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Long Term Effect of Public Subsidies on Start-up Stvival and Economic
Performance. An Empirical Study with French Data.

This paper studies the effect of a public prograhictv aims at supporting firms
created by jobless people in France. The resealttdws a cohort of firms created in 1998
during an eight-year period. It uses a rich matctiabase which includes entrepreneurial
characteristics and start-up economic variableprapensity score matching method is used,
and the analysis shows that: (i) subsidized firmngeha higher survival rate than others after
their second until their eighth year of existen@g, however for the same period their
economic performance is not superior to non-subsdlfirms (iii) the program increases firm
survival whatever its initial capital, and whatever funding sources (bank loan, personal
financial resources).
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1. Introduction.

Over the two last decades, economists have devoted and more attention to the
patterns of firm entry and exit in the modern ecuies. The theoretical approach to this
phenomenon focuses on the process of creativeudastr from an evolutionary perspective
(Baldwin, 1995; Geroski, 1995; Jovanovic, 1982cBon and Pakes, 1995). It considers that
firms are heterogeneous and that the shift in tegiloution of firms by industry that takes
place via firm turnover is mostly driven by techogital progress. However, the ability of
firms to survive and develop also depends on utgtital and regulatory settings. In OECD
countries, public and private institutions have geta large range of services and forms of
support to help start-ups and small firms to swevawnd develop (see Beason and Weinstein,
1996, for Japan, Gu at., 2006, for the USA, Oh et al., 2009, for KoreaseWwand Storey,
2002, and Harris and Robinson, 2004, for the Ulejffefr and Reise, 2000, and Caliendo and
Kinn, 2011, for Germany).

In this paper, we assess the impact of a prograpuloliic support on start-up survival
and economic performance in the French economy.ugéea rich matched database of a
cohort of French firms that were created in 199&. fdllow these firms year by year over the
1998-2006 period. This database enables us toatordt only for the characteristics of new
firms, but also for entrepreneurs background (eeglucation, previous experience and
position on the labor market before starting thes teisiness). Because public support may
not be randomly distributed, we use a propensityresanatching method to control for
selection bias and estimate the effect of publippsut on the probability of start-ups to
survive and to develop.

Our results show that subsidized start-ups are nlikety to survive than non-
subsidized firms after their first two years ofgrnce. However, we find no significant effect
of public support on other performance criteria lfeaadded, employment, capital
productivity, profitability). We also distinguishifterent subgroups of firms, according to
their initial capital and their funding sources. Wed that this positive impact on firm
survival is equally distributed among these différgubgroups.

The paper is organized as follows. Section 2 resi¢hve literature on the effect of
public support on firm survival and economic pemiance, and studies why should public
authorities target some categories of people, appa@t them to start their own business.

Section 3 analyzes how public authorities supptart-sips in France. Section 4 describes the



database and explains our econometric strategyioB€e presents and interprets our results.

Section 6 concludes.

2. Firm Demography and Public Support for New Firms

In all developed countries, firm demography is eltarized by high entry and exit
rates (Bartelsman et al., 2003). Because theseph@aomena tend to offset each other, the
static view of the enterprise demography is veffetent from the dynamic view. Among a
cohort of new business, 90% survive the first yielowing entry, 55% survive five years
after entry, and approximately 45% remain sevensyaéter entry (table 3 hereafter). This
turnover is part of the creative destruction precefor a given market, a substantial
proportion of firm entrants replace a similar prapm of those which exit. In the context of
firms’ ability to adapt to their economic environmigesome are able to grow and survive,
while the others are obliged to exit the markev&hmvic, 1982). This process of creative
destruction is analyzed through the heterogenetigrey firm characteristics and behavior,
which results in permanent changes in the composdf their population (Baldwin, 1995).

The importance of the creation and of the dynanotsiew firms explains why
assistance to start-ups have become a importanbptre employment policy in developed
countries. Gu et al. (2008) single out sixteen nmagrams in the U.S.: nine are devoted to
assistance (entrepreneurship and management tgaioomsulting, services), two to loan
supply and credit guarantee, two to grants, arekthre jointly devoted to business assistance
and loan supply. Most of these programs target lpeopo are considered as disadvantaged
in economic competition because of their ethnigiaritheir gender or their geographical
location.

Recent research use econometric methods that signdd to eliminate selection bias
and evaluate whether the difference in the stadufgcomes can be attributed to public
support. Here after, we briefly review researchohhis focused on unemployed people who
start a new business in Germany and in France whisrgort of support is well developed.

Pfeiffer and Reize (2000) study the effect of pulsiubsidies on the survival of firms
created by unemployed people in eastern and we&ermany. According to the Labor
Promotion Law (August 1994), unemployed people wgtart a business may receive
“bridging allowances” (BA). These allowances arbsdies which are granted for a period of
six months to the new entrepreneur and which ethwlbenefits she or he would have

received if unemployed. Unexpectedly, estimatiohews that, after their first year of
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existence, the firms created by unemployed pedmp¢ teceive public support in eastern
Germany have a lower probability of survival thahess. The same pattern is not observed
for western Germany. The authors explain this patadl result for eastern Germany by an
opportunistic behavior or “cash and carry effed®me people receiving public subsidies
when creating their businesses only want to gefitlancial support and close their business
soon after. However, Pfeiffer and Reize (2000) yealbusiness survival one year after
creation and Almus (2001) studies the same sambpl#ms, but extends the period of

research to five years. He finds that, in easteemn@ny, firm survival and employment

growth are positively related to the receipt of lpububsidies. According to his conclusions,

five years after firm creation, the effect of paldupport overcomes the cash and carry effect.

In addition, Caliendo and Kinn (2011) study thesefffof the “bridging allowance”
(BA) program and another “Start-Up Subsidy” (SUS%)gram in Germany during a more
recent period (2003-2008). The institutional rubbshe BA program have not changed since
the 90s (see above our comments on Pfeiffer andeReresearch). The second program
consists of a lump-sum payment which is granteagnemployed people who start a business.
Participants in the SUS program are on averagegeyuand lower educated individuals with
less employment duration and lower earnings inghst than the participants to the BA
program. Both programs proved to improve the uneysga people situation on the labor
market. More specifically the outcome of the SUSgpam increased the probability of the
participants to be employed or self employed figarg after the start of their business.

Using French data, Crépon and Duguet (2003) sthdyeffect of subsidies from
public administration and loans from banks on fircneated in 1994 during the subsequent
three years. The main public subsidy is a lump?simat is granted to unemployed people
who start a new business. They estimate a multiablogit model of the financial structure
of each new business distinguishing between puhiiisidies, bank loans and a combination
of both. Then they use a matching process to caanfiem survival according to their
financial resources. They find a positive effecttlms subsidy on start-up survival be they
created by short-term or long-term unemployed pedpl addition, bank loans reinforce the

effect of public subsidies on firm survival.

