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The Coronavirus has led to an unprecedented public health crisis that has also devastated the 

U.S. economy. One of the hardest hit segments of the economy has been small- and medium-

sized businesses (SMBs). The quarantine and shutdown orders led to a suspension of local 

economic activities and loss of jobs and income, which further depressed consumer spending, 

particularly for local in-person services. The lack of revenue led to a cash flow crunch for many 

SMBs and has already resulted in permanent closures of many SMBs, and we may see more in 

the months ahead.

However, the data in this research study shows two sources of resilience and growth for SMBs 

amidst the global pandemic. The analysis shows that SMBs that adopted or incorporated digital 

tools have been better able to navigate and weather the pandemic. The data also shows a 

public-private partnership between Small Business Administration and PayPal in the form of the 

Paycheck Protection Program (PPP)1  successfully provided funding access to SMBs that have 

traditionally been underserved by the financial system, and enabled businesses that received 

the financing to help reverse a downward revenue trend. 

This study is based on analyses of transaction datasets of SMBs in the U.S. using PayPal, which 

we refer to as “digital SMBs”. The research study found two promising trends:

Digital small businesses saw 25% year-over-year (YoY) growth in Q2 of 2020, compared to a publicly 
reported 9% drop in revenue for overall SMBs and a -3.6% growth in overall U.S. retail in the same 
quarter. 

Both newcomers and existing SMBs saw growth on PayPal. SMBs that joined PayPal between March 
and May of 2020 experienced double their expected sales revenue, while digital SMBs that had 
created a PayPal account between 2001 and 2011 represented 50% of TPV of overall PayPal SMBs in 
Q2 2020, demonstrating that there is still ample room for growth for SMBs newly joining the digital 
economy.

Although the pandemic affected different states to different degrees and at different times, digital 
small businesses in most states recorded growth in online sales, including states that were hardest 
hit early on during the pandemic. For instance, digital SMBs in New York and California saw 28% and 
23% YoY growth respectively in Q2 2020.

Executive Summary

Digital commerce platforms and financial tools are offering SMBs the ability to transact 
and conduct business online, which is enhancing growth, productivity, and resiliency. 1.
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The ability for digital SMBs to reach customers outside of their own state borders has long been 
a source of growth and resilience associated with e-commerce, but the diversity of digital SMBs’ 
customer base has become particularly important during the pandemic. 75% of digital small business 
sales were outside their home state in Q2 of 2020.

E-commerce as a sector experienced 44% growth in Q2 2020, which suggests ample room for further 
growth for digital small businesses to compete with other larger players.

The findings above point to the importance of digitization and access to capital, and provide 

strong evidence for why greater digitalization of the SMB sector is a major opportunity going 

forward. Private sector innovation combined with public sector policy will be key to enabling small 

business survival and recovery. Policies that can help small businesses adopt digital tools and 

strategies will yield benefit not only during a time of limitation in the physical world, but also will 

position small businesses to navigate a dynamic and permanently changing economic landscape. 

By leveraging smart policy and public/private partnerships, Main Street can be afforded a fighting 

chance to maintain its paramount role in the national economy and broader society. 

An analysis of lending data and transaction data shows that PayPal’s facilitation of loans under 

the PPP helped provide much needed capital for business continuity for small businesses, and 

was over-indexed to underserved communities. Small business recipients of PPP loans through 

PayPal saw a reversal in downward revenue trends and saw growth after capital injection. 

Digital SMBs that received PPP loans in April recorded -15% YoY revenue growth in the month 
before the loan and recorded an average of 14% YoY growth in the three months after the loan.

A comparison of transaction data of overall PayPal SMBs and PayPal SMBs that received a PPP loan 
shows that the group that received a PPP loan recorded 177% as much total payment volume as did 
those without a PPP loan, on average, in April to August of 2020. 

PPP loans provided through PayPal were over-indexed in the majority of the top 30 counties that 
have the highest density of Black business activity, contrary to overall PPP lending. 

Also, for PPP loans that were below $150,000, 54% of PPP loans facilitated through PayPal were 
disbursed to areas where minorities made up more than 25% of the population, while only 39% of 
overall PPP loans were disbursed to the same zip codes. 

PPP loans facilitated through PayPal went towards the smallest of businesses. The average loan 
size was $28,000, and 75% of the loan portfolio were loans under $25,000. 

SMB recipients of PayPal-facilitated PPP loans, in partnership with the U.S. Small 
Business Administration, saw growth after capital injection.2.
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The COVID-19 pandemic has affected every aspect of our lives, including our economy. At the 

time of writing, more than 8.8 million people in U.S. have been infected with the coronavirus. 

The “lockdowns” that state governments imposed to stem the tide of public health concerns and 

the suspension of in-person commerce have resulted in a severe economic contraction, resulting 

in the unprecedented scale and speed of business closures and increase in unemployment. 

The Coronavirus Aid, Relief, and Economic Security Act (CARES Act), a bipartisan $2.2 trillion 

economic relief plan, was signed into law on March 27, 2020. It included one-time stimulus 

payments ($1200 for most adults) and extra unemployment benefits ($600 per week), which 

expired on July 31. It also resulted in the creation of the Paycheck Protection Program (PPP) that 

provided forgivable loans to small businesses, totaling $669 billion, with August 8, 2020 as the 

deadline for application. 

