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THE WEALTH GAP AND THE RACIAL DISPARITIES IN THE STARTUP
ECOSYSTEM

Although much attention has been given to structural inequality as it manifests in the criminal justice context, little has been
said about economic inequality as it relates to the startup ecosystem. This Article details how the historic creation of the wealth
gap affects entrepreneurship, highlighting how the wealth gap adversely impacts entrepreneurs of color. Entrepreneurship is
a compelling solution to wealth inequality, but wealth inequality can be an impediment to success in entrepreneurship. This
Article explains how the United States' history of bolstering wealth creation for some, while inhibiting wealth creation for people
of color, matters for understanding the startup ecosystem today. This Article describes how access to traditional and innovative
sources of capital raising perpetuates the racial wealth gap, and this Article makes concrete proposals for addressing these
shortcomings.
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In the United States, racial disparity has manifested a dramatic wealth gap along racial lines. ! For example, for every dollar
that a White household had in 2011, the median Black American household had roughly seven cents. % This wealth gap exists
across the demographics of age, marital status, education, and income. 3 By 2013, the average wealth of White families was

over $500,000 higher than the average wealth of Black American families ($95,000) and of Latino families ($112,000). * In
2016, White families on average had seven times the wealth of Black American families and five times the wealth of Latino

families. > For Black Americans specifically, economists estimate that it would take 228 years to acquire the amount of wealth

that the average White American possesses today. 6 Wealth, often referred to as net worth, means the resources that individuals
or families have at their disposal for emergencies, for investment purposes, to pay for college, or on hand for future use.
Wealth is calculated by taking the total market value of all assets (e.g., financial assets such as bank accounts, stocks, bonds,
retirement accounts, and non-financial assets, such as homes and vehicles) owned by an individual, entity, or community and
then subtracting the debts (e.g., mortgages, loans, credit card debt, and family loans).

In the context of entrepreneurship, wealth is especially important because it impacts entrepreneurship in two ways. First,
entrepreneurs use their own wealth to finance their startup venture. Entrepreneurs draw upon that wealth to *422 capitalize a

business, thereby accumulating more wealth. 7 Second, the amount of wealth possessed by an entrepreneur affects her ability
to access external sources of financial capital. 8 Hence, the racial wealth gap has led to a disparity in entrepreneurship among

White entrepreneurs and entrepreneurs of color. ?

The recent Great Recession highlighted some of the disparity in wealth among the U.S. population. The Great Recession was
spurred by the collapse of Lehman Brothers, runs on mutual funds and other financial institutions that caused credit spreads

to skyrocket and key sources of credit to dry up and burst the $8 trillion housing bubble. 10" The loss of consumer spending
combined with the chaos in the financial markets resulted in massive job loss, decreases in income and wealth, and an increase

in poverty. 1" As a result of the Great Recession, the United States saw the most dramatic employment contraction since the
Great Depression. 12 The crash of the housing market and the decline in the stock market precipitated a decline in overall

family wealth. 13

The Great Recession exacerbated existing disparities because it brought about sharp declines in wealth among families of color,

particularly as compared to their White counterparts. 14 However, the Great Recession did not create the racial wealth gap. 15
Rather, this gap exists because of the multi-centuries-long *423 history of U.S. government-sanctioned promotion of White
American wealth on one end of the spectrum and discrimination against communities of color, particularly Black Americans,

on the other. 16

President Obama took several actions to fix the economic crisis, repair the financial systems, and stabilize the housing market,
which plummeted in the wake of the Recession. Entrepreneurship and job creation were both key parts of the government's

economic recovery strategy. 7 n January 2011, President Obama launched the Startup America Initiative by rolling out a

series of entrepreneurship-focused initiatives. ¥ Ina speech announcing the initiatives, President Obama stated, “Entrepreneurs
embody the promise of America: the idea that if you have a good idea and are willing to work hard and see it through, you
can succeed in this country. And in fulfilling this promise, entrepreneurs also play a critical role in expanding our economy

and creating jobs.” 19

The Obama Administration and its economic advisors subscribed to entrepreneurship theory. 20" This is the idea that
entrepreneurship is a viable means of economic development because it facilitates new businesses, creates jobs, and fosters

innovation by creating new products and services. 'mna speech at the 2016 Global Entrepreneurship Summit at Stanford
University, President Obama acknowledged the importance of entrepreneurship with respect to job creation:

*424 When people can start their own businesses, it helps individuals and families succeed. It can make whole
communities more prosperous and more secure. It offers a positive path for young people seeking the chance to
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make something of themselves, and can empower people who have previously been locked out of the existing
social order--women and minorities, others who aren't part of the “old boys” network--give them a chance to
contribute and to lead.

And entrepreneurship is what gives people like you a chance to fulfill your own dreams and create something

bigger than yourselves. 2

Entrepreneurship theory promotes entreprencurship as a wealth-building strategy. Proponents believe that entrepreneurship--a
form of economic opportunity toward building wealth--can positively affect the disparity in economic well-being and improve

economic development in neighborhoods. 23

This Article critiques entrepreneurship theory as a viable strategy toward wealth accumulation because it fails to take into
account the fundamental role of the wealth gap. While “[e]ntreprencurship holds out the tantalizing promise that low-
income businesspeople could bootstrap themselves into successful enterprises that would contribute new resources to the

economy,” %% the wealth gap, which is the result of government-sanctioned exclusionary policies that caused economic disparity

for people of color, cannot be overcome solely by the promotion of entreprencurship. While laudable steps have been taken to
support entrepreneurship and democratize the entrepreneurial ecosystem through the implementation of crowdfunding, isolated

regulation such as the Jumpstart Our Business Startups (“JOBS”) Act and policies such as the Startup America Initiative will

do little to address the widening racial wealth gap, which has grave effects on this country's entrepreneurial ecosystem. 2

The widening racial wealth gap exists because of an unresolved legacy of racism and discrimination, which adversely impacts
entrepreneurs of color. Such entrepreneurs lack access to financial and institutional capital for entrepreneurial ventures and
also lack *425 the intergenerational wealth necessary to scale business ventures. This Article explains how traditional and
innovative sources of capital raising perpetuate the racial wealth gap, and the Article makes concrete proposals for addressing
these shortcomings.

The Article proceeds in four parts. Part I surveys the current entrepreneurial landscape, providing a taxonomy of founders,
companies, and investors. Part II details the origin of the racial wealth gap, which laid the foundation for the disparity in the
current entrepreneurial ecosystem. Part I1I critiques entrepreneurship theory as a strategy to level the playing field and describes
the barriers faced by founders related to capital raising in order to build and grow a venture. Part IV offers recommendations
and suggestions toward creating a regulatory framework that attempts to address structural inequality as it relates to economic
inequity, capital-raising, and entrepreneurship.

