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Abstract

I ncubators have now been set-up in many areas of the UK. Thereis, however,
concern as to the performance of these incubatorsin creating and developing new
businesses. This paper examines the literature on incubators, and links this to recent
research in the UK, to provide recommendations on the profile of a non-profit incubator
whose prime objectiveisthe formation of new businesses.

Policy Recommendations

To be successful as an incubator the facility should:
provide flexible space facilities
have clear entry criteria based on the formation of new businesses
st amaximum length of stay
be managed by the business development arm of the promoter
give clear priority to networking between clients and the promoter.

Introduction

The high mortdity rate of small firms and the problems of growth to aviable sze are
linked. Connected to this are the skill shortages which amost inevitably exist in any Sart-
up. The fundamental objective of any business incubator should be to help a new business
establish itsdlf in economic terms and to develop the manageria and operationd skills
needed to trade successfully. In essence the incubator should be judged on its ability to
provide value added support and assistance to the new client business. In this paper the
businesses who might use such an incubator are referred to throughout the paper as clients
and not as tenants since the latter denotes more of arenta relationship, whereas the former
is selected to indicate awider advice and support relationship.

Incubator Definition

A businessincubator can be defined as "afacility that provides affordable space,
shared office services, and business development assistance in an environment conducive to



new venture cregtion, surviva, and early stage growth” (Allen and McCluskey, 1990). It
will be argued in this paper that a business incubator should be characterised by:

(@) having a clear policy asto the entry criteriarequired of client businesses,

() supporting businesses whose business trading life will clearly beginin the
incubator;

(i)  having apolicy towards graduation where no business can stay beyond a
designated period,;

(iv)  having success measured by the development of the client businesses and not by
rental income (development being defined as the business enjoying annud sdes
growth and having moved on to premises outwith the incubator).

Managed Workspace

The vison of an incubator outlined above needs to be distinguished from that of a
Managed Workspace or Science Park. In the United Kingdom, the term “managed
workspace’ is often used to describe a variety of short-term starter business premises
(Jackson, 1989). In essence a managed workspace differs from abusiness incubator in that
it will accept businesses who are dready in existence and will have a graduation policy
based on the firm deciding when it wants to leave. Managed workspaces have avariety of
sponsors and dthough afew are run for profit (Jackson, 1989), many are funded by local
authorities, enterprise agencies and community groups (Hird and Taylor, 1981; Kemp,
1985; Bagwell, 1991). However, the problem remains of baancing enterprise devel opment
agand red estate management and many workspaces end up choosing the long-term rental
security of established businesses to whom most of the support services are of minimal
importance (Green, Boyland and Strange, 1989).

In astudy of seven managed workspacesin East Kent, Murrell (1994) interviewed
each of the managers and distributed a questionnaire to 75 tenants. A response rate of 40
per cent was obtained. An anayssof the findingsidentified that dmost dl of the small
bus nesses using the managed workspaces were, in fact, making the transition from their
house or garage and had been in business for more that 12 months making little, if any, use
of the serviceson offer.

Science Parks

The popular conception of Science Parksisthat of property initiatives that alow
commercialisation of academic research often in small firms close to higher education
campuses. However, one of the problem areas in the development of the Park is the quality
of the ties between park and campus (Massey and Weld, 1992). In redlity, firmswithin
science parks are often not new start-ups and not even science related with businesses of
different kinds attracted by the “ Science Park” labdl (Walker, 1994). Furthermore, science
parks have been criticised in terms of their success in nurturing businesses with no
sgnificant difference found between the closure rates or growth characteristics of high-tech
firms based on science parks when compared to those off-site (Storey and Westhead,
1994).



The Business Incubator Continuum

Table 1, examines "the businessincubator continuum”. On the far |€eft of the
continuum are the "for profit" property devel opment incubators motivated by red estate
appreciation and fees for services (Nyrup, 1986). On the far right are the "for profit" seed
capital incubators which take a stake in the companies under their roof (Smilor, 1987). In
the middle are the "non-profit" incubators which concentrate primarily on job creation and
fostering the entrepreneuria culture (Demuth, 1984). Findly, there are the academic
incubators which attempt to transfer university research and devel opment into new
products and technologies (Uddll, 1990).

