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EXECUTIva,__”..

America is a place of new stories. A country that still attracts those looking to grow new
ideas and that invites our people to invent a better life for themselves, their families, and
their communities. Everybody has faced challenges during the COVID-19 pandemic, but
the past two years have shown in no uncertain terms that, despite the will of the American
people, systems continue to impact different populations in significantly different ways.
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These are not new problems — but they are grave. Besides serving as a reminder of our country’s failure

to uphold core values, these systemic shortcomings also carry an economic toll. The consequence is an
economic system in which Black households have a median net worth of just $17,000, about one-tenth that
of typical white households', with Latino households facing a similar wealth gap. That means considerably
less personal wealth to draw from, a reality that forces business owners to seek outside funding to cover
startup costs. Somewhat predictably, however, loan requests from Black entrepreneurs are three times less
likely to be approved than those of white entrepreneurs — a difference that persists even after accounting
for credit scores and net worth.?

Research also shows the gender pay gap puts a disproportionate strain on female entrepreneurs, and that
men are still significantly more likely than women to secure funding when pitching an identical business.®#

And despite ideation and entrepreneurial aspirations not being limited to one geographical area, access to
opportunity often is. Venture capital continues to consolidate at high levels — north of 80% — in just three
coastal states: California, Massachusetts, and New York.®

This pervasive inequity has lasting implications not just for historically underserved communities, but for
the broader U.S. economy. Research has shown that higher levels of inequality cut into overall economic
growth and make it likely that growth cycles won't last as long. People at the lower end of the economic
scale — equaling millions of Americans — are under-utilized. Their potential is stifled as they work in an
economy that does not work for them. Left unchecked, our competitive strength is undermined, and the
American dream weakened.
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If we want America to continue to be a force of innovation on the increasingly competitive global stage,
we must unlock the brilliance of our entire nation. An increase in competition abroad, coupled with

rapid technological advancements and a changing economy, affirms the importance of innovation,
entrepreneurship, a dynamic workforce, and reimagined schools. Thriving families and neighborhoods are
essential for the economy of the future. And we need bipartisan approaches that focus on fair and equal
economic growth, ensuring that diverse talent has an open and equal door to opportunity.

As a country, we have yet to create a level playing field for all of our communities.
But we still can.

To do so will require a new, collaborative approach that provides entrepreneurs the opportunity, funding,
knowledge, and support necessary to reduce barriers to entry and spur more startups across the country,
and an approach that provides access for students of all ages to gain the skills they need to succeed.

America’s New Business Plan for 2022 offers a nonpartisan policy road map to create a more inclusive
economy by building a prepared workforce and concentrating on entrepreneur-focused economic
development. The four-part plan focuses on creating new, good jobs and rebuilding an economy that works
for everyone, with practical and achievable ideas that can be implemented starting now.

We achieve this by increasing equitable:

* ESS TO OPPORTUNITY to level the playing field and reduce barriers.

* ESS TO FUNDING that takes a holistic approach, balancing the reality of
debt and equity while encouraging new, innovative capital.

* ESS TO KNOWLEDGE to equip Americans with the real-world skills
necessary to be a successful entrepreneur or employee.

* ESS TO SUPPORT to help more Americans take care of their families and
address financial concerns that limit risk-taking.

The specific policies outlined in this plan are aimed at helping federal, state, and local governments close
gaps based on race, gender, and geography while increasing opportunity for all and growing the economy.

This is America’s New Business Plan - the transformative and collaborative change
we need for a strong future.
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ACCESS TO OPPORTUNITY:
A LEVEL PLAYING FIELD THAT REDUCES BARRIERS

Entrepreneurship is a path to sustainable growth and prosperity, but only for those who can
hurdle its barriers to entry. That path is far more readily available to those who are white,
male, and wealthy. Ensuring the opportunity of entrepreneurship is available to all requires
action to address the underlying and well-documented systemic barriers.

Streamline the Process of Starting a Business
FEDERAL, STATE, LOCAL

Too often, the regulatory requirements of starting a business are unclear for entrepreneurs and can be more
difficult for immigrants navigating cultural and language barriers.® This is especially the case when starting
a brick-and-mortar business. Conflicting information from various local regulatory bodies can cause delays
that are far costlier than just the added time to become compliant. To entrepreneurs, it may mean more time
paying rent on a commercial space with no revenue or income, and it can often be the difference between
a successful enterprise and one that is forced to close its doors far too early. Even seemingly insignificant
fees and forms can add up to have a detrimental effect. Government should support the following solutions:

© Create federal and state monetary incentives for local authorities to reduce barriers to starting
businesses, including reducing paperwork and restrictive fees. Funding could be made available,
for example, to local governments to create and distribute a single resource or website listing all
requirements to start a variety of businesses, with easy-to-understand guides that walk entrepreneurs
through the permitting process.

@ Incentivize coordination across agencies to simplify all federal, state, and local procedures,
forms, licenses, and permits required to start a business.

@ Shift policymaker focus to think in terms of age of a business, not size. Accordingly, the federal
government should measure business performance and outcomes by age cohorts in addition to
size, reporting this data publicly and using it to guide policymaking. Codifying the distinction between
the age and size of a business and providing policy support for new businesses across each stage of the
entrepreneurial journey will better enable everyday Americans to start businesses and, in the process,
employ millions.

