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INTRODUCTION

This paper presents the rationale for library based business incubators. It draws upon studies of
existing incubators to gain insights into the operation and usefulness of business incubators, and to
develop practical strategies for a mode that libraries could use.

WHAT ARE BUSINESSINCUBATORS?

The concept of business incubators developed in the 1980's to help start-up businesses establish
themselves with the help of low-cost facilities, mentoring arrangements and networking capabilities,
to give them a better chance of survival. Small and medium-sized enterprises are crucia to most
economies, particularly in creating employment. In Canada, approximately 85% of al new
employment is created by small businesses. However, 75% of al new firms fail within three years
of start-up.! Entrepreneurs face many constraints. Although they may have a terrific product or a
redly great service, there may be barriers to entry, a lack of business and manageria skills, no
means of raising affordable finance, inability to market products or services, lack of skills to locate
professond help when necessary and insufficient knowledge of laws, registration procedures and
government regulations. ldeally, business incubators should provide a protective, yet stimulating
environment to enable their clients establish themselves and prepare them to eventualy cope
independently in the fiercdy competitive world of business. Business incubators should be
entrepreneurial units themselves, aiming at efficient operations and financia self-sufficiency.

HOW SUCCESSFUL ARE BUSINESSINCUBATORS?

Various studies indicate that business incubators have been very successful in: helping start-up
firms establish themselves, providing an excdlent return on investment, and contributing to
community economic development by generating employment and increased tax revenue®. For
example, summary statistics from NBIA's 1998 survey of business incubators show that:

C. North American incubators have created nearly 19,000 companies, which are still in business,
and more than 245,000 jobs.

C. Incubators overall each served an average of 20 entrepreneurial firms in 1997 (the median
number was 12).

C. Incubator companies experience very heathy growth. The average firm's sales increased by
more than 400 percent from the time it entered until the time it |eft the incubator.

C. Business incubation programs produce graduate firms with high survival rates. A reported 87
percent of incubated companies that fulfilled program graduation requirements are ill in
business.

C. Business incubation programs create new jobs for a low subsidy cost and a good return on

! Newton, Keith. 1995. Industry Canada Occasional Paper Series. Number 13. Management skills
development in Canada. Industry Canada. 1995.

*Markley, D.M. and McNamara, K.T. 1995. Economic and fiscal impacts of a business incubator. Economic
Development Quarterly. P273-278.
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investment. The return on investment was estimated to be, on average, $4.96 for every dollar
of public operating subsidies in the jobs and locd taxes they produced

C. An average of 84% of firms that graduate from business incubators remain in their
communities.

Business incubators are not al alike. Although some impacts were similar regardless of incubator
type, other impacts related directly to an incubator's mission and goals. For instance, firmsin all
types of business incubators had similar average increases in their annua gross revenues. But
firms from technology incubators created more jobs than other types of incubators. Incubators
that are focussed on low-income people were rated high by their community stakeholders in
assisting minorities and women business owners, and for enhancing the business climate.

NUMBERS, TYPES AND FOCUS OF BUSINESSINCUBATORS

Worldwide, there are estimated to be 1,500 business incubators, with about 250 in developing and

emerging economies. Although a magority of business incubators support manufacturing firms,

many new incubators are providing for the diverse needs of specific target groups®. According to
the NBIA's 1998 survey the following are some statistics of North American incubators:

C. 51% of incubator facilities are sponsored by government and non-profit organizations, and are
primarily for economic development, whose misson includes job creation, economic
diversfication and /or expansion of the tax base.

C. 27% of facilities are dffiliated with universities and colleges. Besides helping start-ups
succeed in business, they offer additional benefits to faculty with research opportunities, and
alumni, faculty and associated groups with start-up business opportunities.

C. 16% are hybrid, joint efforts among government, non-profit agencies and/or private
developers. These partnerships may offer the incubator access to government funding and
resources, and private sector expertise and financing.

