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I. Executive Summary

The Chicago Region has a long and illustrious history

of innovation and economic leadership—from the

city’s origins as a hub of agricultural trade and trans-

port, to its pre-eminence as a center of manufac-

turing and finance. However, like other regions, the

Chicago Region’s future economic prosperity is always

under threat. As industries mature and decline, new

sectors are needed to replace them. In Chicago's case,

there have been many well-known examples of cor-

porate shifts in recent years (Arthur Andersen,

Montgomery Ward, Zenith Electronics, etc.). Several

new leaders have emerged to take their place (Boeing,

CDW, etc.), but there is still a need to continue creat-

ing the next generation of business champions.

Small business growth is the key to filling the

gap left by maturing, older companies. While the

Chicago Region has a strong history of entrepre-

neurship, all the evidence suggests that the region

has lost pace with other regions in generating small

business activity. (See Section 2, for evidence of the

Chicago Region’s big-business challenges and record

in small-business development).

Why is this? There may be two reasons for this

lack of entrepreneurship relative to other regions.

Either the region does not have as much raw entre-

preneurial talent to create would-be entrepreneurs,

or the entrepreneurial talents and assets exist, but

potential entrepreneurs do not have as much access

to funding and support as they do in other regions.

As a result, they do not take up their entrepreneur-

ial ambitions or they leave the region to find this

funding and support. 

All the evidence suggests that the Chicago

Region has as much raw entrepreneurial talent as

other regions (in terms of educational institutions,

industry R&D funding, innovative large companies,

business schools, etc.). However, there is strong evi-

dence that Chicago lags other regions in terms of the

funding and other forms of support that entrepre-

neurs can access in the region. Numerous well-known

examples exist of entrepreneurs and small companies

that have moved out of the region in search of fund-

ing and a more supportive entrepreneurial environ-

ment (and for every high-profile example, there are

undoubtedly countless more unknown examples).

Furthermore, the region clearly has demonstrated the

ability to coalesce its many resources around a spe-

cific initiative (witness the efforts of the state of

Illinois, the city of Chicago, World Business Chicago

and others in attracting Boeing to relocate its head-

quarters to Chicago). However, such efforts to assem-

ble the necessary elements of support have not

been sufficiently directed toward the creation and

nurturing of entrepreneurial business. 

It seems that a self-perpetuating cycle has taken

hold. The Chicago Region has developed a reputation

as a place where it is relatively hard for entrepreneurs

to access funding and support; as a result, would-

be entrepreneurs either give up, or achieve limited

success, or leave the region. This leads investors to

perceive the region as lacking good investment

opportunities and to focus little attention on the

region. (See Section 3, for evidence of the Chicago

Region’s entrepreneurial assets, but relative lack of

entrepreneurial support and funding.)

Experience from other regions suggests that it is

possible to break this cycle. Regions with fewer assets

than Chicago and less reputation for innovation
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and technological leadership have taken proactive

measures to bring together the elements of support

for entrepreneurs including increased funding and

institutional support. The best known examples

include North Carolina’s Research Triangle, Boston’s

Route 128, Austin’s Silicon Hills, and the Denver-Fort

Collins Innovation Corridor. All these regions are now

known as centers of innovation and entrepreneur-

ship. And the public and private sectors combined to

reverse the fortunes of the region through a focused

effort. The results are clear: small-business growth

and overall economic growth in these states have

outstripped Illinois by 20% or more in the last 10 to

15 years. (See Section 4, for evidence of this success

in small-business support and economic growth.)

Public and private leaders in the Chicago region

need to take similar measures to address this threat

to our economic performance—if not, the region will

face rising unemployment, stagnant real incomes and

long-term economic decline. Funding and support for

the next generation of small businesses should be

seen as critical infrastructure for economic prosperity

just as much as the region’s education system, hous-

ing stock and transportation infrastructure. 

Some progress has already been made to break

the cycle and improve technology transfer and entre-

preneurial support. Specifically, Illinois Technology

Enterprise Centers (ITEC) were funded to serve as

incubators for new ventures, a Technology Transfer

Action Group has been initiated to coordinate com-

mercialization activities of local universities, the

Chicagoland Entrepreneurial Center was launched

to provide a “single window” for integrating the

region’s existing entrepreneurial support efforts,

and the Midwest Angel Network Association (MANA)

was launched to strengthen the existing angel

community in the region. Full data demonstrating

sustained results are not yet available, but early

anecdotal evidence is promising, including increased

access to small business funding and better tech-

nology transfer effectiveness.

Call to action 
It is now up to Chicagoland’s civic and business lead-

ers to take more proactive measures to continue

improving the foundational infrastructure for entre-

preneurs and small businesses. We recommend a set

of specific actions (and targets) for Chicago’s leaders: 

• Organizational leaders: Commit your own and

your organization’s time and management expert-

ise to help local entrepreneurs across a diverse

range of industry sectors (not only technology)

by supporting the Chicagoland Entrepreneurial

Center (sponsor an event, second a staff member,

donate in-kind services, volunteer time) and the

Chicagoland Business Bridge (commit to develop

at least $50,000 in new business with Chicago-

based start-up suppliers in the next year). This is

not just about being a good community citizen,

but it is about good business decisions in creat-

ing a cluster of vibrant young (and profitable)

businesses in the region.