AMERICA’'S NEW BUSINESS PLAN S



Evidence

* According to the Peterson Institute for International Economics, in countries that had a more efficient
business formation process (the amount of time it took to start a new business), entrepreneurship was
more likely to increase.”®

Policy in Practice

In response to the COVID-19 pandemic, San Francisco adapted their local rules and regulations
around starting a business.® This includes allowing all applications for storefront use to be
reviewed within 30 days (compared with the months it would previously take), ensuring parallel
cross-department application reviews to speed up the application process, and relaxing zoning
ordinances and regulatory rules. San Francisco is also modernizing zoning restrictions to allow
businesses to open more quickly by making more businesses eligible for streamlined approval in
neighborhood commercial zones.

Create Opportunity with Infrastructure Investment

In 2021, the bipartisan Infrastructure Investment and Jobs Act (I1JA) was signed into law. The
implementation of this law, however, rests on the shoulders of local leaders. To help Il1JA
achieve its potential, local governments must navigate and prioritize across what the federal
government has provided them.

® Resource: Accelerator for America has developed a guide to support local leaders navigating the influx
of federal dollars. [IJA provides an opportunity for state and local government to prioritize firms that are
underrepresented, inclusive of small or medium-sized firms. Research on large corporations indicates
that prioritizing equity when selecting suppliers has a benefit to both the larger entity and the emerging
firms. However, there are a number of factors that need to occur to support minority- and women-
owned firms, such as intermediary capacity to connect underrepresented firms to both public and

private supplier opportunities.'®

To support this coordination and increase participation of underrepresented firms, a local leader could:

© Engage private financing using infrastructure as a platform. Despite the assistance of federal money,
most infrastructure projects will only be successful if they draw on private funding as well. Local leaders
should prioritize securing private funding, identifying a capable project sponsor, and creatively deploying
tax incentives to maximize the impact of projects.

© Build economic opportunity through deployment. Infrastructure projects can be even more
transformational if agreements include training and hiring a diverse workforce and intentionally include
Black-, Brown- and women-led firms to design, build, and maintain projects.
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Improve Connection to the Digital Economy
FEDERAL, STATE, LOCAL

The COVID-19 pandemic exposed that too many Americans are without access to fast, reliable, and
affordable broadband. The Aspen Economic Strategy Group indicates that a high-quality, reliable home
internet service for all Americans would increase labor productivity by an estimated 1.1%." This could
provide our country gains of $160 billion per year. For entrepreneurs and new business owners, broadband
provides a wealth of possibilities, including filling online sales, connecting to the global market, accessing
new investors, and better supporting their employees and customers.

To level the playing field and reduce barriers to entrepreneurship, the federal government should:

© Create and deploy a national broadband plan to ensure all Americans are connected to the internet
with fast, reliable, and affordable service. The plan should build a more competitive broadband
marketplace and address the cost of service by ensuring that the Lifeline subsidy for low-income
households is adequate to support their access.

Supporting Evidence

* Geographic disparities remain when it comes to access to broadband in the United States. A 2020
Federal Communications Commission report stated that 98.5% of Americans in urban areas have
access to fixed terrestrial broadband, but only 77.7% of those in rural areas and 72.3% on tribal lands do."

* Approximately 18% of Black Americans are without home broadband subscriptions.'?

* 51% of households with an annual income below $25,000 do not have home internet service because it
is too expensive.'

* U.S. consumers pay the highest average costs for internet service of any region examined by
New America in its report.'®
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https://docs.fcc.gov/public/attachments/FCC-20-50A1.pdf
https://www.digitalinclusion.org/digital-divide-and-systemic-racism/
https://www.ntia.gov/blog/2019/unplugged-ntia-survey-finds-some-americans-still-avoid-home-internet-use
https://www.newamerica.org/oti/reports/cost-connectivity-2020/global-findings

Accelerate the Workforce and Job-Creating Power of Immigrants
FEDERAL

Foreign-born entrepreneurs and would-be entrepreneurs face obstacles different from those of their
U.S.-born counterparts, including long delays in becoming a legal permanent resident that postpone

new business creation,'® and visa categories that do not allow for entrepreneurship until permanent
residence has been granted'”. Many foreign-born individuals enter the United States in a status that fails to
guarantee they can remain in the United States on a permanent basis. Without the certainty that one can
stay permanently, it is very challenging to formulate a long-term business strategy or attract investment.
More than a million members of the workforce are also living in uncertainty with a status defined under the
Deferred Action for Childhood Arrivals (DACA) policy.'®

Multiple media stories'® have pointed to the “Great Resignation” and the role the limits on legal immigration
have played in labor shortages. These factors led organizations across the political spectrum to begin to
work toward comprehensive immigration reform and pathways to citizenship. In the shorter term, to open
opportunities and remove barriers for foreign-born individuals already in the U.S. in a temporary status, such
as an H-1B visa holder or an international student, and for those who would come in the future, the federal
government should:

© Increase the number of employment-based green cards and eliminate the
per-country limit for high-skilled immigrants to decrease wait times.

© Raise the H-1B visa cap and streamline processing.°

Supporting Evidence

* Immigrants seeking to become a legal permanent
resident wait an average of almost six years to get a
green card, which is twice as long as the wait time
was 30 years ago. Some wait far longer.!