% |t amounts to 32,000 francs or approximately 5,000 Euros.



Thus, there is a general evolution in developedttas for public authorities to assist
or (and) finance those people who create new fiespecially when there are members of
disadvantaged groups. How can these programs tigedisrom a theoretical point of view?

First, if the credit market is imperfect, or if banare reluctant to finance start-ups,
especially if their size is small, which is the €&s general when disadvantaged people create
a firm, financing by public authorities may be ei#int. It removes the constraint originating
from credit rationing for this category of firmsottever, theoretically, only loan supplies or
credit guarantee by public authorities are judifieut grants and subsidies are not.

Second, some groups may be discriminated on tloaitabnarket. Discrimination may
emerge from the employers’ “taste for discriminatiavioreover, employers may not observe
the individual characteristics of people on theolabmarket, so their decisions are based on
beliefs or prejudices about the average charatityri®f the members of social groups
(defined by their gender, their race, their ageirthosition on the labour market). In any case,
discrimination has a negative effect on a natiove#fare, since people who are discriminated
under-invest in their education. Scholarships imyneountries can be interpreted as subsidies
which are granted by public authorities to incretsereturn on education of discriminated
people, and hence their investment in their owncaton. By the same way, public
authorities may envisage to grant financial supporthose groups of people who under-
invest in their business for lack of personal ficiahresources, or lack of access to bank
loans. In this respect, subsidizing the creationest firms by disadvantaged people can be a
good instrument to fight against discriminationtsEi self employed people create their own
job, so they are free from any discrimination oa thbour market from employers. Second,
subsidies may counterbalance their individual ladkfinancial resources to start their

business in a world where financial markets arepeofect.

3. How does Public Administration Support Start-upsCreated by Unemployed People in

France?

In this paper we use a sample of new firms thatpesentative of all firms which
were created in France in 1998. We study the etiepublic subsidies on their survival and
economic performance. These public programs wegrecesly targeted towards people who
were not employed before starting their business.



The most important program was called the ACCREI¢Aaux chomeurs Créant ou
reprenant une entrepriSeThis was a special program for people who weteemployed and
who started or took over a firm (table 1). 42.9%ho$ category of entrepreneurs received the
ACCRE in 1998 (table 2)

Table 1. Conditions of eligibility and support by he ACCRE program in 1998.

Entry conditions] -Unemployed people be they eligible to unemployntemtefits or not.
people who are¢-Minimum social income recipients.
eligible For these two categories of people: approval ofbilginess plan by the

labor administration (ministry of labor at the lbtavel) is required.

Support -For those people who are eligible to ueympent benefits: if they arg
not paid by their start-up, they continue to reesilreir unemployment
benefits for a maximum of fifteen months. If theéusiness fails, their
right to unemployment benefits is taken into acdédtom the date when
they started their business. If they are compeddateheir new business

they are exempted from social contributions fona-gear period.

D

-Unemployed persons who are not eligible to unegmknt benefits ar
also exempted from social contributions on theiy par a one-year
period.
-Recipients of minimum income (RMI, API) continue teceive theil

minimum income for one year after the creationh&irt business if they

-

are not compensated. If they are compensated, afeegxempted fron

social contributions on their pay during one year.

Source: Daniel, Mandelblat (2010)

Moreover people who started a new business werdeento benefit from other
programs different tax cuts and social contributexemptions that were usually decided at
the local or regional levINine different programs are reported in our dasab and each of

3 Support to unemployed people who start or takeover a firm.

* 3% of those who were employed received the ACCRE (table 2). According to the legislation, these persones
were already dismissed by their employer, but still working for a short period (three months).

> The most important of these taxes is the “taxe professionnelle”, which is levied by local authorities.



them concerned a small percentage of the new eatreprs. This is the reason why we only
focus our analysis on the ACCRE program and th@lpesho were entitled to receive it: the
people who did not work before starting their bessx Thus we have 4594 entrepreneurs in
our sample, 42.9% of them participated in the ACGIR&gram (table 2). A small proportion
(9.1%) of those who participated in the ACCRE pangralso benefited from other public
programs.

In 1998, the ACCRE was devoted to jobless persdis started a business, whatever
the legal status of their new firm and the entrepue’s personal status (according to French

legislation, he or she can be a wage earner, asgsiginal, or a self employed person).

Table 2. Subsidies to new firms in France (1998)

Total Percentage of thos@ercentage of those
which received which received the
public subsidies ACCRE

New firms in the| 9359 36.0 22.5
sample: total

The new| 4765 20.5 3.0
entrepreneur was

employed before

starting his business

The new| 4594 52.0 42.9
entrepreneur was not

employed before

starting his business

1. This includes all forms of public subsidies e tACCRE, tax and social contributions exemptions loallo
authorities.

Source : Our Sine and ficus database , see settimere after

The underlying conception of this support was the@mployment and inactivity may
be negative signals on the labor market for tholse lwoked for a job. The general objective
of the ACCRE program was to help jobless peoplsupporting their new business, and thus
allow them to “create their own job”. In additiotihe support was concentrated on the first
year of existence of the new business, a periochwe risk of failure is the highest (table 3).
The ACCRE program was first created in 1977. Théennpaovisions of this program have
changed many times (Daniel, Mandelblat, 2010, Mauxj 1995). At the origin, this program
was focused on registered unemployed people. Tipposu was a lump-sum payment
corresponding to the benefits they would have weckif they had been unemployed instead

of starting their business.



This program has been progressively extended tcatilantaged persons”:
unemployed people who were not entitled to bengfg®ple who received minimum income
or allowances from public administration (table RMI, API)°. If we consider the 1998
provisions (table 1), the support by the ACCRE paiogwas not equally distributed among
these different categories of recipients. People vdteived unemployment benefits before
starting their business took the largest advantdglee ACCRE. According to this regulation,
if they did not receive a pay from their new busmethey kept their right to receive their
employment benefits for a maximum of fifteen montieemployed people had an additional
support (were they eligible to unemployment beseaifit not): if they were compensated by
their new business, they were exempted from saaatributions on their pay during one
year.

