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Abstract

Business incubators often figure prominently into regional eco-
nomic development and innovation strategies. This paper reports on
a recent survey aimed at identifying appropriate methods for the eval-
uation of nonmetropolitan, rural incubator performance. The results
draw upon responses from 209 of 719 active U.S. business incubators
identified through our research. Roughly one quarter of the respon-
dents were located outside of areas classified as metropolitan. This pa-
per focuses on critical similarities and differences between metropoli-
tan and non-metropolitan business incubators along the dimensions
of economic role, function, and effectiveness. The survey and pre-
liminary synthesis of follow-up interviews suggests that an explicit
awareness of the functional differences between business incubators in
nonmetropolitan regions might enhance their potential for success.
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1 Introduction

Since their inception just over a half-century ago (Adkins 2001, Lewis 2002),
business incubators have attracted the attention of policy makers and have
often played major roles in the strategies of economic agencies both in many
countries and at various governmental levels (Hackett & Dilts 2004, Lalkaka
2003). At one time in the U.S. experience, incubators were in a sense de
rigueur in the development community, where institutional pressures to con-
form might well have lead to their establishment in some instances. Yet, as
public capital available for economic development programs becomes increas-
ingly scarce, concern for the efficiency of incubator investments has grown
(Sherman & Chappell 1998, Shearmur & Doloreux 2000, Hackett & Dilts
2008, Yu & Nijkamp 2009, Yu, Stough & Nijkamp 2009).

Concern for ensuring a level playing field for business incubator perfor-
mance assessment provided a basis for the U.S. Department of Agriculture
(USDA) to support a study to identify similarities and critical differences
among incubators in metropolitan and non-metropolitan areas in both their
operations and operating environments (Cheng et al. 2008, Schaeffer et al.
2011). The USDA funds rural economic development research so that it
can better inform and enhance public and private decision-making on eco-
nomic and policy issues related to rural development. A three-pronged ap-
proach forms the basis of the resulting business incubator research project:
a business incubator survey, follow-up on-site interviews with a subset of re-

spondents, and a parallel analysis based on primary establishment-level data



maintained by the Center for Economic Studies of the U.S. Bureau of the
Census.

The primary focus of this paper is a preliminary summary of the sur-
vey responses. Section 2 provides a higher-level overview of the survey, the
population, and respondents. Section 3 enumerates the most salient survey
results and is followed in Section 4 by some preliminary insights drawn from

the follow-up interviews; and Section 5 offers a brief summary.

2 The Survey

The following section reports survey results on several important dimensions.
Our research has been focused on differences between metropolitan and non-
metropolitan business incubators. For analytical and reporting purposes, we
use definitions provided by the U.S. Census Bureau, which classifies counties
in accordance with Office of Budget and Management (OMB) guidelines. Ar-
eas classified as Metropolitan (Metro) have an urban core population above
50,000 while Micropolitan areas have an urban core population greater than
10,000 but less than 50,000. The Metropolitan and Micropolitan areas repre-
sent 93% of the total population in the United States. Roughly one third of
all U.S. counties are located in Metropolitan areas, and another 22% of coun-
ties are classified as Micropolitan counties. The remaining counties, 43%, are
classified as Outside Core Basic Statistical Areas (OCBSA).

The survey was conducted via the Internet during an approximately 3-

month period in spring of 2010. From a universe of 719 possible participants,



we received responses from 209, or approximately 29%. Of the respondents,
156 were located in Metropolitan counties, 37 in Micropolitan counties, and
16 in OCBSA. The distribution of respondents across the urban rural contin-
uum closely corresponds to that of the overall population as shown in Table
1 and Figure 1. Although we did send reminders and additional requests for
responses to initial non-respondents, we still were able to achieve represen-
tative response proportions by regional category without targeting specific
geographical regions. Issues related to the geography of U.S. business incu-
bators have been addressed at length elsewhere (Yu, Middleton & Jackson
2009). The geographic distribution of U.S. business incubators is shown in

Figure 2 below.

