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Praise for Clearing the Hurdles

“This book is a must read if women are going to overcome the money hurdles
that can limit their growth. It helps women navigate through the myriad options
and alternatives available to them and identifies many that they are not currently
seeking.”

—Teri Cavanagh, Senior Vice President
Director, Women Entrepreneurs’ Connection
Fleet Bank

“Women setting out to organize and finance a new venture encounter all the same
hurdles as men, but they often perceive the bar is set higher. This book considers
all the reasons for this and offers sound advice on how female entrepreneurs can
think strategically, build credibility, obtain venture capital, and realize their
dreams of growth and success.”

—Jack Gill, Co-founder and General Partner
Vanguard Ventures

“This is the definitive book for women who aspire to lead growing enterprises
and for institutional decision-makers who recognize the power and potential of
this economic segment. The authors understand the ‘gut-level” decisions that an
entrepreneur must make, and they combine quality research and practical recom-
mendations to help every entrepreneur make informed choices to turn her ‘big-
gest dreams into reality.””

—Sharon G. Hadary, Executive Director
Center for Women’s Business Research

“...absolutely first-rate, and God knows we need this, and we need it now! ...a
dispassionate and clear-eyed look at the State of Women-Owned Businesses, a
topic that’s been hotly debated but poorly researched for more than two decades
now. This should become the bible for anyone thinking about starting a business,
anyone teaching entrepreneurship, anyone involved in economic development,
anyone involved in financing young emerging companies—which means just
about everyone.”

—George Gendron, Entrepreneur-in-Residence at Clark University
and at the Kauffman Foundation; former Editor-in-Chief, /nc. Magazine

“Women entrepreneurs face many challenges during the development of their
businesses. This book provides tools by which they can transform those challenges
into opportunities. It provides useful information for various stages of a com-
pany’s development, whether a startup enterprise or a more mature company.”

— Lillian Lincoln Lambert
founder, Centennial One, Inc.



“Even in the 21st century, much of the world still systematically excludes 50% of
the smartest people from full responsibility. Entrepreneurship rewards excellence
and results, not gender, and this book is a wonderful gift to women who would
like to respond to corporate America by saying, ‘Thanks, I’ll do it myself.””

—Jim Collins, author of Good to Great and co-author Built to Last

“Savvy and inspirational, Clearing the Hurdles is an important book for women
intent on growing new businesses. The team of talented authors provides infor-
mation, insights, and advice that will educate, motivate, and challenge women
aspiring to become successful entrepreneurs.”

—Laura Tyson, Dean
London Business School

“With women creating new businesses at a faster rate than males, it is imperative
that today’s venture capitalists take an active role in mentoring and recruiting
women to become venture capitalists, business owners, technologists, entrepre-
neurs, and government leaders. Clearing the Hurdles is not only a wake up call; it
is a road map to start this long overdue project.”

—Mark Heesen, President
National Venture Capital Association

“Clearing the Hurdles examines all elements behind the lack of access to capi-
tal for women entrepreneurs who want to build high growth companies. If you
are a woman who has a vision for a high potential business, this book was writ-
ten for you.”

—Connie Duckworth, Kathy Elliott, Sharon Whiteley,

founders 8Wings Enterprises and authors of The Old Girls Network:
Insider Advice for Women Building Businesses in a Man’s World

“Clearing the Hurdles debunks the myths and defines the barriers that entrepre-

neurs confront—a perfect roadmap for women embarking on the entrepreneurial
journey.”

—Kay Koplovitz, Founder, USA Networks, former Chair

National Women’s Business Council
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PREFACE

Why do we care so passionately about women and
high-growth enterprises? Because entrepreneurship is a
driving force in the growth and prosperity of the nation.

Because entrepreneurs create innovative products, provide
new jobs, and gain substantial financial rewards for themselves
and their partners in the process. And especially because,
for women, there is a significant gap between the number who
start new ventures and the number who are able to achieve

high growth and substantial success.

Entrepreneurs as Heroes...

You know their names today, even though they made their mark 100 years
ago and more. Cornelius Vanderbilt (railroads), Andrew Carnegie (steel),
John D. Rockefeller (oil), Marshall Field (retailing), and Henry Ford
(automobiles) left an enduring legacy of innovation, market dominance,

o
X1x



XX PREFACE

and vast fortunes. They are among a handful of extraordinary entrepre-
neurs who not only achieved great wealth, but also won international
celebrity. Whether you think of them as robber barons or heroes, these
men who developed railroads, steel, oil, large-scale retailing, and auto-
mobiles continue to have a star quality associated with their names

more than a century later.

The creation of new ventures is deeply embedded in our American
heritage. The exciting part is that it is even more vibrant and wide-
spread today than it was in the days of Rockefeller, Field, and Ford.
Ever-expanding technology, support from government policy and regu-
lations, and the redefinition of corporate America in the 1980s and
1990s made the United States a hotbed of innovation and new venture
creation. Entrepreneurs, armed with promising new business concepts,
lured by vast new market opportunities, and convinced of huge finan-
cial payoffs, launched millions of new ventures in the past 20 years.
That they did so in an environment rich with resources—both public
and private—added to the likelihood of their success. Some of the most
celebrated contemporary venturers are Steve Jobs (Apple, Pixar), Bill
Gates (Microsoft), Jeff Bezos (Amazon.com), Howard Shultz (Star-
bucks), and Michael Dell (Dell Computers).

In our hearts, we know that the kind of entrepreneurial success
these men achieved is reserved for a very few. We sometimes think of
them as the lucky ones, but we also recognize their focus, talents, and
personal efforts. Looking only at their successes, it is easy to imagine
that they hurdled over all obstacles in their race to develop new prod-
ucts and services, and then build new markets and industries. How-
ever, that was not really the case. Their successes were built on astute
observation, practical application, and hard work. Each drew on per-
sonal resources, but when that wasn’t sufficient, enlisted the help of
others. Each one confronted failure more than once, but never

accepted it as final.

Entrepreneurs starting new ventures today aspire to that same rari-

fied air of success, but at the same time they recognize that these cul-
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tural icons are nothing short of heroic. The biggest winners among
entrepreneurs are celebrities precisely because they are so unique in

their accomplishments.

Why This Book?

Did you notice? The names on the preceding lists are all male. True,
only a select few entrepreneurs become heroes—but it is also true that
heroines are almost entirely absent from the list! With the notable
exception of a handful of dynamos in the cosmetics (Madame C. J.
Walker, Helena Rubinstein, Estee Lauder, Mary Kay Ash) and fashion
industries (Coco Chanel, Liz Claiborne, Donna Karan), women have
not been significant players in the world of high-stakes entrepreneur-
ship. More recently, Carol Bartz (AutoDesk) and Meg Whitman (eBay)
have become standouts in technology-based ventures.

We didn’t set out to write a book. We simply wanted to find out
why women, who in 2003 were majority owners of 28% of all busi-
nesses in the United States (and, if women with 50% ownership shares
are counted, the total climbs to 46% of all privately owned busi-
nesses),! were neither reaching the highest levels of entrepreneurial
success nor achieving business celebrity in numbers proportionate to
their start-up activity. What factors can explain this success gap for
women entrepreneurs? One of the most obvious of the hurdles that
women struggle with is the acquisition of key resources—particularly
financial resources—so important to growth. For example, five years
ago, in the heat of the venture capital rush to fund promising new
enterprises, women entrepreneurs received less than 5% of the billions
of dollars invested.

Why do we care about this? We are five professors who have spent
our professional careers investigating the levers of success in entrepre-
neurial growth (Candida Brush, Boston University; Nancy Carter, Uni-
versity of St. Thomas; Elizabeth Gatewood, Indiana University;
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Patricia Greene, Babson College; and Myra Hart, Harvard Business
School). In 1998, we decided to work together to investigate why
women, who are definitely intent on climbing the ladder of entrepre-

neurial success, are having so much trouble getting to the top of it.

We agreed to turn our collective attention to the question of why
there are so few heroines in the history of entrepreneurship. Even more
important to us was the question of why contemporary women, who
are starting new businesses in droves, are not highly visible among the

ranks of the high-growth, high-potential entrepreneurs.

Each of us brings a different lens to the investigation. Dr. Greene is
a sociologist whose work has included studies of entrepreneurship in
minority communities. Dr. Brush has a long history of studying women
entrepreneurs. Dr. Hart is an academic with practitioner roots. She has
raised venture capital. Dr. Gatewood has served as director of business
centers providing consulting and training services to entrepreneurs.
She has studied motivations, attributions, and other aspects of entrepre-
neurial behavior. Dr. Carter has significant experience studying nascent
entrepreneurs and is considered an expert in database construction and
statistical methods.

The Research

We began by asking reasonable people what explanations they could
offer. (Almost everyone you ask can come up with one or more plausi-
ble reasons to explain why women entrepreneurs who lead promising
businesses find it so difficult to grow those businesses. Most of these
have to do with women’s inability to raise sufficient capital.) The

answers were all some variation on one of these themes:
e It’s the women.

— They can’t, won’t, or don’t seek or win outside funding
because they don’t aspire to high growth.
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— They’re not qualified or experienced.
— They’re not a good business risk.

¢ It’s the businesses.

— Women choose small, locally focused businesses.
— Women choose businesses in low-tech industries.
— Their business concepts are not scalable.

e It’s the networks (or rather the lack thereof) that women
participate in.

— Women aren’t in the right business circles to gain access to

critical management and financing resources.

— There are no women in key decision-making roles in the

financing world.

e It’s the venture capital industry.

— The industry is male dominated.

— The network is closed and the decision-making models are

biased against women.

These answers represent widely held beliefs about why women
entrepreneurs seeking to grow their businesses find it so difficult to get the
resources necessary to do so. The answers are deeply rooted in personal

theories of social capital, institutional behavior, and network theory.

We used these explanations (and the theories that they represented)
to frame our investigation. We conducted research to determine what
was and what was not true about the entrepreneurial process. We
focused on high-growth enterprises and asked what hurdles exist for
entrepreneurs seeking external capital to fund their growth. Next, we
wanted to understand if some of these hurdles were unique to women.
We also wanted to know —if the challenges were similar—was the bar
somehow set higher for women? Only then could we understand the
causes and the possible remedies for women’s apparent exclusion from

the highest ranks of entrepreneurial success. Our body of work is
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referred to as the Diana Project (named after the Roman goddess of the

hunt) because it focuses on women hunting for money.

The Research Methods

Together, the members of the Diana Project team have pursued several
distinct but related research projects designed to explore the pathways to
growth of women-owned businesses. We were particularly interested in
the hurdles women encountered as they sought growth capital. We inves-
tigated the variety of oft-cited logical explanations for why women are

largely unsuccessful in their hunt for venture capital money.

The research includes a detailed review of 300 articles included in
the academic literature on women entrepreneurs and on venture capi-
tal to determine the state of current knowledge on the subject. The
results of this research are compiled in Women Entrepreneurs, Their
Ventures, and the Venture Capital Industry: An Annotated Bibliogra-
phy (ESBRI, 2003).

Our research also includes a detailed analysis of all venture capital
investments made in U.S. businesses between 1953 and 1998 to deter-
mine what proportion of the deals were made with women-led busi-
nesses. This was particularly challenging because industry data
collection has not historically included any report of the sex of the
founding team. Only a line-by-line review of the names of the officers
in each firm receiving funding made it possible to make an educated
estimate of the percentage of deals made with women entrepreneurs.
(Because of the frequent use of initials only and the occasional use of
unisex names, many deals had to be omitted from the tabulation. For
example, from 1988 to 1998, the total sample included 8,298 invest-
ments, but in 48.1% of the companies, names could not be definitively

classified by gender.)

The research next turned to the venture capital industry itself to

determine the gender composition of the key decision makers in the
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industry. Pratt’s Guide to the Venture Capital Industry provided a com-
prehensive listing of all member venture capital firms and their mem-
bers by title. The guide enabled identification of all female associates,
principals, and directors or partners in the industry in 1995 and 2000. A
comparison of the two selected years provided insight into the reten-
tion, promotion, and mobility of these women decision makers over the
five-year period. The industry survey was complemented with personal
interviews with a selected group of these key female venture capitalists
to understand their perceived impact on their partnerships’ ability to

attract and engage with women entrepreneurs.

Our next step included the identification and tracking of a select
group of women entrepreneurs who were seeking growth capital in
2000. The women who submitted their business plans to Springboard
Venture Forums in 2000 were ideal candidates. Although not all the
plans were accepted for presentation at a Springboard event, the field
of entries represented business concepts for which women were
actively seeking venture funding. Follow-up phone surveys provided
data on how their plans, businesses, and financing progressed from
2000 to 2002. This provided detailed information from the front lines

of women entrepreneurs trying to raise growth capital.

The Findings

What was surprising in our investigation? We found that the hurdles that
women must clear are just as real for men who choose entrepreneurship.
Every single individual or team that decides to create a new venture
must have the motivation and commitment to stick with the enterprise
throughout years of challenges. Entrepreneurs must be technically capa-
ble and management savvy. They all need to build resources for the
enterprise —often seeming to create something out of nothing. Success-
ful entrepreneurs must start out with good ideas that are actually feasi-

ble and for which there is (or soon will be) a ready market. If their
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business concepts are not scalable, they will never be able to achieve
high growth and high value status, although they might be able to suc-
cessfully run smaller, local enterprises. We found that networks and the
social capital to use them effectively made the process of building finan-

cial, human, and technological resources possible.

Women need all these skills and, yes, so do men. The differences
we found were not in the skills required, nor in the organization-build-
ing processes. However, we found that the personal resources, the tech-
nical training, and the management experiences that women brought to
their enterprises differed from their male counterparts’ resources—as
did the attitudes and expectations about entrepreneurial success held
by both women and society as a whole.

What to Expect in This Book

This book examines the entire entrepreneurial process—from concept
development, basic business planning, strategic direction, and resource
acquisition and deployment, to organizational growth. It looks specifi-
cally at those enterprises that have the potential to grow beyond $1 mil-
lion in revenues—led by those entrepreneurs who envision large and
highly profitable organizations. It explores the hurdles entrepreneurs
face in growing a new venture, recognizing that growth is—first and
foremost—a personal and strategic choice. It also recognizes that once
the choice for growth is exercised, resources become a top priority.
This book digs deepest into the issue of resource acquisition— particu-

larly financial resources.

Not only does our book address specific resource hurdles that must
be cleared to win the race for success, it also looks at how the race for

success differs for women. It does the following:

* Explores the roots and nature of misconceptions, stereotypes,

and challenges women encounter in growing businesses.
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* Provides critical facts for female entrepreneurs who seek money

and resources to launch and grow their entrepreneurial ventures.

* Discusses the challenges encountered in building credibility and
gaining access to the money, networks, and people needed to

grow a young enterprise into a successful business operation.

* Offers specific prescriptions for how women can succeed in grow-

ing a business relative to their personal goals and business type.

* Provides information about various financing options and describes

the venture capital process in detail.

Throughout the book, we offer specific recommendations and pro-
vide reference guides that can simplify the process of launching and
growing a new venture. Our recommendations are clearly targeted at

female entrepreneurs, but men will also find them useful.

Is This Book for You?

Yes, if you are in the process of creating, organizing, and growing a
significant new venture. It is for everyone who aspires to join the elite
list of superhero entrepreneurs. It is dedicated to those women who
aspire to be the entrepreneurial heroines of the 21st century. We recog-
nize that you must overcome all the same obstacles to success that your
male colleagues face, but, in many cases, you will have to run a little
faster, jump a tad higher, and, like Ginger Rogers dancing with Fred
Astaire, do it while wearing high heels and moving backwards.

We started writing this book just for you—but please share it. The
issues we uncovered in our research can inform men who want to take
their entrepreneurial ventures to new heights. The guidelines offered
here hold for all entrepreneurs—even for those who want to start new
ventures of more modest proportions. Women and men who create
enterprises to realize their personal dreams (without necessarily plan-
ning on changing the world) will find the book valuable.
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When all is said and done, this is not a book for entrepreneurs
only. It is also meant to spur those still in the managerial ranks (but
dreaming the dream) into action. It can also inform providers of capi-
tal, goods, and services who benefit from the growth of entrepreneurial
activity and wealth—accountants, consultants, customers, suppliers,
and lawyers, to name but a few. In short, it is for everyone who wants

to maximize opportunities.

Note

1. Center for Women’s Business Research. 2003. Key Facts about Women-Owned
Businesses.



WOMEN BECOMING
ENTREPRENEURS

America is the land of opportunity. In the 1960s and 1970s, thanks in
large part to the civil rights and feminist movements, it became a land of
equal opportunity. Since the landmark AT&T settlement in 1973, women
and minorities have made enormous progress in penetrating America’s
corporate ranks.! While great strides were made, the transformation of
corporate America is still very much a work in process. Women still face
very real, although often invisible, barriers known as the glass ceiling.
Women make up the majority of managers under age 35, but they lead
only 6 of the Fortune 500 corporations and comprise less than 15% of
the corporate board members.? Both the progress and the problems are
well documented. But this book is not about the glass ceiling.

No Glass Ceilings Here

This book is for women who choose another path entirely. It is for and

about women entrepreneurs —women who desire to become their own

1
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bosses, gain personal control, grow their business, and create indepen-
dent wealth. Over the past 25 years, the ranks of women entrepreneurs
grew rapidly. The many new avenues that opened in the 1960s and
1970s—to education, employment, and access to credit—gave women
the tools they needed to start new businesses and they have seized the
opportunities with gusto.

By 2002, women were majority owners of 6.2 million businesses
and held at least a 50% share in 10.1 million businesses, or 46% of all
privately held firms in the United States.® The Center for Women’s
Business Research reported that between 1997 and 2002, the number
of women-owned firms increased at more than 1.5 times the national
rate. Even more striking, larger businesses led by women (100 or more
employees) grew 18.3%. Women launched new businesses in every

industry, sector, and geographic region of the United States.

This tremendous surge of female entrepreneurship was not without
its own challenges. Of course, women have far more control of their
own destinies in the businesses they create and develop. But, they
encounter new and unseen barriers. These are not of a hierarchical sort,
so they certainly do not represent a glass ceiling. Instead women entre-
preneurs report challenges in establishing partnerships —with custom-
ers, suppliers, and, most important, with financial resource providers.
Women who start their own enterprises are far more likely than men to
report difficulties in securing the financing that is so necessary to grow
their businesses. Without financial capital, entrepreneurs are hide-
bound. They cannot expand their product lines, open new markets, or
beef up their sales forces. They are forced to stay small and grow
slowly; consequently they often miss the biggest opportunities.

These partnership barriers that women confront are often unseen
hurdles. Every entrepreneur must overcome resourcing challenges in
his or her quest for success, but for women, the hurdles are often
higher and less apparent. This book addresses the unique challenges

that growth oriented women entrepreneurs face in financing their busi-
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nesses. It provides insight into why they exist, how significant they are,

and how they can be overcome.

An Entrepreneurial Venture Begins

Entrepreneurship is “the pursuit of opportunity without regard to
resources currently controlled.™ It is the ability to envision new and
wonderful worlds of what can be without being earthbound by what is.
The vision is essential, but nothing happens until you move beyond the
dream and take action. At that point, resources become critical.
Although the vision should be unfettered by the resources you cur-
rently have, seldom do you have all that are needed. As an entrepreneur
the most important mobilizing tasks you must undertake are the identi-
fication and engagement of the resources that will make it possible for

you to turn your dream into reality.

Most entrepreneurs start out with a great idea about how to solve a
problem or how they will fill a market need. They might have insight into
how a business process could be improved (e-tailing vs. retailing) or they
might have patented technology that will enable them to create new and
useful products. Carol Latham invented and patented a filmy material
that helped keep microprocessors from overheating. When she decided
to package it in sheets and sell it, she created Thermagon to manufacture
and market the material. Linda Kellogg launched Start-Up Resources,
Inc. to provide support services (accounting, tax management, finding
office space, and benefits administration) to entrepreneurs. Her bundle of
business services for start-up companies made it easier for other entre-
preneurs to focus attention and energy on core technology, marketing,
and distribution tasks. In both cases, coming up with the idea was the
easiest part for the women. Then they took the next steps to make their

dreams into realities.

Of course, not every new idea becomes a business, but many do.

Every year, more than 550,000 people launch new businesses in the
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United States. Some entrepreneurs identify growth as a strategic goal
from the outset, but most target a modest volume of business and then
stabilize when they reach manageable capacity. The outcomes depend
on the entrepreneur’s personal commitment and drive, business strat-

egy, day-to-day execution, and, of course, the business environment.>

Most are looking for freedom, self-expression, and a good
income.® Figure 1.1 depicts the distribution of entrepreneurial busi-
nesses in terms of growth. The vast majority of U.S. ventures are per-
sonal income businesses, with only a few enterprises growing to

moderate size and even fewer having truly high potential.

From the entrepreneur’s point of view, launching and sustaining a
new venture means developing and introducing differentiated products,
utilizing networks effectively, and creating unique capabilities. All
these activities are vital to a venture’s early success,’ but none can be
done effectively if the key resources are missing. Even with these
resources, many start-ups will not survive. Approximately 35,000 busi-
nesses actually declare bankruptcy each year, and thousands more sim-
ply cease operations for a variety of reasons.®

Superstar Businesses

Venture Capital Funded Businesses
<1%

High-Potential
Businesses

Moderate Businesses
with 10+ employees

“Income Replacement” Businesses
Small refail, professional, and personal services
Solo selfemployed

FIGURE 1.1 Pyramid of entrepreneurial businesses.
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But put all thoughts of failure away. No entrepreneur would ever
take the first step if she believed that failure was a possibility. This
book is for entrepreneurs with very high hopes, great confidence in
themselves and their businesses, and a commitment to growth. It is for
those of you who truly believe that you can create the next Fortune
1000 or Inc. 500 business, introduce new goods and services, change
the world, and create great value for yourselves and your partners in
the process.

Venture Growth Is a Choice

For those of you with growth on your mind and optimism in your heart,
you must recognize from the start that you are among a very select few.
Growth is a deliberate choice that is both personal and strategic. While
we recognize that most people will choose low or slow growth busi-
nesses, this book is not for them. It is for those of you who want to
build significant businesses. It is also for those of you who started
small but quickly embraced growth when you realized how big your

opportunity really can be. Just what are those numbers?

Approximately 350,000 of the 22.9 million businesses in the
United States can be classified as “gazelles,” or businesses growing at
more than 20% per year for at least four years.” The vast majority of
these are self-funded at start-up, but reach out to external providers of
capital (friends, family, banks, angel investors, and venture capitalists)
as they grow. High-potential businesses that receive venture capital are
the rarest breed. There were approximately 8,000 venture capital deals
in the banner investment year of 2000, but, by 2002, this number had
dropped to 2,453.1° The few businesses that do obtain venture funding
are highly innovative, scalable (usually technology-based), and in pos-
session of unique advantages that are very hard to copy.

Growth-oriented entrepreneurs think big. Their goals include

expanding their businesses in both scale and scope. Strategic choices
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of industry, market sector, competitive position, and technology base
profoundly influence growth potential. Consider the following exam-
ples from the floral industry and their potential for growth:

Joan Larke owns Flower Power, a neighborhood flower
shop that employs five people and has revenues of $100,000
a year. Her business yields a comfortable living, gives her a
strong sense of satisfaction and achievement, and is easily
managed. Ruth Owades launched Calyx & Corolla with an
entirely different vision in mind. In 1988 with an initial
investment of more than $2 million, she set up computer
systems, nailed down strategic partner contracts, and
launched an innovative catalog floral business that deliv-
ered flowers directly from the grower to the consumer. Rev-
enues grew to more than $25 million and the company
became a prototype for entrepreneurs hoping to cut supply-
side costs while delivering greater value to customers. '

From the outset, Ruth Owades’s aspirations clearly shaped her
vision of what a floral business could be. She planned a large-scale
venture and she was willing to take on all the associated challenges.
She invested time and energy to develop a competitive strategy, build
an organizational structure, and assemble her team. She was willing to
give up some of the ownership and control to capture the needed finan-
cial resources. She maintained the primary leadership role, but shared
decision making with the board in a way that Joan Larke did not.

Owades also drew deeply on her own resources, starting with her
personal assets (education and experience, social contacts, personal
funds) and then leveraged the resources of her management team.
Together they had strength in finance, marketing, operations, human
resources, and technology. She also acquired the physical resources
she needed: furniture, fixtures, computers, and software. At the same

time she was building the physical platform for the business, Owades
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was also creating the operating infrastructure: setting up policies, sys-
tems, and information flows for managing the business transactions
(e.g., sales, purchasing, banking, inventory); training and supporting
human resources (e.g., hiring, recruiting, work rules, benefits, etc.);
and managing customer relationships. The growth process was
dynamic, requiring constant invention because there was no organiza-

tional history to fall back on.

Every one of these activities requires skill and ingenuity, but their
success also depends on financial resources. For most entrepreneurs,
by far the biggest challenge to growth is getting the money. Few entre-
preneurs—men or women—have sufficient personal assets to fund
growth entirely on their own. Most “bootstrap” their businesses, work-
ing creatively and often without salary, investing their own savings and
maxing out their credit cards, then turning to family and friends for
informal investment, and next to banks and suppliers for credit or debt.
Acquiring money to grow is daunting for even the most seasoned

entrepreneurs.

Women-Led Ventures

You might anticipate that when it comes to entrepreneurship, the play-
ing field is at last level —that men and women can choose from the
same opportunity sets and that they can draw on similar skills and
resources. Unfortunately, this is not yet the case.

In 1997, women-owned firms averaged $1.8 million in sales. By
2000, the U.S. average had grown to $2.4 million, but women-owned
firms still lagged the national average of $12.3 million for all busi-
nesses.'? Only 26% of women-owned firms had revenues that exceeded
$1 million, whereas 39% of all firms had revenues exceeding $1 mil-
lion." In 2000, women employed an average of six employees per firm
compared to more than nine employees for all firms.'* Figure 1.2

reflects the distribution of men- and women-owned businesses mea-
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Women Men
Small size Large size
Low growth Fast growth

FIGURE 1.2 Distribution of men- and women-owned businesses by size
and growth.

sured on the dimensions of size and growth. The figure shows that the
vast majority of both women- and men-owned businesses are in the
small to moderate size and revenue category with only a select few at
the top end. Women-owned businesses are far more likely to be smaller
and slower growing than those of their male counterparts.

Slow to Grow

Even though women are now creating new ventures at a very fast clip,
most of their ventures start small and stay that way. Why? Historically,
most women started businesses in traditionally female sectors—beauty
parlors, flower shops, and day-care centers—while the most scalable
businesses were in manufacturing, technology, construction, and finan-
cial services, fields traditionally dominated by men. Approximately
55% of women-led businesses are concentrated in services, 17% in
retail, and less than 2.5% in transportation, communications and utili-

ties, or manufacturing.'

Because women’s businesses were clustered in service sectors
with limited growth opportunities, many assumed that they preferred
small, low-tech ventures and that they started them to supplement fam-
ily income rather than create substantial enterprise value. However,
these decisions might not have been so much a matter of choice as they
were of circumstance. Women often lacked the economic power and

the social and family support structure to grow their ventures. There is
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evidence that lack of adequate child care might have forced women to

keep their businesses smaller and more manageable.

Consequent of their choice of business and industry, their more
limited goals and their lack of familiarity with the systems, most
women entrepreneurs did not take advantage of commercial bank
loans, credit, and government programs before 1990. Networking orga-
nizations were less prominent, and social acceptance of women as
high-powered entrepreneurial superstars was unheard of. Without the
necessary infrastructure, most women entrepreneurs found they had a
narrow range of choices. The result was a greater proportion of smaller,
slow-growth business choices by women. Therefore, women have a

legacy of unique obstacles to growth.

By contrast, men always had a much broader range of choices. It’s
assumed that men can start businesses in any sector: manufacturing,
telecommunications, medicine, or food service. The opportunities for
them to gain credit, find suppliers, or expand are more often available.
The higher proportion of smaller, slower growing ventures led by
women can thus be explained by the fact that they had farther to come.

Are There Changes in the Offing?

The boom in entrepreneurial growth throughout the 1990s included
many women entrepreneurs who chose to start ventures in software, bio-
technology, and financial services. Armed with MBAs, corporate experi-
ence, and technology expertise, these women sought to grow large firms
in nontraditional areas. A rising number of women started firms in
wholesale trade, transportation, communications, and utilities, the num-
ber now reaching 250,000 women-owned firms in these sectors.'®
Women launched new ventures in technology-driven businesses includ-
ing telecommunications, medical diagnostics, and manufacturing. In
addition, family and social support in the form of extensive networking

organizations, child-care facilities at small business offices, and other
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resources made it easier for women to consider growth. It is clear that
many of today’s women entrepreneurs are choosing to grow their ven-
tures. Since 1999, more than 2,500 women have applied to Springboard

Venture Forums seeking angel and venture capital to fund growth.!”

Private Equity—The Last Big Hurdle
Angel Investing

Entrepreneurs with really big ideas tap equity investors (informal
investors called angels) and professional venture capitalists to provide
additional financial support.'® Because angels are informal investors, it
is often a mystery: Who has the money? Where are they? How do you
make contact? Most entrepreneurs start by reaching out to lawyers,
accountants, friends, and distant contacts to identify investors who
might have an interest in the business technology and its potential
returns. The process requires developing a business plan and revising it
countless times. Some entrepreneurs make numerous presentations to
investors. Getting money from venture investors is extremely hard

work, but for some, there are great rewards.

Venture Capital

Venture capitalists are to growing businesses what producers are to
Broadway shows. They make the big hits possible. A recent study
showed that businesses started between 1970 and 2000 that were
funded by venture capital contributed more than $1.3 trillion to the
U.S. economy in 2000 (more than 13% of gross domestic product) and
employed more than 7.6 million people.!” Between 1991 and 2000,
investments by venture capital firms in growth businesses totaled over
$234 billion. More than 33% of the initial public offerings (IPOs) of
stock?® made in the United States during the same period were venture

capital funded—as were a total of more than 3,000 companies that
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went public between 1975 and 2000.%! Only a very small percentage of
entrepreneurs receive venture capital each year, but the impact on their

businesses is extraordinary.

You might expect that, in spite of the fact that the total number of
men and women who received growth capital was small, qualified
women would receive funds in proportion to their entrepreneurial
activity. However, this is not the case. Throughout the decade of the
1990s, women received less than 5% of all venture capital money
invested. Of 1,200 companies that received venture funding in 1996,
only 30 (2.5%) were women-led enterprises. During the 10-year period
from 1988 to 1998, 290 (3.5%) of the total of 8,298 venture capital
investments were made in women-led businesses. Even in the boom
years of 1999 and 2000, women-led businesses participated in approxi-
mately 8% of venture capital deals and received less than 6% of capital
invested.?> Because growth capital is so important to expansion and
development of significant enterprises, this lack of large-scale funding
that venture capital money represents is a serious handicap to women-
led firms. It prevents them from expanding and growing, and it limits
their ability to create wealth. What is the cause of this disparity?

This mismatch between the number of women-led firms seeking
investment capital and their actual receipt of the money might repre-
sent rational economic decision making or it might represent a signifi-
cant market failure. This book investigates both possibilities. Either
way, the reasons for the funding gap are rooted in widely held beliefs
about women and their qualifications for leadership of high-growth,
high-value enterprises; the businesses women choose to start; and their
ability to tap into resource networks—their reputations and connec-

tions with key resource providers.

Women might be perceived as less qualified to run high-growth
businesses due to their education, experience, or expertise. They might
be stereotyped as less able to make tough decisions, to bring a manage-

ment team together, or to manage finances. Women’s businesses might
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be viewed as less unique and scalable and, therefore, less likely to

achieve high growth.

If the suppliers of money, contacts, information, or influence doubt
the commitment or the capability of the venture team, they will not
provide the needed resources. Subjective opinions and especially mis-
perceptions can raise the bar for women, making it more difficult for

them to build high-potential ventures.

The Hurdle Analogy

Tenacity is a core value at our company. Maybe that’s just

because I’'ve run a marathon and I'm a lousy sprinter.

—Laura Rippy, Founder, Handango

Starting a venture is a lot like competing in a track event. When you are
in the starting block, every ounce of you is filled with a sense of hope,
excitement, and challenge. You know that your talents and training will
be tested to the limit, as will your resolution and endurance. You look
to your right and your left and you see that there are fierce competitors
to be reckoned with. When you look straight ahead, you see that there
are also many hurdles to clear before you can claim victory. Reaching
the finish line will require every bit of passion, experience, training,
and skill you have.

Yes, entrepreneurs are a lot like contenders in a highly competitive
race, but in many ways, they are different. Entrepreneurs chart their
own course rather than following a prescribed track. Theirs is a very
personal race to translate a good idea into a viable new business con-
cept that resolves a problem or fills a market need. For most entrepre-
neurs, the creation of a new venture is anything but a short sprint over
hurdles. It is far more likely to be a marathon that takes years. The eas-
iest part might be getting out of the starting block. Surviving, maintain-

ing the pace, and growing the business present far greater challenges. It
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might come as a surprise, but neither are there clearly stated rules that
apply to all, nor is there a defined finish line for an entrepreneur at
which point she can declare victory, claim the laurel wreath, and retire

to the showers.

In spite of these rather obvious differences, the high hurdles race
analogy captures the essence of the entrepreneurial challenges that
women face when growing their new businesses. In truth, women with
high aspirations for their ventures face challenges remarkably like the
men in the next lanes. For women, however, the hurdles are often
higher and closer together. Throughout this book, we will identify the
obstacles you are likely to encounter and we will make recommenda-
tions for clearing them with ease (or getting around them, if that makes
more sense). Remember that there are no hard and fast rules in the

entrepreneurial game.

Each chapter considers the hurdle faced by women entrepreneurs,
presents examples, and explores the roots of the perceptions. We sug-
gest what might go right or wrong and provide suggestions for what you
can do to minimize the impact of these hurdles. We provide both expla-
nations and recommendations primarily for female entrepreneurs, and

secondarily for equity investors and other entrepreneurial partners.

The Plan for this Book

This book provides a look at the financing gap that apparently keeps
qualified women-led firms seeking growth capital from getting the
money they need. In it, we set out to discover precisely what the critical
perceptions about women and their entrepreneurial leadership qualifica-
tions are. We look at what is and is not true—both generally and specifi-
cally—and we make recommendations about how women entrepreneurs
can overcome these hurdles. We investigate the strategic choices that
women entrepreneurs make to determine the impact of these choices on

scalability and growth potential. Finally, we examine how well women
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are connected to key resource providers—how they get heard and seen

and how credible they are with those decision makers.

In Chapter 2, we begin with a discussion of the pathways to
growth, showing that not all women aspire to grow, and detailing the
challenges encountered in this process. We discuss the nature of the
personal and strategic hurdles growth oriented women encounter and
explore the reasons why these exist. In Chapter 3 we present an over-
view of the process of financing growth and the alternatives available.
The range of aspirations and commitment to growth are covered in
Chapter 4, and the influences of human capital components are consid-
ered in Chapter 5. Chapter 6 explores the financial savvy and risk pro-
pensity of women. The effects of strategic choice of industry sector and
business potential on growth are discussed in Chapter 7. Chapter 8 pre-
sents a discussion of networks and social capital, and Chapter 9 exam-
ines how women build powerful management teams. Chapter 10
investigates the network connections (and disconnections) that women
have with venture capitalists and offer suggestions about why there are
gaps and how those can be closed. We conclude with a look at the

future for women and growth ventures.

By identifying hurdles and suggesting strategies for overcoming
these, we hope to contribute to new wealth and reward for all the play-
ers. However, our work goes much further than this. In our study of
women entrepreneurs and their quest for growth capital, we learned
that the obstacles confronting women in their quest for growth are per-
vasive throughout our society. The widely held beliefs about women,
their businesses, and ability to create weath influence decision making
in corporate, non profit, and entrepreneurial settings. A better under-
standing of what the hurdles are and what misconceptions they include
can provide guidance to women in any profession. It is important to
note that this study is directed at the financing strategies of women
entrepreneurs in the United States, but our research extends to other
countries, where we consistently found the challenges to be even

greater and the persistence of these beliefs might be even stronger.
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WOMEN
ENTREPRENEURS:
PATHWAYS AND
CHALLENGES

Chances are that you, your mother, your best friend, or the woman next
door is an entrepreneur. In fact, one out of every 11 women in the
United States is an entrepreneur with a 50% or greater ownership

stake,' and the number is rising at a rapid rate.

More than 550,000 entrepreneurs start new ventures every year.
Moving from a good idea to the creation of a real enterprise is a major
accomplishment. Nurturing the young organization through its infancy
is exhilarating, but managing continuing growth and sustaining a high
level of engagement require constant attention and unwavering dedica-
tion. If you plan to grow a large-scale business, you need a clear strat-
egy, a sound management team, great execution skills, persistence, and
money. As we noted in Chapter 1, the rate and trajectory of growth var-
ies dramatically from one business to another. Some enterprises reach
capacity quickly and stabilize, others grow slowly and incrementally,

whereas still others grow at lightning speed. These variations in the
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rate and size of business growth are influenced by three major factors:
the entrepreneur (aspirations, goals, and capabilities), strategic choice
(industry and venture concept), and the resources available. Of course,
all of these must fit together with the right synergy for success to be a
possibility.

The Entrepreneur

Aspirations and Goals

Entrepreneurs begin with a set of personal aspirations and ambitions
that are then translated into their visions of success for the business
venture. These motivations for starting a business vary widely. For
instance, some entrepreneurs start a business because they want to
work independently, make key business decisions, and take control of
their work lives. Still other entrepreneurs are focused on creating a par-
ticular work environment. Some are driven by the need to solve a par-
ticular business or social problem, or to translate an innovative
technology into a commercial product. Some do not place a high value
on monetary returns as long as the business yields sufficient income to
support their families. Others want to build large organizations and
claim the financial rewards that come with leading such an entity.
Some define success as building and leading a high-growth, high-value
venture, whereas still others envision a lifestyle business that provides

steady income, predictable hours, and a satisfying environment.

The personal motives for starting a new venture have a direct bear-
ing on the choice of business and its growth and profitability goals. For
instance, if you are a horticulturist having personal goals of beauty cre-
ation and personal expression, and your financial goals are focused on
providing a good family income, you might start a landscaping busi-
ness that specializes in waterscapes and fountains. If, on the other
hand, you developed a patented technology that enhances plant growth

or disease resistance your business goals will be to run a rapidly grow-
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ing venture that can bring the product to market, support its widespread
distribution, and reward you and your investors for the efforts and risks
undertaken.

Personal motivation and business growth goals are also closely
related. Those with big dreams of making the Inc. 500 or the Forbes
400 see themselves as leading a global company. To achieve that end,
they are likely to pursue a fast-paced growth strategy with every inten-
tion of building a big business. Those with more modest dreams might
choose incremental growth—a path that is less frenetic for the entre-

preneur and poses less risk to the business.

Capabilities

In addition to their personal goals and aspirations, entrepreneurs start
with a set of personal aptitudes and attitudes, and then add skills
learned through formal education and on-the-job experience. This
combination of natural talent and learned skills comprises human capi-
tal. Each entrepreneur has a unique bundle of this human capital. Some
have high energy, clear focus, and an optimistic point of view. Many
have a college education, and others bring advanced professional
degrees to their ventures. Still others gain valuable expertise through
specialized training. Most learn through directly related industry expe-
rience. The package of capabilities that the entrepreneur (or her entre-
preneurial team) brings to the table provides the foundation of the new
venture.” These capabilities might include functional expertise in mar-
keting, accounting, and operations, as well as skills in fund-raising,
people management, and negotiation. The combination of relevant
business talents, skills, and experience that you and your team repre-
sent can make a significant difference in how the business grows.

Of course, to have any significant value, the capabilities must be
well matched to the needs of the business. (Entrepreneurs can and do
start businesses in industries in which they are not experienced, but this

increases the risk and limits ability to raise capital.) If you have a
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decade of marketing and sales experience in the fast-food industry, but
you want to start a construction business, then all your industry-spe-
cific experience will be irrelevant to this new venture. If you have spent
years in audit accounting working with books and numbers, then
choose to launch a temporary personnel business, you might lack the
requisite skills in human resource management for such a venture.
There are several ways to assure that you have the full complement of
skills: Gain experience in your industry of choice and consider starting
a new venture with one or more partners whose experience comple-
ments yours. If growth is your goal, the composite of human capital

possessed by the team needs to be strong and relevant to the business.

Strategic Choices

The Venture Concept

The venture concept is what your business does, how it delivers value
to customers and clients. It starts from an idea—“Wouldn’t it be great
if I could solve the problem of...” —followed by the next logical
step—“That could happen if....” When you take your thinking to the
next level and come to the conclusion, “I could make that happen by
organizing a business that supplies...” you are zeroing in on the actual
business concept. The solution to the problem that your new venture

delivers will define the activities of the organization.

Sustainability is largely dependent on what is unique about your
business concept. Do you have a distinct competitive advantage over
potential competitors because you have a patent, a secret recipe, the
prime location, or close connections to key customers and suppliers? If
you do not have some way of distinguishing your business from other
players in the marketplace, it will be very difficult to survive, let alone

grow and prosper.

Some companies are based on innovative technologies. Ama-

zon.com is a retailer that took advantage of the Internet platform to
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reach very large markets. It holds relatively little inventory and has
orders dispatched directly from the supplier to the end user. Although a
local boutique selling “wearable art” is also a retailer, it stands in stark
contrast to Amazon.com. Its growth is constrained by both its unique

product (limited supply) and its local distribution.

There are several key decisions about your concept that will deter-
mine your business’s potential for growth. Is it a potentially big idea?
How large is the demand for the product or service? Is your approach
innovative? Is it scalable? Can it be delivered in larger and larger quan-
tities without increasing the complexity and costs at the same rate?
Will you continue to be able to satisfy growing numbers of clients or
customers without reducing the quality or service levels? Can your
concept withstand competition well? Strong competitors or available
substitutes can put enormous pressures on a young company in terms
of price, quality, and service differentiation. What other limiting fac-
tors do you foresee? An innovative business with strong demand, sup-
ply, and delivery capability has a better chance at growth than one
without these characteristics.