• Individual investors: Become an angel (join

MANA) and look for opportunities to invest in

local startups. Target to personally invest in at

least one new venture in the next year. 

• Directors and trustees of local institutions:

Encourage your investment managers to evaluate

local VC firms; establish a specific target to invest

1-2% of funds under management in Chicago-based
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VC firms. Support establishment of a fund-of-

funds to facilitate institutional investment in

local VC firms; commit at least $5 million to the

fund-of-funds. 

• Leaders of local corporations and universities:

Encourage “intrapreneurship” and technology

transfer. Establish a target to provide company

funding for at least one new employee/faculty

venture in the next year. 

• Civic leaders: Pressure Illinois and Chicago policy-

makers to take meaningful action to (1) establish

the proposed fund-of-funds, (2) provide appropri-

ate tax incentives for small businesses in a diverse

range of industry sectors and their investors, and

(3) maintain and increase government funding for

public universities’ technology transfer depart-

ments, the Chicagoland Entrepreneurial Center, the

ITECs and other entrepreneurial support centers.

Given the importance of this issue to the con-

tinued economic vitality of the region, it is imper-

ative the Chicagoland civic and business leaders

make this a priority action-item and send a clear

signal to investors and entrepreneurs around the

country that Chicago is committed to supporting

local small business development.

II. The Challenge and
Opportunity Facing the
Chicago Region Business
Community

The ebb and flow of large corporations
Chicago has a long and illustrious history of inno-

vation and business leadership—from its origins as

the hub of the agricultural heartland, to its emer-

gence as the transportation and manufacturing cap-

ital of the U.S., to the establishment of the world’s

first futures and options exchanges. 

However, like all leading business centers,

Chicago’s pre-eminence is always under threat. Over

the years, the leading industries of one generation

tend to mature and decline, and new industries

emerge to take their place. Chicagoland has shown

the resilience to weather these transformations, with

its successful evolution from agriculture, to manufac-

turing, to a service-based economy. In recent years,

Chicago has been subject to anther of these waves of

corporate restructuring. Many of the industries and

large corporations that have traditionally formed the

bedrock of the local economy have been in decline:

some industries and corporations have become obso-

lete and closed, others have moved their head-

quarters or the bulk of their operations to lower-cost

locations or more dynamic corporate centers.

According to Crain’s, half of the 50 largest pub-

lic companies headquartered in the Chicago Region

in 1979 had been acquired or moved out of state by

1999. As figure 1 illustrates, this trend accelerated

during the 1990s when Chicago lost many of its cor-

porate leaders due to global consolidation, including

familiar names such as Morton, Marshall Field’s,

Amoco, and Helene Curtis. 

This trend continues into the new century, as

witnessed by the collapse of Arthur Anderson, Quaker

Oats’ recent takeover, Household International’s pend-

ing acquisition, and bankruptcy filings of institu-

tions such as Montgomery Ward and United Airlines.

This cycle of corporate decline is not new—

other great names have disappeared in the past, but
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the region has survived. In the current cycle, new

leaders have emerged to take the place of those that

have shrunk or been acquired—new companies like

CDW have leapt into the Fortune 500, and Chicago's

leaders have worked hard to bring new corporations

like Boeing to the region. Nevertheless, between

1994 and 2002, despite these additions the number

of Fortune 500 company headquarters in Illinois

has fallen from 40 to 35. The exodus continues—

Chicagoland is poised to lose Freeport-based Newell

Rubbermaid, which has recently announced its

decision to move its headquarters to Atlanta.

The challenges faced by Chicago’s large busi-

nesses have a direct impact on the region’s employ-

ment base. During the recent economic slowdown,

Chicago unemployment levels have remained rela-

tively low by large-city standards due in part to

gains in jobs made by small businesses in the

region. As a percent of total employment, other

metropolitan regions had larger job losses than

Chicago. Nevertheless, Chicagoland suffered a very

large loss of total jobs in 2002, mostly as a result of

cutbacks at large corporations, while small business

actually added jobs.

The importance of small business
to economic growth
With traditional industries and large corporations

under threat, generating and growing start-up firms

and small businesses is critical to job creation and

economic growth in the region. Furthermore, recent

economic research on the concept of industry clusters

Figure 1: Chicago-based companies’ merger activity

 Ameritech SBC 1999

 Morton International Rohm & Haas 1999

 Illinois Central Canadian National 1999

 Amoco BP 1998

 Inland Steel Ispat International 1998

 Dominick’s Safeway 1998

 Kemper Funds Zurich Financial Group 1996

 Helene Curtis Unilever 1996

 Van Kampen Funds Morgan Stanley 1996

 Stein Roe & Farnham Liberty Mutual 1996

 Continental Bank Bank of America 1994

 Marshall Field’s Dayton Hudson (Target) 1990

yearacquirerchicago company

 
Source: BusinessWeek, October 16, 2000
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clearly confirms the important role that small busi-

ness plays in developing the skills in that regional

cluster, in terms of innovation, revenue generation

and profitability.

