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Historical Landscape for Women and Diverse Entrepreneurs

As key drivers of innovation and productivity, entrepreneurs are fundamental to
the prosperity and growth of the U.S. economy. Robust entrepreneurial activity and
small business ownership provide the basis for economic prosperity and are critical
to the long-term vitality and success of our country.'

In recent years, diverse and female business owners have risen as essential players
in the U.S. entrepreneurial landscape, accounting for a sizeable portion of the econ-
omy and driving job creation. By 2015, diverse-owned companies had grown to
approximately 8 million, a 38% jump from 2007, employing more than 8.7 million
people and generating roughly $1.4 trillion in annual gross revenues.? By 2019,
there were more than 13 million businesses owned by women, employing approxi-
mately 9.4 million people and generating $1.9 trillion in revenue.?

As the face of entrepreneurship grows beyond the traditionally non-diverse, male
portrait, the map of entrepreneurship has also expanded beyond the conventional
hubs of Silicon Valley and Boston into burgeoning metropolises.* New Jersey’s
largest cities have similarly experienced increased levels of entrepreneurial activity
in recent years, with Newark emerging as a prominent destination for entrepreneurs
and startups, particularly in the technology industry.*

Despite the growing number of female and diverse entrepreneurs, and their influ-
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accessing capital. It will examine the
innovative ways that the industry is
tackling the funding gap—ways that are
not only designed to produce more
equitable results, but generate higher
returns for investors. It will also address
how New Jersey is playing an active role
in collaborating with industry players
to improve access to capital and close
the funding gap.

Closing the funding gap, however,
will ultimately require a commitment to
changing the venture capital (VC) cul-
ture from being reliant on the subjec-
tive, bias-prone pitching process to
adopting a more data-driven approach
to sourcing, evaluating and selecting
investment opportunities.

Obstacles to Capital Access—
The Funding Gap

Access to capital is critical to the suc-
cess of any new business.” Businesses
that start with strong financials are
more likely to succeed, as a strong finan-
cial condition allows entrepreneurs to
take advantage of expansion opportuni-
ties and make critical infrastructure
investments.® Studies show that young
companies supported by accelerators
that received financial and nonfinancial
assistance in the form of mentorship
and technical assistance experienced
approximately 30% more revenue
growth and approximately 50% more
employment growth within two years of
raising capital than those that did not

raise capital.’

Despite the importance of early capi-
talization to the growth and develop-
ment of startups, entrepreneurs from
underrepresented demographic groups
tend to face hurdles in securing base and
early-stage capital. Historically, women
are less likely to receive funding in early-
stage decisions from angel investors and
venture capital firms.”” Based on data
from Pitchbook, in 2017, all-women
founding teams raised 2.2% of total VC
funding (accounting for fewer than 5%
of deals) compared with all-men teams
that raised about 79%."

The disparity is even more glaring for
ethnically-diverse founders. Findings in
a study conducted by Diversity VC and
RateMyInvestor demonstrated that from
2013 to 2017, of the 4,475 investments
made by 135 venture capital firms
reviewed in the study, only 1% and
1.8% were led by Black and Latino
founders, respectively.”” These numbers
have taken even sharper dives during
the COVID pandemic, as, in the face of
uncertainty, investors have remained
close to their networks and put on hold
initiatives promoting diversity and
inclusion.”

Insular Networks of Venture Capital

A closer examination of the culture
within the venture capital industry may
provide clues as to why there is such an
imbalance in access to capital. The ven-
ture capital industry is a notoriously
insulated and non-diverse, all-boys
club.”* Women and people of color have

historically been underrepresented in
the VC ecosystem on both sides of the
aisle, as founders and funders.

Research shows that 92% of the part-
ners in the venture capital industry are
men and most are non-diverse.” Given
that most investors rely on referrals from
their networks, which tend to be people
just like them, female and diverse entre-
preneurs are left with uneven access to
the social and intellectual capital neces-
sary to secure funding.'

Bias in the Pitching Process

Another culprit of the funding gap is
the apparent bias in the VC investment
process. Multiple academic studies have
demonstrated that a strong gender bias
exists in many elements of the pitching
process.”” One study established that
investors prefer pitches presented by
male entrepreneurs compared to pitches
made by female entrepreneurs, even
when the content of the pitch was
exactly the same." There, the participat-
ing investors who were asked to rate pre-
sentations voiced by men and women,
using identical slides and scripts, consis-
tently rated the men higher, with attrac-
tive men being evaluated as the most
persuasive."

