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Abstract

The Self-Employment Assistance (SEA) program is a federally funded program designed to
promote self-sufficiency in the labour market through self-employment. This evaluation of SEA
was to determine the effectiveness of the SEA program in reaching its stated objectives and the
impacts of the program on participants. Key evidence on program impacts and effects is based on
a non-experimental survey design, including a survey of SEA participants and a comparison
group of non-participants. It should be noted that the SEA program is still relatively new, and the
evaluation evidence collected here refers to a relatively short post-program period.

The evaluation points to a strong rationale for the SEA program. There is sufficient demand for
the program to justify the SEA approach. In many centres, demand for the program exceeds
available resources and the proportion of Ul recipients who participate in the program is well
below comparable international experience. The design of the program also appears plausible;
participants report relatively high levels of satisfaction with the process and current program
parameters are consistent with the elements which have been found to be successful in program
elsewhere.

SEA provides social and economic benefits for participants which correspond to the program

rationale and to the expectations of participants. Short-term business survival rates are high. In
the year following program participation, participants experience positive earnings effects, though

a high incidence of concurrent paid employment by program patrticipants indicates that, for some,
the new business is not a sufficient source of income.

The Ul cost of the SEA program is high. However, participants are less likely to collect Ul or
social assistance in the post-program period. The evaluation estimates that it will take more than
three years to recuperate this public investment in a narrow Ul accounting perspective (six years
if the deadweight factor is taken into consideration). This does not include benefits of SEA
sponsored businesses to local economies in terms of spin-off and employment creation.

An important concern uncovered by the evaluation is that about half of the clients are subsidized
to start a business they would have started anyway (deadweight). The issue of displacement is
also often raised as a potential negative impact of self-employment assistance programs but,
while the evidence here is highly qualitative, no evidence of employment displacement was
observed. In view of the very short post-program period on which these conclusions are based,
follow-up research should be considered.
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Management Response

HRDC's role is not one of starting business but of assisting clients to becomg self-
sufficient.

Self-Employment is a viable method for increasing labour market self-sufficiency. Compared to
unemployed persons:

» SEA participants used less Ul and less social assistance
* Had higher earnings
» Earned more of their earnings from self-employment.

This is in line with the intent of the program which is"omote self-sufficiency in the labour
market through self-employmenthis objective will continue to be reinforced to ensure delivery
agencies clearly understand the objective of the program, as HRDC's role is not one of starting
businesses but of assisting clients to become self-sufficient.

SEA, which is delivered by local agencies in close cooperation with local CECs, is a good
example of improved results through the application of local strategies and partnership.

Modifications to the current Self-Employment Employment Assistance Program will take into
account the results of the evaluation.

* The program appears to suffer from conflicting objectives.
- High level of non-incremental effort: 40-60 per cent "dead weight"
- high level of labour market self-sufficiency of participants before they apply to SEA
- 41 per cent of rejected applicants went on to establish their own business

This has been of concern since the program was implemented in May 1992. In HRDC's policy
and guidelines with regard to SEA, there are provisions to target SEA interventions at the "most
in need" client. Most in need" is defined as someone who could not start his/her business without
the assistance of the program.

In determining the selection process, two issues were always in the forefront: "Creaming for
Success" versus helping the client most "in need". The local delivery agencies were certainly
concerned that they achieve a reasonable level of success, and they felt that, in order to do this,
they be given some measure of control over selection. The CEC, conversely, was concerned that
"Most-in-need" clients not be overlooked based on their chances of succeeding. This created a
need for negotiation, for consultation with the business community and the process of identifying
a good selection plan that took into account all of the needs. In fact, these selection plans, once
negotiated, could be monitored and changed as the needs of everyone involved changed.

The selection methods and process will be looked at and modified if necessary to facilitate access
of the most in need clients to the program.

* Equity groups were less likely to be selected for program participation and had less somewhat
less favorable outcomes than non-equity group clients.

The evaluation was conducted in July 1994 and actually surveyed the first group of individuals to
enter in SEA. For the first time Self-Employment Assistance was available in large urban centres
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(The former SEI program was available only in Community Futures areas - mainly rural areas).
Equity groups are often more organized in urban centres which could partly explain their under
representation on the program.

HRDC will monitor very closely the selection of participants to ensure fair participation of equity
groups. Incentives and measures to assist members of equity groups to access self-employment
and to succeed should be put in place under the HRIF Self-Employment Measures. Such
measures could be additional assistance for family/dependent related expenses, increased income
support once Ul exhausts, longer period of support, special prescription in delivery agencies
agreements, contracting with partners who represent special interest groups, looking at ways to
work with private sector lenders to assist equity groups to access capital, etc.

* SAR participants do well in terms of business success however half of them return to social
assistance within a short time frame:

A program which contributes to assist 49 per cent of its social assistance recipients clientele to
enter or re-enter the labour market is actually achieving interesting results. However, HRDC
should look at ways to increase successes for SAR participants:

- additional/longer period of technical support and "after care" support,

- assistance to access capital: peer lending, workers cooperatives, etc.

- longer duration of income support

- more assistance during the period preceding business start up

- discussions with provinces to increase flexibility in the application of social assistance rules.

* The training component of the SEA program was not found to contribute to business success.

- training outside the program was associated with higher numbers of job created

- hours of training is not a sensible enough measure of quality of training?

- international experience indicates that review of business plans, training and advising can
reduce failure rates by 50 per cent.

In order to be relevant, training must be tailored to the needs of the group or individuals. People learn
in different ways. Therefore, training for SEA clients must be tailored to the needs of the clients. In

order for each office to do this, local level flexibility must be permitted. There should be no one size

fits all solution. Guidelines that define training in an all-encompassing way and that encourage

creativity will be developed.
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Introduction

Self-employment assistance programs are viewed as a means to help the unemployed
achieve labour market self-sufficiency by creating their own job.

Self-employment assistance programs for the unemployed have gained widespread appeal in the
last decade. Changes in the structure of the economy, persistent unemployment and slow job
creation have pushed policy-makers to search for new reemployment strategies. Self-employment
assistance programs are viewed as a means to help the unemployed achieve labour market
self-sufficiency by creating their own job.

The international experience with self-employment assistance programs has generally been
positive. Existing studies of these programs suggest that they are successful in reducing
dependency on unemployment insurance and increasing participants' incomes. The success of
these programs led Canada to establish its own initiatives in this area. Self-employment assistance
for the unemployed is also consistent with current social policy trends in Canada and elsewhere
which have moved toward more active programming to encourage self-sufficiency among the
unemployed and away from more passive forms of income support which often act as
disincentives to re-enter the labour market.

The Self-Employment Assistance program is a federally funded program coordinated locally
through Canada Employment Centres. It replaced the Self-Employment Incentive (SEI) Option of
Community Futures in May 1992. The SEI option was established in 1987, with the objective of
"promoting labour market self-sufficiency through self-employment”. Income support was
provided to participants for one year, during which time they would start their own business. The
option was delivered solely in Community Futures areas and was accessible to Unemployment
Insurance (UIl) or social assistance recipients (SAR).

All funding for SEI was through the Consolidated Revenue Fund. Initially, Unemployment
Insurance regulations did not allow clients to receive Unemployment Insurance benefits if it was
their intention to become self-employed. The passage of Bill C-31 in November 1990 resulted in
authority incorporated into the Unemployment Insurance Act and regulations that specifically
provides for self-employment under the Developmental Uses of Ul funds.

Like its predecessor, the objective of the Self-Employment Assistance (SEA) program is to
promote self-sufficiency in the labour market through self-employment. Differences between the
SEIl and new SEA program are: replacement of the previous flat rate payment system to a variable
rate based on prior earnings (for Ul recipients), resulting in an increase in income support;
inclusion of a mandatory training element; and extension of the eligibility criteria to include both
Community Futures and non-Community Futures areas. In addition to these changes, the SEA
program has priorized designated groups (i.e., women, aboriginals, visible minorities and persons
with disabilities) for participation in the program. Finally, an SEI requirement for a business plan
has been relaxed under SEA. Development of a business plan is now often incorporated as part of
the training process.

The purpose of this evaluation is to "determine the effectiveness of the SEA program in reaching
its stated objectives and the impacts of the program on particigdietshs of Reference, p. 2).

The SEA program is still relatively new, and the evaluation evidence collected here refers to a
relatively short post-program period (between three and eighteen months following program
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participation). This interim evaluation study, while providing limited evidence on the ultimate or
final outcomes of the program, will provide useful interim information to support policy decisions
about the program to improve the delivery and effectiveness. The evaluation also fulfils the
Treasury Board requirement for cyclical evaluations of government programs.

Organization of the Report

This report contains seven additional chapters. Chapter one provides a brief description of the

program. Chapter two presents the conceptual approach and methodological design for the study.
Chapter three presents a profile of SEA participants and a brief overview of businesses started
under the program. Chapters four and five present findings to address evaluation issues related to
program rationale and impacts and effects. Alternatives are discussed in chapter six and

conclusions of the study are presented in chapter seven.
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1. Program Description

Participants receive 52 weeks of income support. Where participants' currept Ul
entitlement is insufficient to cover SEA patrticipation entitlement is extended to coyer the
participation period.

The national SEA guidelines, contained in ED 35 (chapter 35 of Employment Programs and
Services Procedures Manual), provide general program information and delineate the basic
requirements and regulations for program delivery. Individuals eligible for SEA include qualified

Ul claimants, individuals in receipt of or eligible for social assistance, and TAGS patrticipants.
Applicants must be legally entitled to work in Canada, have not participated previously in
self-employment activity through a similar program funded by HRD, must have attended an
orientation session provided by the delivery agent, and have completed a self-evaluation exercise
on suitability for self-employment.

Participants receive 52 weeks of income support. Where participants' current Ul entitlement is
insufficient to cover SEA participation (they do not have 52 weeks left of Ul benefits),
entittement is extended to cover the participation period. However, admission to the program
should not result in an individual receiving more than 156 weeks (i.e., three years) of support (by
any means) from HRD.

Program participants must make a personal equity contribution to their self-employment business
in the amount of 25 per cent of the total anticipated funding to a maximum of $4,000. Equity may
be cash or in-kind (e.g., computers, tools, equipment).

The program is funded through the Developmental Uses of Ul (Allotment 3 1) for Ul recipients,
and the Consolidated Revenue Fund for social assistance recipients (SAR) and TAGS
participants. Unemployment Insurance participants will receive either a fixed sum (basic
participant allowance) or their Ul benefit equivalent, whichever is greater, for the duration of
their participation. SAR participants receive the basic participant allowance. TAGS participants
continue to receive their TAGS income support. The basic allowance is the same for both SAR
and Ul participants and is calculated based on whether participants reside with their parents,
amount of spousal income and the number of eligible dependents. Supplementary allowances
may be provided to participants while developing or implementing their business plan or while on
course or in training. These allowances include: travel; dependent care; disability; living away
from home; and commuting (the latter two being available only to those on course or in training).

The business venture must be full-time (i.e., a minimum of 30 hours a week) and participants
must be self-employed and not working on commission. The business must also be suitable for
public funding in that it does not exploit gender, religion or politics. Partnerships, limited
companies, worker cooperatives and franchises are all permitted subject to some conditions.
Development of a business plan (previously a prerequisite for program participation under the
former SEI program) has now been incorporated as part of the SEA training process.

