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RESEARCH QUESTION
Why has the New York City government used publicly-funded incubators and co-working spaces as industrial policy while San Francisco’s has not? Can targeting of certain industries and geographies help revitalize certain neighborhoods and ensure a diverse and stable industry mix?
ABSTRACT
The growth of business incubators and co-working spaces since 1980 has been incredibly rapid, with nearly 1,400 facilities currently operating in the United States. San Francisco and New York lead the way, with public and privately-run facilities fueling business growth. Through my research, which includes 15 structured open-ended interviews, and geographic information systems analysis, I hope to determine if and how industrial plans and targeting should be carried out, how the governmental policies are different in each of the cities as it relates to the public funding of incubators, and how the impacts of industrial targeting and land use strategies impact start-up web-based software firms.
INTRODUCTION
To facilitate entrepreneurship and promote the long-term economic growth of a city, should municipal governments create explicit industrial policies and plans for business incubation? 
Given the nascent state of tech growth in New York, the Mayor’s office and the New York Economic Development Corporation (NYCEDC) recognized in 2008 that a proactive approach to economic development was necessary. By funding incubators, New York’s municipal government has the opportunity to decide which industries to support, and which neighborhoods to target.  Has this led to a strategy that equally targets communities in the five boroughs? Are there demographic realities that make this an impossible goal?
Business incubation has only recently become part of the city’s economic development strategy. In March of 2012, Mayor Bloomberg announced a $22 million fund, the New York City Entrepreneurial Fund, which received $3 million from the NYCEDC and is to be managed by FirstMark Capital. This fund will be used to help support incubator services and facilities throughout the city, while also providing start-up capital for entrepreneurs and early stage start-ups. In total, the city operates 10 incubators, all of which have opened within the last five years, which support 550 businesses at any given time. The New York City Economic Development Corporation has made individual investments in incubator spaces ranging up to $250,000, and the total city investment to date has been $3.5 million. Incubators range from sector specific, i.e. with only bio-tech clients, to more broadly focused co-working spaces. Plans are in place for four new public facilities, at which time all boroughs will have at least one incubator.



(1)
	Recent Industrial Policy in NYC
	Cost
	Scope

	Small Business Manufacturing Fund
	8 Million
	Reactivation, renovation and subdivision of privately held vacant industrial loft building/space

	City Council Small Manufacturing Investment Fund
	2 Million
	Create Step Up Space for food incubators

	Food Infrastructure
	112.5 Million
	Redevelopment of a new market facility for the Hunts Point Terminal Produce Cooperative in the Bronx

	Brooklyn Army Terminal
	9.6 Million
	The renovation and subdivision of larger floor plate spaces at Brooklyn Army Terminal. Approximately 300,000 square feet of large vacant units in Building B at Brooklyn Army Terminal will be subdivided into smaller units, ranging from 2,500 to 10,000 square feet.

	Business Improvement Districts
	300 Thousand
	The creation of approximately three new industrial Business Improvement Districts (BIDs) within Industrial Business Zones and Ombudsman areas. 

	10,000 Small Business Initiative
	10 Million* (Partnership with Goldman Sachs)
	Fund to provide loans to food entrepreneurs to grow their business in New York City

	New York City Entrepreneurial Fund
	22 Million* (Partnership with FirstMark Capital)
	Provide promising New York City-based technology startup companies with early-stage capital

	Engineering and Applied Sciences Campus
	$100 Million 
	Grant funding for the building and implementation of an applied science and engineering educational facility on Roosevelt Island.

	Business Incubation Program
	3.5 Million
	Affordable and community oriented workspaces to support startup businesses.


[bookmark: _GoBack]

As New York has emerged as a new player in the tech and entrepreneurship world, privately-run spaces have also flooded the market. In 2008, New Work City was launched as the first co-working space in the city. As of 2013, New York currently supports 46 co-working spaces, 30 incubators, and 14 accelerators.[footnoteRef:1] Of these spaces, more than ¾ have occupancy rates at or above 90%. [image: Macintosh HD:Users:jordansalinger:Desktop:Screen shot 2013-04-02 at 4.55.07 PM.png] [1:  Laermer, Emily. "City's Incubator Tally Swells to 100." Crain's. N.p., n.d. Web.
] 

In terms of venture capital spent on tech start-ups, New York only trails California.  According to venture capital expert Vivek Wadhwa, “In 2006, I wouldn't have put New York anywhere on the map. If there is any second to Silicon Valley, it’s now New York, not Boston.”  Wadhwa’s claim is supported by a 32% increase in venture capital deals between 2007-2011. During this same period, New England experienced a 14% decrease. See figure below. 
[image: ]


New York’s ascent into relevancy within the new tech firms can’t simply be attributed to incubator spaces, but their role should not be underestimated. In discussions with tech firms, this thesis will assess whether New York has been successful in creating an entrepreneurial community. Has this method of economic development been successful in changing the image for entrepreneurs of New York City from a finance and fashion-driven town, to an area that supports tech start-ups?  By providing the bridge to venture capital firms, have incubators have really proven their worth to entrepreneurs? 
Additionally, what should these incubation strategies be compared against? Traditionally, cities have used industrial policy in the form of business attraction and retention strategies, providing tax breaks, infrastructure, and other services to keep and recruit middle and large size firms. How valuable are the recent efforts of the city to create new firms?
While the Bay Area has long been considered at the forefront of technological innovation, the city of San Francisco was never the epicenter for technology jobs or start-ups. Silicon Valley, with its cheaper real estate and proximity to venture capital, universities and research facilities, claimed most of the employment on sprawling campuses in suburban environments. In a very literal sense, Silicon Valley was naturally quite good at providing incubator-like services to new start-ups, allowing them to survive and expand.
For the first time in almost a century, large American cities are growing at rate faster than the surrounding suburbs.[footnoteRef:2] This is particularly true for the demographic of 18-29 year olds, many of whom are looking to start their own companies or join start-ups.[footnoteRef:3] Because firms want to locate close to their workers, San Francisco has become a magnet for start-up growth. Using a range of economic development measures, including creating a payroll tax exemption zone, improving communication between the Mayor’s office and the tech community, and passing changes to the tax code, the City of San Francisco has been working to keep the most recent wave of start-ups in the city. These sort of business retention efforts have been successful, with tech giants like Twitter and Zendesk remaining within the city limits, while also keeping a variety of fast-growing yet smaller firms around as well. [2:  US CENSUS 2011]  [3:  Bradford, Harry. "Young Adults Choose Cities Over Suburban Living As 'Generation Rent' Faces Tough Economy." The Huffington Post. TheHuffingtonPost.com, 28 June 2012. Web. 03 Apr. 2013.
] 

In regards to business creation, their efforts are less concrete than those of New York. San Francisco does not financially support incubator spaces, and while they do engage in partnerships, their roles in the partnerships are less defined. According to government officials in San Francisco, their role is providing the proper climate to allow success to happen across the board. This, they offer, is a result of both their economic 
development policies, and the tech ecosystem that has been built. People seek out San Francisco for this culture, thus leading to job creation. Would a more direct approach to business creation, the government sponsoring of incubator spaces, provide additional benefits for the city?

The above chart shows the industrial policies of tax abatements and spatially targeted strategies, and the economic development initiatives of incubation and co-working. 


METHODOLOGY

	Economic Development Initiatives
	New York
	San Francisco

	Publicly Funded Incubators
	Yes
	No

	Tax Abatements
	Yes
	Yes

	Spatially Targeted Strategies
	Yes
	Yes

	Incubator/ Co-working Spaces
	100
	?


