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JOBS! JOBS! JOBS!

WEDNESDAY, JUNE 30, 2021

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
SUBCOMMITTEE ON INNOVATION,
ENTREPRENEURSHIP, AND WORKFORCE DEVELOPMENT,
Washington, DC.

The Subcommittee met, pursuant to call, at 10:00 a.m., in Room
2360, Rayburn House Office Building and via Zoom, Hon. Jason
Crow [chairman of the Subcommittee] presiding.

Present: Representatives Crow, Davids, Phillips, Newman,
Bourdeaux, Houlahan, Garbarino, and Young Kim.

Chairman CROW. Without objection, the Chair is authorized to
declare a recess at any time.

Let me begin by saying that standing House and Committee
rules and practice will continue to apply during hybrid proceedings.
All members are reminded they are expected to adhere to these
standing rules, including decorum.

House regulations require members to be visible through a video
connection throughout the proceeding, so please keep your cameras
on. Also, please remember to remain muted until you are recog-
nized to minimize background noise. If you have to participate in
another proceeding, please exit this one and log back in later.

In the event a member encounters technical issues that prevent
them from being recognized for their questioning, I will move to the
next available member of the same party and I will recognize that
member at the next appropriate time slot provided they have re-
turned to the proceeding.

For those members and staff physically present in the Committee
room today we will continue to follow the most recent OAP guid-
ance. Masks are no longer required in our meeting space for mem-
bers and staff who have been fully vaccinated. All members and
staff who have not been fully vaccinated are still required to wear
masks and socially distance. I sincerely hope we do all of our parts
to protect each other and our staff.

The COVID-19 pandemic inflicted a once in a lifetime economic
shock on our Nation. The small businesses that make up the foun-
dation of our economy were particular hard hit. Despite govern-
ment efforts, nearly 200,000 business that closed their doors during
the pandemic may never open. These enterprises were more than
just storefronts, they were entrepreneurs’ livelihoods, they were job
creators, and pillars of their communities.

As we work towards a full recovery from the pandemic we must
fill the void these closures created. Unfortunately, we are amid a
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decades-long decline in entrepreneurship rates across the country.
In 1982, new firms constituted 38 percent of all businesses, but
that fell to only 29 percent in 2018. In recent years, the rate at
which firms were exiting the market outpaced the rate at which
firms entered the market.

This decline in entrepreneurship stems from a variety of dif-
ferent factors. Economic crisis like the Great Recession decrease
aggregate demand and create a tightened lending environment,
hurting business startups. High amounts of student loan debt,
fewer employment opportunities, the increasing consolidation of
businesses have led to slow entrepreneurship rates among
millennials.

Millennials are on track to be the least entrepreneurial genera-
tion in history with startup rates well below baby boomer and Gen-
eration X counterparts. Simply put, we are staring down an entre-
preneurship crisis in the country that has the potential to signifi-
cantly delay our recovery.

Moreover, this decline in business startups also can lower pro-
ductivity, decrease the creation of new technologies, and slow the
overall rate of job growth. I think we can all agree that this sce-
nario of economic stagnation is not acceptable.

Instead, we need our economy operating at maximum strength
and Congress should consider how we can help reverse the decline
in entrepreneurship. This will mean examining existing programs
and considering new initiatives to produce an ecosystem that is
more favorable to entrepreneurs.

One such proposal is my bipartisan bill called the Next Genera-
tion Entrepreneurship Corps Act, or NextGen. NextGen seeks to
accomplish two main objectives: entrepreneurship inclusivity and
increased entrepreneurship in distressed regions. The program
uses a tried-and-true model based on programs with a track record
of positive impacts, like Teach for America and the Peace Corps.
The bill would create a national business proposal competition that
would select fellows annually to start and run businesses in their
communities. The program would reward NextGen fellows with
$120,000, 2-year stipend for living and startup expenses as well as
health benefits. Fellows would then have access to various re-
sources to help them start and grow their businesses.

In addition, the NextGen bill would provide fellows with access
to advice and mentorship through SBA resource partners as well
as valuable networking opportunities. The program would also give
the fellows assistance breaking into the world of Federal con-
tracting.

But most importantly, NextGen would allow underserved entre-
preneurs to obtain the capital traditional financial institutions so
often denied them. As part of the program NextGen fellows would
have access to SBA-backed lenders to receive access to credit.

Lastly, the program would establish a fund to encourage private
investors by providing leverage to those who make an equity in-
vestment in a corps member’s business.

I hope that today’s hearing allows us to examine new ideas, like
the Next Generation Entrepreneurship Corps Act and others. By
revitalizing American entrepreneurship we can transform our econ-
omy to be more productive, inclusive, and prosperous.
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I would now like to yield to the Ranking Member, Mrs. Young
Kim, for her opening statement.

Mrs. YOUNG KIM. Thank you, Chairman Crow, and good morn-
ing to everyone who is joining us in the room and also virtually.
I would like to welcome our witnesses, too.

Today we turn our attention to a topic that is paramount: small
businesses, jobs, and whether the current environment can help
the Nation and its millions of small businesses recover from the
COVID-19 pandemic. In May, the national unemployment rate was
a dismal high point 8 percent, which is virtually unchanged from
April and still far higher than before the pandemic when it was a
low 3.5 percent. In my home state of California, the May unemploy-
ment rate was a stunning 7.9 percent. In my congressional district,
San Bernadino County registered 7.3 percent unemployment and
Orange County 5.9 percent.

Small businesses are still suffering. They are doing their best to
regain footing after the COVID-19 pandemic, but they are facing
dismal national employment numbers, increasing inflation, labor
shortages, and highest costs for their materials. The small business
job situation remains extremely challenging. Entrepreneurs are of-
fering higher wages, cash bonuses, or other incentives are still un-
able to attract workers. In May, almost half of the small business
owners surveyed by NFIB, 48 percent, said they are unable to find
workers to fill jobs.

Moreover, they face a very uncertain future with higher inflation,
more regulations, increasing mandates, skyrocketing taxes, and un-
precedented job vacancies threatening their recovery. Small busi-
nesses are the kindling that light up the American economy, so
when they struggle, so does our Nation.

According to the Federal Reserve’s May 2021 Beige Book, busi-
nesses, and particularly small businesses, are continuing to cope
with a very difficult economic environment. The negative impact of
supply chain and production disruptions, widespread shortages of
materials and labor, and delivery delays make it challenging to get
products to consumers. Just this month the Port of Los Angeles
said ships wait on average about 5 days to get in, adding to the
cost of doing businesses for entrepreneurs. In normal times those
ships don’t have to wait at all. Small firms are plagued by consist-
ently rising costs and more expensive goods used to make their
products.

So, with a generous enhanced Federal unemployment payments,
employment has clearly not show robust numbers and businesses
still can’t fill open jobs. Although some rates are ending the en-
hanced unemployment payments, the jobs outlook remains uncer-
tain.

Small businesses comprise 95 percent of U.S. companies and they
represent half of our Nation’s workforce and they are major drivers
of new job growth, creating 64 percent of the net new jobs. At a
time when these firms are working tirelessly to get back on their
feet, the new administration is threatening them with repealing
the tax benefits of the Tax Cuts and Jobs Act and other tax in-
creases, and proposing more regulations and red tape. Exactly the
wrong environment for our Nation’s best job creators.
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A recent Tax Foundation analysis found the combined effects of
tax changes and spending in President Biden’s American Jobs Plan
would reduce the U.S. goods domestic product in the long run and
result in 101,000 fewer U.S. jobs. Imagine that. A jobs plan that
would result in fewer jobs. Think about it.

Sadly, my home state of California is a case study on what high
taxes and burdensome regulations can do to tamper job economic
growth. So let us learn from the misguided policies enacted by Sac-
ramento and let us not implement them at the national level.

There is no doubt that the outlook for small businesses is more
uncertainty. However, small businesses, entrepreneurs, and
startups are some of the most innovative and resilient businesses
in the Nation. They are often nimble, fast, and they can adapt to
any situation. Unfortunately, the current environment is creating
headwinds that prevent growth, expansion, and job creation.

I look forward to hearing from our witnesses about the ways we
can support pro-growth policies that drive our Nation’s small busi-
nesses forward, not backwards.

Thank you, Mr. Chairman. I yield back.

Chairman CROW. Thank you, Mrs. Young Kim. The gentle-
woman yields back.

I would like to take a moment to explain how this hearing will
proceed. Each witness will have 5 minutes to provide a statement
and each Committee member will have 5 minutes for questions.
Please ensure that your microphone is one when you begin speak-
ing and that you return to mute when finished. And with that, I
would like to start by introducing our witnesses.

Our first witness is Mr. John Dearie. Am I pronouncing that
right, Mr. Dearie?

Mr. DEARIE. Yes, Mr. Chairman.

Chairman CROW. Mr. John Dearie, the founder and president of
the Center for American Entrepreneurship. CAE is a nonpartisan
research and policy organization whose mission is to improve the
policy circumstances of American entrepreneurs and startups. Mr.
Dearie is the former acting CEO of the Financial Services Forum
and a former officer of the Federal Reserve Bank of New York.
Welcome, Mr. Dearie.

Our next witness is Dr. J.D. LaRock, the president and CEO of
the Network for Teaching Entrepreneurship, a global nonprofit or-
ganization that provides high-quality entrepreneurship education
to middle and high school students from under-resourced commu-
nities as well as programs for college students and adults. Pre-
viously, Dr. LaRock served as the president and CEO of the Massa-
chusetts Commonwealth Corporation, where he chaired Governor
Baker’s Commission on Digital Innovation and Lifelong Learning.
He also served as senior education advisor to Senator Ted Ken-
nedy. Welcome, Dr. LaRock.

Our third witness is Ms. Denyse Airheart, the director of Busi-
ness Pathways and Mi Casa Resource Center. She oversees—and
that is in my district, so a special place in my heart from Mi Casa.
She oversees the strategic advancement of the Business Pathways
Department, which supports entrepreneurs through all stages of
business development, helping them explore, launch, and grow
their business through bilingual training, consulting, access to cap-
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ital, and wholistic support services. She previously worked with the
city of Maricopa, Arizona, as the director of economic development.
Welcome, Ms. Airheart.

I will now yield to the Ranking Member, Mrs. Young Kim, to in-
troduce our final witness.

Mrs. YOUNG KIM. Thank you, Mr. Chairman. Our final witness
is Craig Etkin, president and CEO of Intelligence360 in Sugar
Land, Texas. Intelligence360 is a business-to-business news aggre-
gation company for top companies across the Nation. Mr. Etkin has
almost 30 years of experience in information products, software,
and technology. He manages the operations of Intelligence360, in-
cluding product engineering, marketing, and business development.

Prior to founding Intelligence360, Mr. Etkin was a member of the
applications team at LexisNexis. And before that, he assisted in
implementing new web capabilities for Dow Jones and Company.
He also was instrumental in the rollout of the Wall Street Journal
Interactive Edition, Barron’s Online, and Dow Jones Interactive,
and supported risk management solutions for Dun & Bradstreet.

Welcome, Mr. Etkin. We look forward to your testimony and
thank you for taking time out of your busy day running your small
business to talk with us.

I would also like to welcome the other witnesses and look for-
ward to hearing your testimony.

Chairman CROW. Thank you, Mrs. Young Kim. And welcome,
Mr. Etkin, as well.

Mr. Dearie, we will begin with you. You are now recognized for
5 minutes.

STATEMENTS OF JOHN R. DEARIE, PRESIDENT, CENTER FOR
AMERICAN ENTREPRENEURSHIP; J.D. LAROCK, PRESIDENT
AND CHIEF EXECUTIVE OFFICER, NETWORK FOR TEACHING
ENTREPRENEURSHIP: DENYSE AIRHEART, BUSINESS PATH-
WAYS DIRECTOR, MI CASA RESOURCE CENTER; CRAIG
ETKIN, PRESIDENT AND CHIEF EXECUTIVE OFFICER,
INTELLIGENCE360

STATEMENT OF JOHN R. DEARIE

Mr. DEARIE. Thank you, Chairman Crow and Ranking Member
Young Kim and Members of the Subcommittee. I appreciate the op-
portunity to be here today.

Despite strong job creation in recent months, the focus of today’s
hearing remains urgently important. Even if the Bureau of Labor
Statistics reports on Friday that a million new jobs have been cre-
ated in June, as some economists have forecast, U.S. payrolls will
still be down almost 7 million from pre-COVID levels and as many
as 10 million jobs short of what total employment would have been
had the pandemic not happened, which is why I appreciate the op-
portunity to express CAE’s strong support for the Next Generation
Entrepreneurship Corps Act cosponsored by you, Mr. Chairman,
and Troy Balderson in the House, along with Senators Chris Coons
and Tim Scott in the Senate. The Act will encourage entrepreneur-
ship and job creation in underserved areas across the country
among diverse background entrepreneurs, who will receive startup
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capital, mentoring, and other support to help them start new busi-
nesses in distressed and low-income areas.

As members of this Subcommittee are no doubt aware, research
in recent years has shown that new businesses, or startups, are re-
sponsible for most net new job creation. Existing companies also
create jobs, of course, but they also shed jobs, as many as a million
a year in aggregate, as they become more efficient, incorporate cap-
ital and technology, and increasingly focus on what they do best.
By stark contrast, new businesses create an average of about 3 mil-
lion jobs each year.

Startups also contribute to job creation more generally as a pow-
erful driver of economic growth. Thanks to the work of American
economist Robert Solow, who won the Nobel Prize for this insight,
we know that economic growth is driven principally by gains and
productivity driven by innovation. The great significance of Solow’s
work is that it not only identified the nature of economic growth,
but also identified its principal source. That is because economists
have long understood that innovation, particularly major or disrup-
tive innovation, comes disproportionately from new businesses.

Unfortunately, as scholars at the Kauffman Foundation, the
Brookings Institution, and elsewhere have documented, entrepre-
neurship in America is struggling. Between 2009 and 2019, the
number of new businesses launched in America each year dropped
by about 100,000 below the historical trend, meaning that over that
decade the United States experienced a startup deficit of about a
million fewer new firms over that period.

Just as alarming as you mentioned, Chairman Crow, economists
Bob Litan and Ian Hathaway have shown that rates of entrepre-
neurship, that is the fraction of all businesses in the United States
that are new, has fallen near a four-decade low. To find out why,
my colleagues and I get out of Washington on a regular basis and
conduct roundtables with entrepreneurs in towns and cities across
the country. Here is some of what they tell us.

“We have the jobs and we need to fill them in order to survive,
but we can’t find enough people who have the skills that we need.”

“Our immigration polices exacerbate that problem because they
undermine our ability to attract and retain the world’s best and
most innovation talent.”

“Limited access to portable and affordable healthcare, a lack of
affordable childcare, record student debt, and retirement savings
uncertainty make entrepreneurship especially risky.”

“Access to sufficient startup capital is a constant challenge.”

“Regulatory burden, complexity, and uncertainty distracts entre-
preneurs from focusing on their businesses, increasing the chances
of mistakes or even failure.”

And a number of aspects of our tax code “are unsupportive of, or
even hostile to, startups and their investors.”

In conclusion, Chairman Crow, thriving entrepreneurship is the
essential pathway to faster economic growth and job creation, and
revitalizing American entrepreneurship requires changes in public
golicy. Fortunately, we have a very good sense of what needs to be

one.

Research conducted in recent years, together with input from en-
trepreneurs by way of roundtables of the sort that I mentioned, has
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produced a uniquely credible pro-entrepreneurship agenda that, if
enacted, would dramatically enhance the circumstances for new
business formation, survival, and growth, which, as you pointed
out, is so important, particularly in the post-COVID recovery pe-
riod. That agenda is provided as the appendix to my written testi-
mony.

The Next Generation Entrepreneurship Corps Act is an impor-
tant part of that agenda and is an excellent example of the kind
of pro-entrepreneurship policy that America needs and deserves
now more than ever. Thank you.

Chairman CROW. Thank you, Mr. Dearie. Mr. LaRock, you are
now recognized for 5 minutes.

STATEMENT OF J.D. LAROCK

Mr. LAROCK. Thank you, Chairman Crow, Ranking Member
Young Kim, and Members of the Committee. I am honored to share
what we at the Network for Teaching Entrepreneurship, NFTE,
have learned from providing entrepreneurship education in 14
countries and 25 states, including 47,000 students this year.

NFTE was founded on the belief that entrepreneurship education
ignites passion and opens doors for student in under-resourced
communities. Our model features engaging curriculum taught
mostly in public schools, buttressed by community mentors and vol-
unteers. Our programs culminate in pitch competitions where stu-
dents compete for seed funding to launch their businesses.

We believe in inclusive capitalism and NFTE alumni have built
brands, launched scores of businesses, and created thousands of
jobs. Through the Next Generation Entrepreneurship Corps Act our
Nation can provide future entrepreneurs even more equitable ac-
cess to the productive tools of capitalism.

To underscore the importance of the act I would like to discuss
three issues. First, the barriers that entrepreneurs from underrep-
resented communities face are systemic and require robust inter-
vention. Second, access to sustained mentorship bolsters entrepre-
neurship in ways that financial resources alone cannot. Finally, in-
clusive entrepreneurship is a vital component right now to our Na-
tion’s economic and social recovery from COVID-19.

First, the barriers. According to the Department of Commerce
our minority-owned businesses are more likely to be denied credit
and even when they do receive loans, pay higher interest rates.
CNBC recently reported that 80 percent of Black-owned businesses
fail within the first 18 months. That is significantly more than the
30 percent of all small businesses that close by their second year.

Our education and workforce development systems are starting
to break down these barriers by addressing the first systemic in-
equality, access to learning about entrepreneurship itself. States
like Florida and Texas, national philanthropies like American Stu-
dent Assistance are now supporting widespread opportunities for
entrepreneurship education as well as programs that start students
early on a process of career discovery.

We have seen the difference that this makes. NFTE alumna
Mary Blackford first realized in high school that she could use en-
trepreneurship to make systemic change. Now, just down the road
from us in Ward 7, she is building Market 7. This 7,000 square-
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foot market will establish space for a community grocer and neigh-
borhood micro entrepreneurs to discuss food access and create em-
ployment opportunities. Mary is the very example of the kind of
emerging entrepreneur that the Next Generation Entrepreneurship
Corps Act seeks to identify and support.

Next, the value of mentorship. At NFTE corporate volunteers
from companies like Citi, Santander, Intuit, PayPal, SAP, Micro-
soft, and Ernst & Young, EY, which recently launched the Entre-
preneurs Access Network to help Black, Latino, and women entre-
preneurs, all provide essential mentorship to our high school and
middle school students. Similarly, the mentorship proposed in the
Next Generation Entrepreneurship Corps Act will remove barriers
and accelerate achievements.

NFTE alumnus Andres Cardona was attending high school in
Miami and considering dropping out to help his mother pay the
bills, when a NFTE force helped him realize that he could start his
own business while staying in school. A decade later, his Elite Bas-
ketball Academy is thriving with 20 employees and multiple sites,
generating seven-figure revenue annually. Mentorship was an es-
sential part of his journey and Andres still meets with his mentor
regularly.

Finally, the importance of entrepreneurship to post-COVID eco-
nomic recovery. As you know, the pandemic vitiated minority-
owned businesses. CNBC reported that between February and
April 2020, Black-owned businesses declined by 41 percent com-
pared to a 17 percent decline among White-owned businesses.
Black-, Latino-, and Asian-owned businesses all experienced out-
sized closures and declines in cash balances, according to the Fed.
Simply put, as we come out of COVID our economy cannot recover
fully without entrepreneurship. And there is a legislative vehicle
that provides a timely opportunity to help. The Next Generation
Entrepreneurship Corps Act should be included in the American
Jobs Plan to accelerate post-COVID recovery through entrepreneur-
ship.

In closing, entrepreneurship is inextricably woven into the Amer-
ican dream. When I think about what that means, I think about
NFTE students at Nicolas Junior High School in Fullerton, Cali-
fornia, getting encouragement from their EY mentors while they
compete in one of our global entrepreneurship competitions.

I think about Robert Refkin, CEO of Compass, the real estate
company. He got his first exposure to entrepreneurship through a
NFTE summer camp. Compass recently made its IPO and raised
450 million, and Robert is now on track to be the next and young-
est Black billionaire.

Finally, I think about the thousands of young adults who, with
Congress’ support, will become the inaugural cohort of the Next
Generation Entrepreneur Corps. The American dream belongs to
all of us and entrepreneurship also belongs to all of us. Thank you.

Chairman CROW. Thank you, Dr. LaRock. Ms. Airheart, you are
now recognized for 5 minutes.

STATEMENT OF DENYSE AIRHEART

Ms. AIRHEART. Thank you, Chairman Crow and Ranking Mem-
ber Young Kim. It is my distinct honor to be in attendance today
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virtually and to be able to speak on behalf of the small business
community that we are so privileged to work with at Mi Casa Re-
source Center. I would like to share a little history about the agen-
cy I work for because I believe it gives insight and credibility to my
testimony.

In the late 1970s, Mi Casa began offering job training programs
for women to help them break into higher-paying jobs. Recognizing
self employment as another viable route to economic stability, Mi
Casa expanded in the mid-1980s to include bilingual business de-
velopment services to nurture the entrepreneurial spirit of low-in-
come female and minority businesses.

As Mi Casa has grown and developed we have recognized the
need for programs to advance economic self-sufficiency for the en-
tire family. In 2016, our mission evolved to reflect an expanded tar-
get population to advance the economic success of families with
limited opportunities.

As you shared, Chairman Crow

Chairman CROW. Ms. Airheart, if I could stop you for one sec-
ond.

Ms. AIRHEART. Yes.

Chairman CROW. We are having a hard time hearing you. We
have tried to turn it up on our end, but I think you might need
to speak up slightly or get closer to your microphone, if possible.

Ms. AIRHEART. Sure. Is this a little bit better?

Chairman CROW. It is a little bit better, yes.