Table 1: Universe and Response Distribution by Category

Metro Micro OCBSA Totals

Responses 74.6% 17.7%  7.6% 100%
Universe 77.6% 15.0%  7.4% 100%




Figure 1: Universe and Survey Responses by Category
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Figure 2: Geographic Distribution of U.S. Business Incubators in Census
Regions, States and Counties. Source: Yu, Middleton & Jackson (2009)
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Due to the small total number of OCBSA respondents, we maintained the
distinctions between the three categories, but for purposes of statistical anal-
ysis drew two distinctions: one between Metropolitan and OCBSA business
incubators, and one between Metropolitan on the one hand and Micropolitan
plus OCBSA on the other. In the presentation that follows, we note relation-

ships where differences were statistically significant at p < .05. One asterisk



(*) indicates significant differences between OCBSA and Metro, two asterisks
(**) indicate significant differences between OCBSA plus Micropolitan and
Metropolitan, and three asterisks (***) indicate significant results for both

comparison groups.!

3 Survey Results

3.1 Years of operation

The largest numbers of business incubators in metro areas have been in
operation for less than 5 years. For Micropolitan incubators, roughly equal
proportions were in the categories of 0 to 4 years and 5 to 9 years. The most
striking result, however, is the relative concentration of OCBSA incubators
in operation between 5 and 9 years, balanced by roughly 13% of OCBSA
incubators in operation less than 5 years. This might reflect reluctance on
the part of potential in incubator operators to establish business incubators
during the economic downturn of the three-year period from 2008 through

2010. The age distribution of incubators is shown in Figure 3.

3.2 Organizational structure and support

The legal structure organization for all 3 geographical categories is predom-
inantly that of “private, not-for-profit,” followed in each case by “public.”

A university, college, or technical school assists nearly 56% of business in-

Statistical tables are available from the authors upon request.



Figure 3: Age Distribution by Category
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cubators in Metropolitan areas, while only 46% of Micropolitan business
incubators and 25% of OCBSA incubators receive similar assistance.*** Of
those business incubators that receive assistance, the vast majority relies
on university knowledge, skill, physical facilities, and or human resources of
those institutions.

Whereas almost 85% of all Metro business incubators are associated with
either the National Business Incubator Association (NBIA) or a state incu-
bation Association, 25% of OCBSA incubators have no such association.***
The NBIA is the dominant association over all geographical levels. While
61% of Metropolitan and Micropolitan business incubators maintain regular
contact with venture capitalists or venture capital firms, only 25% of OCBSA

incubators reported such contact.*** No OCBSA incubators, and only 4% of



Metropolitan incubators, reported having received financial venture capital
or angel support, although just over 11% of Micropolitan business incubators
did receive such support. Just less than 82% of incubators in all three areas

report financial support from some level of government.

3.3 Tenants and turnover

Nearly 41% of all Metropolitan incubators reported having had a waiting list
of suitable tenants during their operation, while roughly 19% of Micropolitan
and OCBSA incubators could make that claim.** As of the time of the survey,
more than 40% of Metropolitan and Micropolitan incubators reported having
a suitable waiting list, while none of the OCBSA incubators currently had a
waiting list.

Fifty-six percent of Metropolitan and 67% of Micropolitan incubators
limited the length of time tenants could remain in the business incubator,
while fewer than 44% of OCBSA incubators limited tenants’ length of stay.*
For those incubators enforcing limits in Micropolitan and OCBSA regions,
three years is the most common limit whereas limits for Metropolitan business
incubators were more varied, with 37% enforcing a three-year limit, 18%

enforcing a four-year limit, and 37% enforcing limits of greater than 4 years.?

2Follow-up interviews revealed that some incubators that do not have a formal gradu-
ation requirement nonetheless have an implied one since they are increasing the rent they
charge as the tenant firm matures.



3.4 Tenant composition

Just under 48% percent of the Metropolitan incubators limit their tenants
to firms within certain industry sectors. This percentage falls to 39% for
Micropolitan incubators and 37.5% for OCBSA incubators. Forty percent
of Metropolitan incubators reported focusing on new business startups, with
another 57% focusing on a combination of startups and established firms.
Just under 3% of Metropolitan and Micropolitan incubators reported having
no focus whatsoever. There was no particular focus for 12.5% of OCBSA
incubators.