Earnings generated through self-employment are not deducted from participants' Ul benefits. Any
earnings from paid employment received by the participant during the program period are
deducted from regular Ul benefits according to the 25 per cent allowable earnings rule. However,
for SAR participants, earnings are deducted dollar-for-dollar from their social assistance benefits.

Evaluation of the Self-Employment Assistance Program 10



SEA program activities are carried out primarily at the local level. In most cases, CECs are
responsible for administering the delivery of the program and have full autonomy (within
program guidelines) once they have received their budgets from regional HRD. The actual
delivery of the program is usually carried out by Business Development Centres (BDC) in
Community Futures areas and delivery agents in urban areas. Eligibility for the SEA program has
now been extended to areas throughout the country, though the program may not be available in
some rural or urban areas that do not have a BDC/delivery agent. In some instances a
neighbouring BDC will extend its reach to take in rural areas not covered by Community Futures.

The SEA program has prioritized designated groups (i.e., women, aboriginals, visible minorities
and persons with disabilities) for participation in the program.

Determination of Eligibility/Suitability

Once a potential participant expresses interest in SEA, their eligibility and suitability must be
determined. CECs are responsible for determining Ul or TAGS eligibility. Social assistance
recipient's eligibility is determined either by the CEC or by the delivery agent. Delivery agents
determine applicant's suitability for SEA through orientation sessions, one-on-one interviews, and
an evaluation of the applicants' business ideas. The primary purpose of the orientation session, or
one-on-one interview, is to serve as a pre-screening process to ensure that potential applicants
have a clear understanding of what is expected of them. At this point applicants are also required
to do a self assessment.

Selection Process and Criteria

After the initial information session applicants go on to develop their business plan with the
assistance of the delivery agent. The decision to recommend (or not) an applicant is based on the
following criteria: competition (i.e., presence of similar businesses in the area); viability of the
business; skills and experience; the degree to which SEA will advance the applicant's career;
potential for incremental employment; economic contribution to the community; and the
applicant's level of commitment. Local priorities and equity priorities may also be taken into
consideration.

Once the delivery agents have screened the applicants, they normally go to the selection

committee. Once the committee makes its recommendation, the CEC is informed. For SARs, a

letter is sometimes sent to the Ministry of Social Services, but in most cases it is up to the SARs

to notify them of acceptance. Once an applicant has been recommended and approved by the
CEC, the CEC autharizes their admission (i.e., funding) to the program. Letters of agreement are

signed between UI/TAGS participants and the CEC. In most cases, SARs sign their letter of

agreement with the delivery agent.

Implementation

Delivery agents are participants' primary contact during implementation. They are responsible for
assisting participants with their business plan (if not completed), providing training, counselling
and monitoring. Training is a mandatory component of the program. The type of training
provided by the delivery agents may be tailored to the individual and includes entrepreneurial
training such as accounting, management and marketing. The training may be either formal (e.g.,
classroom) or informal (one-on-one basis). Some delivery agents will send participants on skills
upgrading courses.

Participants are monitored on a regular basis. Most CECs have set a minimum requirement for
on-site visits (from once a month to quarterly). Between site visits, problem solving is done over
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the telephone. Participants are also required to submit their Ul report cards as well as a monthly
report to the delivery agent.

The administrative and survey data suggest that the vast majority of SEA participants completed
the program and were successful in starting a business. The majority of SEA participants
collected Ul benefits for the full program period of 52 weeks (Figure 1). Over 70 per cent of

participants collected benefits for over 51 weeks. While the survey did not ask participants

explicitly whether they had actually started a business under the program, fully 97 per cent of
those surveyed were able to provide a date when their business started to operate.

The completion rates for the SEA program are in contrast to the results of the evaluation of
American self-employment assistance experiments (Abt, 1995). In Demonstration projects in
Massachusetts and Washington to provide self-employment assistance to the unemployed,
program participants started businesses only 55 per cent of the time. Participation in the
experimental programs, however, increased the likelihood of starting a business.

Figure 1
Number of Weeks Participants Collected SEA Benefits

Percentages

0-0 6-10 16-20 26-30 36-40 46-50
Weeks
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2. Approach and Design

This chapter presents the conceptual approach used. in this evaluation, the questions addressed
and the methodological tools utilized. Its purposes are to demonstrate the rigour of the approach
and to document the intellectual basis of the analyses.

Conceptual Model

The purpose of the conceptual model is to identify the relevant theoretical variables influencing
the outcomes of the program and to posit a hypothetical causal relationship among the variables.
The model represents arpriori conceptualization of the way the world should work. This model

also guides development of hypotheses about the effects of SEA and subsequent measurement
and testing procedures.

Figure 2 presents a conceptual model for understanding the labour market experiences of workers

and, in particular, for hypothesizing about SEA program effects. The conceptual model is based
on a review of the literature and the operation of SEA. While the model has been designed to
accommodate a variety of responses to unemployment, explicit consideration is given to

self-employment as a response to unemployment. The conceptual model may be divided into four
components: external and background factors, response, delivery results, and outcomes.

Figure 2

Evaluation of the Self-Employment Assistance Program Detailed Conceptual Model

External and Background

Delivery Results

Outcomes (shorter- and,
longer-term)

External Factors Individual-Level Outcomes
- economic climate P Activities (SEA)
- technological change R - status (self-employment, paid
- institutional factors / policy 0 P - income support / pl . exit labour market)
environment / program availability G funding / ) - new business viability
- labour market characteristics R capitalization Delivery Results - hours of work
A - counselling _ - draw on Ul account / social
Worker Characteristics - training - establishment of assistance
M If-amploy (sector, - wages/ income (from self-
- employment / self-employment work-week, legal status, ploy / paid employment)
experience A T Activities (non-SEA) hUS'_"E§5 type, location, - assets/ debts
ploy status (Ul ‘ W | e » na_p-lahzatlon} - skills
social assistance recipient) / A - income support - skills
history R - training - perceptual response
- occupation / industry / wages / - counselling (job - confidence / satisfaction /
hours of work - search, career, motivation / fiexibility
- skills (education, training, flexibility) N financial)
- attitudes (motivation, interests) E =
- financial resources S - health, social, psychological effects
- sociodemographic characteristics S ,-!7 no program activities |»>{ - no program activities
(sex, age, marital status) —
Community-Level Qutcomes
- employment creation (type and
number of jobs, wages)
- local spending
- diversification of local
- other spin-off erfects
- increase profile of entrepreneurship
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The response to adjustment occurs in several stages, including awareness of
reemployment programs and options, the particular action taken in response to
unemployment and participation in reemployment activities.

External and Background Factor§here are a number of exogenous (beyond the control of the
program) external and background factors which influence the labour market experiences of
workers and their success in reentering the labour market following a period of unemployment.
Some of the key factors in the external environment include the economic climate, technological
change, institutional factors and labour market characteristics. In addition to conditions in the
external environment, the characteristics of individual workers will also affect their labour market
experiences. These micro-level variables include socio-demographic characteristics (e.g., age,
gender), employment history and access to financial resources.

Response.The response to adjustment occurs in several stages, including awareness of
reemployment programs and options, the particular action taken in response to unemployment
(three options were considered here -participate in SEA, participate in an alternative adjustment
strategy or take no action), and participation in reemployment activities (which are related to the
type of action taken).

Delivery ResultsDelivery results refer to the direct or immediate outcomes of the response to
unemployment. The logic of the conceptual model indicates that delivery results are dependent on
the response of the worker to unemployment and the relevant external or background factors.

Outcomes.Outcomes refer to the final effects of the response to the adjustment situation.
Outcomes are dependent on delivery results and the factors which influence the delivery results.
Outcomes for the evaluation of SEA are viewed as occurring at the level of the individual and at
the level of the community. It is helpful to distinguish between the shorter term or relatively
shorter term outcomes and longer term outcomes. Shorter term outcomes have traditionally been
defined as occurring within three months of the completion of activities and longer-term
outcomes as occurring within one or two years of the treatment. The evaluation literature
typically examines business survival rates in terms of a two to three year time period. This
evaluation of the SEA program, occurring about eight months following program completion,
focuses an shorter-term or interim outcomes. For a fuller assessment of the SEA, a longer time
frame is preferable (although not feasible in this evaluation).

Evaluation Issues

The Terms of Reference for the study identify four broad issue areas which formed the basis for
the development of the evaluation methodology and the thrust of the overall evaluation: program
rationale, objectives achievement, impacts and effects and alternatives. Under these four
categories are 14 evaluation issues. Following is a discussion of each of the issues for this
evaluation.

Program RationaleThe objective of the evaluation with respect to program rationale issues is to
examine the plausibility of the program's design and logic. What evidence exists that
self-employment assistance is an effective solution compared to other reemployment strategies?
To what extent are SEA program parameters consistent with other self-employment programs in
other countries? Study of the plausibility of program design should also include an analysis of the
role of parameters of the program, in program success: What aspects of SEA
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encourage/discourage success (e.g., training level, duration of funding and eligibility criteria such
as capitalization in program success)? Another aspect of program rationale is continued need and
relevance of the program.

Objectives AchievemenDbjectives achievement issues refer to the special class of effects for
which the program is accountable. The objective of the SEA program is to increase the labour
market self-sufficiency of Ul claimants and social assistance recipients through self-employment.
The question of objectives achievement may be considered in terms of a counter-factual
hypothesis: What would have happened in the absence of the program? or To what extent can
impacts and effects be attributed to the program? Key indicators of program objectives include
the achievement of labour market self-sufficiency and reduced dependence on social assistance
and unemployment insurance following program participation. To what extent are SAR SEA
participants less likely to receive social assistance following participation than the comparison
group and to what extent are Ul claimant SEA participants less likely to receive Ul following
participation compared to non-participants? The issue is complicated in the current context by the
fact that self-employed individuals do not accumulate insurable weeks which would allow them
to collect unemployment insurance benefits in the event of business failure. For those program
participants who are not eligible for Ul, cross-over to the social assistance system or number of
weeks worked is a more meaningful measure of dependence. Other indicators of objectives
achievement include earnings and job creation.

Another aspect of the analysis of objective achievement is non-incremental program effort: To

what extent would program participants have started self-employment in the absence of the
program? Self-reports of participants provide important evidence on this issue, as well as rates of
self-employment of non-participants groups (e.g., rejected applicants, general Ul claimant

population).

Impacts and Effectdmpacts and effects refer to the broader category of program outcomes.
Outcomes may be intended or unintended products of the program and as far as analytically
possible should consider SARs and Ul claimant participants separately. The Terms of Reference
for the study name a number of potential impacts and effects of SEA which are examined by this
evaluation:

e return on investment for participants, HRD, and the community;

e impact of SEA on the Ul Account;

« displacement effects as a result of SEA;

e job creation; and

« employment and earnings history following program completion (e.g., continuation of
self-employment, transition to income support/paid employment or exit from the labour force,
weeks worked, earnings, etc.).

The Terms of Reference for the study also requested that program delivery issues be examined.
Delivery of the SEA is localized and some variability in program criteria and parameters exists.
The evaluation documents the extent of similarities and differences in program delivery, as well
as equity of access across provinces.

AlternativesThe forward-looking part of the evaluation is based on the alternatives question. The
evaluation focuses on the cost-effectiveness and efficiency of the SEA program with a view to
improving program benefits within the current budget allocation or achieving current benefits at a
lower cost. The international experience with self-employment assistance programs is a valuable
source of ideas and evidence on improving cost-effectiveness and efficiency. The views of
program participants and delivery agents are also examined.
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Methodological Approach

The evaluation of the Self-Employment Assistance program is based on multiple lines of
evidence. Participant profile data and the estimation of program impacts is based extensively on
the survey evidence. However, because many of the evaluation issues focus on program process
and delivery and given the relative recency of participants' experience in the program, the
gualitative evidence is also given considerable weight in this analysis. Following is a description
of the lines of evidence for this study.

