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Executive Summary

Since 2011, the eBay Public Policy Lab has used marketplace data to examine,
measure and report on how technology has expanded opportunities for small
businesses in more than 50 countries, spanning six continents, and all 50 U.S.
states. In all cases we have found eBay-enabled small businesses leveraging the
online commerce platform to engage in expansive commerce, often on a global
scale. This report explores trade and inclusive economic impacts of eBay-
enabled small businesses and entrepreneurs across the State of Texas.

Global trade has historically been the purview of large corporations - for Texas
and across the world. Nearly all traditional small businesses are locked into

their local market and rarely serve foreign customers. However, a new model

of small business trade, powered by the Internet, is emerging. Platforms for
Internet access, commercial services and shipping are enabling independent
small businesses to connect with consumers and establish trust across national
and cultural borders. Small businesses are able to create a storefront online and
compete in global markets, while at the same time maintaining and even growing
their physical presence and employment in their local community.

This report details the global trade achievements of eBay-enabled small
businesses in Texas. Data on comparable offline trade results are provided
when available. In short, nearly every eBay-enabled small business in Texas is an
exporter reaching customers in markets around the world. The top five export
destinations for the products of eBay-enabled small businesses in Texas are
Canada, the United Kingdom, Australia, China and Mexico.

The export success of eBay-enabled small businesses is a good news story of
inclusive global trade. At the same time, many are concerned that technology

is accelerating forces of economic concentration with the most prosperous
communities enjoying the bulk of all economic growth. The second part of this
report investigates whether eBay’s success in giving small businesses access to
consumer demand in remote markets is contributing to rich communities getting
richer and poor getting poorer, agnostic to this overall trend, or even countering
the forces of economic concentration.

In order to discern well-off locales from challenged regions, 252 of Texas’s
counties are categorized into five “well-being” quintiles based on an index
developed by the Economic Innovation Group. The rate of growth from 2011-2015
in the net number of traditional businesses and the net number of eBay-enabled
small businesses in the county quintiles were calculated and compared.

The overall Texas economy exhibited very robust growth with the net increase in
the number of business enterprises expanding at greater than twice the national
average. However, even in an environment of strong growth, Texas also showed
clear trends toward greater economic concentration. Mirroring national trends,
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enterprise growth was strongest in the most prosperous counties and growth
rates were more depressed in each successive county well-being grouping.
Negative growth occurred in the bottom tier, a collection of largely remote and
rural counties. On eBay, the growth numbers were stronger, but most notably
were more inclusive and more balanced based on a range of measurements.

In a perfectly balanced economy, the rate of growth in each country quintile
would be equal to the state average, reflecting equal opportunities across the
board. Of course, no economy is perfectly balanced, but imbalances can lead to
the kind of economic concentration that is causing concerns. An analysis of the
deviation from the average growth rate by the five well-being quintiles reveals
that eBay growth was 4.7 times more balanced than enterprise growth in the
overall economy where growth was skewed at the top.

eBay-enabled small business growth in Texas was also more inclusive than the
growth in the overall Texas economy. One test involved comparing the aggregate
growth rates in the bottom three quintiles. On eBay, enterprise growth in the
counties making up the bottom three quintiles was a robust 22.8%, 7.8 times
greater than the comparable 2.9% rate in the overall Texas economy. In addition, a
comparison of growth rates on a quintile-by-quintile basis reveals that the relative
advantage in eBay-enabled enterprise growth is greater in counties in tiers lower
in the well-being index.

The eBay technology platform is conclusively reducing the barriers that have
traditionally locked small businesses into their local market. While this is a major
growth opportunity for independent small businesses everywhere in Texas, the
relative value appears to be even greater in remote and less advantaged areas.
Government tax, regulatory and economic development policies aimed at
enabling meaningful local economic development in less advantaged and remote
regions should pay particular heed to the challenges facing technology-enabled
independent small business models.
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Introduction

In recent years, technology has provided more equal economic opportunities
for small businesses that have availed themselves of the new opportunities.
Since 2011, the eBay Public Policy Lab and a team of economists at Sidley Austin
LLP (Sidley) have been working together to examine, measure and report on how
globalization and technology are liberating the ambitions of independent small
businesses and entrepreneurs.

We have studied more than 50 countries, spanning six continents, and all 50 U.S.
states, and in all cases we have found eBay-enabled small businesses leveraging
the online commerce platform to engage in expansive commerce, often on

a global scale. This report presents findings coming out of this collaboration,
exploring trade and inclusive economic impacts of the global commerce
opportunities available to Internet-enabled small businesses and entrepreneurs
across the State of Texas.

The trade analysis carried out by Sidley for this report is based on data covering
transactions on the eBay Marketplace from 2012 to 2016. Sidley economists then
looked at which sellers are registered to addresses in the State of Texas. When
analyzing the activities of small online businesses on eBay, the data was limited
to transactions by sellers with sales of $10,000 USD or more annually on the
eBay Marketplace. In this report, these sellers are called “Commercial Sellers”
or “eBay-enabled small businesses”. In order to provide relevant comparisons
to business activity in the overall economy, Sidley economists have analyzed
comparable U.S. Census Bureau data.

