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Abstract. Virtually all developed economies utilize taxpayer’s money to provide either free or
subsidized assistance to small businesses, the self-employed or to potential small business
owners. This paper provides an outline methodol ogy for evaluating the impact of these policies.
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sophisticated. These are referred to as the ‘Six Steps’, with step Six being viewed as ‘best
practice’ or ‘heaven’ in this area
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1. Introduction

Virtually all developed economies utilise taxpayers money to provide either
free or subsidised assistance to small business, the self employed or to
potential small business owners. Sometimes this assistance is direct financial
payments in the form of subsidies to encourage investment in human or
physical capital. In other cases subsidies are in the form of free or subsidised
advisory servicesin starting or developing small business or in specialist areas
such as exporting or the use of new technology.

Taxpayers money may also be used to bribe individuals or organisations
to behave in away which is perceived to benefit both small businesses and the
economy as a whole. These bribes often take the form of tax relief. For
example, wealthy individuals may be given ‘tax breaks to become equity
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participants in small or young businesses. Finally, some government
procurement programmes focus upon small businesses, and taxpayers money
is used to offset any efficiency losses to government by its having to contract
with small businesses where these are not optimal suppliers. The wide range
of public support programmesto small firmsin developed economies and their
appraisal is best reviewed in OECD [1995, 1996, 1997].

Given the huge variety of schemes, the diversity of countries in which the
schemes are found, and the often inflated claims on the part of those
administering the schemes for their effectiveness, it is disappointing that the
academic community has been rather slow in seeking to address this area.
Perhaps even more serioudy, even where the issues have been addressed by
small business academics, the methods of evaluation employed have rarely
been at the intellectual frontier.

This paper seeks to provide an outline methodology for evaluating the
impact of public policiesto assist the small business sector. It begins, however,
by emphasising theimpossibility of conducting an evaluation in the absence of
clearly specified objectives for the policy concerned. Idedly, in fact, these
objectives should be specified in a quantitative manner in the form of targets.

The paper then moves on to provide a review of the various
methodological approaches to evaluation of small business support policies
found in developed countries. It does not seek to present a comprehensive
review of the area. Instead it provides an analytical framework within which a
wide variety of types of analyses can be classified. In total it identifies six
approaches, beginning with the most simple and ending up with the most
sophisticated. These arereferred to asthe* Six Steps’ with Step 6 being viewed
as ‘best practice’ or ‘Heaven' in this area. The paper also makes a distinction
between ‘monitoring’ and ‘evaluation’. Monitoring is viewed as Steps 1-3,
with the more sophisticated approaches being classified as ‘evauation’ in
Steps 4-6.

2. Specification of Objectives

It is a fundamental principle of evaluation that its prerequisite is the
specification of the objectives of policy. Unfortunately it appears to be a
characteristic of governmentsin all developed countriesto be, at best, opague
about the objectives of small business policy. Many phrases characterise this
area. Governments talk about ‘creating an enterprising society’, or
‘maximising SMEs contribution to economic development’, or ‘enhancing
competitiveness’, or even ‘creating jobs. So far as this author is aware,
however, no developed country produces a clear set of objectives for each
component of small business policy. Analysts therefore are required to infer
the objectives of policy, rather than having these clearly defined. Only then is
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it possible to determine whether or not the target is achieved and hence be able
to judge whether or not policy is successful.

Instead, what governments favour are lists of policies. Lists of the various
measures which have been introduced to help the small business sector, such
as taxation exemptions, late payment, administrative burdens, finance and
information provision. Typical of these lists are those presented in ENSR
(1997) at a European level or DTI (1998) for anational level.

Analysts such as de Koning and Snijders (1992) have made attempts to
compare SME policies in countries. Their work, on EU countries, was only
ableto compare, using such lists, the number of policy measures focused upon
SMEsin policy fields such as Fiscal palicies, Export policies, Information and
Counsdlling etc. This is clearly not the same, and indeed is significantly
inferior to, specifying objectives.

Not only is there a conspicuous absence of clear objectives for SME
policy, but the implied objectives can often be conflicting. The United
Kingdom can be taken as illustrative. Table 1 reproduces my earlier (Storey
1994) effort to seek to identify the appropriate objectives for UK small
business policy. Note the table only defines the objectives and not the
numerical values of the objectives (i.e. targets) themselves.

Table 1: Intermediate and Final Objective

Intermediate Final
1. Increase Employment — Increase Employment
— Reduce Unemployment

2. Increase Number of Start Ups — Increase Number of Start Ups
— Increase Stock of Firms

3. Promote Use of Consultants — Promote Use of Consultants
— Faster Growth of Firms

4. Increase Competition — Increase Competition
— Increase Wedlth

5. Promote “Efficient” Markets — Promote “Efficient” Markets
— Increase Wedlth

6. Promote Technology Diffusion — Promote Technology Diffusion
—Increase Wealth

7. Increase Wealth —Votes

Source: Storey (1994)

The table distinguishes between intermediate and final objectives. Taking
the top line as illustrative, we can identify ‘increasing employment’ as an



184 Methods of Evaluating the Impact of Public Policies to Support Small Businesses

objective, with a target being where this objective was given a particular
measure — such as increasing employment by 5% over afive year period.

