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INVEST IN AMERICA’S ENTREPRENEURS

Statutory and regulatory barriers prevent investors from Quick Take

supporting startups, small businesses, and entrepreneurs

across the United States. Congress must support legislation Small businesses and startups represent the engine of the
creating greater access to open capital markets. U.S. economy. Unfortunately, securities laws currently favor

investment opportunities for the elite, preventing many

BACKGROUND U.S. entrepreneurs from accessing necessary capital.

Capital markets are segments of the financial system which
provide funding through equity or debt instruments that
companies need to fund their growth. They are “considered
the largest source of financing for U.S. nonfinancial
companies,” significantly outpacing “bank loans and other forms of financing.”! The U.S. Securities
Exchange Commission (SEC) serves as the primary regulator of capital markets.

Congress must support legislation that ensures greater
access to investment opportunities.

Small businesses and startups are the engine of the U.S. economy. 2016 Census Bureau data found that small

employer enterprises, or businesses with less than 500 employees, provided 47.3 percent, or nearly half, of
all jobs.?

According to FreshBooks’s annual 2019 report on self-employment, an estimated 24 million U.S. workers
considered leaving full-time jobs in favor of self-employment, yet only about 2 million followed through.
Survey respondents cited numerous barriers discouraging their entrepreneurial ambitions, such as
inconsistent income and earnings, access to capital and investment, burdensome debt, and costs of education
and training.> A 2019 report by the Congressional Research Service (CRS) found that less than half of all
“high-impact” startups remain in business after five years.*

Unfortunately, entrepreneurs across the U.S. experience disproportionately high barriers to capital funding.
Statutory limitations in securities laws prohibit many average Americans from investing in private market
funding opportunities. These markets are limited to “accredited investors,” those who have made over
$250,000 for the last two years or have net worth of over $1 million. These limits prevent hard-working,
enterprising families from securing financing opportunities to fund growth and innovation for their
businesses.

Currently, three states — California, Massachusetts, and New York — consistently receive nearly 80 percent of
all financing for venture-capital backed companies.’ Comparatively, only about four percent of venture
capital investment made it to the Midwest.°

In 2012, the Jumpstart Our Business Startups (“JOBS”) Act was signed into law, creating a streamlined
regulatory framework for America’s small businesses to seek capital from average investors.” As a result,
small businesses have more options to reach investors through fundraising mechanisms like investment




crowdfunding. Since Regulation Crowdfunding was finalized by the SEC, small businesses have conducted
over 900 offerings that reported raising more than $90 million in investment.®

In 2019, the SEC issued a concept release on harmonizing private market activity with the public markets to
allow for greater small business capital investment from Main Street investors.’

CONSTITUTIONAL AUTHORITY AND REPUBLICAN PRINCIPLES

The Constitution authorizes Congress to modernize our securities laws as a matter of interstate commerce!°
since many investment offerings operate across state lines. Republicans should support legislation that
empowers consumers to have more control over their personal finances.

POLICY SOLUTIONS

Congress should pass H.R. 4860, the Crowdfunding Amendment Act, which would expand permissible uses
of crowdfunding to allow more Americans to invest in small businesses. Congress should also pass H.R.
4762, the Fair Investment Opportunities for Professional Experts Act, which would expand the definition of
eligible “accredited investors” to allow more Americans to participate in the private capital markets.

Please contact Cameron Smith or Kelsey Wall with the Republican Policy Committee at (202) 225-4921 with any questions.
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