


DOING BUSINESS IN IOWA’S SMALL CITIES

The Sigma Business Sector:
A Profile of Business in Iowa’s Small Cities

The illustration below represents the mix of businesses likely to occur in the typical
Iowa community with population of 10,000-50,000. We call this typical community
Sigma City. Each building in the illustration stands for a particular kind of business,
and the number on the building indicates the proportion of those businesses in Sigma
City. We grouped similar businesses together into general categories. Thus, business
and personal services make up one category, which includes businesses related to legal
and consulting services, and repair services; banks, insurance companies, and real
estate companies constitute another category called finance and real estate, and so on.

Businesses providing business and personal services comprised the largest category,
representing almost one in seven businesses. The next most common categories of
businesses were miscellaneous retail, automobile-related, and finance and real estate.
Construction firms were also important accounting for 1 in 10 of the businesses in
urban communities of 10,000 to 50,000 in size.
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DOING BUSINESS IN IOWA’S SMALL CITIES

The Sigma Business Sector:
A Profile of Business in Iowa’s Small Cities

Iowa is no longer a “rural” state. An
increasing proportion of residents of
the state live in cities (incorporated
places with 20,000 or more residents).
Metropolitan areas in Iowa are
projected to keep growing with metro
Des Moines expected to have over
500,000 population by the year 2020.
Life in Iowa will always be influenced
by its rural heritage and rich
agricultural resources. It is becoming
increasingly clear, however, that lowa
is now a blend of rural and urban life
patterns. Thus, in order to understand
community life in the more complex
and diverse, contemporary Iowa, both
rural and urban communities must be
examined. The study that is the basis
of this report is an attempt to expand
our knowledge about life in Iowa by
looking closely at what it’s like to do
business in lowa’s urban areas.

This research project began in 1994
when the Rural Development Initiative
was started with funding from the Iowa
State University Agriculture and Home
Economics Experiment Station. That
summer, faculty and staff in the
Department of Sociology surveyed
10,798 residents of 99 small Iowa
communities to assess aspects of
community life in small towns. One
finding of the survey was that a
majority of small town citizens believe
the most serious threat facing their

community is the demise of businesses.
Their concern prompted a 1995 study
of a random sample of 1008 business
owners and managers in 30 of the
original 99 communities. Interviews
were conducted with small town
business operators to determine their
perception of threats to their business,
their strategies for success, their
interaction with the community,
among other things. Details of the
residents’ evaluation of their
community are contained in the
publication “Sigma: A Profile of
Iowa’s Rural Communities” (RDI-
0101). “The Sigma Business Sector: A
Profile of Business in lowa Small
Towns” (RDI-0105) summarizes the
results of the study of small town
business operators. Both can be
obtained by calling Lori Merritt at 515-
294-8368.

In the summer of 1997, we received
additional funds from Iowa State
University Agriculture and Home
Economics Experiment Station to
complete the picture of lowa
businesses by examining for profit
organizations in Iowa’s cities. The
purpose of the 1997 phase of the study
was two fold: 1) to add a critical piece
to our understanding of life in Iowa,
and 2) to ascertain in what way urban
businesses differ from rural businesses,
if at all.



This publication is a summary of the
interviews conducted with small city
business operators. For the purposes of
this study, small city refers to
communities with populations between
10,000 and 50,000. Communities with
populations exceeding 50,000 are called
metropolises. Businesses in
metropolitan communities are
examined in another report (RDI-0123).
To make the information more
meaningful, we have created a
hypothetical community called Sigma
City to represent the typical lowa
urban community. This allows us to
pool the information provided by all
the interviews and use it to describe the
conditions of “doing business in Iowa’s
small cities”, while at the same time
maintaining the confidentiality of
respondents.

Information about the business sector
in the typical Iowa city should be useful
to community leaders as a tool in
examining the situation of businesses in
their own community. This report
provides benchmark data about
businesses so that we will have a
mechanism with which to better
understand the changes experienced by
businesses and communities alike.
Further, composite information about
businesses in lowa’s small cities will be
beneficial to state policy makers as they
endeavor to comprehend the
circumstances prevailing in
communities of varying sizes and
design appropriate policies.

