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    This book is dedicated to aspiring entrepreneurs.

    May you find hope and opportunity

    to pursue your start-ups.

  


  
    Author’s Note


    The intent of this book is to discuss the current environment for entrepreneurship. And while the emphasis is on the challenges entrepreneurs may face and how the private and public sectors can and should work together to solve them, it is not intended to discourage anyone from becoming an entrepreneur. If you are considering becoming an entrepreneur, do not wait for an easier or better environment.


    On the contrary, my advice: Jump in! Give Entrepreneurship a try! What is the worst thing that can happen to you? It can be immensely satisfying, and you can make a positive difference in the world around you. You will never know if you do not try.


    Good luck!
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    Foreword



    By Mark Zandi, PhD


    Chief Economist at Moody’s Analytics


    Entrepreneurship is what makes the American economy tick. But in recent years, this engine of growth has sputtered. There is no one better than serial entrepreneur Craig Hall to diagnose the problem and determine how to fix it. 


    German industry is known for its precision craftsmanship and engineering, and Japanese manufacturers for their practical efficiency. Chinese businesses benefit from the country’s low business costs. Every economy has its comparative advantage. The American economy’s edge is its entrepreneurship. Hundreds of thousands of new businesses start each year, each entrepreneur working overtime to develop and sell a new idea.


    Smartphones, video streaming, driverless cars, drones, online retailing, tweeting (I could go on and on)—all began in American startups. Each is the ultimate fruit of the efforts of one or two people: entrepreneurs. 


    These heroes of our economy are rightly revered. The most successful are celebrities, the subjects of movies and books. When I was growing up, to be successful meant becoming a doctor or perhaps a lawyer. Not today. Our best and brightest want to be entrepreneurs.


    It is thus surprising that entrepreneurship has sputtered in recent years. The number of startups peaked twenty years ago at the height of the internet boom and has declined ever since. No industry has been immune to the falloff in business formation, and the number of jobs created at new companies is way down.


    There are good reasons to be worried. Unless this turns around soon, it is difficult to see how our economy will truly get its groove back. Economic growth will remain disappointing, complicating all of our problems, from poverty to how to pay for Social Security and Medicare. The political and societal implications are arguably even more disconcerting.


    Craig Hall is one of the foremost entrepreneurs of our time, but you wouldn’t know that if you met him. He isn’t a showman. He is humble and unassuming. But it is immediately evident that he is a person who gets things done. This started at a very early age. In a particularly riveting story, he recounts how as a college student he was able to finagle the purchase of a property that he fixed up and rented to his classmates. He was off and running, becoming one of the largest private apartment operators in the country.


    Given the string of successful businesses he has started since—the first for-profit HMO, health clubs, software and energy companies, real estate and financial services firms, and even a winery or three—he has many stories to tell. He also has a wealth of experiences to draw upon to identify what has gone wrong with entrepreneurship in America.


    As you can imagine, it’s not just one thing. At the top of his list is the dearth and concentration of capital. Venture capitalists and private equity firms are focused on technology startups in Silicon Valley or perhaps in Boston, New York, and Washington, D.C. It is striking how much of their attention is fixated on just a handful of areas and how they have forgotten about the talent in much of the rest of the country.


    The collapse in house prices and the loss of homeowners’ equity in the wake of the housing crash have also hurt. Budding entrepreneurs often cash in that equity to finance their new enterprises. That’s what I did to pay the early bills for the economic consulting firm I ultimately sold to Moody’s Analytics, where I’m currently the chief economist.


    Startups are also facing rising barriers created by increasingly massive multinationals and financial institutions. These behemoths are attracting talent and resources, and willing to pay up for intellectual property. For a startup to survive, it has to navigate under the radar for as long as possible.


    With a diagnosis of what ails American entrepreneurship in hand, Craig then turns to how to cure it. Our entrepreneurialism has long been financed by small community banks, who suffered severely during the 2008 financial crisis. Reviving community banks and creating more small-business investment companies—Small Business Administration-licensed institutions that provide small businesses with loans and equity—will go a long way toward reviving new business formation.


    Cities also need to engage in what Craig calls supportive entrepreneurship, providing resources to help new companies figure out complicated zoning restrictions, inspections, and other regulations. He recommends that policymakers ease the heavy student loan burden. If millennials who were in their twenties when the financial crisis hit are going to start companies in their thirties, as their baby boomer parents did, they need help with their student loans. Help to support homeownership, such as a tax incentive to promote saving for a down payment, would also eventually boost entrepreneurs.


    Entrepreneurship has been troubled for some time, and it will take time to get it back on track, particularly if policymakers continue to pull back on immigration and global trade. Immigrants tend to start companies at a much higher rate than residents. Trade also creates competition, which breaks down barriers and disrupts entrenched multinationals. Nothing will stymie startups more than anti-immigration and antitrade policies.


    My son once had the good fortune of hearing Craig recount some of his awesome life story. He is now renovating and renting apartments to college students. Do you think this is a coincidence? I don’t. Read this book and you will be impacted as deeply as my son and I have been by Craig Hall.

  


  
    Introduction



    Fifty Years of

    Entrepreneurial Perspective


    I’m a serial entrepreneur. I start things. I build things. I take risks. Over the years, my companies have created more than ten thousand jobs, and owned and operated more than one hundred thousand apartments and ten million square feet of office space across the U.S., along with hotels and industrial real estate. I’ve launched and run financial institutions, cofounded a health maintenance organization (HMO), and built various software companies that sold to big public companies. I’ve also drilled for oil and owned part of an airline company as well as part of the Dallas Cowboys football team. Inspired by the love of my wife, Kathryn, for the wine business, she and I started three wineries from scratch in Napa Valley and Sonoma, California. We now own three wine brands and thousands of acres of land and vineyards.