Industry

Potential for business growth is also directly influenced by choice of
industry. It is important to look beyond your own business concept and
identify what is going on in your industry sector. For example, when
eBay was founded, Internet shopping had just arrived and hundreds of
thousands of people were jumping on the Web to find out what was
new. eBay rode the wave of Internet success—riding the tide of the
underlying sectoral growth. Of course, it became a winner by differen-
tiating itself and offering an innovative service. Its auction-based for-
mat made it a facilitator of retail transactions rather than actually being
a retailer. As its user base increased, its value to all users increased
exponentially. Hence the growth of the Internet sector contributed to

the ability of eBay to acquire resources and grow.
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Resources

Whatever your business vision, you will need the resources to realize
it. Resources provide the fuel to convert business concept to reality.
They make it possible to translate an idea into tangible goods and ser-
vices and to deliver them to the marketplace. Resources include the
entrepreneur’s personal reserves of human, financial, and social capi-
tal. The financial capital —money from self, family, and friends; credit
from vendors, banks, commercial lending organizations, and private
individuals; and equity investments from angels or venture capital-
ists—often provides the means to engage additional human, physical,
and technological resources. The entrepreneur’s social capital—her
network of personal and business contacts—provides the currency that
enables her to reach and engage key resource partners.

It is not only who you know, but also who recognizes and values
you. The people with whom you interact are all important contacts
when it comes to assembling the critical resources for the business.
Your network of contacts together with your skills and expertise help
you acquire and develop the human, physical, financial, and technolog-
ical resources necessary for the developing organization.

When Donna Dubinsky and Jeff Hawkins started Hand-
spring to create a new generation of personal hand-held
computing devices, the two had a wealth of technology
experience in a not new industry. Because they had been
very successful with Palm Computing, a company they
had founded six years earlier, they had well-established
contacts with suppliers, manufacturers, distributors, and
investors. They also had substantial personal wealth that
they could use to fund the business. They invested their
own capital in the initial research, development, and busi-
ness planning stages, but soon sought outside financial
resources to build the business.’ They used their contacts
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with key technology investors and leveraged prior relation-
ships to make deals with suppliers, identify potential man-
agement team members, and develop distribution
channels. In other words, they used their starting bundles
of human and social resources to acquire all the other
resources they needed to build the venture.

At Handspring, personal capabilities and strong network connec-
tions were the starting points in building the inventory of resources
needed to start and build a business. Their personal resources were used
to develop the venture concept and acquire more resources. Unlike
Handspring, most new businesses are launched on a shoestring. Facili-
ties are bare bones, computers might be leased, and employees might be
working at below-market rates. In the end, entrepreneurs must find a
way to add those resources that are critical to the business. For example,
a software company needs computers, technical equipment, and skilled
programmers. A snack chip business needs a large warehouse and
equipment that can bake, flavor, and package the chips. No matter what

the business, it will need specific resources to move forward.

Figure 2.1 graphically shows the relationship among the entrepreneur,
strategic choices (venture concept and industry), resources, and growth.

Venture
Concept
business potential

Individual
goals, capabilities,
aspirations, commitment

Resources
financial, social, organizational,
technology resources

Sector potential

FIGURE 2.1 Factors influencing growth.
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Certainly some entrepreneurs have more ‘“choice” in their
approach to growth. For example, if you have substantial cash reserves,
a Ph.D. in engineering, or experience in start-up, you already have sub-
stantial resources and you might be able to attract many more, so your
big dreams might be within your grasp. On the other hand, if you have
less experience, lack substantial personal start-up cash, or face high
industry barriers (e.g., regulatory requirements or a labor shortage),
you will have to take a very strategic approach to resource acquisition.
Given a concept with its associated business and sector potential, the
combination of your personal goals and individual capabilities, along
with the resources you acquire and develop, will suggest your path-
ways to growth.

Hurdles to Overcome

No matter which strategy you choose, seldom does an entrepreneur
have everything it takes for a smooth, uneventful launch. There are
always challenges no matter what growth pathway you follow.

For instance, when Lisa Sharples and her husband CIliff
and their friend Jamie O’Neill quit their jobs at Trilogy
software to start Gardening.com, they were armed with
technical expertise and education.* But, they were not gar-
deners and they possessed little knowledge of the $40 bil-
lion industry. So the team set up focus groups, did
interviews with suppliers, and learned about the variety of
seeds and plants, as well as the nature of customers.

Richard Worth, founder and CEO of Frookies, which
makes cookies sweetened from fruit juice rather than sugar
faced a different challenge. He was unable to get shelf
space in a market dominated by big players. Even though
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he had a great product, unless he could gain assess to cus-
tomers, the business would not survive.’

But, as any entrepreneur will tell you, growing a venture is even
more challenging. Everyone has a story about how she went to several
banks to get a loan, how she couldn’t find a skilled employee, or how
she faced delays in getting registrations or permits. Others recount dif-
ficulties in getting access to distributors, learning informal rules of an
industry, or just plain finding sources of money. Growing swiftly or
slowly might make a difference in the point at which you reach the hur-
dle, or how high it is, but chances are if you are growing your business,

you’ll encounter these challenges.

Our research identified seven major hurdles that are to related to
the entrepreneur, strategic choices, and resources available. Getting

past these hurdles is essential if you plan to claim success.

Motives, Aspirations, and Commitment

The challenge of managing a business requires a significant commitment
of time and energy. It is often easy to know the time and personal commit-
ment required when you take a job with an existing organization, but when
a venture is newly founded, it is very hard to anticipate how much effort
will be needed. First-time entrepreneurs can be surprised by the hours of
work and effort needed to launch and grow a business. At the same time, a
misfit between your personal aspirations and the commitment required can
interfere with the growth of the venture. Do you have a clear idea of your
motives for entrepreneurship? Do your aspirations match your commit-

ment and the growth needs of the new venture?

Human Capital

Human capital includes the full range of personal attributes, skills, and
experience of the entrepreneur. This is the single most important factor

relating to venture success, and there must be a fit between your back-



26  CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

ground and the venture. Even though you might have experience and
education that is related to the type of business, activities, or the industry,
there is always a learning curve for the entrepreneur in transferring these
skills to a new business and growing it. Some skills will transfer and
some will not. Some skills are right for start-up, and others are right for
growth. Do you have the right combination of experience, capabilities,
and expertise to grow your venture? If not, can you develop the required

experience? Can you find a partner or partners with the right experience?

Financial Knowledge and Business Savvy

Financial savvy and money management skills are necessary for grow-
ing any business because these enterprises are typically cash poor and
must conserve cash to survive. There is a big difference between work-
ing in a business that has established financial practices and policies
and creating these. Even entrepreneurs experienced in accounting and
finance encounter difficulties when setting up or expanding financial
systems, making budgeting or investment decisions, and negotiating
transactions. Do you have the right financial and money management
skills to grow your venture? If not, how can you either develop these or

find a reliable partner to provide them?

Growth Orientation and Strategies

The initial choice of venture concept, business sector, and industry
influence the growth options. The nature of the product or service and
the extent to which it is novel, new, simple, or localized influence the
possibilities for growth. Whether the industry is expanding rapidly
with minimal competition, or is mature and highly competitive, affects
choices for how to grow. Have you chosen a concept that provides
room for growth? Given your choice, what is the best strategy to
achieve that growth? Does the strategy you have chosen fit with both

the marketplace and your personal skill sets?
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Social Capital and Social Networks

Access to networks of contacts leading to money and business finance
is critical for any business. When entrepreneurs grow businesses, they
make use of contacts from organizations, social relationships, or mem-
bership groups. These networks and relationships are the keys to gain-
ing information, finding employees, and often getting money.
Developing these relationships and finding the right contacts for the
business can take time and can be difficult. Do you have the right mix
of contacts to attract financial resources, employees, and other resource
providers to expand your business? If not, what steps do you need to
take to build the social network you need? How will you start and how
long will it take? What contacts do you already have that can help you
build the network connections you need?

Building a Management Team

Identifying and building a qualified management team and keeping that
team motivated through the tough times are among the hardest, yet
most important jobs of the entrepreneur. Although a business can be
started by an individual, if it is to grow in any way, it will eventually
need people to fill the various functional roles of marketing, finance,
operations, strategy, and human resource management. For a fast-
growing company, an experienced management team needs to be
brought together early in the process. Finding qualified team members
can be a significant challenge. Do you have a strategy for building a top

management team?

Funding Connections

Money, capital, and deal making are not very well understood by most
entrepreneurs. Identifying sources of funding, getting into the network,
and persuading people to fund your business is a significant challenge.

Is equity capital (angel or venture capital) appropriate for your firm?
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You might have thought about these questions before. Having the
right answers and the ability to deliver on them are major challenges
for all entrepreneurs. These challenges are the hurdles entrepreneurs
face in their race for success. Somehow, though, the hurdles are higher
for women. Women have to work harder, race faster, and persist longer
in their efforts to grow a large-scale business. Where do these higher

hurdles come from?

Higher Hurdles for Women

We believe it comes down to a collision of beliefs about entrepreneurs
in general and specific perceptions and expectations about women’s
roles and capabilities. Entrepreneurs are portrayed as risk-taking, inde-
pendent, aggressive, highly innovative, and financially motivated
heroes of industry. Even though little research supports this heroic ste-
reotype, these qualities are rooted in stories about successful male
entrepreneurs, from which popular stereotypes have arisen.® This char-
acterization is pervasive in movies, the media, and even stories about
success. Our American culture celebrates the innovative individual risk
taker who creates a fabulous new product, sells it widely, and accumu-

lates enormous wealth.

For example, if you ask any group of people to name an entrepre-
neur, chances are Paul Allen, Michael Dell, or Sam Walton will be
among the first names mentioned. Of course, the reality is that these
individuals would not have succeeded without a team of managers,
persistent hard work, commitment, high aspirations, and careful acqui-
sition and management of resources. However, for most, believing in

the image of the flamboyant heroic entrepreneur is easier.

If you press, asking why they didn’t think of any women entrepre-
neurs, you will probably get answers like, “Women don’t have the
‘qualities’ necessary to be a successful, fast-growing entrepreneur.” Or
people likely will offer other seemingly reasonable explanations that

women “are risky investments,” they are “less ambitious,” or they
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“don’t have experience and the financial savvy.” Others might say,
"Women should stay home and take care of their children,” suggesting
a different expectation for women’s roles in the household and entre-
preneurship than for men. These perceptions might not be explicitly
articulated, visible, or even true, but they are obstacles to gaining
resources and growth. There is a contradiction in perceptions about the
expectations for women’s roles and beliefs about successful entrepre-

neurs. Take for instance the story of Mary Anne Baxter.

Mary Anne Baxter owned a snack food company, produc-
ing cereals, dried fruit products, and granola bars.” Her
products were 100% organic, vitamin-enhanced, and
included a range of healthy new ingredients (kashi, soy,
barley, and herbs). She distributed her products in top-line
gourmet markets, and sold by mail order through her Web
page. Prior to founding her business, she was an elemen-
tary school teacher in a suburb of Philadelphia. When her
children were 8 and 12 she decided it was time to do some-
thing different. After taking several entrepreneurship
courses and workshops and seeking the advice of accoun-
tants, lawyers, and a local university professor, she
launched her business. The manufacture of her products
was subcontracted, but she organized all the advertising,
packaging, distribution, product development, and testing
operations, in-house, working with a paid staff of fifteen.
One of her employees was a home economist and nutrition
specialist who developed products and tested recipes. Five
years later, she had $1 million in sales and the business
showed a 19% gross profit. She decided to step up the
growth of the thriving venture. After researching venture
capital firms on the Web, she mailed her business plan to
20 different venture capital firms that specialized in foods.
A month later, she had no replies, so she followed up with



30 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

phone calls. Only one venture capitalist agreed to meet
with her, but, because he was leaving town, he asked that
she join him in his limo to the airport.

Joe Smith started the conversation with a very simple
request: “So dear, tell me about this little business of
yours.” She gave him samples, which he tasted and liked,
and then she proceeded with her pitch, consisting of pro-
fessional overhead transparencies enclosed in a binder.
Smith asked a few questions: “How is it you are running a
business with just an elementary education degree? Who
keeps the books, you or your husband?” and “Who baby-
sits for your children?” Baxter was surprised by the ques-
tions but answered them carefully as the limo motored
toward the airport. When they arrived, Smith said,
“Thanks for the snacks, good luck with your business,
dear.” And that was all she heard from Joe Smith. (The
characters, business, and certain facts are disguised but the
story is true.)

In this story, it’s apparent that Joe Smith held certain strong pre-
conceptions about Baxter, and had certain expectations for how she or
a woman with a family should behave. At the same time, he underesti-
mated her capabilities, which influenced his evaluation and ultimate
decision. Smith’s questions reflect some of the perceptions or misper-
ceptions women entrepreneurs might encounter. The effect of these
expectations increases the height of the bar women must leap to be
successful. For instance, Baxter would have to work harder to convince
Joe Smith she was financially savvy, even though she had already
started and grown a $1 million business. Where do these perceptions
and expectations come from? They are embedded in the history of

entrepreneurship and women’s roles in society.
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Why Are the Hurdles Higher?

Throughout economic history, government statistics, books, research,
and media attention focused primarily on men. Names like John D.
Rockefeller, Henry Ford, and Bill Gates capture the spirit of entrepre-
neurship in the United States and help define the characteristics that are
associated with potential success: risk taking, independence, and ratio-
nal and instrumental pursuit of economic opportunities.® Until the early
1990s, what we knew about venture creation came purely from our
knowledge of the experiences of male entrepreneurs and their busi-
nesses.” Not surprisingly, the characteristics and expected behaviors

for entrepreneurs were “male” in nature.

At the same time, women historically were socialized to pursue
careers such as teaching, retailing, or service provision, rather than
independent entrepreneurship. This led to women’s greater participa-
tion in some economic sectors such as health care, education, and
retailing, rather than finance, manufacturing, and technology. The

result was occupational segregation and wage disparity by gender.

For example, even today more than 90% of billing clerks, book-
keepers, audit clerks, dental hygienists, and secretaries are female.
More than 90% of all airline pilots, electricians, mechanical engineers,
construction employees, and plumbers are male.'” Coincident with
these occupational facts, family and cultural norms and traditional
female role expectations still reinforce the perception that women are

ill suited for enterprise creation and development.

Gender perceptions are formed early in life. Studies show that
most people have clear views on female or male leadership styles,
skills, and abilities. These perceptions are rooted in the social and envi-
ronmental messages children receive as they grow up. Parents, teach-
ers, peers, family friends, media, textbooks, and institutions influence
how we act, communicate, think, and learn. Children carry these mes-
sages, and what they learn from their own observations and experi-

ences, into their workplaces.!! This often leads to stereotypes and
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expectations about how women and men should act, what roles they
should assume, and how they should perform.!? These perceptions can
be held by either men or women.

There are two approaches to how stereotypes develop: One sug-
gests that they are biologically based and the other addresses social
construction or cognitive behavior. Although there is no agreement on
which approach is most influential, it is likely that both have some
effect on the development of gender perceptions. Biological views fol-
low Darwin’s theory of natural selection, and argue that characteristics
and behaviors are the result of biological differences. Referred to as
sociobiology,"? this argument focuses on biological factors such as hor-
mones, physical attributes, the reproductive system, and brain func-
tionality to explain sex differences in behavior. Some argue the
connector between the left and right hemispheres is larger in men than
women, which causes them to be left-brain dominant, whereas women
use both sides equally.'* Because this connector is thought to influence
behaviors, a dominant left brain results in more logical, rational, and
linear approaches, whereas a dominant right brain is related to artistic,

intuitive, and emotional behavior.

An alternative view argues that cognitive factors influence gender
perceptions, and that these are socially constructed. This theory
assumes that a child is influenced by cultural forces that shape behavior
based on an individual’s sex. In this view, gender stereotypes are
socially constructed. For instance, how parents describe behavior, cloth-
ing, or toys as male or female can elicit certain types of stereotypical
perceptions and behavior. If a parent says to a young boy, “You can’t do
the dishes, this is a girl’s job,” or to a young girl, “You can’t do carpen-
try, this is boy’s work,” that child will see certain household tasks as
being feminine or masculine. Gender roles are generated through an

ongoing process of teaching and modeling what children learn.'

Perceptions about women in general, and women entrepreneurs in
particular, are derived from five major sources: parents, peers, educa-

tion, media, and work experience.!® The differential affects of these
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five factors have led to socially constructed perceptions and expecta-
tions held by both men and women that effectively raise the bar for

women in their race for success.!’

Parents

Parents have a strong impact on gender roles through what they say
and the examples they set. In particular, they influence the appropriate-
ness of certain careers and business opportunities. If parents infer that
boys are better at managing money, negotiating, or taking chances, and
girls are better off being compliant, nurturing, and domestic, these
inferences might suggest traditional gender roles. Over time, boys will
feel more capable with money, negotiation, and risk taking, and girls
will feel less capable in these areas. In some families, the mother stays
at home, cares for the family, and carries out homemaker duties. In
other families, the father might assume a greater responsibility for the
family and children. However, even in two-parent households, when
both parents work, the mother generally takes on the responsibility for
child care, cleaning, and arranging for housekeeping, whereas the

father is more likely to fix or build.'®

Think about your own childhood. Did your parents have clearly
defined household roles? Were girls the cooks and household caretak-
ers, and boys worked outside, did home repairs, and painted? The
extent to which traditional work and household roles are reinforced has
an impact on how men and women perceive their career opportunities

and the possibilities for entrepreneurship or growing a venture.

Peers

Social networks develop at an early age. Over time, frequency of inter-
actions can lead to mutuality and trust. The friendships that evolve
between boys and girls are influenced by social context, activities, and

school norms. For example, activities such as competitive sports teach
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competition, develop loyalty toward an organization, and build rela-
tionships through their team play. Girls’ friendships are more conversa-
tion based, with thoughts and feelings, whereas for boys, friendships
are more activity based. When relationships are gender segregated,
girls and boys are less likely to reach out and build networks with the
other sex. Alternatively, boys’ networks tend to be more transactional,
ordered, status oriented, and competitive, whereas for girls they are
more affinitive, inclusive, and communication based.!” When early
social networks are sex segregated, women might later encounter diffi-
culties in understanding the language, ground rules for, and values in

business networks.

In the business world, effective utilization of personal networks is
important to gaining information, access to capital, and access to tech-
nology. Therefore it is important to be able to establish ties across
diverse networks.? Young boys and girls who had predominantly sin-
gle-sex network relationships might have difficulty building cross-sex
relationships. Perceptions about the expectations and goals of such
relationships might be gendered depending on their early social experi-
ences. For example, for the young boy whose network was based on
years of hockey, gamesmanship, competition, and winning would be
salient. Similarly, for the young girl whose network was based on the
orchestra or glee club, affiliation, congruence, and cooperation would
be more important. Thus, early experiences in peer networks and rela-
tionships influence later participation in formal and informal networks,
as well as set up expectations for who participates, how they communi-

cate, and norms for behaviors.

Education

Most of our younger years are spent in school. Our ultimate career
choices and approaches are heavily influenced by teacher—student
interactions and the content of classes. Similarly, the content of text-

books has an impact on perceptions of success, as does the incidence
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of either male or female role models in textbooks or class examples. In
the classroom setting, the extent to which boys and girls are encour-
aged to participate in class discussions also has important conse-
quences. Boys generally receive more consistent responses to their
work, such as praise and encouragement, yet they break the rules, and
interrupt more often even if they don’t know the answer. On the other
hand, girls receive less praise and might be less likely to raise their
hands unless they know the answer. The encouragement or lack of
encouragement can be a subtle barrier for young girls in pursuing

math- or science-related topics.

The extent to which girls are encouraged to study math, science, or
engineering as careers is also important. When girls are discouraged
from these areas, they are less confident about pursuit of studies,
careers, and jobs. If science textbooks feature only male inventors and
scientists in the pictures and stories, the perception is created that only
boys can be scientists, and successful female role models are missing.?!
Although these educational influences are increasingly gender neutral,
with regards to encouragement for women to study law, business, and
medicine, girls are still less often encouraged to study hard sciences
such as physics or engineering. In sum, our educational experiences
directly influence the expectations for qualifications of entrepreneurs,
and the types of skills they should bring to their ventures.

Media

The constant and compelling presence of the media influences our per-
ceptions about successful entrepreneurs and role models. From early
childhood, games, television programs, movies, newspapers, and mag-
azines influence what and how we think about careers. If we consider
that the average child watches 22 hours of television a week, the roles
and activities of women in advertising, movies, and weekly programs
has a significant influence on their perceptions.?” The extent to which

women are in positions of decision making, have professional occupa-
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tions, and manage equally with their male counterparts influences both
boys and girls in terms of their aspirations and views of what is accept-
able or not for a career or boss. Similarly, if you flip through the aver-
age business magazine, it’s a good bet that less than 20% of the
pictures and stories feature women managers, executives, or entrepre-
neurs. The same is true for media and academic articles—in the 1990s,
women were featured in less than 10% of all these.?® The influence of
the media affects the way women are perceived and expectations for

their success in business.

Work Experience

Work experiences of both men and women influence perceptions of
gender roles. Work rules that are inflexible, including norms for hours
worked per day, amount of notice for travel trips, expected number of
travel days per year, and international relocation might more often be
associated with traditional male-developed company cultures. This
type of experience can influence a man’s expectations for how women-
led businesses should be structured and operate. Some women working
in an environment where expectations are for 16-hour days or 230 days
of travel per year might feel unsuited for these settings. Further, the
extent to which a company has a critical mass of women in manage-
ment positions impacts the culture, policies, and values of the work
environment, and of course the work experience that women and men

take into business or entrepreneurship.

When it comes to women in leadership positions, women are less
often in positions of authority. Today few women hold senior executive
positions in Fortune 500 companies. For this reason, men might not
work in companies where they see women in charge, making deci-
sions, or leading the organization. This can create the perception that
women are less capable of leading a fast-growth company, building a
management team, or growing the venture. The work experience and

type of company culture from which men and women move to either
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venture capital investing or entrepreneurship has a major impact on

their expectations and perceptions for venture-funded businesses.

From these five general factors—parents, peers, education, media,
and work experience—conflicting expectations for women and their
roles emerges. More often than not, women are socialized to pursue
education and careers that are less financially oriented, to have lower
aspirations, seek lower level jobs, or create businesses in service sec-
tors. In addition, expectations for a primary role in family responsibili-
ties continue. By contrast, the behaviors associated with successful
entrepreneurship are encouraged in men, and celebrated by the media.
The expectations for entrepreneurial success can be opposite the quali-
ties and behaviors associated with women, which creates a contradic-

tion when we think about women leading growing ventures.

Winning the Race for Success

The persistence of these perceptions and expectations about entrepre-
neurial success and women’s roles raises the bar women must clear in
their race for growth. Higher hurdles slow women’s ability to develop
products, inhibit their chances of hiring capable employees, and limit
money invested in a business. They affect the ability of women to inno-
vate and expand a venture, and cause women to work harder and longer
to locate, gain a meeting with, or convince investors, lawyers, or
accountants that their business has high potential. Importantly, it also
means investors might be missing good opportunities for investment,
and that unique business ideas might not be rapidly and widely dif-
fused. By knowing more about the hurdles, women entrepreneurs can
take stock of their situation and craft a better strategy to clear them in

their race for success.

The rest of this book should help growth-oriented women entre-
preneurs specifically, and women in business generally, realize their

full potential by understanding and dealing with the hurdles encoun-
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tered. The next chapter focuses on resource acquisition. It tells the
story of two women entrepreneurs starting an innovative growth ven-
ture. It explains their start-up process, early financing activities, and
quest for money. This sets the stage for a deeper exploration of the hur-
dles. In each chapter, we provide examples of one major hurdle and
explain why the bar is higher. We include stories and lessons from
women entrepreneurs, and offer specific steps women can take to get

over the bar, improving their chances of success in growing a venture.
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FUNDING SOURCES
FOR BUSINESSES
ON THE “GROW”

There are many ways to fund a young and growing business. You know
many of them, but there are some rather ingenious alternatives that cre-
ative entrepreneurs have used. In this chapter, we provide a brief over-
view of informal sources of capital (self, family, friends, suppliers, and
customers). We also consider private and commercial debt and equity
investments, whether by angel investors or venture capitalists. Private
equity is a very important source of capital for those entrepreneurs who
have great expectations—not because of the number of enterprises it
supports (less than 1% of all start-ups get venture capital)—but
because it is such a powerful force driving the growth of the largest and

most successful ventures.

Robin Chase and Antje Danielson’s search for resources to fund
their new Zipcar start-up illustrates how to launch a business on a shoe-

string and then how to attract and engage equity investors.!

41
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Robin Chase and Antje Danielson met on the playground
of a Cambridge elementary school. Both were parents of
kindergartners. They were also well-trained professionals
with dreams of building businesses of their own. Chase, a
mother of three, had forged a successful career in consult-
ing, financial services, and publishing after completing her
MBA at the Massachusetts Institute of Technology (MIT).
Danielson, a Ph.D. trained in Germany and employed at
Harvard University, was married to a doctoral student and
was the mother of one son.

Their friendship grew as the two women discussed possi-
bilities for new ventures they might start. Danielson had
seen a car-sharing concept in Europe that she thought had
great potential in the U.S. market. Robin Chase agreed
and, in September 1999, she began doing research and
writing a business plan for a Boston-based version of the
concept. Over a year passed from their first discussions to
the closing of the first round of financing. During that
time, the two founders talked to friends, advisors, business
mentors, angel investor groups, and venture capitalists
about Zipcar, refined the concept and gathered the
resources they needed to build the business. They con-
tracted with technical consultants to develop the operating
and billing technology.

The two launched the company with “sweat equity” (their
own investment of hard work and personal funds). They
worked out of their own homes, took no salaries, and kept
full-time staff to a minimum by outsourcing work to consult-
ants, co-opted free services, then cobbled together a series of
loans from friends using a bridge note that would convert to
equity at the Series A price with an interest premium. They
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leased the cars for their fleet, thereby minimizing the up-front

investment they had to make in the business.

They eventually tapped out their own funds and exhausted
the resources available from their closest contacts. The com-
pany was not a likely candidate for bank debt because it
owned few tangible assets that could serve as collateral. The
founders were well aware that their business venture would
be unlikely to reach its full potential without a substantial
equity investment. Consequently, Robin Chase devoted as
much time and energy to raising capital as she did to build-
ing the new business organization, finding customers, and
setting up operation during the first year. She minimized
capital commitments and took on personal debt to ensure

the company’s operation during the fund-raising process.

Chase and Danielson were typical entrepreneurs in many ways.
They shared a burning desire to create a business of their own. Each
had independently investigated several business ideas and, if she found
that a proposal was not sufficiently promising, rejected it. When the
two women came on a concept that made sense to both of them, they
went into action. They were aggressive and creative in building the
Zipcar business organization with very limited resources. They called
on experts in their own network for free advice and assistance and fol-
lowed up on every lead. They asked friends and relatives to supply ser-
vices and didn’t hesitate to follow up with a request for business loans
as well. A former classmate of Chase’s provided the first large invest-
ment ($50,000) in the form of a loan.

Where Chase and Danielson definitely differed from most entre-
preneurs was in their decision to grow the business rapidly and to fund

that growth with angel investments and venture capital.
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Robin Chase and Antje Danielson brought significant per-
sonal resources to their new venture that enabled them to
get the business started on their own. In addition to their
vision, their energy and commitment, and their financial
contributions, they brought advanced degrees, professional
work experience, some industry knowledge, and important
network contacts within the Boston business community.
Chase had established a strong reputation as a business
manager that provided the team with credibility and con-
tacts. Danielson was an academic, but her expertise in
energy conservation and her research relationship with
Ford Motor Company translated to strong credibility
within the context of the automotive industry. The pair
divided the tasks of start-up along the lines of their respec-
tive expertise. Chase refined the business concept,
researched the market, and wrote the plan, and Danielson
focused on building relationships in the car industry.

Money and the Start-Up Process

The vast majority of businesses in the United States are launched on
the founder’s own dime. Entrepreneurs draw on their personal savings
and provide lots of free labor to get the ball rolling. These early invest-
ments are frequently used to conduct research, lease space and office
equipment, create brochures and buy ads, stock inventory, or hire
employees. In a 2002 survey of women business owners, 55% reported
that they needed less than $25,000 to start up their businesses and only
6.5% reported needing more than $100,000.>

When personal accounts are exhausted, most entrepreneurs con-
tinue to build their ventures by using credit card debt. They also turn to
family and friends seeking gifts, loans, and investments. Sometimes

these exchanges are treated as “arm’s length” transactions, with the
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entrepreneur and the investor or creditor drawing up documents that
call for repayment on specified terms. If it is an investment rather than
a loan, the documents might represent the transfer of some portion of
the ownership of the business. The fact that these businesses started
with limited resources does not mean that they do not have great poten-
tial. Of the entrepreneurs who were included in the 2003 Inc. 500,
61% reported that they started their businesses with less than $50,000.
At the close of 2002, these 500 private companies had aggregate reve-
nue of $14.4 billion, with the median company revenue reported at
$10.8 million.

When a new business begins to gain momentum, it might also gen-
erate excess cash. Many entrepreneurs depend on these internally gen-
erated funds as the primary source of investment capital for continued
growth. Although you could argue that this is the most prudent way to
operate, taking this conservative approach poses its own set of risks. A
slow growth strategy could give competitors an opportunity to estab-
lish brand leadership or claim the best locations. It could cost the com-

pany its best chance at success.

If more cash is required than either the founders or the business
can generate, entrepreneurs often seek debt financing. When we speak
about debt, you might think immediately of banks, but there are several
less formal sources of debt capital. For example, you could stretch out
the time you take to pay creditors, thereby making your suppliers a
source of short-term financing. Or you might organize a business in
which customers pay in advance. Magazine subscriptions, club dues,
retainers for personal services, and deposits for custom orders are all
examples of how you can get money from customers before you have

to deliver anything.

Banks and other lending institutions are important sources of debt
capital. In a recent survey of 607 independent business owners, 37% of
the men and 33% of the women reported that they had sought bank
financing within the last 12 months.* Of course, banks expect the loan

applicant to provide collateral, sign personal guarantees, or show
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FIGURE 3.1 Sources of capital. Adapted from Inc., October 2002.

strong evidence of positive cash flow over time. These requirements
make it very difficult for early-stage ventures (especially those with no
hard assets) to use conventional bank debt. However, once the business
has an established track record with a reasonably secure and predict-
able source of revenues, commercial bank debt is an option. Figure 3.1
illustrates the primary sources of start-up capital as reported by entre-
preneurs in 2002.°

Growth Capital versus Start-Up Funds

A Strategic Approach

All financing decisions are really strategic choices. The choices about
where, when, and how much money to raise are based not only on the
needs of the business, but also on the entrepreneur’s attitudes toward
ownership, control, and risk. Whatever the reasons behind them, they
are strategic decisions that affect the size of the business and the time it
takes to reach profitability.

Almost all new businesses—whether ultimately large or small—
start out self-funded. For example, like Chase and Danielson, founding

teams usually put up all the seed capital, invest their own labor, and
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take on personal debt (credit card, home equity loans, or informal or
formal loans from family and friends). These early investments enable
them to build the business foundation and to demonstrate the viability
of the concept and their own capabilities in executing. Although the
founders have some financial exposure, at this stage, the risk is limited
to those who are personally involved in or connected to the enterprise.

Although the majority of entrepreneurs rely on funds generated by the
business to achieve growth, as the business becomes more complex and
the financial needs increase, the founding team might find it has exhausted
its own resources. Internal funding might be insufficient to grow the busi-
ness. If that is the case, outside funding becomes an important alternative.

To go beyond the circle of investors who know and love you well
(and who often are investing in you rather than in the business itself),
you must establish concrete evidence of the business’s success and of its
potential for the future. Whether you are seeking debt or equity capital,
you need to be able to demonstrate that not only is the business concept

viable, but also that you have the managerial competence to run it.

When you have exhausted your initial capital, you might choose to
raise money from outside investors, rather than creditors. If this is an
option you want to pursue, you are most likely to be able to tap into
your own circle of friends and business associates first. Investments
from these sources are usually relatively small ($500-$10,000). How-
ever, if your business has larger capital needs, angel funding (private
investments from wealthy individuals who are not personal friends, but
are often entrepreneurs themselves) is another reasonable alternative.
Angel investments might be as low as $10,000, but are more likely to
be in the range of $50,000 to $250,000. Only a very small number of
start-ups will actually seek institutional venture capital to fund their
business growth and development and less than 10% of those are likely
to be seriously considered for investment. Early-stage venture capital
investments usually range from $500,000 to $3 million.

The decisions about where, when, and how much capital to raise

will have substantial impact on what projects a business can undertake,
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how quickly it can get products to market, how much it can advertise,
and how well it can support customers. These decisions will also deter-
mine who has a claim on the assets of the company or shares in the
ownership and governance of the business. The choice of investment
partners, the terms of the deal, and the timing of the decisions will not
only enable growth; they will also determine the flexibility and gover-
nance of the firm. The decisions are never just about the money. The

following sections cover the various financing options in more detail.

Bootstrap Financing

Building a business through the use of one’s own resources and those
generated internally by the business is referred to as bootstrapping —a
term that means picking up oneself by one’s own bootstraps. The dic-
tionary definition: “Bootstrap: to help oneself without the aid of oth-

ers; to use one’s own resources’®

In entrepreneurial ventures, bootstrapping translates to finding cre-
ative ways of getting resources for the business that free the manage-
ment team from the need to raise external funds—either from equity
investors or institutional lenders.” Some typical bootstrapping tech-

niques are shown in Table 3.1.%

TABLE 3.1 Bootstrapping Techniques

Cash Generation Cash Substitutes Cash Conservation
Use of personal credit card Bartering for goods and Withholding or reducing
services entrepreneur’s salary
Loans and investments Borrowing or leasing Hiring employees at below-
from family and friends equipment market wages
Collecting early (billing Paying late (slowing down
quickly and limiting payments to suppliers)

accounts receivable)

Reducing quality on
nonessential items; using
lower cost substitutes

Minimizing inventory
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Most bootstrap entrepreneurs reinvest cash from the business opera-
tion in the development of business systems, the expansion of the goods
and services offered, or the addition of new locations. A 1996 study of
U.S. entrepreneurs indicated that 71% of business owners used internally
generated funds to support growth, 22% used commercial bank loans,
and 25% used credit cards. Furthermore, 21% continued to draw on per-
sonal or family resources, 12% used leasing arrangements, 11% worked
with vendor credit, and 9% used personal loans.” This growth through a
creative combination of personal investment, debt, and internally gener-

ated funds focuses management attention on cash flow.

A bootstrapping strategy requires both patience and ingenuity. It
enables entrepreneurs to retain tighter personal control over their busi-
nesses, but it can also slow the rate at which their ventures develop new
products, add locations, or enter new markets. Because bootstrapping
takes time, this approach to financing might put the enterprise at risk of
being overtaken by competitors with greater resources and faster time
to market.

Chase and Danielson began by investing their own funds
in the business. When the business plan was completed,
they tested its viability with trusted advisors. After several
iterations, they identified a list of prospects and used their
network to get meetings with potential advisors and inves-
tors. They began establishing relationships with suppliers
and negotiating to finance their fleet of automobiles
through leasing arrangements. They also began to build a
board of directors and to gain attention from the press. To
conserve capital, they took no salary for the first year and
they enlisted staff members who were willing to work at
discounted rates or to accept deferred compensation.
Chase was able to secure a loan of $50,000 from a former
Sloan School classmate, another female entrepreneur who
had built a very successful company.
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Credit

Most entrepreneurs use a combination of savings, personal debt, and
“minimizing” techniques such as foregone or delayed payments of sal-
ary and benefit packages and the use of alternative office space, equip-
ment, and staff support during the start-up phase of their businesses.
Credit cards and bank loans can provide additional financing options.
The most common sources of credit during the earliest stages of the
business are personal credit cards. (In fact, most entrepreneurs use
more than one personal credit card to maximize their purchasing
power.)'? Businesses that have been operating successfully for two to
three years find bank financing more accessible because they have a
demonstrated track record, predictable cash flow, and, in many cases,

more tangible assets that can serve as collateral.

Robin Chase learned to stretch the company’s limited cash
by stretching payables while accelerating the collection of
receivables. She set up the technology to support a billing
system that enabled Zipcar to bill customers’ credit cards
immediately upon their return of a car, thus eliminating
any of the normal delays associated with a traditional bill-

ing and collection cycle.

Although their initial funding came from private loans,
Zipcar’s founders knew that they would need commercial
credit to build the necessary infrastructure and grow their
business. They were confident that they could secure it
once they began to establish a track record. They also
structured the deal so that a major portion of the private
debt they raised would be converted to equity if and when

the company closed a round of equity financing.
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Institutional Debt

Debt financing is available from many sources, including banks, other
commercial lending institutions, leasing companies, and suppliers.
Most loan agreements call for regular repayments of the principal plus
interest, whether set at a specified rate or adjusted according to a for-
mula. Credit cards are often an entrepreneur’s easiest source of credit
for the business. Although convenient for meeting short-term financial
needs, credit card debt is an expensive form of financing, usually bear-
ing higher rates of interest and shorter repayment cycles than commer-
cial credit. Many entrepreneurs raise funds for the business by taking

out personal bank loans and pledging assets such as their homes.

Commercial loans secured with business collateral provide
another alternative. Short-term loans from a bank might be unsecured
if needed for less than 90 days. The team might instead seek a line of
credit to be drawn down only when needed —particularly to meet
short-term capital requirements. Longer-term loans from commercial
banks or lending institutions must be negotiated carefully. The terms
include the amount of funding available, how interest rates will be
determined, the repayment formula, restrictions on use, and business
operating covenants. One major disadvantage of debt is the fact that
payments are due on a regular basis, whether or not the business is gen-
erating revenue. Furthermore, lenders can call their loans if the terms
of the agreement are not met or if economic times change. Doing so is
almost certain to precipitate a business crisis and could force a strug-

gling venture to shut down or seriously curtail its operations.

Since the early 1990s, many banks have aggressively sought out
new business with women entrepreneurs. Wells Fargo & Co. and Fleet
Bank are two notable examples of banks with loan funds dedicated to
women business owners.!! Most banks became much more responsive
to the needs of women business owners in the early 1990s and—

whether or not they have funds specifically dedicated to women-owned
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businesses—have made the process of securing commercial bank

credit accessible to women on the same terms available to men.'?

Chase and Danielson made use of business credit in their
start-up phase. They structured debt agreements with pri-
vate lenders and secured lease agreements for the fleet of
cars they needed. They also sought venture capital and
approached banks for commercial loans.

Equity

Outsiders who purchase equity in a new business have an ownership
share in the venture. These investors expect to receive a substantial
share of the wealth created by the enterprise (profits or proceeds of a
sale) and many expect to play a meaningful role in the governance of
the company. Early-stage equity investments made by the founders
include personal financial investments, including cash and foregone
compensation, concept development and business planning, and the
sweat equity involved in operating the business. As long as they are the
sole investors, the entrepreneurs own the entire business, but as they
bring in partners who provide additional financial capital or managerial
expertise, they exchange shares of ownership for the resources that
these partners contribute. The good news about equity is that if there
are no profits generated by the business, there is generally no repay-
ment of funds required of the company. (Preferred stock might require
interest payments, but these are usually deferred for an extended period
of time or until a liquidity event takes place.) Unlike bankers or other
holders of debt instruments, equity investors don’t have their hand out
every month. The bad news is that equity investors are partners for as
long as the business continues, or until their shares are transferred or
liquidated and, if they are directors of the company, they can force

reorganization, including the replacement of the president and CEO.
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Typical examples of equity holders include the founding team, pri-
vate investors (family, friends, and business angels), small business
investment companies (SBICs, which are similar to venture capital
partnerships, but which can leverage invested capital with debt), pri-
vate venture capital partnerships, partnerships affiliated with financial
corporations, investment banks, corporate venturing programs, and

direct investments from banks or financial corporations.

Sources of Equity Capital

The kind of private equity investment that might be most suitable for a
young venture varies according to the age, stage of development, and
capital needs of the business. Investments by family, friends, and angel
investors are frequently used to fund the early stages of a company’s
development—when the capital required is less than $1 million and the
proof of concept is still underway. Although there are some venture
funds and SBICs that target early-stage companies and provide seed
investments, most prefer to become involved when the capital needs
are higher (over $1 million) and the company’s product and market are
more fully developed.

When venture capitalists invest in a young company, they often
agree to participate in subsequent rounds of financing—provided the
company meets its benchmarks successfully and is able to attract other
reputable investors. Table 3.2, adapted from Pratt’s Guide to Venture
Capital, illustrates at what stage of development and at what level of
capital needs different private equity investors are most interested and
appropriate.
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TABLE 3.2 Equity Financing Sources by Stage of Development

Round Description Amounts Source

Seed Prove concept $25K-500K  Friends & family
Angels
Early-stage venture capitalists

Start-Up Complete development $500K-3MM  Angels
Initial marketing Early-stage venture capitalists

First Full scale mfg. & sales $1.5-5MM  Venture capitalists

Second WC for initial expansion $3-10MM Venture capitalists
Private placement

Third  Expansion capital $5-30MM Venture capitalists

Private placement

Bridge Funds to allow company to  $3-20MM Mezzanine firms
reach IPO within year Investment bankers
Private placement

Venture capitalists

Note. FRoM Pratt’s Guide to Venture Capital Sources. 2001."3

Angel Investing

Angel investors are individuals who invest their own money in promis-
ing new ventures. The term angel was originally used to describe the
investors who backed Broadway musicals, but is now more widely
applied to private investors in new ventures of all types. Business angels
are usually successful business executives and entrepreneurs who want
to invest in the next generation of promising new ventures. They differ
from the circle of family and friends who invest because their interest is
an “arm’s length” transaction. Most angels invest in early-stage or seed

funding for businesses that will later seek venture capital.

Because of the level of risk they assume, angels are required by
law to meet certain baseline requirements that assure they are either
accredited or sophisticated investors. Regulation D (Rules Governing
the Limited Offer and Sale of Securities Without Registration Under
the Securities Act of 1933) defines an accredited investor as someone

who meets at least one of the following criteria: net worth of $1 mil-
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lion, annual income for past two years of $200,000, or joint income
with spouse of $300,000 for past two years. A sophisticated investor is
defined as one who has the educational, professional, and investment
background sufficient to make reasonable investment decisions about

the specific company.'*

Although many private investors have organized into investing
groups (e.g., Band of Angels, Walnut Ventures, HubAngels, Tech Coast
Angels, Colorado Capital Alliance, 8 Wings, Seraph Capital), most
angels choose to invest on an individual basis. Angels usually focus on
businesses within their own geographic area and are most likely to invest

in industries and technologies that are related to their own expertise.