* Foreign students who study in the United States are '/
less likely to stay in the United States as wait times for
becoming a legal permanent resident increase.?? -

* Immigrants are nearly twice as likely as native-born
Americans to start a business.?®

* More than half of all of America's startups valued at
$1 billion or more were started by at least one
immigrant.2*

* Immigrants are playing an increasingly large role as
new business owners. Between 1995 and 2012, the
share of employer firms started by immigrants grew
from about 16% to 25%.%
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https://www.cato.org/publications/policy-analysis/immigration-wait-times-quotas-have-doubled-green-card-backlogs-are-long
https://www.cato.org/publications/policy-analysis/immigration-wait-times-quotas-have-doubled-green-card-backlogs-are-long
https://indicators.kauffman.org/wp-content/uploads/sites/2/2020/05/2019_Early-Stage-Entrepreneurship-National-and-State-Report_final.pdf
https://nfap.com/wp-content/uploads/2018/10/2018-BILLION-DOLLAR-STARTUPS.NFAP-Policy-Brief.2018.pdf

Unlock Entrepreneurial Activity by Reforming Noncompete Agreements
FEDERAL, STATE

The free movement in and out of jobs is essential for a dynamic, entrepreneur-driven economy. Yet many
states enforce employer noncompete agreements that lock employees into their current jobs and hamper
new business creation.?® About 14% of workers without a college degree and 13% of workers earning less
than $40,000 annually are subject to noncompete agreements.?” Although these workers are half as likely
to possess trade secrets compared with their higher-earning peers, noncompete agreements can deter
these individuals from starting a business in their area of experience. To curb the negative impacts of
noncompete agreements on entrepreneurship, policymakers should:

© Restrict the use of noncompete agreements through outright bans or by shortening the maximum
duration of these contracts and narrowing the scope of industries and jobs for which noncompete
agreements may be used. This is important because more capitalized firms are able to navigate these
laws through lawyers and consultants while undercapitalized firms cannot, creating an even greater
imbalance in power.

© Improve transparency by requiring employers to disclose their intent to use a noncompete agreement in
job postings and offers.

Evidence

* Greater enforceability of noncompete agreements has been found to reduce new business creation by
as much as 18%,2® with disproportionate effects on women.?®

* Research indicates that noncompete agreements act as a brake on entrepreneurial entry, although this
effect is limited to intra-industry spinoffs in which employees of one company leave to found a new firm, a
rival in the same industry.*°

Policy in Practice

Several states took action in 2019 to reform and restrict noncompete agreements, including the
state of Washington. Policymakers in Washington banned any noncompete agreement lasting
longer than 18 months and made such agreements unenforceable for employees making a salary
less than $100,000 per year.®! Washington also increased transparency by requiring employers to
give potential employees notice of noncompete agreements prior to their employment start date.®?
Policymakers in Maine and Oregon took similar steps to improve transparency.®3,** These policy
steps are still recent and are being monitored to observe the long-term impact.
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Rein in Occupational Licensing
FEDERAL, STATE

Occupational licensing create barriers to workers entering certain fields, and to prospective entrepreneurs
creating businesses that can compete with incumbent firms benefiting from licensing protection.
Policymakers should:

© Commission an impact assessment on current licensing and identify where current forms of
regulation can become less onerous, especially in industries where public health is not seriously
threatened.

© Streamline remaining licensing requirements. States can develop regional or interstate compacts
to ensure occupational licenses are transferable to or recognized by neighboring states. Federal
preemption would accomplish a similar purpose.

© Reduce blanket bans?® and “good character”® clauses in remaining licensing requirements, which
erect barriers to entrepreneurship for returning citizens (individuals who were formerly incarcerated). 37:#

Policy in Practice

Several states, including Florida, Mississippi, Missouri, and Ohio, enacted occupational licensing
reform in 2020. Florida reduced barriers to occupational licensing through reciprocity, eliminated
repetitive business licenses and fees, and reduced licensure education requirements, such

as dropping the required training for a barber from 1,200 to 900 hours, removing registration
requirements for hair braiding, and preventing license suspension due to unpaid student loans.?9,4°
Missouri also expanded reciprocity by allowing professional licenses in other states to remain valid
in Missouri in fields such as nursing, teaching, and cosmetology for those who are in good standing
with the jurisdiction from which the license was issued.*' The reforms in Mississippi and Ohio
reduced licensing barriers for military families.*> However, recent analysis shows that further efforts
are still needed to create opportunities for returning citizens.*?

dence

* Since the 1960s, the number of jobs that require an occupational license has increased from about
5% to 25%.4

* Research suggests that stricter occupational licensing requirements lead to higher recidivism rates,
increasing recidivism by more than 9% in strict states and decreasing it by as much as 2.5% in more
lenient ones.*®
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Reduce Debt-Imposed Barriers to Entry
STATE, LOCAL

In some states and cities, entrepreneurs are required to prove they do not owe debts to the government
prior to starting a business. For some, this can make something as insignificant as a minor traffic ticket

or parking violation an unnecessary hurdle to starting a business. Other places impose excessive fines
and fees that trap residents in cycles of debt. A 2015 Department of Justice report,*® released in the
aftermath of the killing of Michael Brown, revealed that Ferguson, Missouri, city officials raised revenue by
aggressively fining residents for things as insignificant as high grass or weeds in a yard. When residents
cannot pay, they are assessed late fees that quickly pile up and create artificial debt-imposed barriers

to not only starting a business, but to economic self-sufficiency. A 2017 study by the U.S. Commission
on Civil Rights*” found that these practices are widespread across U.S. municipalities and that they
disproportionately target and impact the poor and communities of color. Policymakers should:

© Reduce debt-imposed barriers to entry, or “debt traps,” that prevent prospective entrepreneurs from
obtaining or renewing a business license because of unpaid fines or fees unrelated to the business.

© Assess and eliminate the prevalence of the use of unreasonable and excessively punitive
fines and fees in low- and moderate-income areas, which trap would-be entrepreneurs in those
communities into cycles of debt.

