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Abstract

Previous research has identified the clustering of high-tech industries, entrepreneurial
startups, and venture capital across metropolitan areas. Using new detailed zip
code data on venture capital investment and startup activity, this research tests
two hypotheses informed by urban theory regarding the geography startup activity
and venture capital investment: (1) that venture capital investment and startup
acftivity will be concentrated in much tighter neighborhood-level micro-clusters

and (2) that venture capital investment and startup activity will gravitate to

denser, mixed used, tfransit served locations. We find considerable evidence

for both. Venture capital investment and startup activity is concentrated in a
relatively small number of neighborhood-level micro-clusters in the United States,

the majority of which are located in dense urban neighborhoods where significantly
larger than average numbers of commuters walk, bike, or use transit to get to work.
This is especially the case for the leading micro-clusters of venture capital investment
and startup activity.
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Introduction

Venture capital has long been the type of finance that powers new and
innovative startup companies: Intel in semiconductors, Apple in personal
computing, smart phones and more, Genentech in biotechnology, Google

in Internet search engines, Facebook and Twitter in social media, and Airbnb
and Uber in the sharing economy are just a small sample of the diverse and
fransformative companies financed by venture capital. It is a core component
of the regional ecosystems and social structures of innovation that underpin
leading high-tech region (Florida and Kenney 1988; Saxenian 1994).

Following Marshall (Marshall 1891) and Jacobs (Jacolbs 1970; 1961), a huge
body of literature has identified the clustering of innovative and entrepreneurial
activity (Porter 1990, 1996 1998, 2006; P; Glaeser 1999; 2000; Glaeser 2001;
Audretsch 2003; 2011; Feldman and Audretsch 1999; Florida 2002, 2005, 2006,
2012a; Feldman and Florida 1994). Other case study research has pointed to
the tighter clustering of innovative and entrepreneurial activity in more localized
areas (Saxenian 1994). But, the majority of these identified clusters were in
suburban areas, in office and industrial parks dubbed “nerdistans” (Kotkin

1997, 2000) in places like California’s Silicon Valley, the Route 128 beltway
outside of Boston, the suburbs of Seattle where Microsoft is located, suburban
Austin, and the North Carolina Research Triangle. Early studies found that a
majority of venture capital flowed to suburban areas in Silicon Valley and
outside of Boston with no significant venture capital investment or startup
activity occurring in urban areas (Florida and Kenney 1988; Florida and

Kenney 1988; Florida and Smith 1993). Despite predictions of their greater
diffusion given globalization and new technology, venture capital, investment
and innovation have become increasingly concentrated geographically since
that time. The Bay Area’s (including San Francisco as well as the Silicon Valley)
share of venture capital investment increased substantially over the past few
decades from roughly 22 percentin 1995 to 45 by 2015 (National Venture Capital
Association 2016). Innovation has become similarly concentrated. Forman et al
(2016) show that the San Francisco Bay areas has accounted for virtually all the
increase in patenting in the United States since the mid-1970s, while patenting
in all other large metros eithers stagnated or declined.

The past two decades have seen a powerful back-to-the-city movement

of skiled and affluent people, which Ehrenhalt (2012) has dubbed a “great
inversion.” Urbanists, going back to Jane Jacobs (1961; 1970), have long noted
that innovative and entrepreneurial activity is the product of cities with their
dense and diverse concentrations of people, talent, and companies. Following
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this line of thinking, previous research identified an urban shift in venture capital
and startup activity from the suburbs back to cities (Florida 2012b; 2013; 2014;
Florida and Mellander 2016), from the suburban enclaves of Silicon Valley to
the urban districts in and around downtown San Francisco and in New York
City, especially Lower Manhattan. Stern and Guzman (Florida 2016) document
the shift in the location of high quality startup activity from Silicon Valley to

San Francisco and from the Route 128 suburbs to downtown Boston and
Cambridge near Harvard and the Massachusetts Institute of Technology

(MIT). Stern and Guzman (2016) document this urban shift in their analysis

of high-quality entrepreneurial startups. They find evidence that high-quality
enfrepreneurial startups have shifted from the exurban Route 128 area to
downtown Boston and dense fransit-served areas of Cambridge around MIT
and Harvard, and Silicon Valley to the downtown and adjacent areas of San
Francisco. Their broader statistical analysis of data for the United States finds
that high quality startups are the most likely to cluster geographically and in
effect spread into adjacent neighborhoods or zip codes.