Table 1 Business Incubator Continuum
Redl Estate Vaue Added Through Business Development
For Profit Non Profit Academic For Profit
Property Enterprise Incubators Seed Capitd
Development Development Incubators
Incubators Incubators
Primary Resdl estate New firm Faculty-Industry Capitdize
Objective  appreciation formation collaboration investment
opportunity
Job cregtion
Sl proprietary Positive Commercidize
servicesto tenant statement university research
of entrepreneuria
potential of an area
Secondary  Create Divergfy Strengthen Product
Objective  opportunity for economic baseservices and Development
technology of an area instructional
mission
Create Complement Capitdize
investment existing investment
opportunity programs opportunity
Generate Create goodwill
sustainable between ingtitution
income for and community
organisation
incubator
Utilize vacant
facilities

Source:  Adapted from Murrdll (1994)



Business Incubator Life Cycle

Table 1 provided detail on the various forms an incubator facility could take. Often,
for rental income reasons, the various forms and their objectives can become blurred (Allen,
1988) with firms often being in business for up to three years or more prior to joining the
incubator (Demuth, 1984; Spitzser and Ford, 1989; Platt, 1994). In addition, these firms
often do not meet any pre-determined sector or business profile. The responsibility for
managing the services of the incubator falls on the manager who is often under-resourced at
the start-up stage (Steffens, 1992).

In the business development stage, the shift from red estate devel opment to
enterprise devel opment occurs as the manager becomes more selective about the clients
(Lumpkin and Irdland 1988; Siemplenski, 1992b). The mgority of the manager'stimeis
often spent with existing clientsinstead of potentid clients and the manager is often
involved in directing entrepreneurs to available resources and service providers (Fry, 1987,
Armstrong, 1993). Synergies are built-up as clients begin to learn from one another and
use one another's services (Mangel sdorf, 1992; Gibb, 1993). This can sometimes happen by
default as clients decide that centra support is not effective, relevant, or desired. Maturity is
reached when the demand for space exceeds supply and comprehensive business services
are needed by dl tenants. This stage is usudly characterised by stringent admission and
graduation policies as the incubator moves fully towards entrepreneurial development and
the need for more space (McKee, 1992).

Funding

In the United States, business incubators often receive specid sponsorship during
their start-up stage to keep costs down (Banker, 1993). The god of many of these
incubatorsisto try and gradudly decrease their funding needs and be financidly sdalf
aufficient and commercidly viable on their own (Scott, 1992). However, until "bresk even'
is reached, insufficient funding can be a significant congtraint on an incubator's devel opment
(Allen, 1988). Allen and McCluskey (1990) have raised the important question of the need
for some form of on-going subsidy or sponsorship. Given the possibility of afive year
development period, it would appear that a case exists for the sponsorship or subsidy to be
in placefor at least that length of time. The struggle between enterprise development
objectives and sdlf-financing objectives can therefore impact on the admission of clients, the
quaity and range of servicesthey recaeive whilst in the incubator, and on the graduation
policies. The end result being that public aims are often subordinated to private ones
(Masey and Wield, 1992).

Benefits to Clients

The success of abusinessincubator will depend on the degree to which the needs of
the clients and the objectives of the incubator operator coincide. In other words, the
incubator processis more important than the individua objectives of the two groups.
Therefore, managers and clients should frequently consult with each other to determine
sarvice need and adjust provison accordingly (Allen, 1985; Feltus, 1993). Theam of an



incubator should be to take as much of the stress and strain out of start-up, particularly with
respect to creating the right support environment. (Levitsky, 1991). Wiles, Hekmat and
Wiles (1987) found, in their sample, that on-site financid counselling and management
counselling were the services most highly vaued by clients. Others have found that shared
sarvices and logistica support rank higher (Allen, 1985; Fry, 1987; Stackd, 1993).

