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Abstract

Ministries of Labor in many developed and developing countries are under increasing pressure
to deal innovatively with the problem of unemployment. In recent years, self employment has been put
forward as a way of moving some of the unemployed back into employment. Rather than being offered
income support, the unemployed are encouraged to formulate a business idea and they receive financial
assistance and counselling in order to create an enterprise. Self employment programs are generally small
- in relation to the number of unemployed - but some have been around for 10 years or more, and are
well established.

This study describes the self employment programs in nine industrialized countries and two
transitional economies, and explores how this experience has transferred to countries making the transition
to market economies.

The study shows that self-employment is not a panacea for unemployment. Less than five percent
of the unemployed will choose to become employed. For those that choose this option, however, these
programs are cost-effective alternatives to regular unemployment benefits. Credit is typically not featured
in self-employrment programs in industrialized countries with competitive capital markets but in
uansitional economies, where such markets are absent, access to credit is provided through the program.

The study - a co-operative effort between the Education and Social Policy Department (ESP) and
Country Department m of the Europe and Central Asia Region - is part of a larger effort in the Bank
to examine labor market interventions ta can reduce and redistribute more fairly the economic cost of
structural adjustment.
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Executive Sumnuary

Efforts to genrate employment in industrialized countries ofteninclude assistance to those
who want to become self-employed. Ministries of Labor are the principal source of this assistance for
the unemployed. This study surveys experience with self-enployment programs for the unemployed in
nine OECD countries and combines this experience with similar initiatives in two transitional economies,
Poland and Hungary. The purpose is to highlight the lessons that come from self-employment programs
in industrialized countries and explore how this experience has transferred to countries making the
transition to market economies.

Whether in market ecowmies or in former planned economies moving to the market,
experience shows that self-employment is not a panacea for unemployment. Less than five percent of
the unemployed will choose to become self-employed. One out of four enterprises created would have
been established without the assistance of a self-employment program. This is the so-called deadweight
effect. One of every two enterprises established will not survive beyond the first year. For every
enterprise established, approximately one-and-a-half jobs are created.

Screening the unemployed who want to become self-employed by using interviews,
applications, requirements for business plans, and pre-entry training and counselling services is essential
to controlling the cost of self-employment programs. Rigid screening, however, increases the deadweight
effect. Most of the measures mentioned lead to self-screening by applicants that avoids public officials
trying to pick potentially successful business proposals. Tbe countries studied rely on the private sector
to deliver self-employment programs, while the government's role is limited to program financing.

TMe self-employment programs studied tie their financial benefits to the benefit levels of
unemployment insurance programs to avoid distorting the unemployed's choices of employment
assistance. LmP-sum payments are offered by three of the nine countries. These payments appear to
raise program participation rates and increase the capital-intensity of the entrprises created. The number
of countries offering post-entry business training and counselling appears to be increasing, but no clear
evidence is found of a link between these services and enterprise survival rates.

Capital market deficiencies have led self-employment programs in Poland and Hungary
to make credit a key program feature, unlike programs in OECD countries. Screening has been effective
in controlling program cost in Poland, but the absence of effective screening in Hungary has kept costs
high as a share of spending by the Employment Fund. Rising unemployment and spending on
unemployment benefits has reduced Employment Fund expenditures on employment assistance programs
such as those for self-employment. Ministries of Labor in Poland and Hungary have been unable to draw
on a well-developed private sector for support in delivering services to the self-employed.

vii





Intoduction

The expansion of productive employment is cental to the alleviation and reduction of
poverty. With the notable exception of countries in East and Southeast Asia, other countries in the global
economy in the 1980s have experienced difficulties in expanding employment. Stagnant growth of
employment in many developing countries in the modern sector during the decade has forced a growing
share of the labor force into the informal sector, or into unemployment. Increasing unemployment levels
are evident in this period in industrialized countries, particularly in Western Europe. In Eastern Europe
and in the countries of the former Soviet Union, economies have suffered sharp output declines in the
initial stages of the transition to a market economy. Unemployment, while still low in many cases, has
risen sharply in others.

Country strategies for employment generation begin with the adoption of sound
macroeconomic policies that address imbalances in internal and external accounts and reduce price
distortions in product and factor markets that discourage the efficient use of resources, including the
employment of labor. Alongside these initiatives, both industrialized and developing countries have acted
at a microeconomic level with programs to reduce economic barriers to employment growth on the
demand side of markets, while improving the quality of the skills and employability of the labor force
on the supply side. Programs to support new business start-ups by the unemployed and to help
established enterprises expand and create new employment have been part of the policy framework
adopted by industrialized and developing countries to meet the demand for productive employment.

Employment promotion initiatives by the public sector are generally found in Ministries
of Industry and Ministries of Labor. The employment goals of the two ministries, however, tend to
differ. Ministries of Industry are usually focused on helping established enterprises grow larger by
providing assistance that raises their productivity, develops new products, expands research and
development, and increases exports. In contrast, Ministries of Labor are frequently concemed with
promoting new business start-ups and providing self-employment assistance for the unemployed. The
division of these interests between the two sometimes overlaps. However, the emphasis on self-
employment for the unemployed tends to be more closely aligned with the interests of Ministries of
Labor.

The distinction between the two ministries and their support for enterprise development
is mirrored in the practices of OECD countries. For example, in 1992 the U.K. transferred responsibility
for policies supporting small firms to the Department of Trade and Industry from the Employment
Department. The latter, however, retained responsibility for the "Business Start Up Scheme" aimed at
the unemployed seeking self-employment. A 1989 review of the 24 member countries of the OECD
found 17 with Ministries of Labor offering enterprise creation programs to the unemployed? Self-
employment initiatives, therefore, fall primarily in the hands of Ministries of Labor. These initiatives
are of keen interest to developing and transitional economies faced with the reality or prospect of rising
unemployment in the 1990s.

The observation that small businesses are an engine of economic growth makes self-
employment programs an attractive policy to governnments seeking to reduce high unemployment and
stimulate sluggish economies. However, these policies account for only a small fraction of the total

2 The list includes Australia, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Ireland,
Italy. Luxembourg. the Netherlands, Norway, Portugal, Spain, Sweden, and the United
Kingdom. (Barker 1989).



expenditures on labor market policies in most countries. Public expenditures on labor market policies
of all types in industrialized countries vary from less than one percent of GDP to slightly over six percent
(OECD 1993). These expenditures cover training and specialized employment assistance programs,
including support for self-employment, in addition to unemployment benefits. Self-employment schemes
for the unemployed offered in a mmiber of OECD countries in 1991, shown in Figure 1, ranged from
less than one percent up to nearly six percent of these expenditures.
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This study sets out to examine the experience of a sample of nine OECD countries with
programs supporting self-employment. It combines this experience with similar initiatives in two
transitional economies, Poland and Hungary, and adopts the goal of extracting lessons to guide future
employment generation initiatives concemed with self-employment for the unemployed. These new
businesses start-ups are often referred to as micro-enterprises. A micro-enterprise is defined as a sole
proprietorship, partnership, or family business with fewer than ten employees. Many micro-enterprises,
perhaps the majority, are operated by the owner alone. This leads to the frequent use of the term self-
employment when speaking of micro-enterprises. Although often used interchangeably, self-employment
refers to the status of the owner, while a micro-enterprise refers to a very small business.
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The case studies of Poland and Hungary permit a closer look at how self-employment
models from the West have been adapted in the East and how well they have performed. The study
describes these models m terms of the population they have targeted for their services, the methods used
to screen within the target population, and the chaacteristics of the services offered. Each of the
countries participating in the study was asked to provide cost and performance measures for their
programs. Where program data and evaluation studies have permitted, the study looks at how program
design features and services have influenced the cost and success of employment generation programs for
the unemployed through self-employment.

The evidence provided by the study emphasizes that self-employment initiatives are not
a panacea for unemployment. These programs generally serve less than five percent of an unemployed
population. They are, however, an important option for some and should be part of a menu of labor
market policies designed to meet the diverse needs of a population for productive employment. Programs
can be designed with effective self-screening mechanisms that ration the limited resources for these
programs among those with the highest expected benefits. These mechanisms minimize the need for third
parties, including government bureaucrats, to make these decisions. Lump-sum payments of benefits by
these programs can increase the participation rate and the capital intensity of the jobs created.

Self-EmDlovment and Micro-enterDrise Proerams in OECD Countries

Nine OECD countries agreed to participate in the study. The countries and their self-
employment programs are listed in Table 1. France has the oldest of these programs beginning in 1979.
Excluding recent revisions of Australia's and Canada's programs, the newest is the self-employment
demonstration program established in 1990 by Massachusetts in the United States. The two U.S.
programs are the only programs set up as a random experimental design to measure program impacts.
Drawing from a set of eligible participants, the unemployed who are given a choice to participate are
chosen randomly. Those not chosen form a comparison group for program evaluation. This adds a
degree of rigor to the U.S. findings not available in other countries that must depend on less rigorous
evaluation designs. Other countries, however, offer a longer period over which to observe program
outcomes.

The Target Population

Self-employment programs are not offered as an entitlement program. In the case of an
entitlement program, such as unemployment insurance, claimants who fulfill program requirements may
automatically obtain their benefits, regardless of the number of claimants. Claimants are not turned away
in times of high unemployment. The govermment instead expands its unemployment budget to cover the
increase in claimants. Since most self-employment programs operate on fixed budgets, however, access
to these programs is necessarily limited to members of a target population.

In each of the OECD countries, the unemployed form the target group for self-
employment assistance. Access of the unemployed to this assistance is limited by eligibility for
unemployment benefits, and in some cases, the duration of unemployment. A potential recipient of self-
employment assistance, for example, must be registered as unemployed and in compliance with the
requirements of an unemployment benefits program. That is, the individual must be available and
actively looking for work. In the U.K., the potential self-employed must be unemployed, but does not
have to be in receipt of benefits.
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Table 1: Countries and Self-Employment Programs Partidpat in the Study

Countries Programs Year Number
Created Participants

1992

Australia New Enterprise Incentive Scheme (NEIS) 1985 3,349

Canada Sdf Employment Assistance Component 1992 4,129
(SEAC)

Denmark Enterprise Allowance Scheme (EAS) 1985 n.a.

France Aide aux Chomeurs Createurs ou 1979 49,337
Repreneurs d'Entreprise (ACCRE)

Germany Oberbriickungsgeld 1986 31,587

Ireland FAS Enterprise Programme 1987 1,642

Netherlands Bijstandsbesluit zelfstandigen (Bz Scheme) 1985 1,300

UK 'he Business Start-up Scheme (BSUS) 1983 40,500

USA Washington Self Employment and 1989 755
Enterprise Development Demonstration.

USA Massachusetts Unemployment Insurance 1990 600
Self-Employment Demonstration

Two types of unemployment benefits are considered in determining eligibility for self-
employment assistance, as shown in Table 2. In Denmark, Germany, and the U.S., the unemployed must
be eligible for benefits paid by an unemployment insurance program, which is generally funded by the
contributions of employers and employees. In the remaining cases, eligibility for means-ested benefits
for the unemployed may substitute for insured benefits. Australia requires that applicants be eligible for
unemployment assistance (i.e. a means-tested benefit).

The length of the unemployment spell is a second condition for eligibility in some cases.
Tbree countries -Australia, Canada, and the Netherlands- have no requirements. The United States
emphasizes early interventions. Others, however, require a short spel of unemployment before
individuals become eligible for self-employment assistance. This is primarily to ensure that claimants
have already availed themselves of other, Iess expensive forms of employment assistance. Denmark at
the upper end of the spectrum requires self-employment program participants be unemployed for at least
five months of the previous eight months (Rosdahl 1993).
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Table 2: Eligibility Requirents for Self Employment Programs

Benefit Length of Unemployment

Australia Means tested benefit No requirement

Canada In receipt of UI, or No requirement
means tested benefit

Denmark In receipt of UI Be unemployed for the 5 months within the last 8
months; exiting from a Job Offer Scheme

France In receipt of UI, or No requirement
means tested benefit

Germany In receipt of UI Must be receiving UlI for at least 4 weeks

Ireland In receipt of UI, or Must be in receipt of benefit for at least 13
means tested benefit weeks

Netherlands In receipt of UI, or No requirement
means tested benefit

United Kingdom Eligible for means tested Unemployed for 6 weeks (not required to be in
benefit receipt of benefit)

United States Eligible for Ul Newly unemployed only

Several countries recently have reduced the duration of unemployment as a requirement
for access to self-employment assistance, some on the grounds that a shorter period between
unemployment and self-employment improves the chance an enterprise will survive, others on the grounds
that the program be offered to a larger group of unemployed. In 1988, Germany lowered its eligibility
condition from 10 weeks to 4 weeks. The U.K. followed suit in 1991 by lowering the requirement from
8 weeks to 6 weeks. France, however, is an exception. Its Chomeurs Createurs program begun in 1979
focused initially on the short-term unemployed, but almost immediately removed this condition. In 1984,
it expanded eligibility to recipients of means-tested benefits (DARES 1993).

Countries have generally avoided imposing other conditions in defining the target group,
except where age is a requirement associated with unemployment programs or commercial law. Denmark
is the only country in the set chosen for study that has attempted to target entrepreneurs in an age
category, and even there the only requirement is that applicants for self-employment assistance be at least
25 years of age. Countries have not attempted to target potentially successful entrepreneurs by using
characteristics such as level of education or previous work experience.

Screening the Population

Since self-employment programs are not an entitlement program, the target population
must be screened to restrict the number served and to =maiize the economic returns to the resources
used. The returns expected are measured in terms of the numnber of net new jobs created, the quality of
the employment as measured by its pecuniary and non-pecuniary characteristics, and its duration. The
temptation in screening is to try to pick "winners" in selecting program participants with the greatest
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potential for success. However, most countries minimize the role of program administrators in selecting
winners, and instead, rely on self-screening mechanisms in selecting program participants.

The sif-screening mechanisms used -applications, use of pro-entry business advisory
services and training, and development of business plans- require a commitment of the participant's time
before being admitted to the program Tbe value of this time relative to the expected economic returns
from opening a small business serves to screen out applicants whose time can be used more productvely
elsewhere and screen into the program those who expect to realize a favorable return to their investment.
The role of program managers in screening decisions is modest when compared with self-screening.
Where such screening decisions are made programs often involve experienced private sector
representatives in the decision alongside government officials.

In addition to the self-creening that takes place in the application process, other program
screens are applied by the various reviews. Since self-employment programs are aimed at assisting the
unemployed create their own jobs, most programs limit their assistance to the start-up of new enterprises.
France, Canada, and the U.S. differ in this respect by allowing participants to take over existing
enterprises. The Netherlands is also different in that it is willing to aid existing small businesses that are
experiencing difficutty. France's program requires that the participant effectively control the business
either as a cooperative or as a commercial enterprise.

Countries screen out business proposals that are illegal and most exclude businesses that
are not suitable for public fimding, that is, whose activity is controversial. In Canada, for example, this
means that businesses involving the commercial exploitation of sex, religion or politics, though legal, are
not eligible. There are similar stipulations in Australia, Ireland, the U.K., and the U.S. In an attempt
to diminish displacement effcts, where a new business puts an existing enterprise out of business,
Australia and Ireland require that proposed businesses not compete with existing businesses. The
Ministry of Industry in Denmark will introduce similar restrictions in 1994.

Additional screening criteria include whether the owner expects to be employed full-time
in the business and is willing to make a personal investment of capital. Canadas, the U.S., Ireland, and
the U.K. require that a program participant spend full-ime either starting the business or operating it after
start-up. To ensure the individual is sufficiently committed to creating an enterprise, Canada also
requires that the participant supply 25 percent of the start-up capital in cash or property. In the U.K.,
participants were required to have £1000 available to invest, although the regulation never insisted that
the money be invested. This requireme has since been abandoned and local deliverers are free to decide
what capital backing is desirable based on the merits of each application.

The Netherlands requires participants of its sef-employment scheme to have applied for
a small business loan and only those rejected are eligible for program support. The program is therefore
seen as a lender of last resort, filling a niche that is not otherwise filled by private lenders. However,
a recent study in the Netherlands revealed that this procedure was not uniformly adhered to 'because the
assessors of the applications sometimes assume, on the basis of their experience that the prospective
entrepreneur would have no chance of a bank loan.' (Ministry for Social Affairs and Employment 1990,
p.2).

Each of the nine programs reviewed currently employs or expects to employ some form
of applicant screening. Denmark is the only country where screening is not used after the applicant's
eligibility for the program is determined. However, this will change in 1994 when Denmark joins the
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other countries in screening proposals before an applicant is admitted to the program. The level of
screening varies from light to rigorous. Light screening usually involves a review of an enterprise
proposal prepared by the applicant to ensure it meets program objectives and contains all the elements
of a business plan. The objective is to make sure the applicant intends to create a business and has a full
understanding of the legal and technical requirements involved.

More rigorous screening techniques involve the testing of an applicant's knowledge of
business and require the applicant to complete successfully a business course before being admitted to the
program. Generaly, as shown in Table 3 the applicant is led through a series of steps which involve
more than one screening method. In almost all cases, the final selection is made by the local ministry
representative in conjunction with a public-private committee. At each step along the way, some
applicants withdraw as the opportunity cost of their time rises to reduce the expected net benefits of
becoming self-enployed. Theoretically, those with the weakest proposals and prospects would withdraw
first. The screening techniques include three steps.

Table 3: Pre-entry Screening Activities

Information Pre Entry Counselling/
Session Training

Australia Interview Business training

Canada One-day Info Counselling for self-
Session assessment and business

plan development

Denmark Interview None offered

France Interview None offered

Germany Interview None offered

Ireland Interview 10 wk business training

Netherlands Interview None offered

United Kingdom One-day Info 2-5 day training
Session

United States 1 to 1 1/2 hr Info None offered
Session

* In January 1994, the Ministry of Industry will be responsible
for screening the enterprise proposals.

The ApDlication. In a number of countries -Canada, the U.K. and the U.S.- attendance
at an information or orientation seminar is mandatory before obtaining the application. Other countries
conduct interviews. After these steps are completed, the applicant can pursue the application or
withdraw. Program officials in most of the countries studies indicated that these low cost screening
nmthods lead a significant number of individuals to drop out at this stage. The U.K. estimates that just
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over half the potential applicants pursue a place in the program after an infornation seminar designed to
make them aware of the requirements for program participation and self-employment (IFF Research
1992).

In the U.S., members of the target group were invited in the demonstration project to an
information session and were then asked to provide detailed information in their application. Just under
eight percent of the target population attended the information meeting, and only 60 percent of those
chose to submit a project application. The application form was designed to lead the applicant through
a self-assessment and demonstrate to the authorities the validity of the enterprise proposal.

Pre-entry Advisory and Counselli_ng Services. Four of the nine countries studied use pre-
entry business advisory services or counselling to improve the applicant's entrepreneurial skills and the
quality of the business plan. The pre-entry training is most extensive in Ireland with applicants required
to complete successfully a 10-week training course designed to assist the applicant in producing a detailed
business plan. In Australia where pre-entry training is required in most States, participants who take the
training on a full-time basis are eligible for a training allowance. The training usually last five to seven
weeks.

In Canada, pre-entry business counselling has become an important program feature since
1992, when the self-employment program underwent reform. Participants in Canada are currently
required to undergo a self-assessment with the assistance of a business counselor. The objective of the
counselling sessions is to lead the applicant through a self-screening process, and should the applicant
choose to continue, to identify futre training needs. A quarter of the applicants in the U.K. drop out
in response to compulsory pre-entry trauining of about four days. This training is part of pre-entry
services in the Business Start-Up Scheme. The services, provided by local bodies called Training
Enterprise Councils, are intended to help applicants prepare a business plan.

Review of the Business Plan. This review is typically undertaken at the local level by
a committee from the private and public sectors. The review may be limited to assessing whether the
business plan is coherent and the applicant are well prepared. Alternatively, the review may be more
rigorous and attempt to pick proposals with the highest likelihood of success. Four of the nine countries
conducted reviews of the latter type as found in Table 4. In France, proposals were not given a final
screening at all until 1987, when concerns for the misuse of funds arose. Now, approximately 15 percent
of the applicants are rejected at this stage due to inadequate enterprise proposals.

Germany at this stage attempts to pick proposals with a high likelihood of success.
Applicants for the Uberbruckungseld are required to have their proposals certified by a body such as the
Chamber of Industry and Commerce or a tax lawyer. Another example of extensive screening is in the
Netherlands. Here an applicant must not only prepare a business plan, but a feasibility study is also
carried out by a semi-public organization. The study and plan are then reviewed and a decision is taken
by a board of expers made up of government and private sector individuals who advise the municipal
goverrinent whether or not to admit the applicant into the program.

8



Table 4: Final Selection Procedures

Business Plan Selection Based on
Compulsory Likelihood of Success

Australia Yes Yes

Canada Yes No

Denmark No No

France No No

Germany Yes Yes

Ireland Yes No

Netherlands Yes Yes

United Kingdom Yes Yes

United States No No

Delivery of Services

The specialized business experience that is useful in screening applicants for self-
emPloyment assistance and delivering services is often not available in Ministries of Labor.
Consequently, most of the programs studied have contracted with the private sector for this experience.
In 1991, the U.K. Department of Employment transferred the delivery of its training. and business
assistance schemes to newly created limited comnpanies called Training and Enterprise Councils (TECs).
Funded by the public sector, two-thirds of the membership of TEC boards is made up of senior
executives from private sector firms with the remainder drawn from trade unions, education, economic
development and voluntary organizations. See Table 7.