In fact, urban theory a la Jacobs (1961; 1970) has long identified dense, diverse,
walkable, mixed-use urban areas — not more sprawling suburbs — as the prime
generators of innovation and entrepreneurship.

Our research takes shape around two hypotheses, both informed by urban
theory. The first is that venture capital investment and startup activity will be
organized in fight neighborhood level micro-clusters within cities and metro
areas. The second is that these micro-clusters of venture capital investment
and startup activity are increasingly likely to be located in dense, walkable,
fransit-served urban neighborhoods.

We use new and more detailed data at the neighborhood or zip code level

to test these two hypotheses. Previous research has been unable to test these
claims across a large number of places primarily because data has been
unavailable. Up until now, only highly aggregated data for venture capital
investment and startup activity at the state or metro level has been available.
Our research uses more granular, zip-code level data to examine micro-clusters
of venture capital investment and startup activity at the neighborhood level
across the United States in 2013. We do so for venture capital investment and
startup activity overall and for the five leading industries receiving venture
capital investment: software, biotechnology, media and entertainment, medical
devices, and information technology services. We further identify venture capital
investments and startup activity in urban and suburban neighborhoods based
on density and the way people commute to work — looking at the share of
workers who walk, bike, or use public tfransit versus those who drive their own
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cars.We do so for all zip codes receiving venture capital investment across the
United States and drill down with greater detail for the three metro areas that
receive the largest amounts of venture capital: the San Francisco Bay Areaq,
Greater New York, and the Boston-Cambridge mefro.

Our findings provide substantial evidence in support of both hypotheses. We
document tight clusters of venture capital investment and startup activity at
the neighborhood level. We also find the majority of venture capital investment
to be located in urban neighborhoods, and that this is especially the case for
the leading micro-clusters of venture capital investment and startup activity.

The remainder of this paper is organized as follows. The next section describes
the variables, data, and methodology used in this research. After that, we turn
to our findings. We begin by summarizing our key findings regarding the location
of venture capital investment and startup activity across urban versus suburban
neighborhoods across the United States. We then chart and map the leading
neighborhood-level micro-clusters of venture capital investment and startup
acftivity across the country as a whole and by leading industry. After that, we
turn to a more detailed analysis of the urban versus suburban micro-clusters of
venture capital investment and startup activity in the San Francisco Bay Areq,
New York, and Boston. The conclusion summarizes our findings and outlines
their implications for urban theory and future research.

Variables, Data and Methodology

As noted above, a key limitation of previous research on startups and venture
capital has been the availability of only highly aggregated data at the state

or metro level. To deal with this, our research is based on detailed data from
Thomson Reuters (“Venture Capital and Private Equity,” n.d.), which provides
much more granular information on venture capital investments by location.
These data include the name and address of startups receiving venture capital
investment, the total dollar value of the investment, and geographic information
including city and zip code.

We downloaded the data by address and location including identifiers for
metropolitan area and zip code. We idenftified venture capital investments
in 1,339 zip codes. This zip code data was assigned to Zip Code Tabulation
Areas (ZCTAs), the representation of zip codes used by the U.S. Census. To
aggregate this zip code data, we used Census conversions fo convert the
point-based data set of addresses intfo a polygon data set for ZCTAs. This
conversion was done using the Missouri Census Data Center’s Zip Code to
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ZCTA cross walk for 2010 (“All About ZIP Codes: 2010 Supplement” 2014). After
this conversion, 1,339 zip codes became 1,302 ZCTAs receiving venture capital
investment. Ultimately, we identified venture capital investments in roughly four
percent (3.9 percent) of all 33,144 ZCTAs across the United States.

We also frack venture capital investment and startup activity by zip code

for the five leading industries or technology sectors receiving venture capital
overall: software, biotechnology, media and entertainment, medical devices
and equipment, and information fechnology services. These industry definitions
are similar to those used by PricewaterhouseCoopers in their annual analysis of
the venture capital industry (PricewaterhouseCoopers 2016).

We identify urban versus suburban zip codes based on a methodology
originally devised by Kolko (2015), which classifies them based on density.

