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Small Business Activity Study
Key Takeaways


In 2012, small firms, defined by the Small Business Administration as those with fewer
than 500 employees, represented 98.6% of Texas employers. A more useful definition
may be SBF100 firms (those employing less than 100 workers) by putting more emphasis
on the most entrepreneurial sector of the economy.



In 2012, SBF100 firms hired roughly 3 million workers and had an estimated total
economic impact of $844 billion in gross output.



Of these firms, the construction ($68.8 billion), professional-scientific & technical
services ($68.1 billion), retail trade ($62.4 billion) and health & social services ($53.6
billion) sectors had the most impact.



SBF100 firms in 2012 generated $13.866 billion in state revenue and $14.97 billion in
federal revenue.



Studies have shown that SBF 100 firms provided experience and on-the-job training to a
broader segment of the population, on average, than larger firms do.



Studies have also shown that children of small business owners are more likely to start
small businesses of their own.



A growing portion of the workforce, known as “giggers”, have found autonomy and
increased income by putting their higher skillsets to work in multiple temporary work
assignments. This portion is projected to rise, placing growing importance on the need to
understand the issues associated with it.



Recent studies have shown that job creation does not depend on firm size, but rather on
firm age. In other words, newer small firms likely create more jobs (on their way to
becoming large firms) than older small firms.



Rural areas in Texas, as well as the entire US, are transitioning from an agricultural and
manufacturing-dominated economy to a more sustainable and diverse urban-rural
interdependence model.



Cities with a higher concentration of creative class workers are more resilient in turbulent
economic times, but studies point to the lack of focus on negative impacts this has on
low-income workers dealing with higher costs of living.



Small business development is greatly discouraged by the lack of capital, assets,
information, and proper management.
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Executive Summary
The Office of the Governor contracted with CCBR to investigate the economic impact of Texas
businesses with fewer than 100 employees and to identify factors that contribute to their success
or failure. In order to achieve this goal, a multi-prong approach was taken that includes:


Economic analyses estimating the impacts of small business based on
region, industry and size



Exploring and analyzing issues of small business ownership, birth and
death rates of small businesses and their impacts on job creation and
destruction



Examining processes associated with export opportunities for small
businesses in Texas, as well as providing input from a sample of city
managers and economic development directors



Compiling a summary of relevant literature identifying potential indicators
that may impact small business activity

This executive summary outlines and summarizes those findings. A full report with background
information, as well as reference materials is available online.

Combined Economic Impacts of Small Businesses with Fewer than 100
Employees
The Small Business Administration (SBA) state profile for Texas shows that in 2012 small firms
represented 98.6 percent of all employers.1 In 2013, firms with fewer than 100 employees held
the largest share of small business employment equating to approximately 32 percent of all
workers in the Texas economy.2 The SBA defines small business as firms having fewer than 500
employees. However, keeping in line with the previously conducted studies, Little Companies,
Big Impacts, small businesses here is defined as firms with fewer than 100 employees (SBF100).
This gives attention to the smaller firms that are usually linked with the entrepreneurial spirit of
the American economy.
The present study focuses on SBF100 and estimates their contributions in Texas using economic
multipliers. In addition, a series of maps demonstrate the relative strength of these small firms in
association with six industrial clusters based on 28 Workforce Development Areas (WDAs).3
SBF100 is separated into employers and nonemployers.4

1

SBA. 2015. Small Business Profile: Texas https://www.sba.gov/sites/default/files/advocacy/TX.pdf
SBA. 2015 https://www.sba.gov/sites/default/files/advocacy/SB%20Profiles%202014-15_0.pdf
3
Clusters as defined by the Governor’s Office; See http://www.twc.state.tx.us/partners/workforce-developmentboards-websites for a list of Texas Workforce Development Areas.
4
Non-employers are defined as a business without paid employees. Source: SBA Firm Data Size,
https://www.sba.gov/advocacy/firm-size-data#ne
2
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Economic impact studies show the effects that changes in production or employment from an
industry (the direct effects) have on suppliers of that industry (the indirect effects) and on the rest
of the regional economy through changes in spending by households due to jobs supported by
the direct and indirect impacts (the induced effects). In quantifying these changes, the studies can
show the importance of the industry to the region.
The data shows that small employer firms with fewer than 100 employees hired around 3.0
million workers in 2012 (see Table 1). Small firms represented nearly 98 percent of the 398,600
private firms for that year, and their 2.9 million jobs accounted for 31.9 percent of the 9.4 million
jobs in Texas.5
Table 1