Another study examined how bias
factors into the questions that entrepre-
neurs are asked during the pitching
The that
investors tend to pose questions to male

process. research found

entrepreneurs that are of a promotional
nature (i.e. highlighting the upside and
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potential gains) while female entrepre-
neurs received questions of a preventa-
tive nature (i.e. highlighting potential
losses and risk mitigation).” The differ-
ence in questioning appeared to have
substantial funding consequences for
startups with the female entrepreneurs
who fielded mostly prevention ques-
tions raising roughly seven times less
than the entrepreneurs who were asked
mostly promotion questions.*

Diverse entrepreneurs also tend to be
perceived by investors as risky invest-
ments.” In a survey conducted by Mor-
gan Stanley, pitches by diverse entrepre-
neurs were often times unsuccessful to
investors, who were disproportionately
white men, because the investors admit-
ted to being less likely to connect to the
sectors that the diverse entrepreneurs
serve.” Because they were unfamiliar
with the consumer base, they struggled
to see the vision and market need being
met by the entrepreneur’s product.*

If the criteria for evaluating invest-
ment opportunities is largely reliant on
whether investors are familiar with the
consumer or marketplace, then that
puts diverse and women entrepreneurs
at a significant disadvantage. Equally
important, it results in missed opportu-
nities for investors seeking to capitalize
on a broader market.

Mitigation Efforts—Tackling the
Funding Gap in New Jersey

Bridging the access gap will require
innovative measures and a commitment
to adjusting how the industry evaluates
investment opportunities.

Intentional Funding

One approach is to embrace “inten-
tional funding”—investment strategies
that deliberately invest in female- and
diverse-led businesses. New Jersey is tak-
ing promising steps in this direction. By
supporting and working in tandem with
groups striving for a more inclusive VC
ecosystem, the state is partnering with
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organizations that connect investors
with female and diverse entrepreneurs.

In February 2020, the New Jersey Eco-
nomic Development Authority, together
with First Lady Tammy Murphy, joined
forces with Golden Seeds, an angel
investment firm, to launch the New Jer-
sey chapter of the organization.* Gold-
en Seeds is a national angel investor net-
work committed to investing in
female-led startup companies to ensure
that those startups have access to the
capital they need to succeed and remain
competitive.” Founded in 2005 and
headquartered in New York City, Golden
Seeds has over 275 members dedicated
to evaluating, funding and helping com-
panies with at least one woman in an
upper management role with an equity
position.” Through its partnership with
Golden Seeds, NJEDA is embracing the
opportunity to increase capital to
female-led startups.”

Another New Jersey-based initiative
has also adopted the intentional fund-
ing model to enhance investment
opportunities to diverse founders. The
Black and Latino Angel Investment
Fund of New Jersey, launched by the
Center for Urban Entrepreneurship &
Economic Development at Rutgers Busi-
ness School, provides founders of color
with pre-accelerator funding necessary
to grow their ventures.” In addition to
providing seed capital, the fund spon-
sors a capacity-building program to help
technology ventures gain the training
and mentorship necessary to scale up.*

The state has also adopted initiatives
that incentivize investments in diverse
and female-led startups. The Angel Tax
Credit Program, which provides eligible
individuals and entities investing in
qualifying emerging technology compa-
nies with refundable tax credits of up to
20% of their qualified investment, also
provides for an additional 5% bonus for
investments in a business located in a
qualified opportunity zone, low-income
community or a business that is certified

as minority or women-owned by the
state.”® To be eligible for the tax credit,
the emerging technology company
must (i) employ fewer than 225 full-
time employees (75% of whom work in
New Jersey); (ii) do business, employ or
own capital or property in New Jersey;
or (iii) or maintain a New Jersey office.*
The company must also conduct one of
the following activities in the state: (1)
incur qualified research expenses; (2)
conduct pilot-scale manufacturing; or
(3) commercialize one or more of the
following eligible technologies:
advanced computing, advanced materi-
als, biotechnology, electronic devices,
information technology.*

The NJEDA further promotes women
and diverse entrepreneurs through its NJ
Accelerate Program which selected the
Morgan Stanley Multicultural Innovation
Lab as its first “approved accelerator.”*
Created by NJEDA to encourage startups
to establish operations in New Jersey fol-
lowing graduation from approved U.S.
accelerator programs, NJ Accelerate has
committed to providing up to $250,000
per startup in direct loans to match the
funding from any approved U.S. acceler-
ator program, plus up to six months of
rent support to eligible businesses.* To be
eligible, the startup will have had to (i)
successfully graduate from an approved
accelerator program, (ii) set up its opera-
tions in New Jersey within six months
and (iii) maintain 50% of its employees
in New Jersey.* The program also
includes a 5% bonus for startups that are
certified as women and minority-owned
businesses.”

