for the week in which the baseline survey was
taken, and control for country, day of week the survey was taken, and baseline characteristics of
the firm and its owner. The top four panels show the trends in expectations, while the bottom
two panels show changes in employment. Expectations about the future declined sharply during
the first month of the pandemic, reaching a low during the week of April 15, when strict social
distancing measures had been announced in all of the study countries.'® Expectations improved
in early May, after the announcement of the majority of economic relief measures.

The bottom left plot shows the evolution of the share of firms that had laid off any workers
since January, while the bottom right plot shows the proportion of workers from January still
employed at the firm. In the first four weeks, the proportion of small businesses that had laid off
employees increased by approximately 20 percentage points. Similarly, the proportion of workers
from January still working at the time of the survey declined by more than 20 percentage points
from late March through mid April. In the last two weeks of the survey, past layoffs level out
and the proportion of workers from January working moderately increases.

Though these expectation variables constitute subjective measures of firm owners’ beliefs,
results from the follow-up surveys show that they were significantly correlated with concrete
firm outcomes several months later. Table 1 shows how early expectations were strongly asso-
ciated with business closure, percent revenue loss, and past layoffs in July and November. A
one percent decrease in expected probability of bankruptcy was associated with 0.09 and 0.1
percent decrease in actual closures in July and November, respectively. Firms that expected

future layoffs at baseline were 0.12 percent more likely to report past layoffs in both July and

16See Appendix Section D for a table version of this figure. These trends are consistent with the testimonials we
collected from firm owners during this time, some of which are presented in Appendix H.



November. Similarly, better expectations at baseline were associated with significantly less rev-
enue loss in the six months between March and September 2020. These results suggest that
contemporary measures of subjective expectations can be useful ex-ante predictors of concrete

business outcomes several months later.

Figure 2: Evolution of layoffs and expectations
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Note: Figure shows results from baseline survey between March 29 and May 19, 2020. There was no data
collection during the weeks of April 22 and April 29, 2020. All regressions control for a third order polynomial
in the number of full-time equivalent employees in January, country dummies, years of education, gender, age
group dummies, firm sector, and firm age. The omitted group for countries is Argentina. The omitted group
for firm owner age is 35-39 years old. A table version of this figure can be found in Appendix D.
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Table 1: Early expectations and later outcomes

Business closed

Beliefs in April July Nov. July Nov. July Nov. July Nov.
Recover in two years —0.032** —0.065***
(0.013) (0.020)
Recover ever —0.062** —0.099**
(0.031) (0.046)
Prob. bankrupt 0.089*** 0.101***
(0.022) (0.029)
Expect future layoffs 0.023** 0.026*
(0.010) (0.016)
Mean dep. var 0.058 0.071 0.058 0.071 0.058 0.071 0.058 0.071
N 1,745 1,120 1,745 1,119 1,745 1,120 1,691 1,089
Past layoffs
Beliefs in April July Nov. July Nov. July Nov. July Nov.
Recover in two years 0.008 —0.079**
(0.027) (0.033)
Recover ever 0.014 —0.131**
(0.052) (0.056)
Prob. bankrupt 0.149*** 0.184***
(0.046) (0.055)
Expect future layoffs 0.116™*  0.118***
(0.026) (0.033)
Mean dep. var 0.551 0.668 0.551 0.668 0.551 0.668 0.551 0.668
N 1,741 1,024 1,741 1,024 1,741 1,024 1,687 997
Percent revenue loss (March - September)
Beliefs in April July Nov. July Nov. July Nov. July Nov.
Recover in two years —5.002** —4.775**
(2.036) (1.750)
Recover ever —12.775*** —5.815*
(3.461) (2.997)
Prob. bankrupt 22.766*** 22.828***
(3.552) (2.965)
Expect future layoffs 4.153** 4.844***
(2.010) (1.764)
Mean dep. var 70.388 71.971 70.388 71.971 70.388 71.971 70.388 71.971
N 825 1,055 825 1,054 825 1,055 789 1,025