Like venture capitalists, angels expect a higher than average return
on capital (approximately 10—15 points above the S & P 500 return on
equity) and they anticipate a liquidity event (a public or private sale of
the company) within five to seven years of the investment. They pro-
vide capital in much smaller allocations than do venture capitalists
(generally in the $50,000-$250,000 range) and are often more inter-
ested in hands-on involvement in the organization. The investments
through this informal source of funding are smaller on a deal-by-deal
basis than are venture capital investments, but in the aggregate, angels
invest substantially more in the entrepreneurial economy than do ven-
ture capitalists. (For example, in 1997, venture capitalists invested
approximately $16 billion in new ventures, whereas angels were esti-

mated to have invested close to $20 billion.)!>

A major challenge for entrepreneurs lies in the identification and
engagement of business angels in the enterprise. Most networks are local
and the most fruitful connections are those with individuals who have
experience in an industry or technology similar to that of the new venture.
There are many organizations—both local and national —that sponsor
networking events intended to bring angels and entrepreneurs together.
For example, the MIT Enterprise Forum operates 24 chapters worldwide
that serve both entrepreneurs and resource providers. Springboard Enter-

prises is a national not-for-profit organization dedicated to facilitating
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women’s access to the equity markets through regional venture forums
that bring entrepreneurs, venture capitalists, and angels together. The Uni-
versity of New Hampshire hosts the Angel Capital Electronic (ACE) Net-
work, which is an electronic matching service for angel investors and
entrepreneurs. The Small Business Administration provides a wide range

of financing references on its Web page, www.sba.gov.

Although finding and engaging angel investors is a challenge for
anyone, women entrepreneurs have experienced particular difficulty.
They are less likely to have prior entrepreneurial experience or to have
achieved a high level of managerial responsibility in a corporate setting.
As a result, they are unlikely to participate in networks with high-net-
worth individuals who are potential angel investors. If they do establish
contacts, they need to build a strong case for their capability and com-
mitment to carry out the new business successfully, often without the
benefit of established reputation or the trust engendered by longstand-
ing relationships. Table 3.3 summarizes how angel investors connect

and make deals with entrepreneurs (particularly women entrepreneurs).

TABLE 3.3 Framework for Angel Investing

Supply Demand

Topic Angel Investing Public Investing Entzz(;)l:'leine s
u

Locating Informal word of Many sources (e.g., Relationship
potential mouth, friends investment development through
investments periodicals, brokers, social capital
trade publications)
Available Limited historical Public information =~ Market information
information information, often in about historical search through social
new markets with performance and capital and applied
limited information = markets human capital
Investment Extensive negotiation Price set by market — Extensive and
terms regarding price, type sophisticated financial
of security, terms acumen to allow for
negotiation
Liquidity Illiquid —usually Liquid—can see at ~ Financial resources to
locked in for several will allow for flexibility

years


www.sba.gov
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TABLE 3.3 Framework for Angel Investing (Continued)

Supply Demand

Topic Angel Investing Public Investing Ent:Z(I))Ilf:aenI:e s
u

Involvement ~ Frequent reporting,  None Organizational capital
with investors  advising, board regarding systems and
membership culture
Portfolio Limited Broad diversification Venture performance
characteristics ~ diversification (in is easily and quickly to sustain firm
early years might achieved attractiveness
only be 1-4

investments) in
private equity

Note. ADAPTED FROM Business Angels. KEELEY, COOPER, BLOOMER (1998)

During the first year of Zipcar’s operation, Robin Chase managed
to negotiate a series of bridge loans (short term funding to be repaid
when more permanent equity financing was in place), leasing agree-
ments for 19 cars, and an equity investment of $1.3 million. When the
equity investment closed in November 2000, Chase paid off the com-
pany’s $360,000 in loans and converted the remaining portion of the
early financing to equity. She planned to use the remainder to pay off
accounts payable and to build the Boston market, generate positive
cash flow, and prove the Zipcar concept. Throughout the first year, she
and Danielson had conserved cash by working without salary, subcon-
tracting out specific projects rather than hiring permanent staff, and
working out of their homes instead of renting office space. They pre-
sented their plan to former business associates, business school profes-
sors, private investors, and venture forums (Springboard 2000). They
listened to the feedback and constantly revised the plan. The equity
financing they secured included funding from one Boston-based com-
munity venture fund and several individual angels. The funding was
committed in September 2000, but the deal did not close and the cash
exchange hands until November—nearly 14 months after Chase and

Danielson first committed to create the new venture.
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Government-Supported Investments

Unlike equity investors who expect to own part of the new business, spe-
cial equity investments are grants from programs created to stimulate
small business start-ups or technological innovation. The funds typically
support initial product or technology development and the granting
agency does not share in ownership of the business. Federally sponsored
special equity programs include the Small Business Innovation Research
(SBIR) Program and Small Business Technology Transfer (STTR) Pro-
gram. At the state level, such grants might come from programs manag-
ing employee pension funds, or from state high-technology development
programs. Detailed information about how to secure assistance under

these programs is available at www.sba.gov/sbir/.

Hybrids: Government-Supported
Venture Capital

In 1958, Congress paved the way for the infusion of substantially more
money into the venture capital pipeline. The Small Business Invest-
ment Act provided the means for SBICs, private companies licensed by
the Small Business Administration, to increase the venture capital
available for new companies. The act enabled SBICs to leverage the
capital they had raised (by a factor of two to three times) through the
use of debentures guaranteed by the Small Business Administration.
SBICs must raise a minimum of $5 million ($10 million if they intend
to use participating securities) with a minimum of 30% ($1.5-3 mil-
lion) raised from sources unaffiliated with management. Each SBIC is
eligible to add to the capital raised by selling debentures that are guar-
anteed by the Small Business Administration. (SBICs can increase
funds raised from investors up to 300% of funds, but the total fund size
is capped at $108.8 million.) SBIC funds are much smaller than many
of the established venture firms and are more likely to be interested in
seed and early-stage investments. Throughout the 1960s and 1970s,


www.sba.gov/sbir/
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SBICs accounted for up to one third of all venture financing, but by
1990, the percentage had fallen to only 5%.

Venture Capital

If entrepreneurial firms are the engines of the U.S. economy, then ven-
ture capital is the high-octane fuel that powers many of the most prom-
ising among them. It is, of course, a source of funding limited to a
small and select group of entrepreneurs but, because venture capital
has figured so prominently in the success of U.S. companies, it is con-
sidered by many to be the premier financial resource for entrepreneurs.
More than 33% of the companies that went public (made an IPO of
their stock) between 1991 and 2000 were able to achieve critical mass

rapidly because they were funded by venture capital.

Not only do venture-backed companies have a greater likelihood
of being sold—either privately or as publicly traded companies—but,
they also consistently outperform other ventures. For example, the ven-
ture-capital-funded public companies had approximately twice the
sales and paid nearly three times the federal taxes (per $1,000 of
assets) as did the average non-venture-backed public company.'® They
also led in research and development investment (three times that of
non-venture-funded companies) and exports. With results like these,
it’s natural to ask, “What is the magic associated with venture capital?”’

Venture capital is money provided by professional investors to
promising young firms in exchange for an ownership stake in the busi-
ness. (The term private equity is sometimes used interchangeably with
venture capital, but actually includes all equity investments including
angel investments and professionally organized funds that are dedi-
cated to mergers, acquisitions, turnarounds, and leveraged buyouts.)
Venture capital is that form of private equity invested in the early and
expansion stages of a new company’s growth. Although the terms and

conditions vary from one deal to the next, funds are generally invested



60  CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

with a long-term perspective and deep commitment to managerial
assistance and oversight. Ventures capitalists who fund early-growth-
stage businesses generally expect to invest in subsequent rounds and to
harvest their gains in three to seven years. The investments enable
entrepreneurial firms to complete product development, launch pro-
duction, carry out a marketing campaign, hire key staff members, and
undertake geographic expansion at a much faster pace and on a larger

scale than those that are bootstrapped.

Venture capitalists today serve as professional intermediaries
between large numbers of investors—both individual and institutional —
and new enterprises that are hungry for growth and development capital.

Venture firms might take a corporate form as they did at the incep-
tion of the industry in 1946, but most are organized as limited partner-
ships (see Figure 3.2). These two forms of venture capital firms
predominate in the venture marketplace, but affiliates or subsidiaries of
banks, insurance companies, and large corporations (particularly those
in technology-driven businesses) also create and manage venture funds.
Corporate venture funds frequently seek out and finance new ventures
in technologies related to their core business to create new opportunities

or partners that fit with the corporation’s long-term strategic goals.

Investors Venture Firm Portfolio
General Partners companies
Qualified invesfors- . .
Raise capital in specific funds Selected by
Screen business opportunities Industry
Pension funds - Invest in selected ventures } Stage
specialize by ind Location
pecialize by industry or stage Synergies

Endowments /foun‘ Provide oversight to

investment companies

Manage liquidity events

Insurance Compcn- Distribute investments and

profits

Raise new funds
Individual invesfor‘

FIGURE 3.2 The Flow of venture capital.
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The general partners (or managing directors) of a venture fund
raise money from investors who commit discrete amounts of capital to
be invested in a specific fund. Investments in the fund are generally
made in “units” with $5 million to $20 million being the norm in recent
years. (This high entrance price precludes most individuals from
investing directly in venture capital funds, although some alternative
vehicles have been developed to allow smaller investors to pool their
capital.) The amount of money that each investor commits to the fund
is drawn down or called during the early years of the fund’s life—
either at specified rates (e.g., one third each year for the first three
years) or as individual investments are made. The general partners’
goal is to invest the funds during the first three years and then manage
the growth, financing, and exit strategies of their portfolio companies

throughout the remainder of the fund’s life.

Investments in venture capital funds are very illiquid. The funds
are committed for the duration of the fund life and there is no formal
secondary (or resale) market for the limited partners’ positions.
Returns are distributed to the limited partners when the entrepreneurial
firms achieve liquidity either through public or private sale. All remain-
ing holdings, whether they are liquid or not, are distributed at the end
date of the fund. Because most funds are fully committed within the
first three to four years, partners often raise second or “follow on”
funds before the first fund is fully distributed and before its perfor-
mance can be accurately measured. Because of the high risk associated

with new start-ups, venture capital is not for the faint of heart.

Venture capital professionals serve as general partners and those
who provide the funds are limited partners. (Their role in the invest-
ment is passive and their liability is limited to the funds invested.) The
size of venture capital firms varies, depending on the number and size
of funds under management as well as the complexity of the invest-
ment portfolio. A venture firm often manages several different funds,

each with a different mix of general and limited partners.
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Many funds are focused on particular industries (software, tele-
communications, health care), or stage of development (seed, expan-
sion, mezzanine). This specialization enables the general partners to be
very focused, usually drawing on the expertise and experience of the
partnership to define the scope of their investment portfolio. It also
helps entrepreneurs determine which venture firms are most likely to
be interested in a particular deal. For example, Boston-based Grey-
lock’s Web page identifies the firm’s primary interests as early-stage
investments in communications and enterprise information technology
businesses. Highland Venture Partners shares an interest in communi-
cations and information technology businesses, and also actively
invests in health care deals. The Silicon Valley partnership, Kleiner
Perkins, Calufield & Byers has a portfolio heavily concentrated in the
broadband, enterprise software and services, Internet infrastructure,
and medical devices industries. Axxon Capital looks at opportunities in
high-growth technology, wireless communication, and new media
businesses, and is particularly interested in investing in women- and
minority-led enterprises. Although not geographically limited, most
venture capital firms prefer to invest in entrepreneurial teams in their
own region so that they can leverage their business connections and be

more directly involved in the business oversight.

Once they have secured the commitments to the fund from their
limited partners, venture capitalists conduct searches for promising
business opportunities, scrutinizing industry prospects, business con-
cepts, and management teams. The general partners might be sup-
ported by a team of professional associates and principals who
prescreen deals or assist in the due diligence process, but the invest-
ment decision making is done by the general partners working as a
team. In addition to identifying and selecting particular deals, the gen-
eral partners are responsible for diversifying the risk associated with
investing in a start-up by building a portfolio of companies.

Venture capital represents a relatively high risk to investors, but with

commensurately high returns. The 5- and 10-year annual returns for ven-
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ture investments reported at the close of 2001 were 35.9% and 26.4%,
respectively (Thomson Financial Venture Economics, NVCA 6/10/02).
Such high rewards are a powerful inducement to participate in venture-
capital-funded deals. In fact, more than $200 billion of venture capital
was raised and invested between 1991 and 2000. A 2001 DRI-WEFA
(formerly Wharton Econometric Forecasting Associates)!” study indi-
cated that venture-backed firms created between 1970 and 2000 contrib-
uted more than $1.3 trillion to the U.S. economy in 2000 (more than
13% of GDP). These firms employed more than 7.6 million people.

Because venture-funded enterprises are so highly visible in the
marketplace (e.g., Digital Equipment, FedEx, Apple Computer,
Microsoft, Yahoo!, Netscape, and eBay) and because their payoffs are
so highly touted, many people believe that venture capital investment is
a widespread phenomenon. However, the opposite is true. Of the more
than 500,000 new firms created annually,'® less than 1% participate in
venture capital funding. As an example, in 2000, the $107 billion
invested by venture capitalists went to just 8,208 companies, of which
approximately 25% were first-time investments in young companies.
Most investments represented follow-on (second or third round) rather
than initial investment dollars.'” In 2001 and 2002, the number of
investments fell to 4,691 and 3,028, respectively, and the percentage of
early-stage or first-time investments fell to 22%.%

Venture capital is not absolutely essential to the growth and finan-
cial success of promising firms, but it can reduce the time and the risks
associated with growing a vibrant enterprise. Venture capitalists pro-
vide large amounts of money to support the growth of promising com-
panies and they also provide oversight and network connections of
significant value to the young firms. On average, only 2,201 companies
were funded annually between 1991 and 2000. Those enterprises were
screened carefully and judged by their venture capital investors to have
substantial promise of high returns within an acceptable time horizon.
Because they were able to secure venture capital investment, these

enterprises had distinct competitive resource advantages in the race for
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success. They were among the most likely to get to market with new
and useful goods and services, to create jobs, to spur the economy, and
to provide high returns to their owners and investors. More details
about the history and organization of the U.S. venture capital industry,
as well as a description of the process of raising venture money, are
included in Chapter 10.

Although the fund-raising bar was high for these two women
entrepreneurs, Robin Chase and Antje Danielson were able to clear the
financing hurdles—one by one—with their focus, persistence, and cre-
ative application of their own resources. They were highly motivated to
create a large-scale enterprise that could be tested in Boston, then
rolled out nationally to those metropolitan areas that had dense popula-
tions and a good public transportation infrastructure. By doing so, they
were flying in the face of conventional wisdom—that women are only
interested in small, local business enterprises that provide a good
income and increased control of their work environment. They demon-
strated commitment through their full-time, professional pursuit of the
opportunity for over a year before securing equity funding— crafting,
then recrafting the business plan—based on both informal and formal
feedback. Both brought substantial relevant human capital to the ven-
ture, including business leadership, financial skills, and a knowledge of
transportation and energy issues. They also conducted research on sim-
ilar business operations in Europe to understand both operating and
financial issues. They tapped an extensive network of professional con-
tacts to gain advice, contacts, and contract labor—demonstrating in the
process that women can be good “networkers” and build effective man-
agement teams. They developed a competent team that was willing to
work on the fly. They were willing to assume the risk associated with
debt capital and, over time, they were able to launch the Boston-area
Zipcar, then extend it to Washington, DC and New York City. In 2003,
with the concept proven and the competitive markets heating up, Chase

raised an additional $4 million to continue Zipcar’s growth.
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Although Chase and Danielson were successful in clearing the
hurdles they faced in starting and growing Zipcar, many women never
get out of the starting blocks. The remainder of this book focuses on
specific hurdles that women have to overcome to succeed in financing
their entrepreneurial dreams. We will identify important challenges,
discuss the underlying perceptions and realities, and offer strategies for

clearing each bar on the way to entrepreneurial success.
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MOTIVES,
ASPIRATIONS,
AND COMMITMENT

Even as a young girl, I always saw myself sitting in a
large skyscraper office, running the company I founded.
It never occurred to me that others would think

this was an unusual goal.

—Sophomore at Boston University, 1995

Dreams of entrepreneurship are woven throughout the fabric of Ameri-
can life. Liz Claiborne, Jenny Craig, and Oprah Winfrey allowed them-
selves to dream “big” and then, through hard work, careful planning,
and brilliant execution, they made those dreams come true. You might
have a similar vision and, if you are reading this book, you are proba-
bly already well on the way to making it a reality. If so, you are among
the entrepreneurial elite. Many people think long and hard about start-
ing their own businesses, but only a few will take action, and even

fewer will pursue growth.

67
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Why? Because, exciting as it sounds, starting a new venture is
daunting. It requires imagination, courage, and commitment from
you. Whether you choose to create an independent movie production
company, sign on as a restaurant franchisee, acquire a local print shop,
or launch the next Internet colossus, you will face enormous chal-
lenges before you can claim the rewards that are calling to you. If it is
so challenging, why do people do it? Why have you chosen to be an

entrepreneur?

Your answer depends on your underlying motives. You might be
seeking wealth and fame, or you might be looking for an avenue to
express your creative genius. Perhaps you want to deliver an extraordi-
nary product or service that will enable others to live more comfortable
lives or you hope to find the personal satisfaction that comes from creat-
ing something useful and enduring. For many people, entrepreneurship
represents their best opportunity for personal independence or work flex-
ibility. No matter what your primary drivers are, the economic rewards
are likely to be important, whether your goal is to become the next Inter-
net billionaire or simply to provide a better living for your family.!
Power, achievement, personal comfort, and self-actualization are among
the energizers that spur entrepreneurs to action. Sometimes, just satisfy-

ing a personal need is sufficient motivation. For example:

When Marla Malcom was unable to locate cosmetic prod-
ucts she preferred, she started her own company. She
bought and refurbished two cosmetic boutiques in Wash-
ington, DC to launch Bluemercury, Inc., a retail distributor
of high-end and hard-to-find beauty products. Three years
later, she added a mail order catalog and launched an
online store, achieving revenues of $8 million.> Her busi-
ness philosophy? “(Offer) super-cheap, reliable products

and serve the customer.”
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Just how high you set the goal for yourself depends on your level
of personal aspirations. Those aspirations will determine what kind of
new venture you choose to start. For example, achieving financial com-
fort might be one of your goals. If financial comfort means home own-
ership, a full pantry, college education funds, and a secure retirement,
you are likely to choose a business that can meet those expectations. If,
on the other hand, your view of financial comfort includes multiple
homes, luxury cars, exotic vacations, designer jewelry, and yachts, you
might be interested in starting an entirely different type of business—
one that has boundless opportunities for growth and profit.

Anita Roddick, founder of the Body Shop, started small,
but quickly saw an opportunity to expand her natural cos-
metics business worldwide. In her words, “if you have a
company with an itsy bitsy vision, you have an itsy bitsy

company.”?

Many women business owners are highly motivated by personal
comfort and self-actualization goals and, as a result, their financial
aspirations for the business are relatively low. They tend to start local
retail and service businesses that allow them to work at something
interesting, but maintain flexibility so that they can spend substantial
time with (and sometimes give priority to) family. On the other hand,
large-scale businesses are extremely demanding, requiring full-time
attention, high levels of energy, and significant leadership and deal-
making skills. Because these behaviors are inconsistent with the
motives and aspirations generally attributed to women, there is wide-
spread belief that few, if any, women are suited to running a high-
growth, high-potential new venture. This chapter investigates motives,
aspirations, and commitment of female entrepreneurs and maps these
to the demands of high-growth businesses. It concludes with tips for
overcoming possible concerns about your entrepreneurial motivation,

goals, and commitment.
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The Entrepreneurial Choice

What you choose to do with your life is motivated by a unique bundle
of wants and needs—some of which might seem inconsistent with one
another, and many of which might compete for priority at different
times in your life. Your motives are largely shaped by your personal
characteristics (talents, interests), your deeply held beliefs, your family
influences and social role models, and of course, the cultural context.
The decision to become an entrepreneur is never as simple as “wanting
the money” or “seeking fame” or “building a better world.” The act of
starting a business is usually the result of a combination of personal
motives or drives that you try to satisfy through the business.* Your
commitment to the enterprise is determined by the priorities you set

among the many competing motivators you have.

After starting your new venture, the decisions about how fast and
how big to grow it depend in large measure on how the American
dream plays out in your head. The hopes you have for your business
are a reflection of your personal aspirations. Aspirations are conscious
goals, strong desires, and ambitions.®> They are often the embodiment
of how you satisfy your motives. Everyone has widely varying levels
of aspiration for the different projects, tasks, activities, or jobs they
undertake and these assume distinct quantity and quality characteris-
tics.® Aspirations influence how high you set a bar for yourself and
influence what you seek from each activity. Your motive for power,
achievement, or meaning will vary widely whether you are engaged in
a marketing project, golf game, or church volunteer effort. In other
words, motives are why you start your business and aspirations are

how you choose to do it.

Aspirations are influenced by many things. Social context—your
friends’ and family’s support—as well as cultural role expectations
play a large part in shaping your role and hopes for your company.
Your level of self-confidence affects the way you collect and interpret

information about growth. At the same time your perception of risks
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and benefits determine your estimates of future size and scope of the

company.’

Whatever your aspirations and hopes for your business, you will
need to make a personal commitment to the venture to succeed. Start-
ing and growing a new venture requires time, energy, belief, and effort.
It is often very difficult to estimate exactly how much of each will be
required, but it is certain to be substantial. In a fledgling business, it’s
hard to know what systems and policies are needed, how to find
employees, or how many meetings will be needed to contract with a
supplier. As the business grows, the unknowns increase. New competi-
tion, technologies, and stakeholders emerge, and needs for money,

employees, and other resources increase.

The level of commitment is a personal choice that both men and
women entrepreneurs make, and this is usually related to your motives
and aspirations. In the United States, we often hear that anything is
possible. An aspiration to lead a billion-dollar company can be any-
one’s dream if they are willing to work for it. However, if you also
want to be the best first-grade room Mom at the same time, it might be
harder to grow a company that big no matter what your commitment is.
Either way, we would think all entrepreneurs have an equal chance at
making their dreams a reality. Yet, sometimes it’s just assumed that
women will choose family as their primary commitment. Consider the

following examples:

After she made a presentation to a group of investors,
Christine Warren, CEO of IT Profiler, a technology human
resources firm, was approached by a male participant who
asked if she had any children. She said she had a 4-year-
old and a 1-year-old. “So, you’re done?”’ he asked. Warren
recalls thinking, “Are you really asking me that?”?

A few conference participants were sitting down to lunch
following a series of presentations by women entrepreneurs
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at the first Springboard Forum at Oracle Computing. A
reporter was just finishing up her interview with a venture
capitalist at a nearby table. She asked, “What do you think
of this event?” The gray-haired, tanned man leaned back
and said, “It’s just terrific. But, I would never invest in a
women-led business. Don’t get me wrong, women are great
for running day care centers and have done a lot for cus-
tomer service, but as an investor, you can’t take a chance
that they might leave to get married or pregnant.”

It’s a given that growing a venture requires a grand vision for the
company, as well as commitment of significant time and energy that
can interfere with family and personal life. Is it also true that women
don’t really want to lead fast-growth companies? Are they misguided if
they aspire to do so? Are women less willing to make the commitment
to develop and grow a venture? Or do they persist and stick with their
venture throughout growth transitions?

This is where women with big dreams and plans for fast growth
are challenged. For them, the entrepreneurial bar is higher than for
men, because there is a gender-based stereotype. It is the preconcep-
tion that women do not have a singular focus on the business, nor do
they have the commitment to see it through if other priorities emerge.
The investors in the preceding stories had a perception about what the
role and commitment of a successful entrepreneur was. This view con-
trasted with their beliefs about women and expectations for their roles
in the family. Why are women perceived less credibly? Where do these
perceptions and expectations come from?

Motives for Entrepreneurship

Like their male counterparts, drivers for women to be entrepreneurs

include a desire for achievement, independence, to make money, and to
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be their own boss. The fact is that no single motivation for entrepre-
neurship for either men or women has been identified. Both groups are

motivated by a desire for independence or achievement.’

Valerie Marks of Sockeye Networks started her business
because she wanted the challenge of starting a company
from scratch.'®

Kevin Brewer founded Creative Visions Integrated Mar-
keting concepts because he was artistic, passionate, and
didn’t want to be bossed around.!!

Besides these popular motives for start-up, women also state other
reasons for entrepreneurship like providing family income, having a
flexible schedule, solving social problems, and doing meaningful
work.'? Motives are the underlying reasons you choose a particular
pathway for your business, but the impetus to take action is usually
triggered by an event—the last child enters first grade, the plant down-
sizes and you get fired, management contract buyout, failure to get a
deserved promotion, or a friend has a great idea and she calls you to

collaborate.

These Catalysts are referred to as pushes or pulls: Some people are
pushed to entrepreneurial start-up and others are pulled into it.!* For
women, being pulled to entrepreneurship can be a result of life-stage
changes. Maybe the children have graduated from school and you now
have time (and energy and dollars) to devote to an idea you have always
wanted to pursue. Perhaps a new educational program became available
in the region and you learned more about how to scale your business.
You might be pulled into venture creation through friends who need
start-up partners, or maybe you have a hobby that can be expanded into
a business. On the other hand, you might be pushed to entrepreneurship
by company downsizing, a feeling of frustration about lack of career

promotion in a company, or a family situation change.
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No matter what triggers your decision to act on these, motives
influence the aspirations for the business. Generally, there is a differ-
ence between women and men in how they explain their aspirations.
Women tend to express a broader variety of aspirations and it is not
uncommon for women to articulate a social purpose to their business.!'*
In contrast, when men articulate aspirations for their business, they are

usually more focused and economically specific.

Women’s Aspirations Contrast with
Entrepreneurial Reality

The rub comes when you map these generalized tendencies on to the
reality of the entrepreneurial environment. The dominant view of
entrepreneurship—especially high-growth, high-potential ventures—
focuses on wealth creation, changing the world with a new innovation
or technology, and gaining recognition as the new American hero. To
achieve this, an articulation of goals that express size, scope, leader-
ship, importance, and economic results are the expected norm. Follow-
ing years of research on men, we have a pretty good understanding of a
very tiny subset of men who probably subordinated their personal
goals and actually put all their attention into growing a business for
which they had very high expectations. Those men who shared diverse
motivations and broad aspirations were often considered less capable.
Men seeking entrepreneurial success more often express focused aspi-
rations that fit the norms and perceptions of entrepreneurial success

quite well.

In contrast, women often have a broader array of motives and aspi-
rations for their business and they say so. Because women might
express more holistic aspirations encompassing social and economic
purposes, they might appear to have competing aspirations, or they
come across as diffused and fragmented rather than focused in their

approach. At the same time, there is an assumption that fast-growth
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ventures require huge amounts of capital and energy, which requires
the minimization or ignoring of personal and family goals. Because
women often express their personal and family goals, this creates a
perception that they are not well suited to run high-growth businesses.
This is not to say that men don’t have strong personal and family
goals—indeed they do—but men more often realize that when seeking
growth, it’s important to focus on the economic objectives of the com-

pany because investors are looking for economic returns.

Even though we know that there is no single motive for business
creation and that there are many ways to reach success, it appears that
women are being judged differently in two ways. First, because women
historically were clustered in service-type businesses with fewer
employees and lower revenues, it’s assumed that they choose these
because they are flexible and permit family or social focus over eco-
nomic goals. This is a limitation because the women founding con-
struction, wholesale, or manufacturing firms have to work harder to

overcome this perception.

Second, because women express multiple aspirations, they are
often judged on the means by which they hope to achieve their success,
rather than whether they get there or not. Men and women have differ-
ent expressions of goals, and the sheer difference in articulation by
women creates a hurdle. The goals and aspirations they express don’t
match the norm for behaviors associated with growing a business. We
know from the evidence shown in earlier chapters that women can
grow their businesses just as competently and successfully as men.
However, when they express aspirations that are broader and more
holistic, they might appear less credible.

Therefore to judge all women based on a narrow economic expres-
sion of aspirations and to assume they are less ambitious is limiting to
the subset of those women who, like their male counterparts, do have
big dreams. On top of this, there are expectations for family roles that

confound this challenge.
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Family Role Expectations

In nearly every society, it was traditional for men to work outside the
house while women cared for households and families. It was a woman’s
“role” to maintain the household and care for dependents. Over the past
30 years, women have entered the workforce to help support families all
over the world. In Europe and the United States, nearly 40% of women
work outside the home, and contribute as much as half of household
income.!> Bureau of Labor statistics from 2000 show that 81% of
women between 25 and 54 work full time, and more than 70% of mar-
ried couples with children over 6 years of age both work. Even though
vast changes have occurred and men are now cooks and house husbands,
in many ways the expectation and role for women to assume responsibil-

ity for organizing household and dependent care is still very prevalent.

Those women who choose not to work full time might go to
school, do volunteer work, or care full time for their children, all of
which are their personal choices. It is also true that many men choose
not to work full time as well, for a similar variety of reasons. Yet, more
often than not, the activities of nonworking women are generalized to
working women and women entrepreneurs far more frequently than for
men. For instance, when a woman entrepreneur explains that she is
planning to travel to seek new customers, she might have to explain
why she is leaving her children in day care. This unfairly places differ-
ential expectations on women’s behavior, especially when they choose
to found a new venture or grow a high-potential business. The bar is
again higher because the commitment of a woman growing her busi-
ness might seem less because she acknowledges her family and per-
sonal responsibilities. At the same time, if she is not minding her
children, some might have an emotional reaction because they feel she
is abandoning her children. Either way, it lessens a woman entrepre-

neur’s credibility to run a growing venture.

This is really a double standard. Seldom is the same test put to men.

How often are male entrepreneurs asked about the impact of working
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long hours on their family? Or whether significant travel to set up sales
offices will be a problem? If a male entrepreneur spends 60 or 70 hours a
week working to grow his business, how often do we make the attribu-
tion that he is a bad father? At the same time, if he acknowledged per-
sonal or family goals while seeking growth, he would be more often
perceived as a good father, having a balanced life. The contradiction in
expectations about family roles raises the bar for women who aspire to

grow a business by challenging their behavior and actions.

Women’s Self-Expression Leads
to Perceptions

In addition to broad aspirations and family expectations, women’s self-
expression contributes to their lack of credibility in growing a business.
Countless books and articles are written about styles of communication
and self-expression, and what and how women communicate about
everything from business to personal relationships. However, self-
expression and communication are factors influencing the perception
of women’s aspirations and commitment. Simply stated, women com-

municate differently than men.'¢

The work of Deborah Tannen as well as other linguists and social
scientists shows that women use different communication styles, hab-
its, and patterns. For example, a language tendency for women to
downplay their certainty whereas men downplay their doubts can make
women come across as less confident. Women might “qualify” their
comments by saying things like, “I’'m not entirely sure about my pro-
jections for growth,” or “I’m not going to pretend that I know for sure
what the market will do.” Although these comments might reflect the
reality, they can be interpreted that women are less confident about

their business aspirations or have not done their homework thoroughly.

Similarly, women are less likely to brag about their achievements,

sometimes keeping quiet or sharing the credit. For instance, men are
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quick to nominate their companies for local competitions, or to self-
nominate to be part of Inc.’s fastest growing companies list. Although
there are women on the list, it is never one-third of the nominees. The
same is true with the Ernst and Young Entrepreneurs of the Year, where
there might be a woman in the finals, the proportion of nominees is
generally dominated by men. Instead, women have their own contests,
such as the National Association of Women’s Business Owners
(NAWBO) or other local Woman Entrepreneur of the Year awards.
Either way, the legitimacy of aspiring women-led ventures might be
diminished either because of small numbers on these lists of achievers

or the perception that the rules for separate contests are less rigorous.

Another example is that women use conversation for interaction
whereas men use conversation for information. It is not unusual for
women to mix talk about their personal lives and families in with busi-
ness conversation, whereas men will more often add talk about sports,
politics, or business news.!” For women entrepreneurs, seeking to grow
their ventures, mention of children or families can leave the impression

that they are not fully committed to the growth of the venture.

In a third example, women are more likely to bring up issues,
problems, or concerns so these can be discussed and rapport can be
built. In contrast, men bring up problems when they want solutions.!®
For women entrepreneurs, if they are unsure of how to bring on new
employees or how to launch new technology, they might introduce this
as a topic of discussion so that everyone involved is on board and com-
mitted to the new idea. On the other hand, men might only bring up
issues when they want them solved so they can move on to the next
issue. This difference can create the impression that women question

their aspirations and ability to lead a growth-oriented venture.
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Truths and Realities

The aspirations of women business owners are indeed rooted in their
motives for start-up. However, the reality is that their motives are as

varied as those of their male counterparts. For instance:

Richard Keener and Leif Blodee had just retired after 30
years of corporate experience in manufacturing when they
decided to launch a company making and selling stylish,
expensive office chairs with craftsman-like quality. '

Sharon Childers, founder of the Asheville Comedy Club
and Deli, started her business with her husband in order to
be “self reliant in these turbulent financial and economic

times.”?’

Frank Deford was a writer with 27 years experience. He
was at a point where he felt he was writing the same story
one too many times. After a vacation and some soul
searching, he decided to launch a new newspaper—a
sports daily for the United States called The National.*!

Verna Kuyper was “pushed” to start her company. After
suffering extreme financial difficulties, she decided to use
her artistic talents to run Maui Goose of Hawaii, Ltd., a
direct mail flora and gift business.?

These examples suggest the reasons for launching ventures are
complex and varied for both men and women. It’s just not reasonable
to generalize certain motives for start-up to all women. The same
applies when we consider the group of women who seek growth. In our
survey of Springboard Forum participants we found that personal goals

varied widely as we note in Table 4.1. The top reasons given were
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learning and personal achievement, and flexibility and economic rea-

sons were relatively less important.

This variation in aspirations is also found among nascent or new
entrepreneurs, and there are variations between men and women. Our
analysis of more than 800 nascent entrepreneurs showed that 24% of
men report wanting to have a business as large as possible, whereas
only 15% of women report the same. When we compared younger
women and men 18 to 24, we found that there were few differences in
aspirations for size, but among those aged 25 to 34—an age more
likely to have an MBA education—we found that 33% of the men
wanted large ventures and only 22% of the women in this age bracket
preferred the same.?

TABLE 4.1 Personal Goals in Start-Up Initiative

Learning and personal growth 4.43
Personal achievement 4.29
Independence 4.25
Test and implement my own ideas 4.11
Satisfying work relationships 4.10
Meet economic needs 4.01
Money and wealth 3.63
Flexibility in work and family 3.46
Personal recognition 3.15
Status and prestige 2.72

Note. RESPONSE ON A SCALE OF 1 TO 5. MULTIPLE ANSWERS ALLOWED.

When it comes to commitment to a venture, certainly many
women choose not to go for it all and prefer to run ventures part time to
manage work and family commitments. Some entrepreneurs want to
keep the business small so they can also manage their other life, that of
the family and home. They feel they need to stay flexible and believe
that growing a company larger will take too much of their already lim-
ited time and energy. Although some women choose slow growth or to

table their careers, this generalization does not apply to all. Certainly
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role models, family situation, and expectations about gender roles
influence how people perceive women entrepreneurs, but to expect that
all women will not want to devote the time and energy to a venture
holds them back.

On the flip side, family changes might have a positive benefit.
Children (or elder dependents) entering a woman’s life might either
cause her to constrain growth, or cause her to seek it even more
strongly to provide more for her new family. Similarly, dependents
leaving home can cause aspirations to fluctuate either way. Some will
see the departures as an opportunity to further grow their business as
they experience new flexibility. Others will see the departures as an
opportunity to scale back their business. Less financial income will be

needed and they desire increased non-business-related activities.

This issue of time and commitment is one of great importance, par-
ticularly to women. Time is a resource equal for everyone.?* We all have
24 hours in a day so we start from the same point. What we do with our
time varies considerably, not only by gender, but also by types of human
capital such as education, income, and employment status.>> A recent
time-use study was included in the Panel Study of Entrepreneurial
Dynamics (PSED) and helped illustrate how people in the process of
trying to start a business used their time. The people included in this
research charted what they did each day and divided their activities into
categories that included sleeping, personal care, eating, paid work,
household work, infant and child care, care of older family members,
personal time with their spouse, and leisure activities such as reading,
TV, sports, and recreation. Among those launching a new business, 35%
of the average workday was spent on personal time, much of it sleeping
(both men and women).? Men spent 15% of the day on free-time activ-
ities, whereas women spend 12%. These are not drastic differences.

The major difference in the allocation of time between men and
women was between time spent in work for hire (contracted) and time
spent in unpaid work (committed). Men had more contracted time than

women (30% compared with 26%), whereas women had more commit-
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ted time than men (13% compared with 8%). Most of this difference
represents women doing more unpaid work in the household. Notably,
there was very little difference in the time men and women spent work-
ing on their new businesses. Men reported that 9% of their time working
was spent on their entrepreneurial ventures; women spent almost the
same at 8%.?" There was little difference in time commitment to the
efforts in trying to start the new business. However, there might be a

greater potential cost in what has to be given up to find that time.

Moving Beyond the Expectations

I know I face more skepticism. But, that’s all right for as soon
as I start the presentation, I have everything to gain. There is

more pressure but often more reward as well.

—Jerusha Stewart, I Spiritus Soul Spa?®

Being a female and fund seeker is a curse and a blessing. On
the one hand, you’re likely to stand out. On the other hand,
they’re going to comment on your hair, nails, dress, and some-

times everything but your plan.”

How can women overcome these expectations? As we noted earlier,
part of overcoming higher hurdles is understanding the entrepreneurial
environment. If you hope to grow a large business quickly, you should
expect investors and resource providers to react if you present broad
statements of your aspirations and goals. Their primary interest is gain-
ing a return on their investment, payment for goods and services, or reas-

surance that you are committed to delivering on your growth promise.

This is not to say you shouldn’t have them. In fact, it’s better if you
do. Businesses that express a social purpose can be at least as profitable

if not more profitable if they have both social and economic missions.*
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However, you do have to be aware of the standard that is being applied

to you and to men as well.

Then, focus on your vision—there is no single right or wrong way,
or prescription for what a venture aspiration should be. This is true for
both men and women. Your aspirations for the business in terms of
scope and size are very much related to your vision for the future of the
business. Whatever it is, the vision should be clear and easily commu-
nicated, in words, pictures, diagrams, or all of these. A business vision
should articulate scope, size, and functions of the company. Because
business vision is shaped by your personal values, it will reflect what is

important to you. For example:

We plan to be a global market leader in developing products
that enhance self-esteem for the handicapped, by developing
an organization that highly values employees and customers.

This statement reflects the market, the products, and the goal (glo-
bal leader), as well as the strategic approach (values employees and
customers). A goal of market leadership implies growth, wide distribu-
tion, and rising sales within a niche market. With this, aspirations are
grand and would require a big personal commitment.

Another example suggests a different approach:

My restaurant will offer high-quality authentic Greek food
prepared in an innovative fashion.

By contrast, this vision statement focuses on the quality and inno-
vation, rather than growth. This vision statement implies minimal or no

growth, but a strong emphasis on creativity.

No matter what your aspirations, a clear articulation is needed. This
requires self-introspection, and carefully thinking through what the busi-
ness might be into the future and what your role will be. Because expecta-

tions about aspirations tend to focus more on economic factors and most
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businesses are started to build wealth, business goals should reflect this.
Typically, these goals are market share, date of breakeven, when the busi-

ness will turn cash flow positive, and other profitability measures.

At the same time, if you have broad aspirations, how should you
manage these? Like men, women entrepreneurs make trade-offs. Some
find ways to share growth activities with partners or teammates. Others
seek family help. Still others choose to grow more gradually and incre-
mentally to protect personal time. For entrepreneurs with families, these
choices can be emotionally difficult, but there are a variety of solutions.
Some choose to integrate family into work life by including day care
centers or flex time, whereas others elect to grow the venture more
slowly, taking necessary time off for family needs. Importantly, the
commitment of an entrepreneur varies over the life cycle of the venture.
In the beginning, it might mean 80-hour weeks and no vacations. As the
venture develops, the founder might have a management team that can
take over many roles and free up the founder’s personal time.

Although there are certainly women who have lower aspirations
and commitment to their ventures, there are those who have big ambi-
tions and are willing to give it their all. Either way, you should begin
with a careful assessment of your personal goals, and your hopes for
your company’s future size and scope. Think about how you see your-
self contributing to the business—will you be the president? CEO? Or
will you assume a lesser role in start-up and operations? Then, evaluate
the requisite commitment. How many hours per week will your role
require? Will these hours be during the day? Night? Weekend? All of
these? You can talk to people in similar roles who have started similar
businesses to get an idea of the potential company demands. Then of
course, you need to consider what trade-offs might be involved for per-
sonal time, recreation, family, or a spouse’s job or business. Aspira-
tions and commitment do interact. For instance, high aspirations for
growth and expansion usually require high commitment; on the other
hand, if you have low commitment and high aspirations, this is a recipe
for failure (see Figure 4.1).
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Aspirations

Low High
High ] 2
Informed Enhanced
Commitment
3 4
Contented Misguided
Low

FIGURE 4.1 Aspirations and Commitment Interactions

1. Informed entrepreneurs make careful aspiration choices, and
might not choose to run the next eBay. However, they are com-
mitted to building a solid venture, and make the appropriate
time and energy commitment for the venture. The balance
between the personal goals, vision, and the work required is an

informed approach.

2. Enhanced entrepreneurs have both lofty aspirations and are
prepared to make a significant commitment. They see them-
selves leading fast-growth, high-potential companies, and are
willing to sacrifice personal time, putting in extra energy to the

venture. Typically, they have high self-confidence.

3. Contented entrepreneurs don’t feel the pressure to have a high-
flying venture, or to do anything that they don’t want to. They
have a balanced set of priorities for aspirations and commit-
ment, and they like to be in control.