Survey Evidence
Program Participants

Two surveys were conducted for this study: a telephone survey of program participants and a
comparison group of non-participants. The program participant sample was selected from the
Participant Information File (PIF).

The sample was restricted to program participants who entered the program in fiscal year
1992/1993. In total, 1,479 interviews were conducted with program recipients who were eligible
for unemployment insurance benefits. Interviews were conducted between July 14 and July 29,
1994. Respondents were interviewed between three and eighteen months following completion of
the program (averaging about 40 weeks). It should be noted that this is a relatively short
post-program period and outcome measures should be considered to be shorter-term indicators of
program success. The response rate for the participant group was 62 per cent while the refusal
rate was 10 per cent -other cases had invalid telephone numbers, could not be located, etc.

An additional 100 interviews were conducted with social assistance recipient program
participants. Because SARs do not represent a large proportion of program participants, this
sample was viewed as adequate to test any broad differences in the experiences of this group
compared to regular Ul claimants. Because a comprehensive sampling frame of SAR program
participants was not available, a sampling frame of SAR participants was compiled based on
program participant lists requested and forwarded by BDCs. The sample should not, therefore, be
considered to be representative of this group of program participants. As well, a direct
comparison group does not exist for the SAR participant group.

It should be noted that this is a relatively short post-program period and outcome
measures should be considered to be shorter-term indicators of program success.

Comparison Groups

In a non-experimental design, it is not possible to guarantee that the comparison group will not
differ systematically from program participants. While statistical methods may be used to control
for some biases, if the comparison group is improperly selected, it may be virtually impossible to
make the statistical adjustments to disentangle program effects from other sources of non-random
variation in the dependent variables. The selection of the comparison group, therefore, was a key
decision in the development of the overall methodological approach for the evaluation of the SEA
programs.

In selection of the comparison group, first consideration was given to individuals who choose
self-employment without the assistance of SEA. Apart from self-selection bias, this pool of
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individuals would be expected to be most like the SEA participants. While this comparison group
would be a valuable source of data to assess the impact of SEA on the success of new business
ventures, it does not answer the broader question of what would happen in the absence of the
SEA program and more specifically how does SEA patrticipation compare with the experience of
individuals who attempt to find paid employment? Or in other words, is it a good idea to
encourage self-employment?

In order to test this broader question, the comparison group was defined as the universe of the
target population of the SEA program. In the broadest sense, regular Ul recipients are the target
population for the SEA program. However, the program is effectively restricted to those
individuals who would seriously consider self-employment as an alternative. This is a potential
source of self-selection bias which would make the inclusion of individuals in the comparison
group who were not interested in self-employment biasing. It is not known to what extent interest
in self-employment may be correlated with other motivational factors, biasing the study results if
not controlled for at the sample selection stage. Therefore, screening based on individuals' self-
rated interest in establishing a business was used at the sample selection stage. In particular,
responses to the self-rated interest question were monitored and then weighted to match the
distribution of responses provided for this question by SEA participants. This screening method
ensured that the comparison group was similar to the program participant group in terms of their
self-rated interest in establishing a business. Although this procedure did not eliminate the need
for models to address potential self-selection biases, it reduced a major source of bias in a more
direct and accurate manner.

Main comparison grouplhe main comparison group was constructed using a two-step approach.
First, a random sample of individuals who had collected regular unemployment insurance
benefits during the period in which program patrticipants used the SEA program (i.e., fiscal year
1992/93) was selected from the HRD Status Vector file. All SEA program participants were
eliminated from this file. The comparison group sample was stratified to match SEA participants
in terms of timing of the initiation of the Ul claim and location (using Canada Employment
Centre location). Within these strata, members of the comparison group were randomly selected
for participation in the survey.

Second, in order to ensure that these regular Ul recipients were comparable to program
participants, a survey screening procedure was used to minimize the number of individuals in the
comparison group sample who werat interested in pursuing self-employment at the time their

Ul benefits commencetinterest in self-employment, as well as province and start of Ul claim,
were monitored during the collection of the data to ensure that the participant and comparison
groups were similar in these aspects. A proportion of respondents who expressed little interest in
starting a business at the time they were unemployed were screened out of the survey interview.
Interviews were conducted between July 26 and August 19, 1994 - on average, some 65 weeks
after the end of the respondents' Ul claiifhe response rate for the comparison group was 28
per cent while the refusal rate was 19 per cent - the definition of such rates is much more difficult
to determine for a sample which is built from up-front screening like this one than from a
traditional base like the SEA participants'. In total, 2,700 interviews were completed with
comparison group individuals.

A second comparison group. second "comparison” group was constructed based on rejected
applicants. Like the SAR participants, a comprehensive sampling frame for rejected applicants

! Comparison group respondents to the survey were asked to rate their interest in starting their own
business at the start of their claim, on a seven-point scale. Responses were monitored then weighted to
match the distribution of SEA participant responses on this item.

2 Remember that the SEA and comparison samples were matched on the timing of the initiation of the
claim.
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was not available. A partial sampling frame was developed based on lists of individuals who were
not accepted into the program that were obtained from BDCs. While efforts were made to secure
lists from as many BDC's as possible, the final sampling frame did not inaludejected
applicants to the program and, therefore, the final sample should not be considered nationally
representative. In total, 265 interviews were conducted with rejected applicants. Rejected
applicants were surveyed both to explore their experience with the program and to compare the
outcomes of these individuals with program participants.

A similar survey instrument was administered to both program participants and the
comparison group.

Survey Instruments

A similar survey instrument was administered to both program participants and the comparison
group. Participants were asked additional detail on their satisfaction with the program and on
their SEA business. Comparison group respondents who were self-employed answered
business-related questions similar to the participant group. For those in the comparison group
who were not self-employed, detailed information was obtained on their current or most recent
job. Both program participants and the comparison group responded to similar items on their
employment history, attitudes and socio-demographic profile.

Other Evidence

In addition to primary survey evidence, this evaluation of SEA is based on five other sources of
information. These are:

 Document ReviewProgram documents, including the Evaluation Framework Report,
program guidelines and procedures and applicant information were reviewed. A complete and
detailed understanding of the program was considered to be particularly important given the
great deal of variation in program delivery across regions and within regions. Program
documents were examined to gather details on program origins, program objectives, program
structure and dynamic and the integration of SEA with other program offerings.

» Literature ReviewA review of the literature was conducted at the early stages of the
evaluation to understand the theoretical rationale for self-employment programs for the
unemployed and to provide a critically informed perspective on labour adjustment to guide
the conceptualisation and methodological design of the study. Prior empirical evaluations of
the self-employment assistance programs in Canada and in the US were examined, as well as
general theoretical material on labour market theory and processes. An internal departmental
paper, "Self-Employment for Unemployed Workers: Evaluation Lessons Learned" was
reviewed and these findings have been compared to the results of the current study where
appropriate. A literature review was also conducted to examine the international experience
with self-employment assistance programs. Self-employment assistance programs in the
United States and Europe were studied with a view to suggesting possible alternatives to the
Canadian program. A bibliography is included.

* Review of Administrative Data. Twypes of secondary data sources were examined for this
evaluation: program data and HRD and Revenue Canada administrative data. The SEA
Program Information File was analyzed to provide crucial program profile information.
Government administrative files, including the Status Vector/BNOP file, Record of
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Employment, and T1 and T4 files were used to supplement survey data by providing
important historical employment and earnings information.

» Key Informant InterviewsTwenty key informant interviews were conducted with SEA
program personnel during the early stages of the evaluation. These interviews aimed at
describing the regional program implementation and highlighted discrepancies between the
local practices and the program logic and implementation developed nationally. Forty
interviews were also conducted with representatives from Business Development Centres (or
Centres d'aide al'entreprise). These interviews collected information on program
implementation, as well as perceived impacts and effects.

 Focus Groups.Five focus groups were conducted with program participants and an
equivalent number were conducted with non-participants. The purpose of the focus groups
was to provide more detailed information on fak experience of program participants and
to better understand the perceived expectations and barriers of those who did not choose to
pursue self-employment. Issues covered included reasons for participating/not participating in
the program, barriers encountered, alternatives analyzed, and suggestions for improving the
program.

Caveats

In order to provide rigorous answers to the evaluation issues, the study collected several distinct
lines of evidence. The use of multiple lines of evidence is intended to correct the deficiencies and
biases inherent in relying on a single type of evidence. The overall synthesis of distinct lines of

evidence yields a more balanced and complete picture of program performance.

Comparison Groups Compositiohhe most important source of evaluation evidence on program
impacts was a survey of unemployment insurance recipients, including SEA participants and a
comparison group of workers who did not participate in SEA. There are strengths and weaknesses
associated with this comparison group design. The most accurate way to assess the incremental
impact of the SEA program would be through an experimental design where individuals are
randomly assigned to treatment and control gréupfowever, logistical and ethical
considerations do not usually permit this preferred approach in employment research. Apart from
an impractical experimental design, the quasi-experimental approach implemented is one of the
strongest methodological designs available to assess the effectiveness of employment
interventions. It involves an examination of the outcomes of SEA participants and a sample of
workers drawn from a comparable group who did not use SEA.

As with any non-experimental design, there is the possibility that program participants could
differ significantly from the comparison group in terms of background charactéristidsother

factors which may influence outcomes independently (or in interaction) with the program itself.
These factors must be considered carefully in this type of design. Simple comparisons between
program participants and the comparison group may yield a biased estimate of program impact
because of pre-existing differences between the two groups. This problem was dealt with to some
extent in the initial selection of the comparison group: a random sample of regular unemployment
insurance recipients who were screened based on expressed interest in self-employment.

Differences between the participant and comparison group were also addressed during the
analysis. The comparison group data are weighted based on three variables: province, benefit
commencement period and interest in self-employment. As well, statistical controls in the

3 Although there is considerable debate concerning the external validity costs associated with the increase
in internal validity derived from such experimental control.
* This is analyzed in-depth in Chapter 4.
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econometric modelling were implemented to control for biases not controlled for at the sample
selection stage. Multivariate statistical techniques are used to provide estimates of program
impacts that are unbiased by differences between the respondent samples. Additionally, sample
self-selection was analyzed through differencing equations and the development of
Heckman-type correction variable. Differencing equations (i.e., the modelling of preprogram
behaviour using antecedent data, controlling for treatment group membership) proved that
antecedent data accurately controlled for compositional differences, within a margin of
approximately ten per cent.

Moreover, differences-in-differences models (i.e., where change in behaviour is modeled against
antecedent changes in behaviour) rejected the hypothesis of strong, un-controllable compositional
biases. Self-selection correction variables were developed following Heckman's tradition. They
were based on pre-program labour force history (administrative data) and, in one case, a self-rated
risk-taking attitude variable. These variables were inserted in all relevant econometric models and
statistically significantly contributed to handful of them (care was taken to avoid multicollinearity
problems arising from the inclusion of the self-selection variable), while they did not exert a
gualitative significant effect. Finally, because there was a degree of right-censoring in the
measurement of some variables and because this censoring was related to treatment groups (e.g.,
shorter post-program period for SEA participants), survival analyses were conducted to
complement the OLS modelling. In most cases, the results were the same for the two techniques;
in a few cases, survival models failed to offer a good enough fit to conclude to differences with
OLS results; one model - involving the probability of claiming Ul after the program participation
-indicated that measurement truncation led to an over estimation of the SEA advantage but the
difference was still quite large and still favoured SEA patrticipants.