The TECs are given considerable flexibility in designing self-employment programs
(Marquand and Murphy 1990). The purpose is improve the delivery of training and enterprise assistance
by making it more relevant to local market needs. There is a calculated risk in devolving decision-
making to the private sector, which mnakes monitoring and evaluation all the more important. Evaluation
takes place at three levels. At the national level, the Department of Employment monitors to see that
national standards are maintained by TECs. At the regional level, the Department of Employment
evaluates local TECs when negotiating their contracts compares them with other training providers. And
locally, TECs are responsible for self-evaluations.

Canada's Self-Employment Assistance Component (SEAC) relies heavily on a public-
private organization created expressly to deliver a portion of the Ministry of Labor's labor market
programs. The SEAC is delivered by Business Development Centers with funding from the national
government. The Centers are responsible for advertising the program, conducting orientation seminars,
providing pre- and post-entry training and monitoring participants. In the case of the U.K. and Canada,
new private sector organizations have been created to support the delivery of self-employment assistance.
Other countries in the study have used existing private organizations.
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In 1990, Australia approved the use of private sector organizations to replace the public
sector in the delivery of its New Enterprise Incentive Scheme. By 1993, nearly 90 percent of the
participant slots were being filled by the new 'managing agent" arrangements. States varied in their
inplerentation of this change. In New South Wales an existing network of Business Enterprise Centers
was used to provide services. In other States, private organizations with business advisory experience
were invited to apply as managing agents. Local committees with membership from local labor offices
and the business community were used to select these agents.

The U.S. Department of Labor in its Washington State Self-Employment Program
demonstration project took a different approach to the delivery of services. Local labor office
responsibilities for the program were kept to a minimum, primarily conducting an orientation session and
performing day-to-day management and monitoring operations. To obtain additional staff with the
experience to provide business development training, a cooperative agreement was established between
the Washington Employment Service and the Business Assistance Center (BAC), a division of the
Washington State Department of Trade and Economic Development. Local labor offices recruited
participants, conducted orientation sessions, and reviewed applications. Once participants were assigned
to the demonstration group, BAC staff provided self-employment training.

Participant Monitoring

In addition to monitoring and evaluation of service delivery, countries also monitored
participants to ensure they were fulfilling program objectives and remaining eligible for benefits.
Monitoring techniques vary from a simple telephone call to in-person visits or written reports. This
monitoring was also used to identify needs for further counselling and training assistance. Denmark and
France have relatively light monitoring systems. Participants are asked to declare their self-employment
status each month before an allowance is paid. Their enterprise must be officially registered.

In Australia, participants are required to complete and file quarterly progress reports
under the New Enterprise Incentive Scheme. There have been criticisms of this procedure, however,
where evidence has shown participants continuing to receive income support payments under the program
after ceasing to operate their business. One State has responded to this criticism by tuning over
monitoring responsibility to the private sector organization contracted to deliver the program (Johnstone
1993). Also, in all States, regular mentor visits are now undertaken and participants are required by
contract to notify the governments of changes affecting their program eligibility.

Responsibility for monitoring participants in Canada is split between the Ministry of
Labor which pays the program allowance and the private sector agent who delivers pre- and post-entry
advisory services. The Ministry monitors participants eligibility status ensuring they are working in the
business full-time. The private sector agent monitors the progress of the business. In some cases, the
Ministry has also shifted its responsibility for monitoring program eligibility to the private sector agent.
In the U.K., most of the public-private Training Enterprise Councils delivering services carry out
mandatory visits with participants usually in the 13th, 26th, and 52nd week of the program, however they
are not compelled to do so.

In the Washington State demonstration project in the U.S., participants must fulfill a
number of conditions before they are eligible to receive a lump-sum payment. These conditions included:
completion of post-entry training, development of an acceptable business plan, establishing a business
bank account, and obtaining necessary licenses and financing. Progress toward these conditions is
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monitored during the 10th week of the program and a decision is made whether to extend participation
in the program. If the extension is not offered, the unemployed claimant reverts back into the
unemployment insurance program and must satisfy its job search and availability requirements to continue
receiving unemployment benefits. In Massachusetts, participants must attend seven mandatory workshops
and declare their status biweekly before a stipend is paid.

Program Benefits

Countries must walk a fine line between offering the services needed to create a successful
new enterprise and offering services and benefits that raise costs unreasonably and attract the unemployed
away from other less costly forms of employment assistance. In all the countries studied, self-
employment assistance is provided in lieu of unemployment benefits. That is, a participant in a self-
employment program does not continue to collect unemployment benefits, although program allowances
may equal or even exceed these benefits. The structure of financial benefits in self-employment programs
varies from country to country. Some offer a lump-sum payment, others offer a weekly allowance, and
still others provide a mixture of both.

Periodic Allowances. Financial assistance is delivered either as a periodic allowance or
as a lump-sum (often referred to as capitalized unemployment benefits). Most countries, six out of nine
in the sample studied, have chosen periodic allowances. The duration of the allowance varies greatly.
The shortest is Germany and the U.S. Massachusetts Enterprise Project) where payments are made for
less than 26 weeks. Ireland offers 40 weeks of payments, while Australia, Canada, and the Netherlands
extend allowances up to one year. The Netherlands may restrict payments to six months if the business
is running successfully. The Danish program offers the most liberal allowances extending payments up
to 180 weeks, or 3.5 years.

The periodic allowances offered for self-employment in each country case are closely
linked to the benefits of income support programs available to the participant from unemployment
insurance and means-tested assistance. The basis for these allowances is shown in Table 5. The U.S.
(Massachusetts), Australia, and Germany provide periodic allowances for self-employment that equal
payments under unemployment insurance. In Canada, periodic allowances are equal to the unemployment
benefit, the means-tested benefit, or a basic allowance, whichever is the larger. Denmark offers self-
employment allowances that are only 50 percent of the maximum unemployment insurance benefit, but
pay the allowance 12 months longer than the unemployment benefit.

In the Netherlands, the periodic allowance is unrelated to alternative sources of incomes
support and is instead roughly equal to the minimum wage. Since unemployment benefits are typically
more generous than the minimum wage, this could create a disincentive to participate in self-employment
programs.

LumR-sum Payments. Lump-sum payments are offered as a means to provide participants
with a source of capital to invest in the business. Payment of these sums up front can make self-
employment programs more attractive to the unemployed and expand the number of applicants, putting
more pressure on screening mechanisms. The lump-sum, however, is important where the lack of seed
capital is an obstacle to the potential entrepreneur. Three of the nine countries studied offer lump-sum
payments.
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Table S: Teams and Conditions of nancial Benefits Paid to Participants of
Self-Employment Programs

Type Term Basis of Financial Benefit

Australia periodic 52 wks Means tested unemployment benefit

Canada periodic 52 Equal to Ul (or social welfare
benefit)

Denmark periodic 180 50% of the maximum UI

France lump-sum only .. Unemployment benefit category

Germany periodic 13 Equal to UI payment

Ireland periodic 40 Means tested benefit

Netherlands periodic 52 Equal to minimum wage

UK periodic, lump sum 26-66 Differential payment schemes based
on enterprise proposal

US (Washington) periodic, lump sum 26 Equal to UI payment

US (Massachusetts) periodic 24 Equa to U! payment

To reduce the incentive for abuse of lump-sum payments, the ACCRE program in France
demands that participants operate their enterprise for at least 341 days or they must repay the lump-sum
grant. Enforcement of this provision, however, has proven difficult and increased screening procedures
were introduced in 1987 to idendfy applicants who were not likely to create an enterprise with the lump-
sum payment, or who would operate the enterprise for only a short period. Calculation of the lump-sum
in France, like periodic allowances elsewhere, is linked to unemployment beneft.

The U.K. has the most complex scheme for allowances. Both periodic and lump-sum
payments are available. Local TECs can pay lumpsums at the end of the allowance period or spread the
payments out over several months. Only 26 percent of the TECs have chosen to pay lump-sums. The
amounts (periodic or lump-sum) paid can vary from region to region based largely on the type of business
created and the needs of the new entrepreneur as described in the business plan. Payments for self-
employment assistance can differ greatly from unemployment benefits. Differential payment schemes are
common among TECs in the predominantly manufacturing or Northern areas (1FF Research 1992). This
has placed pressure on local authorities to have a sufficient knowledge of proposed enterprises and has
drawn more attention to the completion of a business plan.
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The Washington State demonstration program in the U.S. offers a lump-sum payment to
participants. The lump-sum is paid only after five milestones have been achieved. These milestones
include the completion of post-entry training, development of the business plan, setting up a bank
account, securing the necessary licenses, and obtaining the financing required. While these milestones
are being achieved, the participant is paid a periodic payment equal to his unemployment benefits. Once
all five milestones have been achieved the periodic payments are subtracted from the maximum benefit
available to the claimant and the balance is paid as a lump-sum. This produces an incentive to accomplish
the five milestones quickly.

Other Financial Incentives. Other financial benefits may be offered to self-employment
program participants. France offers its participants an exemption from social contributions for six
months. Germany provides participants with an additional one-third of their self-employment allowance
to cover social security costs. In Canada, supplementary allowances are provided to assist with the cost
for dependent care, travel, living away from home, commuting and disability. Of the nine countries
studied, only the Netherlands offers access to credit. Australia formerly offered NEIS participants access
to a state-run loan program, but poor pay-back rates led to its discontinuance. None of these countries
suffer from serious capital market deficiencies.

Connection with Income Support Programs. As described above, the self-employed
receive financial allowances in lieu of unemployment benefits. Perverse incentives may arise, however,
in the connection between self-employment and income support programs. First the possibility exists in
some cases to use self-employment to extend the unemployment benefit period. Second, the ineligibility
of the self-employed for unemployment benefits in most countries provides a disincentive for participation
in self-employment programs.

The unemployed in Canada are eligible for 52 weeks of unemployment benefits. A
claimant can apply for the Self-Employment Assistance Component in the 46th week (assuming a six
week period to process the application) and be admitted into the program during the 52nd week, and
thereby extend benefits for a second year. The U.S. made this impossible in its two demonstration
programs. At the outset, unemployed claimants were forced to choose between receiving unemployment
benefits or entering the self-employment program.

In Demnark where the unemployed must wait five months to apply for self-employment
assistance, participants are given an incentive to act quickly after this point. The longer they remain
unemployed after five months, the shorter is the duration of their self-employment allowance. In France,
claimnants also have an incentive to apply early for acceptance in the self-employment program. The
failure to do so results in a reduction of the lump-sum payment offered. None of the remaining countries
provide similar incentives for early application to self-employment assistance.

Most countries do not permit the self-employed to participate in an unemployment
insurance program. The failure of a new business will result in no access to unemployment benefits,
which mnay discourage would-be entrepreneurs. The self-employed in Germany, France, and the
Netherlands are ineligible for unemployment benefits, although they may collect less generous means-
tested assistance. In the U.S. an owner may incorporate, pay unemnployment taxes, and collect
unemployment benefits if the business fails. The cost of incorporating is small. Only in Denmark are
the self-employed allowed to participate in the unemployment insurance program.

13



Post-Entry Business Advisory Services. In an effort to increase the survival rate of new
businesses, business advisory services offering training and counselling bave become a common feature
in many programs. The role of pre-entry training and counselling, as explained above, has been used
to train, but also to screen applicants. Post-entry business advisory services, on the other hand, provide
trauining, but also help monitor the development of newly created businesses and help them over rough
spots. Table 6 describes the program treatment of post-entry business training and counselling services.

Table 6: Treatnent of Post-Entry Business Advisory Services

Post-entry Post-entry Business Counselling
Training

Australia Voluntary Available for up to 12 months

Canada Compulsory Compulsory with voluntary follow-up

Denrark Participants are informed about programs offered by local
enterprise councils.

France Compulsory Vouchers with a shelf life of 18
months

Germany Participants are informed about programs provided by
other Ministries.

Ireland May be Enterprise workshops; access to IDA
compulsory

Netherlands Participants are informed about programs provided by
other Ministries.

United Kingdom Rarely May be compulsory
compulsory

United States (Wash.) Compulsory Optional

United States (Mass.) Compulsory First session is compulsory

A 1993 survey of managing agents for the NEIS program taken by the Australian
Department of Employment, Education and Training stressed the value of post-entry training for
participants who lacked the experience to value pre-entry training. The Australian scheme offers business
counselling to participants for up to one year after start-up. Similarly, in Canada participants are eligible
for business counselling and guidance after exiting the program. Ireland requires its Enterprise
participants to undergo post-entry training only if this training is identified as a need during the 10-week
pre-entry training. It also offers short-term training (Enterprise workshops) and access to business
assistance from other public agencies during the first year of operation for the new business.

Post-entry training is generally available throughout the U.K., although it is rarely
comnpulsory. Counselling, however, is often made compulsory as a condition for continuing to receive
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the self-employment allowance and accompanies a monitoring visit. Counselling is also available to
participants after they leave the scheme, if they require it. In the U.S., business training was an
important post-entry component of the two demonstration programs. The Washington program made
payment of the lump-sum conditional on participation in this training. Optional business counselling was
available as was participation in Entrepreneur club meetings. In Massachusetts, counselling was also
provided during the first compulsory session (US Department of Labor 1992). Thereafter, further
counselling sessions were voluntary.

Denmark and France rely on markets for business advisory services and limit their role
to the financing of these services. Beginning January 1, 1994, participants in Denmark's Enterprise
Allowance Scheme receive a Ministry of Industry grant valued at approximately U.S.$3,000 for a period
up to two years to purchase business advisory services in the open market. France offers participants the
option of purchasing a booklet of vouchers. A compulsory three-day business course is included. Each
booklet contains 15 vouchers that can be exchanged for one hour of legal, accounting, and other business
services valued at approximately U.S.$60 per hour. The participant pays one-quarter of the cost and the
ACCRE program pays the remainder.

Table 7: Sources of Pre-Entry and Post-Entry Business Advisory Services

Pre-entry Post-Entry

Australia Managing Agent (90%) Managing Agent

Canada Business Development Center Business Development Center

France Local labor office and private- Private sector through
public committee vouchers

Ireland Local Labor Office Local Labor Office

-UK TEC TEC and private contractors

US (Washington) Local labor office Private sector consultants

US (Massachusetts) Local labor office and private- Private sector consultants
public committee

The delivery of these services, like those for pre-entry components, follows a mixed
model of public and private activity. Table 7 summarizes the agents responsible for delivery of pre-entry
and post-entry business advisory services.

Program Outcomes

The nine OECD countries participating in the study have provided a wide array of data
for evaluating program outcomes, and in a number of cases, independent evaluation studies. The data,
however, are not collected in a uniform manner for comparative analysis and may differ in terms of the
population represented and the definition of concepts used. The findings are nevertheless remarkably
robust. The study sets out to examine four program outcomes. These outcomes include: (i) the take-up
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or participation rate in self-employment programs by the unemployed; (ii) the survival rate of new
business after a period of time; (iii) the number of new business star-ups that would have happened
without the program, the so-called deadweight effect; and (iv) the participant cost of self-employment
assistance.

Figme 2

Percent of the Unemployed Participating in Seld-Employment Programs (1991)
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Participation. The number of participants as a percentage of the unemployed is presented
in Figure 2. In all cases except the U.S. demonstation projects, the use of registered unemployment
produces a downward bias in the percent of participants. This is because the registered unemployed
include new labor force enants and re-entrants who are not eligible for unemployment benefits, and
therefore, ineligtble for participation in self-employment programs. This aside, the nunbers are
remarkably consistent and produce the conclusion that self-employment is not a panacea for
unemployment. Except for Washington State (where approximately 4.5 percent participated in the
program), less than three percent of unemployed workers chose and qualified for participation in a self-
employment assistance program.

These rates, however, are a function of the size of program budgets and the rigor of the
screening mechanisms. In the Business Start-Up Scheme of the U.K., about half of the regions reported
that the demand for self-employment assistance in 1992 exceeded the number of budgeted places (IFF
Research 1992). In France. prior to 1984, the ACCRE budget was fixed. When the program was
initially transformed into an entitlement program, the number of participants doubled from 35,000 to
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70,000. When screening procedures were introduced in 1987, participants fell nearly 10 percent from
1986 to 1987, from 71,000 to 64,000. Even so, France with the widest target group and lightest
screening exhibits a participation rate of less than two percent.

Budgets are not a limiting factor in the Netherlands or Germany, but the screening
procedures are more stringent and produce a relatively small number of participants. In Germany, it is
particularly interesting to compare participation rates in the western and eastern linder. The latter may
be viewed as an indicator of the potential for self-employment in transitional economies where private
sector employment has not been a tradition. The ratio of participants to the unemployed in the west
lander is half that in the east rander, but even in this case, the rate is well under two percent. The lower
rate in the west may be attributable to the difficulty of starting a new business in the Handwerk or crafts
sector (Meager and other 1992). The latter requires the owner to be a Meister or to employ one, which
poses considerable cost on the enterprise. While being gradually extended to the new lander, this
regulation is not yet fully enforced.

Participants of self-employment programs tend to be well-educated, more qualified, and
unemployed for shorter periods. They are also predominantly male. In France, for example, only 20
percent of the participants are women even though they account for more than half the unemployed.
Aucouturier and Daniel (1993) state that women participate less in the program because with lower
qualifications, the types of businesses they can create are far more limited (Aucouturier and Daniel 1993).
Meager (1993) argues that the design of the German scheme discriminates against women since it
specifies the business must generate a minimum income. Since women are more likely to enter low
income, service activities this contributes to their under-representation in self-employment.

In Australia, a survey of program participants in 1991 follows the same pattern of better
qualified, higher educated males participating in self-enployment programs. New initiatives are being
taken by managing agents to develop a specific client group focus providing assistance for people with
disabilities, women, and migrants. Information is not yet available to judge the impact of these initiatives
on participant characteristics (Johnstone 1993).

There is only limited evidence of the impact of lump-sum payments on participation rates.
The only evidence offered is from the two U.S. demonstration projects. The participation rate in
Washington State which offered the lump-sum is almost twice that of the allowance-based scheme in
Massachusetts. There is some evidence that lump-sum payments can influence the capital intensity of new
business start-ups.

Aucouturier and others (1993) show how participants in the French scheme who receive
lump-sum payments are over-represented in more capital-intensive production activities. The two U.S.
demonstration projects also support the theory that lump-sum schemes foster the development of
manufacturing. Twenty percent of Washington State participants are involved in manufacturing compared
with fourteen percent in Massachusetts. By comparison, in the U.K. the allowance-based scheme has an
over-representation of small-scale service activities (Meager 1993).

Survival Rates. Having assisted the unemployed in becoming self-employed, several
questions arise. First, how long do the unemployed survive in business and what effect does the
assistance have on their subsequent employment status? Small businesses are known to have a high
failure rate. The question is can assistance from self-employment programs influence this rate? Second,
are some program features more effective than others in extending survival rates? And finally, do the
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self-employed generate additional employment for others? Most of the countries in the sample have tried
to address these issues. The definition of survival used here includes those who are continuously self-
employed, whether or not in the same business. The survival rates produced probably over-estimate
actual survival rates since they treat non-respondents as having the same survival rates as respondents.

Table 8: Survival Rates for Partidpants of Self Employment Programs

Intake Year Months Since Survival Rate
Leaving Program

Australia 1990 12 months 54%

Denmark 1989 12 40

France 1986 54 51

Netherlands 1985 36 52

UiK 1991 7b 71

US (Washington) 1990 15 63

US (Massachusetts) 1990-92 13 77

a: This estimate is based on an extrapolation of register and survey data of participants
having been m the program for 2 years.

b: The nunber of weeks that a participant can spend in the program varies. 48.4
weeks was the mean mnwber of weeks that the participants were on the scheme. Th
srvey was conducted approximately 18 mnthws after starting the program which
can nm for 26-66 weeks.

The amount of time elapsed from when a participant exits a self-employment program and
when survival rates are calculated varies among countries in the sample as observed in Table 8. The
survival rate for the U.K. program, for example, is based on a survey taken 18 months after participants
have begun the program which can last from 26 up to 66 weeks, therefore approximately seven months,
on average, after they have exited the program. In contrast, the French ACCRE survival rate is based
on a 1991 survey of 1986 participants. This is particularly important since most business failures occur
within the first couple of years after which the failure rate stabilizes. Significantly, Denmark and France
with their light screening of participants exhibit the lowest program survival rates. The attrition of new
businesses is high with approximately one of every two failing during the first year of operation.

The question emerges as to whether these rates are any better or worse than those of new
business start-ups not participating in self-employment programs. In France, the survival rates of the
ACCRE participants are lower than those of the self-employed not receiving ACCRE assistance.
However, ACCRE enterprises tend to have a smaller capital base and the participants possess cultural,
professional, and social backgrounds that are perceived to be less-oriented toward enterprise creation
(Aucouturier and other 1993). A similar conclusion is reached for the Danish program in a comparison
of participants and non-participants (Rosdahl 1993). In the Netherlands, the Central Statistics Bureau in
a study of businesses established in the last quarter of 1985. reported 67% still in existence after 38
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months (Netherlands Ministry for Social Affairs and Employment 1990, p.2). This exceeds the estimated
survival rate of 52 percent for Bz Scheme participants.

The age of the entrepreneur and sector of the economy in which a business is established
seem to influence survival rates. In the U.K., survivors of the Business Start-Up Scheme tended to be
nales, 35 years of age and older. The latter is not surprising though since most of the participants are
male and their average age is 38. The U.S. demonstrations offer no evidence distinguishing survivors
from non-survivors. In Denmark, however, Rosdahl (1993) undertook a study of factors influencing
survival in the Enterprise Allowance Scheme. He found that the age of the participant was significant,
with persons under the age of 35 have a lower probability of survival. Another significant factor was
the sector of the economy in which the business was established. Trade, where competition is high and
entry and exit are easy, exhibited the lowest survival rates. Other factors found to be important to
survival were the size of the capital base and the use of an accountant, but not the taking of business
courses.

