CHAPTER 9
CONCLUSIONS AND RECOMMENDATIONS

CONCLUSIONS

This evaluation was designed to assess the outcomes achieved by the portfolio
of projects that received investments from ARC’s Entrepreneurship Initiative from
1997-2005, as well as the broader policy impacts that accrued to the region as a
result of this initiative. By considering a limited set of performance measures
collected for the universe of closed projects and a more detailed set of measures
and insights gained from in-depth study of a sample of projects, the evaluation
team was able to develop a thorough understanding of what El investments have
meant to individual projects and the region as a whole. Job and business
creation have been important and significant outcomes of El investments, as
summarized in Table 9.1 below. Over 12,000 jobs have been created or retained
and over 1,700 new businesses created, at a cost that suggests an efficient
allocation of resources relative to other similar types of economic development
programs. However, these measures tell only part of the story of impacts. El
investments have helped to train teachers and expose students to
entrepreneurship concepts, almost 12,000 throughout the region. These
investments have been instrumental in attracting almost $73 million in private
investment to support entrepreneurship development in the region. And, through
their educational investments and the demonstration effect of the projects
funded, ARC has made entrepreneurship a legitimate and desirable economic
development activity in local communities and raised awareness about the
importance of the entrepreneurial and small business sector to the region’s
economy.

Based on the results of this evaluation, the evaluation team concludes that the
ARC Entrepreneurship Initiative has had an impact in the region by creating more
entrepreneurs in the pipeline (through its entrepreneurship education
investments), better informed entrepreneurs and better skilled entrepreneurs
(through its technical assistance and training, incubator and sector investments).
These investments have resulted in more job creating businesses. El
investments have also helped to create and enhance capacity to support
entrepreneurship development in the region, most prominently through
investments in equity capital funds that seeded and facilitated the creation of a
developmental venture capital industry in the region. In addition, ARC
investments have created the beginning of culture change in the region —
increased recognition of the importance of entrepreneurship as an economic
development strategy and increased support for those people and organizations
that are committing their talents and resources to pursuing an entrepreneurial
path. ARC investments have energized and empowered a new set of actors in
the region, especially non-profit organizations, who continue to provide
innovative, entrepreneurial leadership in the region.
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Table 9.1. Summary of Quantitative and Qualitative Evaluation Findings

QUANTITATIVE OUTCOMES FOR THE UNIVERSE OF PROJECTS

Jobs created 9,156

Jobs retained 3,022

New businesses created 1,787
Businesses served 8,242

Actual private $ leveraged $72,802,868
Public cost / job created or retained $579 - $3,994

Public cost / business created or expanded

$2,988 - $7,818

QUANTITATIVE OUTCOMES FOR THE SAMPLE PROJECTS

Jobs created 4,332
Jobs retained 1,351
New businesses created 1,083
Businesses served 2,957
Incubator clients served 475
Students or teachers trained 11,634

Actual private $ leveraged $15,856,275

QUALITATIVE OUTCOMES OF ARC EI INVESTMENTS

Raised the profile of entrepreneurship as a development strategy and helped change the mindset
within the region

Provided start-up funding for innovative projects that would not have happened “but for” ARC
investment

Leveraged additional resources that helped some projects achieve scale and impact

Facilitated networking and collaboration among practitioners

Helped change people’s attitudes, particularly among youth and their teachers

RECOMMENDATIONS

ARC'’s Entrepreneurship Initiative was plowing new ground when first conceived
in 1997. At that time, only a handful of states and localities were experimenting
with approaches that placed entrepreneurs and their companies at the center of
economic development thinking and strategy. Today, the economic development
landscape is quite different. Entrepreneurship has become a mainstream
component of local economic development strategies and has been making
strong inroads in education at the primary, secondary, and post-secondary
levels.

In the decade since El's inception, the field of entrepreneurship development has
been created. An important body of knowledge about effective strategies and
programs now exists. Yet, the field must still be defined as “emerging.” Lists of
effective practices and programs have been developed, ' but these program
ideas have not been accompanied with a rigorous approach to program design,
management, and evaluation.'®?

