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THE PROBLEM

Locally owned businesses play a central role in 

healthy communities, and are among the best engines 

that cities and towns have for advancing economic op-

portunity. Small business ownership has been a pathway 

to the middle class for generations of Americans, and 

continues to be a crucial tool for building wealth and 

community self-determination. This is something many 

people understand intuitively, and it is also borne out by 

research that finds that the presence of locally owned 

businesses is linked to higher rates of job creation, less 

income inequality, and stronger social networks.1 

Despite these benefits, in many communities, small 

businesses are disappearing. Between 1997 and 2012, the 

number of independent retailers fell by about 108,000 

and small manufacturers declined by 70,000.2 Even 

more alarming than the overall decline in small busi-

nesses is the fact that it appears to have become much 

harder to launch one: The number of new firms created 

each year has fallen by nearly half since the 1970s, a trend 

that economists say is slowing job growth. 

Contrary to popular perception, this decline isn’t 

because local businesses aren’t competitive. In many 

cases, it’s because public policy and concentrated mar-

ket power are working against them. Misguided zoning 

policies, soaring real estate costs, and financing terms 

that incentivize landlords to rent to chains4 are mak-

ing it harder for local businesses to find suitable space. 

Banking consolidation and the decline of local financial 

institutions has left more entrepreneurs struggling to 

obtain the capital they need, a barrier that is especially 

acute for Black, Latinx, and women entrepreneurs.5 

Economic development subsidies and tax incentives 

further skew the playing field by disproportionately 

flowing to big corporations.6 

THE SOLUTION

As policymakers begin to recognize these barriers, 

some are taking action to ensure that their communities 

are places where local businesses can thrive. Here is a 

sampling of the strategies they are using.

GET ZONING RIGHT FOR SMALL BUSINESS-

ES. Rather than favoring strip malls and large-format 

development, zoning should support multi-story, pe-

destrian-oriented districts that include a mix of small 

and large commercial spaces, and that preserve historic 

buildings. This type of varied building stock o1ers the 

best habitat for local businesses, and research has found 

that neighborhoods with a range of building types and 

ages have more startups per square foot.6

SET ASIDE SPACE FOR LOCAL BUSINESSES IN 

NEW DEVELOPMENT. Cities can require development 

projects to reserve a portion of their first-floor space 

for small storefronts and for locally owned businesses 

as a condition of permitting, as Austin, New York, and 

other cities have done. Because of financing incentives 

and national relationships, new development is often 

oriented to the needs of large chains; set asides can help 

close the gap.

ADOPT A BUSINESS DIVERSITY ORDINANCE. A 

Business Diversity Ordinance can ensure that inde-

pendent, neighborhood-serving businesses don’t get 

crowded out by chains. Municipalities around the coun-

try, from Fredericksburg, Texas, to Jersey City, have 

used this tool e1ectively. San Francisco’s 12-year-old 

policy is one of the most comprehensive. It requires 

a “formula” business to apply for a special use permit 

and meet criteria in order to locate in any of the city’s 

neighborhood commercial districts.7

SMALL BUSINESS SUPPORT
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FACILITATE ADAPTIVE REUSE OF VACANT BUILDINGS. 

Cities can establish an Adaptive Reuse Program to help local 

entrepreneurs turn vacant historic buildings into new busi-

nesses. In Phoenix, for instance, the program o1ers permit-fee 

waivers and a faster timeline for eligible projects. In Anchorage, 

Alaska, a land trust works with local entrepreneurs to repurpose 

derelict commercial properties. 

REORIENT ECONOMIC DEVELOPMENT INCENTIVES. 

Economic development incentive programs disproportionately 

favor big companies, and what’s more, they often don’t work. 

Instead of giving public dollars to big businesses, cities should 

redirect these resources to foster local businesses, as some 

cities, like Grand Rapids, Mich., are doing. Another model can 

be found in Portland, where the city has several initiatives to 

accelerate the growth of minority-owned businesses. 

OPEN A SMALL BUSINESS OFFICE. Cities should create 

a position within city government to guide business owners 

through local permitting requirements, and to serve as a liaison 

between small businesses and policymakers. Models include a 

Small Business Navigator o6ce such as those in Montgomery 

County, Md., and Minneapolis, or a Small Business Commis-

sion, such as the one in San Francisco. 

GIVE PREFERENCE TO LOCAL BUSINESSES IN CITY 

PURCHASING. Cities should establish a preference for lo-

cally owned businesses in city purchasing, and include clear 

definitions, goal-setting, and reporting to ensure that their 

purchasing doubles as economic development, as Cleveland has 

done. Cities can also establish a preference for local businesses 

when leasing city-owned commercial space, as Seattle is doing 

with its King Street Station.

EXPAND ACCESS TO CAPITAL. Community banks supply a 

majority of small business loans. As their numbers have plum-

meted in the last decade, so too has lending to small businesses. 

To strengthen and expand these institutions, Oakland, Santa 

Fe, and other cities are exploring setting up a public partnership 

bank, modeled on the Bank of North Dakota. Another helpful 

approach is to establish a one-stop, single-application portal 

for local entrepreneurs seeking loans, as Philadelphia has done 

with its Capital Consortium. 

LANDSCAPE & RESOURCES

For a review of the research on the importance and ben-

efits of local business ownership, see the Institute for Local 

Self-Reliance’s resource page, “Key Studies: Why Local Mat-

ters.”10 For more information about how the built environment 

can support locally owned businesses, see the ILSR report, 

“A1ordable Space.”11 Detail about the decline of local business-

es can be found in the ILSR report, “Monopoly Power and the 

Decline of Small Business.”12 Also see the ILSR article “Access 

to Capital for Local Businesses”13 for information on the small 

business credit crunch; “How San Francisco is Dealing With 

Chains,”14 for a look at one city’s business diversity policy; and 

“Procurement Can Be a Powerful Tool for Local Economies, 

but Takes More Than a Policy Change to Work”15 for research 

on e1ective local business purchasing policies.
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