Texas Small Business Facts
(2012)
Texas
Number of small businesses in Texas according to SBA
Number of small businesses in Texas with fewer than 100 workers
Small businesses with employees according to SBA
Small businesses with employees for firms with fewer than 100 workers
Small businesses nonemployers according to SBA
Total workers employed by small businesses according to SBA
Workers employed by all sizes businesses according to SBA
Workers employed by small businesses with fewer than 100 workers
*

Sma l l Bus i nes s Admi ni s tra ti on defi ni ti on of s ma l l bus i nes s

**

Defi ni ti on us ed i n the pres ent s tudy

2012 estimates
2,412,717
2,404,854
398,593
390,730
2,014,124
9,350,029
4,275,868
2,978,361

*
**
*
**
***
*
*
**

*** Al s o defi ni ti on us ed i n the pres ent s tudy a s non-empl oyers

Using 2012 as the base year, the estimated total economic impact of small employer firms with
fewer than 100 employees, measured in terms of output, i.e. production, was $844 billion.6 The
total employment impact was estimated at 5.4 million jobs and their direct value added, i.e. gross
state product (GSP), impact was calculated to be $478 billion.7
When adding the impacts of nonemployers, the combined total economic impact of SBF100, in
terms of production, was roughly $1.02 trillion. The combined total employment impact was
estimated at 6.6 million jobs, and the combined GSP impact was calculated to be at $586.1

5

The Census Bureau through the Statistics of U.S. Businesses (SUSB) provides national, state and metropolitan data on
enterprises by size and industry. An enterprise is a business with one or more establishments under common ownership or
control. For the present study, “a firm is defined as part of an enterprise tabulated in a particular industry, state or
metropolitan area.” Taken from www.census.gov/econ/susb/introduction.html; on January 25, 2010.
6
These impacts should be interpreted as the upper limit impacts from these firms. The lower limits are shown as the direct
impacts. Therefore, an average from the Total Impacts and the Direct Impacts for each industry will indicate a moderate
estimate of the impacts.
7

Appendix A in Economic Impact of Small Businesses with Fewer than 100 Employees document presents gross
state product estimates by the Bureau of Economic Analysis and by the IMPLAN group.

6

billion. These small firms also produced a combined $13.9 billion in state revenue and a
combined $14.9 billion in local governments’ revenues.

Employment of SBF100
Chart 1

*Only direct employment

Nonemployers and employers with fewer than 100 workers totaled 3.7 million direct jobs Out of
the 20 sectors, health & social services ranked the highest with a total estimated employment
impact of 769,000 jobs, followed by construction with over 749,000, and retail trade with over
718,000 jobs.
Another way to understand the contributions of small firms is to calculate their relative
importance by sector. Chart 1 shows sector rankings according to the percentage of employment
by SBF100 with respect to the total in that sector.
Value Added
Value added is a good measure of the economic contributions of an industry to the surrounding
area because it takes account of where the production of goods and services occurs. Table 12
exhibits the combined estimated value added impacts from nonemployers and employers with
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fewer than 100 employees. The total direct value added of $320.4 billion and total impact of
$586.1 billion in Texas for 2012.8

Table 2
TEXAS: EMPLOYER AND NON-EMPLOYER
VALUE ADDED IMPACTS OF SMALL FIRMS WITH FEWER THAN 100 WORKERS
(Millions of dollars for 2012)
2-digit NAICS and Description