I. THE ENTREPRENEURIAL ECOSYSTEM

Entrepreneurship is the foundation for the American dream. %6 For generations, young men and women have started with a great
idea, enthusiasm, and hard work, and have built their ideas into thriving businesses. ?7 The political leadership of both parties

proclaims support for entrepreneurship and the policies that support it. B Ina speech at the 2015 Global Entrepreneurship
Summit in Nairobi, Kenya, President Obama underscored the promise of entrepreneurship:

Entrepreneurship means ownership and self-determination, as opposed to simply being dependent on somebody
else for your livelihood and your future. Entrepreneurship brings down barriers between communities and cultures

and builds bridges that help us take on common challenges together. 2
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*426 Yet, even as we see the value and contribution of entrepreneurs to the economy, 30 the American dream remains out of
reach for many Americans, particularly for entrepreneurs of color, because of the legacy of past unfair treatment that leads to

obstacles to receiving financing and raising investment capital for their business. 3

A. The Face of Entrepreneurship

The entrepreneur is one of the most celebrated and canonized characters in American culture. >* Heralded as real-life
superheroes, entrepreneurs get credit for being change makers. 33 Entrepreneurs are credited with providing jobs, building

wealth, driving economic growth, 3 and spurring innovation. Further, entrepreneurs embody the American values of hard work

and self-determination. 33

An entrepreneur can span from a Steve Jobs-like figure to a New York City corner grocer. 3% An entrepreneur is the individual
behind the small business that pushes the economy forward. 37 put simply, an entrepreneur is a person who %427 starts a

business and is willing to risk loss in order to make money. 38 According to Professor Emeritus Howard Stevenson of Harvard
Business School, entrepreneurship “is a management style focused on the pursuit of opportunity without regard to resources

currently controlled.” 39

Entrepreneurs are typically White, male, and middle class with some college education. 40 They tend to be married with a
working spouse. 41 Investors in early stage businesses tend to also be primarily White and male. 42 Eleven percent of U.S.

households own a business. ** Additionally, in 2005, approximately thirteen percent of people in the United States were in the

process of starting a business. M

Entrepreneurship is a key contributor to the U.S. economy. According to an Educational Policy Brief from the Ewing Marion
Kauffman Foundation, “New businesses account for nearly all net new job[s] create[d] and almost [twenty percent] of gross job

creation .... Companies less than one year old have created an average of 1.5 million jobs per year over the past three decades.” 4

While popular wisdom 46 suggests that a founder of a high-growth venture 41 may be considered a “typical” entrepreneur, data

shows that a typical *428 entrepreneur is a sole proprietorship with zero employees and approximately $100,000 in annual

revenue with little or no opportunity for growth or capability to hire employees. 48

B. Entrepreneurship Among Founders of Color

Rates of entrepreneurship are lower for people of color than for others. 49 Not only are people of color less likely to own startups
than their White counterparts, but, when they do, the average value of their business is significantly lower than the average value

of ventures with White owners. >’ Despite the fact that rates of entrepreneurship are lower, entrepreneurship among people of

color is on the rise.>! Black women are the fastest growing group of female entrepreneurs. 32 The rates of entrepreneurship
are on the rise, but entrepreneurs of color are not having the same financial success at raising money within the entrepreneurial
ecosystem as their White cohort.

Having given context to the face of entrepreneurship and illustrated the differences and disparity between White entrepreneurs
and their counterparts of *429 color in this Part I, the next Part will discuss how the differences are due in large part to structural
barriers--those policies and practices that perpetuate inequality based on race--that continue to reproduce racial disparity that

has manifested in the dramatic racial income and wealth gap. >3
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II. THE ORIGINS OF THE RACIAL WEALTH GAP

The legacy of President Franklin Delano Roosevelt, which includes the passage of landmark social welfare legislation, referred
to as the New Deal, is widely held to be a “social revolution” that “raised the entire nation to a plateau of social well-being

never before experienced in U.S. history.” >* While some, mostly White citizens, in the nation experienced a “plateau of social
well-being never before experienced in history,” others, mostly people of color and immigrants, were experiencing devastating

effects of discriminatory policies and practices that would have profound repercussions for generations. 33 This Part describes
federal policies that created the wealth gap and the sources of wealth, which widen the gap.

A. The Effect of Race-Neutral Federal Policies

The United States has a long and entrenched history of racial inequality and White privilege propped up by the government,

dating back to 1619 when the first African slaves landed in Jamestown, Virginia. %% Since then, over time, government policies
have hindered wealth building for people of color on the one hand, while bolstering wealth building for White Americans on
the other. In the beginning of the twentieth century, starting with the New Deal, continuing through to the years after World
War 11, the federal government developed policies to support wealth building by encouraging homeownership and education
through programs such as Social Security, certain worker protections such as the minimum wage and the establishment of

unions, the Federal Housing Authority, and the G.I. Bill. 37 These seemingly race-neutral programs had a racially exclusionary
effect because the legislation intentionally excluded *430 categories of work where Black people and other people of color

were overrepresented. 38 As described in more detail below, immigrants, Black Americans, and other people of color were
excluded from economic opportunities tied to the social welfare legislation of the New Deal and did not benefit from such

programs until decades after the legislation was enacted. 39

The Social Security Act of 1935 (“Social Security”) enacted during the Great Depression provided unemployment insurance
and old age insurance to certain workers. 60 Under Social Security, covered workers paid into the scheme and were guaranteed

money for retirement, disability, or the death of the family's breadwinner. %1 The insurance program applied to about half the
jobs in the economy at the time it was enacted. Among those left out were farm and domestic workers, positions that were filled

predominantly by people of color and immigrants. 21 general, “[sixty-five] percent of African Americans fell outside the reach

of the new program” and the numbers went up to between seventy and eighty percent in different parts of the South. %3 Historian
Ira Katznelson argues that since a disproportionate number of Black Americans were in these two occupational groups, the

disproportionate impact is evidence of a racial bias as the motive for exclusion. 4 The effective exclusion of Black Americans

and other groups--domestic and farm workers--from receiving Social Security benefits lasted until the 1950s. 63 By that time,
a significant majority of the Black population was, economically speaking, behind their White counterparts.

The New Deal also brought changes to labor law and standards. Under the New Deal, legislation was passed that created
modern unions and established a national minimum wage. The National Labor Relations Act (“NLRA”) was *431 passed in

1935. % The NLRA authorized workers to organize and to engage in collective bargaining. %7 In193 8, Congress passed the Fair
Labor Standards Act (“FLSA”). %8 The FLSA set a national minimum wage and minimum standards for working conditions,

including maximum work hours per week and prohibiting child labor. 69 According to some historians, the Southern Democrats
in Congress supported the legislation as long as the laws did not threaten the existing racial hierarchy commonly known as Jim

Crow.”? Asa result, to preserve the status quo, farmworkers and maids were carved out of the law's protections. ! The carve
out for farmworkers and maids from the new labor standards had the effect of excluding the majority of the Black population
of workers in the South from benefiting from the law's protections. In the same way that Black people were initially restricted
from benefiting from Social Security, Black workers were restricted from benefiting from the new labor laws, therefore White
laborers received the greatest benefit from the landmark legislation.
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The Federal Housing Administration (“FHA”) was created in 1934, after the passage of the National Housing Act, in an effort to
increase homeownership throughout the country. 72 The National Housing Act provided low cost, government-supported home
financing. 3 The loan program provided government-backed financing, * but the program operated under the premise that

loaning money to racial minorities involved excessive risk. & Consequentially, the government policies subsidized segregation,
increasing the movement of the White population away from cities and into suburbs, and containing minorities in declining urban

areas. '® Black Americans were also effectively excluded from this federal affordable housing initiative due to redlining, 7 the
effect of which resulted in concentrated urban poverty. In the *432 FHA's first thirty-years of existence, just two percent of

FHA loans went to families of color. ”® Black Americans generally did not benefit from federal housing programs until 1968

when the Fair Housing Act became law. " The Fair Housing Act prevented future discrimination but did nothing to remedy
the past wrongs. By the time the Fair Housing Act was put into place, people of color had missed out on decades of growth
and opportunity in the housing market.

