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Abstract

The concept of business incubation to assist flagdbusinesses to establish and to
develop networks, management skills, and marketshfgir products or services is a
relatively recent innovation. The origins are maioVerseas countries and the United
States in particular. The research questionesdéd by this study is:
What services offered by business incubators eitlkouse, or accessed by referral,
are of benefit to small and medium enterprise (SME)er-managers?

This paper provides an in-depth and Australian gestve about this issue, through
six South Australian case studies of business wmitub ‘with walls’ and virtual
incubators ‘without walls’.
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Introduction

Concurrent with the downsizing and restructuringeofle businesses and government
bureaucracies, there has been an increasing fatukeoformation and growth of
small and medium sized enterprises (SMEs) (Karppdr 1995) and the need to
assist SMEs because of their contribution of emplayt and the economy (The
Beddall Report 1990).

In particular, business incubators are seen torbefgective way of assisting the
survival and growth of small, fledgling businesg@dlen 1988; Fryer 2000; Gerl
1996b; Hayhow 1997; Meeder 1996a; Rice 1992; Rd®#99; Sherman 1999;
Thomas 1996; Whettingsteel 2000) and so contridateeconomic development

40



Business incubator services and benefits: an in-depth investigation

Flavel & Kalendra

within a geographic region (Carroll 1986; Kuratko &aFollette 1987,
Pricewaterhouse Coopers 1999). Indeed, early iabttion by way of mentoring,
training and establishment of management systesnseen to be a way of reducing
failure rates or detecting problems early enoughdmrrective action to be taken.
Such intervention within an incubator environmenalges training and mentoring
and the sharing of actual success, opportunities problems as they arise (Allen
1988; Price Waterhouse Coopers 1999; Rice 1992jthémwmore, they are an
attractive economic development option for regioc@lncils and are often fostered
by them (Office of Local Government, Department Bhmigration, Local
Government and Ethnic Affairs 1992).

However, although there have been several resesitehies undertaken in some
countries, and particularly the United States (Adkl996a; Bearse 1993; Bruton
1998; Bykova 2000; Deakins et. al. 1998; Forst 19%8/how 1997; Jorge, Malan &
Lalkaka 2002; Meeder 1996b; Mian 1994; Rice 199&rBan 1999), the subject has
not been recently researched in-depth in Austrédiathermore, although there is
prescriptive information relating to business inatidn, there are few Australian case
studies about the benefits of incubator servicespezific outcomes.

Thus this research aims to explore the gaps inlitkeature about how business

incubators assist SMEs in Australia. Particulaityaddresses the issue of what
services offered by business incubators eitheoumsh, or accessed by referral, are of
benefit to SME owner-managers.

Several contributions are made in this researcht,Rhere is a difference between the
perceptions of incubator managers and tenants nangewhich support services are
of benefit or useful. Second, there are benefitsSFE owner-managers in terms of
positively influencing business skills developmergucing closure and failure rates
during the incubation period and facilitating inatien and commercialisation of
technology. Finally, the key role of an incubatoarmager is to proactively identify
client needs before they evolve into major problemsd to assist them in the
development of their opportunities.

These contributions are important because of tlgmifsiance of SMEs to the
Australian economy. Indeed, in Australia it is estted the number of SMEs totals
1,075,000, that is, 96.4 per cent of the total nemii business enterprises. These
SMEs employ 47.2 per cent of the total workforcd amer 60 percent of the private
sector work force (Australian Bureau of Statis2€91).

This paper has four parts. First, a preliminaryeavork of five research issues based
on the literature is outlined. Then, the in-deptktimdology of case research is
described. The results are discussed next. Finetipnclusions about the research
issues are explored and implications of the findiage discussed.

Background literature about business incubators
Background: Business incubators have their origins in the Whiftates in 1959.

However, the growth of these business incubatossreatively recent phenomenon.
In 1997-98 there were more than 800 incubatorhénUnited States, compared to
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only 12 in 1980 (Guglielmo 2000). Between 1992 at@B9, the Australian
Government approved 72 incubator projects (Priceshhause Coopers 1999).
Individual states are also involved. For exampiethe state of South Australia,
support services specifically targeted to SMEs vpeowided by The Business Centre,
now the Centre for Innovation, Business and Martufatgy, a state government
entity. However, in common with some other staties,South Australian government
is now providing targeted assistance through osewice providers such as the
Business Enterprise Centres (BECs) and RegionakbDpment Boards. At June
2002, there were seven BECs in the Adelaide melitapoarea, and ten Regional
Development Boards, providing business advisoryises. In addition, there were
six business incubators, not including virtual inators, with a further five at the
feasibility study or detailed planning stage. O¢ #ix incubators, two are associated
with universities, two are regional and two are nmgolitan (Evans, A. 2002 pers.
comm., 12 September).

Missions, roles, objectives and benefitsThere are many different types of
incubators and this diversity makesmparisonsbetween them difficult (Dowling
1997a, pp. 1-3). But their objectives are similarbrief, their primary mission is to
assist in the survival, development and growthtaftsip or early stage businesses.
They achieve this mission both through the provisid professional management
assistance and operating cost savings (English)1995

Business incubators are part of an emerging trémstifgport systems for new venture
creation, and successful incubators are judgedéiy ability to add value to tenant
businesses (Rice & Matthews 1995). Client busireeskeuld have increased in value
when they leave compared to when they came intanihebator (Dowling 1997a).
They are also judged by their ability to achieveegular turnover of graduates,
thereby providing space for new start-up businesselsice the level of tenant failure;
indirectly create employment through tenant andlgaée businesses; and over time,
begin to operate as self-sufficient businesse$iowit ongoing reliance on government
funding (DEWRSB 2001, p.3).

SME owner manager skills Start-up businesses may be exposed to the wdrld o
commerce and competition from their very first dayd many fail in the critical early
stages of their life because they lack nurturirdyice and assistance (Allen 1989).
SME owners often haveechnical skills but lack management, marketing and
entrepreneurial abilities, and without these dbditare unlikely to survive. Given that
most SME owner-managers lack essential businessagearent understanding and
experience, particularly at the start-up stageis@sxe is needed in meeting and
successfully dealing with the crises and problehesy twill face. Often the owner-
managers are unaware that they are approachingis. @nd it is the mentor/adviser
who is able to assist before a potential crisisobexs a major risk to the business.
Incubators are seen to be a cost effective way roviging timely advice and
assistance (Allen 1988; ANZABI 1999b; Dowling 199English 1995; Kenyon &
Gardiner 1994, Philips & Hayhow 1996).