Direct

Indirect

Induced

Total

23 Construction

$30,510

$24,251

$14,048

$68,809

54 Professional- scientific & tech svcs

$41,539

$12,034

$14,549

$68,122

44-45 Retail trade

$44,240

$3,056

$15,086

$62,381

62 Health & social services

$27,724

$9,582

$16,277

$53,583

31-33 Manufacturing

$15,858

$23,642

$12,999

$52,499

42 Wholesale Trade

$23,534

$7,525

$9,795

$40,854

53 Real estate & rental

$27,139

$4,833

$6,988

$38,960

81 Other services

$21,081

$6,195

$6,601

$33,877

21 Mining

$20,567

$7,489

$4,910

$32,967

52 Finance & insurance

$16,123

$8,893

$7,433

$32,449

72 Accommodation & food services

$12,606

$6,557

$6,484

$25,647

56 Administrative & waste services

$12,619

$5,284

$5,463

$23,365

48-49 Transportation & Warehousing

$12,324

$5,962

$4,284

$22,571

51 Information

$4,587

$2,224

$2,080

$8,891

22 Utilities

$3,246

$1,991

$1,255

$6,493

71 Arts- entertainment & recreation

$3,032

$1,221

$1,216

$5,468

61 Educational svcs

$2,293

$975

$1,428

$4,696

55 Management of companies

$753

$669

$631

$2,053

11 Ag, Forestry, Fish & Hunting

$599

$533

$292

$1,424

$30

$479

$455

$963

$320,405

$133,396

$132,273

$586,073

92 Government & non NAICs
Total

The construction sector has the largest impact ($68.8 billion) followed closely by professional,
scientific and technical services ($68.1 billion), retail trade ($62.4 billion) and health & social
services ($53.6 billion).
Output
In 2012, output generated by SBF100 amounted nearly $1.02 trillion. Table 3 shows the ranking
with the construction sector at the top of the list ($158.3 billion) followed by the manufacturing
sector ($134.8 billion), and the professional, scientific & technical services ($107.9 billion).

8

This value added does not include the government sector. See the Appendix A for disaggregated value added (Gross State
Product) data from the BEA.
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Table 3

When calculating percentages of the direct output produced by SBF100 firms, with respect to
their sector’s output, the other services sector ranks first place with 67.0 percent of the value
added. It is followed by construction with 52.0 percent; professional, scientific and technical
services with 46.6 percent, arts, entertainment and recreation with 43.5 percent and health care
and social assistance with 36.6 percent.
Fiscal Impacts
Another important impact is the generation of tax and other nontax revenues to the state and
local governments. These revenues come in the form of sales, property, severance taxes and in
fees and other nontax revenues.

9

Table 4

TEXAS: EMPLOYER AND NON-EMPLOYER
FISCAL IMPACTS
(Dollars 2012)
State of Texas revenues
Local governments revenues

$13,866,400
$14,965,900

For the state of Texas and all local governments in the State, the activities of SBF100 firms,
generated $13.87 billion in state revenue and $14.97 billion in local governments revenue in
2012. As mentioned before, these revenues include sales and property taxes. Additionally, not
included in the previous revenues, the state of Texas collects $39.7 million in franchise taxes and
$251.3 million in Social Security contributions.

Clusters and small businesses by Workforce Development Areas
(nonemployers firms only)
In this section, six clusters are mapped into 28 Workforce Development Areas (WDAs),
indicating the relative strength of the cluster by the portion of small businesses with fewer than
100 employees with respect to the total number of businesses in the respective cluster.9 These
clusters are: petroleum refining and chemical products, biotechnology and life sciences, energy,
information and computer technology, advanced technologies and manufacturing, and aerospace
and defense. Based on the location quotients, each map shows WDAs that have the importance
of that sector cluster above the rest of the State. The WDAs are mentioned below for each sector.