%" For example, see Markley, Macke and Luther (2005); Dabson, et al. (2003); OECD (2003).
'%2 OECD (Forthcoming).
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Because it was a forerunner of today’s programmatic innovations, ARC’s El
experience can and should be tapped for useful ideas on how to improve the field
of entrepreneurial development. With a decade of experience under its belt,
ARC staff and partners can offer invaluable guidance to other federal, state, and
local policy makers. For example, the Department of Labor’'s new WIRED
(Workforce Innovation in Regional Economic Development) initiative has
invested more than $300 million in regional projects designed in part to stimulate
local entrepreneurial activity. These program managers could learn a great deal
from the El experience.

In an effort to strengthen future entrepreneurial development programs, the team
has developed a set of recommendations that fall into three categories:

= Recommendations for entrepreneurship development investments
» Recommendations for creating a “best in class” metrics system
= Recommendations for program design and management.

Recommendations for Entrepreneurship Development Investments

Entrepreneurship development initiatives should include assessment of
existing capacity and capacity building activities as part of project design.

The evaluation of ARC’s El investments highlighted the value of capacity building
— visioning, leadership development (youth and adult), asset mapping,
community engagement, and strategy development. Successful entrepreneurship
development initiatives build on existing capabilities, as was seen with Kentucky
Highlands Investment Corporation, Appalachian Community Enterprise in
Georgia, and the Shoals Entrepreneurial Center in Alabama, or create new
capacity , as evidenced by the PACERS youth entrepreneurship program in
Alabama and the Tech 2020 program in Tennessee. Therefore, including
capacity building as an integral part of entrepreneurship investments should
result in stronger, more effective initiatives.

ARC (and other federal, state or local program managers) could address this
finding in several ways. Atthe most basic level, it could require applicants to
provide an assessment of existing community capacity during the grant
application process. Such an assessment would be more than a simple listing of
assets. Rather, project leaders should identify their leadership team, the partner
organizations, their level of resource commitment to the initiative, and how this
existing capacity will be used in substantive ways to support regional
entrepreneurship initiatives. They could also be required to outline a plan for
enhancing resource or leadership capacity if necessary.

A second approach would create closer links between existing community
capacity building programs and entrepreneurial development investments.
Many of the goals pursued through ARC’s community capacity investments, such
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as increased organizational capacity, enhanced skills for individuals, and
improved economic development outcomes,'® are similar or identical to those
pursued via an entrepreneurial development strategy. Many program
interventions, such as enhanced technical assistance to business, also share
similarities. Building these linkages will be eased thanks to these close
connections. Indeed, ARC has already experimented with this approach under its
2005 Asset-Based Development Initiative which explicitly identified promotion of
civic entrepreneurship as a primary program goal. ARC might consider more
direct linkages between entrepreneurial development and other existing
programs.

Finally, ARC might consider future programs that operate according to a staged
process where initial investments are made in a host of community capacity
building efforts. Entrepreneurship development would be considered a “second-
stage” investment for communities and programs that had relatively robust local
capacity in place. This staging of investments would likely produce better
community outcomes. Not surprisingly, the El experience indicates that the
presence of strong local capacity has a significant effect in contributing to better
economic development outcomes.

Entrepreneurship development investments should be made with a focus
on the long term.

The long-term nature of entrepreneurship development requires a long-term
approach to investment. If a goal of these initiatives is to transform the culture of
Appalachia, or another region, then a 10-year or longer time horizon is more
appropriate than the more typical one to three year grant cycle. Throughout the
interviews, local program managers commented that ARC investments were too
short-lived to generate sustainable local impacts. Programs could be initiated and
local momentum could be generated. Yet, in most cases, ARC funds ran out at
this critical point of impact, two to three years after program initiation.

This pattern creates a dilemma for program managers. Like a start-up
entrepreneur, they are intensely focused on scaling up their new programs.
Because entrepreneurial companies take time to generate outcomes (in terms of
new products or job creation), support programs are unlikely to be able to boast
of major economic development impacts during the start-up phase. They may
have only a few isolated success stories after the first year or two of operations.
Without these large (and quick) community impacts, program managers are then
handicapped in their ability to identify other sources for program funds.