Services offered: Provision of business incubator services has a gsingoal of

assisting owner-managers to survive and grow, amdmentor them in the
development of their business and entrepreneukilis.sThe justification for their
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existence is their potential for value adding toeai® businesses and the surrounding
community of which they are a part (Allen 1988)eirtunique value and contribution
lies in enabling tenants to conserve scarce cagmtal providing opportunities for
interaction and the development of relationshipth iellow tenants, external service
providers, and the incubator manager for purpodementoring and monitoring.
These relationships, and the benefit of ongoings&sge, often last well beyond
graduation from the facility (Adkins 1996b).

Traps and problems to be avoidedThere are a number of factors which militate
against an incubator’'s success (ANZABI 1999b; Dul&9D00; Gerl 1996e; Jorge,
Malan & Lalkaka 2002; Rice 1992, 1996; Rice & Matils 1995). Firstly, they
cannot be self-sufficient in the short term andunegsupport and commitment over a
long period of time, often up to ten years. Secgnttie lead time to establish an
incubator can be quite long - from two to four yeaAlso, they cannot be
commercially viable if they are required to pay coercial rent or a commercial
return on investment. Economies of scale are afgmortant and they consistently
need higher than 60 to 70 percent occupancy réafimslly, they often need to be
integrated with other businesses and economic dpwednt services in their region,
and even then they are not likely to be viablergaa where the catchment population
is below a certain threshold or where there aresuitable or affordable buildings
available on appropriate terms. In these lattetaimees, a virtual incubator may be a
viable alternative. A virtual incubator is an uh@ator that provides a substantial
proportion of support and services to ‘tenantsotiyh a network of communications
from a remote location. Business tenants will ¢gly be dispersed over a wide
geographic area. These incubator models are soewtieferred to as ‘incubators
without walls’.

Research issues

This research explores the benefits and problestcaged with both physical (bricks
and mortar) and virtual incubators and their raleassisting SMEs to establish,
survive and grow in Australia. There are variousgripretations of what constitutes a
business incubator, the types of services offeaed, the potential benefits of these
services to SME tenants and clients. This imprexisd to the development of five
research issues.

Services: To begin, the literature cites a number of studies/hich incubators are
identified as important to the growth and succdssaubating businesses ( Hayhow
1997; Jones 2001; Murphy 2000; Rice 1992; Roper9198herman 1999;
Whettingsteel 2000; and Wonnacott 2001). Hayhowd{19. 1) cites a study in
which ‘firms made impressive gains in average grsales and staff employed’.
Average sales of tenants increased by more thanpé@fent from the year they
entered an incubator and employment increases 4rénto an average of 13 jobs per
firm. The majority, 66 percent of tenants, weretled view that the incubator had a
‘strong hand in their growth’ (Hayhow 1997, p.2utBvhat did the incubators do to
achieve these results?

Many incubators do the same sort of thing. (ANZABIO9b; Bruton 1998; Dowling
1997a). Generally, they provide accommodation,eshalffice services and facilities,
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access to professional advice as and when needédh@ opportunity for tenants to
learn from each other’s experiences (Allen 1989hutber of authors (Carroll 1986;
Brown 1998; Dowling 1997b; Hayhow 1996; Kalis 199&ece & Matthews 1995;
Schuyler 1997) outline these service offerings as:

e professional servicemcluding assistance and counselling on legal ketarg
and sales, exporting, government contracting, humeaource management,
product supply, production , financial planningelseg finance, accounting
and intellectual property issues;

e facilities servicesuch as reception areas, meeting rooms, libradipavisual
equipment, computer equipment and conference roanas;

o office servicessuch as word processing, copying, clerical aidhkkeeping
and reception.

Although these common incubator services are lidteslliterature does not appear to
identify the services which are most beneficial tigofirst research issue was:

RI 1: What range of services are offered by theoue incubator models and do they
contribute to growth and, possibly, eventual gratre?

Nor does the extant literature identify the appiatank of congruity between the
incubator managers and their tenants regardingéhéces tenants recall using and
the most beneficial services identified by the imator managers.

For example, a US research study asked tenantgrformance rate a number of
services, but, apart from indicating the percentageespondents who used the
services; this study did not identify those sersiadiich are most beneficial (Hayhow
1997). Shared administration and office servicended the highest percentage
(82.9 percent) of users, almost double the nexttmssd service, of business plan
development (46.7 percent).

Australian research (Dowling 1997b) reported omatési ranking of the top five
ways an incubator beneficiallyssisted them in their business. The following were
listed: saved money overall, accelerated developnoénthe business; saved on
renting/lease costs; increased their managemenis;skand, increased their
confidence. However, the literature also stateg the manager’s ‘value-adding
strategies and objectives’ should include: coumgel working one-on-one with
tenants; establishing and maintaining external fassi networks and organising
external sources of advice for tenants where reduideveloping, arranging and
delivering training programs; and developing andnpoting opportunities for tenant
interaction (Dowling 1997a, p.2-24; Rice 1992).

Finally, the literature identifies a problem comuag graduating tenants and moving
them out of the incubator, particularly if timeatdd graduation policies are strictly
adhered to. Not all companies grow and developeasame rate, therefore a flexible
graduation policy is necessary (Gerl 1996e). Theraye time for a firm to stay in an
incubator is two to three and a half years, butesatay from seven to nine years.
Tenants form networks and support services insidie incubator and these are a
main motivation for staying. In addition there @he financial and disruption costs
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associated with relocation. Businesses tend tougitedonly wherthey are ready to

leave (ANZABI 2001; Gerl 1996e). The key questisn‘Does the client benefit from
being in the incubator for a further period of timed will the incubator also benefit
from retaining the client’ (Gerl 1996e, p. 185).

In brief, while some services issues have beeedaristhe extant literature, little data
exists about their relative importance in an Adstracontext. Therefore the second
research issue in this case research is:

RI 2: Do the services assist or influence busirsgdils development?