9

The State Legislature identifies industry clusters as: “… a concentration of businesses and industries in a geographic region
that are interconnected by the markets they serve, the products they produce, their suppliers, the trade associations to which
their employees belong, and the educational institutions from which their employees or prospective employees receive
training” in the SB275, Government Code, Section 481.001 (6). Taken from Texas Industry Cluster Initiative Background at the
Texas Workforce Commission web site: www.twc.state.tx.us/ticluster.html
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Petroleum Refining and Chemical Products Cluster
 Permian Basin
 Panhandle areas
Biotechnology and Life Sciences Cluster
 North Central Texas
 Capital Area
 Gulf Coast
Energy cluster
 Permian Basin
 North Texas

Information and Computer Technology Cluster
 Capital Area
 North Central Texas
 Dallas
Advanced Technologies and Manufacturing Cluster
 Capital Area
 North Central Texas
 Dallas
Aerospace and Defense Cluster
 Middle Rio Grande
 Capitol Area
 Brazos Valley
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Preliminary Results for Cross-Section Study of Establishment Sizes by
Sector and County-Level Income in Texas for 2012
Several small businesses have positive impacts on wages but the majority do not pay higher
wages than their larger competitors. To understand the economic impact of small businesses,
particularly those with fewer than 100 employees, in the state of Texas, this part of the study
analyzes the relationship between the relative importance of these firms in their respective
industries and the level of households’ median income across counties in the state. The study
finds that in some industries the higher percentage of very small firms is positively related to
higher incomes. On the contrary, in other industries this relationship is reversed: high percentage
of small businesses are related to lower than average county income.
These results are consistent with studies that show that smaller firms do not hire the more
educated and skilled workers but they provide experience and on-the-job training to a broader
segment of the population than larger firms on average. In particular, a worker may gain more
prompt exposure to a broader segment of the company’s business in a smaller firm, due to a
higher degree of integration across functions within the firm (Shaffer 2006).
The study partially follows Shaffer’s paper on the relationship of counties’ median household
income growth and the size of firms in the U.S. Similar to Shaffer’s paper, the present study
uses a cross-section sample of counties and analyzes how a set of variables, including the relative
size of businesses by sector, affects counties’ incomes. Also, similar to Shaffer’s study, we used
percentages of units of small businesses by sector rather than the employment numbers. Different
from that mentioned paper; here the dependent variable is counties’ median household income
level instead of income growth. What's more, instead of four industrial sectors here six sectors
are studied: professional, scientific, and technical services; health care and social assistance;
manufacturing; transportation and warehousing; construction; and other services.
The healthcare and social assistance sector results show a statistically significant positive
relationship between counties median household income and the percentage of small business
establishments. Results for the professional, scientific, and technical consultation services sector
demonstrate a statistically significant negative relationship for firms with more than 20 and
fewer than 50 employees.
On the other hand, the manufacturing sector is different from the previous sectors in that there
are significant relationships between the size of the firms and the counties’ income, but with a
negative sign in one case, and a positive sign in another case.
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Special Topics: Small Business Ownership, Birth and Death Rates of
Small Businesses and Their Impacts on Job Creation and Destruction
This section examines self-employment and how it relates to small business ownerships, rates of
birth and death rates as well as impacts on job creation and destruction.

Self-Employment in Texas and the United States
It is important to understand that the United States Census Bureau defines a worker’s class in
eight different categories:









Employee of a private for-profit company
Employee of a private not-for-profit organization
Local government employee
State government employee
Federal government employee
Self-employed in not incorporated business
Self-employed in incorporated business
Working without pay in family business or farm

The Census Bureau indicates that most of the non-employer businesses in the United States are
self-employed workers. These self-employed and unpaid family workers accounted for slightly
less than 50 percent of all jobs in this sector in 2002, however, these workers are projected to
represent only about one-third of all jobs in the sector in 2022 (Industry Employment and Output
Projections 2013).
Self-employed individuals working in agriculture, forestry, fishing, and the hunting sector
showed the largest change in percentage points between 2000 and 2009-2013.10 The nearly ten
percent point drop shows that, at the national level, individuals are less likely to own a business
in this sector. The health care sector showed the second most important drop in self-employment
between 2000 and the 2009-2013 period with a two percent point decline. The fact that the rate
decreased does not mean it will continue that way. It is very likely that this sector may see an
increase in the self-employment rate in the near future. The rate also decreased for retail trade, by
1.26 percent points.