A second category of persons were entitled to @pdie in the ACCRE program:
those who receive minimum social income from puladministration. If they were not
compensated by their start-ups they continue teivectheir minimum social income during
one year. If they were compensated, they wereedsmpted from social contribution on the
pay they received from their new business. A stogythe French Ministry of Labor (Ould
Younes, 2010) gives information about the people wiere supported by the ACCRE
program at the end of the 90s. 62% of them wenstezgd unemployed and received benefits
before starting their business, 11.7% were unengoloyithout benefits, 20.7% received
minimum income (5.6% were included in ‘other catégm).

Those who were entitled to receive unemploymenefisnfor the first fifteen months
of their business were a majority. In our datal(@setion 4), the only available information
concerns the entrepreneurs who participated (orpadicipated) in the ACCRE program.
However, since according to the French legislatisremployed benefits were proportional to
the last wage paid before unemployment, the rarigheosubsidies which were granted to

these people was presumably large.

® RMI is a minimum income which is roughly equal to half the minimum wage (450 euros a month) and which
also depends on the number of persons of the beneficiary’s family. API is a special allowance for the single
parent of young children.
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4. The Data and Econometric Strategy.

4.1 The Data Sources.

In this paper, we match two data sources from INSEie French Institute of
Statistics): an entrepreneur survey (SINE) and @mimistrative database (FICUS). The
objective of the SINE"systéme d’information sur les nouvelles entegsfssurvey was to
follow a generation of newly created firms overaipd of five years. We concentrate on the
1998 cohort (for the firms which were created dgiine first semester). Our sample consists
of 30,000 firms and is representative of all firergeated during this period. Sample firms
were surveyed three times: early in the entry mecthree years and five years after their
creation. The firms surveyed operate in the marufeng, construction, trade and service
sectors (except financial activities). SINE inclddenicro-firms, in particular those in the
service sector, which represented the majoritytaftsips: nearly 60% of new firms were
created in the trade and other service sectorse(t@ab in appendix). 73% of firms in the
sample had only one-self employed person or oneeveagnel, 90% of them had no more
than two self-employed persons or employees. We @thined "ex-nihilo creations™ in our
sample - that is, firms that used new means ofysrtoah.

The administrative dataset FIC#es information for all firms that are subjectthe
two major French tax regimes. These regimes cowarally the entire productive system,
representing roughly 95 percent of taxable firms$eirms of sales. The data we use concern
the period from 1998 to 2006. For each year, weslmgample of approximately 2.5 million
firms (including all firms producing goods or sems, be they newly created or not). The
dataset mostly contains various economic performandicators, e.g., employment, value-

added, capital investment and profit

7 In France in 1998, there was no legal differentiation between firms with and without wage earners (in the
latter case, there is only one self-employed person).
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4.2. The Matched Database.

The French National Institute of Statistics and rigsuic Studies registers all type of
new firms with an identification number (SIREN).i$ldentifier is the same in the SINE and
the FICUS database. This common identifier has lbsed to match the two databases. The
matched database contains 9359 starf-apd an important amount of information, including
both entrepreneur and firm characteristics (econ@nd financial variables). It also gives the
opportunity to follow firms from birth to potentiaeath, namely from 1998 to 2006. Some
firms created in 1998 only appear in FICUS in 19@@ to delays in administrative record
keeping. In contrast, some firms are still records@n after they have failed. We have
deleted all such firms. We have focused our amalgai entry without considering takeovers
or juridical transformations.

Table 3 presents the firm survival rate in our slenmgver the 1998-2006 period. It
shows that 56.9% of firms survived five years, @&d3% eight years after their creation.
These results are consistent with the literatusetébsman eal., 2003).

Table 3. Survival rates of different categories ofirms created in 1998 (in %)

Total numben Firms created by person®\mong them (2); Among them
of firms in the| who were not employedpersons who persons who did
sample, before  starting theirreceived the not receive the
n=9359 (1) business, n=4594 (2) ACCRE, n=1960 | ACCRE , n=2634

1999 | 90.3 88.6 90.8 85.9

2000 | 79.2 76.0 79.1 73.6

2001 | 66.7 62.0 68.6 57.0

2002 | 61.7 56.8 64.2 51.2

2003 | 56.9 51.9 59.4 46.3

2004 | 52.9 47.8 54.7 42.6

2005 | 47.9 42.9 50.3 37.4

2006 | 45.3 40.6 47.6 35.3

Survival rate in year t : ratio of the number affs which are still in existence in year t dividedthe
number of firms which were operating at the end288; Source: 1998-2006 FICUS, and 1998 SINE Survey

® The robustness of our estimations to the attrition bias has been tested, see appendix B.
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On average firms created by persons who were ng@ioyed before starting their
business have a lower survival rate all over theogdehan those who were created by persons
who were employed. In that sense, they belong éogtbup of these disadvantaged persons
which is targeted by the ACCRE program. Those wlerewsupported by the ACCRE
program have a survival rate which is slightly l@gkhan the average of the total number of
firms, and is much higher than the rate of joblessple who were not supported. But at this
stage of our analysis, it cannot be said that tB&€RE has reached its objective, since these
results may be biased by the administrative seleqirocess which grants the public support

(see section 5).

4.3. Descriptive Analysis.

In table Al in appendix, we present descriptivaigtias about the characteristics of
the individuals who participated in the ACCRE prrgrand those who did not. Among men
45.9% participated, against 35.7% for women. Thaise were above 50 years of age (23%)
participated less than those under 50 (44.7%). |[Benith a basic level of education (31.9%),
and at the opposite with post-secondary and untydesel of education (39.2), participated
less than people with an upper secondary level chicaion (54.5%). If we consider
occupational skills, before starting their busingeople with a semi-skilled or low skill
occupations (foremen: 66.5%, blue collars: 56.6%g white collars: 51.1%) participated
more than highly qualified persons (managers : %2, Zraftsmen and shopkeepers (25.6%)
and former students (18.5%). It must be kept indhftable 1) that the ACCRE program was
mostly devoted to people who received unemployrbengefits before starting their business,
that is who were wage-earners before being uneragloy

If we consider the capital invested in the stad;umly those with a very small capital
(less than 1500 Euros) and with a large capitalrénioan 75000 Euros) had a relatively low
level of participation in the ACCRE program (redpealy: 29.3% and 32.7%). In addition,
58.8 % of those who borrowed money to a bank ppdied in the ACCRE program. On
average, the entrepreneurs who participate in tlogram had a firm with a smaller
employment (1.3 job, including self-employed andptoyees), than those who did not
participate (1.7 job). If we only take into accowmployees, the corresponding figures were
0.3 and 0.8 job on average. Moreover, participaiilorthe program was higher for the

manufacturing and building industries than for g8ervice activities. At the geographical
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level, the percentage of participants in the disof Paris was particularly low (19.186And
finally, among those who participated in other fermof public support to firm creation
(section 3), 61.9% participated in the ACCRE pragrand 38.1% did not. We shall have of
course to take this last observation into accauoiur estimations (section 5).