A slightly higher percentage of Metropolitan incubators, 87%, reported
offering basic business services such as a receptionist, dedicated telephones,
copying, scanning and faxing. For Micropolitan and OCBSA incubators,
this value is closer to 81%. The percentages of business incubators pro-
viding advanced business services, such as marketing assistance, financial
management, counseling, or management consulting follow a similar trend,
with 91.7%, 86.1%, and 81.3% for Metropolitan, Micropolitan, and OCBSA

respectively.

3.5 Admissions and graduation

Business incubators in all 3 geographical areas have formal admission require-
ments, with a larger proportion reporting these requirements in the OCBSA
regions than in Metropolitan or Micropolitan regions.* Overall, 62% of busi-

ness incubators require a formal business plan, and more than half of the



incubators in all 3 geographic regions require that the business plan be ap-
proved. In half of the cases in all areas, it is a requirement that the incoming
tenant be a company that is ready for operation.

A total of 54% and 58% of Metropolitan and Micropolitan business incu-
bators maintain no specific graduation requirements or a graduation process.
This rises to 87.5% in OCBSA incubators. Forty-seven percent of Microp-
olitan business incubators require tenants to graduate once they reach that
standard, compared to 74% for Metropolitan area business incubators.** In
response to the question of whether the incubator “graduates” all its tenant
firms, just over half of all Metropolitan and Micropolitan business incuba-
tors consider their tenants to have graduated if they leave under any circum-
stances, while this is true for just over 81% of OCBSA incubators. Firms are
not counted as graduates if they reach the maximum time limit for 4.8% of
Metropolitan and 5.5% of Micropolitan business incubators, and for OCBSA
incubators this number rises to almost 19%. Roughly 41% of Metropolitan
and Micropolitan incubators require tenants to attain the graduate standards

to count as a graduate.*®

3.6 Reporting and tracking

Reporting and tracking requirements appear to differ somewhat by geograph-
ical area. In 56% of Metropolitan area incubators and 60% Micropolitan area
incubators, tenants are required to submit annual performance data or an-

nual reports to the business incubator. The corresponding number is 31%

10



for OCBSA incubators. Twenty-six of Metropolitan incubators track the
performance of all former tenant firms, whereas Micropolitan and OCBSA
incubators track less than 22% of former tenants.

Only one of 16 OCBSA incubators reported that tenants had received
patents during the year, although that incubator tenant was reported to have
received between six and 10 patents. In contrast, one out of five Micropolitan
incubators reported receiving patents during the year with two receiving just
one patent, three receiving two to five patents, and two reporting more than
10 patents each. Of the Metropolitan area business incubators 48% reported
their tenants receiving patents during the year, with 12 incubators reporting
one patent, 37 reporting between two and five patents, 14 reporting between
six and 10 patents, and five reporting more than 10 patents.

Far fewer tenants in any geographic region type sold product or service
licenses during the previous year. OCBSA incubators had none to report,
while 14% and 22% of Micropolitan and Metropolitan business incubators
reported licenses sold.*** Thirty-nine percent of Metropolitan and 40% of
Micropolitan business incubators reported selling between 2 and 5 licenses.

When asked whether any current or former tenant firms received new in-
vestment capital in the prior year, 64% and 56% of Metropolitan and OCBSA
incubators answered in the affirmative, while for Micropolitan business incu-
bators that number dropped to 43%.** Thirty-four percent of Metropolitan
incubators reported that at least one of their current or former tenant firms
had been acquired by or merged with another firm in the last year. Nearly

26% of Micropolitan business incubators reported that any of their tenants
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had been acquired or merged, while only 12.5% of the OCBSA incubators
gave this answer. Between 21% and 23% of Metropolitan and Micropolitan
incubators were simply unable to answer the question because they did not
know; 37.5% of OCBSA incubators did not know. This finding reinforces the
conjecture that post patent performance tracking could be improved.
Finally, business incubators were asked to indicate the percentage of firms
graduating from their facilities over the last 5 years that were still in business.
Fifty-eight percent of Metropolitan business incubators estimated that 60%
or more of their recent graduates were still in business. This compares to an
estimate of 25.7% of Micropolitan business incubators and 37.5% of OCBSA

incubators estimating a graduate survival rate of 60% or more.