Notes: ***p < 0.01, **p < 0.05, *p < 0.1. All regressions control for a third order polynomial in the number of full-time
equivalent employees in January, the day of the week the survey was completed, awareness of programs at baseline, years
of education dummies, gender, age group dummies, firm sector, firm age, country dummies, and the date the survey was
completed. Dependent variables show baseline data, which was collected between March 29, 2020 and May 31, 2020. The
“July” columns refer to the follow-up survey conducted between June 25, 2020 and August 16, 2020. The “November”
columns refer to the follow-up survey conducted between November 6, 2020 and December 20, 2020. Table versions of this
figure can be found in Appendix D.

3.2 Access to Aid

In contrast to the declining expectations of respondents over the first four weeks of the survey,
small business owners rapidly became aware of programs that could help them. While awareness
increased substantially over the first three weeks of the survey, on average, still less than 50%
of firm owners were aware of any program that could help their business, and even fewer firm
owners were aware of programs that covered wages or offered subsidized loans. Low awareness
of programs in Latin America contrasts the levels of awareness in U.S., where over 80% of small
business owners reported being aware of programs by April 16, 2020 (Humphries et al., 2020).

Indeed, Table 2 shows that firm size, informality status, owner’s schooling (which can proxy

firm’s sophistication), early awareness, and early expectations were important predictors of

11



future awareness, applying to, and ultimately accessing aid four and eight months into the crisis.
The first panel reports results from regressing an indicator for awareness of programs on firm
characteristics. In April, firms with fewer than five FTE employees were 7 percentage points
less likely to be aware of programs. In addition, Appendix Figure D1 shows that businesses
with more than five employees became aware of programs much more quickly than businesses
with fewer than five FTE employees. Although lower levels of awareness could be consistent
with smaller firms having less need for assistance and thus remaining less informed, our data
does not support this conjecture. At baseline, firms with fewer than five FTE employees were
1 percentage point less likely to report that they expected to ever recover, and 2 percentage
points more likely to expect future bankruptcy or permanent closure relative to larger firms.
Moreover, as we discuss in the next section, access to aid is significantly associated with better
outcomes and expectations even amongst smaller firms.

Even when conditioning on firm size, the strongest predictor of awareness of programs is
firms’ formality status. Informal firms were 8 percentage points less likely to be aware of
programs at baseline, and this gap widened to 9 and 16 percentage points in July and November,
respectively. This is intuitive, as informal firms were not eligible for the majority of programs
and they have low rates of bancarization, which can limit owners’ ability to apply for and receive
some types of government assistance. Typically, the only policy available to informal firm owners
were cash transfer programs, which target individuals, not firms.

As shown in the second and third panels of Table 2, we find a similar pattern for applications
and access to aid: more vulnerable firms were less likely to apply for and receive aid, and the
gap between the groups widened over time. The smallest firms were less likely to apply for aid
in each point in time, though the gap was largest in November, when the smallest firms were 12
percentage points less likely to apply. In addition, the smallest firms were less likely to receive
aid, with a gap of 19 percentage points in November. Informal firms were also significantly
less likely to apply for and receive aid, as well as firm owners with less education. Appendix
Table F'1 breaks out firms with 0 employees (which are more likely to be sole-proprietors or
self-employed). We show that firms with 0.5 to 4.5 employees remain substantially less likely to

apply for and to receive aid than larger firms.