To sum up, when examining the descriptive statistit does not appear that the
ACCRE program was especially devoted to disadvadtggeople (with a low level of
education, low capital investment) but rather togle who are close to the average of the
characteristics of the population under surveywdf consider the occupations and skills, a
majority of those who were foremen, technicianagehldollars and white collars and who were
wage-earners before being unemployed patrticipatetie ACCRE program. This result is
linked to the legislation: unemployed people whoereed benefits before starting their
business continued to receive these benefits if there not compensated for the first 15
Months of their firm existence. This was an atirectadvantage for this category of

entrepreneur.
4.4. Econometric Strategy and Treatment of the Satéon Bias.

In this paper, we evaluate the effect of the ACQOtEBgram on firm survival and
economic performance. We define the rate of suhatahe firms at the end of the year t as
the ratio of the number of firms which survive idivided by the number of firms which were
in operation at the end of the year 1998 (the Jiestr of existence of these firms). To evaluate
firm performance we have selected the followingiagatbrs: employment, value-added,
capital productivity (value-added divided by thdueaof the invested capital), profitability
(ratio of the gross operating surplus of each filinded by the value of the invested capital).

Entrepreneurs who received start-up subsidies nodyp@ randomly distributed: we
may hypothesize that public administration decittedrant subsidies based on entrepreneurs
profiles and project prospects. It is possible th& administration chose those people who
had the best prospect to survive and develop thaimess. Thus, subsidized start-ups faced a
selection process that depended on observableraiiservable entrepreneurs characteristics.

But, at the opposite, the ACCRE program may attpstiple who would not have

started a business if they were not entitled teiwecthis subsidy. Since this support was

° This phenomenon is acknowledged and studied in details by Daniel and Mandelblat (2010).
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devoted to disadvantaged people, it is possiblé tthe beneficiaries had characteristics
(education, professional skills, previous statusthmn labor market, invested capital) which,
other things being equal, had a negative impactheir business’ success. In other words,
there may be a self-selection bias in the evalnaifdhe effects of subsidies on firm survival
and performance.

First, to control for these possible biases, we aipeopensity score matching (PSM)
method (Rubin, 1974; Heckman &t, 1999). The aim of this method is to build a coht
group from the population of entrepreneurs who db participate in the ACCRE program
and to ensure that this control group is as sindkpossible to the group of entrepreneurs
who gets start-up subsidies.

In our database there are n firms (with i=1.....ng,identify each firm participation in
the ACCRE program in 1998 with a dummy variable, AChus if a firm is treated by the
ACCRE program: AC= 1. The impact of the ACCRE program on firm sualier economic
performance is measured with the outcome variablé€Egch firm presents two possible

results: y(0), (if AC, =0) and y(1), (if AC, = 1). These two latent variables correspond to the

potential results of the firm depending on its jggsation (or non participation) to the
program. They are never simultaneously observed fom i.

The realized result which is observed can be famedlby the following expression:
yi=ACyQ@®) - (1- AC)y(0);)
Only the couple (yAC)) is observed for each firm.

The causal effect is defined by Rubin as:

¢ =y@® - y@),

This is an individual effect which is unobservabléws the statistical distribution of
this effect cannot be identified. However, undataia conditions about the joint distribution

of the triplet (y(0),, y@), ,AC), certain parameters of the distribution of thaszd effect can

be identified and, among them, the average tredteféect on the treated (ATT) (Heckman et
al., 1997, Heckman et al. 1999, Heckman and Nauarano, 2004). One of these conditions
is the conditional independence assumption (CIApiclv states that conditional on
observable characteristics)(xhe counterfactual outcome is independent afttnent.
Moreover, independence of potential outcome framattnent, conditional to the set of
variables x is equivalent to independence of the propensibyesP(X) which corresponds to
a one-dimensional summary of matching variables whath estimates the probability of

being exposed to treatment (Rubin and Rosenbaud3)19
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This Propensity Score Matching (PSM) method is wedhlpted to the evaluation of the
impact of the programs that support firm survivat alevelopment. It distinguishes those
firms which have been “treated” by these programs those which have not been (among
the papers which use this method, see : Caliendokamn, 2011, Fajnzylber, et al., 2006,
Girma et al. 2010, Oh et al., 2009). However, thgoians (Heckman and Navarro Lazano,
2004, Smith and Todd, 2005) point out that estisidiased on PSM method are highly
sensitive to the set of variables included in tb@res. They also stress that the CIA is crucial
and the applicability of the matching estimator elegs heavily on it. The plausibility of this
assumption must be studied on a case by case lasmir research, thanks to the very
detailed database that we use, we take into actlemharacteristics of the individuals which
may influence their participation to the ACCRE mam, as well as the economic and
financial characteristics of their start-ups. Weoatlistinguish different sub-groups of firms to
check the robustness of the CIA (see the third stéfpe estimation strategy).

The first outcome variable that we introduce in egtimations is a dummy: the
survival rate of each firm after its first year iiis eighth year of existence. In addition, we
have computed and introduced the variations ofatiher outcome variables (employment,
value-added, capital productivity, profitabilityjom the first year of firm existence (1998),
until the end of the period (2006). For these esftioms, the “difference-in-difference”
estimates remove the unobserved permanent diffeseretween firms (fixed effect)
(Heckman et al., 1997, Heckman et al., 1998).

In the first step of our estimation strategy, weneate a logit model which is the basis
of the propensity score method. The dependant hleris the participation (or not) in the
ACCRE program which is related to the charactesstf the firms and of the entrepreneurs
who have created them.

In the second step, we use matching methods tmastithe average treatment effect
on the treated by the ACCRE program. We distingsisbrt term and long term effects on
firm survival on the one hand, and their econonaidgrmance on the other hand.

Third, we distinguish different sub-groups of firrascording to their initial capital
and their financing sources, and implement the sacomometric method. In doing so, we
have two objectives. First, we can hypothesize thatamount and the source of financing
have an impact on new firm survival and performarites interesting to estimate if the
ACCRE program has the same effect whatever aresthg-up amount and sources of
financing. Second, these separate estimates aveaatseans to check the robustness of the

CIA. Indeed, there may be unobservable charadterief the firms or entrepreneurs in some
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sub-groups (for example the sub-group of firms Wwhieceived bank loans), which may bias
our estimate across the whole sample. This biasbeagliminated if we consider separately
different sub-groups (for example firms with bawar on the one hand, and without bank

loan on the other).

