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Introduction and summary

Entrepreneurship is a key driver of U.S. economic dynamism and leadership in
the world economy. While many of the academic and policy discussions around
promoting entrepreneurship have focused on technology startups and other
innovative small businesses, the vast majority of small businesses do not fit that
stereotype. The overwhelming majority of small businesses are local shops, res-
taurants, and services, which play a significant role in building a strong foundation
for local communities and national economic growth and development.' A sound
economic policy is not just about finding the next Steve Jobs; it’s also about creat-

ing Main Street jobs.

A growing body of research shows that the middle class plays a central role in
forming and running these small businesses.> However, the reduced economic
security of the middle class, which was magnified substantially by the financial
crisis and the Great Recession, has meant that entrepreneurship has been largely
the realm of upper-income and financially secure households. As the Center

for American Progress demonstrated in its recent report, “Raising Wages and
Rebuilding Wealth,” middle-class economic security in the form of wages and
wealth has begun to recover in recent years, but much more remains to be done to
restore a high-pressure, full employment economy.’ Entrepreneurship is an impor-
tant part of the equation in both creating, and benefiting from, strong demand in

the economy.

Similar to CAP’s recent analysis on wages and wealth overall, previous CAP
research has shown that entrepreneurship has been on a long-term decline since
the early 2000s.* This report finds that this trend continues: Looking at all house-
holds who are earning income, business ownership steadily declined from 14.6
percent in the period from 1998 to 2000 to 13.5 percent in the mid-2000s to 12.8
percent by 2010 to 2012.°
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FIGURE 1
Business ownership rates have decreased since the late 1990s

Business ownership rates in two-year periods, 1998-2012

15%  14.6%

14%
13% ‘>
12.8%
12%
1998-2000 2002-2004 2006-2008 2010-2012

Source: Authors' analysis of 1999-2013 Panel Study of Income Dynamics, available at https://psidonline.isr.umich.edu/ (last accessed
September 2016).

The overall lower rate of business startup since the 1990s is more than simply

a statistic. It means that America is also losing out on untapped talent. CAP’s
report “1 Million Missing Entrepreneurs” found that there would be 1 million
more entrepreneurs in the economy today if startup rates had kept up pace from
the 1990s.°

These challenges are even starker for many communities of color, for women
workers, and for low-income families. The authors’ analysis using the Panel Study
of Income Dynamics, or PSID, shows that African American households and
Hispanic households have lower rates of business ownership than white house-
holds. Single women have lower rates of business ownership compared with single

men, and both have lower rates than married households.

We also find that African Americans are 5 percent less likely to have a business

in their household compared with white households—even at the same levels of
income, wealth, and education—and Hispanic households are 6.7 percent less
likely. Single women are 3.9 percent less likely to have a business compared with
single men. These losses are particularly painful, as entrepreneurship is an impor-
tant strategy for economic development’ in neighborhoods and cities, as well as

for economic mobility for these workers and families.®
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FIGURE 2
Business ownership rates are highest among whites, single men, and married households

Business ownership rates before and after the Great Recession, by race and marital status
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Source: Authors’ analysis of 1999-2013 Panel Study of Income Dynamics, available at https://psidonline.isr.umich.edu/ (last accessed September 2016).

This report focuses on the challenges to entrepreneurship that people of color* and
women face. It explores the role that lower levels of income and wealth play for peo-
ple of color and women in their ability to start a business. It examines the structural
barriers, such as lack of access to informal entrepreneurial training and networks,
more difficulty securing startup capital and business loans, and other challenges to
tapping the entrepreneurial spirit. In addition, the report also looks at broader eco-
nomic factors, such as aggregate demand and competition, as well as gender inequity
and other basic public policy challenges, which may also affect people of color and
women more or differently. While this report is primarily focused on promoting
people of color entrepreneurs and women entrepreneurs, it notes that any of the

tools proposed would apply broadly to the small-business community.

This report also proposes policies to help people overcome the barriers to becom-
ing entrepreneurs. These include: enhancing the State Small Business Credit
Initiative to address the wealth gap and expand access to capital; developing
apprenticeship programs to provide training and hands-on experience for future
entrepreneurs; fostering early training and education to encourage entrepreneur-

ship among young people; and creating “one stop shops” and Self-Employment

*This report’s use of the term “people of color”includes the demographics of African Americans and
Hispanics. Due to small sample sizes of Asian Americans and other racial and ethnic minorities in the PSID,
statistically significant figures could not be calculated for these demographic groups.
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Assistance Programs, or SEAPs, to help people start businesses. The report also
promotes broad progressive policies that will help raise wages and rebuild wealth
for all Americans both to support small businesses and to encourage others to

start small businesses.

Of course, starting a business is no guarantee of success—only two-thirds of small
businesses survive at least two years, and only half will survive past their first

five years.” But this report finds that they present an important opportunity for
middle-class economic security: Indeed, the authors’ calculations with the PSID
find that African American small-business owners weathered the Great Recession

with a financial position seven times stronger than that of ordinary workers.

Overall, this report shows that progressive policies can help break down the
barriers that people face in starting their own businesses and help them become
successful business owners. Making entrepreneurialism a career choice open to all
will help families build wealth; create opportunities for jobs and mobility in disad-

vantaged communities; and support a robust, inclusive, and growing economy.

4 Center for American Progress | A Progressive Agenda for Inclusive and Diverse Entrepreneurship



Our Mission

The Center for American
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the lives of all Americans,
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action. Our aim is not just to
change the conversation, but
to change the country.

Our Values

As progressives, we believe
America should be a land of
boundless opportunity, where
people can climb the ladder
of economic mobility. We
believe we owe it to future
generations to protect the
planet and promote peace
and shared global prosperity.

And we believe an effective
government can earn the
trust of the American people,
champion the common

good over narrow self-interest,
and harness the strength of
our diversity.

Our Approach

We develop new policy ideas,
challenge the media to cover
the issues that truly matter,
and shape the national debate.
With policy teams in major
issue areas, American Progress
can think creatively at the
cross-section of traditional
boundaries to develop ideas
for policymakers that lead to
real change. By employing an
extensive communications
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adapt to a rapidly changing
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our ideas aggressively in the
national policy debate.
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