How communities can grow their
economies and become more resilient
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FOR CITIES, WHAT
DOES SUCCESS
LOOK LIKE?

cross America, from our larg-
est cities to small towns in the
heartland, local leaders are try-
ing to figure out the best way to grow.

There's a lot at stake: A vibrant local economy has resiliency
during hard times, more jobs for residents and a growing tax
base. That's not the total definition of success, but for tens of
millions of people, it's a solid foundation.

So it's unsurprising city leaders pay close attention to rank-
ings that compare them with other communities. But al-
though these rankings are important, they don't tell the whole
story.

Much of what goes into city success is out of local leaders’
hands. And cities that do rank highly often have complex or
unresponsive processes for starting a business. They are, lit-
erally, successful in spite of themselves.

So what's a city — and what are city leaders — to do?

Encouraging local entrepreneurs and businesses promises
greater return than expensive incentives for far-away and
mature firms. This toolkit helps municipal policymakers
straighten the path forward for entrepreneurs so they can
create economic growth. The ideas may not seem as bold
as luring large employers with taxpayer-funded goodies, but
they are more likely to create an environment in which a city’s
own employers can thrive.

Leaders should spend less time trying to cut deals with
Walmart, and more time encouraging the next home-grown
Sam Walton. This toolkit can help.
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CONTROL, AND THE LACK THEREOF

What things make a city attractive for business? Which things can city leaders readily affect?
And which have borne fruit elsewhere? Identifying those policies correlated with high perfor-
mance is our goal with the Jobs and Entrepreneurship Toolkit (JET).

First, let's set aside things that might make a city attractive, but over which local policymakers have little or no
control — like climate and geography. They are compelling and help sell a city to would-be residents, but there
is little hope city councils can brighten the skies or raise snow-capped mountains.

There are things that may appear within reach of policy, but require several steps and many players at many
levels of government. These might include the population density of the existing city, the employers and in-
dustries that already happen to be there or the capital investment available to start-ups. Policies that seek to
bolster those characteristics may be worthwhile — there is certainly a lot written about how to affect change
through these factors — but they are prey to many moving parts and are long-term programs.

Then there is just happenstance. A city might simply be home to an individual or group doggedly determined
to overcome all the obstacles before them. In a 2012 interview on NPR', economist and author Enrico Moretti
was interviewed about his book, The New Geography of Jobs. When asked about how cities might replicate “in-
novative job clusters,” he offered an answer that might be unsettling to policymakers:

It's very tough, because if you look historically where the innovation clusters are located, almost none of
them [were] created by some deliberate, explicit policy. It's really hard to engineer an innovation cluster.
We talk about Seattle, but if you look at a lot of the clusters, they were all born in very random, often ser-
endipitous, ways. So it's really hard for policy makers to engineer from scratch.

PAGE 2



BETTER CITIES PROJECT

INCREASING
THE CHANCES
FOR CITY
SUCCESS

JET looks at short- and near-term policies
that cities can adopt to encourage individ-
uals and businesses to do what they do
best: grow and improve.

Allowing for all the other things beyond cities’
control, city leaders aren't powerless in creating
a successful entrepreneurial environment. Even
in cities like Orlando, blessed with a beautiful cli-
mate and good state-level policy, there is room for
improvement. Local governments can increase
the chances of success in their cities by straight-
ening paths and removing obstacles to the real
work of innovation that will be carried out by the
entrepreneurs themselves.

A city's time and energy is best spent encourag-
ing homegrown entrepreneurs and innovators to
invest in themselves and their ideas. It will always
be tempting to use economic development in-
centives to lure large successful employers away
from other locations, but those successes are few
and far between, if they exist at all. Instead, cities
should bet on the men and women already calling
their community home to accelerate economic
growth and spur job creation.
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4 RANKINGS, 4 VERY
DIFFERENT PI{CTURES
OF CITY SUCCESS...

BCP looked at four reports rating US cities on their business friendliness in or-
der to determine which policies contributed to high ratings for business friend-
liness. These included WalletHub's 2019 “Best Places to Start A Business,” the
Surge City Index, Arizona State University’s Doing Business North America
(DBNA) and the US Metropolitan Area Economic Freedom Index (MEFI).

WALLETHUB “BEST PLACES TO START A BUSINESS”

WalletHub, a credit monitoring and improvement service, published its “Best Places to Start A Business” study in
May 20192. They considered, “19 key metrics, ranging from five-year business-survival rate to office-space afford-
ability.” Not all of that is the purview for local policymakers, so for this effort BCP only considered the rankings for
Business Environment, which included items such as average growth in number of small businesses, start-ups per
capita and job growth (2017 v 2013).

THE SURGE CITIES INDEX

The Surge Cities Index?, published by Inc. Magazine in December 2019, was developed in partnership with the
Startup Genome. It examines metropolitan statistical areas (MSAs) as opposed to city limits, and so includes mul-
tiple counties surrounding a given city. The Surge study looked at several indicators; given that all were relevant to
business, we included overall scores in this analysis.

Both the WalletHub and Surge ratings offer valuable ways to measure a local economy, but not the underlying
policies. Nevertheless, they likely either affect the decisions of everyday entrepreneurs and investors who do drive
the local economy or they measure the actions of market players.