In 1944, the Servicemen's Readjustment Act, better known as the G.1. Bill, was enacted to help World War II veterans adjust
to civilian life. ® The G.1. Bill is credited with providing low-income veterans with the opportunity for economic mobility, 81
which in turn helped to create and build the nation's middle class. 82 Historians have demonstrated that Black veterans received
significantly less help from the G.I. Bill than their White counterparts. 83 Although not explicitly part of the legislation, many
benefits were intentionally withheld from service members of color. 8 The G.1. Bill was color-blind social legislation, but
the way the program was administered shows a true picture of how color-blind legislation can also be discriminatory. 8 The

legislation was drafted to be administered locally, 8 Which enabled discrimination toward Black veterans. Black veterans were
denied housing and business loans, job-training programs, tuition, as well as admission to Whites-only colleges and *433

universities. Further, many Black veterans avoided applying for government guaranteed mortgages because they felt that the

Veteran's Administration would reject them because of their race. 8 The veterans who benefited from the G.I. Bill went on to
use the bill to acquire farms, start businesses, and buy homes guaranteed by the Veteran's Administration. The descendants of
the excluded veterans did not inherit any wealth that would have accumulated as a result of the G.I. Bill, unlike the descendants
of White veterans who did.

Some historians attribute the exclusion of Black Americans from these successful large-scale national programs that launched
a strong White middleclass to racist and segregationist elements, such as the Southern wing of the Democratic Party in the

United States Congress, who legislated and regulated these policies. 8 The Southern Democrats, who ascribed to Jim Crow,
were a powerful element in Congress. According to Katznelson, they wanted to maintain the racist and segregation social

norms of their constituents. *’ They achieved this by systematically excluding categories of work in which Black people were
overrepresented, placing administration of the programs in the hands of local officials, and preventing Congress from including
anti-discriminatory language in the legislation promoting the programs. Social Security, the National Housing Act, and the G.1I.
Bill were race-neutral federal programs that, in the early part of the twentieth century, effectively helped to create a White

American middle class while hampering wealth creation in Black communities, thus maintaining a Black lower class. 1 These
public policies provided White Americans with a strong social safety net that advanced their economic status, insured them in
old age, and allowed them to get good jobs, send their children to college, build wealth through the equity in their homes, *434

and rise to the ranks of the middle class. Black Americans were categorically left behind and left out from benefitting from the
social welfare programs that were available to White Americans because they were prohibited either explicitly or effectively
from participating in these programs. In addition, under the Jim Crow system, Black people were restricted from accessing
capital, training, technology, and travel, all of which greatly hindered the ability for Black people to participate in the economic

expansion of the early twentieth century. %2

Not limited to the past, in the post-civil rights era, discrimination in lending and congressional sanction of the practices of

redlining, 93 housing projects, 94 contract buying, 93 blockbusting, % predatory lending, 97 and racial covenants’® in low-
income, urban minority communities is instructive here, as that history lays the foundation for an understanding of the continued
wealth disparity in this country. While government-sanctioned discrimination is no longer legal, historically those structural
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barriers--policies and practices that perpetuate racial inequality--continue to reproduce racial disparity that has limited economic

opportunity and prevented so many families of color from building wealth and owning a home. %

Evidence shows that discrimination in mortgage lending is still occurring. Black families are twice as likely to be denied a
home loan as compared to their White counterparts. 100" Ccommunities of color were hit hardest by the housing *435 crisis,
due to the phenomenon known as “reverse redlining.” 101" As a result of reverse redlining, Black borrowers were steered toward
subprime loans, a worse loan product than prime loans. 102 When the housing market collapsed, majority Black neighborhoods

were greatly affected. Many Black homeowners had subprime loans for the mortgages on their homes. 103 During the housing
crisis, subprime mortgages went into default and many properties went into foreclosure, creating the foreclosure crisis. The
Obama Administration's modified loan program, effectively excluded a majority of Black borrowers because the program did

not include subprime loans. 104 When the properties were foreclosed on, owners lost the asset, positive credit ratings, and were
forced to move to a lower-income neighborhood. Studies have shown that Black Americans were more than twice as likely as
lower-income White Americans to have subprime loans, and higher-income Black Americans were about three times as likely

as higher-income Whites to have subprime loans. 105 Subprime loans were even issued to minority borrowers who qualified

for conventional loans. '*©

Beyond discrimination in the implementation of federal policies, current public policy subsidizes certain wealth building
practices, such as home buying, saving for retirement, and paying for college. The federal government spends $660 billion on

the aforementioned wealth building practices. 107 The highest expense in this category is the home mortgage tax deduction. 108

The government continues to spend money on wealth building for those that are already wealthy *436 and very little on

the poor and people of color. Current government supported wealth-building practices subsidize the top twenty percent of all

income earners. |*”

The reality of the federal government's disparate treatment sharply contradicts its egalitarian promise and contributes to the
widening of the racial wealth gap. The effects of the federal policies instituted in the early part of the twentieth century and
beyond are felt today and are carried forward through intergenerational wealth transfers.

The discriminatory policies of the past live on in the form of the wealth gap. Fifty years after the Civil Rights Movement,
the wealth gap is widening. The enormous growth is due in large part to the effects of intergenerational wealth transfers
and homeownership. Wealth and real property, unlike income, accumulates in value and may be passed from generation

to generation. Wealth transfers between generations contribute to the modern wealth gap 10 pecause wealthy parents and
grandparents can pass their wealth on to children and grandchildren through inheritance. 1" Black families have lower wealth

levels than White families. ''? Ina joint report, the Institute for Policy Studies and the Corporation for Economic Development,
found that over the last thirty years the average wealth of White families had grown by eighty-four percent, 1.2 times the

rate of growth for the Latino population and three times the rate of growth for the Black population. 13 Twenty percent of

wealth can be attributed to formal and informal gifts from family members. 14 “Moreover, wealthier parents have access to
better communities, better schools, and richer social networks, which can lead in turn to their children building more wealth

than children lacking *437 these advantages.” 5 White Americans are more likely to receive an inheritance than Black
Americans. '
Despite the collapse of the housing market during the Great Recession, homeownership is still the greatest source of wealth in the
United States. '!” Black homeownership lags behind White homeownership. 18 Only forty-one percent of Black Americans
own their homes, compared with seventy-one percent of White Americans. 119 Black Americans not only build less wealth
through a low rate of homeownership, 120 but home values in segregated communities of color are lower than in those of White

communities, 121 resulting in Black homeowners earning a smaller return on their investment. Further, because they are less
likely to inherit money or receive financial assistance from their families, it takes Black people longer to buy homes, and they
also have smaller down payments than their White counterparts.



