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INTRODUCTION
On Wednesday, December 16, 2009, the Committees on Technology in Government and Economic Development will jointly hold an oversight hearing entitled, “Promoting the High Technology Business Sector in New York City.” Those invited to testify include representatives of the Department of Information Technology and Telecommunications, representatives of the New York City Economic Development Corporation, and representatives of New York City’s high technology/IT industry.  At this hearing, the Committees hope to learn how the City of New York can attract, retain, and promote the expansion of small and start-up high tech businesses.
BACKGROUND: Challenges Facing the City’s High-Tech Sector

New York City is widely considered the home of a wide variety of private sector industries, specifically the financial, arts, publishing, media and fashion sectors.  One important industry sector that the City has traditionally not been considered a leader in is the technology sector.  Traditionally, areas such as Silicon Valley in California and the Route 128 area surrounding Boston, Massachusetts have been seen to outshine the New York City area in technology sector growth and performance. 

The City currently has a technology sector that employs about 226,000 people.
 Of this number, 60,900 engage in technological work within a business sector not considered part of the technology sector (e.g. research and development work in Columbia University, Memorial Sloan-Kettering and New York University is considered part of the healthcare and education sectors).  The remaining 164,806 (including 33,888 who are self-employed) work directly in technology enterprises such as management and technology consulting services, information technology, computer systems design and related services, and architecture and engineering services.
  In addition, high-tech jobs grew nationally by 4% from 2001 to 2008.
  Even in the recent economic downturn, the City’s tech industry registered large job gains compared to the losses felt by other industries.
 
However, according to the Deloitte 2008 Technology Fast 500 list which ranks the 500 fast-growing technology, media, telecommunications and life sciences companies, New York City is home to only six companies compared to Los Angeles with 50 companies and Washington D.C. with 47.
  In addition, the City’s technology sector, when compared to other metropolitan regions throughout the nation, ranks as the ninth largest.  However, the New York Metropolitan Statistical Area (MSA)
 as a whole has the largest technology center in the country, even outpacing Silicon Valley and the Boston metropolitan area.  In fact, there were about 620,000 high-tech jobs in the New York MSA, beating the next largest MSA, Los Angeles, by about 130,000 jobs.
 Nevertheless, the perception that the City and the region lags behind in this sector remains and is due to several major challenges that must be addressed.
The City is very attractive to technology firms of all sizes due to its concentration of clients, markets and talent, but unfortunately, the City and other areas of the country still do not perceive it to be a formidable technology presence.
 Additionally, though the City offers many attractions for such firms to do business, these firms must endure high costs and other complexities in order to compete successfully in this market.  Some of those challenges include finding affordable office space for startup businesses and alluring high-tech talent.  Moreover, New York City colleges and Universities only spend about $90 million all together in engineering research and development compared to $337 million and $299 million in the Boston and San Francisco Bay area respectively.
  The City Universities and institutions also only generated 21 startups in 2007 compared to 59 in Boston.
 Because of this lack of engineering schools and support for new start-ups, it has been claimed that many potential high-tech entrepreneurs often opt for careers in more traditional City industries like media or finance.
 

In addition, raising funds for new technological firms is another challenge and is one of the major contributors as to why the City has lagged behind in this industry.  For example, in the first half of 2008, 149 technology based firms in the New York area raised $926 million in venture capital (VC) funds, while 232 firms in Boston and 626 in Silicon Valley raised $2.6 billion and $5.6 billion respectively.
 As it currently stands, the City also lags behind the West Coast when it comes to the presence of these VC firms.  In 2007, there were 171 VC firms in the New York City area, while 272 of such firms had a presence in Silicon Valley.
  Though VC firms do sometimes invest in firms outside of their geographical location, most such firms choose to prefer to invest in firms near to their geographic location.
 Many local VC firms have stated that they have been advised to move to the West Coast, where opportunities for raising additional capital are more readily available.