Some entrepreneurs may voluntarily return to wage and salary employment or possibly
sell the business. In the U.K., a recent evaluation of non-survivors of self-employment assistance
programs found that 27 percent had full-time jobs, 8 percent had part-time jobs, and a further 2 percent
said their business was being operated by someone else (Tremlett 1993). When the percentage of
participants engaged in either self-employment or wage and salary work is measured in follow-up surveys,
approximately eight out of ten are found in one or the other type of employment (see Table 9). The U.S.
demonstration projects provide an interesting comparison of the employment status of program
participants and non-participants. Participants in these projects received support for self-employment,
while non-participants remained in the unemployment insurance scheme. A higher percentage of
participants were employed in both demonstration projects than non-participants (shown in parenthesis
in Table 9).

Table 9: Percetage of Program Participants Either Self-Employed or Employed

Intake Year Months Since Leaving In Employment
the Program

Australia 1990 12 months 63 %

US (Washington) 1989-90 15 73.6 (68.3)

US (Massachusetts) 1990-92 13 79.7 (63.6)

UK 1991 7 81

Germany 1986-88 24 90

There is evidence that increased screening of program participants weeds out those most
likely to fail, but that program assistance such as business advisory services has no measureable impact
on survival rates in the short term. The attraction of this assistance, however, may increase program
participation rates. There are many factors influencing survival rates and it is difficult to sort out the
influence of any single factor. The U.K. self-employment program underwent changes in 1991 that led
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to a tighter screening of participants. Ihe Australian NEIS program did likewise. Subsequently, as
shown in Table 10, both experienced higher survival rates with the tighter screening of participants.

Compion of survival rates between program participants and non-participants in the
two U.S. demonstration projects do not reveal any difference in these rates to attribute to participants'
access to business advisory services in the short term. Survival rates collected during the 18 month
follow-up survey showed that those receiving business advisory services were no better than those in the
control group who did not receive the business training and counselling. The numbers of self-employed
in the treatment groups were much higher, however, suggesting that access to these services increased
self-employment rates (Benus and others, 1993). However, early results from the final follow-up survey
suggest significantly higher survival rates for those receiving the business advisory services (Benus and
others, forthcoming).

Table 10: Survival Rates Before and After Increased Screening

Survey Time Since Exit Survival Rate (%)

Before

UK (1987) 6 months 68

Australia (1989) 12 43

After

UK (1991) 7 73

Australia (1990) 12 54

As an employnmat generation stegy, slf-employment does not contain a large
multiplier effect in which the self-employed hire large numbers of additional workers. As seen in Table
11, only about 10 percent of the self-employed in Australia's NEIS program after 12 months had hired
full-time workers. Another 12 percent had hired part-time workers. The U.K.'s experience was similar
to this. In France, after four years 29 percent of the self-employed had hired additional full-time and
part-time workers. The multiplier effect in these cases is about one-half job for each self-employed
survivor. Low hiring rates are the pattern of self-employment in most OECD countries (OECD 1992).
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Table 11: Secondary Job Creation by the Self-Employed

Survey 1. Employing Enterprises 2. Jobs Created
(per 100

Full time Part time survivors)

Australia 1991 9.8 % 12.4 % 50 (20 + 30)
(12 month)

France 1986 29 45
(54 months)

UK1991 9 9 37(18 + 19)
(18 month)

Deadweight Effect

Deadweight is a measure of the proportion of program participants who would have
become self-employed without the existence of self-employment assistance. The larger the deadweight,
the smaller the program's net employment effect. Deadweight effects in most of the countries in the
sample were measured by asking participants what they would have done had the self-employment
program not been available to them. The U.S. demonstration projects provided a more rigorous measure
by comparing the percentage of non-participants and participants starting a business. About one of every
four new businesses started in the U.S. demonstration projects by participants would have been started
even if the program had not been available (Benus and others, 1993). The estimate of deadweight is
higher in other countries.

Attractive program benefits and
tight screening may increase deadweight. The Table 12: Deadweight Estimates for
high deadweight estimate for Denmark in Table Self-Employment Programs
12 can be speculated as coming from the prospect
of a program allowance that extends to 3.5 years. Australia 39 %
This could attract persons who plan to start a Denmark 56'
small business into first qualifying for the
program to receive these benefits. The reason for France 60
the high deadweight estimate in France is less United Kingdom 42
clear. In the U.K., analysts have remarked that
- everything the TECs say about wishing to US (Washington) 26.6
improve the standard of applicants and increase US (Massachusetts) 28.6
survival rates would lead one to expect an
increase in the proportion of deadweight a. 27 % said they would 'defmnitely have started' and 29
applicants over time." (IFF Research 1992, p.22). % said tha thy -iight have started'.
While the evidence is unclear, the suggestion is
that a tradeoff exists between improving survival
rates through better screening and lowering
deadweight effects.
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costs

The study asked counties for expenditures on self-employment assistance. A comparison
of these expenditures, however, bears some qualification. Countries have not included the cost of
program administrition except in cases like Australia where these costs have been contracted out. Beyond
this, the expenditures per participant in Table 13 reflect differences in allowances based on the generosity
of unemployment insurance programs and the level of business advisory services provided. If the
unemployment insurance system offers a lengthy peribd of benefits, for example, as in Denmark, the
program costs are high even though this program offers no business advisory services. Expenditures per
participant, expressed in U.S. dollars, vary from a low of $1,834 per participant in Germany's east lander
to a high of $18,993 in the Netherlands, where the latter includes small business loans.

Table 13: Self-Employmet Progam Expenditure per Participant Year

Year Benefit Term Cost/participants
(wks) (1990 USD)

Australia 1991 52 10,700W

Canada 1989 40 7,800'

Denark 1992 180 13,500

France 1992 .. 4,400

Germany (west) 1992 13 2,000

Germany (new) 1992 13 1,800

Ireland 1992 40 6,600

Netherlands 1992 40 19,000O

UK 1991 26-66 3,300

US (Washington) 89-90 26 5,400

uS (Massausetts) 90-92 24 6,700

a - Cog figwz .2xJud admiiutWaim an .oqa .w ma Cam&d an Augalii.
b - iods .mE aiprija loo.

The U.S. demonstration projects suggest that lumpu payment programs produce higher
expenditures per participant than periodic allowance programs. Even though the maximum benefit
available to both groups was the same, the Washington State program paid program participants an
average of $1,100 more than was paid to control group members through unemployment insurance
paymems. By comparison, in the Massachusetts program, self-employment participants were paid, on
average, $550 less than unemployment beneficiaries. This added cost has to be weighed against measures
of the program's effectiveness.
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Self-Emplovment and Maroenterprise Pro2Mts in Poland and Hunfarv

Some of the lessons drawn from OECD experience are also evident in case studies of self-
employment assistance offered by Ministries of Labor in Poland and.Hungary. When the present value
of self-employment assistance is greater than that of alternative income support and employment assistance
programs, this can increase the participation rate of self-employment assistance and its cost without
necessarily generating favorable program outcomes. The resulting increase in the demand for self-
employment assistance make screening mechanisms and participant monitoring all the more important as
means to control program costs. There are differences in transitional economies, however, that must be
considered in program design when compared with OECD countries. The absence of well-developed
capital markets offering credit to small businesses is important as is the lack of a well-developed private
sector providing the specialized business experience not found in Ministries of Labor.

In Poland and Hungary, Ministries of Labor were actively involved in providing self-
employment assistance to the unemployed as the transition to market economies began in the late 1980s.
Subsequently, in Hungary, the Ministry of Labor (MOL) has backed away from much of its support for
self-employment and has left the gap to be filled by others, including the Ministry of Industry and Trade.
While in Poland, the Ministry of Labor and Social Policy (MOLSP) continues to support self-
employment, and plans to extend its activities with assistance from a World Bank loan. The MOL's
decision in Hungary appears to be linked to the cost of its highly subsidized credit component and the
failure to introduce appropriate screening instruments to control program cost. Neither country offers
the study the data needed for a rigorous assessment of program outcomes in relation to costs, which in
itself is an important lesson.

Poland

The private sector has been a constant, if small part of the Polish economy since World
War II. Private entrepreneurs and small workshops were tolerated to the extent they provided goods and
services to the state sector. The private sector was regulated and taxed through this period: Governments
have liberalized and alternatively restricted private activity to suit the conditions of the time. In 1989,
Polish reformers succeeded in passing the "Law on Economic Activity," which promoted private sector
development by removing restrictions on the activities and numbers of employees permitted in private
firms, and loosening license and registration requirements. By the end of the year, over 800,000 persons
had established sole proprietorships and more than 16,000 new companies were registered (Webster
1992a).

Alongside support for self-employment for the unemployed provided by the MOLSP, the
Ministry of Industry and Trade (MIT) held responsibility for small enterprise development until 1992,
when a new Ministry of Enterprise Development was created. This Ministry grew out of the Office of
Entrepreneurship Promotion and the Department of Small and Medium-Sized Enterprises in the MIT.
The responsibility of the new Ministry was to play an advocacy role for the development of small
businesses. Its life, however, was short-lived. With the change in government in 1993, the Ministry of
Enterprise Development was reinstituted as a Department of the MIT.

Donor organizations are beginning to play a key role in financing and technical assistance
for small and medium-sized enterprises. The Cooperation Fund was established by the Government to
stimulate and support activities and initiatives aimed at facilitating democratic change, ownership
transformation, and economic development. The Fund currently administers two small enterprise
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development programs, which are being financed by the European Commission's PHARE program: the
Small and Medium Enterprises Sector Import and Support Program (ECU 6 million) and the Private
Sector Development Program (ECU 6 million). The Structural Development in Selected Regions
(STRUDER) program, also supported by the EC PHARE with a fund of ECU 76 million and managed
by the Polish Agency for Regional Development, is designed to aid the development of small and
medium-sized private enterprises and contribute to local infrastructure and training of human resources.

Access to credit has been a key feature of government and donor policies for small and
medium-sized enterprises. Table 14 describes the activities of three of the major sources of small
enterprise credit in Poland: the Polish Development Bank (PBD), the Enterprise Credit Corporation
(ECC) launched by the Polish American Enterprise Fund, and the Bank for Socio-Economic Initiatives
(BISE) established in July 1990 by the MOLSP in cooperation with France's Bank Caisse Central de
Credit Cooperatif. When the size of the average loan made by these institutions is examined in Table
14, it becomes clear that these institutions are serving larger enterprises than those that might be created
by the unemployed. The MOLSP has stepped into this gap with its Loans for Individual Economic
Activity, Pozyczki no Indywidualna Dzialalnosc Gospodaroza (PNIDZ) Program.

Table 14: Summary Characteristics of Loans for Smsll and Medium-
Sized Companies from Major Loan Programs (1992)

PDB BISE PAEF
(SME Dept.) (ECC)

Total Amount Lent (USD) 23,190,000 7,768,000 24 640 000

Number of Loans 34 191 912

Average Loan (USD) 682,000 40,700 27 000

Average Terms 42 months 24-36 months 30 months

Collateral 150-200 % 150-200 % 140 %

Interest Rates market market below mkt

Average exchange rate (market ate rt) for 1992: Zi 13626. Sac:lMF (1993), Imeatiora
Financial Statistics, Washington, D.C. p.436.

Target Population. The PNIDZ Program, like its OECD counterparts, is not an
entitlement program. The numbers supported are constrained by the size of the program budget, which
is drawn from the MOLSP's Labor Fund. An individual must be either unemployed or have received
notice by his employer of a pending layoff. -Those who have exhausted their unemployment benefits are
not eligible for the program, although another loan scheme is available to them through social welfare

24



assistance.3 The combined target populations of the two MOLSP programs makes the number of those
eligible for self-employment assistance large. There is no further restriction on the target population
related to the length of unemployment.

Screening the PoDulation. Potential participants must first be interviewed by a local labor
office representative. The individual is questioned regarding his work experience and idea for an
enterprise. If the responses are considered satisfactory, the applicant is given an application that asks
further questions about the type of enterprise that will be created, the financial plan, the size of loan
requested, and how the loan will be used. With the exception of the labor office representative's
judgement in releasing the application, the demand for information in the application is sinilar to the self-
screening techniques used in OECD self-employment programs.

Applications when completed are reviewed by the local labor office of the MOLSP. The
program requires that the applicant receive a response within 30 days. The private sector is used in
screening applications. After the local labor offices screen the applications to ensure all the information
has been supplied, the applications are passed to Local Labor Councils, private-public bodies created by
the MOLSP for this purpose. The screening at this point is based on elements of a business plan
contained in the application. Some local labor offices have introduced other screening criteria. Priority
may be given, for example, to the current unemployed over the prospective unemployed and some offices
refuse applications involved in "petty" trade based on their high failure rate.

In 1991, compulsory pre-entry business training was introduced for participants passing
the first screen of the Local Labor Councils. Each of the 300 local labor offices negotiates a business
advisory services contract in its local area. The quality varies. In a city like Warsaw, there are a number
of private sector business advisory services to use, whereas in more remote areas the choices are more
limited. The length and content of training will vary from region to region in this heavily decentralized
systemn. In a city like Lodz the training may last one week, but in Warsaw it may extend up to four
weekss. Applicants must successfully complete the business advisory course to be admitted to the PNIDZ
Program.

Delivery of Services. For applicants admitted to the PNIDZ Program, services are
provided directly by local labor offices. Private intermediaries are not used as in OECD countries. The
MOLSP through its local labor offices both finance and deliver self-employment assistance. The coitract
is signed with these offices and the loan is paid, frequently in cash, by these offices. Local labor offices
are also responsible for monitoring loan repayments. Should the recipient be late in his payment or
default, the local labor offices contacts the applicant and, if necessary, pursues the matter through the
courts. This places a burden on the staff of these offices who in many instances are not trained for this
activity and whose time must be taken from other labor exchange functions.

The MOLSP is taking steps to address this problem by financing the development of
private sector organizations to deliver pre- and post-entry business advisory services. As an example,
the Foundation for Socio-Economic Initiatives (PISE) has received a grant from the MOLSP to provide

3 One of the programs administered by the MOLSP's Social Policy arm is the Social Welfare Loans for
Individual Economic Activity (Rozwoj Malej Przedsebiorczosc). The program provides loans and
business counselling to participants wishing to start new businesses. The maximum loan is 30 times the
minimum social welfare benefit.

25



PNIDZ clients in 60 local labor offices with a one-week training course and five hours of business
counselling. FISE is an independent, non-profit agency with a network of 14 local offices offering
business advisory services and training to small businesses. MOLSP is also receiving support from a
World Bank loan that would develop the capacity of non-governmental institutions to promote self-
employment for the unemployed.

Program Benefits. The credit feature of the PNIDZ program makes participation
attractive in compaison with the receipt of unemployment benefits. Once the pre-entry training is
successfully completed, the applicant signs a contract with the local labor office stipulating the terms of
the loan and bow it will be used. The loan may be as high as 20 times the average monthly salary. The
interest charged is subsidized. The rate is 60 percent of the Central Bank discount rate (80 percent for
enterprises involved in manufacturing). No collateral is required, although two guarantors are needed.
If the individual keeps the loan payments current during the first 24 months of the loan, the recipient may
request that up to 50 percent of the loan be forgiven.

This feature has encouraged high payback rates. Evidence from individual labor offices
indicates these rates approach 90 percent, although in some of the more disadvantaged regions the rates
are closer to 60-70%. The loan and its financial benefits make the PNIDZ Program generous in
comparison with its OECD counterparts. By comparison with the unemployment benefits available in
Poland, the amount of the loan in Table 15 can be up to five times greater than the maximum allowable
unemployment benefit, although on average, it is approximately 3 times greater. Supporters of the
PNIDZ program, however, contend that the loan in absolute terms is not large and its size is necessary
to provide a meaningful source of capital for a new business start-up. Furthermore, since at least 50
percent of the PNIDZ benefit must be repaid, the benefit cost is closer to 1.5 times greater than the cost
of regular unemployment benefits.

Table 15: Comparison of Unemployment and PNIDZ Benefits in 1992

Unemployment PNIDZ
Benefit Program

Maximum benefit payable Zi 10,800,000 Zi 54,000,000

Maximum term allowed by law 12 months

Avg benefit paid .. 32,600,000

* Beca of budgtuy conoainzt, may of the locdl labor offices pmfer to offer naller
loan (Zi 32 000 000) in oder to be in a poson to accept mom aplicu to the pgnM.

Among the OECD countries studied, only the Netherlands offered access to small business
loans in addition to an allowance. The U.K. Department of Employment administers a Loan Guarantee
Scheme that provides a government guarantee to banks on certain loans to potentially viable small
enterprises that would not otherwise receive debt finance. This program designed to address credit
market failures, however, is not targeted on the unemployed. Credit access for new entrepreneurs is seen
by Polish officials as a critical need in Poland and it is therefore a major program benefit. Characteristics
of PNIDZ loans are featured in Table 16.
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Table 16: PNIDZ Loan Features in 1992

Maximum loan size Zi 54,000,000 (approx. US$4,000)

Maximum Term 4 years

Guarantee (% of loan) 100 %

Total number of loans 4,907

Total amount lent Zi 237.5 bil. (approx. US$17.4 M)

Average loan size Zi 32,600,000 (approx. US$3,600)

Average Terms 2 years

Payback rate 60 - 95 %

Interest rate below market

The PNIDZ Program does not feature post-entry business advisory services, nor does the
MOLSP through its local labor offices refer participants to other programs. Participants in need of
assistance may seek business advisory services from non-governmental organization that may or may not
charge for these services. The benefits of the PNIDZ Program, apart from the pre-entry training, used
mainly for screening, are primary found in the access it provides to credit for the unemployed seeking
to start new businesses. This is not a market that is well-served by existing financial institutions.

Program Outcomes. Very little information is available on program outcomes matching
that found in OECD countries. The need for monitoring and evaluation is evident on such matters as
numbers of new businesses and jobs created, the survival rate of these businesses, deadweight effects,
and the cost of the jobs creatd. Statistics are available, however, on program participants as a share of
the unemployed and PNIDZ Program expenditures. Two important lessons emerge from these statistics.
First, a program with attractive benefits relative to alternative income support programs will attract large
numbers in a transitional economy. Second, with rising unemployment, countries that combine
expenditures for unemployment with those for employment assistance will find unemployment benefits
crowding out expenditures for employment assistance.

The Labor Fund whose source of revenue is primarily from the state budget with about
20 percent from taxes on wages is used to cover the cost of unemployment benefits, but also to pay for
training and other employment assistance programs such as the PNIDZ Program. In 1990, unemployment
in Poland was low and the budget from the Labor Fund allotted to the PNIDZ Program reach nearly 14
percent. Unemployment rose sharply in 1991, however, and the Labor Fund was shifted to paying
unemployment benefits forcing a reduction in the budget allocation for the PNIDZ Program. Table 17
shows this reduction with expenditures on the PNIDZ Program falling to one percent of the Labor Fund
in 1993.
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Table 17: PNIDZ Expenditures as a Share of Labor Fund Spending
and Participants as a Share of the Unemployed

Participants Participants/ Share in
Unemployed (%) Labor Fund

1990 32,419 2.9 13.9

1991 13,426 0.6 2.0

1992 4,907 0.2 0.7

1993 6,145 0.2- 1.0

The number of PNIDZ participants also fell sharply to under one percent of the
unemployed. Before the budgetary constraint on program participation was introduced, however, the
share of the unemployed entering self-employment through the PNIDZ Program was still well below five
percent, matching levels found in OECD countries. In this respect, the experience of one transitional
economy follows closely what has happened in OECD countries. The unemployed even in the face of
attractive benefits do not rush to self-employment as a solution.

Hunpgry

Reforms in 1968 reintroduced private sector activity in Hungary after nearly a 20 year
absence. Individuals in rural areas were encouraged to sell produce directly to consumers rather than
through the state. State employees were permitted to work part-time in small private enterprises. Further
reforms in 1982, legalized other private and quasi-private forms of enterprises. An individual could
choose to become self-employed or form a partnership as long as legal and professional requirements
were met. In 1989, Hungarian reformers passed the Act on Economic Associations which provides the
legal framework for establishing and operating commercial enterprises (Webster 1992a).

A number of Ministries are engaged in supporting new enterprises. The Ministry of
Labor, however, was the first in Central and Eastem Europe to offer a self-employment program. The
Ministry of Industry and Trade (MIT) created the National Small Enterprise Development Office (OKFI)
in 1990 to develop snall business policies and plan an advocacy role, but neither the Ministry or OKFI
offered technical or financial assistance to new entrepreneurs. Other Ministries, however, such as
Finance, Agriculture, and Environment Protection and Regional Development administered credit
programs for new enterprises. Access to credit is a major component of small business programs in
Hungary as it is in Poland.
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Table 18: EC PHARE Micro Credit Line - Sept. 1992 to October 1993

PHARE Micro Credit

Total amount lent 4.35 million ECU (approx. US$3.35 M)

Total number of loans 1,520

Average loan size 2,861 ECU (approx. US$2,206)

Collateral noneb

Personal commitment none

Payback rate 65 %

Interest rate 19 %'

a. The raximum loan was raised to ECU 5000 in September 1993.
b. liens on the capital.
c. Central Bank discount rate
d. Central Bank discount rate plus bank percentage.

