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Regaining 
Ground
Business De vel -
op ment and the 
SBIR Pro gram in 
Texas

The Small Business Innovation Research 
 Program (SBIR) is a $2 billion federal 

set-aside for small, tech nol o gy-oriented 
business development.  SBIR funding helps 
young ý rms bring their products to mar-
ket. Texas, despite a richly deserved and 
growing reputation as a technology hub for 
business start-ups, lags behind many other 
states in the rate of par tic i pa tion in this vast 
program.  This article examines the reasons 
for this and explores some ways to bolster 
the state economy by promoting en tre pre -
neur ship through greater par tic i pa tion in 
the SBIR program.

SBIR Defined

A congressionally-mandated bud get set-
aside, the SBIR Program was established in 
1982 under the Small Business In no va tion 
De vel op ment Act. It is intended to in crease 
the participation of small busi ness es in 
federal research and de vel op ment. Each 
participating government agency (those 
that spend more than $100 million annually 
on external contracts and grants for R&D) 
must reserve 2.5 percent of its external 
R&D budget for com pet i tive ly selected 
SBIR awards to small businesses. In gov-
ernment ý scal year (GFY) 2004, the SBIR 
set-aside pool is approximately $2 bil-
lion. A sister program, the Small Busi ness 
Technology Transfer (STTR) Pro gram, was 
added in 1992. STTR differs from SBIR 
only in the required in volve ment in the 
project of a research institution, such as a 

university. Universities may be included 
in SBIR projects, but only in a consulting 
or sub con tract ing role. For purposes of 
this dis cus sion, the two programs will be 
considered together. 

The SBIR Program taps into the innova-
tiveness and creativity of the small busi-
ness community to help meet gov ern ment 
R&D ob jec tives. In return, these small 
companies have the opportunity to develop 
technologies, products, and services that 
they can then commercialize through sales 
either in the private sector or back to the 
government. Projects are styled as grants 
or contracts from a government agency for 
work on a speciý c project, problem, or pro-
gram of that agency, and ap pli cants must 
meet only four re quire ments for eligibil-
ity (see sidebar, page 2).  The awards are 
modest: typ i cal ly about $850,000, available 
over two to three years, for work on ý rst, 
the feasibility of the entrepreneurôs idea 
to the gov ern mentôs problem and second, 
prototype de vel op ment. The intellectual 
property created during the project belongs 
to the en tre pre neur. That means that the 
small business retains all patent rights, but 
the government retains the right to use any 
resulting products without paying royalties.  

Funding Phases

The twelve participating SBIR agencies 
(see sidebar, page 3) select the technical 
topicsðthat is, prob lems or problem areas 
for which they are seeking solutionsðfor 
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To be eligible for 
SBIR participation, a 
small busi ness must:

1.  Be U.S.-located 
and -owned (at 
least 51 percent) 
and in de pen dent ly 
operated

2.  Employ no more 
than 500 workers

3.  Use an employee 
of the small busi-
 ness (or of the 
university for an 
STTR) as the prin-
cipal re search er

4.Be organized for 
making a proý t

their so lic i ta tions, publish the topics on 
their websites, and provide guidelines for 
pro pos al content and submission. Small 
businesses search for a match with their ca-
pabilities and prepare proposals that show 
the feasibility of solving the gov ern ment 
prob lems with innovative applications of 
their tech nol o gy.  

The agencies review, rate, and rank the 
proposals according to four criteria: degree 
of orig i nal i ty, technical merit, credibil-
ity of the proposing team, and future market 
po ten tial. 

On average, one proposal out of every 
seven is awarded.1 In the initial project 
stage (Phase I), agencies issue the awards 
in the form of a grant or contract, typ i -
cal ly around $100,000 for periods between 
six and twelve months. Phase I awardees 
complete the work on the feasibility study, 
provide reports, and, upon in vi ta tion, sub-
mit a proposal for Phase II (the ñproof of 
conceptò stage). On average, one in three of 
these proposals is funded.  These awards are 
much larger, usually for around $750,000 
for a period of up to two ad di tion al years. 
Finally comes Phase III, com mer cial -
iza tion. At this stage, the technology is 
packaged for ñend use,ò either by the 
government or the private sector. No SBIR 
set-aside funding is avail able, but agencies 
that do deploy tech nol o gy (e.g., Department 
of Defense and NASA) offer a variety 
of ways to help their Phase III companies 
bring their technologies to market.

The Multiplier Effect

Ann Eskesen, director of the Innova-
tion Development Institute and one of the 
countryôs leading authorities on the SBIR 
Program, estimates a signiý cant award 
multiplier effect:  for each SBIR dollar 
awarded to a company, ý ve to seven dollars 
of economic beneý t accrue to the economy 
of the state in which the com pa ny is lo-
cated. Under this scenario, the $135 million 
awarded to Texas companies over the pe-
riod 2000-2002 produced an impact of just 
under $1 billion on the Texas economy.  At 
the same time, California saw a comparable 
SBIR economic impact of $5.4 billion, and 
Massachusetts, $3.8 billion.

