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How Do We Grow the Local
Economy?

Recruitment
Local entrepreneurs

Workforce
development

Reduce leakage



Presenter
Presentation Notes
Traditionally, economic developers have focused on recruiting or attracting new business to the region. This approach started in the 30s in Mississippi, and was based on the assumption that you could land a big enterprise if you provided them with the incentives to come—low cost land, low cost labor, tax breaks, and infusion of capital. This is still the dominant economic development model, and generally does not lead to significant economic impact for a region.



In the last several years, there has been a focus on supporting local entrepreneurs—those businesses that already exist in a community. This includes both businesses that have a market outside the region and can thus bring wealth into the region, and the local retail and service sector, which is needed to created a vibrant, livable local economy.



Workforce is crucial in an economic downturn. One challenge cited by many small business owners is finding trained employees. On the other side, you know about unemployed workers and their needs.



Finally, we want to reduce the “leakage” of both the revenues (e.g., “big box” stores such as WalMart, a percentage of whose profits go back to headquarters, vs. local businesses, whose profits recirculate in the community), and citizens, particularly young people, who leave the community because there are not enough opportunities for them.


Recruitment Research

New Jobs:

e Relocations: <1%

 New and expanding: >99%

Source: David Neumark, Junfu Zhang, and Jed Kolko, Interstate Business
Relocation: An Industry-Level Analysis, Public Policy Institute of California, 2006,
http://www.ppic.org/main/publication.asp?i=694
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Presentation Notes
The authors of a recent report from the Public Policy Institute of California reached an interesting conclusion after examining longitudinal employment data covering more than 10 years. 



They found that interstate recruitment of businesses had a negligible effect on job creation in the state. Less than one percent of new jobs were created through relocation, while a little more than 1.6 percent were lost to relocation. Overall, this produced a negligible impact on job creation. The biggest driver of net increases in new jobs was the expansion of existing firms. These are the “growth companies” that provide the greatest economic impact in a region.



So the bottom line is that resident companies create most of the net new jobs in a location. These companies are created by entrepreneurs.

-- David Neumark, Junfu Zhang, and Jed Kolko, Interstate Business Relocation: An Industry-Level Analysis, Public Policy Institute of California, 2006, http://www.ppic.org/main/publication.asp?i=694 





http://www.ppic.org/main/publication.asp?i=694
http://www.ppic.org/main/publication.asp?i=694
http://www.ppic.org/main/publication.asp?i=694

What Is an Entrepreneur?

An entrepreneur IS
someone who
perceives an
opportunity and
creates and grows an
organization to

| pursue it.
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So what do we mean when we talk about entrepreneurs?

Our definition of an entrepreneur is “someone who perceives an opportunity and creates and grows an organization to pursue it.”



Note that this definition does not limit entrepreneurial activity to business development. Entrepreneurs also create nonprofit entities (social entrepreneurs). Non-profits are also employers and contribute value to the community in many ways. 



Entrepreneurs also encompass both start-ups and existing businesses. I will use the term “business owners” interchangeably with “entrepreneurs,” even though some would not agree with this distinction. I will also use to the term to encompass both start-ups and existing businesses.


Entrepreneurial Activity

e 10% of
e 60% se

population

f-financed

e Half are home-based

Source: Global Entrepreneurship Monitor; U.S. Census Bureau; Kauffman

Index of Entrepreneurial Activity: 1996-2009,
http://www.kauffman.org/uploadedfiles/kiea 2010

report.pdf.
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Let’s look at a brief overview of entrepreneurial activity in the U.S.:

According to the Global Entrepreneurship Monitor, roughly 10% of people worldwide are involved in entrepreneurial activity. 

As it turns out, the U.S. isn’t at the top of the list in terms of entrepreneurial activity. Peru and Uganda have higher levels of entrepreneurship than the U.S. That is not necessarily bad news, however, as entrepreneurship levels tend to decline in more prosperous countries, where higher wages make employment a more viable option.

One common myth is that successful entrepreneurs get their money from venture capitalists, angel investors, or even from bank loans. The reality is actually very different. Most business owners (more than 60%) finance their businesses themselves, usually from savings or credit cards, but also by using their personal assets as collateral for a bank loan.

One fact that many people find surprising is that almost half of all businesses are home-based. Most of these businesses that exist after five years are still operating out of people’s homes.



-- Global Entrepreneurship Monitor; U.S. Census Bureau; Intuit Future of Small Business Report: Demographic Trends and Small Business; Kauffman Index of Entrepreneurial Activity

http://www.kauffman.org/uploadedfiles/kiea_2010_report.pdf

Entrepreneurial Activity

e 45 to 64 year olds

e More men than
women

* Immigrants more
than native-born

Sources: Dane Stangler, The Coming Entrepreneurial Boom, Kauffman Foundation,
2009; Kauffman Index of Entrepreneurial Activity: 1996-2009,
http://www.kauffman.org/uploadedfiles/kiea 2010 report.pdf.
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It is mostly young people between the ages of 25 and 34 who start businesses worldwide, but recent reports indicate that 55-64 year-olds in the U.S. are now surpassing younger people in the number of new businesses started.