Taking now the objectives, politicians in most developed countries have
SME policies because they believe, rightly or wrongly, that SMEs are both
currently amajor source of employment and likely to be an increasing source
of new jobs in the future [Hughes (1997)]. Failure to address/encourage the
SME sector may lead to slower rates of job creation and hence unemployment
being higher than otherwise.

Whilst political leaders frequently couch their rhetoric in terms of
employment creation, their prime concern is, in fact, to seek to reduce
unemployment, rather than to increase employment. Increases in employment
therefore can be considered as an intermediate objective, with the fina
objective being that of reducing unemployment.! Utilising the vehicle of
SMEs to create jobs can however have a mixed effect upon reducing the
numbers of individuals registered as unemployed. From the positive side,
SMEs are more likely to employ individuals who are comparatively heavily
represented amongst the unemployed — unskilled, very young and very old
(Brown, Hamilton and Medoff 1990). Yet, in other respects, job creation in
SMEs is likely to have only a modest effect upon reducing registered
unemployment. Thisis because SMEs are disproportionately likely to provide
part timework and these part time workers (often females) arelesslikely to be
registered as unemployed. There is therefore immediately a question as to
whether the real objective of policy inrow 1 isthe creation of employment or
the reduction in unemployment. This is rarely made explicit in policy
pronouncements.

A second area of possible conflict between job creation and reduction in
unemployment is that the latter can often be reduced by out-migration from a
country or region. Policies of job creation, if they are successful, can lead to
lower rates of out-migration because workersfeel there isaprospect of getting
ajob in the locality. Success at creating jobs can even, perversely, lead to
increased unemployment. Those specifying objectives have to be clear where
their prioritieslie.

Inrow 2 of Table 1 an aternative objective of SME policy is articulated.
Many countries have policiesto encourage individualsto start businesses. This
may be related to aspects of objective 1 — such as a view that more people
starting businesses |eads directly to additional jobs or to reducing the numbers
of unemployed. Alternatively, policiesto increase the number of start ups may
merely reflect (be a result of) a more dynamic economy and one likely to
exhibit prosperity in the longer term. However it is widely recognised that
policies to assist the start up of new enterprises are most likely to be targeted

1. Heretargets are sometimes specified. For example the Swedish government is committed
to halving unemployment over afive year period to the year 2002.
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upon individuals who are unemployed, since these individuals are the most
‘susceptible’ . Experience, both in the UK and the United States (Storey and
Strange, 1992, Bendick and Egan, 1988), shows these individuals often enter
tradeswith low entry barriers—such asvehiclerepairers, window cleaners, taxi
drivers, etc. for which there is a finite and highly localised demand. The net
effect of such policiesisthat public money is used to encourage unemployed
individuals to start a business in these sectors, but this serves primarily to
displace other unsubsidised traders in the locality with no obvious benefit
either to the local consumer or to the economy in general. The effect thenisto
increase the number of start upsi.e. satisfy intermediate objective 2, but also
to increase the number of businesses which cease to trade, with little net
change in the stock of firms and so not satisfy final objective 2. Even where
thereisan increasein the stock of firms, there may well be acompensating fall
in average firm size without any apparent increase in employment (Storey and
Strange 1992). A choice therefore has to be made between Intermediate
objective 1 and Intermediate objective 2.

The remainder of table 1 identifies several other objectives which are
apparent from observing the characteristics of public support for SMEsin the
United Kingdom. The interested reader can consult Storey (1994) for afuller
discussion of other potential conflicts. Perhaps the only objective requiring
further comment at this point is that in row 7, where the final objective is
‘Votes'. This clearly is a fundamentally different objective, since it is
explicitly political, rather than being one of the other more ‘economic’
objectives specified elsewhere. As noted in Storey (1994), there is nothing
undesirable in public policies being focused on the achievement of economic
objectives and, as a reward for achieving good economic performance,
politicians being re-elected. Indeed such logic is at the cornerstone of
democracy. What is more questionable is where policies, using taxpayers
money, are couched in terms of economic objectives but are redly a
mechanism for persuading a numerically significant group (in this case small
business owners) to vote for the government through the provision of
‘sweeteners’. In many countries there is an overtly political element to small
business policies, and failure by analysts to take it into account, would be to
underestimate the role which it playsin politician’s calculations.

Governments, then, should be required to specify their objective in the
provision of small business support. Identifying a wide range of sketchy
objectives may serve the government’s purpose of being able to point to
success if there is an improvement in that objective area, but this is clearly
unsatisfactory from the viewpoint of the taxpayer. Paraphrasing Harrison and
Leitch (1996) “It is clearly unsatisfactory for the government to claim that the
target isanything it happensto hit”. Instead governments should set objectives,
with an indication of which, if there is more than one, takes priority. Once the
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objectives are set, then numerical targets need to be specified. Only then can
evaluation take place.