Part 1 of this report focusses on the most inclusive form of global trade, cross
border commerce by the very small, which has traditionally been the reserve of
only the very large. Robust and concrete data demonstrates that eBay-enabled
small businesses in the State of Texas are engaging in global trade at a scale
once reserved for the very largest corporations. The numbers are striking. A
massive 95% of eBay-enabled small businesses in the State of Texas export - a
far higher rate than businesses that have not embraced online tools - and these
small businesses reach on average 16 different countries annually, again dwarfing
traditional export reach. They are effectively Small Business Global Traders, and
they operate from cities and towns across Texas.

Part 2 of this report explores how the revolutionary ability for the very small to
access consumer demand in far-away locales, which is most strikingly illustrated
by the international trade data in the first section of the report, is enabling more
inclusive economic growth by fostering much stronger enterprise growth in
remote, rural and disadvantaged counties. An analysis of data on the rate of
growth in net business enterprises in counties across Texas reveals that the
ability of eBay-enabled independent small enterprises to access consumers
across America and around the world is countering the disturbing trend toward
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greater economic concentration and regional disparities. Traditional small
businesses are largely dependent on the health of the local economy, and
therefore suffer great vulnerability to local sluggishness and downturns. Access
to remote demand translates into independent small businesses having less
need of being located in the state’s most populous or prosperous counties.

In short, where overall net enterprise growth is more sluggish or even negative
in less prosperous counties, the net growth in number of eBay small businesses
shows a more balanced and inclusive pattern.

Part 1: Revolutionary Trade
Opportunities for Texas’s
Small Businesses and
Entrepreneurs

Global trade has traditionally been the purview of large corporations.

The prototypical model for global trade has involved a large, established

domestic company targeting an attractive export market, establishing overseas
operations and eventually developing a multi-national supply chain with vendors
and consumers located around the world. This model continues to be the dominant
model for trade. Large firms account for less than 1% of enterprises in the United
States?, but their share of total exports is reported at 671%.2

Many smaller firms do engage in exporting, often as a participant in a Global Value
Chain (GVC). GVCs are a fundamental concept in global trade and development
economics, providing insight into the interrelationship between large Multinational
Enterprises (MNEs), affiliates and independent suppliers, many of which are often
small and medium-sized enterprises (SMEs).* While large MNEs organize most GVCs
and tend to be the leading actors in the value chains®, SMEs are often intermediary
suppliers to GVCs; this is one of the principal and increasingly well-studied methods
of SME participation in trade. For example, Slaughter (2013) finds that the typical U.S.
MNE buys more than $3 billion USD in inputs from more than 6,000 U.S. SMEs.¢

Despite the emergence and evolution of GVCs, the share of traditional businesses,
in particular small businesses, that export, remains relatively small. In the United
States, approximately 1% of traditional businesses export and in Texas the
comparable figure is 1.5%.”

A new model of platform-enabled exporting and SME global commerce is
emerging in parallel to the GVC model. It is driven by the Internet, a truly global
digital network. When the Internet is combined with commercial services and
efficient logistics, independent small businesses can connect with consumers
and establish trust across national and cultural borders.2 Small businesses
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Monique and Scott Robbins
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Before starting G-Brats Guitars,
Scott and his wife struggled to
make a living, doing everything
from menial jobs, to sales, to
working in the corporate world,
building OTHER peoples’ dreams.
The struggle was so intense, that
Scott actually had to work 3 jobs to
support his family. Then in 2004,
Scott & Monique decided to take
arisk and dabbled in on-line guitar
sales through eBay. This started

out small, with only 2 guitars. By
reinvesting all profits back into

the business, to their surprise, this
quickly turned into a full-time job
after one year, and G-Brat’s Guitars
was birthed. Now, 15 years later,
G-Brat’s Guitars has become one of
the most successful “online only”
guitar shops in the world. G-Brat’s
Guitars was featured at the 2018
National Association of Music
Merchants (NAMM) show for online
innovators, which was a tremendous
honor, and their business continues
to grow. G-Brats Guitars services
people at various USA guitar shows,
where they exhibit several times a
year, but 99% of their business is
through eBay and their own website.
These online tools enable them to
reach customers nationwide and
even worldwide. In fact, about 40%
of sales are international.



are able to create a storefront online and compete in global markets through
e-commerce platforms with vibrant customer bases. At the same time, they are
able to maintain physical presence and create jobs in their local community. The
World Economic Forum has noted that platform-based e-commerce has had

a strong positive impact on many small businesses, both by opening up new
export avenues and facilitating access to low-cost imported inputs, and that
technology-based marketplaces have made selling and sourcing internationally
much easier by reducing many non-tariff barriers to trade, most importantly, access
to information.® World Bank Enterprise Survey data (2009-10) provides evidence
that internationalized firms also achieve higher levels of productivity than those just
serving their domestic markets.'®