Ms. AIRHEART. Okay, okay. The Women’s Business Center at
Mi Casa Resource Center supports entrepreneurs through all the
stages of business development, helping them plan, launch, man-
age, and grow their business through bilingual consulting, long-
term training, as well as business-related workshops and resources.
In 2020, when we collectively experienced a global pandemic, we
had to double down on our services and work even harder to meet
the needs of the highly vulnerable community. We were able to
help over 1,800 businesses, 45 new businesses were launched, over
$2.7 million in capital were obtained with over a million of that
being COVID relief, 27 new jobs were created, and 311 jobs were
retained. Additionally, 24 patents were issued through the pro bono
patent program, which is a partnership with the USPTO.

So, I stand before you to say that the Next Generation Entrepre-
neurship Corps Act has the ability to be a catalyst for distressed
communities. At Mi Casa what we have seen is the systemic issues
that have been shared earlier today and what we do is we work
hand-in-hand with these individuals to remove barriers to success.
A program like NextGen has the ability to ignite economic develop-
ment within distressed communities that continue to see brain
drain, which is talent leaving a local community. Ultimately,
NextGen would be instrumental in creating places where under-
served entrepreneurs can reinvest, hire local, make a local, na-
tional, and hopefully in some cases a global change.

Thank you again for the opportunity to speak on behalf of
women-owned, minority-owned businesses from the Denver metro
area.
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Chairman CROW. Thank you, Ms. Airheart. We appreciate it.
And I think the issue was on our end actually. We turned the vol-
ume up in the room, so I appreciate you bearing with us.

Ms. AIRHEART. No problem.

Chairman CROW. And I think we are fixing it on our end. Thank
you.

Mr. Etkin, you are now recognized for 5 minutes.

STATEMENT OF CRAIG ETKIN

Mr. ETKIN. Thank you, Chairman Crow, Ranking Member
Young Kim, and distinguished members of the Committee. My
name is Craig Etkin. I am the president and CEO at
Intelligence360, a sales intelligence company that provides real-
time data to clients to uncover new business opportunities. In
short, we help other businesses succeed.

In 2018, I graduated from the SBA Leaders Initiative and I
would like to take a moment to recognize the extraordinary job the
team at SBA in Houston does under the leadership of Tim Jeffcoat,
SBA district director, and the work for Yusef Muhammad, south-
west regional vice president at SCORE.

According to the SBA website, since its inception in 2008, the
SBA Emerging Leaders Initiative has trained over 5,000 small
business owners like myself, created over 6,500 jobs, generating
over $300 million in new financing, and securing over $3 billion in
government contracts.

According to SBA’s resource partner Interise, in 2018, Emerging
Leaders alumni businesses saw an average revenue growth of 36
percent, Latino-owned businesses saw 64 percent average growth,
and minority-owned businesses saw 43 percent average growth.

In addition, minority-owned businesses operating in lower-in-
come communities saw 77 percent revenue growth and 60 percent
of new employees were hired locally. It is from that perspective
that I offer my testimony today.

While the yearlong health emergency and associated lockdowns
impacted everyone, some were more hurt and continue to be than
others. Small businesses took the brunt of the pandemic. It is not
a surprise considering small businesses typically operate under
tight profit margins and are more vulnerable to fluctuating eco-
nomic conditions, as well as changed in consumer behavior. The
coronavirus triggered extremes in both cases.

Small businesses are the backbone of the U.S. economy and are
absorbing an outsized proportion of the direct and indirect impacts
of the coronavirus. Policymakers in Washington should do what
they can, not only to shore up current job creators, but encourage
a new wave of entrepreneurialism more broadly.

There are many existing successful programs through SBA’s Of-
fice of Entrepreneurial Development, SBDCs, WBCs, and the Office
of Entrepreneurship Education, SCORE, Learning Center, and the
Emerging Leaders Initiative. Congress through the American Res-
cue Plan has already allocated $100 million to the Community
Navigator Pilot Program for targeted outreach for small business
in underserved communities.

Rather than what is outlined in H.R. 1126, why not promote ac-
cess to capital to these small businesses through the SBA
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Microloan Program rather than a stipend? Getting a microloan can
be a great first step in creating credit history and building finan-
cial relationships needed to sustain and grow a business long term.
Access to education and mentorship is available through SCORE,
the Learning Center, and advanced training in the Emerging Lead-
ers Initiative.

Through Community Navigators connecting with new entre-
preneurs through trusted community relationships, and utilizing
existing programs at SBA, it is my belief we will see not just sev-
era(li hundred, but thousands of new businesses and new jobs cre-
ated.

Thank you for reviewing my testimony.

Chairman CROW. Thank you, Mr. Etkin. I am going to begin by
recognizing myself for 5 minutes and I would like to start with Ms.
Airheart.

Ms. Airheart, our community has areas that have been under-
served for a very long time, and Mi Casa in particular and your
work in particular works to prompt and invigorate entrepreneur-
ship in some of the more underserved folks and populations. I
would love your view as to what you view as the primary barrier
as you are working with prospective entrepreneurs, what is the pri-
mary barrier they face in starting their businesses.

Ms. AIRHEART. Thank you, Chairman Crow. What we see his-
torically are systemic issues within the community. It really is—
you know, for a lot of the Latinx population, whose families are
working together, trying to stay together, and ultimately, there is
that lack of leadership, mentorship. Through program like Mi Casa
we work closely, very similarly as the other programs were de-
signed and were talked about today, to really shepherd individuals
through leadership training, business plan development, you know,
presenting different opportunities to access to capital.

But ultimately, I think it is just the lack of seeing individuals
like themselves be leaders in their own community. So I think that
is why this act, this bill really has the opportunity to ignite and
really develop these distressed communities in a way that has not
been done before.

Chairman CROW. Thank you. And I know we have spoken before
the support ecosystem in a community. Can you kind of just ex-
pand on some of the prior conversations about what an ecosystem
means for our community and how that lack of an ecosystem can
be overcome?

Ms. AIRHEART. Sure. The support of the ecosystem, you know,
can be modeled in multiple different ways. At Mi Casa we do that
by peer-to-peer connection and then we take that, depending on
where they are in their business, we then connect them to mentors
within the community.

Ultimately, what you see when these local business owners are
successful is the stickiness. Right? They are able to hire locally, re-
invest locally, keep their talent in their businesses, so, you know,
it really builds upon the steppingstones that are created. And ulti-
mately, what you are looking for is for these entrepreneurs and
these small businesses to not necessarily leave these distressed
communities, but turnaround and reinvest into them. Therefore,
the ecosystem is strengthening that local economy.
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Chairman CROW. Thank you, Ms. Airheart.

Mr. Dearie, I wonder if you might talk or expand on the issue
of access to capital and why access to SBA lending vehicles is in
some ways better than access to other traditional financial institu-
tional lenders and what barriers might exist with those traditional
lenders or commercial lenders and why the SBA vehicles in par-
ticular, in some circumstances, are more beneficial for entre-
preneurs.

Mr. DEARIE. Sure. The SBA plays a critical role, but particu-
larly with regard to bank capital for new and small businesses. I
am a former bank supervisor at the New York Fed and I can make
a very good argument that banks are not the ideal source of capital
for startups. Startups are inherently risky. Half fail by their fifth
year. And we don’t want, as much as we want to be supportive of
startups, we don’t want to damage the balance sheets of the na-
tion’s banks in pursuit of other national priorities. We got into
trouble doing that in the housing crisis, of course.

The great service, the SBA bridges that gap between depositories
and new and small businesses by assuming some of the risk. And
that assumption of risk becomes critical to enable bank capital to
be a source of capital for startups in particular. Of course, other
sources of capital, you know, from investors instead of depository
institutions, are also critical for startups and are sort of uniquely
appropriate in light of the risk profile of startups. And these
sources are angel capital, venture capital, equity capital, where the
investors bear the risks and if the startup fails, they take the hit
instead of a bank or a depository.

Chairman CROW. Thank you, Mr. Dearie. My time has expired,
so I would now like to yield to the Ranking Member of the Com-
mittee, Mrs. Young Kim, the gentlewoman from California.

Mrs. YOUNG KIM. Thank you, Mr. Crow. You know, I have
heard from my employers in my district that not only are they hav-
ing difficulty finding workers, but they are having finding the
workers for the right positions and right workers for the right job.
And I think, Mr. Dearie, you also listed that in your testimony as
one of the top issues you and your colleagues have been hearing
from small businesses as you conducted many roundtable discus-
sions.

So, for the entire panel would you be able to elaborate how we
can increase worker skills and transition workers to new skills?

Mr. DEARIE. Sure. You are quite right, there is a lot of attention
paid, and rightly so, to access to capital. But access to appro-
priately skilled talent is just as important for a startup. You can’t
turn your idea, you can’t turn your dream into a successful busi-
ness without the staff, the employees that have the skills that you
need. And we hear that at virtually every roundtable that we do.
As I said, we have the jobs, we need to fill them to survive, we
can’t find enough folks that have the skills that we need.

That is really an indictment of the U.S. educational system. We
are simply not producing enough people that have the skills that
21st century businesses need, including new and small businesses.
The bull’s-eye of that, if you will, is STEM, science, technology, en-
gineering, and mathematics. There has been a great deal of discus-
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sion about how do we address that. Certainly, it is a very complex
question that has a complex answer.

But certainly, I am of the view, and we hear this from startups,
that a great under-used asset in this country is the Nation’s com-
munity college system. There are 1,200 community colleges across
the country. They are typically the first experience of higher edu-
cation for immigrants, for example. They are great sources for peo-
ple to be able to upskill, to get stackable credentials to, you know,
lifelong learning. So, among the many things that can be done to
fix that problem, I think leveraging the community college system
is critical.

Also, we need a more active conversation between the business
community in this country and educators, so that businesses can
tell educators, you know, here are the skills that we need. And if
you are willing to amend your curriculum to teach those skills, we
will hire those people. There is not enough communication, in our
view, going on between the business community and the edu-
cational community.

Mrs. YOUNG KIM. Thanks for mentioning that. That is why I
introduced the Innovations in Informal STEM Learning Act and,
hopefully, that will prepare our next generation of workers for the
right jobs. So, I want to thank you for mentioning that.

And I do want to pose the next question to all the panel. Small
businesses create a majority of the net new jobs, but they are fac-
ing increasing costs, inflation, price pressures, taxes. So, I think
you would agree that these pressures, they are keeping them from
expanding and adding jobs. So, I would like to ask the panel what
price pressures would you like to see eliminated? Dr. LaRock, you
want to start?

Mr. LAROCK. Thank you, Ranking Member Young Kim. You
know, one factor I would point to is just the proliferation of regula-
tion and the impact that that can have on startup entrepreneurs
in particular. At NFTE, we work with many, many graduates of
our program who try to launch and sustain actual businesses. And
more than taxes, more than other policy issues, the regulatory bur-
den that they face and the administrative burden is something that
comes up a lot for our learners, in particular because these—many
of our alumni are really trying to go it on their own as many entre-
preneurs do.

If T could just double back on to your previous question, I would
like to underscore a couple of points that Mr. Dearie made in re-
sponse to your question. A real opportunity for our education sys-
tem is to do much more to expose young learners to the types of
jobs and careers that exist. That is why the efforts of national phi-
lanthropies like American Student Assistance are so important and
why we get a lot of traction at NFTE with career and technical
education leaders because they understand that you don’t have to
be a welder or an electrician or an auto repair technician. You can
have an auto repair shop. You can have an electrician business.
And so we find homes in those types of schools where educators are
making the connection between entrepreneurship, the broader
economy, and personal self-fulfillment in doing of one’s job.

Lastly, and briefly, I would also like to underscore the particular
opportunity now to help community colleges fully embrace entre-
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preneurship education in the way that we see four-year public and
mostly private higher education doing. The gaps that exist between
community college entrepreneurship opportunities and what we see
at other parts of higher ed sustain some of the inequities that we
see in the system.

Chairman CROW. The gentlewoman’s time has expired. The gen-
tlewoman from Georgia, Ms. Bourdeaux, is now recognized for 5
minutes.

Ms. BOURDEAUX. Thank you so much, Chairman Crow and
Ranking Member Young Kim. And thank you to all the witnesses
for joining us today.

I want to start off with one of the issues that was raised by Mr.
Dearie and elaborated on some in this testimony, which is about
the rates of entrepreneurship declining, the concurrent decline in
productivity. And I am just curious if you could elaborate more on,
you know, why this is happening and are there certain sectors
where we are really—we have seen this decline more rapidly over
time?

Mr. DEARIE. Sure. Thank you for the question.

Alarmingly, the research that is—I will speak to your question
as to particular sectors first, if I might. Alarmingly, the research
that has been done on the decline of the share of all businesses
that are new, you know, sort of an interesting gauge of the
entrepreneurialness of the U.S. economy, if you will, indicates that
the decline is pervasive. It is happening, and I am referring specifi-
cally to the very famous Brookings paper by Bob Litan and Ian
Hathaway, who documented this decline in ways that had not been
done before.

They found it is happening in all 50 states. It is happening in
all but a handful of 360 metro areas that they examined. And it
is happening across every industry sector. So, it is pervasive.

In terms of why it is happening, that is exactly the question that
I asked in my own professional transition from financial super-
vision. When I found out about all this I got terribly interested in
it and I went and I asked Bob Litan and Ian Hathaway and other
people who had done the research why is this happening? And they
said we don’t know. We have certain, you know, ideas and theories,
suspicions, but fundamentally we don’t understand it. And it was
with that in mind that I set out on the first road trip of doing
roundtables with entrepreneurs around the country, asking them
quite simply what is in your way? What is going on? Why is this
happening? I wrote a book about that called “Where the Jobs Are”
and it was as a follow-up to that book that I decided to launch
CAE, to work with people like you to fix that.

So, if you look through our agenda that is the appendix to my
written testimony, it is chockful of specific ideas grouped in all of
the subject categories that we hear from entrepreneurs at round-
table that my colleagues and I continue to do on a regular basis.

Ms. BOURDEAUX. Okay. So, we have got some reading to do on
that. Thank you on that.

I just, you know, it does occur to me that, you know, prior gen-
erations, like my grandparents’ generation, everybody had a small
business, you know. It was just part of the fabric of their lives. And
now so much of our business is consolidated, you know. It is the
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Walmarts, it is the Targets, you know, and it is just very, very
hard for people to get up and going.

Just another huge issue, my district is very, very diverse and
this is for Mrs. Airheart. I wish we could duplicate your program
all over the country. It sounds like a fabulous program. I just want-
ed to check in with you as you work with women- and minority-
owned businesses, are there things that we could be doing or the
Small Business Administration could be doing to help with the mi-
nority-owned businesses, help entrepreneurs from communities of
color be able to access programs better or know the resources that
are available to them?

Ms. AIRHEART. Thank you for the question. Absolutely, I think
there is always more that we can do. One of my mentors always
said we have to educate the educated. We have to create an aware-
ness of what exists in the community and how to access it.

I am incredibly honored and privileged to work for Mi Casa Re-
source Center. I know that the individuals that walk through our
doors feel like they are walking through a university, a local com-
munity college, and, therefore, they are leveling up—we are lev-
eling up their experience, their access, and their connectivity to
other resources within the community. So, I think that the experi-
ence overall is so incredibly important.

Funding for programs like the Women’s Business Center or other
programs that support entrepreneurship in distressed communities
that focus on the BIPOC population is critical because these are
the individuals that have the interest, the desire. This is—these
are the new builders of the new America. And I think that we just
really have to continue to support programs like the Women’s Busi-
ness Centers and other programs that the SBA has supported in
the past.

Ms. BOURDEAUX. Okay, thank you very much. I yield back the
balance of my time.

Chairman CROW. The gentlewoman yields back. I now would
like to recognize the gentleman from New York, Mr. Garbarino.
Also a fellow fanatic of apprenticeships as I am, so you are recog-
nized for 5 minutes, Mr. Garbarino.

Mr. GARBARINO. Thank you, Chairman. Yeah, big fan of ap-
prenticeships. I don’t think everybody should go to college. I think
there is a lot of people, like you said, Mr. LaRock, that you can be-
come a plumber and then, all of a sudden, run a plumbing busi-
ness. And, you know, one of my good friends from high school did
that and he now has—he makes a lot more money than I do, I will
tell you that, so.

Mr. Etkin, I have a question. The Biden administration released
America’s Jobs Plan in March, which focused on not just regular
infrastructure, but other things as well, and not brick-and-mortar
infrastructure. Right now we are in negotiations for doing just a
brick-and-mortar infrastructure bill. How do you think
prioritizing—would prioritizing true infrastructure projects over
non-infrastructure spending help increase job creation and hiring?

Mr. ETKIN. Well, thank you for the question. My grandfather
was a plumber, so he never went to college and ran a very success-
ful business.
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You know, we really need to focus in this country on rebuilding.
There is a lot of need in infrastructure here domestically. And the
initiatives to focus on roads and bridges and airports and really re-
building our inner cities I think is a great first step in driving new
entrepreneurial innovation.

There are a lot of initiatives that I can’t necessarily speak to
from a policy perspective, but I know that when companies can rely
on their safe neighborhoods and their roads and bridges to get to
work are sound, they have the ability to hire and run a business
from a good foundation in their neighborhoods. So, I wish I could
answer the question beyond the brick-and-mortar.

There are a lot of spending initiatives that I see that a lot of peo-
ple are looking at going why? I mean, the numbers are staggering
to small business owners to hear coming out of Washington in the
trillions of dollars. And quite frankly, I think it is perpetuating an
environment of fear right now in small business owners. They are
concerned about inflation. They are concerned about hiring. A lot
of their new costs are going into labor. They are having to attract
workers back in from sitting at home. Small restaurants, I work
with hundreds of entrepreneurs across the country, mostly in B to
B, but some in B to C that are having real problems bringing work-
ers back and staffing up.

And I think that is due a lot to an environment of fear. I mean,
we literally have moved from a health crisis to a crisis of fear in
small business. Business owners are unsure of their future. They
are unsure of being able to reopen fully. And I think a lot of that
has been perpetuated by a lot of rhetoric coming from politicians
from all levels of government.

People are scared. They need to get back on their own feet. They
need to hire and get back to work. And there are a lot of things
being thrown up as roadblocks to doing that.

And so, unfortunately, you see we are in a position where compa-
nies are struggling and they are struggling to get back to normal.
And bringing employees back to work is, you know, I think a big
part of the way they need to move forward. And

Mr. GARBARINO. So, Mr. Etkin, I just want to comment on that
because I actually met with the new CO of the Chamber of Com-
merce yesterday. We had a meeting with her and part of the dis-
cussion was how about half of Americans, 49 percent, lost their jobs
during the pandemic reported they are not active at all or not very
active in searching for employment. I had spoken to businesses in
my district that are searching for jobs. They want people to come
back to work, they just can’t find the workers.

But it sounds like you are saying, you know, it might not just
be solely the person not wanting to come back to work. It might—
you know, the employers might be a little hesitant in brining peo-
ple back. Is that what you are saying or did I mishear you?

Mr. ETKIN. No, that is absolutely right and especially in areas
where lockdowns are still—I mean, you see people waiting in lines
just to go into a grocery store. I travel around the country. I mean,
we opened in Texas very early. I think it was a good idea. It was
scorned by many in the political circles across the country, you
know, as a bad policy decision. But I see the benefits of, you know,
opening business back up again.
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So, not only do you see a hesitancy from business owners about
an uncertain path forward, but also a climate of fear with going
back to work.

Mr. GARBARINO. Thank you. I yield back.

Chairman CROW. Thank you. The gentleman yields back. Now
I will recognize the gentleman from Minnesota, also a serial entre-
preneur, Mr. Phillips, for 5 minutes.

Mr. PHILLIPS. Thank you, Mr. Chairman. And I would argue
that nothing is more American and wonderfully politically unifying
than entrepreneurship, so thank you for holding this meeting today
to our Ranking Member and Chair and to our wonderful witnesses.

In my experience, to become an entrepreneur you need inspira-
tion, preparation, human capital, and financial capital. Those are
the four legs of the stool. And on the subject of financial capital,
I think we are all aware that only three urban areas in the entire
country, both East and West Coasts, Silicon Valley, Boston, and
New York City, currently account for 80 percent—80 percent—of
all venture capital investment.

So, on a subject that our Chairman already referenced, Mr.
Dearie, what role can Congress play very specifically to better en-
courage a more equitable distribution of startup capital to parts of
the country that right now are starved for it?

Mr. DEARIE. Thank you for the question. It is an enormously
important issue. It is one that we hear at every single roundtable
that we do around the country. There is simply not an equitable
distribution of venture capital across the country.

Just to give you a quick example, it is just one that I know off
the top of my head. I am sorry it is not your state, but it is a near-
by state. At a roundtable in Michigan, we were told by entre-
preneurs and investors there that the state of Michigan has access
to or gets about 1 percent of total venture capital in the country,
and 50 percent of that 1 percent is in Ann Arbor. And so the rest
of the state gets—has to share the 50 percent of the 1 percent that
they get.

We have been involved in, as you know—I believe that you were
a House cosponsor of this piece of legislation and we thank you for
that—there is a bill that was introduced and led by Senator Klo-
buchar in the Senate along with Tim Kaine and Angus King, Ro
Khanna, yourself, Tim Ryan, and Terri Sewell, if I remember cor-
rectly off the top of my head, in the House. And what that bill is,
called the New Business Preservation Act, and what that bill did,
it borl'rowed from a very interesting experience that happened in
Israel.

In the late ’90s, at that time practically 100 percent of venture
capital was in the United States. It was an American phenomenon.
Israel had lots and lots of new businesses stemming from the fact
that when the Soviet Union collapsed in the late—in early ’90s, a
lot of folks immigrated to Israel and a lot of those folks were engi-
neers and scientists. A lot of them started businesses. So, there
was a lot of entrepreneurship and no venture capital.

And the way the Israeli government tried to address that is they
offered a one-to-one match of public taxpayer funds with private
capital to lure American venture capitalists over to Israel to look
around and consider investing in Israeli startups. It was enor-
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mously successful. We have the same problem except it is inside
the country. We have 80 percent of venture capital in three cities.

And so the bill would do exactly that, it would create a problem
administered by Treasury to offer a one-to-one match of public dol-
lars for venture capital invested in promising startups in heartland
states. I think it would be enormously impactful. Everybody we
talked to about it around the country is enthusiastic, both startups,
entrepreneurs, and investors.

Mr. PHILLIPS. I appreciate that. And perhaps we can even
weave that into the Chairman’s legislation, too.