4. Misguided entrepreneurs have a mismatched set of aspirations
and commitment. Either they have not properly assessed the
commitment needed by doing their homework, or they just don’t

want to put the time into the venture to make it work, instead
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“wishing” it will work rather than working for it. These entre-
preneurs would benefit from listening to advisors and being
more willing to make changes in their entrepreneurial plans to

achieve a better fit between commitment and aspirations.

Besides personal assessment, women entrepreneurs need to be
emotionally prepared to move forward despite the nay-sayers. Critics
will suggest that women can’t or shouldn’t have the aspirations they do,
or make the commitment they do. How should women deal with this?
Find out how other women in similar circumstances handle this. Per-

sonal advisors and experts can be helpful to overcoming this perception.

Finally, women should “brag” about their ventures. The benefits of
the publicity can facilitate future growth. The evidence suggests that
women might not be as active in this regard. As noted earlier, every
year the Inc. 100 list of fastest growing companies has only a minority
of women-led firms. This is not because Inc. does not want to include
women on the list, but the list is comprised of those companies volun-
tarily submitting information to be considered. In any given year, the
number of women entrepreneurs on the list is less than 15%. For
women having midsized businesses, don’t rely on organizations to find
and nominate you—it’s perfectly legitimate to self-nominate and reap

the benefits of recognition for a successful entrepreneurial endeavor.

Summary

Perceptions that women have lower aspirations and commitment are
rooted in three factors: motives, role expectations, and self-expression.
The assumption that all women’s motives for start-up and growth
derive solely from a family—work balance is just not true for all.
Women have widely varying motives, just like men. When compared to
men, some women might have slightly lower aspirations for business
size, and might not have dreams as grand. Again, like men, there is a

rising number of women who seek growth and leadership in large com-
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panies. On the other hand, women are still spending more time in
unpaid household activities, and have less free time, which might not
only take time away from the growth and success of the venture, but
also create a perception that a woman is less committed, whether or not

this is the case.

In summary, the net effect of aspirations and commitment shows
that we can’t put women into a single category when referring to their
aspirations and commitment. The generalization of these expectations
to all women, and the indication that women are still putting more time
into household and family activities, does make the hurdle higher, no
matter what their aspirations and intended business commitment. How-
ever, aspirations and commitment are only a small part of the key
ingredients for success. The experience and education of women entre-
preneurs is the foundation on which the business is founded. Do
women have what it takes in terms of experience and academic stud-

ies? The next chapter explores these questions in detail.
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WOMEN AND
HUMAN CAPITAL

Bet on the jockey, not on the horse.

I’'d rather have an A team and a B idea than the

other way around.

Ask any investor what the single most important factor is in determin-
ing whether or not to invest in a business and he or she will say, “Peo-
ple, people, and people.” In fact, bankers, private investors, venture
capitalists, and other resource providers rely more heavily on the peo-
ple than they do on the business ideas.! As you think about your
dreams of success, how do you know if you have the “right stuff”?
What is the right stuff needed to gain money and other resources to

grow your business?

We talked about your motives, aspirations, and commitment to
your venture in Chapter 4, but achieved attributes are also an important

consideration in business start-up and growth. This includes your edu-
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cation, work experience, acquired skills, and developed capabilities
which are all components of human capital. Human capital is based on
the idea that people acquire individual resources like education, train-
ing, and different types of work experiences to increase or enhance
their productivity. As an entrepreneur, this means that your human cap-
ital serves as the basis for obtaining or creating other types of
resources, like money, technology, and management talent. Your col-
lege degrees, your industry expertise, and your accomplishments give
you credibility in the eyes of resource providers. In this chapter, we
explore the individual qualities resource providers look for, examine
challenges women face, and consider ways in which you can enhance

your personal experience, education, and skills.

What Do Resource Providers Look For?

Growing a business requires good execution. Some people are better at
doing this than others, just like some are better at innovating than oth-
ers. Because resource providers, whether they are bankers, suppliers,
investors, or family members, are betting on the success of the busi-
ness, the assessment of the people running it becomes central to any
investment decision. An individual’s qualities inspire confidence that
the growth plan can and will be executed, leading to returns for the
investors, loan payback for the banker, or payables to the supplier.

Because individual qualities assume such central importance in the
decision, nearly all investors have created some sort of calculus by
which they evaluate the lead entrepreneur and the team. For example,
they might ask:?

* Does the entrepreneur have a track record?
* Does the entrepreneur exhibit leadership?
* [s the entrepreneur capable and focused?

* Does the entrepreneur have high technology, operational, or mar-
keting expertise?
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¢ Is the entrepreneur competent?
* Does the entrepreneur have relevant experience?

As you can see, the calculus for assessing the lead entrepreneur
appears on the surface to be very objective. Therefore, it would seem
that if you want to grow your business, having the education, industry
experience, and general management expertise, would certainly meet
the standards. Unfortunately, there is a widely held perception that
women lack the right human capital to lead high-growth start-ups.
Consider the following case.

Maria O’Connell had an MBA from a top business school
and a BA in economics when she developed her plan for a
start-up sports accessory company. She also had 11 years
experience in the athletic footwear and apparel business. Her
management responsibilities included marketing, advertis-
ing, international sales, and marketing. She also served as
president and CEO of the company, leading it through sub-
stantial changes. Although she was able to launch her start-
up in a related sportswear accessories business, two years
later O’Connell’s initial investors asked her to step down. She
had been unable to convince venture capitalists that she
could lead the company’s growth and expansion successfully.
Potential investors did not give her credit for having the right
human capital to lead the business’s growth.

O’Connell’s case illustrates how, even though she was highly qual-
ified in both managerial experience and technical knowledge, she was
still perceived as having less potential to succeed and therefore being a
higher risk. The determination of what is the right mix of human capi-
tal is often based on the investors’ experience with other successful
entrepreneurs and what they hear from others in the industry. Investors

build models in their minds of the profile for a successful entrepreneur
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based on founders in their portfolios who achieved high returns. Many

times the right mix is somewhat subjective. Why is this the case?

First, these mind models quickly become the prototype for future
investments. In today’s technology-driven world, it’s often expected
that entrepreneurs desiring growth should have an advanced technical
degree and solid business training, especially in strategic management,
marketing, and finance, if they want to sail through the funding pro-
cess. Their résumés should include upper level management experi-
ence, significant industry expertise, and previous start-up involvement.
This adds up to a superstar, or ideal-type entrepreneur. Of course it is
rare that all of these qualities are found in a single individual, which is
why most high-growth ventures are founded by teams of individuals
that collectively offer the full scope of qualifications (we will address
this in Chapter 9). However, the quest for the ideal type, or superstar
entrepreneur, persists, especially when the economy is slow or the risk

of the money invested is higher.

Second, success is widely attributed to the traits of the entrepre-
neur. Ask your friends, business associates, or parents what the qualities
of a successful entrepreneur are and no doubt they will say “creative,
innovative, independent, competitive, and risk seeking.” If you ask
entrepreneurs why they succeeded, they will often suggest these same
personality traits were key. However, the reality is that these stereotypes
are based on conjecture about distinctive personality traits that are fun-
damental to entrepreneurship. Surprisingly, there is little direct evidence

showing that specific traits predict start-up success.?

Third, there are cognitive biases that influence the decisions of
resource providers. The belief that an entrepreneur can succeed, inspires
confidence, seems credible, or resonates true is less often objectively
determined. Instead, these conclusions are influenced by things like
overconfidence, memory biases (we remember good things more easily),
confirmation biases (where we consider data supporting our view and
pay less attention to data refuting it), and self-fulfilling prophecies

(where we act in accordance with our prior beliefs).* These biases cause
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resource providers to process information incorrectly and lead to errors
in decisions.’ For example, overconfidence might lead a resource pro-
vider to overestimate the possibility that a favored outcome will occur,
and overestimating one’s knowledge might cause a decision to be based
on incomplete information. There is evidence that investors are signifi-
cantly overconfident in their investment decision making, which tends to

reduce the information they will seek about prospective investment.

Therefore, the decision for resource investment, particularly
money, is based on objective qualities that are colored by subjective
influences of the search for ideal type, expectations for heroic traits,
and cognitive biases. The result is that more than 95% of all ventures
receiving investment capital over recent decades were led by White
men. This means that the human capital composite of the right mix is
based almost completely on a single narrow group of individuals. Men

have the right mix but women don’t seem to fit the model.

Assumptions about Women
Entrepreneurs

For women, there is a perception that they just don’t have what it takes.
Where does this perception come from? It’s based on two primary

assumptions:
* Women don’t have the right educational training.
* Women don’t have sufficient or appropriate professional experience.

In other words, there is an underlying perception that women just
don’t have the know-how, the body of knowledge, the skills, or the
capabilities to lead a venture of substantial size. In part, messages
about appropriate know-how derive from early education, and often
this is gender specific.

Traditionally women were encouraged to study liberal arts and

education and then enter occupations that served others: nursing,
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teaching, retailing, and services. Although opportunities for women to
pursue engineering, management, medicine, and science have
improved dramatically since the 1980s, for the most part, there are few
role models of women scientists, surgeons, and engineering leaders for

decision makers to use as standards for comparative evaluation.

The focus on male models of success was reinforced by the con-
tent of management training courses. For example, before 1995 fewer
than 10% of all business school teaching cases featured a woman
leader or entrepreneur as the protagonist.® This fact is startling, given
that approximately 48% of all undergraduates and 35% of all MBAs
are women.” During the last six years, Harvard Business School, the
largest provider of case teaching materials, has added more than 100
new cases featuring women as successful managers and entrepreneurs.
As these materials are diffused throughout the business education net-
work, models of success will become more diverse and more gender
neutral. Major business schools are aggressively recruiting women to
their classrooms and at least one school, George Washington Univer-

sity, has tested an entire curriculum on women'’s entrepreneurship.

Exposure to women as chief decision makers in all organizations
remains limited so both men and women generalize that women will
work in corporations, but are unlikely to lead or found them. Because the
preponderance of success stories feature men as the leaders, women are
perceived as less likely to be in leadership positions or to succeed as
leaders when they serve in those roles. The intense media attention on
women who do succeed (Carly Fiorina, Meg Whitman, Katherine Gra-
ham) only reinforces what a newsworthy (and thus unusual) situation it
is to find a woman in a position of leadership. In the eyes of the public
and, by extension, in the eyes of investors, women business owners are
seen as unlikely to have adequate managerial proficiencies. The com-
bined effect of educational career socialization, focus on male role mod-
els, and limited exposure to women as chief decision makers influences
the perceptions of women entrepreneurs in terms of education, experi-

ence, and qualification to run a high-growth firm.
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Sorting Fact from Fiction

There’s a profile in the venture world of what a successful
entrepreneur looks like . . . It’s someone who’s aggressive, very
competitive, and hard-driving. A lot of those are typical male
characteristics. A woman may have those qualities, but the
way she demonstrates them may be very different.
So what yow’ll hear from VCs is “She doesn’t have the
characteristics we’re looking for in a CEO.™®

—Jennifer Gill Roberts, a general partner at Sevin Rosen Funds

What are the facts? Is it true that women are less qualified to lead high-
growth firms? A quick review of the history of women in the workplace
will help us answer this question. Over the last four decades, women
joined the labor force in droves. In 1960 the labor force participation
rate for women was 37.6%. By 1997 that rate rose to 60.5%. Over the
same time period, the percentage of women in the labor force with col-
lege degrees more than doubled. Since 1975 the number of women in
executive and professional occupations also almost doubled.’ The pro-
portion of women in the labor force is expected to grow from 45% of
the total labor force in 1988 to a projected 48% for 2010.°

Education

Most people assume that women who are highly educated (have a
graduate degree) majored in English or the humanities. The reality is
quite different, however.!! Although women are not enrolled in the
same proportion as men in MBA and engineering programs, the
AACSB, the accrediting body for higher education, reports that the
number of women receiving MBAs has been steadily increasing over
the last three years. Additionally, a rising number of undergraduate
women are now majoring in business. Likewise, the majority of law

and medical students are now female. The fact is that some women
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entrepreneurs in the United States have attained education levels very

similar to that of men.

The statistics for women studying engineering tell a different
story. In 1997 women accounted for only 19% of engineering graduate
students, and in 1998, almost 20% of the engineering undergraduates.
In 1999, only 10.6% of employed engineers (individuals gaining indus-
try experience that might eventually be applied in a new technology
venture) were female.!> However, the more general numbers mask the
fact that there is a broader degree of participation by women in related
fields at both the associate and undergraduate levels. Furthermore, 37%
of undergraduates in the physical sciences were women, as were 33%
of those in the earth, atmospheric, and ocean sciences; 45.8% in math-
ematics, and 27.6% in computer science.'® These are women earning

degrees with high potential value in the entrepreneurial arena.

Tech-minded teachers worry that programming is to this
generation what math was to their mothers—a boys’ club
preventing girls from getting a foothold in the technologi-
cal world.'

When it comes to technological education, there is reason to be
concerned about the training of teenage and even younger girls. Teach-
ers of computer courses feel they face significant challenges when try-
ing to recruit girls for their courses. The difficulties faced are compared
to the more familiar challenges of getting and keeping girls in science
and math courses over the years because these traditionally have been
viewed as male arenas. The challenge persists. An advanced placement
computer science examination given in Los Angeles in 2001 attracted
more than 19,000 boys, but only 2,400 girls took the exam.

Why is a technical education important? Because this type of
human capital is considered essential for developing the intellectual
property needed to launch an innovative and scalable new venture.

Innovation, however, is not just about coming up with the idea for a
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new product, the classic building a better mousetrap. It might be an
entirely new product (a radical innovation), an improved product
(incremental innovation), or some other form of novelty—new mar-
kets, new processes to build or deliver the products, and new partner-
ships to improve efficiency and quality.'> The knowledge or expertise
to develop innovations might come from various sources, but the result

is a unique combination of human capital.

Innovation, in the form of intellectual property, is essential when
launching a growth venture. Historically, women appear to lag in one of
the most obvious and visible forms of intellectual property —the filing
of patents. From 1793 until 1840, only about 20 patents were issued to
women. However, this number might vastly underestimate women’s
real power for invention. Married women in the United States were not
legally entitled to own property until the mid-19th century. Therefore,
patents for inventions created by women often were registered under
their husband’s or father’s name. Inventions such as drip coffee, Scotch-
guard, bulletproof vests, and disposable diapers were all invented by
women.!'® There is an encouraging trend showing the share of patents
issued to women rose from 2.6% in 1977 to 10.3% in 1998. One current
estimate is that 20% of all inventors are female and this number is pro-

jected to rise to approximately 50% over the next decade.!”

Although the formal components of human capital are important, not
all business ideas come from the entrepreneur’s work experience or edu-
cation. Ideas also emerge from a hobby, avocation, or the home. A survey
of Inc. 100 founders shows that although 43% of the entrepreneurs
founded their businesses based on an idea they gained from previous
work experience, at least 16% based their venture concept on a hobby.
Somehow a need was identified and the individual was able to translate
that into a potential business idea. What they do with that idea helps to
determine whether or not they have a business opportunity, one that
solves a problem for which there is demand (and that people will pay for),

or merely an intriguing idea. Human capital, particularly business knowl-
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edge, then becomes a very important factor in making the critical distinc-

tion between an exciting idea and a genuine business opportunity.

Technology is not the only area important to business creation and
growth that has gender issues. While a high percentage of teenage girls
expect to attend graduate school, only a small minority expect to have a
“business”-related career. Among the reasons young women cited for
not pursuing a business career were their perceptions that it would be
constraining, risky, and cutthroat, and they preferred careers that
offered an environment in which they could be individuals, ethical, and
doing good things for the community.'® Of those girls expecting to

enter business, entrepreneurship was the most popular choice.

Although women entrepreneurs in the United States are generally
well educated, they are not a homogeneous group and education poten-
tially impacts them differently. The differences involving race and eth-
nicity are striking. Higher education is associated with the probability
of a White woman being involved in a start-up process, but the impact
is almost twice as strong for African-American women.'” At the same
time there is no significant influence among Hispanic women. The
Center for Women’s Business Research reported that 33% of the
respondents of a study of Latina business owners had at least a bache-
lor’s degree with an additional 35% having attended some college or
even holding a two-year degree.?

Considering the existing data about educational level, type, and
skills of women entrepreneurs, it’s hard to make the generalization that
all women lack the relevant depth and breadth of education needed to
run a high-tech business.

Experience

There are no internal limits today. There are some

practical ones, like getting more business experience, doing
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more networking, and going back to business school
to get more education.

— A successful woman entrepreneur

Work experience is the second major component of human capital.
There are three basic components of experience that are believed to be

important in determining success:
* Industry experience
* General business experience
e Start-up experience

Resource providers look for these three types of experience in their

evaluation of growth-stage ventures.

Relevant experience in the industry provides opportunity to
develop the know-how, the contacts, and a sense of the norms and busi-
ness practices that are used in the industry of choice. General business
experience gives an entrepreneur the chance to make decisions affect-
ing the whole business or gain expertise in specific areas (e.g., market-
ing, finance, operations). Either way, experience in running something
in a hands-on way is important. It is extremely important to note that
general business experience is not limited to the for-profit arena but
can also be gained from participation in volunteer organizations,
schools, and so forth. Finally, start-up experience can provide lessons
for what to do or not do, as well as give an entrepreneur the opportu-

nity to build a team, raise money, and acquire resources.

The challenge for women acquiring resources, especially money,
is based at least in part on the facts: Women are less likely to gain
human capital through experience in higher levels of executive or tech-
nical management. On average, 25% of all managers in Fortune 200
companies are female with some companies reporting rates as low as
only 7% female managers. In 1998 only 11% of the total board seats in
Fortune 500 companies were held by women, and less than 4% of the
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highest ranking positions in these companies (Chairman, Vice-Chair,
CEO, President, COO, SEVP, and EVP).?!

Women are, however, moving into higher positions in corporate
America in increasing numbers. Approximately 15.7% of Fortune 500
corporate officers are women.?? Yet 393 of the Fortune 500 companies
have no women among their top five executives. Of those that do, only
six on this elite list boast female CEOs: Hewlett Packard (Carly Fior-
ina), Golden West Financial (Marion Sandler), Mirant (Marce Fuller),
Lucent (Pat Russo), Avon (Andrea Jung), and Xerox (Anne Mulcahy).
Only three of these executives have women reporting to them as the
next group of highest paid executives. This suggests that the chances of
a woman gaining corporate experience running a very large company

are still extremely small.??

The good news is that there are indicators that women are now
gaining work experience in environments that should be valued by
resource providers. Of firms that went public in 1988 no women served
on any of the top management teams. By 1993, 27% of 535 companies
that went public had women in top management ranks. More recently,
43% of the companies that went public in 1999 had women in senior
management posts.”* For the woman on these management teams, the

experience and recognition is invaluable.

In general, start-up experience in an entrepreneurial venture is
considered to be very important, not only for the individual entrepre-
neur, but also for the management team. The understanding of how to
work well together is almost as important as the knowledge of business
cycles, shortcuts, substitutions, benchmarking, and meeting deadlines.
To better understand these teams, we examined the characteristics of
women who were applicants to a series of venture capital forums intro-
duced in January 2000—Springboard 2000. The first three of these
events attracted more than 900 applicants, all of whom desired to grow
large businesses. The average team size of the ventures described by
the Springboard applicants was two or three people, and 53% of those

team members were women. These teams had an average of 39 years
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of industry experience per venture, with half of the team members
averaging 12 years of industry experience relevant to their latest entre-
preneurial endeavor. More than 40% of the ventures had team members
with previous start-up experience. Indeed, almost one quarter of the

teams reported starting four or more previous ventures (see Figure 5.1).

As expected women applying for equity capital through the
Springboard program reported significant human capital in terms of
personal and team education levels. These were highly focused and
ambitious women who had decided to search for equity capital invest-
ments for their businesses. In fact, only 6% of the women applying had
less than a bachelor’s degree. One third of the women applying to the
program had bachelor’s degrees and an additional 49% held graduate
degrees. Whereas 18% of the graduate degrees were MBAs, 31% of the
Springboard applicants had graduate degrees in science or technology.

From these data about industry, general business, and start-up
experience of women, we see that again it is unfair to generalize.
Indeed, there are many areas where women have made great strides,
and in fact would meet the human capital qualifications for some ven-
tures. Even though it’s appealing to believe special traits discriminate
between success and nonsuccess, or entrepreneurs and nonentrepre-
neurs, the fact is that the “right stuff” is different for every business,

and it’s something you can learn on your road to success.?

23%

31%
21%

mo
25% 1
2-3

M 4 or more

FIGURE 5.1 Number of previous businesses started by venture teams.
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Overcoming the Hurdle

Katherine (Kay) Hammer was 34 years old and the mother
of two children when she decided to reinvent herself as an
entrepreneur in 1980. At the time, Hammer had a BA in
English and a Ph.D in linguistics. She was an associate
professor in linguistics at Washington State University
(WSU), but after her husband, a literature professor, left
her and their children to pursue acting in New York, she
decided that the rolling wheat fields would not deliver the
gold or the sparkle in her life. As a single parent, her salary
as an academic seemed to be barely enough to sustain her
family. She decided to leave WSU, recalling, “I felt like I
was either going to get tenure at Washington State and get
poorer every year I taught and feel like a victim, or I was
going to have to figure out something different to do. Soft-
ware seemed to be where there is money and mobility.”

At WSU she had used computers in her classes to teach
sophomore literature, and classes in syntactic theory and
psycholinguistics. Noam Chomsky’s writings about the pos-
sibility of universal rules of language suggested a business
idea to her. As in linguistics, computer programming had
similar rules about the order of words and/or symbols and
how they create meaning. She decided to apply the tech-
niques learned in linguistics to problems in system software.

To prepare, she joined the University of Texas at Austin for
a sabbatical year as a visiting scholar at the Center of Cog-
nitive Science and enrolled part-time in the computer sci-
ence department to work on natural language processing:
giving commands and instructions to computers in English
rather than computer code. After the year, she stayed in
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Texas and joined Texas Instruments (TI) where she man-
aged a group that developed tools for English-language
interfaces, NaturalLink. She worked long hours, then
would go home to feed her kids and be back at work later
in the evening. However, despite strong interest in the mar-
ketplace, TI would not agree to sell NaturalLink in any-
thing but its proprietary PC platform. Hammer felt that
her hard work was not being put to its best use. By 1984,
Hammer decided to move on to MCC, a consortium of the
world's leading computer, semiconductor, and electronics
manufacturers, and users and producers of information
technology, where she worked on a program for computer-
aided chip design.

She soon became aware of the huge amount of time and
money large companies spent writing data conversion pro-
grams. With a colleague, Tina Timmerman, Hammer
decided they could use the same techniques that they had
used with natural language interfaces to develop a soft-
ware product to automate the generation of data conver-
sion programs. Working from home on weekends on their
own PCs, they soon realized the venture required more
resources than they personally had. They applied for fund-
ing from MCC for their project. Despite the skeptics, seven
firms agreed to sponsor the project, even though they were
not overly enthusiastic about the concept, and one of them
even openly predicted failure.

Hammer’s persistence, technical skills, and “dare the nay-
sayers” attitude led to successful development of the proto-
type of the product. In two years, Hammer and three oth-
ers had developed tens of thousands of lines of code: half in
Lisp and half in the C programming language. Both at TI
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and at MCC, Hammer had been involved in the develop-
ment of products that she thought were perfect for the cus-
tomers, but the organizations showed lack of enthusiasm
for them and would either kill them or shelve them. She
was not going to let that happen to this project. She was
willing to reinvent herself, again!?® In fall 1991, Hammer
attracted an initial investment of $250,000 from Admiral
Inman, a business angel. Following 200% growth in the
next five years, a West Coast venture capital firm, VCI1,
also invested $1.25 million.

Hammer’s story is not unusual. She used her academic experience
and education in literature and language as a basis for developing new
capabilities in computer programming. This knowledge and experience
inspired the idea for her new venture. Her human capital formed the
basis for the venture idea, and the seed for the unique technology pro-
viding market differentiation. Importantly, she was willing to learn, to

improve her human capital, and in her words, to “reinvent herself.”

Unlike Kay Hammer, most women do not have a Ph.D., a back-
ground in computer science, and the backing of Texas Instruments. The
big question here is this: How can women who want to lead high-

growth businesses address questions about their human capital?

Assessing Your Education and Experience

In the first place, consider the link between your educational back-
ground and your business. For instance, someone with only a high
school education might be less likely to found a technology-based
company than someone who has some type of technological education
or training. Although formal education and clearly related technical
experience provide the most common ways to gain education, there are
many other ways to develop this knowledge. Take the example of Ann

Price, founder of Motek, a provider of supply-chain executive systems.
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Price attended one year of high school before joining the workforce
and was self-taught in the area of technology. Yet, she was able to build
a company that successfully competes in a technology market space.
She gained the knowledge necessary to launch her venture through
means other than formal education. After years of consistent growth in
profits, Motek was named to the Deloitte Touché Fast 50 list three
times, she won a Smithsonian award for innovation and boasted a For-

tune 50 client list.

Education can come from a variety of sources including volunteer
activities, workshops, courses, and self—study, and it works together

with experience. Consider the example of Gina Jacoby.

Gina Jacoby was just 25 when she opened her first Merle
Norman Cosmetics Studio franchise in Van Nuys, Califor-
nia. Becoming a franchisee at such a young age was daunt-
ing, but thanks to her previous experience as a consultant
and her training, the franchisor had complete confidence
in her ability. While starting up, Jacoby took business
classes through a local economic development center to
improve her business skills.?’

Like education, the three forms of experience—industry, venture
start-up, and general business—directly influence growth patterns.
Most entrepreneurs start businesses based on what they already know,
drawing heavily either from their previous occupation or their avoca-
tions. This is not surprising, because if you know the industry, it is
likely you can identify new opportunities or ways to solve problems.
Having this type of experience makes it easier for you to navigate the
distribution channels, understand customers, analyze competitors, and
build a solid network.

Although industry experience is central, start-up experience is
another form of knowledge. You can transfer your previous start-up

learning to a new industry or business concept. If you have already
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started one venture, you might be considered a serial entrepreneur.
Serial entrepreneurs sometimes create businesses in the same industry
and sometimes in different industries. Donna Dubinsky founded Palm
Computing, which manufactured a hand-held computing device, then
later launched another company making the same product, Hand-
spring. On the other hand, Nolan Bushnell is famous for founding
more than 20 companies ranging from Atari video games to Chuck E.
Cheese’s Pizza Time Theaters. In both cases, the experience of start-
ing ventures, building teams, acquiring resources, and developing net-
works directly facilitated the ability to launch a second venture

successfully.

Then there is general business experience. To what extent do you
have general business experience? This might be general management
oriented, where you would make decisions affecting the whole organi-
zation and learn how different functions (e.g., marketing, operations,
finance) are related and work together. Or it might be more function-
ally based, where you use this as a foundation to build your business.

For example:

Charlotte Bogardus founded Gazelle Systems to help res-
taurant operators increase sales by linking critical cus-
tomer information to marketing, site selection, and menu
development through a patented point-of-sale process that
collects data and appends customer demographic informa-
tion. Prior to start-up, Bogardus served in executive mar-
keting positions in national and regional food service
companies like Starbucks and Legal Seafoods, and previ-
ously had her own hospitality marketing firm.?®

In this case, it’s clear that Bogardus’s marketing experience related
well to Gazelle’s customer group (restaurants) and her hospitality
experience helped her understand their needs. General business experi-

ence can be obtained in many ways. For instance, if you are chair of the
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finance committee for your church, you might be responsible for a cap-
ital building campaign that would help you to understand equipment
and building contracting. Or, perhaps you have general administrative
experience from work in a business. This experience might help you to
understand how the business obtains customers, conducts operations,
and pays its bills.

Ideally, you would have all three types of experience—industry
experience, venture start-up experience, and general business and func-
tional experience—but the reality is that most entrepreneurs have one
or two types of experience when they launch their ventures. Of course,
there are examples of entrepreneurs who start businesses with minimal
industry, functional, or general business experience. A good example is

two founders of a fashion accessory business.

Marcia was a nurse, looking to break out of the health care
industry, and Martin was an artist who hoped to use his
artistic talents to design fashion items. They carefully
explored several options in the fashion industry, and fol-
lowing significant research, they decided to create high-
end specialty fashion accessories made of unique wools,
velvets, and silks. Over the years, they expanded their
product line to include a variety of scarves, capes, and
other accessories. Neither one of them had previous experi-
ence in the industry, in business management, or in
another start-up, and as a result, it took lots of on-the-job
learning and persistence for them to build their business.

Besides influencing the type of business and the start-up process,
human capital directly influences your growth potential. For instance,
if you start a small firm designed to provide a comfortable living,
chances are that you will need sufficient industry experience and gen-
eral management expertise to manage a small number of employees.

On the other hand, to create much larger, growth-oriented businesses,
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entrepreneurial human capital is reported to be the single most impor-

tant factor that investors consider.

Finally, it’s important to remember how an investor (whether it is a
venture capitalist or a family member) evaluates human capital in
assessing the risk of a potential investment. In essence, it requires a
clear-eyed inventory of human capital assets and a careful matching of
those resources to the needs of the entrepreneurial opportunity and
organization. If the entrepreneur’s human capital does not fit all of the
major management aspects of the venture, how can the entrepreneur

compensate for any deficits?

Enhancing Your Human Capital

We suggest five areas in which you might enhance your human capi-
tal: school, training, work experience, advisors, and affiliation with

associations.

School

More than 600 colleges and universities offer entrepreneurship courses
and programs, and an increasing number are offering concentrations and
majors, both at the undergraduate and graduate level. Although some
would argue that entrepreneurship can’t be taught in business schools,
the fact is that there is great value in writing a business plan and gaining
skills and tools from multiple disciplines or functional areas.

Training

There is a plethora of excellent training programs sponsored by the
Small Business Administration, women’s associations, networking
groups, and women’s business centers. These range from a half-day to

a full semester. You should do serious due diligence on the programs to
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make an informed choice. Training programs are often excellent for
developing lifestyle businesses, but they often lack trainers with exper-
tise in equity investment funding or fast-growth strategies. In fact, on
more than one occasion we have heard local trainers address introduc-
tory entrepreneurship students with references to “vulture capitalists”
and warnings to beware of equity providers or you will lose your com-
pany. Although these references might be accurate in certain situations,
they also set the stage for limiting opportunity scaling at very critical
early stages. If you seek high growth, you want a program that focuses
on writing a professional business plan, building and attracting a top
management team, learning financing options, negotiation, and possi-
bly networking with investors. This type of program is a distinct con-
trast to a program that offers business feasibility analysis or basic cash
flow management. Many areas now have entrepreneurship resource
centers or programs specifically targeted for women entrepreneurs that
focus on topics where they frequently have lower levels of human cap-

ital (e.g., finances).

Work Experience

Barnett Helzberg, author of What I Learned Before I Sold to Warren
Buffett, is fond of advising students and young entrepreneurs to “learn
on somebody else’s nickel (or sometimes it’s a dime).” You can gain
industry experience, management opportunities, and start-up exposure
in almost any size business. Large businesses offer an opportunity to
participate in an industry and observe (if not make) strategic decisions.
Some large companies might provide opportunities to engage in corpo-
rate venturing, where you can work on developing a new business
within the company or one connected to the parent firm. On the other
hand, new or small businesses might offer the chance for deeper learn-
ing experiences within the industry and more involved strategic deci-

sion making.
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Summary

It’s fair to say that perceptions that women lack the requisite human
capital to run high-growth ventures are not realistic. Women have
achieved near equality in undergraduate business education, medical
schools, and law schools, with substantial gains in MBA education as
well. Likewise, women with extensive managerial and executive exper-
tise are no longer the exception. Our research shows that among high-
growth women entrepreneurs, their experience and education is equal or
better to their male counterparts running high-potential ventures.
Although there certainly is variation in women’s composite industry,
functional and technical backgrounds, as well as educational degrees,
the statistics don’t suggest that women are in any way substandard or
inadequate compared to their male counterparts. The reality is that each
entrepreneur, male or female, needs to be assessed for “fit” to the partic-
ular venture, its strategy, and the product or market opportunity void it
seeks to fill. A right combination of human capital is “right” for the ven-
ture not because the woman entrepreneur needs to meet a certain stan-
dard. The same is true for women executives, managers of nonprofits, or
those in public administration. This perception thus has minimal basis

for limiting women’s opportunities to acquire money for growth.

There are only two areas where women’s human capital develop-
ment might be slower than expected; in terms of industry experience,
they are still the exception and minority at the most senior corporate
executive level, such as CEOs and board members of Fortune 500
firms, and with regard to the percentage of women graduating with
engineering degrees. However, when we consider the composite of
experience and education, women should be confident in their capabil-
ities. One woman entrepreneur stated that confidence in your human
capital is based not only on what you have done, but what you can do,

your potential.
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The next chapter considers the composite of human capital for the

venture and women’s ability to build a management team. Are women

less capable of bringing people together to run a venture?
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FINANCIAL
KNOWLEDGE AND
BUSINESS SAVVY

Financial capital does not ensure a new venture’s success,
but lack of funding can sound the death knell for even

the most brilliant business concept.

New ventures are typically long on ideas and short on cash. By now,
you already know that entrepreneurs must invest not only their own
energy, but also their own cash in their start-ups. Of course, you would
be very unusual if you could continue to fund the business out of your
own pocket indefinitely. In fact, in 1997, 92% of all women business
owners reported using some outside suppliers of capital including fam-
ily, friends, commercial banks and thrifts, finance companies, broker-

age and leasing arrangements, and government loans. !

When rapid growth is a part of your plan, you are likely to need
financial partners to fund the expansion stages. You will have to iden-

tify potential creditors and investors, and then pique their interest in the

113



114 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

business concept. Your own investments of seed money and sweat
equity will provide evidence of both your confidence in the venture and
your commitment to making it work. Next, you will have to demon-
strate to potential partners that you have a sound financial strategy for
growth and the management capability to make success a reality. Of
course, all the while that you are raising funds, you will also have to

tend to the business operations and manage cash flow very carefully.

Prior experience in money management can provide you an
extremely useful toolkit of skills for both securing and managing finan-
cial assets. Experience is also invaluable in managing relationships
with the partners who provide the cash. Besides building critical skills,
credible business experience serves to reassure investors of your com-
petence. If you lack this experience, you will need to enlist the help of

partners and advisors to fill in the gaps.

Why? Because, if you lack personal financial resources to make a
meaningful initial investment or if you are unable to inspire confidence
among potential investors as you expand, you will be severely chal-
lenged in growing your business successfully. This chapter addresses
the fundamental question, “How well are women entrepreneurs faring
in the entrepreneurial fund-raising process?” The answer is, “Not as
well as they should be.” Here we examine key issues that traditionally

have raised the bar for women entrepreneurs.

Challenges Built into the System

Building sufficient cash reserves to launch a business and managing
subsequent fund raising are challenges for every entrepreneur, but they
are particularly daunting tasks for women. Women often come up short
of cash at start-up and, when they are ready to grow their businesses,
they find that many would-be partners are not convinced that women
have the necessary financial skills and management savvy. These

assumptions are based on several different, but closely related, stereo-
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types about women, money, and financial management capabilities.
They fall into three general categories:

1. Women do not invest sufficient capital in their own businesses.
Either:

a) They can’t.
b) They won’t.

2. Women lack fundamental business skills and experience:

a) They do not have strong math skills.
b) They have little or no relevant financial experience.

3. Women are bad business risks because:

a) They are risk averse.

b) They can’t make tough decisions.

Whether or not they are true, these assumptions create significant
barriers to success for women entrepreneurs who want to build large
enterprises. If true, they might reflect fundamental problems in the
educational and employment infrastructures rather than problems with
women’s capabilities and commitment. The following sections explore
these widely held beliefs about women’s investment in, commitment

to, and capability to run substantial businesses of their own.

Do Women Underinvest in Their
Businesses?

Personal savings and family assistance fund the launch of nearly all
start-ups. The founders’ current income, cash reserves, credit card
capacity, and “mortgagable” assets account for most of the early stage
capital in the United States.? Other forms of non-cash entrepreneurial
investments include assignment of patent rights (and any associated

licensing revenue) to the company and foregoing salary.
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There is a perception that women entrepreneurs do not invest suffi-
cient start-up capital in their enterprises. If there is any truth to that, the
important question is “Why?” Do women lack a fundamental under-
standing of what it takes to launch the business? Do women invest less
because they lack confidence in their businesses or the size of the
opportunities? Do they have reservations about their ability to see the
venture through hard times? Is their level of investment simply a func-

tion of their personal financial circumstances?

Our research indicates that women invest in their enterprises at a
lower rate than men do, not because they do not believe in their ven-
tures, but because they simply do not have the same level of financial
resources available. In spite of improving conditions, a wage gap has
persisted for more than 30 years. Professional women currently earn
approximately 73% of what their male counterparts are paid for the
same work at commensurate levels of responsibility.> This gap means
that on average, in 2000, women working full time received $9,984
less in gross earnings than did men.* In 2001, median weekly earnings
of full-time female college graduates were 72.5% that of male college
graduates and women with master’s degrees earned 72.2% of what
their male counterparts did.’> A particularly large gender disparity was
reported between male and female executives. For example, in 1999,
only 5% of women executives were then earning $80,000 or more, but

23% of male executives were in the $80,000 bracket.®

This well-documented earnings gap between working men and

women is exacerbated by several other important factors.

* Women in business and financial industries tend to move up the
managerial ladder at a slower pace, so they stay in lower paying

positions much longer.

¢ Women often choose “female” industries (health care, education,

nonprofit) in which compensation is lower across the board.
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* Very few women are serial entrepreneurs. Consequently, they are
not in a position to stake their new ventures with the rich rewards

that might come from selling an enterprise.

* Many women choose entrepreneurship after having been out of
the paid workforce for several years, tending to the needs of a
young family.

As a result of some or all of these factors, women continue to lag in
building the substantial cash reserves necessary to stake a young venture.
The wage gap is closing but it continues to be a challenge for women,

even after they exit the paid workforce to become entrepreneurs.

A lower level of personal investment is only one of many reasons
that investors question whether women entrepreneurs are truly com-
mitted to their business. People often conclude that women start new
businesses not because they are pulled toward a great opportunity, but
because they are responding to personal life changes; for example,
their children are now all in school or they have recently experienced
divorce or widowhood. These circumstances reinforce the belief that
women entrepreneurs are reactive rather than proactive in envisioning
and building new ventures. The net effect is that women are viewed as
being less driven by the concept and, consequently, less serious about
their commitment to the enterprise. We know that the caregiving
responsibilities of parenthood fall more heavily on women’s shoulders.
If a woman has been out of the paid workforce for several years while
raising children, she bears negative consequences in the entrepreneur-
ial world: Not only does she have reduced cash reserves to invest, but
also her business skills might be somewhat rusty, and she might be out

of touch with important business networks.

That’s the bad news. However, there is also considerable good
news. More women are on career paths with high earnings potential
today than ever before.” They have yet to close the earnings gap com-
pletely, but their increasing capacity to create wealth allows them

greater opportunities to accumulate resources for a business start-up.
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Furthermore, most women have learned that they need help to create
and build their businesses. They are assembling multi-talented entre-
preneurial teams that bring a broad base of resources —including initial

financial investment money.

Outside sources of financing for early-stage businesses are also
becoming more accessible. Financing through government-sponsored
lending programs such as the 7(a) General Business Loan Guaranty
program, the Certified Development Company (504) loan program,
and the Microloan program provided funds to more than 76,000 U.S.
companies in fiscal year 2003.® These loan programs, readily available
credit cards, and equal opportunity lending have improved women’s
options dramatically over the past 30 years and have brought early-

stage financing within closer reach for women entrepreneurs.

These programs have the added benefit of giving women entrepre-
neurs experience in understanding and meeting loan requirements,
negotiating terms, and operating under covenants. In 1998, women
who achieved high growth in their businesses had an average of 4.2 dif-
ferent sources of capital, including business earnings, personal and

business credit cards, private sources, and bank loans.’

Women have made extraordinary progress, but they still have
much to learn. In spite of narrowing the debt-financing gap over the
past decade, women continue to rely too heavily on personal credit
cards, which carry a higher rate of interest, to finance their busi-
nesses.! Women business owners, even those who declared high-
growth goals from the start, still lag men in their willingness to seek
bank financing for their enterprises. In 2000, women-owned businesses
claimed only 21% of the total SBA loans,'! which generally provide

much better terms than do personal credit cards.

In 1998, only 52% of women business owners had some form of
bank credit, whereas 59% of men business owners did so'? and those
women who did seek commercial credit did not aim as high. Only 34%
of those women had secured credit commitments of $50,000 or more,

as compared to 58% of their male counterparts.!> However, when
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women choose to seek debt capital, there appears to be no systematic
gender bias. Instead, the owner’s age, the size of the firm, credit his-
tory, and the ability to provide collateral and guarantees are much more

reliable predictors of success in securing loans than is gender. !4

The personal financial resources that entrepreneurs invest really
“stake” the business. They not only provide the funds to rent space, get
a computer and software, file a patent application, or get on a plane to
meet with potential customers and suppliers; they also provide an
important buffer against revenue fluctuations in times when the busi-
ness meets bumps in the road. Your entrepreneurial investment helps
the business get some breathing space while it builds a solid operating
record and establishes a credit history. It also signals to outside inves-
tors that you have “skin in the game,” that your own resources are on
the line to sustain the enterprise. Your level of investment determines
how long the business can function on its own, how much research and
development can be completed, and how much space can be leased or
inventory purchased before outside investors or bankers must be
brought into the deal.

Of course, the more fully developed your business is when you
begin looking for outside investors, the more clearly you can demon-
strate “proof of concept” and the easier it will be to sell investors on the
business vision. This means that the up-front investment is a critical
factor, not only in early-stage success, but also in subsequent financing

rounds. It is very instrumental in building a business that has traction.

Yes, it’s a fact! Women generally have less cash to “seed” fund
their own ventures. They must rely on founding partners, family, and
friends to help launch their businesses. With lower founding invest-
ments, they must turn to outside investors much earlier in the new ven-
ture’s life, which might disadvantage them in attracting capital to the
enterprise and in negotiating favorable terms. However, the level of
their investment does not tell the whole story. It does not support a con-
clusion that women lack commitment to the enterprise and its success.

In fact, those who do start businesses do very well. Business ownership
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is one of the most effective means of improving women’s economic
well-being. In 1998, women householders who had founded a business
had an average income level 2.5 times that of those women who were
wage earners, and their net worth was more than 6 times greater than
that of those without a business. !

