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Business Incubators 
A Local Economic Development Option 

B usiness incubators are locally based insti
tutions that encourage and support busin
ess development. Incubators provide new 

and young business fums with space, management 
assistance, and business services (secretarial and recep
tionist services, access to a computer, mail service, 
conference rooms, and a business reference library) at 
lower costs than those available to individual firms. 
The incubator's shared space and services also facili
tate interaction among the incubator's business own
ers. Entrepreneurs informally discuss business prob
lems and opportunities of mutual interest. 

The number of business incubators in the United 
States increased from 200 in 1986 to almost 530 
in 1994. Incubators now operate in both urban 
centers and small rural towns in forty-nine states. 
Limited research on the success of incubator firms 
found two successful firms for every failure (Allen 
and Weinberg). By comparison, the U.S. Depart
ment of Commerce estimates that 50 percent of all 
firms cease operations in just over four years. 

The incubator industry is difficult to character
ize since incubators have different structures and 
objectives. A 1994 survey by the National Business 
Incubation Association found that new incubators 
(less than two years old) are small, averaging 27,000 
square feet of floor space, and rely on local fund
ing. Start-up time for incubators averages one-and
a-half years, and 80 percent of incubators in the 
U.S. started prior to 1992. More than half of the 
incubators operate, or expect to operate, without 
public subsidy. Start-up costs for incubators using 
renovated facilities, including first-year operating 
costs, average $888,000. Some states have created 
seed funds to support the creation of business in
cubators. 

A variety of organizations, often with different 
objectives, have established business incubators. Real 

estate. Universities use incubators to encourage 
the commercialization of research ideas into mar
ketable products. Most incubators, however, are 
established by nonprofit community organizations 
interested in economic development. They cre
ate incubators to increase employment and in
come within the local economy, support start-up 
businesses and entrepreneurs, and encourage eco
nomic diversity. 

Successful business incubators-the 
role of the director 
No single formula assures a successful business in
cubator, but a skilled, entrepreneurial director seems 
necessary. A skilled director understands the re
quirements for'a successful business and can attract 
and screen tenants accordingly. This screening pro
cess does not guarantee success, but does prevent 
some potential entrepreneurs from investing in busi
ness ideas that have limited probability for Sllccess. 

by Deborah 
M. Markley 
and Kevin T. 
McNamara 

estate developers use incubators to help sell real DlTe-an incubator established in an abandoned manufacturing facility. 
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The director can assist tenants as the business 
develops, and manage the facility effectively. En
trepreneurial directo rs keep in touch with tenants, 
identify potential problems at an early stage, and 
help create and encourage nerworking among ten
ants . Incubator directors manage a business-the in
cubator itself-and actively try to improve the qual
ity of the businesses they nurture and "graduate. " 

Evaluating economic impacts
two case studies 
Business incubators generate local income and em
ploymen t through their own purchases and the suc
cessful creation of new, independent businesses. 
Case studies of firms in rwo business incubators 
indicate that income and employment effects de
pend on the economic strucrure of the community, 
the objectives established for the incubator, and 
the skills and leadership of the director. 

Based on the directors' willingness to cooperate 
and their incubators' established operating histo
ries, we selected rwo incubators for a case srudy. 
We conducted interviews at the rwo incubator sites 
over the period October 1993 to April 1994. 

Decatur, Illinois, one of the host communities, 
was hurt by industrial restructuring in the 1980s. 
Manufacturing plants closed and employment fell. 
Decatur continues to depend heavi ly upon the 
manufacturing sector. Federal, state, and local grant 
funds helped establish the Decatur Industry and 
Technology Center (DITC) in a vacant manufac
turing facility (153,000 square feet) donated to the 
city and renovated for mulritenant occupancy. Resi
dents who lost their jobs as part of industrial re
structuring started many of the incubator firms. 