It isinteresting to note that, whilst this paper was in preparation, the issue
received ‘ heavyweight’ support in the UK from the House of Commons Select
Committee (1998). It said:

The Government has yet to state clearly what its policy objectives are with
regard to SME policy; how the achievement of these broad objectives can be
assessed, or how existing policy measuresfit within abroader context . . . the
means by which competitiveness can be measured and the reasons for
targeting competitiveness, in terms of its impact on employment,
unemployment, GDP and other indicators can only be guessed at . . . we are
not convinced that the Government’'s SME policy is characterised by
sufficient structure and focus. We recommend that, as a matter of urgency,
the government define the objectives of SME policy. The objectives chosen
must be accompanied by measurable targets, with a timetable for their
attainment. Clearly such a development would be highly desirable and ought
to be implemented with all speed.

3. TheSix Steps

This section makes the unrealistic assumption that objectives, either of small
business policy as a whole, or of the particular programme under
consideration, are specified. The remainder of the paper seeksto review how,
in practice, appraisal is undertaken. Table 2 identifies the six steps and these
are ranked in terms of sophistication, with Step 1 being the least sophisticated
and Step 6 being the most sophisticated.

Table 2: The Six Steps
Monitoring

STEPI * Take up of schemes
STEPII * Recipient’s opinions
STEPIIl  * Recipient’s views of the difference made by the assistance

Evaluation

STEPIV  * Comparison of the performance of ‘ Assisted’ with ‘ Typical’ firms

STEPV  * Comparison with ‘Match’ firms
STEPVI  * Taking account of selection bias
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Although all six stepsare often referred to as‘ evaluations' intheliterature,
Steps 1-3 can be considered as merely monitoring, with only Steps 4-6 being
evaluation.? The difference between monitoring and evaluation is that the
latter are attempts, demonstrating analytical rigour, to determine the impact of
the policy initiatives. Monitoring, on the other hand, merely either documents
activity under the programme or reports participant’s perception of the value
of the scheme. In short, the difference between monitoring and evaluation is
that monitoring relies exclusively upon the views of the recipients of the
policy. Evaluation however seeks, by some means, to contrast these with non-
recipients, in order to present a ‘counter-factual’. The difference between
actual changes and the ‘ counter-factual’ is viewed as the impact of the policy
—or its‘additionality’.

3.1. Monitoring

Step 1:  Take up of Schemes

Table 3 describes Step 1. This monitoring procedure identifies the
characteristics and nature of the take up of the scheme. For example, it might

Table 3: Take Up of Schemes
Questions
* How many firms participated?
* What sectors were they in?

* What locations were they in?
* How big were these firms?

* How much money was spent?

Problems
* Tells you amost nothing about policy effectiveness
* Tells you almost nothing about satisfying objectives

Examples

Author: Date: Topic: Country:
USA Delegation 1997 Small Business USA

to OECD Investment Co.

2. Monitoring has narrower objectives than evauation. It is limited to observing and
recording practical indicators of inputs and outputs .... Evaluation has two prime aims. —
An improving and learning aim, and A proving aim” Bridge et a (1998)



188 Methods of Evaluating the Impact of Public Policies to Support Small Businesses

quantify the number of firms which participated in a particular scheme, their
sectoral distribution, the size of such enterprises and possibly their regional
distribution. Step 1 reviews also frequently include public expenditure on the
schemes, so that it is possible, for example, to identify expenditure by firm size
or the proportion of expenditure ‘consumed’ by particular regions. What is
much less frequently available is information on the money received by
individual firms, since this is thought to contravene a confidentiality
relationship between government and the enterprise.

The data used in Step 1 are primarily collected by the public sector for
accounting purposes. In many instances they appear as Appendices to
government documents but, because they are collected simply for accounting
purposes, they do not even seek to evaluate whether the monies have been
effectively spent. Their sole concern is to document expenditure, making it
clear that expenditure is compatible with the purpose for which is was
intended. In short, Step 1 serves an accounting and legal function, but plays no
economic role.

The second section of Table 3 makesit clear that, whilst Step 1 appraisals
are the most frequently conducted, the results obtained provide no insight
whatsoever into policy effectiveness. They do not even seek to answer the
guestion ‘ To what extent did the policy achieve thetypes of objectivesoutlined
inTable 1?

Despite their ubiquity, Step 1 appraisals can only be considered as the
‘building blocks' for evaluation. Whilst they provide data on the numbers of
firms participating, and on expenditure, these items are not linked.