Distance
* 14 Figure 1.0
Corruption Differences o o Common Border 1.2 _
1
0.8
GDP Per Capita , Common 0.6 Most Trade Costs
Difference Language o Matter More Offline
0.2
0 Than Online"
Common ® Colonial Link
Legal System
Trade Agreement ® ® Common Colonizer
: @ cBay
Shipping Cost @ offline

Figure 1.0, which was developed by Olarreaga (2012) as part of an initial study of the trade activity of
eBay-enabled small businesses, represents the various factors studied as part of a distance analysis
(likelihood of a transaction based on the physical proximity between a seller and buyer) of trade on the
eBay platform. The transaction costs studied included traditional trade costs, such as shipping costs

and absence of a common language, as well as a range of traditional institutional differences, such as the
commonality of legal systems and a colonial link, between countries. The analysis determined that all the
traditional trade costs and institutional factors, with the two exceptions of shipping costs and no common
language, matters less for eBay-based trade than they do for offline trade. However, shipping costs and
the lack of common language between buyer and seller are two barriers to cross border commerce
impacting online businesses, especially small online businesses.

We have coined the term Global Empowerment Network to describe this
platform-based trade model. The Global Empowerment Network combines

a set of services and conditions that contribute to a small business trade
environment where borders and distance mean less, and small enterprises

can therefore engage in new forms of economic activity. This system of
building blocks is presenting an alternative business model for independently
reaching consumers on a global scale. While in no sense does access to Global
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Empowerment Network services fully nullify the challenges faced by independent
small businesses attempting to compete in remote markets across the globe,
the efficiencies created by these technology-based platform services have
significantly reduced the cost of small business commerce over distance and
exporting.” The rate of exporting by small businesses and entrepreneurs using
the platforms has consequently increased dramatically.

It is equally important to note that while the online commerce platform model
enables small firms to overcome distance and serve customers in remote
markets, there is still great value in having a local presence in commerce.”

This is why large merchants complement their online strategy with local retail
and logistics facilities in key economic areas. Independent small retailers cannot
avail themselves of such a strategy and platform-enabled commerce is their way
of reaching customers in the most vibrant economic hubs. Raising the costs

of remote commerce, such as through increased parcel delivery fees or the
application of traditionally local retail sales taxes to remote small businesses,
will undermine the opportunities afforded by technology to allow independent
small and micro enterprises to reach beyond their local market, which not only
promotes inclusive trade, but as we will see in Part 2, promotes inclusive growth.

“Micro-Multinationals” in Communities Across Texas

In 2005, then University of California, Berkley economist Hal Varian wrote a
groundbreaking piece in The New York Times about a new trend whereby small
businesses were leveraging technology, particularly the Internet, to locate
employees and access customers around the world." Professor Varian coined

the term “micro-multinationals” to describe this new phenomenon. But, notably,
Professor Varian’s article did not have much data to back it up and instead relied
upon case studies, describing a future where this emerging trend would become
commonplace. The data that follows regarding the trade success of eBay-enabled
small businesses provides evidence that Professor Varian’s 2005 prediction is
being realized by small businesses in communities all across Texas.

The next section will use the findings from eBay Marketplace data to illustrate

the level of export activity by eBay Commercial Sellers in the State of Texas, and
contrast the data with traditional business activity where available.
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To compare the trade success of eBay-enabled small businesses in Texas with
trade activity of eBay small businesses in other countries, please visit the 2017
“eBay Small Online Business Global Growth Report”.’®

Share of eBay-Enabled Small Businesses Exporting

The share of small businesses exporting on the eBay Marketplace' is the first and
possibly most striking data point presented in this report. In short, 95% of the
eBay-enabled small businesses in Texas are exporters. This is just shy of the U.S.
national average of 96% of eBay-enabled small businesses, and dwarfs the export
activity of traditional U.S. and Texas businesses, only 1% and 1.5% of which export,
respectively.” A concrete example of the difference in export opportunities
available to small businesses on a global platform is provided by a closer look at
export rates in a Texas county with one of the highest level of exporting by traditional
businesses. In Harris County, 2.2% of businesses are exporters'®, which more than
doubles the national average for traditional enterprises, yet 95% of eBay-enabled
small businesses in Harris are exporters, a level of exporting that is unprecedented
outside of the Internet context. While in more isolated Lubbock County, a mere .7%
of traditional businesses export', half the statewide rate, but 94% of eBay-enabled
small businesses are exporters, nearly the statewide average. Finally, it is noteworthy
that 100% of eBay Commercial Sellers in over 100 Texas counties are exporters, from
Cooke to Brewster and Hudspeth to Chambers.