Evidence

* People of color have lower average household income and are more likely to have debt in collections
or in default or be delinquent on debt payments than white Americans are.*® Moreover, research by
the National League of Cities, based on a review of Census data from 20,000 cities, found a positive
correlation between cities’ Black and Latino populations and cities’ reliance on fines and fees.*®

* It can be difficult for prospective entrepreneurs to figure out whether they have outstanding debit,

thereby compounding the cycle. One study found that none of eight states examined had a central state

repository where information on the total amount of legal financial obligations (such as fines, fees, and
costs in civil and criminal cases) owed could be found.°
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ACCESS TO FUNDING:
A HOLISTIC, ACCESSIBLE, AND INNOVATIVE
APPROACH TO CAPITAL

Capital remains among the most impactful ways to strengthen access to entrepreneurship.
Today, at least 83% of entrepreneurs do not access bank loans or venture capital when
launching a business. The ongoing impact of past discriminatory policies, such as redlining,
must be countered and new investments made to ensure we are supporting entrepreneurs
of color as well as women and rural Americans who have less access to funding in the
private market. When business owners do not have access to personal funds or quality
capital, they are less able to take the risks necessary to grow their businesses, artificially
stifling the marketplace.

® Resource: The Kauffman Foundation's Capital Access Lab is a national pilot initiative that aims to find,
promote, and scale innovative investment managers, providing new kinds of capital to underserved
entrepreneurs and communities. It is informed by findings outlined in the 2021 report “Access to Capital
for Entrepreneurs: Removing Barriers.”

Level the Economic Playing Field for Future Entrepreneurs
FEDERAL, STATE

Black and Latino families have much lower median wealth than their white counterparts.® The wealth
disparities are stark. In 2019, the median net wealth of a typical white family in the U.S. was about
$171,000, compared with $17,000 for Black families, according to Brookings.5? This wealth gap is
especially pernicious given the fact that the personal or family savings of the entrepreneur is the top source
of capital used by businesses at startup.®®

One idea to counteract these gaps and generate wealth that could be put to productive uses is “baby bonds.”
Under a baby bonds policy, the federal government would create investment accounts for infants, with larger
seed grants for families with lower household wealth, and smaller grants for those with more wealth.>*%°
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The value of the bond would increase over time through additional contributions and the returns generated
by the investment. The recipient would not be eligible to access it until they reach adulthood. Once fully
matured, funds could be used for activities that promote productivity or socioeconomic mobility, such as an
investment in education or training or the initial capital to start a business. To address unacceptable racial
wealth gaps and put all Americans on a stronger path to entrepreneurship, policymakers should:

© Create a baby bonds program with automatic enroliment at birth and program-provided
funds structured progressively — both the seed grant at birth and the annual deposits made by the
government.

Supporting Evidence

* Child development accounts, or child savings accounts, have been linked to improved social and
emotional well-being in children, heightened educational expectations, improved early academic
achievement, better college outcomes, and a greater return on a postsecondary degree.®®

* A 2018 study of a hypothetical baby bonds program found that while racial wealth differences would still
exist, implementing such a program would reduce the median Black-white wealth gap from a factor of
15.9 to 1.4.%"

Policy in Practice

On July 1, 2021, Connecticut
became the first state to implement
a state-level baby bonds program.
This investment will provide

each child born under the state’s
Medicaid program after July 1,
2021, a fund of $3,200, which
they can access once they come
of age.?® This investment can be
used for further education, starting
a business, or buying a first home.
The investment remains available
to the individual from age 18 to 30.
Although this state policy is too
new to evaluate, the expectation of
the policymakers is that it will be an
important lever to close the racial
wealth gap.
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Make a National Commitment to Expanding Access to Capital for All

Entrepreneurs
FEDERAL, STATE

Too many Americans have been denied the opportunity to turn their ideas into businesses because they
lacked the funding required to do so. Between 90% and 95% of entrepreneurs who hire employees require
some amount of financing to start their business, making capital a critical requirement for new business
creation.®® However, many government programs meant to provide capital to entrepreneurs are biased in
favor of established businesses instead of newer businesses.

To address the significant and persistent gaps in access to capital, the Biden administration has prioritized
a coordinated initiative across the federal government to close such gaps for entrepreneurs everywhere by
2030. In doing so, the policymakers should:

© Request that Congress make permanent the State Small Business Credit Initiative (SSBCI) and
heighten the monitoring of its effectiveness in serving demographically and geographically diverse
entrepreneurs. Doing so will expand capital access through patient capital, innovative investment models
and technologies, financing guarantees, user-centered service design, community banking, and other means.

© Request that the Federal Deposit Insurance Corporation (FDIC), Federal Reserve Board, and
Office of the Comptroller of the Currency modernize the Community Reinvestment Act (CRA)
through an equitable lens. Modernization of the CRA should prioritize making sure the signature
legislation benefits the underserved communities and entrepreneurs it was intended to support.®®
The CRA's weighting system must support more small business lending in disinvested communities
— revisiting the idea that all Small Business Administration loans should count toward CRA credit —
while simultaneously rethinking geographic-based ties in response to the emergence of the financial
technology sector and bank consolidation.

© Incentivize financial innovation that addresses gaps in capital access by spurring the creation of a
new generation of funding models that serve all types of new businesses, especially those currently
underserved by the capital marketplace. Many government funding sources and incentives are limited
to small business lending and venture capital funding; other flexible financing mechanisms, such as
revenue-based investing and employee ownership models, are worthy of attention.