Step 2:  Recipient’s Opinions

In Step 2 those firms who participated in the schemes are asked for their
opinions. For example, those participating in subsidised training activities are
asked about whether they felt there wasvaluein thetraining provided; firmsin
receipt of subsidised loans are asked about whether they thought the loan to be
valuable; those who participated in export counselling services are asked
whether they felt the advice was helpful and whether it led to new orders.
Firms participating in Loan Guarantee Schemes are asked about whether they
would have received funding for a project without the availability of the
scheme.

Firms are aso normally asked about the application procedures to
participate in the Scheme to determine whether these can be streamlined. For
example, firms are asked about how they became aware of the service, about
the complexity of the application procedure and whether the application was
speedily and fairly handled by the bureaucrat. Step 1 data is therefore
‘objective’ financial accounting data, whereas Step 2 seeks to obtain the
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viewpoint of the firms both on the effectiveness of the scheme and on its
accessibility.

The ‘Problems’ section of Table 4 however shows that, despite the
frequency of such studies, Step 2 information does not hel p determine whether
objectives are achieved. Take for example participants upon training courses:
here participants are often asked to express an opinion as to whether they felt
the training to be of use to them and whether it was professionally delivered -
the so-called ‘happy sheets'. It ishowever astrong leap of faith to believe that
satisfaction with the course delivered relates to enhanced firm performance;
yet it isonly enhanced firm performance which will be related to the objectives
of policy®.

Table 4: Recipient’s Opinions

Questions
* Course Participants: Did they likeit?
* Firms : Were there problems in applying?
: Were procedures too slow?
: Cumbersome?
* How much money was spent?
Problems
* Evenif they likeit, it does not tell youif it is effective
* All it can do is offer insightsinto policy delivery
— but that is not they key question
Examples
Author: Date: Topic: Country:
Moint 1998 Export Assistance USA
Rogoff and M-S Lee 1996 Small business support services, in - USA
genera
Ernst & Young 1996 Business Links USA

In short, whilst such assistance may make the recipients happier - and
conceivably more likely to vote for the politicians - it does not necessarily

3. Despitethis, the link is frequently made. For example, the Barclays 1998 small business
review on training reports high levels of satisfaction reported by owner-managers on
training courses (91% felt that quality was good or very good), but no attempt was made to
link thisto formal performance measures. Despite this Barclays asserted that they believe
it to be acritical element to a successful small business. However where such links have
been sought through careful work [Hughes et al (1998)] associations are very weak or non-
existent.
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relate to the economic objectives of the policy, such as increasing the
competitiveness of the firm or job creation.

If the objective of theinvestigationis, in part, to identify the problemswith
accessing aid then only addressing these questions to those firms which were
successful in overcoming any barriers|eadsto biases. In particular itislikely
that those who have surmounted the barriers will have a more ‘ positive’ view
than those who were discouraged. Questioning only participant firms fails to
estimate the extent to which firms are discouraged from participating in a
scheme by the real or imagined barriers which exist. It is therefore of
paramount importance that the views are sought of all relevant businesses -
whether or not they applied. From this, a list of applicants. but who did not
access the aid, must also be drawn. Only in thisway isit possible to obtain an
accurate measure of the extent of any application barriers.

Overall, Step 2 appraisals can offer some insight into policy delivery
(especialy when combined with the views of non recipients), but they remain
amost irrelevant to determining the effectiveness of policy. Thisis because
there may be no link between the views of the firm on the value of the policy
and the ability of the policy to achieve the objectives specified in Table 1. For
example, the privately rationed firms will prefer public subsidies with high
dead-weight elements and might be tempted to speak positively about such
policiesif they felt this was likely to influence government provision of such
subsidies. On the other hand some firms may be more truthful, yet the
evaluator has no means of distinguishing the truthful from the selfish firms.

Step 3:  Recipients views of the difference made by the assistance

In Step 3 recipients of policy are asked, not simply whether they liked the
policy — the happy sheets — but also whether they thought this made any
difference to the performance of their firm. Normally quantitative estimates
are sought, to determine whether the initiative provided additionality in terms
of additional jobs, sales, or profits.

Table 5 shows that, in the more *sophisticated” Step 3 appraisals, firms
may also be asked questions as to what would have happened to them if they
had not been in receipt of the policy initiative. Perhaps, most difficult of all,
firms may be asked to estimate the extent to which, if there is any enhanced
performance on their part, thisis at the expense of other firms. Such questions
are designed to estimate the extent of any ‘displacement’.

The *Problems’ section of Table 5 shows there are several fundamental
problems with this approach in addition to those referred to in Step 2. The
most important of these is the extent to which businesses are capable, even if
they choose to be truthful, of conducting the mental gymnastics required to
answer such questions. To ask a small manufacturer to estimate the extent to
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Table 5: Recipient’s view of the difference made by the assistance

Questions

* Did firmsthink it prvided ‘additionality’ ?

* Would firms have done it anyway?