FIGURE 2.0 @ eBay-Enabled

Share of eBay-Enabled Small Businesses

Small Businesses Exporting @ Traditional
Businesses

95

Texas

1.5

u.s. 96

1.0

Average Number of Foreign Destination Markets
The average number of foreign markets reached on an annual basis provides a key
measurement of export activity and market diversity. It is generally believed that

businesses considering exporting to a new country market face costs of entry,
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and therefore expanding their business by exporting to more country markets
leads to higher entry costs.?° Escalating entry costs leads to the presumption that
smaller firms will tend to export to fewer countries. However, when examining the

figures for eBay Commercial Sellers we see a powerful testament to how eBay Top 5 Export
bridges distance for small enterprises and provides access to markets that were Destinations for eBay
unreachable through the traditional model of trade. Small Businessessz
In Texas, the average number of export markets reached by traditional business Texas
exporters is three.?' The eBay-enabled small business average is 16 for Texas, eBay-Enabled
nearly equal to the national average for eBay-enabled small businesses.?? eBay Small Businesses
Commercial Sellers in counties as varied as Dallas, Hays, Nacogdoches and Polk all
average that level of export reach. 1. Canada
2. United Kingdom
3. Australia
4. China
5. Mexico
FIGURE 3.0 @ eBay-Enabled
Average Number of Foreign Small Businesses U.S. eBay-Enabled
Destination Markets @ Traditional Small Businesses
Businesses
1. Canada
2. United Kingdom
Texas 16 3. Australia
4. China
5. Germany
uU.S. 17

[ 1
0 #

Note: Only exporters are considered

Share of eBay-Enabled Small Businesses That Reach
Ten or More Different Foreign Markets

As another measurement of the scale of eBay-enabled small business exporting
activity, we calculated the share who exported to 10 or more country markets in
2016.24 U.S. Census Bureau data indicates that 8% of all U.S. exporters?® and just 1.9%
of all Texas exporters?¢, not just small businesses, are reported to reach 10 or more
markets. These percentages are significantly lower than the 58% of eBay-enabled
small businesses in the United States reaching 10 or more markets. The rate of Texas-
based eBay-enabled small businesses exporting to 10 or more markets is 54%.

ebaymainstreet.com/lab



FIGURE 4.0 @ cBay-Enabled
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Note: Only exporters are considered

Share of eBay-Enabled Small Businesses Exporting
to Buyers on Four or More Continents

Though a non-traditional measurement of scale and scope of exporting activity,
we have calculated the continental reach of eBay-enabled small businesses.?”

For the purposes of this analysis, sales were designated to buyers on one of six
continents: North America, South America, Europe, Asia, Africa, and Australia.
When an eBay-enabled small business exported to a buyer in a country on a
continent, they were credited with an export to that continent. Additionally, when
an export sale is made to a country on the same continent as the seller, that sale is
counted as an export to that continent. (e.g. A sale from a Texas-based eBay seller
to a buyerin Canada is an export to a North American export market). We classify
an eBay-enabled small business with sales to four or more continents in a year to
be a “Global Seller”. Fifty-seven percent of the eBay-enabled small businesses in
Texas achieved the status of Global Sellers, four percentage points lower than the
national average of 61% for all U.S.-based eBay Commercial Sellers.
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FIGURE 5.0 @ eBay-Enabled
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“Digital Trade Density”

County Level eBay Small Business Trade Activity Per Capita

The research shows that small online businesses operate on eBay from
across the State of Texas. We wanted to know, which Texas counties actually
have the most active eBay-enabled small business trading community?
Given the broad differences in the population level of Texas’s counties, we
have calculated the export sales by eBay Commercial Sellers per capita. We
call this “Digital Trade Density”.

The Top
Texas
Counties

Caldwell County
Collin County
Fort Bend County
Gillespie County
Grimes County
Kendell County
Live Oak County
Presidio County
Travis County
Williamson County
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Part 2: Countering the
Destructive Tide of
Economic Concentration

In this section of the report we turn to evidence that the expanded commerce
opportunities available to independent small enterprises using Internet-enabled
commerce platforms, in particular the ability to reach consumers outside of

their local market, is leading to more inclusive local economic growth than is
evident in the overall economy. This analysis is being done in the context of
widely held concerns that the level of economic growth and dynamism outside

of America’s most prosperous metropolitan regions is slowing, with rural and
other lower population regions falling farther behind. The economic growth data
being explored for this analysis is the rate of growth in the net number of business
enterprises. An increase in the number of business enterprises in a jurisdiction,

in this case counties in the State of Texas, is taken as a proxy for vibrancy and
growth in the local economy. Lower rates of growth in the number of enterprises, or
even falling enterprise numbers, is conversely taken as a proxy for stagnation and
sluggish growth opportunities.

Evidence of Declining Dynamism and Entrepreneurial Activity

There has been widespread empirical study and analysis related to what is often
described as the declining dynamism of the U.S. economy. Factors that are
commonly considered in the context of economic dynamism are new business
formation, the failure rate of firms and the resulting “churn” that is reflected by
comparative rates of new firms and failing firms, the survival rate of new firms, and
the average age of firms. The decline in the rate of new enterprise formation or
start-ups, in particular as revealed by U.S. Census Bureau data, has been identified
as a key factor in the perceived reduction in dynamism. Papers by Pugsley and
Sahin (2014)?8, Decker, Haltiwanger, Jarmin and Miranda (2014)??, Hathaway and Litan
(2014)%°, Gourio, Messer and Siemer (2014)% and Karahan, Pugsley and Sahin (2015)3?
all point to this phenomenon as widespread both regionally and across industry
sectors. As noted in the 2016 Economic Report of the President, declining rates

of new enterprise formation and a relatively steady rate of business failures has
resulted in lower rates of churn and an increasing average age of firms.33