Mogollon, Robert 4/12/2022
For Educational Use Only

THE WEALTH GAP AND THE RACIAL DISPARITIES IN..., 62 St. Louis U. L.J. 419

Personal wealth, manifested by homeownership, plays an important role in entrepreneurship, often negatively affecting an
entrepreneur's ability to access capital. If a business owner is already wealthy or owns a home, it is more likely that the business

owner will receive a bank loan. '>? Studies show that owning a *438 home decreases the probability of loan denials among

existing business owners. 123 With homeownership directly linked to building wealth, it is an example of a resource that is
unavailable to entrepreneurs of color. The low rate of homeownership among entrepreneurs of color is important because

entrepreneurial ventures often are financed with business loans that are tied to equity in the founder's home. 124 Low rates of
homeownership translate into an inability for entrepreneurs of color to access capital through traditional mechanisms.

B. The Impact on Entrepreneurs of Color

The wealth building policies that favored White households over households of color continue to play a role in not only the
current economic system but in the startup world. Without wealth, entreprencurship may prove practically impossible because
wealth is a strong determinant of who can achieve success, since there is a direct correlation between the revenues of a business

and the wealth of its owner. '>° Wealth greatly impacts entrepreneurship in two ways. First, entrepreneurs typically use their
own wealth to finance their startup venture. Second, the amount of wealth possessed by an entrepreneur affects her ability to
access additional capital, since a business owner's wealth can be invested directly in the business, used as collateral to obtain
business loans, or used to acquire other businesses. To simplify, the large differences in wealth by race directly correlate with
differences in the capital available to entrepreneurs of color--“inequalities in personal wealth could translate into disparities in

126

business creation and ownership” along racial lines. Not only do differences in race affect access to capital, but data shows

a disproportionate negative impact that access to capital has on profitability. 127

The historic injustices that caused the racial wealth gap have also contributed to the racial disparities in the entrepreneurial
ecosystem. Research on the cause of the racial wealth gap has found that racial exclusion has historically been an impediment
to building wealth through entrepreneurship. In *439 its report, The Color of Entrepreneurship, the Center for Global Policy
Solutions illustrated some of the historic factors that influence the current racial disadvantage in entrepreneurship, writing that:

African Americans have been disadvantaged because of slavery, Jim Crow, segregation, redlining, and their
exclusion from the G.I. bill and homeownership incentives that enriched Whites after World War II .... These and

other policies and practices greatly reduced the opportunities for people of color to build wealth. 128

The separate but equal doctrine entrenched during the Jim Crow era severely limited Black economic power and hindered

business ownership as it restricted the location of Black-owned business to solely Black neighborhoods. 129" Anti-Black violence
during this period aimed at restraining the development of Black economic power also significantly limited the development
of Black businesses. >’ Black entrepreneurs during the Jim Crow era were the targets of violent attacks by White people. 131
The outcome of the violent attacks often severely restricted Black entrepreneurship. 132 f urther, significant portions of an
individual's wealth can be traced to historic state-sanctioned periods of racial *440 exclusion. 133 Thus, the racist and

discriminatory history of government-sanctioned impediments to wealth creation for people of color 134 factors into the current
challenges entrepreneurs of color face when building a startup venture.

Entrepreneurs of color have fewer assets, lower wealth, and less disposable income to invest in their business, so credit becomes
a crucial component of gaining access to funding. In fact, the demand for financing is much higher for Black businesses, as

eighty percent desired financing for planned growth or expansions. 135 Black and Latino business owners are disadvantaged

from their initial inquiry with banks and are denied credit at higher rates than their White counterparts. 3% a study conducted
by three business school professors of nine businessmen of various races, but similar in size, stature, dress, education level,
financial profiles, and business, they found that the Black and Latino entrepreneurs were provided far less information about
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loan terms, offered less application help by the loan officers, were less frequently handed a business card, and asked more
questions about their personal finances. 137 Minority business owners experience higher loan denial probabilities than White-

owned businesses, even when differences in creditworthiness and other factors were controlled. 138 1f business owners of color

are approved for a loan, it is for lower amounts than their White peers, and they pay higher interest rates. 139

Having described the historic discriminatory effects of race-neutral government policies and the effect that intergenerational
wealth transfers and homeownership has on the wealth gap and on entrepreneurs of color, the next Part describes the unique
challenges faced by entrepreneurs of color related to *441 accessing financial capital to build and grow their business ventures
as compared to their White counterparts.

III. THE PROBLEM WITH ENTREPRENEURSHIP THEORY

Entrepreneurship as a form of self-employment is often part of a poverty alleviation strategy for entrepreneurs--particularly for

immigrant and minority entrepreneurs. 140 Under entrepreneurship theory, there are two likely ways to narrow the racial wealth
gap: start a business or invest in a business. The largest drivers of the racial wealth gap and the largest factors in contributing
to the success of an entrepreneurial venture are (1) the ability to generate wealth and (2) homeownership. White entrepreneurs

tend to have two primary sources of that capital: their own wealth, 141" which comes from homeownership, and the wealth of

their network, which typically comes in the form of family wealth and/or inheritances. 142 Black entrepreneurs, by contrast,

generally have less individual wealth because of low homeownership rates and less access to wealth in their networks, primarily
143

because of generations of poverty, suppression, and government policies.
The overall lack of access to external financial capital means that most entrepreneurs of color cannot participate fully in the

vibrant entrepreneurial sector--either as successful founders of companies or as investors in our economy. 144 The small amount
of funding raised by founders of color makes it difficult to scale companies past the initial stages of development. It is nearly
impossible for them to test their ideas in the market and set out on the path toward wealth accumulation.

*442 A. The Wealth Gap and Traditional Sources of Capital

Beyond the challenges minority entrepreneurs face due to lack of individual wealth and low homeownership rates, they also

face challenges with respect to accessing external sources of capital to start and grow their venture. 145 All entrepreneurs need

access to capital to start or build their business ventures. Yet, as a practical matter, startup funding 146

almost exclusively goes
to White men. '47 As of 2006, for example, only thirteen Black female founders have received over $1,000,000 in outside
funding, 148 While there are over 1.5 million businesses run by Black women. 149 The average initial capitalization of Black

entrepreneurs is fifty-seven percent of White-led new businesses. 150 Bconomists Robert Fairlie and Alicia Robb found that the
difference in the startup capitalization of new startups led by Black and White founders had a large effect on performance and

that such low capitalization is a reason why Black-owned businesses are less successful. 51 There are many reasons for this
difficulty to obtain traditional sources of financing including lack of substantial collateral and business subject matter expertise,

whether actual or perceived. 152 Moreover, it has been shown that investors expect for a founder to invest a significant portion

of his or her own capital into the business before the investor is willing to invest. 153 Because wealth is concentrated among

primarily White individuals and funding streams to entrepreneurs mirror where the wealth already exists, the result is White

male entrepreneurs receiving the majority of startup financing. 154

The success of a venture is directly tied to the founder's ability to finance the venture. 153 Therefore, acquiring external sources
of capital is paramount to *443 growing a business. Capital-raising in the life cycle of a startup begins with entrepreneurs
exhausting their own resources; then they may expand their resources by borrowing money or giving equity in exchange for

money from within a founder's network of family and friends. 156 Although more common among small businesses than startup
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enterprises, founders may also seek traditional bank or government loans (with founders' homes used as collateral). They might

also seek angel investors or pursue venture capital funding. 157

The racial wealth gap affects the success of friends and family rounds. When entrepreneurs of color reach out to their friends
and family for the seed capital to initially fund their venture, they are already behind their White counterparts because of the
wealth and income gap.