12



Table 2: Access to aid and firm characteristics

Aware of programs Applied Received help
April July Nov April July Nov April July Nov
0-4.5 FTE —0.066*** —0.080*** —0.095*** —0.054*** —0.080*** —0.120*** —0.009 —0.072*** —0.191***
(0.011) (0.030) (0.031) (0.009) (0.025) (0.040) (0.008) (0.020) (0.039)
Informal —0.081*** —0.087** —0.155** —0.036*** —0.153*** —0.131** —0.006 —0.083*** —0.092**
(0.014) (0.037) (0.035) (0.009) (0.033) (0.057) (0.008) (0.022) (0.045)
Years of schooling 0.020*** 0.019** 0.002 0.006*** 0.007 —0.001 0.008*** 0.012** 0.009
(0.003) (0.007) (0.008) (0.002) (0.007) 0.011)  (0.002)  (0.005) (0.010)
Aware of programs (April) 0.320%* 0.221%** 0.185* 0.159* 0.056 0.077** 0.114* 0.093**
(0.033) (0.033) (0.009) (0.028) (0.039)  (0.008)  (0.023) (0.038)
Recover in two years (April) 0.060*** 0.060* 0.022 —0.009 —0.012 0.046 0.007 0.004 —0.005
(0.011) (0.032) (0.033) (0.009) (0.026) 0.043)  (0.008)  (0.021) (0.041)
Mean 0.349 0.451 0.477 0.156 0.441 0.661 0.045 0.168 0.331
N 8,426 1,027 1,091 7,643 1,567 635 3,184 1,453 648

Notes: ***p < 0.01, **p < 0.05, *p < 0.1. All regressions control for day of week, country dummies, and the date the
survey was completed. All regressions also include controls for industry, age dummies, firm age, and gender, but coefficients
were largely not statistically significant nor large and are not displayed as they largely did not predict the outcomes. The
omitted category for firm size bins is firms with 5-150 FTE employees. The omitted category for category of percent revenue
loss is the first quartile. Aware and Recover refer to measurement in April. Alternative specifications of these results are
included in Appendix D. These include a balanced panel and results separating firms with zero employees into their own
group.

3.3 Access to Aid and Firms’ Outcomes

In this section we assess the relationship between receiving aid and firms’ expectations, outcomes,
and approval of government actions. While we control for a rich set of firms’ and owners’
characteristics, this section is only able to highlight the associations between aid and firms’
expectations as we do not have random variation in access to aid.

Given the survey has many measures associated with firms’ expectations, outcomes, and
approval of government programs, we use Principal Component Analysis (PCA) to reduce the

Y

dimensionality and facilitate the discussion of results. The “Expectation index” is composed
of questions about recovery, future layoffs, and future closure or bankruptcy; the “Outcome
index” is composed of questions about revenue loss, past layoffs, and permanent closure; and
the “Approval index” is composed of questions about approval of policies for SMEs, workers,
and the government’s overall response.'” We regress z-scores of each index on indicators for
receiving aid and the same controls used in previous sections: a third order polynomial in the
number of FTE employees in January, firm sector dummies, firm age, country dummies, day
of the week the survey was completed, owners’ awareness of programs at baseline, years of
education dummies, gender, and age group dummies.

The first three columns in Table 3 show the results for all firms, while columns four to nine
show the results by firm size. Overall, receiving aid was associated with notable improvements
in expectations, outcomes, and approval of government programs at each point in time.

In the short-term, receiving aid was associated with a 0.27 standard deviation (o) improve-

17See Appendix E for details on principal component analysis.
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ment in expectations and a 0.490 improvement in approval of government actions. As Appendix
Table F4 shows, improvements in expectations were driven by decreases in expectations of future
layoffs and bankruptcy. The magnitude of the association between receiving aid and govern-
mental approval in the short-term was particularly large for the smallest firms.

Four months later, receiving aid was associated with a 0.29¢ increase in expectations, a
0.340 improvement in business outcomes, and a 0.27¢ increase in approval. The increase in
business outcomes and expectations was driven by firms with more than five FTE employees,
who may face fewer barriers in receiving aid. In November, the association between receiving aid
and improved expectations and business outcomes was significantly weaker. While we cannot
establish a causal relationship, this may have been a related to many programs expiring in late
2020 or early 2021.'%

In the Appendix Section D, we report the association between receiving aid and the individual
outcomes used to create each index. In addition, we show that our results hold when controlling
for COVID-19 cases per million people, deaths per million people, and government stringency.
We also restrict the analysis to the sub-sample of respondents who completed the baseline and
either one of the follow-up surveys. This is a smaller sample and estimates are less precise,
but we find similar though smaller coefficients on the association between receiving aid and

expectations, outcomes, and approval.