10

Rates of self-employment were estimated using the 2000 Decennial Census and 2009-2013 5-year average from
the American Community Survey (ACS).
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Chart 2

To substantiate the methodology used in the Economic Impact Study, three areas of interest were
examined and summarized below:
Intergenerational Ownership Transmissions: Several studies indicate strong evidence to
suggest that children of small business owners are more likely to become small business owners
themselves. However, the definitive mechanisms as to why this is the case remains elusive.
Studies accounted for education, race, inheritance, transference of valuable work experience,
reputation, or other managerial human capital and yet the most prominent variable was whether
the father had been self-employed.
Giganomics: The gig economy is not new, rather its demographic reach and mode of access
has changed. A gigger is one who pieces together a full-time income by working multiple
temporary work assignments. Gigs offer autonomy and increased income for those with higher
skillsets and with the advent of the digital market many people find the greater flexibility
intriguing. However, not all is as it seems. These non-traditional work arrangements are a cause
for concern. Non-traditional work can be seen as exploitative for those with low skills and can
exacerbate the marginalization of vulnerable populations. As the numbers of giggers are
predicted to rise, one Inuit study estimates that by 2020 contingent workers will account for 40
percent of the U.S. workforce, so does the need to understand the issues associated with it. 11
11

Intuit and Emergent Research. 2010. “The Intuit 2020 Report: Twenty Trends That Will Shape the Next Decade.”
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Job Creation and Destruction: This section reviews several studies that investigate the claim
that small businesses are the primary source of job creation. The review indicates that the
literature acknowledges general issues such as no universal consensus on the definition of small
business, data measurements limitations, misclassification of businesses, and statistical
difficulties relating to employer size as well as suffering from a limited focus on the
manufacturing sector. Most studies reviewed tend to find that while smaller firms do create a
majority of new jobs, they also have higher exit rates than larger firms. More recent studies
indicate that it is not a matter of firm size that is driving job creation but firm age. The role of
small businesses, whether start-ups or existing businesses, are important sources for job creation.
Some studies suggest policy recommendations that do not focus strictly on firm size.

Examining Processes Associated with Export Opportunities for Small
Businesses in Texas
Texas is the number one exporting state in the U.S., yet export opportunities for small business
continue to be largely underutilized. However, the number of small companies that export from
the U.S. is only about one percent of the total. Having said that, it is worthwhile to debunk some
commonly-held notions about why small businesses do not export more. Many approaches taken
to-date do not engage small businesses in a way that systematically generates results. For
example, not all companies are in a position to export, so not all small businesses should be
encouraged to try to do so.
The first basic criterion is that a company needs to be export capable. That is, the company must
be established in its own domestic market and also have an exportable good or service. The next
step that a small business must undertake is to establish a commitment to export. Time and
money will be required, with a timeframe that is 18 months on average and a working capital
outlay of $50,000 or more over that period. Foreign travel to establish relationships will be
essential, and trade missions are often useful at opening doors to export opportunities.
While becoming an exporter can seem daunting to small businesses at first, the reality is that the
transition process can be executed as a series of sequential steps, each of which is generally
manageable. In addition, international sales often provide higher profit margins, higher average
order sizes, and tend to put small businesses on a path for much stronger long-term growth.
There are also intangible benefits: the ability to sell abroad increases the credibility of a small
business in its home market.
In order to be effective, export assistance should be provided on two levels. First, companies
typically need assistance expanding their internal capacity to accommodate the mechanics of
trade. These include the ability to make pricing decisions, determine shipping logistics, and set
up payment terms and financing - all of which require a mix of training and consulting. Less
systematic approaches that consist of only training, or only networking events invariably fall
short of success because it is difficult to know in advance at which stage in the process a small
business will need assistance.

15

At the local level, economic development corporations, chambers of commerce, and municipal
governments also attempt to provide support. However, neither export promotion agencies nor
local organizations have the resources to provide the hands-on, periodic-but-regular interaction
with small business that drive long-term, consistent export activity. The situation in Texas, as
well as the rest of the U.S., is not unusual. Export promotion agencies in other countries also
struggle to grow exports and broaden the base of companies capable of exporting. Here again,
experience suggests that the SBDC methodology is the most systematic approach implemented
to-date.