The high-paying jobs cre at ed by the 
companies that win these awards provide 

the basis for this economic mul ti pli er. Each 
high-tech job created by an SBIR awardee 
has the po ten tial to generate a half-dozen 
additional jobs directly sup port ing the prima-
ry high-tech em ploy ee. This, in turn, pro-
duces both demand for high-dollar equip-
ment and instrumentation (thus supporting 
jobs at the companies that make and sell 
the equip ment) and orders for ma te ri als and 
supplies consumed in the projects.

Consider also that several small busi-
 ness es, as a group, can have an economic 
impact with more staying power than a 
single large company.  The diversity of the 
mix of small businesses is less vol a tile to a 
local economy than the economic change 
that a single large business can cause with 
a decision that signiý cantly affects the 
workforce of a community. Further, that 
large-company employer also typically has 
more lower- than higher-paying jobs.

Texas and SBIR

Over the more than twenty years of the 
SBIR Program, 622 Texas companies have 
won a total of 2,166 SBIR awards, totaling 
$547 million. Compare this, over the same 
period of time, to California (2,937 com-
 pa nies and 12,743 awards) and Mas sa chu -
setts (1,234 companies and 8,649 awards). 
Obviously, Texas lags far behind other 
technology centers and, in fact, now ranks 
sixth overall in the total number of SBIR-
awarded companies and number of SBIR 
awards, behind California, Massachusetts, 
Maryland, New York, and Virginia.2

The Department of Defense (DoD) and 
the National Institutes of Health (NIH) 
have funded most of the Texas SBIR 
awards. This is not surprising as these two 
agencies together control approximately 75 
percent of all the SBIR money available. 
The ý gure below shows the distribution of 
the awards to Texas companies by agency.

Losing Ground

Not only is Texas falling behind in 
number of SBIR awards, it now also fol-
lows states it once topped in total awarded 
SBIR dollar amounts. According to records 
kept by the Small Busi ness Administra-
tion, which ad min is ters the SBIR Program 
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The twelve SBIR par-
 tic i pat ing agencies for 
GFY 2004 are:

1. Department of Ag ri cul ture              
2. Department of Com-
 merce 
3. Department of De fense           
4. Department of Ed u ca tion
5. Department of Energy
6. Department of Health 
and Human Services
7. Department of Home-
 land Se cu ri ty  
8. Department of Hous ing 
and Urban De vel op ment
9. Department of Trans-
 por ta tion
10. Environmental Pro-
 tec tion Agency
11. NASA
12. National Science 
Foundation        

on a national level, Texas ranks eighth 
among states in the total amount of recent 
SBIR dollars awarded. The table on page 4 
shows the state rankings for the combined 
totals of the years 2000 through 2002, the 
last year for which complete data has been 
tab u lat ed. Clearly, California and Mas sa -
chu setts continue to dominate the picture.

Why do California and Massachusetts 
excel in the ac qui si tion of SBIR fund-
ing while Texas trails so far behind some 
smaller states? One important reason is the 
lack of awareness of the potential eco-
 nom ic beneý ts of SBIR Program on the 
part of both the large industrial base and 
the entrepreneurial com mu ni ty.  With the 
focus almost en tire ly on the outreach effort 
to draw new participants into the SBIR 
Program, the state offers little in the way of 
the encouragement, support, and support 
necessary to move Phase I award winners 
along to Phases II and III or to seek mul-
tiple awards to build a portfolio of technol-
ogy solutions.  

In fact, of the 622 Texas companies that 
have won SBIR awards since its incep-

tion, 45 percent never progressed beyond 
a Phase I project.  Another 28 per cent re-
ceived awards for both Phases I and II for a 
single project. In the past twenty-one years, 
then, only about 100 Texas com pa nies have 
stayed with the program.3  

Prototypes for Texas?

At present there is no statewide Texas 
organization chartered with promoting 
SBIR participation with a focus on bringing 
technology to an end use. In the mid-1980s, 
the Texas Department of Economic De vel -
op ment housed an SBIR liaison ofý ce, 
but it was closed in the early 1990s due to 
budget cuts. Small Business De vel op ment 
Centers (SBDC), which operate through 
university af ý l i a tions in Dallas, Houston, 
Lubbock, and San Antonio, direct several 
independent and in for mal ly co or di nat ed 
SBIR outreach efforts. These SBDC 
centers offer forums and seminars, but 
because of inadequate budgets and fund-
ing, these efforts result in only a limited 
local or, at best, regional impact.  Although 

SBIR Awards to Texas by Agency
(millions of $)

Source: Innovation Development Institute, Swampscott, MA, copyright 2003, all rights 
reserved. Data are for 1983-2003 (partial).