© Catalyze tech-based financial innovation that can use technology to reduce bias and barriers for
Black- and Brown-owned businesses. A recent study showed that fintech lenders were responsible for
53.6% of Paycheck Protection Program (PPP) loans to Black-owned businesses, while only accounting
for 17.4% of all PPP loans. In geographic areas where racial discrimination was evaluated as high, fintech
provided better loan access than small community banks.®'
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Invest in Local Financial Institutions
FEDERAL, STATE, LOCAL

As evidenced by the initial distribution of Paycheck Protection Program loans, a variety of factors, such

as bias and lack of preexisting relationships, led to racial disparities.®> Community development financial
institutions (CDFIls) and minority depository institutions (MDIs) are important sources of capital for new and
small businesses, and they have stepped up in recent years to fill the capital gaps further exposed in the
COVID-19 recovery programs. Yet these local financial institutions face issues of capitalization, regulatory
complexity, and organizational capacity.®® To improve access to capital, policymakers should:

© Expand the U.S. Treasury Department’s CDFI Fund’s impact by allowing CDFls to apply for both
technical assistance (TA) and financial assistance (FA) in the same cycle. Currently, non-Native CDFls
have to apply for either an TA or FA award each year. They cannot apply for both even if they have both
programmatic and capacity-building needs.

© Simplify the Capital Magnet Fund (CMF) program to expand access to affordable housing. Currently,
CMF recipients are forced to comply with different sets of rules for different years of awards. In addition,
the program’s reporting complexity artificially limits the number of CDFls that can successfully deploy
these dollars. Additionally:

- Consider adding prioritization or incentives for for-sale affordable housing within the CMF program to
emphasize wealth-building.

> Make the 30% allowance for economic development the default option in the application.

© Provide more funding to Small and/or Emerging CDFI Assistance (SECA) CDFls. Normally, SECAs
have to demonstrate matching funds to receive CDFI Fund grants, similar to the larger “core” CDFls, but
unlike Native CDFls. This is a significant resource drain on smaller and emerging CDFls, which also tend
to be minority-led and/or closest to their communities.

© Encourage the capitalization of local financial institutions by backstopping “equity-like” investment in
CDFls and MDls and strengthening investor tax credits.

© Work with philanthropic organizations to create funding pools that reduce risk and interest of CDFIs’
short-term lending to businesses not eligible for SBA loans.

© Establish community deposit programs or expand existing community deposit programs to facilitate
greater lending to new and small businesses.
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Supporting Evidence

* While only 22% ($1.8 trillion) of bank loans in 2014 came from community banks, these local financial
institutions accounted for more than 50% of all small business loans.?*

* Analysis of early lending through the Paycheck Protection Program (PPP) found that more PPP loans
were made in states where small, local banks have a bigger share of the market.®®

* From 1994 to 2019, the CDFI Fund awarded nearly $3.6 billion to CDFls. With an annual budget of
$250 million in 2019, the CDFI Fund helped spur the financing of more than 19,000 businesses in
underserved areas that lacked access to traditional lending.®®

Policy in Practice

AltCap is a community development financial institution (CDFI) that invests in underestimated
communities throughout the Kansas City metro area. AltCap deploys capital through innovative
financing products, targeted small business and economic development programming, and
partnerships that help build an inclusive ecosystem of entrepreneurship. Since 2016, AltCap has
made more than $9 million in microloans to disadvantaged businesses, including those owned by
women or minorities, with an average loan size of $27,000.

Understanding the market need, in 2020 Kauffman Foundation provided an initial, catalytic
investment to AltCap for the establishment of the Kansas City COVID-19 Relief and Recovery
Loan Fund. AltCap in turn made more than 150 microloans in eight months and maintained a 0%
default rate on the portfolio.®” We believe these results prove not only the effectiveness of CDFls
and their relationships with the community, but also prove that investing in entrepreneurs from
underrepresented populations is less risky than perceived.
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Develop Non-Debt Entrepreneurial Capital Catalyst Grants
STATE, LOCAL

With bank loans and venture capital unavailable to so many entrepreneurs, states and communities should
develop innovative funding streams to promote entrepreneurship and help support new businesses in their
jurisdictions.®® Capital should help entrepreneurs at different stages of starting a business, from having

a new idea to opening doors to serving customers. There are a number of innovative models that could

be scaled across America. States and localities should create competitive Entrepreneurial Capital
Catalyst Grants to:

© Create “evergreen” community investment funds that support new businesses as they move through
the early stages of proof-of-concept and product development. States and localities can look to successful
models such as MassVentures in Massachusetts and JumpStart Evergreen Fund in northeast Ohio.

© Build collaborative investment funds that engage established businesses to work with emerging
businesses for joint product development and supplier relationships. States and localities can gain
lessons from the experiences of Cintrifuse and Renaissance Venture Capital, operating in Cincinnati and
Michigan, respectively.

© Support investment funds that spur the growth of new financial intermediaries — entrepreneurs
creating capital to invest in other entrepreneurs — particularly those with innovative models such as
revenue-based investing and profit-sharing. States and localities can leverage domestic learnings from
individual funds, such as Lighter Capital and the New Hampshire Community Loan Fund, and can
borrow international lessons from “fund of fund” models, such as Yozma Group, IDB Lab, and Capria, on
seeding and growing new investment categories.

Policy in Practice

JumpStart Evergreen Fund is a nonprofit seed fund operated by JumpStart, a venture development
organization created in 2003 with support from Ohio’s Third Frontier program and civic and
philanthropic leaders. JumpStart Evergreen Fund invests in technology businesses in the 21 counties
of northeast Ohio. The financial returns from the fund are “recycled” to make more investments in
additional companies.®® JumpStart's Evergreen Fund and its other investment funds together have:

) Invested more than $61 million in 125 businesses, with 44% going to firms led by women and
people of color.