In addition to galvanizing entrepre-
neur participation in accelerator pro-
grams, NJ Accelerate also encourages
accelerators to launch in New Jersey. For
approved accelerators, the program will
match up to $25,000 for each event host-
ed by the accelerator in New ]Jersey,
including “demo days” road shows, in-
person classes, pitch competition and
networking events, and provide an addi-
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Companies serving women and diverse customers represent significant

opportunities for investors. Women and diverse groups are driving market
consumption in undeniable ways—women account for 83% of all U.S.

consumption; African Americans spend $1.2 trillion annually; Latinx consumers’
buying power was projected to reach $1.7 trillion in 2020.

tional 5% bonus for accelerators demon-
strating written policies and practices for
attracting and promoting startups owned
by female or minority entrepreneurs.*

Ditch the Pitch

While intentional funding is advanc-
ing the ball in the right direction,
another approach that is gaining
momentum and likely to accelerate
progress in closing that gap is the “ditch
the pitch” movement. In a recent article
published in the Harvard Business Review,
the authors advocated eliminating the
pitching stage in the VC investment
process in favor of a more data-driven
approach to assessing a startup’s poten-
tial and profitability.*” Underscoring
that the pitching process is prone to bias
that produces gross funding imbalances,
they argued that analyzing a startup’s
sales data was a more reliable predictor
of a venture’s success than the founder’s
ability to deliver a pitch.*

Early-stage sales data delivers non-
biased indicators of customer need,
product fit, marketing skill, sales funnel
and customer relationship manage-
ment, and, ultimately, the founder’s
ability to assemble and manage a team
to deliver results.* If the goal is to pick
the best startups and deliver high
returns for investors, advocates of this
approach urge that the pitch should be
dispensed entirely because it promotes a
selection process that favors male-cen-
tric characteristics. Instead of listening
to pitches, investors that champion the
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pitch-less approach support a more
data-focused selection process.

Some funds gather data in online
applications and select companies based
on specific metrics, relying on algo-
rithms to do the deal sourcing work.”
Another tactic is to outsource the initial
selection to accelerators.” One fund
sourced companies based on recommen-
dations from a partner accelerator which
evaluated companies after observing
their performance over several weeks.*
Following the first evaluation, the top
performers received small initial invest-
ments.* After a longer diligence period
of six to nine months, the companies’
performance were evaluated again with
top performers earning an even larger
investment, with the potential to receive
subsequent rounds based on the compa-
nies’ performance over time.* With this
approach, the fund focused on the actual
performance data from the startups and
ended up with a more gender-balanced
investment portfolio.”

Changing the Landscape

The funding gap is a deep and
entrenched problem in early-stage
investing that requires the use of as
many tools at one’s disposal. While the
state has largely focused its efforts on
encouraging intentional funding, it
should consider ways to promote alter-
native investment strategies that empha-
size a numbers-oriented approach to deal
sourcing and evaluation.

Companies serving women and

diverse customers represent significant
opportunities for investors. Women and
diverse groups are driving market con-
sumption in undeniable ways—women
account for 83% of all U.S. consump-
tion; African Americans spend $1.2 tril-
lion annually; Latinx consumers’ buying
power was projected to reach $1.7 tril-
lion in 2020.* The sizeable buying
power of these groups provides a com-
pelling, numbers-driven case for
embracing creative approaches to incen-
tivizing investments in businesses led by

people of color and women. 62

Endnotes

1. National Association of Women
Business Owners, Access to Capital
for Women-Owned Businesses.
nawbo.org/advocacy/policies-and-
positions/access-capital-women-
owned-businesses.

2. U.S. Small Business Administration,
Office of Advocacy (May 2016),
Survey of Small Business Owners,
Minority-Owned Businesses in the
United States, cdn.advocacy.sba.gov/
wp-content/uploads/2019/06/
10110243/Minority-Owned-
Businesses-in-the-United-States.pdf.

3. American Express (2019), The State
of Women-Owned Businesses Report.

4. Kauffman Foundation, State of
Entrepreneurship 2017, Zero
Barriers: Three Mega Trends Shaping
the Future of Entrepreneurship.

5. Choose: New Jersey, choosenj.com/

NEW JERSEY LAWYER | AUGUST 2021 23



®

new-jerseys-assets/stats-and-
facts/major-cities/

Manson, Jr., Lawrence C. (2020),
Access to Capital, Accelerating the
Growth of Diverse- and Women-
Owned Businesses, The Trillion Dollar
Opportunity [White paper], The
National Association of Investment
Companies, Inc. (NAIC).

Ibid.

Ibid.

Kauffman Foundation (2019),
Access to Capital for Entrepreneurs:
Removing Barriers.

. Ibid.
. Zarya, Valentina (January 2018),

Female Founders Got 2% of Venture
Capital Dollars in 2017, Fortune,
fortune.com/2018/01/31/female-
founders-venture-capital-2017.