5. Results and Interpretations.

5.1. Participation in the ACCRE Program

The probability to participate in the ACCRE prograrformalized by a logit model
(table A2 in appendix). Men have not a higher pholig to participate than women. People
with a basic or lower level of education, as wslltlaose with a post-secondary and university
level, have a lower probability to participate th#nose with a upper secondary level of
education. Those who were wage earners (exectitiranan, blue and white collars) before
being unemployed and starting their business hawel@er probability to participate than
those who were not wage earners (businessmensroeit students). Also those who entered
into collaboration with other persons to run thmisiness and who studied their market before
starting have a higher probability to receive theGRE. If we consider the new business
legal status, those who set up a company have arl@nobability to participate in the
program than those who start their own business.

We pay particular attention to the initial capitatestment and the means of financing
the new business. If we consider the former, copgpavith a very small capital investment
(less than 1500 Euros), there is a wide range oepts (between 1500 and 75000 Euros)
which have a higher probability to be selected. iBig noteworthy that there is no significant
difference in the probability to be selected amdmgse projects. Finally, very big projects
(initial capital higher than 75000 Euros) had abadality to participate which was not
significantly higher than the very small projects.

In addition the probability to participate in th€€&RE program is positively related to
the existence of bank loans and financial persoesdurces by the new entrepreneurs. We
have investigated in depth this question, and imitraction variables. These variables (bank
loans interrelated with personal resources of tbw entrepreneur) introduced in the logit
estimation show that the effect of the bank loantlo& probability to participate in the
ACCRE program is higher than the personal resoustése new businessmen (table A2 in

appendix). Other interaction variables (betweenititéal capital and bank loans) show that
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businessmen who receive bank loans have a higlodabpility to participate even if their
initial capital is smaff’.

Moreover people who start their business in thedfoo manufacturing industries or
the business services or personal services havighe&rhprobability to participate in the
program than in the other sectors of activity. Fyndhe participation in the ACCRE program
is positively linked with the participation in othpublic program to support start-ups. We
shall have to take carefully into account this factour estimation of the effects of the

ACCRE program on firms survival and performanceelsdter.

5.2. The effect of the ACCRE Program on Firm Survial.

Table 4 reports the firm survival rate after oneight years of existence. We use the
logit equation which is reported in A2 and that hvave analyzed here above. Then we
implement the Kernel matching method which intragBigveighted averages of firms in the
control group to construct the counterfactual ooteo

After matching, the impact of the ACCRE programfiom survival is positive. Only
at the end of 1999, this impact is not significemihereas it is significant with the unmatched
data). Such a difference between the short-termlamgtterm effects of public support on
start-up survival has already been found in reseaming at evaluating the efficiency of
these policies in different countries (Sectionl@)France (table 1), if the new entrepreneurs
income is low, and if they receive unemploymentdigs, it is their interest to close their
business after their first twelve or fifteen montifsactivity. It is noteworthy that, for new
entrepreneurs, the right to keep unemployment lien&fhich is an incentive to start a new
business, may also be an incentive to give it tgr &fvelve or fifteen months if they consider
that their business income is low compared to themployment benefits they continue to

receive after closing their business.

% These estimations not reported here can be obtained from the authors upon request.
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Table 4. Estimates of firm survival rate for different periods before and after matching

(Kernel matching method)

Period (end of Treated : participate inControls Difference| Standard error
each year) the ACCRE program

2006

unmatched 0.475 0.353 0.122** 1 0.014
ATT 0.474 0.376 0.097*** 0.019
2005

unmatched 0.503 0.374 0.129** 1 0.014
ATT 0.501 0.399 0.101** | 0.019
2004

unmatched 0.547 0.425 0.127%** 0.014
ATT 0.545 0.451 0.095*** 1 0.019
2003

unmatched 0.594 0.463 0.131** | 0.015
ATT 0.592 0.495 0.096*** | 0.019
2002 0.642 0.512 0.137** 1 0.015
unmatched 0.640 0.537 0.103*** 1 0.019
ATT

2001 0.686 0.570 0.116*** | 0.014
unmatched 0.684 0.599 0.086*** | 0.019
ATT

2000 0.791 0.736 0.055*** 1 0.013
unmatched 0.789 0.749 0.040*** | 0.016
ATT

1999 0.907 0.870 0.037*** |1 0.009
unmatched 0.907 0.889 0.018 (n.s)| 0.012
ATT

Number of| 1960 2634

observations

Sources: FICUS 1998-2006 and SINE 1998

Notes: Stars indicate statistical significancefa 1L0% (*), 5% (**) and 1% (***) levels, respectiye

However, after two years of existence (2000), tmpact of the ACCRE on firm
survival is positive and significant. Between tlourth and eighth year (2002-2006), the
difference is constant and very close to 0.1: iA&@Gfter matching, the survival rate of the
control group is 0.376 and 0.474 for the treatemligr This result is all the more important
that it concerns the long term effect of the ACCR&yen years after the end of this program.

From a technical point of view, it must be mentidrikat all the estimations (table 4,
but also tables 5 and 6) have been carried ougukaKernel matching method. This method
has been chosen since it displays a higher comuonguost than any other method. Only 0.6%
of the observations are off the support.
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The balancing test of these first results estimtiiedifference between the variables
of the treated and the control samples before #ed the matching process. It confirms the
validity of the matching method which reduces tifeetence between most of these variables
by more than 909

We have also tested alternative matching metho@sWe use a nearest-neighbor
method with and without replacement. (i) We alsedi a different definition of the distance
between each pair of matched observations: the Miablais distance. All these estimations
give results which are very close to the Kernehestions?

The standard errors on the difference between tbeaged treatment on the treated
and the controls which are presented in table 4l @so in tables 5 and 6) have been
computed using the standard method. These standaxs have also been computed using

the bootstrap method. This last method displayslte®/hich are very close to the former.

5.3. Subgroups of start-ups according to their finacial sources.

The first important result is that the ACCRE prograéas a positive effect on firm
survival whatever can be the sources of their tmam (bank loan or personal financial
resources). In addition, even those who have n& lmam and no personal resources to start
their businesses improve the probability of theimfsurvival if they participate in the
ACCRE program. Another important result is thatsimovho participate in the ACCRE
program with a small capital investment (less t@@00 Euros) have a significantly higher
rate of survival than those who do not participatee result is the same for the start-ups with
a capital investment larger than 7000 Euros. Mogeawen if the ACCRE program is not

coupled with other public subsidies, it has a pasitmpact on firm survival.

" This balancing test is available from the authors upon request.