) Provided critical services beyond capital, including connections to the right people, operational
assistance, and other sources of capital as a company grows.
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Policy in Practice

The Capital Access Lab is a national pilot initiative that aims to find, promote, and scale
innovative investment managers, providing new kinds of capital to underserved entrepreneurs and
communities in the United States. For this pilot, the Kauffman Foundation worked in conjunction
with ImpactAssets to create a new vehicle for foundations and donors to aggregate and deploy
charitable funding.

The Foundation worked with experts to develop term sheets and tools to enable more of this activity
outside of the pilot. The results from our efforts only continue to underscore the systemic inequity
faced by business owners and entrepreneurs of color and those who are women. With proper capital,
managed and distributed by people who look and live like them, entrepreneurs have a higher chance
for success when they have access to institutions that understand their needs most intimately.

© Kauffman’s investment of $3 million into six funds has catalyzed other investments, totaling
$177 million that has been raised by the funds.

9 The funds have to date deployed more than $25 million in funding to entrepreneurs across 40
companies.

© Across all six Capital Access Lab funds, 40 founders from diverse backgrounds received
investment; including 97% underrepresented founders, 86% founders of color, 61% female
founders, and 75% founders in cities outside major venture capital hubs such as New York City,
Boston, and California.”

18
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Promote Online Tools to Drive Equitable Alternative Funding Opportunities
FEDERAL, STATE

While venture capital is highly concentrated, crowdfunding and other online tools have the potential to drive
innovative funding sources to entrepreneurs throughout the American heartland. To spur more online
financing activity, policymakers should:

© Create tax incentives for investors purchasing securities offered by new businesses through
qualifying crowdfunding channels, with guardrails in place to ensure geographic/regional diversity in
recipients.

® Improve regulatory flexibility and reduce compliance burdens in crowdfunding.

© Collect demographic information on the U.S. Securities and Exchange Commission’s Form C
about the entrepreneurs whose businesses are seeking to raise capital via Regulation Crowdfunding,
and report the data disaggregated by race and gender.

g Evidence
* Early evidence from the U.S. securities crowdfunding market indicates that crowdfunding is a promising

new way for high-quality, early-stage companies to find funding.”

* Between May 2016 and December 2018, the median Regulation Crowdfunding offering amount was
$107,367."

Protect Entrepreneurs Through Truth-in-Lending Laws
FEDERAL, STATE

The federal Truth in Lending Act (TILA) does not provide enough protection to all borrowers. While
individual consumers are protected by TILA's disclosure requirements for loan costs and terms, these do
not generally apply to small business owners or entrepreneurs obtaining credit for commercial purposes.
This leaves commercial borrowers at risk. Given that Black and Latino entrepreneurs are far less likely

to secure funding through traditional capital markets,”? they are particularly vulnerable to deceptive or
predatory lending practices and credit products. In fact, businesses owned by people of color are more
likely to seek out alternative financing providers, such as merchant cash advances, than are white-owned
firms.” To ensure entrepreneurs and small business owners are adequately protected and able to
make fully informed decisions, policymakers should:

© Direct the Consumer Financial Protection Bureau to study the impact of TILA and related policy
and publicly release the findings.

1g Evidence
* Analysis of small business loan applications found some alternative lenders charging APRs of 90% or

higher, with one study finding Black business owners were charged an average APR of 1289%.7

* A survey indicated that a majority of small business owners’ believe predatory lending is a problem and
support stiffer regulations for alternative lenders.
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ACCESS TO KNOWLEDGE:
REAL WORLD EXPERIENCE FOR THE WORKFORCE
AND TO START A BUSINESS

The fast-paced advancement of technology and the globalization of our businesses and
economy require that our workforce and our future generations are well prepared to make
or take a career. To have a prepared workforce and support entrepreneurs, we need to
expand our education systems to include real-world learning experiences and hold systems
and institutions accountable, preparing the next generation to be problem solvers and
creators of change.

Corporations and education systems need to work together to develop the pathways that make these experiences
easier to find and inclusive of all students regardless of race, gender or geography. Finally, communities need
to work at every level to democratize access to the connections and networks that build social capital.

Develop Inclusive Entrepreneur Support Mechanisms
FEDERAL, STATE

Entrepreneurs value support from skilled professionals through avenues such as strong networks,
cooperative platforms, co-working hubs, and high-quality incubators and accelerators.”® Government
should support the growth and development of those methods and others to connect entrepreneurs with
helpful people and tools. Policymakers should:

© Incentivize local mentor resource partners — both nonprofit and governmental - in funding
packages intended to increase the number of underrepresented entrepreneurs.””
Supporting Evidence

* Individuals with a mentor are five times more likely to say they are planning to start a business than those
who do not have a mentor.”®

* Business owners who have more hours of mentorship report more revenue and employment growth than
business owners with fewer hours.”

* The introduction of accelerators to a region has a significant impact on the number of early-stage deals for
new businesses, and these deals are driven primarily by the emergence of local, new venture capital firms.8°
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Prepare Students with an Entrepreneurial Mindset
FEDERAL, STATE, LOCAL

To ensure that a strong current of entrepreneurial talent is continuously emerging in the United States,
policies must equitably grow the next generation of business owners and develop employees with essential
employable skills and entrepreneurial capabilities. To do this, policymakers should:

© Incentivize state-level departments of education to provide districts flexibility in funding, credit,
and curriculum to allow students to obtain real-world learning experiences (also called work-
based learning) and industry-recognized credentials. These credentials are assets that are immediately
market-valued, created through client- and community-based projects, entrepreneurial experiences, and
internships.