Average ECU rate (eb) for 1992: 1.2968. Source:lMF (1993), International
Financial Statistics, Washington, D.C. p. 552.

With one exception, many of the credit programs fail to serve micro-enterprises. For
example, the Hungarian National Bank administers the Start Credit Scheme which as created in
cooperation with the German Government. The Start Credit is available to all small enterprises with less
than 150 employees that are no more than 2 years old. Its average loan from 1992 to 1993 was U.S.
$27,500. The Hungarian Enterprise Fund created a small loan program in 1991, but its loans averaged
U.S. $46,300 and required 150 percent collateral. The exception was the European Community's
PHARE SME program. As shown in Table 18, its micro credit line produced loans that averaged U.S.
$2,206 with a 65 percent payback rate. The Fund operates a network of 12 local enterprise agencies
throughout Hungary, and plans to open at least 5 more in 1993-94.

The Ministry of Labor in 1989 offered the unemployed who wanted to become self-
employed a credit program. The Qjrakend&si k6lcsen ((Jjk) scheme -Restart Loan for Unemployed and
School Leavers- was introduced, but after two years it was discontinued amid claims of abuse because
of high costs. This program was replaced by the Munkaneikiliek vdllalkoz6vd vdldsdnak elosegitgse
(Mvve) scheme -Unemployment Benefit Program for Entrepreneurs- which is also considered not to
be performing well. The problem in both cases appears to rest in the failure of the programs to screen
clients effectively, while offering attractive financial benefits in relation to alternative income support
programs.

Target Population. The (Jjk program was introduced nation-wide in 1989. It was open
to the registered unemployed who were eligible for unemployment benefits and to those graduating from
high school and university. Almost immediately, the target group was expanded to include individuals
without any employment. This proved important in light of the program's failure to screen applicants
effectively. Anyone without a job could claim the credit offered. There was no requirement for
individuals to be unemployed for a period of time. Thus, individuals leaving their job the day before
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were eligible as were those with no employment history. The MOL was unable to predict accurately the
demand for the program. Claimants came from highly-qualified blue-collar and white-collar professionals
who would have had little difficulty finding paid employment.

Screening the Population. Initially, applicants to the Ujk program had to demonstrate the
necessary qualification and financial background required by their enterprise proposals to qualify for the
program. However, this requirement was dropped within the first year of the nation-wide program. To
become a Ujk participant, applicants applied to a local labor office. These offices referred applicants to
a local bank. The banks screened applications by requiring the applicant provide a business plan.
Collateral or a guarantor for the loan was required. In addition, the applicant had to obtain an
"Entrepreneur Card," which were obtained simply by registering the business with local authorities.

The Mwe program as a follow-up to the UJjk program focused on the unemployed, but
did litte to improve the screening of applicants. Mvve applicants apply to a local labor office. If
accepted, they must obtain the Entrepreneurs Card. The participant of this program is not subjected to
questioning or training, nor does he or she have to provide a detailed enterprise proposal. A bank is not
involved. Both schemes lacked the more sophisticated screening procedures used in OECD countries and
even in Poland. This may change in the future, however, if Hungary adopts a proposed law modeled on
the German system making membership in Chambers of Commerce and Trade compulsory. In this case,
the Mvve scheme may move to the German Uberbruickungseld program which would require an applicant
to obtain the approval of the appropriate Chamber before being admitted to the Mwe program.

Delivery of Services. Like Poland and OECD countries, the Ministry of Labor and its
local labor offices turned to others for business experience in its limited screening of proposals. The
banking sector was used. Hungarian banks, however, had limited experience with evaluating the credit
worthiness of small businesses. Local labor offices appeared to provide little screening themselves for
the Ujk program. The tjk program offered no pre- or post-entry business advisory services. In the
Mvve program, the Ministry of Labor calls on others to deliver subsidized business advisory services.
Its role is restricted to financing these services.

Proœmm Benefits. Under the Jjk loan scheme, the Ministry of Labor agreed to pay the
interest on bank loans of approximately U.S. $5,000, which was subsequently raised to U.S. $6,300.
The scheme was considered to be an extremely favorable one because of the high inflation and interest
rates. Apart from paying the interest on the bank loan, the Jjk scheme did not offer other post-entry
services. The attractiveness of the loan was reflected in the sharp increase in recipients from 12,782 in
1989, to 29,429 a year later in 1990. The maximum term of the loan was ten years. See Table 19.

The cost of the (Jjk program began to swell and the Ministry of Labor withdrew from
the loan scheme and,shifted to the Mvve program which offered a monthly allowance and 50 percent cost
reimbursement on business advisory services. The Mvve program was simple. It too required little
screening as explained above. It offered six months of extended unemployment benefits plus the 50
percent rebate of expenditures on business training, counselling, and credit security insurance. While not
nearly as financially attractive as the Ujk program with its large, interest-free loans, it nevertheless
offered additional income for the unemployed with little effort required in return.
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Table 19: Ujk Loan Scheme

1989 1990

Maxinum loan size 300,000 HUF 400,000 HUF
(US$5,080) (US$6,300)

Maximum Term 10 years

Collateral none

Total number of loans 12,782 29,429

Total amount lent (HUF) 4.5 billion 10.2 billion

Average loan size 345,472 HUF
(US$5,500)

Average Terms 4.7 years

Interest rate paid by Ministry market market
of Labor

Interest rate paid by recipient 0 % 0 %
1989-9U average

Average HUF exdcange rate (official rf) for 1998: 59.066; 1990: 63.206. Source:IMF
(1993), Intemational Financial Statistics Washington, D.C. p. 272.

Prouram Outcomes. The results in the case of the (Tjk program were predictable. With
interest-free loans offered and a widely defined target group, participation exploded to nearly half the
unemployed in 1989, before falling to 37 percent in 1990. The program proved to be costly since the
Ministry assumed all interest payment obligations. Under a tightened budget constraint and the more
narrowly defined target population of the Mvve program, participation rates fell sharply to levels like
those in Poland and some OECD countries.
Table 20 reveals the cost of the Ojk program to Table 20: Ujk and Mvve Expenditures as
Hungary's Employment Fund. Interest payments a Percent of the Employment Fund
a year after the program was closed absorbed one- Mvve
third of the Fund's resources, while the Mvve Ujk
programn accounted for less than 2 percent. Even 1989 6.9
three years after closure of the (Jjk program,
interest payments amnounted to more than seven 1990 38.8
percent of the Employment Fund. 1991 33.7 0.2

Hungary failed to grasp the 1992 15.7 1.8
lessons of the Ujk experience and the value of 1993- 7.4 1.2
effective screening. When it introduced the Mvve
program it provided even less screening, since * - Septembr
banks were no longer involved. It narrowed the
target population to those who were unemployed
and reduced the program's financial benefits, but the number of program participants, instead of falling,
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rose. The numbers, however, have not exceeded those of Poland or OECD countries. Without screening
or the benefit of participant monitoring there is a question of whether the benefits are being used for self-
employment, or for merely extending unemployment benefits. Table 21, for example, shows virtually
no use of the subsidized business advisory services offered by the Mwe, while the number of claimants
is rising.

Table 21: Number of Mvve participants by Type of Service

Loan or Training Counselling Insurance
allowance reimbursement reimbursement reimbursement

1991 1,042 3 24 2

1992 5,466 5 124 5

1993* 8,388 1 137 1

* Januay - Septmber

Unlike Poland, Hungary acted in 1991 to create separate funding for unemployment
benefits and employment assistance programs. The Solidarity Fund was established to provide income
support for the unemployed and an Employment Fund was created to support employment assistance
programs. The Solidarity Fund was financed by payroll contributions from employers and employees,
with a temporary central budget transfer in 1992 to avoid a further increase in payroll contributions. The
Employment Fund was financed from the centrl budget with a funding level of approximately 0.5
percent of GDP. As of 1994, seven employment assistance programs, including assistance for self-
employment, are supported by the Employment Fund with the mix changing from year to year based on
assessments of program effectiveness.

Lessons from Eperien-ce

Except for Poland and Hungary, which are economies in transidon, the lessons drawn
from this study come from established market economies. These are economies where a legal
infrastructure exists providing a transparent environment for investment, where competitive markets are
found providing access to raw materials and supplies, where a network of technical assistance services
is available, and where efficient capital markets can be found. The outcome of programs supporting self-
employment for the unemployed is doubtless influenced by this enabling environment. The findings of
the study should be interpreted against this background. Creating an enabling environment is important
alongside assistance to potential entrepreneurs.

Support for self-enployment should be seen as one item on a menu of strategies for
employment creation. As this study shows, it is not a panacea for unemployment. In both market and
transiLional economies well-designed self-enployment programs will reach up to five percent of the
unemployed. Those who participate will be primarily mnale, better educated, and in their 30's. The
programs offered tend not to attract women. If gender issues are of concem among the unemployed
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different strategies will be required to introduce women to self-employment. The findings also diminish
expectations of self-employment as a solution for graduate unemployment. Not only are the young less
inclined to participate in these programs where self-screening is used, there is the suggestion that the
success and survival of the enterprise is greater for those 35 years of age and older.

Governments that assist the unemployed in creating self-enployment rely on Ministries
of Labor to organize this assistance. This assistance joins the menu of services available to the
unemployed who are the principal constituents of Ministries of Labor. The trend in market economies,
however, and even in the transitional economies observed is to limit a Ministry's role to that of financing
self-employment assistance. Without specialized business experience, Ministries of Labor depend on the
private sector for service delivery. In transitional economies without a background of private small
business activity, steps will need to be taken to build an infrastructure of services for private
entrepreneurs by opening the market to the entry of non-governmental organizations offering this
experience.

Capital market failures are also an issue for transitional economies attempting to support
self-employment. The OECD countries participating in this study are assumed to offer relatively efficient
capital markets with only the Netherlands offering access to credit as part of its assistance for self-
employment. Poland and Hungary, however, have included credit components in their self-employment
programs. Without an efficient banking sector, a response to credit needs is important to the newly
emerging market economies. Experience in France, the U.K. and the United States with the lump-suM
payment of unemployment benefits provides a possible solution. The United States shows lump-sum
payment of unemployment benefits will increase beneficiary cost about 20 percent, but will produce
enterprises that are more capital-intensive.

Countries can control the cost of self-employment assistance by introducing screening
instruments that lead potential participants to weigh the private costs and benefits of the assistance. These
instrunents include: information sessions, applications, interviews, pre-entry business advisory services
and training, and development of business plans. The study finds that inexpensive insuments such as
information sessions, applications, and interviews can sharply reduce the number of potential program
participants through their self-assessment of the private costs and benefits of participation. Third party
screening of applicants can be minimized. The importance of these screening instruments rises where
progran benefits exceed the level of unemployment benefits. Lump-sum benefits, access to credit, credit
subsidies are program features that have been found to increase the rate of participation in self-
employment programs and, thereby, boost the importance of screening instruments as a cost control
mechanism.

Raising the entry cost of self-employment programs by using screening instruments will
lead some potential,participants to abandon ideas that are risky and that offer only marginal profit
potential. This outcome could be achieved, of course, by simply charging an entry fee for self-
employment programs. Instead, the objective of the screening instruments should be to increase the
potential social and private benefits of self-employment by reducing deadweight effects, increasing
enterprise survival rates, and expanding employment generation potential. The study suggest that
deadweight effects rise with an implicit increase in the entry cost imposed by rigorous screening
instruments such that a balance needs to be struck between cost and deadweight control. Expenditures
on training and advisory and counselling services should be guided by the impact of these expenditures
on enterprise survival rates. On this, the evidence is mixed indicating more attention needs to be given
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to the design of these services. The creation of an average of only one-and-a-half jobs per enterprise
suggests the need to look for ways to support enterprise growth beyond the start-up stage.

The findings of the two United States demonstration programs using a rigorous random
experimental design indicate that self-employment programs are not as expensive as some have thought
and that the higher overall employment rates found for participants make these programs cost-beneficial.
The Washington State demonstration program with its lump-sum payments for the self-employed is, as
described above, about 20 percent or $1,100 more expensive than the benefits paid to those who remained
in the control group collecting unemployment benefits. The possibility remains that this cost is offset by
the higher overall employment rates for the self-employed and higher productivity rates where the self-
employed work in more capital-intensive enterprises. In Massachusetts, the self-employment assistance
provided actually costs less than the unemployment benefits paid to the control group. The choice
between paying someone to be unemployed and another to be self-employed is not a difficult one, at least
where costs are concerned. Low unemployment benefits paid in transitional economies, however, would
change this equation.

A final lesson drawn for transitional economies comes from the experience of the
Employment Funds in Poland and Hungary. In contrast to Hungary, Poland combined resources for
unemployment benefits with those for employment assistance programs, including self-employment
assistance. This combination is okay so long as unemployment rates are low, but when unemployment
rises with the introduction of effective stabilization and adjustment programs, Poland demonstrates how
employment assistance expenditures are crowded out by unemployment benefits. Participation rates in
self-employment as a share of the unemployed fell sharply in Poland as unemployment rose. This
problem was avoided in Hungary by financing unemployment benefits and employment assistance
programs separately. Self-employment and other employment assistance programs were financed from
the cental budget; while unemployment benefits were financed by a payroll tax.
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Annex 1

Australia

Smali Enterprise Development

Australia has a three-tiered govermment structure: Commonwealth (national), State
(regional) and local. The division of responsibilities between government ministries at the Federal level
with regard to enterprise development is:

the Department of Employment, Education and Training administers the New Enterprise
Incentive Scheme (NEIS) which assists eligible unemployed people to establish
commercially viable employment ventures through the provision of a comprehensive
package of assistance;

* the Business Improvement Programs Branch in the Department of Industry, Technology
and Regional Development aims to assist Australian manufacturing and service
enterprises in becoming internationally competitive through enterprise improvement.

New Enterprise Incentive Scheme

The NEIS assists eligible unemployed people to establish commercially viable self
employment ventures. The federal government piloted the NEIS in fiscal year 1985 and established it
as a national program in fiscal year 1987. In 1990 the delivery of the program was largely contracted
out to organizations in the private sector known as managing agents. Delivery of the program through
managing agents was designed to enhance its equity, efficiency and effectiveness. Managing agents were
expected to improve targeting to disadvantaged areas and disadvantaged groups in the labor market and
bring additional expertise and resources to the program. Also in 1990, many States discontinued the
practice of offering interest-free loans to NEIS participants because of the high costs of the program and
the low loan pay-back rates.

Funding Sources and Delivery

NEIS operates as a partnership between the Commonwealth Department of Employment,
Education and Training and regional and/or Managing Agents. More than 90 % of NEIS places are
delivered by Managing Agents, which are generally locally-based organizations with expertise in the
provision of advice and/or training to small business. The NEIS is not an entitlement program and
operates on a fixed budget. The role of the managing agents varies between States but generally they are
involved in the marketing of the scheme, the assessment of the applicants, the delivery of training, and
the provision of business advice and mentor support services to participants.

The method of introducing the managing agents varied from State to State. In New South
Wales, an existing network of Business Enterprise Centers (BECs) which receive funding from the State
government through the Department of Industrial Relations Employment, Training and Further Education
(DIRETFE). Since the role of the BECs is to encourage enterprise development within regions through
the provision of support to local businesses and ideas to encourage commercial development, there were
seen as the logical choice to act as managing agents.
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In the State of Victoria, the largest managing agent is Rural Enterprise Victoria (REV),
part of the Victoria Office of Rural Affairs. Most of the other organizations initially approved to be
managing agents were those DEET had dealt with under the previous NEIS scheme when it was
administered under the inter government arrangements. In selecting managing agents, DEET State Office
also attempted to ensure that they were spread throughout Victoria and located in communities big enough
to sustain small business.

In the State of Oueensland. NEIS is operated in conjunction with the Queensland Self
Employment Venture Scheme (SEVS) which provides assistance in the form of an interest free loan,
generally to a maximum of $6 000 per applicant or $12 000 per couple. While there are some applicants
who only receive NEIS assistance, over 80 % of approvals for NEIS in Queensland also receive
assistance through SEVS. The State Department of Employment, Vocational Education and Industrial
Relations (DEVET&IR) is responsible for SEVS and they play a major role in the administration of the
joint SEVSINEIS program. NEIS managing agents are relatively new to Queensland. In 1991-92 they
were responsible for only 30 % of NEIS placements in Queensland but by 1992-93 this had increased to
56 % of NEIS placements. The remaining placements are administered under the inter government
arrangements. Managing agents were initially selected on a pilot basis by DEET and DEVET&IR.
Areas with high unemployment were targeted for the introduction of managing agents and DEET area
and regional managing agents also had input to the selection process.

In South Australia the State Government used to run its own self employment scheme
which was operated in conjunction with NEIS. This scheme has been phased out and DEET is solely
responsible for the administration of NEIS in South Australia. DEET advertised for managing agents in
these areas. managing agents' background in enterprise development, training and marketing was taken
into account in the selection process. The managing agents in South Australia represent a range of
organizations, with a significant proportion of them from the private sector. Three of the managing
agents m South Australia have a specific client group focus providing assistance for people with
disabilities, women and migrants.

The scheme in the State of Western Australia is administered in conjunction with the State
government's Department of State Development. Like NSW, the State government has set up local
community organizations to encourage enterprise development and to act as business incubators.
Managing agents are selected from these Local Economic Development Agencies (LEDA) and most of
the LEDAs are keen to become managing agents. Only one managing agent in the State is not part of
this network. Any LEDA interested in becoming a managing agent may submit an application which is
then considered by the two departments. If there are no existing managing agents in the area and there
are enough NEIS placements to allocate to the managing agent they will generally receive funding.
Managing agents delivered 62 % of all the NEIS placements in the State in fiscal year 1991.

The Tasmanian, the scheme is entirely administered by DEET which has been developing
a network of managing agents s'mce 1990. In the initial selection process a number of organizations
expressed interest and some were invited to apply. Organizations were selected on the basis of their
enterprise focus. As a result, Tasmania has a mixture of private sector and government funded
organization as managing agents.

Excerpt from: Johnstone, Helen. 1993. Evaluation of NEIS Managine Agents
Administrative Arrangements and Issues, EMB Working Paper. Canberra: Department of Employment,
Education and Training.
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Targedng

In order to be eligible for the scheme, applicants must be:

* receiving or dependent on an allowance from the Department of Social Security (e.g.
JSA, NSA, sole parent benefit, widow benefit, sickness benefit, invalid benefit);

* registered as unemployed with the Commonwealth Employment Service (CES);
* over 18 years of age and below the Age Pension age.

Eligible Enterprise Proposals

To be eligible for NEIS approval, the proposed business must be assessed as
commercially viable, new, reputable, non-controversial, legal and not in competition with existing
businesses.

Application Process

In most States, training in business plan development was included in a business skills
training course and this training was provided prior to approval for NEIS allowance. The duration of
training in all States apart from Westem Australia and Queensland was generally from five to seven
weeks. Those taking part in the training are eligible for a Fomal Training Allowance (FTA).

The application process varies from State to State. Applicants for NEIS in New South
#ales, fill in an application form including an outline of their business proposal. A selection committee
screens these proposals and selects the most viable. The selected participant then undertakes a NEIS
business plan training course. Final selection for NEIS allowance is made by the approval committee
after participants have completed the training and developed a detailed business plan. The large majority
of applicants who compete the training, however, subsequently get approved for NEIS allowance. The
selection approval committee generally includes the relevant managing agent, a representative from DEET
area office or the CES, a representative from DIRETFE and two or three local business people.

In Victoria, participants for NEIS business plan training are selected by the managing
agents on the basis of their business proposal. During training participants develop a business plan.
which is subsequently presented to a local advisory committee for approval for NEIS allowance. The
local advisory committees comprise the managing agent, two or more local business people and a
representative from DEET State Office. The application process for NEIS in Victoria is the same as that
in Tasmania.

Participants in Oueensland are selected for SEVStNEIS on the basis of a detailed business
plan. This business plan is developed by the participant, usually with assistance from SEVS project
officers or managing agents. Managing agents provide this assistance either on a one to one basis or
through short courses or workshops. DEVET&IR are primarily responsible for the assessment of
business plans and the selection of the most viable businesses. Once the business plan has been completed
to the satisfaction of the managing agent it goes to a SEVS project officer. The project officer assesses
the application, contacts referees and checks eligibility for the program. Some applicants are screened
out at this point. The most viable plans then go before the central independent committee for approval
on the recommendation of the SEVS project officer. The central committee is made up of a
representative from DEET State Office, a SEVS representative, an academic and four business people.
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In South Australia, applicants for NEIS fill in an application form with an outline of their
business proposal which goes to the managing agent. These applications are screened and selection is
made on eligibility for NEIS assistance and potential viability of the business. In South Australia training
is provided to applicants either before or after approval for NEIS allowance, depending on the approach
of the managing agent. If training is provided after approval for NEIS, the applicant's business proposal
will go before the committee for approval. Where training is provided before approval, the applicant will
undertake training and develop a more detailed business plan to go before the approval committee.
Advisory committees approve applicants for NEIS allowance. A representative from DEET State Office
is on each advisory committee. Other members of the committees include representatives of local
businesses and banks, the council, the CES and the local Technical and Further Education College.

Again, the selection of NEIS participants in Western Australia is made on the basis of
a business plan developed by applicants with the managing agent initially screening the business
proposals. These plans go before a local committee of five or six people. Someone from the local CES
or DEET State Office represents DEET on the committee in addition to local business people, councilors
and representatives of the managing agent. The committee's recommendations go to DEET State Office
for final approval. Participants generally receive some training in market research and business plan
development before submitting their business plans and after approval they receive training in
management skills. Excerpt from: Johnstone, Helen. 1993. Evaluation of NEIS Managing Agents
Administrative Arrangements and Issues, EMB Working Paper. Canberra: Department of Employment,
Education and Training.

