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Program Name: Appalachian Regional Commission – Entrepreneurship Initiative
An effort to promote the creation and development of locally owned, high value-added firms that will increase local wealth and provide employment opportunities for local residents.
Federal Reserve District(s):
Richmond
Program Location:
Washington, DC

Program Geography:
Regional
Program Start Year:
1965 – ARC


Program End Year: 
Ongoing

1997 – Entrepreneurial

Initiative


Lessons Learned Highlight:

1. Develop sustaining institutions.
2. Identify gaps in the entrepreneurial infrastructure.
3. Invest in organizations with the greatest opportunities for success—not necessarily the traditional service providers in your community.

4. Provide the support necessary for local efforts to reach scale.

5. Engage successful entrepreneurial institutions to mentor new, developing institutions.

Project Description:

The Appalachian Regional Commission (ARC) was established by Congress in 1965 to support economic and social development in the Appalachian Region. The region consists of West Virginia, parts of Alabama, Georgia, Kentucky, Maryland, Mississippi, New York, North Carolina, Ohio, Pennsylvania, South Carolina, Tennessee and Virginia. ARC undertakes projects that address small business start-ups and expansions, education and workforce training programs, leadership development programs, highway construction, water and sewer system construction, and the development of health-care resources. ARC is a federal-state partnership that works with the people of Appalachia to create opportunities for self-sustaining economic development and an improved quality of life.
The Appalachian Region is an economically distressed area – 42 percent rural population, with 91 percent of its counties exceeding national unemployment and poverty rates. The region is struggling to transition from a primarily geographic and manufacturing economy to a diverse and self-reliant one. In spite of its geographic and economic disadvantages, ARC believes Appalachia possesses many entrepreneurial assets, including most importantly, the self-reliance of its people. Small, home-grown businesses play an important role in creating self-sustaining local economies and improving the quality of life in Appalachia. The Entrepreneurship Initiative, launched by ARC 1997, is a multi-year, $31 million effort that seeks to provide communities with tools to assist entrepreneurs in starting and expanding local businesses. Key activities include:  giving entrepreneurs greater access to capital, educating and training entrepreneurs, encouraging sector-based strategies to maximize the economic strengths of local communities and providing strategic support for business incubators. The stated goal of ARC’s Entrepreneurial Initiative is to “promote the creation and development of locally owned, high value-added firms that will increase local wealth and provide employment opportunities for local residents.”

Capital and credit gaps for rural businesses are a significant problem in Appalachia, according to research studies conducted by the Federal Reserve Board, ARC, and the Economic Research Service of USDA. These studies reveal that while capital for fixed-asset financing appears to be readily available, significant gaps exist in the availability of equity capital for start-up firms and for certain types of working capital financing.
ARC has convened an Innovations in Development Finance Advisory Committee to help shape responses to these challenges. Members of the committee comprise a range of regional practitioners, including microenterprise lenders, revolving loan fund representatives, state development finance authorities, bankers and others.
Providing effective training for Appalachians to become successful entrepreneurs is critical to the success of ARC's entrepreneurship initiative. ARC is working to identify the current need for entrepreneurial education and training efforts in the region, to share best practices, and to create an information clearinghouse and peer networks for trainers. These efforts reflect the recommendations of a study by the Corporation for Enterprise Development (CFED). Funded by the Ford Foundation and the Lilly Endowment, the study identified three major steps needed to move the field of entrepreneurial training and education forward: forming of a coalition of practitioners, developing of widely recognized standards, and creating a centralized clearinghouse for the industry.
By identifying strengths and weaknesses in the Appalachian Region, especially in the region's most economically distressed counties, communities can take an important step in realizing their economic potential. Private-sector participation and leadership are key ingredients in the success of this approach. ARC’s Entrepreneurship Initiative has set up an advisory committee on targeted sectoral interventions, staffed by regional practitioners, ARC state program managers, and local development district representatives. The committee has met several times to develop a variety of activities to support target industries that have competitive advantages in the national market. ARC has hosted conferences on sector-based development.  ARC has also offered yearly requests for proposals to fund projects that encourage strategic sectoral interventions in regional economies.
Rural businesses often reside in communities that lack adequate business resources. In approximately 60 communities in Appalachia, business incubators are in place to provide this missing support infrastructure to growing firms. Currently no formal or informal network exists among business incubators in the region to encourage a sharing of ideas, an exchange of successful models, or the pursuit of innovative approaches to addressing the pressing problems faced by small businesses in rural communities. Only a few incubators in Appalachia belong to the National Business Incubation Association (NBIA), and as a result, participation in national training and performance improvement programs has been limited.
ARC's Entrepreneurship Initiative has set up a steering committee of rural incubator managers to create an ongoing network of rural business incubators within the Region. At the committee's recommendation, ARC has conducted a comprehensive survey of business incubators in the Region. The survey includes information on 72 incubators in Appalachia that have graduated over 890 businesses and helped create more than 14,000 jobs. Two-thirds of the incubators are mixed-use facilities, and the same percentage have been in business for four or more years; three-quarters of the incubators are 50,000 square feet or less in size. Also at the committee's recommendation, ARC has hosted a series of regionwide best-practices conferences targeted at rural incubator managers, local economic developers, and other important decision makers. With NBIA, ARC has also sponsored a business incubation mentorship program to support new and developing incubators. 