According to the U.S. Small Business Adminis-

tration, small businesses (firms with fewer than 500

employees):

• Represent more than 99% of all employers (22.4

million small businesses)

• Generate 51% of all private sector output and jobs

• Represent 96% of all exporters of goods

• Provide two-thirds to three-quarters of the net

new jobs in the U.S. 

Additionally, small businesses tend to be more

dynamic and recession-proof than large businesses.

As Fitzgerald and Ribar report in a 2001 study

released by the U.S. Small Business Administration:

“Small and large employers may differ in their

responsiveness to changing conditions, with

small employers being much more dynamic

than large employers. Small employers are

also viewed as an engine for net employment

growth...” 3

Furthermore, current trends in outsourcing,

specialization, and focus on core competencies are

likely to provide opportunities for and reinforce-

ment of the role of small businesses.

Small businesses are the large business of the future

Creating and nurturing small businesses is key to

regenerating the local economy. Small businesses, in

many ways, are the large businesses of the future.

Data from the U.S. Small Business Administration

highlight this phenomenon. In 1999, Illinois had

roughly 233,000 small firms (businesses with fewer

than 500 employees) and approximately 38,850 large

firms (businesses with more than 500 employees).

Over the year:

• 3,400 large firms were “terminated” (entered

bankruptcy, were acquired, etc.)

• 4,400 large firms were created. Many of these

firms were smaller firms that expanded and became

large firms. 

• 18,400 small firms were “terminated”

• 23,350 small firms were created 

Overall, between 1998 and 1999 Illinois created

1000 large firms and 500 small firms—but more

than 4,000 small firms became large firms.

There are numerous examples of companies

in the Chicagoland area that have exhibited this

small-business to large-business ‘graduation’ and

growth phenomenon:

• CDW Computer Centers: In 1992, CDW Computer

Centers, a leading marketer of computer products,

employed 135 people with annual sales of $139

million. In 2001, CDW employed more than 2,800

people with annual sales in excess of $3.9 billion.

• Zebra Technologies: In 1992, Zebra Technologies,

an industry leader in bar code labeling, was a $60

million dollar company employing 294 people. At

the end of 2001, Zebra Technologies employed

more than 2,000 people and had annual sales of

$450 million. 

Further indications of the importance of small business 

The impact of globalization trends and corporate

acquisitions on local employment and small-business

to large-business phenomenon on area employment

is striking. 
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Figure 2 illustrates the Chicago-region employ-

ment of the largest 20 corporations in the region

in 1992 and the regional workforce of the same

companies today. According to Crain’s, the Top 20

public companies in 1992 employed nearly 277,000

people in Chicagoland. These same companies in

2002 had lost nearly 56,000 jobs, or 20 percent of

their workforce. Of the top five for-profit employers in

1992, only one company, Jewel-Osco, had expanded

its local employment base—whereas the remaining

four corporations have reduced their labor force by

nearly 30%. (During this time period, Jewel-Osco

was also sold to Albertson’s of Boise, Idaho.) 1992’s

Top 20 employers’ overall net employment numbers

have declined by 20%.

At the same time as employment at the Top 20

public companies decreased by 20%, total private

employment in Chicagoland increased significantly.

Based on data from the Illinois Department of

Employment Security, the Chicagoland area employed

nearly 3.2 million people in 1992 in private, non-

government jobs. In 2002, the Chicagoland area

employed more than 3.6 million people, an increase

of more than 13%.

Large corporations will, it is hoped, continue

to prosper and provide the bulk of employment in

the region for many years to come. In fact, some

large employers (e.g., UPS and Walgreen’s) added

a significant number of employees over the past

decade. 

However, these statistics do tell us that Chicago

cannot rely on the traditional champions on their

Figure 2: Chicago employment: How top 20 companies fared from 1992 to 2002

3,188,333

3,618,317

13%

(55,550)
(20%)276,990

221,441

Chicago MSA Private
Employment (1992)

Chicago MSA Private
Employment (2002)

top 20 public
companies

16 companies
• Reductions
• Relocations
• Closure



Figure 3: Firm formations by state
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own to drive the economic growth of the region.

Instead, creating and nurturing small businesses is

required to drive this economic growth. 

Chicagoland’s performance in small business
start-up and funding
While small businesses have helped to mitigate the

decline of Chicagoland’s traditional industries and

large corporations, evidence suggests that Illinois

and the Chicago region perform poorly in nurturing

small businesses. As Ronald Gidwitz, formerly of

Helene Curtis, comments, “Losing companies isn’t

unusual. What’s unusual is that we’re not growing

new companies.”4

Figure 3, based on data from the U.S. Small

Business Administration, shows the total number of

firm formations per capita per year in Illinois and in

selected other states from 1994 to 2001. Illinois cre-

ates between 2.3 and 2.5 new firms per 1000 people,

which compares favorably to Midwest peers, like

Iowa, Michigan, Indiana, and Wisconsin. However,

when compared against benchmark states like

Colorado, California, Massachusetts, North Carolina,

and Texas, Illinois does not fare as well. For exam-

ple, Colorado consistently encourages nearly twice

as many firm formations per capita as Illinois, while

North Carolina generates more than 20% more firm

formations (and it is no coincidence that these

states are the ones that have taken the most pro-

active measures to stimulate small businesses—see

Section 4).

