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The Diversity Opportunity

Investing in underrepresented founders represents a 
big opportunity — potentially over-a-trillion-dollars big, 
according to Morgan Stanley. In a recent survey, the 
bank suggests that “had the number of women-and 
minority-owned businesses and the portion of revenues 
matched their percentage in the labor force — 56% 
— then 2012 gross receipts would have increased to 
$6.8 trillion” — nearly triple actual gross receipts — 
“suggesting a missed opportunity of up to $4.4 trillion.” 

Even if a portion of those businesses could be in 
market segments ill-suited for venture capital financing, 
such enormous revenue differences suggest signif-
icant potential. And not only is the underrepresented 
economy massive, it is also outpacing the overall 
business economy in a number of growth metrics. From 
2014 to 2019, the number of women-owned businesses 
grew 2X faster on average than the number of all U.S. 
businesses (and businesses owned by women of color 
grew an impressive 4.5X the national rate). Over the 
last 10 years, minorities started over 50% of the 2 
million new businesses started in the U.S., according 
to the U.S. Senate Committee on Small Business and 
Entrepreneurship.

Executive Summary

Many Alumni Ventures Group investors are interested in making an impact 
through their venture investments. Do they have to sacrifice strong port-
folios to achieve this goal? In this article, we’ll show that venture investing 
for impact and for potential profit are not mutually exclusively goals. We 
will demonstrate the need — and opportunity — for investing in diverse 
founding teams and in business models addressing systemic biases, and 
we will examine the evidence for why these investments might offer the 
chance for attractive gains.1
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1 Note that you’ll see some variation in statistics on a particular 
topic depending on source. We don’t think any such slight varia-
tion impacts our conclusions. 

ABOUT ALUMNI VENTURES
 
AV has been giving accredited investors access to 
venture capital portfolios since 2015. We believe that 
investing in venture allows accredited individuals to 
diversify their investment portfolios into another key 
asset class, tapping into private markets and the most 
entrepreneurial segments of the economy.
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Women and minorities account for approximately 66% 
of the U.S. population, and racial minorities will most 
likely be the main engine of U.S. population growth 
for the next decade and beyond. Furthermore, women 
and minorities hold a strong majority of U.S. consumer 
buying power.2

The Opportunity Disconnect  

Comparing the above numbers with venture industry 
statistics, it becomes clear that there is a big discon-
nect between the market opportunity represented 
by women and minorities — both entrepreneurs and 
consumers — and the VC capital chasing after it. 

According to PitchBook, only 2.1% of the total VC capital 
in the U.S. went to female-founded companies between 
January and November 2020. Female “co-founded” 
companies (where at least one member of the founding 
team was female) did better, with 12% of U.S. VC capital. 
But relative to the numbers mentioned above, that’s still 
a disappointing figure. Minority founders haven’t fared 
much better, having only raised 2.4% of the total U.S. 
VC capital from 2015 to August 2020, according to 
Crunchbase. 

The question is: why? 

Within the VC industry, a common explanation for the 
disconnect is that the market simply is not providing 
VC investors with diverse investment opportunities or 
talent — an argument often referred to as “the pipeline 
problem.” But the proliferating number of diverse 
start-ups and the increasing percentages of college 
degrees being awarded to women and minorities raise 
questions about the theory’s continuing validity.

At least three factors are often highlighted by founders 
from underrepresented groups as major reasons for the 
big disconnect between capital and opportunity.
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2 According to the same Morgan Stanley survey, women drive 
83% of all U.S. consumption through buying power and influ-
ence; Black consumers spend $1.2 trillion annually in the U.S.; 
Latinx consumers have buying power of approximately $1.7 
trillion.
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include the threat of unconscious bias, VC’s lack of 
familiarity with the problems diverse founders aim to 
solve, and a lack of direct pathways to Silicon Valley or 
friends-and-family capital for diverse founders to start 
their businesses.3

Multiple studies have suggested that unconscious 
biases regularly lead to stereotyping women and 
minorities and to unequal standards and expectations. 

On gender bias, researchers have found differences in 
the way VCs discuss male and female entrepreneurs 
— women were more likely to be questioned on “their 
credibility, trustworthiness, experience, and knowl-
edge,” while men were “commonly described as being 
assertive, innovative, competent, experienced, knowl-
edgeable, and having established networks.” Another 
study demonstrated that the type of questions VCs ask 
entrepreneurs can vary depending on the entrepre-
neur’s gender — with women getting asked “prevention” 
questions about potential for losses, and men getting 
asked “promotion” questions about potential for gains. 

On race biases, a recent PNAS study found that VCs 
were twice as likely to expect diverse founders to 
underperform the market, while holding them to higher 
standards. At the fund manager level, Stanford instruc-
tors have found that (oddly enough) funds led by people 
of color face more bias the better they perform. 