Thefacilities can dso provide a"fertile field for businesses and not just abuilding in
which to lease space’ (Bullard, 1992). Incubators can provide and develop credibility for
the new firm through admission into its specid established environment and then from
positive word-of-mouth through its own network and contacts (Smilor, 1987; McKeg,
1992). The atmosphere of the incubator can be especidly developed if the incubator
manager(s) understand the nature of business start-up and can relate to the tenants and
build rapport (Armstrong, 1993). Clients also appreciate the idea of the being in the "same
boat" (Feltus, 1993). Incubator clients can provide a positive support environment for each
other aswell aswith the business development staff: "you encounter alot of problems, but
chances are that someone down the hall has run into the same problem and can give you
good advice...we toughen up through togetherness’ (Van Sant, 1991).

Research Findings

The following section of the paper summarises the findings of a number of supervised

research studies undertaken by students at the University of Stirling. Diver (1995) sought
to examine the potentia of business incubators to improve the rate of new firm formation in
Scotland and to test the perception of clients regarding the benefits of the incubator they
were located within. The Scottish Business Birth Rate strategy was introduced by Scottish
Enterprise (SE) in October 1993 and it proposed that the long-term economic growth of
the Scottish economy would be asssted by increasing the rate of new firm formation with
particular emphasis on new starts that have the potentia to achieve "significant growth”.
The principal objective of the strategy isfor Scotland to at least equd the UK average of
the annual number of new businesses created per head of the population by the end of the
decade. This means that Scotland would need to achieve afifty per cent rise in the number
of new businesses started every year by the end of this decade creating an additiona 25,000
new businesses by the year 2000 (Business Scotland, August 1994). One of the features of
the birth rate strategy is the possible employment creation potentia of such a strategy
succeeding. However, arecent Organisation for Economic Co-operation and Devel opment
report (1994) pointed out that:

only 10% of companies surviving at least Sx years created net jobsin the first

two years,

only 11% created net jobsin the first four years, and

after Sx years, only 34% of the survivors had created net jobs.

The report concludes that "'small establishments are disproportionately responsible
for both gross job gains and net losses. The latter is due to the relatively high mortdity rate
of new, smal establishments.

The study by Divers (1995) was based on incubator facilities which had alink with a
Scottish university. Asindicated earlier in this paper, the definition of an incubator isin



redlity problematic and thisis reflected in the descriptors employed by each of the facilities.
All of the clientsin the incubators received a questionnaire amounting to 118 clientsin all.
Topics covered included: type and age of companies, opinions on the incubator Site and
prestige, use and perception of quality of incubator services offered, and opinions regarding
the viability of the incubator. A total of 47 completed questionnaires were returned giving
the response rate of 39.8% detailed in Table 2.

Table 2 Response Rate
Stirling West of Scotland | Aberdeen Science | Strathclyde Totd
Innovation Park | Science Park Park Univerdty

| ncubator
15/30 14/30 13/30 5/28 47/118
50% 47% 43% 18% 39.8%
Source: Diver (1995)

It appearsto be the case that businesses within incubator facilities suffer from
questionnaire fatigue. (Udell, 1990b). This fatigue was evident from the Strathclyde
response rate where the manager stated that "there has been so much media attention since
the unit opened in 1993 that clients are fed up with it al and no longer participate in
research’.

Business Profile

Figure 1 indicates that almost two thirds of the respondents were consultants 62%
(29 firms), with 13% (6 firms) involved in computer technology. Six firmswerein retailing
with an additiona 10% (5 firms) identified as researchers. Approximately 41% of firms
were sole traders, 20% were subsidiaries of another business, and 17% were limited
companies. In terms of employment, the figures indicate that overadl increasesin
employment have occurred. Since entering the incubator the mean number of employees
has risen from 4 to 9 whilst median vaues have risen from 2 to 7. In terms of the length of
stay in the park, both the mean and median values for the respondents was 30 months with
the longest period being 60 months.