Assistance

NEIS participants are offered three inter-related program services:

* Income support. A payment, broadly equivalent to Job Search Allowance (JSA) and
Newstart Allowance, is paid to participants for 12 months. Formal Training Allowance
(FTA) is also paid to participants who undertake NEIS training on a full-time basis.

- Business counselling and mentor support. As well as organzing taining for NEIS
applicants, one of the major roles of managing agents is to provide business advice and
mentor support to participants both prior to and for at least one year after commencement
of the NEIS business. The introduction of managing agents was meant to bring
additional expertise to the program in relation to the support provided to participants.
The 1992 budget introduced funding for this component of the program. Managing
agents can now claim up to $300 for each NEIS participant to pay for mentor support
costs.

* Post-approval training. The role of the managing agent is to identify the post-approval
training needs of participants, and presumably to arrange access for participants to such
training. 76 % of managing agents said they offered or provided training to participants
after they commenced receiving NEIS allowance. The proportion of managing agents
offering post-approval training, however, varied between States. In all States except
South Australia, the majority of managing agents offered some post approval training to
participants. In South Australia only two of the seven managing agents who responded
to the survey said they offered post approval training. in business planning and small
business sldlls.
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Excerpt from: Johnstone, J. 1993. Evaluation of NEIS Managing ALents - Administrative
Arrangements and Issues, EMB Working Paper. Canberra: Department of Employment, Education and
Training.

Unemployment Benefit for the Self Employed

The self employed are eligible for the means tested unemployment benefits (JSA).

Monitoring

In order to monitor how well NEIS businesses were performing DEET State Offices
generally require participants to complete and return quarterly progress reports. These reports, however,
often took a long time to get back and much administrative effort was spent in chasing them up. Some
DEET State officers said they also got informal feedback from managing agents on participants
performance. The previous evaluation noted that monitoring arrangements for income support payments
were not very effective. There had been no significant changes to the monitoring arrangements since
then, except in NSW. In the current evaluation, it was noted by a number of officers that the potential
for misappropriation of funds still existed. This wasrmainly an issue where a participant ceased operating
their business and DEET was not immediately notified of the change. A considerable amount of time
could lapse before the State offices became aware that a participant was no longer operating their business
and no longer entitled to NEIS allowance. In an attempt to address this problem NSW State office has
recently attempted to improve their monitoring arrangements. In NSW, management agents will be
required to collect and follow-up on the quarterly reports from participants and to forward them to State
office, rather than relying solely on the participants to return these forms. Excerpt from: Johnstone,
Helen. 1993. Evaluation of NEIS Managing Agents Administrative Arrangeements and Issues, EMB
Working Paper. Canberra: Department of Employment, Education and Training.

Evaluation

A recent survey of NEIS participants and delivery agents have been undertaken. The
evaluation of the delivery agents was based on three sources of data: a mail survey of NEIS managing
agents (95 % response rate), case studies of 15 managing agents and discussions with government officers
involved in the administration of the scheme. A telephone survey of former NEIS participants was
conducted in February 1993. The survey sample included two groups of former participants: i)
participants who ceased receiving NEIS allowance between 11 and 16 months (10-91 to 03-92) to before
the survey, known as the 12 month group which is drawn from NEIS 1990-1991 participants (69 %
response rate) ; and ii) participants who ceased receiving NEIS allowance between 3 and 5 months (09-92
to 11-92) before the survey, known as the 3 month group (81 % response rate). Only results from the
12 month group are presented here. They are compared to results from a 1990 evaluation of a similar
12 month group, 1989-90 participants (53 % response rate).
See: Johnstone, Helen. 1993. Evaluation of NEIS Managinz Agents Administrative Arrangements
and Issues, EMB Working Paper. Canberra: Department of Employment, Education and Training.

Johnstone, Helen. (forthcoming). Evaluation of the New Enternrise Incentive Scheme, EMB
Working Paper. Canberra: Department of Employment, Education and Training.

ten Brummelaar, Joan and Philip Gatenby. 1992. NEIS Evaluation: Intergovernment Component
of NEIS, EMB Report. Canberra: Departnent of Employment, Education and Training.
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Table 1.1: Number of partidpants

Fiscal year Participants

1985 579

1986 398

1987 362

1988 365

1989 467

1990 1,134

1991 2,752

1992 3,349

1993 .. 5,000 (estimate)

Source: DEET.

Table 1.2: Partcipation Rate (fiscal year 1991)

Participation rate 0.5 %

Participation rate. The number of participants divided by the number of
registered unemployed. (1991: 508 000)

Source: DEET.

Table 1.3: Entrants' Characteristics (fiscal year 1992)

Male 74 %

Age: Under 25 11

25-44 74

45 and over 19

Unemployed > 6 months 38

6-12 months 26

> 12 36

Source: Johnstone, Helen. (Forthcoming). Evaluation of the New EnterMrise Incentive Scheme, EMB
Working Paper. Canberra: Department of Employment, Education and Training.
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Table 1.4: Program Benefits

Unemployment NEIS (1989) Unemployment NEIS
Benefit Benefit (1991)

1. Maximum benefit 124 (single) 111 124 138 140
allowed (married) 111 117 155

2. Maximum term indefinite 52 wks indefinite 52 wks

1. Maximum benefit allowed. The average maxinmm benefit for which the claimants are eligible.
2. Maximumn term. The maximum allowable number of weeks during which a claimant is eligible

for benefit.

Source: DEET.

Table 1.5: Survival Rates

Intake year 1. All Entrants 2. Non survivors in self 3. In employment
employment

1988 participants 42 % 1 % 31 %

1990 participants 50 4 9

1. All Entrants. The percentage of the entrants in the Spring of 1987 who were self employed in
their NEIS business at the time of the follow-up survey taken 12 months after they exited from
the program.

2. Non survivors in self employment. The percentage of the entrants in the Spring of 1987 who
were self employed in another business at the time of the 12 month follow-up survey.

3. In employment. The percentage of participants which were self employed or employed at the
time of the 12 month follow-up interview.

Source: Same as Table 1.3.

Table 1.6: Program Expenditure (AUSS)

Year Avg. Avg. Number Cost per Cost per Cost per job
Expenditure participant participant survivor created

1987-1989 5.6 million 385 14 541 33 725

1989-1991 21.5 million 1451 14 848 27 496 18 331

1. Avg expenditure. In 1987-1989, expenditure included the sum of income support, Formal
Training allowance and the contribution made by State governments for loans and grants. In
1989-1991, expenditure included the sum of income support, FTA and managing agent support
costs.

2. Avg Number of participants. Average of 1987-1989 and 1989-1991 participants.
3. Cost per participant. Program expenditure divided by the number of participants.
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4. Cost per surviving enterprise. The total cost of the program divided by the number of enterprises
which were in operation at the time of the 12 month follow-up survey.

5. Cost per job. Program expenditure divided by the number of survivors and their employees
(number of employees calculated using table 1.7 below.

Source: See Table 1.3.

Table 1.7: Enterprise and Job Creation

Fiscal year 1. Employing Enterprises 2. Jobs Created

Ful timne Part time (per 100 survivors)

1990 (12 month survey) 9.8 % 12.4 % 50 (20 + 30)

1991 (3 month survey) 6.5 11.9 50 (10 + 40)

1. Employing Enterprises. The percentage of self employed who hired full- or part-time employees.
2. Jobs Created (per 100 survivors). The number of employees multiplied by 100 and divided by

the number of self employed who hire full- or part-time employees.

Source: same as Table 1.3.
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FLOW CHART 4: NEW ENTERPRISE INCENTIVE SCHEME (NEIS)
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Annex 2

Canada

Small Enterprise Development

Besides the Ministry of Employment and Immigration Canada (EIC), other federal
ministries and organizations are also involved in small enterprise development. The Federal Business
Development Bank provides financial assistance to businesses located in Canada which are unable to
secure financing from other sources on reasonable terms and conditions. Total loans made in 1988 =
$861 962. The Small Business Loans Act, Department of Regional and Industrial Expansion encourages
lenders in the private sector to increase the availability of loans for the purpose of creation, expansion
and modernization of small business. During fiscal year 1987, 18 640 business improvement loans were
made totaling CANS 684 million. The Atlantic Canada Opportunities Agencv Action Plan provides
financial assistance which directly or indirectly contributes to the establishment of development of small
and medium sized enterprises. Expenditure have amounted to CAN$ 97 million and have a cost per job
created of CANS 17000. The Canadian Aboriginal Economic Development Strateam and the Native
Economic Development Program, amongst other program objectives, provide financial and technical
assistance to Aboriginal business enterprises. The annual budget is, respectively, CAN$ 175 million and
CANS 69 million.

Self Employment Assistance Component (SEA)

In 1985 the Ministry of Employment and Immigration Canada developed the Canadian
Jobs Strategy which incorporated a variety of labor market programs designed to help those individuals,
sectors and regions most in need. One of the Strategy's programs is the Community Development
Program which seeks to assist communities who are suffering from chronic or acute unemployment. The
Community Futures component consists of several options, one of which is the Self Employment
Incentive (SEI). In 1992, the SEI was replaced by the Self Employment Assistance (SEA) Component
which offers more training and counselling to the new entrepreneur. The SEA Component is available
to the registered unemployed and social assistance beneficiaries in canada. Furthermore, the SEA is not
an entitlement program and is operated on a fixed budget.

Funding Sources and Delivery

The SEA is funded by the Ministry of Employment and Immigration Canada and
delivered in areas which have been approved for the Community Development program (areas facing
major labor market problems). In most provinces, the program is also available in other conmnunities.
Generally, the SEA is delivered by Business Development Centers, an element of Community Futures,
but there are areas where the SEA is contracted to other coordinators.

Targeting

In order to be eligible for the Scheme, an individual has to meet the following criteria:

normally reside in an area where the SEA component has been approved under the
Comnmunity Development program;
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* be a qualified Unemployment Insurance Claimant or be eligible for Social Assistance
benefits;

* be legally entitled to work in Canada;
* have no previous participation in a self-employment assistance activity funded by the

Ministry of Employment and Immigration;

Eligible Enterprise Proposals

The SEA Component requires that its participants start a new business or take over an
existing business in which the participant had no pnor ownership. The participants must also agree to
work full-time on their business and to make a personal investment in the business of at least 25 % (up
to a maximum of CAN$ 4000) in cash or other equity related to the operation of the business. The SEA
Component will not consider proposals that involve the commercial exploitation of sex, religion or
politics.

Application process

Potential applicants are expected to attend an orientation session with a local coordinator
(coordinators are local community groups that are funded by the Ministry to provide assistance to
applicants to the SEA component). Applicants must then participate in an assessment to determine his
potential as an entrepreneur and the validity of his business idea to provide long term self employment.
See: Employment and Immigration Canada. 1993. Self-EmDloyment Assistance Component:
Administrative Guide. Ottawa: Employment and Immnigration Canada.

As.stanc

The participants of the SEA Component are offered four inter-related program services.

* Participants who are Ul claimants receive their regular Ul benefits or a basic allowance
(which ever is greater) for 52 weeks. Social assistance recipients receive a basic
allowance. The provision of the basic allowace is based on the socio-conomic situation
of the participant (CAN$ 61-197 per week).

* Participants can also be entitled to supplementary allowances to cover the following
expenses: dependent care, travel, living-away-from home, commuting and disability.

* The participant must complete the training that was identified as being required during
the pre-entry assessment. The training is provided by the Coordinator. The participant
must also complete a detailed business plan with the assistance of the Coordinator.

* The participant remains eligible for business counseling and guidance from the
Coordinator after exit from the program.

Monitoring

Although the Ministry retains the function of monitoring to ensure continued eligibility
for the program (i.e. working full-time, etc.) it is the responsibility of the Coordinator to monitor the
progress of the business. This will involve telephone contact, in-person visits, and report analysis.
However, in cases where the coordinator is paying the allowances directly to the participants a system
is in place to ensure that the participants are indeed operating a business and working at it full-time.
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Evaluation

Employment and Immigration Canada. 1990. Evaluation of the Community Futures Program: Overview
Rp_ort. Ottawa: EIC, Job Creation and Employment Services Division.

Table 2.1: Number of Participants

1987 (fiscal year) 451

1988 1351

1989 2398

1990 3461

1991 3380

1992 4129

Source: HRDC

Table 2.2: Participation Rate

Given that the program in not available througout the country, it is not possible to calculate a
participation rate using the national unemployment rates.

Table 2.3: Entr L Characteristics (1992 fiscal year)

Male 68 %
(%)

Age </ 24 6
(%)

Age >/45 19
(%)

Source: Statistics Canada, "Unemployment Insurance Statistics".
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Table 2.4: Program Benefits (1993)

Unemployment Social SEA
Benefit Assistance Component

1. Avg maxi 425 197 425
benefit payable

2. Maximum term 40 weeks indef. 52 weeks
allowed by law

1. Average maxinmm benefit payable. The sum of the maximum allowable UI or SEA benefits
divided by the number of UI claimants.

2. Maximum term allowed by law. The maximum allowable number of weeks during which a Ul
claimant may receive the benefits.

Table 2.5: Survival and Deadweight (1989 SEIO)

1. Enterprise Survival Rate 52 %

1. Enterprise Survival Rate. The percentage of enterprises which were in existence at the time of
the 12 month follow-up survey.

Source: Employment and Immigration Canada. 1990. Evaluation of the Community Futures Proeram:
Overview Revort. Ottawa: EIC, Job Creation and Enmployment Services Division,
p.20.

Table 2.6: Program Expenditure (1989 SEI)

1. Total program expenditure 23.4 million

2. Cost per participant 9800

3. Cost per surviving enterprise 1900

1. Total program costs. The sum of the expenditure on business advisory services including training
and the benefits paid to the participants.

2. Cost per participant. Program expenditure divided by the number of participants.
3. Cost per surviving enterprise. Program expenditure divided by the number of surviving

enterprises after 12 months.

Source: Employment and Immigration Canada, Human Resources Development.
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FLOW CHART 6: SELF - EMPLOYMENT ASSISTANT (SEA) COMPONENT
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Annex 3

Denmark

Small Enterprise Development

The private sector in Denmark is dominated by small and medium-sized enterprises,
however, only in a few cases does the government exclude larger companies from enterprise promotion
schemes. The Ministry of Industry plays a central role in promoting the growth of enterprises with a
number of activities. The Technological Serice Institutes provide grants towards the development of
more efficient production techniques. In 1989 the Ministry created the Network Program (1989-1992)
which encouraged small businesses to be more competitive by undertaking joint utilization of resources
and facilities. A similar program, the Export Network Program (1991-1994), was created to encourage
small companies to work together when exporting goods and services. The Danish Industrial
Development Fund will help small and medium-sized enterprises by co-funding high-risk technological
or market-oriented development projects.

The Ministry of Industry also offers the Establishment Scheme which provides a new
entrepreneur wishing to set up in manufacturing or in a technology-based service, advice about the
preparation of a business plan, marketing, finance, etc. Under this scheme, entrepreneurs with promising
ideas for new products, can obtain grants for periods of up to 24 months. The Ministry of Labor
admninister the Enterprise Allowance which is targeted at a the unemployed and is applied to a wider range
of industries. Therefore, these groups overlap to a limited extent.

Source: Hansen, K. 1992. The Develogment of Small and Medium-sized Enterprises in
Denmark, Copenhagen: Ministry of Industry. (paper prepared to the OECD Workshop on The
Development of a Small and Medium Sized Enterprise Sector in the European Economies in Transition,
7-8 April 1992).

Enterprise Allowance Scheme

The Enterprise Allowance Scheme (EAS) was introduced on 1 July 1985 and revised on
1 January 1989 in order to enlarge the target group. A further revision will be introduced on 1 January
1994 to address a concern raised by the Ministry of Industry that enterprises created by EAS participants
have an unfair advantage over other new enterprises which do not receive the benefit. As of 1 January
1994, participants seeking entry to the EAS wil be screened by advisors appointed by the Ministry of
Industry. Those accepted into the EAS program will be awarded a grant by the Ministry of Industry to
purchase business advisory services over a period of 2 years. The EAS will, in effect, remain an
entitlement programn with the requirement that approval of the business idea must be obtained from the
Ministry of Industry.

Funding Soures and Delivery

The allowance is paid by one of the two unemployment insurance funds for the self-
employed. If a participant is not a member of the fund, he must become a member. The scheme is
administered by the local public employment service.
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Targeig

In order to be eligible for the Scheme, an individual has to meet the following criteria:

* be entitled to unemployment benefits;
* be less than 60 years old;
* be unemployed for 5 months within the last 8 months or be at least 25 years of age and

have had a job offer under the Job Offer Scheme for the long term unemployed (see
diagram 1);

Eligible Enterprise Proposals

There are no restrictions as to types of business or enterprise and the quality of the project
is not assessed by the authorities. However, as of 1 January 1994, the participants will be subjected to
a screening procedure undertaken by the Ministry of Industry.

Application Process

Eligibility is verified by the unemployment insurance fund for the self-employed.

A,^iace

The Enterprise Allowance amounts to one half of the maximum unemployment benefit
and can be obtained for a maximum of 3.5 years. The maximum period of the allowance is reduced by
the number of months the claimant is unemployed after the job offer. Similarly, the period is reduced
by the number of months the claimant is unemployed after the initial 5 month period. The scheme does
not currently include any other additional services such as business advice or courses. However, a
number of local authorities offer enterprise advisory services and enterprise courses, usually through local
industrial promotion councils. Furthermore, as of 1 Jamnary 1994, EAS participants will receive a
Ministry of Industry grant valued at DKr 30000. for a period of 2 years in order to purchase business
advisory services. EAS participants will also be given access to other small business services offered by
the Ministry of Industry.

Monitoring

The claimants are required to declare their self employed status on a monthly basis before
the allowance can be mand the enterprise which they have created must be VAT-registered.

Evaluation

The evaluation was based on a survey among a representative sample of 1183 persons
who started the scheme in the period 1 July 1989 - 31 October 1989. The interviewing was undertaken
by telephone a little less than 2 years later (June 1991) with a response rate of 89 percent. The evaluation
was also based on register data from one of the unemployment insurance funds for the self-employed
(ASE) which covers about 75-80 percent of the inflow into the scheme. Furthermore, information was
also obtained from the scheme register of participants and the enterprise register maintained by the Danish
Central Bureau of Statistics.
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Table 3.1: Yearly inflow of participants

1985-1988 1000

1989-1991 5300-6400

1992 6500

1993 7500

Source: Rosdahl, Anders. 1993. The Danish Enterprise Allowance Scheme. Copenhagen: The Danish
National Institute of Social Research. (English mimeograph).

Table 3.2: Particpation Rate (1989)

Participation rate | 2.3 %

Participation rate. An estimate of the percentage of targeted claimants which enter the Enterprise
Allowance Scheme.

Source: Same as Table 3.1.

Table 3.3: Entrants' Characteristics (1989)

Male 58

Percent Age < l 24 10

Percent Age > / 45 22

No vocational education 43

Apprenticeship training 46

Higher Education 11

Source: Same as Table 3.1.

Table 3.4: Program Benefits (1993)

Unemployment EAS
Benefit

i. Avg maximum DKr 135 200 DKr67600
benefit payable

2. Maximum term 129 weeks 180 weeks
allowed by law

3. Avg term of .. 116 weeks
benefit paid (1987)-

T'he average tem of benefit paid was 27 months in 1987, 28 months in 1986, and 32 months in 1986.
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1. Average maximum benefit payable. The sum of the target groups' maximum allowable benefits
in DKr divided by the number of claimants in the target group.

2. Maxiimum term allowed by law. The maximum allowable number of weeks during which a
claimant in the target group may receive the benefits.

3. Average term of unemployment. The sum of the weeks during which the claimants actually
receive the benefits divided by the number of claimants.

Source: Ministry of Labor.

Table 3.5: Survival Rates and Deadweight (1989)

1. Share of new enterprises 13 %
created

2. Enterprise Survival Rate 40%

3. Deadweight 27%

1. Share of new enterprises created. The estimated number of new enterprises which were
supported by the Enterprise Allowance Scheme as a percent of the enterprises created.

2. Enterprise Survival Rate. The percentage of enterprises which have survived approximately 4.5
years.

3. Deadweight. The percentage of EAS claimants who, when questioned, said that they would
definitely have started in the absence of the scheme.

Source: Same as Table 3.1.

Table 3.6: Yearly Program Expendite (1993)

1. Program expenditure Dkr 959 million

2. Cost per participant 47 000

1. Program expenditure. The sum of the cost of administering the program and the benefits paid
to the participants.

2. Cost per participant. The total cost of the program divided by the number of participants (6400
+ 6500 + 7500).

Source: Ministry of Labor.

Table 3.6a: Total Program Expenditure per Partcpant (1991-1993)

1. Program Expenditure (90-92) Dkr 2700 million

2. Total cost per participant 132 000

3. Total cost per survivor 331 000
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3. Cost per surviving enterprise. The total cost of the program divided by the number of surviving
enterprises (40%) after approximately 4.5 years.

Source: Ministry of Labor.
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FLOW CHART 7: ENTERPRISE ALLOWANCE SCHEME (EAS) SCHEME
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Note: Towards the end of 1992, these four unemployment benefits were replaced by the

Allocation Unique Digressive, a single benefit which declines over time.

* Finally, in 1990, those receiving the Revenu Minimum d'Insertion (i.e. welfare payment)
became eligible for the program.