The literature tends to link business skills depetent with training, and training is
seen to be one of an incubator’s services orgartigethe site manager (ANZABI
1999b; Brown 1998; Guglielmo 2000; Kalis 1996e; Meksha 2002). It is one of the
‘intervention’ services provided (Rice 1992) ance tbusiness survival rate in
incubators may be attributable to the training arehtoring provided (Nolan 1999).
This view is supported by longitudinal researchertaken in Australia by Williams
(1986, p.20) in which he found a positive and digant correlation between business
survival and business management courses undeibgkitie owner-managers.

However, owner-managers of developing businesses litle time to spare for off-
the-job training, and that skill development must Imked directly to the current
needs of the business and addressed through mmeni{@wtio, Erkko and Klofsten
1998). One objective and role of business inculsasto provide training and one-to-
one counselling, the latter being a more focuseti reeed specific form of training.
Furthermore, tenant (peer) networking and sharfrexperiences is also found to be a
significant source of learning and skill developméhdkins 1996a & 1996b; Kalis
1996d).

Increased management skills have been ranked asfahe top five benefits ranked
by tenants (Dowling 1997b). This benefit appliedarlless of the type of incubator.
However, there is a difference between seekingoresgs to questions by offering
stated choices for ranking purposes, and asking epded questions in an in-depth
interview without any structured response formaid &o that was done in this
research. Moreover, little data exists about thestfalian situation. Therefore the
third research issue in this case research is:

RI 3: Do the services increase the probability wisasal?

Survival: Next, turning to survivability of businesses irubators, studies cited by
the by the OECD (1998) and Pinfold (2000) show thatclosure and failure rates for
businesses that start out unassisted are sigrifichigher than 10 percent and are
cited to be well in excess of 50 percent. Convgrdbe literature indicates that the
closure and failure rate of tenants housed in iatars is approximately 10 percent or
less (Dowling 1997b; McKee 1992). In addition, tia¢e for businesses which have
started out in incubators, and have now been dpgr&tr more than five years, is
from six to nine percent (Dowling 1997b).
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The above data suggest that the intervention giestef business incubators do play
a vital role in business survival and success. Hewesurvival rates may also be
influenced by the screening process undertakennbybiator management prior to
acceptance of clients for incubation (Brissett 2@®dkata, Nobuhara & Fujisue 2002;
Thierstein & Beate 2001), so that the tenants naae fhad higher survival rates even
if they had not been in an incubator.

The literature indicates that the two major créetio be considered in the screening
process are the business owner-manager and theebssitself. Kalis (1996b)
recommends that the following items should be idethiin a screening checklist of
prospective tenants:

What are their motivations?

Do they have a business plan?

Are they open and honest — particularly with thelnes?
Do they have a viable business or business idea?

Do they have adequate finance or access to finance?
Will they be open to receive advice and assistance?

Lavelle (1996, pp. 161-164) outlines a similar engf factors to those listed
immediately above, and takes the recommended sogeprocess into greater depth.

However, at the establishment phase of an incupt®ifocus is on attracting tenants.
In striving to prove early success and earn incatmerisk is to admit tenants who
may not be appropriate for the incubator and whg nw benefit from, or participate
in, the services provided (Dalton 2000; Rice & Matts 1995). In short, some
applicants will not benefit from the incubator acdnversely, the facility will not
benefit from having them as tenants. Thereforeshibuld be recognised that the
central role of an incubator is to assist willingdaable clients to survive and grow,
and that admission criteria must be establishestiteen out those businesses that are
unlikely to succeed. This implies that the temptatio increase occupancy rates, and
thus generate income by accepting inappropriatantsn is contrary to the core
purpose of an incubator.

Based on the above recommended screening procadspfpthe reason for low
closure and failure rates in an incubator envirommis the potential separation of
businesses that are likely to succeed from thoselwvare unlikely or less likely.

Finally, Autio, Erkko and Klofsten (1998, citing Itii 1996) point out that business
education (skill development) should address ithenediateneeds of a business
enterprise identified through monitoring. Giventtha@any business owners start out
unprepared, and lacking the key management skills necessary for survival
success, early intervention, counselling and margoare often the key to survival
(Rice 1992). Hence initial screening of the businesner and business concept, and
timely advice provided through monitoring duringtfirst two or three years of its
life, is one of the primary roles of incubators asdrequently reflected in their goals
(Allen 1988; ANZABI 1999b; CYBER Centre 1988; DEWR2001; Kalis 19964a;
Lavelle 1996; Pricewaterhouse Coopers 1999). Ssfideslient monitoring and
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mentoring includes a focus on proactive counsellmglentify issues and problems
before they reach crisis point (Rice & Matthews 3)99

However, while these issues about services andvability have been raised in the
extant literature, little data exits about the Aalshn context. Therefore the fourth
research issue in this case research is:

Rl 4: Do the services facilitate or foster innowdti and commercialisation of
technology?

Technology: Whereas general purpose incubators have the tgriofi supporting
fledgling businesses, with the objective of achmgvigrowth and employment
outcomes, technology incubators seek to commeseiatew products and services
(ANZABI 2002). However, the literature suggestst teehnology focused clients may
suffer a number of business deficiencies includaadocus on the innovation without
first checking customer needs and market viabitingy may fail to assess the direct
and indirect competition; fail to determine whetliee innovative product or service
can be developed into a profitable line or ventdesd to underestimate the time it
takes to get the product or service to market and market acceptance and
recognition; as a result, cash flow forecastsadten over optimistic; they may not
understanding the importance of market position{miching); not know what
resources to tap for funding; and over estimateirtipersonal capacity and
management abilities (Rice 1996, p. 101). It igefere, the role of the incubator to
identify these potential marketing and managemegficiéncies and provide the
necessary mentoring and support.

However, while these issues about technology hasenbraised in the extant
literature, little data exists about innovation ammmmercialisation in the Australian
context. Therefore the fifth research issue in thise research is:

RI 5: What distractions, demands or other issuéseawhich impact on, or contribute
to, the provision of client services?