Figure 1 Type of Business

5 Firms

6 Firms

6 Firms B Consultants
B Comp. Tech
ORetailers

OResearchers

OOthers

29 Firms

Source: Diver (1995)

Intangible Benefits

The survey of intangible benefits yielded some contradictory results. 66% of the
respondents were neutral as to the business credibility of being located within the park, yet
to a separate question on the prestige attached to a university campus location, 37% agreed
it was prestigious with a further 43% neither agreeing or disagreeing. However, 49% of
respondents rated the opportunity for networking afforded by the location very highly with
afurther 29% being neutra on the networking opportunity. In a separate question on
running a business being alonely pursuit, 46% of firms were strongly supportive of the
opportunity to talk to othersin asmilar situation. Only 17% did not agree with this.

Direct Services

The returns with respect to the clients view of the quality and range of direct services
on offer yielded interesting results. With the exception of cleaning, dl other direct services
were rated as being used either only occasionaly or never. For example, two thirds or more
of clientsindicated that they never used the following services: typing, fax, sports centres,
media services, computing services, with only haf using equipment hire and catering. Y €,
when the services were actudly used, clients were generaly happy with the quality. These
results would appear to indicate alack of communication between service providers and
sarvice users. This gpparent lack of knowledge of availability of services was common to al
the incubators surveyed.

Professional Services

Respondents were surveyed on their use of professond advice or assstance in the
incubator. 88% of respondents stated that they had not received any professiona advice or
assistance whilst in the incubator. Of the 12% who stated they had received assistance it
took the form of grants and or loan advice, internationa marketing assistance, lega advice



and accounting assstance. All respondents found the advice useful but only one firm felt
that they atered their business method as aresult. 72% of the respondents indicated they
had never taken part in any form of training whilst in the incubator. Of the remaining 28%
who had taken part in training of any kind, 73% of them had found it useful.

The results of this survey are representative of some US studies (Spitzer and Ford,
1989; Allen and Bazan, 1990) in that business and professond service assstance is not
generaly used and valued by clients of incubators. This view needsto be looked at very
carefully. Clients, in generd, of the support network in the UK often fail to recall, or give
credit for, advice they receive. Thus the accuracy by which they indicate their use of such
forms of professiona services needs to be questioned. In addition, the nature of the sample
isimportant. Consultants and sole traders are perhaps not the best group to have as
mgjority of your sample when discussing such an activity. It is however possble to suggest
that professiona services do need to much more tailored to the needs of the clients and this
was commented on within the survey.

Length of Stay

When asked how long they expected to stay, 29% indicated indefinitely, 27% stated
they did not know, whilst 22% indicated a period of between threeto four years. As
indicated earlier, an incubator should have a strategy of churn within the facility and not
alow firmsto stay beyond the agreed period. Clients need to know just how long they can
stay and plan accordingly with the incubator manager. The one mgjor item of agreement
amongst respondents (98% of al respondents) was that the time in the incubator was
insrumenta in improving the success rate of anew firm.

In asecond study, Waker (1994) examined whether or not a sample of incubatorsin
the UK were actudly supplying the direct and professional services felt necessary for
incubators to fulfil their enterprise development role. A common feature of Six out of the
eight incubators was the on-gite provision of areatively uniform range of direct services
typicaly including a""big company fed" reception area, secretarid services, fax,
photocopying, conference and meeting rooms. Interms of professional service provison
there were no common features. In four out of the eight incubators no in-house support
was available with support bought-in if needed. In the other four incubators various forms
of business software support existed, particularly with respect to business plan formulation
and advice on financia planning and funding. Only in one of the incubators, the Aberdeen
Science and Technology Park, was the software services operated by the business
development arm of a publicaly funded Loca Enterprise Company.

Business Life Cycle

In five out of the eight incubators, less than one-third of the businesses actually
darted their businesslifein the incubator. It was evident that the on-Ste managers, where
they existed, spent more time dedling with collecting rents and on basic office issues. Where
on-site professiond software support organisations existed they were often more interested
in seeking off-gite lucrative business to pay their way. Only in the Barndey (European
funded) Business Industry Centre (BIC) was the difficult balancing act between enterprise



development and redl estate objectives achieved where both direct and professona service
provison was in-house and rated of a high standard by the clients.