Mr. DEARIE. That would be great.

Mr. PHILLIPS. Inspire potential entrepreneurs. Mr. LaRock, I
got to say I love NFTE’s entire model. And I was really lucky, I
grew up in a family of entrepreneurs. I was exposed to it at a
young age. And perhaps equally importantly I remember Business
Day in elementary school, which really inspired me and introduced
me to the notion of becoming an entrepreneur myself.

So, in the spirit of rowing further upstream than we typically do,
what specific steps can Congress take to inspire young people, at
least introduce them to the notion of becoming entrepreneurs?

Mr. LAROCK. Thank you, Congressman, and I appreciate the
kudos to our organization. Honestly, I think the foundation, the
foundational concepts of the NextGen bill are what is needed. The
reason that we at NFTE are supporting the bill is because it re-
flects so much of what we have seen work with our own model.
That is number one.

The second is I really do think that our education system, and
not just career and technical education schools, but academic, com-
prehensive high schools and middle schools need to start embed-
ding career exploration and career-oriented education, including
entrepreneurship, starting as early as the fifth grade, but most cer-
tainly by middle school.

Again, innovative philanthropies like American Student Assist-
ance are putting some funding into this and that is great, but it
is a drop in the bucket of what is needed. And when Congress has
the opportunity to review the Perkins Act, ESEA, WIOA, which has
some allowable activities for youth, I would encourage Congress to
take new opportunities to devote more funding for youth entrepre-
neurship, at least more flexibility.

Mr. PHILLIPS. Love it. And I might just, as I close, perhaps we
should consider changing our name to the Small Business and En-
trepreneurship Committee. That would send a nice message to the
country.

And with that I yield back, Mr. Chair.

Chairman CROW. Thank you. The gentleman yields back. The
gentlelady from Illinois, Ms. Newman, is now recognized for 5 min-
utes.

Ms. NEWMAN. Well, thank you, Mr. Chair, and thank you,
Ranking Member, for putting together this great discussion this
morning. And I will echo Mr. Phillips’ great idea. I think that is
a wonderful idea, so I am on board for that.

So, thank you all. Thank you to our guests today. This has been
more validating, and I mean this in the best compliment, more
validating than illuminating because this is what I hear in my dis-
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trict, that I think Mr. Dearie started out sharing what some of the
challenges are for our small businesses moving forward coming out
of the pandemic and as we work through our recovery and our
economy. You know, and it is what I hear, is that, you know, that
we don’t have enough skilled workers. Therefore, we need more
workforce training. Right?

That our small businesses don’t have enough access to capital.
That childcare is a huge problem. We have lost 70 percent of our
childcare structures in this Nation as a result of the pandemic, and
we have to support that.

There has been denial of credit, particularly in Black and Brown
communities of business. And then our immigration policies don’t
allow us to bring wonderful folks in to do the work that is needed,
whether it is currently skilled workforce training and/or other.

So, I think we all know what we have all been through, Econ
101, that the only way the economy grows is when we have more
people being productive. So, our immigration policies right now are
a little bit challenging. We need to move forward and be in the 21st
century around that.

And then lastly, mentorship is a problem. So, really a long list.
Right?

So, I am going to challenge Mr. Dearie and Dr. LaRock to give
me your top three. And the reason I ask you for your top three
amongst those is that I would say we are trying to build legislation
that prioritizes the biggest problems. And so if you can prioritize
among that list of things that Mr. Dearie shared to address, that
Congress can address, that would be super helpful.

So, with that I will turn it over to Mr. Dearie if you wouldn’t
mind answering.

Mr. DEARIE. Sure. These kinds of questions are very hard. You
know, your top answer, your top three, but I understand the spirit
behind the question.

Reflecting the conversations we have had here today, I mean, if
I were forced to pick three I would say, first of all, entrepreneur-
ship in America today remains an overwhelmingly White and male
phenomenon. We have been talking today about how important en-
trepreneurship is as a pathway to economic development and job
creation. It is also a pathway to economic empowerment and finan-
cial empowerment for the entrepreneurs themselves.

And so I would make a priority, a policy priority, make American
entrepreneurship more inclusive. And that is exactly why we at
CAE at an enormous fan of the NextGen Act because the specific
intent of that is to promote entrepreneurship in underserved areas
and among underrepresented aspects of our population. We need
more women entrepreneurs who are active. We need more Black
and Brown entrepreneurs who are active. And so I would make
that at the top of the list.

The other two, you know, we have talked about the—as Rep-
resentative Phillips just referred to, if there were two other things
that entrepreneurs need aside from their great ideas it is capital
and access to properly skilled people. So, pursuing all ideas and all
options in terms of expanding access to capital, and there are lots
of ideas in the appendix to my testimony. And then also in terms
of, as Congresswoman Young Kim put her finger on, the upskilling
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and the workforce training, the lifelong learning to make sure that
entrepreneurs have access to the people that they need to turn
their dreams into productive businesses.

Ms. NEWMAN. Thank you. And Dr. LaRock, if you wouldn’t
mind adding to adding to Mr. Dearie’s comments.

Mr. LAROCK. Thank you, Congresswoman. I associate myself
with Mr. Dearie’s comments and just go back to, you know, the
three things that I highlighted in my testimony. Focusing any ef-
fort on the disparities that exist and really building in equity as
a design principle I think is vitally important, number one.

Second, mentorship, an explicit component around mentorship is
vitally important. Because what we have learned working with our
NFTE entrepreneurs who have gone on to start and sustain busi-
nesses is that all of their success still doesn’t make up in many
cases for a lifetime of not having the social capital that they
weren’t born into. And government policy can’t recreate that, those
opportunities easily, but they can stitch together communities of
interest, like minority communities and the business community.
We do it in a private sector, nonprofit way at NFTE and I think
it can be done through policy as well.

And then finally, I just underscore what we already talked about
regarding opportunities to promote equity and entrepreneurship in
the education system as well, particularly in the K-12 education
system, but community college as well.

Ms. NEWMAN. Well, thank you both for your comments. Thank
you for being here today and I yield back.

Chairman CROW. Thank you. The gentlewoman yields back. So
we have time, we are going to do another round for others who
want it. And I will begin by recognizing myself for another 5 min-
utes.

I just wanted to kind of expound on this notion of infrastructure.
And I am a huge supporter of the American Jobs Plan, President
Biden’s plan, because undoubtedly, I mean, there is, I think, uni-
versal agreement that we don’t have 21st century infrastructure.
That we made investments in infrastructure over 70 years ago
after World War II, then we stopped making the investments in in-
frastructure and even stopped keeping it up for that matter. And
you can’t have bridges falling down, can’t have roads, we have to
expand broadband into vast swaths of America that don’t have it
to prop up entrepreneurship and level the playing field there.

But, you know, one of the largest times of growth in American
history was after World War II. There is a number of reasons for
that, but one of the biggest reasons is that women entered the
workforce. We had an entire segment of the population that was
denied access to the workforce before and then they entered the
workforce and it led to incredible economic growth for the country.

So, looking at it now, we already touched on the issue of immi-
gration and we have to reform our immigration policies to make it
easier for entrepreneurs and incredibly talented people that come
here to contribute to our economy.

But, Ms. Airheart, just expounding on this notion of latent poten-
tial, We have all of this built-up latent potential, incredible talent,
entrepreneurs sitting here ready to go. Can you just talk about in
our community, if we are able to remove some of those barriers—
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childcare, healthcare, student debt, lack of ecosystem and
mentorship—what would that mean? What would that look like?
And how many folks do you think are ready to go to kind of bring
our economy up to the next level in the 21st century?

Ms. AIRHEART. Thank you, Chairman Crow. You know, I smile
because I think it is just—there is certainly a buzz within the en-
trepreneurial community and you nailed it. You talked a little bit
about some of these obstacles, these hurdles, the childcare, the stu-
dent loan debt.

I also—on a regular we will do focus groups and we will meet
with individuals that are going through a career pathway as well
as are small business owners. And they will talk about having to
make the choice between getting a job or not going to school be-
cause the student loan debt is so overwhelming.

So, the way I think about it is that we have these small busi-
nesses and they are only able to grow to the point of butting up
against these obstacles. Right? Whether it is the childcare costs, so
they are not able to grow, they are not able to reinvest into their
businesses because of these broader issues that are really systemic
in our society.

You know, the childcare costs, lack of access to it, is incredibly
challenging for the women that we work with. At Mi Casa we pro-
vide childcare onsite for individuals that are going through our
long-term training. And we see them, they come in with their
young kids and they are so incredibly hopeful for their futures.

So, I just feel like there is this ecosystem, this buzz of entre-
preneurs, but the reality is that they are only able to grow to a cer-
tain level because of these broader issues that really put a cap on
them.

Something else that I would love to add is that earlier someone
asked, you know, what are your top three, and I really—I think
about financial education. I think that for the entrepreneurs that
we work with on a regular basis, their financial acumen is not
there and they lack the confidence to pursue capital investment.
So, I just think that that is a huge area of opportunity that we can
infuse into our youth and then really upskill them through edu-
cation.

Chairman CROW. Mrs. Young Kim, the gentlewoman from Cali-
fornia.

Mrs. YOUNG KIM. Thank you, Mr. Crow. I know we have been
talking a lot about the American Jobs Plan that President Biden
released in March. And since then, both sides have been working
diligently behind the scenes to come out with a bipartisan solution
that we can get to support because we do agree that there is a con-
sensus in getting a good infrastructure legislation to get our econ-
omy moving. But President Biden’s jobs plan calls for—you know,
he started with over $2 trillion and his plan is prioritizing climate
change and other spending over infrastructure provisions, and try-
ing to pay for that by raising taxes, including those on the many
businesses organized by C corporations and S corporations. But as
you know, the U.S. Chamber of Commerce came out with the infor-
mation that many of the C corporations, over 85 percent of them,
are small businesses, too. So, raising taxes on C corporations will
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not just hurt the large businesses, but it will hurt all businesses
and it will really hurt the economy as well.

So, I would like to ask the panel, or, you know, one or two of you
given the time, how sharply increasing taxes will hinder the ability
of those businesses to grow and create jobs. And if you can cite
some specific examples that would be very helpful. Go ahead, Mr.
Dearie.

Mr. DEARIE. I will start. Well, certainly, Congresswoman, all
else being equal, any business, new or existing, would love to keep
more of what they earn than less, for sure. Having said that, I
think it has a lot to do with what the additional revenue is going
to be used for. And I think at the roundtables that we conduct
around the country, there is a broad consensus that we need to in-
vest more in infrastructure, which supports the economy, supports
business.

The other thing I would pass on to you is that the tax issue that
we hear more often than any at roundtables is more about tax com-
plexity and uncertainty than where marginal rates happen to be.
Business people can build a business around virtually any number.
You know, just give me a number and I can build a business
around that. What really drives them crazy and distracts them,
takes their eye off the ball is when—it is the complexity and con-
stant uncertainty.

So, my counsel would be a more simple tax code, a more constant
tax code, and let entrepreneurs focus on what they do best, and
that is build and grow businesses.

Mrs. YOUNG KIM. And I would like to ask Mr. Etkin if you can
share your perspectives on this.

Mr. ETKIN. Yes, thank you. It is amazing to me that at a time
where so many small businesses are really just trying to find the
new normal, that we are talking about increasing tax burden on
small business. They are really having to come out of this pan-
demic, really look up at what their plan is for the next 2 to 5 years,
and now they are facing a policy that is going to increase their tax
burden when they are looking at just bringing people back on
board and making it through probably the most difficult experience
they have had as a small business owner.

We have been in business for 22 years. We have seen the dot-
com bubble bust. We have seen 9-11. We have seen the Great Re-
cession. And now we hopefully made it through the experience of
COVID. And it is my feedback that I get from the hundreds of en-
trepreneurs, business owners, CEOs that I work with at all levels
that now is not the time to handcuff business and job creators with
tax burdens, especially on non-brick-and-mortar infrastructure.

I think there is consensus around the need to rebuild our roads,
our bridges, the infrastructure that people understand are critical
in having successful businesses, neighborhoods, and a base to build
a future from. But when you start moving outside of that, I think
that is when you really look at what are the priorities of this ad-
ministration in terms of bringing jobs back and really allowing en-
trepreneurs to be uncuffed from the restrictions that they have
seen over the last year?

And so it is my opinion that now certainly is not the time to talk
about increasing taxes on job creators.
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Mrs. YOUNG KIM. I appreciate your perspectives. Thank you. I
yield back.

Chairman CROW. Thank you. The gentlewoman yields back. I
now recognize the gentleman from New York, Mr. Garbarino, for
5 minutes.

Mr. GARBARINO. Thank you, Mr. Chairman. Mr. Dearie, you
just touched on a couple different things in a couple of your state-
ments. And I don’t know if my—well, my district is definitely dif-
ferent than my colleagues that are up here. And Ms. Airheart
talked about childcare, healthcare, the limitations there being—
needing to focus on that to help the job growth.

I know for a fact that in my district businesses have left Long
Island because where I am we don’t have sewers. The roads are so
old that they—you know, turning on and getting on a highway, you
can’t do it with an 18-wheeler because they didn’t have them back
when they were built. Our energy grid is so low. So, that is an
issue on my district.

You know, you mentioned the brain drain. You know, people are
not trained for the proper positions that they need to be now and
the focus on STEM and apprenticeships.

So, it is all of the above? Does it matter? Is it different? Where
should the focus be? You know, which one—what is the chicken
and what is the egg and what do we start with? You know, out of
all these different things we are hearing so much testimony. What
do we start with?

Mr. DEARIE. That is a very good question and this is what we
are all here to debate. But, of course, you know, I think we all
agree on what the issues are and it is a question of sequencing, a
question of prioritizing. Certainly with physical infrastructure
there is a broad consensus that we have—you know, we are way
behind the eight ball and we need to do more now. All you have
to do is drive the George Washington Parkway of the other side of
the Potomac and you see that.

However, there are other issues that are enormously significant.
I will just focus on one, childcare, because we are talking about it.
It is true that out of 40 industrial democracies around the world,
the United States is the only country that does not have a national
childcare policy. We are the only one.

We did have a national childcare policy at one point in our his-
tory, and the Chairman referred to this sort of, and that was dur-
ing World War II. And the reason was all the men were overseas
fighting the war and we needed the factories to be staffed. And so
there was an enormous publicly funded childcare program that led
to, after the war, the entry of women into the economy and led to
booming economic times, simply because there were so much more
people in the economy starting and growing businesses and going
to work for other businesses.

When we do roundtables with women entrepreneurs and when
we started the Senate Entrepreneurship Caucus in March of 2019,
the very first event that we did with that caucus was a roundtable
of women entrepreneurs that we flew in from all over the country.
The top issues that they wanted to talk to the Senators about were
barriers to them: healthcare, childcare, record student debt, and re-
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tirement security uncertainty. It is those uncertainties, those life
risks that are keeping them from being entrepreneurs.

So, those are super important issues. If we were to solve them,
I am convinced that it would lead to a very significant boost in eco-
nomic growth, job creation, tax receipts, et cetera, et cetera.

Mr. GARBARINO. Do you think we should do that before we do
brick-and-mortar? I mean, like I said

Mr. DEARIE. Yeah.

Mr. GARBARINO.—in my district you can’t open a restaurant,
you can’t open a business because the Health Department will tell
you, no, we don’t have sewers.

Mr. DEARIE. Yes. Well, certainly if there are physical impedi-
ments to actually opening a business, that is top priority for sure.
But I think it would be a mistake to push these other issues back
on the backburner.

I mean, you know, just continuing very briefly, the average
American family pays %10,000 a year for childcare for one child.
Childcare is more expensive than sending a kid to college in 38
states. Every single state in the Union and the District of Columbia
fails the government’s own definition of affordability in terms of
childcare. That is a big problem and it is standing in the way of
economic growth.

Mr. GARBARINO. I did want to—I have a minute left, but one
thing I have also heard, I have a lot of contractors and other, you
know, businesses all around, that they are saying the cost of goods,
inflation, I mean, they can’t bid out projects now and—well, they
can bid out, but the bids can’t last longer than 3 days because, you
know, lumber, everything, steel, everything has been going up.

This is for the—maybe Mr. Etkin or Dr. LaRock, if you want to
talk about it, or Ms. Airheart. What are we hearing from small
businesses now about inflation? How bad is it on their bottom line?
Anyone?

Mr. ETKIN. Is that directed at me?

Mr. GARBARINO. Hello, Mr. Etkin. You can start first.

Mr. ETKIN. Well, I can speak of it firsthand. I am in the middle
of building a building and we deal with contractors all day about
pricing for materials. And it has been shocking to see the price dif-
ferences in just, like you said, a matter of weeks on steel, on lum-
ber, on availability, on timelines.

Part of my business is monitoring the commercial real estate
markets. We see projects in all stages going from design to bid to
construction. I think we see that in that industry more than any
gther the impacts of supply chain issues coming out of the pan-

emic.

It is a complex issue. It is not simply policy, but long-term infla-
tion is something that we all need to look at and watch closely. Be-
cause as I mentioned before, start talking about trillions of dollars
of spending, I think that is at the back of everyone’s mind, cer-
tainly business owners as well, who have to keep an eye on cost
of goods. And so it is certainly something to be concerned about.

Mr. GARBARINO. Thank you, Mr. Etkin. My time has expired.

Mr. ETKIN. Yes, sir.

Mr. GARBARINO. I yield back.

Chairman CROW. Thank you. The gentleman yields back.
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So, thank you to all the witnesses today for this really enlight-
ening discussion. It is something that is actually, unfortunately,
more rare than it should be, and this is something called legis-
lating and debating, which I know is a crazy concept for this body
sometimes. But it was great. I learned a lot from all of you, so
thank you for taking the time.

It is clear that the entrepreneurship crisis is one of the bigger
challenges facing this Nation. The title of this hearing, “Jobs, Jobs,
Jobs,” was the title that we came up with because we wanted to
be really clear that we want to get people to work. We want to get
more people to work and it is not just getting them into jobs, but
it is also getting them into great jobs and good jobs. And one of the
best ways to do that is to grow new businesses, to expand the eco-
nomic pie.

This is a real challenge, but there is also good news in that this
is one of the most bipartisan committees in Congress. We work
really well together. We don’t always agree on how to get there, but
we actually do agree on where we want to be in the conclusion and
what we are trying to achieve. And I look forward to working with
all of you in trying to figure out these challenges, and the wit-
nesses as well for informing both the staff and the members as we
figure this out and have this debate and figure out how we can
grow the economic pie and get people to work and really help re-
build the American dream is where we want to be.

And, you know, part of that is continuing to have the discussion
around the Next Generation Entrepreneurship Corps Act. I will be
the first to say that is not—it won’t solve the problem, but it is a
first step. And if we take the first step we can build on that, we
can learn from it, we can get people to work. And this is something
that obviously both the House and the Senate in a bipartisan way
has come together around, so I look forward to continuing to build
support for that bill and others like it that we heard about today.

So, with that, I would ask unanimous consent that members
have 5 legislative days to submit statements and supporting mate-
rials for the record. Without objection, so ordered.

And if there is no further business to come before the Committee,
we are adjourned. Thank you.

[Whereupon, at 11:23 a.m., the Subcommittee was adjourned.]
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Chairman Crow, Ranking Member Kim, and members of the subcommittee, thank you for the
invitation to testify today.

My name is John Dearie and I’'m the founder and president of the Center for American
Entrepreneurship. CAE is a nonpartisan research, policy, and advocacy organization whose
mission is to engage policymakers in Washington and across the nation regarding the critical
importance of entrepreneurs and startups to innovation, economic growth, and job creation — and
to pursue a comprehensive policy agenda intended to significantly enhance circumstances for
new business formation, survival, and growth.

Introduction

The focus of today’s hearing is both timely and critically important. Despite robust job creation
in recent months — 559,000 in May, 278,000 in April, and 785,000 in March — the damage to the
U.S. labor market inflicted by Covid-19 remains profound. Indeed, even if the Bureau of Labor
Statistics (BLS) reports this Friday that 1 million new jobs were created in June — as some
economists have forecast — nonfarm payrolls will still be down nearly 7 million from pre-
pandemic levels and more than 10 million jobs sort of likely employment had the pandemic not
happened.

New job creation, therefore, remains an urgent national priority — which is why I very much
appreciate the opportunity to express CAE’s strong support for the Next Generation
Entrepreneurship Corps Act, recently introduced by you, Mr. Chairman, and Rep. Troy
Balderson (R-OH) in the House, along with Senators Chris Coons (D-DE) and Tim Scott (R-SC).
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The Act will- encourage entrepreneurship and job creation in under-sérved communities across
the country by way of a new competitive fellowship program that will select 320 entrepreneurs
annually from diverse backgrounds who will receive startup capital, mentoring, and other
support to start both traditional and high-growth businesses in distressed or low-income areas.

CAE is proud to support the Act, Mr, Chairman, and salutes you and your co-sponsors for your
ieadership.

Startups Are the Engineg of Job Creation

Given the urgency of job creation, the focus-of this hearing on entrepreneurship is very much on
target. Members of this subcommittee are no doubt familiar with the reality that new businesses
- or “startups” — gre responsible for most net new job creation.’ ‘T confess that when T first heard
that I didn’t believe it.. What about every other kind of business — small and large, older and
younger —~ don’t they create jobs too?

To grasp the critical importance of startups to job creation, it’s important to first understand how
tremendously dynamic the U.S. labor market is. Most of the activity in the labor market each
year reflects what labor economists refer to as “churn” — the continuous process of hiring and
separation that occurs as new businesses form and others close, as existing businesses create new
jobs and eliminate others, and as workers leave old jobs for new opportunities.

When the Labor Department reports that 200,000 jobs were created in & particular month, for
example, it’s because there were 4.8 million separations — people eitherlosing or leaving their
jobs — and 5 million new hires, or some similar differential. .

In 2019, 67.9 million separations occurred while 70 million Americans took new jobs, for'a net
gain of just over 2 million newjobs.? Assuming a 40-howir work-week, annual hire and
separation figures imply that approximately 34,000 jobs are destroyed, and slightly more are
created, every hour América is open for business. Indeed, about a third of the U.S. labor force
turns over in a typical year.