Other issues: The final research issue concerns additional sssaehe four major
ones above. The literature found that some inculrasmagers prefer to spend time
on tasks associated with administration and buglaimaintenance rather than on direct
consultation with tenants (Adkins 1996a; Rice 199996). Managers are under
considerable time pressures and as a result ostgadl amount of time, from 23 to
marginally greater than 55 percent, is availableifedepth advice and assistance to
individual tenants (Allen 1988; Rice 1992, Rice &fthews 1995). This compares to
a minimum best practice standard of 60 percent (DgwL997a; Rice 1996). Due to
the time pressures they experience, some managses (o identify a tenant’s needs
and direct them to external sources of assistaRioe (1992).

In order to re-focus on an incubator's primary chje of client advice and

mentoring, the following three actions may be neags Firstly, other staff may need
to be allocated administrative tasks, and board beeshnmade primarily responsible
for marketing and communication with incubator spms and stakeholders.
Secondly, clients need to be prepared and respomsiassistance and intervention
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when necessary, and finally the counselling (pgoghéls of the incubator manager
may need to be improved (Adkins 1996a; Rice 1992).

In the literature, incubation is cited as eaffective business development tool,
requiring modest investment and providing retumshe regional economy (Adkins,

1996b; Bearse 1993; Carroll 1986; DEWRSB 2001; Dmyll997a; Forst 1996;

Hayhow 1997; Matlock 1996; Meeder 1996a; NBIA 19%ierman & Chappell

1998, p. 2). Whettingsteel (2000, p. 44) citing BAsiness Incubation, lists six
strengths, or outcomes, of incubation: higher salvirates amongst start-ups;
encourages faster growth; helps identify investmepportunities; facilitates the

commercialisation of university or corporate reshaand ideas; helps create new
businesses and jobs; and assists with specificnuobaural economic development
problems.

However, the Commonwealth Department of Employm@fdrkplace Relations, and
Small Business (DEWRSB 2001) identified a numbefagfors that militate against
their success. For instance they:
e cannot be self-sufficient in the short term andunegsupport and commitment
over a long period of time — up to ten years;
e are not normally commercially viable if they argueed to pay commercial
rent or a commercial return on investment;
e need better than a 60 percent, and consistenthgrcto 70 percent, occupancy
ratio to be viable; and
e are not likely to be viable in areas where thelnatent population is below a
certain threshold or where there are no suitabkffdrdable buildings
available on appropriate terms.

The implication behind all of the factors listedoab by DEWRSB is finance and
access to finance in order to survive and provieeelicial services to their clients.
Financial constraints appear to be the most sigifi issue that impacts on the
provision of tenant (client) services. As noted \ahoincubators cannot be self-
sufficient in the short term and require suppod aammitment over a long period of
time.

Methodology

The research was undertaken using a multiple-cesearch methodology. Because
the research seeks to establish an understandihg oéalities surrounding the role of
business incubators in the survival of fledglingsibesses and the development of
business acumen of their tenants and clients, tle¢hodology was the most
appropriate for four reasons. First, it allows tagearcher to be an observer with little
control over events rather than an involved pardnt and focused only on
understanding the dynamics present. (Yin 1994) &#cib allows the investigation of
a contemporary phenomenon where the boundariesebetthe phenomenon and
context are not clearly evident. Third, it probe=eper than qualitative techniques
allowing theory construction and theory buildinghex than theory testing and
verification. (Perry, Reige & Brown 1999) Finallg,enables greater flexibility and
allows data and theory to interact providing a naat rich framework.
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To investigate these research issues qualitativelies were conducted. Initial
interviews were undertaken with experienced peopthee subject area to assist in the
development of relevant case study questions aedptbtocol used to guide the
subsequent conduct of the research. Tdienase studies were used to investigate the
business support services of incubators and thamitribution to development of
management skills, survival and business growtle Thses were restricted to the
state of South Australia because the different legguns, government funding and
practices in other states may have confoundedrigsdiThe six cases, listed in Table
1.2 included three general purpose, two technotowglone unique ’virtual incubator’
concept, designated as site G, that became ewdehe post methodology stage of
the study.

Table 1.2Summary of interviews conducted in this research

Incubator sites and alpha reference: Manager Tenant
interviewed? interviews

Site A General purpose Yes Four

Site B General purpose Yes Four

Site Cfound not to be operating. No NA

Site D Technology Yes None

Site E Technology Yes None
Site Fnot operating yet Yes, but excluded| NA

Site G Virtual Yes Four

Site H General purpose Yes Four

Source: developed for this research

In-depth interviews were conducted with the incobatanagers from each of the six
sites, followed by four tenant interviews on eachhoeesites where permission was
given for their involvement in the study. Permissiwas not granted at either of the
technology incubator sites, and the Program Managesite G arranged for four
participants to complete self-administered quest@anres which limited the data
richness of the information from this site. Althduthe total contribution of tenants
was limited to 12 interviews and four questionnagsponses, the data obtained was
adequate for subsequent and meaningful within-aadecross-case analysis.

Triangulation of the data was achieved from questiand observations made by two
people undertaking the interviews, cross checkipgnieans of tenant interviews, by
asking questions of participants to clarify issu@sntified during the cross-case
analysis, and by information supplied by the vasiparticipants in the field of SME

support services.

During the initial interview with the manager of 8lmess Enterprise Centres SA Inc.,

it appeared that the BECs were operating as virtoahbators. Interviews were
subsequently conducted with the five regional mama@f BEC 1 to 5, but it was
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found that, due to lack of funding and thus resesydhey were not fully able to
operate as virtual incubators, even though theagens are each very dedicated and
performing an important role within their fundingrestraints.

Within-case and cross-case data analysis technigees used (Eisenhardt 1989).
First, all of the individual responses from the sixcubator managers were
consolidated, question by question, to identify ilsinties and differences in their

responses. Similarly, consolidations were prepafethe responses from incubator
tenants to identify similarities and differencesexXy a key point summary was then
made for both sets of data, namely that of the mersaand the tenants. Then the
similarities and differences between manager amahteresponses were identified and
analysed. Finally, due to the amount of data andamplexity, a table of key findings

of similarities and differences was prepared.

Four criteria were used to ensure validity andalslity appropriate to the realism
paradigm: construct validity, internal validity, texnal validity and reliability.
Construct validity was ensured by providing oppoities of participants and
informants to review and comment on their draftecé®eige & Nair 1996). Internal
validity was ensured by pattern matching and exilan building (Reige & Nair
1996, Yin 1994). External validity was ensured Isyng a multiple-case design (Yin
1994). Finally, reliability was ensured by detaidocumentation of the methodology
so the findings could be sustained without conttaah if the study was replicated
(Yin 1994).