DOING BUSINESS IN NORTH AMERICA

For rankings of how public policy affects entrepreneurship, BCP considered Arizona State University's Doing Busi-
ness North America* (DBNA) 2020 evaluation methodology for Starting a Business. This used three indicators in-
cluding number of procedures for starting a business, time in days, and cost as a percentage of income per capita.
The DBNA score is important — it is the only study that measured in some form the impact of local policy. DBNA
has minimum-population thresholds and a cap of four cities per state, so cities that appear in other indices and
may have ranked well in DBNA could have been excluded.

US METROPOLITAN AREA FREEDOM INDEX

BCP also relied on the US Metropolitan Area Economic Freedom Index® (MEFI), which was published in 2019 and
examined government spending, taxation and labor market freedom as defined by minimum wage, private union
density and government employment as a percentage of total state employment. It also examined MSA rather
than discrete city boundaries. While those measures seem least focused on business creation, the report makes
a compelling argument that population growth and personal income correlate with previous economic freedom
index scores.
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TOP-RANKED US
CITIES IN EACH
STUDY

WALLETHUB
BUSINESS
ENVIRONMENT

AUSTIN, TX

MIAMI, FL
FORT WORTH, TX

HOUSTON, TX

IRVING, TX

ORLANDO, FL
OAKLAND, CA

SAN ANTONIO, TX

SAN FRANCISCO,cA  ORL

IRVINE, CA

DALLAS, TX

OKLAHOMA CITY, OK

SAN DIEGO, CA

DBNA
STARTING A
BUSINESS

ARLINGTON, VA
DENVER, CO
JACKSON, MS

COLORADO
SPRINGS, CO

KANSAS CITY, MO

AURORA, CO

ST. LOUIS, MO

VIRGINIA BEACH, VA

BILLINGS, MT

CHEYENNE, WY

INDIANAPOLIS, IN

MINNEAPOLIS, MN
SIOUX FALLS, SD

SURGE

CITIES 0VﬁRAI.I.

AUSTIN-ROUND ROCK-

GEORGETOWN, TX
SALT LAKE CITY, UT
RALEIGH-CARY, NC

NASHVILLE-
DAVIDSON-
MURFREESBORO-
FRANKLIN, TN

SAN FRA
NCISCO-OAKLAND-
BERKELEY, CA

SAN JOSE-SUNNYVALE-

SANTA CLARA, CA
SAN DIEGO-CHULA

VISTA-CARLSBAD, CA

DENVER-AURORA-
LAKEWOOD, CO

ANDO-KISSIMMEE-
SANFORD, FL

PORTLAND-
VANCOUVER-
HILLSBORO, OR-WA

PHOENIX-MESA-
CHANDLER, AZ

SEATTLE-TACOMA-
BELLEVUE, WA

MIAMI-FORT
LAUDERDALE-

POMPANO BEACH, FL

US METROPOLITAN

AREA FREEDOM
INDEX
HOUSTON-THE
WOODLANDS, TX

JACKSONVILLE, FL
TAMPA-ST.
PETERSBURG, FL
RICHMOND, VA
DALLAS - FORT
WORTH, TX

NASHVILLE-
DAVIDSON, TN

MIAMI-FORT
LAUDERDALE, FL

AUSTIN-ROUND
ROCK, TX

ORLANDO-
KISSIMMEE, FL

SAN ANTONIO-NEW
BRAUNFELS, TX

WASHINGTON-
ARLINGTON

OKLAHOMA CITY, OK
VIRGINIA BEACH, VA

BETTER CITIES PROJECT

... BUT RANKINGS
DON’T TELL
THE WHOLE STORY

While each rating system was internally consistent,
taken together they underscore the complexity of good
local economic policymaking.

Many factors contribute to a good entrepreneurial environment.
Consider, for example, Miami, Florida and Austin, Texas:

B Both cities appeared in the top 15 US cities in three of the four
rating systems BCP considered.

B Both haverobust business climates and so scored well on both
WalletHub's Business Environment ranking and the Surge Cit-
ies overall index.

B Their respective states’ lack of an income tax helped them do
well on the US Metropolitan Area Economic Freedom Index, as
many cities from Florida and Texas also appear high on that
list.

But the DBNA ranking for Starting a Business — which counted
the time and money required for filing paperwork to open a busi-
ness — ranked Miami and Austin 33rd and 42nd respectively.

A crucial point: Cities can have flourishing business environ-
ments for lots of reasons other than their own policies. This has
important ramifications for state policymakers, whose efforts
can help local economies, as well as for city and county officials,
who can benefit from greater clarity in prioritizing their efforts. A
high ranking doesn’'t mean your work is done, and a low ranking
doesn’t mean your city is powerless to improve.

As aresult of this realization, this toolkit is focused on presenting
the municipal programs and policies that show promise in en-
couraging start-ups and entrepreneurs to grow their enterprises.

CITIES CAN HAVE FLOURISHING
BUSINESS ENVIRONMENTS

FOR LOTS OF REASONS OTHER
THAN THEIR OWN POLICIES.
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ONE
ENTREPRENEUR’S STORY

Orlando resident Kelly-Anna Salazar was furloughed by Disney on March 12,
2020 when the company closed all its amusement parks around the world. As
the pandemic continued, Salazar was eventually laid off.

She told a local news station® she, ‘Just needed to do something, basically, so that's when |
started baking.” She started her home-based business, Pop Vegan Baking Co., with no experi-
ence baking vegan foods. But with, “a lot of time on her hands,” she persisted and with the help
of social media platforms like Facebook and Instagram, she reports that business is booming.