ARC should consider giving preference to multi-year funding commitments that
would provide a flow of resources over a longer time horizon, assuming
performance on the part of the local partner and availability of federal funding on
the part of ARC. These dynamics do not imply that projects should have an

'% For a review, see Brian Kleiner, et al., July 2004, xi.
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indefinite period of funding. It is appropriate that project leaders articulate a plan
for sustainability and show progress toward reaching that goal as a condition of
long-term investment. But, multi-year funding commitments would provide a
stable base from which these local projects could develop.

Entrepreneurship development initiatives receiving investments should be
market driven and practice continuous improvement.

The needs of the customer — defined as youth, entrepreneurs or communities —
must be the key drivers of entrepreneurship development. Initiatives should be
designed to include mechanisms that obtain performance feedback, allow for
mid-course corrections, and in some cases, redefine project goals, based on
what project leaders are learning from their markets. While the field of
entrepreneurship development has come a long way since the El began in 1997,
it is still in an experimentation stage. Organizations throughout Appalachia and
the country are continually evolving new ways of working with entrepreneurs and
communities that can inform both the design of new and the improvement of
existing efforts to encourage entrepreneurship as a core economic development
strategy.

ARC should consider requiring project leaders to conduct annual performance
reviews. These reviews could be conducted as part of the ongoing evaluation
that is recommended below. And, they should include some assessment of the
project’'s market — for example, assessing the experience of entrepreneurs
participating in a particular training or technical assistance program through focus
groups or customer surveys. It is recommended that ARC participate in these
reviews, providing constructive feedback and suggesting resources that local
partners might use to improve program performance. ARC could use its network
of regional and national partners to link a local project with a more experienced
practitioner elsewhere to address a specific performance issue or concern.

Emphasis should be placed on investing in initiatives that demonstrate the
ability to form regional partnerships and collaborations.

With capacity and resource limitations a reality for most organizations, the ability
to form dynamic and effective partnerships that share resources becomes
paramount to success. These cross-organizational and cross-regional
collaborations should be emphasized in the design of entrepreneurship
initiatives, and effective partnerships should be rewarded as part of the
investment process. ARC should require extensive community partnerships for
all of its future entrepreneurial development investments.

However, ARC must recognize that it take resources to facilitate collaboration.
While local projects should be required to demonstrate true collaboration across
geography (e.g., multi-county projects) and organizations (e.g., public, private
and non-profit partners), ARC should consider requiring that project leaders
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demonstrate budgetary commitment to cover the costs of collaboration. This
resource commitment could come through allocating part of ARC funds to
support collaborative activities or through the allocation of local matching dollars
to this process. ARC can help further true collaboration by making it a priority in
grant making and by educating local partners to the resource realities associated
with collaboration.

Recommendations for Creating a “Best in Class” Metrics System

Job creation is an overused metric, paints an incomplete picture of the
outcomes of entrepreneurship development investments, and should be
replaced by an “entrepreneurship development metrics portfolio.”

ARC'’s existing performance measurement system requires all projects to report
the following relevant measures as part of its final project close-out process:

Businesses Served

Jobs Created

Jobs Retained

Project Participants

New Businesses Created.

These metrics provide some useful insights, but most project managers and
outside experts felt they were poorly suited to providing a complete picture of the
El's impact. They were better tailored to measure the impact of more traditional
economic development investments in physical infrastructure. In recognition of
these shortcomings, nearly all local projects devised their own performance
indicators which ranged from simple additions such as use of customer
satisfaction surveys to more extensive systems that tracked the financial
performance of assisted companies.

