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Abstract

Business incubators have long been touted as engines for growth of local economies.  But paradoxically the management practices for business incubators varies widely.  There is not a well-developed method for either measuring success or enabling the success of these incubators.  Here, we address this issue by reporting the best practices as perceived by the managers of business incubators.  In addition, we contrast best practices as perceived by managers for university, public sector, and private sector business incubators.  Our findings demonstrate the thinking by business incubator managers regarding practices that lead to incubator success and show the contrast for the three types.  By describing and sharing our findings, we aim to develop a dialog that will help business incubators to optimally impact their local economies.
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Small firms have long been known to be very important in economic development because they are flexible, innovative, and proactive in meeting market needs (Alikhan, 2001; Kloftsen & Jones-Evans, 1996; Masuda, 1980, Oakley, 1991).  To facilitate the development of new business, and from a modest beginning in 1957 (Kilcrease. 2012), a number of institutions have started business incubators (Leblebici, & Shah, 2004).  While business incubators are started normally for the purpose of economic development, not all have similar practices.  Our aim for this paper is to describe the management practices and philosophies of university, private, and public business incubators, and determine the consistency or divergence of these practices. Our focus is on the personal perceptions of business incubator managers that pertain to their work of generating value for the local economy.
We divide the population of business incubators into three categories.  University business incubators are those funded primarily by educational institutions.  The sponsors range from research institutions to community colleges and technical schools.  Public business incubators are primarily funded through state and local government, including economic development agencies.  Private business incubators are either independent or primarily funded by private interests such as venture capitalists, foundations, or corporations.
We have reason to believe that business incubator practices are inconsistent.  The literature on best practices either lacks theory, or is limited to business incubators of a specific theme. For example, Montgomery (2007) identified incubator practices that separated successful from unsuccessful creative industry business incubators. Practices included offering artists assistance with business operations that help with scalability such as business planning, business advice, marketing expertise, meeting spaces, office administration, access to computers, and whatever else seems to be a barrier to success. Space was designed to facilitate interactions among the artists. Successful incubators also tended to have an anchor business such as a successful gallery or art trader that would facilitate market making. Successful incubators would not have excessive debt, and usually relied on financial support other than loans that had to be paid back. This financing reduced the rent burden on the artists, which was a major contributory factor to business failure. To ensure public support, successful incubators had won the support of local policy makers. 
These success factors make a lot of sense, and reflect intuitive thinking about business incubators. The methodology is based on comparing the practices of successful and unsuccessful incubators. However, it is not clear that the optimal practices that would most efficiently stimulate the local economy and society have been identified. It is also not clear that these practices reflect the thinking of incubator managers. The model also seems to rely on gaining public support within a mixed economic framework.
Another approach to best practices is described by Bose and Kiran (2014) who propose a set of best practices in agribusiness. Based on a literature review, these authors identify eight best practices including affiliation with a university. Other best practices focus on clarifying the purpose of the incubator, strategic selection of services, and having qualified incubator management. These best practices significantly differ from the Montgomery (2014) model in that the source of support is a university and not public support. Also, the Bose and Kiran (2014) model seems more focused on selection of clients into the incubator and, once inside, shepherd them to viability and scalability. There is an emphasis on growing new ventures to have significant impact on the local economy. This approach contrasts with the Montgomery approach that seems to allow for a durable community of small, nonviable ventures that engage in cultural production. 
While there are differences in policy and industry environments that affect these recommended best practices, we should still expect them to be somewhat similar. Both business incubator types aimed to stimulate the local economy through spreading innovations and launching new ventures. There is no explanation why these lists of best practices differ so much. Without such an explanation, business incubator managers, and the policy makers who support business incubators, will not understand how incubators can optimally promote local economic development. 
Our article addresses this gap in theory by describing the perceptions of business incubator managers. These managers are charged with promoting local economic development and have developed insights based on their experience with successful and unsuccessful entrepreneurs. We think that their expertise contains clues that will help us to understand the link between business incubator operations and local economic development.
Researchers have investigated the value of insights from business incubator managers. For example, Nair and Blomquist (2018) reveal that incubator managers may not always promote ventures. If there are problems with the talent mix, organization, or business model, incubator managers may engage in failure management. Failure management may involve taking entrepreneurs in struggling ventures and teaming them with other entrepreneurs in different ventures. The struggling entrepreneurs therefore avoid much of the psychological damage associated with venture failure. The incubator and local economy benefit because the valuable ideas and insights of the struggling entrepreneur are retained and contributed to a scalable venture with potential to generate value for the local economy. 
The Nair and Blomquist (2018) article deals with how business incubator managers approach venture failure. It is based on extensive interviews with incubator managers and entrepreneurs in publicly funded, privately funded, and university funded incubators, but does not contrast between the three types. Our research takes a similar approach in that we base our insights on interviews, but we extend this approach to focus on best practices, and explicitly distinguish best practice between the three types. 
Research has shown some important differences between public and private business incubators. Frenkel, Shefer, and Miller (2008) investigated whether the growth of private sector incubators in Israel could substitute for the public sector.  They found that while private sector incubators were useful for fostering new firms in select and specific fields, public sector ones were better at sponsoring a wide variety of new ventures.  For optimal economic development, they suggest that both types of business incubators were necessary.