Massive uncertainties around a potential “second wave,” vaccine development and effectiveness, 

and the timeline and path to return to “normal,” have persisted throughout 2020. This research 

study is conducted in the midst of the pandemic, with an analysis focused primarily on the 

second quarter of 2020, and an eye towards the future months ahead. The goal is to understand 

how digital small businesses leveraged online platforms and public-private lending to weather 

the COVID-19 pandemic, and the implications on how small businesses might be supported for 

recovery and longer-term resilience.

Introduction
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A. Devastation

On March 19, 2020, California Governor Gavin Newsom issued a statewide “shelter-in-place” 

order in an effort to stem the tide of COVID-19.2 A day later, New York Governor Andrew Cuomo 

declared that all “non-essential” businesses must close statewide.3 Several other states instituted 

some form of “lockdown” starting in March, allowing only essential businesses to remain open 

and ordering that residents stay in their homes. All 50 states have begun to reopen in some 

way, but many have paused or reversed those plans, with substantial variations in what type of 

commercial engagements are allowed. The lock-down caused many SMBs to see their revenues 

dry up almost entirely, particularly in March and April.4 The shutdown orders, however, were just 

the start of the challenges that SMBs have faced over the course of 2020. 

Most small businesses that had to shut down saw their revenues drop entirely for the duration 

of the lockdown orders and have struggled to recover from that one-time event. But, even 

47% of small business owners who did not have to close for any time during the pandemic still 

reported that they expected their revenue to decrease in 2020, according to a survey of 750 

small business owners published in July.5 

Concerns about catching the virus and about an economic recession caused consumption in 

the U.S. to drop precipitously throughout the second quarter of 2020, and despite an initial 

The Impact of the COVID-19
Pandemic on U.S. Small BusinessesI.
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jump upon partial reopening, the sluggishness has continued into the back half of the year.6 

The impact of COVID-19 on consumption has been longer-lasting than initially anticipated, as 

millions of Americans were furloughed or laid off. A survey in August revealed that the vast 

majority of Americans were still holding back on pre-COVID out-of-home activities.7 Retail and 

small businesses rely on consumer confidence, and as long as consumer confidence is in question, 

small businesses will continue to face challenges. 

The lack of income coupled with ongoing 

expenses (rent, payroll, inventory, etc.) has 

caused a cash crunch. A July survey of small 

businesses found that about three-in-four 

small businesses had suffered from cash flow 

challenges during the first three months of 

the outbreak.8 An August survey found that 

about one-in-two small businesses were one 

payment or so away from going out of business.9 Small business confidence dropped from a 

reading of 64 in Q1 to just 48 in Q2.10 When small firms were surveyed early in 2020 and asked 

how they might handle a six-month crisis, less than 40% responded that they expected they 

would be able to survive.11

The lengthy and unpredictable nature of this crisis has only served to exacerbate long-standing 

issues that have been plaguing the small business ecosystem. According to a Federal Reserve 

study, only 35% of small businesses were financially healthy at the end of 2019.12 Even prior to 

the pandemic and since the 2008 financial crisis, small businesses have struggled to get the 

financing they need to sustain and grow, and now that issue has been exponentially magnified. 

The devastation suffered by small businesses in the wake of COVID-19 has serious knock-on effects 

for the broader economy. Twenty percent of small businesses have reported delaying payments 

to their employees and a similar proportion have reported delaying supplier payments.13 Small 

businesses in large cities have also been disproportionately hit, with large numbers of more 

affluent city-dwellers moving out; it is estimated that nearly one-third of New York City’s small 

businesses may never reopen.14

Overall, the COVID-19 pandemic has been a singularly shocking event for small businesses. There 

were more businesses lost from just February to April of 2020 than there were throughout the 

Great Recession.15 One survey estimates that nearly 7.5 million of the 30 or so million small 

businesses in the U.S. are at risk of permanently closing due to the crisis.16 According to Yelp’s 

Local Economic Impact Report, about 98,000 businesses have closed as of August 31.17 But, not 

all SMBs have been equally impacted by the pandemic.

An August survey found that about 
one-in-two small businesses were one 
payment or so away from going out 
of business.9
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B. Inequality

Minority entrepreneurs have faced longstanding challenges with systemic racism in the U.S., 

hampering their ability to start, grow, and sustain small businesses. Black-owned businesses 

represent just 7% of all U.S. businesses, Asian- 4.3%, and LatinX- just 10.6%; well below their 

representation in the overall population.18 Businesses owned by minorities also tend to be smaller 

than White-owned businesses.19 Only 11% of minority owned businesses have employees, whereas 

the number is 22% for White-owned businesses. More than 95% of Black-owned businesses are 

sole proprietorships.20 Minority owned businesses also have traditionally struggled to access 

capital that is essential for sustainability and growth. A 2018 Brookings Institution’s survey 

found that large banks approved 60% of loans sought by white small business owners, but only 