Research Design

The interview questions were designed
by a multidisciplinary research team
organized for the “Doing Business in
Iowa’s Small Towns” study. Their
contribution is recognized below even
though the team was not active in the
city phase. The research team spanned
four colleges and four departments.
Members were:

Department of Economics:
Scott Baumler
Mark Edelman

Department of Management:
Gary Aitchison

Department of Sociology:
Terry Besser
Kyong Hee Chee
Wendy Harrod
Motoko Lee
Charles Mulford
Andy Terry

Department of Textiles and
Clothing:
Nancy Miller

Overview of sampling strategy

From among the 22 towns in Iowa with
between 10,000 and 50,000 in
population, a sample was drawn using
a multi-stage sampling design. In the
tirst stage, 11 communities were
selected at random for a resident
survey. Six of the eleven were chosen
randomly for inclusion in this study.



The small cities selected for inclusion
were;

Bettendorf Muscatine
Cedar Falls Newton
Fort Dodge Spencer

Once the research communities were
identified, we purchased from
American Business Lists (ABI) a list of
business names, addresses, phone
numbers, and owners’ names chosen at
random from the directory they
maintain. This directory is created
from yellow pages and white page
business listings in telephone
directories and government directories.
Each entry is called twice a year for
verification.

ABI was instructed to remove all non-
business entries before sampling. For
this research a business is defined as a
for profit organization that has a yellow
page or white page business listing in
the telephone directory. This allowed
us to include businesses which do not
pay sales tax, but are important
components of the business scene such
as attorneys, hospitals, accountants, etc.
In addition, the definition eliminated
businesses that pay sales tax even
though too small to have a specific
place or phone number designated for
business only. In the pilot study which
preceded the small town business
research in 1995, researchers discovered
that these “businesses” in the pilot
community were frequently side
occupations of people otherwise
engaged in the labor market or in other
businesses. Examples included selling
Avon or Stanley products, yard work,
auto repair services, and catering.

The original goal was to obtain
interviews with at least 75 business
operators in each community. ABI was
instructed to draw a random sample of
75 businesses plus 15 extra from each
town to account for refusals and closed
businesses. Due to difficulties with
ABI (i.e. failure to delete non business
entries), and even after drawing two
random samples, we were left with
samples that varied in size for each
town, but approximated 50 businesses
each. Fortunately, sampled businesses
were very cooperative, resulting in
only a few who refused to participate.
Details about the sample are contained
in Appendix A at the end of the report.

In order to evaluate the
representativeness of our sample, we
compared the percentage of sample
businesses in different business
categories to the percentage
distribution of all businesses in the
sampled counties. This information is
available in the 1995 County Business
Data Webpage maintained by Oregon
State University.

Because our sample was drawn from
businesses in a community and the
county business data is based on
businesses in a whole county, we
expected some differences between our
sample and the county data. However,
since urban communities so dominate
the business life in their county, the
variation should be small. For this
comparison we used Standard
Industrial Code categories. In the
diagram at the beginning of this report
we used different categories than are
shown on the following page.



Strategies for Success

What do business owners and
managers do to be successful? While
each situation calls for a unique
approach, there are some broad
strategies that are common in the
business sector. Eighteen general
business strategies were listed on the
questionnaire. Participants were asked
to rate the importance of each item on a
five-point scale with 5 being
“Extremely important” to 1 being “Not
important.” Table 2 represents
respondents’ strategies for business
success.

Almost all business operators (97
percent) reported that offering quality
products/services is an important
strategy, followed by improving their

image and offering distinctive goods/
services. Offering lower prices was
judged to be important by the fewest
number of operators.

Success means different things to
different people. Factors such as
lifestyle and personal satisfaction enter
into consideration. However, for
business owners and managers in
Sigma City, making a profit is critically
important. Sixty-four percent of our
respondents agreed or strongly agreed
that profit is the most important
measure of business success.