The cut-off for urban areas is 2,213.2 households per square mile; suburban
areas have between 101.6 and 2,213.2 households per square mile and rural
areas have less than 101.6 households per square mile. Across the nation,

63.3 percent of ZCTAs (18,572 of the 29,330) are rural, 28.7 percent (8,406) are
suburban, and 8 percent (2,352) are urban. In addition, 2.4 percent or 31 ZCTAs
are non-residential zip codes than are not designated urban, suburban, or rural.
Of the 1,301 ZCTAs that receive venture capital investment 38.6 percent (501)
are urban, 44.3 percent (718) are suburban, and just 4 percent (49) are rural.

We further identify zip codes based on the way people commute to work,
distinguishing between neighborhoods by the share of commuters who walk,
bike, or use transit to get to work versus those who drive their own cars. These
data are from the American Community Survey’s 2013 five-year estimate
(American Community Survey 2013).!

We examine the micro-clusters of venture capital investment and startup activity
in the three metro areas that receive the greatest amounts of venture capital,
the San Francisco Bay Area, Greater New York, and the Boston-Cambridge
metro. Together, these three metros attract roughly $20 billion in venture

capital investment, 60 percent of all venture capital invested across the

United States. The maps of venture capital investment and startup activity

for these three metros also identify major research universities based on the
Carnegie Corporation list of 115 R1 universities (Carnegie Corporation 2016).
They also highlight subway and transit lines based on data from local transit
authorities which we believe function as additional attractors for venture capital
acftivity and startup activity. We now turn to the key findings of our research.
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Venture Capital in Urban versus Suburban Areas

We begin by looking at the distribution of venture capital investment across
urban or suburban neighborhoods or zip codes (see Table 1). To get aft this,
we classify zip codes based on their population density following thresholds
identified by Kolko (2015) as defined above.

Table 1: Venture Capital Investment in Urban vs. Suburban Neighborhoods

Venture Capital Investment ‘ Startups Receiving Venture Capital

Amount (millions) ~ Share | Number Share
Urban $17,843 54.0% 2,361 56.6%
Suburban $14,920 45.1% 1,709 40.9%

More than half of all venture capital investments (54 percent) and an even
greater share of startup companies receiving venture capital investment
(56.6 percent) of are located in urban zip codes. Across the nation, more
than 60 percent of all zip codes are rural, about 30 percent are suburban,
and just 8 percent are urban. In other words, the share of zip codes receiving
venture capital investment is roughly seven times greater than the share of
urban zip codes nationwide.

Another way to gauge urbanity is to look at the way people commute to work.
People in more urban areas are far more likely to walk, bike, or use fransit, while
people in more sprawling suburbs are more likely to drive their cars. In fact, a key
dimension of a so-called nerdistan is that the engineers and other workers that
populate high-tech companies prefer to drive their cars to work. Table 2 shows
the distribution of zip codes with venture capital investment by the percent of
commuters who walk, use their bikes, or take transit fo work.

Table 2: Venture Capital Investment by Type of Commute

Venture Investment Share of Venture
Walk, Bike or Take Transit (millions) Investment
Greater Than 50 Percent $8.691 26.3%
30-50 Percent $3.130 9.5%
15-30 Percent $3.892 11.8%
5-15 Percent $11,541 34.9%
0-5 Percent $5,616 17.0%
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Across America, 8.4 percent of workers walk, bike, or use public transit fo

get to work, while the vast majority drive. However, in neighborhoods where
venture capital is invested significantly more workers walk, bike, or use fransit.
In fact, nearly twice as large a share of workers (16.6 percent) walk, bike,

or use transit to get to work in neighborhoods that receive venture capital
investment. Furthermore, nearly half of all venture capital investment is located
in neighborhoods where more than 15 percent of workers walk, bike, or take
fransit to get to work. And more than a quarter of all venture investment goes
to neighborhoods where more than half of all workers walk, bike, or take transit
for their commute.