Along with evidence of a generalized decline in dynamism and new enterprise
formation, there is increased concern with imbalances between economic
hotspots and lagging regions. There has been considerable research focused on
the lack of inclusive and balanced growth during the current economic recovery.
Analysis conducted by Manyika, Pinkus, Ramaswamy, Woetzel, Nyquist and Sohoni
(2016)%*4, Sommeiller, Price and Wazeter (2016)%®, Saez, (2016)%¢, and Kochhar and
Cilluffo (2017)% attribute this to mainly accelerated levels of income and wealth
inequality, but also the drop in labor participation, increased costs of a middle
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class lifestyle, and a lack of economic mobility. Saez (2016)%8 reports that incomes
for the top 1% of families grew 37 percent from 2009-2015, but only 7.6 percent for
the remainder of the population over the same time-period. Kochhar and Cillufo
(2017)* note that in 2016, median wealth of middle income families was 33% lower
than in 2007, but upper income families’ median wealth increased by 10%. Shearer
and Berube (2017)4° point out that numerous large metro areas in the U.S. that
increased their productivity, average wages, and standard of living from 2010-2015
failed to achieve inclusive growth when measured by improving the employment
rate, median earnings, and relative poverty. There are concerns that this trend will
continue to concentrate wealth into fewer and fewer communities.

Stark evidence of disparate levels of economic dynamism and highly concentrated
entrepreneurial activity was revealed by a geographic analysis of new establishment
formation by the Economic Innovation Group (EIG) in a 2016 report, “The New

Map of Economic Growth and Recovery”.4 The EIG revealed that the geographic
distribution of new firm growth became increasingly concentrated in a smaller
number of more populous counties, culminating in the stark findings that half of the
net business establishment growth in America from 2010 to 2014 was concentrated
in just 20 U.S. mega-counties located in just seven states, and there was zero

net enterprise growth among all the U.S. counties that were home to 100,000

or fewer residents, most of which are rural counties. The eBay Public Policy Lab
published a 2017 report, “Platform-Enabled Small Businesses and the Geography of
Recovery”4?, which did a comparative analysis of the net number of eBay-enabled
small businesses, which revealed the equivalent share of growth distributed

across 75 counties in 24 states, and 12 percent of the growth in the number of eBay
Commercial Sellers coming from rural and remote smaller counties.

Indexing U.S. Counties Based on Economic
and Social Well-Being

The EIG, through their report “The 2017 Distressed Communities Index”, has
proposed a methodology to measure and rank the economic vitality of U.S.
geographies relative to their peers.*? The Distressed Communities Index is an
index composed of seven component metrics from the U.S. Census Bureau
(2011-2015). These include: (1) High school diploma rate; (2) Housing vacancy
rate; (3) Adults not working; (4) Poverty rate; (5) Median income ratio; (6) Change
in employment; and (7) Change in business establishments. According to the
EIG, “Distress scores are calculated by ranking counties on each of the seven
metrics, taking the average of those ranks, and then normalizing the average to
be equivalent to a percentile.”#4 Using these scores, the EIG divides 3126 U.S.
counties into quintiles of well-being, the top performing in the Prosperous tier
followed by Comfortable, Mid-Tier, At Risk, and Distressed tiers, each made up of
progressively worse performers.

The quintiles each represent one-fifth of the nation’s counties, unrelated to
population. In fact, as one considers the collection of counties in each of the
quintiles, from Prosperous to Distressed, there are fewer people living in the
collection of counties as the level of well-being falls, indicating less populace and
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Zobieproductions

Ruben Gallegos
CELINA, TX

As a boy, Ruben was always
interested in music concerts and
celebrities, making sure to get
autographs and memorabilia at
every one he attended. After friends
kept asking for these items, Ruben
realized that he could utilize these
interests and his contacts in the
entertainment industry (along with
his entrepreneurial spirit) to build a
business that sold these products.
Thus, Zobie Productions was born
and it has been rapidly growing ever
since. Ruben loves the ability to
access huge domestic and global
markets with ease on eBay and over
35% of his sales are international.
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likely more remote counties suffering from greater challenges. The 625 Prosperous
counties are home to 117,860,842 people (37.2% of the national population), 625
Comfortable counties are home to 99,540,412 (31.5%), 626 Mid-Tier counties are
home to 46,224,467 (14.6%), 625 At Risk counties are home to 35,645,155 (11.3%)
and the 625 Distressed counties are home to 17,202,175 Americans (5.4%).45

Texas is home to 254 counties. While one-fifth of all counties nationally are included
in each of the five well-being quantiles, this does not hold for any single state. In the
case of Texas, the EIG Distressed Communities Index had scores for 252 counties
and they slotted into the methodology as follows - 33 Prosperous counties are home
to 8,381,158 people (31.6% of the state population), 40 Comfortable counties are
home t0 10,210,873 (38.5%), the largest tier by population, 45 Mid-Tier counties are
home to 3,448,637 (13.0%), 70 At Risk counties are home to a further 3,175,497 (12.0%)
and 64 Distressed counties with 1,322,065 (5%) residents.“$ Although the number of
Texas counties in each quantile do not fit the national model of 20%, looking at the
population levels show a distribution that is quite similar to the national average, with
30% of the population of Texas living in counties that are categorized as Mid-Tier,

At Risk or Distressed by the EIG methodology.