Finally, the research was conducted within ethigaidelines in order to protect
participating individuals and organisations fromy drarm or adverse consequences
that may result from research activities (Emory abdoper 1991; Miles and
Huberman 1994; Patton 1990). Two major steps wakent First, informed consent
was obtained from all participants. Secondly, thiegey and confidentiality of the
respondents was protected in the manner in whith @as collected, managed and
presented (Miles and Huberman 1994).

Research findings

Research Issue 1 asksWhat range of services are offered by the varionsubator
models and do they contribute to growth and, pobsileventual graduation?

The above led to the examination of fosub-issues. Firstly, what are the most
important services from the viewpoint of bdédmants and managers? Secondly, what
is the manager’'s role in provision of these sesfcéNext, the growth in the
incubating businesses and importance of the inouldattheir success; and finally,
the issue of graduating tenants from the incubsiter

Finding 1 (1): tenant and managers’ recognition othe most important services
The research found that services most commonlyieechy tenants are:

pre-entry client assessment;

mentoring;

shared administration/office services; and

networking with other tenants.
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The services identified by managers as being masfirialto tenants were found to
be:

developing business plans or strategic plans;

mentoring (from which business management skiksd@veloped);
cash flow/financial management;

marketing and sales assistance; and

Networking opportunities encouraged by incubatonaggment.

The additional services identified by the technglogubator managers included:
e commercialising technology;
e intellectual property management; and
e assistance with government grants or loans.

Whereas tenants recollect consistently using shae@dhinistration and office
facilities, the incubator managers did not consities to be of most benefit to tenant
businesses.

Finding 1 (2): incubator managers’ role in providng counselling and support
services

This research found that incubator managers seghtheir support role into three
distinct areas:

Assistance and interventiahriven by the identified needs of each individbasiness.
On-site counselling was a day to day activity earout both informally and formally
at business planning and review meetings.

Referralsidentified and made to an established network mofgssionals for ‘in-
depth’ advice and expertise to address specifigrteneeds such as taxation and legal
matters.

Networking fostered and encouraged between tenants. Teneatset from, and
placed significant credence in, the experiencesheir peers. Networking may be
informal, such as a chance meeting in the incubatoien, or at a formal networking
function organised by, and within, the incubator.

In addition, managers also identified the orgagisiof group business skills
development workshops and seminars as part of tbkeir However, two of the six
managers were frustrated over the lack of tenamrdst and attendance at these
organised sessions. It would appear that tenanésermprone-to-one mentoring
assistanceas and whena need is identified rather than attending a memegt
training event.

Finding 1 (3): growth in the incubating businesseand importance of incubator

to their success

This research found the responding tenants allsadvthat they had increased their
sales turnover and profit performance since ergettie incubator. Alsomost tenant
respondents stated that the incubator had assistetn their growth and/or business
performance. In addition, getting out of their ‘herbhase’ was seen to be beneficial
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for the development of some of these tenant busgsebecause owner-managers
tended to become more focused on their businessnamd disciplined in their time
management.

Finding 1 (4): graduation of tenants

This research found that the two technology incoitsatsites D and E, did not have a
graduation policy. Both had a long term involvemaurith their tenants and were
developing a cluster of technology related busiegss

Site G had a graduation policy. On completion dftlaé graduation requirements,
participants in the program are recognised as hamirsiness ready. Because it acts as
a virtual incubator, with participants housed ieithown separate place of business,
there is no requirement for graduates to relocate.

The three general purpose incubators (sites A,dBH)nalso had a graduation policy.
However, it was not strictly followed. If the teracontinued to benefit from the
incubator and its services they were not forcel@ave. Furthermore, if the incubator
had a regional economic development role, it wquriefer to retain a tenant rather
than lose them to the region or, if the cost obeation is significant, the tenant may
remain and the ‘saving’ in the cost of relocatiomested in further growth of that
business. Anchor tenants were also encouragednaimen the facility.

Research Issue 2 asks: Do the services assist or influence business skills
development?

The above led to the examination of two sub-iss&&stly, what are the views of
incubator managers and tenants regarding busikéissdevelopment? Secondly, do
tenants recognise business skills development?

Finding 2 (1): the incubator managers and tenantsiews

This research found all incubator managers in ageet that incubation does develop
client business skills.  How these skills are d@ved was summarised by the
manager of site A which is paraphrased as follouvelopment of management
skills leads to confidence in managing and hencévat@®n to manage. This is an
evolutionary mentoring process spread over the titvee tenants spend in the
incubator. However, because tenants learn fromtalaay, often by discussing their
problems and opportunities, and sharing experiewadstheir fellow tenants, they do
not ‘recognise’ the contribution made by the incubator to theirsibess skill
development.

Finding 2 (2): the issue of tenant skill developnme recognition

In this research, when asked if the services askist the development of their
business skills one third responded with ‘no’. Heere during subsequent follow up
with site managers and these tenants, it was fdhatl the tenants had gained
significant commercial understanding and benebirfrthe incubator through both
mentoring and networking. This led to an importamding of this research, namely
thatbusiness management knowledge is gained day byas@jogous to the process
of osmosis) without conscious recognition of therheng or its source. Learning how
to manage appears to be inculcated over the manitsyears in the incubator.
Importantly, the tenant®wn’ the experiential learning as distinct from conssly

52



Business incubator services and benefits: an in-depth investigation

Flavel & Kalendra

being taught by an external source in isolatiomfitbe current reality existing in their
particular business.

An alternative argument may put that certain temaat have the necessary business
management skills prior to entering an incubatod see the entry benefits as being
in a range of other services offered by the si®ueh as: secretarial and reception
services; a more disciplined approach to theirrmss not possible in a home based
environment; avoiding the isolation factor; a m@mefessional image presented to
their customers; the reduced capital outlay; aeddtworking opportunities provided
in an incubator setting. However, if they are starout in their own business for the
first time and, even if they have undertaken soorenél management studies, they
are unlikely to have all of the knowledge and skikquired to successfully manage a
business from the formation stage and achievefgignt short term growth.