50% by Latinx owners, and 29% by Black owners.21 

The mandate to close down businesses in the early phases of COVID had a disproportionate 

impact on minority businesses. Between February and April, 41% of Black-owned businesses 

were forced to close, compared to 32% of LatinX-, 32% of Asian-, and 17% of white-owned 

businesses. 22These businesses tend to be in sectors like services, maintenance, laundry, retail, 

food, and repair that are traditionally lower-margin and lack long-term financial resilience, and 

were hardest hit by the mandated closures. A Goldman Sachs survey showed that Black-owned 

businesses were 43% more likely to have their cash reserves dry up by the end of the year.23 

Moreover, a paper by the Federal Reserve Bank of New York has shown a correlation between 

Black business density and COVID-19 incidence. In other words, areas with higher concentration 

of Black businesses are more likely to be hit with greater “direct (longer forced closures, COVID-19 

symptoms) and indirect (social distancing, fewer customers) effects of the pandemic.”24 Some 

small businesses were also impacted by the disruptions from the series of protests that ensued 

in the aftermath of the killing of George Floyd in more than 2000 towns and cities across the 

U.S., throughout June, July and August.25 
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C. Acceleration of Digital Commerce

While the devastating and unequal impacts of the pandemic marked the state of small businesses 

in 2020, the acceleration of e-commerce has also been a major and rapidly growing development 

in the U.S. economy. E-commerce reached 16.1% of all retail sales in the second quarter of 2020, 

up from 11.8% in the previous quarter. E-commerce, as a share of retail in the U.S., grew as 

much in 3 months as it had over the previous 5 years combined. Large retailers that had made 

significant investments in e-commerce capabilities have reported astounding growth figures – 

e.g. Target reported 195% year-on-year growth in its e-commerce sales in the same quarter.26 

The COVID-19 pandemic provided a forcing function for small businesses to digitize more fully. 

Although only 46% of small businesses in the U.S. have an online presence,27 more than 71% of 

small businesses have been boosting their digital capabilities since the start of the pandemic.28 

A May 2020 survey also found that 51% of businesses reported increasing online interactions 

with their clients.29 70% of small business respondents in an August survey said they are ready 

to invest in new technology to expand digital payments, while 73% said digital payments are the 

“new normal.”30 

Many experts see the shift to digital commerce as an acceleration of a trend that was already 

beginning to shape the landscape of commerce, which will only continue and provide opportunities 

for small businesses to generate revenue, survive and recover from the COVID-19 pandemic. 
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How digitization benefits small businesses has been the subject of several research studies, with 

more than 70% of all small businesses attributing some revenue growth to the use of digital 

tools, and more than 40% attributing some customer growth to the use of digital tools.31 But, 

there has been no research done to this point on the impact of digitization on the revenue of 

small businesses during the COVID-19 crisis.  

Through analyzing proprietary data at PayPal, the research team has been able to examine 

in detail the performance of digital small businesses in the U.S. The first section of the study 

examines PayPal’s transaction data, and uses total payment volume (TPV) on PayPal as an 

approximate measure and a proxy of overall revenue, to understand the relationship between 

digitization and business performance. The second section of the study analyzes TPV data of 

businesses that received a PPP loan via PayPal, to understand the relationship between public-

private partnership in lending and business 

performance. The two sections combine to 

shed light on the impact of COVID-19 on the 

revenue of Digital SMBs. 

With respect to the first analysis, we utilized 

a multiyear dataset, looking at all small 

business sales in the U.S. on PayPal. For the 

second section, we analyzed lending data 

from PayPal’s participation in the Paycheck Protection Program to understand the impact that 

public-private lending had on small businesses during this crisis.

The Small Business Administration defines small businesses in the services sector as those 

selling less than $7.5 million annually. We adopted that upper bound as well as a lower bound 

threshold of $20,000 in TPV and a minimum of 12 transactions, in order to exclude casual sellers 

from the dataset. TPV does not take into account the firms’ offline sales or online sales through 

other financial intermediaries, but it provides a unique and useful proxy for overall revenue and 

provides a view of the digital economy on a widely adopted two-sided platform.

More than 70% of all small businesses 
attributing some revenue growth 
to the use of digital tools, and more 
than 40% attributing some customer 
growth to the use of digital tools.

A Snapshot of Digital Small BusinessesII.
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A. E-commerce – Ability to Sell Online

The transition “from bricks to clicks” has enabled SMBs to move their operations online and 

continue to generate revenue, despite the pandemic-induced impact on commerce, directly 

and indirectly. The benefits of e-commerce extend beyond the ability to transact, to include 

access to new customers and business relationships, accounting services, marketing platforms, 

cybersecurity support and more, such that transactions can be trusted by both sellers and 

buyers. 

Moreover, in order to understand the relationship between online TPV, offline TPV, and overall 

revenue, this study includes an analysis of a subset of SMBs that have used both PayPal for 

online sales and the PayPal Here card reader for in-person sales in 2019 and 2020. Figure 2 shows 

that online sales as a share of TPV has increased to 65% in April and 59% in May, compared 

with offline sales as a share of TPV that decreased to 36% in April and 41% in May, showing the 

A Silver Lining: Growth 

Based on an analysis of transaction data of 630,000 digital SMBs, the total payment volume 

received by U.S. small businesses saw a 25% year-over-year growth in Q2 of 2020. The 25% 

growth rate of these digital small businesses using PayPal is particularly remarkable at a time 

when the overall small business sector saw a 9% revenue drop,32 and 50% of small businesses 

were one payment or so away from going out of business.33 Moreover, 75% of small businesses 

reported a 50% revenue reduction since March, and 57% of small businesses reported a 75% 

revenue reduction.34 Figure 1 shows the YoY growth rate of total payment volume of U.S. small 

businesses on PayPal.