Growth in the Number of Business Establishments by County

As noted above, the rate of growth in the net number of business enterprises is seen
as a sound proxy for the economic vitality and level of opportunity. An increase in the
number of business enterprises in a jurisdiction, in this case counties in the State of
Texas, is taken as a proxy for vibrancy and growth in the local economy. Lower rates of
growth in the number of enterprises, or even falling enterprise numbers, is conversely
taken as a proxy for stagnation and sluggish growth opportunities.

As Figure 6.0 shows, the nationwide figures for growth in the net number of
business enterprises reinforces the contention that the geography of economic
growth and dynamism is the U.S. economy is increasingly concentrated and

the divergence between the communities at the opposite ends of the well-
being spectrum appear to be accelerating. The rate of growth is lower in each
successively more challenged county quintile, with negative growth - i.e. a falling
number of firms, in the most disadvantaged counties. The EIG states that the
business establishment growth gap between Prosperous and Distressed areas
could be the starkest feature of their index.4”

Texas’s rates of enterprise growth are more robust across the board than the
national averages for the counties at each level of well-being. However, even

in a state with well-above average enterprise growth, the signs of economic
concentration and a lack of inclusion are very evident. At each level of well-

being, the rate of growth tracks clearly with the national pattern of increasing
economic concentration due in part to the rate of growth in the number of business
establishments falling in each descending quintile of well-being. Of most concern
from the perspective of inclusive economic opportunity, even in Texas, while there
was double digit growth in the number of business establishments in Prosperous
counties, the number of business establishments in the Distressed counties fell.
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FIGURE 6.0 @ Texas Business
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Next we will compare and contrast the rate of growth in the net number of firms

in the sets of counties in both the overall economy and on eBay, both nationwide
and in Texas. Along with comparing absolute net enterprise growth rates, we will
also look to measures of inclusive growth. In fact, the most relevant findings in the
context of the significant disparities in economic dynamism and opportunities for
growth in the traditional economy will be greater opportunities for growth in the
middle and less advantaged well-being cohort of Texas counties.

Comparing Net Enterprise Growth in the Traditional Economy
and on eBay

The rate of growth in the net number of business establishments in the United
States from 2011 to 2015 was 4.1 percent.*? The State of Texas delivered solidly
above average growth in the number of business enterprises with a growth rate
of 8.3% statewide.5° On eBay, nationwide, the rate of growth in the net number of
eBay Commercial Sellers was 21.8% over the same time period, 5 times greater
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FIGURE 7.0 @ eBay-Enabled
Average Net Rate of Growth Small Businesses
in the Number of Enterprises @ Business
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enterprise growth than in the overall economy. In Texas, like in the nation overall,
the growth rate in the net number of eBay Commercial Sellers meaningfully
exceeds that in the overall economy, jumping 22.2% over the same time period.
Lower costs of doing business over distance and access to global consumer
markets resulted in a much more robust rate of enterprise creation on eBay than
exhibited in the traditional economy.

Although the more robust growth in the net number of enterprises on eBay compared
to the overall economy is noteworthy on its own, the focus on this section is the
comparative levels of geographic balance and inclusion represented by the respective
enterprise growth. In the next section, we will break out the rates of growth in the
number of business enterprises by the country well-being quintiles. At that level, the
trends toward economic concentration in the traditional economy and potential for
Internet-enabled small business commerce to help counter them become clear.

Promoting More Balanced Economic Growth

For the purpose of this section, balance is the idea that in a perfectly balanced
economy every county would enjoy the same level of economic and enterprise
growth. This would mean that every citizen would enjoy a relatively equal opportunity
to benefit from economic growth. On the other hand, an economy that is not
balanced would exhibit widely divergent levels of growth. In that case, some people
benefit from having a very robust local economy and strong growth opportunities
while others suffer from locally depressed economic conditions and few
opportunities to advance their economic well-being.

Of course, there have always been, and likely will always be, meaningful differences
in economic growth and opportunity at regional and local levels. However, given
concerns with increasingly divergent opportunities between Haves and Have Nots in
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the U.S. economy, looking at the differences in enterprise growth rates in the overall
economy and the eBay Marketplace can provide insight into whether global commerce
marketplaces are a tool to promote a more balanced, or less balanced, economy. In the
case of Texas, the balance test shows a striking level of balance in eBay net enterprise
growth with each of the county well-being tiers showing double digit growth and four

of five exceeding 20 percent. On the other hand, growth in the overall Texas economy
is far different, with double digit growth at the top and meaningful steps down in each
succeeding quintile until negative growth at the bottom.

Again, we use the EIG Distressed Communities Index to provide a framework to
compare enterprise growth rates in counties along the well-being spectrum, both
nationwide and in Texas. The growth rates for eBay-enabled small businesses are not
simply larger than the rate of growth in the number of overall business establishments
in each type of county, but many times larger.