Salazar operates under Florida's cottage IT’S EASY TO IMAGINE
food law until her license application goes
THAT, HAD FLORIDA

through. Cottage food laws such as Flori-

da’s regulate home-based businesses that REQU'RED REG'STRAT'ON,
produce baked goods that do not require BUSINESS LICENSES AND
refrigeration.

o . . ALL THE ASSOCIATED
States vary in their regulation of businesses
like Salazar's. According to one website that FEES, SALAZAR AND
tracks such laws’, 25 states require no reg- OTHERS LIKE HER MIGHT
istration, permit or licensing requirement NEVER HAVE BOTHERED

for cottage foods purveyors. Eight states

do not allow cottage food operations at all. BEING AN ENTREPRENEUR.

Salazar is grateful for Florida's permissive
regulation: “Yes, it's a great thing for small businesses still trying to work kinks out before jump-
ing in. There are regulations you must follow, and you can't sell everything.”

It's easy to imagine that, had Florida required registration, business licenses and all the asso-
ciated fees, Salazar and others like her might never have bothered being an entrepreneur. But
entrepreneurs aren’t out of the woods. Cities like Orlando, where Salazar operates, have their
own hurdles to business creation and growth lying in wait.

Orlando is highly rated in studies that examine the health of municipal startup economies such
as WalletHub and the Surge Cities Index. And to the degree that those studies measure the num-
ber and growth of small businesses, Salazar’s story fits right in. Florida’s lack of a state income
tax also helps place Orlando high in other municipal policy rankings such as the US Metropolitan
Area Economic Freedom Index. But Orlando was ranked 58th among the 130 North American
cities in an Arizona State University study of the time and resources it took to start a business.

So while Orlando benefits mightily from climate and geography, state policy on start-up business-
es as well as state tax policy, there is still more Orlando’s own policymakers can do to be business
friendly. Local leaders, as well as residents, should not be satisfied until they themselves have
done everything possible to be supportive of entrepreneurs like Salazar — a city’s economic re-
covery likely depends onit.
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THE TOOLKIT FOR JOBS AND
ENTREPRENEURSHIP GROWTH

The following policies can help cities support and encourage home-grown business success.
Each is within the power of local leadership. In some cases local leaders must simply allow
entrepreneurs to do things not currently permitted. In other cases, officials need to make easier
things that are permitted. None should be considered a one-time fix, as all new laws and regu-
lations need to consider their impact on entrepreneurship.

BENCHMARK: There are plenty of ways cities can assess themselves and their current
performance related to business formation. Understanding the baseline conditions is
the first step to improving them.

=g

SUPPORT ENTREPRENEURSHIP: Creating connections among entrepreneurs and orga-
nizations that support them pays more consistent dividends than subsidies and in-
centives.

=i

PAPERWORK: In a 2019 survey, more than half of responding entrepreneurs reported
difficulty navigating the paperwork required to start a business.

=g

FLEXIBILITY: During the pandemic, cities, states and the federal government set aside
many regulations seen to be burdensome in a time of economic upheaval. Cities
should question whether they need to return.

=g

LICENSING: A great deal of local occupational licensing can be done away with. Munici-
pal and county level occupational licensing requirements vary widely, from a low of 3%
of regulated occupations in Atlanta to a high of 92% in Miami.

=i

ALLOW MORE ENTREPRENEURIAL ACTIVITY: Home-based business or home-sharing
could be an economic lifeline to some or a path to capital formation for those who
want to start a larger business.

=g

TAXATION, SPENDING AND LABOR: Income and population growth — two predictors of
city success — are correlated with low taxes, low spending, and less regulation of wag-
es, according to the US Metropolitan Economic Freedom Index (MEFI).

=g

ENTREPRENEURSHIP IMPACT STATEMENTS (EIS): An EIS for all new laws, regulations
and rules developed that affect businesses less than five years old would help make
clear the impact these policies would have on new businesses before ordinances are
passed or new regulations issued.

o]
=D
[o])
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TOOL 1: BENCHMARK

Just as no toolbox would be complete without a tape measure, no collection of public policy
prescriptions would be complete without an effort to benchmark current performance.

Testimonials and focus groups: City leaders should
speak with the people on the front lines of entrepre-
neurship — those taking the financial risks to create
the products and services everyone enjoys. Many
small business owners will have stories of seemingly
Kafkaesque bureaucratic loops, unintentional barri-
ers, wayward incentives and the like.

KEY TAKEAWAY: There are plenty of ways cities
can assess themselves.

Some complaints may seem unreasonable and all will
be borne of frustration. But these entrepreneurs are
doing the work to grow the economy and there is likely
a lot of insight in their experiences. Use their gifts for
problem-solving and out-of-the-box thinking to develop
methods for delivering important public policy goals
while minimizing the negative impact on those like
them.

There is value not only in reaching out to entrepreneurs,
but to those within the city who work with them. They
are likely aware of all the complaints from entrepre-
neurs and may even find them compelling. City staff
may be aware of even more opportunities for improve-
ment than those on the outside. They will know of the
various reasons why the city does things the way it
does — from unintentional incentives to unnecessary
hostility to business owners that may be built into the
system.