FIGURE 1  YOY GROWTH RATE OF U.S. SMBS ON PAYPAL

2019-Q1

10% 10%

13%
12%

9%

25%

2019-Q2 2019-Q3 2019-Q4 2020-Q1 2020-Q2
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increasing importance of online sales during the earliest months of the pandemic. Additionally, 

figure 3 and 4 compare the transaction history of these SMBs from 2019 and 2020, showing 

2020 online TPV as a percentage of 2019 online TPV, and 2020 offline TPV as a percentage of 

2019 offline TPV, respectively. The average YoY growth rate of online TPV in Q2 of 2020 is 11.0%, 

whereas the average YoY growth rate of offline TPV in the same quarter is -11.7%, suggesting the 

YoY reduction of offline TPV might be offset by YoY growth of online TPV in Q2 of 2020.

Taken together, the TPV of SMBs – inclusive of both online and offline TPV – decreased by 16% 

in April and 11% in May, but increased by 12% in June, averaging 2% YoY growth in Q2 of 2020 

(Figure 5). While this analysis suggests selling online offered SMBs an opportunity of business 

continuity that might balance the sudden halt of offline in-person commerce at the beginning 

of the pandemic, the question of whether this applies to all SMBs remains. It is worth noting 

that in addition to selling offline using the PayPal Here card reader, this sample of SMBs had also 

been conducting a substantial amount of their overall business online even before the start of 

the crisis – a monthly average of 56% in 2019, and 58% in Q1 of 2020, which increased to 61% in 

Q2 of 2020. The comparison of new adopters and existing participants of online commerce is the 

subject of the next section.

FIGURE 2  OFFLINE AND ONLINE TPV OF SMB USERS OF
PAYPAL HERE IN 2020
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FIGURE 3   2020 ONLINE TPV AS A PERCENTAGE OF 2019
ONLINE TPV

FIGURE 4   2020 OFFLINE TPV AS A PERCENTAGE OF 2019 OFFLINE 
TPV OF SMB USERS OF PAYPAL HERE

FIGURE 5   OVERALL TPV OF SMB USERS OF PAYPAL HERE
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Growth Opportunity for Both New Entrants and Existing SMBs 

Both newcomers and existing SMBs saw growth on PayPal. SMBs that joined PayPal between 

March and May of 2020 experienced double their expected sales revenue, while digital SMBs that 

had created a PayPal account between 2001 and 2011 represented 50% of TPV of overall PayPal 

SMBs in Q2 2020, demonstrating that there is still ample room for growth for SMBs newly joining 

the digital economy.

It is reasonable to assume SMBs that were pre-COVID adopters of e-commerce likely had an 

easier time adapting to the new reality of conducting all of their business online, relative to small 

businesses that only turned towards e-commerce as a result of the pandemic. Interestingly, 

using the PayPal account creation date as a proxy for the timing of e-commerce adoption, and 

the total payments volume of 2019 as an expected baseline for comparison, an assessment of 

the cohorts of SMBs that created PayPal accounts in the wake of the pandemic showed that 

newly digitized small businesses during the COVID-19 crisis ramped up very quickly and  even 

exceeded the expected baseline.

Small businesses that joined PayPal between March and May of 2020 recorded average monthly 

revenues that were more than twice of revenues recorded by small businesses that joined PayPal 

in the same timeframe in 2019 (Figure 6 and 7). In April 2020, the TPV of the March “COVID 

cohort” was 2.2 times the TPV of small businesses that created a PayPal account in March 2019, 

and 2.4 times the TPV of small businesses that joined PayPal in March 2018. Similarly, in May 

2020, the TPV of the April 2020 “COVID cohort” had 2.2 times the TPV of small businesses 

that created a PayPal account in April 2019, and 1.7 times the TPV of small businesses that 

joined PayPal in April 2018. Assuming the PayPal account creation date is a good proxy for the 

merchant’s first step towards digitization, it can be concluded that it took much less time, i.e. 

less than a month, for the “COVID cohorts” to catch up to and exceed the monthly revenue 

levels of small businesses that were pre-COVID adopters of e-commerce.

It should also be noted that existing digital small businesses have also been experiencing growth 

in e-commerce sales. Digital SMBs that had created a PayPal account between 2001 and 2011 

represented 50% of TPV of overall digital SMBs in Q2 2020. Despite having a higher revenue 

baseline that is typical of firms that are more tenured and established, they still grew 16% in Q2 

2020.
FIGURE 6   MONTHLY TPV OF THE MARCH “COVID COHORT”

AS MULTIPLES OF PRIOR COHORTS
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FIGURE 7   MONTHLY TPV OF THE APRIL “COVID COHORT”
AS MULTIPLES OF PRIOR COHORTS

Resilience of Digital SMBs Across the Nation

An analysis of transaction data by state reveals the resilience of digital SMBs across the nation. 