Two other statistics further underscore Illinois’
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and Chicago’s relatively poor performance in nur-

turing new businesses:

• According to statistics compiled by the National

Venture Capital Association, over the period

1980-2000 Illinois ranked 13th in the nation in

terms of jobs created by venture capital-backed

firms—behind states like Georgia, Minnesota,

and Tennessee (see figure 4)5. 

• Each year, Entrepreneur magazine ranks the top 60

metro-regions in the country in terms of their

attractiveness as a location for entrepreneurs (see

figure 5 on page 10). The rankings are based on

five factors: the region’s policies to support small

businesses, overall economic growth, total number

of entrepreneurial firms, growth in small busi-

nesses and risk (the rate of bankruptcy). In the

2002 survey, the Chicago region ranked 49th out of

60—down from 45th in 2001 and behind not only

the major cities in California, Texas, New York, etc.,

but also behind six smaller rivals in the Midwest.

With a low relative number of firm formations

and limited perceived entrepreneurial support,

Illinois and the Chicago Region risk losing their

foundation for future economic growth. 

III. The Drivers of
Chicagoland’s Performance in
Small Business Generation
Why has the Chicago region been unable to grow

new businesses at the same rate as other parts of the

Figure 4: Jobs attributed to venture capital-backed companies (top 20 states)
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Figure 5: Most attractive metro locations for entrepreneurs

 1 Washington, D.C., MD 334 4
 2 Dallas, TX 315 1
 3 Raleigh/Durham/Chapel Hill, NC 296 9
 4 Middlesex/Somerset/Hunterdon, NJ 293 28
 5 Orlando, FL 287 2
 6 Fort Lauderdale, FL 287 7
 7 Fort Worth/Arlington, TX 287 5
 8 Houston, TX 286 17
 9 Monmouth/Ocean, NJ 275 33
 10 Nashville, TN 275 22

 15 Minneapolis, MN 266 12
 16 Columbus, OH 266 37
 33 Louisville, KY 231 32
 34 Oklahoma City, OK 229 40
 41 Grand Rapids/Muskegon/Holland, MI 213 24
 44 Kansas City, MO 192 28
 49 Chicago, IL 167 45

2002 rank 2001 ranktotal scorecity/metro location
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country? Logically, there can only be two reasons.

Either the region lacks people and institutions with

the raw talent and mindset to make successful

entrepreneurs—or the region does not provide as

much nurture and support for entrepreneurs as

other regions. As William Baumol, economist and

NYU professor, noted:

“No matter how richly endowed an economic envi-

ronment is with intellectual, social, human, and

financial resources, some person has to organize

these resources to pursue market opportunities…”

Chicagoland does not lack
entrepreneurial talent
Chicagoland clearly has more than enough of the

raw ingredients needed to create and attract entre-

preneurial activity. Figure 6 highlights key compo-

nents of an ecosystem required to sustain and nourish

entrepreneurial activity. Here is a sample of Chicago’s

statistics along these dimensions:

• Universities: The area is home to some of the top

universities in the country, including the University

of Chicago, Northwestern, University of Illinois,

Illinois Institute of Technology, Loyola, and DePaul.

Among these universities are the #1 and #2 busi-

ness schools in the country (according to the latest

ranking by BusinessWeek), the #2 economics school

in the world, the #5 engineering school in the U.S.,

and one of the largest concentrations of medical

schools in the country. Collectively, these insti-

tutions award more than 25,000 graduate-level

10



Figure 6: Key components of entrepreneurial ecosystem
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degrees every year, the 3rd highest in the nation.

• Government R&D: Illinois is home to 144

university-based research centers and 71 federal

research centers. Additionally, Chicagoland is

home to three of the larger Federal Government

R&D centers; Argonne National Laboratory, Fermi

National Accelerator Laboratory, and the National

Center for Supercomputing Applications—where

Mosaic, the predecessor to Netscape Navigator,

was developed. 

• Corporate R&D: The city and surrounding counties

also host some of the largest corporate R&D labs

in the U.S. In fact, Illinois had the fourth-highest

industry R&D expenditures in 2000. According to

data from the U.S. Patent Office, individuals and

organizations based in the Chicago region have

been awarded more patents over the past 10 years

than any other region except Silicon Valley.

Additionally, according to research performed by

the University of Minnesota that also included

technology-centered jobs in a variety of indus-

tries (e.g., pharmaceuticals, engineering, services),

the Chicago region was the largest employer of

high-technology workers in the nation.6

• Private Investors: Chicago has the highest

investable asset base from high-net worth individ-

uals of any metro area. In fact, according to a Bank

of America analysis, Chicagoland has the highest

number of households with greater than $5MM net

worth, and the highest total assets from house-

holds with more than $1MM in investable assets.

• Venture Capital Firms: Chicago is home to one of
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the top four VC centers in the country—home to

more than 80 VC firms with $42.9 billion in assets

under management. According to the NVCA, ven-

ture capital firms had nearly $4.4 billion invested

in Illinois-based companies (8th highest) in 2001.

• Institutional Investors: Chicago is the #3 finan-

cial center in the country. According to Pension

and Investments, Illinois pension funds/sponsors

have more than $250 billion in assets under

management, and 82 pension funds/institutional

investors in the Top 1000 funds.