12 .
These results are available from the authors.
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Table 5. Comparing participants and non participars in the ACCRE program: firm

survival rate for different subgroups of entrepreneaurs (Kernel matching method)

Survival rate in 2006 after 8 years |ofreated | Controls | Difference| Standard
existence (Matched data) participate in error

the ACCRE

program
Means of financing the business,
With personal resources (n=3256) 0.469 0.372 0.097** | 0.021
Without personal resources (n=1338), 0.494 0.397 0.097** 0.039
With a bank loan (n=1470) 0.537 0.433 0.104*** | 0.033
Without a bank loan (n=3124) 0.421 0.344 0.077** | 0.022
Without bank loan and without0.390 0.245 0.145** 0.063

personal resources (n=739)

Capital investment to start

-Less than 7000 Euros (n=2108) 0.412 0.330 0.082** | 0.026
-More than 7000 Euros (n=2486) 0.529 0.417 0.111** | 0.026
Received other subsidies

Yes (n=1128) 0.490 0.391 0.099*** | 0.036
No (n=3466) 0.464 0.366 0.097*** | 0.022

Sources: FICUS 1998-2006 and SINE 1998 , n = nurobérms in each sub-sample.

Notes: Stars indicate statistical significancefa 1L0% (*), 5% (**) and 1% (***) levels, respectiye

Finally, the ACCRE program has a positive effectfiom survival whatever can be
their sources of financing, and whatever can ber timitial capital investment. This is
undoubtedly an important result since it shows thateffect of this program on firm survival
is widespread across the new firm population. Adicay to these results public authorities do
not try to select “the best” project which have thest favorable prospect to survive. But they
have not the opposite attitude, and do not favasdivantaged entrepreneurs”. In other
words, they do not try do counterbalance the hapdiof those who have a low probability to
survive. This is the case for example of thoseegmémeurs who have no bank loans and no
personal contribution to finance their project amdo nevertheless take advantage of the
ACCRE program (table 5).

This result can be explained if we consider tha &CCRE is mainly granted
according to administrative criteria. From thisrgaf view, it is interesting to note that until
2007 the decision to accept the participation gfliapnts in the ACCRE program was taken
by the local labor administration (depending on thabor Ministry). Officially this
administration had to check that the applicantfillied legal conditions to benefit from the
ACCRE program, and to check the consistency aneaoic prospects of their projects.
However, since 2007, according to the new regulatibe local chambers of commerce are
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entitled to take this decision checking only thiae tfirst condition is fulfilled (Daniel,
Mandelblat, 2010). This change sanctions the faat, taccording to public authorities, the
ACCRE program, since the origin, has been mainiotézl to those who fulfilled the legal

conditions to apply, irrespective of the econongnsistency and viability of their project.

5.4. The ACCRE effect on Firm Economic Performance.

Even if subsidized firms survive longer, we do kobw the effect of these subsidies
on their efficiency and profitability. For examplecannot be excluded a priori that subsidies
may lead less productive firms to remain in thekear

First, using the same PSM method we have considengoloyment, value-added,
capital productivity and profit rate as outcomeiailes in absolute level in 2006. Our results
do not display any significant difference in economperformance between treated and non-
treated start-ups after eight years of existencavév¥er, since these outcome variables can be
considered as continuous, we have introduced thatias of these variables between their
first year of existence (1998), until the end o reriod (2006) (table 6). This “difference-in-
difference” estimation eliminates the unobservee@di effect between these firms (Heckman
et al., 1997, Heckman et al., 1998).

An important result emerges from table 6 with tiféedence-in-difference estimation
of economic performance. There is no significaffecence between the outcome indicators
which are studied in the long run (8 years) betwibentreated and the non-treated start-ups.
We have also checked that in the short run (1,\&&s), the results are identical. This is in
sharp contrast with our estimation of start-up sialv

First, for the eight-year period, only the numbgemployees of the firms which have
survived are included in our database. Since mamsfthad no employees in 1998, we take
into account the variation of employees in absohuenber. Whereas in 1998, the average
number of employees in 1998 was 0.34, this numbeneased by 0.96 until 2006 and thus
reached 1.3 employee in 2006. According to tablihé ACCRE program had no significant
effect on the increase in the average number of@rees per firnr’. This does not imply that

the impact of the ACCRE on job creation was nepl&ilndeed, the survival rate of the firms

B The number of employees is taken into account and not self employed persons since only this first
information is available in our data base for the year 2006.
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which participated in the ACCRE program was sigaifitly higher than those which did not
participate (table 4). In addition, the average benof employees per firm increased between
1998 and 2006. If we consider table 4, the surviaé is 0.474 for the firms which
participated in the ACCRE program, and 0.376 ifytdel not. So the probability of survival
was increased by 0.09& (0.037 at the level of confidence of 0.05). Sinceheirm which
participated in the ACCRE program employed 1.3 @assn 2006, on average, the number of
jobs created by 100 firms which participated in pnegram (compared with no participation)
was comprised between 6.9 (6.1*1.3) and 17,5 (13%H*

If we considered the evolution of total employméemployees plus self employed
people), it is confirmed that there is no significdifference between the treated and the non
treated. In both cases employment increased rgiumh70% between 1998 and 2663
Table 6. Comparing participants and non participans in the ACCRE program:

variations of different indicators of firm performa nce (Kernel matching method).

Variation of each Treated ;| Controls Difference Standard errg
variable performanceparticipants in the
between 1998 andACCRE program
2006, except for
employment (1998t
2003)

-

Employees 0.959 1.110 -0.151 (ns) 0.402
(n=1863), variation in
absolute number.

Employment 0.684 0.752 -0.068 (ns) 0.112
(employees+ self
employed): relative
variation, (n=2452)

Value-added : relative1.022 1.006 0.016 (ns) 0.028
variation (n=1798)

Capital productivity ;| 1.20 1.11 -0.092 (ns) 1,50
relative variation

(n=1798)

Profit rate, relative -1,47 0.62 -2,09 (ns) 1,50

variation (n=1780)

Ns= not significant at the 0.1 level, n: numbefighs in the sample
Sources: FICUS 1998-2006 and SINE 1998

Notes: Stars indicate statistical significancefa 1L0% (*), 5% (**) and 1% (***) levels, respectiye

" The variable : « total employment » , that is the number of self employed people and employees for each
firm is only available for the years 1998, 2001 and 2003 (in the SINE data base, see 4.1 and 4.2. here above)
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The other performance indicators show a rapid as®en the value-added (+100%)
and capital productivity (value-added divided bypita investment: +120%) during the
period under survey, but a stagnation of the prafé¢ (operating surplus divided by capital
investment). These evolutions are not significanifferent between treated and non-treated
firms.