Although the pandemic affected different states to different degrees and at different times, 

digital small businesses in most states recorded growth in online sales in Q2 of 2020, with the 

exception of only 3 states. Strong growth was recorded even in states that were hardest hit early 

on during the pandemic. For instance, digital SMBs in New York and California – some of the 

hardest hit states due to the lockdowns – saw 28% and 23% YoY growth respectively in Q2 2020. 

Figure 8 shows the YoY growth rate of total payments volume of SMBs that use PayPal in Q2 of 

2020. 

The trend holds for the second and third months after the SMBs created a PayPal account and 

started selling online. For the second month of transacting on PayPal (i.e. May 2020), the March 

“COVID cohort” recorded 2 times as much TPV as both the 2018 and 2019 cohorts. Similarly, in 

the month of June 2020, the April “COVID cohort” recorded 1.7 times as much TPV as the 2019 
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recorded 1.7 times as much TPV as both the 2018 and 2019 cohorts. Similarly, in July 2020, the 

April “COVID cohort” recorded 1.6 times as much TPV as both the 2018 and 2019 cohorts. In 

other words, “COVID cohorts” ramped up more quickly and recorded higher average monthly 

TPV than earlier adopters. 

Regardless of tenure as online sellers, digitization was a powerful lifeline that small businesses 

were able to leverage meaningfully right away during the COVID-19 pandemic. 
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FIGURE 8   TPV YOY GROWTH OF PAYPAL SME 
BY STATE FOR Q2-2020

The ability for digital SMBs to reach customers outside of one’s own state has long been a source 

of growth and resilience, but it has become particularly important during the pandemic. Seventy-

five percent of digital SMB sales were outside their home state in Q2 of 2020, consistent with 

previous quarters (Figure 9), suggesting evidence for the resilience of digital small businesses, 

despite lockdowns, as they continue to sell to a geographically diversified customer base.
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More Level Playing Field for More SMB Growth

Data released by the U.S. Census Bureau indicated that U.S. e-commerce retail sales for the 

second quarter of 2020 rose to $211.5 billion, up 44.5% from the same period last year.35 The 

discrepancy between the growth rate of e-commerce and that of digital small businesses in 

this robust sample – 44.5% vs 25% –suggests that there is much more room for digital small 

businesses to grow vis-à-vis larger businesses.

B. Public-Private Partnership in Lending – Paycheck Protection 
Program (PPP)

The unprecedented challenge of COVID-19 pandemic led governments around the world to 

create public financing programs that were designed to provide immediate relief for SMBs to 

weather the storm.

Between April and August of 2020, a total of 5,460 lenders participated in the U.S. Paycheck 

Protection Program (PPP). The number of approved loans stood at 5,212,128, totaling 

$525,012,201,124.36 According to SBA’s estimates, these loans went to SMBs that supported over 

51 million jobs nationwide.37

The PPP loans were intended for SMBs to cover costs related to payroll, salaries, and benefits, 

as well as utilities, and mortgage and rent payments. The PPP loans would be forgivable if their 

usage met certain conditions.38 The program’s initial funding ($349 billion) was exhausted by 

April 16, and eleven days later, an additional allocation of $310 billion was authorized to meet the 

significant demand. The PPP was viewed as a lifeline credit opportunity for small businesses due 

to the challenges in availability of private capital. 

A survey of SMB owners in Philadelphia found that 95% of them had applied for PPP while only 

5% had applied for conventional bank financing.39 Applications were first open to employer firms 

on April 3 and to non-employer firms on April 10. Inclusion of non-employer firms was significant, 

since they represent 80% of all SMBs and 96% of Black-owned businesses.40 
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Reversing a Downward Trend and Enabling Business Continuity

Access to capital has always been critical for the survival and growth of SMBs. Financing became 

even more salient during the COVID-19 pandemic, given the unprecedented need and mandate 

to socially distance, effectively drying up revenue from in-person commerce, not to mention the 

weakened demand from the overall economic contraction. PayPal and Intuit were the first fintech 

companies to participate in the U.S. Paycheck Protection Program.41 PayPal began facilitating the 

provision of PPP loans the week of April 10 and continued to do so through August.42 The average 

loan size of PPP loans facilitated through PayPal was only $28,000, far below the overall PPP 

average of $100,729.43 More than 97% were loans of less than $150,000 in size (Figure 10),44 and 

75% were loans of under $25,000. Also, 50% of PPP loans received via PayPal went to businesses 

of only one employee.45 

FIGURE 10  SIZE OF PAYCHECK PROTECTION PROGRAM LOANS

Figure 11 focuses on a cohort of 1,261 small businesses that have received a PPP loan via PayPal in 

April 2020 and have been using PayPal since 2018 or prior, and compares their average monthly 

YoY total payment volume growth between 2019 and 2020. Not only did the downward trend in 