The relevance of monthly hires and separations to the impottance of startups is that research by
the Census Bureau, the Ewing Marion Kauffiman Foundation, and others has shown that existing
businesses, of any age or size, in aggregate, nearly always produce moré separations than hires.®
Indeed, considered together, existing businesses shed on a net basis — fotal separations subtracted
from total new hires — about 1 million jobs each year, as they become more efficient, incorporate
capital and technology, and increasingly focus'on what they do best.

! Ryan Decker, John Haltiwange\i', Ron Jarmin, and Javier Miranda, “The Role of Entreprengurship in U.S. Job
Creation and Economic Dynamism,” Journal of Economic Perspectives, Volume 28, Number 3, Summer 2014,
Pages 3-24. .

% “Job Openings, Hires, and Quits Set Record Highs in 2019, U.S: Bureau of Labor Statistics, Jane 2020,
* John Haltiwanger, Ron Jarmin, and Javier Miranda, “Business Diynamics Statistics Briefing: Jobs Created from

Business Startups in the Unifed States,” Ewing Marion Kauffman Foundation, January 2009, See also Tim Kane,
“The Importance of Startups in Job Creation and Job Destruction,™ Ewing Marion Kauffman Foundation, July 2010,
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By stark contrast, new fizms in their first year of existence create an average of about 3 million
new jobs every year.. Stated another way, were in not for new businesses; total employmentin
this country would actually shrink by about a million jobs in most years.

But how many of those new jobs survive? New businesses are mherf:ntly risky and fragile.
Roughly athird close by their second year, half within the first five years; sug;,e&tmg that many
of the jobs initially créated are eventually lost.

Economists Robert Litan and Michael Horrell answered this critical question in 2010, Using
Census Bureau data, they constructed startup “classes” or cohorts = new businesses grouped by
the year of their formation. By tracking total emiployment of the various classes year afier year,
Litan and Horrell showed that, after five years, surviving firms of each ¢lass had employees
totaling 80 percent of the ihitial new employment created hy that class; as job gmwih at
surviving ﬁrms offset job Josses at shrinking or failed firms.*

Helping to further explain this reality is another Census Bureau study, which determined that
new firms that survive tend to grow at much faster rates than older businesses. The'study’s
authors found what they described as a “rich ‘up-or-out” dynamic for startups and young ﬁrms
meaning that while there is-a hlgh failure rate among new businesses, those that survive tend to
grow and hire at very tapid rates.’

»

To be sure, companies that grow and create jobs at such exponential rates are rare.. Even so;
repeated research makes clear that new businesses are America s true engine of job creation,
adding an average of 3-million net new jobs each year, while ongoing churn at existing firms
elimingtes a net average of about 1 million jobs annuaily,

Startups Are an Important Engine of Economic Growth

Startups also contribute to job creation more generally as a powerful driver of economic growth,
Over most of economic history, it had been widely understood that economic growth stenis from
enhancements to ong or both of the two principal components of an economy ~— labor and capital
{machinery). For an economy to-grow, it was thought, either the supply of labor had to expand
or capital intensity had 16 somehow increase, or both.

But in 1957, American economist Robert Solow demonstrated that most of economic growth -
cannot be atiributed to increases in labor or capital, but-only to'gains in productivity — more
output per unit.of input ~driven by innovation. As businesses and workers bécome more
efficient, costs fall, profits and incomes rise, demand expands, and economic growth and job
creation agcelerate.®

4 Robert E. Litan and Michae! Horrell; *After Inception: How Enduring is Job Creation by Startups?” Ewing Marion
Kauffman Foundation, July 2010,

$ John Haltiwanger, Ron Jarmin, and Javier Miranda, “Who Creates Jobs? Smaﬂ vs. Large vs, Young,” NBER
Working Paper Series, Working Paper 16300, August 2010, :

% Robert M. Solow; “Technical Change and the Aggregate Production Function,” R(’wew af Eeanomics am:?
Statistics (The MIT Press) 39, no. 3, 1957: 312-320.
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Solow’s identification of innovation-driven productivity gains as.the driver of economic growth
has been echoed by economists ever since. As Nobel Laureate economist Paul Krugman has
observed: “Productivity isn’t everything, but in the long run'it’s almost everything”

A country’s ability to improve its standard of living over time depends almost entirely on
its ability to raise its output per worker.. Comipared with the problem of slow productivity
growth, all cur-otherlong-term economic concerns — foreign competition, the industrial
base, lagging technology, deteriorating infrastructure, and so on ~ are minor issues.”

Solow’s growth model is 6ne of the great economic insights of all time — the economic
equivalent of E=MC?: Solow was awarded the Nobel Prize in economics in 1987, the National
Medal of Science in 1999, and the Presidential Medal of Freedoni in 2014,

The great significance of Solow’s work is that it not only defined the narure of economic growth,
it identified its principal source. That’s because economists have long understood that
innovation — particularly major or “disruptive” innovation -~ comes disproportionately from new
businesses.

And that makes sense — enirepreneurs typically launch a new business because they have
something new:a new product or new service, or some innovative twist on an old idea. Existing
firms do innovate, but mostly at the margin. They don’t inriovate in the same way or fo the same
extent as new businesses because they’re heavily invested in the establishiment ~ their product,
their service, their way of doing things.  And they’re deﬁniteiy‘n‘et interested in disruption.

Economists Robert Litan and Carl Schramm emphasized this reality in their 2012 book “Better
Capitalism™

[Elntrepreneurs throughout modern economic history, In this country and others, have been
disproportionately responsible for truly radical innovations — the airplane; the railroad, the
automobile; electric service, the telegraph and telephone, the:computer, air conditioning, and so
on— that not only fundamentally transformed consumers’ lives, but also became platforms for
many other industries that, in combination, have fundamentally changed entire economies...

Large companies, with their large fixed costs of plant, equipment, and to some extent personnel,
have perfected the economic arts of economies of scale production and incremental innovation.
But...most large companies are less eager to pursue radical innovations ~those that disrupt
current business models in which the firms are heavily invested.3

Joseph Schumpeter called the constant process of insurgents overtaking and repléicing
incumbents “creative destruction” and proclaimed it 1o be the driving force of capitalist progress.

From the standpoint of innovation, economic growth, and job creation — arguably the three most
important metrics of economic health and vitality — thriving entreprensurship is the beating heart,
the very soul, of-any economy.

7 Paul Krugman, The Age of Diminished Expectations, The Washingtaﬁ Post Company, 1990, pp. 9-13.

8 Robert E. Litan and Carl 1. Schramm, Better Capttaizsm Renewing the Entrepreneurmi Strength of the American
Economy, Yale University Press, 2012,
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The Engine of Growth and Job Creation is Breaking Down

Unfortunately, as scholars at the Kauffman Foundation, the Brookings Institution, and elsewhere
have documented, entrepreneurship in America is in trouble. Not everywhere, of course; in
places like Silicon Valley, Austin, TX, Boulder, CO, and Cambridge, MA entrepreneurship is
thriving. But in broad terms, entrepreneurship in America is struggling.

After remaining remarkably consistent for decades, the number of new businesses launched in
the United States peaked in 2006 and then began a precipitous decline — a decline accelerated by
the Great Recession. From 2000 to 2006, the economy produced an average of 511,000 new
employer firms every year. Between 2009 and 2019, however, the number of new businesses
launched each year dropped to about 400,000 — meaning, over that period, the United States
experienced a startup deficit of 100,000 missing new firms every year, or one million in total.’

A spike in new business applications occurred in 2020, as many people who lost their jobs due to
the Covid-19 economic shut-down filed applications to launch a new business. But the Covid-
driven increase in applications is unlikely to signal a reversal in the multi-year decline in
entrepreneurship. The spike in new business applications is due more to economic necessity
rather than a sudden surge in entrepreneurial fervor. Moreover, the largest portion of new
business activity has been “non-store retail” — people selling products online — so many of these
new businesses are sole-proprietorships unlikely to grow quickly or create many jobs. !

Even more alarming, economists Robert Litan and Ian Hathaway have shown that rates of
entrepreneurship — the fraction of all U.S. businesses that are new — have fallen near a four-
decade low, and that this decline is occurring in all 50 states, in all but a handful of the 360 metro
areas they examined, and across a broad range of industry sectors.!!

Annual Rate of Firm Entry and Exit (1978-2018)
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- Armarican Source: CAE analysis of U.S. Census
- Enepreneurstip Bureau, Business Dynamics Statistics data

9 Business Dynamic Statistics, Census Bureau, https://www.census.gov/ces/dataproducts/bds/data.html.

10 See “The Startup Surge? Unpacking 2020 Trends in Business Formation,” Jimmy O’Donnell, Daniel Newman,
and Kenan Fikri, Economic Innovation Group, February8, 2021.

1 “Declining Business Dynamism in the United States: A Look at States and Metros,” Robert E. Litan and Ian
Hathaway, The Brookings Institution, May 5, 2014.
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As Solow’s growth model would predict, U.S. productivity has fallen along with the decline in
rates of new business formation. Annual productivity gains averaged about 2.5 percent from
1948 to 2000, but have fallen to about 1.4 percent since 2005 — a full percentage point slower,
Productivity surged by 5.4 percent in the first quarter of 2021, but the spike is mostly attributable
to the sharp recovery in economic output as the nation emerges from the pandemic.

As expected, anemic productivity growth has subdued economi¢ growth, For 54 years following
World War I~ from 1947 and 2000 — the U.S. economy grew at an average annual rate of 3.5
percent. By stark contrast, the economy has not grown at 3 percent or betier, on a year-over-year
basis, since 2005 ~ 15 years ago. And since the end of the Great Recession in 2009, the
economy has grownat the lackluster annual pace of just 2.3 percent.

The economy is-expected to grow by 6 or 7 percent this year after contracting by 3.5 percent last
year due to the pandemic.- Following this brief surge in growth, however, most economists
expect the economy to return to the pre-pandemic trend of sub-3 percent growth,

The difference between growth of 2.3 percent and 3.5 percent may not seem significant, but in an
economy the size of the U.8. economy percentage points matter — a lot.. Had the economy grown
at 3.5 percent rather than 2.3 percent since emerging from recession i 2009, economic output in
2019 alone would have been $2.4 trillion — or 12 percent - greater than it was. By the way, $2.4
trillion is roughly the size of France’s economy — the world’s seventh largest. Araerican
businesses, households, sid consumers missed out on additiona) economic actwﬁy equivalent to
the world’s seventh. iarges{ economy, in 2019 alone.

Overa 25-year period, the difference between a U.S. economy growing at 3.5 percént annually
rathier than 2.3 percent is an additional — that is, on top of the output generated at 2.3 percent —
$116 wrillion i economic output.

Nobel Prize recipient BEdward Prescott and his colleague Lee Obanian from Stanford bniveréity
have argued that the econiomy’s anemic performance in recent years is due Iargely to the phinge
in pmducnvxty growth — caused by the dramatic decline in staxtups

The remarkable productivity growth that has enabled the U.. 8. 10 become the wealthiest
country on earth has slowed considerably in recent years. )

The most recent périod of rapid productivity growth inthe U8, — and rapid economic
growth= was in the 1980s anid ‘gos and reflected the remarkable suceess of new
businesses in information and communications techncﬂngxeﬁ, including Microsoft;, Apple,
Amazon; Tntel, and Google. These new companies not only ereated tnillions of jobs but
transformed modern society, changing how much of the world produees, distributes and
markets g&mds and services. :

Sadly, the annual rate of new business creation is about 28 percent lower toéay than it
was in the 1980s, according to our analym of the U.8. Census Bureai’s Business
Dynamics Statistics anrual data serfes. Getting the U.S. economy back on track wﬂl
reguiire a much higher ahnual rate of new business start-ups. 2

2 Bdward C. Prescott and Lee E, Ohanian, “U.S. Productivity Growth Has Taken a Dive,” The Wall Stréez Journal,
February 3, 2014,
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Why are Startup Rates Declining?

Rates of new business formation have fallen near multi-decade lows, both in terms of the number
of new businesses being launched and the share of all U.S. businesses that aré new, But why?

To find out — and to stay in close touch with entrepreneurs and their unigue challenges and needs
~my CAE wﬂeagaes and I get out of Washington on a regular basis and cc\ndtmt roundtables
with entrepreneurs in cities and towns across the country,

A remarkable take-away from our roundtables — and exic}fmausly sigriificant from the standpoint
of potential policy solutions — is that the problems and obstacles encountered by entrepreneurs all
across the country-are remarkably consisterit. Here’s some of what they tell us:

s “We have the jobs, and we need to fill them to survive, but we can't find enough
people with the skills we ne

¢ “The country’s immigration policies exacerbate the talent problem because they
undermine our ability attract and retain the world’s best and most innévative people.”

s “A number of major ‘life risks’ ~ such as limited access to portable and affordable
healthicare’ and childcare,'* record levels of student debt,” retirement savings
uncertainty, ' and the proliferation of noncompete agreements — make
entrepreneurship especially risky.”

e “Access to sufficient startup capital at reasonable terms is a constant challenge.”

s “Regulatory burden, complexity, and uncertainty is particularly problematic for
startups because they lack the resources and scale of larger firms over which 1o
absorb and amortize the costs of compliance: Regulation uncertainty and complexity

also distracts entrepmneum from focusing on their busmess, increasing the chances of
mxstakus and failure.”

e “Tax complexity and uncertainty also diverts too much of our time and attention
away from our new businesses — and a number of aspects of the U.S, tax code are
unsupportive of, or even hostile to; startups and their investors.”

Gur regular roundtables with entrepreneurs reveal a number of critical insights central to any
discussion about aceelerating economic growth and job creation,

13 See “Pass the Primary Care Enhancement Act,” John R. Dearie, The Hill; May 23, 2020.

" See “National Childcare Policy is Pro-Entreprenenrship and Pm{}mwth John R. Dearie and Leslie Lynn Smith,
The Hill, April 21, 2021,

1 See “Free Entreprencurs from Student Debt to Supercharge the P.conmny,” Sarah:Eva Marchese and John R.
Dearie, The Hill, February 2, 2019,

1 See “*SECURE 2.0° Will Modernize Retirement Security for the Post-COVID American Workforce,” John R.
Dearie, The Hill, May 28, 2021,



33

8

First, new businesses are extremely fragile — a third fail by their second year, half by their fifth.
And yet, those new businesses that survive tend to innovate, grow, and create jobs at very rapid
rates.

Second, the policy needs and priorities of new businesses are unique. Startups are different from
existing businesses. The challenges they confront are different and their ability to successfully
navigate those challenges is more limited.

Third, many policymakers in Washington and around the country don’t sufficiently understand
or appreciate the unique nature, importance, vulnerabilities, and needs of startups. Focused on
the priorities of either large corporations or the small business community, policymakers too
often overlook the economy’s true engine of growth and job creation.

Finally, policy help for America’s entrepreneurs is urgently needed. Given the critical role they
play as the principal source of innovation, economic growth, and job creation — and given the
damage to new and small businesses inflicted by the Covid-19 crisis — America’s young
businesses need and deserve a comprehensive policy framework designed to promote new
business formation, survival, and growth.

Conclusion

Economic growth is driven by productivity gains, which are driven by innovation — which comes
disproportionately from new businesses. Revitalizing American entrepreneurship, therefore, is
the essential pathway to faster economic growth and job creation.

And that necessary revitalization requires changes in public policy. Fortunately, we have an
excellent sense of what needs to be done. Research conducted in recent years, together with
input from entrepreneurs by way of the roundtables mentioned above and other forums, has
produced a uniquely credible pro-entrepreneurship growth agenda that, if enacted, would
dramatically enhance the circumstances for new business formation, survival, and growth — and,
in doing so, accelerate economic growth to rates necessary to generate the opportunity, jobs, and
wage growth the American people need and deserve.

That agenda is presented in the Appendix that follows. 7

The Next Generation Entrepreneurship Corps Act — which will promote entrepreneurship in
under-served areas of the country and among under-represented demographic groups — is an
excellent example of the kind of pro-entrepreneurship policy that America needs now more than

ever.

Thank you for organizing this important hearing and for inviting me to participate.

17 For more on the importance of entrepreneurship and startups to innovation, economic growth, and job creation —
and startups’ unique policy needs — visit www.startupsUSA.org. Also see “Where the Jobs Are: Entrepreneurship
and the Soul of the American Economy,” John R. Dearie and Courtney Geduldig, Wiley, 2013.
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Appendix

Policy Agenda to Revitalize American Entrepreneurship

Recent research has demonstrated that new businesses — “startups” — are disproportionately
responsible for the innovations that drive productivity growth and economic growth, and account
for virtually all net new job creation. Alarmingly, recent research has also demonstrated that
rates of entrepreneurship in America have fallen near a 40-year low, and that this decline is
occurring in all 50 states, in all but a handful of 360 metro areas examined, and across a broad
range of industry sectors, including high-technology.

Given the importance of thriving entrepreneurship to innovation, economic growth, job creation,
rising wages, and expanding opportunity, such circumstances amount to nothing less than a
national emergency. And this emergency is particularly urgent given the need to accelerate the
economic recovery following the Covid-19 pandemic. Reversing the decline in American
entrepreneurship requires changes in public policy.

CAE’s recommended policy agenda is structured in response to a straightforward question: What
do entrepreneurs need to thrive? The simplest answer is:

e Great new ideas (innovation);
e Access to capital;
e Access to skilled talent; and,

e Relief from distractions like regulatory and tax burden, complexity, and uncertainty.

Innovation

Innovation the basic craft and contribution of entrepreneurs. Whether a new product or service,
“building a better mousetrap,” or new methods of producing, distributing, or delivering products
and services, new ideas are the essence of innovation, which drives productivity gains and
economic growth, and creates jobs, wealth, and opportunity. New ideas can come from the mind
and imagination of entrepreneurs or as the result of scientific inquiry and discovery.

Restore the Research and Development (R&D) Tax Credit to the Most Favorable in the World

The Research and Experimentation Tax Credit — commonly known as the research and
development (R&D) tax credit — was created as part of the Economic Recovery and Tax Act of
1981 to incentivize technological progress and innovation by allowing businesses to deduct a
portion of the cost of research and product development from their taxable earnings. The United
States was one of the first countries to incentivize R&D by way of the tax code and claimed the
world’s most generous tax treatment of R&D into the early 1990s.
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Since its introduction, the R&D tax credit has been shown to be a powerful driver of innovation
and economic growth. A large and growing body of research indicates that R&D investment is
associated with future gains in profitability and market value at the firm level, and with increased
productivity at the firm, industry, and broader economy levels. R&D also has significant “spill-
over” benefits, as research conducted by one firm can lead to progress that increases the
productivity, profitability, and market value of other firms in related fields. A 2015 analysis of
the R&D expenditures of 15 OECD countries over the period 1990 to 2013 concluded that a 1
percent increase in R&D spending accelerates economic growth by 0.61 percent. Research also
shows that R&D investment has become increasingly mobile, with businesses and corporations
locating more of their investment outside their home countries. Investment location decisions
are determined by many factors, including the growth of foreign markets, production costs, talent
and skills availability — and tax and other incentives offered by governments.

The United States no longer claims the most favorable tax treatment of corporate R&D. A recent
analysis by the Information Technology and Innovation Foundation has shown that the United
States now ranks 24" out of 34 nations studied in terms of R&D tax treatment. More favorable
tax treatment of R&D means that foreign companies are able to invest more heavily in relative
terms, with potentially profound implications for innovative advantage over the longer term.
Moreover, as global companies — including American companies — look for places to invest in
R&D, many other countries are now substantially more attractive than the United States.

Restoring America’s preeminence in incentivizing R&D will not be cheap. But losing the
innovation advantage our nation has enjoyed for 80 years would be much more costly.

Moreover, academic research regarding the stimulative effect of R&D investment on the rate of
economic growth and job creation, as well as the significant “spillover” impact of such
investment, strongly suggests that any short-term loss in tax revenue will be substantially or even
entirely recovered through faster economic growth and job creation over the longer run.

Enhance the Tax Provisions of the PATH Act

The R&D tax credit would be particularly relevant for startups, which often incur substantial
losses in their early years due to development of new products, services, methodologies, and
techniques — and for whom preservation of cash flow and operating capital is crucial to survival.
And yet, until recently, startups were largely shut out of any benefit associated with the credit
because it can only be applied against taxable earnings, which many startups don’t have for
years, and sometimes many years.

The Protecting Americans from Tax Hikes (“PATH”) Act of 2015 made a number of
improvements to the application of the R&D tax credit, perhaps most notably finally making the
credit permanent after numerous extensions and expirations since its creation in 1981. Now
certain of the credit’s availability, businesses can make investment decisions more effectively
and efficiently. In addition, the PATH Act addressed the disconnect between the policy intention
of the R&D credit and startups by allowing new businesses to apply the credit against payroll
taxes, rather than income taxes, up to $250,000 annually. To qualify, companies must have had
gross receipts for five years or less and gross receipts of less than $5 million for the tax year the
credit is applied.
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CAE recommends enhancing the PATH Act’s tax provisions for startups by: 1) aligning the
criterion for eligibility with that of Section 1202 of the tax code; 2) raising the eligibility
threshold; and, 3) increasing the deduction limit.

First, CAE recommends that the eligibility criterion be changed from gross receipts to gross
assets. This change would make the PATH Act provisions consistent with the tax code’s
definition of “Qualified Small Business,” (QSBs) which are currently defined as businesses with
“less than $50 million in gross assets.” This consistency would simplify and harmonize related
provisions of the tax code, facilitating compliance and reporting by investors and, thereby,
promoting capital formation.

Second, CAE recommends that the eligibility threshold for the PATH Act’s payroll tax
provisions be raised from the current definition of QSBs of “less than $50 million in gross
assets” to “less than $100 million in gross assets.” The current gross asset limit is too restrictive,
as the high costs of innovative research, coupled with valuable intellectual property and
successive rounds of financing, often push new innovative companies over the $50 million limit
(see recommendation regarding Section 1202 on page 20 below).

Finally, CAE recommends that the payroll tax credit deduction limit be raised from the current
$250,000 to $1 million. Doing so would align U.S. policy with similar policy in Canada, a major
innovation competitor to the United States.