NEW YORK CITY INITITATIVES 
NYC Seed


In order to address the issue of funding opportunities for startup tech companies in the City, the NYC Seed program was initiated in fall 2008.  NYC Seed provides funding for small high tech companies in the startup phase.
 The program is a partnership between the Industrial and Technology Assistance Corporation (ITAC), the New York City Investment Fund, the New York State Foundation for Science Technology and Innovation (NYSTAR), the New York City Economic Development Corporation (NYCEDC) and PolyTechnic University.
 In addition to funding, the partnership provides NYC Seed with the ability to offer services to startup firms such as technical support, networking opportunities, counseling and guidance from entrepreneurs, technologists and venture capitalists.
 NYC Seed is housed at Polytechnic University in downtown Brooklyn and guided by a Venture Advisory Board comprised of entrepreneurs, technologists and venture capitalists.
  Two million has been raised for the program and up to $200,000 is invested per company that qualifies to receive an award.
 
Incubators 

The lack of affordable office space is a major impediment to attracting new startup tech companies and firms.  In addition, to the need for affordable space, entrepreneurs seeking to create a startup high tech firm also require technical assistance and a support network in order for their business to be viable and successful.  Business incubators help to provide these resources to these entrepreneurs.  Incubators are oftentimes multi-tenant facilities that are occupied by entrepreneurial firms that offer onsite management and a variety of support services.
 Other types of incubation programs have only a virtual presence, without any physical space for tenants (often referred to as incubation “without walls”) and simply offer support and networking services. 
 Business incubation oftentimes produces successful firms that eventually leave the incubation program ready to develop and be viable.
 Incubators often specialize in a single industrial niche such as biomedical, software development or agriculture.
 Currently, the incubator industry nationwide is composed of 54% mixed use, 39% technology, 3% manufacturing, 1% services, and 4% other types of client base.
 Within the State, approximately 47% of incubators are classified as mixed-use, 37% technology-focused, 7% manufacturing, and 6% as services.
  


The State’s incubator community is growing at a significant pace. In 2002 it was estimated that 52 incubators existed throughout the State, while by 2006, the number had grown to 80.
 According to the Business Incubator Association of New York State, the State and City could follow the lead of other states by implementing policies meant to attract the creation of even more incubators by offering: 1) bricks and mortar assistance for creating new incubators, 2) operating support for new or existing incubators, including tax credits to client firms, centralized data collection, seed and venture fund support for client firms and marketing assistance for the incubator industry.


One of the major technology incubators in the City is the Brooklyn Enterprise on Science and Technology (BEST) incubator that is part of the Polytechnic Institute of New York University (NYU-Poly).  The BEST incubator provides entrepreneurs and startup firms with management assistance, business development plan assistance, networking opportunities, access to patent attorneys, access to financial assistance and direction to business and technical support services.  Shared office services, access to equipment, flexible leases and expandable space are additional services that are provided to clients of the incubator.  

Another incubator was launched by angel investor David Rose.
 The 15,000 square foot facility, located near the Flatiron District, in what is now otherwise known as “Silicon Alley,” offers co-working space options to high tech entrepreneurs in teams of 1 to 5 people, plus various incubator services such as, access to video studios and print shop services.


Additionally, the City recently sponsored a new incubator that houses 27 businesses, representing a cross-section of promising start-ups.  The 160 Varick Street Incubator, which opened in August 2009, was expected to expand to 42 companies this fall.
  As a sponsor, the City provided capital funds and negotiated a lease between the facility’s landlord and the operator of the facility, NYU-Poly.  The incubator contains office space that starts at $200 per person per month for six months.
  It also includes business services, administrative support, mentoring services, and networking opportunities.  Mayor Bloomberg announced in August that the City will expand this program by creating up to four additional incubators.
 
Biotech Opportunities 
The NYCEDC organized its second annual Small Business Innovative Research (SBIR) Proposal Workshop for New York City-based life science companies in October 2009.
  The workshop sought “to assist small bioscience companies and academic faculty interested in research and commercial development to qualify for Federal SBIR and Small Business Technology Transfer (STTR) grant proposals.”
  These federal programs provide $2.5 billion in funding for technology research annually and are administered by the United States Small Business Administration’s Office of Technology.  In addition, the workshop also provided information on additional funding sources for New York City-based companies including New York State Qualified Emerging Technology Company (QETC) tax credits and the Empire Zone program.