January – March 2020 reverse after the capital injection in April, these digital SMBs have been on 

a higher growth trajectory from April to August 2020 relative to the same timeframe in 2019. A 

closer inquiry reveals that the year-over-year difference in average monthly revenue at the start 

of the COVID-19 pandemic, i.e. March 2020, relative to March 2019, is -15%. However, in the same 

month of receiving the PPP loans via PayPal, the year-over-year change in average monthly total 

payment volume in April 2020 relative to April 2019 was quickly neutralized to 0%, followed by 

an increase of 7% in May, 20% in June, 15% in July, and 11% in August.
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FIGURE 11  YOY TPV GROWTH RATE OF SMBS THAT RECEIVED A
PPP LOAN IN APRIL 2020

FIGURE 12   YOY TPV GROWTH RATE OF SMBS THAT RECEIVED A
PPP LOAN IN MAY 2020

7% 20% 15% 11%

Figure 12 focuses on a cohort of 2,770 SMBs that have received a PPP loan via PayPal in May 

2020 and have been using PayPal since 2018 or prior, and compares their average monthly total 

payment volume between 2019 and 2020. The year-over-year decrease in average monthly total 

payment volume slowed after these digital small businesses gained access to PPP via PayPal in 

May, from -17% in April to -7% in May, followed by an increase of 4% in June and 2% in July, before 

it dipped again in August. 
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Figure 13 focuses on a cohort of 545 small businesses that have received a PPP loan via PayPal in 

June 2020 and have been using PayPal since 2018 or prior, and compares their average monthly 

total payment volume between 2019 and 2020. The year-over-year decrease in average monthly 

total payment volume slowed after digital small businesses gained access to PPP via PayPal in 

June, from -15% in May to -4% in June, followed by an increase of 5% in July and 4% in August.

FIGURE 13   YOY TPV GROWTH RATE OF SMBS THAT RECEIVED
PPP IN JUNE 2020

15%

There were a number of confounding factors that might have impacted the revenue performance 

of these digital SMBs, including the disbursement and expiration of stimulus payments, timing 

and size of PPP loans, the broader shift to e-commerce, and overall easing of lockdown measures. 

Nevertheless, it is notable that these three cohorts of SMBs had very different TPVs in the months 

of May, June, and July; when these other confounding factors were consistent in application. 

Moreover, a comparison of transaction data of overall PayPal SMBs and PayPal SMBs that 

received a PPP loan shows that the latter, i.e. the group that received a PPP loan, recorded 

177% as much total payment volume on average as the former in April to August of 2020, which 

suggests a positive relationship between access to finance and revenue growth. Figure 14 shows 

the average TPV of PayPal SMBs that received PPP via PayPal, as a percentage of average TPV 

of overall PayPal SMBs by month.
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FIGURE 14   AVERAGE TPV OF PAYPAL SMBS THAT RECEIVED A PPP LOAN AS A 
PERCENTAGE OF AVERAGE TPV OF OVERALL PAYPAL SMBS

15%

While the increase in TPV may be explained by stimulus payments and increase in online sales 

does not reflect net increase in overall business, there is a clear shift in TPV before and after 

access to PPP loans. Much more research is needed regarding how PPP loans are used and how 

they may have helped SMBs.

Serving the Underserved 

Long before the COVID-19 crisis, Black-owned firms have seen lower revenues and less access 

to financing than White owned-firms.46 The same trends that have been present in the Black 

entrepreneurial community seem to have held during the pandemic. Several papers have 

highlighted that the pandemic seems to have had the greatest negative impact on Black-owned 

SMBs and the PPP failed to reach the areas with the highest concentration of Black-owned 

businesses. According to a report by the Federal Reserve Bank of New York, the Paycheck 

Protection Program has left significant coverage gaps. An average of 17.7% of all U.S. firms 

received a PPP loan (i.e., the national average coverage rate of PPP is 17.7%). However, in the top 

30 counties with the highest density of Black business activity (by receipts), which also recorded 

heightened incidence of COVID-19 according to the same report, less than 17.7% of firms in 22 

out of these 30 counties received a PPP loan (Table 147). In other words, the PPP loan coverage 

rate for the majority of these 30 counties was below average. PPP loans were under-indexed 

in these 30 counties that have the highest density of Black business activity and heightened 

incidence of COVID-19. 

A different pattern emerged from a similar analysis of PayPal’s PPP activity in the same timeframe 

(between April and June). About 0.27% of all firms in the U.S. received a PPP loan via PayPal (i.e., 

the national average coverage rate of PPP loans received via PayPal is 0.27%). In contrast to the 

overall PPP, the coverage rate for PayPal facilitated PPP loans is below average in only 7 out of 
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the 30 counties that have the highest density of Black business activity. In other words, the 

coverage rate for PayPal facilitated PPP loans is above average in 23 out of these 30 counties. 

Contrary to the overall PPP loans, PayPal’s PPP loan program is over-indexed in the majority 

of the top 30 counties that have the highest density of Black business activity and heightened 

incidence of COVID-19. 

TABLE 1. A COMPARISON OF COVERAGE RATE IN THE TOP 30 U.S. 
COUNTIES BY BLACK BUSINESS RECEIPTS

COUNTY

OVERALL PPP PPP LOANS FACILITATED BY PAYPAL

Firm coverage 
rate 

(= PPP loans/ 
Total firms)

Firm coverage 
rate

(= PayPal PPP 
loans/ Total 
firms)

Firm coverage rate 
as a percentage of 
the national average 
coverage rate of 17.7% 

(= PPP firm coverage 
rate/17.7%) 

A value of below 
100% indicates below 
average

Firm coverage rate as a 
percentage of national 
average coverage rate 
of 0.27%. 

