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This white paper addresses the role of small businesses in the United States of 
America (U.S.) and Texas economies. The study collects relevant federal and state 
data related to small businesses. The objectives of this research are to (1) understand 
the importance of small businesses on the economic growth of the U.S. and Texas; (2) 
identify the added value and share of small businesses per industry; and (3) challenges 
small businesses are encountering. 
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Small businesses in the US 

Small businesses play an important role in the economy of the U.S. According to the 
U.S. Small Business Administration (SBA), small businesses create millions of new jobs 
and significantly contribute to the U.S. Gross Domestic Product (GDP). Small 
businesses that grow into medium and large-size companies also boost the economy 
through synergies created by their growth. According to U.S. Census Bureau Statistics 
of U.S. Businesses, in 2021 there were more than 33.2 million small businesses in the 
U.S. which employed 61.7 million employees.  

 

Figure 1. Number of small businesses in the U.S. (in millions) 

Figure 1 shows 
between March 2020 
and March 2021 a net 
increase of 166,542 in 
the number of small 
businesses. “Opening 
and expanding US 
establishments [all 
businesses] added 12.5 

million jobs while closing and contracting [all businesses] lost 18.0  million, for a net 
decrease of 5.5 million jobs. [Figure 2 shows] Small businesses gained 8.7 million jobs 
and lost 11.7 million, for a net decrease of 3.0 million jobs.” (U.S. SBA, 2022)  
 

Figure 2. Number of jobs in the U.S. created by small businesses (in millions) 

Small businesses to a 
great extent are 
vulnerable to multiple 
macroeconomic and 
industry-specific risks. 
States provide 
favorable business 
climates to attract small 
businesses. The 

breakdown of the U.S. small businesses by industry, size, and payroll is presented in 
Tables 1 and 2. 

 

Source: U.S. SBA Office of Advocacy, U.S. Small Business Profile 2022 
 

Source: U.S. SBA Office of Advocacy, U.S. Small Business Profile 2022 
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Table 1. U.S. small businesses count by size and industry 

 
Source: U.S. Small Business Administration Office of Advocacy, U.S. Small Business Profile 2022 

Table 2. U.S. small business employment and payroll by industry 

 
Source: U.S. Small Business Administration Office of Advocacy, U.S. Small Business Profile 2022 
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Small businesses in Texas 

According to U.S. Census Bureau Statistics of U.S. Businesses, in 2021 there were 
more than 3.1 million small businesses in the Texas which employed 4.9 million 
employees. Decreasing the unemployment rate and growing the state gross product, 
among others, are direct impacts small businesses have on the Texas economy. In turn, 
Texas provides a “business-friendly environment” for small businesses through its 
favorable business regulations, low cost, and tax structure. This environment was 
recognized by (1) the Small Business and Entrepreneurship Council in ranking Texas 
high in its business environment and (2) entrepreneurs who choose Texas as best 
suited for start-ups. 

Figure 3. Number of small businesses in Texas (in thousands) 

Figure 3 shows between 
March 2020 and March 
2021 a net increase of 
15,812 in the number of 
small businesses. 
“Opening and expanding 
US establishments [all 
businesses] added 1.2 
million jobs while closing 
and contracting [all 
businesses] lost 1.5  
million, for a net decrease 
of 334,627 jobs. [Figure 4 
shows] Small businesses 
gained 798,857 jobs and 
lost 943,549, for a net 
decrease of 144,692 
jobs.” (U.S. SBA, 2022) 

 

 

The breakdown of Texas small businesses by industry, size, and demographics is 
presented in Tables 3 and 4. 