© Ensure all students complete high school having acquired basic financial literacy skills through
direct experiences relevant to life and work. Policymakers should consider making technical
assistance available to make this feasible.

© Examine how state agencies can better collaborate to allow for alternative teacher certification
pathways, career pathway specialists, and aligned workforce and education efforts. This can
provide students with access to professionals in their area of interest. Additionally, explore teacher
residency models as a pathway to bring real-world expertise into certified positions.

© Expand apprenticeship models that lead to growth in the number of underrepresented students
in high-growth, living-wage careers.

® Monitor, evolve, and expand postsecondary criteria for federal grant and scholarship programs
that have been adjusted to support four-year, two-year, and qualified credentialing acquisition for
students.

® Invest in connecting early education, K-12, and workforce data to evaluate state-level student
outcomes. Currently, these data systems do not talk to each other, making it difficult to assess where
students go after high school, especially if they do not attend a public higher education institution.

- This holistic understanding of student results can drive further investment and support toward
educational interventions that create more pathways toward good or prosperous jobs.

- This can also guide states in connecting students to high-growth career pathways in their unique
economies.

y/idence

* Research has shown that with appropriate course content, entrepreneurial education and training in
kindergarten through college is linked to positive business outcomes.®'

* A meta-analysis found a significant relationship between entrepreneurship education and training and
corresponding entrepreneurship outcomes.8?
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Foster a Prepared Workforce Equipped with Entrepreneurial Skills
FEDERAL, STATE

In our country, 44% of workers are employed at low-wage jobs. A recent analysis of these workers found
that skill development, career guidance, or informative feedback was lacking at their places of work.2®* While
low-wage workers flounder, employers continue to ring the alarm that middle-skill jobs are going unfilled.

While skills-based hiring has been elevated by large corporations, industries such as information
technology still have a range of companies that require a bachelor’s degree for jobs that can be filled by a
credential holder or skilled worker.2* College degrees have become a proxy for “soft skills” (or “essential
skills”), which are highly desirable to employers. But these key competencies, such as collaboration, critical
thinking, and proactivity, can be embedded into workforce and workplace training.®®

In a 2018 report, the Bureau of Labor Statistics stated that in 2016 there were 9.6 million self-employed
workers. It projects that number will climb to 10.3 million by 2026. This is a slightly faster growth rate than
the projected rate for all workers.®® This trend is important, because almost half of American entrepreneurs
have less than a bachelor’s degree.?”

As these entrepreneurs come from a range of work and educational experiences — including workforce
training programs — connecting entrepreneurial skills curriculum will expand the development of competitive
and necessary skills. Connecting industry credentials and entrepreneurial skills will better position
Americans for long-term success, whether as employees, the self-employed or employers. State and
federal policymakers should:

© Prioritize entrepreneurial skill-building, real-world experiences, access to networks, and new
business creation as key components of workforce training programs and K-12 accountability systems.

© Significantly expand the number of entrepreneur support organizations that are eligible to
receive funding for workforce development.

© Empower the 3,000 CareerOneStop centers to be user-friendly outlets for information about
entrepreneurship and to provide support for more Americans wishing to start their own businesses.

@ Include entrepreneurship and applicable information and tools in workforce training programs to
help tens of thousands of young Americans start their own businesses.

© Reauthorize the National Apprenticeship Act to expand apprenticeship programs in high-growth
fields and occupations.®®

® Launch an innovation arm of the U.S. Department of Labor.
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Policy in Practice

Traditional “scholarship” programs — both public and private — need to shift from valuing only
college completion to allow for focus on achieving success in the workplace. Financial investment
in a variety of educational and occupational pathways after high school will catalyze careers and
earnings for larger numbers of citizens.

One program, KC Scholars, is beginning to do that at scale. Launched five years ago with support
from the Kauffman Foundation and many others, KC Scholars set out to engage students and adult
learners in developing pathways to success. The program has awarded more than 700 scholarships
each year to low-income and predominately first-generation scholars. More importantly, the
coaching and support provided through the program has established persistence-to-completion
rates over 30% higher than national averages. The higher education institutions in Kansas and
Missouri supported the creation of the program and have made additional investments following its
early success. KC Scholars is already yielding benefits to the metropolitan area’s workforce, with
early third-party evaluations pointing to a more diverse and prepared workforce in the region.

uwt
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ACCESS TO SUPPORT:
THE ABILITY FOR ALL TO TAKE RISKS

Becoming an entrepreneur can mean leaving behind the stability of a traditional job and
steady income, or starting from scratch through gig work or while being unemployed - a
daunting proposition for anyone, but especially for the many Americans living paycheck to
paycheck or with little savings.

Having access to a safety net makes risk-taking far more viable. Policymakers can ensure the next
generation of entrepreneurs is not locked out of opportunities to improve their economic situations by
helping all Americans build stable, mobile, and — eventually — prosperous financial futures.

Increase Access to Caregiving
FEDERAL

For entrepreneurs and those thinking about starting a business, the responsibility of caring for a child or
other family member can be a serious hindrance to launching a business and putting in the hours necessary
to make it a success. This has been exacerbated by the COVID-19 pandemic, which has forced parents
and other caregivers to juggle working from home and caregiving simultaneously.

When it comes to affordable child care, existing federal tax credits are designed to help working families, and
thus their requirements are based on earned income. This limits the ability of entrepreneurs — many of whom
forgo income in the startup phase — to claim these credits. To reduce these barriers, policymakers should:

@ Allow entrepreneurs who are not yet earning an income but who are actively working to start or
grow a new business to be eligible for the Child and Dependent Care Tax Credit by substituting
earned business revenue for the required earned personal income.®®

© Expand child care programs in the most underserved communities through increased funding for
the Child Care and Development Block Grant and Head Start programs.