    I consider myself one very lucky person. It didn’t hurt that I was born a white male in the U.S. Although I grew up without wealth or social privilege, I had strong Midwestern values and a lot of opportunity.


    I’ve been rich. I’ve lost it all. I was forced into bankruptcy. I was so broke that almost no one thought there was any hope. And I came back.


    If I were starting out today, I’d like to think that I could make it, but I worry that it’s a lot harder these days. This concerns me a great deal. Our country has provided me with freedom, hope, and opportunity. I will forever be grateful. But too many today are not getting the

    same chance.


    Ironically, entrepreneurship has never been more popular in the U.S. Just look at Shark Tank and its six million weekly viewers. While “the Fab Four” were the kings of popular culture in the ’60s and ’70s, we now look up to Bill Gates, Steve Jobs, Jeff Bezos, and Mark Zuckerberg. Not only are they the subjects of books and films, but they are inspiring a whole generation of kids to be entrepreneurs just like them.


    Entrepreneurship has become contagious. A 2014 study by Babson College and Baruch College found that optimism about becoming an entrepreneur in this country had reached its highest level in more than fifteen years, with more than 50 percent of the adult population believing that good opportunities exist for starting a business.


    And yet, paradoxically, we are living in one of the hardest times to be an entrepreneur, which is defined by Webster’s Dictionary as “a person who starts a business and is willing to risk loss in order to make money.”1 U.S. entrepreneurship has largely been on the decline for more than three decades, spanning five presidencies. Despite an amazing amount of positive energy in the nonprofit sector and the groundswell of university programs geared toward entrepreneurship, only half as many businesses start up annually as they did a generation ago.2 Data from the Census Bureau’s Business Dynamics Statistics (BDS)3 reveals that in 2015, the nation’s 414,000 startup firms generated 2.5 million new jobs. Contrast those numbers to the pre–Great Recession level of startup activity. From 2002 to 2006, an average of 524,000 startup firms and 3.3 million new jobs per year were created. According to the Ewing Marion Kauffman Foundation, “New economic research demonstrates that the entrepreneurship deficit is tied to stagnant productivity, job loss, inequality and growth, which means lower wages and living standards for Americans.”4


    A shocking lack of available capital across much of the U.S. is partly to blame, especially when you consider the fact that the vast majority of capital is concentrated in just a few locations—Silicon Valley, New York, and Boston—and in a single sector. While there is plenty of capital for technology startups, traditional startups are not getting adequate access to capital. But, as we’ll see, that’s just part of the problem.


    Not only have business startups (defined here as companies less than five years old)5 been declining for the better part of four decades, as we’ll see in Chapter 1, but the situation is even worse for women and people of color.


    In looking at U.S. entrepreneurship through the lens of my fifty years of entrepreneurial experience, I realize that the system today is stacked against startups and small businesses. Our playing field is not as fair or level as it has been historically. As a result, national entrepreneurship is declining in terms of the numbers of new businesses. For people like me who have already grown their companies, having less competition is a selfish advantage. But it hurts the country at large in many ways.


    Ironically, entrepreneurship in the 1960s and early 1970s was not nearly as popular as it is today, but it was a given. There were simply more opportunities, and it was much easier to start a new business. Even though I had no relevant skills or background and very little money, I never questioned whether I could start a business. I simply knew it was my right as an American.


    Television shows, movies, books, newspaper and magazine stories, advertising campaigns, and oral legends all teach American children that they can succeed at anything if they work hard and earn that success. But as this book will show, taking the risk and making a viable living as an entrepreneur has increasingly moved out of reach for many.


    These days, most entrepreneurs’ and small-business owners’ success is hampered by too many roadblocks. To me, entrepreneurial success means taking an idea—or taking on a project—and creating a viable and profitable business that improves people’s lives. But starting a business requires a willingness to take a risk, which is challenging for many of us. It also requires startup capital, which for many these days is in short supply.


    Money has become very scarce for all but big high-tech deals or other grand slams, making it almost impossible for entrepreneurs or small businesses to get loans or equity from traditional investing or lending sources. Once they clear that hurdle, they have to deal with mushrooming regulations, increasing bureaucracy, and a cost-prohibitive legal system in which startups can get smashed before they ever get going. Moreover, in my observation, many industries have experienced massive consolidation, which contributes to a more difficult environment for smaller companies. Then there’s the colossal economic power in the hands of the tech giants, and the resulting efficiencies and disruptions derived from the internet and the digitization of data. Add to all of this the dramatic geographic factors that we’ll explore in Chapter 1, and we can clearly see how two different worlds exist for entrepreneurs in the U.S. today.


    In short, we have created a huge opportunity gap for many aspiring entrepreneurs who are not in technology or part of the country’s booming ecosystems.


    The freedom to start and grow a business is one of the fundamentals of the American psyche and the American dream. The American dream means different things to different people. To some it means owning their own home. To others it means starting a business. To most of us, the American dream is about a personal sense of hope, liberty, and happiness, and the freedom to be whomever and whatever we want to be if we work to earn it. That’s always been the promise inherent in entrepreneurship. That promise, however, has been under attack for some time, and aside from some noteworthy exceptions in a small number of urban markets—or with many technology or biotech-related business startups—that attack is accelerating.


    This is a big issue, one that’s critical to America’s future. Entrepreneurship is the engine that drives job creation, tax revenue, quality of life, and innovation.6 And if the futurists are right, it’s poised to be an even bigger issue in the next decade or two, as globalization and technology make more and more jobs obsolete and displace more and more people from what we have historically known as work.


    This is not a problem for just would-be entrepreneurs and small businesses. We can no longer afford to turn a blind eye to the decline of U.S. entrepreneurship. We need to challenge that status quo and begin to implement short- and long-term solutions, and we need to do it now.