 

 

 

 

Source: U.S. SBA Office of Advocacy, TX Small Business Profile 2022 
 

Figure 4. Number of jobs in Texas created by small 
businesses (in millions) 

Source: U.S. SBA Office of Advocacy, Texas Small Business Profile 2022 
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Table 3. Texas small businesses count by size and industry 

 
Source: U.S. SBA Office of Advocacy, Texas Small Business Profile 2022 

Table 4. Texas small business employment and payroll by industry 

Source: U.S. SBA Office of Advocacy, Texas Small Business Profile 2022 
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Since Texas does not have a corporate or personal state income tax, not only does that 
“tax-friendly” environment attract small businesses to relocate or start-up in Texas. The 
lack of a corporate tax provides small businesses with additional funds to reinvest in 
their businesses, and workers from high-tax states are attracted to relocate to Texas 
because it is a “no state income tax.”  As a result, small businesses are provided with a 
pool of talent in staffing their operations and can offer highly competitive compensation 
to retain and attract highly qualified talent. 

Texas has been ranked multiple times by Forbes magazine as one of the most 
favorable states for small businesses. Other factors that impact on favorable business 
climate are a growing working population, regulatory and licensing simplicity, and 
networking and training opportunities. Small businesses represent the vast majority of 
all businesses in Texas and employ 44.5% of the state's workforce (U. S. Bureau of 
Labor Statistics, 2021). Texas’s domestic product is the second largest in the nation, 
equivalent to about 2.052 trillion (St. Louis FED, 2022). In 2018 the economic growth of 
Texas outpaced the U.S. by growing 3.2%. 

A study focused on small businesses highlights the impact these businesses have on 
the Texas economy. It estimated the economic impact of small businesses on gross 
output is $844 billion. Among those small businesses, the following industries had a 
significant share: construction $68.8 billion, professional and technical services $68.1 
billion, retail $62.4 billion, health care and social services $53.6 billion. These small 
businesses generated $14.97 billion and $13.866 billion in federal and state tax revenue 
respectively (Thomas Tunstall, 2016).  

The oil and gas industry dominates the Southeast Texas economy and creates 
business opportunities. The industry supports dining, hospitality, real estate, and 
healthcare sectors. Entrepreneurs need relatively less capital to start small businesses 
in Southeast Texas because the cities in this region are more affordable than the faster-
growing metropolitan areas of Texas. Due to the expansion of oil and gas large firms in 
Southeast Texas, this region has potential and space for economic growth. 

The workforce in small businesses is generally less experienced and provides 
opportunities for workers to learn. In contrast, medium and large-size businesses are 
often more selective in employing workers and require more experience and education 
in their workforce. 

Challenges of small businesses 

Some of the challenges for small businesses are the expansion of large companies, 
labor force decline, difficulty in accessing capital, continuous economic disruptions due 
to natural disasters, the pandemic, and other extraordinary events. These challenges 
are interconnected and impact one another. An example of the extraordinary situation is 
Texas is the second large economy in the U.S. and continues to maintain a higher 
growth rate than many other states. The economic growth led Texas to maintain a low 
unemployment rate than the U.S. for years. Some will consider this as an indication of a 
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strong economy and it is, however, growth at the same time creates issues for small 
businesses in attracting talent.  Another Southeast Texas issue is the migration of talent 
from the region and its inability to attract talent to the region. 

Figure 5. The small and large business employees’ average payroll 

JPMorgan Chase 
Institute’s research 
of small businesses 
in the U.S. highlights 
challenges of small 
businesses. For 
example, Figure 2 
illustrates the 
competitive 
disadvantage 
compensation has 
on small 
businesses.  

 
 

Source: JPMorgan Chase Institute, Small business data asset 

 

 

“The average small business employee earned $45,857 in 2015. In general, the larger 
the business, the higher the average employee pay. The smallest businesses (those 
with 1-4 employees) are an exception.” (JPMorgan Chase Institute, Small business data 
asset, accessed October 2022)  

 

 

Significant consequences can 
be observed in Figure 6.  

“Small businesses accounted 
for 45 percent of GDP in 2010, 
down from 50 percent in the 
late 1990s.” (JPMorgan Chase 
Institute, Small business data 
asset, accessed October 2022) 

 

Source: JPMorgan Chase Institute, Small business data asset 

Figure 6. U.S. small business share of GDP 
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