© Form a commission to recommend a national caregiving policy that ensures affordable and
equitable access to caregiving support, recognizing that many caregivers are entrepreneurs
themselves, operating in-home day care or other small businesses. A national caregiving policy should
work for both consumers and providers.
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Supporting Evidence

* Of those who have considered starting a business but did not, or “pre-entrepreneurship leavers,” 22%
report family considerations such as child care or aging parent care as a reason for not starting a
business. This was especially pronounced among married “leavers” (25%), those with children under age
18 (84%), and mothers (87%).9°°"

* 62% of former entrepreneurs said their business suffered because of additional child care
responsibilities they had to take on after the onset of the COVID-19 pandemic.®?

* According to a 2017 Small Business Majority poll, child care was a barrier for starting a business for
36% of entrepreneurs.®®

* Women-owned businesses are hit hardest by lack of child care. In fact, nearly half of mothers who
are very interested in starting a business but ultimately have not report that family and caregiving
responsibilities are a primary reason.**

® Resource: The Kauffman Foundation report “Economic Engagement of Mothers: Entrepreneurship,
Employment, and the Motherhood Wage Penalty” highlights the financial barriers mothers, especially
mothers of color, face as entrepreneurs. Child care expenses can be crippling to a new business: The
cost for two children in care exceeds mortgage costs among homeowners in 40 states and Washington,
D.C. This has been exacerbated by the COVID-19 pandemic, which has disproportionately impacted
mothers. Mothers ages 24 to 39 were nearly three times more likely than fathers of the same age to
report being unable to work during the COVID-19 pandemic because of a school or child care closure.
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Provide Health Care Options for Early-Stage Entrepreneurs
FEDERAL, STATE

The need for health insurance can prevent entrepreneurial risk-taking, contributing to “job lock,” a situation
in which employees stay at their current jobs because leaving would result in the loss of benefits they value.
To reduce the effects of job lock, policymakers should:

© Facilitate the development of a system of portable benefits that follow workers as they move across
jobs or out of the workforce to start a business.*®

© Provide tax incentives to new businesses to offset health care costs.

/idence

* Among those who have seriously considered entrepreneurship but ultimately decided against starting a
business, 20% cited the need for health care coverage as a reason.®®

* A 2010 study found that increased tax deductions for health insurance for self-employed workers
increased the likelihood of new business creation.?’

* Research found that prior to the passage of the Affordable Care Act (ACA), self-employed workers
were twice as likely to be uninsured, and workers who had employer health insurance were 2.5 to 3.9
percentage points less likely to create a new business.®®

* Research shows the ACA has led to a 3% to 4% increase in self-employment.®®

Provide Entrepreneurs Relief from Student Loan Debt
FEDERAL, STATE

The current student debt in the United States totals $1.747 trillion. The average borrower owes $37,113,
and there are 43.4 million people who have federal student loan debt.'°® What's more, as student loan
debt has increased, so too has the amount of time it takes for individuals to pay off their loans. A growing
body of research has begun to point to student loan debt as a contributing factor to depressed rates of
entrepreneurship, especially among younger generations.'® To avoid a lost generation of entrepreneurial
talent, policymakers can address the burden of student loans. Policymakers should:

© Forgive student loan debt.

© Provide entrepreneurs who maintain residence in the state an exclusion from state income tax
equal to the amount of student loan payments made in a year up to a capped amount.

© Allow entrepreneurs to deduct a portion of student loan payments made in a year against business
income.
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* A survey of 800 individuals between the ages of 18 and 34 found that among those with student debt
who currently own or have plans to own a business, nearly half reported that their student loan payments
affected their ability to start a business.

* It also found that approximately four in 10 young adults believe that student loan debt has already
impacted or would impact their ability to invest in an organization or hire new employees, suggesting that
they think beyond whether to start a business and consider the additional decisions they may face in the
future if they were to start a business, such as hiring.

* Black students must overcome larger student loan debt and are five times more likely to default on their

student loans compared with their white peers.

* One-third of Black borrowers use income-driven repayment to pay down their student loans.

* Millennials still paying off student loans who own or have plans to own a business say their student loan
payments have impacted their ability to start a business. 43% say student debt affects their ability to
invest in their business or hire new employees.

* 489% of young people who own or are interested in owning a business cite student loans as one of the
main barriers to becoming an entrepreneur. Research shows that higher student loan debt corresponds
with lower rates of adult entrepreneurship.

102,103,104,105,106,107

Enable Entrepreneurs to Save for Retirement
FEDERAL

Aspiring entrepreneurs may not take the risk of starting their own businesses because their current jobs
help them save for retirement. To ensure potential entrepreneurs are not further inhibited from starting
their own businesses because of worries over a lack of retirement savings, federal law should:

© Permit entrepreneurs to make “reach-back” contributions to their retirement accounts for a
limited number of years, and to have the tax deferral apply to the current tax year in which those
payments are made. This policy recognizes that entrepreneurs often do not have income in the early
years of a new business to put toward retirement, and it gives those who are willing to take the risk of
starting a business the ability to catch up on their retirement contributions and save for the future when
they are more likely to have the means to do so.

lence

* Three-quarters of millennials who own, plan to own, or would like to own a business listed the lack of an

employer-sponsored retirement plan as a barrier to entrepreneurship.'*®

* A survey also showed that 349% of business owners lack retirement plans.'®®
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