Research Issue 3 asksDo incubation services increagte probability of survival?
There were three sub-issues to this question. ¥5irddD these services assist in
reducing closure and failure rates, thus increaiiegprobability of survival, and if
so, how? Secondly, does the assessment and sgedmrospective tenants, prior to
acceptance, have an effect on the reported surkaes; and, finally, what role does
monitoring play in survival and business perfornghc

Finding 3 (1): do these services assist in redugrclosure and failure rates?

The data suggests that the intervention strategibasiness incubators do play a vital
role in business survival and success. In thisarebeall of the incubator managers
responded ‘yes’, the services do increase the pilitlysof survival, and they referred
back to the low business closure rates, ranging fdato 7.5 percent, experienced by
tenants in their particular incubator. Based on ek&ence from this study, it is
suggested there are four reasons for the low aosies. First, the incubators had a
pre-entry screening process, and in some casesteh probationary period, before
final admission into the incubator program as aaménlt is probable that the
screening separates out the potentially unsucdelssginesses from those with the
potential to succeed. Secondly, tenants were abt®mnserve their scarce capital by
using the range of available services and equiproensite. This reduces their up-
front capital expenditures on equipment and, in ynastances, the recurrent cost of
secretarial and other administration type serviééso rental and secretarial services
may be provided to tenants at a rate below theenticommercial rates for these
services outside of the incubator environment.

Next, the tenants were in regular communicatiorh lieir peers, sharing problems
and experiences. In some instances, there was jailsb venturing and trading

between the tenants. Finally, the benefits of m@amjoand monitoring were the

common factor in the incubator managers’ respottséise above question regarding
closure and failure rates of firms whilst residentheir incubator.

Finding 3 (2): assessing prospective tenants prioto acceptance into the
incubator program

In this research all six sites represented in #s®studies had formal assessment and
screening processes that were designed to checlusiaess concept, its viability,
and the motivation and experience of the prospectwner-managers prior to
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deciding on admittance to the incubator. This isgtay a factor in the incubators’
high success rates. As previously noted, regulartemieag and monitoring of tenants
is also considered a key factor in reducing closates of businesses and this will be
examined next.

Finding 3 (3): monitoring tenant business performace

In this research collection of data on tenant bessas, and the frequency and the type
of data collected, varied considerably between itltoeibator sites. It appears that
tenants are nervous about disclosing detailed diaaperformance information and
was therefore only collected as a result of foragaeements entered into on sites A,
E and G. The two common monitoring tools were skaudits and ongoing needs
assessments based on the mentoring/monitoringidunitself. The use of these tools
would be considerably enhanced by the regular pi@viof financial information
from the tenants.

Research Issue 4 asksDo the services facilitate or foster innovation and

commercialisation of technology?

This research found that services are designeddiitéte or foster innovation and

commercialisation of technology in the technologiewted incubators, but are not
seen as key objectives in the general purpose atotd) or by their respondent
tenants as being important to their individual basses. The technology based
models provided similar intervention services theotmodels, with an additional

emphasis on innovation, commercialisation and tearsf technical capabilities.

Research Issue 5 asks: What distractions, demands or other issues ariseiciih
impact on, or contribute to, the provision of clieservices?

This research led to twsub-issues namely, the percentage of the managers’
spent on various tasks, and the managers’ ideatiiic of strengths and weaknesses
in their programs.

Finding 5 (1): percentage estimates of managersime spent on various tasks

This researchfound that from 40 percent (site H) to 90 percesite( E) of the
incubator manager’s time was spent mentoring asistag) tenants, in arranging
education/training programs, and creating and raaimg networks. On sites B and
H it was found that 30 percent and 50 percent ok trespectively was spent on
building management and administration matters.

Finding 5 (2): strengths and weaknesses of inculmatprograms

In this researcha study of incubator strengths indicates that @imeyconsistent with,
and support, the program objectives and servicefienHowever, both managers
and tenants identified improvements that could bhderto their incubator programs.

A focus on the weaknesses reveals that sites & Bnd H have identified the need
for additional resources, and thus additional sesii@f finance, to better achieve or
expand on their services. In particular sites B Hnavhere managers were below the
value added tenant services benchmark of 60 pereadtidentified a lack of staff as
a constraint. Also, sites A, B and H generated nmedo cover all, or almost all, of
their recurrent expenses even though they had doeerating for a far shorter period
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than ten years. It appears that they may have foeeed to tailor their operations and
services to match the finance available.

Conclusions and implications

Many of the findings of this research confirm thierbture from other countries,
primarily the United States, where experience Wiikiness incubators and incubation
has a longer history. However, the findings in thislepth research do contribute to
the existing body of knowledge concerning Australismcubators. This section
addressessimilarities and differencesbetween the study’'s conclusions and the
literature.

Research Issue 1:What range of services are offered by the variousicubator
models and do they contribute to growth and, possip, eventual graduation?

Conclusion 1 (1): Similar to the literaturethe research provided a comprehensive
analysis of the range of services offered by intotsa(Brown 1998; Carroll 1986;
Dowling 1997b; Hayhow 1996; Kalis 1996e; Rice & khatws 1995; Schuyler 1997).
In addition, the research examined and notedfarencebetween the perceptions of
managers and tenants concerning which of the e of benefit. Tenants tended
to focus on the physical, tangible, services; wagrmanagers focused on services
directly related to survival, growth, and developinef tenant businesses. There is an
apparent lack of congruity between gerceptionf tenants and managers regarding
the services tenants recall using and the mostfib&leservices identified by the
manager.

Conclusion 1 (2): The literature and the researegree on the extent of the
manager’s role in providing counselling and supgervices (Dowling 1997a, 1997b;
Rice). However, because of time constraints and¢gnd lack of relevance, the
research found that attendance at group workshagpseminars may not appeal to all
tenants as an effective skill development strategy.

Conclusion 1 (3): The literature and the findings of this reseaauyree that
incubators do contribute to the growth and sucodésenant businesses ( Hayhow
1997; Jones 2001; Murphy 2000; Rice 1992; Roper9198herman 1999;
Whettingsteel 2000; Wonnacott 2001).