    This book certainly won’t solve every ailment related to entrepreneurship, but I hope it shines a light on the problem and helps spark awareness, dialogue, and change. BOOM: Bridging the Opportunity Gap to Reignite Startups could be longer and crammed full of statistics, but it’s not intended to be an academic work. It’s also not intended to be one of those self-serving, “I’m about to run for office” books. I’m neither a professor nor a politician. I’m a concerned citizen and a proud entrepreneur who has benefited from the opportunities I’ve had throughout my career. So in most of this book, I’ll share my sense of how entrepreneurship has changed since I jumped in at age eighteen, as a way of providing some perspective on today’s state of entrepreneurial affairs.


    As I look back on my five-plus decades in business, there’s no question that over time, things have become more challenging for startups. In addition to exploring why, I’ll spotlight potential solutions to this problem that are unfolding across the country. I’ll also share a few of my own ideas about what we need to do to create an environment that will foster startups and support small business.


    A groundswell of positive entrepreneurship is right there on the surface if entrepreneurs could just break free. But we’ve shackled them by making it harder and harder to raise capital and through increasing, unnecessary government interference. The change in the environment for startups between when I started as an entrepreneur in the 1960s and today has contributed to the current tanking of American entrepreneurship.


    As this book was being written, research was being released and academics, along with some in Congress, began to debate this subject. A few people are happy with the current situation, but most others familiar with the statistics regarding U.S. entrepreneurship share my concerns. And while this is a hot topic in a few circles, it has yet to become part of the broader dialogue. After talking with many people about the contents of this book and considering many anecdotes—my own as well as others’—I believe that the country at large, including most policymakers and the public, remain unaware of the problems related to U.S. entrepreneurship.


    Hopefully this book can serve as a wake-up call that leads to widespread awareness of the problem and adoption of the actions that will truly level the playing field. Just as our nation decided years ago that we needed to ensure fairness by protecting ourselves against monopolies, we need private and public policies that encourage and protect more business startups in the United States. This idea is important because the health of entrepreneurship matters for jobs. It matters for innovation. And it matters for citizenship.


    Entrepreneurship is a critical part of what has made America great. We need to make sure that we safeguard it for today’s generation and for generations to come.

  


  
    PART I


    THE PROBLEM



    The Business Environment

    Is Stacked Against Most Startups


    Albert Einstein is quoted as saying: “If I had an hour to solve a problem, I’d spend 55 minutes defining the problem and five minutes on the solution.” Consider Part I our 55 minutes.


    We live in a revolutionary time in the U.S., when technology and innovation have really taken hold and entrepreneurship should be booming. However, the fact is that in all but the field of technology and certain geographical areas of the country, U.S. entrepreneurship is struggling. The rate of company formation on an annual basis is roughly half of what it was four decades ago.1


    The problems for most Americans who want to be entrepreneurs are com­­plex, with many conflicting trends. Even though many positive factors shape today’s entrepreneurial landscape, for most people, opportunities are few and far between. That’s because the environment for starting new businesses today, including factors impacting risk taking, is stacked against the average entrepreneur. Our economy today is structured to support big companies over new, fledgling startups.


    In Part I, we will take our “55 minutes” to define the entrepreneurship environment of today. We will look at the challenges today’s startups face through my lens as an entrepreneur with more than fifty years of experience. Hopefully we will do Albert Einstein’s 55 minutes some justice as we define the problems.

  


  
    CHAPTER 1


    There’s Something Happening Here



    I wasn’t an obvious candidate for entrepreneurial success. Even though I was a lower-middle-class kid with epilepsy who struggled academically and socially, it never occurred to me that I could not start a business. It seemed to me that all Americans had that right if they were willing to work hard. I had no experience, and my family had no history of entrepreneurship, yet the preservation of the American dream and freedom was part of what my mother and father both fought for when they served in the Navy during World War II. My parents believed in giving my brother and me access to whatever would enable us to fashion the kinds of lives we wanted. I wonder how they would view today’s future versus the one they worked to provide. I wonder how I would have reacted had I come of age in this decade.


    What’s different?


    Just about everything, as I would discover in August 2011.


    One morning in Napa Valley, my wife, Kathryn, and I were chilled by the still and crisp air from the evening before (typical for the region) as we walked up to the Vintage Inn lawn. It would be eleven o’clock or even later before the sun would completely break through the cloud cover, prompting us to seek shelter under great umbrellas erected over the long tables that would host a fabulous luncheon. The group of 250 or so individuals—mostly donors to the Democratic Congressional Campaign Committee, along with a number of members of congress and new candidates—had been mingling out on the lawn or sitting at tables finishing their continental breakfast from the buffet. Now they began to wrap up their conversations and grab coffees before gathering inside, where the panel discussions would begin. Little did I realize on that day that my economic worldview—or at least one of my key assumptions about it—was about to get torpedoed.


    Let me digress and state at the outset that this is not a book praising one political party over another. While I am a Democrat, I do not believe that either party has really shown leadership regarding the important issues tackled in this book. Frankly, these are American issues, and the solutions should be embraced by elected officials from both sides of the aisle. Now, back to the story.


    I always enjoy this group and this annual meeting, which is not a fundraiser per se but rather a venue for people who have already donated to discuss policy issues. A series of panels is filled with standout speakers and inspiring conversations. I particularly appreciate the Saturday-morning discussion on the economy, which for many years has included Moody’s Analytics’ chief economist Mark Zandi, a bright straight shooter who every year talks about the state of our economy and tells it like it is.


    As I waited for the first panel to start, I couldn’t help but remember the night before. There I was, out on our patio overlooking Napa Valley and our vineyards as people streamed through our home with glasses of Sauvignon Blanc, Chardonnay, and Pinot Noir in hand, just as they always do on the initial evening of this weekend event.