How can we explain that the ACCRE program had atigesimpact on start-up
survival, but not on their economic performance? Thain advantage of the ACCRE
program was a subsidy for a maximum of 15 monthighvtvas devoted to people who were
entitled to receive unemployment benefits, if thegre not compensated by their start-ups.
Their operating expenses were alleviated in coraparwith former unemployed people who
were not entitled to receive these benefits (stiglgrart timers, persons with short period of
employment for example). This was a very importahtantage if we consider that most start-
ups had a very small initial capital: 17% had atiahcapital inferior to 1500 euros, and 50%
less than 7500 Euros. And our estimations showfthancial resources were one of the main
determinants of the start-up survival (table 5)tHa ACCRE program, there was no lump
sum which was granted to new entrepreneurs, bue there operating resources which
reinforced the financial structure of each firmar$ups which had higher financial resources
(other things being equal) were in a better pasitio survive than those which did not
participate in the program. Nevertheless, the sele@rocess by the market was working.
The weakest start-ups, and among them those whathhat participated in the ACCRE
program, were rapidly eliminated by the competitmm the market. Thus after two years
(table 4) the difference between the entreprenethish participated in the ACCRE and the
others was stabilized. This selection process tesuh an equalization of the performance of
firms, be they subsidized or not.

Moreover different tests of robustness of our estioms (test of the attrition bias,
estimations based on a “thick support”, estimatéra biprobit system of equations) have
been carried out. All these tests confirm our prasiresults (see our detailed estimations in
appendix B).

6. Concluding Remarks.

Our results first show that the start-ups whichipgrated in the ACCRE program had
a higher survival rate after their second untilitteéghth year of existence than others. So

following other research, we find that the “founglioonditions” determine the start-up long
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term survival (Geroski, et al., 2007). However, tioe firms which have survived eight years,
economic performance (number of employees, valdeddsariation, capital productivity
variation and profitability variation) was not higlhthan those which did not participate in the
ACCRE program. Actually, this program mainly comesisof subsidies which alleviated the
financial constraints of start-ups for a periodtektlve to fifteen months. This was a very
important advantage if we consider that most fisteated with a very small initial capital
investment. To start their activities, firms whikbhd higher financial resources (other things
being equal) were in a better position to surviMevertheless, the selection process by the
market in which they operated was working, the vesalstart-ups, and among them those
which did not participated in the ACCRE programreveapidly eliminated by competition.
But also these subsidized firms were in competitiaiih other firms created by people who
were not unemployed before starting their busin@éss selection process resulted in an
equalization of the performance of firms, be thelysidized or not.

Furthermore, using the same PSM method we findtktegparticipation to the ACCRE
program increased significantly the start-up swalvivhatever the amount and the sources of
financing. Thus, following official objective, thgrogram has a positive effect to help jobless
people to ‘create and keep’ their job in the long.rAfter eight years, according to our
estimate, the survival rate for the firm which papated in the program was 47,4%,
compared to 37,6% for those which did not partigdaWe also estimate that, for 100 firms
which participated in the program, between 7 t&b Iew jobs were created (compared with
no participation in the program). As a counterphe cost of the ACCRE program for
government bodies consisted of unemployment banefisocial income which were paid to
new entrepreneurs, or in the reduction of the dmumions on wages (for those who are paid
by the start-ups). However, a complete evaluatich® program should take into account the
‘displacement effect’, namely the firms which swed because of their participation in the
ACCRE program may have unseat other firms whichngidreceive this support.

We have also tested the robustness of our regtilst we have checked that the
attrition bias coming from the matching of the taata base is very limited. In addition,
besides the Kernell matching method which is usednost of our estimations, we have
introduced other matching methods (nearest neighdemnel, Mahalanobis) and find that the
results of our estimations do not differ signifidgn Lastly, a fundamentally different
econometric method, based on a biprobit model aithurvival equation and a selection
equation by the ACCRE program, also confirms owults concerning the effect of this

program on firm survival.
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Finally, the limitations and possible extension®of study must be outlined. First we
adopt a partial-equilibrium analysis. That is ty $laat we neglect substitution effects and
crowding out effects. Only a general equilibriumpagach could take into account these
effects of the program. Using other econometric hod$ (discrete duration models,
multinomial qualitative models) would be anotherywa check the robustness of our results
and to individualize the factors, which, besideblusupport, determine start-up survival.
Last, the legislation concerning start-up subsidiésn changes in France. It would be useful
to compare other start-up cohorts created by jebjesople, at different periods, under

different institutional settings.
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Appendix A. Tables

Table Al. Selected descriptive statistics for perss who were not employed before

starting their new business

1998 Persons who received thRersons who did nd
ACCRE receive the ACCRE
Total of the population in the42.7 57.3
sample (in %)
Nationality (in %)
French 43.9 56.1
Gender (in %)
Men 45.9 54.1
Women 35.7 64.3
Age (in %)
Less than 51 years 44.7 55.3
More than 50 years 23.0 77.0
Education (in %)
Basic education. 31.9 68,1
Lower and middle secondafyd6.4 63.6
education.
Upper secondary education
(professional school) 54.5 455
Upper secondary School (non
professional) 48.6 51.4
Post secondary and university leveB9.2 60.8
Occupational before starting the
business
Craftsman, salesman, 25.6 74.4
Businessman n.s n.s
Manager 42.9 57,1
Foreman 66.5 33.5
Technician 44.4 55.6
Blue collar 56.6 43.4
White collar 51.1 48.9
Student 18.5 81.5
Others 19.0 81
Capital investment to start (in %)
-Less than 1500 euros 29.3 70.7
-From 1500 to 3500 euros 47.3 52.3
-From 3500 to 7000 euros 53.4 46.6
-From 7000 to 15000 euros 40.0 60.0
-From 15000 to 37000 euros 50.6 49.4
-From 37000 to 75000 euros 41.3 58.7
More than 75000 euros 32.7 67.3
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Means of financing the business

Bank loan (yes/no) 58.8 41.2
Personal financial resources(yes/n@6.7 53.3
Average employment

-number of self-employed andl.3 1.7
employees

-number of employees 0.3 0.8
Activity (in %)

Food industry 41.2 58.8
Manufacturing industry 53.6 46.4
Building industry 53.6 46.4
Trade 42.1 57.9
Transportation 35.1 64.9
Real estate 18.0 82.0
Business services 38.7 61.3
Services to individuals 40.0 60.0
Education and health services 24.6 75.4
Start-up located in the district pfl9.1 80.9
Paris (in %)

Other type of public subsidies 61.9 38.1

Source: 1998-2006 FICUS and 1998 SINE Survey

Table A2. Estimation of the logit model : dependeaniable : ACCRE (ACCRE-=1 for the

entrepreneurs who are participant in the progra@CRE=0 for those who do not).