Timing of the impacta/hile the analysis of program impacts and effects has relied extensively
on the survey of program participants and a comparison group of non-participants, it should be
noted that these results refer to relativahprter-term progranoutcomes. The Self-Employment
Assistance program in its current incarnation is relatively new (established in 1992). Program
participants are drawn from a cohort that participated in SEA during fiscal years 1992/93. As a
result, for some SEA patrticipants, the post-program period may be as short as three months and
conclusions about program outcomes should, therefore, be viewed in this light.

Given the short post-program period and the emphasis on formative evaluation questions in this
study, relatively more weight has been assigned to the qualitative research in this evaluation than
is typical. These data, while somewhat more impressionistic than the quantitative survey data,
provide evidence on questions of program rationale and program delivery. Some impacts and
effects, such as displacement, have also been addressed through the qualitative evidence.

Timing of the InterviewWhile program participants and the comparison group were matched
according to timing of thenitiation of the Ul claim, the longer overall claim period for SEA
participants translated into substantial differences in the time period between end of Ul claim and
the time of the interview. Figure 3 presents the distribution of the time period between end of Ul
claim and date of the interview for participants and the comparison group. The labour market
outcomes measured in this study are taken at a relatively shorter time period following the
reference Ul claim for SEA participants compared to the comparison group. In fact, whereas over
50 per cent of respondents ended the claim more than 70 weeks prior to the interview, SEA
participants were more likely to have been interviewed between one and 50 weeks following their
Ul claim.
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Figure 3
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3. Program Rationale

The primary rationale for self-employment assistance programs for the unemplqyed is
economic and aimed at the level of the individual: to move the participant from ecgnomic
dependency to economic self-sufficiency.

With respect to rationale issues, the focus of this evaluation is to examine whether the current
parameters of the SEA program (duration of assistance, level of financial support, mix of training
and operation support services) maximize program success and to estimate the level of potential
demand for the program. This chapter, first, reviews the theoretical rationale for self-employment
assistance programs for the unemployed. The literature offers several strong reasons for
self-employment assistance programs which are expected to benefit both individuals and
communities. The issues of the plausibility of the link between program parameters and
objectives and potential program demand are also addressed, in turn, below.

Theoretical Rationale for Self-Employment Assistance Programs

Programs to assist the unemployed become self-employed are typically shaped by two types of
considerations: economic and social. These considerations are cast in terms of two types of
potential beneficiaries: individuals and communities. The literature on self-employment notes that

while individuals are the primary targets of self-employment assistance programs, communities

are also expected to benefit from this type of intervention.

Individuals. The primary rationale for self-employment assistance programs for the unemployed
is economic and aimed at the level of the individual: to move the participant from economic
dependency (on unemployment insurance or social assistance) to economic self-sufficiency.
Under these programs, participants achieve economic self-sufficiency by creating their own job
(Puls, 1988). While detractors of self-employment assistance programs argue that often
self-employment offers only subsistence-level earnings (and long hours and poor working
conditions), supporters counter that subsistence earnings are nevertheless a significant and
positive benefit of the program given the alternative of unemployment and income support or
paid employment in a poor job. As well, nonmonetary benefits of self-employment such as
personal satisfaction, autonomy and flexibility may offset the potential earnings deficit. Aronson
(1991) concludes that "the overall success of self-employment as a way to escape poverty is yet
to be known".

An additional perceived strength of self-employment assistance programs over other
reemployment or income support strategies is that they help individuals to "help themselves"
(Feit, 1991, Self-Employment Development Initiative Canada and the Corporation for Enterprise
Development USA 1991). In this way, self-employment assistance is also consistent with current
social policy trends in Canada and elsewhere which have moved toward more active
programming to encourage labour market self-sufficiency and away from more passive forms of
income support which often act as disincentives to re-enter the labour market.

The economic rationale for self-employment assistance programs pertain not only to the financial
benefits of self-employment itself. The experience of self-employment, whether it results in the
establishment of a successful and viable business or not, is viewed as having benefits which can
be transferred to subsequent labour market experiences. These are, for example,
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* Retention of SkillsThe labour market literature often refers to the effects of scarring or
negative human capital; when workers are unemployed for long spells (or working in jobs in
the secondary labour market) they may acquire negative human capital in the form of poor
attitudes and work habits, and erosion of skills. Employment and self-employment benefits
workers by maintaining their status within the labour market (Orser, 1994).

* Improved Marketability.lt is argued that the experience acquired during the period of
self-employment will improve the overall skills, marketability and adaptability of the
individual as they pursue other opportunities in the labour market (Aronson, 1991).

The social objectives of self-employment assistance programs are often expressed in terms of
client screening and selection; the purpose of self-employment assistance is not typically to
provide assistance to individuals who are able to establish self-employment without assistance,
but rather, to target those individuals who experience barriers to starting self-employment.
Self-employment assistance programs sometimes target specific groups; for example, structurally
unemployed or displaced workers, and social assistance recipients. For example, in the
Massachusetts demonstration project in the United States, claimants likely to exhaust their
benefits were the targets of the program. In the United Kingdom, self-employment assistance
programs are offered to "redundant” skilled and unskilled workers (Puts, 1988). In other
programs, individuals with better educational credentials are assigned a lower priority or
excluded from the program altogether (Greece and Portugal) or programs are targeted to those
having difficulty locating employment (Norway and Luxembourg) (Scott, 1992). Barriers to
self-employment uncovered by other research include: lack of financing, limited business
knowledge and experience, lack of education, lack of child care, lack of confidence and financial
risk (Feit, 1991). Self-employment programs are viewed as providing remedial assistance to
create a "level playing field" for these individuals.

Communities.While re-employment has obvious economic benefits for individual workers,
rationales for self-employment assistance programs point to the potential benefits of these
programs for communities. The most immediate and obvious benefit of self-employment to the
community is the reduction in the amount of individual transfer payments: self-employed
individuals (once they have finished their program and continue in self-employment) do not
collect unemployment insurance or social assistance benefits and, therefore, the draw on these
funds is reduced.

Beyond the reduction in individual transfer payments, the rationale for self-employment also lies
in the unique potential for self-employed individuals to contribute to local economic
development. While the evidence shows that not all self-employed individuals create jobs,
according to Friedman (Self-Employment Development Initiatives Canada and the Corporation
for Enterprise Development USA, 1991), government assistance to business in the United States
has traditionally ignored microbusinesses as a potential engine of economic development,
focusing instead on "larger" small business with high growth potential. Self-employment
assistance programs then, are viewed as a potential strategy to develop and diversify local
economies. Support services and the funnelling of businesses toward specific sectors are designed
to enhance the probability of success. Job creation and local spending strengthen the economic
base. As well, there are spin-off effects such as availability of new products, local investment and
reduced dependence on a single industry or foreign capital.

Finally, it is argued that self-employment assistance programs formalize economic activity that
already exists as informal activity (Self-Employment Development Initiatives Canada and the
Corporation for Enterprise Development USA 1991). The movement of underground
employment into self-employment has obvious economic advantages for communities in terms of
firm-and employee-level federal and provincial income tax and insurance contributions.
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The social rationale for self-employment at the level of communities generally focuses on
impacts on the perceptions of members of the community. For example, self-employment may
have social impacts in terms of improving attitudes toward the poor and raising the profile of
entrepreneurship among disadvantaged and other workers as a viable and rewarding career
option.

ISSUE 1: What evidence exists to indicate that the components of SEA are likely to
contribute to achieving the goals of the program?

Program Logic

Since the late 1970's, dozens of programs aimed at helping economically disadvantaged people to
become self-sufficient have appeared in many developed countries. In the mid-1980's, for
example, there were over 50 entrepreneurial training and self-employment assistance programs
operating in the public and private sectors in the U.S. Most of these were very small programs or
pilot projects, but by the late 1980s, a number of American states, as well as the U.S. Department
of Labour, were beginning to experiment with larger self-employment schemes as a means of
reducing the number of people on welfare. The Washington State Self-Employment and
Enterprise Development (SEED) was the most significant of these projects. Internationally, a total
of 17 OECD countries had self-employment programs in 1990, including all of the main
European countries (Self-Employment Development Initiatives, Canada and The Corporation for
Enterprise Development, USA, 1991).

Variations in program delivery and approach provide opportunities to compare the relative
success of different models and to hypothesize about what types of program parameters might be
related to success. Two aspects of self-employment assistance programs are examined here:
income support and training.

Income SupportWhile all programs provide income support for participants, some programs
provide lump sum payments while others provide periodic income support payments to
participants. Amounts of payments may be fixed, or variable and tied to previous earnings or
number of jobs created. Often a maximum amount of allowable support participants are able to
receive over the duration of the program is specified. Duration of income support may also be
fixed (52 weeks is typically the longest duration of support) or variable.

The benefits provided to SEA regular Ul recipients are quite generous by international standards.
Benefits are based on periodic payment and for Ul recipients, are tied to previous earnings like a
regular Ul claim. There is no maximum benefit amount and support is provided to participants for
52 weeks (the maximum duration among other comparable self-employment assistance
programs).

There is some evidence to suggest that business survival rates appear to be slightly more positive
for the periodic payment model. In France, for example, the "lump sum" model yields a 53 per
cent business survival rate after three years. In Britain, where the program is based on periodic
payments, the survival rate is between 57 and 63 per cent. Unlike other international programs
which utilize a periodic payment structure, the SEA does not offer participants the opportunity to
capitalize their benefits. SEA is somewhat less flexible and this may be a barrier to some type of
businesses which have relatively higher start-up costs.

Evaluation of the Self-Employment Assistance Program 24



Unlike Ul recipients, income support to SAR participants is based on a flat rate. The level and
duration of benefits was seen by SEA program delivery agents to be a significant barrier to
participation for social assistance recipients. Benefits are generally not considered to be high
enough for SAR clients to be able to survive. In addition to this, revenues brought in from the
business, over a certain amount, are deducted from the participant's social assistance cheque
without taking into account expenses. In some instances their social assistance is stopped. These
practices provide SARs with little incentive to participate.

ISSUE 2a: What is the potential demand for SEA?

Training. One of the significant differences between SEA and its predecessor SEI, is the
incorporation of a mandatory training component. SEA provides training to all participants,
however, it is provided at the local level and as a result, there are significant variations in the type
and duration of training received. While the international experience with training and self-
employment assistance is limited, there is some evidence to suggest that training is a desirable
component of these programs.

Self-employment assistance programs in most countrieedaclude a training componeper
se.Information and guidance is often made available to participants who request it. The literature
suggests, however, that advice and training have a very significant positive influence on
participants' success (Self-Employment Development Initiatives, Canada and the Corporation
Enterprise Development, USA, 1991). As a result, a number of countries are making strides to
improve their ability to deliver these services. In doing so, administrators have opted to more
fully integrate their programs into the support and advisory services that are already available to
all new entrepreneurs, as opposed to creating "in-house" training and counselling services. Since
then, evidence from the evaluation of the French program has indicated that the review of
business plans, increased training and advising can reduce failure rates by 50 per cent
(Self-Employment Development Initiatives, Canada and The Corporation for Enterprise
Development, USA, 1991).