    “Craig, how’s business?” Mark Zandi asked, walking up to where

    I stood.


    After hearing my complaints in 2008, three years earlier, he had greeted me with a different question in 2009 and 2010. “Things better yet?” he would ask.


    My business team, Kathryn, and I managed to survive the second-worst business crisis in my career. Even though that proved a lot easier than the 1980s downturn, it still took a lot of hard work to get through what can be described only as an uncertain and depressing time. While business improved as the years went on, it remained far from normal, a condition that plenty of other people who suffered during the Great Recession have also experienced.


    As aware as I was of our own and others’ struggles, I don’t think I had fully realized the overarching national toll the Great Recession had taken until Mark’s presentation at the 2011 meeting.


    “Entrepreneurship is in trouble,” he announced.


    Mark is a big thinker. I have gotten to know him fairly well during these annual events in Napa and often see him on CNBC discussing various economic topics. So I knew that the statistics and information he presented had been carefully prepared. Even so, I had a hard time believing what I heard.


    Startups Are Declining


    “American entrepreneurship has been declining for decades,” Mark said.


    It turns out that entrepreneurship has been in trouble for several decades. In fact, entrepreneurship—as measured by new businesses versus all businesses—has been in decline since at least 1978.


    Is this because of some older industries that are outmoded? I wondered.


    The Hamilton Project, the economic and well-being think tank that’s part of the Brookings Institution, published the chart (shown on page 6) in June 2018. It clearly shows that from 1979 to 2014, startups in every industry materially declined. Similarly, the Heritage Foundation refers to the “startup-deficit” crisis in 2017, stating that “restoring a pro-growth climate and reducing the costs of regulatory compliance should be a top priority for policy makers at the federal, state and local levels.”1 As both liberal and conservative think tanks point out, the number of new businesses in the U.S. is falling, and that trend has been going on for decades.


    As if that isn’t dismal enough, the decline accelerated following the Great Recession of 2008. Although things have improved from when they hit rock bottom, for the first time in recorded history, the period after the Great Recession saw more firms dying and going out of business than new firms starting. As the chart opposite shows, from 2008 to 2011—for the only time in recorded history—more U.S. businesses died annually than new ones started.
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    The situation is even more dire for women and people of color.


    It turns out that female entrepreneurs, despite often outperforming men, made up only 4.4 percent of aggregate venture capital deals and only 2.2 percent of venture capital funding in 2017.2 In addition, their loans were approved 33 percent less often than those of their male counterparts. That has clearly taken a toll. The dip from 44 percent of female entrepreneurs in 1997 to just 37 percent in 2016 means we’re closing in on a historic low.3


    People of color are faring worse than that. The Small Business Association (SBA) reports that “Black/African American-owned firms…[are] 81% less likely to be employers than nonminority firms. Similarly Hispanic-, Native American-, and Pacific Islander-owned firms are about 40% as likely to be employers.”4 Perhaps that statistic is related to the findings of an article published in the Journal of Empirical Legal Studies, which reveals that “African-American-owned firms have lower access to capital than white-owned firms. They are rejected with an approximately 30 percent higher probability than similar white-owned firms.”5 According to the U.S. Department of Commerce’s Minority Business Development Agency, the chances of being granted loans are so much lower for people of color than for those of nonminority firms that many minority business owners often won’t bother to apply. When they do receive business loans, they’re usually forced to pay higher interest rates.6
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    Of course, as Dr. Amy Gannon—director of entrepreneur development and cofounder of Doyenne, a nonprofit organization dedicated to eliminating the gender gap in the entrepreneurial community—points out, generations of racism and discrimination, coupled with generations of policy that has prevented wealth building in the black community, mean that people of color don’t usually have a friends-and-family round of dollars to draw upon.


    Haitian-born Carl Dorvil knows all about these concerning national trends, even though his own history as an entrepreneur has been successful. After immigrating to the U.S. with his parents and getting into Southern Methodist University in Dallas, Carl turned a job tutoring younger students into a business while still in school. Carl’s business, Group Excellence, grew, and ultimately he sold it. When the buyers ran it into the ground, he bought it back, as many entrepreneurs would have done, eventually turning it into a nonprofit and moving on. He recently ran a public company, GEX Management, which recruits employees for companies looking to outsource staffing for cafeterias and other food service businesses. That required very expensive financing. In order to help pay for these costs, he sold his control of the public company to a new investor and stepped aside as CEO. He has recently purchased another company.


    Throughout his years in business, he has seen the good and the bad of being an entrepreneur as a person of color. On the plus side, several large companies make a real effort to contract with companies with diverse leadership. Since there aren’t that many around, that can provide great opportunities to minority business owners. On the flip side, businesses capital at both the equity stage and even later, when business owners are profitable, is extremely problematic, since as a rule banks don’t seem to trust people of color. The lack of access to traditional capital markets has driven many of these entrepreneurs to use factoring, credit cards, and other high-cost providers to secure the working capital they need.


    “A lot of them do not to realize they are paying 36 percent to 60 percent interest rates to run their businesses,” Carl told me. He explained that they’ll have a contract that provides for staffing services or cleaning services or any number of products and services. The cash flow will come in sixty or so days later than the expenses and operating costs for the business. They take the receivables from the contracting and factor them at a 3 percent discount, which on a thirty-day receivable constitutes a 36 percent interest rate. “That’s not uncommon,” he concluded.


