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This paper proposes to examine the effectiveness of a U.S. federal technology program on inducing innovative effort among small business start-ups using a new sample and methods motivated by the counterfactual approach to causation.  Its focus is the additionality and certification effects of the Small Business Innovation Research (SBIR) program, a federal program that co-finances the development of pre-competitive products, processes, or technologies with small firms.  The increase in the firm’s innovation effort as a result of the reduction in costs and risks of introducing innovations is the so-called additionality effect (Georghiou, 2002) of research, technology and innovation programs.  The certification effect (Lerner, 1999) is the firm’s increased ability to attract and secure external capital as a result of the public grant.

The primary data for the empirical analysis is the Kauffman Firm Survey (KFS), an inflow sample of 4,928 businesses founded in 2004 and tracked ever since.  To date, we have integrated the KFS dataset with datasets of SBIR program recipients for the 2007-08 period using the Data Universal Numbering System (DUNS) number of the sample firms.  We will employ non-parametric treatment effect estimators to measure the additionality and certification effects of SBIR among small business start-ups.    

This paper will contribute to the literature by measuring the treatment effect of a federal technology program using a new sample and methods from advances in the micro-econometrics of treatment, policy, and program evaluation.  Unlike prior evaluation studies, this study will use an inflow sample of small business start-ups.  The main methodological advantage of an inflow sample is that confounding effects of macroeconomic variables can be ruled out, as all firms in the sample have been exposed to the same external factors.  Following Hall (2008), this research attempts to simulate an experimental setting in order to construct the counterfactual outcomes of treated small business start-ups.  Only a few evaluation studies have focused on the role of public financing on small business start-ups.  The economic recession that started in the last quarter of 2007 also provides this research a unique window to look at the effectiveness of public support programs for small business start-ups when the economy contracts.  

Our preliminary empirical results show that recipient small business start-ups spent more than four times in research and development (R&D) as much as their observationally similar counterparts did, suggesting that the SBIR grants did not crowd out firm-financed R&D.  Other firm outcomes that will be examined are the start-ups’ ability  (1)to  introduce product and process innovations, and (2) to attract external capital necessary for the firm’s survival, growth, and long-run innovative capacity.  [R.V.G.]        