Demand for the Program
Extent of Demand

The SEA Program represents a relatively small program component of Employment Services and
Programs in terms of budget allocation and overall levels of participation. The budget for the
program in fiscal year 1993/94 was $126 million for Ul recipients and $4 million for SAR
participants. About 7,000 workers participated in the Self-Employment Assistance program last
year (fiscal year 1993/94).

Participation in the SEA program is constrained by the availability of program funds and
awareness of the program among the target population. Program participation does not
necessarily represent program demand. In fact, interviews with SEA delivery agents suggested
that demand for the program generally exceeds available resources. The vast majority of Business
Development Centres do not advertise their programs simply because they have more than
enough applicants for the funds that are allocated to the program. Consequently, awareness of the
program is not widespread, with only 39 per cent of the comparison group being aware of the
program.

According to previous studies and our own data, SEA participants currently represent about one
per cent of regular Ul recipients (during the period studied, 12,349 of 1,275,820 Ul recipients
participated in the program). The available evidence suggests that SEAs coverage is only a small
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proportion of unemployed workers who eventually go on to self-employment and an even smaller
fraction of unemployed workers who anterestedn self-employment. For example:

 Many more Ul claimants establish a small business than are served by the SEA program.
Data collected in this evaluation show that 10 per cent of Ul claimants earn part of their
income from self-employment 18 months on average after the end of their Ul claim. Fourteen
per cent started a business at some time during this period. &/amdsanalysis of Labour
Market Activity Survey data found that six per cent of Ul claimants entered into
self-employment.

» SEA participation rates are low compared to the international experience. In Europe, between
four and five per cent of unemployed workers pursue self-employment through government
funded programs. In self-employment demonstration projects in the United States
(Washington and Massachussetts) between four and eight per cent of Ul claimants
demonstrated interest in self-employment by attending an information session on
self-employment and between two and four per cent completed an application to start
self-employment.

» Finally, the evaluation data indicate that a significant portion of the program's target group is
interested in pursuing self-employment. Between 25 per cent (responded 5, 6 or 7 on a
7-point scale) and 40 per cent (responded 4, 5, 6 or 7 on a 7-point scale) of the comparison
group who were surveyed indicated they were interested in starting their own small business
at the time they were unemployed. Interest in self-employment was strongest in Quebec,
Alberta and British Columbia. It should be noted that respondents reported interest in
self-employment is highly speculative and likely represents an overestimate of the number
who would take concrete steps toward self-employment or participate in the SEA program.

Taken together, these data suggest that program participation, currently constrained by available
funding, does not meet demand. A reasonable estimate of program demand in Canada is likely
between two and five per cent of the Ul population - 100 to 400 per cent higher than current
participation levels.

ISSUE 2b: What drives demand for SEA participation — high levels of unemployment or
basic structural changes in the economy?

Motivators

The literature suggests that economic conditions are an important factor in predicting interest and
participation in self-employment. Levels of unemployment and basic structural changes in the
economy are identified as important "push" and "pull" factors toward self-employment (CLMPC,
1989).

On the one hand, the health and structure of national and regional economies may function to
funnel individuals toward self-employment as their options for other kinds of work become more
limited. Downsizing in certain sectors of the private sector, together with the lack of job growth
in the public sector, suggest that opportunities for paid, full-time employment are becoming more
scarce. As a result, workers may explore other methods of reemployment such as
self-employment.

On the other hand, economic restructuring may also create the circumstances where
self-employment becomes a more viable alternative to paid employment. Structural economic
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changes, especially the shift from a good-producing economy to a service-based economy, have
been identified as significant "pull" factors influencing the self-employment decision. Unlike
primary and secondary industries, the service sector provides many more opportunities for
full-and part-time self-employment or microbusinesses which require little capitalization.
Within-sector developments, such as the increasing trend toward customization and specialization
in both the manufacturing and service sectors, have also created positive conditions for
self-employment. The flexibility of small businesses to respond to rapid changes in consumer
demand is viewed as a strong advantage, thus increasing the attractiveness of these businesses.
Finally, the growth of non-standard employment, such as part-time or contract-based
employment, may also be driving interest in self-employment and demand for programs like
SEA. While the current study does not shed any direct light on this issue, it is plausible that in
some cases, employees whose job has ended may become self-employed and return to their
former employer on a contracted basis.

Technological change may also be viewed as a "pull" factor contributing to the growth of
self-employment. New information technology has created a large industry with many new
products and services, often with opportunities for self-employment. New technology has also
changed the nature of work, increasing the feasibility of home-based businesses, allowing small
business to access world markets and decreasing the importance of economics of scale (CLMPC,
1989).

Aronson (1991) argues that attitudinal changes regarding self-employment may also partially
explain its recent growth. Whereas self-employment has been viewed in a negative light in the
past (as risky, a last resort in the face of other barriers), self-employment is now seen in a more
positive light. This new image of self-employment emphasizes flexibility, autonomy and the
absence of institutional constraints.

The focus groups and survey research confirmed a wide variety of reasons for pursuing
self-employment. Program participants and individuals in the comparison group who had pursued
self-employment on their own expressed similar types of motivations. In the focus group
discussions, almost all SEA patrticipants reported that self-employment was something that they
had given serious thought to before becoming unemployed. For the majority of SEA participants,
self-employment was more career advancement or "personal advancement" than a means of
survival. Many started businesses in sectors in which they had already worked. These participants
indicated that they could have found work similar to what they had done in the past, albeit with
some difficulty and probably at lower pay, and with little employment security. Thus, for these
people, being out of work in combination with the availability of the SEA program created an
"opportunity" which they found extremely attractive.

For a minority of SEA participants self-employment was the most viable option for survival.

Typically, these participants discovered SEA later in their Ul eligibility period, having come to

the jarring realization that they might not be able to find sustaining employment before their
benefits expired.

These data are confirmed by the survey data. According to participants, by far the most important
"pull factor" for pursuing self-employment is "to be your own boss" (Table 1). Over 80 per cent
rated this an important reason for starting their own business. The second most important reason -
no other job available - suggests the importance of "push” factors. Other reasons in order of
importance are: to have more flexible hours; to be able to work at home; to earn more than in a
paid job; to avoid barriers such as discrimination in the workplace; and to avoid the costs of
employment.
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Table 1

Reasons for Participating in SEA According to Program Participants

Reasons % Rated Important
(5,6 and 7 on a 7-Point Scale)
To be your own boss - 81
No other jobs available . 56
L — § i : 52
To be able to work at home 47
To earn more than in a paid job N " 45 )
To avoid barriers such as discrimination in the workplace 19
To avoid the costs of employment . 15

Source: SEA Evaluation Survey of Participants.

Barriers

Images of self-employment were examined to understand factors which inhibit demand for the
program. The perceived images and barriers to self-employment were similar for SEA
participants and those in the comparison group, with the latter, not surprisingly, having a
somewhat more negative image of self-employmdtisk and uncertainty were common
deterrents to pursuing self-employment which were raised in the discussions. Others barriers
which were raised include: securing financing or start-up capital; long hours and burdensome
responsibility; negative effects on family and long-term financial security; lack of knowledge and
ability; and lack of confidence.

Among those surveyed in the comparison group, lack of awareness of the program was a
significant initial barrier to program participation. About two thirds (61 per cent) of the
comparison group had never heard of the SEA program. Of those who were aware of SEA, the
most important reason for not participating in the program related to their preference for paid
employment. One in five reported they had found another job and chose not to pursue the
program. Another 20 per cent did not participate in the program because they were simply not
interested in self-employment
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Table 2

Reasons for Non Participating in SEA According to Non-Participants

Reasons Percent of Respondents

Lack of awareness of program 61

Found a job/offered a job 8

Not interested in self-employment 8

Too risky 6

Did not meet eligibility requirements 4

Too much red tape/administrative burden 3

Lack of information 3 =

Applied but rejected 2

other B - S : S

Source: SEA Evaluation Survey of Non-Participants

Evaluation of the Self-Employment Assistance Program

29



4. Profile of Users and Program Activities

Lifecycle has been found to be an important variable in predicting interest in| self-
employment.

The literature suggests that there are a wide variety of socio-demographic and attitudinal
predictors of interest and participation in self-employment (Orser, 1994; Balkin, 1991; ¥&ong,
al., 1993). The profile of SEA participants presented here provides additional evidence on the
types of characteristics that are associated with self-employriiéetprofile of SEA participants

is compared with a comparison gruand, where appropriate and available, Ul recipients in
general and the overall workforE& his chapter also provides a descriptive profile of program
activities and of businesses started by SEA participants.

Socio-dernographic Profile

In previous studies of self-employment, lifecycle has been found to be an important variable in
predicting interest in self-employment. The greater access to resources and solid work experience
of older workers, for example, increases their likelihood of pursuing self-employment. This study
shows that, indeed, SEA participants tend to be more "established" than those in the comparison
group. They are slightly older than workers in the comparison group (40 years on average
compared to 38 years for the comparison group) and SEA participants are more likely to be
married (78 per cent compared to 67 per cent in the comparison group (Table 3). SEA
participants are also more likely to own their own home. They have greater assets than the
comparison group and are less likely to have had significant debts before the program.

® Unless stated otherwise, the profile of participants refers to regular Ul recipients who participated in the
program. The bulk of program participants fall into this category. Only a fraction of program participants -
about six per cent - are social assistance recipients.

® All comparisons between SEA participants and the Comparison Group discussed in this chapter are
statistically significant unless otherwise stated.

" Comparisons are based on data collected on the regular Ul population during a panel based study
conducted in 1993-4 and on a study of the general labour market conducted in 1991. See Ekos Research
Associates Inc., Aanel Based Study of Out-of-Employment Individé&fgl Report Submitted to Human
Resources Development Canada, 1994 and Ekos Research Associaiaslnation of the Skill

Investment Progrankinal Report submitted to Human Resources Development Canada, 199 1. Labour
Force survey statistics are also used where available.
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Table 3

Socio-demographic Profile

SEA SEA Comparison ur Overall
Participants Group Recipients Workforce
Average age (years) 40 38 37 383
15-24 17 6.9 171 182
25-44 70.7 69.4 59.9 55
45-64 214 232 222 26
65+ 0.2 05 08 1
Sex _
Male 65 63 54 552
Female 35 31 46 45
Language
English 74 72 653
French 20 20 n/a 25
Uther 4 ....5............_. - B E LIS R s SR ]1
Marital Status ] e
Married 78 67 57 65
Single 12 23 33 27
Separated/divorced 9 10 9 8
/widowed
Number of people in 3 3 3 33
household
Average number of 1 1 1 n/a
dependents
Number of dependents 03 04 1 n/a
under six
Tenure
Rent 19 33 42 383
Own 78 60 55 57
Other 2 6 n/a
Spouses employment status
Self-employed 17 9
Employed 62 61 65 793
Unemployed 2 30
Out of the labour 33 21
force
Education
Primary school 2 6 5 72
Some high school 18 30 23 18
High school graduate 30 30 34 23
Some post- secondary 21 14 13 10
College graduate 14 12 9 27
University graduate 14 7 8 15

(table continued...)
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Table 3 :
Socio-demographic Profile (con’t)

SEA SEA Comparison ur! Overall
Participants Group Recipients Workforce
Attitude toward risk*
Risk avoider 16 24 n/a n/a
Average 30 39 -
Risk taker 53 37 g
Parents self-employed - B o -
Yes 4 37 nfa n/a
No 59 63 S meden
Country of origin o
Canada 91 89 n/a n/a
Another country 9 "

Employment equity group status

Visible minority 4 6 16 n/a

Disabled 8 12 7
Aboriginal person 2 4 n/a

Collected welfare in the last tw

Yes 3 8

No 97 92 ey
Sources:

1 Fkos Research Associates Inc., Panel Based Study of Out of Employment Individuals, Final Report
submitted to Program Evaluation Branch, Human Resources Development Canada, 1994.