While job creation is reported as a result of ARC’s El investments, a much richer
understanding of the initiative’s impact has come through efforts to define and
capture outcomes as measured by a broad set of performance metrics. These
metrics include both quantitative output measures, e.g., students trained, as well
as more qualitative measures, such as enhanced leadership capacity and
resources leveraged through partnerships. What is clearly needed is the creation
of a portfolio of metrics linked to particular types of entrepreneurship
development programs. These metrics would be outcome measures that are
clearly linked to the goals of particular projects. For example, to evaluate the
impacts of entrepreneurship education efforts, metrics would focus on measuring
the outcomes of training — whether young people are more likely to consider
entrepreneurship as a career path, whether they go on to create businesses in
the future, whether they return home to the region, etc.
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Earlier in this report, Table 4.1 provided a portfolio of performance or outcome
metrics that can be used to measure the impacts of entrepreneurship
development investments across the program types that are part of ARC’s El
portfolio. These outcome measures were drawn from a review of the literature
and formed a framework for this evaluation. While this framework could be used
as a basis for discussion by ARC and its grantees as part of the evaluation
partnership approach described below, Table 9.2 provides a more limited set of
metrics that might be operationalized into a “best in class” metrics system. The
proposed metrics include quantitative measures that would be collected from
project leaders, who in turn would use survey and other tools to gather data from
their customers. In addition, there are a number of metrics that will capture the
qualitative impacts that were observed through this evaluation of the El
investments. Outcome measures to capture these qualitative changes in cultural
attitudes would need to become part of the evaluation system adopted by
grantees, using tools and techniques developed with support of ARC or another
funding organization.

Table 9.2. Proposed “Best in Class” Outcome Measures

Capital Access — Projects designed to provide | = Number of new businesses financed

access to a range of capital resources to help (measure of business starts)
businesses start and grow and, in the process, = Number of jobs (FTEs) created/retained
become stronger competitors in local, regional, (measure of business growth)

national and/or international markets. = Percent of funded firms still in business

(measure of business performance)

= Average wage/job created (measure of
business performance)

= Percent change profitability (measure of
business performance)

Sectors — Projects focused on improving the = Amount of increased sales ($) attributed to

start up, growth, and performance of network or sector participation (measure

businesses in a particular sector and on of business performance)

growing particular sectors of the local or =  Number of jobs (FTEs) created/retained

regional economy. Projects included (measure of business growth)

networking activities designed to improve = Increase in number of business starts in

business performance. targeted sector (measure of business start
up)

= Change in total sector sales over time
(measure of growth in the sector)

Incubators — Projects focused on creating a = Number jobs (FTEs) created/retained
physical space for businesses to start up and while in the incubator (measure of

grow, with the goal of graduating these firms business starts/growth)

into the local or regional economy. = Number jobs (FTEs) created/retained after

graduation (measure of business growth)

=  Amount of capital ($) raised by tenants
(measure of business growth)

= Percent of business tenants retained in
the service area (measure of local/regional
economic impact)
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Entrepreneurship Education* — Projects
focused on exposing young people to
entrepreneurial concepts and experiences to
enhance their understanding of
entrepreneurship as a career option and to
encourage youth retention through
entrepreneurship.

Increase in awareness of business
concepts (measure of exposure to
entrepreneurship concepts)

Increase in number of participants
considering business creation as a career
option (measure of exposure to
entrepreneurship concepts)

Number of students that stay or return to
the service area (measure of impact on
youth retention)

Technical Assistance and Training —
Projects designed to build the skills of
individual entrepreneurs so that they can start
and grow their businesses and create stronger
enterprises in the local and regional economy.

Number jobs (FTEs) created/retained
(measure of business growth)

Number of clients still in business
(measure of business performance)
Private capital ($) raised by clients
(measure of business growth)

Average wage/job created (measure of
business performance)

Percent change in profitability (measure of
business performance)

Culture Change — Projects often achieve
qualitative impacts (both intended and
unintended) that relate to changes in people’s
attitudes toward entrepreneurship, their view of
the importance of entrepreneurs to the
local/regional economy, and the value placed
on collaborative decision making and
partnerships to create a more supportive
environment for entrepreneurs.

Public investment ($) in entrepreneurship
development activities (pre vs. post project
investment)

Private investment leveraged ($) as a
result of project investment in
entrepreneurship development

Perceived change in community/regional
support for entrepreneurship development
(as measure through pre and post-
investment community surveys)

Increased collaboration among support
providers (as measured by the number of
partners contributing resources to
entrepreneurship development)

* The metrics developed for entrepreneurship education projects refer to potential outcomes of
these projects as economic development initiatives. Therefore, metrics focus on outcomes that
have potential impacts on the community and not just the individual young person. These
individual outcomes have been measured through metrics related to changes in student
performance, e.g., increased test scores, increased applications to college, improved reading,
and increased leadership activities in school/community.

A “best in class” metrics system requires investment in a “best in class”

evaluation system.