    The 2017 Kauffman Foundation State of Entrepreneurship report states that “blacks are almost three times more likely than whites to have profits negatively impacted by access to capital” and “more than twice as likely to be negatively impacted by the cost of capital.”7 Aside from being downright unjust, this too contributes to a decline in American entrepreneurship. The Kauffman Foundation reports that “if minorities started and owned companies at the same rate as whites, the U.S. would have over one million more businesses and up to an extra 9.5 million jobs.”8


    That’s far from the only sector not performing up to entrepreneurial capacity. In his eye-opening presentation, Mark Zandi pointed out that the rate of business formation by Americans ages twenty to thirty-four had just fallen sharply (remember, this was in 2011) and that millennials were not starting as many new enterprises as baby boomers of that age had done.


    What?


    As an entrepreneur headquartered in Dallas, I had seen my share of ups and downs, but generally, even in the post–Great Recession era, it seemed to me that entrepreneurship was alive and well. Alarm bells began ringing in my head. Mark hadn’t just surprised me, he had hit me over the head with a sledgehammer. I realized all too clearly that floundering entrepreneurship could have dire consequences for our national economy and our future as a world leader.


    Wow, is this really something that we want to just let happen? I asked myself with an increasing sense of urgency. Why are the policymakers not all over this and getting it fixed?


    Mark’s comments haunted me. So I set off to begin my own research into the state of U.S. entrepreneurship. I had to know. Was he right?


    The answer to that is yes, he was right, and we definitely have problems when it comes to U.S. entrepreneurship and opportunity. But these problems are not without nuances, and everything about the current state of entrepreneurship is far from black and white.


    I now know enough to conclude that these are the best of times for some entrepreneurs and the worst of times for others. The difference comes down to geography, industry, demographics, and many more factors that we’ll discuss throughout this book. The good news is that the U.S. leads the world in innovation, and we are in the midst of an incredible technological revolution that’s making life and work faster, cheaper, and better. At the same time, unparalleled efforts to support startups (which, following the Kauffman Foundation’s lead, I’m defining as companies less than five years old) are in play all over the country. This is, of course, great. And it’s a far cry from what I experienced when I was launching my career in the late 1960s.


    So how bad can it be when we have so many good programs supporting entrepreneurship? I wondered. The answers to that question would lead me back to a mixed set of facts and the view that what’s happening is anything but clear.


    As I suspected, the news isn’t all bad. In technology and other big industries, grand slams like Apple, Facebook, Uber, Google, and Tesla are launched and everyone wants to invest in early on. These are doing just fine. Make no mistake, there is tons of money chasing technology and big ideas, so these grand-slam startups, many of which tend to be based in Silicon Valley, had and continue to have funds to draw on. As of 2016, funding to the tune of $175 billion had helped launch 229 unicorns (those exceedingly rare tech startups valued at more than a billion dollars) that are now worth $1.3 trillion.9 No problem there. The businesses that are struggling are the smaller non-tech, service-based companies—or those that provide a product—that are likely to create base-run rather than grand-slam returns for investors.


    While it’s hard to quibble with a grand slam, there are some serious negatives to not giving small startups a chance, especially since a lot of good things begin small and then grow. But that growth isn’t happening, in part because most funding sources are focused on grand-slam startups.


    These underfunded startups fall into two general categories:


    • Startups with good ideas that can fill a need in the market and deliver solid singles or doubles but will likely never scale, so will never be grand slams.


    • Specially created startups in economically depressed parts of the country that can’t take advantage of an ecosystem inherent in established startup areas like Silicon Valley or even new advancing areas like Dallas or Austin, Texas.


    Combined, these two segments that we’ll talk about a lot more in the pages to come represent the majority of our country’s startups. Which means that despite lip service at the federal level about entrepreneurs and despite the Small Business Administration, the majority of this country’s startups are struggling with issues ranging from raising capital to dealing with regulation, a lot of red tape, and huge barriers to entry. And all too often, they’re failing.


    A chart produced by Mark Zandi for one of our annual meetings, presented a couple of years after the one that prompted me to start my research, focuses on a narrower time frame: 1990 to 2013. Note the decline before the Great Recession. While that devastating downturn certainly didn’t help, it also didn’t cause the problem, though it may have made it worse.


    The resulting deteriorating entrepreneurial spirit has left a mark. Forbes magazine defines entrepreneurial spirit as “an attitude and approach to thinking that actively seeks out change, rather than waiting to adapt to change. It’s a mindset that embraces critical questioning, innovation, service and continuous improvement.” Unfortunately, a drop in that entrepreneurial spirit translates to a drop on the job front.
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    History shows us that most American net job gains come from businesses less than five years old.10 Whereas older businesses tend to trade workers, shedding as many as or more than they add, new businesses hire as they grow. Unfortunately, fewer startups have led to a steady decline and low stagnation in net job gains from new establishments (see the chart above), which, as noted above, is typically where most of our net job gains come from. This poses a clear long-term problem for our economy.


    Don’t let impressively low unemployment numbers fool you. People’s dropping out of the workforce artificially lowers those numbers. They also don’t account for all those workers whose earnings have been slashed when a change in employment opportunity has forced them to take jobs they’re overqualified for, a problem that’s likely to be aggravated in the future because of automation—everything from robotics to AI (artificial intelligence) to blockchains (a digitized, decentralized ledger in which transactions made in bitcoins or another cryptocurrency are recorded chronologically and publicly).


    This book will explore all of these, starting with blockchains.


    The Impact of Blockchain


    In Silicon Valley, the environment has been, and still is, on fire in terms of creating new technology companies and numerous entrepreneurial opportunities. Since I grew up in a time and place that was far from the epicenter of a lot of the technological revolution, my adaptation to these changes has admittedly been slow. As those around me will quickly tell you, I’m a bit of an old-school dinosaur when it comes to technology.


    Notwithstanding my lack of engineering or similar skills, I can see where blockchains could be the next big thing. Blockchains are transparent, worldwide databases that will potentially eliminate a lot of middlemen in business, resulting in transactions that are faster, cheaper and, frankly, better. In many ways, this will democratize capital and valuations.