(= PayPal facilitated 
PPP firm coverage 
rate/ 0.27%)

 A value of below 
100% indicates below 
average

LOS ANGELES COUNTY, 
CA

PRINCE GEORGE’S 
COUNTY, MD

DISTRICT OF 
COLUMBIA, DC

NEW YORK COUNTY, 
NY

MIAMI-DADE COUNTY, 
FL

MONTGOMERY 
COUNTY, MD

COOK COUNTY, IL

HARRIS COUNTY, TX

WAYNE COUNTY, MI

FAIRFAX COUNTY, VA

FULTON COUNTY, GA

DALLAS COUNTY, TX

KINGS COUNTY, NY

15.4%

12.2%

19.7%

19.6%

15.0%

14.6%

15.3%

16.0%

11.6%

15.5%

20.8%

16.7%

13.2%

0.50%

0.41%

0.47%

0.44%

0.38%

0.42%

0.47%

0.35%

0.27%

0.43%

0.57%

0.30%

0.50%

87%

69%

111%

111%

85%

82%

87%

90%

66%

88%

118%

94%

74%

181%

148%

170%

161%

138%

151%

173%

127%

98%

157%

206%

108%

183%
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BROWARD COUNTY, FL

ORANGE COUNTY, FL

DEKALB COUNTY, GA

SHELBY COUNTY, TN

MARION COUNTY, IN

BRONX COUNTY, NY

OAKLAND COUNTY, MI

PHILADELPHIA COUN-
TY, PA

FRANKLIN COUNTY, 
OH

QUEENS COUNTY, NY

ALAMEDA COUNTY, CA

ST. LOUIS COUNTY, MO

BALTIMORE CITY, MD

HENNEPIN COUNTY, 
MN

TARRANT COUNTY, TX

CUYAHOGA COUNTY, 
OH

18.5%

20.1%

15.1%

15.0%

16.3%

7.1%

17.5%

15.7%

16.0%

11.3%

17.0%

19.6%

13.5%

19.0%

15.5%

16.9%

0.51%

0.55%

0.48%

0.22%

0.29%

0.22%

0.33%

0.29%

0.27%

0.42%

0.50%

0.12%

0.35%

0.14%

0.28%

0.23%

105%

113%

85%

85%

92%

40%

99%

89%

91%

64%

96%

111%

76%

108%

88%

96%

187%

202%

175%

80%

105%

80%

118%

104%

98%

155%

181%

44%

129%

51%

102%

83%

MECKLENBURG 
COUNTY, NC 17.9% 0.47%101% 171%
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FIGURE 15    COVERAGE RATE IN COMPARISON WITH NATIONAL 
AVERAGE OF OVERALL PAYCHECK PROTECTION PROGRAM

17.7% OF ALL FIRMS  IN THE US RECEIVED A PPP LOAN  
(PPP LOANS/TOTAL FIRMS)= 17.7%

17.7%, NATIONAL AVERAGE

0.27%, NATIONAL AVERAGE
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FIGURE 16  COVERAGE RATE IN COMPARISON WITH NATIONAL 
AVERAGE OF PAYPAL-FACILITATED PPP LOANS

0.27% OF ALL FIRMS  IN THE US RECEIVED A PPP LOAN  VIA  PAYPAL
(PAYPAL PPP LOANS/TOTAL FIRMS)= 0.27%
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Moreover, for loans that were below $150,000, 54% of PPP loans obtained via PayPal were 

disbursed to the zip codes where the share of minority (i.e. non-White) population is above 

25%, while only 39% of overall PPP loans were disbursed to the same zip codes (Figure 17). More 

specifically, for these PPP loans under $150,000, 27% were disbursed to zip codes where the 

share of Black population is above 15%, whereas only 24% of overall PPP loans were disbursed to 

the same zip codes. And, for the same loan size range, 45% of PPP loans obtained via PayPal were 

disbursed to zip codes where the share of LatinX population is above 15%, whereas only 33% of 

overall PPP loans were disbursed to the same zip codes (Figure 18).

FIGURE 17  PERCENTAGE OF LOANS (BELOW $150K) THAT WERE 
DISBURSED TO ZIP CODES WHERE SHARE OF MINORITY

POPULATION IS ABOVE 25%

FIGURE 18  PERCENTAGE OF LOANS (BELOW $150K) THAT 
WERE DISBURSED TO ZIP CODES WHERE SHARE OF LATINX 

POPULATION IS ABOVE 15%
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Small businesses are commonly referred to as the “backbone” of the economy and provide 

numerous cultural and societal positive externalities. Small businesses comprise roughly 99.7% 

of U.S. firms with paid employees,48 and employ nearly half of the private sector workforce. 

Approximately 29% of SMB business owners are minorities,49 and there are many community, 

innovation, and competition benefits that society derives from small businesses. These data 

points underscore why we should be highly concerned that the current pandemic threatens the 

existence of large segments of the SMB ecosystem. 

