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THE REAL EFFECT OF PUBLIC SUPPORT PROGRAMS ON 
LOW INCOMES ENTREPRENEURSHIP 

 
 

Abstract 
 
Some entrepreneurs want to participate in public support programs with the idea to find 
more financial resources for their business. The effects of these programs depend on the 
characteristics of the entrepreneurs and their ideas. Particularly in Latin America, some 
public support programs show problems in terms of self-selection by newer micro-
entrepreneurs. The aim of this paper is to analyse the impact on small businesses in Chile 
of a Seed Capital Program. The results of the evaluation show that the SCP studied is only 
attractive to micro-entrepreneurs. On the one hand, the impact of sales is positive but low, 
and its statistical significance depends on the model used. With regard to the number of 
employees, however, the results are positive, low and statistically significant regardless of 
the model used. The results also show that participating in the program has no incidence 
on the probability of later obtaining financing. This study highlights the importance of 
avoiding promote necessity-driven entrepreneurship with programs that want to exert 
influence on high growth entrepreneurs. It also suggests improvements in public policy to 
develop entrepreneurship in small businesses in Chile. These suggestions may also be 
interesting for other countries facing similar challenges in terms of developing private 
entrepreneurship as a vehicle to generate economic development. 
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1. INTRODUCTION 

Elements key to driving economic growth in any economy are the creation of new 

businesses and the take-off of young small and mid-sized enterprises (SMEs). In both 

cases, the main obstacle to implementing and boosting a new business idea is the lack of 

funding, which limits take-off and conditions them to remaining a small business over time 

(Autio, 2007). In order to overcome these difficulties, several countries have developed 

government programs in support of young SMEs.  

This study analyses if a Seed Capital Program (SCP) in Chile is attractive for high 

growth entrepreneurs or it is only attractive for microentrepreneurs that need money to 
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survive. The SCP studied is program offers a non-reimbursable cash subsidy that is 

intended to support the take-off of young SMEs that have a growth potential. The SCP has 

been declared to be a program supporting the development of opportunity-driven 

entrepreneurship. In other words, this SCP is not designed to support necessity-driven 

entrepreneurship. A counterfactual scenario was found for two groups of companies for the 

purpose of analyzing the program.  One was the treatment group that participated in the 

SCP and one was the control group that did not (Storey, 2000). Three measurements 

commonly found in literature were utilized to evaluate the impact of the SCP:  sales 

performance, changes in the number of workers hired, and the impact on the probability of 

obtaining financing after the program (Martí et al., 2008). 

The results of the evaluation show that the SCP studied is only attractive to 

microentrepreneurs and this has a strong impact in terms of self-selection by newer 

microentrepreneurs, since those that have already grown larger are able to make use of 

other programs that are better focused on the reality of high growth entrepreneurs. Also, the 

results show a positive impact on the sales of beneficiary firms, but the statistical 

significance depends on the model used. Second, when the number of employees is 

considered, the program reveals a positive and statistically significant impact, regardless of 

the specification used. Finally, the results suggest that receiving a subsidy is not a factor in 

obtaining subsequent financing. 

We believe that the results of this exploratory work may be interesting to those in 

charge of designing, implementing and evaluating public programs in support of SME 

development.  
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2. ENTREPRENEURS AND PUBLIC SUPPORT PROGRAMS 

For many, the main obstacle to implementing a new business idea is the lack of 

funding for the venture (Echecopar et al., 2006). There is ample literature studying the main 

difficulties faced by SMEs in obtaining the necessary funding to grow and expand 

adequately (Lundström & Stevenson, 2005; Norrman & Bager-Sjógren, 2010; Smolarski & 

Kut, 2011). The economic justification for government intervention focused on 

entrepreneurial development is based, on one hand, on the idea of mitigating existing 

information asymmetries and associated market failures, and on the other hand, enhancing 

the spillover effects from the positive economic externalities that result from the 

entrepreneurial take-off of program participants (Von Bargen et al., 2003).  According to 

Acs and Amorós (2008), entrepreneurship is an important mechanism in economic 

development through its effects on employment, innovation and general welfare. That is 

why institutions that support productive development should leverage and support the 

factors that stimulate entrepreneurship, especially opportunity-driven entrepreneurship 

rather than necessity-driven entrepreneurship, as only the former have a positive impact on 

economic growth (Bosma and Levie, 2009). 