     In this study I use structured, open-ended interviews, and GIS analysis of the incubator and co-working facilities in the NYC metropolitan area. For this project I completed interviews with members of governmental institutions who help to support the growth and development of incubator spaces. I also interviewed management of these facilities, including incubators, accelerators, and co-working spaces. Additionally, I interviewed the firms which operate out of these facilities, or have taken advantage of other city-led economic development initiatives.  In total, I conducted 15 interviews, each lasting between 30 minutes and one hour. For this research, I will use the term “tech” as a way to describe firms that are seven years old or younger, and provide software services on a web-based platform. Classification of these new firms is particularly challenging given the lack of consensus both within the industry, and by leaders who create policy that influence them, in regards to a uniform sector terminology.  
This methodology was preferred because of how recent a phenomenon incubation and co-working space is. Collecting data on the number of facilities not only would have been challenging to collect, but ultimately it would not have told the full story. In 2009 New York had one co-working space. Now, New York has a hundred. With such dramatic growth, capturing figures from a particular year would not have been the most revealing. Instead, qualitative research, including structured interviews with several open-ended questions, allowed for a level of storytelling that is more revealing.
My questions did, however, have a very specific research goal in mind. In particular I was interested in what type of industries were attracted to these different facilities. I also asked questions about spatial targeting, funding, and competition, and larger economic development goals.
	Interviewee
	Employer
	Title
	Location

	Egon Terplan
	SPUR (San Francisco Planning and Urban Research)
	Economic Development/ Regional Planning Director
	San Francisco

	Shannon Spanhake
	Mayors Office of Civic Innovation
	Deputy Director
	San Francisco

	Jeremy Wallenberg
	SF CITI
	Director of External Affairs
	San Francisco

	Jeremy Neuner
	NextSpace
	Founder and CEO
	San Francisco

	Laurel Barsotti
	Office of Economic and Workforce Innovation
	Business Development Manager (Tech Sector)
	San Francisco

	Todd Elsberg
	Rocketspace
	Founder and CEO
	San Francisco

	Tiffany Apczynski
	Zendesk
	Community Relations and PR Manager
	San Francisco

	Daria Siegel
	Hive at 55/ Alliance for Downtown New York
	Assistant Vice President
	New York

	Cheni Yerushalmi
	Bronx Sunshine Business Incubator
	Founder and CEO
	New York

	Anonymous
	New York City Economic Development Corporation
	Director Entrepreneurship Initiatives
	New York

	Jonathan Vigiano
	OkFocus
	Founder and CEO
	New York

	Satjot Sawhney
	Tapfame
	Founder and CEO
	NewYork/San Francisco

	Micah Kotch
	NYU Poly
	Executive Director
	New York

	Ellyn Parker
	Office of Economic and Workforce Innovation
	Creative Strategist
	San Francisco





GIS ANALYSIS

To supplement my interviews I also be performed Geographic Information Systems (GIS) analysis of incubator spaces in New York City. To understand the landscape of incubators in the cities, I first separate the incubator spaces by their structure. Are they publicly or privately funded? Operated by a research institution? Or do they simply provide space and coffee service, and thus are only considered co-working spaces?
This analysis will help me understand the spatial arrangement of these spaces as it relates to a broader incubator strategy. How do public officials choose where to locate incubators? Do clusters exist? If so, why are they focusing on incubating particular parts of the city while neglecting others?
LITERATURE REVIEW

GOVERNMENT INVOLVEMENT

The debate surrounding incubators also involves the fundamental question of whether and how government should be involved in business creation. Bill Gates, the founder of Microsoft, once claimed, “There isn’t an industry in America that is more creative, more alive and more competitive. And the amazing thing is that all this happened without any government involvement.” Fred Block, a professor of sociology at the University of California, Berkeley, disagrees with this premise entirely. In fact, he cites U.S. industrial policy as accelerating the rise of the computer software and electronics industries. According to Block,
“Historians recognize that ARPA played an indispensable role in advancing the computer and microelectronics industry in the U.S. The agency funded the initial creation of computer science departments in major universities, financed many of the most important hardware and software innovators, and its ARPAnet ultimately became the Internet.”[footnoteRef:4] [4:  "America's Stealth Industrial Policy." Pacific Standard. N.p., n.d. Web. 12 Dec. 2012.
] 


Opinions like that of Bill Gates remain prevalent as part of the ethos of the strength of American entrepreneurship. In Alice Amsden’s Asia’s Next Giant, South Korea and Late Industrialization, she writes about the United States, “Ignoring its own history, the United States credits the free market with having developed the productive forces.”[footnoteRef:5] [5:  Amsden, Alice H. Asia's next Giant: South Korea and Late Industrialization. New York: Oxford UP, 1989. Print.
] 

Another successful government-funded industrial policy has been the Small Business Innovation Research Program. Qualcomm, the telecommunications giant, is just one of the many successful companies to emerge from that government-funded research incubator. 
	
Amsden explains the successful industrial expansion of Korea, a country in which the government made “most of the pivotal investment decisions.”[footnoteRef:6] This included nationalizing of banks and offering significant subsidies, creating a protectionist environment. And while this level of government involvement is not what will be investigated, it is still useful to understanding what types of impacts can occur. [6:  IBID
] 

In the first twenty-five years of Korean industrial expansion, “long‐term credit was been allocated by the government to selected firms at negative real interest rates in order to stimulate specific industries.”[footnoteRef:7] Amsden explains this as the government picking “wrong” rates, rates lower than were available domestically, in order to protect certain desired markets. [7:  IBID
] 

During the first years of government intervention, however, the Korean government focused their investments on large firms, neglecting small and medium size firms. “In the early years of Korea’s drive to industrialization, however, most SME’s (small and medium size enterprises) barely survived as petty traditional firms. In contrast to the governments heavy involvement in promoting and supporting larger firms, SME’s were largely neglected, especially in the 1960’s and 1970’s.”[footnoteRef:8] When doing a comparison with SME’s in Japan and Taiwan, SME’s in Korea represented one-half of the shares of manufacturing employment. In the 1980’s, this policy shifted, and banks were obligated by the government to earmark a certain percentage of loans for SME’s. Additionally, “the government also took initiative in promoting the venture-capital industry and established several SME-related infrastructures such as technical extension agencies and training institutions.”[footnoteRef:9] These sort of investments had a significant impact, as the SME share in manufacturing employment from 1976 to 1988 rose from 37 to 51 percent. [8:  Kim, Linsu. Imitation to Innovation: The Dynamics of Korea's Technological Learning. Boston: Harvard Business School, 1997. Print.
]  [9:  IBID] 

There are also notable examples of where government assistance has had negative impacts on certain industries, particular firms, and even the spatial landscape. In 1999, the Building on Information Strengths (BITS) program was launched in Australia. This program was launched with $158 million in federal funding dedicated to “promote innovation and commercial success in the information industries by encouraging the creation and growth of new high technology firms.”[footnoteRef:10] The focal point of this project was the creation of 11 incubator sites dedicated to assist small and medium firms in the information and telecommunications sectors. From the start BITS attracted severe criticism, due in part to the relatively small share of money that went to the companies. “One example was the incubator operated by Allen and Buckenridge Seed Stage Ventures, where ultimately a mere 31 percent of the BITS funding went to the start- ups.”[footnoteRef:11] [10:  Lerner, Joshua. Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture Capital Have Failed and What to Do about It. Princeton: Princeton UP, 2009. Print. (84)
]  [11:  IBID] 

This program also limited the flexibility of the firms, by limiting their ability to shop for the best service providers. “Instead of finding a specialist lawyer to negotiate a licensing deal, for instance they were forced by the incubators to use the in-house counsel (for whose services the incubator management charged a substantial markup). The quality of the advice often did not compare with that offered by more experienced lawyers and accountants in private practice.”[footnoteRef:12] Not all of the 11 incubators forced their clients to pay for these overpriced and underperforming services, but those who did were certainly at a competitive disadvantage. Incubators like InQbator and BlueFire, which allowed firms flexibility, received much of the funding in the second round of funding, $36 million dollars, which arrived in 2004.  [12:  Lerner, Joshua. Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture Capital Have Failed and What to Do about It. Princeton: Princeton UP, 2009. Print. (85)] 

INDUSTRIAL TARGETING
One of the reasons that both San Francisco and New York have sought to retain and create tech and bio-tech companies is that both are high-growth industries. “Gazelles,” referring to companies which grow at an annual rate of 15 to 20 percent in revenue or jobs per year, are very rare, accounting for less than five percent of all US businesses.[footnoteRef:13] This small set of businesses, however, “create a majority of net new jobs in the American economy and generate a high proportion of major innovations.”[footnoteRef:14] Just the fastest growing 1% of companies are responsible for nearly 40% of new jobs each year.[footnoteRef:15] Start-ups have typically created three million net jobs every year, while all other existing companies combined to lose roughly one million per year.[footnoteRef:16] There is also a direct relationship between a country’s per capita GDP and the level of entrepreneurial activity.[footnoteRef:17] And while predicting which company may become a Gazelle is almost impossible, it is not impossible to predict which industries produce the largest number of Gazelles. According to the Bureau of Labor Statistics, “Employment in computer systems design and related services is expected to increase by 47 percent, driven by sophisticated computer network and mobile technologies,”[footnoteRef:18] between 2010-2020. [13:  Hart, David M. The Emergence of Entrepreneurship Policy: Governance, Start-up, and Growth in the U.S. Knowledge Economy. Cambridge, UK: Cambridge UP, 2003. Print. (Page 255)
]  [14:  IBID]  [15:  "High Growth Firms and Future of the American Economy." Kaufmann Foundation, Mar. 2010. Web.
]  [16:  Flows, Capital. "The Economy Crushing Collapse Of Startup Jobs." Forbes. Forbes Magazine, 20 Sept. 2012. Web. 03 Apr. 2013.
]  [17:  Hague, 157]  [18:  Bureau of Labor Statistics, Occupational Outlook Handbook] 

