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We show that during the COVID-19 pandemic, firm start-up growth is largest in
high-productivity sectors. For example, the high-productivity pharmaceuticals sector
observes a three-fold increase in firm creation relative to pre-pandemic levels.

This positive relationship between firm creation and sector productivity adds to ev-
idence of a positive reallocative effect on productivity from the COVID-19 pandemic.
This is consistent with Andrews, Charlton, and Moore (2021) who find job realloca-
tion towards high-productivity sectors during the pandemic, and Bloom, Bunn, Mizen,
Smietanka, and Thwaites (2020) who find a positive ‘between-firm’ effect in a standard
productivity decomposition. However, the reallocation channel that we highlight is
only one component of aggregate productivity growth. Overall, Bloom, Bunn, Mizen,
Smietanka, and Thwaites (2020) show that the pandemic has strong negative effects on
productivity in the UK because it decreases the productivity of existing firms.

Our data is helpful to analyse the between-firm or reallocation effect of firm entry
on productivity. Empirical research suggests entry and exit is an important determinant
of aggregate productivity growth, typically it accounts for greater than 20% of produc-
tivity change and it can rise as high as 70% depending on the context (country, sector
and time period). Asturias, Hur, Kehoe, and Ruhl (2020) provide a recent survey. The
point is that entry and exit are a major channel for productivity growth. We do not have
data on firm exit but there is significant theory to explain why firm creation is an im-
portant driver of productivity growth. New firms innovate and they create competition
for existing incumbents which ensures they remain efficient. Entry leads resources to
be reallocated towards new firms. Unfortunately, we cannot analyse the productivity
of new firms that are being created which would require real-time data on firm-level
productivity. Instead, we can focus on whether firms are being created in sectors that
are high or low productivity. This addresses the question of whether booming firm
creation during COVID, which is restricted to certain sectors, could cause a distorted
allocation of inputs that may have long-run implications. A plausible hypothesis is that
the ‘artificial’ firm creation caused by the COVID pandemic means firms are not neces-
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sarily setting-up in productive sectors, instead they are easy-to-setup firms created in
COVID-compliant sectors which may not have the usual long-run positive productivity
effects. Our evidence is not supportive of this whimsical firm creation.

Our analysis compares firm creation by sector to a productivity measure (output per
hour) of each sector, as released by ONS.

2020Q4

Here we focus on the last quarter of 2020. From this analysis, we exclude three in-
dustries as productivity or registrations outliers. In terms of productivity, we exclude
industries L (Real estate activities) and B (Mining and quarrying). In terms of regis-
trations, we exclude CH (Manufacture of basic metals and metal products). When no
outliers are considered, we observe that new firms are registered in lower-productivity
industries. For each 2-digit industry, figure 1 plots the total number of registrations
2020Q4 against the sector productivity (output per hour) in 2020Q4.
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Figure 1: Registrations vs. productivity in 2020Q4

We also repeated the analysis using pre-COVID measures of productivity in case
the static measures of productivity were affected by COVID.1 Hence we plotted regis-
trations in 2020Q4 against productivity in 2019Q4. The relationship is very similar.

1For example, if furloughed workers are not counted as workers and productivity is calculated as output
per worker, then labour productivity might increase during the pandemic due to a larger decrease in
the numerator than the denominator.
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Ratio of registrations vs. productivity

Taking a longer perspective in firm creation, we plot the ratio of registration (registra-
tions relative to the same week in 2019) against the productivity in the last quarter of
2020. We keep excluding the same outliers as in the previous paragraph. In this exercise
we note a positive, but not strong, relationship between the growth in registrations and
productivity.2 Therefore, even though the majority of new registrations occurs in low-
productivity sectors (figure 1), their growth takes place in high-productivity sectors
(figure 2).

1.5 2 2.5 3

20

40

60

80

100

y
h = −12.58+25.48 · registrations 2020registrations 2019

Ratio of registrations

P
ro
du

ct
iv
it
y

Figure 2: Ratio of registrations vs. productivity in 2020q4 (no outliers)
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2For robustness, we have plotted the ratio of registrations against the ratio of productivity (productivity
in the current quarter relative to the equivalent quarter in 2019). The correlation remains positive.
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