Mapping the Micro-Geography of Venture Capital Investment

Figure 1 maps the micro-geography of venture capital by neighborhood or zip
code across the United States. Note the large circles in the San Francisco Bay
Areq, around Los Angeles and San Diego in Southern California, the New York-
Boston-Washington Corridor on the East Coast, and elsewhere across the
country, indicating large levels of investment.
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Table 3 lists the top 20 zip codes for venture capital investment across the United States
and shows how they compare on these various measures. Of the top 20, 11 are urban
and nine are suburban. In these fop 20 neighborhoods, roughly three fimes as large

a share of workers walk, bike, or use transit fo get to work compared fto the national
average — 25.9 percent versus 8.4 percent. In six of the top 20, 60 percent of workers
do so. In 16 of the top 20 neighborhoods, the share of workers who walk, bike or take
transit to work exceeds the national average. Seven of these neighborhoods have

densities greater than 5,000 people per square mile. The top two neighborhoods

for venture capital investment, each of which receives more than a billion dollars
in investment, have densities of nearly 10,000 people per square mile, and roughly 60
percent of workers in these two neighborhoods walk, bike, or use transit to get to work.

Table 3: The Top 20 Neighborhoods for Venture Capital Investment

Neighborhood/City

Venture
Capital
Investment
($ Millions)

Urban vs.
Suburban

Walk,
Bike or
Transit

2 | 94105 | Rincon Hil ;O;kg 22‘3;;;0”? ca | $1.004 Urban 9718 | 59.6%
3 | 94301 | Palo Alfo 222 fféel:r:f‘g‘:‘”'e‘ $998 Urban 3194 | 21.3%
Potrero Hil/ San Francisco-
4 94107 | Dogpatch/ Oakland-Fremont, CA $885 Urban 7,665 46.8%
South Beach
5 | 92121 | Sorento Valley 222 azgf;cgib‘”d' $568 sububan | 137 10.0%
6 | 94080 | South San Francisco ;O;kg 22‘::;;%? oA $501 sububan | 2,049 | 14.8%
7 | 02451  Waltham g‘ﬁ?c”y"c,j:mdge' $484 suburban | 1,359 | 11.1%
8 | 94104 | Financial District ;O;kg 22‘3;;;0”? A $481 Urban 2654 | 92.1%
9 | 94025  Menlo Park f;;‘kg iZICFIi:;ont A $430 suburban | 1,309 | 12.7%
10 | 94043 | Mountain View 222 Tf::ek;srgmcy/:a'e‘ $416 Ssuburban | 1,158 9.5%
11| 94041 | Old Mountain View 222 tioéeljr:f‘gﬁ“"e‘ $392 Urban 3899 | 159%
12 | 94063 | Redwood City ;O;kg 22‘::;;%? oA $378 Urban 1,281 14.6%
13| 02139 | Cambridge/MIT g‘ﬁ:}ocny"c,j:mdge' $377 Urban 9331 | 64.3%
14 | 94065 | Redwood Shores ;O;kg 22‘::;;%? A $369 suburban | 1,946 5.9%
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15 | 75034 | Frisco Dallas-Fort Worth- $368 Suburban | 498 0.9%
Arlington, TX

San Jose-Sunnyvale-

16 94085 | Sunnyvale santa Clara, CA $351 Suburban 2,199 7.2%
Boston-Cambridge-

17 02142 | MIT Quincy, MA-NH $320 Urban 5,300 65.0%

18 | 95054 | Santa Clara San Jose-Sunnyvale- $313 suburban | 1,348 5.6%

Santa Clara, CA

New York-Northern
19 10012 | SOHO/NYU New Jersey-Long $310 Urban 41,294 83.8%
Island, NY-NJ-PA

Financial District/ San Francisco-

20 74111 Embarcadero Oakland-Fremont, CA $306 Urban 6875 60.3%
Top 10 Metros $6,830
Top 20 Metros $10,315

Ultimately, venture capital investment and startup activity is highly concentrated
in a small number of neighborhood-based micro-clusters across the United
States. Overall, the top 20 zip codes for venture investment account for nearly

a third of the total (more than $10 billion of venture capital investment), while
just the top 10 account for roughly a fifth of total venture investment ($6.8 billion).
Furthermore, less than 1 percent of zip codes attracted more than $100 million

in venture capital investment, and these neighborhoods account for more than
60 percent of all venture capital investment. In fact, less than 3 percent of all zip
codes received any venture capital investment at all; and of these, roughly half
attracted less than $5 million each.