In Frank Block’s Swimming Against the Current: The Rise of Hidden Developmental State in the United States,” (2008) he argues in favor of a new industrial policy. Block calls for an industrial policy defined by, “four distinct, but overlapping tasks—targeted resourcing, open windows, brokering, and facilitation.”[footnoteRef:19] Block believes open conversation between government and the private sector can yield important leads in identifying gaps in the market. Block elaborates by describing the role of policymakers as assisting entrepreneurs whom “make the business connections that they need to create an effective organization… and help them find potential customers for a product.[footnoteRef:20] Policymakers can also choose to identify and clear obstacles in certain markets while simultaneously creating a regulatory framework that protects the potential consumer. [19:  Block, Fred L., and Matthew R. Keller. State of Innovation: The U.S. Government's Role in Technology Development. Boulder, CO: Paradigm, 2011. Print. (265)
]  [20:  IBID] 

Industrial targeting in Malaysia boasts both achievements and failures. Governmental leaders have been successful in recognizing industrial shifts in Malaysia from production of rubber, palm oil, and other raw materials in the 70’s to electronics in the 80’s and early 90’s. It was during the mid 90’s that they recognized change was needed to remain globally competitive. They convened the Malaysian Industry Group for High Technology (MIGHT) tasked with “facilitating partnerships between industry and government in high technology industries.”[footnoteRef:21] This group created the “Sixth Malaysian Plan,” which aimed to once again restructure the economy to support growing technological industries. In addition to encouraging technological upgrading, and diversifying the industrial base, the plan called for, “establish(ing) greater linkages between new and traditional sectors.”[footnoteRef:22] Between 1991 and 1996, GDP grew in Malaysia at a rate of 8.7% a year. By 1997, manufactured exports accounted for 87% of total exports, up from 11% in 1970, with significant gains being made in high technology industries. [21:  Lerner, Joshua. Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture Capital Have Failed and What to Do about It. Princeton: Princeton UP, 2009. Print. (112)]  [22:  "Asia and the Global Crisis." World Trade Organization, n.d. Web.
] 

Not all of Malaysia’s industrial policy efforts, however, have been fruitful. In 2001, with support of the Prime Minister Mahathis Mohamed, Malaysia sought to create a bio-tech campus, BioValley, “intended to nurture local research and medical discoveries and enhance commercialization.”[footnoteRef:23] Plans called for a 2,000 acre site, with a public cost of $150 million, slated for completion in 2009. The site of this venture was Entertainment Village, a failed attempt to target the film industry. BioValley suffered from the same fate, with only three firms signing contracts by 2004. “By 2005 the empty halls of the BioValley and unused equipment had earned the place the nickname the Valley of Bio-Ghosts.”[footnoteRef:24] The failure to properly target bio-tech firms can be seen as governmental negligence.  [23:  Lerner, Joshua. Boulevard of Broken Dreams: Why Public Efforts to Boost Entrepreneurship and Venture Capital Have Failed and What to Do about It. Princeton: Princeton UP, 2009. Print. (112)
]  [24:  IBID (114)] 

Fueled by the recent success of Singapore’s biopolis, leaders in Malaysia had not reached out to potential bio-tech clients before starting this project. Additionally, the bio-tech climate was not entirely amenable to bio-tech innovation with “uncertain nature of intellectual property rights in Malaysia, and the absence of a national tradition of high technology entrepreneurship.”[footnoteRef:25] The Malaysian government eventually scaled back the plan for the campus, opting to concentrate on smaller institutes, tax breaks, and matching incentives, but not before incurring tremendous financial losses.  [25:  IBID (114)] 

In Industrial Targeting, Experimentation, and Long Run Specialization, Mikhail Klimenko argues that industrial policy can lead a country away from specializing in industries where they have a true comparative advantage. He argues that targeting new industries involves a level of risk and general uncertainty. The variables of entering a new industry can include, “set up costs, the variance of unknown productivity parameter, and the size of the ‘experimentation field’ determined by the number of entrepreneurs willing to test the new technology in the economic environment of the country.”[footnoteRef:26]  [26:  Klimenko, M. "Industrial Targeting, Experimentation and Long-run Specialization."Journal of Development Economics 73.1 (2004): 75-105. Print.
] 

	Industrial targeting as an economic development strategy can be a powerful tool if harnessed correctly. Seeking out sectors that are growing quickly and provide high wages can really drive an economy forward, not to mention helping to overcome an overdependence on a certain sector.  Yet as can be the case with government involvement, industrial targeting can protect certain firms from experiencing creative destruction. Additionally, choosing the wrong industry to protect can have long-term detrimental effects. 

BUSINESS INCUBATION MERITS

Since more than half of all startups nationally fail between two and five years[footnoteRef:27], the pressure for firms to take every advantage available is strong and becoming stronger. As cities increasingly support incubators, it is natural to question the strength of these investments. According to the US Economic Development Administration, $10,000 in Federal funding amounts to on average between 2.2 and 5.0 jobs. Using those figures, the “federal cost per job,” is between $2001 and $4,611. When looking at the impact per dollar spent, “business incubators produce the greatest number of jobs per $10,000 in EDA investment (between 46.3 and 69.4), while community infrastructure projects (e.g., sewer and water projects) create the least number of jobs (between 1.5 and 3.4 per $10,000 in federal investment.)”[footnoteRef:28] The National Business Incubation Association, a decidedly partisan group on this issue, reports that 87% of firms that use incubators remain in operation after the first five years, significantly higher than the 44% who do not use incubators. [footnoteRef:29] [27:  Cressy, Robert. "Why Do Most Firms Die Young?" Small Business Economics 26.2 (2006): 103-16.]  [28:  Thornton, Grant. Construction Grants Program Impact Assessment Report, web
http://www.nbia.org/resource_library/works/files/EDA_Table.pdf
]  [29:  Molnar, Lawrence A., Donald R. Grimes, Jack Edelstein, Rocco De Pietro, Hugh Sherman, Dinah Adkins and Lou Tornatzky, Business Incubation Works. Athens, Ohio: National Business Incubation Association, 1997.
] 

A more recent study by the Whitman School of Management at Syracuse University complicates this premise.  This study, Boon or Boondoggle? Incubation as Entrepreneurship Policy analyzes 35,000 incubated and non-incubated businesses, by employment growth, sales growth, and independent survival rates, the results were less clear. According to the report, the average incubated firm operates for five years[footnoteRef:30], lasting less than the average of the non-incubated firm. Interestingly, using the measure of the number of employees and sales figures, incubated firms outperformed non-incubated firms. Researchers speculate this is because of pressure from mentors and incubator management to grow at rates faster than they would have otherwise. As cities contemplate their business creation strategy, these results should be considered.  Should governments expand their use of business incubators? Currently states, cities and counties pay roughly $80 billion a year to companies in tax abatements and general expenditures. This can include both business attraction and retention measures.[footnoteRef:31] Research by the Martin Prosperity Institute examined whether there was a correlation between these expenditures and state economic performance. The results revealed, “no statistically significant association between economic development incentives per capita and average wages or incomes; none between incentives and college grads or knowledge workers; and none between incentives and the state unemployment rate.”[footnoteRef:32] These results are consistent with a 2002 study of this issue, The Effect of State Economic Development Incentives On Employment Growth of Establishments, published in the Journal of Regional Science. Would this money be better spent on incubators, which have shown the ability to produce a significant number of jobs as it relates to their overall cost? [30:  Boon or Boondoggle? Business Incubation as Entrepreneurship Policy. Alejandro S. Amezcua
]  [31:  Research.Louise Story; Lisa Schwartz And Ramsey Merritt Contributed. "The Empty Promise of Tax Incentives." The New York Times. The New York Times, 02 Dec. 2012. Web. 11 Dec. 2012.
]  [32:  "The Uselessness of Economic Development Incentives." Atlantic Cities. N.p., 7 Dec. 12. Web. 12 Dec. 2012.
] 