Restore Government R&D to its Historical High

For eighty years, research and scientific advancement funded by the U.S. government has been a
critical source of America’s global leadership in technology and innovation. Federal R&D
investment has supported large-scale national achievements like winning World War II, splitting
the atom, and landing men on the moon, and fueled the development of new technologies that
spawned new industries like wireless telecommunications, computers, digital information, and
genome-based pharmaceuticals.

In recent decades, however, the federal government’s commitment to research and development
has waned dramatically. After peaking in 1964, federal R&D investment as a percent of GDP
and total federal outlays has plunged to the lowest levels in 60 years, undermining America’s
technological edge and raising alarming strategic challenges, particularly from China. In
addition to enhancing the tax treatment of commercial R&D, CAE urges policymakers to restore
U.S. government funding of R&D to the historical high of 2 percent of GDP. To do so, funding
would need to increase from the current $125 billion annually to $450 billion.

Under the leadership of Vannevar Bush, Dean of MIT’s Department of Engineering and, most
notably, science advisor to President Franklin D. Roosevelt and the first Director of the Office of
Scientific Research and Development established in 1941 (later replaced the National Science
Foundation), the U.S. government carried out wartime research and development that led to
breakthroughs that helped win the war, including advances in radar technology, computers,
cryptography, and the Manhattan Project to build the atomic bomb. Following the successful
launch of the “sputnik” satellite by the Soviet Union in 1957, federal R&D spending increased
quickly, peaking at 2 percent of GDP and 10 percent of total federal outlays in 1964, after
President John F. Kennedy set America’s sights on the moon.
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At that time, the federal government funded two-thirds of all R&D conducted in the United
States — an amount greater than the R&D spending by the rest of the world’s governments and
businesses, combined.

Over subsequent decades, however, growth in federal R&D spending slowed. R&D outlays
grew at an average annual rate of 5.6 percent between 1953 and 1985, then fell to an average
annual rate of just 0.4 percent between 1990 and 2016. By the mid-1990s, federal R&D
investment had fallen below 1 percent of GDP, where it has remained ever since. As Goldman
Sachs pointed out in a May 2020 report, “In FY 2019, federal R&D spending equaled 0.6 percent
of U.S. GDP and 2.8 percent of total federal outlays, the lowest in over 60 years.” U.S. R&D
investment as a percent of GDP now ranks 10" in the world, behind major economic competitors
such as Japan, South Korea, Taiwan, and Germany.

Particularly alarming is the decline in federal funding of basic research. Basic or pure research is
conducted to gather general information and to expand existing knowledge and understanding,
whereas applied research is conducted for more targeted purposes — to resolve a particular
question or to achieve a specific commercial objective. In this sense, basic research is the
foundation for applied research, establishing the context of knowledge and understanding within
which additional progress can be made regarding specific inquiries. While businesses conduct
some basic research, they are not well suited for such projects, given the scale and risk that basic
research entails together with the unknown practical outcome of such inquiry.

Government funding of basic research has played a critical role in driving many technological
breakthroughs that have helped U.S. industry become a global technology leader, and in the
creation of iconic America companies — including Sun Microsystems, Pfizer, Genentech, Cisco,
and Google — which trace their origin back to federally funded basic research. In fiscal year
2017, the federal government funded $40.2 billion in basic research, down 13 percent from 2005
in inflation-adjusted terms. This decline followed more than 50 years of steady increases.

As the United States has reduced its commitment to R&D, other nations have dramatically
expanded theirs. Over the period 2000 to 2017, India increased domestic R&D spending at an
average annual rate of 8 percent, South Korea by 10 percent, and China by nearly 20 percent.

The competitive threat from China is of particular concern. In recent years, China has targeted
critical industries like petrochemicals, electronics, metals and materials, machinery and
equipment, pharmaceuticals and biotechnology, information technology, and artificial
intelligence. China’s Belt and Road infrastructure initiative, the Made in China 2025 plan to
dominate global manufacturing, and the China Standards 2035 blueprint are critical aspects of
China’s ambition to be the 21% century’s unrivaled economic super-power — all supported by
robust research and development. According to the National Science Board, China likely
surpassed the United States in R&D funding for the first time in 2019.

If America is to retain its status as the world’s innovation leader, the multi-decade decline in
federal government’s commitment to scientific research must be reversed. Tripling federal R&D
funding is a major challenge given current fiscal circumstances, but there is little doubt that
America’s economic future depends on such a commitment. To argue that we can’t afford to
meet the competition is to argue that we can’t afford to own the future.
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Pass the Endless Frontier Act

Scientific and technological innovations — when transmitted into society through licensing or
entrepreneurship — drive gains in productivity, which in turn drive economic growth, job
creation, and expanding opportunity. To remain a global innovation leader in an increasingly
competitive world economy, and to accelerate the economic recovery from the Covid-19 crisis,
the United States must renew its commitment to science- and technology-driven innovation.

CAE strongly supports the immediate enactment of the Endless Frontier Act. Introduced on
May 27, 2020 by Senators Charles Schumer (D-NY) and Todd Young (R-IN), along with Reps. -
Ro Khanna (D-CA) and Mike Gallagher (R-WI), the bipartisan, bicameral legislation is intended
to enhance U.S. leadership in science and tech innovation. The legislation — re-named the U.S.
Innovation and Competition Act — was passed by the Senate on June 8, 2021 with a bipartisan
vote of 68-32.

The Act will address this national priority in several important ways. The Act would expand the
National Science Foundation (NSF), to be renamed the National Science and Technology
Foundation (NTSF); establish a new Technology Directorate within the NTSF; authorize $100
billion for the new directorate to reinvigorate American leadership in the discovery and
application of ten key technology areas that will define global competitiveness; authorize an
additional $10 billion for the Commerce Department to designate at least 10 regional technology
hubs; and fund programs to accelerate the transfer of new technologies from the lab to the
marketplace.

Streamline Technology Transfer and Commercialization of Government-Funded Innovation

The principal way new innovations and technologies are transmitted into the economy for the
benefit of broader society is through commercialization, either by way of licensing to existing
businesses or through startups. But too often, promising innovations stemming from federally-
funded research face a slow, cumbersome, and uncertain path to commercial viability.
Discoveries with significant social and economic benefit often take years to reach the
commercial marketplace, while other innovations never leave the research lab. More streamlined
and efficient commercialization of federally-funded innovation would dramatically enhance the
competitiveness and growth capacity of the U.S. economy.

On May 1, 2018, the National Institute of Standards and Technology (NIST) issued a Request for
Information (RFI), published in the Federal Register, pursuant to its Return on Investment (ROI)
Initiative for Unleashing American Innovation, the purpose of which is to dramatically increase
returns on federal investment in research and development through reform of tech transfer and
commercialization procedures. In response, CAE submitted a comment letter on July 30, 2018.

In April of 2019, NIST released its final Green Paper summarizing stakeholder input received
from hundreds of experts and organizations representing thousands of companies, universities,
federal laboratories, and other institutions. The paper focused on 15 major findings by NIST to
help inform decision-making and implement reform actions by the relevant departments and
agencies — eight of which would require revisions to the Stevenson-Wydler Technology
Innovation Act of 1980.
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On December 10, 2020, NIST announced that it had transmitted an ROI legislative package for
modernizing the Stevenson-Wydler Act to the Senate Committee on Commerce, Science, and
Transportation and its Subcommittee on Science, Oceans, Fisheries and Weather, as well as the
House Committee on Science, Space, and Technology and its Subcommittee on Research and
Technology for consideration. The ROI legislative proposal responds directly to the findings
summarized in the NIST Green Paper. CAE strongly supports the enactment of the NIST-
suggested reforms.

Expand I-Corps

The National Science Foundation’s (NSF) Innovation Corps (“I-Corps™) program was created in
2011 to accelerate the translation of scientific and engineering discoveries into technologies,
products, processes, and services that enhance the nation’s competitiveness, benefit society, and
promote economic growth. Developed by famed Silicon Valley entrepreneur Steve Blank and
based on his “Lean Startup” model, I-Corps provides training and mentoring to university-based
researchers and faculty to explore the commercial potential of NSF-funded research. The goals
of the I-Corps program are to: 1) spur translation of fundamental research to the marketplace;

2) encourage collaboration between academia and industry; 3) train NSF-funded faculty,
students, and other researchers in innovation and entrepreneurship; and, 4) maximize the
potential of NSF’s investments in basic research through creation of a National Innovation
Network (NIN) comprising I-Corps “Nodes” (central training sites) and sites (universities) that
work cooperatively to build, utilize, and sustain the national innovation ecosystem.

Since its launch in 2011, the I-Corps program has been adopted by several other federal research
agencies including the National Institutes of Health, the Department of Energy, the Department
of Health and Human Services, and the National Security Agency, and has delivered remarkable
results — to date, the program has trained over 1,200 teams of scientists and engineers, resulting
in 583 startups and $300 million in follow-on funding. The FY 2019 funding request for I-Corps
was just $30 million. CAE recommends that I-Corps’ resources be significantly increased and
that the program be expanded to include all research agencies, including through widespread
integration into other relevant R&D programs such as the Small Business Innovation Research
(SBIR) program.

Access to Talent

A wide and worsening disconnect between the skill needs of 21* century employers, including
startups, and the skills of graduates from American high schools, colleges, and universities —
often referred to as the “skills gap” — is arguably the most significant obstacle to the full
productive capacity of the U.S. economy and to our nation’s ability to fulfill its sacred promise
of providing opportunity for all American citizens. Roundtables with entrepreneurs conducted
regularly across the country by CAE staff reveal that finding job applicants with appropriate
skills is one of the most difficult challenges confronted by American startups. Current
immigration polices further exacerbate the skilled talent shortage problem. Moreover, a number
of major structural economic barriers — “life risks” — impede thriving entrepreneurship in
America, such as limited access to portable and affordable healthcare and childcare, record levels
of student debt, and the proliferation of noncompete agreements.
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Establish the “U.S. Business-Education Workforce Dialogue”

The President should direct the Department of Commerce and the Department of Education to
immediately co-establish the U.S. Business-Education Workforce Dialogue — a framework of
ongoing discussion and collaboration between business and education leaders to regularly
examine kindergarten through grade 12, community college, and university curricula to ensure
that the nation’s education system serves the broader educational needs of American students, as
well as the skill requirements of 21 century businesses.

The Dialogue should include educators at K-12 schools, community and vocational colleges, and
universities, as well as leaders of multinational corporations, regionally active firms, small
businesses, and young startups. Dialogue participants should meet on a regular basis — at least
semi-annually — in pursuit of a robust and specific agenda, facilitated by a dedicated staff.

Importantly, the Departments should neither set the agenda for the Dialogue nor seek to pre-
determine its outcomes. Rather, the Administration’s role should be to establish, facilitate, and
encourage the Dialogue, allowing business and education leaders to identify the relevant issues
and, working together, develop and implement effective solutions, with the help of policymakers.

A particular focus of the Dialogue should be to better leverage the value of the nation’s 1,200
community colleges. Whether serving as an educational “on-ramp” for first generation college-
goers or low-wage/low-skill adults, offering cutting-edge occupational training, or working with
businesses to provide continuing education and training for their employees, community colleges
are the natural backbone of the nation’s workforce development efforts.

At its best, the Dialogue should seek to make employers fully integrated partners with American
schools, colleges, and universities in producing both a highly educated and appropriately trained,
“ready-on-day-one” workforce. Employers should not only communicate their skill needs to
educators, but also provide business community input into curricula determinations, help set
aptitude standards, develop apprenticeship programs and work/study arrangements, and
encourage active business professionals and other practitioners to serve as teachers, instructors,
assistants, advisers, and mentors.

This kind of active collaboration would likely produce substantial savings for businesses — U.S.
employers spend about $415 billion each year on informal on-the-job training and an additional
$175 billion each year on formal education and training, according to Georgetown University’s
Center on Education and the Workforce.

A regular and robust dialogue between U.S. business and education leaders offers tremendous
and highly tangible potential benefits to the nation and its citizens. Economists at Harvard
University have estimated that if the math proficiency of U.S. students were raised to levels
currently observed in Canada and South Korea, U.S. economic output could be expanded by
“nothing less than 75 trillion” over the next 80 years — roughly $1 trillion annually.
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Free Would-be En&*enreneurs‘fmm Obstructive Student Debt

Student loan debt, a serious and worsening problem foryesrs, has now reached levels that
threaten America’s economic future. According to the Federal Reserve, total outstanding student
loan debt reached $1.56 trillion as of Sep. 30,2017, move than tripling from $480 billion in 2006,
America’s college class of 2017 graduated with an average debt of $39,400,up 6 percent from
the previous year. Intotal, some 44 million Americans —- one in four adults — are paying off
student loans.

Mounting student debt poses serious challenges to the U.S. economy. A particularly dangerous
anti-growth effect of record student debt is its depressive impacton entreprencurship.- Recent
research has demonstrated that new businesses; or “startups.” are disproportionately responsible
for the innovations that drive economic growth and account for virtually all net new job creation.

But starting a business is risky — nearly half of all startups fail within five years. Launching a
new business while carrying a mountain of student debt can be virtually impossible. An
analysis released last May found that “student debt is negatively related to the propensity to start
a firm, particularly larger and more successful ventures.™ .

Indeed, millepnial entrepreneurship is in free fall. The share of Americans under 30 who own a
business has plunged 65 percent since the 1980s and is pow at a 25-year low. According to a
2016 Small Business Administration report, millennials-are the least entrepreneurial genération
in recent history. Such circumstances amount to nothing less. than a national emergemy, which
requires a commensurataly serious policy response.

With this reality in mmd we propose that Congress pass niew legislation that we've tentatively
entitled the “Entrepreneurship; Growth, and Opportunity Act” (EGOA). The legislation would
be modeled on the Public Service Loan Forgiveness (PSLF) program; which was created by the
College Cost Reduction and Access Act of 2007 (CCRAA). Under the terms of PSLF, former
students who are full-time employees at a federal, state orlocal government agency, ora
501(c)(3)-designated organization, and who have made 120 on-time minimum' student loan
payments, are eligible to have their remaining student debt forgiven.

EGOA would have four principal elements.

First, entrepreneurs launching new businesses and those choosing to 'work for a startup would be
permitted to consolidate all existing student loans, both federal and private, into a single fixed-
rate loan undet the terms of the Federal Loan Conselidation Program, created in 1986.

Second, to provide immediate debt relief, minimum payments in service of the newly
consolidated debt would be capped at $200 per month, or $2,400 annually, To provide further
relief, annual payments on the consolidated student loan would be deductible from taxable
income, an approach the state of Maine has recently implemented.

Third, if the entrepreneur or startup employee remains at a startup for five years (either a single
firm or multiple new businesses) and has made loan payments of at least $200 on time for 60
months (five years) - for a total of $12,000 — any remaining student debt would be forgiven.
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To ensure that such a program is also in the interest of the taxpayer, we envision one final
element of EGOA. We propose that entrepreneurs who participate in the EGOA program for
five years and have their remaining student debt forgiven and whose total compensation — salary
plus the market value of any equity awarded — exceeds $250,000 at any time during the
subsequent 10 years, pay the U.S. Treasury a small percentage — perhaps 1 percent — of their total
annual compensation.

Under the terms of EGOA, in other words, the U.S. taxpayer would, in effect, swap the forgiven
debt for a stake in the entrepreneur’s potential subsequent success, with the possibility of a major
pay-off. For example, if a successful entrepreneur’s total earnings over the 10-year period
following debt forgiveness were $5 million, a 1-percent assessment would generate a taxpayer
bonus of $50,000 — far greater in most cases than the amount of debt forgiven.

Though not without administrative challenges — such as defining qualifying “entrepreneurs” and
“startups” — EGOA is a potential solution to the obstructive impact of student debt on
entrepreneurship. Freed from the burden of servicing student debt, many would-be entrepreneurs
will take the risk of launching perhaps the next Microsoft, Google or Tesla. And the tax receipts
generated by the additional economic activity and job creation driven by those new businesses,
combined with potential bonus payments made by successful entrepreneurs, make

the Entrepreneurship, Growth and Opportunity Act a winner for the U.S. taxpayer.

Create an “Entrepreneur Visa”

Foreign-born entrepreneurs have been an important part of America’s economic landscape for
many decades. A study released by CAE in December of 2017 found that 43 percent of Fortune
500 companies — and 57 percent of the top 35 companies — were founded by immigrants or a
child of immigrants. These companies are headquartered in 68 metro areas across 33 states and
employ millions of Americans.

And yet the United States is one of only a few industrialized nations that do not have a visa
category for foreign-born entrepreneurs. In recent years, many other nations including

China, Canada, Germany, France, New Zealand, Australia, Chile, and the UK — have overhauled
their immigration laws to attract foreign-born entrepreneurs, including American entrepreneurs.

It should also be pointed out that many of the well-documented abuses of the existing H-1B visa
process are attributable to the current lack of a clearly defined and lawful pathway for foreign-
born entrepreneurs who want to build their new companies in America. Problems associated
with the H-1B visa include the fact that such visas are arbitrarily capped at 85,000 per year, the
demand far outstrips the supply, large companies benefit disproportionately while smaller
businesses are virtually shut out, and recipients must be sponsored by a U.S. company to whom
they become indentured servants.

With these realities in mind, CAE proposes the creation of a new visa category — an
“Entrepreneur Visa” — specifically designated for foreign-born entrepreneurs who want to launch
new businesses in the United States.
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To qualify, applicants would have to meet national security requirements and would have to have
raised initial funding — perhaps $100,000 — from private investors to validate themselves as
entrepreneurs and to authenticate the validity of their business idea. Under the terms of the
entrepreneur visa, foreign-born entrepreneurs would be admitted on a temporary basis, say two
years. If by the end of that period their business has been successfully launched, is producing
verifiable revenue, and has produced jobs for at least two nonfamily members, the temporary
visa would be extended — say, for an additional three years. If the new business continues to
grow and has created jobs for at least five nonfamily members by the end of the initial five-year
period, the foreign-born entrepreneur would be granted permanent residency in order to continue
building their business and creating American jobs.

A 2013 study by the Kauffman Foundation concluded that an entrepreneur visa would create
between 500,000 and 1.6 million new American jobs within 10 years. Other studies have
estimated that a new visa category for foreign-board entrepreneurs could create as many as 3
million new American jobs over a decade.

Award “Graduation Green Cards”

A permanent residency card — “green card” — should be awarded to any foreign-born student
meeting national security requirements who completes an undergraduate or postgraduate degree
from an American college or university and wants to remain in the United States following
graduation. Research has repeatedly demonstrated that immigrants are twice as likely as native-
born Americans to start a new business. More than 1 million foreign-born students — the largest
foreign-born student population in the word — study at American colleges and universities each
year. Current policy requires most to leave the country after graduation, taking their U.S.-
acquired education and training with them.

Establish the Entrepreneurship Corps

In 1961, President John F. Kennedy announced the establishment of the Peace Corps, a volunteer
service organization through which young Americans work abroad for a period of two years with
governments, schools, nonprofit and non-governmental organizations, and entrepreneurs in
critical areas such as education, youth development, community health, business, information
technology, agriculture, and the environment.

The Peace Corps is based on an idea originally proposed in 1950 by Walter Reuther, president of
the United Auto Workers, in an article entitled, “A Proposal for a Total Peace Offensive.”
Reuther argued that the United States should establish a voluntary agency for young Americans
to be sent around the world to fulfill humanitarian and development objectives. “I believe that
the more young Americans who are trained to be sent abroad with a slide rule, textbook, and
medical kit to help people help themselves with the tools of peace, the fewer young Americans
will need to be sent with guns and weapons of war.” Since its establishment, more than 235,000
Americans have served in the Peace Corps in 141 countries.

Today, the United States itself is threatened by a number of glaring social-economic challenges,
including underemployment and job anxiety; stagnant middle-class wages; wide and worsening
income, wealth, and opportunity inequality; persistently high rates of poverty; and, near-record

numbers of Americans reliant on government programs like food stamps and disability
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insurance. Such problems — and the anger, cynicism, and populism they inspire — have
undermined public confidence in corporations and government, led to charges that America’s
political and economic system is not only unfair but “rigged,” and threatened the social cohesion
and consensus that a thriving democracy requires. Building a more inclusive and accessible
economy — one that “works for everyone” — has emerged as one of America’s most urgent
domestic challenges. Thriving entrepreneurship is an important part of the solution.

In 1990, Teach for America (TFA) was founded by Princeton University Student Wendy Kopp
to address education disparities in America. TFA recruits and trains college graduates from top
universities to serve as teachers for at least two years in public schools in low-income urban and
rural communities throughout the United States. In September of 2015, the organization reached
a milestone of 50,000 corps members and alumni, who have collectively taught more than 5
million low-income students across the nation.

Echoing President Kennedy’s historic call for volunteer service in the cause of global peace —
and inspired by the more recent example of Teach for America — CAE encourages President
Biden to establish an “Entrepreneurship Corps” to underscore the importance of American
entrepreneurship generally and, more specifically, to promote and support entrepreneurship in
distressed and underserved communities across America, with a special emphasis on assisting
aspiring entrepreneurs of color. Entrepreneurship Corps recruits should be accomplished college
graduates with backgrounds in business, science, technology, engineering, and mathematics who
would be assigned to one or more startups in distressed areas to assist in their development and
success. The standard service commitment would be two years. Participants would earn a
reasonable salary paid by the Corps and have transportation costs covered, like other federal
government employees.

Like the Peace Corps, the Entrepreneurship Corps would be a prestigious national service
experience for young Americans responding to Presidential call to action. And like TFA, the
Entrepreneurship Corps would be an attractive post-graduation job opportunity and would
deploy an army of high-quality talent with the aim of improving socio-economic conditions in
distressed areas through the transformative power of entrepreneurship.