Performance measurement should be viewed as an integral part of program
development — from the perspective of funding agencies like ARC and project
leaders. One of the first steps in developing any initiative needs to be an
articulation of program goals — what are you trying to achieve — followed by
identification of how success or performance will be measured. These inputs
form a performance measurement system that can be used by local project
leaders to report on success, broaden support, and attract additional resources
and partners to the effort. From ARC’s perspective, developing the evaluation
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framework before investment will help to insure that individual projects contribute
to the overall goals set forth by ARC and that the agency will have appropriate
metrics to use to report on the performance of the overall initiative.

Ex post evaluations of major investments like ARC’s El face serious challenges
in terms of the collection and integrity of data; recalling accurately the impacts of
a project that ended 7-10 years ago was a challenge for most project leaders.
Greater investment must be made in establishing criteria and providing funding
for an ongoing evaluation of entrepreneurship development initiatives as they
unfold. As noted above, local grantees regularly developed their own in-house
metrics to supplement those required as part of ARC’s grants process. While
these in-house efforts generated a fair amount of useful data, they provided no
means to aggregate data across program types, across regions, or across the
entire El spectrum.

ARC should support the creation of a performance measurement system for
future investments by developing a participatory evaluation system in partnership
with grantees. This measurement system would be developed by grantees and
their customers, i.e., the entrepreneurs, with support from ARC, and would be
designed to provide project leaders with useful information that can be used to
adapt programs to changing circumstances as well as to report to ARC on project
performance. The evaluation framework should be built into the program from the
beginning, and project leaders would be expected to sign off on that evaluation
system as part of a grant agreement. By taking this partnership approach to
evaluation, ARC would be in a stronger position to hold project leaders
accountable for generating the outcome metrics identified for the project, and to
provide them with feedback on performance.

The evaluation team also recommends that ARC consider two sets of outcome
metrics: a base set of metrics for all programs, and a tailored set of metrics for
each specific type of program intervention, as laid out in Table 9.2. For example,
an entrepreneurship training program and a new business incubator might both
be assessed according to traditional metrics of job creation or new business
starts. Beyond these base measures, incubators might be assessed according to
the number of firms graduated from the facility, the incubator’s annual revenue,
and a range of financial metrics for businesses served by the incubator. Training
programs might use a common customer satisfaction survey or other tools that
assess whether participants gained new skills or knowledge, supplemented by
follow-up surveys to collect financial performance metrics for business
customers. Youth entrepreneurship education programs might develop metrics
related to measuring the entrepreneurial skills acquired by young people who
participate in these programs.

ARC has an opportunity to take the lead, among any newly authorized regional

authorities and other federal agencies, in developing and standardizing
assessment criteria and methods that can have an impact on how
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entrepreneurship development investments are evaluated and, more broadly,
how the impacts of economic development programs are measured.

Recommendations for Program Design and Management

ARC'’s initiative process should be regularized so that state program
managers can more effectively plan for and promote use of the resources.

Interviews indicate that state program managers and local grantees like the ARC
initiative process. They like the focus on specialized issues and concerns, and
they like the learning opportunities provided by ARC through various sponsored
conferences and reports. They are less enamored with the episodic nature of the
initiative process. They would like more input into the discussions about new
initiative topics, and more information on initiatives being considered in the
future.

Given the gate keeping role of state leaders, ARC should provide structure and
consistency to the initiatives to encourage the active buy-in of people at the state
level. A more transparent and open process for community input on project
design and implementation would also help ARC create more effective initiatives
and empower local people and organizations to actively participate in these
efforts.

As noted in Chapter 8, ARC went through an extensive process of getting input
into the design of the El. Advisory groups of state leaders and private/non-profit
sector practitioners and others with experience in entrepreneurship development
helped to inform the decision making behind the El. Meetings and educational
events throughout the region provided opportunities for state and local leaders to
provide input to the process. In spite of these significant steps, there remains a
sense that local practitioners had limited input into the design and
implementation of the EI. One way to address this perception might work as
follows. As ARC’s leadership considers new topics for potential initiatives, it can
open a process for outside input. Ideally, suggestions should be provided in
multiple formats from a formal request for comment in the Federal Register to the
use of blogs as a means to generate online discussion. In-person sessions, such
as town hall meetings held in widely dispersed locations throughout the region,
should also be considered. ARC should consider tapping into the ever growing
infrastructure of entrepreneurship service providers in the region, using online
surveys to get their input on what is needed in the region. The US Department of
Agriculture’s series of sponsored Farm Bill Forums, to discuss key sections of the
2007 Farm Bill, offers one excellent model for organizing public outreach and
discussion.'