One of the main arguments against business incubation is that it does not allow for “creative destruction” to occur. By protecting firms or industries, cities are isolating themselves from the power of the market to decide their success. In some circumstances, firms can languish in incubators, not hatching soon enough. In other instances, accelerator services force companies to evolve too quickly, when companies might have benefited from slower, more balanced growth. Egon Terplan from San Francisco Planning and Urban Research has said, “There is always tension in incubators between not wanting companies to stay there so long that they eat up the space and they don’t grow, and graduating them too quickly and they go to a new space and are not ready.” [footnoteRef:33] [33:  Interview with Egon Terplan] 


SPATIAL TARGETING

	While I am arguing that business incubation can have a spatial impact, traditionally there are a variety of other spatially oriented strategies that cities have utilized to promote the health of a city. These strategies have historically attempted to alleviate two areas of concern: a blighted or misused area and an industry or a set of industries that would benefit from clustering. To spatially target, cities can employ a variety of techniques: tax breaks, export zones, business parks, as well as improved technology and infrastructure.  Business incubation and co-working facilities, whose location is determined based on policy goals, should also be considered as part of this discussion. 
The role of government in economic development has shifted, with governments acting frequently in alliance with private interests. “There were once clear distinctions between the different sectors, and governing was unambiguously the preserve of government; today the situation is more complicated.”[footnoteRef:34] Cliff Hague writes that governments have reduced capacity in an increasingly globalized world, and have moved from “providers” to “enablers.” It is in this environment where governments have turned to spatial targeting, selecting a location and frequently dictating an industry, as a way to impact the future economic health of a city. [34:  Hague, Cliff, Euan Hague, and Carrie Breitbach. Regional and Local Economic Development. Houndmills, Basingstoke, Hampshire: Palgrave Macmillan, 2011. Print. (66)
] 

	In the 1950’s, the concept of Export Processing Zones was developed, “as a way to attract foreign direct investment to disadvantaged regions and to stimulate economic development, and continue to be a part of the approach of Development States seeking to capitalize on globalization.”[footnoteRef:35] Export processing zones frequently occupied areas in close proximity to ports and other accessible coastal areas. Firms in Export Processing Zones were seen to benefit from agglomeration economies, “through local knowledge spillovers, and networks and links between firms and governments, education and research bodies.”[footnoteRef:36]  [35:  Hague, Cliff, Euan Hague, and Carrie Breitbach. Regional and Local Economic Development. Houndmills, Basingstoke, Hampshire: Palgrave Macmillan, 2011. Print. (76)]  [36:  Hague, Cliff, Euan Hague, and Carrie Breitbach. Regional and Local Economic Development. Houndmills, Basingstoke, Hampshire: Palgrave Macmillan, 2011. Print. (81)] 

	Recently several US cities have experimented with strategies that are both spatially oriented and involve industrial targeting. Most prominently, Boston Mayor  Thomas Menino has worked to turn the formerly industrial harbor area into the “Innovation District.” And while this marketing effort was initially met with a healthy dose of skepticism, dramatic changes have come to the area. In the last 30 months, the area has attracted 100 companies, which have created 3,000 new jobs.[footnoteRef:37] This 1,000 acre district, characterized by “rugged” warehouses, has “benefitted from (Boston’s) competitive strength in finance, health care, and higher education,” to leverage technological changes in the pursuit of innovation.  [37:  Corneil, Janne. "Ideas per Square Foot." Planning (2013): n. pag. Print.
] 

Beyond the innovation brand, the city has written “innovation requirements” into the zoning. “Of the 6.3 million square feet in the Seaport Square’s 23 acres, 15% must be set aside for ‘innovation housing’ and 20% for nonresidential (retail, office, or hotel) innovation uses.” These housing units are ‘micro units,’ between 300-450 square feet, ideal for entrepreneurs, who are young and may not have a family to support. In recent years, other cities like Detroit and San Diego, have launched similar efforts.
There have also been spatial impacts of the economic development policies enacted by these cities. In San Francisco, growth had occurred predominantly in the SOMA area, but their recent efforts have directed growth to the Mid-Market area. This area was previously characterized by high vacancy rates, significant street crime, and a dearth of commercial services. In New York, more research is needed to determine whether a clustering strategy has occurred. Areas that seem to have received particular support include Downtown Brooklyn, the Bronx, and Downtown Manhattan. 
[image: Macintosh HD:Users:jordansalinger:Downloads:zoomedoutNEWtmapFINAL.pdf]


Here we see the spatial distribution of incubators/ co-working spaces throughout the city. We can see significant clusters around Midtown, Downtown, Williamsburg and Downtown Brooklyn.

FINDINGS
As San Francisco has become a desirable location to start web-based software companies, apps, and other platform companies, policymakers have had to craft policy to retain these firms. With the threat of these firms fleeing the city for cheaper property in the surrounding suburban communities and traditional office parks, the city has enacted industrial policies, including payroll tax breaks. How successful have these industrial policies been?
SAN FRANCISCO CASE STUDY ANALYSIS
	In the years that followed the “Great Recession”, unemployment in San Francisco registered as high as 9%. As recently as January, 2011, the unemployment rate was 9.6%.[footnoteRef:38] In the two years that have followed, this number has been significantly reduced, with the most recent figures showing a 6.5% unemployment rate. In the last year alone, the city of San Francisco has created 26,000 new jobs.  From January to August, 2012, tech jobs grew by one third[footnoteRef:39], roughly 13,000 total jobs. This growth came from new startups, growing startups, and even firms in the South Bay relocating to San Francisco. [38: "News Releases, Office of Edwin Lee Mayor of San Francisco" Office of the Mayor :. N.p., n.d. Web. 03 Apr. 2013.
]  [39:  "SF Tech Job Numbers Grow By One Third In 2012." The San Francisco Appeal. N.p., n.d. Web. 03 Apr. 2013.
] 

GOVERNMENT APPROACH
	One of the most significant ways that San Francisco has recently approached economic development is through a series of tax abatement measures. In January, 2011, Edwin Lee was appointed to fill the mayoral seat left unoccupied by Gavin Newsom, who had just been elected Lieutenant Governor for the State of California. As the interim mayor, Lee initially denied interest in running for mayor in the November 2011 mayoral election, but ultimately reversed course, and ran a successful campaign. Central to his campaign was a reduction of unemployment, and Lee vowed to work with the business interests in the city to find a way to solve this problem.
One element of these attempts to improve the business climate has been a series of tax abatements. In April, 2011, Lee, with the approval of the Board of Supervisors, agreed to a six-year payroll tax break. This deal was struck because of Twitter’s decision to remain in the city, and in particular to choose a location in the Mid-Market area. Mid-Market has been the subject of many redevelopment attempts since its decline in the 1960’s and 70’s as a result of construction related to the BART regional transit system.
By electing to stay in this location, Twitter would no longer be subject to the city’s 1.5% payroll tax for all new employees, but would still be responsible for paying the tax on all employees who had been hired prior to the deal. At the time, Lee said, “I would also like to thank Twitter for making a commitment to stay in San Francisco and for their enthusiasm about joining our broad-based effort to revitalize Central Market and the Tenderloin. This new partnership with Twitter represents just one example of how the city can work collaboratively with businesses, community-based organizations, property owners and area residents to catalyze meaningful change in the neighborhood.”[footnoteRef:40] It is estimated that this deal will save Twitter $22 million over the course of the six-year contract. This type of retention strategy is considered traditional industrial policy. Twitter, no longer considered a start up, requires the sort of policy that was once reserved for large and middle-sized firms. [40:  "Twitter Gets 6-year Payroll-tax Break from San Francisco Board of Supervisors." LA Times. N.p., n.d. Web. 03 Apr. 2013.
] 

	Shortly after this deal was struck, the Office of Economic And Workforce Development in San Francisco crafted the Central Market/ Tenderloin Payroll Tax Exclusion. Structured quite similarly to the Twitter deal, this geographically-targeted tax exclusion covered 3.3 million square feet, contained within 73 buildings.[footnoteRef:41] For companies with payroll expenses in excess of one million dollars, a community benefits agreement must be reached with the city. [41:  http://oewd.org/Central_Market_Tax_Credit.aspx] 

	Data obtained from Greg Kato, the Policy and Legislative Manager at the Office of the Treasurer and Tax collector for the city of San Francisco, reveals that companies have taken advantage of this tax exclusion. In the 2011 tax year, the first year in which this exclusion was on the books, three firms used this tax exemption. For these three firms, the combined payroll expense was $2.7 million, and using the previous payroll tax rates for comparison, the forgone expense for the city was roughly $41,000. The data for the 2012 tax year is not available until May. Dolby and Square, two prominent and growing tech firms have moved into the Central Market area, but just outside the tax exclusion area. [image: Macintosh HD:Users:jordansalinger:Desktop:Screen shot 2013-04-02 at 6.57.20 PM.png]
 
[image: Macintosh HD:Users:jordansalinger:Downloads:Tax_Exemption_Area_Map_610.png]
	Above, the property areas that are eligible for the payroll tax exclusion. Bisected by Market Street are a variety of smaller plots. The Tenderloin, at the top, is roughly four blocks wide and five blocks long. These areas have suffered from high street crime and commercial vacancy for much of the last 40 years.