The Entrepreneurship Initiative seeks to broaden and deepen the culture of entrepreneurship throughout Appalachia. Creating a public infrastructure for small business creation and expansion – including building critical partnerships with the private sector – will help homegrown businesses to diversify and strengthen Appalachia’s economic base.
Project Results:
Since 1997, ARC has provided $31.4 million in support to 368 projects to help build entrepreneurial economies across Appalachia. The 238 projects that have been completed report the creation of over 1,200 new businesses and the creation or retention of more than 5,000 jobs in the region. In addition to ARC funds, these programs have leveraged $45.3 million from other sources.  
The Innovations in Development Finance Advisory Committee has developed a number of recommendations to address the region's equity capital gaps. These activities have resulted in forming 12 new development venture capital funds capitalized at over $160 million.  ARC’s Entrepreneurial Initiative has improved access to capital for local businesses by developing new venture capital funds, subordinated debt funds and microlending programs.

Recent activities and projects in entrepreneurial education and training include the publication 

of  a guide that provides one-page summaries of hundreds of regional and national entrepreneurship education products and training programs:  Entrepreneurship Everywhere:  A Guide to Resources and Models for Entrepreneurship Education.  Individuals may compete each year for ARC’s Appalachian Youth Entrepreneurship Education Springboard Award as well as entrepreneur education scholarships. ARC’s Entrepreneurial Initiative sponsors regional conferences on entrepreneurship education and training. ARC, along with several foundations, has also provided support for the ongoing efforts of CFED to convene a series of sessions of national leaders in the field of youth entrepreneurship education. This group is engaged in conversations about the state of this field and is examining opportunities for future development. ARC’s Entrepreneurial Initiative educates current and future entrepreneurs through new training programs in middle schools, high schools and community colleges.

ARC’s Entrepreneurial Initiative has assisted a number of sector-based development efforts in Appalachia, including the ceramics industry in southern New York where technical assistance, export assistance and equity financing were provided.  ARC also assisted the wood products industrial section in Pennsylvania by providing training and technical assistance. 
Of the more than 75 business incubators in Appalachia, one of the most successful is the Shoals Entrepreneurial Center (SEC); which runs business incubators in Florence and Sheffield, Alabama. Of the 88 businesses passing through SEC, 80 are still operating. Fifty-one clients have graduated to the Shoals-area business community, creating 882 jobs. SEC provides space at a reasonable rate, makes available a variety of shared services such as equipment, secretarial, clerical, mailing and shipping, and offers on-site consulting and technical assistance to help small firms develop and grow. 
ARC’s Entrepreneurial Initiative has also nurtured new businesses by creating technical assistance networks through business incubators, association development and private sector resources. Local economies have been strengthened by ARC’s Entrepreneurial Initiative identifying and capitalizing on particular industries in which communities have a competitive advantage.
ARC believes the Entrepreneurship Initiative can be replicated in rural communities throughout the nation. Two critical elements for replication are the program design – a partnership-based approach that builds local commitment and the implementation strategy – the education of state and local policy makers to foster strategic partnerships.
Lessons Learned:

· Develop sustaining institutions. Through work with hundreds of grantees, ARC has identified several elements that are essential for the success of local efforts to promote entrepreneurship. One of the most important is the building of sustaining institutions—developing capable organizations that have broad vision and assume leadership over local entrepreneurship efforts. These institutions champion entrepreneurship activities through coordination, fundraising,or the direct delivery of entrepreneurial services. 