Pass the Next Generation Entrepreneurship Corps Act

Entrepreneurship is a powerful driver of economic growth, job creation, and expanded
opportunity — which is why policymakers should do more to promote and support
entrepreneurship in under-served areas of the country and among under-represented aspects of
the American population. With this urgent need in mind, CAE strongly supports enactment of
the Next Generation Entrepreneurship Corps Act, introduced on February 23, 2021 by Senators
Chris Coons (D-DE) and Tim Scott (R-SC), along with Representatives Jason Crow (D-CO) and
Troy Balderson (R-OH). The Act will create a selection committee of 12 industry experts to
review applications and select 320 entrepreneur fellows annually from diverse backgrounds to
start both traditional and high-growth businesses in distressed or low-income census

tracts. Selected fellows will be provided a $120,000 two-year stipend for living and basic startup
expenses, healthcare coverage, interest-free deferral of federal student loans, immersive training,
matching with a local business mentor, and support from an advisory board of CEOs and venture
capitalists.
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Pass the Primary Care Enhancement Act

Thriving entrepreneurship requires entrepreneurs not only willing but also able to launch new
businesses, as well as the talented employees they need to turn new ideas into reality.
Roundtables that CAE regularly conducts with entrepreneurs across the country have revealed
that access to affordable, portable (not connected to a particular corporate job), high-quality
healthcare is a top “mobility” priority among entrepreneurs — especially women entrepreneurs —
enabling them to strike out on their own, and to attract and retain the employees they need.

The Primary Care Enhancement Act would provide more affordable, flexible, high-quality
healthcare to 23 million Americans — including entrepreneurs. The legislation — introduced in
the House on July 11, 2019 by Reps. Earl Blumenauer (D-OR), Devin Nunes (D-CA), Bradley
Schneider (D-IL), and Jason Smith (R-MO), and in the Senate on December 9, 2019 by Senators
Bill Cassidy (R-LA), Doug Jones (D-AL), Jerry Moran (R-KS), and Jeanne Shaheen (D-NH) —
would correct an outdated aspect of the U.S. tax code that currently classifies Direct Primary
Care (DPC) as insurance rather than medical care, which has prevented millions of Americans
with tax-exempt Health Savings Account (HSA)-qualified High Deductible Health Plans
(HDHP) from getting high-quality primary care from a doctor of their choice.

DPC is one of the most important value-based reforms to U.S. healthcare in recent years. First
defined in section 1301(a)(3) the Affordable Care Act, DPC practices offer affordable primary
care for a low flat monthly fee without co-pays or deductibles. DPC is typically offered by an
employer who also provides insurance coverage for healthcare outside of primary care, and is
most often delivered virtually (by phone or on-line) to encourage less frequent office visits, but
more frequent communication with the doctor of one’s choice.

Since 2009, almost 1,300 new DPC practices have developed as many employers, unions, and
even health plans now rely on DPC doctors to provide better care for their employees. DPC
arrangements give patients a personal relationship with a high-quality primary care doctor, and a
care team to help manage complex chronic conditions. DPC practices save millions of
healthcare dollars each year by reducing hospitalizations and administrative costs with a flat fee
(per member per month payment) model that avoids the misaligned incentives in today’s
predominately fee-for-service primary care.

In order to be eligible to fund an HSA, current law requires an individual must have an HDHP —
and no other health plan or coverage that might include services similar to the HDHP. But, at
present, the IRS considers DPC arrangements as a health plan, or other coverage, based on
Section 223(c) of the Internal Revenue Code, authorized as a part of the Medicare Modernization
Act (P.L. 108-173) in 2003, which pre-dates most DPC agreements as they are known today.

The Primary Care Enhancement Act would create a simple exception to existing IRS rules that
define DPCs as a health plans — an exemption that would apply only to DPC arrangements that
cost less than $150 per month and that only include primary care services. Procedures that
require the use of general anesthesia or laboratory services not typically administered in a
primary care context — so-called “concierge” practices — would not be included in the exemption.
By opening access to affordable, personalized primary care provided by doctors of the patient’s
choosing, the Primary Care Enhancement Act will enhance the value, flexibility, and appeal of
HSA-qualified HDHPs, strengthening American entrepreneurship.
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Enact Portable and Affordable Childcare

Quality and reliable childcare allows parents to enter and remain in the labor force, promotes the
healthy development of young children, and supports families at a critical stage in ways that pay
significant societal dividends in subsequent years. Increasingly, however, the rising cost of
childcare is jeopardizing the financial security of many American households, the health and
development of the nation’s children, economic mobility and vitality, socio-economic fairness
and inclusion — and American entrepreneurship. Young adults have identified childcare costs as
the top reason they are having fewer children at a time when the U.S. fertility rate has fallen to a
record low, threatening the nation’s demographic and economic future.

Unlike many developed countries where childcare and early education are heavily subsidized,
the United States has no national childcare policy. In 2019, American families spent an average
of $9.100 to $9.600 annually for one child’s care, or 14 percent of median family income,
surpassing the cost of housing, college tuition, transportation, food, and healthcare. Indeed, all
50 states and the District of Columbia fail by a wide margin the definition of affordability,
established in 2016 by Department of Health and Human Services’ Office of Child Care, that
childcare costs should not exceed 7 percent of a family’s annual income.

Roundtables that CAE staff conduct regularly with entrepreneurs have revealed that the high cost
of reliable childcare is a major obstacle to thriving entrepreneurship, particularly among

women. The Covid-19 pandemic and the disproportionate damage to employment among
women — due in large part to childcare deficiencies — has underscored the urgency of the issue.

A lack of access to affordable childcare prevents many would-be entrepreneurs from pursuing
their new business idea, and can significantly complicate the entrepreneurial experience,
increasing the chances of failure.

Expanded access to affordable and reliable childcare, therefore, is a profoundly pro-
entrepreneurship, pro-innovation, pro-growth policy imperative.

The American Rescue Plan Act, signed in law by President Biden on March 11, 2021, provides

a child tax credit of $3,600 for children under six and $3,000 for children six to 17 to all single
parent households with annual income below $112,500 and married-parent households with
annual income under $150,000. The credit will improve childcare circumstances, as families are
able to use the funds for whatever purpose they deem most important. But even if the entire
credit is put toward childcare, it would only cover a third of the annual cost of care. Other
proposed solutions range from universal pre-K, to the Child Care for Working Families Act, to
government-funded universal childcare and early education. Each would significantly improve
national childcare circumstances, each would entail significant costs, and each — along with other
alternatives — is worthy of vigorous debate among policymakers.

As policymakers consider various options, CAE believes that the key parameters to meaningful
reform include: 1) make quality child care affordable, especially for low-income families; 2)
ensure high-quality and reliable care; 3) increase the supply and range of childcare alternatives
by incentivizing the development of new and innovative childcare solutions; and, 4) improve the
economic circumstances of childcare workers, many of whom are women of color who make
less than the minimum wage.
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By increasing the supply of labor and talent in the economy, better preparing children for school
and productive careers, and dismantling a major obstacle to thriving entrepreneurship, economic
mobility, and economic dynamism, policies that deliver portable and affordable childcare are
likely to pay for themselves over the longer run. Moreover, many of the benefits of effective and
equitable national childcare policies would accrue to women, middle-class families, and families
of color, who have disproportionately shouldered the cost and burdens of policy inaction for
decades.

Ban Noncompete Agreements

Noncompete agreements, which have proliferated throughout the U.S. economy in recent years,
are a major barrier to labor mobility and entrepreneurship. CAE supports the Workforce
Mobility Act introduced by Senators Todd Young (R-IN) and Chris Murphy (D-CT) in October
0f2019. The bill would ban the enforcement of noncompetes in all but the most necessary of
circumstances, such as the sale of a business or the dissolution of a commercial partnership.

Enhance Military Spouse Entrepreneurship

Military spouses make an incalculable contribution to the nation by bearing a unique and heavy
burden — a burden that extends far beyond long separations, single parenting, and simmering
anxiety for the well-being of their deployed spouse. According to the Department of Defense,
each year a third of all military personnel change duty stations, meaning that most military
families endure a move every two to four years.

On the one hand, the nomadic aspect of military life has its appeal — another part of the country
or world to explore, new friends to meet, exciting new experiences and opportunities. But
frequent moves also mean interrupted relationships, social uncertainty or isolation, kids pulled
out of schools and away from friends, anxiety and adjustment.

Perhaps most problematic, change of duty stations makes holding a job or pursuing a career that
matches the education and qualifications of military spouses — 92 percent of whom are women —
difficult or even impossible. The result is staggering unemployment and under-employment.
Surveys of military families reveal that nearly a quarter of military spouses are unemployed and
as many as 60 percent experience underemployment — more than seven times the national
average, even before the Covid-19 pandemic.

The ramifications of high military spouse unemployment are severe. Most obviously, under- or
unemployment threatens financial security. In 2018, Blue Star Families’ annual survey of
military families reported “financial issues/stress” as the top source of military family anxiety —
ranking even higher than spousal separation. In the same survey, 70 percent of millennial
respondents indicated that two incomes are now vital to the family’s well-being.

More fundamentally, under- and unemployment — particularly over long periods — can lead to
feelings of unfulfillment, frustration, and resentment among military spouses unable to pursue
their own professional goals. And the risk of such problems is high, given that 80 percent of
military spouses are younger than 40, and 45 percent hold a bachelor’s or advanced degree
compared to 33 percent among the U.S. population overall. Career-related unhappiness, in turn,
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undermines spouses’ satisfaction with the military lifestyle despite profound pride in serving the
nation and participating in the military’s mission.

Family finances and the military spouse experience — and their impact on military marriages and
families — determine whether a service member stays in or leaves the military. This is especially
true when spouses and service members reach mid-career and begin the period of maximum
earning potential. At a time when the military is seeking to raise retention rates to make up for
recruiting shortfalls, the relationship between spousal satisfaction and retention is especially
critical.

And, ultimately, military readiness depends on retention. New service members can always be
trained, but training cannot re-supply experience and professional maturity among military
ranks. This reality is especially urgent given the increasing technological sophistication of
modern warfare and the associated education, skill, and experience requirements of military
personnel. If the military is to retain its most skilled and seasoned service members, it must find
ways to improve the military spouse experience, which includes ensuring that military spouses
can enjoy meaningful careers. Billions are invested annually in training and readiness, but
military readiness always begins at home.

Most current military spouse employment programs, such as the Military Spouse Employment
Partnership, focus on connecting spouses to existing civilian employment opportunities in their
local area of deployment — a reasonable approach in robust labor markets. But recent research
has revealed that 44 percent of military spouses living on or near the largest bases live in areas

with depressed labor markets.

Even in robust labor markets, conventional employment is likely limited to a two- to four-year
period at most, as another change of duty station again will require a spouse to leave his or her
job. In the context of the military’s itinerant lifestyle, meaningful and impactful employment
programs must focus on job mobility and portability as well.

Entrepreneurship is an alternative that offers economic empowerment, flexibility, and financial
remuneration on terms consistent with the unique needs of military spouses. Launching a new
business — especially an Internet-based or remote-work business not bound to a particular brick-
and-mortar location — offers a unique professional experience that can be pursued without
interruption from anywhere in the world. In addition to potential financial success,
entrepreneurship provides a pathway to personal and professional fulfillment, the chance to
pursue a long-time interest or idea, to create, to build something new from scratch, to become
one’s own boss and potentially an employer of others. In its inherent flexibility and self-
autonomy, entrepreneurship would seem tailor-made for military spouses.

But entrepreneurship is also risky and fraught with challenges. Research has shown that a third
of all startups fail by their second anniversary, half by their fifth. And to have the best chance of
survival, entrepreneurs — especially first-time entrepreneurs — need help. They need to learn
basic business skills, accounting, licensing and regulatory requirements, how to think through
and perfect a product or service idea, how to identify and successfully pursue potential
customers, how to secure the capital they need, and how to navigate the tax code. For military
spouses managing young families, extended separation from serving spouses, and the challenges
of frequent duty station changes, the challenges are all the more daunting.
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CAE is strongly of the view that policymakers should act to assist military spouse entrepreneurs.
According to the Association of Military Spouse Entrepreneurs — a web-based community for
military spouse entrepreneurs launched in 2019 “to connect, collaborate, and learn how to
launch, build, and scale their own business” — military spouse legislation should seek to:

e Accelerate the streamlining of occupational licensing “mobility” and interstate transfers
mandated by the by the fiscal 2020 National Defense Authorization Act.

e Mandate the inter-state recognition of LLC formation and waive fees associated with
interstate transfers for military spouse-owned businesses, as is currently the case for
active-duty military personnel but not for military spouses.

e Allow military spouses living on military bases to operate businesses from their on-base
homes — especially critical for military families deployed overseas. On-base businesses
are currently banned as they are perceived to be in competition with Military Exchange
Stores.

e Provide military spouse entrepreneurs subsidized or reduced-rate access to the tools
necessary for successful remote work, such as computers, webcams, and
videoconferencing software.

e Provide educational and training programs for military spouses on business topics such as
the legal and regulatory requirements of business formation, accounting, customer
identification, marketing, and business tax compliance.

e Offer military spouse entrepreneurs “upskilling” programs to strengthen and update
existing skills and backgrounds that may have atrophied during military deployments or
military-related absence from the workforce.

e Provide incentives to military contractors to offer internship and apprenticeship
opportunities to military spouses.

e Facilitate inter-community military spouse entrepreneurship by establishing military-
wide professional networking groups to help identify potential customers and business
collaboration opportunities.

e Establish a military-wide mentorship program that provides incentives for more
established military spouse entrepreneurs and non-military business professionals to
serve as mentors to military spouse entrepreneurs, as well as connection assistance to
potential mentors.

e Provide military backing of reduced-rate start-up loans from banks to military spouse
entrepreneurs.

e Provide on- and off-base access for military spouses to resources such as shared
workspaces and shared professional services such as accounting, legal, business
development, and marketing services.
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Access to Capital

Starting a new business requires money. In the initial days of a startup, capital needs may be
limited to the bare essentials — money to purchase supplies, computers, and other office
equipment. Falling costs for computers, software, and other office technologies in recent years,
together with the distributional and promotional power of the Internet, have dramatically lowered
the cost of getting a new business off the ground.

But as new businesses begin to grow, capital needs multiply. Entrepreneurs need money to pay
bills, move out of the garage or dining room into office space, and, hopefully, begin paying
initial employees. Most importantly, entrepreneurs need capital to further develop their product
or service idea, research the marketplace, and develop and implement a strategy for identifying
and targeting customers.

Because such costs typically arrive long before the first dollar of revenue, capital and credit are
the lifeblood of any new business. Difficulties in accessing sufficient capital and credit at
reasonable terms can delay or prevent the launch of a new business, disrupt the further growth
and development of an existing business, or even kill an otherwise healthy and viable business.

Make the SBA More Responsive to the Unique Nature and Needs of Startups

The Small Business Administration (SBA) administers several programs to support new and
small businesses, including loan guaranty programs to enhance small business access to capital;
programs to increase small business federal contracting opportunities; direct loans for businesses,
homeowners, and renters to assist their recovery from natural disasters; and access to
entrepreneurial education to assist with business formation and expansion. The SBA also
administers the Small Business Investment Company (SBIC) program (see below).

The SBA’s Technology Program Office also administers the Small Business Innovation
Research (SBIR) Program and the Small Business Technology Transfer (STTR) Program.
Through these two competitive programs, the SBA ensures that the nation’s small, high-tech,
innovative businesses are a significant part of the federal government’s research and
development efforts. Eleven federal departments participate in the SBIR program, five
participate in the STTR program, awarding $2 billion to small high-tech businesses.

Congress should instruct the Small Business Administration (SBA) to establish a formal
framework for ongoing dialogue with lending institutions and startups regarding how SBA
programs, products, and procedures can more clearly distinguish between existing small
businesses and new, high-growth startups. The SBA should also be instructed to determine how
SBA-backed lending and other programs can be tailored and made more responsive to the unique
nature and needs of startups (e.g., less complex, less reliant on cash-flow and physical asset
collateral). To reinforce this expanded organizational and programmatic perspective, Congress
should also rename the SBA the Small Business and Entrepreneurship Agency (SBEA).
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Increase the SBA Guarantee to SBICs

The SBA’s Small Business Investment Company (SBIC) program — established by the Small
Business Investment Act of 1958 — is designed to “improve and stimulate the national economy
in general and the small-business segment thereof in particular” by stimulating and
supplementing “the flow of private equity capital and long-term loan funds which small-business
concerns need for the sound financing of their business operations and for their growth,
expansion, and modernization, and which are not available in adequate supply.”

The SBIC program was created in response to concerns raised in a Federal Reserve Board report
to Congress that identified a gap in the capital markets for long-term funding for growth-oriented
small businesses. The report noted that the SBA’s loan programs were “limited to providing
short-term and intermediate-term credit when such loans are unavailable from private
institutions” and that the SBA “did not provide equity financing.” Equity financing (or equity
capital) is money raised by a company in exchange for a share of ownership in the business.
Ownership is represented by owning shares of stock outright or having the right to convert other
financial instruments into stock. Equity financing allows a business to obtain funds without
incurring debt, or without having to repay a specific amount of money at a particular time. The
Federal Reserve’s report concluded there was a need for a federal government program to
“stimulate the availability of capital funds to small business” to assist these businesses in gaining
access to long-term financing and equity financing. Facilitating the flow of capital to small
businesses to stimulate the national economy was, and remains, the SBIC program’s primary
objective.

The SBA does not make direct investments in small businesses. Rather, it partners with
privately owned and managed SBICs licensed by the SBA to provide financing to small
businesses with private capital the SBIC has raised, along with funds the SBIC borrows at
favorable rates because the SBA guarantees the loan obligation. Some SBICs specialize in a
particular field or industry, while others invest more generally. Most SBICs concentrate on a
particular stage of investment (i.e., startups, expansion, or turnarounds) and geographic area.
Since 1958, SBICs have channeled more than $67 billion to 166,000 American businesses across
a variety of industries. Some of America’s most iconic companies have received investment
capital from SBICs, including Apple, Tesla, Whole Foods, Staples, Intel, FedEx, and Costco.

As of September 30, 2020, there were 302 licensed SBICs participating in the SBIC program.
The SBIC program currently has invested or committed about $32 billion in small businesses,
with the SBA’s share of capital at risk valued at $13.5 billion. In fiscal year 2020, SBICs were
provided nearly $1.8 billion in SBA leverage and invested another $3 billion from private capital
for a total of $4.88 billion in financing for 1,063 small businesses.

On June 21, 2018, the Small Business Investment Opportunity Act was enacted to modify the
SBIC program, increasing the amount of outstanding leverage allowed for individual SBICs
from $150 million to $175 million. While a step in the right direction, CAE is of the view that
the increase of $25 million was insufficient, especially since the cap was previously raised in
2009. CAE urges Congress to increase the cap on the SBA guarantee to SBICs to $250 million.
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Re-structure and Re-launch the SBA’s Early-Stage Innovation Fund (ESIF) Initiative

In January 2013, the Small Business Administration (SBA) launched the Early-Stage Innovation
Fund initiative (ESIF) — an offshoot of the SBA’s Small Business Investment Company (SBIC)
program (see recommendation above). Whereas licensed SBIC’s invest primarily in the growth
of existing small businesses, ESIF licensed firms were required to invest at least half their funds
in early- and seed-stage startups. By guaranteeing up to $50 million in additional capital per
licensed fund, the ESIF initiative was intended to help leverage private capital already raised by
active funds, providing additional investment capacity to venture capital funds beyond the
venture capital centers of Silicon Valley, New York, and Boston, which attract three-quarters of
all venture capital. In announcing the program, the SBA said it planned to guarantee up to $1
billion in additional startup capital over five years at no cost to the American taxpayer.

On September 19, 2016, the SBA proposed changes to the ESIF program because as of June of
2016, the SBA had licensed only five venture capital funds. Then, on June 11, 2018, the SBA
announced that it was withdrawing its proposed rule and ending the ESIF program. According to
the SBA, the initiative failed because the SBA-backed portion of ESIF-affiliated investments
were structured as subordinated debt that paid quarterly interest back to the government
equivalent to the rate of a 10-year Treasury bill plus 1.5 percentage points and “debentures are
not well-suited to an early stage investing strategy since many early-stage investments do not
provide ongoing cash flows needed to pay the current interest an annual charges associated with
SBA guaranteed debentures.” Given the importance of early- and seed-stage risk capital to
startups, together with the relative scarcity of venture capital in heartland states, CAE
recommends that the SBA work with the venture capital community to determine a financing
structure consistent with the earnings and repayment realties unique to startup and relaunch the
Early-Stage Innovation Fund initiative as soon as possible.

Raise the Cap on the Reg A Exemption (or “Mini-IPO)

The JOBS Act of 2012 sought to revive the Regulation A exemption — sometimes called a “mini-
IPO” — which allows public companies to raise capital through general solicitation without the
full burden of disclosures typically required of a conventional initial public offering (IPO). The
Act increased the amount of capital that could be raised under the exemption from $5 million to
$50 million and instructed the Securities and Exchange Commission to reevaluate the cap every
two years.

In 2015, the SEC adopted final rules to implement Section 401 of the JOBS Act by creating two
tiers of Regulation A offerings: Tier 1, for offerings of up to $20 million in a 12-month period;
and Tier 2, for offerings of up to $50 million in a 12-month period. From June 2015 through
December 2019, issuers in the Regulation A market reported raising approximately $2.4 billion
in 382 qualified offerings. The vast majority of capital raised under Regulation A,
approximately $2.2 billion (91 percent), was raised under Tier 2, with only $230 million (9
percent) raised under Tier 1.

In March 2020, the SEC issued proposed amendments to simplify, harmonize, and improve the
“patchwork™ exempt offering framework under the Securities Act, with the aim of reducing
potential friction points and to make the capital raising process more effective and efficient. In
proposing the amendments, the Commission noted that exempt offerings accounted for more
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than double the new capital raised by registered offerings in 2019 — $2.7 trillion in exempt
offerings compared to $1.2 trillion in registered offerings. The SEC approved the prosed
amendments on November 2, 2020, which included raising the maximum offering amount under
Tier 2 of Regulation A from $50 million to $75 million.

While the increase in the Reg A cap is welcome news, companies seeking to raise more than $75
million — say, $100 million, still a small amount by any standard — must resort to the
conventional IPO process and the burden of standard disclosures. With this in mind, and given
the expanding importance of exempt offerings to the financing of young high-growth companies,
CAE urges the SEC, or Congress, to raise the Reg A exemption cap to at least $100 million.