Digital tools are proving to be essential to 

the ongoing competitiveness, resiliency, and 

indeed survival of many businesses, large or 

small. Digitization is a secular trend impacting 

all sectors of the economy, and now this 

impact is unambiguously being expedited 

by the pandemic. Digital infrastructure in 

the 21st century is fast becoming the modern-day equivalent to what roads, highways, and 

electricity meant for our economy and SMB landscape in the 20th century. Indeed, digitization 

holds promise in putting SMBs on an even competitive plane in order to better match the scale 

advantages and capabilities of larger companies. 

So, what does this mean for policymakers? Smart policy would help SMBs enhance their digital 

strategies and adoption of digital tools, including through access to capital needed for related 

investment. Not only will this be essential from an existential perspective during the COVID-19 

pandemic, but investing in digital infrastructure can be the springboard that enhances inclusive 

and sustainable economic growth and productivity once we emerge from this difficult time. The 

following are policy solutions that can be bundled within a “SMB Digital Resiliency” package 

in order to support SMBs, and ensure there is a more level playing field for the survival and 

competitiveness of a sector that is so important to the national economic and social fabric.

The first recommendation is the SMB Digitization deduction. Enhancements to the Tax Cuts and 

Jobs Act, which expanded deductions for technology, software, and IT purchases, could further 

help SMBs make necessary digital infrastructure investments. One possibility would be doubling 

Policy Implications III.

 Digitization is a secular trend im-
pacting all sectors of the economy, 
and now this impact is unambiguous-
ly being expedited by the pandemic.
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the effective expense deduction for every dollar spent on digital tools, including payment 

platforms, cloud services, online marketplaces, Internet or mobile delivery partnerships, Internet 

advertising, and website upgrades. These cuts would target stimulus to productive investment 

that would help SMBs during and emerging from the current pandemic.

Second, rebuild the Main Street by digitizing it. As part of a broader national digital connectivity 

and 5G implementation strategy, the federal government and local officials should carefully 

consider the impact and benefits to small businesses. Main Street should be prioritized from a 

connectivity standpoint, as should providing digital access to lower-income individuals. Roughly 3 

in 10 adults with annual household income below $30,000 do not own a smart phone, 44% do not 

have home broadband services, and 46% do not have a traditional computer.50 E-commerce can 

be a more efficient and lower cost means to procure goods and service, and the current pandemic 

has only magnified the importance of digital 

sales channels. 

Third, as cities, counties, and states across 

the U.S. gradually emerge from COVID-19 

related business closures and restrictions, 

millions of SMBs will look to reopen their 

doors in the face of an uncertain economic 

future. Efforts to normalize will come in fits 

and starts, and it will take most SMBs time to return to pre-COVID activity levels. Access to 

capital with flexible repayment terms during the next 6-12 months will be critical in helping 

SMBs navigate this period and implement digital strategies; unfortunately, given the degree of 

uncertainty and risk it is unlikely that traditional private sector lenders will be in position to 

provide the requisite capital and support. 

By leveraging the existing PPP infrastructure and targeted loan products, policymakers should 

create an extended 12-month loan guarantee program with a time-based phase-out mechanism 

in order to support small businesses. The program should leverage the existing PPP framework 

since bank and non-bank lenders have built systems that can integrate with existing government/

SBA processes and the SBA should “approve” a broader range of eligible SMB loan products that 

can serve different business types, needs, and use cases. For example, shorter-duration term 

loans (2-3 years) and revenue-based repayment loan products are ideally situated to a SMB 

borrower navigating a gradual (and lumpy) business restart. 

Fourth, the Small Business Administration (SBA) should in partnership with the private sector 

organize educational seminars across the country on digital strategies, tools, and implementation. 

Online resources that help SMB owners consider how best to establish digital operations and 

sales channels would help those less knowledgeable of potential solutions. Educational content 

and programming could leverage the expertise and networks of leading SMB trade and advocacy 

organizations, including the SBA Office of Advocacy. 

Finally, digital sales channels are only effective when consumers can readily access and pay for 

Access to capital with flexible repay-
ment terms during the next 6-12 
months will be critical in helping SMBs 
navigate this period and implement 
digital strategies;
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goods and services in a digital environment. This will typically mean that the consumer must have 

a bank account or access to a digital payment service. Policies that can increase access to online 

payment and banking services will help upgrade American economic infrastructure, including 

for SMBs. Amongst policies that can help is the development of digital identity solutions that 

can be used for KYC and anti-fraud purposes. These digital identity solutions would benefit 

from API access to government-held data that can speed and increase the accuracy of identity 

confirmation. The government could also foster the creation of digital identity solutions by 

convening cross-sector stakeholders, helping develop standards, and ensuring that existing 

regulation is not chilling further innovation.

While it is unclear when the COVID-19 pandemic will come to an end, it is very clear that 

digitization and online commerce offer a path to survival and potential growth for SMBs in the 

months ahead. Small businesses are vital to the health of the American economy and society, 

investing in their recovery and resilience will hold the key to rebuilding the country after the 

pandemic. Those investments should be supported by continued public-private partnership 

initiatives that ensure that small businesses have access to the capital and tools needed to 

weather the current pandemic, and come out of the other side stronger and more resilient. 

Conclusion
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