When asked if their business is a
success according to their own
expectations, 77 percent consider
themselves to be successful.

Table 2. Strategic steps to success (percent who rated the item very or extremely important)

Offer [oWer PriCes.......covvvviiiiiiiii e 18

Advice form consultants...........ccccccevvevniieeennneeenn. 42

Non-local Networking..........cooovvvveiniiie e 46

INVENLOTY CONLIOL....ciiiiiiiiice e 50
Marketing/advertiSiNg........c.ccvvrerreeeeniiee e 55

Offer contemporary ProducCtS...........eeeeicveeeriieeee e 55

LOCal COOPEIALION. .....eiiiiiieeiiiie ettt 62

Provide more ChOICES.........ccooiiiiiiiie e 67

Serve people missed by Others.........coccoeiiiiiii e 69

IMPrOVE COMMUNITY.....eeiiiiiiieeitieee sttt e e e e 71

Reduce OPErating COSES.......cuuriiiiiiiee ittt 74

New/advanced tEChNOIOGY.......ccocvuiiiiiiiie e 75

CuStoMized PrOAUCES/SEIVICES. ....cceiiriieirtiie ettt 82
Professional self-development..... ... 83
EMPIOYEE traiNING....ccoieeeee it 83
DiStINCUVE OOUS/SEIVICES. ....ceiiuveiee ittt ettt e e e s e e b e e e 84
IMIPIOVE IMBOE. ..ttt e et e e et e e e e e s ek e e e et r e e e nnnneeennnreeeas 86
Offer quality PrOQUCTS/SEIVICES. .....ccciiiiieiiiiii ettt nnneeas 97




Future Plans

Overall, 70 percent of business
respondents in Sigma City plan to
expand in the future. Of these, 77
percent indicated they will be hiring
additional employees. Also, adding
new product lines or services (59
percent) and growth in existing
products or services (91 percent) were
mentioned by a sizeable majority of
expanding businesses. Twenty-seven
percent expected to remain about the
same, and three percent planned to
reduce the size of their operation.

Figure 9. Future plans for business
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As a group, owners who plan to
expand in the future are younger than
the other two groups and have been in
business a significantly shorter amount
of time.
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Table 3. Features of businesses by future plans

Future Plans Age of Owner Age of Business
Expand 47 years 18 years
Stay the same 49 years 26 years
Get smaller 60 years 26 years
Total Average 48 years 20 years

Opinions about the Local Community

As a whole, business owners and
managers in Sigma City viewed their
local community as a pleasant place to
live. For two out of three, living in
Sigma City is like living with a group
of close friends. A majority (62
percent) agreed with the statement that
residents in Sigma City look out for
each other. Two out of three reported
that when something needs to get done
in the community, the whole
community usually gets behind it.
Seventy-one percent believe
community clubs and organizations
are interested in what is best for all
residents.

Figure 10. Attachment to the community
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Commitment to the Community

It is sometimes said that businesses
today have little loyalty to
communities. If that is so, it does not
seem to apply to businesses in Sigma
City. Almost eight out of ten said that
they purchase business supplies locally
whenever possible. Seventy-seven
percent reported that they would brag
about their town as a place to locate a
business, and eighty-five percent are
willing to expend resources to help
their community. Eighty-four percent
indicated that they have much to gain
by remaining in Sigma City.

Figure 11. Commitment to community -
attitude (percent who agree or strongly agree)
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To support their community, 45 percent
reported providing technical and
financial assistance; 75 percent help
local youth programs; 63 percent give
tinancial donations to local schools; and
42 percent help with local bond issues.

13

Figure 12. Commitment to community -
behavior (percent who say they provide the
support sometimes, often, or very often)
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In addition, most owners and
managers are personally active in
community affairs. About six out of
ten indicated that they are active in a
civic organization or a church even
without holding any offices in the
organization. Almost half (42 percent)
have occupied a leadership position in
a civic organization or a church, and
six percent have held an elected office
in their community.