In November of 2011, the Office of Economic and Workforce Development published, Central Market Economic Strategy, a report focused on a broader revitalization framework for this area of the city. This report, which leans heavily on case studies throughout the United States, pushed forward the idea of an arts-based district. This idea, which drew inspiration from past history of this district, also takes into account the large number of galleries, rehearsal spaces, and large theatres either vacant or underutilized. This plan largely focuses on the streetscape and storefront issues, like offering assistance for façade improvements, upgrading historic properties, and temporary art installations.[footnoteRef:42] [42:  "Central Market Economic Strategy." Office of Economic and Workforce Development, San Francisco Nov. 2011. Web.
] 

In November, 2012, the city voted to repeal the payroll tax, and install a progressive gross receipts tax. Placed on the ballot by a unanimous vote of the Board of Supervisors and developed by the city controller, Prop E. was designed to align incentives for job creation. Instead of increasing the marginal cost of each job created, the gross receipts tax “captures the value created by the goods and services produced.”[footnoteRef:43] Besides increasing revenue city-wide by $28.5 million, Prop E was designed with small and quickly-growing tech firms in mind. [43:  Marshall, Corey. "November 2012 Voter Guide." San Francisco Planning and Urban Research, n.d. Web.
] 

ECONOMIC CLIMATE AND ECOSYSTEM
The economic development strategy of the city of San Francisco does not, however, include direct financing of incubator spaces. According to Laurel Barsotti, who works for Office of Economic and Workforce Development, and focuses on the tech sector, says that San Francisco has a different strategy when it comes to business creation. This involves betting on all companies, and avoiding “picking winners.” According to Laurel Barsotti, venture capital firms exist for a reason, and officials who work for the city are not experts at deciding which firms will succeed. Barsotti claimed that Lee was fond of saying, “If San Francisco had a fund and was picking companies we would pick myspace every day, and tell Facebook to go away.”[footnoteRef:44]   These strategies fall on the more traditional side historically on the industrial policy spectrum. [44:  Barsotti Interview] 

	While the city has tried sector-specific clustering efforts in the past, with the success of the Mission Bay development to the east of Downtown, their current efforts do not include targeting. Barsotti claimed, “We have a culture that allows 100 companies to start or 1000 companies to start, and it allows for companies to fail as well. We want to create an overall environment that allows for experimentation. We bet on all sectors, tech, greentech, cleantech. Tech’s up right now, and maybe cleantech is down, but as the other falls, one will rise and balance each other out.”[footnoteRef:45] This approach can be seen in San Francisco’s approach to business incubators, by facilitating the growth of privately-run facilities and not intervening. Shannon Spahanake, the Mayor’s Deputy Director of Civic Innovation concurs, “Enabling is more important than doing. Could we properly manage an incubator space? Probably not.”[footnoteRef:46] [45:  Barsotti Interview]  [46:  Spahnake Interview] 

	While San Francisco does not manage any business or co-working facilities, there is a robust and growing network of privately-run facilities in the city. Jeremy Neuner, who is the CEO and founder of NextSpace, has a chain of co-working facilities in California and has recently opened his second space in San Francisco.  Neuner agrees that San Francisco does not need a government-funded incubator dedicated to tech companies. He feels this market is adequately covered by the private sector. Neuner did say, “a nascent industry like film or fashion might benefit from this sort of government intervention.” The protection and assistance an incubator could provide seems likely to have a larger impact for industries lacking path dependence. This concept is also explored further in the upcoming New York Case Study.
	For Egon Terplan at SPUR, incubators no longer provide the substantial benefits that they once did, and privately-run co-working spaces are able to provide the most essential services. Terplan has said, “Why couldn’t the incubator be a network that you are connected to? Those services could be virtual.”[footnoteRef:47] Technological changes, including reduced price and access for servers, legal, marketing, and design services have changed the economics of starting a company. “Are these co-working spaces incubators? No, but the building and the environment have incubated many things.” [47:  Terplan Interview] 

ZENDESK
Zendesk’s roots are not in San Francisco, but in Copenhagen, Denmark, in 2007. Mikkel Svane, who was working as consultant at the time, installing costly on-site customer support software, knew a web-based solution could fix this problem. He hired Alexander Aghassipour to design the software, and was impressed at the initial positive response. In 2009, Zendesk secured Series A and B funding by Charles River Ventures and Benchmark Capital and decided to move to the United States.
After landing in Boston for a short period, Mikkel and the other co-founders knew that San Francisco provided both the culture and the proximity to technology to help propel the company. While they discussed the possibility of initially working out of a co-working space, Zendesk had hired a team of engineers and now had a staff of 10, making those flexible workspaces no longer feasible. They decided on a space in SOMA near AT&T field on Townsend Street called “ silicon valley row” near several other emerging tech firms. Tiffany Apczynski, the Community Relations and PR Manager, says “the spaces were really small, and the real estate started to get quite expensive.” In less than two years, Zendesk swelled to nearly 60 employees and needed to relocate once again. 
According to Ms. Apczynski, Zendesk leaving the city of San Francisco was never an option. “In terms of recruiting, San Francisco is a much more appealing location than an office park. Public transportation was so important to our founders and staff. We were never going to go to the Peninsula.”[footnoteRef:48] At Mid-Market, Zendesk saw a neighborhood in transition, which was centrally located. But it was also an issue of culture for Zendesk, “Design and image is also very important to Zendesk. Us being in some monolithic no design office park would not fly here.”[footnoteRef:49]Additionally they would be able to secure cheap rent, in a building where they could potentially expand and rent out other unoccupied floors. Under these conditions, should San Francisco have sacrificed the increases in payroll tax revenue?  [48:  Apczynski Interview]  [49:  Apczynski Interview] 

Zendesk was the first company to take advantage of the Mid-Market Tenderloin Tax exemption.  In 2011, this exemption saved them $36,000. As part of the terms of this agreement, Zendesk agreed to create a Community Benefits Agreement. This agreement, which was originally tied to one-third the value of the tax exemption, is re-negotiated each year to account for an increase or decrease in the tax exemption.
NEW YORK CITY CASE STUDY ANALYSIS
	While throughout Mayor Michael Bloomberg’s terms as Mayor of New York City he has stressed diversifying the workforce, until the financial collapse of 2007/2008, he had not made it a policy priority. With the implosion of Lehman Brothers and the tremendous stress placed on other financial institutions, Bloomberg sought to promote the development of start-ups, particularly in the tech and bio-tech industries. Between 2007 and 2011, more than 1,000 Web-based start-ups have emerged in the city, with 486 digital start-ups receiving angel, seed, or venture funding.[footnoteRef:50]  [50:  Giles, David. "New Tech City." Center for an Urban Future, 1 May 2011. Web.
] 