Third-party research: Any city leader could turn to
third-party researchers such as a university, chamber

of commerce or think tank to develop a study of their
processes for start-ups and entrepreneurs. One could
apply the methodologies used in the studies consid-
ered for this Toolkit. What is important is that data is
collected in a way that can be repeated over time to
track results.

City data: It's likely important data needed for a bench-
mark is already collected somewhere. For example, a
city could pull a sample of business license applica-
tions to count the number of days between the filing
of the initial application and the final approval. Depart-
ments are already aware of the number of forms and the
amount of any fees that are required. They may also be
able to collect information on the number of business
applications completed each year over the past several
to provide trend data on how your city is encouraging,
or not encouraging, entrepreneurship.

New York City's comptroller issued a report from their
Red Tape Commission® in 2016 that outlined 60 ways
to help small businesses grow based on interviews of
nearly 300 business owners. Similarly, Salt Lake City
relied on business and licensing leaders to develop rec-
ommendations forimproving the city’s performance on
issuing licenses®. Both these initiatives are discussed
later in the report regarding reducing paperwork.

Any carpenter will tell you to, “measure twice and cut
once.” This is true with public policy. A serious effort to
improve a city’s performance of encouraging start-ups
and entrepreneurs will include multiple benchmarks
and commitment to repeating them over time to see if
the desired outcomes are being reached.



TOOL 2: SUPPORT
ENTREPRENEURSHIP

No city can survive without the men and women who build and grow businesses. And the job
creation upon which cities thrive often comes from those start-up firms.

The 2013 paper, “Who Creates Jobs? Small Versus
Large Versus Young"® makes clear the importance
of entrepreneurs and their efforts at standing up new
companies. The authors write:

The share of jobs created and destroyed by different
groups of firms is roughly their share of total employ-
ment. An important exception in this context is the con-
tribution of firm start-ups: they account for only 3% of
employment but almost 20% of gross job creation.

KEY TAKEAWAY: Creating jobs and opportunity is
an important aspect of a thriving local economy.
The lockdowns of 2020 and 2021 make this even
more important.

Local governments have a big opportunity to facilitate
conversation both among entrepreneurs and between
entrepreneurs and the city agencies on which they de-
pend — and who depend on them.

The Ewing Marion Kauffman Foundation published a
set of guidelines" for local governments in 2015 that
suggests the creation of entrepreneur networks is
worthwhile, but recommends avoiding the top-down
approach common in the past: “We suggest that poli-
cymakers seeking to promote entrepreneurship in their
city or state embrace a new approach that puts entre-
preneurs at the center, creating communities charac-
terized by dense connections among entrepreneurs
and organizations that support them.”

The report points out that there is no substitute for the
advice of local entrepreneurs who have already navi-
gated the challenges they face that may be unique to
the community in which they operate. Putting together
these networks requires little financial outlay but can

play a big role in smoothing the path for startups and
the people leading them. And these networks benefit
not only entrepreneurs — city leadership can also ben-
efit from listening to small business start-ups and the
challenges they face.

The Kauffman Foundation also recommended against,
“creating a formal alliance between the city govern-
ment and various entrepreneurship organizations.
These strict partnerships rarely have a real effect on
entrepreneurs. In fact, networks of entrepreneurs in
successful regions are seldom the result of govern-
ment-led endeavors of any kind.” This last point echoes
the remarks of Enrico Moretti when pointing out that
none of the successful innovation hubs he studied
were created by deliberate, explicit policy.

Governments are not alone in failing to create success-
es by design. Venture capital funds often fail and many
have very low rates of return — and those are among
firms led by experts in risk and capital allocation; gov-
ernments have no such expertise. Regarding incuba-
tors, the report points out there is, “little evidence that
incubator firms perform better than non-incubator
firms.”

Local governments can aid entrepreneurs by facilitat-
ing networks, listening to their needs and getting out of
the way when appropriate. It cannot do the important
work for them.

PAGE 9
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TOOL 3:
REDUCE PAPERWORK

In a 2019 survey of entrepreneurs, more than half of respondents reported
experiencing difficulty navigating the paperwork required to start a busi-
ness'?. At a time when municipalities need to recover quickly from a pan-
demic and lockdowns, it may be a fatal flaw.

The paperwork barrier is significant. According to a 2018 Kauffman Foundation survey,
almost three-fourths of entrepreneurs responded that government regulations on busi-
nesses are complex and difficult to follow. Almost as many (65%) responded that it is too
time-consuming for business owners to stay legally compliant with local, state, and federal
regulations's.

KEY TAKEAWAY: Municipal leaders cannot solve the challenges with state and feder-
al regulations, but they can do a great deal to improve the situation.

When Arizona State University sought to rate cities for attractiveness for business, they
examined the amount it took in time, effort and money of completing, “all procedures offi-
cially required for an entrepreneur to start up and formally operate a limited liability com-
pany.” Their DBNA study did not include measuring the additional time and money required
for licenses and permits. DBNA is the only study among our indices which even sought to
weight this aspect of business creation. Scores ranged between five and six procedures
that can take anywhere between one day to 28 days.

There is a lot of room for improvement, which is exactly what Salt Lake City, Utah recently
did.