Eligible Enterprise Proposals

The claimant must intend to create or take over an enterprise which s/he will effectively
control in name, as a cooperative or as a commercial enterprise. Limited partnerships are not eligible
for assistance nor are voluntary organizations.

Application Process

ACCRE was initially offered as an entitlement to eligible claimants without regard to
individual qualificationsor quality of the business idea. However, measures were introduced in 1987 to
screen the participants' business proposals before the assistance was forthcomning. ACCRE remains an
entitlement but it is no longer automatic. Since 1987, the ACCRE application must be filed before the
enterprise is created in order that it may be reviewed by the regional employment office (Direction
Departementale du Travail et de l'Emploi).

Assistance

The participants of the ACCRE program are offered three benefits:

- A lump sum payment is granted based on the unemployment benefit category. (This,
however, will change in 1994 when all participants will receive a lump sum of FF 32 000
and a 12 month exemption from social security benefits rather than the present 6
months). Funding is less for unemployed claimants who delay entry into the program.
An additional grant is available if the enterprise creates employment. These funds are
not taxed unless the enterprise is sold or ceases to exist within 5 years of its creation.

l ACCRE participants are exempt from health insurance, pension contributions, family
allowances and industrial accident insurance for 6 months.

* A compulsory 3 day business course is offered. Also, a booklet of vouchers (ch6quier
conseil) is offered which can be used to purchase the recognized business advisory
services of lawyers, accountants, business experts, etc. Each booklets contains 15
vouchers. Each voucher can be exchanged for one hour of service valued at FF400 per
hour. 75% of the cost of the vouchers is financed by the ACCRE program, the
remaining by the participant. The booklet is optional and can be requested by the
participant within 18 months of being accepted into the ACCRE program.

Unemployment Benefits for the Self Employed

Should a self employed individual become unemployed he is not eligible for
unemployment benefits unless he registers his enterprise as a SARL whereupon he becomes a salaried
employee and the enterprise contributes to the unemployment fund. However, most self employed prefer
to register themselves as individual enterprises which do not contribute to the unemployment fund, and
as a result, may not receive unemployment benefits.
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Annex 4

France

Small Enterprise Development

Policies on small enterprise development are generally created and administered by the
Ministry for Industry and Commerce. The policies are divided into 3 broad groups: infonration, training
and counselling; financial assistance for enterprise creation; diminishing administrative and legal barriers.
With regard to financial assistance for enterprise creation, the Ministry of Labor, Employment and
Training also offers assistance. In 1977, ACCRE, a self employment program, was introduced.

Aide aux Chomeurs Cr6ateurs ou Repreneurs d'Entreprise (ACCRE) (Assistance to the Unemployed
to Create or Take-over an Enterprise)

ACCRE was officially created in January 1979 (law no. 79-10) though it had been carried
out on an experimental basis since 1977. Recipients of the grant can use it to establish a new enterprise
or to purchase an existing enterprise.

Funding Sources and Delivery

Originally, the funding for ACCRE came from ASSEDIC (i.e. the unemployment
insurance organization). However, in 1984 the state budget became responsible for ACCRE and the
target group for the program was widened. The program is administered and delivered by the regional
representatives of the Ministry, (Direction D6partementale du Travail et de l'Emploi).

Targetig

There are five target groups for the ACCRE. Basically, all are unemployed and receiving
an unemployment benefit of some kind:

3 The unemployed receiving the Allocation de Base. ACCRE was originally targeted to
dislocated workers and, therefore, showed preference to unemployed workers who had
exhibited relatively high wage earning histories. The program came under criticisms as
being of benefit mainly to highly skilled workers and managers, and the target group was
widened to include the long term unemployed. In 1991, 85 % of ACCRE participants
had been receiving an Allocation de Base.

* The longer term unemployed receiving the Allocation de Fin de Droit (i.e. the benefit one
receives after exhausting the Allocation de base) were admitted into the program in 1984.
In 1991, 10 of ACCRE participants had been receiving an Allocation de Fin de Droit.

* In 1989 further reforms were undertaken and those receiving the Allocation de Solidarite
Specfique (i.e. the unemployed having exhausted the Allocation de fin de droit) were
admitted into the programn.

* The reforms in 1989 also admitted those receiving the Allocation d'insertion (e.g. those
with no past work histories).
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Monitoring (to ensure continug eligibility)

Scheme participants are required to operate their enterprise for at least 341 days or they
must repay the grant. The Ministry has, however, stated that it is difficult to enforce this requirement.

Evaluation

Two thousand ACCRE participants who received assistance in 1986 were interviewed in
1991 (response rate was 32 %). Their responses were compared with those of other entrepreneurs who
had not received ACCRE assistance (response rate of 24 %).
See: Aucouturier, Anne-Lise and Catherine Daniel. 1993. Du ch6mage la creation d'entreprise. Paris:
Ministere du Travail, de l'Emploi et de la Formation Professionnelle. Collection des rapports Travail-
Emploi.

FONDS DEPARTMETAL POUR L'INITIAT1VE DES JEUNES (FDIJ)

The program was created in 1985 to assist young people to create enterprises. Unlike
ACCRE, the assistance offered by FDU is not an entitlement but is granted to enterprises created by
persons in the target group on a case by case basis. Only one FDU grant can be given to an enterprise
even though ownership may be held by more than one claimant. It is possible for some claimants to be
eligible to receive assistance from both ACCRE and FDU though these rules are subject to change.

Funding Sourcs and Delivery

The state budget is responsible for FDD. The program is administered and delivered by
the regional representatives of the Ministry, (Direction D6partementale du Travail et de l'Emploi). In
certain regions, the regional representative of the Ministry of Youth and Sports (Direction Departementale
Jeuness et Sports) may also be involved in coordination.

Tlrgeting

The FDU program was initially targeted to young people aged between 18 and 25, not
necessarily unemployed or at risk though the program was widened in 1987 and 1990. Currently, the
following groups are targeted:

* 18-25 years old;
* the long-term unemployed;
* low income women over 25 who are unemployed and not eligible for unemployment

benefits.

Proposals are screened by the Direction Departement du Travail et de I'Emploi and
preference is given to enterprises which create jobs and have a potential for growth.

Assistance

The participants of the FDlJ are offered three benefits:
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* A lump sum payment between FF 10 000 and FF 100 000. The average sum is 30 000.
* ACCRE participants are exempt from health insurance, pension contributions, family

allowances and industrial accident insurance.
* A booklet of vouchers (chequier conseil). See description above.

Table 4.1: Number of ACCRE Participants and Enterprise Creation

Year ACCRE ACCRE Total new ACCRE share in
participants enterprises enterprises total

1979 9200 6500

1980 13800 12500

1981 26360 24740 242080 10.2 %

1982 39860 33900 229600 14.8

1983 37484 31427 209330 15.0

1984 35376 29000 217389 13.3

1985 70056 57610 244520 23.6

1986 71577 61951 266220 23.0

1987 64633 56643 274480 20.6

1988 56772 49835 279000 17.9

1989 51664 46319 278960 16.6

1990 49316 45581 273420 16.7

1991 43616 40433 240832 16.8

1992 49337 45155 228454 19.8

1 . Participants. The number of eligible unemployed workers and welfare claimants accepted into
the ACCRE program.

2. Enterprises. The number of enterprises created or taken over by the participants of the ACCRE
program.

3. Total new enterprises. The total rnber of enterprises registered by INSEE.
4. ACCRE share in total. The proportion (%) of enterprises which have received assistance from

ACCRE in the total number of new enterprises.

Source: DARES. 1993. 'L'Aide aux ch6meurs cr6ateurs ou repreneurs d'entreprise (ACCRE) en
1992., Premieres Informations 357. Paris: Ministere du Travail, de l'Emploi et de la Formation
Professionnelle.
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Table 4.1a: Number of FDIJ Participants
and Enterprise Creation

FDIJ Participants FDU Enterpnses

1988 4000

1989 6000

1990 7132 6314

1991 5990 5266

1992 6262 5803

1. Participants. The number of eligible unemployed workers and welfare claimants accepted into
the FDU program.

2. Enterprises. The number of enterprises created or taken over by the participants of the FDIJ
program.

Source: Ministere du Travail, de l'Emploi et de la Formation Professionnnelle: Service des Etudes et de
la Statistique, Le Fonds Departemental Rour l'Initiative des Jeunes, (note).

Table 4.2: ACCRE Partidpation Rate

Participation rate 1.9 %

Participation rate. The number of ACCRE participants in 1992 divided by the number of unemployed.
(OECD 'Labour Force Statistics": 2 300 000).

Source: Ministere du Travail, de l'Emploi et de la Formation Professionnelle.
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Table 43: ACCRE and Non ACCRE Participants

ACCRE Non ACCRE

Men 79.0 72.0

Age: less than 24 12.3 11.5

Age: 25-29 19.0 19.5

Age: 30-39 42.5 39.8

Age: 40-49 20.2 19.6

50 + 6.0 9.6

Mean Age 34.6 35.6

Education: Primaire 18.4 15.9

CAP or BEF 44.7 35.8

Brevet de tech. 13.6 15.0

BAC 11.5 11.9

BAC + 11.8 21.4

Sources: Aucouturier, Anne-Lise and Catherine Daniel. 1993. Du ch6mage la cr6ation d'entrevrise.
Paris: Ministere du Travail, de l'Emploi et de la Formation Professionnelle. Collection des rapports
Travail-Emnploi.

Table 4.4: Program Benefits

ACCRE FDU

1. Maximum benefit paid FF 45 000. FF 100 000.

2. Maximum term

3. Average benefit paid 30 177. 30 000

I1. Maximnum benefit available. The maximum allocation de base is In ACCRE, the maximnum sum
drops to FF 16 125 if the participant applies after having been registered as unemployed for over
91 days.

2. Maximum term. The number of weeks during which the participants is permitted to receive the
benefits. The unemployed in France can receive unemployment benefits indefinitely though they
are shifted from category to category with each shift diminishing their benefit significantly.

3. Average benefit paid. The average benefit paid to claimants in the various programs either in
periodic payments or lump sums. 54% of ACCRE participants received a payment between FF
30 000. and 45 000. A further 40% received assistance amounting to FF 16 168.

Source: Ministere du Travail, de I'Emploi et de la Formation Professionnelle.
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Table 4.4a: Vouchers

1. Booklets 2. Cheques 3.Cost 4. ACCRE 5. FDU
Delivered Returned (%) (%)

1991 6989 49505 FF 14 851 500

1992 7979 62797 18 839 100 14.5% 10.5%

1. Booklets Delivered. The number of booklets (i.e. each booklet contains 15 vouchers) which have
been handed out to ACCRE and FDIJ participants.

2. Cheques returned. The number of cheques which have been used and returned to the Ministry.
3. Cost. The number of cheques returned multiplied by FF 300.
4. ACCRE (%). The percentage of ACCRE participants who have requested and received vouchers.
5. FDU (%). The percentage of FDU participants who have requested and received vouchers.

Source: Ministere du Travail, de l'Emploi et de la Formation Professiomnnelle: Service des Etudes et de
la Statistique, Le Chequier Conseil en 1991, (note).

Table 4.5: Survival and Deadweight (1986)

1986 Participants ACCRE

1. Share of new enterprises 23 %
created

2. Enterprise Survival Rate 51
(1985)

3. Deadweight 60.1

1. Share of new enterprises created. The estimated number of new enterprises which were
supported by the Ch6meurs Cr6ateurs program as a percent of the enterprises created in 1986.

2. Enterprise Survival Rate. An estimate of the percentage of enterprises which survive
approximately 4 years.

3. Deadweight. The percentage of survey respondents who, when questioned, said that they would
have created an enterprise in the absence of the scheme. (22.5 responded "no" and 17.4 did not
respond). -

Source: Aucouturier, Anne-Lise and Catherine Daniel. 1993. Du ch6mage la cr6ation d'entreprise.
Paris: Ministere du Travail, de l'Emploi et de la Formation Professionnelle. Collection des rapports
Travail-Emploi. p.29 and p.40 (quoting from Viennet (1989)).
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Table 4.6: Program Expenditure (1992)

1. Total program cost FF 1 506 546 720.

3. Cost per participant 30 500.

5. Cost per surviving enterprise 64 218.

1. Total program cost. The cost of benefits and the cost of the vouchers.
2. Cost per participant. The total program cost (including cost of all vouchers though a proportion

have been used by FDT participants) divided by the number of participants.
3. Cost per survivor. The total program cost (including cost of all vouchers though a proportion

of the vouchers are used by FDD participants) divided by the estimated number of surviving
enterprises (52%).

Sources:
1. Ministere du Travail, de l'Emploi et de la Formation Professionnelle.
2. Ministere du Travail, de l'Emploi et de la Formation Professionnnelle: Service des Etudes et de

la Statistique, Le Cheauier Conseil en 1991, (note).

Table 4.7: Secondary Job Creation: 1985

54 month follow ACCRE Non ACCRE
survey

No employees 70.8 % 63.6 %

1 employee 15.8 18.3

2-5 employees 11.2 14.4

6 or more employees 2.2 3.7

Jobs createdper 100 45 54
survivors

Jobs created per 100 survivors. The number of employees multiplied by 100 and divided by the number
of self employed who hire full- or part-time employees.
Source: Aucouturier, Anne-Lise and Catherine Daniel. 1993. Du ch6mage la creation d'entreprise.
Paris: Ministere du Travail, de l'Emploi et de la Formation Professionnelle. Collection des rapports
Travail-Emploi.
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FLOW CHART 8: ASSISTANCE TO THE UNEMPLOYED TO CREATE OR TAKE-OVER AN
ENTERPRISE (ACCRE)
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Annex 5

Small Enterprise Development

In addition to the Uberbruckungseld which is administered by the Federal Ministry of
Labor (described below), the Federal Ministry of Economics offers the following programs to assist small
business development. Own capital assistance program for the support of self-employmentw has been
in force since 1979 but was suspended in the Western Lnder in order to concentrate all available
budgetary resources on reconstructing the New Linder's SME sector. The program 'Loan guarantees
for small and middle-sized enterprise' provides assistance to private persons who lack resources to set
up private businesses or practices in the liberal professions. Also, equity can be used for the acquisition
of a company by means of a management buy-out. The 'ERP-credit program for investment by
entrepreneurs and members of the liberal profession' provides loans at favorable interest rates to private
citizens, small and medium-sized private firms and to members of the liberal professions lacking
resources to finance investment and the setting-up of new businesses in East and West Germany. The
'Supportfor informanon and educational eventsfor entrepreneurs and members of the liberalprofessions'
program provides grants to new entrepreneurs to purchase business advisory services.

Sources:
1. iMeager, Nigel, Kaiser, Manfred and Dietrich, Hans. 1992. Self-emDlovment in the United Kingdom
and Germ . London: Anglo-German Foundation for the Study of Industrial Society.
2. Siebeke, Roland. 1992. Rationale. Design. IMlenentaion and Evaluation of SME Su_rt Policy
in Germany. Berlin: Federal Ministry of Economics. (paper prepared to the OECD Workshop on The
Development of a Small and Medium Sized Enterprise Sector in the European Economies in Transition,
7-8 April 1992).

Uberbrickungseld ("Bridging allowance for unemployed people to set up in self-employment)"

Since the 1 January 1986, a provision of the Labor Promotion Act (Section 55A) created
an allowance which is provided to the unemployed wishing to become self-employed. Initially, those
eligible for the scheme had to have been receiving unemployment benefits for at least 10 weeks and the
self employment allowance was provided for a period of 13 weeks. In 1988, this target group was
widened and the length of the benefit was lengthened.

Fumding Sources and Delivery

Though the Uberbr(ickungseld comes under the jurisdiction of the Federal Ministry of
Labor it is delivered by the Bundesanstalt fur Arbeit (Federal Employment Service) and its local offices.
The Uberbruckungseld is not an entitlement program. That is, even though an applicant may fulfil the
scheme's eligibility requirement, the Bundesanstalt fur Arbeit (Federal Employment Service) may refuse
applicants if program budget has been exhausted for that year. However, the government does attempt
to budget accurately and thus far there have not been excess demand. Also, an applicant does have legal
recourse to petition for self-employment funds should the budget be exhausted.
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Targeting

In order to be eligible for the Scheme, an individual has to have received unemployment
benefits for at least 4 weeks (prior to 1988 the claimant had to be receiving benefits for 10 weeks).

Eligible Enterprise Proposals

Applicants for the Oberbruackungseld are required to have the viability of their enterprise
proposals certified by a competent body such as the Chamber of Industry and Comnmerce, banks and/or
tax lawyers. Also, the proposed enterprise must generate a specified minimum income. The Chambers
do not charge for this service though banks and tax lawyers do,'in which case the applicant must assume
the cost.

Application Process

Once the enterprise has been approved, the applicant is guaranteed a place in the program.

Assistance

The participants of the Uberbruickungseld program are offered a number of benefits.

* Participants receive, for 26 weeks, a weekly allowance equal to the unemployment benefit
last received (this varies from recipient to recipient); prior to 1988 the allowance was
paid for 13 weeks;

e Participants receive an additional financial contribution (a third of their weekly
allowance) of to cover social security fees;

-- As of yet, the staff in local Bundesanstalt flur Arbeit do not offer business advisory
services to Uberbruckungseld participants other than. to inform them about the programs
in the Federal Ministry of Economics. (There is some discussion that such services may
be offered in 1994).

* -The governments in the New Lander may also offer additional training grants and
allowances.

Monitoring

Participants of the Uberbruckungseld must register their enterprise with the fiscal
authorities and at the local labor office.

Unemployment Benefits for the Unemployed

Should a self-employed person fail at his enterprise he is not eligible to receive
unemployment insurance benefits. However, he is eligible for an unemployment allowance (i.e. social
assistance) which amounts to 53-58% of the last net income earned or based on what he could have
earned (referring to the 'tariffs' negotiated between the unions and the goverrnent).
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Evaluation

In 1989, a survey of individuals who participated in the Uberbruckungseld scheme in
1986-1988 was undertaken. Kaiser, Manfred and Otto, Manfred. 1990. "Obergang von Arbeitslosigkeit
in berufliche Selbstindigkeit' in MitteilunLen aus der Arbeitsmarkt- und berufsforschun . Vol.22, No.2,
pp.284-299.

Note: The New Lander (referred to below) are Brandenburg, Mecklenburg-Vorpommern, Sachsen and
Sachsen-Anhalt. The four LUnder are regrouped into 3 regional employment groups: LAA Berlin-
Brandenburg, LAA Sachsen and LAA Sachsen-Anhalt-Thuringen. There are 38 local labor offices in the
New lander compared to 11 regional offices and 184 local offices in the West lander.

Table 5.1: Number of Partidpants

Year West Lander New U nder

1986 5576

1987 10069

1988 17949

1989 11500

1990 12742

1991 13014

1992 13142 18445

Note: The number of participants for 1990 includes participants from the New lIander who became
eligible for the program from October 1990. The number for 1991 also includes both West
linder and New linder participants.

Participants

The number of eligible unemployed accepted into the Uberbrickungseld scheme.

Source: Bundesanstalt fur Arbeit Database, Referat 1a7, la7-5513.

Table 5.2: Unemployment and Particpation Rates (1992)

West LUnder New LUnder

No. of unemployed 1 808 310 1 170 261

Unemployment rate 6.6 % 14.8 %

Participation rate 0.73 % 1.58 %
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Participation rate. An estimate of the percentage of targeted unemployed claimants which enter
Uberbruckungseld in 1992.

Source: Bundesanstalt fur Arbeit.

Table 5.4: Program Benefits (1992)

West Lander New Lander

U.I. Benefit 4lberbruick. U.I. Uberbruck.
Benefit

1. Avg maximum 3187. per Same as Ul 2441 Same as Ul
benefit payable month' Benefit per benefit

month'

2. Maximum term 30-156 13 weeks 30-156 13 weeks
allowed by law weeksb weeksb

3. Avg benefit paid 1400 per 939 per month 1045 666 per month
month per

month

4. Avg term of 54 weeks .. 38
benefit weeks

a. The maximum benefit payable is a function of a worker's employment history.
b. The maximum term allowed by law is a function of a worker's age and his employment history.

1 . Average maximum benefit payable. The sum of the maximum benefits payable divided by the
number of participants.

2. Maximum term allowed by law. The maximun allowable number of weeks during which a
claimant has a right to receive benefits.

3. Average benefits paid. The sum of the weekly benefits which were actually paid out to the
claimants divided by the nmber of claimants.

4. Average term of benefit. The sum of the weeks during which the claimants actually receive
benefits divided by the number of claimants.

Source: Bundesanstalt fur Arbeit.

Table 5.5: Survival Rates

West Lander New Uinder

1. Share of new enterprises 15 % 20 %
(1992)

2. Unemployed (1988) 8

71



1. Share of new enterprises created. The estimated number of new self employed which were
supported by the Uberbrfickungseld as a percent of the total number of new self-employed in
1992.

2. Unemployed. The percentage of 1987 participants which were unemployed in May 1989.

Source: Kaiser, Manfred and Otto, Manfred. 1990. 'Ubergang von Arbeitslosigkeit in berufliche
Selbstindigkeit" in Mitteilungen aus der Arbeitsmarkt- und berufsforschuni. Vol.22, No.2, pp.284-299.