Expected to be completed in Summer 2010, The Alexandria Center for Science and Technology at East River Science Park™, a collaboration between the NYCEDC and Alexandria Real Estate Equities, is a 3.7 acre site that will be a leading center for life science and technology commercialization.  When completed, “the complex will hold up to 1.1 million square feet of research and development space and provide space for 2,000 bioscience-related jobs.”
  In July 2009, ImClone, a global biopharmaceutical subsidiary of Eli Lilly and Company, announced it will locate its research headquarters to the new facility and signed a long-term lease to occupy more than 90,000 square feet.
  
NYC BigApps 
In October 2009, Mayor Bloomberg announced the launch of the NYC BigApps Competition which is a “contest for software developers and members of the public to create web or mobile applications using City data.”
   The City made available 170 machine-readable data sets that allow for developers to build applications that serve the public.  Developers who create the most “useful, inventive, appealing, effective, and commercially viable applications” will receive cash prizes. 
   Through this competition, the City is hoping to provide the tech community with a unique opportunity, support entrepreneurs and start ups, and generate jobs.
Recommendations

A 2007 report released by ITAC was based on a survey of numerous high tech executives in small and large firms in the City in order to determine what the technology-based business sector in the City needs to grow.
 Some recommendations included:
· Reducing the cost of doing business in the City: This is an area in which executives at small to mid-size technology firms said they would find assistance most beneficial. 
· Small and large firms noted that being located in the City carried many challenges, such as prohibitive business costs and infrastructure frustrations. 36% of executives at small companies said they had considered relocating in the past two years and 17% of the large company R&D executives said they had relocated parts of their R&D operations over the past two years, while 23% of large firms expressed the likelihood of doing so over the next two years.

· Improving access to funding: While small firm executives may employ a variety of strategies to finance their businesses, including the use of personal assets/collateral, relatively few (32%) have received any funding or grants. This data includes the roughly 10% of small businesses that have received funding or grants from the city, state or federal governments. One possible reason for the low incidence of government grants or funding is the lack of familiarity with these resources; just 15% to 25% of small firm executives were especially familiar with specific types of assistance.
· Improving access to skilled employees: Small firms must hire employees who combine general business and communication skills with required technical skills, and are often faced with difficulty in finding persons with the required skills, while R&D managers at larger firms, where job functions may be more narrowly defined, similarly expressed difficulty finding people with the requisite skill sets.
· Providing assistance with forging strategic partnerships: Among small firms, joint R&D is fairly common, but only 8% to 18% of these executives said they pursue these relationships extensively, and only 25% are conducting any kind of joint R&D with colleges and universities. In contrast, 70% of R&D managers who were surveyed at large companies said they are performing joint R&D with customers and 77% with suppliers, and this participation was often described as “extensive.” 
The Center for an Urban Future released a report in September 2009 titled “Building New York City’s Innovation Economy” which provided recommendations on ways to develop a vibrant innovation economy.
  The  recommendations for the City are:

· Establishing an innovation intermediary that could foster linkages between individuals and institutions in order to provide networking opportunities for scientists, engineers, investors, entrepreneurs and business executives to interact with each other and share ideas. 
· Making science and technology a priority and leveraging their assets for economic development.  The City should give more attention to all technology sectors that have the potential for growth in the City instead of solely focusing on the bioscience industry. 

· Leveraging city assistance in order to get New York academic institutions to support more local technology spinoffs.  By using city support such as zoning policies and tax benefits, to push institutions to create more local spinoffs, the city can boost its technology industry.     
CONCLUSION


During this hearing, the Committees will hear about the City’s new initiatives and examine how the City can enhance the growth of the technology sector. Numerous challenges have to be addressed if new businesses, entrepreneurs and students are going to be attracted to choose New York City as the location to start and grow their high-tech businesses. 
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