“In every single year from 1996 to 2007, Americans between the ages of 55 and 64 had a higher rate of entrepreneurial activity than those aged 20-34.”

--Dane Stangler, The Coming Entrepreneurship Boom. Kauffman Foundation, 2009, http://www.kauffman.org/uploadedFiles/the-coming-entrepreneurial-boom.pdf

Baby boomers aren’t ready to retire—they want to remain productive and use the skills and wisdom they have gained over the years. 

It is also a fact that men are much more likely than women to start new businesses, and immigrants are more likely to start new enterprises than people who were born here.

Kauffman Index of Entrepreneurial Activity: 1996-2010, http://www.kauffman.org/uploadedFiles/KIEA_2011_report.pdf 

http://www.kauffman.org/uploadedfiles/kiea_2010_report.pdf

Figure so
Big Changes in Composition of New Entrepreneurs
Share of All New Entrepreneurs (1996, 2010)

Race Age
I Ages 20-34
Black B Agesss—s
Ages 45=54
Asian . Ages 55=64
1996 2010 2010
Nativity Race 1996 | 2010
White 76% | 60%
Black 8% 9%
) Latino 11% | 23%
. Native=-Born Asian 4% 6%
. Immigrant Other 1% 2%
Age 1996 2010
Ages 20-34 35% | 26%
Ages 35-44 27% | 26%
1996 2010 Ages 45=54 24% | 25%
‘ . Ages 5564 | 14% | 23% I
. | / Nativity 1996 | 2010 |
iy L Native-Born | 86% | 71% Hoba
) L SOURCE: Robert W, Fairlie, University of California, W .
| 1

'._ I'\ ll.' b Santa Cruz, using the Current Population Survey. Immigrant 14% 29% . it
)
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The Kauffman Index of Entrepreneurial Activity 1996-2010 shows a dramatic change in the composition of entrepreneurs over that period of time. As you can see in this chart, there have been large increases in the number of new businesses started by Latino entrepreneurs, and by those who are immigrants as opposed to native-born. Those aged 55-64 also experienced a significant increase in the number of new entrepreneurs.

http://www.kauffman.org/uploadedFiles/KIEA_2011_report.pdf

Youth Entrepreneurship

e “Coming entrepreneurship
boom” among people ages 20
to 34.

e Limited job market leads teens
to consider entrepreneurship as
a viable alternative.

--Dane Stangler, The Coming Entrepreneurship Boom. Kauffman
Foundation, 2009
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Presentation Notes
Some studies have indicated that the cohort now going through our schools may be the most entrepreneurial group we have yet seen.



Young entrepreneurs provide the pipeline that produces the new businesses in our economy. 


Youth Entrepreneurship

e 4in 10 want to start business
e More males than females
e Helps to know an entrepreneur

e Confident they can do it

* Look to entrepreneurs for start-
up help

Source: YouthPulseSM 2010: Kauffman Foundation Custom Report, Harris
Interactive, 2010, http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-

survey-2010.aspx
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Presentation Notes
Kauffman Foundation commissioned a Harris Interactive Survey to measure and describe entrepreneurial activity among 5,000 U.S. young people ages 8-24.



4 in 10 have started or would like to start a business - 45% of males and 35% of females 

These young people are positively influenced by knowing an entrepreneur personally. Youth who personally know another entrepreneur have the strongest interest in starting their own businesses.  

The respondents to the survey were confident that they can start a business if they work hard

Teens starting a business would seek help first from someone who has started a business. Younger teens look to their parents first.



http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx
http://www.kauffman.org/entrepreneurship/youth-entrepreneurship-survey-2010.aspx

Small Business Facts

e 1-9 employees

e 100% of net
new jobs

e Growth Is key

Source: YourEconomy.org, Edward Lowe Foundation, 2008 data
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What percentage of net new jobs in the U.S. are created by companies with 1 to 9 employees?



According at the statistics presented in YourEconomy.org, virtually 100% of net new jobs are created by self-employed individuals and companies with 2-9 employees.



The most important feature of the companies with the most impact is that they are growth-oriented. These companies are also mostly new and young. 


United States 2006-2008

Self Employed Stage 1 Stage 2 Stage 3

o E{iﬂ Establishments gf, Jobs ily JobGrowth |



Presenter
Presentation Notes
Percent of Resident Establishments (average), Jobs (average), and Positive Job Growth in the United States, 2006-2008.