In 2018, the mayor of Salt Lake City, announced that, “city officials have cut the time to get a
business permit review by nearly half, with wait times averaging 59 days in 2017, down from
114 days in 2015.%” According to reporting at the time, the result was due to additional city
staff in the building and licensing offices, software modifications allowing for concurrent
processing among several departments, and a business liaison position and the ability to
submit applications online. The DBNA study ranked Salt Lake City 65th in Starting a Busi-
ness, but their experience is still instructive as to what cities can do to improve.

When New York City was criticized for slow city approvals for licenses and permits, the city
comptroller released a report' which claimed, “Nearly 30% of small businesses surveyed
(29.65%) said it took them six months or longer to get all the approvals they needed from
the City to open for business, and 13.4% took more than a year.” Not only did the comptrol-
ler recommend making a better use of technology as Salt Lake City had, but “establishing
clear timelines for the approval of permits and holding agencies accountable if timelines
are not met.” These are all welcome improvements, but DBNA still ranked the Big Apple
69th among North American cities in Starting A Business.




FLEXIBILITY
IN UNCERTAIN
TIMES

Due to the pandemic, states and the federal
government set aside a number of regula-
tions seen to be unduly burdensome in this
time of economic upheaval. States relaxed
their positions regarding licensing of medi-
cal professionals and the federal government
changed rules regarding the manufacture of
sanitizers. These were all seen as necessary
steps to permit economic activity while still
protecting public safety.

Cities also took action to remove seemingly unneces-
sary barriers to business:

Cities and states across the country relaxed re-
strictions on the delivery or take-out of alcohol
from restaurants. The BBC reported'® that the edi-
tor-in-chief for online magazine Alcohol Professor
credits the changes to, “creating revenue and help-
ing these poor businesses.” It also helps that taxes
from alcohol sales are often significant sources of
revenue.

Albuquerque, New Mexico issued a 30-day pause to
the city’s ban on plastic bags'. In issuing the pause,
the mayor stated the reason was to take pressure
off local business, “we're going to pause enforce-
ment of the plastic bag ban for the next 30 days to
ease concerns over paper bag shortages and free
businesses and food workers to focus on continuing
their essential operations.” A month later, officials in
Bernalillo County — in which Albuquerque sits — ex-
tended their own pause on plastic bag restriction in-
definitely’. In both cases, local leaders recognized
the impact of their requlations on already struggling
small businesses and chose flexibility.

BETTER CITIES PROJECT

There are likely many things
that local governments did to ease the strain of
lockdowns for local businesses and employees
beyond take-out alcohol and the plastic bags
used to carry them. Coming out of lockdown
presents municipal leaders with a great opportu-
nity to rethink many ordinances and regulations
before reinstating any that were relaxed or set
aside entirely.

As mentioned previously, many states have cottage
food laws that relax regulation of home-based food
preparation businesses where there is little risk of food
borneillness. Not only does this remove costly barriers
to those who want only to operate boutique bakeries,
but it provides an easily accessible first rung of the
ladder for an entrepreneur who may intend to grow the
business into something that will eventually require
additional licensing and regulation. It may also encour-
age a hesitant entrepreneur to grow a successful cot-
tage business.

Ultimately, the goal for both government and entre-
preneurs is a vibrant business ecosystem with lots of
competition and consumer choice. Municipal regula-
tion should focus on this goal and show flexibility help-
ing small firms find their footing.
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TOOL 5: LICENSING

While paperwork required for a start-up is necessary even if it can be
simplified, a great deal of occupational licensing can be done away with
altogether. As BCP published recently in Getting Back To Work, “municipal
and county level occupational licensing requirements vary widely, from a
low of 3% of regulated occupations in Atlanta to a high of 92% in Miami.”

New data from the Institute for Justice helps quantify
the extent of city- and country-level occupational reg-
istration. Not at all cities regulate occupations beyond
the state-level laws. For instance, Portland only regu-
lates three occupations beyond the state’s minimum
criteria. Meanwhile, Denver regulates more than 90.
A report from the Mackinac Institute shows that De-
troit requires licenses for at least 60 occupations, even
though half of those already require a license from the
state of Michigan.

These barriers can be significant, and in the cases of
health care workers, those barriers may be worth the
effort. But cities often require licenses of dog walkers,
window washers and furniture movers.

KEY TAKEAWAY: Some local licensing require-
ments are obstacles to people becoming self-suf-
ficient without any benefit to public health or
safety; they ought to be rethought or done away
with completely.

A 2018 study published by the Institute of Economic
Affairs' follows up on previous research of licensing
in the United States and offered evidence that licens-
ing reform increased entrepreneurship in areas where

it was introduced. The authors write:

Recent studies have sought to uncover the effects of
licensing reform manifest in reducing requirements to
earn a license, relaxing scope-of-practice laws, or elim-
inating licenses altogether (‘de-licensing’). Most have
found reform provides positive outcomes for aspiring
workers or consumers. Timmons and Thornton (2016)
found de-licensing barbers in Alabama in 1983 ap-
peared to increase the inflow of workers into that occu-
pation. Similarly, Timmons and Konieczny (2017) found
Virginia’s exemption of hair braiders from cosmetology
licensure in 2012 resulted in as much as an 8% growth
rate in owner-operated salons in the state.

Importantly, there is doubt that the increasein licensing
requirements across the country are doing anything to
protect public safety — even though that is often the ra-
tionale for their institution. City leaders should compile
a list of all the licenses that are required, then:

B Eliminate any licensing regulations that merely du-
plicate state licensing requirements.