    Clearly, we not only have been but continue to be in an exciting time of revolutionary changes. The whole area of blockchains and its impact on cryptocurrency and other areas seems incredible. As I was completing this book, I began to study the offshoots of blockchains and how this whole area could open up new entrepreneurial opportunities. It remains to be seen whether this will further the trends of big getting bigger or, instead, help new and smaller companies.


    Either way, the sooner we start addressing this disparity, the better off we’ll all be.


    What’s Going On?


    It is hard to fathom that during one of the longest economic recoveries in modern history, with the stock market at all-time highs and with record low unemployment as of this writing, an ever-widening opportunity gap for entrepreneurs and startup businesses is also a reality. Although people are employed, our workforce—in terms of labor participation—has shrunk. In addition, as Economic Development for Central Oregon CEO Roger Lee points out, “The national labor participation rate for the emerging workforce is very alarming—a fraction of our youth aged sixteen to twenty-four are working.” Many people are also underemployed. These challenges go hand in hand with weakness

    in startups.


    A combination of factors—including tech innovation and the resulting creative destruction (which we’ll talk about in Chapter 2), the concentration of economic power in fewer hands, productivity gains, and the offshoring of manufacturing jobs—has led to where we are. The lack of a real awareness of these issues by most Americans just makes everything worse, since by not discussing the problems, we are delaying the solutions and allowing the opportunity gap to expand.


    Since the late 1970s, almost fifty years now, the number of new companies that are one to five years old has shrunk. In trying to figure out what’s behind this decline, I’ve realized that one issue is that we have become a nation that favors and is increasingly geared toward big business. To be clear, I am not against big business per se; I am against policies that favor big business at the expense of startups.


    It’s not just that we’re funding large, sexy ideas rather than solid, utilitarian startups. The trend toward big, bigger, biggest is also fueled by a compulsion to solve every potential problem with yet another regulation, which strangles startups and small businesses while creating unintended protections for existing companies. That’s the last thing a fledgling company needs.


    Additionally, a growing number of “not in my backyard” activists (NIMBYs) often wind up in fights that, however unintentionally, hurt startups and small businesses, since those companies have less staying power when they have to contend with these all-too-often constant fights in today’s business world. In my experience, this has gotten worse over time and particularly in recent years. Politicians’ reactions to these extreme positions isn’t helping.


    Too often our political representatives wind up adopting positions demanded by the loudest voice in the room rather than asserting leadership by choosing the right policy and defending it. Senator John McCain was an example of a true leader who would not be swayed in this manner. He said:


    We seem convinced that majorities exist to impose their will with few concessions and that minorities exist to prevent the party in power from doing anything important. That’s not how we were meant to govern. Our entire system of government—with its checks and balances, its bicameral Congress, its protections of the rights of the minority—was designed for compromise. It seldom works smoothly or speedily. It was never expected to. It requires pragmatic problem-solving from even the most passionate partisans. It relies on compromise between opposing sides to protect the interests we share. We can fight like hell for our ideas to prevail. But we have to respect each other or at least respect the fact that we need each other.11


    Unfortunately, Senator McCain was an exception, and too many extremists with loud voices are hurting the playing field for startups.


    Impeding the growth of new companies serves big business and big entrepreneurs who are as successful as I’ve been fortunate enough to be. Most large companies today are embracing innovation almost entirely via acquisitions of young, small businesses—the very “competitors” that restrictive policies and regulation tend to drive out of business in their early and most vulnerable years. So most of these large companies like the system the way it is today. But this is shortsighted, and it’s time for all of us to level the playing field.


    Instead, the opposite has happened. The Great Recession widened the resulting opportunity gap even more,12 something I’ve observed on a firsthand basis. As you’ll read about, while that experience hurt my company in the beginning, arguably it helped us because we now have fewer new competitors. Growth by hurting others is not in our interest as a country, so we all should care about this.


    Despite my struggles during and following the Great Recession, I was lucky compared to smaller businesses. I sold one of my software companies to Oracle in July 2008 for $240 million, and the sale helped me pay down debt and get through the recession in one piece. As the recession began to give way to growth, my company was one of the earliest to be able to start constructing office buildings again in North Texas. In 2011, we went ahead and began construction on a two-hundred-thousand-square-foot office. Few people could get the money for a building that did not have preleasing in place (that is, tenants committed to move in) after the Great Recession. We followed that with five-hundred-thousand-square-foot and three-hundred-thousand-square-foot buildings.


    In short, my company changed and adapted and got back to business. But if my company had been a new startup trying to compete with companies that were already established, forget it. I wouldn’t have stood a chance.


    I ended up not only surviving but benefiting from low interest rates. In fact, the beneficiaries of the public policy designed to help the country recover from the Great Recession, whether intended or by accident, were people like me. We have been able, for example, to refinance many assets at much more favorable interest rates.


    The recovery has also helped our lending business. The regulators, understandably, compelled banks to greatly enhance their loan quality and take fewer risks in underwriting. Those tightened bank regulations meant that you couldn’t borrow money at all unless you were extremely big and extremely creditworthy. In fact, startups that could have gotten loans in other cycles couldn’t find money to borrow at any percentage. So the low interest rates didn’t help them as they did me. If you can’t get a loan, it doesn’t matter how low the rate is.


    As a result, the competition that my company usually has when constructing new buildings simply wasn’t there anymore, because competitors couldn’t get any financing. So we did well.


    Even now, getting funding is more difficult at all levels than it used to be. While I was writing this book, we built a three-hundred-thousand-square-foot building, and the market is still not what it once was. However, that building leased up very quickly. Where there once was a lot of competition, now we have almost none. Indeed, it has become a market where only the biggest players can find financing.