Again, aswith Diver (1995), the problems relating to professiona support centred
around the knowledge of clients of the existence of this support on-ste, the need to show
how it was relevant and would give practical help, and the need to overcome the reluctance
of clientsto use the servicesin the first place. Thereis a clear need to move away from the
viewpoint held by many dlients, potentia clients of incubators and their derivatives, that
their main function isto provide cheap, secure premises from which to operate.

Within the sample of eight incubators, 60%, or five out of the eight incubators, were
fdt, by clients, to have little interactive communication between the manager and the
clients. The managers tended to have a passive landlord image as opposed to an active
supporter image, thus creating a"them and us' Situation. It wasthe view of clientsin two
of the eight incubators that important tangible benefits had occurred especidly with respect
to the development of a supportive atmosphere and acommunity spirit amongst the clients.
In one of the incubators, where 50% of the 57 businesses had started on-site, there was
concern by both clients and the site managers over admitting too many new starts because
of therisks attached to such business and their failure to meet even graduated renta
payments.

Recommendations

A not for profit incubator should:
1. Provideflexible space and rentd facilities.

Firms need to be able to move between unit sizes as needed. If the start-up size
needed is 200 square metres, or 400 square metresit will be available. The three year
trangtion to leaving the incubator can be in defined stages of property Sze designed to
manage the growth. Moving through the size range adlows smaller units to be released for
new occupants. Aswell asflexible space, the renta policy can aso be developed ona
flexible basis with rents being determined by a graduating percentage payment scae over
the firgt year to eighteen monthsin the facility.

2.  Haveacdlear policy asto the entry criteriarequired of clients.

Businesses should gtart thelir trading life within the incubator. The only exceptions to
thiswould be firmswho are very clearly in the preliminary stages of their trading life. This
will help maintain the "in it together" stuation of the facility. The survival rate can be
increased by selecting firms who have either been through an existing pre sart-up
programme or whose business idea has been evauated by either the business devel opment
saff of the incubator or ardated agency. On this basis, evidence exits to suggest that up to
80% of the firms selected will fill bein business after 5 years (Barcelona Activa, 1994) .
Thiswould clearly link a place in the incubator to an enterprise devel opment start-up
programme.



The firms selected could be identified by means of an industrial or sector strategy.
Too many incubators or science parks have firms which are service and or consultancy
based, sole traders, or firmswhose likdly field of business lendsitself to small scae. These
firms make little if any demands on the direct and professona services of an incubator and
arelooking mainly for chegp and secure premises from which to operate within over the
longer term.

3. Clearly st the maximum length of stay in theincubator.

The consensus on thisis a period of 36 months. This can prevent the redl estate
objective from becoming more important than the business devel opment objective and the
maintain the " start-up community" concept. There will often be pressure from businesses
for longer tenancies. In the case of businesses which have a heavy capital investment the
maximum time can possibly be extended to five years.

The incubator should not be seen as being in direct competition with private sector
property companies for clients and their rental income. One of the ams of the incubator is
to create /businesses who, after their length of stay is complete, will become customers of
the private sector for an industrial unit. Creating more businesses who survive can only help
increase the demand for industria property.

4.  Bemanaged by the business development arm of the promoter and not the
property function.

Thereisaclear need for the manager and the support staff of the incubator to be
credible in the eyes of the clients. This can only be achieved by business development staff
who have direct business start-up expertise. Their remit should be to be proactivein the
support given to clients and be able to ensure that the business software on offer is both
known to the clients and considered to be relevant. The business support function should be
in place a the initiation of the facility and not built up on the basis of break even position
being achieved a some point in the life of the facility.

5. Promote the networking and intangible benefits dement of an incubator facility.

The basic building block of thisisthe nature of the common situation of the clients.
Thus, the need to avoid diluting the start-up profile of the businesses within the incubator.
In addition, it isimportant to design the facility to have a physical area set asde within
which networking will take place in anatural way e.g. acentra point which hasfacilities
such as mail collection, photocopying, coffee and restaurant facilities. This could also be
achieved by the use of common training facilities used by clientsincluding alanguage
[aboratory. The manager and his or her staff should have as one of their prime objectives
the development of a client networking strategy.
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