Figure 13. Community involvement

Active in local
organizations

Active in non
org. activities

Provide org.
leadership

Served as
elected leader

0 20 40 60 80

Percent




What do businesses receive in return
from their community? Sixty-three
percent of respondents feel that
residents go out of their way to support
local businesses. Five out of ten believe
that residents really care about the fate
of local businesses, and more than half
indicated that their business is highly
appreciated by local citizens.

Family/Business Relationships

The contributions of family businesses
are tremendously important to the
economic and social well-being of Iowa.
Family businesses represent a unique
combination of business and family.
For example, in Sigma City, at least 1
member of the owner’s or manager’s
family is employed in 36 percent of the
businesses surveyed. Additionally, 2
out of 10 business owners and
managers reported that family
members help without pay an average
of 24 hours per month.

Overview of Findings

In the Rural Development Initiative
Community Study conducted in 1994,
residents of small towns identified the
demise of local businesses as the major
threat facing their communities. As a
result, the second and third phases of
the Rural Development Initiative study
examined the special problems,
strategies and circumstances of
businesses in small towns and cities.
Findings from the small city business
research provide the basis of this
report. Our results show that small
cities are inhabited by equally small
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businesses. Half of the businesses have
fewer than five employees. Gross sales
in 1996, another indicator of firm size,
range from zero to $260 million, with
50 percent grossing less than $320,000.

There is a great deal of overlap
between business, family, and
community in the lives of small city
business operators. In a significant
percentage of businesses, family
members work in the firm, some as
paid employees and some without pay.
In addition, 13 percent purchased or
inherited their business from a family
member. Undoubtedly, these are
family businesses in which other
family members may still have
considerable interest and influence.
Business operators are active in the
community, provide support for
community causes, and many have
served in leadership capacities in local
government and/or local
organizations.

Business operators feel less imperiled
by competition and access to capital
than expected given the many articles
about “Super Stores” destroying small
businesses and the record of problems
faced by small businesses in gaining
financing. The quality of the labor
force, government regulation, taxes,
demand for their products/services,
and labor availability and cost were
identified instead as the major threats
facing businesses. In apparent
recognition that smaller businesses
cannot succeed by offering cheaper
products than their discount
competitors, operators indicated that



providing customized, distinctive and/
or quality products and services are
their primary strategies for success.
Other important strategies were
improving their community image and
providing employee training.

The overall picture presented by the
business owners and managers
themselves is generally optimistic.
Seventy percent plan to expand their
businesses in the near future; seventy-
seven percent concluded that their
business is successful according to their
own definition of success, and
seventeen percent are new businesses
(less than 5 years old). At the same
time, operators’ plans for expansion
and feelings of contentment may be

negatively affected in the future by
what appears to be the tenuous supply
and quality of local labor. One could
speculate that the relatively high
involvement of family members in
Sigma City businesses is related to the
shortage of quality workers and/or the
inability of businesses to pay attractive
wages. In either case, there is a limit to
the labor resources of operators’
families which can be utilized for
business purposes. Unless a way is
found to attract greater numbers of
workers to Jowa’s small cities, the
current labor shortage will become a
chronic problem for small city
businesses. This, in turn, may
negatively impact the quality of life in
Iowa’s small cities.

For further information about this report, contact Dr. Terry Besser, Department of Sociology, 303 East Hall, lowa State University, Ames, IA 50011;
Telephone (515) 294-6508; Fax (515) 294-0592; E-mail tbesser@iastate.edu or contact your local County Extension Education Director.

15



Appendix A

Sample Size by Community
Community 1996 County Businesses Surveyed Response
Population Contacted Businesses Rate
estimate
Bettendorf 31,015 Scott 45 38 84.4%
Cedar Falls 34,884 Black Hawk 51 44 86.3%
Fort Dodge 24,755 Webster 53 44 83.0%
Muscatine 23,096 Muscatine 57 45 78.9%
Newton 15,116 Jasper 54 48 88.9%
Spencer 11,194 Clay 56 46 82.1%
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