* Doesit cause ‘ displacement’ ?
Problems

* Even if they likeit, it doesnot tell you if it is effective

* All it can do is offer insightsinto policy delivery

—but that is not they key question
Examples
Author: Date: Topic: Country:
Moint 1998 Export Assistance USA
Rogoff and M-S Lee 1996 Small business support services, in  USA
general

Ernst & Young 1996 Business Links USA

which the provision of aloan or subsidised advisory service received two or
three years previoudly influenced the subsequent profitability of hisher firms
merely encourages guessing. There are so many influences upon the
performance of small enterprises that being able to attribute precisely a
number, or even arange, is an unreasonable question.

In many instancesit is a perfectly understandabl e reaction of businessesto
provide answers which they think the questioner wishes to hear in order to be
ableto continue untroubled with the running of their business. If they do adopt
this response thereis, yet again, no way of checking.

Whilst some entrepreneurs will provide the answer which they think the
questioner wishes to hear in order to get them out of the door - and by
implication therefore overestimate the impact of the initiative - others may
adopt the reverse strategy. Many entrepreneurs are fiercely proud of their
business and are very reluctant to admit to receiving any assistance
whatsoever. Such individuals are therefore likely to underestimate the
contribution of policy by claiming that any improvements in their business
reflected their entrepreneuria skills, rather than public money. Faced with
these extreme groups the analyst has no basis for judging which of the two are
numerically dominant in any group.

There is aso the issue of when such questions should be asked, and of
whom. Clearly they cannot be asked at the time of the loan since any effects
(on profitability/sales etc.) will not have had an effect. On the other hand a
period of more than three years after the loan will mean that too many other
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influences will have affected firm performance. A balance therefore hasto be
struck between not waiting long enough for effects to appear and waiting so
long that recall deteriorates.

Finally, it isthe case for both Step 2 and Step 3 appraisals that interviews
can only be conducted for firmswhich continue to trade. Itisvery difficult to
contact enterprises which are no longer trading and yet al firms are the target
for policy. To have responses only from surviving firms will clearly bias the
interpretations placed upon the effectiveness of the policy, serving to make the
outcomes more positive than would be the case by the inclusion of both
survivors and non-survivors..

Overal, therefore, monitoring alone is incapable of offering policy
relevant insights into policy effectiveness, where the objective of policy isto
enhance the performance of SMEs. Thisis because the effect of policy cannot
be estimated simply by seeking the views of recipient firms, even if these
views were honestly provided. It is only capable of soliciting views from
operational businesses so, if one objective of policy isto raise survival rates of
firms, then this procedure is precluded. To overcome these problems it is
necessary to compare the assisted firms with groups of firms not assisted by
the policy. This is defined as evaluation. Its challenge is to isolate the
appropriate group of firms with which to make the comparison, and to hold
constant all other influences.

3.2. Evaluation

Step 4:  Comparison of the performance of * Assisted’ and ‘ Typical’ firms.

The earlier discussion of Table 2 emphasised that a key distinction between
monitoring and eval uation was that monitoring focused exclusively upon firms
which have been assisted by policy. Y et to evaluate the impact of the policy it
is necessary to decide what would have happened to businesses in the absence
of policy - the so-called ‘counter-factual’. The effect of policy is therefore
defined to be the difference between what actually happened and what would
have happened in the absence of policy.

Step 4 estimates this impact by comparing the performance in firms
assisted by the policy with those which have not been assisted. The inference
isthat any difference in the performance of the two groups can be attributed to
the impact of the policy.

In Table 6 assisted firms are compared with typical firmsin the population.
For example, employment or sales growth in assisted firms is compared with
typical firms; alternatively the differences in survival rate of assisted firms
may be compared with the survival rates of firms more generally in the
economy.
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Table 6: Comparison of the performances of ‘ Assisted' with ‘Typical’ firms

Approach
* Employment/Sales growth of assisted firms compared with ‘typical’ firms?
* Survival of assisted firms compared with ‘typical firms
Problems
* Assisted firms are not typical
Examples
Author: Date: Topic: Country:
Chrisman et d 1985 Subsidised Consultancy USA
Deschoolmeester 1etal 1998 Management Training Belgium

The advantage of this approach isthat, for the first time, a*control’ group
of enterprises is identified. This enables comparisons between the * assisted’
and the ‘control” group to be made; it also enables comparisons, in principle,
to be made between the survival and non-survival of firmsin both groups.

The problem, as noted in the second half of Table 6, isthat firmsin receipt
of assistance may not be typical of firms in the economy as a whole. For
example those firms where the entrepreneur seeks training, even where thisis
subsidised by the state, may be more likely to be growth orientated than firms
more generally throughout the economy. Those seeking training from a
premier University Business School are more likely to have graduates in the
business than ‘typical’ firms. As Deschoolmeester et a (1998) show, those
seeking training are generally younger and have significantly better educated
owners than the population of firms asawhole. Given this, they may also be
starting businesses in different sectors. Equally, firms seeking advisory
servicesmay bemore ‘aware’ businesses and therefore more likely to be better
performing businesses. Thirdly there may be sectoral or geographical
characteristics of recipients, which distinguish them from the population of
firms overall. These effects can be either positive or negative.