Raise the Cap and Increase the Number of Permitted Investors for 3(c)(1) Investment Funds

On May 24, 2018, the Economic Growth, Regulatory Relief, and Consumer Protection Act
was signed into law by President Trump. Title V of the legislation addresses capital formation —
including a provision, “Supporting America’s Innovators,” Section 504, that had previously
passed the House (H.R. 1219) and Senate (S. 444) by wide margins. The section amends section
3(c)(1) of the Investment Company Act of 1940 by raising the permitted number of investors
from 100 to 250 for investment funds not making a public offering of securities that are exempt
from registration as an investment company with the Securities and Exchange Commission and
from the filing of costly disclosure requirements associated with registration — provided the fund
size does not exceed $10 million.

The increase in the number of permitted investors accomplished two important objectives:

1) getting more capital to early-stage companies; and, 2) allowing accredited investors to allocate
small amounts of capital to a potentially lucrative asset class. But limiting the increase in
permitted investors to funds less than $10 million is also problematic. Funds larger than $10
million are still limited to 99 investors, meaning the average investment is much larger. In the
case of a $30 million fund, for example, the average investment is $300,000 — too large for many
accredited individual investors. An unintended consequence of this mathematical reality is that
current limits on exempt funds reinforce deficiencies in diversity among entrepreneurs and those
who invest in them. A growing body of research indicates that for entrepreneurs of color to
access greater amounts of capital requires greater diversity among fund managers and their
investors. Funds with higher participation by individual investors tend to be more diverse and,
therefore, more willing to invest in entrepreneurs of color.

With these thoughts in mind, CAE recommends that the cap on funds exempted from registration
requirements be raised to $100 million — which would be consistent with the recommendation
immediately above regarding capital raises under the Reg A exemption. In addition, CAE
recommends raising the number of permitted investors to at least 250 and, ideally, to 1,999, the
current limit for Qualified Purchasers funds. Such consistency would simplify compliance,
facilitating capital formation for all new companies. Moreover, by allowing more individual
investors to participate in larger funds — and committing smaller amounts of capital — the higher
cap and higher number of permitted investors would be supportive of more diverse emerging
fund managers and greater investment in entrepreneurs of color and women entrepreneurs.
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Pass the New Business Preservation Act

CAE supports the immediate passage of the New Business Preservation Act, the purpose of
which is to incentivize continued and more equitably distributed venture capital investment in
America’s most innovative startups. The Act was introduced in the Senate (S. 3515) on March
18, 2020 by Senators Amy Klobuchar (D-MN), Chris Coons (D-DE), Tim Kaine (D-VA), and
Angus King (I-ME), and was introduced in the House (H.R. 6403) on March 26, 202 by Reps.
Dean Phillips (D-MN), Terri Sewell (D-AL), Ro Khanna (D-CA), and Tim Ryan (D-OH).

Despite their unique economic importance, startups are also extremely fragile because they are
new — with half of all startups failing within their first five years. Because of their risk profile,
many startups are unable to secure bank financing like existing small businesses and instead rely
on venture capital, which has been a major source of financing for young innovative companies
since the late 1940s.

Venture capital firms are long-term investors that provide early-stage capital — raised from
institutional investors like pension funds, insurance companies, university endowments, and
foundations — to new and rapidly growing companies in exchange for an equity stake in the
company. Venture firms also assist in the management and professionalization of the young
companies in which they invest, typically taking seats on the board. Venture capital has helped
finance thousands of American companies, including Intel, Federal Express, Apple, Microsoft,
Google, Cisco, Home Depot, and Starbucks.

At present, venture capital in the United States is highly concentrated, with about 80 percent of
venture capital raised and invested in just three cities — San Francisco, Boston, and New York.
This concentration — which has worsened by ten percentage points over the past decade — limits
access to venture financing in many parts of the country with the effect of limiting the nation’s
innovative capacity and economic vitality.

The New Business Preservation Act would address this problem by establishing a program,
administered by the Treasury Department, which would allocate $2 billion in federal dollars
($1.5 billion initially, and $500 million in follow-on investment) to the states on a
straightforward population basis to attract private venture capital by offering a 1-to-1 match of
federal dollars with venture capital investment in promising startups, particularly in states
outside the major venture capital centers.

The legislation is modeled on Israel’s “Yozma” program of the late-1990s, which successfully
incentivized U.S. venture capital firms to invest in promising Israeli startups, and builds on other
successful federal-state partnerships to support small businesses, such as the State Small
Business Credit Initiative (SSBCI).

Importantly, the legislation is carefully structured so that the federal government will not “pick
winners and losers,” but rather will rely on private entities to source and manage investments in
promising early-stage companies in every state. All investment decisions will be based entirely
on private investor determination of the economic prospects of the new companies receiving
equity capital. Finally, the program authorized by the Act is intended to be “evergreen,” with
any gains from investments following exits to be used to incentivize future rounds of private
investment in heartland startups.
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Mobilize More Angel Investors Through a Federal Tax Credit

In recent years, “angel” investors — individuals who invest in young promising companies — have
become a major source of startup capital in the United States. Like venture capitalists, angels
invest in new, high potential companies in exchange for an equity stake in the business. As with
venture capital, angel capital is recovered and returns realized when financed firms either go
public or are bought by another company.

Many angel investors — particularly those who are current or former entrepreneurs — also provide
advice, mentoring, and other support to the management team of the new businesses in which
they invest. Perhaps for this reason, research has shown that angel investment significantly
increases a startup’s chances of success. A study conducted by William Kerr and Stanislav
Sokolinski of Harvard University and Antoinette Schoar of MIT found:

“Startups funded by angel investors are 14 percent to 23 percent more likely to survive for
the next 1.5 to 3 years and grow their employment by 40 percent relative to non-angel
funded startups. Angel funding affects the subsequent likelihood of a successful exit,
raising it by 10 percent to 17 percent. Having angel funding also seems to matter
significantly for the ability of a firm to obtain follow-on financing.”

Angel investors also differ from venture capitalists in significant ways. For example, unlike
VCs, who invest institutional capital in amounts of $1 million or more, angels invest their own
money, typically in amounts between $25,000 and $250,000. Despite smaller individual
investments, aggregate angel capital rivals that of venture capital. In 2019, angels invested a
total of $24 billion in 63,730 companies. For every new company that receives venture capital,
nearly 20 others receive angel capital. Amazon, Home Depot, and Uber are just a few of the
thousands of companies launched with angel capital.

Perhaps most importantly, whereas venture capital is typically invested during a later growth
phase after initial financing has helped create a viable company, angel investors have emerged as
the principal source of outside “seed” or early-stage funding critical to the formation, survival,
and growth of new businesses — providing 90 percent of such capital once entrepreneurs have
exhausted their own resources and those of family and friends.

According to the Center for Venture Research (CVR), there are currently about 335,000 active
angel investors in the United States. According to the SEC, another 12 million American
households meet accredited investor criteria. Most are likely unaware of what angel investing is
and of the opportunity to participate in financing the next generation of great new companies.

To be sure, angel investing is risky and not appropriate for every accredited investor. More than
half of all angel investments lose money, and just 7 percent of all investments generate 75
percent of returns. But given the importance of angel investors to startups — and the importance
of startups to economic growth and job creation — the formation and commitment of angel capital
should be responsibly incentivized. If only 3 percent of the 12 million additional potential angels
chose to allocate a portion of their financial portfolios to promising new companies launched in
their cities and towns, the number of active angel investors would double to 650,000 — and,
presumably, the amount of capital invested would double to $50 billion annually.
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In CAE’s view, this objective can be best achieved by way of a federal tax credit, coupled with
relief from taxes on any gains in the value of angel investments held for at least five years.
Twenty-six states have enacted tax credits to incentivize angel investing. Details vary from state
to state regarding the size of the credit, limits per investment, caps on total investments, and
qualifying businesses. Most states offer credits of between 25 and 35 percent.

And the evidence to date is clear — tax credits work. For example, after Ohio created its
Technology Investment Tax Credit in 1996, the program was used by 4,800 angels to invest
more than $160 million in 668 companies through 2013, according to the state economic
development agency. Similarly, after Wisconsin enacted a 25 percent tax credit in 2005, total
angel investments jumped more than 10 times and the number of angel investor groups in the
state increased from just four to more than 20. Other states have experienced similar success.

A federal tax credit equal to 25 percent of investments in startups would lower investment risk to
angels by providing an immediate return. While tax credits encourage investment, the majority
of the angel’s money remains at risk, preserving the investor’s incentive to carefully examine
potential projects and ensuring that scarce investment capital will be directed to only the most
promising business ideas.

Exempting any returns on investments in startups held for at least five years from federal capital
gains tax would maximize the pay-off on any successful investments. Since total capital gains
tax revenues have historically represented less than 5 percent of federal tax revenues, exempting
gains on angel investments from taxation would have almost no impact on federal tax revenue
while having a potentially dramatic effect on new business formation and growth. Moreover,
because most angel investors reinvest most or all of their returns into the next generation of
innovative new companies, exempting such gains from federal taxes would have the further
benefit of increasing the amount of seed capital available to startups.

Pass the IGNITE American Innovation Act

To respond to the capital needs of new and small businesses amid the Covid-19 pandemic,
Congress created the Paycheck Protection Program (PPP) in March of 2020 and the Federal
Reserve Board later established the Main Street Lending Program. Unfortunately, due to their
unique financial and funding circumstances, thousands of fragile startups have been shut out of
PPP and the Fed’s lending facility, with many forced to lay-off employees or close their doors
permanently.

With these realities in mind, CAE strongly supports the immediate passage of the IGNITE
American Innovation Act, introduced on August 5, 2020 by Rep. Dean Phillips (D-MN) and
Rep. Jackie Walorski (R-IN). The legislation would amend the U.S. tax code to permit pre-
revenue startups to “monetize” tax assets on their balance sheets — principally net operating
losses (NOLs) and research and development credits — as a means of getting badly needed capital
to promising young companies as the pandemic continues.
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Reduce Regulatory Burden, Complexity, and Uncertainty

Regulation is essential to market economies.. If establishes the rules of competition, ensures a
level playing field, governs participants’ bebavior, and protécts consumers, public health and
safety, private property, and environmental resources, ' Without question, innovation, economic
growth, and wealth creation depend on the promulgation and enforcement of regulation.

But regulation isa’t free, or without consequence. Regulation imposes costs — costs borne by
businesses: - A wave of new, inconsistent or outdated regulations; ot complex and confusing
regulations can distract business owners” foous and time away from their product line and the
marketplace. They can impose costs that consume resources that could otherwise be invested
back into businesses. Regulation can also create economic distortions, entrenched interests, and
powerful constituencies, and lead to cronyism and dapendemy Pérhaps most insidiously,
regulation and its costs operate like an invisible and, therefore, easily overlooked, tax.

The stifling effect of regulatory burden and complexity is particularly acute for startups. New
businesses lack the resources and scale of larger firms over which to‘absorb and amortize the
costs of compliance. Moreover, their very survival, especially during the initial

years, depends on the energy, focus, and flexibility of their leaders.

Create a Regulatory On-Rarap for Startups

The Congressional Budget Office (CBO) and Office of Management and Budget (OMB) should
be directed, by Congress and the Administration, to co-develop a reduced; “light touch”
regulatory framework (i.¢:; a “regulatory on-tamp”) to which new businesses would be subject
for the critical first five years after formation. The framework should be comprised of only the
most essential product safety; environmental, and worker protection regulations as co-determined
by CBO and OMB. Co-development of the framework by CBO and OMB is: xmportant since
regulation is the implementation of Congressional intent by Executive branch agencies.

To minimize regulatory uncertainty, the new-business ffamework should also protect new
businesses from new regulatmns for the critical first five years.

To be sure, the startup regulatory framework would need to be updated; mpmved and refined
from time to time by CBO and OMB. But any changes would apply only to new firms the
following year and not to young firms already operating within the five-year window of
regulatory certainty;- To avoid abuse of the regulatory on-ramp.— such as business owners
simply renaming or reconstituting existing companigs every five years ~ the Internal Revenue
Service (IRS), working with the CBO and OMB, should. deveiop appropriate dehmtwns
characteristics, and limitations regarding the meaning of “new busmass

Require Third-Party Review of All Economically Sigmﬁcam Regulatmns k

CBO and OMB should also be directed, by Congress and the Administration, to co-condict
third-party analysis of the economic costs and benefits:of all proposed new regulations'with an
economic impact deemed greater than $100 million. The third-party review should require
analysis of the costs of the proposed regulation in relation to gther federal regulations, as well as
in relation to existing state and Tocal regulations. In particular, the third-party review should
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focus on the impact of proposed new regulations on new and smaii businesses. Proposed
regulations determined to have economic costs, or costs tonew and small businesses; that exceed
identifiable benefits should require Congressional approval for enactment.

Create a Regulatory Improvement Commission (RIC)

The federal government has a large, multi-faceted, and ve:j? effective apparatus for crafiing and
promulgating new regulations, but no rcgular mechanis for systematically addreﬂsmg outdated,
duplicative, ineffettive, or unnecessarily burdensome regulatmas

With this-omission in mmd, Congress should create a Regulatory Improvement Commission
(RIC) as proposed by Michael Mandel, chief economist at the Progressive Policy Institute.
Mandel has pointed out that the sheer accumulation of regulations over time can beginto
suppress innovation and growth - even if every individual regulation, censxdered in isolation, is
determined to be sound and reasonable.

The pmbimn isthat it's possible for every individual regulation to pass a cost-benefit test,
while the total accumulation of regulation creates 2 heavy burden... The nwmber of
regulations matter, even if individually all are worthwhile. T call this the “pebble in the
_strearn” effect, Throw one pebble in the stream, nothing ha;»;}ens Throwtwy ;xebbles in
the stream; nothing happens. Throw one hundred pebbles in the stteam, and you've
dammed wp the stream.  Which pebble did the damage? 1t's not any single pebble, it's the
accumulation,

Modeled on the Base Closure and Realignment Commiission (BRAC)Y~ which provided
~~mdependem objective; nonpartisan review and analysis of U.S. military installations — the
RIC s purpose would be to serve as a procedural mechanism forthe r&gular evaluation,
simplification, sn*camlmmg, consolidation, and elimination of selected existing regulations.

The RIC would be comprised of a bipartisan group of highly qualified stakeholder appointees
and staffed by experts seconded from various regulatory agencies; Congress, and independent
organizations. After selecting a portion of the regulatory code for review —a “scoop” of pebbles
from the pile in the stream ~ the RIC would solicit input from individuals; businesses, other
affected stakeholders, and outside experts, hold public hearings, and carefully and objectively’
examibe the evidence in an open and transparent manner, :

Upon.completion of its analysis, the RIC would submit a package of recommended
improvements to Congref.s for a “fast-tracked” up-or-down vote. Fa}k)wmg Cﬂngw:ssxonai
approval; the package wouild Be sent to the White House for the President’s a;:xgrova and
signature, ensuring that the reforms carried the force of law.

A'Regulatory Improvement Commission would provide @ regular and politically feasible
alternative to irregular and incoherent deregulation efforts; and would avoid the obvious flaws of
regulatory agency self-review that have foiled most deregulatory efforts to date.. Moreover, by
considering the cumulative impact of regulations across agencies; the RIC would also escape the
self-defeating trap of focusing on individual regulations that, considered in isolation, often
appear perfectly somnd and reasonable. And by requiring Congressmnai approval by way of a
fast-tracked up-or-down vote, the RIC process would pmv:de legislators with the necessary
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political cover to deliver authentic regulatory reform and simplification, safe from the conflict
and interest group pressure that scrutiny of individual regulations often provokes.

Improve Tax Treatment of Startups and Their Investors

A number'of aspects of the U.S. tax code are unsupportive of, or-even hostile to, startups and
their investors: CAE urges the Biden Administration and Congress to pursue additional tax
reform to enhance the tax treatment of American entreprerieurs and startups.

Allow Startups to Carry Forward Operating Losses and R&D Credits

Most new businesses lose money in their initial years — sometimes for many years — before
hopefully becoming profitable. Such losses are often due to substantial research and
development (R&D) investments, salaries, and other expenses that exceed earnings. - For many
startups; R&D and salaries can be the primary expenses of the new company in its early years,
Whatever the cause, startups, because they are new, have no previous income against which to
apply current operating losses. Moreover, income against which imses can eventually be
deducted might not materialize for years.

Even more problematic, two aspects of the current tax code that restrict loss and credit carry-
forwards — Sections 382 and 383 - can have the effect of virtually eliminating any carry-forward
tax benefit for:startups: Sections 382 and 383 were written inthe mid-1980s to prevent “loss
trafficking” — companies acquiring failing firms with farge losses solely to use the acquired
company’s tax losses to'offset other unrelated income. Section 383 pertains to tax credits, while
Section 382 pertains to net operating losses. The rules can virtually eliminate the use of net
operating logses and credits following transactions perceived as a change in ownership.

Startups often depend on outside investments — from venture capital firms or other sources — to
finance R&D and other expenses, sometimes for many years: Such investments are critical for
the survival and growth of new firms ~ but often trigger 382 and 383 change-of-ownership
restrictions, potentially nullifying net operating loss carry-forward tax benefits, including for
R&D investments. Inother words, Section 382 and 383 carry-forward restrictions sctually
punish startups for incurring the very kinds of investments that federal tax policy-explicitly
encourages for older established firms. With this policy inconsistency in mind, CAE
recommends that a safe harbor be created for startups to protect them from the unintended
consequences of Sections 382 and 383 limitations.

Allow Startups to Expense 100 Percent of Business Investment

The Small Business Tax Revision Actof 1958 created for the first time 4 special first-year
depreciation allowance, whereby small businesses could deduct or “expense™ from their taxable
earnings a portion of the total cost of capital and equipment investment, pursuant to section 179
of the Internal Revenue Code. Expensing is the most accelerated form of depreciation, allowing
businesses to write off the'cost of business investment immediately rather than over time. Future
deductions are not as valuable to businesses due to the time value of money and because
deductions are not indexed for inflation; Expensing stimulates business investment by
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maximizing the tax benefit of depreciation, thereby effectively lowering the cost of the capital
required fo make the investment.

CAE recommends that startups be allowed 100 percent first-year expensing of all business-
related capital, equipment, real estate, and research and development investment. Expensing
would only be relevant for those new firms generating positive earnings in their early years, and
many startups do not (see recommendation above). Still, for those that do, 100 percent first-year
expensing would be enormously significant and impactful. According to an analysis by the
Treasury Depamnem, 100 percent expensing lowers the average cost of capital on new
investments by more than 75 percent. Such savings are cnemmusiy ssgmﬁcant especially for
new businesses for whom access to capital at reasonable terms reniains a principal challenge.

Enhance the Payroll Tax Provisions of the PATH Act

The Research and Development tax credit is particularty relevant for startups, which often incur
substantial losses in their early years due to research and developrient of new products and
services, methodologies, and techniques — and for whom preservation of cash flow and operating
capital is crucial to survival, And vet, until recently, startups werg lsrgef}y ‘shut out of any benefit
associated with the credit because startups often have no iaxabié earnings (far years) against
which to apply the credit.

The Protecting Americans from Tax Hikes (“"PATH") Act.of 2015 made g number of
improvements to the application of the R&D tax credit, perhaps most riotably finally making the
credit permanent after numerous extensions and expirations since its creation in 1981, Now
certain-of the credit’s availability, businesses can make investment demslons more effectively
and efficiently.

The PATH Act also addressed the disconnect between the policy intention of the R&D ¢credit and
startups by allowing new businesses to apply the credit against payroll taxes, rather than income
taxes, up 16 $250,000 annually. To qualify, companies must have bad gross receipts for five
years or less and gross receipts of less than $5 million for the tax yearthe credit is applied:

CAE recommends enhancing the PATH Act’s tax provisions for stéﬁups by: 1) aligning the
criterion for eligibility with that of Section 1202 of the tax code; 2) raising the ehgxbmty
threshold; and, 3) increasing the deduction limit.

First, CAE recommends that the eligibility criterion be changed from gross receipis to gross
assers. This change would make the PATH Act provisions consistent with the tax code’s
definition of “Qualified Small Business,” (Q8Bs) which are currently defined as businesses with -
“less than $50 million in gross assets.” This consistency would simplify and harmonize related
provisions of the tax code, facilitating compliance and r&pertmg by investors and thereby,
pmmmmg capital formation

Second, CAE recommitids that the eligibility threshold for the PATH Act’s payroll tax
pmwsmnb be taised from the current definition of QSBs of “less than $50 'million in gross
assets™ to “less than $100 million ingross assets.” The currént gross asset limit is too restrictive,
as the high costs of inndvative research, coupled with valuable intellectual property and .
successive rounds of financing, often push new innovative companies over: ‘the 850 million lmit
{see recommendation regarding Section 1202 below),
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Finally, CAE recommends that the payroll tax credit deduction limit be raised from the current
$250,000 to'$1 million. Doing so would-align U.S. policy with similar policy in Canada, a major
innovation competitor to the United States.

Incentivize the Formation and Commitment of Angel Capital

Section 1202 of the tax code was enacted in 1993 to incentivize investment in “qualified small
businesses™ ((JSBs) by excluding 50 percent of capital gains on investments held for at least five
years from federal income tax.” The PATH Act of 2015 made permanent a 100 percent exclusion
from capital gains tax for any gains on long-term investments'in qualified small businesses, up to
$10 million or tén times the original investment, whichever is greater. Previously, the American
Recovery and Relavestment or “Stimulus” Act of 2009 raised the excluded portion from 50
percent to 75 percent, and exempted any gains from the Alfernative Minimum Tax (AMT).
Subsequent legislation raised the exclusion to 100 percent and extended the AMT exclusion
temporarily, CAE recotrimends that this full exclusion from federal income tax of any gains on
angel investments in startups held for at least five years be retained in order to maximize the pay-
off on any successful investments. ‘

CAE also recommends that the Section 1202 gross asset definition for OSBs be raised from the
current “less than $50 million in gross assets” fo “less than $100 million in-gross.assets.” The
current gross asset limit'is too restrictive, as the high costs of innovative research, coupled with
valuable intellectual property and successive rounds of financing; often:push growing new
companies over the $50 million limit and, therefore, out of Section 1202°s favorable treatment of
capital gains. )

Finally, at present the Section 1202 exclusion only applies to investments in companies
organized as C corporations. Because most new businesses are launched as 8 corporations,
partnerships, or limited liability companies (LLCs) - “pass-throughs” ~ CAE also recommends
that the 1202 exclusion be applied to any startup that converts 16 a € corporation within five
years, and that the period of time spent as a pass-through count toward the five-year holding
period required by Section 1202, In other words, angel investors would not have to hold the
investment for five years beyond conversion to a C corporation, but only five years beyond the
original investment in the company.