Do Women Have the Requisite Financial
Knowledge, Skills, and Experience?

Are the assumptions that women lack the appropriate knowledge,
skills, and experience to be good financial managers accurate? Is it rea-
sonable to believe that women aren’t good business managers because
they suffer from “math anxiety?” There is strong evidence that, for
decades, girls and young women did experience strongly gendered
influences in the educational process. The result was that they were
less likely to study mathematics, accounting, and finance in school.
Historically, women concentrated their studies in language arts and
social sciences rather than in physical sciences, engineering, finance,
or accounting. That path led them to choose careers in human
resources and personal services, often favoring administrative roles
over strategic or operational positions. These careers provided few
opportunities to develop skills in negotiating loans, managing financial
controls of the business, or engaging in effective investor relation-

ships —skills prized by investors.

However, things have changed. National Science Foundation
(NSF) statistics indicate that in the high school graduating classes of
1998, the female students were more likely than their male classmates
to have taken geometry (77.3% vs. 73.7%), algebra II (63.7% vs.
59.8%), and trigonometry (9.7% vs. 8.2%). They were only slightly
less likely to have taken precalculus (22.9% of the females vs. 23.0%
of the males) and calculus (10.6% vs. 11.2%). Furthermore, NSF
reports from 1990 through 1998 show that women consistently earned
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the lioness’s share of bachelor’s degrees (53.3% in 1990 and 56.2% in
1998) and, in 1998, women collected almost half (46.8%) of the bache-
lors degrees in mathematics.'® However, women do lag men in two
critical areas. They represent only one third of the current graduates of
leading masters in business administration (MBA) programs and fall
behind at the highest levels of education. Women earned 43% of the
Ph.D.s granted in biological sciences in 1999, but only 35% of the sci-
ence and engineering Ph.D.s.!”

Although American women are still viewed as below average in
basic math and finance, that belief is not borne out by these statistics.
The math skills hurdle is one of perception rather than reality, yet its
persistence continues to plague women seeking capital. If doubts about
women’s business and financial skills are based on “yesterday’s news,”

the media has done little to dispel them.

There are very few high-visibility women in leadership roles at
large corporations and powerful financial institutions. Drawing from
the current managerial ranks, print and broadcast media reinforce pre-
vailing images of what business leaders and entrepreneurs look like
and how they act. True, Fortune devotes one issue each year to the 50
most powerful women in business in the United States (and to the 50
most powerful women in global businesses), but there are remarkably
few women featured throughout the remainder of the year. Abby
Joseph Cohen, Maria Bartiromo, and Laura D’ Andrea Tyson are recog-
nized experts on business and financial matters, but the vast majority of
the commentators on the stock market, financing, and economic fore-

casting are men.

When the popular business media are just as likely to feature a
female CEO or CFO (and gender is not the primary focus of the arti-
cle), the perception that women are not qualified to take leadership
responsibilities will begin to dissipate. Of course, that will only happen
when more women succeed in taking top spots in highly visible com-
panies. In the meantime, what people see is important, but what they

don’t see in the media is just as important in determining attitudes and
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expectations. The absence of women as leaders in the business head-

lines reinforces the belief that women and business simply don’t mix.

Attitudes and expectations are also shaped by the leadership
research and theory development that is based almost entirely on stud-
ies of men. The models of appropriate leadership styles and the defini-
tion of recognized paths to success are derived from these studies of
men, so it is no wonder that they have a distinctly male style. A leader-
ship approach that differs from the established model is considered an
anomaly and might be dismissed as a weakness rather than a strength.
For instance, cooperation rather than competitiveness might be per-
ceived as less desirable in a fast-growth venture even though it can be
just as effective in achieving the company’s goals. The ability to make
hard and fast decisions is not one of the classically defined feminine
attributes. In fact, when women exhibit these capabilities, they are

often characterized as “bitchy.”

Lending officers use education as a proxy for human capital and
are more likely to grant loans to those who can demonstrate education-
ally based expertise.'® Women who operate businesses in sectors com-
monly seen as “male” (e.g., manufacturing, or based on high
technology) might find it especially difficult to overcome industry-
based stereotypes, unless they have deep experience in the field. Many
women have been unsuccessful in translating their background experi-
ences in a way that overcomes stereotypes about what it takes to run a

growth business in these sectors and inspire investor confidence. '

Women frequently run into serious barriers when they seek their
first round of external funding, whether it is debt financing from a bank
or a private equity investment from angels or venture capitalists. Take,
for example, Saman Dias, who reported, “When you are starting a

business, nobody wants to give you money.”?

Saman Dias, CEO of Walnut Creek-based AIM Computer
Training recalled the painful process she experienced when
she first sought bank financing. She had operated her ser-
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vice business successfully for several years, but when she
needed additional cash for growth and expansion, she
found the lending process intimidating. She filled out
applications and met with teams of bankers from 10 differ-

ent institutions, only to be repeatedly rejected.

Although there are large numbers of women entrepreneurs who
actually have appropriate skills, the perception that they are less com-
petent as business leaders and financial managers remains a challenge.
In cases where they make lenders and investors hesitate to commit,
misconceptions can provide an unusually high hurdle for women entre-
preneurs. If funding is denied or delayed simply because a woman
entrepreneur is assumed to be less “financially capable,” the enterprise
will be handicapped and the woman will have to work harder, not only
to prove her own abilities, but also to make the business succeed. For-

tunately, there is evidence that things are changing.

Since the 1960s, each new generation of American women has
been better trained in basic business skills and has gained deeper man-
agerial experience. The number of women gaining managerial experi-
ence in the corporate ranks and experience on start-up teams is
growing. In 1999, women made up 46% of business decision makers.
Approximately 9.4 million women reported that they held executive,
administrative, or managerial positions. The fact that women repre-
sented 57% of the executives under 25 and 52% of those under 35 pro-
vides evidence that there is significant change afoot.?! Throughout the
1990s, women started new ventures at nearly twice the rate of men and
their businesses are not only surviving, but also thriving.?? Debt capital
has become widely available to women-led businesses that can demon-
strate a track record, and women are recognizing the importance of
drawing on multiple sources of capital. As a result, there is a growing
cadre of women entrepreneurs who have the requisite financial experi-

ence and business savvy to run large entrepreneurial organizations.
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Despite these gains in the debt markets, few women business owners

have been successful in securing private equity investments.??

Women have a very difficult time convincing equity investors that
their businesses represent more opportunity than risk and that an invest-
ment will be well rewarded. Many investors are still concerned that
there are substantial risks associated with women-led businesses, but
there is not a sufficient countervailing “upside” to be had. Female entre-
preneurs are considered a good bet in that they are no more likely than
men to default on their loans. They are, however, seen as less likely to
soar to great heights (and provide big payoffs), primarily because they
are considered unwilling to take the big risks necessary to win.

Equity investors see that women are more likely to avoid debt and
less likely to put personal collateral at risk®* and, from that evidence,
they infer that women are risk averse. These observations are deeply
ingrained, coming from impressions formed on the playgrounds of
America and reinforced by the educational system and early career
paths. Girls are viewed as more cautious than boys in play settings; men
are known to love fast driving and, by extension, seem to be more at
home with riskier financial situations than women. Because risk is con-
sidered to play a central role in entrepreneurial decision making,?
assumptions about women’s personal risk preferences have a “spillover”

effect on assumptions about their tolerance for risk as business owners.

Research on risk reveals that women are generally less tolerant than
men on a variety of dimensions. For example, they are much more con-
cerned about being caught and convicted of speeding than are men.?®
They also exhibit a greater preference for making “safe” choices in per-
sonal behavior including decisions about smoking, seat belt use, and
preventative dental care.?” They have also been shown to choose a more
cautious approach to personal financial management. Men allocate a
higher proportion of assets to stocks (riskier strategy)®® and select less
conservative positions relative to their portfolio’s volatility, individual

stock volatility, and size of investments®® than do women.
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However, women can offset risk aversion through education and
experience. Research shows that having a college education increases
the likelihood that women will seek debt financing.*® Women have now
achieved higher levels of education than men business owners.?! Fur-
thermore, it appears that although some women adopt lower risk strate-
gies (which could lead to lower returns), the overall performance of
their businesses is on a par with their male counterparts. In other

words, women are more likely to “hit their target.”?

There is also evidence that many highly skilled corporate women
who choose entrepreneurship do not shy away from risk. In a recent
study conducted by Korn Ferry and Columbia University, Fortune
Small Business found that executive women leaving the corporate
ranks to start new ventures were not any more risk averse than their
male colleagues. “Their primary reason for starting new ventures was
the adrenaline factor. An ‘opportunity to take risks’ was cited by a
stunning 77.8% of respondents. Next up (66.6%) was another hard-
headed goal: the chance to make more money. And rounding out the

top three was clout, the ability to make strategy.”

Even if they are risk tolerant, women who succeed in attracting
investment capital might find that their management and financial
skills are in question. If they are perceived as higher risk investments,
they might have to pay a higher premium for an equity investment.
Those fortunate enough to secure funding might find that their angels
and venture capitalists provide closer oversight because women CEQOs

are less “trusted” in their financial expertise.>*

Separating the High Potential,
High Performers from the Rest

Almost all of the concerns about women business owners as high-
potential, high-growth entrepreneurs are based on generalizations

about all women as business owners. Where there is truth to the
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assumptions, they tend to explain why the vast majority of women
entrepreneurs have chosen small, closely controlled, income replace-
ment businesses rather than high-growth enterprises. In 1997, almost
85% of all women-owned businesses were sole proprietorships with
average annual receipts of $31,000 (as compared to the 74% of all U.S.
businesses that were sole proprietorships with average annual receipts
of $58,000).% Only 5.8% of women operated their businesses as C cor-
porations and 6.2% were organized as Subchapter S corporations in
1997.%% The vast majority of men, as well as women, who start busi-
nesses, tend to create small, local enterprises that provide good income
and a personal stake in the business, but the men are much more likely
to hit higher revenue targets. In fact, in 1997, only 13% of the women
sole proprietors had receipts in excess of $50,000 and 2.7% reported
receipts over $200,000.

However, generalizations fail to take into account the exceptions.
Just as there is a small cadre of highly motivated, highly qualified male
entrepreneurs, there is a subset of highly focused, highly performing
women entrepreneurs who want to grow large, vibrant businesses. The
main difference seems to be that where men are concerned, these dif-
ferences are clearly recognized and actively searched out, whereas,
with women entrepreneurs, the assumption seems to be that one size

fits all cases.

Katherine Gray, another seasoned entrepreneur, experienced what
appeared to be gender-based biases when she undertook a search for
private equity. She wrote to the Diana Project team for help:

Dear Diana,

I was reading Fortune Small Business and came upon the
OI’ Gal Money Hunt?® article, about your research. I hope
you can help me. I am a 54-year-old health care profes-
sional. I have a Ph.D. in educational psychology and devel-
opmental psychology with an undergraduate degree in
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Business Administration—-Marketing. I completed a post-
doctoral year in gerontology (study of the elderly) at the
University of Minnesota and have since served in senior
executive positions at several heath care companies. At
one, I managed a start-up subsidiary that developed and
produced software. I have had as many as 275 staff report-
ing to me.

Five years ago I started Sage Health Management Solu-
tions, a company that improves the quality of health care
by using the Internet to manage diagnostic test orders. I
have patented the software and business method. I am
convinced that the market potential for our products will
increase dramatically in the next five years due to the
growing elderly population needing health care services,
new regulations for security in transmitting patient
data, increased pressure from all sides to lower health care
costs and, most importantly, the recognition of the need to
improve the quality of the care provided. Our software
addresses each one of these issues.

I have bootstrapped the company to this point, relying on
money from family, mortgaging our home (twice), and
even have angel investors who have provided me with
financing. But now I need a venture capitalist who will
make a substantial investment in the company so we can
expand into the marketplace. I’ve been to several network-
ing events where I have met with venture capitalists,
but they seem reluctant to invest. They don’t seem to real-
ize that I’ve been able to put together the seed capital to get
the business to this point, and am capable of taking it to
the next level. Do you have any advice for me?

V. Katherine Gray
C.E.O. & President, Sage Health Management Solutions
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Katherine Gray typifies the challenges that women entrepreneurs face

in equity fund-raising for expansion.

All too often, the assumptions about women entrepreneurs are
generalized to all, without recognition of the capabilities and ambitions
of a subset of highly qualified women who are ready to lead high-
growth organizations. The last big nut to crack is how capable women
who want to lead high-growth enterprises break the stereotypes and
find creative ways to tap into angel and venture capital.

The Springboard Survey:
A Study of Women Entrepreneurs
Leading High-Potential Enterprises

A recent survey of more than 100 women-led businesses that were
seeking equity investments in 2000-2001 provides insights into how
women with high-growth intentions can address the challenges of
funding their young enterprises. The survey examines how these
women bootstrapped (self-funded) their product development and the
development of the business itself. The findings demonstrate how they
countered the negative stereotypes, demonstrated their capabilities, and
created enough confidence in themselves and their enterprises to
engage financial partners. The survey was one of many instruments
used to develop an understanding of how these ambitious women
(selected because they were actively seeking equity funding through
the Springboard Venture Forums) organized their businesses and devel-
oped credible bases of operations before seeking external funding. The
survey included questions about two broad categories of bootstrapping:
those directed at product development and those that were more far

reaching and focused on development of the business as a whole.

Product development options are directed at providing the
resources needed to move from the “good idea” stage, to working
product concept, to a functioning prototype, then beta testing and
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establishing channels of distribution, and creating the marketing strate-
gies appropriate to building a customer base. Entrepreneurs often rely
on advances from customers or negotiate special deals for manufactur-
ing equipment to fund this stage. They are also likely to seek research
grants such as those available through SBIR or work with university-
based research programs where they can share labs or equipment. They
might require prepayment on licenses or royalties to fund this develop-
ment stage. The ultimate goal is to get the product or service to market

with the minimum cash outlay.

Business development includes all the activities associated with
building the enterprise. Although entrepreneurs use a wide variety of
bootstrapping techniques to fund the early growth of the business orga-
nization, there are two major categories of bootstrapping that capture
the essence of how the funding can be managed. The first is bootstrap-
ping by minimizing the demand for capital and the second category is

bootstrapping by finding alternative ways to meet capital needs.

Minimizing the need for capital really means that the entrepre-
neur focuses on controlling rather than owning resources. For exam-
ple, she chooses to lease rather than purchase expensive equipment
that would require large cash outlays and commit the business to a
specific direction for the long term. Instead of hiring full-time
employees, the entrepreneur will use temporary personnel or short-
term contract labor to reduce overhead expenditures. They employ rel-
atives at below market wages or pay with equity compensation while
they work with little or no salary for themselves. Many entrepreneurs
negotiate deals with service providers (lawyers, accountants, public
relations firms) at below-market rates with the promise of long-term

relationships at full price in return.

Most entrepreneurs monitor both accounts payable and accounts
receivable closely and ease cash flow crunches by collecting early and
paying late. Establishing routines for speeding up invoicing, offering
the same conditions to all customers, or even ceasing business relations

with late payers can minimize accounts receivables, and get cash into
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the business more quickly and effectively. Other “minimizing” boot-
strapping techniques include the creation of systems to reduce stock
(building “just-in-time” delivery systems) and negotiating the best pos-
sible terms with suppliers to minimize capital invested in inventory.
Using internally generated cash is another alternative that can mini-

mize the need for raising capital as the business grows.

In contrast, bootstrapping options that rely on alternative ways to
meet capital needs usually involve owner financing. The focus of these
alternatives is on raising capital quickly without having to pledge sub-
stantial collateral that the growing business might not yet have. Per-
sonal and business credit cards are a common source, as are personal
bank loans, home equity loans, or personal savings. Selling accounts
receivables (factoring) and borrowing from previous employers, are
alternatives that can help the business get to a position where it is

attractive to outside equity investors.

The results of the Springboard survey (see Table 6.1) show that the
women who succeeded in attracting outside equity investments were far
more likely to have used bootstrap financing options to build their busi-
nesses than were those still seeking equity. The most pronounced differ-
ences between the successful venture capital seekers and those still on
the hunt were their use of product development bootstrap techniques
and their ability to minimize business development capital require-
ments. The groups were more similar in the ways they met the capital
needs of their growth businesses. Nearly 90% had used personal savings
to bootstrap the business and more than half had used personal and busi-
ness credit cards. Less than 40% reported getting loans from family and
friends, and less than 20% reported taking out personal bank loans to
support business development and growth. Less than 5% had factored
(sold or pledged) accounts receivables to raise capital.
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TABLE 6.1 Use of Bootstrapping Options by Springboard Applicants

No Got
Equity Equity Total

Bootstrapping product development

Prepaid licenses, royalties, or advances 16% 35% 24%
from customers

Customer-funded research and development 14% 33% 22%

Bootstrapping business development

Minimizing capital need

Leasing equipment 16% 60% 35%
Temporary personnel 57% 60% 58%
Credit from vendors 12% 53% 30%
Interest on overdue payments from customers 4% 8% 6%
Delayed compensation for founding team 61% 88% 73%

Deals with service providers (e.g., lawyers) at below 52% 58% 54%
competitive rates

Using retained earnings 26% 18% 23%
Meeting capital need
Personal credit cards 57% 60% 58%
Business credit cards 47% 55% 51%
Personal bank loans 16% 20% 18%
Personal savings 94% 80% 88%
Selling or pledging accounts receivables (factoring) 4% 5% 4%
Paying employees with company stock 33% 75% 52%
Loans from family and friends 39% 38% 39%
Loans from partners’ families and friends 20% 18% 19%
Loans from previous employers 2% 5% 3%

One of the greatest differences between the two groups was their
ability to use other people’s resources. Requiring prepaid licenses, roy-
alties, or advances from customers; having customers fund research and
development; and getting credit from vendors distinguished those who
got outside investments. Similarly, almost 60% of those getting equity
reported leasing rather than purchasing equipment in comparison to just
16% of those still searching for an outside equity investment.

Of those who were successful in getting equity investments for

their companies, more than 35% had founding teams with accounting
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experience and almost 40% had teams with financial planning experi-
ence. Thirty-five percent of the businesses still seeking external invest-
ments had financial planning experience on the top management team,
in comparison to 46% of businesses that had already gotten investments
(not statistically different). Women who demonstrate a competence in
cash flow management and financial recordkeeping, as well as an in-
depth understanding of financial or accounting exigencies, whether
learned in school or in prior employment, convey the financial sophisti-

cation that inspires trust in financiers and investors.

Over 90% of those who were successful in getting outside equity
reported some or all of the investment came from private investors
(individuals or groups), although half reported having gotten funds
from a venture capital firm. The heavy reliance on angel funding corre-
sponds to findings in other studies. The Global Entrepreneurship Mon-
itor (GEM) study reports that in some nations more than 90% of
investment capital in entrepreneurial companies (male- or female-led)
comes from informal angel investors.’® What is unusual is that 50% of
the entrepreneurs in the Springboard study reported funding from ven-
ture capital firms—evidence that sponsoring forums like Springboard
2000 (now Springboard Enterprises; www.springboardenterprises.org)
can greatly increase the odds of success in finding funding.

Since the initial Springboard forum in Silicon Valley in 1999,
more than 230 women-owned businesses have presented at nine ven-
ture forums in seven U.S. markets and have secured, to date, close to

$2 billion in investments.

The Springboard findings are consistent with other studies that
have identified bootstrapping as an effective strategy for financing a
new enterprise’s early stage growth and positioning the firm to be
attractive to outside investors in subsequent rounds of financing. Boot-
strap financing was used by 94% of new technology-based firms (see
Table 6.2) and was the preferred source of more than 80% of the Inc.
500 fastest growing privately held firms in the United States.*


www.springboardenterprises.org

CHAPTER 6 ¢ FINANCIAL KNOWLEDGE AND BUSINESS SAVVY 133

TABLE 6.2 Sources of Equity Investments

Sources of Equity

Private investors —individuals or groups 93%
Bank where you had debt 8%
Venture capital firms 50%
From pension funds/insurance companies 5%
Publicly issued stock 5%
Investment from a small business investment corporation 8%

What Can Women Do to Clear the
Financing Hurdles?

To Overcome Any Shortfalls in Initial Funding

Build Personal Reserves

The earliest investments will be your own and those of your
cofounders. The more cash that you can set aside for the early-stage
development of the business, the stronger the position you will have
when you seek outside investors. Use the time before you start up the
business to cultivate your network of business and professional con-
tacts who can assist in the start-up and development of the business—
either directly as partners, investors, clients, or customers, or indirectly

as references and conduits to other interested partners.

Consider Founding with a Partner or a Small Team

Most complex businesses are created by small teams of entrepre-
neurs rather than by individuals. Consider your goals and your capabil-
ities, then organize a founding team with multiple talents and resources
and draw on the shared pool of financial resources to get the business

off to a flying start.
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Creatively Finance the Business to Show Proof of Concept and
Capability for Growth

Women must raise their initial capital creatively, including using
bootstrapping techniques. Bootstrapping by minimizing capital
requirements can enable the team to demonstrate product viability,
build market interest, and prove management capability. That level of
success already achieved is the proof that enables women to take the
next step and engage debt and equity investors. The Springboard sur-
vey results provide a good comparison of women who were successful
in securing outside equity investments and those who were not. What
the winners had in common was their ability to bootstrap the early
stages of growth. The personal savings of the start-up team funded
90% of their ventures in the early stages. The next most popular strat-
egy was delaying compensation for the founding team to help build the
business (73%).

However, there were distinct strategies that differentiated those
ventures that succeeded in getting equity investments from those that
are still trying. Among these are bootstrapping options that use “other
people’s money” (i.e., customers, vendors, and employees) and control
resources the business doesn’t own (e.g., leasing equipment). Boot-
strapping was critical for positioning the businesses for subsequent
investment by external investors; a well-disciplined financing strategy
increases the chances of the firm’s later success and increases the ven-
ture’s access to outside investors. Women-led businesses that use boot-
strapping as part of their financing strategy are more likely to be
successful in securing equity financing. These women have been able
to demonstrate the success potential of their businesses while develop-

ing greater skills as leaders.

If women have not had the opportunity to learn how to plan and
execute bootstrap financing through firsthand industry and start-up
experience, attending programs to learn about these options is advis-
able. Leading a fast-growth business is challenging. Bootstrap financ-
ing is essential to getting off to a good start.
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To Demonstrate Financial Knowledge and
Management Savvy

Understand Capital Types

The amount of information women have about various sources of
financing will directly affect their financing strategy. When entrepre-
neurs are unaware of capital alternatives, their choices are limited
and they are likely to rely on expensive and inefficient capital sources
(e.g., credit cards because they’re short term with high interest). As a
result, they will pay more for the money, incur higher risks, and ulti-
mately lower the value of the firm.*' By familiarizing themselves
with the advantages and disadvantages of the full range of capital
options, women will be in a better position to price and negotiate the

investment.*?

Investors are quick to see an entrepreneur’s knowledge or informa-
tion gap and are likely to judge the firm less worthy of investment if the
entrepreneur has not already demonstrated her ability to create value
through bootstrapping. Although information on capital types can be
gleaned incrementally as the firm moves through the various growth
stages of the business, having the information early in the company’s
development will allow the management team to drive the growth of

the company rather than having to constantly be in a reactive mode.

If the relationship between the entrepreneur and the financier hinges
on the degree of confidence inspired, then women who understand capital
types and know how to leverage debt and equity will have a far greater
chance of gaining the investments they need for their fast-growing or
“gazelle” business.* Having information on financial products will
increase women’s confidence and help them more effectively negotiate the

terms of financial contracts and facilitate compliance and renegotiation.**

Understand Requirements of the Industry

Different industries have different capital requirements, which

increases the need for a coherent financing strategy. In manufacturing,
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more capital is needed to finance production facilities, equipment,
inventories, and working capital and to cover the initial operating
losses the business is likely to incur. Similarly, technology-based com-
panies will require more up-front capital because they often face long
lead times developing and transferring new technology into the mar-
ketplace. Businesses started in retail or personal and business services
have lower capital requirements because they need less equipment or
inventories but might need more money for marketing so they can gen-

erate sales and profits rapidly.

Understanding the underlying factors in the industry and how
those factors impact capital requirements will improve the effective-
ness of financial planning and success in securing investments. To
some extent differences between industries might be offset by the skills
and experiences of the top management team. This means that entre-
preneurs need to carefully evaluate the skills and abilities of the man-
agement team and determine whether skills can be substituted for

financial capital within the particular industry constraints.*

Understand the Motives of Lenders

Investors have differing motivations for investing in growth com-
panies and the outcomes they expect will vary. Equity investors are
interested in return on investment and can expect as much as a 50%
annual return. Debt investors, on the other hand, will be more inter-
ested in how risky the loan is and the extent to which it can be covered
with collateral. Understanding the differences in motivations and
expectations will help you evaluate the pros and cons of financing

alternatives and choose the sources most appropriate to your business.
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To Overcome Concerns about Ability
to Manage Risk

Develop a Process for Risk Management

Information, skills, and abilities increase risk tolerance. People
with higher levels of formal education as well as industry, managerial,
and previous start-up experience are more likely to invest personal
resources in their business and seem to take greater risks with their
financing strategy overall.*® Essentially, these nonfinancial resources
mediate the risk relationship. Investments entrepreneurs make in infor-
mation gathering, knowledge, and skills, will likely translate into their
willingness to take more risk. The enhanced information gives the
entrepreneur a greater ability to make good choices. Understand that
every round of financing takes twice as long as you anticipate it will, so

start early and manage cash carefully.

Work with Reputable Professionals to Expand Your Knowledge
and Your Network

Lawyers, accountants, and consultants can help you fill in the gaps
in your knowledge of specific financing alternatives, can make referrals
and introductions, and can point out potential pitfalls. It is particularly
important that you have a full understanding of the deal terms and that

you protect your own interests as you take in new partners.
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GROWTH ORIENTATION
AND STRATEGIES

You’ve taken the plunge and started your business. Armed with a great
idea that you are passionate about, you’re on the road to success. But
are you on the right track? This chapter explores the factors influencing
growth and the challenges you might face as you try to take your busi-

ness to the next level.

Growth is a choice. You might be committed to creating a large-
scale, high-growth enterprise—envisioning your start-up as just the
early stage of a global-scale enterprise or a public company traded on
the NASDAQ or NYSE. Alternatively, you might prefer a manageable
lifestyle business. Perhaps your dream falls somewhere in between the
two. Whatever your plans, the opportunities for growth depend on stra-
tegic choices that you make at the outset. These choices include the
venture concept, industry, market niche, and potential scalability of the
business. If the industry is mature and slow growing, the market niche

is small or crowded, or if the concept is hard to scale and expand, then
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your business is unlikely to be a blockbuster in terms of growth and
size. At the same time, business concepts that replicate existing ideas
or are highly dependent on the entrepreneur’s personal involvement
(e.g., a catering service or graphic design business) also have low
growth potential. Then, from an investor standpoint, the sector you
compete in directly affects your ability to raise growth capital. Angels,
venture capitalists, and corporate investors are quick to identify those
sectors with the greatest promise for innovation and financial returns,

then direct their investment dollars to those industries.

Biotechnology, software, telecommunications, medical devices
and equipment, media and entertainment, semiconductors, computers
and peripherals, IT services, and industrial energy captured more than
90% of the venture capital investment dollars in the third quarter of
2003." Less than 10% found its way to consumer products and ser-
vices, business products and services, electronic instrumentation,
health care services, retailing and distribution, and financial services.
Investors devote significant time and effort to specializing in particular
industries as part of their personal or firm strategies. Because technol-
ogy-based businesses are those that solve big problems (e.g., medical
diagnostics, faster information delivery, cures for diseases), they usu-
ally have the highest probability for returns. It quickly becomes appar-
ent that the vast majority of very high-potential businesses have a
technology base. By contrast, the majority of women owning firms in
these segments is comparatively small. As we noted in Chapter 1, more
than 55% of all women-owned businesses are in services and an addi-
tional 17% are in retail. Although it is estimated that more than
250,000 women lead companies in manufacturing, telecom, medical,
and other areas,” the pool of women-led businesses in industry sectors
with high growth potential is still comparatively small.

Now, this is not to say that all businesses in retail lack growth
potential, because, of course, there are exceptions. Mrs. Field’s Cook-
ies, Liz Claiborne, DKNY, and Mary Kay Cosmetics are well-recog-

nized examples of multimillion-dollar companies that grew in highly
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competitive retail sectors. However, the present and future reality is
that innovative concepts in biomedical, nanotechnology, or photonics
that have multiple applications stand a much better chance of growing
large and fast.

As you think about growth, no matter what your aspirations might
be, the initial choices of industry, concept, and market position will
either facilitate or limit your business’s potential from the outset. So,
when setting your goals and seeking potential investors, it’s important
to have a realistic perspective and assessment of both your industry and

your concept.

If you have considered the opportunities and limitations of these
initial strategic choices carefully, how do you take your new venture to
the next step?

The answer depends on your aspirations, personal capabilities,
resources you will need, and your ability to capture those resources.?
Every venture choosing growth will require a wide variety of
resources, including money, facilities, equipment, information, people,
and contacts. High-growth ventures require more resources faster. For
either choice, the way these are acquired and used in the business

directly affects the growth pathway you follow.

There are so many factors involved in gaining resources and influ-
encing growth you would not expect gender to be one of them.
Whether the founder is male or female shouldn’t make a difference
because there are just so many variables involved. Surprisingly, how-

ever, this is not the case.

Hagit Glickman has a Ph.D. in clinical psychology and
more than 10 years of experience in managed care. Her
business, MyPsych.com combines e-commerce and health
care, providing an online service linking mental-health-
care providers with their patients. However, when she
sought funding from investors, they were not just dismiss-
ive, but insulting.
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“The message I got was, ‘There, there honey,”” says Glick-
man. “Here I am, a professional woman and a recognized
expert in my field. I go into meetings with potential busi-
ness partners, venture capitalists and angel investors, and
all I hear is ‘This is a really sweet, cute little idea. But, it
will never go anywhere.’ It was shocking to me.”*

Glickman’s concept combined proprietary knowledge and technol-
ogy, and the potential market of psychiatrists and psychologists who
could use it was large, but she was still not taken seriously. Like Hagit
Glickman, it’s not uncommon to hear, “She’s not serious about her
business, it’s just a little hobby,” or “Women are good at running life-
style businesses,” or “She’s not a strong enough leader to run a big
company.” No matter what growth plans women have, it’s frequently
assumed they can’t or won’t grow them beyond a certain size and are

destined to stay small.

In other words, no matter what type of business or industry women
compete in, many people believe that they pursue slow-growth strate-
gies because they have limited ambitions, capabilities, and resources.

Where do these perceptions come from? To what degree are they true?

Are Women-Owned Firms Smaller?

Yes, there is some truth to the perception that women own smaller firms.
As we noted earlier, women are majority owners in about 28% of all pri-
vately held firms, or 6.2 million businesses.’ At the same time, between
1997 and 2002, the number of women-owned firms grew at more than
1.5 times the average of all firms. Keeping in mind that the vast majority
of all U.S. firms are small in terms of revenues and employees, when we
consider women separately, we see that a large proportion of their firms
remain small. The number of women who are self-employed (rather than

employers) is 84.8% of all women-owned businesses as compared to
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72.6% for all U.S. businesses in 2003. According to the Center for
Women’s Business Research, in 2000, nearly 60% of women-owned
firms had less than $500,000 in revenues, compared to 44% of all firms
with revenues of that level. At the midrange sales level, the percentage of
women-owned businesses was fairly similar to that of all other firms.
Approximately 16% of women-owned firms had revenues between
$500,000 and $1,000,000, whereas 17% of all firms were found in this
revenue category. However, these revenue sizes are generally small,

enough to support only the owner and a few employees at best.

We also see that, on average, women-owned businesses also
employed fewer workers, although the gap with other firms is narrow-
ing. In 2000, 77% of women-owned firms employed fewer than 5
employees, compared to 74% of all firms; 19% of women-owned firms
employed 5 to 19 employees compared to 20% of all firms; and 4% of
women-owned firms employed 20 or more employees compared to 6%
of all firms.® Women employed almost six employees per firm com-
pared to a little over nine employees for all firms. From these statistics,
it’s pretty clear that many women-owned firms are smaller in both

employees and revenues. This raises an important question.

Why Are Women-Owned Firms Smaller?

As we discussed in Chapter 4, one reason that women’s firms are
smaller is that women have lower growth aspirations for their firms and
value growth less than men. The motivations and goals of both men
and women influence the performance of their firms.” Owners can
strive to grow their business or can rein in growth by investing fewer
resources, limiting customers, devoting fewer hours to the business, or
making a number of other conscious or unconscious decisions that will

limit the growth rate of the firm.

Then, as we pointed out in Chapter 5, company size can be related

to the entrepreneur’s experience and education. Owners with more
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industry experience and a higher educational level are more likely to
grow their firms successfully. At the same time, entrepreneurs with past
experience growing a firm are more likely to have the skills and confi-
dence necessary to take a business to the next level.® Women with less
business or entrepreneurial experience or business education might

have lower aspirations or capabilities for growth.

Finally, women’s companies might be smaller because they tend to
start or acquire firms in less promising industries, restricting their
chances of growth.” As we pointed out at the beginning of this chapter,
industry choice constrains growth when, like retail clothing or a restau-
rant, the chosen industry is highly competitive with higher failure rates
and less growth potential. Why do women start firms in slow-growing,
mature industries? It’s possible these industries were easier for women
to enter, requiring less capital, technical skills, equipment, staff, or

management experience.

Alternatively, women might start a restaurant, retail boutique, or
consulting service because they are seen as more “suitable” industries
for women, or require less financial investment.'® Finally, many
women have greater domestic responsibilities, which results in limited
time and commitment to their firms. Some women operate their busi-
nesses on a part-time basis as a means of supplementing family
income, but this part-time approach directly affects the size and perfor-

mance of a business.'!

So, yes, it’s true that the majority of women-led ventures in the
United States are small, but, so are the vast majority of men-owned
business. As we noted earlier, the vast majority of businesses in the
United States are started as a lifestyle choice (income alternative) and
these ventures are not wildly innovative or fast growing. This means
the vast majority of men-led businesses are also small, slow-growing,

and in competitive industry sectors.

There is wide variation in size, industry sector, and performance of
all entrepreneurial businesses, and we can’t simply paint all women-

led ventures with a single broad brush suggesting that they are hobby
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type, small, and have no intention to grow. Clearly there are a variety
of approaches to growth, and it is not surprising that it is almost impos-
sible to identify a single, “successful” strategic approach. There is also
a rising population of women who seek growth and expansion for their
companies. However, the variety of strategic approaches in terms of
type of business, size, and future growth intentions is often not recog-
nized for women. Instead, women are often lumped into one generic
category, where their business goals and business potential are general-

ized as being the same.

However, society, investors, and others in the business world do
not infer from these data that all men don’t want to grow their ventures,
are in the wrong sector, or have inappropriate management styles.
Instead, these attributions are reserved for women and these create

higher hurdles for those women desiring growth.

Why Are Women-Led Ventures
Perceived Differently?

There are two possible explanations: the way data are presented and

that women are later entrants into the game.

The way data are presented creates perceptions about women’s
businesses different from those about men’s businesses. Women-
owned firms are those in which a woman, or women, own 51% of the
equity. The comparative (men-owned firms) actually includes other
types of businesses —whether majority-owned by men, or larger, more
widely diffused ownership, either in private or public companies. This
unfairly presents or contrasts the more closely held women-led busi-
nesses with all others, rather than those of similar ownership structure.
In other words, women-owned firms are presented as the exception or

difference from all businesses rather than as a separate category.
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On the other hand, women are later entrants into the game.
Women’s entrepreneurship is a comparatively new phenomenon. Their
firms are younger and generally at an earlier stage of development. The
fact is that younger firms, whether owned by a man or woman, are
faster growing than their older counterparts, have higher revenues, and
employ more workers. Of these, about 44% of women owners of high-
growth firms are under 45 years of age, compared to only 26% of non-
high-growth women owners. Women-owned firms started or acquired
in the last 10 years have reached the same revenue and employment
distributions as those owned by women for more than 10 years; in fact,
more than 20 years. The younger women owners have taken less than
10 years to accomplish the size distribution that their older counter-

parts needed many more years to reach.!?

So, even if we consider that there are two tangible explanations for
the differences in how women-led firms are perceived, this still doesn’t
fully explain the perceptions that Hagit Glickman encountered in her
attempt to seek capital. What other explanations might we suggest for
expecting that women can’t or won’t grow their firms? Some might say
women just aren’t as serious about growing a business, and others
might offer that women are better at leading people-type service busi-
nesses and not as good at technology ventures. Where do these two

perceptions come from?

Women Aren’t Serious about Growth

Without a doubt, men and women are socialized differently when it
comes to career plans, jobs, and business choices. Because children are
influenced by the family and work roles of their parents from the time
they are young, it is no surprise that by the time they are adults, their
attitudes about work are firmly established.!® Teenage boys are often
provided more information about which jobs are appropriate for them,
which guides their choices of jobs and careers. As a result, men’s path-

ways are better defined, have a more linear progression, and are more
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orderly, whereas women are often guided into less secure and lower
paying jobs.'*

How does this happen? When girls plan their careers, they face
dilemmas about family life that men do not. Whether or not they
choose to have a family, however, they are often guided into less
rewarding, slow career progression jobs that drive them to choose fam-
ily over career.'> Men might more often be fast-tracked, where they are
introduced into business networks to gain advice, referrals, and recom-
mendations. The net result is that women are often tracked into posi-
tions and occupations having less responsibility, and then perceived as

having lower expectations for career success and accomplishment.

Besides, men’s jobs are taken more seriously than women’s jobs.
Sometimes even when men and women have the same jobs (e.g., both
teachers, both doctors, both managers) the man’s job will be treated
more credibly because he is viewed as the head of household and
major provider for his family. At the same time, women often encoun-
ter greater emphasis and interest in a man’s job rather than a woman’s.
How many times have you been asked, “What does your husband do?”
when you are the successful entrepreneur?

Educational texts and the media perpetuate gender role stereo-
types. Take, for example, any of the hundreds of books on Ama-
zon.com about entrepreneurship. The vast majority of the stories,
examples, and vignettes about successful entrepreneurs are about
men. Few stories present women as role models in high-profile com-
panies, and the few that do are likely to feature women in service or
retail-type enterprises. By contrast, stories of male entrepreneurs who
have grown large software, manufacturing, or high-tech companies
are ubiquitous. Open any newspaper and you will likely see women
featured in the gardening and art sections, whereas men are prominent

in the business section.
If you seek growth, the bar is just a little higher if you lead a high-
tech venture, but if it’s low tech, you might be perceived as having an

advantage.
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Women Are Better at Low-Tech Service Ventures

An outcome of the socialization of career paths is occupational segre-
gation. How does this work? This means that women face limited
opportunities in certain careers and management positions. If we recall
recent regulatory history, legal and policy changes such as Affirmative
Action (1965) made it easier for women to enter different work in
industries, but occupational segregation still exists in many sectors of
the United States. In 1995 in the United States, more than 95% of sec-
retaries were female. This trend is also apparent worldwide. In 1992,
women in Europe held more than two thirds of the jobs in health,
teaching, and domestic service, and women clerical workers comprised
66% of this workforce.'® Similar trends are evident in Sweden, where
90% of jobs as typists, nurses, and housekeepers are filled with
women, as are 60% of all public-sector jobs. Australia, Finland, and
Denmark report similar levels of occupational segregation.

Then, the effects of occupational segregation are compounded by
women'’s participation in managerial positions. Even though significant
progress has occurred since 1990, in that 38% of all Fortune 500 com-
panies (188) have at least a single woman director, this is still a small
number.!” They represent only 15% of all directors. The industries with
the most board seats held by women are soaps and cosmetics, savings
institutions, publishing and printing, and scientific and photographic
and control equipment. Notably, companies like Avon and TIAA
CREFF'® have the highest numbers of women board members. The
Federal Glass Ceiling Commission examined several industries, and
found that utilities, transportation, and communications had fewer than
30% women managers and ranks above, whereas retail trade and insur-

ance neared 50% each."

The result of years of occupational segregation means that women
are less visible leading companies in certain sectors. The small numbers
of women working in specific sectors such as engineering, construction,

freight delivery, and investment banking creates the perception that



CHAPTER 7 * GROWTH ORIENTATION AND STRATEGIES 151

women are less capable of running businesses than men. When women
wish to grow a company, especially in technology or manufacturing, the
lack of examples of women as senior executive leaders creates the per-
ception that these women are pioneers and less competent as leaders of
ventures. Because women have succeeded in perpetuating small service
and retail businesses, even dominating some business types (e.g., real
estate, beauty supply, clothing boutiques) its assumed women prefer to

and are just better at running small companies.

The tradition of role socialization and occupational segregation
results in generalizations about women that just do not fully apply. Not
only does this make it harder for women to forge ahead on the pathway
to growth, but it also fails to recognize the new generation of women

entrepreneurs.

The New Generation of Women
Entrepreneurs

Consider the example of Sandra Wear.

Sandra Wear, founder of DocSpace Co., Inc., a document
management software company, achieved her strategic
goal when she sold her company to Critical Path, Inc., for
$568 million. Despite her personal success, Wear believes
that women are slow to make inroads into the high-tech
industry because engineering and computer science are
still perceived as “geeky.” As a result, these professions
remain dominated by men.?

Is there a new generation of women business owners that is differ-
ent than the older generation of women owners? Arguably this is the
case. Younger women owners are more likely to have MBAs, have

experience in software or technology-based firms, and be socialized to



152 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

consider entrepreneurship a viable career from the start, not just
careers for their fathers or husbands. They are set apart from the older
generation of women who might be reluctant to expand or adopt state-
of-the-art technology.?! As a result of different growth goals, this
younger generation of women-owned firms are more likely to own
firms in fast growth sectors. Forty-three percent of younger women
business owners’ firms grew at least 30% in revenue or employment in
the last three years, surpassing the 38% of young male owners’ busi-
nesses that grew at this rate.?” This differential is noteworthy because
both groups had a similar amount of start-up or acquisition capital —a
marked change from previous generations of women who consistently
used smaller amounts of capital to start or acquire their businesses than

male business owners, regardless of their generation.??

Our research showed that women applying for money through the
Springboard Venture Forums were more similar to male entrepreneurs

seeking capital than to women owning small firms (see Table 7.1).