The economy in the second host community, 
H utchinson, Kansas, depends heavily on the agri
cultural sector. Structural change in agriculture and 
manufacturing shifted Hutchinson's economy to
ward the commercial and service sectors. The city 
of Hutchinson established the Quest Center, with 
county support, to increase jobs and income. Local 
sales tax revenues earmarked for local economic 
development provided start-up funds. Quest oper
ates in a commercial faci lity (21,000 square feet) 
with li mited space suitable for manufacturing. Only 
new firms can locate in Quest; many of these firms 
are small and some owners continue to work other 
jobs while they start their new business. Quest also 
works with affiliate firms, already established firms, 
and those that need a different type of space than 
the incubator provides. Affi liate firms utilize incu
bator services on a fee-for-service basis without lo
cating within the facility. 

Over 90 percent of the tenant and graduate firms 
of these rwo incubators were "satisfied" or "very 
satisfied" with their incubator experience, and re-

ported that the incubator had a "positive" or "very 
positive" impact on the success of their business. 
Most firms located in these incubator facilities to 
reduce costs andlor gain access to support services. 
The incubator's flexible space allows businesses to 
rent a small office or manufacturing space initially 
and expand as the business grows. At least 50 per
cent of the firms freq uently used the incubator's 
business counseling, copying, telephone, conference 
rooms, receptionist, and mail services. 

Many firms in DITC actively interacted, or net
worked, with one another. At least 50 percent of 
DITC firms shared services, technical expertise, and 
equipment with other incubator firms. Fewer Quest 
firms actively participated in nerworking. Quest 
firms shared less equipment and technical informa
tion because they produced such different products 
and services using dissimilar processes. Eighty-four 
percent of DITC firms and 78 percent of Quest 
firms responded that the director was "important" 
or "very important" in facilitating contact and co
operation among tenants. 

We measured the employment and income gen
erated by incubator firms from 1987 to 1993. In 
1993, DITC firms averaged eleven employees, over 
$200,000 in salaries and wages, and over 
$3,000,000 in gross sales. These firms, taken to
gether, employed 319 people. Salaries and wages 
from 1987 to 1993 totalled $22,000,000 and gross 
sales were over $127,000,000. In 1993, Quest firms 
averaged rwo employees, $20,000 in salaries and 
wages, and almost $98,000 in gross sales. In total, 
these firms employed 50 people in 1993, and gen-
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Figure 1. Direct and total employment impacts for DITe and 
Quest incubators 
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Figure 2. Direct salary/wages and total income impacts for 
DITe and Quest incubators 

era ted over $3,000,000 in salaries and wages and 
over $14,000,000 in gross sales from 1987 to 1993. 

At both incubator sites, most employees (over 90 
percent) lived in the area, so the local economy re
ceived a large proportion of the benefits associated 
with the new employees. Firms brought income from 
outside the state to their communities. Eighty-four 
percent of total sales by DITC firms went to cus
tomers outside the state, while 42 percent of total 
sales by Quest firms went outside the state. 

Incubator firms generated more income and em
ployment through their linkages to other firms in 
the local economy and through household spend
ing. We used an input-output model to estimate 
the total employment and income impacts associ
ated with the incubator firms. 

The employment impact of incubator firms in
creased over time as successful firms outgrew the 
incubator and graduated into commercial space in 
the local economy (figure O. In 1993, DITC gen
erated a total of 471 jobs, including the 319 jobs 
created directly by incubator firms. Quest created 
92 jobs, including the 50 direct jobs. Employment 
should continue to increase as firms graduate from 
the incubator and new tenants enter the facility. 

Incubator firms provide a stream of income ben
efits to the local economy over time (figure 2). 
Firms in DITC generated total income of over 
$31,000,000 from 1987-93, including income cre
ated through multiplier effects, while firms in Quest 
generated total income of $5,900,000. 

The incubator was a decisive factor in the start-
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up and location decision for some incubator firms. 
Thirty percent of firms in DITC and 22 percent in 
Quest would not have started their business in the 
local economy in the absence of the incubator. In
cubator firms will continue to have an impact on 
the economy in future years. Over 85 percent of 
incubator firms either located or plan to locate in 
the local area after leaving the incubator. 