Table 3: Access to aid and expectations, outcomes, and approval of government policies

All 0-4.5 FTE 54 FTE

April July Nov April July Nov April July Nov
Expectation index 0.272***  0.290***  0.176** 0.267* 0.247** 0.032 0.279**  0.349*** 0.243*

(0.093)  (0.069)  (0.086)  (0.142)  (0.096) (0.120) (0.125)  (0.101)  (0.134)
Outcome index 0.104 0.338*** 0.211** 0.188* 0.152* 0.074 0.037 0.482*** 0.201*

(0.075) (0.063) (0.089) (0.107) (0.089)  (0.137)  (0.098) (0.089) (0.122)
Approval index 0.485***  0.273**  0.375***  0.716™** 0.052 0.109 0.305**  0.415™*  0.600***

(0.113) (0.072) (0.093) (0.166) (0.091)  (0.133)  (0.146) (0.109) (0.135)
Number of respondents 3,184 1,607 717 1,825 964 404 1,356 643 313

Notes: ***p < 0.01, **p < 0.05, *p < 0.1 The first three columns show results for the full sample, while the remaining
columns show results conditional on firm size bins. All regressions control for a third order polynomial in the number of
FTE employees in January, awareness of programs at baseline, years of education dummies, gender, age group dummies,
firm sector, firm age, country dummies, and the date the survey was completed. The “Expectation index” is composed of
questions about recovery, future layoffs, and future closure or bankruptcy; the “Outcome index” is composed of questions
about revenue loss, past layoffs, and permanent closure; and the “Approval index” is composed of questions about approval
of policies for SMEs, workers, and the government’s overall response. See Appendix E for additional details on principal
component analysis.

18 Appendix Tables A2 and A3 show expiration dates for each program.
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4 Conclusion

Though governments in Latin America pledged substantial portions of their GDP to small
business aid during the COVID-19 crisis, we show that the majority of small firms report
very low awareness of and access to programs to aid their businesses. This is particularly severe
among very small (fewer than five FTE) and informal firms, and those operated by less educated
owners. Given the vast predominance of small and informal firms in the region (e.g. McKenzie
and Bruhn, 2014; Ulyssea, 2018), our results indicate that policies to aid SMEs had limited
reach.

In particular, our results indicate that informality was a key limiting factor. Indeed, our
review and systematization of almost 400 economic and health policies implemented in the re-
gion clearly shows that the vast majority of economic policies for firms had formality as a basic
eligibility criterion, while employees of informal firm only had access to social protection pro-
grams, such as cash transfers. Moreover, informal firms typically have substantially less access
to banks and financial institutions, which further limits their ability to access the dominant aid
policy available in the region, namely subsidized loans.

Beyond informality, our results also suggest that there were frictions in place that hurt
smaller firms. The observed gap in awareness levels between smaller and larger firms—which
persists at high levels even after conditioning on formality status—can arise for at least three
reasons. First, firm sophistication (measured by years of education of the owner), is positively
correlated with firm size, and lower sophistication could imply greater difficulties in accessing
and processing details about available assistance. Second, larger firms typically have more
and better human resources (e.g. accountants or human resources departments), which also
contributes to reducing the cost of acquiring information and applying to programs. Third,
there are fixed costs implied by the application process (e.g. finding a bank that will accept the
application and acquiring appropriate documentation of payroll), which are more likely to be
binding for smaller businesses.

The results also show that missing out on these programs might have negative consequences
for firms, small or large. We find a sizable and positive association between having access to aid
and firms’ expectations about survival and layoffs, as well as concrete outcomes such as exit,
revenues lost, and layoffs. Firms that receive aid also report higher approval of government
programs. Even though we are not able to establish causality, these associations remain even
after controlling for a rich set of owner and firm characteristics as well as baseline expectations

and awareness levels.
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