Given the region’s educational assets, high-tech

workforce, and industry R&D funding, one would

expect that the Chicago region would be toward the

top of the country in producing entrepreneurial

companies. But, as we have seen, it is not.

Moreover, there is a wealth of anecdotal evidence

that would-be entrepreneurs start off in the region but

move elsewhere to establish their companies because

they perceive that it will be easier to access funding

and support elsewhere. Chicago has a track record of

losing entrepreneurial talent—and the employment

it creates. Some of the best-known examples: 

• Oracle: Chicagoan Lawrence J. Ellison, who

attended U of I and U of Chicago, migrated to

Silicon Valley to build Oracle Corp., now the

world's No. 2 software company.

• Siebel Systems: Tom Siebel followed Ellison to

Oracle—and ran Oracle’s Chicago office in the

early days. Siebel then founded Siebel Systems

Inc., not in his old stomping grounds, but in San

Mateo, California. 

• Mosaic/Netscape: The original Internet browser

technology was developed at UIUC in the early

1990s. One of the original team members, Mark

Andreesen, wanted to commercialize the technol-

ogy, but decided that he could not get the fund-

ing and support he needed in Illinois, so he left

and founded Netscape in California. In an inter-

view with the Smithsonian Institute, Andreesen

noted about Mosaic that he:

“…didn’t realize the potential until I came

out to [Silicon Valley]…”7

• Amgen: The world’s leading biotech firm was origi-

nally founded by entrepreneurs based in the Chicago

region but is now located outside Los Angeles.

• Genzyme: Another large biotech firm was also

founded by entrepreneurs based in the Chicago

region but is now located outside Boston.

• PayPal: This online payment transaction enabler

(familiar to eBay users) was founded in Skokie.

According to the founder: “We looked around in

Chicago, but we were told that no one invests in

good ideas; you had to ‘know’ somebody. We moved

to Palo Alto, got Nokia to listen (Motorola would not

talk to us), and within a year had over $100 million

in investment and turned a profit in year two.”8

It is always easier to measure companies that

exist rather than companies that do not exist or

have disappeared, but these high-profile departures

certainly suggest that there are likely to be many

more local entrepreneurs who have moved else-

where for lack of funding and support.  

Lack of funding and coordinated institutional
support appear to be key missing ingredients
The other plausible explanation for Chicago’s poor

performance in producing and nurturing small busi-

nesses is that would-be entrepreneurs find it harder

12
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to get the various elements of support and funding

in this region—they therefore do not try, or they try

and fail, or they move elsewhere with their ideas.

Beyond innovative ideas and technologies,

entrepreneurs need two key ingredients to succeed:

funding and support (management resources, pro-

fessional advisors, etc., to help them build their busi-

ness). Many entrepreneurs are brilliant innovators or

technologists, but they do not necessarily have busi-

ness or financial know-how. Their chances of success

are greatly improved if they get support (from gov-

ernment agencies, professional organizations, other

entrepreneurs) to help them build their business

plan, access funding, develop their organization, etc.

Funding, specifically venture capital funding, is

critical to start-up companies. Start-ups typically

have no cash flow, no profits and no assets on

which to collateralize bank loans. They therefore

need investors (venture capitalists) who are willing

to invest in their idea in return for a share of the

company’s equity. In a May 2001 study of the fac-

tors that constrain entrepreneurial activity, the

U.S. Small Business Administration specifically

identified access to capital as one of the two key

success factors (alongside taxation policy): 

“Liquidity constraints are present and have

detrimental effect on the vitality of the

entrepreneurial sector. Because of lack of

access to capital, entrepreneurial firms are

less likely to survive and more likely to be

undercapitalized.”9

Figure 7: Summary of Illinois statistics

2000 rank1997 rank

Share of U.S. population

Percent of U.S. GSP

Percent of U.S. employment

Share of total U.S. R&D (fiscal year)

Share of national venture capital

Share of federal R&D

Share of SBIC

Share of SBIR

Share of STTR

Sources: U.S. Bureau of the Census; GSP: U.S. Department of Commerce, Bureau of Economic Analysis, National Science Foundation, Federal Funds for Research and
Development Historical Tables, PwC/Venture Economics/National Venture Capital Association Money TreeTM Survey, Small Business Administration – Office of Advocacy
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Overall, Chicago and Illinois do not have a good

record of providing funding support required for small

business and entrepreneurial success. As illustrated

in figure 7, Illinois consistently accounts for nearly

5% of national population, gross state product, and

U.S. population (and is top 5 in each of these

areas). However, Illinois does not receive venture

capital funding, federal R&D funds, or funding

specifically for small business (SBIC, SBIR, and STTR)

commensurate with its size—Illinois is in the middle

of the pack, at best. However, it should also be

noted that Illinois’ performance improved somewhat

between 1997 and 2000. 

In a well-functioning market, of course, capital

flows where the best investment opportunities

are. It could be argued that, if Illinois has failed

to attract its fair share of venture capital, this

must be because the investment opportunities do

not exist here. However, as noted above, Illinois

clearly does not lack the raw ingredients required

to generate good entrepreneurs and investment

opportunities. 