Table 5.6: Program Expenditure (1992)

West iUnder New Linder

Total program cost Dm 59 000 000 Dm 77 000 000

1. Cost per participant 4489 4175

1. Cost per participant. The total cost of the program in Dm divided by the number of participants.

Source: Bundesanstalt fur Arbeit Database.
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FLOW CHART 9: BRIDGING ALLOWANCE FOR UNEMPLOYED
PEOPLE TO SET UP IN SELF-EMPLOYMENT
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Annex 6

Ireland

Small Enterprise Development

Department of Enterprise and Employment and the Industrial Development Authority
share responsibility for small enterprise development. Up to 1987, Ireland's training and employment
services were supplied by a number of bodies. Enterprise programs were delivered by three bodies:
AnCO was charged with the administration of Enterprise Training; The National Manpower Service,
under the authority of the Department of Enterprise and Employment, administered the Enterprise
Allowance Scheme; the Youth employment Agency provided the Community Enterprise Program. From
1987, the responsibility of Enterprise Training and the Enterprise Allowance has transferred to the
National Manpower Service (FAS).

FAS Enterprise Proam

The Program began as a pilot project in 1983 and implemented throughout Ireland the
following year. The objective of the program is to assist the unemployed to create their own businesses
either as sole ventures, partnerships or co-operatives. The program was reformed in 1987 to make
screening procedures more demanding. Formerly, the program offered its participants the possibility of
capitalizing their unemployment benefits since a number of participants had maintained they needed the
lump sum for stock purposes. However, upon examination, it was determiined that the lump sum was
not being utilized as suggested and the practice was discontinued in 1986.

Funding Sources and Delivery

The program is funded by the Department of Enterprise and Employment and is delivered
by Foras Aiseanna Saothair (FAS), Ireland's National Manpower Service. FAS delivers the program at
the local level through its-local labor offices in cooperation with County Enterprise Partnership Boards.
The Government create the County Enterprise Partnership Boards in 1992 in order to co-ordinate the
services provided by a number of.Government agencies with the efforts of private interests, including
financial institutions, in relation to local enterprise creation.

Targetig

In order to be eligible for the Scheme, an individual has to meet the following criteria:

* be unemployed for 13 weeks or more, however the individual may apply for admission
before that tine since attending the Business Training course qualifies for part of the 13
weeks;

* in receipt of either unemployment insurance (term of 15 months) or unemployment
benefit (indefinite).
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Eligible Enterprise Proposals

The Enterprise Program will only support new businesses which provide a full time
occupation and which are independent. The business must also comply with relevant legislation and must
not displace other businesses. Also, the business cannot have capital spending of more than ERE 30 000
in the first year of trading, and cannot be in certain areas (e.g. gaming). The business proposed cannot
have started before FAS approval.

Application Process

The applicant is interviewed by a placement officer at his local FAS Employment Service
Office where he is informed of the program requirements and services, and where the validity of his
business idea is examined. Based on the interview and an application completed by the potential
participant, the officer makes a decision regarding admission to a 10 week Business Appraisal Training
course, the first phase of the Enterprise Program. The course is compulsory unless the applicant is
sufficiently qualified. If the applicant successfully completes the Business Appraisal Training he is
admitted into the second phase of the program where he becomes eligible for technical training and other
supports.

Assistance

The participants of the Enterprise Program are offered four inter-related program services.

- Technical training, if necessary;
- An Enterprise payment, in lieu of unemployment benefit, of IR£ 40 per week for self

employed people without dependents, and IR£ 65 per week with dependents, for up to
40 weeks. In some cases, payments of up to 26 weeks only may be offered.

* Enterprise workshops;
* Business counselling.

Monitoring

Follow-up questionnaires are sent out to program participants to establish whether a new
enterprise has started or is in the process of being set up.

Evaluation

A postal questionnaire was used to collect over 250 pieces of information from each of
the 700 participants who undertook The "Start Your Own Business" Course. The target population was
all participants who completed the course between 1984 and 1986. See: O'NeIll & Associates. 1987.
Enterprise Survev. Howth, Ireland: O'Neill and Associates. Another evaluation is currently underway.
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Table 6.1: Number of Participants

1984 1,155

1985 5,254

1986 6,100

1987 2,782

1988 2,467

1989 2,523

1990 2,535

1991 1,592

1992 1,642

Source: FAS (1992), FAS Annual Report.

Table 6.2: Participation Rate (1992)

Participation Rate | 0.7 %

Participation rate. The number of participants to the Enterprise Program divided by the number of
register unemployed.

Source: FAS.

Table 63: Entrants' Characteisics (1992)

Male 77 %

Long-tern Unemployed 28

Below Leaving Certificate 47

Leaving Certificate 30

Higher Education 23

25 and under 17

25 and over 84

Source: O'Neill & Associates. 1987. Enterurise Survey. Howth, Ireland: O'Neill and Associates.
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Table 6.4: Program Bedefts (1993)

IR £ Unemployment Unemployment Enterprise
Insurance Benefit Allowance

1. Benefit 220 56 (or 91) 40 (or 65)

2. Maximnum term 67 weeks indefinite 40 wks
allowed by law

1. Benefit. The unemployment benefit is IR£ 55.60 per week for single persons and IR£ 91.10 per
week for persons with a dependent.

2. Maximum term allowed by law. The maximum allowable number of weeks during which an
unemployed person may receive the benefits.

Source: FAS, Employment Services.

Table 6.5: Survival Rates (1984-1986)

1987 Survey 1983 participants
Results

1. Self employed 39 %

2. Enterprise 75
Survival Rate

2. Deadweight 23.

1. Self employed. The percentage of those who undertook the Business Training and who were in
self employment at the survey in 1987.

2. Enterprise Survival Rate. The percentage of those who created an enterprise in 1984-86 who
were still in business at the time of the survey.

2. Deadweight. The percentage of Enterprise Program participants who, when questioned, said that
they would have started in the absence of the scheme.

Source: O'Neill & Associates. 1987. Enterrrise Survev. Howth, Ireland: O'Neill and Associates.

Table 6.6: Program Costs (1992)

1. Total program costs 8.32 HR£ million

2. Cost per participant 5067

3. Cost per surviving enterprise 6753

1. Total program costs. The sum of the cost of delivering business advisory services and the benefits
paid to the participants.

2. Cost per participant: The total cost of the program divided by the number of participants.
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3. Cost per surviving enterprise. The total cost of the program divided by the number of surviving
enterprises (using 1984-86 survival rate) after approximately 18 months.

Source: PAS, Financial Accounts Department.

Table 6.7: Enterprise and Job Creation (198486)

Number of survey respondents 700

Number which have created or will 335
create enterprises

Number of additional jobs created 497

Employing Enterprises 50 %

1. Employing (full-time) 16.7 %
Enterprises

2. Additional Job Creation (per 100 148 jobs
enterprises)

1. Employing Enterprises. The percentage of self employed who hired full- or part-time employees.
2. Jobs Created (per 100 survivors). The number of employees multiplied by 100 and divided by

the number of self employed who hire full- or part-time employees.

Source: O'Neill & Associates. 1987. Enternrise Survev. Howth, Ireland: O'Neill and Associates.
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FLOW CHART 10: NATIONAL MANPOWER SERVICE
(FAS) ENTERPRISE PROGRAM
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Annex 7

Netherlands

Small Enterprise Development

Most of the government assistance offered to small businesses in the Netherlands is under
the responsibility of the Ministry of Economic Affairs, Small Business Division. The Ministry, in
partnership with private sector organizations, offers training courses to new and existing entrepreneurs.
The Ministry is presently implementing 3 pilot 'enterprise centers' offering business advisory services.
Furthermore, in order to stimulate research and development, the government offers the following
schemes: the Small and Medium-sized Enterprises Research Scheme (OMK), The Business Oriented
Technology Stimulation (PBTS), the Technological Development Loan (TOK). New and existing small
businesses can also apply for guaranteed loans.

Bi,standsbesluit zelfstandigen (Bz) (National assistance scheme for the self-employed)

The Bz scheme was introduced in May 1985. Before this data, assistance was only
offered to existing businesses of the self-employed. The scheme forms part of the Algemene Bijstandswet
(ABW - National Assistance Act). Under this act any person and his family (wife or partner and
dependent children) lacking means of subsistence (income and/or fortune) is entitled to assistance. The
assistance is aimed at enabling the beneficiary to attain economic self-sufficiency. The ABW is the last
provision in the Dutch social security system and is only offered when all other provisions are exhausted,
although it is possible to obtain ABW assistance if the claimant is likely to be confronted with a lack of
means

Funding Sources and Delivery

The Bz scheme is part of the National Assistance Act which is under the authority of the
Ministry for Social Affairs and Employment, Directorate General Social Security. The municipal social
services are charged with theimplementation of the scheme under the responsibility of the College van
Burgemeester en Wethouders (B&W - municipal Court of Mayor and Aldermen). The municipality
assumes 90% of the direct costs of the Bz scheme and 90% of the feasibility study costs are reimbursed
by the state under the National Assistance Act budget.

Targeting

There are three target groups for the Bz scheme:

* existing enterprises which are undergoing financial difficulty;
* the unemployed in receipt of unemployment insurance or 'soon to be' unemployed;
* the unemployed in receipt of unemployment benefit (bijstand).

Furthermore, in order to be eligible for the Scheme, an individual and the members of
his family must not have an income at or above the level of the minimum wages. For example, an
unemployed individual whose spouse has a full-time paid job is not entitled to an allowance under this
scheme.

80



Eligible Enterprise Proposals

There are no restrictions on the type of enterprise proposed. However, the claimant
putting forward an enterprise proposal to the Bz scheme provide evidence that he could not obtain a loan
from private financing institutions. This requirement has proven difficult to enforce. A study has
revealed that applicants do not always go through the motions of requesting a loan and the assessors of
the applications sometimes assumes, on the basis of their experience that the prospective entrepreneur
would have no chance of a bank loan. The Bz scheme requires that the proposed enterprise must be
viable after the monthly supplementary allowances are discontinued. That is, the proposed business must
generate an income covering the expected personal spending, and sufficient cash flow covering
repayments on loans and future investments (if access to bank loans can be expected).

Application Process

Initially, the Bz scheme did not require that claimants submit a business plan. Currently,
however, almost all the municipal social services demand a business plan because many proposals were
vague and ill-considered. A feasibility investigation is always carried out, either by the municipal social
services or, more frequently, by the Ministry of Agriculture or the Instituut Midden- en Kleinbedrijf
(Institute for Medium- and Small sized Enterprises). The Institute is a semi-public organization funded
in part by the Ministry of Economic Affairs. A board of experts reviews both the business plan and the
feasibility report and advises the municipal Court of Mayor and Aldermen. The board of experts are
representatives of the B&W, the Ministry for Social Affairs and Employment, Ministry of Economic
Affairs and/or Ministry of Agriculture, and/or Ministry of Traffic (depending on the type of business
concerned) and a representative of a central organization of entrepreneurs or a central agricultural
organization.

Assistance

The participants of the Bz scheme are offered three inter-related program sevices:

- An income-supplementing allowance is provided up to the level of the social assistance
(comparable to minimum wages) for a period of 6 months. Benefits may be extended for
a further 6 months or, exceptionally, for 12 months.

* An additional payment to cover health care insurance fees.
* A loan of up to Df 40 000. is provided. Current bank interest rates are

charged. The loan must be paid back within ten years depending on the
type of investment and cash flow.

The participants to the Bz scheme can also benefit from other government programs which
offer assistance to small businesses:

Unemployment Benefits for the Self Unemployed

Should a UI claimant become self employed and fail he can claim the rest of the unused
portion of his unemployment insurance. Thereafter, he can claim a bijstand allowance (i.e. a means
tested employment benefit).
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Monitoring

The participant is monitored at the 6 month period. If the businesses is not found to be
viable, the allowance is teminated. If the development of the newly created business is found to be
positive but profits are expected to be below the level of the social assistance for an additional 6 months,
the allowance continues. Assistance can be continued for a third and final 6 month period.

Evaluation

In 1985, 700 Bz loans were provided. Dossiers from the regional Instituten Midden- en
Kleinbedrijf, the organization most frequently used to conduct the feasibility study, wereconsulted and
approximatey 28% of the loan recipients were contacted in mid-1989. 90% of the entrepreneurs in the
sample responded to survey. See: Netherlands Ministry for Social Affairs and Employment, Directorate
General Social Security. 1990. English summary of the report National Assistance Credit. A Helping
Hand: Study of the success of persons setting up in business with a Bz credit. The Hague: Ministry for
Social Affairs and Employment.

Table 7.1: Number of Bz Participants
(new self employed)

1985 1400

1986 1600

1987 1500

1988 1400

1989 1300

1990 1200

1991 1300

1992 1300

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.

Table 7.2: Participation Rate (1992)

[Participation rate < 0.5

Participation rate. An estimate of the percentage of targeted claimants which enter the Bz scheme. (i.e.
number of participants divided by the number of registered unemployed).

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.
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Table 7.3: Entrants' Characteristics (1985)

Male 86 %

Percent Age < = 29 31

Percent Age > = 50 7

No voc. educ. 25

Higher Education 31 %

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.

Table 7.4: Program Benetits (1992)

Unemployment Bijstand benefit Bz for couples
Insurance

1. Maximum benefit Df 4200 per month Df 1817. Df 1817 per month
payable

2. Maximum term 52 weeks indefinite 52' weeks
allowed by law

I. Maximum benefit payable. The maximum allowable benefit for which a person may be eligible.

2. Maximum term allowed by law. The maximum allowable number of weeks during which a
claimant is eligible for benefit.

a. A eligible claimant automatically receives 26 weeks of benefits. The term may be extended to
52 weeks if the claimant has worked 3 years in the last 5 years. In this case, the allowance is
continued at the level of the minimum wages. Claimnts under 20 can only receive benefits for
26 weeks. Claimants over 50 years can receive benefits for up to 4.5 years.

b. In some circumstances, an extra 6 months may be added to this period.

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.
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Table 7.3: Entrants' Charaderistics (1985)

Male 86 %

Percent Age < = 29 31

Percent Age > = 50 7

No voc. educ. 25

Higher Education 31 %

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.

Table 7.4: Program Benefits (1992)

Unemployment Bijstand benefit Bz for couples
Isurance

1. Maximum benefit Df 4200 per month Df 1817. Df 1817 per month
payable

2. Maximum term 52' weeks indefinite 52b weeks
allowed by law

1. Maximum benefit payable. The maximum allowable benefit for which a person may be eligible.

2. Maximum term allowed by law. The maximum allowable number of weeks during which a
claimant is eligible for benefit.

a. A eligible claimant automatically receives 26 weeks of benefits. The term may be extended to
52 weeks if the claimant has worked 3 years in the last 5 years. In this case, the allowance is
continued at the level of the minimum wages. Claimants under 20 can only receive benefits for
25 weeks. Claimants over 50 years can receive benefits for up to 4.5 years.

b. In exceptional circumstances, an extra 6 months may be added to this period.

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.

83



Table 7.4a: Bz Credit for the New and Exstg Entrepreneurs (1992)

Maximum loan size Df 40000.

Terms within 10 years

Guarantee (% of loan) 90 %

Personal commitment none

Total number of loans 1500

Total amount lent Df 40 million

Average loan size Df 32 000

Average Bz share 57%

Payback rate 85 %

Interest rate current nikt rates

I. Maximum loan. The maximum amount of credit provided by the program.
2. Terms. The length of the loan.
3. Guarantee (% of loan). The proportion of the outstanding loan which is guaranteed by the

government.
4. Premium. What is the premium charged on the guaranteed portion of the loan.
5. Personal commitment. Personal commitment, measured in financial terms, that the government

has demanded to ensure that the participating banks have a significant personal stake in the
enterprise.

6. Total number of loans. The total number of loans made in 1992 by the Bz scheme.
7. Total amount lent. The total amount lent in 1992 by the Bz scheme.
8. Average loan. The sum of all loans divided by the number of participants.
9. Average terms. The average length of the loans.
10. Average Bz share. The average share of Bz credit in the total capital.
11. Payback rate. The proportion of loans which are paid back.
12. Interest rate. The interest rate which the Bz scheme charges for credit.

Table 7.5: Survival Rate (1985)

1. Enterprise Survival Rate 52 %

2. Share of new enterprises 6

I. Enterprise Survival Rite. The percentage of enterprises created by Bz participants which have
survived approximately 3 years and two months.

2. Share of new enterprises. The estimated number of new enterprises which were supported by
the Bz scheme as a percent of the enterprises created in 1985.

Source: Netherlands Ministry for Social Affairs and Employment, Directorate General Social Security.
1990. English summary of the report National Assistance Credit. A Helping Hand: Study of the success
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of persons setting up in business with a Bz credit. The Hague: Ministry for Social Affairs and
Employment.

Table 7.6: Program Costs Expenditure Including Credit (1992)

1: Total cost of program Df 56 million

2. Cost per participant 43 076

3. Cost per surviving enterprise 82 840

1. Total cost of program. The total cost of the program in Df including the cost of the benefit paid
to the participants (new and existing self employed), the cost of the business review and
administrative costs, and the cost of the credit program.

2. Cost per participant. The total cost of the program divided by the number of participants.
3. Cost per surviving enterprise. The total cost of the program divided by an estimnate of the

number of enterprises which will survive.

Source: Ministerie van Sociale Zaken en Werkgelegenheld, Directoraat-Generaal Sociale Zekerheld.
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Annex 8

United Kingdom

SmSll Enterprise Development

Responsibility for small finms' policies transferred to the Department of Trade and
Industry from the Employment Department after the general election in April 1992. The Employment
Departnent retains responsibility solely for the "Business Start Up Scheme' (BSUS) which is aimed at
unemployed people who want to become self-employed. The Employment Department contracts with the
Training and Enterprise Councils (TECs) to run BSUS. The scheme funding allows both for the payment
of an allowance to individual participants and for training and counselling activities. However, TECs
have considerable flexibility to adapt the scheme to meet local economic need, and can use funds from
other sources (e.g. Department of Trade and Industry, or their 'Local Initiative Fund') to supplement the
range of provision available to new entrepreneurs. The Department of Trade and Industry contracts with
TECs separately to provide information, advice, counselling and training services to existing small
businesses.

The Business Start-Up Scheme (BSUS)

Since 1983, the largest government program in the UK in the field of business start-up
has been the Enterprise Allowance Scheme (EAS). The EAS allowed unemployed people who were in
receipt of the Unemployment Benefit or Income Support (directly or indirectly) to set up their own
businesses. The EAS had a simple national structure paying £40 per week for up to 52 week to
participants who satisfied the entry criteria. In 1991, the program was greatly modified and has been
renamned the Business Start-up Scheme. For most of the 1980s, the EAS was an entitlement scheme, in
that it was demand-led. With the BSUS, TECs have the flexibility to impose their own entry criteria,
and hence it is no longer an entitlement scheme. The TECs also have the freedom to alter the level and
duration of payment.

Funding Sources and Delivery

In 1991 the Department of Employment created a network of 82 Training and Enterprise
Councils (TECs) in England and Wales and 22 Local Enterprise Companies (LECS) in Scotland. The
TECs have taken over the EAS and have been given great flexibility in designing their own Business
Start-up Scheme. The main flexibility TECs have been given are: (i) they no longer have to require
people 'to have been in receipt of unemployment benefit when they join, only to have been out of work
for 6 weeks or more; (ii) they can vary the level of the allowance from £20-90 per week, for 26-66
weeks, compared to the previous statutory level of £40 per week for 52 weeks.

Targeing

In order to be eligible for the scheme:

the participant has be aged at least 18 years old and below retirement age;
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the individual has to be unemployed for six weeks (however, if the TEC so chooses, the
individual is not required to be in receipt of benefit at the time of application to the
scheme as used to be required by the EAS). Within these eligibility requirements, the
TECs can further target particular sub-groups within the eligible population, e.g. victims
of redundancy or people setting up in manufacturing.

Eligible Enterprise Proposals

Anyone wishing to join a BSUS must be starting a new business, "suitable for public
support" and be in full-time, day-to-day control of that business. The participant no longer has to have
£ 1000. available to invest in the business as used to be required by the EAS.

Application Process

The process begins with an Awareness/Information day which informs the potential
applicant both of what the program involves and of what being self employed involves. In 75 % of the
TECs attendance is compulsory. Approximately just over half of the potential applicants pursue a place
on the program after awareness day. The next step in the screening process is training and counselling
primarily to assist the applicant in his preparation of a business plan. Two thirds of the TECs make
training and counselling compulsory. The training can last from 2-5 days. This pre-entry training and
counselling leads to an average 25 % drop out rate.

Although, further screening practices vary from TEC to TEC, most applicants are likely
to require a business plan for the final assessment. The assessment of applicants is sub-contracted in
three quarters of TECs, largely to Enterprise Agencies. Assessment tends to involve qualitative appraisal
of the individuals and their business plans. Whilst the interviewing of applicants and appraisal of business
plans may be sub-contracted, many TECs are involved in the initial screening of applications, and have
the final say as to who is accepted to the scheme. The role of the Enterprise Agency or business
counsellor is often to 'make recommendations' which the TEC then acts upon. Though data is
incomplete, 10 % of the applicants submitting business plans are rejected at this stage.

Assistance

The participants of the BSUS are offered four inter-related program services (these
services vary from TEC to TEC):

* training in the form of Business Skills seminars or other mainstream business skills
training courses which TECs operate (only 9 of the 82 TECS make attendance at a
number of training courses a condition of continuing to receive the allowance);

* weekly allowance which may last from any duration from 26 to 66 weeks, at any level
from £20-90 per week, and which may be structured to allow 'higher amounts up front,
single payments for lower amounts over a year or for shorter periods, or differential
amounts according to the type of business or participant involved;

* counselling which often accompanies monitoring visits (compulsory);
* counselling is also available to the participant after the leave the scheme if they require

it.
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Monitoring

Monitoring is largely carried out by sub-contractors through periodic visits. The visits
take place commonly at 13 weeks, 26 weeks and 52 weeks. Some of the TECs extend the visits to
include the 78 week point. The scheme participants may be visited or may be expected to call on the sub-
contmractor.