There is generally a high rate of opportunity-driven entrepreneurship in developed 

economies, with attendant positive effects on growth. Necessity-driven entrepreneurship is 

more common in less developed economies and has weaker effects on economic growth 

(Autio, 2007; Bosma et al., 2008; Larroulet and Couyoumdjian, 2009; Amorós et al, 2012). 
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Seed Capital Program 

This study is based upon a financial subsidy for enterprises, called SERCOTEC’s Seed 

Capital Program (SCP). It works as a competitive fund that aims to strengthen different 

areas of management, as well as entry into new markets and the consolidation of current 

markets that offer business opportunities to smaller businesses. This program provides 

financing and obliges entrepreneurs of smaller firms to receive a certain level of training in 

order to gain access to funds. The SCP subsidy is a financial grant of approximately US$ 

6.000. The financial subsidy may be used for: acquisition of machines, tools and 

equipment; establishing infrastructure; technical consultations up to 20 percent of the total 

cost of the project; development of prototypes and products; working capital for an 

operational cycle up to four months long (including staff wages). 

 

3. POLICY EVALUATION, INDICATORS AND HYPOTHESES 

Different studies for developed countries using statistical techniques with the utmost 

analytical rigor have yielded mixed results on the impacts of their programs. Cumming 

(2007) analyses 280 Australian venture capital and private equity funds and their 

investments in 845 entrepreneurial firms over the period 1982-2005. Also, Collewaert et al. 

(2010), in a study for Belgium. Norrman and Bager-Sjögren (2010) also studied the SME 

support program of the Swedish Innovation Centre (SIC) that provided support to 

‘innovators in their absolute earliest phases of development with financial capital, advice 

and networks’ in the years between 1994 and 2003. Tan and López-Acevedo (2005) 
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analyzed the impact of the Centre for International Mobility (CIMO) program run by the 

Mexican Ministry of Labor, which focuses on worker training in SMEs. Also, Chudnovsky 

et al. (2006) analyzed a sample of 414 Argentine companies and studied the impact of the 

Argentine Technological Fund Program. All the studies discussed above recognize the need 

for evaluations of the impact of government entrepreneurial development programs using 

statistical techniques of the utmost analytical rigor, and this is the context of this study. 

The following variables or measurements of interest are among those that are 

commonly used in literature measuring the impact of public seed capital programs: 

revenues, number of employees and capital raised post-funding (Martí et al., 2008).  

 

• Revenues 

A common variable in studying the growth of an enterprise is to analyze its behaviour 

and entrepreneurial dynamic (Almus, 2004).  The typical growth indicator is volume of 

sales (Norrman and Bager-Sjögren, 2010). 

Hypothesis 1: supported SMEs show larger average sales than non-supported SMEs. 

 

• Number of employees 

According to Storey (2000), the majority of the developed economies utilize public 

resources to provide subsidised assistance to SMEs to encourage investment in human 

capital. Hiring new employees, particularly employees with special skills and know-how, 

would help boost the growth and expansion of a young SME (Almus, 2004).   

Hypothesis 2: supported SMEs generate more employment than non-supported SMEs. 
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• Capital raised post-financing  

It is common to find in literature that one of the objectives that a public program should 

have is to support the take-off of young SMEs so that they grow and develop the potential 

of becoming businesses attractive to business angels or venture capitalists (IVCA, 2006; 

Cumming, 2007).  

Hypothesis 3: supported SMEs raise more new capital than non-supported SMEs. 

  

4. DATA AND METHODOLOGY 

In order to analyze the impact of the SCP, a counterfactual scenario was used that 

entailed a combination of the Propensity Score Matching with Difference in Difference 

methods. Information was gathered on a group of companies that participate in the SCP 

(treatment group) and on a group of similar characteristics that did not (control group).  