Nationality (refer: foreigner)
French

Gender (refer : women)

Men

Age bracket (refer: 16 to 50)
More than 50 years
Education (refer : basic)
Lower and middle secondary
Professional upper secondary
Non Professional upper secon
Post secondary and university
Occupation before starting
the business (refer.
Executive)

Businessman

Craftsman, shopkeeper
Foreman

Technician

Blue collar

White collar

Student

Others

0.404***
0.134
-0.624***

-0,108

0.369**
d0.348*

0.197

-0.952**
-0.576***
0.768***
-0,200
-0.051
-0.009
-1.240***
-1.254%**

Capital investment to start
(refer. less than 1500 euros)
From 1500 to 3500 euros
From 3500 to 7000 euros
From 7000 to 15000 euros
From 15000 to 37000 euros
From 37000 to 75000 euros
More than 75000 euros

Legal status (ref. corporation)
Self employed

Number of jobs (self employed

and wage earners)

Means of financing the
business (ref. with persona
contribution and bank loan)

0.507***
0.641***
0.466***
0.544***
0.602***
0.343

0.847***

-0.634%**

With bank loan and no personal0.199

resources
With personal resources and
bank loan

With no bank loan and n
personal resources.

no
-0.467%

0

-1.748
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Number of previous creations
(refer. No previous creation)

Activity (refer. Manufacturing
industry)

one previous creation -0.407*** | Food industry -1.53
two previous creations -0.673*** | Building industry 0.105
more than two -1.016** | Trade -0.359***
Collaboration (refer. : with Transportation -0.572%**
former employer, a family Real estate -0.477**
member...) Business services -0.053
No collaboration -0.578*** | Services to individuals -0.121
Market research before Education and health services | -0.804***
starting the business (refer : Start-up located in the district
yes) of Paris (in %) (ref. outside the
No Market research -0.374** | district)

In the district of Paris -0.718***

Received another public

subsidy (refer. Do not receive)

Receive another subsidy 0.711%**

Constant -0.226
Number of observations 4594 Log likelihood -2487 .
Number of participants in thel960 PseudoR 0.225
ACCRE program
Sources: FICUS 1998-2006 and SINE 1998

Notes: Stars indicate statistical significancefa 1L0% (*), 5% (**) and 1% (***) levels, respectiye

Appendix B. Tests of robustness.

First our original data base SINE (section 4) hasnbmerged with the FICUS data
base. In the original data base, there are 12'&26g8s created by unemployed people. After
matching with FICUS, there are 4594. This attrittemes from the fact that Ficus is an
administrative database whereas SINE a statitinaley. To check a possible attrition bias,
we have compared the results of some estimatesebeftd after matching. In the SINE
survey, we have information about the firms whicivived five years after their creation
(until 2003) but not after, and we have no inforimatabout their economic performance. We
thus applied the PSM method to the SINE data baserd matching (with the 12756
persons), the outcome variable being their survfgalnot) in 1999, 2000, until 2003. The
results of the estimation procedure are very smdahose that we obtain with the matched

data base for the same outcome variable and the panod (table 4). So we can consider

that if there is any attrition bias due to the rhatg of both data base, it is very limited.
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Tests of robustness of the estimates of firm sukal rate (2006).

Treated | Controls Difference [Standarc
participate in the error
ACCRE program

PSM, Kernel matching 0.458 0.379 0.079*** 0.018

method, caliper=0.0001,

“thick support”(10%)

PSM, Kernel matching 0.446 0.371 0.074*** 0.019

method, caliper=0.0001,

“thick support’(33%)

Sources: FICUS 1998-2006 and SINE 1998
Notes: Stars indicate statistical significancehat10% (*), 5% (**) and 1% (***) levels, respectiye
“Thick support : the common support is built by plping respectively 10% and 33%of the treatment

observations for which the pscore density of thetiol observations is the lowest.

Going back to the Kernel method, we have redefthedcommon support. Black and
Smith (2004) show that a selection process on wergbbles may have its largest effects for
values of the propensity score in the tails ofdistribution. The underlying idea is that when
the probability to be in the treatment group ishhignobservable factors on average have a
higher impact than when the probability is aroun8. OThus Black and Smith introduce a
“thick support”, by dropping different percentagédshe treatment observations (in the table
of this appendix, respectively 10% and 33% of teatment observations have been dropped)
at which the score density of the control obseoretiis the lowest. Our estimates based on
this “thick support” are consistent with our prawsoresults and do not display important
changes.

In addition we have used a fundamentally differecdonometric method to estimate
the effect on start-ups survival of the participatin the ACCRE program. For this purpose,
we have estimated a system of two simultaneousitpegiations, namely a bivariate probit
systent®. The first equation formalizes the selection psscef the entrepreneurs who
participate (or not) in the ACCRE program. The sec@robit equation concerns firm
survival. Thus the dependant variable is a dummichvkquals 1 if the firm has survived n

> Heckman and Navarro (2004) study how the PSM method and the control function method eliminate the
selection bias.
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years after its creation (with n=1.....8) and @ Has not. The first equation includes the same
variables as in the logit estimation which is thesib of the PSM method (table A2 in
appendix). The second survival equation takes adcount the interrelation between the
participation in the ACCRE program, bank loan ahé tapital investment to start the
business. We thus get eight interrelated variabl@sh are introduced in this equation. Also
we successively used two instrumental variables:ldlcation of start-ups in the district of
Paris (or not), the entrepreneur’s contribution rfot) to the capital investment. These two
variables are significant determinants of the pgodition in the ACCRE program, but have no
effect on firm survival.

The estimation of this biprobit model shows thag tmarticipation to the ACCRE
program has a positive effect on firm survival fraheir second to their eight year of
existencé®. This confirms the general results that we haveinbd with the PSM method
(table 4). The results of the PSM method are atsditned for different subgroups of firms:
those with a large initial capital investment, asllvas those with a low initial investment,
those with a bank loan, as well for those with aalbloan (see table 5 for the PSM method)
have a higher survival rate if they take advantaigine ACCRE program. Last but not least,
for these estimations the residuals of the two ipredpuations are uncorrelated. Thus, these
last estimations support the conception that treme no unobservable variables which
influence simultaneously the firm participationtire ACCRE program and its survival.

'® These estimations are available from the authors upon request.
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