. Diversity VC and RateMylInvestor

(2017), Diversity in U.S. Startups,
ratemyinvestor.com/DiversityVCRe

TRADEMARK

& COPYRIGHT SERVICES

Trademark -
Supply word and/or design plus goods and services.

Combined Search - $345

(U.S., State, Expanded Common Law and Internet)
Trademark Office - $185

State Trademark - $185

Expanded Common Law - $185

Designs - $240 per International class
Copyright - $195

Patent Search - $580 (minimum)

INTERNATIONAL SEARCHING
DOCUMENT PREPARATION
(for attorneys only — applications, Section 8 & 15,

Assignments and renewals.)

Research - (SEC - 10K’s, ICC, FCC, COURT
RECORDS, CONGRESS.)

Approved - Our services meet standards set for us
by a D.C. Court of Appeals Committee

Over 100 years total staff experience —
not connected with the Federal Government

Government Liaison Services, Inc.
200 North Glebe Rd., Suite 321
Arlington, VA 22203
Phone: (703)524-8200
Fax: (703) 525-8451
Major Credit Cards Accepted

Toll Free: 1-800-642-6564
WWW.TRADEMARKINFO.COM
Since 1957

24

NEW JERSEY LAWYER | AUGUST 2021

13.

14.

15.

16.
17.

18.

19.
20.

21.
22.

23.
24.
235.

26.
27.

port_Final.pdf.

Mathur, Priyamvada (October
2020), Pitchbook, Quarterly VC
Funding For Female Founders Drops to
Three-Year Low, pitchbook.com/
news/articles/ve-funding-female-
founders-drops-low.

Pitchbook and All Raise (2019), All
In, Women in the VC Ecosystem.
Morgan Stanley (2018), The Growing
Market Investors Are Missing, The
Trillion-Dollar Case for Investing in
Female and Multicultural
Entrepreneurs.

Ibid.

Hassan, K., Varadan, M. &
Zeisberger, C. (January 2020), How
the VC Pitch Process is Failing Female
Entrepreneurs, Harvard Business
Review.

Brooks, A.W., Huang, L., Kearney,
S.W. & Murray EE. (March 2014),
Investors Prefer Entrepreneurial
Ventures Pitched By Attractive Men,
Proceedings of the National Academy
of Sciences of the United States of
America (PNAS).

Ibid.

Kanze, D., Huang, L., Conley, M.A.
& Higgins, E.T. (June 2017), Male
and Female Entrepreneurs Get Asked
Different Questions By VCs — and It
Affects How Much Funding They Get,
Harvard Business Review,
hbr.org/2017/06/male-and-female-
entrepreneurs-get-asked-different-
questions-by-vcs-and-it-affects-how-
much-funding-they-get.

Ibid.

Morgan Stanley (2018), The Growing
Market Investors Are Missing, The
Trillion-Dollar Case for Investing in
Female and Multicultural
Entrepreneurs.

Ibid.

Ibid.

NJEDA-Golden Seeds Partnership,
https://www.njeda.com/goldenseeds/.
Ibid.

Golden Seeds, Angel Investor

28.

29.

30.

31.

32.
33.
34.

35.

36.
37.
38.
39.

40.
41.
42.
43.
44.
45.
46.
47.
48.

Network, https://goldenseeds.com
/angel-network/.

NJEDA-Golden Seeds Partnership,
NJEDA, https://www.njeda.com/
goldenseeds/.

Black and Latino Angel Investment
Fund Receives Grant From US
Economic Officials (Sept. 2020),
njbmagazine.com/njb-news-
now/black-and-latino-angel-
investment-fund-receives-grant-
from-us-economic-officials.
Surden, Esther (June 2020), Black,
Latino Angel Fund Backed By Rutgers
Is Ready to Hear Entrepreneurs’
Pitches, roi-nj.com/2020/06/22/
tech/black-latino-angel-fund-
backed-by-rutgers-is-ready-to-hear-
entrepreneurs-pitches.

Angel Investor Tax Credit Program,
NJEDA, njeda.com/angeltaxcredit.
Ibid.

Ibid.

NJEDA Approves Morgan Stanley
Multicultural Innovation Lab as
First Participant in NJ Accelerate,
NJEDA, https://www.njeda.com/
njeda-approves-morgan-stanley-
multicultural-innovation-lab-as-
first-participant-in-nj-accelerate/.
NJ Accelerate, NJEDA,
njeda.com/njaccelerate.

Ibid.

Ibid.

Ibid.

Hassan, K., Varadan, M. &
Zeisberger, C. (January 2020), How
the VC Pitch Process is Failing Female
Entrepreneurs, Harvard Business
Review.

Ibid.

Ibid.

Ibid.

Ibid.

Ibid.

Ibid.

Ibid.

Ibid.

Morgan Stanley (2019), Beyond the
VC Funding Gap.

NJSBA.COM