TABLE 7.1 Profile of Springboard Applicants
Women-Led Ventures Seeking Capital in 2000

Total capital sought $1.02 billion

Average sought $2.5 million

Round funding 2nd round

Percentage with revenues 60%

Percentage desiring rapid growth 80%

Most popular business sectors Technology, life sciences,
software, communications

Average number of employees 25

Average management team size 4

Percentage of team with previous start-up experience ~ 40%

Team average industry experience 39 years

Note. N = 900.

We examined the applicant pool from the Springboard Forums in
2000 to determine the strategic characteristics of the proposed busi-
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nesses. Most of the 900 applicants were competing in technology sec-
tors, such as telecommunications, Internet, software, biotechnology,
and medical technology. More than 80% of the applicants sought rapid
growth and indicated that they would consider public or private sale to
achieve liquidity. An indicator of the aggressiveness of new ventures is
the size of the market they target. More than half of the Springboard
applicants estimated the size of their target market to be more than $15

billion and international in scope.

Approximately 53% of all applicants were in the beta stage of
development, and 47% had commercially launched their product or
service. These applicants were further along in the development of
their businesses than the average early-stage recipient of men-led ven-
tures seeking funding. We also compared those applying to the Forum
to the 84 selected to present their plans to investors. Presenters were
more likely to be larger, to have launched a product, and to be busi-
ness-to-business Internet providers (at a time when this category was
still attractive to the venture capital community). Presenters sought an
average of $10 million for second-stage financing and often had pat-
ented products.

Although the sample of Springboard applicants is biased because
the applicant pool largely included only technology, life sciences, and
new media companies, it is nevertheless representative of the types of
businesses most often funded by investors. Over the first two years of
Springboard Forums more than 1,700 women applied and after several
screenings and evaluations, 170 were selected to present.?* More than
350,000 women have sales of greater than $1 million, suggesting that
there is a significant population of women entrepreneurs desiring to

grow and expand their businesses.

Therefore, our discussion to this point shows that yes, the vast
majority of women-owned firms are small, owing to a variety of rea-
sons including choice, industry sector, and experience. However, many
of the same factors influence men-led ventures and their growth as

well. What’s different is that all women-owned businesses are per-



154 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

ceived as being smaller service businesses due to historical occupa-
tional segregation and socialization. Our analysis shows that, in fact,
these broad generalizations just don’t apply to all women. There is a
distinct subset of women who seek fast growth, and, there is a large

subset who seek some growth.

If you are one of these women seeking growth, the challenge is
how to overcome the broad expectations and misperceptions. You
begin by having a clearly thought-out strategy.

Strategies for Growth

If you choose to grow, you first need to consider your industry sector.
If your business is in a very high-growth sector, you next need to look
at the structural forces at work in that field. Who are the other potential
players, whether new entrants or incumbents? Are there barriers to
entry or exit? How powerful are the suppliers and customers? Does
government policy support (e.g., tax incentives) or encourage growth?
Can you protect your business from competition through patents,
exclusive relationships, or preemptory market positioning? On the
other hand, if your business is in a highly competitive sector where
concepts are easily copied and products are not well differentiated, the
challenge is to meet or beat competition by developing unique capabil-
ities or perceived differences in the mind of the consumer. In other
words, your starting point for a growth strategy begins with a clear
understanding of the industry growth, bases of competition, and role of

customers and suppliers.

Then, given your choice of venture concept and the industry you
compete in, there are several approaches to growth, depending on your
personal capabilities, goals, and resources. Rebecca Reynolds Moore
and Jennifer Lane chose two dramatically different approaches. Each

strategy led to success.
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While completing her MBA with a concentration in non-
profit and public management from Boston University,
Rebecca Reynolds Moore conducted a term project that
concluded that the vast majority of museum retail stores
were barely profitable. She found most were staffed with
volunteers and sold items only to their visitors or a select
local mailing list. After spending hours attending retail
conferences and visiting museum stores and trade associa-
tion meetings, Reynolds Moore concluded that 75 of the
medium to large museum shops (sales more than $500,000
a year) might benefit from aggregated advertising on the
Web, which would give them greater exposure to custom-
ers outside their geographic areas. She estimated that over
70 million adults visited a museum an average of three
times a year and that shoppers in museum stores would
spend more than $1 billion by 2001.2> Her research also
showed that consumers of online retailing would like the
chance to purchase museum gift items from a variety of
museums in a single transaction. She saw this as an oppor-
tunity to connect museum partners with electronic retail-
ing services to a global audience.

For three years Reynolds Moore worked hard developing
custom software, negotiating strategic partner arrange-
ments, and marketing the business. By the end of 2000, her
persistence paid off. Museumshop.com was operating,
offering the largest selection of museum products online
(more than 3,500) and publicizing exhibits for more than
40 U.S. and international museum partners. Even with her
early success, Reynolds Moore had greater aspirations. She
desired to grow and expand her business. However, to
achieve her vision, Reynolds Moore needed growth capital.
Her challenge was to locate capital providers and to per-
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suade them that her venture was a viable and attractive
investment opportunity.

Jennifer Lane took a different strategic approach.

As a young girl, Lane had always wanted to be a profes-
sional woman making a difference.?® As the owner of Com-
pass Planning Associates with offices in Boston, her dream
had come true. She was helping people, usually women,
attain financial security. However, her pathway to business
ownership was nontraditional. Lane graduated from
Embry-Riddle Aeronautical University in 1989 and
became a commercial pilot. After two years, she decided to
make a career change and took a position with the John
Hancock Insurance Company. She earned a financial plan-
ning certificate and another two years later, set up her own
office in Arizona. Using her personal network, she served a
variety of clients, and relied on her mother and younger
sister for assistance. “I have a lot of patience and the cli-
ents who work particularly well with me are having a lot of
stressed-out issues around their money,” said Lane.?’ After
10 years, she hopes the business will eventually support
four full-time financial planners and several subcontrac-
tors. “I want to grow enough to have longevity and to pro-
vide services to a large number of people, but I don’t want
to grow so much that we lose our individual touch.”?

These two stories reflect different strategic approaches to growth.
One highlights significant goals in an innovative and growing industry,
whereas the other reflects modest growth plans in a more traditional
business.? Business growth goals include geographic scope, which can
be local, national, or global; as well as the sheer size based on employ-

ees or gross sales. Reynolds Moore pursued a strategy that created a
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new business model. By aggregating multiple museum shops into a
single online retail and information site she was able to expand her
business internationally, increase online services, and eventually verti-
cally integrate. The venture was a candidate for equity funding because
of its potential for growth and innovation. For Jennifer Lane, the busi-
ness goals were different. She self-financed her business and sustained

slow incremental growth through cash flow.

These two examples demonstrate just two of the many strategies
you can adopt. Some entrepreneurs choose a low-cost strategy,
whereas others offer high quality or other ways to achieve unique dif-
ferentiation. For example, if you want to grow geographically, you
might consider adding new products or services, selling to a new mar-
ket, expanding distribution channels, expanding advertising and pro-
motions, researching new markets, and expanding the scope of
operating activities.*® If your goal is to minimize costs and increase
your scale, you might focus on product standardization, improving
internal operations by acquiring more efficient equipment, computeriz-

ing current operations, or upgrading systems.

Strategic approaches fall along two basic dimensions: individual
goals and capabilities, and venture resources. Individual goals are the
growth orientation or the aspirations and vision you have for the future
of your business. As we discussed in Chapter 4, you might have modest
goals for a small manageable business or high hopes for a large, signif-
icant venture. These goals combine with your personal skills and capa-
bilities, which include your financial savvy, experience, education, and
business skills. At the same time, a growing business requires signifi-
cant resources (e.g., money, facilities, information, equipment, trained
personnel, technology, and company alliances). Figure 7.1 shows how
different levels of resources and individual capabilities and goals affect

growth strategies.

Each strategy has different business characteristics and requires a
different combination of capabilities, goals, and resources, which are

described next.
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Individual
Low Goals and Capabilities High
High . .
9" | Deliberate Ambitious
Incremental and Fast-paced growth
organic growth

Venture
Resources

Maintenance Variable

Low Low/slow growth Spurts and stops growth

FIGURE 7.1 Approaches to growth.

Ambitious Strategy

To pursue an ambitious strategy you need grand goals, strong personal
experience and expertise, and significant resources. Entrepreneurs and
ventures suitable for this strategy are in a very small minority, with less
than 1% of all businesses receiving institutional venture capital, which
translates into fewer than a couple thousand businesses per year. Even
including those receiving substantial private equity investment, or
angel financing, the number of businesses suitable for ambitious
growth is probably less than 10,000 at any given time. Why are so few

businesses right for ambitious growth?

First, you need an extensive network of funders, business associ-
ates, and advisors; a solid management team; and a proven business
concept. Through this network, you can make contacts with those who
would fund your business. Second, most investors are only interested
in businesses that operate in large and rapidly growing industries,
where it is harder, rather than easier, to enter in terms of start-up costs,
regulatory approval, competitive dynamics, or distribution channels.

Third, an ambitious strategy generally means developing a unique
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advantage that is not easily copied. Unique advantages are those pro-
tected by copyrights, patents, or hard-to-replicate learning and prac-
tices. As the business grows, it will seek innovation and change, move
into markets quickly, and expand into business sectors that are growing
and innovative. Fourth, your experience, expertise, and personal lead-
ership capabilities must be outstanding.

For instance, telecommunications and bioengineering are exam-
ples of industry sectors that reflect these characteristics. The entrepre-
neur’s strategy would reflect a strong personal desire to grow the
venture, a motivation to devote significant time and energy to make the
business succeed, and the willingness to give up ownership control to

exit the venture and move on at the appropriate time.

Kim Polese cofounded Marimba Software, a venture that devel-
ops, supports, and configures software. She followed an ambitious
strategy. Marimba, which popularized Sun's Java computer program-
ming language, allowing software developers to write their programs,
created packages to serve Fortune 100 customers as well as many mul-
tinationals around the globe. Polese had personal expertise and experi-
ence in software, as well as high hopes for its success. "I'm the kind of
person who needs to be in a wild, seat-of-the-pants-type organization,"

Polese says.!

Deliberate Strategy

A deliberate strategy is for women who have adequate or significant
resources, but often have lower capabilities or goals. For instance, you
might have top-quality employees, up-to-date facilities, and adequate
cash, but maybe you just want to keep the business manageable, rather
than beyond your control. On the other hand, you might have high
aspirations and adequate resources, but perhaps you need to develop
your management and leadership skills. Either way, you would follow

a deliberate, well-thought-out, and incremental approach to growth.
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Small, focused ventures are those that have a special niche in an
industry, or focus on a particular customer group. Kate Spade began by
making only high-end designer fashion purses, a narrow niche in the fash-
ion accessories industry. She emphasized quality and high value, growing
incrementally in a highly competitive and somewhat slower growing
industry. Similarly, E. G. Carol Howe started CBR with one “concept”
store in the Minneapolis airport in 1995. She now operates 10 concepts
(36 total stores) at 12 major-hub airports across the country. The success
of CBR Incorporated has depended on Carole’s ability to identify trends
and translate them into award-winning stores like Spirit of the Red Horse
(a Native American jewelry store), toto (a trend gift store), and Radio
Road (a fresh and classic clothing store) while keeping the company’s
focus on a narrow segment of the retail industry. By expanding in spurts
when resources from the success of one concept were available to fund
introduction of the next, Carole has delivered 29 years of revenue growth

without ever receiving an outside equity investment.

Variable Strategy

You might have high aspirations but your resource base might not be ade-
quate to make it work. For instance, maybe you hope to have a large, fast-
growing venture, but developing the technology or raising money is going
slower than planned. Chances are you might have good experience, lots
of confidence, and strong leadership skills, but the resources just aren’t
available when you need them. In this case, you follow a scrappy
approach, bootstrapping heavily and expanding in spurts as resources are
raised and acquired. It’s possible you are also in a very competitive indus-
try, like retail or business services, and sometimes the concept can be cop-
ied. Even if the business is low technology, or can be copied, it is possible
to grow by a standardized approach to volume expansion through multi-
ple locations or franchising. Strong marketing and human resources skills

are usually needed for this entrepreneurial approach.

Marlene Carlson had little industry experience when she invented

Puzzle Toes, shoes that feature a picture of a dinosaur—the right shoe
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having the front half of the dinosaur and the left shoe having the back
half. Between 1994 and 2000 she invested significant time and money
with dreams of getting her product into Wal-Mart. When the large
retail chains resisted, Carlson first filed a patent on the design and
image of the shoes, then hired an industry professional to help her gain
access to the appropriate trade shows and distribution channels.
Progress was slow, but by keeping her options open she negotiated a
licensing agreement with Quest Products. Puzzle Toes are now sold at
Wal-Mart stores nationwide.

Maintenance Strategy

The vast majority of businesses in the United States follow mainte-
nance strategies. Many of these are income-replacement ventures with
a single location. These are frequently personal or business services
that have little potential for growth. The entrepreneur prioritizes busi-
ness time relative to nonwork time, and is less willing to commit to 80-
hour weeks and no vacations. These businesses can be home based or
part time. The entrepreneur might wish to control the business by
maintaining strong personal involvement in all aspects of decision
making, customer, supplier, and employee relationships. There are
many reasons why this might be appropriate: It could be competition,
or it might be that you just don’t want to take the risk. Others just make
a substantial income from a known effort and pursuit. If you have low
aspirations and don’t plan to grow beyond a small size, chances are
you are following a maintenance strategy. Jennifer Lane’s business
described earlier is a good example of an income-replacement venture.

Others include a local flower shop, an attorney’s office, or a gift shop.

Of course businesses can change strategies. For instance, a biotech
company might start out with a variable strategy, but once clinical test-
ing is completed and funding acquired, it might move toward an ambi-
tious strategy. On the other hand, starting a cookie business like Mrs.

Field’s could be considered competitive and easily copied, but that
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company followed an ambitious growth strategy by franchising the
concept. Once you have identified your strategy, how do you clear the
challenge of differing expectations?

Overcoming High Hurdles

Don’t become an entrepreneur because you want power
and control. Do it because you believe in what you want.
And, look at the broader picture; don’t get hung up

on the details—let certain things go.

So you have determined your strategy and want to grow your business,
but you have come up against expectations that you can’t or shouldn’t
grow your venture. What should you do? The following are some sug-
gestions.

1. Determine what your personal definition of success is: Fast
growth? Personal wealth? Large sales? Great profits? What
exactly is your plan for the future of the business? Reflect on
your personal goals as well as the business needs. The strategic
approach for the business will be directly related to the goals—
some strategies will not permit fast growth, whereas other
strategies demand it. Recognize the trade-offs. For instance, if
you have a high need for control—want to manage, be
involved, be personally connected to staff and employees, and
personally make decisions rather than delegate—chances are
your business goals will not be consistent with fast-growth,

large, equity-funded ventures.

2. Understand that not all industries are appropriate for equity
financing. What are the patterns of financing for your industry
sector? Chances are this depends on the asset base (capital inten-

siveness), growth rates, and innovativeness of the businesses in
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this area. If companies have received investment capital, what is
their profile? If companies are more often financed by debt or

earnings, be knowledgeable about why this is the case.

3. Develop a strong market focus, know your industry, and estab-
lish contacts with the players. There is no substitute for market
understanding, industry knowledge, and contacts. Investors,
and bankers for that matter, want to know how you plan to grow
your venture. You need to know the facts of your industry from
growth rates, to market share of competitors, to their strategies,
as well as have personal relationships. You can’t grow the busi-
ness without being able to “name your customers” and explain
why they will buy your product or service. This generally
comes from work experience in the industry (or related indus-
tries, such as those of suppliers or customers), but in some
cases, key information can be gained from studying trends or

having advisors or management team members to assist.

4. Be able to articulate why your venture is appropriate for
growth capital. Does it have sizable potential? Can it provide
expected returns to investors? You must think “big” enough—
ask for enough money, and be able to explain how these funds
will be used, and why they are appropriate for a venture with

this potential size and scope.

5. Be aware of the expectations and tendency for people to gener-
alize about women-led ventures. You might be the first woman
to lead a venture in your sector. If this is the case, understand
that you might need to overcome perceptions about size and
growth. How can you do this? Remember that the presence of
the stereotype is a subconscious reaction to prejudge someone
or something. To counter this, present your proposal with facts
and help the potential funder see you as a competent busi-

nessperson.
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Summary

We explored strategies and growth orientation of women-owned busi-
nesses in this chapter. Existing perceptions suggest that women prefer to
run small, hobby-type service ventures that don’t grow. In the past, most
women-led ventures fit this description, but today women start and grow
ventures in all industry sectors and there is a significant population who
wish to grow their businesses. Yet, there is some truth to these percep-
tions because on average, the majority of women-led ventures are
smaller in revenues and employees. However, believing that all women
run small, slow-growth service ventures is overgeneralizing across a
diverse and very large population of entrepreneurs. Like their male coun-
terparts, women entrepreneurs cannot be lumped into single categories.
Their business purposes, strategies, and growth goals vary widely. Aspi-
rations and personal capabilities influence size and growth of women-
and men-led ventures. Painting all women with a single brush stroke is a
mistake. Unfortunately, because swift-growing women-led ventures are
a comparatively new phenomenon, and data categorizations are limiting,
misperceptions do persist. Aspiring women entrepreneurs need to be
knowledgeable about these beliefs and be prepared to counter these with
solid industry information when they meet with potential investors. In
addition, matching your business strategy and growth goals to those of
investors is the next step. What is the nature of the venture capital indus-
try? Who makes decisions about providing money to new ventures?
These questions are explored in the next chapter.
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BUILDING USEFUL
NETWORKS AND
CASHING IN ON
SOCIAL CAPITAL

Your social networks are affiliations—either formal or infor-
mal—uwith people who share a common set of interests and who
interact with you and each other on a repeated basis. Your
managerial network is that set of relationships critical to your

ability to get things done professionally.!

Your social capital is the collective value of all your
“social networks” (who you know) and the inclinations that
arise from these networks to do things for one another

(“norms of reciprocity ™).’

Many people argue that women are simply not plugged into the most
effective business networks. If this is true, and they don’t have any
meaningful connections with the people who count in the financial

world, women will have difficulty getting their business plans reviewed

167
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or their financing cases heard. If they are able to get access through an
intermediary, but haven’t accumulated any relevant social capital,
female entrepreneurs will find striking a good deal almost impossible.
Of course, many women are well-connected and are able to capitalize

on their social capital. For example:

When Robin Chase wanted to find investors for the new
Zipcar venture, she first contacted her friend and mentor
at MIT’s Sloan School of Management. She knew that he
valued her skills and recognized her achievements.
Because of their long-standing relationship, he was willing
to read the plan, make comments and suggestions, and
introduce Robin to several business people who might pro-
vide additional help, serve as board members, or consider

investing.

Chase was well connected to the MIT network and had accumu-
lated substantial social capital during her years as a student and, later,
through her professional career. She kept in close touch with some of
her faculty advisors and was able to use both her network and her
social capital within that network to gain access to important partners
and advisors. Linda Mason and Roger Brown, founders of Bright Hori-
zons, also cashed in on their social capital and business networks when

they launched their new venture in 1986.

Linda Mason and Roger Brown had a revolutionary idea
for a chain of high-quality day care centers located in the
workplace. They asked employers and real estate develop-
ers to provide space and necessary equipment, so that they
could minimize their capital investments. Nonetheless,
they estimated that they would need several million dollars
to launch their concept and to demonstrate its value.
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They were well-armed with education, experience, and a
very strong network of potential investors before they ever
sat down to write a plan. The two had met while students at
the Yale School of Organization and Management. Both had
extensive work experience with children, managing refugee
programs in Thailand. When they returned from Thailand,
they co-authored, Rice, Rivalry, and Politics, a book based
on their relief work. Later, they accepted the challenge of
running the Save the Children Federation in the Sudan, a
$14 million project staffed with 600 professionals.

Both had served as management consultants, Brown with
Bain and Mason with Booz, Allen, and Hamilton. Their
credibility in their chosen field and their demonstrated
business capabilities stood them in good stead. In 1986, the
two raised $2 million in venture funding from Bain Capital
and Bessemer Ventures. They also secured their first com-
mitment for a day care center from the developer of One
Kendall Square in Cambridge, Massachusetts. Their direct
links to the investment community and their experience
and expertise enabled them to get access to the right deci-
sion makers and to clinch the deals.

How well equipped are you to capitalize on your networks and to
trade on the social capital you have created? You will need both to find
highly skilled managers to fill out your founding team. If you find
them, you need connections and credibility to entice them to leave their
secure, well-paid positions to join you in your new venture. Can you
get access to the people who have the talent and resources you need to

make your dream a reality?

Consider this scenario: You have created a spectacular new busi-
ness concept and developed a detailed plan for making it happen. You

have successfully cleared the start-up hurdles and the business perfor-
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mance, to date, has demonstrated that you have the leadership skills,
the technical knowledge, and the financial savvy to run a rapidly grow-
ing venture. The industry you have chosen has great growth potential
and your venture seems well positioned within the industry. With these
challenges behind you, you might think that getting additional
resources necessary to start and grow the business would come easily.

However, there are still more hurdles to overcome.

Getting the human and financial resources you need is really
dependent on the networks in which you operate (who you know) and,
even more important, who knows and values you as a great busi-
nessperson (the social capital you have developed within that network).
Successful entrepreneurs—both men and women—not only know a lot
about the businesses they are starting, they are also well-known and
highly regarded by the business and financial communities that can
assist them. They have built up relationships over time that are invalu-

able in the course of starting and running a new venture.

Are Women Unplugged from the Right
Networks?

The effective use of social and professional networks is, without a
doubt, one of the most important parts of doing business. Research
shows that successful managers spend 70% more time engaging in net-
work activities than do their less successful counterparts.® For entrepre-
neurs, the benefits of having effective networks include more timely
and efficient access to information, advice, and resources. Networks
also include direct links to other human, financial, and material

resource providers.

Of course not all networks are alike. Most people engage in at least
three different types that serve very different purposes. For example,
there are task networks that are very specific to the exchange of work-

related resources—information, expertise, advice, and even material
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resources. There are also career relationships that you build to provide
direction, guidance, and sponsorship in your own career development.
Perhaps the most important in your life—although not necessarily in
your entrepreneurial efforts—are the social networks that provide
closeness and build high levels of trust.* Of course, these networks are
not mutually exclusive. Many individuals whose primary contact is
through your workplace might also be members of your social net-

work, for example.

The business and social connections among lawyers, accountants,
technical service providers, investors, and others provide a communi-
cations infrastructure that enables members to share information and
resources. Connections among the members of a network are often
very tight, particularly among those whose repeated interactions sup-
port high-potential businesses. Entrepreneurs who try to gain access to
this network often find they need to be introduced or “sponsored” by
the initiated, either by successful entrepreneurs who have already
gained admission or by their investment bankers, attorneys, or venture
capitalists.” Women generally have fewer entry points, so they find
breaking into these networks especially daunting. As a result of being
“outsiders,” they have more difficulty making contacts that can result

in securing financial resources or technical expertise.

Many entrepreneurs decide that networking is an important part of
building assets and they deliberately become more active in business
and professional groups. However, it is important to note that real net-
working is not just meeting someone at a cocktail party or a profes-
sional trade show and exchanging business cards. It is the management
of all the activities associated with developing and maintaining ongo-
ing relationships.® It includes repeated interactions and mutual

exchange of valuable information and resources.

Why can’t qualified women entrepreneurs get access to the critical
resources they need? Two closely related explanations shed some light
on the problem:
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* Women are not “dues-paying” members of key business networks.

— Their work experience does not provide them frequent interac-
tion with those who control vital resources and with important

deal brokers.

— Social and cultural norms often preclude women from partici-

pating in networks that mediate access to money and financing.

* Women lack the appropriate social capital to make meaningful

exchanges within business networks.

Let’s look more closely at how business and financial networks
operate, what benefits they offer, who is included, and how transac-

tions are actually made.

Formal Networks

Networks consist of both formal and informal relationships in which
individuals have repeated, noneconomic interchanges. Formal net-
works (sometimes called prescribed networks) involve individuals
engaging in organizationally defined tasks.” These networks exist in
the workplace, in professional organizations, and in voluntary associa-
tions. For example, the senior management team and the board of
directors constitute a formal network that oversees the business and
provides governance. At an entirely different level of the organization,
a new product development team might also represent a formal net-
work of people drawn from many different areas of the company on a
temporary basis. A professional organization (e.g., the state bar associ-
ation) can function as a very large network at one level, but can also
include several more tightly connected network subsets within its com-

mittee structure and special interest groups.

Many voluntary associations have formalized their networks by
developing very explicit rules of conduct. For example, the chamber of

commerce offers a roundtable program for its members where local
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entrepreneurs meet on a regular basis to discuss challenges facing their
businesses. The roundtables often are self-facilitated and the members
determine the agenda. Rules governing attendance and participation,
including the membership dues, are set by the chamber. The extent to
which these roundtable groups are successful depends, in part, on their
cooperation in following and enforcing the chamber’s rules and proce-
dures for the roundtables. Members have assigned roles. They might
serve as liaison to the chamber officers, be the recorder of the meeting
minutes, or take on the role of the monthly leader. Each of the mem-
bers shares responsibility for accomplishing the common group goal —
learning and advising one another about business matters—but within

the structure laid out by the chamber program.

Informal Networks

Many networks are informal (sometimes called emergent).® Like their
more formal counterparts, these networks can be work-related, social,
or affinity-based. They develop out of people’s self-interests. For
example, women leading high-growth companies might meet with
other women business owners for a monthly breakfast to discuss cur-
rent challenges facing their businesses. Even though there might be a
chamber of commerce roundtable program in the community, these
women prefer the friendship and social support they get from their
informal gathering. In the chamber of commerce program, participants
are assigned to the various roundtable groups based on a set of estab-
lished criteria (e.g., size of company, industry sector, firm age). In
informal networks, individuals have leeway to choose who will partici-
pate in the network. Within both formal and informal networks, there is
a sense of mutual interest and some commitment to exchange and sup-
port, even if limited to trading business cards and making introduc-
tions. Because of the expectation of fair exchange (of information,
support, referrals, and resources) within the network, membership is

generally limited to people at approximately the same level of power
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and influence, although this operating ground rule is not necessarily

explicitly stated.

Benefits of Networks

Networks offer numerous benefits. If they continue to function over a
long period of time, they usually engender a strong sense of belonging
and become an important forum for exchange of many different kinds
of “favors.” Individual members use them to facilitate exchange of very
tangible resources (materials or physical resources), but they also ben-
efit from the sharing of more expressive resources (friendship) with
their network contacts.’ Networks often provide social support, access
to information, referrals for employees and consultants, and introduc-
tions to resource providers—including angels and venture capitalists
who can be investors. Most women entrepreneurs recognize the bene-
fits of an effective business network, but often they are unable either to
identify or to gain membership in those social and business circles that
would be most useful to their business development.

For one thing, many of the activities that build and reinforce net-
work ties seem to exclude women either by design or default (e.g.,
golf, business trips, sporting events). If women do gain access, they
often find that they are in a very small minority. Most formal and infor-
mal financial associations and business interest groups are predomi-
nantly male, so even if a woman is officially a member, she might still

be treated as an outsider.

Many people argue that women are not being excluded from busi-
ness networks, but that they demonstrate an overwhelming preference
for a very different kind of network relationship. They assume that
women are more likely to become part of expressive networks, those in
which emotional intensity, mutual confiding, and intimacy characterize
the relationships. These networks are usually small and homogeneous
with relationships of long duration built on frequent contact. Although
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they encourage a high degree of trust and emotional closeness,!® they
are unlikely to include a strong business component. Whether it is by
choice or circumstance, many women find it difficult to build effective
business network links to the people most likely to offer sound busi-

ness advice and introductions to venture capital contacts.

Network Boundaries and Barriers

Some of the challenges that women confront in getting access to useful
business networks are culturally based norms. There are rules (often
unspoken, but generally acknowledged) that govern society and define
appropriate roles for individuals. These norms include expectations
about how men and women should behave, how they should interact
with each other, and who has authority and value. Social attitudes and
beliefs help people make sense of these norms.!! An individual’s self-
concept (how she sees herself and how she sees others) is an important
aspect of the cultural sense making. Self-concept is made up of two

components: personal identity and social identity.'?

Personal identity refers to how women see themselves in terms of
their traits or characteristics. For example, if you earned an MBA,
worked on Wall Street, or had broad management responsibilities
before considering a start-up, you are likely to see yourself as intelli-
gent, capable, and experienced. These perceptions influence your atti-
tudes and behaviors, how you present yourself to others, and your
willingness to join networks. If, however, you perceive yourself as
somehow less “qualified” than other members of a network, you are
likely to shy away from joining the group. As one professional counse-
lor noted, “Successful networking has three main ingredients: know-
how, savvy, and guts.”'> How you see yourself will determine how
likely you are to have the “guts” to join unfamiliar networks that could

benefit your business.
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Social identity is the second aspect of an individual’s self-concept.
Social identity is derived from the attributes of groups to which one
belongs. You are born into some groups (sex, race, ethnic group, and
age cohort), but you are able to choose many of your associations (col-
lege or university, clubs, sports teams, professional organizations).
Each group has distinct characteristics that are developed and rein-
forced by its members. Individuals’ distinctions between “I am a mem-

99

ber” and “I am not a member” lead them to behave in ways that
reinforce the group’s norms, even when the group is very large and
diverse. For example, individuals in the Generation X age group are
expected to behave very differently from those in the Baby Boomer
generation who are nearing retirement. They like different clothes and
music and apparently hold different work and life values. Their world
is totally “connected” through cell phones, instant messaging, and e-
mail. Members of a group provide cues about what behavior is appro-
priate within the network and provide sanctions for deviants. These

behaviors are also reinforced by society at large.

All of us participate in many different groups, some by choice and
others by circumstance. Each affiliation we have can affect a wide
range of life choices. From birth, gender identification prescribes atti-
tudes and behaviors for both men and women. For example, gender
lines often influence social and work group decisions. Women are more
likely to choose occupations in health care, education, and social work,
whereas men are more likely to opt for business, finance, engineering,
and science. This means that women belong to different professional

networks and develop very different social identities.

Social identity often defines which groups wield power. Dominant
groups use their power to impose values and ideologies that legitimate
and maintain the status quo.'* In a capitalist culture in which business
is a highly valued activity, professionals in finance, accounting, tech-
nology, and manufacturing become very important. Those who are
dominant in these professions develop behavioral rewards and sanc-

tions that reinforce their network boundaries and behavioral norms.
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Whether consciously or unconsciously, they develop codes and behav-
iors that can lock others out of these networks. If women are among the
“outgroup,” they will have a difficult time accessing the information,
knowledge, and resources that are shared readily within the “ingroup.”
This is particularly true of informal networks, where admission stan-
dards for membership are not clearly articulated.

Group behaviors are facilitated by symbols and artifacts in the cul-
ture and reinforced by the media (magazines, television programs,
books, newspapers, videos, etc.). Consider recent television commer-
cials that depict people interacting in a business setting. Is the group
predominantly male? What is the breakdown of men versus women in
the chamber of commerce, young entrepreneurs organization, or other
business association meeting? What behavior is expected of women as
a group rather than as individuals? How are messages about these

expectations communicated?

The Case for Homogeneous Networks

Cultural and social norms provide sorting tools for determining who
belongs to the ingroups and who is relegated to the outgroups. These
might include age, sex, and race, but group membership is determined
by many other factors, as well. Most affiliations develop simply
because people are attracted to others like themselves. They like asso-
ciating with others who share common feelings and experiences. This
attraction can be seen in numerous settings including work groups, '’
interpersonal friendships, and voluntary associations.'¢ In other words,
birds of a feather deliberately flock together.

By sharing common attributes or interests, groups do the following:
* Invoke feelings of solidarity
e Build trust, empathy, and understanding

* Share business and personal resources
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* Exclude those who don’t belong to the group—those in the out-

group

Individuals attribute common feelings and experiences to other
members of their group even before they know them personally, basing

their assessments on the stereotype of what membership represents.

To preserve cohesiveness in a group and to define the group stan-
dards more clearly, members ostracize minority members. Fearing that
others might attribute to them the same negative characteristics that
they attribute to this ostracized individual, those in the majority main-
tain cohesiveness by closing ranks. Is it any wonder that women feel
unwelcome in groups dominated by men? By the same token, men are
likely to feel uncomfortable in groups dominated by women. However,
because the groups that are organized around business, finance, and
banking (the groups that exert the most power and influence in our cul-
ture) are dominated by men, these patterns of reciprocal exclusion do

not have equal ramifications in the business world.

The development of homogeneous networks based on interpersonal
attraction is not necessarily bad. Networks made up of people who are
alike and who have similar values and interests quickly develop their
own shorthand vocabularies, which facilitate quick and clear communi-
cation and clarify interpretations. Members of a network can share
resources effectively. However, when the network is made up of people
with similar backgrounds, little new information and insight will be
gained by talking to more than one person in the network because they
all share similar experiences and viewpoints. For this reason, there is
always a tension between the comfort and solidarity of a well-estab-

lished network and the need for expansion and greater inclusion.

The Case for Heterogeneity

When a network is made up of individuals with diverse work and

social backgrounds, each member is likely to bring a different perspec-
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tive and provide the entrepreneur with new and nonredundant informa-
tion. Multiple points of view can offer more than one solution to a
problem.!” Entrepreneurs need information and resources from a vari-
ety of sources,'® so having diverse contacts increases their chances of
developing good leads on potential markets, business locations,
sources of capital, promising business partners, or key management
personnel. Individuals with social networks that include people from a
variety of backgrounds enjoy a richness in the information exchanged,

attitudes formed, and personal interactions. '

Cultural norms explain why networks are homogeneous and why,
at the broadest level, men prefer to be with men, and women with
women. They provide some understanding of why this segmentation
occurs and, by extension, they show why men dominate networks that
have the highest financial and human resources capabilities. Of course,
there are some women entrepreneurs in these networks. Some women
have successfully broken the cultural norms and gained access to indi-
viduals in those networks that exercise control and access to the critical
human, technical, and financial resources that entrepreneurs need.

Social Capital—The Currency
of Network Exchange

Once you have gained access to the right networks, you will need to
build your own social capital account. Just what is social capital??
Unlike human capital (endowed qualities of appearance and intelli-
gence; acquired skills of knowledge and experience), which resides in
the individual, social capital is the medium of exchange that has value
in use. It represents a “bank account” of goodwill on which you can
make deposits and withdrawals. Over time, you accumulate your own
social capital through repeated exchanges with other members of the
network in the context of ongoing formal or informal relationships.

Mutual obligations are created through these exchanges: “I’ll do this
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for you now, with the understanding that if I need something from you
in the future, you’ll do that for me” is implied, although rarely stated
explicitly. The expectation of even exchange is not specific to a partic-
ular point in time. The favor doesn’t have to be reciprocated immedi-
ately, but can be “banked” with the expectation that it will be returned
at a future time. Furthermore, when working within a network, the
return of the favor isn’t always specific to the person who has granted
the favor, but can be generalized. Rather than repaying the favor
directly, the kindness can be granted to someone else at a future date.
Thus, social capital has both a specific and a generalized aspect.

Entrepreneurs need large reserves of social capital because, at the
time of start-up, they are frequently withdrawing more than they are
depositing. The moral and social support that family, friends, mentors,
and acquaintances offer to an entrepreneur are social capital invest-
ments they are making in the entrepreneur. So, too, is the free business
advice from work associates or free labor provided by family and
friends before the business is able to make payroll. Community support
groups, church affiliations, or volunteer organizations can be sources
of a wide variety of social capital investments in an entrepreneur’s
fledgling business —including important business introductions, sale or
lease of physical resources at below-market prices, development of

potential client bases, and even early customer relationships.

Although each of these examples seems to be one-way —a grant-
ing of favors to the entrepreneur—they are more likely to be examples
of exchange in which social capital is being repaid. The entrepreneur is
calling on her reserves of goodwill built up by services and favors she
has already performed or for support and encouragement she has previ-
ously provided. Like everyone else, entrepreneurs accumulate social
capital over time as they build one-on-one relationships with others.
They do so by providing favors and social benefits. Although there is
no explicit contract or bargain about what will be given in exchange,
there is an expectation that the relationship is mutual and that either

party will be able to withdraw some of the accumulated social capital
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in the future. Friendships facilitate the creation and exchange of social
capital that can be used again and again as favors are exchanged and a
sense of indebtedness is established.

Reputation and Trust

Your reputation comprises the world’s view of your business activities,
your record of achievements, and your personal conduct over time.
Your reputation is really the estimation that other people make of you
and your potential, based on what they know of you from the past.
Trust embodies their beliefs about your integrity and also represents
the leap of faith that your past behavior is an accurate indicator of your
future. Both reputation and trust are important components of social

capital that are developed within a given context.

Many aspects of social capital are specific to a particular network
and they constantly reinforce the network’s cohesiveness. Frequently
repeated one-to-one transactions between individuals in a network
build up trust, empathy, and familiarity as they accumulate reserves of
social capital. But what if you have banked your social capital in one
network, only to find that the critical resources are in another? How

can you bridge the gap?

Like financial capital, social capital can be borrowed from others
who have a surplus. You can rely on other people’s reputations to open
doors and to vouch for your credibility. When entrepreneurs cultivate
contacts and build relationships with influential people, they often tap
into their extended network of information, knowledge, or referrals to
other key influencers. Building a varied management team provides
another way to leverage social capital and reach into multiple net-
works. You can accumulate personal social capital to be used within
your own networks, but you can also position your firm to gain access
to resources in other networks through association with others who

are insiders. Sometimes, you can gain access through institutions as
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well as through individuals. For example, if you attended a well-
known university or were employed by a prestigious firm, you might
gain credibility and access to networks that would otherwise not be

open to you.

Spending Social Capital within a
Network

Entrepreneurs with growth companies can cash in social capital to get
an appointment with potential investors. These decision makers can
provide much more than financial resources. They also have informa-
tion about suppliers, customers, and distributors, and leads on where to
recruit key management personnel or potential partners. Rarely do
investors give an unsolicited business plan the same attention and con-
sideration as one that comes to them through a trusted referral. The
endorsement that such a gatekeeper gives an entrepreneur makes a big
difference in whether or not a plan is read or seriously considered.
When trying to get that first appointment, the entrepreneur often has to
rely on the reputation of her “sponsor,” which might carry far more
weight than the technical merits of the plan. Because getting the atten-
tion of the right people is so important, entrepreneurs do well to find
influential people who can assist in getting their plan into the investors’
hands. In this case, the old adage, “You are known by the company you

keep” can have a very big payoff.

It’s not that women don’t have social capital. The reality is that
women are very good at building deep, trustful relationships within
their tight networks of family and friends. However, this social capital
might not have much value in the networks that include key business
resource providers. Although a woman might have a rich social capital

account, it’s often coined in the wrong realm for business.
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Some Networks Are Like Foreign
Countries

It should be pretty clear by now that social capital is a type of currency
that can be earned and spent within a specified universe. Just as you
can develop your human capital through education and professional
experience, you can also consciously create and trade social capital.
Consider the entrepreneur who sees tremendous growth opportunities
for her company in global markets. She has spent the past two years
developing network contacts she thought would be useful. She’s been
active in her local school’s parent—teacher association (PTA), joined a
Toastmasters group, and regularly attended a speaker program for local
business owners at the community college. Through these associations,
she joined a consolidated buying group for her company, hired several
new employees, and lent some of her production capacity to an entre-
preneur who had an order he couldn’t fill with his current plant capac-
ity. In other words, she banked substantial social capital through her

interactions.

None of this capital, however, seemed to be of particular value in
expanding her company into international markets. The social capital
she had accumulated didn’t provide a medium of exchange with those
who controlled the foreign sources of supply she needed or the interna-
tional channels of distribution. She had plenty of capital, but it was in
the wrong currency. Key contacts in the international market didn’t
care that she could introduce them to others in her local PTA or that
she had excess capacity they could use. Imagine having only Euros in
your wallet when you enter the United States with no currency

exchanges open.

The human capital she needed could be earned by attending semi-
nars at the local international trade office, by enrolling in the commu-
nity college’s international management lecture series, or by joining a

trade mission sponsored by the U.S. Small Business Association. The
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social capital could be developed through the relationships she built in

each of these environments.

In a similar vein, venture capitalists and other resource partners for
high-growth ventures operate in a networked world of fast-paced, tech-
nically based, heavily resourced transactions. Women business owners
often work, socialize, and develop relationships within entirely differ-
ent networks. Members of each network function well in their own
domains where they can freely exchange their social currency and
there is no question about its value. However, when women try to enter
“a foreign country,” they find that the currency they built up is not rec-
ognized or valued. Consequently, they need to find willing intermediar-
ies who will lend their credibility and legitimacy through association
and referral. To date, women have not been very good at identifying or

engaging these currency exchange brokers.

The social networks of men and women are surprisingly similar on
many dimensions. Early research indicated that men have larger net-
works than women,?! but more recent findings show them as having
networks similar in size.?? Both groups spend a similar amount of time

building and maintaining social contacts.?

Women Have Diverse Networks

Women entrepreneurs’ networks are not nearly as homogeneous as are
men’s, nor are they made up exclusively of other female entrepreneurs.
However, social norms influence women to have other women in their
network and because of gender-based work segregation, these contacts
would be less useful contacts for advancing an entrepreneurial

endeavor.

Research indicates that men’s networks are comprised primarily of
men. However, women report that their networks include men as well
as women.?* On the surface, this would seem to be good news because,

when networks contain people from a variety of ages, sexes, races, and
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work backgrounds, especially those beyond the immediate work group,
they tend to be both powerful and useful.”> However, if women believe
that men are part of their network, but men do not recognize women as
members of theirs, there is a basic disconnect and the network connec-
tions that women believe exist are weak at best. At least in theory, the
diversity found in women’s networks should increase access to nonre-
dundant information and a variety of perspectives. However, women
report more relatives or kin in their networks,?® whereas men are more

likely to name coworkers.?’

Men view their networks in terms of what can be gained from
membership. They emphasize the exchange of favors and obligations.
Women emphasize responsibilities and obligations more than men.?
Women are more likely to name their spouse as their key network
contact?® and are more concerned with relationships and friendships

based on trust.”