We now turn to the micro-geography of venture capital investment by major
industry, mapping investment by zip code for the five leading high-tech sectors:
software, biotechnology, media and entertainment, medical devices and
equipment, and information technology services. Figure 2 maps the leading
micro-clusters for venture capital investment in these five leading industries.
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Software is the leading industry for venture capital investment across the United
States, attracting $12 billion or 36 percent of the total. Figure 2 shows significant
clusters in and around the San Francisco Bay Area and across the New York-
Boston-Washington Corridor, as well as smaller clusters in and around Los
Angeles and Southern California, Seattle, Portland, the North Carolina
Research Triangle, and Austin, as well as several other areas. Table 4 lists the
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20 leading neighborhood-level micro-clusters for venture capital investment
in software.

Table 4: Leading Software Neighborhoods

Zip Investment
Rank Code Neighborhood Metro ($ Millions) Share
1 94301 | Palo Alto San Jose $750 6.27%
2 94105 | Rincon Hill San Francisco $652 5.45%
S 94107 | Poftrero Hill/ Dogpatch/South Beach | San Francisco $444 3.72%
4 94103 | South of Market/Mission District San Francisco $389 3.26%
5 02451 | Waltham Boston-Cambridge $321 2.69%
6 94104 | Financial District San Francisco $231 1.93%
7 94022 | Los Altos Hills San Jose $210 1.76%
8 94041 | Old Mountain View San Jose $202 1.69%
9 94404 | Foster City San Francisco $198 1.66%
10 94065 | Redwood Shores San Francisco $192 1.61%
11 94085 | Sunnyvale San Jose $185 1.556%
12 30338 | Dunwoody Atlanta $179 1.50%
13 95054 | Santa Clara (north) San Jose $166 1.39%
14 94043 | Mountain View San Jose $165 1.38%
15 94111 | Embarcadero / Financial District San Francisco $165 1.38%
16 10010 | Gramercy Park New York $164 1.37%
17 94303 | East Palo Alto San Jose $156 1.30%
18 94108 | Chinatown San Francisco $152 1.27%
19 10036 | Times Square/Hell's Kitchen New York $150 1.25%
20 92121 | Sorrento Valley San Diego $133 1.11%
Top 10 Zip Codes $3,591 30.03%
Top 20 Zip Codes $5,205 43.52%

Palo Alto (94301) tops the list with $750 million or 6.3 percent of the total.

Three San Francisco neighborhoods are next — Rincon Hill (94105), Potrero
Hill/Dogpatch/South Beach (94107), and South of Market/Mission District

(94103) with $389 million or 3.3 percent. 15 of the top neighborhoods for

venture capital investment in software are located in the San Francisco Bay
Area — eight in San Francisco and seven in San Jose. Outside of the Bay Areq,
two neighborhoods in New York fall in the top 20 (Gramercy Park and Times
Square/Hell's Kitchen) and one each in Boston (Waltham), Atlanta (Dunwoody),
and San Diego (Sorrento Valley).

MPI Working Paper Series: Rise of the Urban Startup Neighborhood (Florida & King) 12



Venture capital investment in software is highly clustered in neighborhood-
level micro-clusters. The top 20 zip codes account for $5.2 billion or nearly half
of the national total (43.5 percent), and the top 10 account for $3.6 billion or
30 percent of all software investment.

Biotechnology

Biotechnology is the second leading sector for venture capital investment with
$5.7 billion or 17 percent of all venture capital investment in the country. Figure 2
shows significant clustering in and around the San Francisco Bay Area, Southern
California, and the New York-Boston-Washington Corridor, as well as Seattle and
Detroit. Table 5 lists the 20 leading neighborhood-level micro-clusters for

investment in biotechnology across the country.

Table 5: Leading Biotech Neighborhoods

Zip Investment
Rank Code Neighborhood Metro ($ Millions) Share
1 94080 | South San Francisco San Francisco $474 8.31%
2 92121 | Sorrento Valley San Diego $310 5.43%
5 02139 | Cambridge/MIT Boston-Cambridge $285 5.00%
4 02142 | MIT Boston-Cambridge $199 3.48%
5 20815 | Chevy Chase, Bethesda Washington, D.C. $150 2.63%
6 20876 | Germantown Washington, D.C. $150 2.63%
7 98109 | West Lake/Queen Anne Seattle $145 2.54%
8 94070 | San Carlos San Francisco $138 2.41%
9 94063 | Redwood City San Francisco $129 2.26%
10 94065 | Redwood Shores San Francisco $126 2.21%
11 02421 | Lexington Boston-Cambridge $135 1.92%
12 94545 | Russel City/Eden Shores San Francisco $155 1.88%
13 94025 | Menlo Park San Francisco $426 1.82%
14 48170 | Plymouth Detroit $105 1.70%
IS 02451 | Waltham Boston-Cambridge $484 1.49%
16 94588 | Pleasanton San Francisco $84 1.47%
17 94005 | Brisbane San Francisco $107 1.44%
18 02472 | Watertown Boston-Cambridge $126 1.31%
19 92130 | Carmel Valley San Diego $83 1.24%
20 07921 | Bedminster Township New York $67 1.18%
Top 10 Zip Codes $2,106 36.90%
Top 20 Zip Codes $3.003 52.36%
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Topping the list is South San Francisco (24080) with $474 million or 8.3 percent