Methodology

We investigate management practices of business incubators through structured interviews.  Our instrument was first developed through a review of the literature on best practices in business incubator management. We refined the areas of inquiry based on our team’s own experience as entrepreneurs and scholars of entrepreneurship. We then pilot tested the instrument on a small set of experienced incubator managers and appropriately refined the questions. Balancing the need a) to obtain a comprehensive view of incubator management and b) to respect the time commitment of incubator management led to further revisions.  Our final instrument is shown in Figure 1.
Our sample frame includes a variety of business incubators from the east coast to the Midwest.  Our goal was to survey as wide a range of business incubators as possible.  Our convenience sample built on our interpersonal relationships with incubator managers, as the time commitment required to complete an interview was substantial.  Our interpersonal relationships helped to ensure honest feedback from managers as well as extended follow-up dialog on important issues.  For example, incubator managers felt free to discuss the reasons for their practices in multiple cases, which gave us additional beneficial insights.

Findings

The convenience sample that forms the basis for this study draws on a major urban area on the eastern seaboard of the United States. The geographic region parallels the history of business incubators. In 2012 there was one primary business incubator and today there are fifty including a variety of types of business incubators plus accelerator programs, co-working spaces, and maker-spaces.
The business incubators surveyed for this pilot study are powerhouse incubators and, interestingly, share much consistency in regard to management practices. The points of divergence are specific to incubator type versus being true points of divergence.
Consistent Management Practices. The business incubators surveyed emphasized the importance of their physical spaces, were of relative size ranging from 40,000- 68,000 square feet, and focused on creating collaborative, collision-prone working environments. None of the incubators declared an industry focus although some of the physical space of a university incubator skewed the balance of the startups in favor of particular academic emphasis. All incubators offered a variety of work spaces from private offices to dedicated and non-dedicated work spaces and prices were comparable indicating a desire to make business incubation accessible while not sacrificing admission criteria. Similarly, each incubator offered a variety of options correlating to various levels of engagement from more traditional affiliate and resident membership to short-term programs requiring a smaller time commitment. Occupancy levels were consistent at 70- 100%, and the average number of employees is three to five. 
The leadership of the incubators emphasized two things in considering incubator applicants (1) the value creation potential of the startup over admitting or focusing on specific industries, and (2) to the extent to which the incubator team could actually be helpful to the startup. If the incubator team could not be of significant assistance, they connected the startup with people who are better suited to support them.
In addition to all the factors and variables, an overarching influencing factor regarding incubator success was the attitude of incubator leadership. The leadership of the incubators in the survey demonstrated a high level of commitment to the startups in their incubators, and the importance of applicants truly wanting to be an interactive part of a collaborative community. 
Divergent Management Practices. Incubator leadership varied and reflected selection criteria. A university-incubator required a one-time five percent common equity stake in admitted startups while a quasi-government incubator did not. One of the primary selection criteria for a university incubator was the strong likelihood of the startups attracting venture funding. The senior leadership of that incubator had an investment banking background. In incubators where this was not a selection criteria, the senior leadership were serial entrepreneurs who had experience starting, running, and funding startups.
The size of the various incubator teams varied significantly from four to twelve full-time employees, thus screening processes varied from two person screenings to twelve person screenings. Each incubator is deeply committed to the startups they admit developing strong relationships with the founders and their teams thus, larger the incubator teams may be more effective in connecting the startups with the resources that will help them succeed.
Each incubator included specific programs to their program offerings that were distinct from other incubators, and some of these programs catered to specific industries.