FIGURE 8.0 @ e<Bay-Enabled Small Businesses
@ Net Rate of Growth in Number of Enterprises @ Business Establishments

by County Well-Being Quintile
Texas U.S.
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As noted above, a perfectly balanced economy would show the same rate of net
enterprise growth in each quintile, which would be the same as the overall average.
Therefore, the rate of growth in business establishments in each well-being quintile
in Texas would be 8.3 percent. Likewise, the level of net growth in eBay-enabled
small businesses would be 22.2 percent. Of course, no economy in perfectly
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balanced and therefore the growth rates diverge from absolute balance. But, which
is more unbalanced?

To compare the relative levels of economic balance, we calculated the square
of the deviation from the Texas state average for each well-being quintile for
both the overall economy and eBay. The overall level of imbalance is determined

FIGURE 9.0 @ eBay-Enabled
Comparing Net Enterprise Small Businesses
Growth “Balance” in Texas @ Business
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by taking the square root of the sum of the squares of the deviations. A larger
number reflects a greater degree of imbalance in net enterprise growth between
the quintiles.

From 2011 to 2015, eBay-enabled small business growth in Texas was 4.7 times
more balanced than net establishment growth in the overall Texas economy.>'
The ability to access national and global consumer markets on the eBay
Marketplace provided a significantly more balanced means of new enterprise
formation than occurred in the overall economy.

Promoting More Inclusive Economic Growth

Balanced growth aspires to have all communities sharing as equally as possible

in the benefits of economic growth and opportunity. Inclusive growth goes a step
beyond balance and focusses on economic opportunity available to those who are
less-advantaged. Inclusive growth most directly addresses concerns that the Have
Nots are falling further and further behind.

In Texas, even with net enterprise growth rates well above the national average

and a solid majority of residents living in counties that are well off by national
standards, one number stands out. In the 64 Texas counties fitting the designation
of Distressed by the EIG Index, the number of business enterprises fell by 1.3%.
The economy shrank despite the strong growth in many other parts of the state. On
eBay, the rate of growth in the number of firms in those same counties exceeded
24% and represents a stronger rate of net enterprise growth on eBay than in both
the Prosperous and Comfortable counties.

In a previous report on balanced and inclusive growth, “Platform-Enabled

Small Business Formation as a Counterweight Against Forces of Economic
Concentration”%?, we proposed a test of inclusiveness that aggregated the
bottom three EIG well-being quintiles, which nationally account for nearly 100
million Americans, and in Texas are home to 30 percent of residents. Figure
10.0 reveals the aggregate net enterprise growth rate for the Texas counties in
the bottom three EIG well-being quintiles. In the traditional economy, the figure
is 2.9%, well under half of the overall statewide growth and five times smaller
than the growth rate in the Prosperous counties. The corresponding rate of

net enterprise growth on eBay in Texas during that time was 22.8%. That rate of
growth exceeded the rate of net enterprise growth and eBay enterprise growth
in the Prosperous counties and the statewide average on eBay. Based on that
measure, eBay-enabled small business growth was 7.8 times more inclusive than
growth in the traditional economy in Texas.5?
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Another method of attempting to quantify the degree of inclusive growth on eBay
in comparison with the traditional economy is by determining a ratio of the net
enterprise growth rate on eBay to the net enterprise growth rate in the overall
economy. A higher ratio reflects a greater advantage on the eBay platform. When
this is done for the different well-being quintiles, larger ratios for the Distresses,
At Risk and Mid-Tier county quintiles than in the Prosperous and Comfortable
quintiles would indicate a more inclusive growth environment on eBay.

Through this analysis, we see that the 16.9% growth in the net number of eBay
Commercial Sellers in At Risk counties is in fact 7.3 times greater than the rate of
growth in the traditional economy, the second highest such ratio in the state. The
ratio of the eBay-enabled small business expansion rate and the similar metric in
the traditional economy is 5.5 times greater in the Mid-Tier counties, 3.4 times
greater the Comfortable counties and just 1.4 times greater in Texas’s Prosperous
counties. This analysis involving comparative enterprise growth in the Distressed
counties is the most extreme example of inclusive growth, as the eBay growth
rate is 24.8% while net enterprise growth in the traditional economy was negative,
-1.3 percent. We cannot calculate a ratio with a positive number in the numerator
and a negative number in the denominator, but it would be the largest of the five
ratios. All in all, not only does enterprise growth in the traditional economy in
Texas fit the picture of economic concentration, with higher rates of growth in
each consecutively more prosperous tranche of counties, but the eBay growth

is revealed to be consistently inclusive as the comparative eBay net enterprise
growth is stronger in each consecutively less advantaged set of counties.
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Conclusion

It is widely recognized that the Internet and technology platforms have dramatically
changed economies globally and the opportunities available to people nearly
everywhere. The world seems a smaller place, and the global economy appears
closer to every community. While many of the changes are perceived as being for
the better, challenges and disturbing trends are increasingly coming into focus as
well. One of the most striking is the sense of accelerating economic concentration
with the most prosperous communities enjoying the bulk of the wealth and
meaningful growth in the economy, while growth for those not fortunate enough

to be living in a prosperity hub is slow to non-existent. This fuels the concern that
the rich are getting richer and the poor are getting poorer, and that technology
and global commerce are contributing to this phenomenon by powering the
increasingly smaller number of global growth hubs.