of total biotechnology investment. Next in line is Sorrento Valley in San Diego
(92121) with $310 million or 5.4 percent. Two neighborhoods near MIT (02139
and 02142) and Chevy Chase/Bethesda (20815), close to the National Institutes
of Health, round out the top five. Eight of the top 20 neighborhoods are located
in San Francisco, five in Boston (Cambridge, MIT, Lexington, Waltham, and
Watertown), two in San Diego (Sorrento Valley and Carmel Valley), and two

in Washington, D.C. (Chevy Chase/Bethesda and Georgetown). Seattle (West
Lake/Queen Anne), Detroit (Plymouth), and New York (Bedminster Township)
have one each. Venture investment in biotechnology is often located near
universities or research centers, notably around MIT, the University of California,
San Francisco, and the University of California, San Diego.

Venture investment in biotechnology is also concentrated at the neighborhood
level. The top 10 zip codes account for $2.1 billion or more than a third (36.9
percent) of total investment, while the top 20 account for $3 billion or over

50 percent (52.4 percent).

Media and Entertainment

Media and entertainment is the third leading sector for venture capital
investment with $3.2 bilion and accounts for almost 10 percent of the

total. Venture capital investment in media and entertainment is heavily
concenftrated in the Bay Area, greater Los Angeles, and New York with
smaller clusters around, Seattle, Denver, and Miami (See Figure 2). Table 6
lists the 20 leading neighborhood-level micro-clusters for venture investment
in media and entertainment.

Table 6: Leading Media and Entertainment Neighborhoods

Zip Investment
Rank Code Neighborhood Metro ($ Millions) Share
1 94103 | South of Market/Mission District San Francisco $481 15.25%
2 94105 | Rincon Hill San Francisco $154 4.89%
S 10012 | Soho/NYU New York $130 4.11%
4 94107 | Potrero Hill/ Dogpatch/South Beach | San Francisco $124 3.92%
5 94301 | Palo Alto San Jose $119 3.76%
6 93013 | Carpinteria Santa Barbara $103 3.27%
7 10001 | Chelsea New York $93 2.96%
8 92612 | UC Irvine Los Angeles $90 2.86%
9 94102 | Hayes Valley/ Civic Center San Francisco $86 2.73%
10 10003 | Gramercy Park/ East Village New York $68 2.15%
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11 10011 | Chelsea New York $66 2.08%
12 33133 | Coconut Grove Miami $65 2.06%
13 94040 | Cuesta Park/Blossom Valley San Jose $63 2.00%
14 95070 | Saratoga San Jose $60 1.90%
15 80202 | Lodo Denver $54 1.72%
16 20036 | Dupont Circle Washington, D.C. $51 1.62%
17 98121 | Belltown Seattle $50 1.59%
18 94104 | Financial District San Francisco $44 1.38%
19 90401 | Santa Monica Los Angeles $43 1.36%
20 94108 | Chinatown San Francisco $39 1.25%
Top 10 Zip Codes $1,448 45.90%
Top 20 Zip Codes $1,982 62.86%

At the top of the list is South of Market/Mission District (94103) with $481 million or
15.3 percent of all investment. Rounding out the top five are Rincon Hill (24105),
Soho/NYU (10012), Potrero Hil/Dogpatch/South Beach (?4107), and Palo Alto
(94301). Six of the top 20 neighborhoods are located in San Francisco; four are
located in New York, three in San Jose, and two in Los Angeles. The top 20 also
includes single neighborhoods in Santa Barbara, Miami, Denver, Washington
D.C., and Seattle.