2  Statistics Canada, Labour Force Annual Averages, 1992.

3  Ekos Research Associates Inc., Evaluation of the Skill Investment Program, Final Report submitted to
Program Evaluation Branch, Human Resources Development, 1991.

4 “Risk avoider” responded one, twao or three on a seven-point scale where one is extreme risk
avoider, seven is extreme risk taker and the midpoint four is average. “Risk taker” responded five,
six or seven on this scale and “average” responded four on this scale.

In addition to their relatively greater stability, SEA participants are more likely to have made
substantial investments in education and training compared to those in the comparison group.
Only one in five program participants didt have a high school diploma compared to one in
three of the comparison group. Almost half of SEA participants had at least some post-secondary
education compared to about one-third of workers in the comparison group. SEA participants
may also be distinguished from the comparison group on attitudinal pre-disposition to
self-employment. The literature suggests that low risk aversion, desire for greater autonomy and
flexibility, and high achievement orientation are some of the variables associated with
self-employment. This research examined the role of attitudes toward risk-taking. The results
confirm other evidence: SEA participants were more likely to characterize themselves as
"risk-takers" than those in the comparison group (53 per cent and 37 per cent respectively). Prior
self-employment experience does not appear to be associated with participation in the program.
SEA participants were no more likely than the comparison group to have been self-employed in
their job prior to receiving Ul and both groups were equally likely to have had a parent who was
self-employed. SEA participants were, however, more likely to have a spouse who was
self-employed: 17 per cent of participants' spouses were self-employed compared to nine per cent
of spouses of the comparison group.
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A policy of targeting employment equity groups for participation in the SEA program
does not appear to have been successful in increasing the participation rates df these
groups.

Previous studies of self-employment have shown that women are less likely to pursue

self-employment than men and that other groups, often in the marginal or disadvantaged portions
of the labour market, are also unlikely to establish a business. A study of the SEI program

between 1987 and 1991 also found that participants were more likely to be male than female
(though the program has attracted proportionately more females than programs in other countries)
(Wong, et al, 1993).

It should be noted that while females do not appear to be underrepresented among SEA
participants (35 percent) compared to the study comparison group (37 percent), the proportion of
female program participants is low when compared to Ul recipients in general and the workforce
as a whole. In these populations, women represent about 45 per cent of workers. Female
representation among the participant group is, however, comparable to the proportion of
self-employed Canadians in the labour force who are female: approximately 35 per cent.

A policy of targeting employment equity groups for participation in the SEA program does not
appear to have been successful in increasing the participation rates of these groups. The
proportion of visible minority, disabled and aboriginal participants is low compared to their
representation among non-participants.

A comparison of SEA participants with Ul recipients in general and the overall workforce yields
a similar profile. SEA patrticipants are more likely to be married than these other populations and
are more likely to own their own home. While SEA participants have higher levels of education
than Ul recipients (49 per cent have post-secondary education compared to only 30 per cent of Ul
recipients), participants have similar educational achievements to the workforce overall (52 per
cent of the overall workforce have post-secondary education experiences).

Employment Profile

SEA participants worked at more highly skilled jobs prior to participating in the program
compared to the comparison group. Program participants estimated that it would take the average
new person 24 months to become fully trained and qualified at their job compared to 14 months
reported by those in the comparison group (Table 4). SEA patrticipants were also more likely than
the comparison group to have had managerial responsibilities at their previous job (63 per cent
and 52 per cent respectively). Greater skill requirements and responsibilities translated into a
slight wage advantage for participants prior to program participation: $562 compared to $503 for
the comparison group. Both SEA participants and the comparison group worked 42 hours per
week on average. Compared to Ul recipients in general and the overall workforce, SEA
participants work slightly more hours (about four hours more per week) and also earn somewhat
more (between two and eight per cent more per week).
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Table 4
Employment Profile: Previous Job

SEA SEA L Overall
Participants Comparison Recipients workforce
Group .
Type of job .
Year round 74 59 n/a n/a
Temporary or casual 10 12
Seasonal 16 o
Self-employed s e e & 2 e
Hours worked per week 42 42 31 38
Average weekly earnings $ 562 $503 n/a $5512
$5163
frainges
$532
non-trainees
Average months to be 24 18 n/a 273
trained -
Overall job satisfaction - - -
Very satisfied 72 13 44 n/a
Somewhat satisfied 20 n 13 39
Very dissatisfied 16 15 14

Satisfaction with opportunities for advancement

Very satisfied 36 40 n/a n/a
Somewhat satisfied 20 20
Very dissatisfied 40 37

Managerial 63 52 n/a nfa

responsibilities

Notes:

1 Ekos Research Associates Inc., Panel Based Study of Out of Employment Individuals, Final Report
submitted to Program Evaluation Branch, Human Resources Development Canada, 1994.

2  Statistics Canada, Labour Force Annual Averages, 1992.

3  Ekos Research Associates Inc, Evaluation of the Skill Investment Program, Final Report submitted to
Program Evaluation Branch, Human Resources Development, 1991.

SEA participants were more likely than the comparison group to have had a stable prior work
history. About three-quarters of SEA participants were working at a year round job prior to
participating in the program compared to 60 per cent of the comparison group. Members of the
comparison group were also more likely than participants to be working at a seasonal job. SEA
participants were employed for a longer period prior to collecting Ul. SEA participants were
unemployed for 15 weeks in the previous 24 months compared to 22 weeks for the comparison
group. SEA participants also had fewer job separations, working for fewer employers during that
time than the comparison group.

A shorter period of unemployment resulted in SEA participants relying less on social assistance.
Program participants (excluding SAR SEA participants) were less likely than the comparison
group to have collected social assistance during the last 24 months and were also less likely to
have received unemployment insurance benefits during that time.

SAR participants and participants from the Atlantic region had a somewhat less stable work
history, being employed for fewer weeks in the 24 months prior to the program than other
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participants. These two groups also earned relatively less during the pre-program period and
participants from the Atlantic region were less likely to have been working in a year-round prior
to participating in the program.

SEA participants had a longer tenure at their job immediately prior to participating in the program
compared to the comparison group (Figur& Ayerage number of weeks of tenure at this job for
program participants was 121 weeks with almost one in four having been at their job for over 141
weeks. Members of the comparison group stayed at their prior job for 70 weeks on average.
Reasons for job separation prior to collecting Ul were similar for SEA participants and the
comparison group (Table 5). For both groups, the most important reason for separation from their
job immediately prior to the reference claim was shortage of work (52 per cent of SEA
participants and 54 per cent of those in the comparison group).

Figure 4
Weeks of Tenure in Job Immediately Prior to Reference Claim

25
III"I.ILELLI-

0-10 120 21-30 3140 #41-50 5160 61-70 71-80  81-90 91-100 101-110 111-120 121-130 131-140 141+
Weeks
W SEA H Comparison group

20

Percentage

=

e

& Note that considerable care must be exercised in interpreting these data. The proportion of missing data is
significant. As well, the administrative data used here refers to the job immediately preceding the reference
claim and is therefore not necessarily comparable to survey data information which asked for most
important job in the two years prior to the reference claim.
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Table 5
Reason for Separation (Percent)

Shortage of work
Return to school
Injury or iliness
Voluntary departure
Pregnancy
Retirement
Worksharing
Apprenticeship
Other

Dismissal

SEA

Comparison
54.3
0.7
24
12
g
at
e
o e

24

Historical employment and income information available from administrative files confirm SEA

participants' advantage in these areas over the comparison group (Table 6). Program participants

employment earnings both two years prior to the program and one year prior are significantly
higher than the comparison group ($19,405 compared to $14,156 and $20,504 compared to
$14,780 respectively). Higher employment earnings are reflected in significantly higher total
incomes for participants at both time periods. SEA participants experienced less joblessness than
the comparison group, having significantly fewer weeks on Ul (about three weeks less in both the
two years prior to the program and the year prior to the program). Participants also received fewer
Ul benefits than the comparison group ($624 less in the two years prior to the program and $654
less in the year prior to the program).

Table 6
Raw Earnings, Income and Ul Usage

TWO YEARS PRIOR

Employment earnings
2 years prior
reference year

Total incomes 2 years
prior reference year

Number of weeks
received Ul 13-24
months before
reference week

Amount of Ul
received 13-24
months before
reference week

Gross business
income(T1) 2 years
prior reference year

Percentage of
respondents have
Gross business
income(T1) 2 years
prior reference year

Gross business
income(T1) 1 years
prior reference year

Since the T1 file only covers till year 1992, post T1 information are missing for mast of the SEA participants.

SEA Comparison P ONE YEAR PRIOR SEA Comparison P
Participants Group Participants Group
(n) (n) (n)
$19,405 $14,156 0.000 Employment earnings $20,504 $14,780 0.000
(1,462) (2,692) 1 year prior reference (1,462) 2,692)
year .
$24,055 $19,009 0.000 Total incomes 1 $25,446 $20,108 0.000
(1,362) (2,402) years prior reference (1,360) {2,447)
year
8.1 108 0.000 Number of weeks 7.9 108 0.000
(1,462) (2,692) received Ul 1-12 {1,462) (2,692)
months before
reference week
$2066  S26%0 0000 Amount of Ul $2017 $2,731 0.000
{1,462) (2,692) received 1-12 months (1,462) (2,692)
before reference
week
$111 S1587 0.008 Gross business $2,250 $16%5 0213
(1,362) (2,402) income(T1) 1 years (1,360) 2,447)
prior reference year
99 1t 0.003. Percentage of 98 712 0.005
(1362) (2402) respondents have (1360) (2447)
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SEA patrticipants were significantly more likely to have reported business income in both the two
years prior to participation in the program (9.9 per cent compared to 7.1 per cent) and in the year
prior to participation than the comparison group (9.8 per cent compared to 7.2 per cent). Program
participants' gross business income was significantly higher than the comparison group in the two
years prior to the program ($3,111 compared to $1,587), but was about equivalent in the year
prior to program participation.

In sum, the majority of SEA program participants do not resemble other Ul recipients or other
workers in many ways. They have a stronger attachment to the labour force than other Ul
recipients and are less likely to have a history of dependence on Ul or social assistance. SEA
participants have stronger skills and more education than Ul recipients in general. They also have
access to greater financial resources. While SEA patrticipants do not have any more personal
experience in self-employment than others, they tend to have a lower aversion to taking risks.

Demand for the program currently exceeds supply and, therefore, formal outreach
through advertising and promotion is not necessary to recruit participants.