For example some SME policies are focused upon the unemployed or *‘at
risk’ groups. A classic exampleisLaw 44 inItaly, describedin detail in OECD
(1995, 1997). Thisis ascheme which targets young unemployed individuals
in Southern Italy; it provides financial and mentoring support to these people
in starting up and developing, during their early years, their businesses. It
would clearly beinappropriate to compare these businesses with typical Italian
small firms for at least two reasons. The first is that these businesses are
founded by young people, the survival rate of whose businessesis known to be
markedly lower than those of other age groups [Cressy and Storey (1994)].
The second difference is that the economic and trading environment of
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Southern Italy is significantly more difficult than in other parts of that country,
making it more difficult for new businessesto flourish. For these two reasons,
to compare Law 44 firms directly with ‘typica’ Italian firms and attribute any
difference in performance to the Law would be to risk seriously
underestimating impact.

The study by Deschoolmeester et a (1998), comparing start-ups of
businesses from ‘ graduates’ of the Vlerick school finds marked differencesin
age, sector and education between the graduates and the population of firms.
All these factors will influence the subsequent performance of the firm. To
attribute performance differences to the provision of the training requires
explicit account to be taken of these factors.

It is therefore necessary to more explicitly take into account the factors
likely to influence the performance of the assisted and non-assisted firms and
to seek to hold these constant. This processis called matching.

Step 5: Matching

In Step 5 researchersidentify aspecific * control group’ with which to compare
the assisted businesses. For example, if apolicy wereimplemented to enhance
the survival rates of new businesses then it would clearly be inappropriate to
compare survival rates of assisted new businesses with that of typical small
firms because it has been consistently shown that young businesses have lower
survival rates than longer-established businesses (Storey 1994). It is also
consistently shown that larger firms have higher surviva rates than smaller
firms (Storey 1994). Failure to take account of these elements would clearly
bias the picture. Equaly, if the scheme were focused upon high-tech
businesses, then these types of businesses generally have faster growth rates
than the SME population as a whole. Hence it would be unreasonable to
compare the performance of the two groups of firms and infer that the
differencein performance is attributable to the policy.

For these reasons Table 7 shows that Step 5 appraisals formally identify a
‘control group’ of firms. These are called ‘match’ firms, and matching
generally takes place on four factors known to influence, to different extents,
the performance of firms. In principle the ‘assisted’ and the ‘match’ firms
would be expected to be identical on the basis of age, sector, ownership and
geography.

Given such controlsit isthen possible to compare the performance of both
groups over the sametime period. Theinference drawn isthat any differences
in performance between the two groups are attributabl e to the policy.

However Table 7 shows that, even here, there are both technical and
inferential problems. The technical problem is that perfect matching upon all
four criteriasimultaneously can bedifficult. 1deally such matching should take



International Journal of Entrepreneurship Education 1(2) 195

Table 7: Comparison with ‘Match’ firms

Approach
* Compare assisted with ‘Match’ firms on the basis of:
—age
— sector
—ownership
— geography
* Compare performance of both groups over same time period
Problems
* Perfect matching on four criteri can be very difficult
* Sample selection bias
—More ‘motivated’ firms apply
— Attribute differential performance to scheme and not to motivation
Examples
Author: Year: Topic: Country:
Storey & Westhead 1994 Science Park Evaluation UK
Lerner 1997 Small Business Investment USA
Companies
Hart & Scott 1994 Financial assistance UK

place immediately prior to the time at which the policy isimplemented so that
the performance of the two cohorts can be monitored over time. In practicethis
rarely happens. Instead information may be available for the assisted firms
over a period of time, but then the control group is constructed as part of the
evaluation procedure after the policy has been in operation. Thismeansthat it
can be difficult to accurately estimate the survival/non-survival impact of
policy - and yet this is a crucial element of SME policy initiatives in most
countries.*

Whilst there are technical problems in constructing the sample, there are
aso major inferential problems. In particular, even if the four matching
characteristics are held constant there may be other factors, which are not,
where the two groups differ. Intheterminology of labour economics, whilst it
is possible to take account of ‘observables’, it is much more difficult to take

4. A classic example of this are the attempts which began to be made in 1997 to evaluate the
impact of Business Linksin the UK. These seek to provide ‘soft’ assistance to small firms
but Business Links had been in operation for three years before any Step 5 type evaluations
were contemplated under the I nter-Departmental Working Group on Impact Assessment of
Business Support.
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account of ‘'unobservables (Lalonde 1986, O'Higgins 1994). The
‘observables’ can be considered to be age, sector, etc., asdiscussed above. The
key ‘unobservables' in this context can be considered to be the possibly linked
issues of motivation and selection.