Simultaneously, the city faced a real estate dilemma, with many developers struggling to fill their office space as many industries started to feel the impacts of the recession. Incubators and co-working spaces have started to flood the city, growing from 12 facilities in 2011 to 100 in 2013. Some of these are private ventures that took advantage of cheaper real estate, while others developed with financial support of the City and their economic development wing, the NYCEDC. While the swift movement of private firms into the world of co-working and incubators have exposed certain unnecessary duplication of services, specifically in the co-working spaces, the short-term contracts and relatively minor financial commitments still were important economic development actions. 
(4) How should the actions taken by the city to assist real estate developers by helping to fill their vacant space be characterized? Because of the small scale of the incubation project, these grants to the developers should not be considered a “bail out,” but rather a partnership. Frequently these spaces were provided at below market rates, and for short terms. The city was able to take advantage of deals to help achieve their goal of industrial transformation, while the real estate developers had their space occupied and stalled neighborhoods from declining. In fact, by incubating certain companies, developers hoped that they would eventually graduate and seek new office space in the area.
GOVERNMENT APPROACH
	What role has the city taken in helping to promote tech growth? New York has been quite active and has launched a wide range of initiatives and programs dedicated to spurring these industries forward. These efforts include the creation of an applied sciences campus on Roosevelt Island, the hiring of a chief digital officer, the BigApps competition, and a series of partnerships with engaged research institutions like Columbia and NYU. The NYCEDC also offers a range of tax incentives for Qualified Emerging Technology Companies, employment credits for job creation, capital tax credits for investors in these companies, and a variety of other facilities-upgrading and job-training tax credits. The city also has donated land on Roosevelt Island and provided up to $100 million in infrastructure improvements[footnoteRef:51], for a future Science and Engineering Campus, run by Cornell and Technion, with the aim of producing new tech entrepreneurs and badly-needed computer engineers. [51:  "New York Chases Silicon Valley With Roosevelt Island Site." Bloomberg. N.p., n.d. Web. 03 Apr. 2013.
] 

One of the most notable efforts made by the city has been the public funding of incubators. A representative from the NYCEDC reports that they were hearing three major complaints from the tech community in 2007: there was difficulty accessing workspace, there was no existing tech community, and no access to funding. In order to overcome these barriers, the city of New York attempted a policy intervention.
Thus the EDC hosted the Take the HELM challenge.  HELM, which stands for Hire + Expand in Lower Manhattan, awards five $250,000 grants to start-ups, tech companies, creative companies, or new transplants who are looking to call lower Manhattan their home. According to Seth Pinsky at the EDC, “With this new competition, we are prepared to build upon the significant progress being made in Lower Manhattan. Take the HELM will help attract critical high-growth industries to the area, and ensure Lower Manhattan remains a global center of innovative business activity for decades.”[footnoteRef:52] Similar to the spatial targeting approach used in the Mid Market/Tenderloin area in San Francisco, this initiative aims to focus on growth on one particular geographic area. While an exact comparison of these two areas is a reach, given the long-term distress of the Mid Market area compared to relative success of Lower Manhattan, both initiatives aim to reduce office vacancies. While the Take the HELM challenge is sector focused, policies in San Francisco do not target any particular industry.  Because of the strength of tech in San Francisco, this is not a particular need.  [52:  "Take the H.E.L.M. - Hire & Expand in Lower Manhattan." Take the H.E.L.M. - Hire & Expand in Lower Manhattan. N.p., n.d. Web. 03 Apr. 2013.
] 

(1) As was displayed on the chart on page four, incubation is a relatively small financial commitment when compared to the many industrial policy efforts that the city has embarked upon in the last 5 years. The total commitment, $3.5 million spread between 14 facilities, is significantly less than the city has spent on modernizing industrial facilities, creating bio-tech and food services workspaces, and even directly funding start-up tech firms. While these figures may seem inconsequential in comparison, it should be noted that incubators are an experimental endeavor, and funding and prioritization is subject to change.

PUBLICLY FUNDED INCUBATORS
	NYC Public Partnership Incubators
	Total Square Footage
	Companies
	Graduates
	Jobs

	10
	130,000
	600
	100
	1,000




The first publicly supported incubator, The Varick Street Incubator, which launched in 2009, came through a donation of rent-free office space. This three-year donation of space came from Trinity Real Estate, which was struggling to rent out the space. Additionally the city invested $100,000. A four-year, $1.5 million grant from NYSERDA helped to launch the Accelerator for a Clean And Renewable Economy, which also operates out of the Varick Street Space. This grant also supported the DUMBO incubator, which opened in 2012. 
The Varick Street incubator operates in a manner very similar to that of a co-working space, only providing basic business services. Currently the facility rents out space at the rate of $200 per person per month. This facility is run in partnership with New York University, with New York University assuming the facility management position. The Clean Tech facility operates in a manner similar to an accelerator, firms take 6-month leases, and are provided access to venture capitalists and mentorship. Micah Kotch, the founder of the space admits this can put stress on the firms, but “rather than putter along for five years, its better to know within the first year if we are going to fail.”[footnoteRef:53] Firms can renew for a term up to 18 months, but must either fold or graduate into a new space at that time. [53:  Kotch Interview] 

	CO-WORKING/ INCUBATOR SPACES
	NYCEDC INVESTMENT
	SQ. FT.

	NYU POLY Varick Street
	100,000
	28,364

	Sunshine Bronx Incubator
	250,000
	11,000

	Hive at 55
	100,000
	5,000



In a little more than three years, firms which have worked out of the Varick Street Incubator have created 900 jobs. Five of these firms have been acquired, two of them by publicly traded companies. 35 firms have graduated to larger real estate and a total of $60 million in venture capital has been raised. Micah Kotch has also seen transformations in the neighborhood that surrounds the facility. “We have seen a huge improvement in the Hudson Square area. Columbia has opened an incubator, WeWork has opened 75,000 square feet of space. This area of SOHO has really become a hotspot for startups. I don’t think its only because of us, but there has been some validation.”[footnoteRef:54] He also sees validation in the partnership with Trinity Real Estate, which has benefited from the increase of tech clients in the neighborhood. [54:  Micah Kotch Interview] 

HIVE AT 55	
Another pioneering incubator, which also opened in 2009, is the non-profit Hive at 55. This facility, similar to the Varick Street incubator, categorizes itself as co-working space. Hive at 55 is a partnership between the EDC and Alliance for Downtown New York, the operator of the Business Improvement District (BID), south of Chambers Street in Downtown Manhattan. One of the largest BID’s in the country, the Alliance for Downtown Manhattan provides free bus service as well as street cleaning and other services. In discussing Hive at 55, director Daria Siegel said, “We were a bit more adventurous, this is sort of an unusual thing for a BID to do. We’ve never charged for services before.”[footnoteRef:55] [55:  Siegel interview] 

	In 2008, The Alliance for Downtown New York approached the EDC. They wanted to operate an incubator, as they felt there was a real estate problem. There were too many people working as entrepreneurs, and not enough places from which they could operate. After doing some research, they settled on creating a co-working space, given the lower start-up costs and the fewer staff needed to operate the facility. After receiving a $100,000 grant from the EDC, they were approached by Bill Rudin, coincidentally a member of both the board of the EDC and the Alliance for Downtown New York, to negotiate a deal on a space in his property at 55 Broad Street.  
	Originally the Downtown alliance anticipated that most of their workers would come from inside their BID. “We ended up being completely wrong. Because of our amazing transit access, people are coming from all over the city, even New Jersey because of the PATH train.”[footnoteRef:56] Siegel estimates that 75-80% of the firms are web-based software or mobile applications, 10% lawyers or accountants, and 10% are writers or journalists. These numbers have stayed relatively consistent since the Hive at 55 opened, but Siegel has noted that the ecosystem around the incubator has started to change. Besides a rapidly -increasing residential population, downtown Manhattan now boasts more than 500 tech firms. [56:  Siegel Interview] 

SUNSHINE BRONX BUSINESS INCUBATOR
The Sunshine Bronx Business Incubator was opened in January of 2012. This facility is a partnership between the EDC and Sunshine Suites, a company that manages two other co-working facilities in Manhattan. In 2009, Cheni Yerushalmi, the CEO and founder of Sunshine Suites, was first approached by the city to consult on their involvement in incubators. Later, when they were looking to expand their incubators beyond Manhattan and Brooklyn, the city reached out to Cheni and Sunshine Suites to manage the operation. The city provided $250,000 as part of a three-year contract to pay for the rental of space in the Bank Note Building in Hunts Point in the Bronx. While the EDC was very proactive in creating this partnership, Cheni says they are not micromanaging. They have offered to assist with marketing when requested, but are not involved in the daily operation. The Sunshine Bronx Incubator and other EDC funded incubators are required to submit status reports to the EDC about number of firms acquired, total jobs created, capital raised, and number of graduates. Requests for this information from the Sunshine Bronx Incubator and the Hive at 55, to both the facility management and the EDC have not been responded to.
With more than half the population living below the poverty line, Hunts Point is the poorest Congressional district in the country. Mr. Yerushalmi realizes that operating a facility in this environment presents a unique challenge.” When you are dealing with revitalizing communities, it is an uphill battle, particularly when you are dealing with small businesses that typically fail. You are trying to change the course of nature.”[footnoteRef:57] The EDC, however, does not dictate that a certain percentage of those who use the facility reside in the surrounding community. Mr. Yerushalmi reports that a wide variety of users come from as far as Connecticut or Brooklyn to take advantage of the mentorship services at the facility. [57:  Yerushalmi Interview] 