Differences in the impacts of DITC and Quest 
cannot be attributed to differences in incubator size 
alone. The Decatur area economy has a higher share 
of manufacturing firms and a higher wage struc
ture than does Hutchinson, and the incubator re
flects this local economic structure. Manufacturing 
firms provide 72 percent of the jobs and 80 per
cent of the income in DITC, compared to only 32 
percent and 31 percent, respectively, in Quest. 

Both incubators generated jobs and income at 
relatively low cost to the local community. Costs 
per job associated with other economic develop
ment options, such as industrial recruitment, have 
ranged from $11,000 to over $50,000 per job. 
DITC meets annual operating costs through rental 
income and fees, with no ongoing public support 
required. The cost per job, in terms of the initial 
public investment in DITC totalled about $6,000 
per firm employee. Quest requires an ongoing pub
lic contribution of $50,000 to $60,000 per year to 
meet operating expenses. The local community has 
invested $420,000 in the facility over seven years. 
The cost per job in the firms in 1993, considering 
total public investment, was about $8,400. 

Implications for local development 
Business incubators can have a positive impact on 
the local economy by providing services and assis
tance that contribute to firm success. They also can 
be designed to complement local development ac
tivities. Incubator firms provide jobs and income 

Incubators provide office, manufacturing, lab, and storage space. 
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directly and through their linkages in the local 
economy. The magnitude of income and employ
ment impacts varies across communities, as do the 
costs associated with operating these faciJities. In
cubators in larger, more economically diversified 
communities may generate enough income to be 
self-sufficient. Other incubators may require ongo
ing public support, but at generally low costs. 

Thirty percent of firms in D fTC 
and 22 percent in Quest would not 

have started their business in the 

local economy in the absence of the 

incubator. 

Incubators can be an effective economic devel
opment tool, but guidelines should be followed. 
One, the community must establish goals for the 
incubator facility, for example, job creation or sup
port of start-up firms. These goals should be con
sistent with overall economic development objec-

Deborah M. tives for the community. The goals should support 
Markley is a d h f th b an not constrain t e operation 0 e incu ator. rural develop-

ment economist Requirements, such as serving only start-up enter-
and private prises, can make it difficult for the incubator to be 
consultant. self-sufficient and may limit its job-creating ability. 

Kevin T. 
McNamara is Two, an appropriate facility must be identified. 

associate The physical characteristics of the facility help de
professor in the termine the type of business that can locate in the 

Department of incubator. If a community wants to encourage 
Agricultural uf . . b . C '1' . 

Economics at man actunng)o s, It must use a laCllty appropn-
Purdue " ate for manufacturing industries. 

University. Three, community leaders must consider how 

the community's size and economic structure affect 
the incubator's operation. The results from these 
case studies show tllat economic impacts vary across 
communities. The costs of operating the facility 
and the need for public subsidy also vary. Commu
nities must establish reasonable expectations about 
potential job creation by incubator firms and local 
officials must be willing to provide public support 
for the facility. 

Four, the community should consider otller eco
nomic development options. Some communities, 
because of their location, resources, or special ameni
ties, may have a number of development options to 
encourage increased employment and income. Oth
ers may have more limited options. Impact analysis 
of business incubators provides information useful 
in evaluating alternative options. 

Incubators can be used successfully in both rural 
and urban communities. The magnitude of impact 
in a small, rural community may be less than in a 
larger economy, but the potential to create jobs 
and income still exists. [!l 

• For more information 

Allen, D.N., and M.L. Weinberg. "State Invest
ment in Business Incubators." Public Admin. Quart. 
12(Summer 1988):196-215. 

MarkJey, D .M., and K.T. McNamara. "Economic 
and Fiscal Impacts of a Business Incubator. " Econ. 
Develop. Quart. 9(August 1995). 

National Business Incubation Association. 20 East 
Circle Drive, Suite 190, Ailiens, OH 45701. 

Funding for this project was provided by the USDA s 
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