Leading entrepreneurship organizations look very different in different communities.  ARC state offices have employed many strategies to identify partners to lead entrepreneurship efforts. These partners have ranged from local development districts, to business incubators, to schools and universities, to private investment groups and philanthropies. Programs in Alabama, Kentucky, and North Carolina provide excellent examples of these differing approaches.

In Alabama, the Shoals Entrepreneurial Center manages a network of three business incubators with almost 100 tenants. They have leveraged their leadership role in the community to initiate entrepreneurial education and training programs with the local school system and university and have developed excellent relationships with local lending institutions.

In Kentucky, the Kentucky Highlands Investment Corporation is a $35+ million development finance institution providing debt and equity capital to a range or portfolio businesses, as well as one-on-one technical assistance. They have invested in over 80 businesses and, with the support of other lenders, have helped to create over 4,000 jobs in rural Kentucky

In North Carolina, the Council for Entrepreneurial Development acts as a network, bringing together hundreds of private and public sector service providers (such as accountants, attorneys, marketing firms, engineers, banks and venture capital firms) with entrepreneurs to create a vibrant fabric of entrepreneurial activity in a multi-county region.

· Identify gaps in the entrepreneurial infrastructure. Before embarking on developing a new initiative, identify the gaps in the entrepreneurial landscape. Creating new lending programs isn’t helpful if half-a-dozen community loan funds are already serving a community. Strategies should be used with limited resources.

· Invest in organizations with the greatest opportunities for success—not necessarily the traditional service providers in a community. Programs and/or champions who have the ability to effectively engage local partners—especially private sector partners—are good candidates for success and, hence, for continued support. Programs that have achieved minimal outcomes, and have shown limited ability to engage local public and private sector leadership, are not likely to become successful in the future.

· Provide the support necessary for local efforts to reach scale. Just like private businesses, successful entrepreneurship programs must have sufficient financial support to reach scale and sustainability. Best practice programs didn't become that way immediately, and funders—including ARC—need to have the staying power to get promising efforts out of the start-up phase, even if it requires several years of continued support.

· Engage successful entrepreneurial institutions to mentor new, developing institutions.  State and community leaders can leverage the expertise of mature entrepreneurial institutions with a track record of success, tasking these successful entities to mentor organizations with emerging entrepreneurship programs. There are a range of potential mentor organizations that can match the program and geography for a wide variety of local entrepreneurship efforts.
Program Lead:

Appalachian Regional Commission
Program Partners:
Federal-state partnership – the governors of the 13 Appalachian states and a federal co-chair who is appointed by the president and is subject to Senate confirmation; FDIC – Atlanta, Federal Home Loan Bank – Cincinnati, Federal Reserve Bank of Cleveland, Federal Reserve Bank of Richmond, National Endowment for the Arts, Tennessee Valley Authority, US Department of Education, US Department of Treasury – CDFI Fund, US Small Business Administration, Association for Enterprise Opportunity, Community Development VC Alliance, Consortium for Entrepreneurship Education, Cooperation for Enterprise Development, NADO, National Business Incubation Association, National Commission on Entrepreneurship, Bennedum Foundation, Ford Foundation, Kauffman Foundation, Kellogg Foundation
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1666 Connecticut Avenue, NW, Suite 700
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Project Web Link:

http://www.arc.gov/entrepreneurship
Related Web Links:

http://www.richmondfed.org/publications/community_affairs/marketwise/pdf/mwise2000-2.pdf
http://www.richmondfed.org/publications/community_affairs/marketwise/pdf/mwise2002-3.pdf
http://www.kc.frb.org/RuralCenter/annreport/CenterAR-2002.pdf
http://www.clevelandfed.org/CommAffairs/CRForum/CRForumWt.pdf
http://www.arc.gov/images/pubs/entrep/capital.pdf
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