Angel investors provide seed capital, or the earliest form of investment toward research and development. 158 Angel investors
typically invest their own money in exchange for debt or equity in a startup venture. According to the Center for Venture Capital
Research at the University of New Hampshire, angel investors invested an estimated $25.8 billion in more than 71,000 early

stage deals funded in 2015. 159 Angel investors are generally out of reach for entrepreneurs of color because most early stage
entrepreneurs of color do not have an existing network of wealthy potential investors, nor do they have the means or ability to

reach a pool of angel investors. 160 In their annual report on angel investments, the Angel Resource Institute tracked portfolio
diversity for 2016. 161 They found that minority women founders were three percent of all U.S. angel-backed deals and that

minority men were twenty-five percent of all U.S. angel-backed deals in 2016. 162

Venture capital is equity financing that investors provide to startup companies and small businesses that the venture capital
investors believe to have long-term growth potential. 163 The venture capital industry invested nearly $30 *444 billion into

over 3000 companies in 2013. 164 Investors form funds to pool their money in order to invest in a venture collectively. Risk is
typically high for investors, but the downside for the startup is that venture capitalists typically get a say in company decisions
in their role as board members. Venture capitalists typically seek to invest in companies that innovate, disrupt the status quo,

have potential for high rates of growth, and have a high likelihood of a substantial return on investments. 165 Many venture
capitalists require a minimum annual sales figure for them to invest, such as one fund that requires annual sales of $10 million or

more. '®® There are many entrepreneurs who are in need of financing, whose annual sales have not and may never reach so high.

The venture capital industry is another industry dominated by White males. 167 For example, the gender and racial makeup of

venture-backed startup companies is inconsistent with the demographics of the country as a whole. 168 In 201 1, the National
Venture Capital Association and Dow Jones Venture Source released the results of their 2011 Venture Census survey, examining

the demographics of the U.S. venture capital industry. 169 The survey found that eighty-seven percent of venture capital

professionals were White, nine percent were Asian, two percent were Black or Latino, and two percent were of mixed race. 170

Venture capital firms lend White men $1.3 million on average, even if their startup fails, compared to $36,000 for Black

women. /! In the past five years, Black women received a negligible amount of venture capital funding--just .002 percent--

while the number of Black women starting their own businesses has more than tripled in the last decade. 172

*445 Outside investment is typically only available to high-growth, scalable startup ventures, not to low-growth companies.
For example, venture capital financing is a possibility for innovative, niche companies seeking to grow, but not for low-growth

potential companies. 173 Low-growth businesses, unlike the high-growth businesses described above, are not likely to attract

investors and venture capital funding because a profitable exit is unlikely. 174 Private funding and the existing capital structure
are designed around high-growth businesses, yet not all businesses fit the mold of high-growth ventures.

Since traditional methods of financing, such as bank loans, angel investments, or venture capital are often out of reach,
particularly for an entrepreneur of color with a startup venture or social enterprise, these groups have historically relied on

credit cards, 175 personal loans, or friends and family to finance their business, in addition to pooling resources with members
of their community. According to the Kauffman Foundation, “[D]ifferent racial groups rely on these sources [of startup capital]
in different ways: Asian entrepreneurs rely the most on personal and family savings (73.2[%] of Asian-owned businesses);
[WThite entrepreneurs rely the most on business loans from banks (18.7[%]); and [B]lack entrepreneurs rely the most on personal
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credit cards (17.6[%]).” 176 Effectively, entrepreneurship as an economic development strategy only works for the privileged.
Entrepreneurship theory is therefore not likely to work for those communities not already tapped into that privilege.

B. The Wealth Gap and Innovative Sources of Capital

Given the ways in which traditional capital-raising currently functions to maintain the status quo, crowdfunding, therefore, may
be one aspect of the entreprencurial landscape that may present one possible way for all entrepreneurs to access capital and
raise funding because, on its face, it seems a fair and equitable way to level the playing field within the startup ecosystem.

Crowdfunding, a capital-raising scheme whereby entrepreneurs seek investors *446 from the public using the internet, 177

would seem to be an antidote for the problem of raising capital from outside funders.

Because crowdfunding has the potential to increase the capital-raising opportunities available to entrepreneurs and investment

opportunities available to non-wealthy investors, the JOBS Act 178 that President Obama signed into law on April 5, 2012 179

has been touted by scholars as having the potential to bring about a powerful shift in the existing traditional fundraising

mechanisms. % Primarily aimed at entrepreneurs seeking capital, 181 the JOBS Act theoretically increases the ability of small
businesses to access capital and generate jobs, through the use of crowdfunding. Certainly, it seems plausible that given the
issues described in Part I1I with respect to traditional capital-raising, crowdfunding would be a welcome and meaningful way for
entrepreneurs of color to have equal access to capital. Supporters of the new securities regulations argue that such opportunity
can change outcomes for certain groups of participants in the financial markets, since entrepreneurs who have been historically
shut out of the market for traditional sources of funding, have the opportunity to appeal to their networks and to strangers over

the internet to support their business. 182 In addition, it is argued that non-wealthy investors have the ability to participate in

the financial markets in a new way. 183

*447 Although the JOBS Act was intended to provide greater access to capital for entrepreneurs 184 and increased economic

opportunity for ordinary investors, the legislation and current capital raising schemes available to entrepreneurs may not be
enough to meaningfully narrow the racial wealth divide in part because the legislation and existing capital raising schemes

take a narrow view of entrepreneurship, targeting mainly high-growth businesses. 185 Given the extensive SEC regulatory

requirements, it is unlikely that future entrepreneurs of color will turn to investment crowdfunding to raise capital. 186 ofall its
shortcomings, the law's greatest shortcoming is that it does not address structural inequality. At a time when legislators created
a historic shift in the securities laws, there is a historic widening of the racial wealth gap--a gap so large that crowdfunding
cannot narrow it.

C. Pattern Matching and Implicit Bias

There are certain heuristics and biases that entrepreneurs of color face, such as pattern matching and implicit bias. 187 Even
if the business has high-growth potential and high sales, the reality is that investors tend to bring founders into their portfolio

that look like themselves, have the same status, and have the same levels of education. 188 Studies have proven that when a

person looks similar to ourselves, we automatically believe they are trustworthy. 189 Additionally, *448 physical appearance
can guide donation or investment decisions, even with a seemingly democratic vehicle such as a crowdfunding campaign. If
bias is present in an anonymous vehicle, such as the internet, imagine the bias prevalent across person-to-person networks. The

internet cannot simply eliminate other longstanding biases. 190" Some studies even suggest that some bias may be even stronger

on the internet. ! Arguably, the internet should erase racial stereotypes where business proposals might actually be judged
on their potential, not the race of the founders, but the bias and lack of anonymity on the internet have prevented crowdfunding

to be free from bias. '°> With such minimal participation by investors that look like them, entrepreneurs of color are unable to

benefit from traditional sources of capital raising or crowdfunding in the manner that the JOBS Act intended. 193
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D. Other Limitations

The JOBS Act does not, and it will not, fix the problems associated with angel investment and venture capital investment
identified above. Crowdfunding is similar in nature to the government programs described in Part II. It is a race-neutral program
much like Social Security, the G.1. Bill, and the Federal Housing Act, but parallels can be drawn between the current legislation
and past legislation and their effect on people of color.