The white-male-dominated demographic composition 
of the venture capital industry also likely contributes 
to the disconnect. As of 2018, 80% of VC’s investments 
partners were white, 15% were Asian, 3% were Black, and 
3% were Latinx. Partners were 86% male and 14% female. 
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3 Note that digging deeper into these issues can be controversial 
as they can generally be quantified only through surveys and 
studies of a subset of the VC industry — which does not always 
allow us to understand the collective behavior of the industry.  

4

https://www.av.vc/
https://www.linkedin.com/company/avgfunds/
https://twitter.com/avgfunds?lang=en
https://diversity.ucsf.edu/resources/state-science-unconscious-bias
https://www.morganstanley.com/ideas/trillion-dollar-blind-spot-infographic
https://www.morganstanley.com/ideas/trillion-dollar-blind-spot-infographic
https://hbr.org/2017/05/we-recorded-vcs-conversations-and-analyzed-how-differently-they-talk-about-female-entrepreneurs
https://hbr.org/2017/06/male-and-female-entrepreneurs-get-asked-different-questions-by-vcs-and-it-affects-how-much-funding-they-get
https://hbr.org/2017/06/male-and-female-entrepreneurs-get-asked-different-questions-by-vcs-and-it-affects-how-much-funding-they-get
https://c13d9b40-51b9-4af8-8ce3-18538ed172d4.filesusr.com/ugd/34f020_5dafb0523d8740d3a2c3cef497be5fcc.pdf
https://news.stanford.edu/2019/08/12/race-influences-professional-investors-judgments/
https://www2.deloitte.com/content/campaigns/us/audit/survey/diversity-venture-capital-human-capital-survey-dashboard.html
https://www2.deloitte.com/content/campaigns/us/audit/survey/diversity-venture-capital-human-capital-survey-dashboard.html
https://www2.deloitte.com/content/campaigns/us/audit/survey/diversity-venture-capital-human-capital-survey-dashboard.html
https://medium.com/incerto/where-you-cannot-generalize-from-knowledge-of-parts-continuation-to-the-minority-rule-ce96ca3c5739
https://medium.com/incerto/where-you-cannot-generalize-from-knowledge-of-parts-continuation-to-the-minority-rule-ce96ca3c5739


av.vc

False Dichotomy

We believe that venture funds can invest for profit and 
make a positive impact by investing in underrepresented 
founders serving underrepresented consumers. 

Consider the findings of VC firm Kapor Capital, which 
in 2019 reported that their Impact Portfolio ranked in 
the top quartile of venture funds of comparable size: 
“It has long been our hypothesis that there need not 
be a conflict between gap-closing impact and financial 
returns, and now, for the first time, we have data to show 
it.”4

Similarly, we are encouraged by a growing body of data 
demonstrating that backing diverse teams is a winning 
investment strategy. 

• McKinsey’s latest survey on diversity and inclusion 
— covering over a thousand large companies across 
15 countries — shows that both gender-diverse and 
ethnically diverse teams are likely to outperform 
homogenous teams. 

• When it comes to venture capital specifically, an inno-
vative analysis by Kauffman Fellows and MaC VC 
demonstrated that teams with more than one race 
or ethnicity deliver better returns than non-diverse 
teams — up to 30% higher median realized multi-
ples (RMs) on successful exits. And even beyond the 
founding team, if a company’s executive team is ethni-
cally diverse, it stands to return up to 64% higher RMs, 
according to the same study. 

Data for female-founded ventures is also promising. 
In 2015, VC firm First Round analyzed a decade of its 

We believe that venture funds 
can invest for profit and make 
a positive impact by investing 
in underrepresented founders 
serving underrepresented 
consumers.

4 From Kapor’s Impact Report: “The majority of Kapor Capital 
investments are still illiquid at this stage of our portfolio, which 
means that these values remain estimates. In calculating IRR and 
TVPI we have used the valuation techniques that are broadly 
employed in Venture Capital for this stage (For example, we used 
the value of the last round of investments for our companies).”
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investments and found that companies with a female 
founder performed 63% better than their investments 
with all-male founding teams. Further, a 2018 BCG study 
of 350 companies that graduated from the MassChal-
lenge accelerator program found that female-founded or 
co-founded startups generated 47 cents more in reve-
nue-per-dollar-raised than male-founded startups (78 
cents versus 31 cents, respectively). 

Finally, there’s also strong evidence that diverse invest-
ment teams make better investment decisions. Harvard 
Business School’s Paul Gompers describes the differ-
ence in outcomes between homogeneous partnerships 
and diverse ones as “dramatic,” noting that the compar-
ative success rates for IPOs and acquisitions were  
26.4% to 32.2% lower for investments by partners with 
shared ethnicity. 