Conclusion 1 (4): The researcleonfirmsfindings from the literature that there are
problems graduating and relocating tenants (Ge96&R The literature and research
alsoagreethat graduation policies should not be strictly lsggpwithout regard to the
specific tenant and their business situation (ANZ2B01; Gerl 1996e)Iin addition
the research has identified a reluctance to moadugite tenants off the site if these
tenants are likely to move from the region, and ith@ubator is charged with a
regional economic development role.
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Research Issue 2: Do the services assist or influence business skills
development?

Conclusion 2 (1): Aalthough thditerature identifies training as being important for
the development of business skills (Dowling 199¥blan 1999; Williams 1986), the

research identified problems associated with comemnt to, and attendance at,
organised, formal, management training programsnaiits seek assistance to
business issuess they ariseand thus day by day mentoring appears to be & m
effective means of business skill development, ttegrewith discussing problems or
issues, and sharing experiences, with their fetevants.

Conclusion 2 (2): The research findings armeonsistentwith the literature. The
majority of responses to research issue 2 inditeteincubators and their services do
positively influence business skills developmenbwéver, as noted in 2 (1) above
formal management training programs may not beffecterze means of business skill
development in some cases. Another signifidarding of this case research is the
observation that tenants do not always recognisejdentify, the day by day
management skills being imparted as a result oftongry by the site manager and
other facilitators. Learning how to manage appéarse inculcated over the months
and years in the incubator environment. It is ledrby working through issues as
they arise, often by seeking the assistance o§iteemanager and learning from the
experiences of their fellow tenants.

Research Issue 3: Do the services increase the probability of surviv@

Conclusion 3 (1): The literature and researegreethat the services do assist in
reducing closure and failure rates during the imtiom period (Dowling 1997b;
McKee 1992).

Conclusion 3 (2): The literature recommends that incubators underpakeentry
screening (Brisssett 2001; Dalton 2000; Kalis 1996tvelle 1996; Sakata, Nobuhara
& Fujisue 2002; Rice & Matthews 1995; Thierstein Beate 2001), but does not
specifically identify screening as a possible reafy the low level of closures and
failures. Although this research is not able tovmte supporting numeric data, the
incubator managers agree that such screening doesibte to the low rates
experienced due to acceptance of potentially sstuwlelsusinesses rather than those
with little chance of survival or success.

Conclusion 3 (3): Although there are no studies identified in therhture that
correlate monitoring with business performance, itftibator managers agree that
the pre-entry assessment, combined with ongoing itororg, do reduce the
likelihood of business failure and closure. The-pnéry assessment is used to identify
tenant weaknesses and needs, and monitoring asggegeess towards meeting these
needs.
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Research Issue 4: Do the services facilitate or foster innovation and
commercialisation of technology?

Conclusion 4 (1): The research findings were consistent with therditee.
Technology incubators do provide a similar rangesefvices to other models
(ANZABI 2002; Rice 1996), but there is an additibremphasison innovation,
commercialisation of products and services, amsfex of technology.

Research issue 5: What distractions, demands or other issues arise #t impact
on, or contribute to, the provision of client servces?

Conclusion 5 (1): An incubator manager’s key role is to proactivedgritify client
needs before they evolve into major problems, anaissist them in the development
of their opportunities. Indeed, thigerature recommends that at least 60 percent of
their time should be invested in client supporivéas (Dowling 1997a; Rice 1996).
However, thisresearchfound that this target is not always attainables do the
competing demands of building management and adiration tasks.

Conclusion 5 (2): Although business incubators have demonstratedr thei
effectiveness in supporting fledgling businessed assisting in their viability and
growth (Adkins 1996b; Bearse 1993; Carroll 1986;VIESB 2001; Dowling 1997a,;
Forst 1996; Hayhow 1997; Matlock 1996; Meeder 199$BIA 1996; Sherman &
Chappell 1998; Whettingsteel 2000), the three gdmmirpose incubators in this case
study research do have financial constraints wingbact on their performance and
effectiveness. A search of the literature could mEntify similar constraints in
overseas incubator programs.

Discussion

Although most incubators in this South Australit&udy are still relatively young and
developing in experience, the research found that gervices they provide to
fledgling businesses does significantly increase kiter's chances of survival,
contributes to their growth and improves their ngera’ business skills. In addition
to the mentoring and provision of specific managenfienction services provided by
the site manager or by external advisors/mentbeppears that one benedit ‘with
walls’ incubators is the learning and managemedetstanding achieved through the
interaction and sharing of experiences with felltemants. This latter benefit is
identified by tenants through recognition of seegichey use and their requests for
greater networking opportunities.

Virtual incubators also appear to operate effettjivand avoid the problem of
disrupting and moving graduate tenants off siteweler, they are not able to
provide: low cost support services such as seaaktservices; access to shared
equipment; subsidised rent; and, importantly, tleedit of consistent networking
with, and learning from, fellow tenants.

Four of the six incubators in the sample suffereainf financial constraints and
therefore constraints on the beneficial servicey tish to provide. One difficulty
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they face in justifying additional funding is theeasurement of beneficial outcomes
to the community in dollar terms. Pricewaterhous®gers (1999, p. 9) noted in the
key conclusions to their Australian incubation sttight there is a need for ‘improved
performance monitoring and reporting’. They statfest their study was constrained
due to a lack of reliable data, particularly on thevival rates of, and employment
creation in, graduate businesses.

However, consistent with Pricewaterhouse CoopeB99l p. 3) study, our key
conclusion is that ‘small business incubators aneehwhile concept’. Furthermore,
there is evidence that they do contribute to theeement of employment outcomes
and can be effective in the development and sureivaew small businesses around
Australia.

Implications for practice

There are eight implications of this research f@nagement practice. First, one of
the most significant and consistent findings o$ ttudy is the importance of tenant to
tenant networking, both as a means of experiele#hing and the joint marketing or
trading relationships that may develop. The abildyshare experiences and learn
from each other is one major benefit that inculmtaith walls’ has over a ‘virtual
incubator’. Many of the tenants interviewed expeesshe desire for even greater
interaction with fellow tenants and looked to theubator manager to arrange formal
networking sessions.

Second, it was also evident from tenant resporssstiieir incubator provided them
with a professional image and a more disciplinegr@ach to their business that they
were not able to develop at a home base. Thesbkadinemportant benefits that are
not always recognised due to the focus on incutsaniices.