    While selfishly, the fallout from how the government dealt with the Great Recession has been fine for HALL Group, I don’t believe that selfish goals should be the yardstick, especially when the nation’s well-being is at stake.


    These days financial challenges still prevent most entrepreneurs from successfully pursuing business ownership, with more than a third reporting that they can’t qualify for a loan due to their credit scores.13


    No wonder new players are either waiting longer to jump in or not jumping in at all. That’s especially true with the younger generation.
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    Source: Guidant Financial14


    The Millennial Problem


    Historically, Americans ages twenty to thirty-four have been big creators of new businesses. This was certainly true for my generation—the baby boomers. But millennials, who according to Kauffman research could best lead an entrepreneurial recovery, are not starting new businesses like boomers did. In fact, the number of people under thirty who own a business has fallen by 65 percent since the 1980s and is now at a quarter-century low, according to a Wall Street Journal analysis of Federal Reserve data.15


    The rate of business formation by this group of young Americans, which by 2020 will constitute the country’s largest age segment, has always been disappointing, but it has plunged since 2013.16 In part, this is because their rate of home ownership—historic loan collateral for many entrepreneurs—has plummeted, while their amount of debt has skyrocketed.


    Ironically, millennials have an innate edge. They were raised on technology, which, in my view, is a critical part of every new business. This advantage suggests that millennials should be the record-setting generation for new startup creation. Yet up until now, the opposite has proven to be true.


    As I thought about why millennials, as opposed to baby boomers, are not creating new businesses, I remembered a story from the late 1970s that may illustrate part of the difference between today versus the same age group thirty to forty years ago. In 1978 at age twenty-eight, while my primary business was apartments, I was rapidly expanding various other businesses of my own, which included building a chain of racquetball clubs called Sports Illustrated Clubs, a joint venture with Time Inc. That’s when a group of seven individuals looking for financing approached me through a friend. Although they all worked for nonprofits in the health-maintenance sector, they wanted to form a for-profit national health maintenance organization (HMO). At the time, it usually took two years and some $2 million to get a federal license, but they promised they could accomplish that in ninety days and spend only $100,000.


    “We’ll work full time and take no salary until the company breaks even,” they proposed.


    Even at that point, everyone would get very low, modest salaries.


    I had already started doing angel investing in entrepreneurial businesses at that point, so I gave them $111,000, the only cash in the deal. I also provided the new company with a picnic table and eight chairs—one for each of them and one for me—and Independence Health Plan, as we called it, was born.


    It wasn’t easy, and it took more than ninety days. Actually, it took more like nine months. That was just for the licenses. Break-even didn’t occur until late in the second year, which was annoying to me and punishing to them. So how did everyone stay alive and feed their families? The answer was simple and complicated. Most of the seven were homeowners. In those days, it wasn’t that hard to get a second mortgage or home equity line of credit on your house, which they all promptly did before they quit their jobs.


    They didn’t take salaries for the first two and a half years. Long hours and no pay ultimately led to a couple of divorces. But when we took the company public in 1983, everyone became incredibly wealthy and, having created a lot of jobs, went on to have great lives as contributors to society. (I didn’t do too badly myself. My $111,000 turned into $65 million at one point, and eventually I sold for $33 million in profit.)


    Here’s the catch when it comes to millennials: Due to the housing collapse and subsequent increase in home values, they don’t own homes to the same extent as previous generations. That means they don’t have tangible assets from which to draw during lean startup years. To make matters worse, between 2001 and 2014, the number of millennial “severely burdened” renters—those who spend over half their income on rent—has grown by more than 50 percent. Without home equity, a major support for starting and financing businesses is missing.17


    That’s only part of the problem. An avalanche of historically unprecedented student debt has also made it difficult for many to get credit or borrow in order to start a business. A study conducted by the University of Pennsylvania and the Federal Reserve Bank of Philadelphia found that there is “a significant and economically meaningful negative correlation between changes in student debt and net new businesses employing one to four employees, the firms most dependent on personal debt for financing. Based on our model, an increase of one standard deviation in student debt reduced the number of businesses with one to four employees by 14 percent between 2000 and 2010. The effect on larger firms decreased with firm size, which we interpret to mean that these firms had greater access to outside capital.”18


    According to John Lettieri, the cofounder and president of the Economic Innovation Group, “millennials are on track to be the least entrepreneurial generation in recent history.” In his testimony before the Senate Committee on Small Business and Entrepreneurship, Lettieri explained that the number of student borrowers grew 89 percent between 2004 and 2014, and the average debt held by student borrowers rose 77 percent.19


    No wonder millennials aren’t starting businesses as much as baby boomers did.


    Demographically, one ray of hope is that the oldest millennials have just hit their mid-thirties, and new research from the National Bureau of Economic Research shows that the average age of founders of the fastest-growing startups over the past decade is forty-five.20 So while the impact of the Great Recession (when a large segment of millennials entered the workforce) has left many at a severe financial disadvantage, this generation has not yet hit its peak age for successful startup formation.


    As a country, we need to explore how public policies can get things back on track by the time this generation reaches peak startup age. We’ll look at that in the second part of this book. First, we need to continue to fully understand where we are and what has gone wrong. And I guarantee you this next section will shock you as much as it did me.


    Then There’s Geography


    The fact that we have only half as many companies starting up every year than we used to21 is bad enough. But half of those startups are happening in just twenty counties—or .006 percent of the country. If you look at the chart below, you’ll see that when it comes to startups, California, Texas, Florida, and New York, with Illinois, Arizona, and Nevada peppered in, are the places to be.
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    The 20 counties that generated half of net new business establishments in the United States from 2010 to 2014.