The current legislation targets the high-growth venture and the legislation ignores the low-growth venture. The crowdfunding
opportunity is most favorable for scalable enterprises with an exit strategy and may not be a great fit for neighborhood businesses
or low-growth businesses, which are the types of businesses owned and operated by founders of color. According to the
Kauffman Foundation, “Minorities own half as many businesses as non-minorities do, and their businesses start smaller and

stay smaller .... While the startup gap is *449 narrowing, the scaleup gap is huge.” 194 The JOBS Act was enacted to level

the playing field, and the legislation was used as a tool to promote entrepreneurship in an effort to stimulate the economy, 195

but the statute's focus on high-tech companies seems to have a narrow view of entrepreneurship. Further, it seems as though
the JOBS Act was put in place to promote certain kinds of businesses, i.e., high-tech or high-growth ventures, and these kinds

of businesses are not those most likely to have Black American founders. 196 36 while crowdfunding might work for scalable
high-tech ventures, it will not likely be favorable to most modest low-growth potential enterprises, the kind that are run by
entrepreneurs of color.

Proponents of crowdfunding argue that it has the potential to play a positive role in improving the trajectory of a startup business
and argue that crowdfunding can also play a role in providing investment vehicles for non-wealthy investors, who have been

traditionally shut out of Wall Street. 197 Some have claimed that investment crowdfunding is the best source of startup funding

for women and people of color. 198

There is not enough empirical evidence about whether the JOBS Act has created more economic opportunity for business of
color. Bloomberg reports that in the twelve months since the legalization of equity crowdfunding, 142 companies have raised a

total of $37.6 million. '*? In contrast, venture investors *450 invested $69 billion according to the National Venture Capital

Association. 2% Crowdfunding has not been widely used by either White or Black communities. As with other race-neutral
legislation, the JOBS Act will not close the racial wealth gap because it is a race-neutral remedy for racially explicit government
problems.

Success in entrepreneurship is tied to wealth and privilege. 201 Given the historic wealth inequalities, the institutionalized
practices related to homeownership and access to capital described in Part III that are rooted in racism and discrimination,
entrepreneurs of color can not meaningfully participate successfully in the entrepreneurial landscape and can not reap the
economic benefits of starting an entrepreneurial venture on an even playing field with their White counterparts.

Entrepreneurship is not likely to meaningfully assist entrepreneurs of color to achieve wealth parity with their White
counterparts, nor is it likely to narrow the racial wealth gap in the United States. The barriers are too high, and the structures in
place are too strong to overcome in order for the gap to have some movement. The problems of accessing capital are rooted in
historical structural inequities that exist in the United States, such reliance on capital places entrepreneurs of color in a precarious
position, as they are asked to build and grow their business under unequal conditions.

In order to change the current trajectory of low wealth, new economic opportunities must be created. Entrepreneurship theory
says that business ownership and entrepreneurship can create such economic opportunity, but this discussion has hopefully
described how such opportunity is often unfair and unequal, driven by past and present discriminatory practices.

This Part III illustrated how founders of color struggle to access sources of capital that are generally available to White founders
without comparable equitable resources, demonstrating that it is harder for entrepreneurs of color to start and grow their ventures.
The next Part identifies broad policy recommendations, which include improvements to the entrepreneurship ecosystem and
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beyond--aimed at removing barriers of structural inequality in an effort to meet the needs and goals of entrepreneurs of color--
and takes into account the unresolved legacy of discrimination that affects the pursuit of their ventures.

*451 IV. SOME RECOMMENDATIONS TO NARROW THE RACIAL WEALTH GAP

There is no legal framework for challenging the structural barriers that have created the systemic racial wealth gap and the
barriers to success for entrepreneurs of color. In fact, such ideas are political landmines. Yet, law and policymakers need to have
such a lens to effectuate policies that address systemic problems and reduce the existent disparities resulting from previous race-
neutral policies and laws. The underlying issues that contributed to the racial wealth gap will not be addressed by legislation

unless the legislation addresses structural inequalities that led to the wealth and resource disparities in the first place. Such a

system would also need to address the structural barriers that lead to the disparities in entrepreneurship. 202

Changing the status quo to create circumstances for entrepreneurs of color to grow their business and build and create wealth
within their communities will allow everyone to benefit from greater economic output that is not concentrated among the
majority population. Otherwise, without significant, targeted interventions in the American economy, entrepreneurs of color,
and in turn, people of color, will never be able to close the racial wealth gap.

Given the long history of disparity that has led to the wealth gap and its effects on entrepreneurs of color, the removal and
redress of structural barriers and effects of discrimination are challenging prospects. Part IV offers recommendations that could
narrow the racial wealth gap for communities of color who lack access to financial and institutional capital for entrepreneurial
ventures or who lack intergenerational wealth necessary to scale business ventures.

A. Improvements to the Entrepreneurship Ecosystem

Entrepreneurship arguably can be one element in a holistic approach to economic justice, 203 and therefore could play a role in
alleviating the racial wealth gap by supplying a mechanism for wealth accumulation and a potential source of job creation for

people of color. 204 Yet, it cannot be the only strategy for people of color to overcome systematic racism, structural inequality,

and the *452 racial wealth gap. 205 There needs to be a holistic approach that incorporates marginalized communities into the
entrepreneurial ecosystem. The solution to the gap must be multifaceted and contain multiple solutions. In 1943, a developmental

psychologist, Abraham Maslow introduced a hierarchy of human needs, in his paper, 4 Theory of Human Motivation. 206

Maslow's theory is that human beings cannot have self-actualization if they do not have all the other elements in place first. 207
The parallel to his work with respect to entrepreneurship is that you cannot have a fair and equitable startup ecosystem without
addressing some of the systemic inequities that surface within the system.

1. Increasing Access to Financial Capital

Typically, the success of a venture, whether it is a low-growth or high-growth venture, is directly tied to the founder's ability
to finance the venture. As described above in Part III, research shows that capital is the number one predictor of a startup's

success. 28 Undercapitalized businesses are more likely to fail than businesses receiving optimal levels of startup capital

because they suffer from lower sales, profits, and lack of employment. 209 Therefore, those that can access capital will have a
greater chance of startup success, even if the idea is not the most innovative.