What We’re Doing at AV

Based on the plentiful evidence of opportunity in diver-
sity investing, AV has decided to do more in terms of 
impact investing. Since our founding about five years 
ago, we’ve done better than most VCs when it comes 
to diversity investing: 

• Across all of our funds since inception, AV has 
invested more than twice as often as other VC firms 
in companies with at least one female founder or 
CEO. Nearly 25% of AV’s total investments went to 
such companies while (according to Crunchbase) 
only 10% of all VC investments went to female-
founded and mixed-gender teams. 

• We also outperformed when it came to investing in 
Black founders, with 4% of AV’s investments having 
at least one founder who identifies as Black vs. 1% 
from the VC industry overall. 

• We estimate that we were on a par with the 2% 
national average for investing in Latinx. 

A 2018 BCG study found that 
female-founded or co-founded 
startups generated 47 cents 
more in revenue-per-dollar-raised 
than male-founded startups.
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But we want to do better. And we intend to do so without 
changing our standards for what we consider a desir-
able investment. AV’s new Anti-Bias Fund will invest in 
opportunities (1) that rate as attractive investments 
(based on our standard scorecard and deal vetting) 
AND (2) that also feature underrepresented founders 
and/or business models that address systemic bias. 

Our contention is that you have the potential to do well 
and do good through venture investing. 

As for diversifying the face of VC talent, we’re trying to 
do our part there as well. In addition to an increasing 
number of diverse Managing Partners and employees, 
we run several programs designed to foster more 
diverse talent in the venture world (our Venture Fellow 
Program, 10KEnterpreneurs, and VentureCorps). 

We hope that combining these initiatives will prove a 
virtuous circle. We believe more diverse VCs will be 
better attuned to the promise of diverse founders and 
businesses — and that successful track records by those 
VCs in investing in successful diverse founders will lead 
to more deliberate hiring of diverse venture talent. 

Conclusion: Making Conscious Efforts  
to Foster Diversity in VC

The good thing about the barriers to diversity and 
inclusion outlined above is that they can be addressed. 
VC funds can actively hire more diverse talent and 
invest in diverse companies. And even when it comes 
to unconscious biases, people can deliberately adjust 
and compensate for them.

We see signs of this adjustment taking place. Alumni 
Ventures Group is by no means the only venture capitalist 
firm making more concerted efforts to commit to greater 
diversity in their industry and portfolio. We are hopeful 
that these changes will grow in step with the evidence 

Our contention is that you have 
the potential to do well and do 
good through venture investing.

that investing in diverse team members, founders, and 
businesses is not only right but also smart. 

To learn more about AV and our Anti-Bias Fund, visit 
www.avgfunds.com/focusedfunds/antibiasfund.
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Important Disclosure Information

The manager of the AV Funds is Alumni Ventures (AV), a venture capital firm. AV and the 
funds are not affiliated with or endorsed by any college or university. These materials are 
provided for informational purposes only. Offers of securities are made only to accredited 
investors pursuant to each fund’s offering documents, which describe among other things 
the risks and fees associated with the Fund that should be considered before investing. The 
funds are long-term investments that involve a substantial risk of loss, including the loss 
of all capital invested. Past performance is not indicative of future results. Opportunities to 
invest in any security (of a Fund, of AV or in a syndication offering) is not a guarantee that 
you will be able to invest and are subject to all terms of the specific offering. 

All private placements of securities and other broker dealer activities are currently offered 
through a partnership with Independent Brokerage Solutions LLC MEMBER: FINRA / SIPC 
(“IndieBrokers”), which is located at 485 Madison Avenue 15th Floor New York, NY 10022. 
(212) 751-4424. AV and its affiliates are independent and unaffiliated with IndieBrokers. Any 
securities transactions or related activities offered by AV associated persons are conducted 
in their capacities as registered representatives of IndieBrokers. To check the background 
of IndieBrokers and its representatives, visit FINRA’s BrokerCheck, where you can also find 
our Form CRS.

AV offers smart, simple venture investing to accredited investors. Specifically, AV provides 
a path for individuals to own an actively managed diversified venture portfolio with a single 
investment co-investing alongside experienced VC firms. Traditionally, with limited invest-
ment capital and contacts, individual investors have had limited access to desirable deals 
alongside experienced VC firms, and even if they could access one or more such deals, it 
would take an inordinate amount of time, money and negotiation to build a diversified port-
folio. With AV Funds, investors can choose from a number of funds to make a single invest-
ment to gain exposure to a diversified portfolio of investments selected by an experienced 
manager. AV Funds’ simple fee mechanism permits investors to avoid constant capital calls 
throughout the life of the fund as found in other private investment vehicles.

Cambridge Associates data is compiled and reported by Cambridge Associates based on 
self-reporting from institutional investors, VC firms, and other financial services firms. As 
that data is self-reported, it will likely be subject to reporting bias, including self-selection 
or other biases.

Contact us at info@av.vc with questions or requests for additional information. 
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