    Source: Economic Innovation Group


     


    Splitting the remaining half of the country’s startups among the nation’s 3,141 counties22 and county equivalents (parishes, boroughs, and the District of Columbia) leaves a huge amount of the country in the no-action category. Add to that the fact that only 73 counties in the U.S. have made up half of the net increase in jobs since 2010, and you can see how we’re becoming geographically polarized with haves and have-nots, and with areas—including the Midwest, where I grew up—being left behind.


    I understand why the Midwest is in trouble. For the past fifty years, it has been on a downward slide caused by shuttered businesses and job losses, resulting in a lack of entrepreneurial spirit. It had always been all about the auto industry in a big way. Then came globalization, and manufacturing plants and jobs were shipped overseas. That eliminated many small support businesses for industries like the auto industry that were so critical to the region. Add in the fact that artificial intelligence and other technologies have replaced a lot of service businesses, and you have the makings of a monster geographical opportunity gap. For a time, it was argued that the internet would bolster rural areas, since companies would be able to operate from anywhere, but as we’ve seen, the facts simply don’t reflect this. Instead, entrepreneurship has remained an urban phenomenon, with startups and workers clustered in hubs anchored by big cities and great universities. In the ’80s, 20 percent of U.S. companies started in rural areas. That percentage shrunk to 12.2 percent in 2017.23


    So yes, I understand why parts of the Midwest and South are in trouble. But part of the reason I had trouble understanding Mark Zandi’s overarching concerns about U.S. entrepreneurship was that Dallas, the headquarters for most of my businesses, happens to have a vibrant entrepreneurial economy (although as I have learned, it too lacks capital for startups). Despite our national problems, the three adjoining Texas counties—Tarrant, Collin, and Dallas counties—on the above chart are all places where I do business.


    What’s the difference?


    As we’ll see in the second half of this book, ecosystems (which are built over years) with strong universities, forward-thinking local governments, a talent pool filled with people who have technological backgrounds, and business support systems all play a major role. It’s pretty hard to successfully start a business without access to people with that kind of training, who don’t tend to congregate in rural communities and small towns. But a lot of this entrepreneurial opportunity gap is profit-driven, especially when you consider that nearly 80 percent of all venture capital goes to just a few big urban markets. We all think of Silicon Valley and San Francisco, but add New York, Boston, Chicago, Los Angeles, Miami, Las Vegas, Phoenix, and Houston, and you have the big success stories. Perhaps a surprise to many, I would add that Detroit is a unique success story in process.


    Many new restaurants and retail stores in a small town have trouble raising money, but there will always be plenty of funding for a potentially scalable grand-slam technology business in the key urban markets. That’s just the reality. There’s so much money available for tech deals that crazy ideas are getting funded. Meanwhile, we in the U.S. have not made it a priority to level the playing field and help that would-be small restaurant or store owner. That we’ve allowed almost all the investment capital to get sucked into the grand-slam opportunities in Silicon Valley and other technology centers means we’ve basically left almost all of U.S. business in a lurch. Frankly, we have not even put this issue on the table for discussion.


    Walmart Ate Main Street, and Now Amazon Is Taking Over


    The discussion about why there are fewer startups than there used to be would not be complete without mentioning the maturing of businesses and corporate Darwinism that’s changing the face of virtually every industry.


    Take retail.


    When I was a little kid in Ann Arbor, Michigan, I lived next door to George Wild, whose daughter Andrea was in my class at school. George owned and managed Wild’s Men’s Shop,24 just as his father and grandfather had before him. This is where my dad, brother, and I all got our clothes. Nobody shops there now, because it’s out of business.


    My wife, Kathryn, grew up stocking shelves in one of her family’s three drugstores in Berkeley, California, which were started by her great-grandfather and then run by her grandfather and finally her father. At a certain point, the “chain” of three stores that carried the family surname was sold by Kathryn’s father, who was ready to retire. That turned out to be a great personal and business decision. Over time, the new owners couldn’t compete with the big chains, and that was that. No more Walt Drugs.


    Corporate Darwinism—benefiting Walmart, Costco, Sam’s Club, and the like—has put a lot of Main Street Ma-and-Pa businesses out of business. As The Atlantic points out, “three drug stores—CVS, Walgreen’s, and Rite Aid—own 99 percent of the national market. Two companies—Amazon and Barnes & Noble—sell half of the country’s books. If it is not quite a new Gilded Age for America’s monopolies, it is certainly a new dawn for its oligopolies.”25


    Now these predators are facing Amazon, the faster, cheaper, and more convenient solution for customers.


    That’s retail’s story. Most business sectors in this country can tell a similar one.


    Concentrations of capital and the efficiency of having publicly traded real estate investment trusts (REITs) or other types of public companies have made apartment ownership, like many other forms of real estate, a situation in which the big have a sizable advantage over the medium or small. Eventually, the smaller business usually gets crushed, either becoming absorbed into a bigger company or just getting driven out of business. This changing of the guard has some definite advantages for the consumer, including lower-priced products. That said, we need to realize that it’s also changing the fabric of our communities. So we need to ask ourselves as a country whether we want to do something to level the playing field. Since our communities, economy, and, I believe, part of our soul as a country, rely on entrepreneurship, do we want to provide some incentives to small startup companies? If you have a new restaurant or a new local business, you’re not exactly on everybody’s hot list, so it’s pretty hard to raise money. And yet our communities need those startups, so perhaps we ought to think about providing incentives to make that happen.


    There are several ways to turn things around, a few of which we’ll discuss in this book. But they all start with admitting that we’re in trouble. If you’re drinking too much but you don’t want to admit that you’re an alcoholic, you’re not going to get better. Similarly, if we don’t recognize that we have a problem, U.S. entrepreneurship will continue to struggle rather than thrive. And that’s going to seriously cost us on many levels.
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