Expanding access to traditional financial systems particularly for entrepreneurs of color is an essential strategy toward
overcoming the racial wealth gap. Expanding banking and financial services for entrepreneurs of color could be accomplished
by increasing access to capital through developing and supporting community development banks and credit unions. Expanding
access to capital would expand access to entrepreneurship.
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There are an estimated sixty-eight million American adults without bank accounts, who resort instead to payday lenders and

check cashing exchanges that frequently charge exorbitant fees. 210 Expanding the range of community development and
financial institutions in specific neighborhoods would increase access to capital. Some have argued that the United States Postal
Service may *453 be uniquely positioned to meet the financial services needs of those without access to banks. In a white
paper, the Postmaster General describes the problem of the average underserved household spending $2412 each year or a

total of $89 billion on interest and fees for alternative financial services.>'! The Postal Service could help fill in the gaps

left by closed financial institutions in underserved communities. The Postmaster General proposed to expand banking services

available at local post offices, helping to fill in the gaps left by closed financial institutions in underserved communities. 212

The proposal includes services such as reloadable prepaid cards with features that encourage people to save money, mobile

transactions and products that help the underserved take part in e-commerce, such as postal loans in lieu of payday loans. 213

2. Increasing Access to Social Capital

One of the ways to improve access to wealth and capital is to build capacity for entrepreneurs of color by promoting mentorship.
According to Professor Susan Jones, “All entrepreneurs need capital, access to credit, sound legal advice, and help with

accounting, business planning, and rnarketing.”2 !4 Founders of color, however, need something more. They need business
coaching, entrepreneurial networks, accessible business education, and access to social and human capital. This includes legal
service providers such as law school clinics, and other service providers, such as incubators and business support professionals.

Increasing entrepreneurship education and increasing access to innovation and the entrepreneurship ecosystem will assist with

building capacity. Business incubators, 213 accelerators, 216 and small business development centers ! are there to support

the growth of entrepreneurial ventures. Every entrepreneur and founder of a startup business may not have access to a small
business development center and/or a business incubator. Studies show the survival rate *454 of companies that go through

an accelerator are three times that of companies that do not participate in one. 218 Research also shows that companies that

complete an accelerator program grow faster than companies that do not complete an accelerator program. 219 There are often
university-based, private, and nonprofit incubators that offer assistance to small businesses and startup founders to address the
unique challenges that entrepreneurs face, such as access to capital, technical assistance, and networking. Often these programs
offer access to mentors, provide some type of programming, and make referrals to financing and funding. Women and people
of color are noticeably absent from these programs, however; they do not participate in incubators and accelerators at the same
rates as their White male counterparts.

A research report by JP Morgan Chase & Co. and the Initiative for a Competitive Inner City described strategies to increase

participation rates of women and minority entrepreneurs. Researchers found that women and minorities are not participating in

high-tech incubators and accelerators at the same rates as their White, male counterparts. 220

Other strategies would be to increase funding for business development centers that intentionally support entrepreneurs of color
and include entrepreneurship skill-building in public school education. Lastly, strategies should be developed that specifically
support low-growth businesses, which are the types of businesses that are typically founded by entrepreneurs of color.

A key strategy will be to make incubators and accelerators more inclusive, by expanding diversity initiatives to include founders

of color, 221 and supporting organizations that target entrepreneurs of color to develop network/relationships, teach business

acumen, and equip entrepreneurs with skills to help access capital, as well as develop entrepreneurs to become self- *455
sufficient. One example of a company targeting multicultural and women founders is Morgan Stanley. 222 Morgan Stanley
launched the Multicultural Innovation Lab (“Lab”), an accelerator program for technology and technology-enabled startups. 223

The Lab was intentionally designed to increase outcomes for multicultural and women founders. 224 The program focuses on
companies with a founder, co-founder, or chief technology officer who is a women or a person of color. In addition, the Lab

seeks companies that “have the potential to develop innovations that could disrupt sectors.” %25 The Lab will also invest in the

companies supported by the Lab. 226
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As described above, entrepreneurs of color lack social networks and capital to attract venture capital investors. 227 Supporting
the expansion of venture capital dollars to entrepreneurs of color is a way to overcome structural barriers to economic success.
One recommendation that has been suggested by the Center for Global Policy Solutions is the creation of tax incentives for
venture capitalists to invest in certain neighborhood businesses, similar to an Empowerment Zone, in the form of a tax credit to

promote venture capital investments in businesses owned by entrepreneurs of color. 228 The Venture Capital Access Program
is an example of a program that provides women and entrepreneurs of color access to angel investors and venture capital

investors. 2> Additionally, promoting and supporting community venture capital would potentially deliver venture capital to
communities of color.

3. Increasing Access to Credit and Alternative Credit Models

As described above in Part II, for entrepreneurs of color, accessing credit is difficult, which makes capital raising an uphill
battle. To combat the challenges relevant to accessing credit, one recommendation would be to develop alternative credit models
other than the Fair Isaac Corporation (“FICO”) credit scoring system. The current FICO credit model is an exclusive credit

assessment *456 model that uses objective criteria to determine an individual's risk profile. 230 Critics and experts question

whether FICO is an appropriate credit model and have provided some alternatives. 231 The alternative credit model would use a
different risk profile than the FICO credit score system, such as looking at payment of rent, utilities, childcare, and medical care

to establish credit histories. >>” The alternative system would allow consumers to demonstrate credit-worthy behavior beyond
the objective criteria of financial institutions with discriminatory history. This would expand access to credit and would be a
strategy toward closing the racial wealth gap.

B. Improvements Beyond Entrepreneurship
1. Investing in Federal Policies

This Article has described how certain past federal policies affect outcomes for entrepreneurs of color, demonstrating that the
racial wealth gap is perpetuated by historic and current federal policies that operate to reinforce and increase the wealth of
the already wealthy. Half of the $400 billion in annual federal asset-building subsidies, such as to promote homeownership,

retirement savings, economic investment, and access to college, flow to the wealthiest five percent of taxpaying households. 233

The bottom sixty percent of taxpayers receive less than five percent of these benefits. 234

To change the status quo, the federal government needs to shift its focus to federal spending that promotes wealth building for
those that need it and invest in policies that benefit low income people and people of color. Lawmakers must consider further
changes to confront structural barriers to achieving racial economic parity. If policies that are put in place are race-neutral, but
contingent upon wealth as opposed to income, then the programs would have a greater effect. Since the disparity between White
and non-White wealth is so extreme, such a race-neutral shift in policy would effectively provide a race-conscious solution to
the question of building assets.

*457 The Institute for Policy Studies and the Center for Expanding Economic Opportunity recommend an evidence-based,
government-wide audit of federal policies to understand the role current federal policies play in perpetuating or closing the

racial wealth divide. 2> Researching the historic and current role of federal laws and regulations would certainly be a necessary
and logical first step in closing the racial wealth divide.

2. Expanding Homeownership

Since homeownership leads to an increase in wealth and access to capital, improving and expanding access to homeownership
would be one of the best strategies to change the status quo and plausibly move toward narrowing the racial wealth gap and
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improve outcomes for entrepreneurs, since entrepreneurial success is tied to homeownership. Homeownership has many positive
impacts on families. Equity in a primary residence is typically the largest asset an individual possesses and the asset that gets
transferred across generations. Steps should be taken to increase homeownership rates among people of color. Some proposals
have included leveraging new homeownership opportunities, such as banks lending at slightly below-market interests under the

Community Reinvestment Act, such as the One Mortgage program in Massachusetts. 236

Other proposals have included replacing the mortgage interest and real estate tax deduction, 237 because wealthy households
are the primary beneficiaries of such tax incentives. Instead of incentivizing the already wealthy to buy larger homes or to buy
a second home, the government could promote primary homeownership for everyone. One way to do this is to create a public
home purchase fund that would allow more individuals to purchase homes regardless of wealth. Such a fund would support
first-time homebuyers, and it could be funded by the savings that would be garnered if we do away with the mortgage interest
and real estate tax deductions that cost the government billions of dollars each year.

