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Pros

Subsidized start-ups have high survival rates.

Subsidized start-ups may have large positive 
employment effects for participants and modest 
effects on income.

The positive effects of subsidized start-ups may 
be even higher for disadvantaged groups, such as 
women, youth, and low-educated workers.

Subsidized start-ups can induce some additional job 
creation.

Potential deadweight effects (if the same outcome 
could be achieved without the subsidy) are probably 
smaller than feared.

ELEVATOR PITCH
Turning unemployment into self-employment is a suitable 
alternative to traditional active labor market policies in 
many developed countries. Start-up subsidies can assist 
unemployed workers in setting up their own business. 
This option can be especially interesting for people whose 
work is undervalued in paid employment or in situations 
where job offers are limited because of group-specific labor 
market constraints or structural changes. Furthermore, 
start-up subsidies are potentially associated with a “double 
dividend” if the subsidized businesses prosper, strengthen 
the economy, and create additional jobs in the future.

AUTHOR’S MAIN MESSAGE
Start-up subsidies are an effective policy for helping participants move out of unemployment and improve their prospects in 
the labor market. Subsidized start-ups can also increase human capital and expand labor market networks, making it easier 
to find paid employment if a business fails. Because the potential for successful start-ups from unemployment is limited, 
expansion of these schemes is not easy and requires voluntary participation. To succeed, programs should be of appropriate 
duration and require a business plan and other screening. Business growth should also be an objective, to increase returns 
for business owners and the economy.

Cons

Subsidized start-ups lag behind regular start-ups in 
business growth and employment creation.

Subsidized start-ups are less innovative than regular 
start-ups.

By crowding out other, more efficient businesses, 
subsidized start-ups may have displacement effects, 
which can be hard to evaluate.

Subsidized start-ups require more commitment from 
participants in order to be fully successful.

Additional non-monetary support, such as coaching 
and mentoring, is required for subsidized start-ups in 
many circumstances.

Start-up subsidies for the unemployed: Opportunities 
and limitations
Financial support during business start-up is an effective active labor 
market policy tool for escaping unemployment
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KEY FINDINGS

Subsidized businesses have high survival rates

Source: Based on Figure 1.
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