Discussion

Although there seemed to be a common attitude that the business of business incubation does not vary that widely, and thus there are not really unique incubator program offerings, the question uncovered points of differentiation which could be extrapolated and innovated upon, and business incubation methodology has been in a period of rapid expansion since the late 1990s/early 2000s.
Incubator leadership consistently indicated that they connected applicants to other incubators if they themselves were unable to effectively assist. Does a collaborative entrepreneurial ecosystem correlate to a stronger economy and does this have geographical limits? This is one area of future investigation not currently emphasized in the literature.
As a pilot study, our initial findings show the nuanced and complex nature of effective incubator management. As perceived by business incubator managers, successful operations appear to have the following characteristics:
Weak industry focus
Space designed for “collisions” between entrepreneurs that will spur interpersonal interactions and new venture ideas
Significant efforts to find the right combinations of entrepreneurs, even if that means reaching out to other business incubators.
[bookmark: _GoBack]Further research in this area will seek to build on these findings. We plan to extend our interviews to university-funded incubators and incubators in other geographical areas. This approach will investigate whether the practices we identify are artifacts of a specific region. Further, we plan to complement the interview methodology with investigations of venture success after leaving the incubator. These investigations will give more insight into our original question of determining business incubator practices that best contribute to local economic development.
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Figure 1
Survey instrument for structured interviews

Business Incubator Research Project


[General]
How do you classify your business incubator? University-affiliated, government-sponsored, or private sector?

What is your current occupancy level? Highest and lowest occupancy rates? What is your typical occupancy rate? What contributes to occupancy levels?
	(location, industry focus, programs offered, type of incubator, etc.)

Does your incubator have an industry focus or specialization? 

What types of industries are represented in your incubator?

Do you target different types of companies? 

How do companies find your incubator?

How do you go about attracting companies to your incubator?

What is the process for joining the incubator? What are the criteria? Is there a screening process, and if yes, who does the screening? 

If a company meets your screening criteria but is outside an industry focus/specialization, do you invite them to join your incubator?

When companies join the incubator have they established themselves as a formal business? (LLC, inc., etc.)

What is the average number of employees of the companies in your incubator?

What percentage of your companies have participated in either another incubator or accelerator prior to joining your incubator?

What is the size of the staff at your incubator?

How are you funded?

What is the dollar range for how much companies pay to be part of your incubator? How do your rates compare to commercial prices?


[Programs]
What services does your incubator offer? Who provides those services (i.e. staff, outside subject matter experts)?

How do you determine which services to offer?

How do you inform members of events, showcasing opportunities, and financing opportunities?

What special programs do you have that are unique to your incubator?

Do you have a mentor network? How do you identify and engage the mentors? What is the structure for mentor engagement?

What events do you have to facilitate effective networking? How do you measure this?

How engaged are the member companies in the services and programs you offer?


[Assessment]
What are the advantages of being a a(n) (university, government, private sector) business incubator versus the other types?

How many successful companies have left your incubator, sustainably, after two to five years?

Is there a maximum number of years or time that a company can stay in the incubator? What is the criteria? 

How do you measure (overall) success?

Does your incubator take an equity stake in companies? 

Do you offer special incentives to clients? Give examples.

How do you work with other incubators? (network/effect)