For the treatment group, data was obtained from surveys conducted of SERCOTEC’s 

SCP beneficiaries in 2007. The control group comes from a database (also provided by 

SERCOTEC) of businesses that met all requirements to apply to the SCP, but which for 

some administrative reason did not apply. These companies are considered clones of the 

treatment group and serve as the basis to determine the effects of the SCP.  A total of 682 

businesses were surveyed, 164 of which gave complete responses to the surveys, 89 

belonging to the treatment group and 75 to the control group. The following Table 1 shows 

the variables studies.  
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Table 1. Meaning of  Dependent Variable 

T Dichotomous variable that takes the value 1 if the company received the subsidy  
SEX Dichotomous variable that takes the value 1 if the company is headed by a male  
EDUC Takes the value 1 for elementary education, 2 for secondary education, 3 for technical 

education and 4 for university education 
ENTREP Dichotomous variable that takes the value 1 if the person heading the company has been 

involved in a previous venture 
PREVEX Variable that indicates the number of years of experience of the person heading the 

company  
SECALIM Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the food sector  
SECBIEM Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the biotechnology, energy or environmental sector 
SECEDUC Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the education sector 
SECMANU Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the manufacturing sector 
SECMEI Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the mining or infrastructure sector 
SECMULT Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to more than one sector 
SECSALUD Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the health sector 
SECTIC Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the information technology sector 
SECTUR Dichotomous variable that takes the value 1 if the company that received the subsidy 

belongs to the tourism sector 

 

The method used to calculate the Average effect of Treatment on the Treated (ATT) is a 

version of the difference-in-differences method, which has to be adjusted to the data 

available in this case. First, however, an OLS has to be run to see whether receiving the 

treatment had an effect on the change in sales or on the change in the number of workers, 

which are the results variables used here. In the case of sales, the impact variable is defined 

as .  This means that if the person was awarded the program in 2007, 

sales from 2006 and 2008 are used to evaluate the impact and the differential is calculated. 

The program was evaluated in terms of sales and number of workers. The general form of 

the model to be estimated here is: 

  

2008 2006V V VD = -‐

( 1) ( 1)i t i t it it it itY Y Y X Db a e+ -‐-‐ = D = + +
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Where  is the impact variable analyzed (sales or number of workers, as the case may 

be),  represents a vector with all control variables (SEX, EDUC, ENTREP and 

PREVEX in the sector and all dummy variables related to the identification of the sector in 

which the beneficiary does business),  is the key dummy variable that adopts the value 1 

when the company receives the subsidy and a value of 0 otherwise, and represents the 

unexplained error of regression. The ATT was then estimated using a very simple version 

of the difference-in-differences method, which estimates whether there is any significant 

difference in the post and pre-treatment difference between the treatment and control group. 

 

5. ANALYSIS OF RESULTS 

The effect of receiving treatment on sales and on the number of workers hired is 

presented below, both in terms of levels and in logarithms.  

 
Table 2. Effect on Sales in (a) Levels and (b) Ln 

 
Variable (a) Coefficient t-calculated (b) Coefficient t-calculated 
TREATMENT 1,410 0.53 1.86** 3.25 
SEX 1,442 0.57 0.12 -0.22 
EDUC 939 0.93 0.07 0.33 
ENTREP -3,364 -1.20 0.38 0.73 
PREVEX -110 -1.32 -0.01 -0.67 
SALES 2006 0.0604 -0.82 -0.66** -10.62 
SECALIM -8.179 -1.01 1.58 0.41 
SECBIEM 1.077 -0.10 2.56 0.62 
SECEDUC -5.670 -0.64 2.12 0.5 
SECMANU -6.752* -1.86 1.56 0.4 
SECMEI -3.928 -0.34 3.63 0.91 
SECMULT -6.010 -0.71 1.25 0.32 
SECSALUD -5.150 0.58 2.49 0.63 
SECTIC -10.671** -3.09 0.92 0.23 
SECTUR (dropped)    

itY

itX

itD

ite
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Constant 31.134 2.21 3.17 0.78 
No. of observations 159    

** (*) Denotes a statistical significance at 10% (1%) 

 

Receiving the subsidy has a positive impact on sales that is statistically significant only 

in model (b). One of the characteristics revealed by these regressions is the lack of 

statistically significant control variables to help explain the effect of the treatment on sales.  

Table 3 presents the results for impact on the number of workers, using OLS. 