At the same time, export promotion agencies are in a good position in the final stages of the
process cycle to facilitate relationship networks for small businesses. With commercial posts all
over the world, export promotion agencies could go a long way toward closing the loop with the
SBDC network by providing export capable small businesses with additional local contacts in
other countries. The combination of 600+ economic development corporations throughout Texas,
export promotion agencies, and the SBDC network constitute an important support infrastructure
for small business that are not otherwise available or affordable elsewhere.

16

Input from a Sample of City Managers and Economic Development
Directors
As part of the study on the state of small business in Texas, the University of Texas at San
Antonio Institute for Economic Development designed a survey with the goal of further
understanding the relationship between municipalities and small business
formation/operation. The institute developed a stratified sample identifying 180 contacts from
66 municipalities, including city managers, economic development directors, and other economic
development entity leaders throughout Texas (e.g. heads of chambers of commerce, city
mayors). 48 telephone interviews with city managers, economic development directors, and other
economic development leaders from 41 Texas cities were conducted.

Interviews were administered using a questionnaire intended to assess the small business
environment, identify barriers, and evaluate regional approaches to economic development. The
research team analyzed and categorized responses based on recurring themes, which in turn
formed the basis for a summary of recommendations.
Across the different regions, many respondents were interested in regional collaboration.
However, there was widespread uncertainty about how formal regional policies could exist. The
confusion could stem from the fact that communities often do not appear to be coordinating well
and sometimes even compete with each other over projects. From a policy implementation
17

perspective, there were also questions about how regional incentives, marketing resources, and
economic benefits would be shared and distributed. The survey sample exhibits significant
variation across localities with regard to perspectives on regionalism and with whom
communities are willing to (or not) work.
One of the takeaways from the interviews, as well as ongoing research at the UT-San Antonio
Institute for Economic Development is that city context is clearly an important, yet often
unacknowledged factor that can drive different economic development strategies. Not all border
and rural communities face the same issues or have similarities.
Municipalities on the Texas-Mexico border, for example, often look for ways to find
complementary strengths and work together if possible. However, those on the border of Texas
and Louisiana more typically find themselves competing for economic development projects
across state lines. Similarly, rural South Texas is very different from rural West Texas. The cities
and associated economic drivers vary because the population centers in West Texas have much
greater geographical separation - not just from the largest cities but also from each other compared with those in South Texas.
Regionalism is currently not the norm, however, several respondents suggested ways the state
could encourage regional cooperation. Many indicated they would like to see the state take a
more active role with lead generations and collaboration on regional projects. Several suggested
a regional marketing budget, or state matching regional marketing funds. Respondents who were
open to regionalism recommend a statewide assessment of assets, and the creation of a regional
scorecard. When discussing a statewide assessment, respondents referred to a 2005 cluster
initiative that sought to identify assets regionally.12 As mentioned previously, several
respondents suggested that 4A and 4B (and possibly other) funds be restructured so that
communities could more easily pool resources for regional projects.
Another issue that respondents raised several times was the general emphasis on the Texas
Triangle13 geography to the relative exclusion of other areas of the state.
Other respondents indicated that collaboration between neighboring cities and counties was often
problematic and that city/county issues might need to be addressed before they can work
regionally. A few respondents indicated concern with the amount of emphasis on the triangle and
the challenges faced when located outside of the triangle. Respondents believed that the state
should know the strengths and efficiencies outside of the triangle. One suggestion was to offer
state incentives to persuade companies to locate to other regions. This suggestion is interesting as
some respondents from the triangle area reported infrastructure issues, space availability and real
estate affordability concerns due to the amount of growth being experienced.

12
13

For more information, please see http://gov.texas.gov/files/ecodev/Texas_Industry_Clusters_Initiative.pdf
This area consists of Dallas-Fort Worth, Austin, Houston, and San Antonio.