C. 8% of incubators are run by investment groups or by rea estate development partnerships.
Their primary interests are economic reward for investment in tenant firms, new technology
gpplications and other technologica transfers, and added value through development of
commercia and industrial real estate.

C. 5% are sponsored by a variety of non-conventional sources such as art organizations,
American Indian tribal governments, church groups, chambers of commerce, port districts,
etc.

MODEL OF A LIBRARY-BASED BUSINESSINCUBATOR

The modd is based on that of existing incubators, but is different in that a library based business
incubator would use the library's strengths in finding, organizing, and using information, to sponsor
start-up service businesses, with heavy information needs, that have need of such resources and
skills. Examples of such businesses are service firms, like: business consultants, advertising
agencies, legal service firms, business research organizations, hedth services organizations,
market research firms and desktop and newdetter publishers, to name a few. Such firms are
generaly not considered for incubator participation. The focus of most incubators, as will be
discussed later, is on manufacturing and technology firms. This may be so because the needs of
service firms are diverse and poorly understood, and therefore hard to provide for. Also a

% Lalkaka, Rustom. 1997. Lessons from international experience for the promotion of business incubatorsin
emerging economies. Paper commissioned by the small and medium industries branch. November. # 3.
UNIDO. SME Programme. http://www.unido.org




maority of incubators are run by science parks and technical education/training institutions who
would be able to help and benefit from new technology and manufacturing enterprises.

The service industry is a growing sector in Canada - in Ontario, for example, the goods producing
sector employs 27% of the workforce, and the service-producing sector, 73% of al jobs* Trade
in services is an important and growing contributor to the Canadian economy and to the
economies of most of Canada's trading partners. The government of Canada recognizes this, and
will enter into negotiations in the year 2000 with the European Free Trade Association, and the
Free Trade Area of the Americas to promote freer trade in services. Delegations will also
participate in negotiations to further liberaize trade in services in the World Trade Organization. °

Furthermore, the following was an article in Inc. Magazine, December 1994°:

The service economy is where the most start-ups are betting their money according to a
survey by AT&T Capital Corp. and the American Institute of Certified Public
Accountants. The group polled 1,000 businesses founded in 1992 through 1994.
Service companies made up 46% of the start-ups in 1994, up from only 19% two years
earlier. Manufacturers accounted for 54% of new businesses in 1992 but dropped to
15% by 1994.

Not only is that indicative of an ongoing fundamental shift in the U.S. economy, but it
also reflects the preferences of those supplying the capital. "Service companies don't
take as much money to start, so there's often less capital at risk before you know the
outcome,” says Marty Sutter of the Woodlands Venture Partners, in the Woodlands,
Texas, a firm specializing in health care. "Successful service businesses give a return
on investment sooner than successful manufacturing businesses, and there's
tremendous pressure in venture capital right now to get short-term rewards for less
risk."

Still, survey respondents whose companies were founded in 1994 identified inadegquate

funding as their biggest hurdle -- and they blamed lenders. Twenty-eight percent said
lenders were too conservative, 16% reported being unable to find investors, and 12%
claimed a lack of collateral. Looking homeward, 19% financed the businesses either
themselves or with family money.

Here are all the obstacles cited as the "biggest hurdles" by the start-ups surveyed:

* Ontario Ministry of Finance, Unadjusted employement by industry, 1996.

® Department of Foreign Affairs and International Trade, Trade Policy Planning Division. 1999.

Background document on Service Issues. http://strategis.ic.gc.ca/ SSG/sk00032e.html

® Hise, Phaedra. 1994. Sart-up News: Service-Industry Sarts on the Rise. Inc Magazine.
December. P. 034. http://www.inc.com/incmagazine/archives/12940342.html




Inadequate funding 31%
Competition 13%

Nothing 13%

Lack of business experience 13%
Time demands 8%

Other 7%

Marketing/advertising 7%
Building a client base 4%

Bad location 4%

Although the initial financia needs of entrepreneurid service firms may be lower than
manufacturing firms, they face the same start-up constraints, as we can see above. However,
very few business incubators cater to service start-ups. According to the NBIA 1998 survey,
only 6% of incubators catered to service organizations. There clearly is a need for more focus on
service organizations, when the trend seems to be toward a greater increase in start-up service
companiesin the future.