A well-coordinated program of support for entre-

preneurs to create and nurture the new businesses

that they found is also critical to the vibrancy of an

economic region (and possibly the industry clus-

ters—or ecosystem—mentioned). Chicagoland has

demonstrated its ability to coalesce the necessary

resources for specifically identified efforts, but has

not consistently directed those efforts in support of

small entrepreneurial business.

A vicious cycle has taken hold
It seems that a vicious cycle has taken hold. Some

regions get a reputation as a location where entre-

preneurs prosper, entrepreneurs therefore move to

those regions, and the success of these entrepre-

neurs attracts investors; this in turn attracts more

would-be entrepreneurs, and the cycle repeats itself.

Serial entrepreneurs assist their newer brethren and

the cycle accelerates.

Other regions (like Chicago) develop a reputa-

tion as places where it is difficult to get funding;

would be entrepreneurs therefore never get started,

or they start and fail, or they move elsewhere.

Investors find few local investment opportunities

and focus their attention elsewhere; as a result, the

region’s reputation as a difficult place to get fund-

ing and to grow a small business is reinforced.

IV. Lessons Learned from
Other Regions 

Other Regions have broken this cycle through
proactive public-private action 
Experience from other regions suggests that it is

possible to break this cycle. Regions often with

fewer assets than Chicago and a weaker reputation

for innovation and technological leadership have

taken proactive measures to nurture the next gen-

eration of small business: 

• Some regions have focused on mobilizing local

institutional investment (e.g. CalPERS’ California

Initiative, Pennsylvania State Employees’ Retirement

System’s (PSERS) Early-stage Initiative, Oklahoma’s

Capital Investment Board)—resulting in hundreds

of millions of dollars invested in local start-up

companies.

• Other regions have established very successful entre-

call  to  act ion
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preneur support centers (e.g. Pennsylvania’s Ben

Franklin Centers, North Carolina’s Center for Entre-

preneurial Development)—helping to create dozens

of local companies and thousands of local jobs.

• Other regions have played a pro-active role in

mobilizing and organizing local angel networks

(e.g. Colorado Capital Alliance, Michigan Angels

Network).

These are just a few examples. What is clear

from our research is that several states stand out in

terms of their proactive approach to stimulating

local small businesses, most notably California,

Colorado, Massachusetts and North Carolina. One of

these states, Colorado, is discussed in additional

detail below.

In Colorado, the results are clear
As illustrated in Section II above, the results in

terms of new business formation are clear. Even

more impressive is the correlation to overall eco-

nomic and small business employment growth. As

illustrated in figures 8 and 9 on page 16, Colorado

has seen its economy and small business employ-

ment grow significantly faster than the national

average over the last decade—while Illinois has

consistently lagged not only Colorado, but the

national average as well.

Despite recent economic difficulties in the City

of Denver, over the last 50 years, Colorado has

actively created conditions conducive to the forma-

tion of small businesses, which in turn drove its

economic and small business employment growth.

While by no means collectively exhaustive, specific

examples of the key events in this transformation

include:  

• In the late 1950s, Colorado was experiencing a

decline in its traditional economic industries,

agriculture and mining.  

• In the 1950s, Colorado attracted a significant

federal government presence. As part of this cam-

paign, Colorado actively pursued federal scientific

institutions as a foundation for R&D and tech-

nology transfer, including the National Institute

of Standards (NIST), the National Center for

Atmospheric Research (NCAR), and the National

Oceanic and Atmospheric Association. 

• In the 1960s, then-Governor John A. Love launched

a “Sell Colorado” campaign to attract new business-

es and jobs to the state. Major companies attracted

to Colorado during this period included HP

(Loveland, Colorado, in 1960) and IBM (Longmont,

Colorado, in 1965)—providing the foundation for

future entrepreneurial growth in the area.   

• In the 1980s, the State of Colorado acted again to

stimulate entrepreneurial activity and small busi-

nesses. Specifically, CVM Equity Funds, a privately

managed, state-focused seed fund, was estab-

lished in 1983 to mobilize institutional invest-

ment in local Colorado ventures. Since then, CVM

has invested in more than 50 companies, most of

which are in Colorado. The portfolio has achieved

sales of $150 million annually, created more than

2,800 jobs, and attracted more than $222 million

in follow-on financing.10

• Also in the 1980s and 1990s, the Colorado Capital

Alliance (CCA) was created in 1997, and the

Rockies Venture Club (RVC) in 1983 to strengthen

the local angel and VC community. 

Colorado is not an isolated case—peer states

North Carolina and Massachusetts have similar



Figure 9: Colorado has also demonstrated that concerted action can improve
     small business employment

IL CO

In
de

xe
d 

Em
pl

oy
m

en
t 

(1
.0

 =
 1

99
1) 1.5

1.4

1.3

1.2

1.1

1.0

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

 
Sources: U.S. Department of Commerce, Bureau of Economic Analysis

CAGR 
(1991–1995)

IL: 1.4%
CO: 5.2%

CAGR 
(1996–2000)

IL: 1.4%
CO: 2.9%

Figure 8: Colorado has demonstrated that concerted action can improve gross state product
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proactive public-private partnership stories—and

the resultant economic and small business employ-

ment growth.  Key lessons learned from our review

of peer state initiatives are:

• Efforts are near-term and continual, but results

are measured in decades

• Public/private partnership is imperative—and

must be sustained over a long period

• Involving the entire small business ecosystem for

entrepreneurs is essential

• State and regional catalyst funding is required

Clearly, Illinois does not have to settle for

historical performance—leadership and support

from government, corporations, universities, and

local service providers can make a difference.