B Where there is no connection to public safety, the
law or regulation ought to be removed entirely. At
the very least, change them to certifications or per-
mits which are much less burdensome.



FT T E<S BERERNONISESCRR

DENVER
DETROIT



-
BEATTER CITIES PROJECT

4

1

PAGE

TOOL 6: ALLOW MORE
ENTREPRENEURIAL ACTIVITY

Many municipalities ban some businesses altogether. Cities should anticipate more econom-
ic-growth challenges ahead and dismantle as many barriers as they can rather than retrench

against innovation.

HOME-BASED BUSINESS

Antiquated laws in many cities make it difficult, if not
outright illegal, to start up a business from home.
Many laws only allow a home-based business if it
is “customary” or “incidental” to the residential use.
These vague terms give homeowners little guidance
on whether their business is allowed and the stan-
dards can be applied inconsistently.

Consider the experience of Kelly-Anne Salazar in Or-
lando. Furloughed and then laid-off by her employer,
she has been able to take advantage of Florida's per-
missive cottage food law to start building a new busi-
ness from her home. Had her city restricted home-
based start-ups, she may have been one more drain
on public resources rather than a potential source of
tax revenue.

Local leaders can allow home-based businesses
while also ensuring that there are no substantial im-
pacts on neighbors:

® Provide clarity. Eliminate vague language like
“customary” or “incidental use” and provide clear,

objective criteria for whether a home-based busi-
ness is allowed.

m Establish standards for zero-impact home-based
businesses and allow them to operate without a
permit.

B Establish a permit scheme and reasonable fees
for home-based businesses that do not meet ze-
ro-impact criteria. When compliance is straight-
forward and affordable, business owners have an
incentive to submit to the permitting process and
cities are better able to enforce their laws.

HOME SHARING

Online platforms such as Airbnb and VRBO have be-
come contentious issues in many US cities. The issue
pits individual homeowners who want to use their
extra space to earn income (and pay taxes) against
neighbors who want to use business regulation or zon-
ing standards to stop them.

A study published in 2020 by researchers from the Uni-



KEY TAKEAWAY: The lesson for city leaders should be that while technology is forward looking, business reg-
ulations are always backward looking. Home based businesses, home sharing and ride sharing are all the first
waves of technology that empower individuals. There will be plenty more.

versity of Texas at San Antonio?® suggests there are
benefits of home sharing to the local economy, specifi-
cally restaurants. The researchers conclude:

A 1% increase in Airbnb revenue is associated with
0.01% increase in restaurant revenue. Taken at the sam-
ple mean, this effect corresponds to a 19% contribution
to the year-over-year increase in restaurant revenue.
Moreover, we find that this increase is driven by an in-
crease in restaurant demand. Finally, we show that the
Airbnb effect we observe is driven by less commercial
zip codes and independent restaurants.

This last point should be especially interesting to poli-
cymakers serving less commercialized districts — the
very ones more likely to benefit.

Cities can continue to protect homeowners through or-
dinances regarding noise and parking and through en-
forcement of health code violations. But a blanket pro-
hibition against home sharing is unnecessary. Online
platforms and home sharing hosts are often willing to
collect hotel and tourism taxes for the city. Some sug-
gest that outright bans are likely unconstitutional?'.

RIDESHARING

Often just as contentious as home sharing, rideshar-
ing services such as Uber and Lyft ran straight into
a hornet nest of municipal policy and politics. Well-

heeled and often well-connected local taxicab com-
panies were motivated to use a city’s licensing regime
against these new providers. The frustration of taxi-
cab company owners was understandable — they had
been required for years to maintain millions of dollars
of insurance on a fleet of cars and deal with numer-
ous regulations of their own. Suddenly, the entire in-
dustry was being challenged by hundreds of part time
drivers with few or none of the same requirements.

Some cities have understood the opportunity of ride-
sharing to improve public transit’s connectivity and
boost ridership. The Regional Transportation Com-
mission of Southern Nevada (RTC) has been trying to
leverage the value of ridesharing to meet the needs
of their customers and has had some success??. “It
normally costs us $34 per trip, but by partnering with
Lyft we are offering better service to those custom-
ers at half the cost of our traditional paratransit ser-
vices,” according to Tina Quigley, general manager of
the RTC.

Massachusetts tried a similar program and issued
their report in May 2019%. They partnered with trans-
portation network companies such as Uber and Lyft
to provide disabled customers with trips subsidized
by public funds to increase choice while reducing
costs to the agency. The report concluded there is
great opportunity for the transit agency in continuing
their coordination with ridesharing providers.
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TOOL 7:
TAXATION,
SPENDING

AND LABOR

Revenue shortfalls due to economic lockdowns
will be widespread in 2021 and beyond.

Municipal leaders may be tempted to seek rate increases on
many taxes; in some cases this may be prudent. But income
and population growth — two predictors of city success —
are correlated with low taxes, low spending, and less regula-
tion of wages, according to the US Metropolitan Economic
Freedom Index (MEFI). Of the 10 top metropolitan areas in
MEFI, four are in Florida and four are in Texas, both states
with no state income tax. The author of the 2019 report con-
cedes this point, but adds:

Levels of economic freedom can also vary within those
subnational jurisdictions. For example, the San Jose metro
area has substantially higher economic freedom than Los
Angeles. The same is true for Nashville compared to Mem-
phis.