Congress should also reform foreclosure law and increase public policy around lending.

3. Increasing Intergenerational Wealth for People of Color

A major barrier to success for entrepreneurs of color is lack of intergenerational wealth. According to the Urban Institute,
5238

239

“[S]ocial welfare policies pay too little attention to wealth building and mobility relative to *458 consumption and income.

Wealth building policies, such as tax subsidies for homeownership, retirement, and life insurance benefit the wealthy.
Since families of color are less likely to be able to use these subsidies, they benefit little or not at all. Reforming policies
and promoting savings opportunities for all Americans will help improve wealth inequality. Economists Derrick Hamilton and
William Darity Jr. write that “[g]iven the importance of intergenerational transfers of wealth and past and present barriers
preventing Black wealth accumulation, private action and market forces alone cannot close ... [the] racial wealth gap. [sic]--

public sector intervention is necessary.” 240 They present two important proposals that would develop the wealth of the poor.
The first is the “American Dream Demonstration ... which uses Individual Development Accounts ... to create match incentives
for the poor to save ...” and second is “the Savings for Education, Entrepreneurship, and Down-payment ... initiative which
establishes Children's Development Accounts [(“CDA”)] ....” that are commonly referred to as Baby Bonds, which would create

endowed trusts for children at birth. >*! The eligibility for the program would need to be determined based on the child's family
wealth, not income. Families that fall below the median wealth guidelines would receive CDAs. According to economists:

[T]he budget for the program would be less than [ten percent] of the non-war spending budget for the Department
of Defense. There are about [four] million babies born each year in the [United States]. If the average trust is set
at $20,000 per child and three-quarters of all newborns ([three] million) are made eligible for the program, the
baby bond program would cost about $60 billion per annum. Although this simple estimate does not incorporate
costs resulting from increased fertility incentives, it also does not incorporate savings resulting from reduction in

other federal transfer programs associated with better-resourced young adults. 242

The United Kingdom implemented a program of baby bonds in 2005. The program supporting child trust funds closed in 2011
and has been replaced by a tax-free savings program, called Junior ISAs. 2% n the baby bonds program, *459 each newborn

received a trust of £250 to £500, which was dependent on the family's resources. %44 In the current iteration of the program
adults contribute to a tax-free account until a child's eighteenth birthday. The United States could develop a program that would
endow all children with a trust at birth that would grow annually at an interest guaranteed by the federal government. The
child would have access to the trust when she turned eighteen for “asset-enhancing events” such as funding higher education,
homeownership, or funding a venture. The trust program could be universal, but the amount of the account would be tied to the
parent's wealth. Economists estimate that with approximately four million infants born each year, and an average endowment
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of around $20,000, the costs of the program to be $80 billion. 43 This number would have constituted only 2.2 percent of
2012 federal expenditures. 246

Without addressing racial disparity in entrepreneurship, the racial wealth gap will continue to widen and cost the economy jobs.

The wealth gap is causing America to forego an estimated 1.2 million businesses owned by people of color. 247 According to
Algernon Austin, those “missing businesses could produce an estimated nine million more jobs and boost our national income

by $300 million.”**® The wealth gap and other historical and ongoing discriminatory practices leave entrepreneurs of color
without access to needed capital, and the hope that many have placed in crowdfunding is unlikely to overcome that challenge,
so Congress and policymakers need to develop and craft other policy changes if the existing disparities in the entrepreneurial
ecosystem are to be addressed.

CONCLUSION

Entrepreneurship was touted as the means to overcome the economic crisis and has been touted as a solution for people of
color to overcome disadvantages and discrimination. However, as described herein, entrepreneurship theory as a strategy to
close the wealth gap will fail because successful entrepreneurship is dependent upon privilege. The idea that the way forward
to build wealth and close the racial wealth gap is for entrepreneurs of color to either start a high-growth business or to invest
in a high-growth business neglects to understand *460 the reality of Black Americans who are being asked to start a business
on an uneven playing field.

Confronting the racial wealth gap and the race-neutral public policies that continue to amplify the disparity can create a
more equitable future. Rather than race-neutral public policy, the ideal should be a race-fair policy that does not further the
transmission of racial economic advantage or disadvantage from generation to generation. Absent specific policy interventions
that address the racial wealth gap, the gap will never close. It certainly will not be closed through entrepreneurship. Inclusive,
wealth-building strategies applied in a fair and equitable manner will close the wealth gap. If nothing is done, the racial wealth
gap will continue to grow unabated.
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High-growth businesses are the focus of the legislation to the exclusion of low-growth smaller businesses. In passing
the legislation, Congress and the Obama Administration asserted that high-growth businesses are vital to moving the
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1d. Studies show that bias factors into online investment decisions for donor-based crowdfunding, id., and that there is
little information as to whether bias could factor into equity crowdfunding campaigns.

1d.

Another way in which the entrepreneurship ecosystem marginalizes entrepreneurs of color is the emphasis on
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McCorvey, Tristan Walker's Challenge: ‘How Can I Be the Best CEO I Can Be?, ENTREPRENEUR (July 5, 2017),
https://www.entrepreneur.com/article/296088 [https://perma.cc/8435-BDES].
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See supra Section I11.B.
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Slaves.”).

See generallyHABIB JAMAL, CROWFUND CAPITAL ADVISORS, CROWDFUNDING'S POTENTIAL FOR
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Id. at 383.
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Development Centers, U.S. SMALL BUS. ASS'N, https://www.sba.gov/offices/headquarters/osbdc/about-us [https://
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(June 13, 2013), https://techcrunch.com/2012/06/13/minority-focused-startup-incubator-dreamit-access-gets-renewed-
investment-will-continue-for-two-more-cycles/ [https://perma.cc/T6KS-T8CM]. EnrichHer is a debt crowdfunding
platform for the women-led business community. ENRICHHER, https://www.enrichher.co [https://perma.cc/4XRR-
ZUDB]. Smarter in the City is the first high-tech startup business accelerator in Roxbury, a neighborhood in Boston,
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to advance their technology-focused business. SMARTER IN THE CITY, http://www.smarterinthecity.com/ [https://
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RABB, supra note 144, at 137.
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[https://perma.cc/JAWS-QITF]. “The Venture Capital Access Program is a collaborative venture between the Harvard
Business School Alumni Angels of Greater New York and the National Association of Investment Companies that
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See What is a FICO Score?, CONSUMER FIN. PROTECTION BUREAU (Jun. 13, 2016), https://
www.consumerfinance.gov/ask-cfpb/what-is-a-fico-score-en-1883/ [https://perma.cc/ZU4J-CKYE].
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21,2015, 12:20 PM), https://www.forbes.com/sites/nickclements/2015/04/21/5-reasons-new-lenders-are-ignoring-fico-
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“The federal government spends hundreds of billions of dollars each year to support long-term asset development. But
these asset-building subsidies primarily benefit high-income families, while low-income families receive very little.”
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