Program Take-Up and Satisfaction
Awareness

As mentioned above, SEA participants represent about one per cent of regular Ul recipients.
Demand for the program currently exceeds supply and, therefore, formal outreach through
advertising and promotion is not necessary to recruit participants. The experience of SEA
participants confirms that a substantial proportion of participants become aware of SEA through
informal channels. Forty-one per cent of participants first heard of the program through word of
mouth (e.g., family or friends). About one-quarter of participants were referred to the program by
a CEC counsellor. Sixteen per cent became aware of the program through media advertising or
brochures and 15 per cent were referred to SEA through another government program (Appendix
A, Table A.1).°

There was no evidence to suggest that SEA participants utilized the program simply to extend
their Ul benefits (i.e., waiting until near the end of their claim to apply to the program). In fact,
SEA start was distributed quite evenly across participants' Ul claim (Figure 5). Thirty-eight per
cent of respondents started the SEA program within 16 weeks of starting their Ul claim. An
additional 30 per cent started their SEA program within 30 weeks of starting their Ul claim. Nine
per cent started the program near the end of their claim, collecting 46 or more weeks of benefits
prior to participating in the program.

° Tables designated "A" are included in Appendix A.
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Figure 5 :
Number of Weeks into Reference Claim Before SEA Start

Percentage

20

1-5 6-10 11-15 16-20 21-25 26-30 31-35 36-40 41-45 46-50 50+
Weeks

Source: Estimates based on status vector file

About 39 per cent of comparison group individuals had heard of the SEA program. Of those who
had heard of the program, half considered using the program. The focus group discussions
revealed a relatively low level of knowledge about the SEA program among those in the
comparison group and these individuals were often surprised and dismayed to hear that such a
program was available (some had inquired specifically about support for self-employment while
they were unemployed and had been told that no such program was available). This low level of
awareness could be the result of a variety of factors: low priority for SEA among local CECs;
lack of program funds for additional candidates; ineligibility of the individual or limited outreach
and promotion.

About one-half of participants in the discussion groups indicated that they would have enquired
about the program at the time that they were weighing their options. The other half were not
interested because of one or more of the four following reasons: lack of capital, low benefits,
underdeveloped business idea and suspicion of government programs.

Activities and Satisfaction

While program guidelines provide broad parameters for the delivery of the program, SEA is
delivered at the local level resulting in variations in activities. For the vast majority of
participants, participation in SEA begins with an initial orientation and self-assessment process. A
formal application, and often a business plan, must be submitted to be considered for participation
into the program. Once accepted, participants are provided training, income support and ongoing
technical assistance and support to start their own business.

Participants expressed few regrets about their decision to pursue self-employment and were also
positive about their experience. The vast majority of participants (80 per cent) disagreed with the
statement "If | had to do it all over again, | would not start my own business". In terms of their
overall experience in the SEA program, 89 per cent of participants claimed they were satisfied
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(Table A.2). Participants were most satisfied with the information they received about the
program, the financial assistance, the application process and the training sessions. Weaker
support was expressed for the orientation session, and the support and assistance in operating
their business. SAR participants were significantly less satisfied than other participants with the
financial assistance provided by the program; objectively, the financial support available to SAR
participants is less than for regular Ul recipients. Participants in the Atlantic and in British
Columbia were somewhat more satisfied than other participants and those in Alberta and Quebec
were somewhat less satisfied.

One of the puzzling study findings is the rate of participation in SEA training. The incorporation

of a mandatory training component was a significant program change that differentiated SEA
from the previous SEI program. The program guidelines state that training be offered to all
participants and that it be tailored to the needs of individual participants. However, one-third of
program participants reported that they had not received any training through the
Self-Employment Assistance Program (44 per cent of SAR clients claimed they had never
received training) (Table A.3). This may be an indication of a significant program delivery issue.

It is also conceivable, however, that the question was misunderstood by respondents (e.g.,
seminars attended through the program or one-on-one advice may not have been recognized by
participants as "training").

There were also significant regional variations in the duration of training available to participants
(Figure 6). The training that was provided to participants ranged in average duration from a low
of 45 hours in Newfoundland to 250 hours in Saskatchewan and 180 hours in Manitoba. The
average overall duration of training was 89 hours. Types of material most often provided to
participants included: bookkeeping/accounting, marketing, management and financing/financial
planning.

Figure 6

Regional Variations in Hours of SEA Training

Newfoundland
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New Brunswick
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Source: SEA Survey of Participants

Other Activities

In addition to receiving services through the SEA program, a substantial minority of participants
also sought training and advice outside the program. Thirty-two per cent of SEA participants
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reported taking a training or employment program since starting their Ul glainmcluding the

SEA training).Of these, 78 per cent stated that their training was business-related to help in
starting their own business. Participants in Manitoba, Ontario and British Columbia were most
likely to have taken training outside the program. Fourteen per cent of participants also reported
receiving counselling, such as job search or career counselling, since the start of their
unemployment insurance claim. SAR clients were more likely than regular Ul participants to

have received some type of counselling.

Two-thirds of SEA participants consulted with other agencies, professionals or informal networks
outside the program, when they were starting their business. Participants in Ontario and
Saskatchewan were somewhat more likely to have consulted others outside the program.
Participants most often sought advice and assistance from: family and friends; a business
network/peer support group; an accountant; or a mentor or business colleague.

Profile of Self-Employment

SEA participants were significantly more likely than the comparison group who chose
self-employment to have received financing to start their own business. About half of SEA
participants received a loan to start their own business compared to less than one-third of
non-participants. The value of SEA patrticipants' loan was, on average, $10,703, slightly higher
(though not significantly higher) than the $9,085 which was borrowed by non-participants (Table
7). Loans to SAR clients were highest at $12,951.
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Table 7
Profile of Self-Employment Business

SEA SEA
Participants Comparison Significance
Group
Financing
Received loan 49% 29% 0.0000
Average amount of loan $10,703 $9,085 0.0100
Major source of loan Bank - 53% Bank - 57% 0.0000
Average amount of personal 316,814 $18,443 0.0100
equity investment
Average amount of cash 89,113 - $12,374 . 0.0100
equity investment
Location
Home-based 59% 69% 0.0000
Rented space 33% 16%
Other 7% 15%
Worked in similar business 70% 63% 0.0070
prior
Operated with co-owners 23% 34% 0.0000
Date Df bIJSiI'IESS start - .
~ Don't know/No response 3% 3% E O{IGO[I
Before 1992 9% 21%
Jan-June 1992 12% 19%
July-Dec 1992 39% 8%
Jan-June 1933 31% 13%
July-Dec 1993 4% 13%
1994 1% 24%
Operation
Full-year operation 87% 63% 0.0000
Seasonal operation 13% 37%
Average Number of 11 months 10 months 0.0000

months business

Banks were most likely to be the source of business financing for both SHA and
comparison group businesses.

Banks were most likely to be the source of business financing for both SEA and comparison
group businesses. Just over half of respondents in both groups named banks as their major funder.
Participants in Newfoundland were less likely to have received bank financing.

SEA patrticipants invested somewhat less of their personal resources in their business compared to
the comparison group. Participants' personal equity investment in their business was, on average,
$16,814 compared to $18,443 invested by those in the comparison group, though again this was
not statistically significant. Both participant and comparison groups' median investment was
$10,000. SAR participants had lower levels of personal equity investment in their business
compared to other participants.
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The participant group also had a slightly lower proportionate personal cash investment than the
comparison group. Approximately 58 per cent ($9,713) of participants personal equity investment
was a cash investment compared to 67 per cent ($12,374) for the comparison group. Again, the
median cash investment value was equivalent for participants and the comparison group at
$5,000.

Both SEA-sponsored and comparison group businesses are concentrated in the service (18 per
cent) and retail (14 per cent) sectors (Table A.6). Comparison group businesses were also often
established in the construction sector. Both were also very likely to have experience in a field
similar to their business. Seventy per cent of participants and 63 per cent of the comparison group
performed work that was similar to their self-employment business prior to participating in the
program.

The majority of SEA-sponsored and comparison group businesses are home-based. However,
SEA patrticipants are more likely than the comparisons to operate their business from rented

premises. While businesses in Newfoundland were less likely to be home-based, businesses in
British Columbia were over represented in this category. SEA-sponsored businesses operate less
often as partnerships compared to comparison group businesses. SEA patrticipants are more likely
than the comparison group to have established year-round businesses: 87 per cent of
SEA-sponsored businesses are year-round compared to 63 per cent of comparison group
businesses.

Table 8 provides a financial snapshot of SEA-sponsored and comparison group businesses.
Overall, businesses started by participants and the comparison group are comparable.
SEA-sponsored businesses are slightly (though not significantly) smaller in terms of average
assets and gross sales compared to comparison group businesses and are also somewhat less
lucrative for owners. Median values for the assets and gross sales indicators are lower than the
means for both SEA-sponsored and comparison group's businesses. Moreover, median values are
nearly equivalent for the two groups, and often higher for the SEA group, suggesting that there
are morehighly successful businesses among the comparison group, raising the overall mean
values for this group. Figures 7 and 8 show the distribution of monthly sales and assets among
participating and comparison group businesses. These data confirm that there is a higher
proportion of comparison group businesses at both extremes: in the very small (low assets, low
sales) business category and in the very large business category (high sales and assets). These
findings may be the result of differences in business start date between participants and the
comparison group (the comparison group were in business longer on average). As well, the small
number of cases in the comparison group suggests that caution should be used in interpreting this
distribution.
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Table 8

Financial Profile of SEA and Comparison Group Business

SEA
Participants
Assets 538,322
Average Monthly Sales 8,450
Expenditures
Average monthly payroll/ $1,520
salary expenses
Average monthly payments $151
to partners
Average monthly taxes $667
Average monthly $2,557
other expenses
Average monthly $836
payments to self
Total monthly profit $3,653

(sales - expenses,
excluding payments to self)

SEA
Comparison P
Group
$42,739 0.058
$9,280 [J 4387
$1,861 0.2769
$337 0.0002
3415 0.0009
$2,948 0.3612
$942 0.2626
$3,286 0. 5695

Figure 7
Monthly Sales of Businesses
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Figure 8
Assets of Businesses
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The comparison group businesses have significantly higher payments to partners (being more
likely than SEA participants to operate with co-owners) and reported higher taxes. Payroll
expenses, "other" expenses and payments to self are similar for the two groups. Business profit is
also similar for SEA patrticipants and the comparison group). For SEA patrticipants, sales exceed
expenses (excluding payments to self as an expense) by $3,452 each month. For the comparison
group this figure is $3,656. Figure 9 shows the distribution of business profits for SEA
participants and the comparison group. The overall pattern is similar for the two groups, with the
most common outcome being monthly business profits between $1,000 and $2,000.

Figure 9
Monthly Profits (Sales-Expenses Except Payments to Self) of Businesses
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5. Impacts and Effects

ISSUE 3a: To what extent have participants achieved labour market self-sufficiency?
a) Are participants less dependent on Ul/Social Assistance after participation| than
before?

This chapter examines the impacts and effects of SEA on program partiCipaiis.
presentation of study findings is organized according to the evaluation issues originally developed
in the Terms of Reference for this study and reflected in the discussion of section 3.2. It should be
noted again that the program impacts and effects presented here are based on a relatively short
post-program period (eight months on average from completion of the program to time of
interview). As a result, the findings, while providing sound interim results on program
performance, are not definitive in terms of final outcomes.

Labour Market Self-Sufficiency

Three indicators are identified to measure the effect of SEA on the labour market self-sufficiency
of participants: dependence on Ul/social assistance, earnings and hours of work. Each of these is
discussed in turn below.

Dependence on Ul/Social Assistance

The study of the SEI program conducted by Wehg@l showed a reduction in Ul dependency
among participants which persisted two and three years after program participation. SEI
participants had 1.2 fewer Ul claims in the three years following the program compared to an
equivalent period prior to enrolment. This translated into 35.6 fewer weeks on Ul during this
period and $6,430 less in Ul benefits.