Libraries can fill in the gap and provide incubator facilities for start-up service organizations that
are information based. Most service companies do not have extensive space requirements, which
makes them easier to host. The library incubator could provide some space, communications
facilities, networking opportunities, research services, and education and training services using
their own resources and by employing the services of appropriate business partners in the
community. If space is a problem, current technology enables setting up a "virtua incubator”,
where al communication, consultation, training, research requests, and discussions take place
online. All services should be provided at cost or a a smal margin over cos, to enable the
incubator salf-financing.

Libraries are service organizations themselves and understand the basis for assessing and
providing for client needs. Libraries aready have print, proprietary eectronic, Internet, and other
resources, which they can use to help start-up service firms with extensive research needs.
Many libraries already have fee-based services, and are beginning to understand the commercia
and entrepreneurial side of providing for information needs. A library-based incubator would
complement this aspect of library service - synergies would provide for enhanced service to both
the incubator as well as to the fee-based service. In other words, libraries are the ideal
candidates for this type of incubator and should take a leadership role in developing one.
An incubator with a focus on information based, service organizations could make itself very
useful, given the statistics of service firm start-ups and the number of incubators in existence that
provide services to them. If libraries do not act to provide this service, and establish themselves
as leaders in provison of incubation for, and as mentors to, service based dart-ups, other
organizations eventudly will.

LIBRARY BASED INCUBATOR ENVIRONMENT

C. Community/Business Partnerships and Support
C. Supportive and Pro-Active Library Management
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STEPSIN SETTING UP A LIBRARY BASED INCUBATOR

Sart-Up

A feasibility study should be conducted to assess. demand, need, capacity, physical location, and
community awareness. The process encourages discussion, forges consensus and motivation
among civic leaders and organizations and helps identify obstacles and develop crestive ways of
dedling with potential problems. The process of determining feasibility can increase community
education and awareness of business incubation. A feasibility study is also useful asit records the
early history and activities of the project, and thus provides a reference point for future staff and
board members. The process should culminate in a strategy for funding and applications to
funding organizations.

Facility renovation and initial devel opment

This involves setting up the fecility, as well as the staffing and the policies and rules under which
the incubator must operate, including selection guidelines for incubator clients, progress review
processes, and graduation deadlines. In alibrary setting space may be a set of cubicles with some
office furniture, communication ports for computers, telephone etc. The idea of a "virtua
incubator” is new, but developing technologies have made that a possibility.

Business devel opment stage

In this phase, incubator managers work with potentia and current tenants to design and
implement a sound business plan. Competent staff must be hired and trained to work with clients.
Educationa and training opportunities should be developed and promoted, and the features and
services the incubator provides must continually be adapted and refined to meet client needs.



STAGESIN INCUBATOR DEVELOPMENT
(From Lalkalla, Rustom. 1997. UNIDO. http://www.unido.org)

The diagram is a useful visual depiction of the incubator development process - it estimates
timelines, activities and indicates where supplementary help may be used by an incubator.

SERVICES, FEATURES AND PROGRAMS PROVIDED BY EXISTING
INCUBATORS - Per spectives of Incubator Clientsand Incubator Managers.

A 1998 study by the National Center for Research in Vocational Education (NCRVE)’ surveyed
incubator clients and managers about incubator services. The results are based on the response
of 160 clients and 74 incubator managers.

What Clients Thought

53% of respondents really vaued business space and infrastructure that business incubators
provided and 17% rated clerica and office services highly. In rating the features provided by
incubators, 46% valued the low rental fees low fees for services the most. However, 23% rated
the support "to reduce business stress’ and networking opportunities as the features that
incubators provided most effectively.