18

From a research standpoint, it is interesting to note that many economic studies are conducted at
the county level (where data are more readily available) even though cities clearly have more
economic development decision authority than counties.14
The interviews with key economic development leaders across Texas not only provided
important insights into the small business environment at the local level, but also about
mechanisms used to track effectiveness of business attraction for a given municipality. No set of
best practices were found for tracking incentive effectiveness. Some of the most commonly cited
barriers for small businesses were the lack of information about resources available to them,
access to capital, worker skill gaps, and real estate availability/affordability issues.
Responses also shed light on issues associated with emerging trends such as the creative class,
giganomic policies, and sentiments on regional collaboration. Even when respondents were
unfamiliar with the term “creative class” (approximately 50% of the survey respondents) they
still recognized the importance of quality of life components. While there has been substantial
media attention on the topic of giganomics, most of the respondents were unfamiliar with any
policies that would encourage or hinder these types of companies or the workers engaged with
them.15
The survey responses also make clear that one size does not fit all. Incentive criteria may benefit
from more transparency with regard to eligibility criteria, coupled with greater flexibility,
depending on location. In this regard, many respondents reported frustration with the lack of
incentive flexibility. While a small number of respondents expressed disinterest in regional
collaboration or were unsure about how effective a regional policy would be, the majority of
respondents were open to regional collaboration.

Relevant Literature Identifying Potential Indicators that may Impact
Small Business Activity
This section of the report examined various literature pertaining to small business activity such as
current local economic development practices, rural economic development, creative class, and
small business barriers.

Local Economic Development
How economic development should be undertaken and what tools to use continues to be a subject
of debate, particularly in light of a changing landscape. Certainly there is no shortage of study
concerning the topic of economic development (see Currid-Halkett and Stolarick 2011 for a broad
summary). So while ongoing research is far from definitive, there are some nuggets that can be
gleaned from studies to-date.
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Forwood v. City of Taylor, Supreme Court of Texas. November 1948. 147 Tex. 161.
Greg Bensinger, 2015. “Amazon Taps ‘On-Demand’ Workers for One-Hour Deliveries.” Wall Street Journal,
September 29. Josh Zumbrun and Anna Sussman, 2015. “Proof of a ‘Gig Economy’ Revolution Is Hard to Find.” Wall
Street Journal, July 26.
15
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The literature shows that economic development has undergone three waves of strategies. Yet,
neither wave is mutually exclusive - each is more of an extension of the continuum from the
previous wave. First wave development strategies attract firms with financial incentives. The
second wave focused on retaining and expanding existing local firms. The third wave
emphasizes community level economic development and public investment. Examples of each
wave strategy are below, though it is not an exhaustive list:
1st Wave: Business Attraction





Various tax credits
Infrastructure
improvement assistance
Free land
Subsidies

2nd Wave: Business Retention





Indirect assistance
Entrepreneurial policies
Technical assistance
Revolving loan fund

3rd Wave: Community Economic
Development
 Public-private
partnerships
 Quality of life focus
 Small business
development initiatives

The third wave also brought increased interest in human capital development and quality of life
(QoL) in recent years.
Today, the general trend for economic development practitioners is still significantly tied to the
practice of older waves. Incentives, for example, are widely used in local economic
development. Overall, study on economic development suggests that many localities are
investing in faddish strategies or old school approaches that are not necessarily effective or
suitable to their locale. Municipalities that are succeeding do so because each capitalizes on its
strengths and unique competitive advantages. Recommendations for moving forward require
clear goals, due diligence in monitoring and assessing incentive outcomes and performance
agreements, as well as incorporating a set of broader strategies other than just financial
incentives. Part of the resistance to such approaches is likely rooted in the pressure for economic
developers to produce short-term results.
Rural Economic Development
Lessons gleaned from studies on rural economic development indicate:





Rural areas, not just in Texas but across the United States are clearly in a period of
transition
Conflation of nonmetropolitan as rural results in misinterpretation of rural conditions
Rural can no longer be synonymous with agriculture
There is no longer an urban-rural dichotomy, rather there is an urban-rural interdepedence
continumm

With this shift in mind, it is important to consider how to create effective economic development
policies. Rural economic development has been studied extensively, with continuous ongoing
research.
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Traditional Strategies