V. The Need for Concerted
Action 

Action is needed—the playing field is not level
As mentioned above, some would argue that a well-

functioning market is the best mechanism for allo-

cation of capital—if the Chicago region does not

receive its fair share of venture capital investments,

that must be because there are less attractive

investment opportunities here. The region’s civic

leaders should not interfere in the market’s effi-

cient allocation of capital.

But the playing field is not level. For a start,

other states and cities have programs and incen-

tives designed to lure entrepreneurs to establish

companies in their region. Moreover, even if other

states did not offer incentives, it is our view that

the market on its own will not correct the problem.

As demonstrated by California’s consistent 30-40%

share of national venture capital investments vs.

Illinois’ 2-3% share, a self-perpetuating cycle seems

to have taken hold. The Chicago region has devel-

oped a reputation as a place where it is relatively

hard for entrepreneurs to access funding and sup-

port. As a result, would-be entrepreneurs either

give up, or achieve limited success, or leave the

region; and investors perceive the region as lacking

good investment opportunities and focus little

attention on the region. 

Other regions have demonstrated that it is

possible to break this cycle and change a region’s

image through concerted action. The best known

examples include North Carolina’s Research Triangle,

Boston’s Route 128, Austin’s Silicon Hills, and the

Denver-Fort Collins Innovation Corridor. All these

regions are now known as centers of innovation

and entrepreneurship—and the results are clear:

small-business growth and overall economic growth

in every one of these states has outstripped

Illinois by 20% or more in the last 10-15 years.

And Chicago has demonstrated its ability to accom-

plish similar programs, however to date these have

not been sufficiently focused on entrepreneurial

business creation.

Public and private leaders in the Chicago region

need to take similar measures to address this threat

to our economic performance—if not, the region will

face rising unemployment, stagnant real incomes and

long-term economic decline. Funding and support for

the next generation of small businesses should be

seen as critical infrastructure for economic prosperity,

just as much as the region’s education system, hous-

ing stock and transportation infrastructure. 
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It is appropriate to repeat the quotation from

William Baumol:

“No matter how richly endowed an eco-

nomic environment is with intellectual,

social, human, and financial resources,

some person has to organize these resources

to pursue market opportunities…”11

Initial progress—technology transfer and
entrepreneurial support
Public and private sector leaders in Chicago and

Illinois have taken initial steps to increase tech-

nology transfer and entrepreneurial support in the

region. These are outstanding programs to address

specific elements of Chicagoland’s shortcomings in

the coordinated regional support ecosystem described

earlier. Specifically:

• Chicagoland Entrepreneurial Center launched to

provide a single window for integrating the region’s

existing efforts. In addition, Springboard/Women's

Business Development Center has been launched

to assist women-owned businesses, and the CERES

group is organizing a fund with the same objective.

• Illinois Technology Enterprise Centers (ITEC)

funded. The mission of each of the ITEC centers is

to assist technology-based start-up businesses and

serve as an incubator for new ventures. Existing

centers are at Northwestern University in Evanston

and the University of Illinois in Champaign. Six

new centers are being created in Chicago, Naperville,

Lemont, Peoria, Carbondale and Springfield. 

• Technology Transfer Action Group initiated.

The Technology Transfer Action Group coordi-

nates technology transfer and commercialization

activities of local universities and facilitates best

practices sharing.

• MANA Angel Network launched by the Illinois

Coalition, the Chicagoland Chamber of Commerce

and several organizations that support entre-

preneurs to strengthen the existing angel com-

munity and provide assistance and education to

potential investors looking to join or form an

angel fund or network. Angel networks involved

in this initiative include Prairie Angels and

Northern Illinois Angels. 

While complete data demonstrating sustained

results are not yet available, early evidence suggests

that these proactive steps are already bearing fruit,

resulting in:

• Increased SBIC, SBIR, and STTR funding perform-

ance from 2000 to 2001 

• Increased technology transfer effectiveness (since

1998)

— Research productivity (patents per million dol-

lars of research) has increased for the majority 

of Illinois’ major universities.

— Number of patents filed and issued has increased

an average of 10-20% for most major Illinois 

universities. 

— Number of start-up companies resulting from 

research at Illinois universities has increased. 

However, evidence of success remains anecdotal,

and in process.

UIC Case Study: Eric Gislason, Vice Chancelor

of Research at UIC, recently presented evidence

suggesting significant technology transfer perform-

ance improvement at UIC in particular. At UIC (since

2001), total R&D funding has increased 11%, federal

R&D expenditures increased 15%, and invention
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disclosures increased 11%. Additionally, the number

of patents filed and issued also increased signifi-

cantly year-to-year, as has the royalty income from

licensed/optioned technologies. UIC’s research

efforts also resulted in the formation of seven new

start-up companies in 2002. 

Furthermore, initial results (albeit preliminary)

from the Technology Transfer Action Group reiterate

that collective technology transfer performance by

the area’s universities had improved. 