Self employed (1)

Stage 1 (2-9 employees)

Stage 2 (10-99 employees)

Stage 3 (100-499 employees)

Stage 4 (500+ employees)



Virtually 100 percent of net new jobs were created by the self-employed and resident businesses with 2-9 employees.




Economic Impact of Start-up Firms

e Only net job growth in U.S.
e 3 million jobs In first year
e 80 percent retained

e Job creation stable

Source: Johnathan Ortmans, “Message to the Incoming Class: It's All About
Startups,” Policy Dialogue on Entrepreneurship, 10/11/10,
http://tinyurl.com/2ckire9.
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Net job growth in the U.S. economy occurs only through startup firms. 

Older companies lose 1 million jobs annually 

New firms add an average of 3 million jobs in their first year. 

Job creation at startups remains stable during recessions

Net job losses at existing firms are highly sensitive to the business cycle. 

Start-ups retain 80 percent of their initial total employment to age five.

Source: Tim Kane, The Importance of Startups in Job Creation and Job Destruction, Kauffman Foundation, July 2010,  http://www.kauffman.org/uploadedFiles/firm_formation_importance_of_startups.pdf

http://tinyurl.com/2cklre9

Economic Impact of Start-up Firms

“When it comes to U.S. job growth,
startup companies aren'’t everything.
They're the only thing.”

Source: Tim Kane, The Importance of Startups in Job Creation and Job Destruction,
Kauffman Foundation, July 2010,
http://www.kauffman.org/uploadedFiles/firm_formation_importance of startups.pdf



Kansas Small Business Dynamics

“...without the birth of brand new
business establishments, Kansas
would have experienced negative net
Jjob growth in 22 of the 28 years
represented In the data.”

Source: Arthur P. Hall, Embracing Dynamism: The Next Phase in Kansas
Economic Development Policy, Kansas, Inc., 2010,
www.kansasinc.org/pubs/working/EmbrDyn3.11.10.pdf



http://www.kansasinc.org/pubs/working/EmbrDyn3.11.10.pdf

Start-up Rates

e 2010: highest level In
15 years

Annual Trend Data

e Self-employed.:

occupational decision ol L

« Employer firms:
economic decision

Source: Zoltan Acs, Brian Headd, and Hezekiah Agwara, “The Nonemployer Start-up
Puzzle.” SBA Small Business Research Summary, 2009; Kauffman Index of Entrepreneurial
Activity: 1996-2010, http://www.kauffman.org/uploadedFiles/KIEA 2011 report.pdf
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Start-up rates countercyclical 

Nonemployer firms (self-employed) - Occupational decision; correlated with state unemployment rates

Employer firms – Economic decision; correlated with state real GDP and somewhat with state unemployment rates



Source: Zoltan Acs, Brian Headd, and Hezekiah Agwara, “The Nonemployer Start-up Puzzle.” SBA Small Business Research Summary, 2009; Kauffman Index of Entrepreneurial Activity: 1996-2009



http://www.kauffman.org/uploadedFiles/KIEA_2011_report.pdf

Kauffman Index of Entrepreneurial Activity(1996-2010)
and Employer Establishment Birth Rate (1996-2010)
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SOURCE: Roben W. Fairlie, University of Califomia,
Santa Cruz, using the CPS and BLS.

NOTE: 2010 Employer Establishment Birth Rate

only includes Q1 and Q2

 http://www.kauffman.org/uploadedFiles/KIEA 2011 report.pdf
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Annual index shows that, while the 2010 startup rate remains the highest in 15 years, lack of other options may have driven founders to start sole proprietorships rather than more costly employer firms, http://www.kauffman.org/newsroom/jobless-entrepreneurship-tarnishes-steady-rate-of-us-startup-activity.aspx.

http://www.kauffman.org/uploadedFiles/KIEA_2011_report.pdf

Small Businesses Drive
Economic Growth
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Small businesses drive economic prosperity and create jobs in our community


®

Primary Entrepreneurship Movements

e Business incubation

e Microenterprise development

e Ernesto Sirolli's Enterprise Facilitation

e Technology & innovation

e Capital & community development corporations
e Economic gardening

e SBA & small business development


Presenter
Presentation Notes
Communities can help their small local businesses grow and become more successful by creating an entrepreneurship support network.






More resources available at

www.growinglocaleconomies.com/

Contact Information

Christine Hamilton-Pennell, M.L.1.S, M.A.R.
Growing Local Economies, Inc.

1460 S. Grant St.

Denver, CO 80210

720-394-5270

303-282-4280 (fax)
christine@growinglocaleconomies.com
http://www.linkedin.com/in/chamiltonpennell
www.growinglocaleconomies.com
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