Non-traditional Strategies

Industrial recruitment

Entrepreneurship

Regional trade centers

Cluster-based initiatives

Bedroom communities

Innovation and knowledge based approaches

Amenity based development

Creative class development

Despite much study, the literature makes clear there is no one set of best practices for rural
economics. In many ways, rural strategies must take approaches that mirror those in the private
sector. That is to say, a successful strategy must draw upon a community’s inherent strengths and
must be unique to some degree.
Several studies offer insights into rural economic development policy. Most of the analysis
reviewed for rural economic development agreed that policymakers are moving from traditional
sector based polices to more integrated approaches. There is a growing consensus that a onesize-fits-all approach does not work (“Policy Brief: Reinventing Rural Policy” 2006; Rickman
2007; Morgan and Lambe 2009; Kilkenny and Partridge 2009; Olfert and Partridge 2010;
Pender, Weber, and Brown 2014). These new integrated approaches follow guidelines such as:








Pooling knowledge resources from the private and public sector.
Identifying regional and local assets, e.g., quality of life, environment, infrastructure,
local capacity building capabilities.
Understanding the spatial economic structure of rural areas, i.e., ripple effect of economic
relationships between rural areas and urban areas.
Multiple economic development strategies and tools may need to be combined to create a
winning combination.
Creating regional centers of economic activity that focus on spreading economic benefits
outward.
State leadership offering incentives for local areas as a way to help leverage funds.
Tying regional partnership participation and cooperation to subsidies and tax breaks.

Creative Class
The creative class is a term used to describe those individuals that work in knowledge intensive
areas such as design, entertainment, computer sciences, management, law, engineering,
education, healthcare, and the arts. While over thirty percent of all U.S. workers are part of the
creative class, they make account for over half of the salaries (Florida 2014). Cities with large
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portions of their working individuals employed in the creative class professions are amongst
some of the fastest growing cities in the United States, while those with less creative class
workers are amongst the slowest (Florida 2012).
Creative class cities have been found to have lower rates of unemployment during times of
recession and a quicker rebound to pre-recession employment levels once the crisis has passed
(Currid-Halkett and Stolarick 2013). The percentage of creative class workers in a city is an
important factor for increasing resilience and growth during troubled and regular economic
periods. However, the impacts of these creative class industries were dependent on the size of the
city and the majority creative class industry clusters present.
Critics of the creative class have pointed to an uneven focus on the attraction of these workers
and the effect this has on lower income populations that are not being targeted (Grodach and
Loukaitou-Sideris 2007). Other criticisms include that while the increased creative class
population will bring regional growth, higher wages and jobs, it will also bring a higher cost of
living which will disproportionately become a burden of the lower income population.
Small Business Barriers
In 2012, small businesses in the United States accounted for 28.2 million jobs and made up fortynine percent of all private entity employment, small businesses accounted for over 75% of those
classified as non-employers (SBA Office of Advocacy 2014). 16 With such a large impact on the
economy, the success of small businesses has many implications for regional economic
development. There is no one characteristic that determines the probability of success for small
business owners, but rather a complex web of interrelated conditions, where a shortfall in one
area may be compensated by others (Watson, Hogarth-Scott, and Wilson 1998).
Some of the largest barriers to small business formation and success are access to capital, lack of
assets, in addition to management and information (Loscocco, Karen A., Robinson 1991; Servon
et al. 2010; Perlmeter 2015; Bates 1995; Watson, Hogarth-Scott, and Wilson 1998). Access to
capital Barriers and how they affect individual groups has large implications in how small
business assistance organizations should offer support to these individuals. In a study of New
York City small and micro businesses, Servon et al. (2010) found that organizations often lacked
the capacity to serve the demand of small businesses. It also found that services offered were
fragmented among numerous private, nonprofit and government agencies with many services
being duplicated.
Barriers to small business are being addressed nationwide by a variety of agencies throughout the
United States. In order to be effective these agencies will need to assess the barriers for each
population and focus their training and assistance on what is needed the most. Areas such as

16

Non-employers are defined as a business without paid employees. Source: SBA Firm Data Size,
https://www.sba.gov/advocacy/firm-size-data#ne
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managerial and human resource training is a service area that most organizations are not
addressing effectively enough.
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