KEY TAKEAWAY: There are clear correlations between
low taxes and better economic performance in cities.

Importantly, the 2019 update and analysis cites studies
that find correlation between economic freedom as de-
fined by MEFI and economic growth. The MEFI authors
write:

One study found an association between economic freedom
and entrepreneurial activity, measured by new businesses
created and non-farm employment. Other research finds lev-
el and growth of per capita income, domestic migration, and
female labor market participation are positively associated
with economic freedom. Very recent research finds higher
economic freedom correlated with higher local government
credit ratings, more net in-migration of population, increased
overall income, and increased per-capita income.




BETTER CITIES PROJECT

17

PAGE



18

PAGE

BETTER CITIES PROJECT

TOOL 8:
ENTREPRENEURSHIP
IMPACT STATEMENTS

A 2019 booklet by the Ewing Marion Kauffman Foundation, “America’s New Business Plan,”
recommended the development of Entrepreneurship Impact Statements.

In their report?4, they point out that a large majority of
entrepreneurs, “believe that government regulations
on businesses are complex and hard to follow,” and
“that it is too time-consuming for business owners
to stay legally compliant with local, state, and federal
regulations.”

KEY TAKEAWAY: EIS ordinances would require
city leaders to weigh any burdensome trade-
offs posed by new regulations.

Local governments, the report argues, must do more
than address existing barriers to entrepreneurship; it
must proactively protect against their adoption in the
first place.

The reports’ authors advocate local governments (in

addition to federal and state governments) should,
“Require an Entrepreneurship Impact Statement (EIS)
for all new laws, regulations, and rules developed that
affect businesses less than 5 years old.”

Departments would be required to, “estimate the di-
rect costs to new businesses (i.e., those less than 5
years old) of changes to laws and regulations so that
policymakers become aware of the impact these pol-
icies would have on new businesses before bills are
passed or new regulations issued.”

The booklet offers some evidence that, at the federal
level, a 1995 effort to reform unfunded mandates (Un-
funded Mandates Reform Act) provided legislators
with the information needed to assess the impact of
new legislation.
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CONCLUSION

Much about metropolitan areas is simply
beyond the control of local officials, and
this can frustrate a lot of efforts at eco-
nomic growth.

Geography, climate, state policy and existing em-
ployers all play significant roles that often aren’t
completely accounted for in the types of rankings
and indices that purport to show which cities are
doing well.

Cities that have great busines climates may still
have local policies that frustrate entrepreneurs.
But the policy ideas in this toolkit can help any
city — regardless of their place on any index —
partner with those who want to start and grow
businesses.

Economic research shows clearly that attempts
to lure large successful employers into a city with
subsidized incentives do not produce promised
benefits. Even venture capital firms — organiza-
tions dedicated full-time and wholly incentivized
to finding tomorrow’s economic winners — often
fail in identifying successful startups.

Rather than trying to identify individual com-
panies with targeted policies, cities are better
served by policies that benefit everyone.

The first steps to developing those policies is to
understand the needs of the entrepreneurs al-
ready living in your community.

They may have many challenges municipal lead-
ers cannot address, but there will be some — out-
lined in this toolkit — that local leaders can reform
and improve.

These may not be big, bold ideas, but they are
nevertheless important. One of the many home-
based startups you help today may become the
giant of tomorrow.

Don’t spend your time luring Walmarts; spend
your time encouraging the next Sam Walton
among you.

19

PAGE



PAGE 20

BETTER CITIES PROJECT

ENDNOTES

‘I Audio of this 2012 NPR interview is available here, as
« well as an excerpt of Moretti's book. https://www.
wbur.org/hereandnow/2012/05/23/moretti-geography-jobs

2 WalletHub, “Best Places to Start a Business,” 2019.
« https://wallethub.com/edu/best-cities-to-start-a-
business/2281

3 Inc. Magazine, “Surge Cities,” 2019. https://www.inc.
= com/surge-cities/best-places-start-business.html

4 The Center for the Study of Economic Liberty at Arizo-
« Na State University, “Doing Business North America,”
2020. https://dbna.asu.edu/

Reason Foundation, “US Metropolitan Area Econom-

« ic Freedom Index,” 2019. https://reason.org/wp-con-

tent/uploads/us-metropolitan-area-economic-freedom-in-
dex.pdf

6 Fox 35 Orlando, “I'm an online bakery": Entrepreneur
« starts business amid pandemic,” 2020. https://www.
fox350rlando.com/news/im-an-online-bakery-entrepre-
neur-starts-business-amid-pandemic

Pickyourown.org, “Cottage Food Laws by State: Selling
« Your Homemade and Home-Canned Foods” https://
www.pickyourown.org/CottageFoodLawsByState.htm

Office of the New York City Comptroller Scott M.