Table 3. Effect on Workers in (a) Levels and (b) Ln 

Variable (a) Coefficient t-calculated (b) Coefficient t-calculated 
TREATMENT 1.226** 3.99 0.354** 3.94 
SEX 0.39 1.11 -0.035 -0.39 
EDUC 0.00 -0.22 -0.006 -0.15 
ENTREP -0.48 -1.53 -0.082 -0.85 
PREVEX -0.03* -1.77 -0.003 -0.75 
WORKERS 2006 -0.17* -1.74 -0.323 -5.06 
SECALIM -1.48 -0.71 -0.338 -0.48 
SECBIEM -1.92 -0.93 -0.363 -0.52 
SECEDUC -0.81 0.37 -0.116 -0.15 
SECMANU -1.50 -0.73 -0.381 -0.55 
SECMEI -1.57 0.41 0.231 -0.31 
SECMULT -1.58 -0.78 -1.586 -0.54 
SECSALUD -2.63 1.3 -2.634 -0.54 
SECTIC -2.69 -1.33 -2.698 -0.87 
SECTUR (dropped)    
Constant 0.94 0.83 0.944 1.12 
Number of observations 159    

* (**) Denotes a statistical significance at 10% (1%) 

 

In this case, it can be seen, in both models, that receiving the treatment, that is 

obtaining the subsidy, has a positive and statistically significant impact on the number of 

workers hired.  
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Finally, we want to see here whether receiving treatment, that is receiving the subsidy, 

had an impact on the likelihood of obtaining financing later. We define success as receiving 

subsequent financing (e.g., in the form of a bank loan, contribution from family and friends, 

or another government subsidy), this is an indicator that the business has the potential to 

continue and eventually expand. The following model was designed for this purpose (the 

results are shown in Table 4):  

 

 
Table 4. Effect on Raising Capital 

Variable Coefficient t-calculated 
TREATMENT 0.623 1.64 
SEX -0.491 -1.34 
EDUC -0.354 -1.16 
ENTREP -0.142 -0.37 
PREVEX -0.011 -0.66 
SALES 2006 0.000 0.22 
WORKERS 2006 0.097 1.44 
SECALIM -1.495 -1.15 
SECBIEM -1.328 -0.85 
SECEDUC -1.377 -0.80 
SECMANU -1.248 -0.97 
SECMEI -2.251 -1.27 
SECMULT -1.066 -0.83 
SECSALUD (dropped)  
SECTIC -1.654 -1.37 
SECTUR (dropped)  
Constant 0.94481 0.48 
No. of observations 164  

 

It can be seen that receiving the treatment is not a statistically relevant factor for 

receiving subsequent financing. 

 
 
 

0 0 1 2 3 4

5 6 7 8 9

10 10 11

i i i i i

i i i i i

i i i

EX TRAT SEX EDUC ENTREP PREVEX
SECALIM SECBIEM SECEDUC SECMANU SECMEI
SECMULT SECTIC

a b b b b b
b b b b b
b b b e

= + + + + + +
+ + + + +
+ + +
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6. POLITICAL IMPLICATIONS OF THE RESULTS 

When we examined whether or not there was an impact on the sales variable, we found 

that the statistical significance of the associated parameter depended on the model used.  If 

we used only the logarithm model, the results showed that receiving the subsidy has a 

statistically significant positive impact.  And if both models--levels and logarithms—were 

used, we found positive and statistically significant results in terms of the number of 

employees at the firms that received treatment.  These statistical results indicate that 

SERCOTEC’s SCP has a positive impact on the variables analyzed, which is similar to 

what the impact assessment bibliography on SME public programs shows for Australia 

(Cumming, 2007), Belgium (Collewaert et al., 2010) and Mexico (Tan and López-Acevedo, 

2005). Although the positive impacts of SERCOTEC’s SCP can be debated given the 

previous statistical results, also to be considered are the effects shown by the results of the 

study in terms of the magnitude or volume of sales by each company and the number of 

employees that they hire, both before and after the treatment.  We were very surprised to 

see that SERCOTEC’s SCP was unable to achieve its objective, as a public program, of 

generating support for the economic growth of Chile by reinforcing a higher number of 

opportunity-driven entrepreneurs, despite the positive effects it has on its beneficiaries.   

Why this comment? When the SERCOTEC’s SCP is studied in detail, the real 

beneficiaries of the program turn out to be mostly microbusinesses that respond to the 

program fundamentally to meet their working capital needs in order to continue in business. 