Recommendations to Improve Funding and
Support for Local Entrepreneurs
It is now up to Chicagoland’s business and civic

leaders to take the lead in proving that Chicago is

serious about supporting our next generation of

entrepreneurs. 

As a business and/or civic leader, how can you

help break the cycle in Chicago? Our recommenda-

tions include:

• As organizational leaders, commit your own, and

your organization's, time and management expert-

ise to helping local entrepreneurs

— Support the programs of the Chicagoland

Entrepreneurial Center—establish a commit-

ment to sponsor one event, lend one staff 

member in the next year, donate in-kind

services (1000 hrs/year), or volunteer your 

own time to lead seminars/provide advice

— Get your organization involved with the Chicago-

land Business Bridge Program(a program of the 

CEC)—commit to $50,000 (or more) of new 

business to at least one new Chicago-based 

start-up supplier in the next year. This is not 

just about being a good community citizen,

but it is about good business decisions in creating 

a cluster of vibrant young (and profitable) busi-

nesses in the region.

— Help expand awareness of issues and challenges

the city and state face in becoming an “entre-

preneurial center,” across a diverse range of 

industry sectors, not only the technology sector.

• As individual investors, become an angel, look

for opportunities to invest in local start ups

— Join the Midwest Angel Network Association

— If applicable, offer pro-bono legal and financial 

services to local angels

— Target to personally invest in at least one new

venture at the $50,000 level (or more) in the

next year

— Leverage your collective network to encourage 

outside investors to make co-investments with 

local investors in Chicago-based entrepreneurial

companies 

• As directors and trustees of local institutions

(banks, insurance companies, pension funds,

endowments), encourage your investment man-

agers to look for local investment opportunities

— Evaluate local venture capital firms; don’t just 

keep investing your portfolio in the brand 

names on the coasts. Establish a specific target 

to invest 1-2% of funds under management

in Chicago-based venture capital firms.

— Support the establishment of the Governor’s 

Illinois Opportunity Fund and Chicago’s Fund-of-

Funds concept to facilitate institutional invest-

ment in local VC firms (as recommended by the

Mayor’s Council of Technology Advisors and Gov-

ernor Blagojevich); commit at least $5 million in

institutional investments to this fund of funds.
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— As investors in local VC firms, encourage them 

to seek out and nurture local start-up oppor-

tunities. As applicable, actively discuss why 

the fund is not investing in local businesses. 

• As leaders of local corporations and universities,

encourage “intrapreneurship” and technology

transfer

— Provide encouragement and support for employ-

ees and faculty who want to start their own 

ventures. Establish a target to provide company

funding for at least one new employee venture 

in the next year (outside of firm structure)

— Actively assign a member of your staff to 

develop ideas from local university technology 

transfer departments

— Participate in the Chicagoland Business Bridge

Program—commit to $50,000 (or more) of new 

business to at least one new Chicago-based 

start-up supplier in the next year

— Refer small businesses with whom you work to 

the Chicagoland Entrepreneurial Center

• As civic leaders, advocate Illinois and Chicago

policy-makers to take meaningful action to address

this call to action:

— Establish the proposed Fund-of-Funds

— Provide appropriate tax incentives for small 

businesses and their investors across a diverse 

range of industry sectors.

— Maintain and increase government funding 

for public universities’ tech transfer depart-

ments, for the Chicagoland Entrepreneurial

Center, the ITECs and other entrepreneur 

support centers

— Foster collaboration among organizations and 

governmental entities; encourage unified com-

munity action via resources and organizations 

that encourage collaboration (e.g., Chicagoland

Chamber of Commerce)

— Create increased awareness of this issue among

local constituents; engage policy-makers

in developing proactive solutions to address 

this issue

Your active leadership, involvement and support

as business and civic leaders are needed to break the

cycle and build the foundation for Chicago’s future

entrepreneurs and small businesses.
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About the Study Participants

The Chicagoland Chamber of Commerce serves as the “unified business voice of greater Chicago,”

aggressively representing business interests at the city, county, regional and state levels. The Chamber's

mission is to make Chicagoland the most business-friendly region in America and enhance our members‘

success through aggressive programs of advocacy, member benefits and services, and actionable information.

The Chicagoland Entrepreneurial Center was established in 1999 in response to recent research on the

growth of small and emerging business in the metropolitan area and the need for an information clearing-

house of programs, services, opportunities and connections for small business. As the only entity in the

Chicagoland area dedicated to serving the more than 400,000 small and mid-sized businesses throughout the

six-county region, the Center helps ensure the future success of these businesses and protects the interests

of our community at large. The Chicagoland Entrepreneurial Center is an initiative of the Chicagoland

Chamber of Commerce.

A.T. Kearney is an innovative, corporate-focused management consulting firm known for high quality,

tangible results and its working-partner style. The firm was established in 1926 to provide management

advice concerning issues on the CEO's agenda. Today, our 4,000 employees worldwide serve the largest global

clients in all major industries. A.T. Kearney's offices are located in 61 cities in more than 35 countries in

Europe, Asia Pacific, the Americas and Africa. A.T. Kearney is the management consulting subsidiary of EDS,

the leading global services company.