At the opening of this incubator, Seth Pinsky, the President of the NYCEDC said,
“The opening of the Sunshine Bronx Business Incubator is a significant milestone in the Bloomberg Administration’s ongoing commitment to foster entrepreneurship and innovation across the city. As the first City-sponsored incubator to open in the Bronx, Sunshine Bronx will play a particularly important role within the community, facilitating the growth of more Bronx-based startups and ensuring a bright future for the borough and its economy.”
It is clear from these comments that this facility is viewed as a way to promote a culture of entrepreneurship in Hunts Point, an area that has not had a space for entrepreneurs. Success, according to Mr. Yerushalmi, can be judged by the nearly $200,000 worth of services already exchanged between different firms at the incubator. While there is an exchange within the incubator, it is unclear whether the intended impact on the community is occurring. Mr. Yerushalmi desires additional services near the facility. “It would be great to have a Starbucks nearby. My wife says I’ve lost a lot of weight.”[footnoteRef:58] It may be years before any change occurs in the surrounding communities, particularly given that many of the clients of the incubator do not live nearby.  [58:  Yerushalmi Interview] 

Analyzing the data collected on job creation, square footage, and graduated firms  is particularly challenging because there is nothing to reference them against. Public incubation is not part of another US city’s economic development strategies, and since it is a new program there is a not a history to compare it with. Furthermore, incubators like the Sunshine Bronx Incubator consider their mentorship to be ongoing, thus do not “graduate” firms and don’t have comparable data. Requests for data from Hive at 55 were not responded to. An anonymous incubator manager interestingly noted at the lack of comparable data, “that can only mean one thing, huh.”[footnoteRef:59]   [59:  Anonymous Incubator manager] 



	CO-WORKING/ INCUBATOR SPACES
	GRADUATED FIRMS
	INVESTOR FUNDING
	JOBS

	NYU POLY Varick Street
	35
	60 million
	900

	Sunshine Bronx Incubator
	 ?
	 ?
	 ?

	Hive at 55
	 ?
	 ?
	 ?



	The State of New York has now started to look at the impact incubators can have on economic livelihood.  Senator Martin Golden was named the Chair of the Select Committee on Science, Technology, Incubation, and Entrepreneurship in February, 2013. “The path to develop a small business and innovation economy in New York is aided by many means and strategies, including strengthening of current incubator operations and development of new ones, expanding incentives and developing a full array of integrated entrepreneurship programs including enhancing scientific and technology innovation via incubators and other free-standing entrepreneurial development programs.” The aim of this committee is both to establish economic development proposals, but also to write legislation that furthers business creation and promotes entrepreneurship.”
FIRMS – NY
SHOPKEEP
ShopKeep was founded in 2008, when most of the financial markets in the United States and the world first began to falter. Co-founder Jason Richelson aimed to modernize point-of-sale technology, through flexible software that allowed linkages between iPads and cash drawers. This cloud-based software allows for the full functionality of traditional point-of-sale machines by also connecting to a credit card swiper, a printer, and even a scanner for QR codes. Currently, “the point of sale business is a  $15-billion- to $20-billion-industry dominated by big public-company players, such as Microsoft Inc. and NCR. 
Jason Richelson set about on this project initially as a way to solve his own business problem. As a small business owner, Richelson owns Greene Grape, a 70-person wine and gourmet grocer in Brooklyn and Manhattan. Then Richelson “grew frustrated by the clunky register systems available to him.”[footnoteRef:60] Richelson turned to Hive at 55, as the venue for which to launch this new venue. In discussing their experience at the Hive, representatives for the organization described the experience as being more than what they had expected from a co-working site. In fact, because of their immediate proximity to a particular set of programmers, “we were toying with the idea of doing an ipad application for our ShopKeep register.” A representative elaborated, “ The knowledge base here, in terms of everyone’s specialty, tends to be a good source for information resourcing, and allows us to gather resources we wouldn’t have an opportunity to.”[footnoteRef:61] [60:  "ShopKeep Rings up $10M in Venture Cash." Latest from Crains New York Business. N.p., n.d. Web. 03 Apr. 2013.
]  [61:  Hive at 55: Shopkeep. N.p., n.d. Web. 11 Apr. 2013.
] 

	Outgrowing the public desks at the Hive, Richelson started using the smaller private workspaces at the office.  Eventually Shopkeep graduated, moving out of the Hive and into a space on the same floor. In December, 2012, Shopkeep raised $10 million of venture capital to further explore this market. Shopkeep currently has 18 employees, in a space equal in square footage to that of Hive. This rate of employee growth would classify Shopkeep as a “gazelle,” the type of company that policymakers desire the most.
(3)
	FIRMS
	SIZE
	TYPE
	CITY
	OFFICE SPACE

	Zendesk
	250
	Customer Service Software
	San Francisco
	Mid-Market Office

	OkFocus
	3
	Digital Design Agency
	New York
	Home

	ShopKeep
	18
	Point of Service Software
	New York
	Co-working/Downtown Office

	Tapfame
	2
	Application Development
	San Francisco
	Co-working



LIMITATIONS
While many of my research goals were accomplished in this project, I believe additional research would enhance this area of study. With more time, I think an exhaustive interview process could be conducted, involving a variety of small- and medium-sized firms. A survey which targeted a significant number of these firms, ideally 75-100, could yield significant findings.  While I was able to conduct several interviews with firms, because of the relatively small sample size it is much harder to draw informed conclusions. Understanding the perspective of a range of firms,--what locations they are they drawn to, what amenities they need, how they anticipate using these workspaces in the future, and how they help technology development-- is critical information.
Another shortcoming of this study deals with issues of classification. The terms co-working, accelerator, and incubator all have been used somewhat interchangeably. I have been precise, as it relates to how these spaces define themselves, but in reality there are distinctions between services offered. This represents a shortcoming in the way policy statements address these spaces, as well as issues of marketing on the behalf of management. Ideally, as these spaces become more defined, more clarity will be achieved, and industry standard definitions will emerge.
Additional research should also be focused on some of the more complicated spatial questions that have been raised in this research.  Looking at the industrial make- up of the neighborhoods surrounding these facilities could provide valuable information about how both private entities and public agencies select locations. Additionally, a neighborhood comparison before and after these facilities were introduced could answer questions about successful implementation. For example, has the Bronx Sunshine Incubator accomplished the goals the city set forth for it, while simultaneously being a viable business model for Sunshine Incubators? Unfortunately, given how recently these facilities have been introduced, the current data isn’t able to successfully answer these questions at this point.
CONCLUSION
	Site
	New Jobs Created
	Office Vacancy Decline
	Tech Companies Attracted

	South of Market, San Francisco  (2009-2012)
	5,700
	11.50%
	9


	The ways by which San Francisco and New York engage in economic development are similar, yet have significant differences that could have future impacts. While New York has made serious strides to become competitive with San Francisco in terms of serving as a hub of tech companies, New York still faces serious disadvantages. One of the most significant issues confronting New York is a lack of skilled engineers. In the Bay Area, the best and the brightest can receive the highest incomes at tech firms. In New York, these same engineers might choose to work for an investment bank that offers a more competitive salary. While it will take a while for the differences to be felt, efforts like the Cornell Technion campus on Roosevelt Island should start to level the playing field.
	Another key disadvantage that New York faces is a lack of “platform” companies. With the possible exception of Foursquare, the vast majority of these companies are in San Francisco or Silicon Valley. Building on top of “Platform” companies, like Facebook or Twitter, is where much of the current tech growth is occurring. Employees from these companies are using their knowledge of these platforms to start their own companies. While it is possible that these new companies may one day be enticed to work in New York City, for the most part they are choosing San Francisco. Where New York has shown its strength is by making connections between new technology and the “heritage industries” of finance and fashion.
	City
	Total City Investment in Incubators
	Maximum Investment in One Facility
	Facilities Open by 2014
	Boroughs Represented