1% Summaries of the Farm Bill Forums, held throughout 2006, can be found at

<http://www.usda.gov/wps/portal/usdafarmbill?contentidonly=true&contentid=2006/03/0106.xml|>.
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ARC'’s proven experience can be applied to developing and delivering
effective, region-wide education programs that help make the case for
entrepreneurship as a core economic development strategy for the
Appalachian region.

There continues to be a strong need to make the case for entrepreneurship,
particularly among local elected officials and traditional economic developers.
Throughout the El, ARC has organized educational opportunities to share
information about topics such as capital access, business incubation, and
entrepreneurship education. What is needed now, however, is a broader effort to
provide community leaders, elected and others, with the understanding and tools
they need to embrace entrepreneurship as part of an economic development
strategy.

ARC has developed a reputation as a trusted authority in this field and also has
the lessons learned from ten years of entrepreneurship development investments
to share throughout the region. In addition, ARC’s partnership approach in the
beginning of the EIl process can be brought to bear on this educational effort,
drawing on resources and experiences of other organizations working on
entrepreneurship development throughout the country.

A Next Generation Entrepreneurship Initiative

This evaluation has generated a host of new ideas and lessons learned, but one
prevailing idea has emerged throughout the evaluation process — additional
investments in entrepreneurship development throughout Appalachia are still in
significant demand. Given the success and capacity that the ARC El has already
been building, the evidence suggests that continued ARC investment in
entrepreneurship development in the region is a compellingly logical and vital
next step.

To build on this momentum, ARC should create a Next Generation
Entrepreneurship Innovation Initiative that will be groundbreaking in its
design. A long-term investment is recommended that incorporates all the
learning from the El and the emerging entrepreneurship development field.
It will include four critical elements:

= The Entrepreneurship Innovation Fund would provide selective,
competitive, strategic investments in “next level” entrepreneurship
development activities throughout the region. The Entrepreneurship
Innovation Fund would not be tied to individual states, but would be
competitively awarded across the region. Investments would be made in
initiatives that demonstrate a holistic, systems approach to
entrepreneurship development, with an emphasis on those initiatives that
have the potential to be transformational and sustainable. It is
recommended that ARC take a portfolio approach to these investments —
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investing in more proven innovations as well as those that offer promise
but are still early stage innovations.

= The second element would be a pool of funds distributed to the states for
investments in first tier entrepreneurship projects at the ground level.
Similar to the El, these projects would build capacity and fulfill distinct
entrepreneurship metrics that are developed by the communities and ARC
working together.

= In the interest of capacity building, ARC should fund the development of
“Entrepreneurship Innovation — Guidelines for the Future” — a framework
for communities to use based on what ARC has learned from 10 years of
investment in this field and what its partner organizations across the
country have learned through their various activities.

= The fourth element would be a built-in evaluation system that is initiated
from the beginning of the Entrepreneurship Innovation Initiative. It would
incorporate the “best in class” metrics derived from this evaluation,
discussions with ARC, and input from the field. This evaluation system will
be essential to making the case as well as measuring and ensuring
impact.

This capstone recommendation is based on the recognition that, while the
Entrepreneurship Initiative has achieved important impacts at the community
level, the region has not seen widespread or significant policy change at the state
level. The entrepreneurship context assessment in Chapter 5 suggests that many
parts of the region continue to lag the nation, particularly in terms of income
generated by entrepreneurial activities. The Entrepreneurship Innovation

Initiative would give ARC an opportunity to make investments that are deeper
and more transformational, generating impacts that are influential in achieving
policy change at the state, as well as local, level throughout the region. This
initiative would also provide an opportunity to implement a participatory
evaluation system that can generate the data and insights that will provide a
deeper understanding of how ARC investments help to change the economic
outlook and performance of the region.
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