Third, the benefit of the incubator manager’s wettion, and contribution to the skill

development and success of incubator tenants teng® unrecognised. Also, the
managers’ perceptions of services that are mostfisgal to tenants vary from the

tenants perceptions of services that have assigteth. Some of the tenants
interviewed even expressed surprise when showwithe range of services provided
by their incubator. A clearer understanding by esaf what services are offered at
their site and the site manager’s role in providergarranging them, would be of

benefit. It may also assist in a mutual understamaif the services that are required
by tenants at a particular time in their developimen

Next, the primary role, and reason for existené@nancubator is to assist in growing
and developing businesses with the potential tecesedt. Therefore, the temptations
expressed by some incubator managers to admit getep tenants for the sole
purpose of increasing occupancy ratios, and thus igamediate income, should be
avoided. Screening is important in order to foeuwises and effort on those owner—
managers and businesses that will benefit froninthebation experience.

Then, some incubator managers advised that it wagessible for them to obtain
financial performance data from their tenantss lsuggested that incubator sites have
a clause in their agreement, requiring tenantsréwighe regular financial reports for
both mentoring and monitoring purposes. AlthougHgrenance monitoring may be

58



Business incubator services and benefits: an in-depth investigation

Flavel & Kalendra

based on a SWOT analysis and resulting action plaa, historic and forecast
‘financials’ are required to measure a tenant'sgpees and foreseemerging
problems, rather than rely on the late warning a$hcflow problems becoming
evident in the business.

Also, this research found that one of the mostidiff issues faced by ‘with-walls’
incubators concerned graduation and the requirethahthe tenant leave the site on
or soon after graduation. During the research,eitalme evident that time related
relocation policies should not be automatically lsgb Not only may a tenant
continue to benefit from the services provided, thely would also be uprooted from
the place where they have developed networks, @mduking relationships, with
fellow tenants. In addition, the relocation and ibess disruption costs may have a
severe impact on the cash flows required to suraveinance further business
growth.

Furthermore, regarding the role of training worksti@and seminars, it is evident from
the research that a significant number of tenant:at see benefits in attending.
They tend to focus on, and learn from, resolvirsyiés as they arise from day-to-day.
Therefore, one-to-one monitoring and mentoring appdo be a more beneficial
approach. However, it may be possible to lbrief skills development workshops
with the desire of tenants for more peer networldnd interaction.

Finally, the incubator manager’s key role is togmtively identify tenant needs before
they evolve into major problems, and to assistriemm the development of identified

opportunities. In order to achieve this outcomeniaimum of 60 percent of an

incubator manager’s time should be dedicated émtBupport activities as previously
noted. This issue also highlights the underlyingbfgm of resource constraints. If
incubators were assured of longer term financigpsut, and could employ more

staff, the manager could be freed up to invest niare in beneficial tenant support
activities. Also one option not examined in thigreat research is the role of board
members. Is it possible, as suggested in the titexafor board members to take over
some of the marketing and administrative requirdsiéa free up the incubator

manager?

Limitations

The results of this study should be interpretedight of several limitations with
respect to the data richness of the informatiorived from participants. First, the
incubators in the sample had only been establisbea@ relatively short period of
time, from two to six years. The incubators hactlatively short operating life and
‘track record’. Also, with one exception, the maeegghad only been in the role for a
relatively short period of time.

Furthermore, the incubators cooperating in thisaesh did not have reliable data on
the subsequent survival, growth and performanckusinesses that have graduated
and left their incubator site. This has been re®ghas a significant limitation in
identifying the growth and performance of incubateginesses, and in identifying
the possible ongoing benefits of business incubatio
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Implications for further research
This in-depth research identified two sets of issuerthy of further investigation.
The first relates to funding. The second is arotinedrole of incubators themselves.

Funding: Lack of funding, and lack of assurances of longemt (future) funding,
was identified is a weakness of both BECs and iatars in South Australia. Would
assurances of finance over a three or five yeae twrizon assist them in assuring
their long term plans, service effectiveness anttaues? Further research is also
required into how the role of BECs can be broadenexlgreater pro-active business
assistance and the benefits and costs of doing so.

Furthermore, would it be synergistic to have indabalinked to each regional BEC
as evidenced in one of the case studies? Or ctelg twith additional funding,
become true ‘virtual incubators’ in their regiorf?sb what would be the costs and
guantified benefits?

Business incubators:First, if incubators were better funded and resedyevould it
improve their programs of assistance and supporfletdgling businesses? For
example, one site was able to provide short teanddaccess to capital) for program
participants. Would it be possible and benefical incubators to have access to
funding or close links to financial institutionsatirecognise the low closure (risk) and
track record of tenants in incubation sites? Furtloee, what is the role of incubator
board members? Are board members underutiliseduress? Would it be possible
for the board to take responsibility for some o# tion-tenant support activities off
the shoulders of the incubator manager? Furthearek is required to address these
guestions.

Secondly, incubator sites identified the potentfar improvements in their
performance measures. One of these measures meddefor an ongoing assessment
of graduate businesses and their performance. Thisld make a valuable
longitudinal study in two parts, namely: What performance messushould
incubators use? What survival and growth is expegd by graduate tenants?

Then, based on the exploratory research outlinethi;nresearch, a more in-depth
study of incubator managers’ characteristics amtbpaance in their roles could be a
fruitful avenue of study. For instance, is therpassibility of site manager fatigue
over time? Is the issue of long working hours, comat with lack of suitability for
the role or lack of empathy with SME owner-manageisvant? What is the ‘ideal
manager’ attributes and work roles?

Next, pre-entry screening of prospective tenantg beaone reason for the relatively
low level of business closures and failures expesre in an incubator environment.
However, there appears to be no recent Austrakmearch which identifies the
impact of pre-screening on business survival aoavtir. Further research is required
to address this issue.

Finally, the benefits and marketplace power of hess clusters is well documented
but beyond the scope of this research. Given thgrgphic proximity of businesses

60



Business incubator services and benefits: an in-depth investigation

Flavel & Kalendra

in an incubator environment, is it possible thhtptigh careful selection of tenants,
networking incubators could be developed into induspecific business clusters and,
if so, how? Would the purposeful development olustdy clusters assist in realising
the objective of regional economic development?
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