Taking motivation first; it may be that although firms do not differ in
terms of ‘observables’, those who seek assistance are more dynamic and
growth orientated. They may berun by individualswho are more aware, better
networked and more open to new ideas. If we compare the performance of
assisted and non-assisted firms and find the former outperform the latter, it
may be tempting to infer the difference is attributable to the policy. But, if the
two groups aso differ in terms of motivation, any performance differences
may reflect motivation rather than policy impact. In technical terms the
motivated firms are self-selecting and this has to be taken into account. This
is subsequently referred to as ‘ self selection’.

A second source of selection bias occurs where the scheme providers
choose some applicants and not others; thisis called administrative selection.
Illustrations of administrative selection include the SBIR programme in the
United States (Lerner 1997), Law 44 in Italy or the Prince's Y outh Business
Trust in the United Kingdom. In all three schemes an individual or abusiness
applies to participate. A judgement is made as to whether that individual is
suitable (we assume all individuals are eligible but that resources are deemed
insufficient to fully satisfy all eigible applicants). Under this selection
procedure it is reasonably assumed that the selectors will seek to identify the
‘best’ cases, or at least seek to avoid the ‘worst’ cases. Otherwise there would
be no value in a selection procedure.

We have to assume the selectors are capable of making informed
judgements — otherwise there would be no point in having selectors. In this
case the performance of the selected group will, even if the policy yielded no
benefits whatever to the firms, be superior to that of the ‘match’ group since
the better cases are being selected. It therefore cannot be inferred that the
whole of the observed difference between the assisted group and the non-
assisted group in terms of performance s attributable exclusively to the policy.

Two factors are likely to enhance this bias. The first is the extent of
competition for the funds. |f 99 out of 100 applicants are successful, sample
selection biasislikely to belessthan where only 10 applicantsin every 100 are
successful. Secondly the ability of the selectors to make good decisionsisalso
of considerable importance. Our judgement is that, since so many small
business support policies are selective, and substantial resources are devoted
to the selection procedure, it must be believed, at least by policy makers, that
selection makesadifference. Quitesimply, the bigger the differencewhich the
selection makes, the bigger the deflation component required from the use of
control groups, which only take account of ‘observables'.
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Step 6: Taking Account of Selection Bias

How then do we seek to overcome these problems? Table 7 showsthat Step 6
procedures seek to compare assisted with matched firms, taking account of
sample selection. Two procedures can be employed. The first is the use of
statistical technigues which seek to explicitly take account of sample selection
bias. These have become standard practice within the labour economics
literature dealing with assessing the impact of training upon subsequent
employment prospects of individuals. (Dolton et al 1989, O'Higgins 1994).
The analysis utilises the technique originally formulated by Heckman (1977).
In non-technical terms the Heckman 2-step adjustment procedure formulates a
single equation to explain the selection procedure and then, taking of the
selection procedure factors, formulates a second equation to explain
performance change, taking account of factors included in the selection
equation.

The value of the procedure is that the extent, if any, of selection can be
takeninto account. Thusthe selection equation generates acoefficient (inverse
Mills ratio) which is significant where selection is present. Where it is not,
then a Stage 5 procedure is perfectly valid.

Where selection is shown to be present the impact deflation can be
considerable. For example, the Wren and Storey (1998) analysis of the impact
of the United Kingdom’ s subsidised consultancy services showed that, taking
no account of selection, the policy appeared to raise the survival rate of firms
by up to 16% over an eight year period and raised it up to 3% over atwo year
period. However, when account was taken of selection, these fell to 5% over
the long term and 2% in the short run. Failure to take account of selection can
therefore lead to serious overestimates of the impact of policy and whilst this
can be favoured by some policy makers, it clearly is not in the public interest.

Many policy makers, however, are not happy with these statistical
methods because the procedures are so complicated and technical that they feel
uncomfortable. Their discomfort is supported by the findings of Lalonde
(1986) who compared the use of random panels with the econometric analysis
and found the former to yield superior results. Random panels are particularly
valuable if the object is to take account of ‘committee selection’ but they are
of only limited value when taking account of ‘self selection’. If wetake, asan
example, individuals or entrepreneurs who seek to obtain an award either of
finance or advice - an example might be SBIR or Law 44 - then it would be
appropriate to make a selection in the normal way, but, as a control, to alow a
random sample of applicants access to the award without selection. The
performance of the random access group would then be monitored over the
same time as that of the selected applicants. If the selected applicants differ
significantly in terms of observables from the random applicants then this
would also have to be taken into account in the analysis. Nevertheless the
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Table 8: Compare assisted with ‘Match’ firms taking account of sample selection

Approach
* Use of Statistical Techniques: Heckman 2 Step
Estimator for testing and adjustment
* Use of Random Panels
Problems
* Policy makers (and some academics) feel uneasy about
statistical ‘adjustment’
* Use of random panels could mean public money is
given to firms/people who we know will not benefit
Examples
Author: Year: Topic: Country:
Wren & Storey 1998 Subsidised Marketing Consultancy UK
Westhead & Storey 1998 Undergraduate placement UK

programme (STEP)

prime purpose of the random access group is to seek to take account of the
“administrative selection’ influence.