	New York
	3.5 Million
	250,000
	14
	5



	In both cities, the speed at which real estate has been made available to start-up firms has been staggering. In four years, New York has added more than 100 co-working or incubator spaces. This speed is an indication of incubators and co-working spaces as attractive real estate investment strategies. This effort, which has included private and public involvement, is an indication of the dwindling costs needed to start a company, a temporary drop in the price of real estate, and a desire to capitalize on the potential windfalls of the tech industry. What started as smart real estate strategy has become smart policy. (4)
While not engaging as directly, San Francisco has certainly been embracing of tech, and willing to re-write legislation in order to keep growing firms.  As legislators became fearful of tech companies seeking cheaper rent elsewhere, they adjusted the payroll tax to keep firms in the city. While I only spoke with a limited number of firms which took advantage of this tax break, it does appear that the threats to leave may only have been a leveraging ploy. The impacts of this on the city’s budget, however, will be negligible given the eventual switch to the gross receipts tax. This tax, which is expected to be revenue neutral, and might even raise up to $22 million for city, was something that the business community embraced.
	Do the economic development efforts of New York give it a distinct advantage over San Francisco? In regards to the co-working spaces they have sponsored, like Varick Street, Hive at 55, and the Dumbo Tech Incubator, their impacts have been negligible. At this point, these sort of facilities have been replicated by private firms. San Francisco realized the private sector’s ability to fill this need, and has opted not to get involved. But that is not to say these were not important investments at the time on the behalf of the city of New York, and sent signals to the tech community that the city was willing to spend to support it. This should not be classified as failed public strategy, rather as the remarkable emergence of the private sector. As was indicated in my conversations with representatives at the EDC, they will no longer be sponsoring co-working spaces, and will focus only on industry-specific, or location-specific facilities. 
	Can these industry- or location-specific facilities give New York economic superiority over San Francisco? In sum, it is too early to tell. Facilities like the Sunshine Bronx Incubator have the potential to revitalize a neighborhood. Will this sort of facility do so if it allows commuters to drive in from Connecticut and drive back at night? My inclination is that this will not have significant impacts on the community.  I believe that this incubator may be plagued by a lack of institutional thickness in the neighborhood, operating like a lone lighthouse.
An industry specific incubator, like one that focuses on fashion, might have potential. But this does require picking an industry that is in the right stage, and requiring the right level of protection. As we have seen, this can be a challenge. This is still an important endeavor, and economic consequences can be significant enough that it is certainly worth the city’s current level of financial commitment.  
Other incubation models, not yet explored by either the public or private sectors, could also become more prevalent in the upcoming years. Micah Kotch, said, “the challenge in this model is when a company is successful and starts to add employees, is the immediate trigger for them to graduate. And that does not work to our advantage.” Micah believes that new incubator facilities will emerge that capture the value of these quickly growing firms. While he does acknowledge that there are challenges in finding the right type of flexible space for these firms, he does believe the market will continue to evolve to cater to these demands. 

POLICY RECOMMENDATIONS SF
Is San Francisco at a disadvantage by not engaging in this type of economic development? Probably not. The City has shown a willingness to be flexible with the demands of tech companies, and will probably cater to future needs. I anticipate the Mid-Market Tenderloin tax exemption is just one in a series of moves that helps keep tech companies in the city. And while this could change with a different administration, tech has become such a large sector in the city that it is hard to see a scenario in the near future in which the government turns its back on tech.  While it appears the expense to the city for this tax exemption is not significant, appropriate analysis should be conducted before the city engages in a future tax exemption to retain firms. As San Francisco has done a great job at creating “tech culture,” firms, as documented in the ZenDesk case study, are not likely to leave the city. Traditionally, these sort of tax abatements are not the most efficient use of public funds.
The impact of path dependence in San Francisco should not be underestimated. These advantages, which include, but are not limited to: more venture capital firms, greater supply of talented engineers, “platform” firms, and the often cited “tech culture”-- not things NYC can boast. As we think about NYC, in industries such as fashion, finance, and potentially film, where NYC has a path dependence advantage, the city should consider targeting those industries to incubate.
POLICY RECOMMENDATIONS NY
The city of New York has a variety of options in for its future economic development strategies. It does appear that they will continue with their incubator program, but re-tool it to address communities and industries that are in need of this support. This assessment seems to be fair, given the rise of the private market in providing co-working spaces. Capturing and guiding the growth of quickly growing firms should also be a future focus of the city.  A spokesman for the EDC has recently said, “There is certainly a need for larger, short-term flexible space for those growing companies and we are presently working towards finding solutions that will allow them to thrive as critical pieces of the city’s economy.”[footnoteRef:62] While a private firm like WeWork has attempted to create this sort of “step out” space, a public partnership may bring the price down to a more palatable level.  [62:  "City's Incubator Tally Swells to 100." Latest from Crains New York Business. N.p., n.d. Web. 03 Apr. 2013
] 

The future location of these facilities should also use more thoughtful consideration. In learning about the locations for the earliest incubators, a confluence of factors, a favorable real estate deal or a partnership, seemed to dictate where in the city they were located.  Moving forward, these incubators should co-locate near industries that they can support. As the tech sector becomes more specialized, the city should continue to see what heritage industries, such as finance, law, and healthcare, would benefit from a nearby facility. Since there are not the same legal or logistical barriers as a kitchen incubator, the city should seek out specialized locations for future facilities. In fact, at the tech heavy Hive at 55, accountants and lawyers often seek desks. And while most of their clients may be outside the office, increasingly services are exchanged between the startups and these service workers.
(+) Moving forward, underutilized public buildings should be considered as locations for incubation facilities. Buildings like public libraries, which have sagging attendance and declining revenues, and are contemplating alterations to their programing, should be explored. “One of the world’s first and most famous libraries in Alexandria, Egypt, was frequently home some 2,000 years ago to the self-starters and self-employed of the era.”[footnoteRef:63] Efforts currently being pursued in Arizona to repurpose libraries into co-working facilities should be discussed.  [63:  "Why Libraries Should Be the Next Great Start-Up Incubators." - Emily Badger. N.p., n.d. Web. 23 Apr. 2013.
] 

FUTURE RESEARCH
Significant future research is needed on this topic. A survey could really help illuminate some key concepts. What is the state of “tech culture” in NYC? What nascent industries could benefit from an incubator? What other services could the city provide? Future GIS work is needed as well. What are the neighborhood impacts of these facilities? (5)/(2) Additional GIS could also be used to look at the supply chains. While location for web based services is certainly not as important as manufacturing or industrial firms, it would be important to understand the relationship these firms have with their clients. Early research indicates that lifestyle benefits and proximity to other skilled workers guides location decision, as opposed to distance from their suppliers and customers. 
(2) Can web based firms be addressed by industrial policy? Large tax breaks and other traditional industrial policy tactics will probably not be the most efficient way of dealing with web-based firms moving forward. Concerted efforts to address the price of real estate, either by modernizing decrepit facilities or by guiding the market to create more flexible workspaces would have the most significant impact. Unlike bio-tech or food services that require tremendous initial investment, web based firms don’t have the same needs. It should be noted, however, that economic development initiatives that improve the quality of life near office space for these firms should be considered. An example like improving transit that serves Williamsburg, and the site of the future Domino Sugar Plant mixed use development, might be an efficient alternative to tax breaks.   
Given the different economic climates and state of certain industries, the city governments of New York and San Francisco have engaged in different economic policies. San Francisco, with an existing tech culture, access to venture capital and skilled engineers, has focused more on the traditional industrial policy of retaining rapidly growing firms. While it appears that many of these firms may have ultimately decided to stay in San Francisco with or without a tax break, the city has been successful in channeling growth to an area that needed it.
The economic development policy of the city of New York does not resemble that of San Francisco. While also engaging in traditional industrial policies such as tax breaks, the Bloomberg administration deemed more progressive policies were needed to diversify the economy. The administration has used incubation and co-working as a tool to target specific industries and assist geographic areas. And while it is too early to adequately judge the exact economic impacts, their miniscule investment, $3.5 million, will presumably pencil out.  (1)/ (6) As it compares to the other industrial policy efforts of the city, and the others referenced in the literature review, business incubation is a small component. With its potential ability to create significant jobs, while also weakening the city’s dependence on financial services, it should be considered a viable economic development initiative. Pending future data and programmatic refinement, future administrations should consider increasing funding for these type of programs.
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