4 What the Numbers Can’t Say

The survey questionnaires and responses were successful in identifying sys-
tematic variation within a set of business incubator characteristics among
counties of differing levels of urbanization. To refine and deepen understand-
ing of the role of the business incubator in areas outside of metropolitan
areas, we conducted follow-up interviews with incubator representatives in
these locations. While preliminary, several themes seem to recur with some

regularity. These are discussed in turn, below.
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4.1 The Roles of Rural Business Incubators

While job creation and new business formation are goals of incubators at
all geographical levels, we discovered during follow-up interviews that rural
incubators often take on additional roles. In several cases, rural business in-
cubators had evolved into organizations that resembled community centers.
This was especially the case in locations where the incubator had been estab-
lished in re-purposed space, often a former school house or similar structure.
In these cases, in addition to providing the usual infrastructure and services
to business tenants, the facilities (e.g., conference rooms, kitchens, and the
like) would be available to various civic organizations, community groups,
and others. Additionally, these incubators might house local Chambers of
Commerce and economic development offices from a range of governmental
levels (e.g., Economic Development Administration). In the least populated
areas, such incubators could potentially become local centers of activity.

One gains the sense that there is a social dynamic that evolves around
rural incubators. The social networking that takes place in most smaller
communities plays a role in the development of rural incubators in ways that
are not generally associated with incubators in core urban areas. While this
dynamic can help fill the incubator space, it also has the potential to re-orient
the incubator mission or objectives.

Formal evaluations of business incubator performance rarely, if ever, take
these kinds of considerations into account, and as a result, overlook an impor-

tant dimension of the contributions of business incubators to rural economic

13



health and vitality.

4.2 Tenant Selection Strategy in Rural Areas

The potential to provide ample and high quality support would be expected
to increase with the number of tenants in an incubator facility, but the small
size of the rural economy typically translates to fewer prospective tenants,
causing tenant selection to vary widely in rural areas. As one interviewee
put it, “you have to have economies of scale if you are going to keep the
rent low enough assuming the initiative requires building space and usually
it does. So, you need that economy of scale.” Hence, business incubators
in metropolitan areas might have the luxury of restricting their tenants to
certain industrial sectors, rural incubators rarely do.

The picture that evolves in rural areas is one that often includes re-
purposing of an existing building, converting it with the goal of establishing
a business. However, given the realities of location theory, filling the available
space and establishing a stable cycling of businesses proves to be difficult.
Eventually, given the economic realities of covering costs, the incubator space
itself undergoes a re-purposing, and the space opens up to other kinds of ac-
tivities not conventionally a part of the incubator image. These new activities
can include service providers such as dentists, hair salons, and certain kinds
of boutique shops such as local craft outlets. In one case, some space even
developed into residential apartment housing, a fitness center, and a karate

school.

14



Failed, or open but empty incubators, however, are often the result of
establishing an incubator that focused too heavily on activities that did not
reflect the surrounding economy. An attempt to focus on high tech sector
tenants in areas of high poverty, high crime, or low education and poor
work skills, for example, is a prescription for failure. The ideal focus of an
incubator and its tenants will be on products and services that are in demand
locally. Since cluster development is often a parallel goal, these lessons are

likely to be especially pertinent in rural and small urban areas.

4.3 Localization vs. Leakage of Incubator Impacts

The experience of some nonmetropolitan incubators lead to the realization
that in some cases these incubators lead to successful graduates, but grad-
uates who locate outside of the incubator regions themselves. Hence, the
benefits of the rural incubator are not localized, but rather can be experi-
enced in altogether different locations. Does having an incubator increase
the odds of localizing the development, or does it simply accelerate the early
stage, pre-relocation phase of development? If the latter, the concept of a

“business accelerator” takes on an entirely new meaning!

5 Summary

The USDA survey identified a number of significant differences between
metropolitan and nonmetropolitan business incubators. In combination with

post-survey interviews, the most striking finding is that although metropoli-
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tan incubators can meet a broader set of objectives and play more varied roles
in their economies, business incubators in nonmetropolitan areas are much
more likely to do so, and are much more likely to achieve the economies of
scale necessary to continue operations when they are open to multiple func-
tions. We expect that the explicit ex ante recognition of the multi-functional
nature of successful nonmetropolitan business incubators might well enhance
the probability that these incubators will be effective agents of regional eco-
nomic development. Indeed, a multi-purpose, multifunctional design might
well work to the advantage of business incubators operating at all geograph-

ical levels.
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