« Stringer, “Red Tape Commission: 60 Ways To Cut Red

Tape and Help Small Businesses Grow,” 2016. https://comp-

troller.nyc.gov/reports/red-tape-commission-60-ways-to-
cut-red-tape-and-help-small-businesses-grow/

Deseret News, “Salt Lake City business permit

« wait times cut nearly half, mayor's office says,”

2018. https://www.deseret.com/2018/6/4/20646384/

salt-lake-city-business-permit-wait-times-cut-nearly-half-

mayor-s-office-says#david-heiblim-owner-of-the-dispen-

sary-labels-food-in-his-salt-lake-city-restaurant-on-mon-
day-june-4-2018

'I MIT Press Journals, “Who Creates Jobs? Small Ver-
« sus Large Versus Young,” 2013. https://www.mit-
pressjournals.org/doi/pdf/10.1162/REST_a_00288

"I "l Ewing Marion Kauffman Foundation, “Guidelines for
« Local and State Governments to Promote Entrepre-

neurship,” 2015. https://www.kauffman.org/wp-content/up-

loads/2019/12/government_guideline_report.pdf

"I 2 Ewing Marion Kauffman Foundation, “Start Us Up:

« America's New Business Plan,” 2019. https://www.
startusupnow.org/wp-content/uploads/sites/12/2019/10/
Kauffman_AmericasNewBusinessPlanWhitepaper_Octo-
ber2019.pdf

']3 Ewing Marion Kauffman Foundation, “Breaking
« Barriers: The Voice of Entrepreneurs,” 2018.

'I Deseret News, “Salt Lake City business permit wait

« times cut nearly half, mayor's office says,” 2018.
https://www.deseret.com/2018/6/4/20646384/salt-lake-
city-business-permit-wait-times-cut-nearly-half-mayor-
s-office-says#david-heiblim-owner-of-the-dispensary-
labels-food-in-his-salt-lake-city-restaurant-on-monday-
june-4-2018

‘I Office of the New York City Comptroller Scott M.
« Stringer, “Red Tape Commission: 60 Ways To Cut
Red Tape and Help Small Businesses Grow,” 2016. https://
comptroller.nyc.gov/reports/red-tape-commission-60-
ways-to-cut-red-tape-and-help-small-businesses-grow/

‘I BBC, “Coronavirus: How the pandemic is relaxing
« US drinking laws,” 2020. https://www.bbc.com/
news/world-us-canada-52656756

'I 7 KOB 4, “Mayor Keller Pauses Albuquerque’s plastic
« bag ban for the next 30 days,” 2020. https://www.

kob.com/albuquerque-news/mayor-keller-pauses-albu-

querques-plastic-bag-ban-for-next-30-days/5685176/

'I KRQE, “Bernalillo County's plastic bag ban sus-
« pension extended,” 2020. https://www.krge.com/

health/coronavirus-new-mexico/bernalillo-countys-plas-

tic-bag-ban-suspension-extended/

'I 9 Institute of Economic Affairs, “The Continuing Bur-

« denof Occupational Licensing in the United States,”
2018. https://onlinelibrary.wiley.com/doi/abs/10.1111/
ecaf.12319

20 Basuroy, Yongseok, Davide, “Estimating the impact
« of Airbnb on the local economy: Evidence from
the restaurant industry,” 2020. http://dx.doi.org/10.2139/
ssrn.3516983

2‘] Jefferson-Jones, Jamila, “Airbnb and the Housing
« Segment of the Modern ‘Sharing Economy”: Are
Short-Term Rental Restrictions an Unconstitutional Tak-
ing?” 2015. https://ssrn.com/abstract=2624700

22 Metro Magazine, “TNC Partnerships Can Boost
« Transit's Mobility Offerings, Save Money,” 2019.

23 MassDOT, “Optimizing ADA Paratransit Oper-
« ation with Taxis and Ride Share Programs,”
2019. https://www.mass.gov/doc/optimizing-ada-paratran-
sit-operations-with-taxi-and-ride-share-programs-0/down-
load

24 Ewing Marion Kauffman Foundation, “Start Us Up:
« America's New Business Plan,” 2019. https://www.
startusupnow.org/wp-content/uploads/sites/12/2019/10/
Kauffman_AmericasNewBusinessPlanWhitepaper_Octo-
ber2019.pdf



NEY S TERPS

READY TO
UNLOCK THE
POTENTIAL

IN YOUR
COMMUNITY?

Whether you have an office at city hall or in
the state legislature, a seat at the kitchen
table as an informed citizen or a desk in a
newsroom, BCP can help you understand
the challenges and opportunities facing your
community with practical policy solutions.

Want additional insights and ready-to-im-
plement solutions about local government
issues? We're here to help.

SIGN UP AT BETTER-CITIES.ORG

Our updates keep thousands of local elect-
ed officials and engaged citizens informed
about the latest ideas in municipal policy.

GET IN TOUCH

BCP can help identify specific research and
recommendations relevant to your city’s
challenges, direct you to the right experts for
answers and offer presentations related to
these and other topics. Give us a call or drop
us an email: info@better-cities.org or

(702) 546-8736.




About the authors:

Patrick Tuohey is co-founder and policy
director of the Better Cities Project. He works
with taxpayers, media, and policymakers to
foster understanding of the consequences —
sometimes unintended — of policies regarding
economic development, taxation, education
and transportation.

Lindsey Zea is a policy analyst at the Better
Cities Project. She studies the why behind
problems that large cities encounter and is
developing expertise on fresh policy solutions
that improve cities. She also serves as a policy
and research associate with the Madison
Liberty Institute (MLI) anchored in Rexburg,
Idaho and formerly interned with the Libertas
Institute in Utah.

Phone (702) 546-8736
Email info@better-cities.org

Web better-cities.org

4700 W. Rochelle Ave.
Suite 141
Las Vegas, NV 89103

BETTER
CITIES
PROJECT