This two-part report looked at the economy of the State of Texas and the impact

of eBay Commercial Sellers. eBay Commercial Sellers are independent small
businesses and entrepreneurs who use the eBay commerce platform to reach
consumers across the United States and around the world. The ability to serve
consumers who are not in the local market is a fundamental benefit of the Internet
commerce model, which is especially beneficial to smaller enterprises. The data on
exporting by eBay Commercial Sellers in Texas is striking and consistent with the
trade performance of eBay Commercial Sellers nationwide. In short, 95% of eBay-
enabled small businesses based in Texas are exporting and averaging 16 export
markets per year. And these striking export numbers, which dwarf export rates in
the traditional economy, are being achieved by small businesses in communities
across Texas, whether based in the state’s high tech, high-growth metropolitan hot
spots or more rural and traditionally agricultural regions.

The second part of the report explores whether the eBay-enabled small business
growth is exacerbating economic concentration, having no effect, or even
promoting a more balanced and inclusive economy. The expanded opportunity for
independent small businesses to engage directly in global trade is clearly a form
of inclusive economic activity, offering the small enterprises an opportunity to
engage in activity historically reserved to just the large enterprises. However, it is a
further question as to whether these new and expanded opportunities to engage
in commerce over great distances, even as far as to other sides of the globe, are
actually translating into more remote, less prosperous communities getting a
growth and opportunity boost.

The analysis of inclusive economic opportunity is based on a study of net
enterprise growth rates among 252 counties in the State of Texas, with those
counties categorized into five quintiles of overall “well-being” through an index
developed by the Economic Innovation Group. The rate of growth in the net number
of traditional businesses in the county groups, as well as the rate of growth in

the net number of eBay-enabled small businesses in the county groups, were
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calculated and compared to determine the rates of growth overall, as well as
whether the growth was more or less inclusive and balanced between areas that
were more or less privileged.

The overall Texas economy, while showing vibrant growth on the statewide level,
with a rate of growth meaningfully above the national average, also showed
consistent and clear trends toward greater concentration of opportunity. The most-
well-off counties had the strongest growth rates, and each tranche of counties
down the scale of well-being fared worse. The most challenged counties in Texas
faced negative net enterprise growth. On eBay, the numbers were consistently
stronger, but also were more balanced and more inclusive. Unlike in the traditional
economy, the growth rate of the net number of eBay-enabled small businesses was
far more balanced than in the traditional economy, in fact 4.7 times more balanced
among the counties of different levels of well-being. In addition, the eBay-enabled
growth in Texas was far more inclusive than the growth in the overall Texas
economy. A range of measures of inclusion are detailed, including an analysis that
shows eBay growth was 7.8 times more inclusive in the form of many times greater
growth rates in the bottom-three quintiles of counties in Texas.

A technology platform such as eBay is conclusively reducing the barriers that have
traditionally locked small businesses into their local market. Consumer demand
and commerce opportunities across the country and around the world are now
available to small enterprises. These eBay-enabled small businesses are now
trading globally. While this is a major growth opportunity forindependent small
businesses everywhere in Texas, the relative value appears to be even greater in
remote and less advantaged areas. The ability to access customers outside of
the local market, supplementing the traditional small business model, appears
increasingly critical to remote and less advantaged communities. Government
tax, regulatory and economic development policies aimed at enabling meaningful
local economic development in less advantaged and remote regions should pay
particular heed to the challenges facing technology-enabled independent small
business models.
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b) Square each of these five differences and add them up.
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c) Take square root of b), above, to yield the overall dispersion rate, or variance, around the mean.

Applying these steps yields a dispersion rate of eBay growth across quintiles of 34.60 percent. We repeat the same exercise for the calculation of “balanced
growth” for business establishments using county level U.S. Census Bureau data (https://www.census.gov/data/datasets/2011/econ/cbp/2011-cbp.html and
https://www.census.gov/data/datasets/2015/econ/cbp/2015-cbp.html) reporting the number of businesses establishments for 2011 and 2015. We find that
dispersion of growth rates across county quintiles for U.S. business establishments during the 2011-2015 period was about 163.65% percent. The ratio of the
dispersion of growth rates across county quintiles for business establishments (163.65 percent) to eBay (34.60 percent) is roughly 4.7. This suggests that eBay-
enabled small business growth across county quintiles is 4.7 times less dispersed, i.e., more balanced, than growth experienced by business establishment
growth rates for the same quintiles.
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To determine the net businesses establishment growth rate for the bottom three county well-being quintiles (Mid-Tier, At Risk, and Distressed), we separated
counties into their corresponding well-being quintiles and then performed the following calculation for all three quintiles combined: [(total number of 2015 business
establishments) - (total number of 2011 business establishments)] / (total number of 2011 business establishments).
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