Improve Treatment of Startup Irivestment Losses

As a counterpart to the Section 1202 tax treatment of angel investinent gains, Section 1244 of the
tax code allows investors in qualified small businesses to deduct fogses on'such investments as
an ordinary loss {deducted from ordinary income) rather than as-a capital loss. Normally, the tax
code treats equity investments as capital assets and, therefore, losses are deducted as capital
losses to offset capital gains, If capital losses exceed gains in a particular year, remaining losses
are deductible up to a limit of $3,000 annually, with any additional reraaining losses cartied
forward to subsequent years. By contrast, a loss on.a Section 1244 investment is deductible from
ordinary income up to $50,000 for individuals and $100,000 for couples filing jointly.

To qualify for Section 1244 treatment, the issuing company’s aggregate equity capital must not
exceed §1 million at the time of issuance, the company must have derived more than 50 percent
of its income from business operations rather than passive investments for the previous five
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years, and the shareholder must have purchased the stock directly from the company and not
received it as compensation, Startups generally don’t issue stock for years after launch, if ever ~
nor have they been in existence for five years — and, therefore, currently don’t meet the -
requirements of qualifying small businesses,

To further incentivize seed-stage investments in start-ups, CAE recommends expanding Section
1244 to permit losses sustained by angel investors on investments in new companies held for at
least 5 years o be deductible from ordinary income up to $2506,000 anvually.
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Investing in the Next Generation of American Entrepreneurs
Testimony of Dr. 1O. LaRock :
The Network for Teaching Entreprenamshih {NFTE}
Before the Committee on Smiali Business
Subcommittee on Innovation, Entrepreneurship, and Werkfmcebevebpment
“Jobs! Jobsi Jobs!”
Werdnesday, June 30, 2021

Chairman Crow, Ranking Member Kim and Honorable Members of the Committee, thank you for the
opportunity to speak with vou about supporting the next generation of American entrepreneurs.

As the CEO and President of the Network for Teaching Entreprensurship, NFTE, lam honored fo share some
of what we have learned from providing entrepreneurship education to more then 1. Imillion students in
14 countries and 25 states, including many of the states represented by members of this committee, such
as California, Florida; Georgla, Hiingis, New York, Pennsylvania; and Texas.

NFTE was foundad in 1987 on the belief that entrepreneurship education could igni’ce“passion and open
doors for students in under-resourced communities. Our comprehensive model centers onengaging
curriculum and talented teachers, buttressed by committed mentorsand vviunméf& The programs
culminate in pitch competitions where students compete for seed funding to launch theirbusinesses.

Every year NFTE teachers in hundreds of classrooms instill students with the knowledge and skills to solve
their own problems and those of their communities, Empathy, creativity, and hard work d;mbiaé alongside
emerging business acumen as students design, and in many cases, start hew‘businasse‘s, From middle -
schoolers filled with ideas fora bietter tomorrow to alumni who have launched businesses, built brands,
and created jobs in thelr communities, our students have shown Us the way forward toward ak more
inciusivekcapitaiism‘

Cur work at NFTE has revealed many important insights as to how best promote entreprensurship in
America, and through the-creation of The Next Generation Entrepreneur Corps, co-sponsored by Chairman
Crow and Senator Christophier Coons, our government can provide future entre‘preneixrs with 'more
equitable access to business creation, capital, and supportive networks: To underscore the imiaarfance of
The Next Generation Entrepreneur Corps and its core components, | would like to discuss three important
issues. First, the barriers thatentrepreneurs from underreprésented communities face are systemic and
require robust intérvention. Second; access to supportive mentors and social capital from networks bolster
opportunities In ways that finam:ial resources alone cannot match. Finally, and pérha‘ps: most imperative in
this moment, inclusive entreprensurship is a vital component not-only to our nation's recovery from the
Covid-19 pandemic, but also for our generation’s contribution toward a more just society..

New businesses are important drivers of economic growth and there is a clear association between an
increased presence of businesses and diminished rates of poverty and unemplnwhent“ However, many

* See Appendix
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entrepreneurs rely on friends and family for part of their initial investment, so without intervention,
existing inequalities limit access to entrepreneurship.

According to a report from the U.S. Department of Commerce, minority-owned businesses are more likely
to be denied credit and even when they do receive loans, they pay higher interest rates.? These challenges
to lack of resources persist throughout the life cycle of small businesses. CNBC reported earlier this year
that 80% of Black-owned businesses fail within the first 18 months, which is significantly worse than the
30% of all small businesses that close by their second year.> Access to capital and the creation of strong
foundational entrepreneurship ecosystems can be important levers in changing these dynamics.

The K-12 education, higher education, and workforce development systems increasingly understand the
importance of entrepreneurship education. More than 42 states now formally include entrepreneurial
education in their K-12 standards, and a Kauffman Foundation report found that undergraduate offerings
grew by more than 400% between 1976 and 2006.%* The bipartisan Workforce Investment and Opportunity
Act legislation of 2014 included entrepreneurship as one of the expanded service elements for youth and
young adults.®

Advocates for thoughtful integration of entrepreneurship, like Florida’s Chancellor Henry Mack and
American Student Assistance, are supporting widespread opportunities for exposure and formal training in
entrepreneurship and programs that start students early on a process of career discovery. Time and time
again, we have witnessed the power of giving youth and young adults the chance to see themselves as
entrepreneurs. NFTE Alumna Mary Blackford first realized in high school that “we can make a systemic
change through entrepreneurship,” and now just down the road from us, she is building Market 7. The
7,000 square-foot space with a small community grocer and food incubators from across the African

2U.S. Department of Commerce, Minority Business Development Agency, Fairlie, R. W., & Robb, A. M.
(2010, January). Disparities in Capital Access between Minority and Non-Minority-Owned Businesses: The
Troublmg Reallty of Capital leltatlons Faced by MBEs

3 Green, D. (2021, February 4). Why Black-owned businesses are struggling to stay afloat. CNBC.
https://www.cnbc.com/2021/02/03/black-owned-businesses-are-struggling-to-stay-
afloat.html#:%7E:text=Covid%2D19%20has%20exacerbated%20some,decline%20among%20White%2Downed%20busi
nesses

“Junior Achievement USA. (2019, November). The States of Entrepreneurship Education in America.
http://www.juniorachievement.org/documents/193855/1976054/States+of+Entrepreneurship+in+America.pdf/8b15b
cdd-1b5f-4d14-8f35-2fd130f4572b

® Torrance, W. E. F., Rauch, J., Aulet, W., Blum, L., Burke, B., D’Ambrosio, T., de los Santos, K., Eesley, C. E., Green, W.
S., Harrington, K. A,, Jacquette, J. P., Kingma, B., Magelli, P. J., McConnell, G., Moore, D., Neeley, L., Song, M., Tan, T.
K., Zoller, T., & Zurbuchen, T. (2013). Entrepreneurship Education Comes of Age on Campus: The Challenges and
Rewards of Bringing Entrepreneurship to Higher Education. SSRN Electronic Journal. Published.
https://doi.org/10.2139/ssrn.2307987

© National Skills Coalmon (2021 June 22). Updated Side-| by -Side Companson of WIA and WIOA
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diaspora will help address food access and create employment opportunities for others.” The Next
Generation Entrepreneur Corps provides a much-needed next step for more emerging entrepreneurs like
Mary to create new solutions and quality jobs.

NFTE learned early that entrepreneurship education needs to be paired with ongoing mentoring and
support. Valued corporate volunteers from companies like Citi and Santander and our partners at EY, who
recently launched The Entrepreneurs Access Network to help Black and Latinx entrepreneurs, all provide
essential mentorship in our programming.® Similarly the mentorship proposed in The Next Generation
Entrepreneur Corps will remove barriers and accelerate achievement. These supports build stronger
businesses, and they also change lives. Andres Cardona was attending John A. Ferguson Senior High School
in Miami and considering dropping out at the age of 14 to help support his family, when a NFTE course
helped him realize that he could start his own business. Today, his Elite Basketball Academy serves almost
500 young people. What started as one-on-one coaching and personal training for youth in the Miami
metro area is now a thriving business with 20 employees, generating seven-figure revenue annually. Andres
also still meets with his NFTE mentor regularly to have a bagel and talk through ways to grow and improve
his business.

Despite the challenges of this last year, in our virtual classrooms and events we continued to see youth
ideate, create, and launch new ventures, but the Covid-19 pandemic has certainly exacerbated already
existing inequalities. CNBC reported that between February and April 2020, Black-owned businesses
declined by 41%, compared to a 17% decline among White-owned businesses.’ A report from the Stanford
Latino Entrepreneurship Initiative found that Latino-owned businesses struggled to secure funding from the
Paycheck Protection Program, with an approval rate that was half the rate of white-owned business.*®

The pandemic vitiated minority-owned businesses; Black-, Latinx- and Asian-owned businesses all
“experienced outsized closures and declines in cash balances” according to research conducted by the
Federal Reserve Bank of Cleveland.™ Conversely, The New York Times recently reported that the three

7 NFTE. (2021, June 9). Entre News | NFTE. NFTE | Home. https://www.nfte.com/entre-news/#tabs |4

8 EY. (2021). Entrepreneurs Access Network. EY - US. https://www.ey.com/en_us/entrepreneurship/entrepreneurs-
access-network
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rounds of stimulus checks have all coincided with increased rates of weekly business registrations, and
those increases have been the strongest in Black communities and that is just one of many opportunities.*?

We are at a crossroads. We have a collective opportunity to support emerging entrepreneurs and to invest
in programs that bridge resources across communities. President Biden has said that The American Jobs
Plan is not about returning to the way things were, but rather that it is time to “build back better than
ever.” The American Jobs Plan calls for the creation of a “national network of small business incubators
and innovation hubs,” including “hubs to support the growth of entrepreneurship in communities of color
and underserved communities.”** The Next Generation Entrepreneur Corps should be included in The
American Jobs Plan. It will meet the mandate of building back better by recognizing that entrepreneurship
belongs to all of us.

Entrepreneurship is inextricably woven into the American dream. When | think about what that means, |
think about NFTE middle school students at Nicolas Junior High School in Fullerton, California getting
encouragement and support from EY mentors while they compete in the World Series of Innovation, one of
our global entrepreneurship competitions.

I think about NFTE alumnus Rodney Walker, who by the time he got to ACE Technical Charter High School
on the southside of Chicago had been placed in 15 different foster homes. Through the power of a
mentoring program and entrepreneurship education, he was able to persevere to launch a business,
become an author, and encourage other young people to understand “the power they have to look at their
life in a very different way and to be able to make choices that will put them in a position to make a better
life for themselves and those around them.”**

| think about Robert Reffkin, CEO of Compass, an innovative real estate company that raised more than
$450 million through their IPO earlier this year.*® Robert got his first exposure to entrepreneurship through
NFTE BizCamp and ongoing mentoring from our volunteer partners at Goldman Sachs, and has said, “NFTE
taught me that if you set a dream, you can realize it.”"’

| think about the thousands of adults who will become the inaugural cohort of Next Generation
Entrepreneur Corps, how this program will change their lives and their communities, and how their realized
dreams will shape the future of our great country.

12 Buij, Q. (2021b, May 25). Small Businesses Have Surged in Black Communities. Was It the Stimulus? The New York
Times. https://www.nytimes.com/2021/05/24/upshot/stimulus-covid-startups-increase.html
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https://www.whitehouse.gov/briefing-room/speeches-remarks/2021/05/06/remarks-by-president-biden-on-the-
american-jobs-plan-3/

14 The White House. (2021, May 5). FACT SHEET: The American Jobs Plan. https://www.whitehouse.gov/briefing-
room/statements-releases/2021/03/31/fact-sheet-the-american-jobs-plan/

15 NFTE. (2021, May 4). Rodney’s Story | NFTE. NFTE | Home. https://www.nfte.com/rodneys-story/

16 Kunthara, S. (2021, April 1). Compass Goes Pubhc, CEO Says Capital Ralse Goal . Crunchbase News.
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Appendix: Charts Exploring the Relationship Between Density of Businesses and Indicators of Financial
{nstability
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Ms. Denyse Airheart
Business Pathways Director
Mi Casa Respurce Center
Denver, CO

At its inception in the late 1970s, Mi Casa began offering job-training programs for women to
help them break into higher paying jobs traditionally filled by men, Recoghizing self-
employment as anothier viable route to economic stability, Mi Casa expanded in the mid-1980s
to include bilingual business development services to nurture the entrepreneurial spiritof low-
income; female, and minority business owners. - o :

As Mi Casa has grown and developed, we have recognized the need for programs to advance
economic self-sufficiency for the entire family. In 2018, our mission evolved toreflect an
expanded target population: advance the economic success of families with iim%te& )
opportunities. “ )

The Women's Business Center at Mi Casa Resource Center supports entrépreneurs through-all
stages of business development, helping them plan, taén‘ch, mat%age and grow their business
through bilingual consulting, in-depth training, and a vatiety of business-related workshops and

resgurces,

Our team not only focuses on the business, but also on the business owner, providing wrap-

around support services to address potential barriers to success.

The Next Generation Entrepreneurship Corps Act has the ability to be a catalyst for distressed
communities. At Mi Casa what we see historically are the hurdles and dbstacies presented to
these community members — we work hand in hand wit5 participantsto rerﬁwe batriers to
success. A progrant like tﬁis has the ability to ignite economic des)csidpmenﬁt within distressed
communities that continue to see brain drain (talent leave). Th&refbrﬁ, creating places where

individuals can reinvest, hire local and make a local, national and in some cases global change.
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Chalrwoman Valazquez, Ranking Member Luetemeyer, and distinguished members of the Committee, my
name is Craig Etkin. L am the President and CEO of Intelligence360—a sales intelligence company that
provides real-time data to clients to uncover new business opportumtxes. Irs shoit, we help other businesses
succeed.

As a 2018 graduate of the SBA Emerging Leaders iriitiative | would like fo take 2 moment and recognize the
extraordinary job the team‘k‘at the SBA in Houston does, under the leadeérship of Tim Jeffcoat SBA District
Director, and the work of Yusef Muhammad, Southwest Regional Vice President at SCORE.

According to the SBA website, Since its inception in 2008, the SBA's Emerging Leaders Initiative has trained
over 5,000 small business owners, creating over 6,500 jobs, generating over $300 million in.new fmancmg,
and securing over $3.16 billion in government contracts.

According to SBA's resource partner Interise, in 2018, Emerging Leaders alumni businesses saw avierage
revenue growth of 36% percent; Latink-owned businesses saw 64% average growth, and mingrity-owned
busingsses saw 43% average growth. Minority-owned businesses operating in lower-income communities
saw 77% revenue growth, and 60% of new employees were hired locally.

it’s from this perspective that | offer my testimony.

While the yearlong health emergency and associated lockdowns impacted everyone, some were more hurt-
and continue to be—than others, Small businesses took the brunt of the pandemic, It's not a surprise
considering small businesses typically operate under tight profit margins and are more vulnerable to
fluctuating economic conditions, as well as changes in consumer behavior. The coronavirus triggered
extremes in both cases.

Small businesses are the backbone of the U.S. economy and are absorbing an outsized proportion of the
direct and indirect impacts of the-coronavirus. Policymakers in Washmg‘tcn should do what they can te not
only shore-up current job creators but encourage & new wave of entrepreneunahsm more broadly.

There are many exustmg successful programs through the SBA Offi ce of Entrepreneurial Development,
SBDC's, WBC's, and Office of Entrepreneurship Education {OEE) SCORE, Learning Center, and Emergmg
Leaders initiative,

Congress through the American Rescue Plan has already allocated $100 Million to the Community Navigator
Pilot Program for targeted outreach for small businesses in underserved communities. Rather than what'is
outlined in H.R. 1226, why not promote access to capital through the $BA Microloan program rathér than a
stipend? Getting & Microloan can be the first step in creating credit history andkhuitéing‘ﬁaanciai
relationships needed to sustain and grow a business long terny; Access to education and.mentorship is
available through SCORE, Learning Center, and advanced training in the Emerging Leaders Initiative.

Through Community Navigators connecting with new entrepreneurs through trusted community
relationships, and utilizing existing programs at SBA, it Is my belief that we will see not ;ust several hundred
but thousands of new businesses and hew jobs created.

Thank you for reviewing my testimony.

Sincerely,
Craig Etkin, President and CEQ intel hgence%()
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Job
Creators
Network

June 30, 2021

Dear Republican Leader Blaine Luetkemeyer

The Job Creators Network would like to submit the recent Washington Times op-ed by its president and
CEO Alfredo Ortiz for the record and to inform Members about the small business consequences of
President Biden's tax-and-spend agenda.

Sincerely,

HY

President & CEO
Job Creators Network

https://m.washingtontimes.com/news/2021/may/2/bidens-tax-hike-would-devastate-small-businesses/

Biden's tax hike would devastate small businesses

At his Wednesday evening address to a Joint Session of Congress, President Biden opened a new front in
his war on small businesses by announcing a slew of new tax increases that would punish job creators.
The proposed tax hikes are part of Biden‘s new American Families Plan, a $1.8 trillion spending blowout
that rewards his union donors who contributed $27.6 million to get him elected.

This spending plan is Part Il of Biden’s so-called “infrastructure” effort. The first installment — the
American Jobs Plan — is also paired with dramatic tax increases on small businesses. Together, these tax
hikes would devastate small businesses and destroy the economic recovery that Biden has already
slowed with his existing social spending.

The American Families Plan would raise taxes on small businesses structured as pass-through entities,
hiking their top rate to 39.6 percent (43.4 percent including the Obamacare tax). These entrepreneurs
would pay more than $43 out of every additional $100 they earn directly to the federal government. In
high-tax states, small companies would have to pay more than half their income to the government. For
these job creators, the economy will officially become more socialist than capitalist.

Biden also wants to nearly double the capital gains tax rate to 39.6 percent (43.4 percent including the
Obamacare tax), punishing small business investment that creates jobs and economic growth. These
capital gains taxes are especially pernicious because they don’t adjust for inflation, meaning that small
businesses are punished for phantom gains in value over the course of many years. This capital gains
proposal is the equivalent of a success tax, penalizing small business owners who have worked their
entire lives to grow their companies.
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Creators
Network

Biden's capital gains plan would also end the tax treatment known as the “stepped up” basis for the
children and grandchildren of small business owners, saddling them with enormous tax liabilities.
Biden'’s claim that he’d protect descendants who continue to run businesses from this tax hike is a tacit
admission of just how burdensome it is. Biden plans to massively scale up IRS enforcement so more
agents could harass small businesses, just like they did to free-market groups under President Obama.

These new tax proposals come on top of Biden's existing goal, as part of his American Jobs Plan, to raise
taxes by 33 percent on roughly one million small businesses structured as corporations. This hike would
make it more difficult for affected companies to compete with their international counterparts that face
far lower taxes. Economic research suggests workers and customers would ultimately bear most of this
corporate tax burden.

These tax increases would hurt small businesses at the worst possible time, just as they’re finally ready
to reopen fully after more than a year battling pandemic restrictions. By sucking resources away from
Main Street, these tax hikes would reduce economic opportunities for ordinary entrepreneurs,
employees, and communities. With hundreds of thousands of fewer small businesses and millions of
fewer workers than at the beginning of last year, these tax hikes would deal a body blow to an already
wounded economy.

Biden claimed last night that his policies are helping the economy rebound. But small business owners
tell a different story, highlighting how extended federal unemployment benefits, passed last month as
part of Biden‘s American Rescue Plan, are contributing to a major labor shortage. Desperate small
businesses are resorting to payments for job interviews or $2,000 hiring bonuses to try to attract labor.
John Motta, Chairman of the Coalition of Franchisee Associations, calls the labor shortage “the
pandemic of 2021.”

“The government is making it easy for people to stay home and get paid,” said Tom Taylor, owner of
Sammy Malone’s bar and restaurant near Syracuse. “You can’t really blame them much. But it means we
have hours to fill and no one who wants to work.” Biden's generous payouts are the reason why several
hundred thousand Americans file for unemployment benefits every week, while small businesses are
desperate to hire.

In contrast to the rosy picture Biden painted last night, his social spending is slowing the economic
recovery. And his small business tax offensive would reverse it.

Alfredo Ortiz is president and CEO of the Job Creators Network.
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Lamell McMorris Statement

As a civil rights advoeate and business leader, I encourage Congress to pass the Next Generation
Entrepreneurship Corps Act in order to invest in smalt businesses and entrepreneurship in under-
resourced communities, T otitrantly serve on the national boards of the National Action Network, the
National Urban League and the Rainbow PUSH Coalition and 1 know that racial justice is intricately tied
to economic equality and equal opportunity. Access to capital is critical for financial success; yet Black
business owners are often Gverimked and excluded from government relief funding and don’t have the
necessary financial connections. The Next Generation Entrepreneurship Corps Act will énsure that hard
working small business owners get the support and capital they-need to launch theirbusiness, particularly
after Black and rinority businesses were disproportionately devastated by COVID<19. T have spent my
career fighting for the civil and economic rights of Black Amerigans and am calling on Congress to pass
this eritical bipartisan bill to make the tools of capitalism and econcmic empowerment available to all
Americans.

Lamell McMorris is.a visionory leader working at the intersection of civil rights and business. He is the.
founding principat of Greenlining Reaity USA, o real estate redevelopment firm aimed at redressing the
effects of redlining. McMortis is.a lifelong advocate of civil, economic and social rights, currently serving
on the national boards of the National Action Network, the National Urban League ond the Roinbow
PUSH Coalition and hawng previously served on the national board of the NAACP and as the Executive
Director and COO of the Southern Christion Leadership Conference. He is founder and CEO of the
Waoshington, De-based strategic advisory firm Phose 2 Consulting.
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