Education and Training Services:

30% indicated that on-site training consultation was the format most frequently used and 28%
used seminars offered periodically. 17% attended workshops developed upon request from clients
and 16% indicated that they attended seminars offered on a regular basis by the incubator.

What Incubator Managers Thought

23% of surveyed incubator managers felt that business space and infrastructure were the most
effective service provided by incubators, 29% felt it was management assistance and
entrepreneurial development, 13% thought it was education/training, and 18% thought that clerical
and office support was the most effective service provided to entrepreneurs.

When promoting the incubator, 26% emphasized business services, 25% promoted the
entrepreneuria environment, 23% emphasized the low rent and good facilities, and 13% stressed
the educational opportunities the most.

On Education And Training

35% managers indicated their incubator offers seminars on a regular basis and 32% offered
individual on-site training/consultation. 35% of incubator managers reported that education and
training services in their incubators were provided or fecilitated by staff from educational
ingtitutions and 24% indicated that incubator staff provided the education. 20% of managers
reported that education and training were provided by a combination of sources and 15%

"NCRVE MDS-893. http://ncrve.berkel ey.edu/M DS-893/M DS-893-BACK GROU.html
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indicated that professiona training services were offered by community businesses.

These statistics give a useful picture of what matters to entrepreneurs and what incubator
managers think of the benefits they provide. Since there are no library-based incubators, and not
many incubators that host service start-up companies, the statistics above should used for insight,
rather than to model library incubator features and services.

BUSINESSINCUBATOR TRENDS

The discernible trends are that technology orientation will continue. Exponentia change in
informatics, microelectronics, and communications systems will create opportunities for blending
advanced techniques with traditional processes, as in agribusinesses, textiles, and environment
technology. E-commerce is increasing in importance, yet many small firms do not have the
expertise to exploit the new commercid medium. Technologica help will be an increasingly
useful service to offer incubator clients.

Now that the basic incubator model has proved successful, specia purpose incubator designs for
women entrepreneurs, for international business (i.e. the San Gabrid Valey Incubator, whose
focus is the promotion of Asian-Pecific and Latin American Trade) and specific target
entrepreneuria groups are in the process of being set up. Enhanced professionaism will be
expected in incubator design and operation, including development of sustainability, benchmarking
and monitoring of performance.

SUMMARY AND CONCLUSION

Business incubators have proved to be a viable tool to help economic development by helping
start-up business survival, while providing a good return on investment compared to other
economic development programs. In today's world, true competitiveness requires entrepreneuria
businesses that can establish strong positions in niche markets through innovative products and
services. Such businessesin their start up stage are good candidates for incubation systems.

The main features that incubators successfully provide are space, mentoring and networking
capabilities, education and training facilities and access to business services a a low cost. The
benefits are many. New firms get help starting out, communities benefit from increased jobs and
taxes, and the hosts benefit from being involved in innovation, or practical experience and student
internships (which matters in University settings), or profit (in the case of for-profit incubators).

A library-based incubator could also be a mutualy beneficia relationship for start up firms and
for the library that takes a leadership role in mentoring, hosting and encouraging local business.
The library needs the backing of local community leaders to undertake the project, it needs to
identify good funding sources (especidly for the initid stage) and must maintain strong
community partnerships to enable provision of a variety of servicesto ther clients.

Life in the next century will require a renewed infrastructure of information highways, rapid
transportation and smart cities. This infrastructure will have to be built based on today's redlity
and tomorrow's needs, relying on a partnership between state and private sectors. This smart
infrastructure will be a network of human, technological and financid links, to facilitate access to

® Lalkaka, Rustom. 1997. Lessons from international experience for the promotion of businessincubatorsin
emerging economies. Paper commissioned by the small and medium industries branch. November. # 3.
UNIDO. SME Programme. http://www.unido.org




information and resources.” Libraries are already part of that smart networky but they can do
more.

° United Nations I nternational Devel opment Organization. (UNIDO). Encouraging More Entrepreneurship -
The Challenges. http://www.unido.org/doc.cfm?did=38
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