The proof of this is that, while it is true that the maximum sales limit to be accepted as a 

beneficiary of the program is 10,000 UF (US$ 400.000 app), the average sales figure of the 

companies in the sample is around 10 percent of this level. The beneficiaries of 
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SERCOTEC’s SCP use a large part of the resources for hiring someone to handle the day-

to-day management of the company or who will help produce the product that the company 

offers. 

On the other hand, according to the statistical results of our third variable of interest, 

receiving the treatment is not a statistically relevant factor for receiving subsequent 

financing. Some businesses that have participated in the program were able to raise funds 

after receiving the subsidy, whether in the form of a bank loan, contribution from family 

and friends, or another government subsidy (but one focused on more developed firms. No 

beneficiary of the program reached the level of receiving angel investor or venture capital 

funding, which again reinforces the idea that the program concentrates on small businesses 

that are far from achieving promising growth in the near future.  

The difference between the beneficiaries of the SERCOTEC SCP and those of the great 

majority of programs that exert positive effects on high growth entrepreuners resides in the 

fact that the eligibility criteria of the program studied here are attractive to 

microentrepreneurs and this has a strong impact in terms of self-selection by newer 

microentrepreneurs, since those that have already grown larger are able to make use of 

other programs that are better focused on the reality of SMEs, and which also offer more 

support to entrepreneurs. This issue underscores the importance of being clear about the 

true objective of public programs implemented in developing economies. A program that 

fosters entrepreneurship and provides financial aid for productive development should 

accept opportunity-driven entrepreneurs who have ideas with practical potential, and who 

will contribute to the productive development of the nation. On the other hand, a social 

program, if it accepts entrepreneurs, will probably accept mostly very small entrepreneurs 
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who, by necessity or unemployment, resort to the subsidy in order to conduct business on a 

very small scale.  

 

7.  CONCLUSIONS, LIMITATIONS AND FUTURE RESEARCH 

In recent years, the influence of SMEs on economic growth in markets has begun to be 

studied more assiduously. SMEs are capable of fostering innovation, moving the productive 

weave of each market and having a positive impact on employment (Acs and Szerb, 2007). 

Therefore, a large part of the world’s economies have begun to use public funding to 

subsidize SMEs in the intent of promoting their development and growth (Storey, 2000; 

Cumming, 2007). 

SERCOTEC’s SCP that we studied in this paper is an example of this.  The objective of 

this program is to support the take-off and growth of a larger number of opportunity-driven 

entrepreneurships that stand out because of high volumes of sales and a positive impact on 

employment in each economy (Autio, 2007).  

The results of our paper show that although SERCOTEC’s SCP has a positive impact 

on sales and on the number of employees hired, it does not have such an impact on raising 

capital after the subsidy. This impact is associated more with entrepreneurships that could 

be classified as necessity-driven rather than opportunity-driven, which would limit meeting 

the program’s objectives. 

Apparently, program would suffer, to a certain extent, from an issue of self-selection. 

The objective is to support opportunity-driven entrepreneurships but in practice, it attracts 

mainly microbusinesses, not SMEs, and those microbusinesses apply to the SCP solely to 

obtain more funding to overcome cash flow problems or to hire administrative staff to help 
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in day-to-day management. According to Federico et al. (2009), it is fundamental for 

institutions to carefully consider their support programs and the type of businesses they are 

assisting so that they can better evaluate the real impact of each kind of program.  

The results of this study must be considered preliminary, since a longer time frame is 

required to develop a conclusive opinion. However, this preliminary evaluation indicates 

that, when designing business development programs, it is necessary to take into 

consideration the intrinsic motivations of entrepreneurs, difficult though these may be to 

observe.  

Like all empirical work, the data used in this analysis are not perfect. The sample used 

here is based in the Metropolitan Region. Although it is true that this is, by far, the biggest 

productive zone in the country, the results are not necessarily applicable to other regions. In 

particular, if the regional selection criteria are not exactly the same as those of the 

Metropolitan Region–which is indeed the case–the potential differences in results between 

regions should not be attributed to treatment alone. Therefore, interesting future research 

would be to study the effect of the program in regions other than the Metropolitan Region. 

On the other hand, it is also possible that the initial impact of the program, the object of this 

paper, may undergo changes over time, and more time may be needed in order to see its 

longer-term impact.  
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