The bivariate results for this evaluation study also indicate that participation in SEA has positive
benefits in terms of labour market self-sufficiency. Table 9 shows the current employment status
of SEA participants and the comparison group. Less than ten per cent of SEA participants are not
currently employed. Only five per cent of SEA patrticipants are currently unemployed and looking
for work. (Note that SEA participants may have a lower propensity to classify themselves as
unemployed. Even participants whose businesses are generating virtually no revenue may
continue to classify themselves as self-employed.) There were no significant differences in
employment across regions. Almost one third of comparison group members (34 per cent) are
unemployed, and twenty-five per cent of these workers are currently unemployed and looking for
work.

19 Unless stated otherwise, the discussion of program impacts and effects refers to regular Ul recipients
who participated in the program.
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Table 9
Current Employment Status

SEA All Comparison
Participants Comparison Group Who
(%) Group (%) Started a
Business Since

the Claim (%)

Multiple Mentions Possible

Self-employed 80 10 72
Employed ful-l-time __13— 45_ —26
Employed part-time 5 16 1 =
Unemployed and looking for work .5—"_. o 25 . 5
Unemployed and not looking for work . 1 4__ —I]
Sudont ﬂ i e - : s : freied
e i | | Sl
Humemak.er 1 & 1 0—

Other 1 1 0

Single Mentions Only

Self-employed only 74 8 56
Self-employed and full-time 3 1 9
employed

Self-employed and part-time 3'_ - : 1 9
employed

Full-time employed only 10 4 17
Part-time employed only ”_5___ 1.5 . B E
Other _B— 33 g 7

The multivariate analysis confirmed that SEA participants are more likely than the comparison
group to be employed by 18.3 percentage points (Table B.3, AppendixCBer variables
associated with employment (paid or self-employment) are:

* marital status (workers who are married and whose spouses are not in the labour force or are
employed are more likely than those who are single to be employed);

« gender (men are more likely to be employed than women);
* age (younger workers are more likely to be employed than older workers);

» prior self-employment experience (participants whose parents had owned their own business
were more likely to be employed than those who had not);

» prior employment experience (number of weeks employed in the last two years is positively
related to likelihood of being employed); and

e prior employment earning (accumulated T4 earnings in the last four years prior to the
reference year).

M Tables are included in Appendix B of this report. References to tables in the appendix B are designated
"B".
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An evaluation of two self-employment assistance demonstration projects in the United States
found generally positive employment results for participants compared to non-participants.
(Non-participants in this case were Ul claimants who completed an application to start a business
and were randomly assigned to a control group). Participants spent more time working since
random assignment to the program (+1.1 to +1.9 months) and were more likely to be employed
(self-employed or paid employed) at the time of the interview (+6 per cent). In the Massachusetts
project, participants were also more likely to have been employed since random assignment (+5
per cent).

Dependence on Ul and social assistance during the post program period are related indicators of
labour market self-sufficiency. It should be noted that reduced reliance on Ul by program
participants, particularly in the period immediately following completion, is somewhat of a
mechanical effect of participation: self-employed workers do not accumulate insurable weeks and
are, therefore, not eligible for Ul (at least until they find another job and accumulate insurable
weeks) if their business should fail.

As Table 10 summarizes, in the period following the end of the reference Ut°ciaithJune

1994 (the most recent data at time of writing), SEA participants claimed 92 per cent less weeks of
Ul benefits and 92 per cent less dollar benefits as well. The incidence of claims to the Ul account
by SEA patrticipants is also much lower than among the comparison group (7.9 versus 61.1 per
cent).

2 The reference Ul claim is the SEA-related claim for program participants and a randomly chosen claim
for the comparison group (within trimestrial strata in order to comply with the time distribution of the SEA
claims). For the latter, the reference claim was chosen at random within the program participants' claim
period covered by the evaluation study.

Evaluation of the Self-Employment Assistance Program 47



Table 10
Dependence of Ul After the Program Period

Comparison Group Self-Employed Comparison
Group
SEA Estimate Econometric Estimate Econometric
Participants Results Results
Expressed as Expressed as
Advantages Advantages
for SEA for SEA
Entire Post-Program/Claim Period
Incidence of a 7.9% 61.1% 37.5% 38.8% 8.6%
Ul claim
Average 16 193 100 13.76 13
number of
weeks with Ul
benefits
Average Ul $415 $5,172 $2,632 $4,313 $2,339
benefits :
Percentage of 3.31 26.5 26.1 16.0 86
weeks on Ul

First Twelve Months Following the Program/Claim

Incidence of 7.2% 49.7% 29.7% 30.3% 8.4%
Ul claim

Average 13 10.7 7.0 6.0 35
number of

weeks with Ul

benefits

Average Ul $344 $2923 $1,844 $2,088 $1,265
benefits

Percentage of 3.1% 22.5% 20.3% 12.1% 8.0%
weeks on Ul

Note: Numbers in the top half cover the period between the end of the reference claim and the end

of the available Status Vector data (June 1994); all differences are significant at p<0.001.
Column 5 and 6 only include SEA participants and comparison group who established their
own business.

The program group and the comparison group differ by several important aspects among which is
the number of weeks between the end of the reference claim and the end of the data stream from
the Ul files. Hence, it is crucial to statistically take into consideration such differences. After
controls are put in place (see Table B.24), there is still a 37.5 percentage point difference,
favouring SEA participants, in the likelihood of a claim to the Ul account (after an average of 37
weeks past the end of their SEA claim). The modelled differences are still 10 less weeks of Ul
and $2,632 less drawn from Ul for SEA participants.

Another way to take into account the different lengths of the post-claim periods for the two
treatment groups is to truncate the post period to twelve months, hence making it more
comparable for the two groups. The second half of Table 10 presents Ul dependency indicators
for this shorter period. The advantage of the SEA participants is somewhat reduced but still
significant: seven less weeks of Ul benefits (over twelve months), $1,844 less benefits and 20
percentage points less available weeks spent on Ul.

Consistent with their better employment status, the bivariate survey data indicate that there is a
significant difference between SEA patrticipants and the comparison group in terms of take-up of
social assistance. Four per cent of program participants received social assistance during the
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post-program period compared to 10 per cent of non-participants. There is also a significant
difference in thentensityof draw on social assistance. Of those who received assistance, SEA
participants received social assistance for 14 weeks, on average, during the post-program period
compared to 29 weeks for non-participants.

A comparison of SEA results with results obtained by self-employed comparison cases indicates
that, while the latter individuals fare better than the average comparison group case, they depend
more on Ul than SEA participants. In the twelve months following the end of their claim, these
individuals have claimed an additional $1,265 over 3.5 more weeks than SEA participants.

In the econometric models, SEA participants are almost three percentage points (2.88 per cent)
less likely to have received welfare during the post-program period compared to the comparison
group. The multivariate models also confirmed that SEA participants draw social assistance for a
shorter period of time compared to the comparison group (Table B.4, Appendix B). Those least
likely to have relied on social assistance during the post-program period are: older workers,
workers with employed spouses, workers with relatively higher levels of education, workers with
prior managerial experience or workers with higher prior employment earnings. Workers with
more weeks unemployed in the pre-program period were also more likely to have collected
welfare during the post-program period.

Earnings

Table 11 presents the bivariate and multivariate results on earnings impacts of SEA. Six
indicators were used to examine the issue of earnings effects:

» total earnings (including self-employment, earnings, paid employment earnings and business
profit);

» change in earnings from the pre-program to the post-program period;

e annual personal income;

» change in personal assets from the pre-program to the post-program period,;
* monthly self-employment earnings (earnings plus business profit); and

» monthly business profits (gross sales - expenses).
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Table 11

Earnings: Bivariate and Multivariate Results

BIVARIATE ~ MULTIVARIATE
SEA Comparison P Coefficient of P
Participants Group Par‘tici_pants

Full Sample -
Total weekly $680 $457 0.0000 $213 0.0100
earnings _ S
Change in $142 -$17 0.0000 $186 0.0000
earnings
Annual Personal $20,033 $20,765 0.1277 -$1,139 0.0192
Income(3) .
Change in Assets -$1,989 $498 00000 _-S;Z,SIB ~ 0.0000
Monthly Self- $2,575 $2,676 0.8380 $216 0.7391
Employment
Earnings (1) s
Business Profit (2) $1,708 $2,151 04098 -$429 0.5458

(1)  Sales less all expenses except amount paid to self.

(2) Sales less all expenses.

(3)  Annual Personal income was taken from tax records for pre-program period and survey data for
post-program and may include the program period for some participants.

The estimation of total earnings was more complicated than in other evaluation studies with the
inclusion of self-employment earnings. There are two types of self-employment earnings: wages
paid to the owner and business profit. Wages paid to the owner was not viewed as an accurate
indicator of self-employment earnings: about one-third of program participants reported that they
did not pay themselves anything. As a result, both self-employment wages and business profits
(reduced by 50 per cent, where relevant, to account for co-owners' share) were combined to
represent total self-employment earnings. If the participant was working at another
paid/self-employment job in addition to their SEA-sponsored business (about 17 per cent worked
at another paid job since completing the program and six per cent started another business), paid
employment earnings were added. For the comparison group and for participants who were no
longer self-employed, paid employment earnings were used as the indicator for total earnings.

ISSUE 3b: To what extent have participants achieved labour market self-sufficiency?
b) Do participants have higher earnings after SEA participation? What is their mix of

self-employment earnings to earnings from paid employment? What is the effect on the
overall standard of living as a result of SEA participation?

Using these indicators, the bivariate and multivariate results indicate first, that participation in
SEA has a positive effect on earnings (Table 11). In the post-program period, total weekly
earnings for SEA participants are $680; $142 more than their earnings prior to participation and
$213 more than the comparison group. It should be noted, however, that other employment
research suggests that training program participants often experience a short-term decrease in
earnings prior to participation (Ashenfelter, 1978). This temporary dip in earnings may distort
subsequent analyses of earnings effects following program participation. The positive earnings
results for SEA participants are not reflected in reported last- 12-month personal income. The
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bivariate results show that participants' income is slightly - though not significantly -less than the
comparison group ($20,033 vs. $20,765). In the multivariate analysis, SEA participants were also
found to have less annual personal income ($1,139 per year less) than those in the comparison

group.

The earnings results of the SEI study (Watgal, 1993) also showed positive results for
program participants in terms of earnings. This study found that while participants’ earnings
dropped sharply during the program period (more sharply than the Ul-only comparison group),
participants experienced significant earnings growth in the second and third years. Incrementality
analysis found a $3,911 annual earnings advantage for SEI participants compared to those in the
comparison group.

Evidence from self-employment demonstration projects in the United States found mixed results
in terms of earnings. The Washington project resulted in no statistically significant difference in
combined self-employment and wage and salary outcomes for participants (compared to those
randomly assigned to the control group). The Massachusetts project had a significant and positive
impacts on participants' annual earnings of about $6,000.

SEA participants reported that about 59 per cent of their annual personal income in the year prior
to the survey was from self-employment (See Table 12). The proportion of self-employed
earnings to total earnings is higher for those who report their employment status as self-employed
(67 per cent) and decreases for those who have supplementary sources of paid employment
earnings. Note that individuals who did not report self-employment as part of their current
employment status can still declare self-employment income in the past 12 months. This may be
because they were self-employed at some time during the past 12 months but are not currently
self-employed, or because they failed to report self-employment status - perhaps because they did
not consider self-employment as an important aspect of their work status.