This might explain why they are more apt to turn to
family and friends or close business associates than to work associates
for advice and support. Women’s reliance on relatives reduces the
advantage that having a more diverse network might otherwise offer.
Relying principally on those with whom you already have close rela-
tionships effectively limits access to new perspectives and leads to a
very circumscribed resource base. As a result, even though women’s
networks are nominally more diverse, the choice of members makes it
unlikely that information and resource flow will be widely varied.
Their networks are actually homogeneous on the family dimension so

the related disadvantages persist.

Women Benefit from Strategic Sponsors

Social capital can be borrowed. Women who don’t have large reserves
of the right social capital can benefit from borrowing social capital
from others.?! In a study of managerial promotion in the high-technol-

ogy industry, women with the most rapid promotion rate were those
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who established close relationships with others in their work group and
relied on a strategic sponsor other than their immediate supervisor to
introduce them to influential contacts. Men, on the other hand, were
more successful if they relied on their boss for contacts, as well as
establishing relationships with others outside their work group, indi-
viduals who were unconnected to each other. Successful men estab-
lished a broad, flat network of many unrelated contacts ensuring a wide
variety of nonredundant information and perspectives. Why wasn’t this

strategy equally successful for women?

The need for women to establish a strategic sponsor to achieve
promotion reflects the lack of legitimacy women have in organizations.
Women often don’t fit the network profile, so they don’t have the
opportunity to build relevant social capital. Because women are often
viewed as tokens in managerial ranks, top decision makers look to oth-
ers in the organization to vouch for their credibility before promoting
women to broader leadership responsibilities. Whom can they ask?
Women’s immediate supervisors are expected to speak highly of them
because subordinates’ actions reflect on their managerial competence.
Consequently, their opinions will carry less weight. A strategic sponsor
is needed, someone who is positioned at the top of the organization and
is well placed to reinforce the immediate supervisor’s opinion and
vouch for the female protégé, lending her their reputation and giving

her the credibility she needs.

For entrepreneurs, mentors can be strategic sponsors. Mentors pro-
vide instrumental value (career advice) as well as friendship and moral
support. They can extend the entrepreneur’s reach into other influential
networks by providing introductions and access, effectively lending
legitimacy. In other words, women entrepreneurs can use mentors as
strategic sponsors who will provide social capital and advance their
interests. Our research shows that women entrepreneurs who suc-
ceeded in getting the equity investments they were seeking named their

mentors as influential in their social networks. More than 60% reported



CHAPTER 8 ¢ BUILDING USEFUL NETWORKS 187

relying on a mentor who was a fellow business owner and 45% said

they relied on other mentors.

Creating Effective Networks

Social capital is developed and valued in the context of a specific net-
work. The network provides a conduit for the exchange of information
and resources that enhances the success and survival of the business.
Networks allow entrepreneurs to gain access to opportunities and
resources, save time, and tap into advice and support that might other-
wise be unavailable. They influence the social, emotional, and material
well-being of their members. As entrepreneurs use their existing social
networks, they acquire new information and resources and they begin

to create new networks.

One strategy we recommend to women entrepreneurs is to culti-
vate a wide range of contacts in multiple social networks. This strat-
egy has proven successful for men. Entrepreneurs with wide-ranging
and diverse networks are more likely to have contacts that connect
them to equity capital markets. Women business owners need to
extend their reach beyond their personal networks —parents, siblings,
spouse or partner, in-laws, friends, and neighbors—to gain the social
capital they need to access resources. Establish relationships with
those outside your immediate circle, those that require less emotional
investment. Such individuals can act as bridges connecting you to
nonoverlapping sources of information or resources. Executing this
strategy requires breaking into the “old boy” networks so it can be
awkward and uncomfortable. The subtle messages that pervade the
business culture sometimes lead to the conclusion that women need
not apply, that you are not expected to take part in the influential
social and business discussions. Yet, these contacts can link you to
information, knowledge, referrals, training, and money, so they are

worth the discomfort and effort.
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However, just meeting with individuals outside your close circle of
supporters isn’t sufficient. To make the critical connections in the
investment community, you need to rely on alternative networking
strategies. Some network relationships involve the exchange of multi-
ple resources, providing instrumental value, like career advice, as well
as friendship. Think about your mentors. The strong relationship that
develops between a mentor and a protégé increases the likelihood that
the protégé will be connected to and benefit from the mentor’s own
network.* For women entrepreneurs, having such strong mentoring
relationships and the links that follow can substantially increase the

reach of their networks.??

Attorneys, accountants, bankers, and technical consultants can
also provide bridges into the investment community. Unlike mentors,
however, these advisors might be less willing or able to signal that the
woman entrepreneur is a legitimate player, and her business a worthy
investment. They might have little motivation to lend their reputation to
advance the interests of a client or acquaintance they don’t know well.
Mentors impart legitimacy, provide moral support and friendship, and
chauffeur women to capital markets. Mentors who have entrepreneur-
ial experience are particularly beneficial to entrepreneurs. Research
shows that advice from other entrepreneurs paid the highest dividends

for business owners.?*

Language and symbols can also create social capital. A polished
business plan, or a leadership position in associations, or a reputation for
trustworthy behavior can enhance the legitimacy investors are looking for.
Commitment and conduct can enhance one’s reputation. Creating an
advisory board can extend your social capital and enable you to “borrow”
from the accounts of the well-connected board members. Finally, culti-
vate business groups within your community. Numerous business owner
support groups meet regularly and offer entrepreneurs an opportunity to
air their problems, discuss solutions, and share similar challenges. Many
entrepreneurs find such groups not only a source for solace and valida-

tion, but also indispensable for referrals and advice.
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WOMEN BUILDING
MANAGEMENT TEAMS

There are five crucial jobs that need to be managed in any new
venture; finance/money, marketing, operations/technology,
people, and strategy/leadership. You need at least three people
to do these jobs in the beginning, but as the business grows,

you need each of these roles filled by competent individuals.

—Dr. Henry Morgan,

Dean Emeritus of Boston University and angel investor

Once your business passes the start-up hurdles and you’ve made the
decision to grow, it’s time to build your management team. Why do
you need a team to grow your business? There are several reasons. In
the first place, although you might be tempted to do it all yourself
because you can control the details and you know your business best,
there is strong evidence that businesses run by competent teams consis-

tently perform better.! More important, however, if you want money
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for fast growth, investors require that key leadership roles be filled with
qualified people. Generally these roles are marketing and sales,
finance, operations, human resources, and strategic leadership. Your
ability to bring together a management team signals to investors not
only that the functional bases are covered, but also that you are savvy
enough to persuade others to join in the development of your venture.
Identifying people with top skills and capabilities, encouraging their
commitment, and developing a culture to motivate them shows that you
are qualified to lead your venture to growth.

In addition, there are many other benefits of teams. First, a compe-
tent team brings greater knowledge, experience, and skills to the busi-
ness, which professionalizes the decision making, information flows,
and day-to-day operations. Second, management teams extend the
social network of the venture, and build its organizational capital,
which facilitates growth.? Securing resources for growth often means
working through personal contacts established through social net-
works.? The bigger the network reach of the team, the more likely this
process is to be successful. Third, qualified teams help attract good
personnel to the business.* People want to work with good managers,
and they can be more easily engaged if the management team has a
solid reputation and strong capabilities. Fourth, management teams
provide insurance that the business will continue beyond the founders.
Although you have developed the idea and launched the venture, to
ensure it’s continuance, it needs to become a viable organization, with
systems and policies that support the delivery of the products or ser-
vices. This means you need an executive team to coordinate and super-

vise these efforts.’

You’re probably thinking this sounds good, and you can see the
benefits, but how is a management team similar or different from the
founding team? A founding team is usually comprised of two or more
people who start a business in which they are at least partial owners.
Not all owners are necessarily involved in management. Some

founders might be involved during the pre-start-up phase and launch,
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but choose not to work in the business. The founding team might or
might not be willing and able to stay on board for the growth of the
venture assuming key roles on the management team. It’s unusual for a
founding team to have expertise in all five key roles, and so the core
management team members are added during the venture’s first year or

two of existence.®

So how should you proceed? What challenges might you encoun-
ter? The rest of this chapter considers these issues. First, what do
resource providers, and in particular, investors look for in a manage-

ment team? There are generally five areas of consideration:
* Managerial knowledge across functional disciplines
* Technical expertise in the area critical to success of the business
e Complementary fit
* Strong business qualifications and experience
* Visionary CEO with a track record and leadership capabilities

At a basic level, the management team needs to have knowledge
in marketing and sales, finance and accounting, and the operations of
the venture. Of course, there is a need for someone to manage the peo-
ple, or human resources, because as a venture grows it needs to
develop systems and processes for recruiting, managing payroll, and
handling benefits. Then, you need someone who has the technical
expertise that links directly to the core of the business. Although you,
as founder, might have either technical or functional expertise,
chances are that your role will be the strategic leader moving the ven-
ture forward to meet its overall goals and vision, so you will need
someone else to fill this role. Besides functional expertise, each team
member should be able to cooperate and coordinate with the others.
Everyone does not need to possess the same management style, but a
complementary fit will ensure the venture can move quickly. It’s also
important that the qualifications, experience, and reputation of the

management team are solid.
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Now you would think that if you can put together a team that fits
these criteria, it would be pretty easy to move forward. On the surface
this is true, but, once again, we find that perceptions about women can

get in the way. Consider the story of Hannah Wallace.

I cofounded our technology venture with my father 15
years ago, and have served as president for 8 years. By
1995, we had about 100 employees, several of whom had
more than 10 years experience with us. Our open lunch-
room, flex-time, and “family feeling” encouraged sharing
of information across all levels and departments. We were
quite profitable on about $30 million in sales, but decided
that with new products in the pipeline, we could really
grow the business with a new infusion of equity financing.
Our present board, some of whom were investors, sug-
gested it was time for me to move into a more “strategic”
role and that a president (male) would be better suited to

lead the company forward to the $100 million sales mark.

At the time, it seemed like a good idea to be more involved
in strategic and future planning. So we recruited and hired
a new president who had all the apparent qualities we
needed: an MBA from a top business school, former VP of
finance, and a reputation for swift decision making. Our
board believed he was in the “right” networks to attract
new funding and to create strategic partnerships. After 9
months, I knew it was a big mistake. Jim’s preference for
taking control and making decisions autocratically alien-
ated many of the technical managers who had previously
participated in the process. In the first year, he brought in a
new VP of sales who doubled the marketing expense bud-

get, and hired a new VP of operations at a big salary.
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At the same time, we were behind in our product launch
and the sources of money and partnerships just did not
pan out. I had to fire Jim, then come back to lead the busi-
ness as we negotiated new sources of financing. I went to
some of our customers, large technology firms, called col-
leagues in local CEO groups, and contacted other women
executives. Through my network, we were able to secure
investment financing through another large women-led
firm, and one of our strategic partners.

In this story, even though Wallace had started and successfully
managed the venture, her investors still felt she could not take her busi-
ness to the next level, because she did not have strong connections in
the financial networks. Where did these perceptions come from?

Perceptions about Women

Views that women are less capable of building a high-potential team
are based on four different premises: first, the idea that women are
more relationally than transactionally oriented; second, the compara-
tively small numbers of women in top decision-making positions of
major companies; third, a female tradition of gaining work experience
in staff rather than line positions; and fourth, the gendered composition
of men’s and women’s networks. The perceptions are manifested in a

variety of ways.

Women Don’t Want to Share Ownership

Although nearly all entrepreneurs have a desire to control their venture
at the outset, some believe that women have greater difficulty deciding
to share ownership and control with partners. This idea comes from a
couple of assumptions—first, that women are relational, rather than

transactional, in working with employees, suppliers, and customers.” A
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relational approach binds women more closely to the venture and its
organizational networks because of the depth of personal involvement.
Second, some would say that women are more likely to create ventures
that are an extension of themselves and their personal values than their
male counterparts are. It is then only logical that it would be harder for
women to give up control and delegate to a team, therefore, they can’t
build the best team.

Women Don’t Recognize the Types of People
Needed

This perception is based on expectations about the right way to do
things. As we have noted in other chapters, so much of what we con-
sider the standard for success is derived from examples of men. The
“right” way to lead is to make tough decisions, be strong, and delegate
well. Any variation from the “male” success model in strategic leader-
ship might be viewed as a weakness. If a woman creates a flat organi-
zation, where information is widely shared and decisions are
collaborative, she can be perceived as less capable of building the right

kind of team or organization.

Women Are Outside the Networks

Then, there are networks. It is not unusual for entrepreneurs to bring
together teams of people with whom they have previously worked.
Entrepreneurs typically identify desirable team members based on who
they know and who is recommended by their advisors. However, as we
learned in the last chapter, women tend to have different networks than
men. They might be unlikely to know or be linked to people with the
right set of skills, values, and other resources to add value to the venture.
If women are perceived as being outside the industry network, it might

be difficult for them to identify or attract the best people for the job.



CHAPTER 9 ¢ WOMEN BUILDING MANAGEMENT TEAMS 197

Women Just Don’t Have What It Takes to Lead
a Growth Venture

Can women make tough business decisions? As we noted earlier,
women are less likely to serve as CEOs of major corporations. In fact,
at this time, women lead less than 5% of the Fortune 500 companies.
The small number of women at the top of the corporate world means
that they are still viewed as the exception. At the next level of responsi-
bility, there are very few women visible as either leaders or participants
on executive teams. This means that very few men or women have the
experience of working for a female boss, which only reinforces the

belief that only men are qualified to lead large companies.

It is also true that women are more likely to have experience in
staff rather than line positions. Staff positions are generally those that
play supporting roles for line functions. Those holding line positions
manage people and are held responsible for the performance of a divi-
sion, unit, or product line. As a result of a concentration in staff posi-
tions, women are perceived as facilitators or helpers whereas men,
gaining from their experience on the line, are pegged as leaders, and

managers.®

Finally, perceptions about women’s ability to put together a qual-
ity team become even more complicated when considering the gender
of the teams. Women tap into their personal networks to find people
complementary to their business, often choosing other women. When
men surround themselves with men they have worked with, no one
questions it. However, if a woman hires women, it might be ques-
tioned.’ For instance, when Suzanne DePasse was hired to run Motown
Records, she was highly criticized for bringing along her team of tal-
ented women to fill key jobs.'°

There is an inherent tension in team selection. We know that heter-
ogeneous teams (mixed in gender, experience, educational back-
ground, and other ways) are linked to higher growth potential for their

firms. However, entrepreneurs prefer to work with and associate with



198 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

those similar to themselves, and these similarities are usually based
both on characteristics such as gender, race, and age, as well as internal
states of values, beliefs, and norms.!!

Fact and Fiction about Women
and Teams

Are women really less willing to share ownership of their firms? If we
look at ownership, women entrepreneurs worldwide are more likely
than men to be sole owners of their businesses. For example, 85% of
women-owned businesses in the United States are sole proprietor-
ships.!> However, according to the 1997 U.S. Census, 74% of all small
businesses in the United States are operated as sole proprietorships. It’s
just the most common way of organizing a small business. When we
consider separately the women owners of fast-growth companies, we
find them more likely to share ownership than other women business
owners (28% vs. 15%). There are, however, significant gender differ-
ences. Fast growing firms led by men have shared ownership in 50% of
their businesses, while the same is true for only 28% of women-led

businesses.!?

It is difficult to tell just how much sharing of responsibility and
leadership is taking place when a business is owned by spouses. In
1997, there were 3.6 million firms jointly owned by a husband and
wife. These firms generated $943.9 billion worth of receipts.!* What
can’t be deciphered from the numbers is the role that each partner
played in the strategic decision-making activities of the firm. Often the
wife is considered to be a means of access to corporate and government
programs focused on women-owned businesses. Although these pro-
grams generally require a rigorous certification to ensure the women’s
strategic involvement, the perception often is that her role is more like
a staff position in the corporate world, providing support for the hus-

band and business.
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If a woman is choosing a management partner other than her hus-
band, who does she put on the team? A study of entrepreneurial teams,
found that approximately three quarters of the teams that didn’t include
spousal partners were composed of members of just one sex, 16%
being all women and about 60% including all men. In looking at the
smaller teams, about 80% of two-person teams include people of the
same sex.!'” It appears that both women and men have a preference for

the creation of same-sex teams.

Why does this happen? First, the woman does it purposefully. She
chooses others for the skills, educational backgrounds, or work experi-
ences that would add value to the company. However, opportunity struc-
tures also come into play. These structures work as a context in limiting
who the woman might invite. In other words, she can’t invite someone
she’s never met, doesn’t know how to reach, or might not even know
exists.'® Due to more limited professional networks, women are often

searching in a smaller pool for their potential tteam members. '’

There is additional evidence that people are more likely to recruit
their management teams from among people who are most like them and
from among people they know.'® A national study of entrepreneurs in the
process of starting a new venture showed that out of 816 respondents,
representing 400 solo efforts and 416 entrepreneurial teams, almost 73%
of all the team start-ups included only two people, 13% included teams
of three, another 8% had teams of four, and only 6% included teams of
five or more people.'® The gender makeup of the teams represented some
striking differences. Thirty-seven percent of the teams were made up of
people that were all the same sex, 7% were all women and 30% were all
men. The teams of two people were those most likely to be mixed (and
most probably largely made up of spouses and partners). Teams of three
or more were less likely to be mixed gender.

If we take out ties for familiarity (anyone who is a spouse or part-
ner) we find that almost half of the teams with three or four people on
them had at least two people on them who didn’t know each other prior

to joining the team and almost 75% of the larger teams contained a set
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of prior strangers. One potential explanation is that the larger teams
were building more resource-intensive businesses.”’ Women are chal-
lenged in their efforts to identify and engage qualified strangers if they
do not have strong professional network connections.

Then if we look at the most ambitious companies, those that went
public, we can see that having women on the senior management team
is a good indicator of strong performance. In fact, companies that go
public have been found to have better performing stock if they have
women on their top management team.>! How likely is this scenario to
occur? In 1988, Theresa Welbourne surveyed 136 companies that went
public and found no women at all in upper echelon positions. By 1993,
when she surveyed 535 IPO companies, she found that women were
included on 27% of the companies' top management teams. Three
years later she again examined companies that went public and found

that women were in key executive positions at 41% of the companies.?

Despite the perceptions that women are less capable of putting
together top teams, the evidence suggests women, like men, recruit
teams from those they know, and that teams with women on them per-
form as well or better. With this in mind, how do you move forward? A
good example of how to build a founding team is presented in the story
of Flight Time, Inc.

Dara Zapata had the idea to start Flight Time when she
found that tour groups, sports teams, and companies often
needed to fly to destinations not served by scheduled air-
lines and that there was an available supply of underuti-
lized aircraft. Even though she had extensive experience as
a tour coordinator, airline operations manager, and avia-
tion consultant, she knew that an aircraft charter broker-
age business also needed expertise in two other areas:
marketing and sales, and finance. The business required an
individual who could market the business services and
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negotiate sales for both sets of partners—the airlines, who
supplied aircraft, and the customers who would travel on
the airplanes (tour groups, corporate travelers, and sports
teams).

Significant cash inflows and outflows and large informa-
tion databases signaled the need for someone to manage
information systems, and for an expert in finance and
accounting. Dara approached Jane McBride because she
had experience as a wholesale tour operator, was a licensed
private pilot, and possessed extensive customer service
experience in her previous job. Jane was ready to do some-
thing exciting and enthusiastically signed on with Dara.
For three months, Dara and Jane met regularly to explore
the feasibility of the concept. They called contacts in the
travel business to see “if the idea of brokering airplanes
was really off the wall or not.”

But, they both agreed that the business still needed a num-
bers person. Jane remembered meeting Patti Zinkowski,
who was now head of European accounting for Trans
National Travel (TNT) the travel-related wholesale divi-
sion of Trans National, a financial services company based
in Boston. They located Patti in Europe and proposed that
she join them. She came on board and within a month,
Patti, Dara, and Jane officially incorporated Flight Time.
Despite early challenges, within 5 years, the “three women
from Boston” as they were called, created a unique data-
base, and highly profitable enterprise.>

In this case, Zapata was very strategic about the roles and the indi-
viduals needed to start Flight Time before the business was even

launched.
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Building a High-Potential Team

Chances are you launched your venture on your own or with a team of
people that included family members or people you already knew as
coworkers in an earlier job.2* Like most entrepreneurs, you used your
social framework as a starting point. At the next stage of growth, you
work within the networks you and your founding team know well and
begin to reach beyond those boundaries.

How do you get started in identifying additional individuals who
meet the criteria set forth by investors at the beginning of this chapter?
One way to consider the pool for team members is to think of the pos-
sibilities of three concentric circles of candidates for teams: family,
others you or other founders know personally (possibly through the
industry), and strangers.”> However, keep in mind that the relationship
issues should be secondary to the functional issues.?® In other words,
although it might be an advantage to work with someone you already
know and trust, it could become a disadvantage if there is not a good fit
between the business and the candidate’s skill sets. It won’t matter how
well the team gets along if everyone is a marketing expert and no one
understands finance. Gender might then become an additional compli-
cating factor in that women’s education and work experiences are more
similar to each other than to men’s. Thus, there can be an increased

likelihood of a functional gap appearing.

How important is it to have some kind of existing relationship with
the members of your management team? Is your company more likely
to succeed if you know the team members well? In many instances it
has worked better for the firm if members of the top management team
have worked together previously.?” The social psychological benefits
from existing or developing relationships among team members are
important in that they help spread responsibility, share burdens, and
increase confidence.?® It’s also easier to work together if the team has
complementary (as opposed to overlapping) characteristics. In fact, the
personal relationships, especially those that start as friendships, might
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serve as the glue that helps the team stay together and prompt the extra
efforts needed during business challenges.?

Once you have identified potential candidates to join your team,
you need to assess their potential contributions. The Colorado Capital
Alliance, a not-for-profit angel capital network, suggests the following
questions as a guide:*

* s every key manager and professional staff member experienced?
* What management skills are needed to execute the plan?
* Are any functional areas of expertise missing in the team?

* What motivates the management team? Is there a fit among the

motivations of all team members?

e Is this a family-run business? Will this always be a family-run

business?

* What are the sales ability and the experience levels in the partic-
ular industry of the key players?

* How capable is this management team when compared to com-

petitors?

Overall, the list addresses both individual and company-level
questions to evaluate potential members of the team and how they
might relate to the company and complement each other.

How do you then decide who fits your business and who doesn’t?
To a large degree this depends on the culture of your business and its
fundamental values. The culture of your business is based on core
assumptions about work, people, time, and the environment. Then
there are norms, beliefs, and ways of doing things, some of which are
formally articulated and some of which are implicit or tacit. For
instance, what time can people come to work and leave? Is there a
dress code? Are there informal norms for how people are to be greeted,
treated, and responded to? An elite bicycle manufacturer in Massachu-
setts provided every employee with keys to the plant, complete finan-
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cial information, and open access to production line scheduling.
Employees made their own schedules and came and went as they

pleased as long as they met production goals.

Sometimes culture is manifested in symbols; other times it is
explicitly written in vision statements, pictures, and marketing materi-
als. Georgia Berner, who owned a company manufacturing air curtains,
had a large bell in the corporate offices that was attached to the manu-
facturing plant. Every time a salesperson landed a contract, he or she
would ring the bell loud enough so that all 100-plus employees could
hear it. Each salesperson had a distinct “ring” so everyone knew who to
congratulate.

The culture of the business is the underpinning, the glue that will
hold the business together as it rapidly expands. You need to assess what
the founding culture is, and then think about how it might evolve. In
bringing on new management team members, it’s important to be able
to articulate what the core values and culture are in order to gain their

commitment to the venture and other management team members.

The care and feeding of teams is critical, especially in the early
days. Too often the founder (or founding team) is so busy working on
what she has determined to be the critical tasks that she doesn’t realize
that the culture of the company is being established with or without her
guidance. The importance of cultural dimensions varies depending on

the phase of development:®!

* Formation—During this stage the focus of the founders needs to
be on developing a sense of inclusion that honestly recognizes
differing levels of power and influence and still promotes accep-
tance and intimacy, and helps each person identify his or her role

in launching and growing the company.

* Building—The company is now launched and the focus needs to
expand to include a plan for how the management team and other

new members of the organization can function as a unit.
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» Working and mature functioning—If the management team is in
place for the long term, you must establish a culture that sup-
ports the mission, goals, and tasks of the company but also

allows for differences in the management team to be valued.

Depending on the phase of your business, you should first identify
what is critical so that you can measure and control it. Are you looking
for outcomes of a team effort? Do you consider how people react to
crises? Second, develop a habit of deliberate role modeling and coach-
ing. The rest of the team will often follow your lead because they per-
ceive that is how things are done in this company. If the connection is
made between this type of behavior and the awarding of rewards and
status, this behavior will be fostered in the firm. Finally, prepare spe-
cific criteria for selection, recruitment, promotion, and retirement or

other types of exit.

Challenges in Team Formation

Although it might be easy to identify important steps in building a
team, there are also challenges. For instance, there is the challenge of
fitting new team members into an existing organization. The early deci-
sions made by you and other team members “imprint” the organization
with its systems, culture, and policies.* They create the foundation of
the new organization. It is this set of values and norms that people will
carry out in the work of the business. When new team members are
brought in, founding members might not wish to change roles or relin-
quish responsibilities. Some members of the founding team might not
want to see routines altered or relationships changed. If the team mem-
bers are inappropriate for their roles, cannot work with each other, or
lack commitment to the organization, the venture could fail. For exam-
ple, a technology-based start-up in New Jersey functioned extremely
well in the early stages with a four-person management team until
three of the founders decided that they could not tolerate the perceived
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lower level of energy put into the venture by the fourth. The relation-
ships were still too new to survive serious discord and one team mem-
ber resigned, leaving not only a gaping hole in their marketing efforts
but also a significant and unplanned debt incurred when they were

forced to buy out the ownership of the departing member.

In another case, three entrepreneurs and friends founding a high-
technology start-up venture decided they did not want to be subordi-
nated to each other. They created an “office of the president” where
each “shared” the president’s decision-making role. Needless to say,
the arrangement was confusing for customers, created internal dissent,

and eventually damaged the business.

The challenge of sharing management roles brings with it many
complex issues. First, when you allocate responsiblilities across multi-
ple people, you create a new set of dynamics. Working in teams
increases the opportunities for shirking, and incurs the need for monitor-
ing systems, and a means of distributing incentives.** Failure to address
these issues could limit your company’s growth. A second possibility is
that the more homogeneous or similar the team, the greater the potential
for inferior decision making because of “groupthink” and insufficient
airing of conflict.* Therefore if your team lacks a dynamic balance,
your business growth and development will be hampered. Finally, there
are identifiable links that exist between firm performance and dimen-
sions of an entrepreneurial team such as speed, politics, and conflict.?
Although conflict might sound undesirable, it can actually serve as a
tool to help team members avoid complacency and mistakes.*® Hetero-
geneity of the team can be a source of conflict, but conflict can be con-

structive if it allows different points of view to be considered.*’

Summary

This chapter examined the ability of women to form management

teams, which are crucial to venture development and growth. Although



CHAPTER 9 ¢ WOMEN BUILDING MANAGEMENT TEAMS 207

we associate successful ventures with a single entrepreneur, the fact is
that most winning organizations are the product of a top-notch team
working well together. Can women build management teams to grow
successful ventures? There are perceptions that women prefer to main-
tain ownership and control, they are out of the network and therefore
can’t identify top talent, and they lack experience in their decision-
making roles. We find that, indeed, a relatively few women have execu-
tive leadership experience, but their experience in staff functions,
including human resources, can be an asset. We also find that women
are growing their firms with team members they met through the pro-
cess and not just those they knew prior to “going entrepreneurial.” The
value gained in growing a business with a team exceeds that of grow-
ing alone largely due to increased and enhanced capacities of those

sharing ownership.
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10

NETWORKING FOR
VENTURE CAPITAL

Ask any venture capitalist. He will insist that he invests
in great deals and that gender does not play a part in the
decision making. Venture capital partners indicate that the
primary reason they don’t invest in more women-led businesses
is that they just don’t see many deals— viable or

otherwise—that are led by women.

If venture capitalists are truly gender blind in their search for the best
deals, why is it that so few of their portfolio companies are led by
women entrepreneurs? Is the field of qualified women really so thin?
Or do women deliberately slow their companies’ growth or look else-
where for alternative sources of capital? Do women have all the right
intentions, but lack the knowledge and connections to get their “plans”
into the right hands?

Or is the funding gap a function of the maleness of the venture

capital industry? Perhaps venture capitalists lack any direct connec-
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tions to women entrepreneurs. Or they might see the deals, but under-
estimate their value because they have so little experience evaluating

women entrepreneurs.

In this chapter, we address the hurdles women entrepreneurs with
high-growth ventures must overcome to raise venture capital. We focus
on the challenges of making the initial connections (network gaps) and
of clinching a deal (overcoming male models of success). However,
before we get into the details of those network disconnects and the
model misfits, we offer some basic background information on the

venture capital industry itself.

A Brief History of Venture Capital
in the United States

Tracing the Roots of the Industry

American Research and Development (ARD), founded in Boston in
1946, is widely recognized as the pioneer of the modern American ven-
ture capital industry. Although there are many examples in history of
wealthy individuals providing venture funding to underwrite high-risk
enterprises (e.g., Queen Isabella of Spain was Christopher Columbus’s
venture partner), these transactions were individually negotiated agree-
ments. They did not represent a systematic approach to bringing inves-

tors and entrepreneurs together to launch new ventures.

Shortly after the conclusion of World War II, Karl Compton (Mas-
sachusetts Institute of Technology), Georges Doriot (Harvard Business
School), and several Massachusetts business leaders raised funds to
support the commercialization of technologies developed during the
war efforts. They organized ARD as a publicly traded corporation with
a closed-end fund (fund with a specified ending date). Limited partner-
ship funds (now the most popular form of venture organization) were
introduced by Draper, Gaither, and Anderson in 1958, but did not

become a widely accepted industry model until 20 years later.
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In the early years of venture capital, there were relatively few
funds and the pool of investors was small. Most investors were wealthy
families or individuals (many of them successful entrepreneurs), insur-
ance companies, banks, and corporations. For many years, the number
of firms and the capital invested remained quite small. The industry
pioneer, ARD raised less than $8 million in its first 10 years. (This is in
sharp contrast to the more than $100 billion raised in the industry in a

single year: 2000.)!

The Context of Growth

Legal changes in the late 1970s and early 1980s encouraged both indi-
viduals and institutions to raise their stakes in venture capital funds.
Individual investors benefited from the Revenue Act of 1978, which
reduced the tax burden on capital gains from 49.5% to 28% and the
Economic Recovery Tax Act (1981), which further reduced capital
gains taxes to 20%. The 1981 Incentive Stock Option Act provided
another tax advantage for members of entrepreneurial teams who held
stock options. (The act allowed holders of stock options to defer tax
liability to the date of sale rather than the exercise date.)

In 1979, an amendment to the “prudent man” provision of the
Employee Retirement Income Security Act (ERISA) opened up the
possibility of private equity investment by large institutional investors.
Pension fund managers, who were previously restricted in their rights
to place funds in high-risk or alternative investments, found that the
rule change gave them much more latitude to place a portion of their
funds in venture capital.” In 1979, following the official change and
further clarification by the Labor Department, the percentage of the
total venture capital pool invested by pension funds shot up from 15%
to 30%.° In subsequent years, the percentage of venture funding pro-
vided by pension fund managers continued to increase, averaging 40%
to 50% of total funds raised annually and reaching a high of 60% in the
early 1990s.
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In 1990, venture capitalists raised 50 new funds at an average
value of $53.6 million. The industry grew so rapidly during the next
decade that, in 2000, 632 new funds were raised with an average size
of $153.8 million, and several of the funds topped $1 billion. More
than 50% of all capital raised came from public and private pension
funds. Foundations, endowments, insurance companies, banks, and
private individuals rounded out the list of limited partners. Most invest-
ments were made in closed-end funds that had a specified size (e.g.,
$100 million, $500 million), duration (7-10 years), industry focus,
and, in some cases, a preference for a particular stage of growth (e.g.,

seed, growth, or later stage).

Understanding the Investment Process

Venture capitalists are best known for the financial resources they pro-
vide, but money represents only one of many assets that they afford to
new enterprises. Each venture capital team brings a unique business
network and specific knowledge of an industry, technology, or stage of
organizational development. Individual members of a venture capital
team are often seasoned entrepreneurs who have built substantial com-
panies in a particular industry. Others are selected for their functional
or financial expertise and all are expected to provide connections
between the providers of venture capital (limited partners) and the con-
sumers of venture capital (entrepreneurs). Once the team is formed, the
general partners must aggressively market their skills and reputations
for identifying and nurturing high-growth businesses to engage institu-

tions and individuals as investors.

The general partners are responsible for structuring the “deals” with
each entrepreneurial venture. Their goal is not only to maximize their
returns while limiting their downside exposure, but also to create a deal
that is perceived as fair to all parties and that provides substantial incen-
tives and rewards to the founding team as well as to the investors. Many

of the early-stage investments look more like debt than equity. For exam-
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ple, convertible preferred stock provides the investor a claim on the assets
in the event of liquidation and the right to convert to equity in the event of
success. Early-stage investments might also carry rights for the initial
investors to participate in future rounds of financing at a pro rata share.
Often, one venture partnership will provide the entrepreneur access to
additional capital through the syndication of the financing round. Whether
through direct contacts or through reputation, the lead venture capitalists

can attract other investors in subsequent financings as well.

A general partner of the venture capital firm leading an investment
will often take a seat on the board of directors of a portfolio firm. The
board enables the venture investor an opportunity to provide manage-
ment oversight, set performance benchmarks, and assist in the acquisi-
tion of additional resources. As the company develops, the venture
capitalists assist in subsequent financing activities, including public and
private sales. These efforts are intended to foster the growth of the entre-

preneurial enterprises and to enhance the financial rewards at a later date.

Risks and Rewards of Venture Capital
Financing

The stakes in the entrepreneurial investment process are high. Each of
the parties (entrepreneurs and investors) bears some of the risk associ-
ated with the start-up of the new venture and each is well rewarded if the
venture succeeds. Approximately one-third of the venture-funded enter-
prises are likely to succeed, but only a handful will ever be classified as
blockbusters. Intel, Microsoft, and Home Depot are the exceptions, even
among successful venture deals. Those venture-funded companies that
do succeed provide substantial rewards not only for the entrepreneurs
and their investors, but also for the many customers, employees, business
partners, and communities associated with the enterprise. The oversight
venture capitalists provide during the growth and development of a new
enterprise makes the general partners value-added facilitators of the flow

of capital between holders of wealth and entrepreneurs.
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The venture capitalists are usually compensated in two ways. They
are paid a fixed annual fee based on the funds under management (2—
3% per annum). They also participate in the profits produced by the
investments through their carried interest. Most venture partnerships
first return all invested capital to the limited partners, then divide the
profits in excess of the initial investment at a predetermined ratio. For
example, with a 20% carry, profits in excess of the initial investment
would be allocated to the limited and general partners on an 80:20
basis. The actual amount of the management fee and the carry are
negotiable and are set at the time the fund is raised. (Although the
terms can vary from one fund to the next, even within the same venture
capital organization, individual partnership agreements are fixed for
the duration of the funds.) The performance of a partnership’s early
funds plays a significant part in the venture capitalists’ ability to raise
follow-on funds and to negotiate their own compensation—including

management fees and the carry.

At a fund’s termination date, profits from the sale of companies
(whether public or private) are distributed on a pro rata basis. In some
cases, where there has been no sale, shares of the portfolio companies
themselves are distributed. Limited partners are generally rewarded
with above average returns (on average, 26% per annum over the most
recent 10 years)* and the entrepreneurs benefit from the availability of
financial and managerial resources and, ultimately, from the financial

returns of a business with a greatly increased likelihood of success.

The Cultural Context for the U.S. Venture
Capital Industry

The venture capital industry has flourished in the United States for
many reasons. The Horatio Alger vision of great rewards for work well
done persists. The national culture is one that encourages risk-taking
and forgives failure. Job markets are fluid, making transition in and out
of the employed workforce possible, and unemployment benefits pro-
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vide a financial safety net. The legal system protects intellectual prop-
erty and the financial markets provide liquidity for investors and
entrepreneurs. Although other countries have tried to emulate the U.S.
model of venture capital, they lag far behind, often because they lack
one or more of these elements. In a cross-country comparison of early-
stage venture capital investments made in 1995, United States-based
venture investments of $3.4 billion were more than double the total

investments ($1.5 billion) of the next 20 highest ranking countries.’

Venture Capital Cycles

The venture capital industry has consistently delivered superior long-
term returns, but has suffered periodic downturns.® Throughout the
decade of the 1990s, venture capital investments experienced record-
breaking growth, fueled in large part by the commercialization of the
Internet. Although Alan Greenspan raised the specter of “irrational exu-
berance” in the public markets in his January 1996 speech to the Ameri-
can Enterprise Institute for Public Policy Research, the NASDAQ
continued to climb. The January 3, 2000 millennium edition of the Wall
Street Journal included an article by columnist Thomas Petzinger enti-
tled, “So Long, Supply and Demand: There’s a New Economy Out There
and It Looks Nothing Like the Old One.” He commented:

The bottom line: Creativity is overtaking capital as the
principal elixir of growth. And creativity, although pre-
cious, shares few of the constraints that limit the range and
availability of capital and physical goods.... While creativ-
ity is everything today, capital is simply everywhere—
cheap and abundant. Instead of financing technology inno-
vation and development, the venture capital firms of Sili-
con Valley have become money factories for marketing
campaigns. Going public, once a tool for financing growth,
has instead become an exit strategy for investors.’
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Just three months later, on March 11, 2000, the NASDAQ reached
its record high. The public markets then began to show signs of weak-
ening and the IPO market slowed to a trickle as private companies real-
ized that they would have to accept much lower valuations. Many
scrapped their decision to go to the public markets in favor of second
or third rounds of private financing.

However, as the financial markets continued to languish, many
young ventures discovered that private funds were also hard to find. In
2001, venture capital partnerships raised only $40.7 billion in new
funds and invested only $41.9 billion (down from a record $107 billion
in 2000). There were only 88 IPOs in 2001.% In 2002, venture capital
was still in the doldrums. Only $6.9 billion of new funds were raised
and less than $25 billion were invested in approximately 3,000 deals.
Because the returns on venture capital investment are so closely linked
to the health of the public markets, the venture industry continues to be

cautious, but there were signs of recovery in 2003.°

Building Partnerships, Professional Staffing

Venture partnerships like to describe themselves as experienced venture
investors and industry professionals. A quick tour of the Web sites of
some of the leading venture firms demonstrates the emphasis on “hands-

on” industry experience as well as investing and management skills.

* Accel Partners is a venture capital firm dedicated to helping out-
standing entrepreneurs build category-defining technology com-
panies ... (we) meet this challenge with a “prepared mind”—a
deep base of domain knowledge, relevant experience, and indus-

try relationships.

* On average, our managing directors and partners have over 12
years of international investment experience. Many of our pro-

fessionals also have significant operating experience, which



CHAPTER 10 ¢ NETWORKING FOR VENTURE CAPITAL 219

gives us first-hand insight into the issues that affect growing

businesses. (Advent International)

Our success in attracting top early-stage opportunities results from
our ability to provide unique value, focus, and counsel throughout
the entire company-building process. As experienced board mem-
bers and senior operating managers, we know firsthand the hard
work and challenges of building lasting companies. (Greylock)

We understand just how hard it is to start a business. Each of our
partners has hands-on experience in operating and managing
companies. We've all served as managers with accountability for
profits and losses and had responsibility for bringing products to
market. We've learned these lessons over 30 years of assisting
new ventures and serving in top management positions at revolu-
tionary technology companies. We know that success is rarely a

straight line. (Kleiner, Perkins, Caulfield, and Byers.)

The Venture Capital Community Today

[The list of the top 100 venture capitalists] creates a snapshot
of an industry, forever immortalizing it in print ... and this
inevitably comes up—someone will ask us about the level of

representation of some groups in the list, like women or Afri-

can-Americans. I can assure you that the only criteria we used
for the list were the number of deals a firm participated in and
that we selected partners [to represent each firm] in coopera-
tion with the individual firms.... That said, it is revealing to see
how many of the most-active VCs are white males between the
ages of 35 and 50 who got their MBAs from Harvard or

Wharton and now live in Silicon Valley."

—Jason Calacanis, Editor-in-Chief,
Venture Reporter, May/June 2002
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Many of the principals in today’s venture capital firms earned their
stripes as successful entrepreneurs or senior managers with deep indus-
try experience before becoming venture capitalists. They built substan-
tial personal fortunes and established credible records as decision
makers before joining a venture partnership. Although some firms hire
young MBAs as associates and then train and promote them, the over-
whelming majority of venture capitalists are experienced business
leaders whose reputations and networks bring substantial benefits to
the partnership.

This traditional, experience-based career path has meant that the
venture capital ranks were largely closed to women during the first 25
years the industry was in operation. Furthermore, because women have
only recently begun to attain high levels of responsibility in corporate
America or to gain entrepreneurial experience in large-scale ventures,
there have been relatively few who have followed the traditional path,
transitioning from successful start-up experience to either general or

venture partnership in the past 20 years.

The women who have joined the venture capital ranks since 1990
are likely to have MBAs and some industry experience, but few can
match the depth of industry-specific knowledge or the entrepreneurial
experience that their male counterparts have. Even more important
than this experience—knowledge gap is the fact that most of these
women lack the contacts that are so critical to engaging limited part-
ners—the lifeblood of the firm’s investment funds.

Women in the Venture Capital Industry
The Pioneers

Since the inception of the U.S. venture capital industry, there has been
a significant gender gap in its management ranks. There are, of course,
many illustrious venture capital women who have achieved consider-

able success—including industry veterans Pat Cloherty (Patricof); Jac-
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qui Morby (TA Associates); Ann Winblad (a founder of Hummer,
Winblad); and Kathryn Gould (a founder of Foundation Capital). In
spite of the progress these women have made, there is no denying that
men continue to represent the vast majority of the venture capital
industry decision makers. As a result, both the composition of the ven-
ture capital network and the prevailing model of what a successful

entrepreneur looks like are distinctly masculine.

In 1995, Pratt’s Guide to Venture Capital listed 346 professional
women in the venture capital industry, representing approximately
10% of management-track venture capitalists (including partners, prin-
cipals, and associates).!! The number of women decision makers
increased to 510 between 1995 and 2000, but female representation in
the industry actually remained almost flat at 9% of the total.