Evaluation

Two recent evaluations if the Business Start-up Scheme have been undertaken: 1.
Tremlett, Nigel. 1993. The Business Start-Up Scheme: 18 Month Follow Up Survev. London: Social
and Community Planning Research.
2. EFF Research. 1992. Enternrise Allowance / Business Start-UR: A study of TEC Schemes.
Sheffield, U.K.: TEC Research and Evaluation Branch, Employment Department.

In the Tremlett (1993) evaluation involved the completion of 2059 telephone interviews with
former scheme participants in November 1992, 18 months after they had started on their scheme. The
interviews provided evidence on the survival rate of BSU/EAS businesses after 18 months, the
characteristics of the participants, the designs of the schemes and the factors associated with survival.
The IFF Research (1992) evaluation the evaluation involved telephone contact with all 82 TECs. Full
telephone interviews were achieved with 81 TECs and were generally conducted with the enterprise
manager. The aims of the study were to find out how the Business Start-Up Scheme is being operated
in each TEC, gauge the extent to which the new arrangements are being used, produce, and if possible,
a typology of the schemes currently being operated.

Table 8.1: Number of Participats (fiscal year)

1983 EAS 27,600

1984 46,000

1985 60,000

1986 86,000

1987 106,300

1988 98,500

1989 77,900

1990 60,300

1991 BSUS 49,600

1992 40,500

Source: Department of Employment.
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Table 8.2: Participation Rate

EAS (1987) BSUS (1991)

Participation rate 3.7 % 2.2 %

Participation rate. The munber of participants divided by the number of unemployed. (Number of
unemployed: 1987 2905000; 1991 2241000).

Sources: Emnployment Departnent.
OECD. 1992. Ouarterly Labour Force Statistics, Paris: OECD.

Table 83: Entrants' Characteristics

EAS (1987) BSUS (1991)

Male 74 % 73 %

Age: Under 25 24 Nearly 70% of
25-34 35 participants were

under
35-44 23 30 yrs and over

15 % were
45 and over 18 50 yrs or older

High school graduate* .. 32%

Univ. graduate .. 23 %

0 0 levels and A levels and 6th Form studies.

Note 1: The EAS survey refers to people who completed a full year on the EAS. The BSUS
survey refers to all those who started in May 1991 regardless of whether or not they
survived the first year. Under EAS, approximately 15 % of entrants left before the end
of the scheme.

Note 2: There was little difference between participants and survivors as a percentage of each
group.

Sources: Tremlett, Nigel. 1993. The Business Start-Ul Scheme: 18 Month Follow UD Survey. London:
Social and Community Planning Research, Table 3.1, p.7 .
Employment Departnent. 1989. Fourth Eighteen Months Postal Survey. London: Employment
Departnent, Table 1, p.6 .
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Table 8.3a: Types of Business Started on Scheme

EAS (1987) BSUS (1991)

Agriculture/Fishing (Div 01-03) 5 % 3 %

Minerals/Metals/Etc (Div 21-26) 1 1

Metal goods/Engineering (Div 41-49) 1 4

Other manufacturing (Div 4149) 7 10

Construction (Div 50) 19 13

Distrbtn/Caterg/Rprs (Div 61-67) 26 24

Transport/Comnunictn (Div 71-79) 5 3

Finance/Business Srvces (Div 81-85) 11 20

Other Services (Div 91-99) 24 22

Source: Tremlett, Nigel. 1993. The Business Start-Up Scheme: 18 Month Follow UR Survev. London:
Social and Community Planning Research, p.12, Table 4.1.
Employment Department. 1989. Fourth Eighteen Months Postal Survev. London: Employment
Department, Table 1, p.6.

Table 8.4: Program Benefits

Unemployment EAS (1987) Unemployment BSUS (1991)
Benefit (1987) Benefit (1991)

1. Avg Maximum £ 2080. £ 1809.
Benefit

2. Maximum term 52 weeks 26-66 wks

3. Avg benefit paid .. £ 1945. .. £ 1965.

1. Average maximum benefit. EAS: the maximum was £40 over 52 weeks. For the BSU, the
maximum varied from TEC to TEC, an average is offered here.

2. Maximum term. The maximum allowable number of weeks during which a claimant is eligible
for benefit.

3. Average benefit paid. The average benefit paid to the participants who had completed 12 months
in the EAS scheme and the participants who were in existence for 18 months in the BSUS.

Sources: Tremlett, Nigel. 1993. The Business Start-UR Scheme: 18 Month Follow UR Survev. London:
Social and Conmnunity Planning Research, p 25.
IFF Research. 1992. Enterprise Allowance / Business Start-Up: A study of TEC Schemes. Sheffield,
U.K.: TEC Research and Evaluation Branch, Employment Departnent, p. 40.
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Table 8.5: Survival Rates

1. All Entns 2. Completed 3. Non survivors in self
Scheme employment

EAS(1987) 18 65 % 76% 2.6 %
months

EAS (1987) 36 .. 58 6
months

BSUS(1991) 18 71 *- 2
months

1. All Entrants. The percentage of the entrants at the time of the survey who were self employed
in their EA business.

2. Completed Scheme. The percentage of those who had completed the Scheme and who were
employed in their EA business.

3. Non survivors in self employment. The percentage of the non survivors were self employed. The
EAS (1987) survey did not question those who did not complete the program. Therefore, the
figure for non survivors in self employment may be underestimated.

Sources: Employment Department. 1989. Fourth Eighteen Months Postal Survey. London: Employment
Departnent, p.8.
Maung, Natalie Aye and Erens, Bob. 1991. Ente_nrse Allowance Scheme: A Survey of ParticiRants

Two Years after Leaving. London: Social and Comunity Planning Research, p.12.
Tremlett, Nigel. 1993. The Business Start-, Scheme: 18 Month Follow UR . London: Social
and Conmmunity Planning Research, p. 3-4.
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Table 8.6: Program Expeiditure

Fiscal Year Cost £m Cost per
participant

1983 EAS 23.2 841

1984 76.7 1667

1985 103.9 1732

1986 143.4 1667

1987 195.9 1843

1988 196.7 1997

1989 170.9 2194

1990 132.9 2204

1991 BSU 105.2 2121

1992 109.0 2691

1. Total cost of program. ?
2. Cost per participant. The total cost of the program divided by the number of participants.

Source: Department of Employment

Table 8.6a: Deadweight

Would set up Would set up Not set up without
without Scheme later Scheme

EAS (1987) 37 % 31 % 32 %
18 month

EAS (1987) 39 30 31
36 month

BSUS (1991) 42 18 (sooner: 20
Entrants 13 %)

Sources: Employment Department. 1989. Fourth Eighteen Months Postal Survev. London: Employment
Department, p.18.
Maung, Natalie Aye and Erens, Bob. 1991. Enterprise Allowance Scheme: A Survey of Participants

Two Years after Leaving. London: Social and Community Planning Research, p.117.
Tremlett, Nigel. 1993. The Business Start-UR Scherne: 18 Month Follow Up Survev. London: Social
and Community Planning Research, p. 43.
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Table 8.7: Enterprise and Job Creation

Survey 1. Employing Enterprises 2. Jobs Created
(per 100 survivors)

Total Full time Part time

EAS (1987) 18 month 22 % 14 % 14 % 64 (36 + 28)

EAS (1987) 36 month .. 16 12 83 (57 + 26)

BSUS (1991) 18 month 17. 9 9 37 (18 + 19)

1. Employing Enterprises. The percentage of program survivors who hired full- or part-time
employees.

2. Jobs Created (per 100 survivors). The number of employees multiplied by 100 and divided by
the number of self employed who hire full- or part-time employees.

Note: The EAS survey refers to people who completed a full year on the EAS. The BSUS survey
refers to all those who started in May 1991 regardless of whether or not they survived the first
year. However, when calculating the figure for this table, the number of BSUS survivors were
used rather than the number of entrants.

Sources: Employment Deparanent. 1989. Fourth Eighteen Months Postal Survey. London: Employment
Department, p.15. -
Maung, Natalie Aye and Erens, Bob. 1991. Enterprise Allowance Scheme: A Survey of Participants

Two Years after Leaving. London: Social and Community Planning Research, pp.3, 58-59.
Tremlett, Nigel. 1993. The Business Start-UP Scheme: 18 Month Follow Up Survev. London:
Social and Community Planning Research, p.16-17.

Table 8.7a: Cost per particpant, survivor and job

Cost per Cost per Cost per job
participant survivor

EAS (1987) 18 1843. 2835. 1729
month survey

BSUS (1991) 18 2121. 2986. 2180
month survey
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FLOW CHART 12: ENTERPRISE ALLOWANCE SCHEME (EAS) AND BUSINESS
START-UP SCHEME (BSUS)
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Annex 9

United States

Small Enterprise Development

Typically, most government assistance to small business has been through the Small
Business Administration and has tended to focus on larger fimns within the small business sector. In June
1992, the SBA announced its kicroloans Program targeted to poor, minority and female entrepreneurs.
Other government microenterprise assistance has also been concentrated in govermnent programs to
improve the self-sufficiency of low-income or otherwise disadvantaged populations: Job Training
Partnership Act, Department of Labor; Commwuty Services Block Grant Program, Department of Health
and Human Services; Community Development Block Grant Program, Housing and Urban Development
Department; Enterprise Loan Funds, Economic Development Administration, Department of Commerce.

Recently, however, microenterprise programs have been considered for the unemployed
in general. Two experiments undertaken by the Department of Labor which target newly unemployed
workers are described below, and legislation has been passed to extend the program in order that it may
be offered to all the employed.

WasVington Self-Employment and Enterprise Development (SEED) Demonstration

The SEED Demonstration was initiated on a pilot basis in one site in the state of
Washington beginning in September 1989 on the initiative of the Department of Labor and was then
implemented in five additional sites in February 1990. The primary purpose of the Demonstration was
to deternine the viability of self-employment as a reemployment option for unemployed workers. The
experiment was designed to test the effectiveness of providing a combination of business assistance
services and self-employment allowances to Unemployment Insurance (UI) claimants early in their
unemployment spell to provide the technical and financial assistance needed to launch a successful
business venture.

Funding Sources and Delivery

The Demonstration was a cooperative effort involving the DOL, the Washington
Employment Security Departnent (i.e. regional labor office), and the Business Assistance Center of the
Washington Department of Trade and Economic Development. The funding source for the self-
employment allowance was the LTI Trust Fund. The business advisory services was financed from
Federal and State general revenue funds. The local labor office staff organized the InfornationDay,
and additional staff was brought in to administer and managed the program through a cooperative
agreement between the Washington employment services and the Business Assistance Center (BAC), a
division of the Washington State Department of Trade and Economic Development.

Targeting

In order to be eligible for the Demonstration, an individual had to meet the following

criteria:
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* be an unemployed worker eligible to receive LTI benefits in the State;
* be filing a new UI claim (i.e. they were not unemployed in the previous 12 months;
* have no immediate prospects for wage and salary employment (i.e. they are not subject

to recall by their pre-layoff employer or placement by their union); and
* be 18 years of age or older.

Eligible Enterprise Proposals

The enterprise proposed had to be a new enterprise.

Application Process

The process began by an invitation to an Awareness Day being sent to the target
group. Only those individuals who chose to attend were eligible for the program. Awareness Day
gave the potential applicants information about the program and applications were handed out. The
application also served a self-screening function as it included a number of self-assessment questions
and questions about assets and debts that may affect an individual's decision to apply to the program.
The applications were reviewed by the Washington Employment Security Departmnent and a local
conminttee made up of representatives from the BAC and local businessmen and bankers. The
applications were examined for timeliness (applications has 7 days to complete the applications),
completeness and to make certain that the individual has a clear business idea. Individuals with an
acceptable application are randomly assigned into treatment and control groups. Those individuals
who are selected for the treatment group become project participants and are eligible to receive the
self-employment assistance provided by the demonstration. Those who are selected for the control
group continue to receive their unemployment benefits and must continue to comply with the
unemployment regulations (e.g search for work).

Assistance

The participants of the SEED Demonstration were offered three inter-related program
services:

- Compulsory business training modules, optional one-on-one business counselling and
optional Entrepreneur Club meetings;

* A waiver of the U.I. work search requirement; and
* Periodic self-employment allowances which, if five miles are met, could be followed

by a lump-sum payment equal to their remaing UI entitlement.

Monitoring (to ensure continuing eligibility).

a. Participants had to fulfill 5 program milestones before receiving the lump-sum
payment:

* complete the training modules;
* develop an acceptable business plan;
* set up a business bank account;
* satisfy all licensing requirements; and
* obtain adequate financing.
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b. The applicant's progress in achieving these goals is reviewed after 10 weeks and a
decision is made as to whether to extend the waiver period. If the waiver is revoked
participants would either have to meet the work search requirement (and other UI
eligibility requirements) or stop receiving LT benefits.

Evaluation

The evaluation has three major components. First, an evaluation of the program
process will be made based on observational data (e.g. interview with local program staffand
participants) and data from an automated Participant Tracking System (e.g. participant characteristics,
attendance at project events, receipt of services and ftnancial assistance). Second, an impact analysis
will be carried out on the treatment group (participants) and the control group (non-participants) to
determine how the self-employment allowance and business development services affected a broad
range of outcomes (e.g. earnings, business formation, survival rates) over 2years. The third an final
component is a benefit-cost analysis from the following perspectives: project participants, DOL,
Federal government, society as a whole.

Massachusetts U.I. Self-employment Demonstraion

In December 1987, the Congress enacted legislation, Section 9152 of the Omnibus
Budget Reconciliation Act of 1987, that authorized DOL to proceed with UT self-employment
demonstration projects in additional States. In accordance with this legislation, DOL has proceeded
with a second federally sponsored project. The project in Massachusetts issimilar to the Washington
experiment. Like the Washington project, the Massachusetts project is testing the services to
unemployed workers to assist them in starting their own microbusiness.

Funding Sources and Delivery

The Massachusetts experiment is a cooperative effort involving the DOL, the
Massachusetts Department of Employment and Training, the Massachusetts Office of Business
Development and several local business development agencies. The business advisory services was
financed from Federal and State general revenue funds.

Tagetig

In order to be eligible for the project, an individual had to meet the following criteria:

be an unemployed worker eligible to receive UI benefits in the State;
be filing a new UI claim (i.e. they were not unemployed in the previous 12 months;
have no immediate prospects for wage and salary employment (i.e. they are not
subject to recall by their pre-layoff employer or placement by their union);
be 18 years of age or older;
be determined to be likely to exhaust their entitlement for UI benefits.

Saei

Same as in Washington Demonstration.
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Assstance

The participants of the Massachusetts project were offered three inter-related program
services:

* a compulsory, half-day training seminar and six training workshops;
* a waiver of the U.I. work search requirement for 24 weeks after which the participant

decided for forego their remaining 6 weeks of UI benefits and continue to devote full
time to their self-employment activities or return to the UI system for the remaining 6
weeks; and

* periodic self-employment allowances equal to their UI benefits.

Evaluation

Same as in Washington Demonstration.

Table 9.1: Number of participants

Washington Demo. Mass.
Demo.

1989

1990 755 100

1991 .. 150
1992 .. 350

Table 9.2: Participation Rate

Washington Demo. Mass. Demo.

Participation rate 4.6 2.4

Participation rate. The percentage of U.I. claimants in the target group who attended the orientation
meeting and submitted a timely and complete application.
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Table 93: Characteristics of Treatment Group

Washington Demo. Mass. Demo.

Intake 21 months Intake 18 months

Male 66.5 % 61.8 % 68.1 75.9 %

Percent age <= 24 4.4 2.8 2.3 0.9

Percent age > =46 27.5 25.8 35.7 44.4

Mean age (years) 39.4 yrs .. 40.7
yrs

High school graduate 31.5 31.5 29.7 30.5

Some college 32.6 32.8 .. 27.8

College graduate 29.5 33.0 39.5 38.9

Mean education (years) 13.8 yrs .. 14.3
yrs

Number of cases 755 314 263 108

Intake. Characteristics of all participants in the treatment group.
2. 18 months and 21 months. Characteristics of participants in the treatment group who were

self-employed at time of interview (Washington 21 months; Massachusetts, 18 months).

Table 9.3a: More Characteristics of Treatnent Group

Washington Mass. Demo.
Demo.

Prof/tech/manag. 38.9 % 46.4 %

Clerical 12.2 10.6

Manufacturing sector 22.9

Service sector 29.0 27.0
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Table 9.3b: Types of Bumness Created by the Treatment Group

Washington Demo. Mass. Demo.

Construction 8.8 % 7.4 %

Manufacturing 20.9 13.7

Wholesale 11.6 15.8
Trade/Retail

Services 47.1 55.8

Other 11.6 7.4

Note 1. The types of businesses created by the participants in the treatment group at 21
months in Washington and 18 months in Massachusetts.

Note 2. 'Other" regroups transportationlutilities and finance/real estate.

Table 9.3d: Regional Distribution of Businesses Proposed by Treatment Group

Washington Demo. Mass. Demo.

High unemployment 48.9 % 63.5 %
area

Low unemployment 51.1 36.5
area

Table 9.4: Program Benefits by Treatment/Control Groups

Washington Demo. Mass. Demo.

Treatment Control Treatment Control

1. Avg maximum $ 5 395. $ 5 459. $ 7 266 $ 7 472
benefit payable

2. Max. term 26 weeks 26 weeks 24 weeks' 30 weeks

3. Avg benefits paid S 4 858 $ 3 368 $ 5 939 $ 6 462
4. Avg term .. 17.5 weeks 27.4 30.9b
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a. Self-employment stipends (equivalent to Ul benefits) were available to treatment group
members for a total of 24 weeks. Those who chose to return to unemployment insurance
after 24 weeks were eligible for an additional 6 weeks of unemployment insurance benefits.

b. During the program, the State of Massachussets extended the number of weeks one could
receive unemployment insurance benefits.

1. Average maximum benefit available. Average of maximu UlI benefits payable to treatment
and control group members in USD.

2. Maximum term. The number of weeks during which the participants are eligible to receive
the benefits.

3.* Average benefits paid. The average UI benefits actually paid to treatment and controls during
the first spell of unemployment.

4. Average term. The average length of benefit payment.

Table 9.5: Survival Rates and Deadweight

Economic Indicator Washington Demo. Mass. Demo.

1. Enterprise Survival Rate 62.9 % 66 %

2. Deadweight 26.6 28.6

1. Survival Rate. The percentage of treatment group members who reported self employment at
18 (or 21 months).

2. The percentage of control group members who reported self-employment.

Table 9.5i: Employment Rate by Tatment/Control Group

Washington Demo. Mass. Demo.

% employed at % employed % employed at % employed
interview during period interview during period

Treat. Group 72.9 91.3 79.7 91.0

Control Group 68.3 86.5 63.6 77.3

This table shows the percentage of treatments and controls who were either self-employed or engaged
in wage and salary employment at any time during the observation period (18 months in
Massachusetts, 21 months in Washington), and the percentage who were either self-employed or
engaged in wage and salary employment at the time of the follow-up interview.
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Table 9.6: Program Expenditure (1992)

Washington Mass.

1. Cost per participant 5358 6739

Cost per participant. The sum of the avg benefits paid and the cost of business advisory
services (assumed to be at least $500. in Washington and $800. per participant in
Massachussetts).

Table 9.7: Enterprise and Job Creation

Economic Indicator Washington Demo. Mass. Demo.

1. No. of enterprises 333 118

2. No. of jobs created 195 95

1. Number of enterprises created. The number of enterprises reported by members of the
treatment group, as having been started at any point during the follow-up period (18 months
in Massachusetts, 21 months in Washington).

2. Number of jobs created. The sum of individuals hired, reported by treatment group members
who were self-employed. These jobs ar both family members and non-family members.

Sources:
I. Massachussetts Departnent of Employment and Training.
2. Benus, Jacob M., Terry R. Johnson and Michelle Wood. 1993. Does Self-Emplovment Work
for the Unemploved? Impact Analysis of the Washineton State and Massachusetts Self-Emloyment
Demonstrations. Bethesda, Maryland: Abt Associates, Inc.
3. U.S. Department of Labor. 1992. Self Emnlo_ment Prouams for Unemoloved Workers.
Washington DC: Department of Labor.
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FLOW CHART 13: ENTERPRISE PROJECT AND SEED
INTAKE AND ASSIGNMENT PROCESS

Enterprise Project SEED Project
(Massachusetts) (Washington)

[ All Claimants 1 [ All Claimants

Claimants in Targeted Claimants in Targeted
Population j Population

Claimants Liket y
to Exhaust Ut Benefits.

Claimants Attendc
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Claimants Atend 
Intomination Session

Interested claimants
Interested Claimants Complete Applicaton
Complete Applicants

Eligible Appllcants 1 Eligible Appats;

mRandoomRad
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a - An exhaustion prediction algonthm was used to Identify claimants likely to exhaust Ul benefits
b - lntomabon sessions were 1 hour sessions conducted by an Enterprse Representative from the Local DET Office and by a Business

Development Couselor. Sessions covered risks and rewards of self employment and procedures for applying to the Project.
c* Awareness Day was a45 minute session I the Local Office. Two videos were presentea in the sessions to discuss the risks and

rewards ot self employmehl and procedures tor applying for SEED.
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FLOW CHART 14: BUSINESS STARTUP SERVICES

Enterprise Project SEED Project
(Massachusetts) (Washington)

Enterprise Project 
Treatment Group SEDGreaten
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