The effect of the impact of the policy would be the difference in
performance between the assisted and the control group, after also eliminating
the influence of selection.

The second part of Table 8 however shows problems remain even with
these two approaches. Many analysts feel that the fairly complex statistical
analysis in the Heckman 2-step procedure® is difficult to communicate in
simplelanguage. Evenif they understand it themselves, paliticians, faced with
having to explain the Heckman 2-step to taxpayers and the small business
community, would risk being branded asindulging in * statistical hocus pocus'.
It is therefore unattractive on these grounds.

In principle, the use of random panelsis more attractive because it ismore
easily understood. But, if it is known with some degree of certainty that only
asmall proportion of firmswill significantly benefit from the scheme, and it is
also known, in advance, the characteristics of those who will benefit - i.e.
selection is accurate - then public money is being wasted in providing
assistance to businesses which are unlikely to succeed. The business
community itself could therefore justifiably complain that money which
otherwise could be usefully used on the scheme is being wasted upon
businesses with little prospects, in order merely to evaluate the impact of the
scheme.

5. Despitethefact that Heckman is now a standard procedurein mid-range statistical analysis
packages such as STATA or LIMDEP. Itisnot available on basic packages such as SPSS.
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Overal, however, the key message is that selection, both in the form of
‘self-selection; and ‘administrative selection’ isan important issue. Failureto
takeit into account serioudly risks overestimating the impact of policy. Where
administrative selection, in particular, is clearly prevalent thereisastrong case
for the limited use of random panels. Where self selection is likely then the
more sophisticated statistical analysis has to be conducted - even if explaining
the outcome to politicians could be tricky!

4. Conclusions

If public money is spent on SME support then it is vital that evaluation of the
impact of theseinitiativestakes place. Unfortunately evaluation isnot possible
unless objectives, which are clear and, in principle, measurable are specified.
Too often objectives are either not specified, or specified in a way which is
overly vague and incapable of being used as the basis for deciding whether or
not the policies are successful. In our judgement these objectives should be
quantified and become explicit targets.

This paper has aso argued that evaluation and monitoring are not
identical. We view monitoring as collecting information about the firms in
receipt of the scheme, together with financial information of monies expended.
We also view monitoring as seeking only the opinions of recipients of the
scheme. On the other hand evaluation seeks to compare performance of
recipients with other groups of individuals or enterprises. Unfortunately most
policy initiatives in OECD countries currently are merely monitored, rather
than evauated. In the terminology of this paper, such appraisals as are
conducted rarely pass beyond Step 3, and in many instances do not pass
beyond Step 1.

There are problems with all stages in the evaluation procedure, but
currently best practice is Step 6. In our judgement new SME policies should
ensure that, prior to their implementation, a budget is set aside to ensure that
an evauation plan is established to achieve at least a stage 5 level of
evaluation. Governments are failing in their responsibilitiesto their taxpayers
if they continue to finance ‘ evaluations’ which are below those of Stage 5.

From the viewpoint of the research community it isimportant for the most
sophisticated analysis possible to be undertaken. Almost all small business
policies involve an element of selection - either ‘administrative selection’ or
‘self selection’. The challenge to researchersis to seek to address the issue of
selection. The problem, however, is the payoff to researchersis likely to be
negative. Thisisbecause the experience chronicled in this paper suggeststhat,
the more sophisticated and careful the analysis, the weaker the apparent impact
of ‘policy’. Thisis because the sophisticated analyst does not attribute to the
policy, effects which are actually attributable to other influences such as
selection, or firm characteristics.



200 Methods of Evaluating the Impact of Public Policies to Support Small Businesses

Unfortunately the reapolitik of the situation is that policy makers
generally (but not always) wish to demonstrate the effectiveness of their
policies. They are therefore likely to favour sloppy analysts who are capable
of “demonstrating” major policy impacts and disfavour careful analysts.

This has potentialy serious consequences for the serious research
community; it means we risk exclusion from the policy arena because we do
not have access to data. Even where access is granted, the data will almost
certainly have not been collected in anideal way, i.e. not collected prior to the
policy being implemented; no data on ‘control’ firms included; data on
‘administrative selection’ not collected.

The challenge then for the research community is to persuade policy
makersthat it isin their long term intereststo carefully appraise policy, and to
be involved with that appraisal prior to policies being introduced.
Unfortunately such ideas may be somewhat naive since policy makers with
apparently often very limited budgets prefer ‘cheap and cheerful’ research
which will yield them ‘positive’ findings, rather than accurate and careful
research where policy impact is likely to be less. The emphasis which most
governments have upon competitive tendering for research contracts only
serves to reinforce these competitive advantages of the ‘cheap and cheerful’
brigade.
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