Furthermore, of the 346 women listed in the Pratt’s 1995 volume,
64% did not appear in the 2000 guide. This high attrition rate compares
unfavorably with a sample of men in the industry, only 30% of whom
exited the industry in the same period. The facts that women comprise
a very small minority of venture capital decision makers and that they
leave the industry at a much higher rate than their male counterparts
raise the question of “Why?” Institutional theory suggests that the
industry’s male-oriented norms might conflict with women’s expecta-
tions and preferences. In addition, as long as there are so few women
role models in the industry, it will remain difficult to attract and retain
new, highly talented women to the venture capitalist ranks. Take, for

example, Melanie Fisher:

Melanie Fisher considered herself one of the lucky ones.
The job market for graduating MBAs had become very
tight in the two years since she entered business school in
Fall 2000. For the past few months, every conversation she
had with her classmates seemed to focus on how hard it
was to land interviews this year, let alone generate mean-
ingful job offers. Melanie was elated when she was invited
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to New York for second-round interviews with a midsize
health care venture capital firm. Very few venture firms
were planning to hire that year, but Melanie knew one of
the managing directors very well and had impressed him
with her energy, enthusiasm, and long-term commitment
to the industry.

The interviews went smoothly and Melanie was feeling “on
top of the world” when she checked in at the airport to
catch a shuttle back to Boston. She decided to relax on her
return flight rather than prepare for the next day’s classes.
She looked over the magazines available in the shuttle
departure lounge and chose the May/June 2002 issue of
Venture Reporter. She was pleased to find that the entire
issue was devoted to the top 100 firms in the venture capi-
tal industry (based on the number of publicly announced
deals each company had in the previous year). She was cer-
tain she would be familiar with many of the partnerships
featured in the magazine and would enjoy learning more
about both the firms and their superstars. Along with
detailed descriptions of each of the top 100 companies,
Venture Reporter included pictures and profiles of selected
partners from these firms (two each from companies
ranked 1-50 and one each from companies 51-100).

When Melanie heard the boarding call for her plane 20
minutes later, her spirits were considerably dampened. Of
the 150 venture capital partners and managing directors
profiled in the magazine, only 7 (4.7%) were women. For
Melanie, that discovery was disheartening. The only silver
lining she could find: though the total number of women in
the venture capital industry was small, those who were in
the game seemed to be doing well. The percentage of “top”
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players was reasonably good given women’s under repre-
sentation in the venture capital decision-making ranks.!?

The feature article left little doubt. Women simply were
not a significant force in the venture capital industry in
2002. Melanie wondered what her own chances for success
as a venture capitalist would be.

Implications

There are several important consequences of the dearth of women deci-
sion makers in the venture capital industry. Although not intentionally
discriminatory, the overwhelming “male-ness” of the venture industry
creates significant entry barriers for women entrepreneurs. As we have
already noted, women entrepreneurs are likely to have fewer points of
entry to the network than do their male counterparts and, as we know
from our review of social capital and network theories, all-male ven-
ture capital firms will look primarily within their own (predominantly
male) networks when identifying potential investment opportunities.

For those women entrepreneurs who do get their noses (and their
business plans) inside the venture capital tent, most will find that who
and what they are represents a fundamental mismatch with the firm’s
historically developed profiles of success. Because estimations of
future success are based on data gathered in the past, the criteria that
venture capitalists use for evaluating an entrepreneur’s capabilities

look very male.

At the beginning of this chapter, we promised to look at two criti-
cal issues that affect women entrepreneurs’ likelihood of securing a
venture capital investment. The first is their ability to tap into the ven-
ture capital community through network connections. The second is
the nature of the venture capital community itself —just who is and

who is not a part of the decision-making teams and what their models
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of success look like. First, let’s examine women’s inclusion in or

access to the right networks of financial providers.

Getting Access to Venture Capital
Investors

Most venture capitalists have a tight and trusted circle
of business colleagues who act as gatekeepers for high-
potential deals and women have rarely been
networked into this small inner circle.

—Trish Costello, Director of the Kauffman Fellows Program

When looking for expansion capital, entrepreneurs who are trying to
create the next Fortune 1000 company are likely to seek out equity
investors. In many cases, they do so because time is of the essence:
They are in a race to claim the market space —or they need to establish
patent control of a new technology. They cannot wait until revenues
begin providing internally generated funds for growth. In fact, they
might never even get into the marketplace without significant up-front

capital investments.

Those entrepreneurs with enormous dreams and clear visions often
need the most external resources to achieve their goals. They are the
ones who write business plans, create elevator pitches, and develop
short, pithy PowerPoint presentations. They are out pounding the pave-
ments of Sand Hill Road in Menlo Park, California, and Route 128 in
the Boston area, knocking on doors and trying to get the attention of

the venture capital community.

However, few (if any) of the deals done originate from plans
received over the transom. Just as for entrepreneurs, social networks
are important for partners in venture capital firms. The venture firm’s
deal flow is its lifeblood, so partners are closely attuned to changes in

an industry that show great promise. They are constantly seeking out
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individuals and teams that are in the best position to capitalize on those
changes. This is not a “waiting game.” Instead, they keep informed
about who and what is “hot” through their personal reconnaissance and
their extended networks of informal contacts.'* A venture capital firm’s

success depends on whom, as much as what, the partners know.

Of course, venture capitalists reported receiving approximately 10
times as many proposals as could reasonably be reviewed each year
and as many as 500 times as many as could reasonably be selected for
investment. Most firms used a variety of screening mechanisms to win-
now the number of business plans submitted to a manageable level. It
was clear from our interviews that their network connections, selection

criteria, and working models of success are tightly linked.

Each venture firm identifies particular industries, technologies,
markets, geographic locations, or stage of business development as cri-
teria for determining which deals to review and which to reject out of
hand. Not one of the venture capitalists interviewed identified gender
or ethnicity as relevant considerations in their selection process. Their
primary concerns were industry, management team, business concept,

and resources available.

A venture partner’s prior knowledge of an entrepreneur’s capabili-
ties (usually based on a direct relationship) provided the most reliable
way to gauge the quality and fit of the individual entrepreneur and the
managerial team with the venture. A strong recommendation from a
trusted colleague or advisor was considered the second most useful
way to gauge quality. The preference for entrepreneurs already known
to the venture capital decision makers (or to their close circle of advi-
sors) makes network connections an important link in the process of
securing resources—not only for getting introductions, but also for

providing credible references.
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A Connection or a Disconnect?

The overlap between the entrepreneurs’ networks and those of the ven-
ture capitalists often determines who gets what deals.'* Most venture
capitalists invest in deals brought to them by people they know. In
some cases, that might be the entrepreneur herself, but the introduction
is more likely to be from another entrepreneur already engaged with
the venture capital firm. It might also be a referral from another venture
capital partnership that is looking for a coinvestor. Attorneys and
accountants sometimes make valuable introductions. Whatever the
source of the lead, it must be highly reputable and very selective in the

recommendations it makes.

Based on the evidence that we have gathered in our studies of the
Springboard applicants, even the most highly qualified women busi-
ness owners have trouble securing equity capital for their businesses,
primarily because they don’t know the people and they don’t know the
ropes. Consider the case of Sherry Watkins, a talented, trained, and

experienced woman entrepreneur.

Feeling butterflies dive and soar in the pit of her stomach,
Sherry Watkins, founder of ERZ Health Systems, took a
deep, steadying breath, as she stood behind the curtain
waiting to go on stage at Regional Venture Forum. It had
been a long hard haul getting this opportunity to tell the
investors she heard shifting in their chairs on the other side
of the curtain about ERZ, and she knew this might be her
last chance. If she didn’t get this investment, she’d have to
close down the business.

For three years, Watkins and her team had worked 70- to
80-hour weeks to develop and test the software product
they were convinced would change the way Medicare
interfaced with health care facilities. The future of her
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company hung on her ability to convince the investors in
the audience to put up the $1.2 million she needed to keep
the company going and get the software to market.

This wasn’t the first presentation Sherry Watkins had
made to investors. It seemed like she’d done little else over
the past 18 months. Some presentations she’d made one-
on-one to friends and family over coffee tables and others
to angel investors over restaurant tables. But now she had
a chance to present to an audience of qualified investors
who had paid money to see a handful of companies present
their investment opportunities. These people had their
checkbooks with them, and if they could be convinced,
were willing to strike a deal.

When she was finishing her MBA no one had told her rais-
ing money would be this hard. And she hadn’t really given
it a thought while she was working in the industry. She had
worked eight years in software development before joining
the top management team of this young start-up company.
She’d paid her dues. Why was she having such a hard time
getting access to the investors who could see the merit of
her opportunity and fuel the next growth stage?

The moderator was beckoning. Watkins took a deep breath
and walked to center stage.

There are very few women who are members of the business and
social networks that could link them to the people best able to provide
critical resources for a rapidly growing business. In spite of her educa-
tion and experience, Watkins was not in direct contact with people in

the investing community. She had worked diligently over the years to
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establish business competence and credibility. She had deliberately tried
to expand what she thought were very useful network connections.

She had joined the local chapter of the National Association of
Women Business Owners when she started ERZ three years earlier and
became a member of the Rotary Club soon after that. She was active in
her church and other civic groups. Contacts she’d made through these
groups had helped her recruit several key people to her management
team and had given her assistance in putting together an application for
a bank loan. She had even used some of these network contacts to test
her ideas and to provide feedback. However, none of her connections
seemed to be very effective in getting Watkins and her plans before

qualified venture capital investors.

Watkins had joined the local chapter of Young Entrepreneur’s
Organization (YEO) just six months earlier. It was at one of their meet-
ings on raising growth capital where she learned of the Regional Ven-
ture Forum from Joe Cassidy, a local attorney and Forum organizer.
When Cassidy heard the details about Watkins’s company, he encour-
aged her to apply to the Forum. Although the Forum had only one other
women-led company among its presenters over the past three years, he
thought Watkins and ERZ stood a good chance. Members of her YEO
roundtable echoed Cassidy’s encouragement and volunteered to review
her business plan and critique her practice presentation.

Until she joined YEO, Watkins had not known that Regional Ven-
ture Forums existed. She didn’t know Joe Cassidy and certainly didn’t
know that a roundtable group could be so supportive and helpful.
Although there were still no guarantees, it looked like her network con-

nections had at least made inroads.

How unusual is Sherry Watkins’s experience? Do other women
who want to launch high-potential businesses with significant resource
needs have similar experiences? What about the venture capitalists? Do
they have women in their networks that have the potential to start high-
growth enterprises or are they missing out entirely on this market? If

they do meet up with talented women entrepreneurs, do they know how
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to value the business acumen and leadership currency the women bring

to their enterprises?

Missing Links between Women
Entrepreneurs and Venture Capitalists

Do You Know the Right People?

We have identified at least two important hurdles that women have to
overcome before they can become actively engaged in those networks
that include key financial resource providers. The first is a structural
hurdle: The fact that women’s networks are large and diverse, but made
up primarily of family and social acquaintances rather than business
contacts means few women are likely to have regular interaction with
members of the investing community. The second is a more general
selection issue: The gendered nature of industry employment fre-
quently segregates women from the most powerful and effective busi-
ness networks. These factors combine to present an overwhelming
challenge for women entrepreneurs who want to build relationships

with venture capital decision makers.

The Diana Project’s research on Springboard women entrepre-
neurs who were seeking financial investments to grow their businesses
indicates that these women did, in fact, have sizable networks. In addi-
tion, they had cultivated professional relationships with individuals
who might be important gatekeepers. More than 70% of the high-
growth women entrepreneurs surveyed reported that they had asked a
business associate or attorney for advice and over 60% said they con-
sulted accountants, other business owners, and family when they were
looking for capital. Overall, they reported contacting up to 30 potential
investors and making 12 formal presentations while seeking funding.
However, very few reported direct connections to venture capitalists
and none reported that they were working closely with entrepreneurs

who had already secured venture funding—two of the most direct and
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productive links to venture capital partners. Table 10.1 summarizes the
kind of contacts they used to gain access to the investor community.

TABLE 10.1 Networking Activities: Applicants for San Francisco and
Mid-Atlantic Springboard 2000 Forums

Kinds of Advisors Contacted When Seeking Equity Investment

Business associate 77%
Attorney 71%
Family or friends 69%
Other business owner 65%
Mentor who is fellow business owner 63%
Accountant 61%
Internet 61%
Mentor who doesn’t own his or her own business 45%
Banker 39%
State or local business center 38%
General business consultant 36%
College assistance center 32%
Financial consultant 31%
Median number of hours per week talking to advisors 6
Median number of potential investors contacted 30
Median number of formal presentations made 12

Getting Connected

It is clear that entrepreneurs seeking venture capital have much better
odds of success if they already know venture capitalists. If they don’t
have any direct links, they need to develop relationships with people
who can open up the gates for them and help them get their deals pre-
sented to the right partnerships. The greater the overlap of the entrepre-
neur’s networks and that of the venture capitalist, the more likely the
entrepreneur will be able to get an audience, and then to tap into financ-

ing, which also provides access to critical knowledge and expertise.
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Do They Know You?

Because the venture capital industry is overwhelmingly male and
because men report that their networks are predominantly male, it is
unlikely that women entrepreneurs’ networks will have many points of
overlap with those of equity investors. The result is that women will
lack information about how to submit their business plans, who to con-
tact, or how to gain attention for their deal. It also means that even if
the plan makes its way into the right hands, the entrepreneur will still
be an unknown quantity to the investor and thus a higher risk. This dis-
connect between women entrepreneurs and investors presents a huge
challenge for women with high-growth aspirations, but it is also a chal-
lenge for the key decision makers in the venture capital network,
because they won’t “see” plans submitted by women. If they don’t
socialize and interact with women in a business context, they could be

missing some very great opportunities.

Our findings suggest that men and women face many similar chal-
lenges in getting attention from potential investors, but in terms of pos-
sible network connections, women are severely handicapped. Their
current networking activities rarely bring them into direct contact with
the male-dominated networks in which they could interact with private

equity investors.

Model Misfits

Getting to Yes

Does the gender composition of venture capital partnerships influence
firm decision-making models? Yes, if all-male partnerships engender

decision-making models and processes that favor men.

The venture capital industry is tightly interconnected and geo-
graphically concentrated; the decision makers have, historically, been

overwhelmingly male.!> Although each partnership is separate and dis-
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tinct, the venture capital industry as a whole shares a set of beliefs and
meanings that define membership and behavior. These become the
rules of thumb that professionals use to make decisions. These institu-
tional rules often exclude women from serious consideration because
women simply don’t fit the norm. Because women’s capabilities might
be more difficult for venture capitalists to estimate, the enterprises they

lead are seen as being higher risk.

The combination of a perceived unacceptable risk/return
relationship and investment discontinuities pose special
problems for firms of varying types of ownership, many of
which carry an extra burden of prejudgment with them as
they approach the financial community. These include
women-owned and minority-owned firms, and family busi-
nesses, franchises, and micro-businesses. '°

Throughout the history of the U.S. venture industry, more than
95% of all investments have been made in ventures led by men. This
heavy weighting toward male-led firms suggests that norms, behaviors,
and collective beliefs about potential success are based on male models
of competence and fit. (In general, men are socialized to be masterful,
dominant, and competitive, whereas women are socialized to be nur-
turing and relational.'”) If male tendencies are considered the norm for
successful entrepreneurs, these views can, over time, become fixed and
make it increasingly difficult for women to access venture capital.'®
Although institutional theory recognizes that perceptions and behav-
iors can evolve, the process occurs very gradually unless there are
social upheavals, competitive discontinuities, technological changes,

or other jolts.
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Can Women Venture Capitalists Change the
Equation?

Does the small but growing number of women decision makers in the
venture capital industry make a difference to women entrepreneurs?
Did the more than 500 women professionals in venture capital firms in
2000 increase the frequency and intensity of venture capital network
connections with women entrepreneurs? Did having highly visible
women decision makers in specific firms serve as a magnet, attracting
more business proposals from women entrepreneurs to their firms,
whether or not there was a personal network connection? Did the more
senior venture capital women professionals influence institutional
practices, particularly decision-making models, behaviors, and norms
within their firms? It depends.

Two female pioneers in the venture capital industry were
asked to be panelists at a business school conference in 2000.
They met for dinner the night before the presentation to
compare notes and plan their remarks. They laughed as they
recalled their early years in the business. (One had joined her
firm in the late 1960s and the other in the early 1980s.)

Each had chosen an assimilation strategy when joining her
firm as a young associate. They recalled how important they
had felt it was to minimize any differences (real or per-
ceived) between themselves and their male partners. Like
their male partners, they sought out only the most promis-
ing deals, those that combined innovative concepts and
highly qualified entrepreneurs. Neither reported seeing
many business plans presented by women, so gender had
rarely been discussed in any of their partnership meetings.
After some reflection, they decided that their firms might
have received more plans from female entrepreneurs
because of the fact that there was a female in the partner-
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ship—but that didn’t mean they were any more likely to
make a deal with a female founder. Neither woman would
ever have accepted anything less from a woman entrepre-
neur and, as they focused more intently on the issue, they
realized that they probably demanded even more. Partly
because there were so few successful female entrepreneurs to
serve as models and partly because they did not want to be
perceived as showing preferential treatment, the pioneers
agreed that early in their careers they held the few women
entrepreneurs they encountered to a higher standard.

The Diana Project research team conducted a survey of women
partners in mixed-gender venture firms to gain an understanding of
how their leadership affected the firms’ ability to attract, engage, and
invest in women-led ventures (as compared to the industry norms). The
venture firms included in the study were chosen because they were
early-stage investors, had women partners for a minimum of five years
(1995-2000), and had at least $100 million under management. The
questions focused on two specific issues:

* Do highly visible and experienced women venture capitalists

increase the flow of women-led deals to their partnerships?

* Do highly visible and experienced women venture capitalists
influence the decision-making models, processes, norms, and

outcomes within their firms?

The Research Process

We identified women venture capitalists that had key decision-making
roles and long-term relationships with their firms, using Pratt’s Guide
to Venture Capital Sources as the reference for industry membership at
two specific points in time (1995 and 2000).'° In 1995, Pratt’s Guide
listed 346 women in the professional ranks (associates, principals, and
partners or managing directors). By 2000, the number had grown to
510 (see Table 10.2 for the full data set). We identified 118 firms with



TABLE 10.2 U.S. Venture Firms with Women Professionals, 1995 and 2000

1995 Pratts 2000 Pratts 1995 Pratts | 2000 Pratts
FirmsListed  Same 118 Companies  FirmsListed  Total Number of Firms Inc:'y:;ase
Only in 1995 Indexes Taken Each Year Only in 2000 (601 with 118 Overlap)

Firms in industry listing women principals 138 118 46% 118 227 256 345 35%
Average staff size listed 4.92 5.67 6.4 6.1 5.27 6.2 18%
Average number of women in firms 1.2 1.53 1.6 1.43 1.35 1.48 10%
Average % of women in listed firms 31% 35% 33% 29% 33% 30% —-9%
Firm reports multiple offices 47  34% 36 31% 33 28% 77 34% 83 32% 110 32% 33%
Average funds under management (000) 121 216 584 361 166 437 163%
Median funds under management (000) 53 100 200 125 67 135 101%
Year firm started (median) 1984 1983 1984 1989 1984 1987 0%
Geographic preference for investments

U.s. 77 30% 96  28%

East Coast including Mid-Atlantic 30 12% 27 8%

West Coast 21 8% 26 8%

Midwest 11 4% 6 2%

Global 36 14% 60 17%

U.S. & Canada 12 5% 26 8%

No preference 61 24% 70 20%
Firms with 1 woman listed 113 8% 76 64% 71 60% 163 72% 189 74% 234  68% 24%
Firms with 2 women listed 26 19% 25 21% 28 24% 51 22% 51  20% 79 23% 55%
Firms with 3 or more women listed 3 2% 13 11% 15 13% 13 6% 16 6% 28 8% 75%




9¢¢

TABLE 10.3 Women Professionals in U.S. Venture Firms, 1995 and 2000

1995 Pratts 2000 Pratts 1995 Pratts | 2000 Pratts
FirmsListed  Same 118 Companies  FirmsListed Total Number of Firms IncZ‘;ase
Only in 1995 Indexes Taken Each Year Only in 2000 (601 with 118 Overlap)

Number of managerial women in industry® 166 180 186 324 346 510 47%

Number of women at top decision level® 62 66 82 126 128 208 63%
Average number of women at top level 1.11 1.25 1.27 1.26 1.17 1.26 8%
% of women at top level 39% 40% 48% 45% 40% 46% 17%
Firms with at least one women at top 56  41% 53 45% @ 63 53% 100 44% 109 43% 165 48% 51%
decision level
Firms with 1 woman at top decision level 50  36% 41 35% 50 42% 83 37% 91 36% 135  39% 48%
Firms with 2 women at top decision level 6 4% 11 9% 10 8% 15 7% 17 7% 25 7% 47%
Firms with 3—5 women at top decision level 1 1% 3 3% 0 0% 1 0% 1% 200%
Firms with 5 or more women at top 0% 1% 1%
decision level

Number of women at mid decision level 53 31% 64 41% 66 38% 103 30% 117 36% 169 38% 44%
Average number of women at midlevel 1.13 1.25 1.25 1.1 1.19 1.15 -3%
% of women at midlevel 34% 39% 39% 37% 36% 38% 4%
Firms with at least one woman at mid 47  34% 51 43% 52 44% 94  41% 98 38% 147 43% 50%
decision level
Firms with 1 woman at mid decision level 42 30% 43 36% 41 35% 86 38% 8 33% 128 37% 51%



Firms with 2 women at mid decision level 4 3% 5 4% 10 8% 7 3% 9 4% 17 5% 89%

Firms with 3-5 women at mid decision level 1 1% 3 3% 1 1% 1 0% 4 2% 2 0% —50%

Firms with 5 or more women at mid decision level

Number of women at low decision level 43 25% 35 22% 23 13% 48 14% 78  24% 71 16% 9%
Average number of women at low level 1.08 1.13 1.28 1.17 1.1 1.2 9%
% of women at low level 27% 21% 13% 17% 24% 16% —34%
Firms with at least one woman at low 40 29% 31 26% 18 15% 41 18% 71 28% 59 17% | —17%

decision level

Firms with 1 woman at low decision level 37 27% 27 23% 14 12% 37 16% 64 25% 51 15% —20%

Firms with 2 women at low decision level 3 2% 4 3% 3 3% 1 0% 7 3% 4 1% —43%

Firms with 3-5 women at low decision level 1 1% 3 1% 4 1%

Firms with 5 or more women at low decision level

Career Path

Company migration®

Number of women at same company "95 & *00 109 109  32%
Women who changed firms between "95 & 00 11 7% 3 2% 14 4%
Women who left industry after *95 155 93% 67 36% 222 64%

LET

a NUMBER OF WOMEN IN INDUSTRY BASED ON COUNT OF FIRST OR MIDDLE NAME PERCEIVED AS FEMININE.
WOMEN'S DECISION-MAKING HIERARCHY MEASURES ARE BASED ON JOB TITLE. BECAUSE NOT ALL LISTINGS HAD TITLES, THE NUMBER IS LESS THAN THE TOTAL NUMBER
OF WOMEN.
¢ CAREER MIGRATION CALCULATED USING WOMEN'S NAMES (NOT TITLES) TO TRACK 1995 TO 2000.



238 CLEARING THE HURDLES: WOMEN BUILDING HIGH-GROWTH BUSINESSES

at least one woman on the professional roster in both 1995 and 2000,
although in several cases it was not the same woman (67 women left
these firms between 1995 and 2000; 73 were added).

There were 109 women professionals who were not only in the
industry, but also at the same firm in both 1995 and 2000. We narrowed
the list to include only those women who met the criteria of senior rank
(partner or managing director) with five or more years of experience in
the same partnership and with funds of $100 million or more under
management. The highly specified subset included only 34 women.
These “high-profile” female venture capitalists who had been with the
same firms for a minimum of five years were deemed visible to women
entrepreneurs through the Pratt’s Guide to Venture Capital Sources
listings. We concluded that they had sufficient time to have had an

impact on the firm’s decision-making models and processes.

We interviewed many of these leading women venture capitalists
to determine their interest or success in attracting more female-led
deals to the firm. We also wanted to understand how these women part-
ners and managing directors were shaping their firms’ decision-making
rules, processes, and behaviors (see Table 10.4). Our interviews con-
centrated on deal flow from women entrepreneurs, decision-making

criteria within the firms, and views of the industry structure and norms.

None of these women participated in funds that specifically tar-
geted female entrepreneurs and none expressed a preference for
women-led ventures. All of the partnerships included male partners.
Funds under management ranged from $100 million to more than $5
billion. The partnerships have been in operation from 14 to 34 years.
The large funds tended to be more highly diversified in terms of indus-

try focus and stage of investment.?

In their discussion of how their firms sourced new deals, the
women venture capitalists indicated that their firms received unsolic-
ited (over the transom) business plans, but were unlikely to invest in
these. Preferred sources of deals included referrals from entrepreneurs

in their networks and from other venture capitalists in the industry. All
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TABLE 10.4 Interview Topics for Female Venture Capitalists

Individual demographics:  Name, firm, title, years with firm, career path at firm;
previous experience in venture capital, in other industries,
education, business responsibilities within the firm,
special investment, and management focus within firm.

Firm demographics: Age, funds under management, number of funds raised,
size of firm, industry and stage preferences, primary
source of deals.

Relationships with women  In own network, in over the transom deals, in general

entrepreneurs: partnership deals; number presented, seriously reviewed
by partners, invested in; current state of those
investments; performance evaluation of those deals;
performance relative to total portfolio of deals.

Open-ended discussion of: Women entrepreneurs and their attractiveness to venture
capitalists; women in venture capital —their careers,
opportunities, rewards, and challenges; industry changes
and expectations for the future.

of them indicated that they actively prospected for potential entrepre-
neurs in their preferred industry sectors and “positioned themselves in
the mainstream of deal flows.” A few of the women venture capitalists
believed that they knew more entrepreneurial women than did their
male colleagues and so had expanded the firm’s network.

They were careful to point out that they did not have any prefer-
ence for doing business with these women—at least not on the basis of
gender. However, they believed that being connected through a profes-
sional network enabled them to know more about the talent and experi-
ence of the entrepreneurs and to make a more informed judgment
about the entrepreneur’s likelihood of success. A few indicated that
male venture capitalists in their own firms or in other firms sometimes
referred female entrepreneurs to them “because they might understand
the deal better” or be more likely to “connect” with the entrepreneur,
but they did not think that these were important considerations.

Just over 70% of the women venture capitalists were in partner-
ships that had made investments in female-led ventures. They reported

multiple deals done, but believed that only a few of these investments (a
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cosmetics venture and a women’s Web site) had any gender-related
aspects. Although they could not report the total number of investments
made by their partnerships in women-led ventures over time, the major-
ity of the women indicated that their male partners had also brought in
women-led ventures that were funded by the firm. Nine such deals were
specified by name.

Performance Review

The women venture capitalists reported that the performance of the
women-led ventures was on a par with overall portfolio performance.
One reported that of her two investments, one was a big hit, selling at
14 times the investment, but the other was sold at a loss. Another
reported that her two investments were sold—one in a private sale at a
loss and the other at a substantial gain in a public offering. Another
reported poor performance by one investment, but noted that the result
was related to industry performance rather than the entrepreneur. Two
of the women reported that they found it more difficult to manage port-
folio companies with a woman CEO because women frequently asso-
ciate business-related criticism with personal criticism and do not

respond well in times of crisis.

The women investors were adamant that they did not invest in
deals led by women because of any gender preference. They believed
that the deal flow of women-led ventures to their firms was somewhat
enhanced by their own network connections. However, to a woman,
they insisted that they subjected every woman-led venture to the same
high standards and scrutiny as any other deal. They noted the biggest
problem in funding female entrepreneurs was the dearth of high-qual-
ity women-led businesses—a problem they traced back to the human
capital issues of technical training and management experience. They
observed that very few women were equipped to compete in the high-
est growth industries; they believed that women were making progress

in the software arena.
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The women venture capitalists reported that they held themselves
and their deals to the same high standards as did their male partners,
but several noted that they had influenced the decision-making process
positively by bringing a new (more thoughtful and questioning)
approach to the review process. One pointed out that the meetings were
somewhat more formal because of her presence and, as a result, were

likely to be more thorough.

They made several observations about being women partners in a
predominantly male industry. Most said that the business was “gender
blind” and that the partners made their choices of management partners
and investments on the basis of objective quality standards. The women
who had been in the industry the longest noted that there might have
been unusual challenges to being female in their early years, but that
those no longer existed. Several of the women observed that there is not
a strong sense of collegiality or networking among the women profes-
sionals in the industry and some noted that women venture capitalists are

more competitive with each other than are their male counterparts.

What Next?

The results of the interviews offer some promise, but also indicate that
there is much work to be done. Women professionals in the venture
capital industry have attracted more female-led ventures to their firms,
even though they are not actively seeking out women-led ventures. The
fact that women partners have apparently broadened the venture capi-
talist reach to include more women supports previous research findings
that women have more women in their networks than men.?! However,
only a small number of the deals proposed are seriously considered and
very few are accepted. Women entrepreneurs appear to continue to be
disadvantaged in the broader referral system that provides venture cap-

italists with many of the most promising leads.

On the other hand, women venture capitalists perceive that the

major barriers for women entrepreneurs are more closely related to
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human capital deficiencies rather than to social capital and network
access. Because women do lag men in technical training, this observa-
tion might be a function of the fact that their venture firms specialize in
technology. The data from the Springboard Forums does not appear

consistent with these observations of inadequate human capital.??

The observation that the industry is gender blind and that investment
choices are made based on objective standards seems to be a contradic-
tion of sorts. Anecdotal and empirical evidence suggests that investment
decisions are often more subjective, based on gut feeling rather than
being truly objective. This raises the question of whether women in the
venture capital industry are adopting the norms and beliefs of their male

partners (rather than changing them) to succeed in their roles.

The women venture capitalists observed that their participation in
the decision-making process has influenced discussions in new and posi-
tive ways, particularly in bringing new perspectives to the table. How-
ever, these changes have not resulted in substantial changes in the
number or quality of investments in female-led businesses. There might
be some institutional change taking place in the industry, but it is an
extremely slow process. If and when there is a perceived benefit in accel-

erating change, it could come as a result of industry or policy mandate.

What Can You Do to Change Things?

Investigate Organizations That Provide
Support

The Small Business Administration (SBA) has launched a Women’s
Network for Entrepreneurial Training (WNET). The mentoring pro-
gram provides an opportunity for informal mentoring relationships
between experienced women business owners and women whose busi-

nesses are ready to grow. Other resources include the following:
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1. Online government-sponsored Web sites for women business
owners. For example, www.women-21.gov is a joint effort of
the Department of Labor and SBA to provide a one-stop fed-
eral resource for information, registration for online programs,

and networking.

2. Mentoring “roundtables” throughout the country. See http.//ftp

.sbaonline.sba.gov/iwomeninbusiness/wnet_roundtables.html

In addition to using SBA resources, call colleges and universities
in your area to determine what resources they can provide. Attend
enterprise forums. Learn from other entrepreneurs and from profes-

sionals who support entrepreneurs.

Build Entrepreneurial Connections Now

Choose an influential entrepreneur from the community whose busi-
ness is two stages further along than yours. Phone the person and say
that you have been following the growth and development of their
company through the media and others in the business community and
that you’re quite impressed with what they’ve been able to accomplish.
Tell them that you have a business in a different industry sector, but
one that is related via channel of distribution, production, and so forth.
Let the entrepreneur know that you are trying to grow the company and
would welcome her sage advice. Ask if you can buy this person lunch

to learn more about how you can advance your own business.

Do Additional Venture Capital Research and
Make Contact

Research the venture capital providers in your community. Try to iden-
tify a venture capital company that’s right for you, based on industrial
sector and stage of investment. Look at the companies they’ve funded
and scour the list of senior managers at those portfolio companies. Try

to find someone you went to school with or with whom you have
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something else in common. Call that person and ask for an informa-
tional meeting. If that goes well, ask for an introduction to his or her

venture capital partners.

If you cannot locate an individual who can provide the connection,
call a member of the venture capital team. Tell them that you are not
looking for money at this time, but that you have a business in the early
stage of development in a sector that is of particular interest to them.
Briefly relate your success to date and suggest the potential you believe
the business has. Ask for advice on what you can do to further develop

it for that growth. Offer to buy this person breakfast or lunch.

In summary, take charge. Do your homework and then take the
risk—get out there and meet people who can help. Tell them your
story; begin to build their confidence in you and your business. Ask for

the help they can provide and continue to pursue every lead.
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IN CONCLUSION

As promised, we have told you almost everything we know about the
hurdles that women entrepreneurs must clear if they want their compa-
nies to be counted among the big winners. We have included many
issues that all entrepreneurs must overcome, but we have also shown

how these hurdles are higher for women.

We have provided you with a list of the major concerns that inves-
tors often express about women entrepreneurs, starting with their reser-
vations about whether women have the right aspirations and ambitions
to lead a high-growth venture. Many question if women set their sites
high enough and can maintain the personal drive and commitment to

see their enterprises through the many challenges that lie ahead.

We have also addressed the questions that trouble so many inves-
tors about women’s capabilities to lead high-growth ventures. Because
technology is so fundamental to most of today’s most scalable ventures,

women’s education and experience is often seen as problematic. There

247
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continues to be some concern about women’s understanding of num-
bers—particularly as they relate to finance—but we have presented sub-
stantial evidence that women are well trained in math and that an ever-
growing number are also formally trained in business administration.
The one remaining educational or experience barrier is technology. Rel-
atively few women choose engineering, so they are unprepared —either
by training or profession—to lead hardware, software, and semiconduc-
tor businesses. On the other hand, women are a very strong force in the
life sciences and are gaining experience in the field. Many are poised to
lead new businesses in the biotech field. Many women who are not tech-
nologists by training have brought tremendous organizational skills to
lead high-technology companies. Meg Whitman (eBay) and Donna
Dubinsky (Palm Computing and Handspring) are prime examples of
such “nontechnical” high-tech entrepreneurs.

Of course, educational training and prior industry experience are
directly linked to the strategic choices an entrepreneur makes, so most
women choose industries that are not technology driven (retail and ser-
vice sectors). Consequently, they often are excluded from the highest-
growth industry sectors and their business concepts are less likely to be
easily scaled up. Although not all high-potential businesses require soft-
ware, hardware, or Internet expertise, but, in the industry sectors that most
women choose, it is much harder to achieve the broad market coverage
afforded by rapid rollout, or market dominance that comes with establish-
ing a leading brand, or to realize the economies of scale that come with

increasingly efficient manufacturing and distribution processes.

We have also pointed out how important relationships are in build-
ing any business—but particularly in building a large-scale business.
All entrepreneurs are challenged to assemble a rich array of resources
to get the business launched and to support it through its growth stages.
Most entrepreneurs draw on their personal knowledge and reputations
to gain access to the men and women who actually have the necessary
resources. Although certainly not the only critical resource, money is

fundamental. It provides the currency to acquire human, technical, and
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physical assets for the company. Financial capital can be drawn from
personal reserves and can also be garnered from family and friends, but
when these sources are tapped out, most entrepreneurs must turn to the

institutional debt and equity markets.

Women entrepreneurs have achieved much greater access to per-
sonal and commercial debt. Although they do not draw on that source
as often or as deeply as do male entrepreneurs, they have found the
channels open and the money available, once they have established
their businesses, acquired some bankable assets that serve as collateral,

or established a predictable cash flow sufficient to support the debt.

What women entrepreneurs have not been very successful in doing
is tapping into the private equity markets. They have received a very
small share of the venture capital funds invested over the past 50 years
and they continue to struggle for recognition and funding from that
direction. We see the venture capital connection as one of the highest
hurdles yet to be cleared by talented and ambitious women entrepre-
neurs. The fact that women are not in the equity funding networks and
that they have very few points of overlap means that getting an audi-
ence is very difficult for women. For those who are able to run the
gauntlet and get past the preliminary screenings, there is yet another
hurdle to clear. More than 95% of successful venture capital deals have
been led by men. Venture capitalists’ models of what a winning entre-
preneur looks like are very male—in style, presentation, education,
experience, and social skills. Even the most talented woman will not fit
the model, so she must overwhelm the past while she paints the picture

of an extraordinary future.

We have shown you how women are often discounted on the basis
of who they are, what businesses and industries they choose, and
finally who they know and who knows them. We also explained where
these perceptions come from—the historical expectations about
women'’s roles in society, work, and family and the belief in the stereo-
typical heroic entrepreneur. Although there are variations on the degree

to which these are believed or true, the reality is that the paradox exists.
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We have provided some insights about these perceptions that you can

use to enhance your own chances of success.

You are responsible for your own dreams and success. You need to
think carefully about why you are becoming an entrepreneur. Are your
dreams big enough to include others? Are you willing and able to share
responsibility, ownership, control, and rewards to build a substantial
and valuable business? If so, do you have the right tools? Does your
package of education and experience qualify you to create and lead an
enterprise of the size and type you have chosen? If not, are you willing
to build your own repertoire of skills and capabilities or are you able to
expand your company’s capabilities by working with one or two
founding partners whose skills, capabilities, and connections comple-
ment your own? If you are willing, are you able to sell your dream to
people who can help you best? Can you build a blue ribbon manage-
ment team that can get the necessary resources and execute the plan

flawlessly?

As you think about your plan for a new venture, can you honestly
say the industry itself is young, vital, growing, and potentially very
rewarding? Will the rising tide of that industry be likely to sweep you
and your business along toward success or will you be struggling just
to stay afloat in a mature industry already crowded with well-estab-
lished and well-resourced competitors?

If the industry is robust, do you have a concept that is unique, valu-
able, and somehow protectable? Is it potentially big? Will it be able to
generate annual revenues of $100 million to $500 million within the
next four to five years? What assurance can you provide that your busi-
ness will not only be large and profitable, but will also be sustainable

over a long period of time?

Will you be able to carve out exclusive territories or customer and
supplier relationships? Will you be able to patent your technology and
maintain a quality-service lead through that technology? If you cannot
protect your business with the legal tools of patents, licenses, or fran-

chise agreements, can you claim and hold the market through early
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mover advantage, tightly structured customer relationships, or loyalty-
building techniques? The answers will depend on your strategic
choices, your negotiating skills, and your resources.

Brilliant ideas are wonderful, but they are only dreams until an
entrepreneur makes the personal commitment and marshals the
resources necessary to execute those ideas. Getting resources is one of
the most fundamental of entrepreneurial skills and it is very dependent
on identifying, attracting, and engaging partners in your business. Edu-
cated identification is often based on prior experience. It is very impor-
tant for an entrepreneur to know to whom to go to and to understand
the pros and cons of working with specific individuals. Knowing
enables an entrepreneur to identify the right partners and go after them

with laser-like focus.

It is equally important in the resource game for the entrepreneur to
be known—either personally or by reputation. It is only through personal
or extended network connections that an entrepreneur can attract and
engage resource partners. When she does, she must rely on their reputa-

tions and integrity to arrive at a deal that is equitable for all parties.

We know that women might think that they have men in their net-
works, so they might include some men from the predominantly male
venture capital industry in their networks. However, men do not see it
quite the same way. Very few of them reported having women in their
business networks, so they are unlikely to be familiar with women
entrepreneurs. We know that women can sometimes get access to the
right decision makers by using intermediaries —other entrepreneurs,
professionals in law and accounting. They then will have to rely on
their intermediaries for social capital as well as introductions, because
they will not have personal reserves of reputation and favors on which
to trade. You can begin to make changes in your network connections
by actively seeking out new avenues of exchange—by becoming
involved in entrepreneurial forums and using the links provided by
universities (e.g., MIT Enterprise Forum), professional groups (Com-

monwealth Institute, eMerging Women), agencies (Center for Women
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and Enterprise), and government-sponsored programs. Of course,
attending meetings is only the first step. You will need to become
actively engaged with other members of the groups, providing feed-
back and support to them when possible and stating clearly your own
interests and needs. These are long-term relationships, so it is best to
get involved early and build the network connections gradually, but
deliberately.

We don’t expect women entrepreneurs to change the nature of the
venture capital industry, but we are confident that there are many
women working toward that goal. When the venture industry begins to
include more women decision makers, women entrepreneurs will find
it easier to make direct connections and to get into the screening pro-
cess. If the men and women in the industry are good indicators of what
will follow next, we can expect that women’s business proposals will
be held to the same high standards of performance and profitability as
would any man’s. For the foreseeable future, they will probably be held
to an even higher standard because there are still so many unknowns
associated with women as entrepreneurial leaders. Everything from
what venture capitalists see as potential conflict between business and
family demands to the different management and leadership styles that
women bring to the table spells “risk” to investors unfamiliar with how
these differences might impact firm performance.

We have provided recommendations for change—both large and
small —throughout the book and we have every confidence that you
can act on them. We are thrilled that you have the energy, ambition,
vision, and commitment to lead the next generation of entrepreneurial
blockbusters. We know that you will have to be entrepreneurial from
beginning to end and that many of the challenges you will face are just
part of the process. The need for vision, commitment, resources, and
execution is universal. Your big challenge will be that many of the part-
ners that you will need to make your visions a reality will have reserva-
tions or concerns about your ability to succeed, at least in part because

you are a woman. We encourage you not to let that deter you.
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Remember that entrepreneurship is about change. It is both cre-
ative—in that it offers something new and improved—and it is
destructive—in that what is new often displaces or replaces what
already exists. This “creative destruction”! described by Schumpeter is
exhilarating, but it is also difficult and sometimes frightening. If you
accept the challenge to create something truly innovative, you can take

a leadership role in changing the world.

Entrepreneurship is the instrument of social, political, technologi-
cal, and economic change. It fosters creativity, provides individual
rewards, and contributes to overall economic development. It provides
an opportunity to solve business and social problems, to develop new
jobs, and to create personal wealth. In a world where intellectual rather
than physical strength is the basis of power, women are now gaining
equal footing. There is no reason to believe that women should not have
equal opportunity in the entrepreneurial arena. We hope this book has
provided you with the tools to turn your biggest dreams into reality.

Note

1. Schumpeter, J. 1934. The Theory of Economic Development. Cambridge, MA:
Harvard University Press.
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