Venture capital investment in media and entertainment is again highly
concentrated. The top 10 zip codes account for $1.5 billion or nearly half
(45.9 percent) of all investment, while the top 20 account for $2 billion or
nearly two thirds (62.9 percent).

Medical Devices and Equipment

Medical devices and equipment is the fourth leading sector for venture capital
investment, with $2.4 billion, roughly 7 percent of the total. Clusters of venture
capital with investment in medical devices and equipment can be seen in the
San Francisco Bay Area, Boston, Southern California, New York, Minneapolis-

St. Paul, and North Carolina. Clustering in the Bay Area is less pronounced

here than in other industries. Table 7 lists the 20 leading neighborhood-level
micro-clusters for investment in medical devices and equipment.
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Table 7: Leading Neighborhoods for Medical Devices and Equipment

Zip Investment
Rank Code Neighborhood Metro ($ Millions) Share
1 94025 | Menlo Park San Francisco $162 6.87%
2 27103 | Atwood/Hanes Winston-Salem, NC $74 3.15%
S 94063 | Redwood City San Francisco $69 2.90%
4 92121 | Sorrento Valley San Diego $66 2.79%
5 01730 | Bedford Boston-Cambridge $62 2.64%
6 01460 | Littleton Boston-Cambridge $62 2.64%
7 94043 | Mountain View San Jose $59 2.48%
8 92630 | Lake Forest Los Angeles $55 2.32%
9 92653 | Laguna Hills Los Angeles $48 2.03%
10 27713 | Blands /Genlee Durham-Chapel Hill $43 1.83%
11 30009 | Alpharetta Atlanta $43 1.82%
12 94103 | South of Market/ Mission District San Francisco $43 1.81%
13 02451 | Waltham Boston-Cambridge $42 1.78%
14 55445 | Brooklyn Park Minneapolis-St. Paul $42 1.76%
15 7950 Morris Plains New York $40 1.69%
16 95403 | Santa Rosa/Larkfield Wikiup Santa Rosa $40 1.68%
17 94085 | Sunnyvale San Jose $40 1.68%
18 55369 | Maple Grove (northeast) Minneapolis-St. Paul $38 1.60%
19 92656 | Aliso Viejo Los Angeles $36 1.50%
20 44146 | Bedford Cleveland $35 1.48%
Top 10 Zip Codes $700 29.65%
Top 20 Zip Codes $1,097 46.45%

San Francisco’s Menlo Park (94025) leads with $162 million or 6.9 percent of total
venture capital, more than twice the investment in the next zip code. Venture
investment in medical devices and equipment is less clustered or urban than
other sectors. Still, three metros each boast three of the top 20 neighborhoods:
Boston-Cambridge, San Francisco, and Los Angeles, with two neighborhoods
each in San Jose and Minneapolis-St. Paul. There is one neighborhood each in
greater New York, San Diego, Aflanta, Durham-Chapel Hill, Winston-Salem, Santa
Rosa, and Cleveland.

The top 10 zip codes for investment in medical devices and equipment account
for $700 million or nearly 30 percent of total venture investment, while the top 20
zip codes account for $1.1 billion or nearly half (46.4 percent).
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Information Technology

Information technology is the fifth leading sector for venture capital
investment with $2 billion or é percent of all U.S. venture investment.

Figure 2 shows significant clusters in and around the San Francisco Bay
Areaq, the Boston-New York-Washington Corridor, Seattle, and Atlanta.
Table 8 lists the 20 leading neighborhood-level micro-clusters for investment
in information technology services.

Table 8: Leading Information Technology Neighborhoods

Zip Investment
Rank Code Neighborhood Metro ($ Millions) Share
1 94107 | Potrero Hill/ Dogpatch/South Beach | San Francisco $139 7.01%
2 94105 | Rincon Hill San Francisco $98 4.96%
8] 94104 | Financial District San Francisco $83 4.17%
4 94040 | Cuesta Park/Blossom Valley San Jose $73 3.67%
5 94108 | Chinatown San Francisco $70 3.51%
6 10011 | Chelsea New York $70 3.51%
7 21230 | Westport/Lakeland Baltimore $60 3.02%
8 94111 | Embarcadero / Financial District San Francisco $54 2.71%
9 94306 | Palo Alto (South) San Jose $51 2.55%
10 30308 | Midtown / Old Fourth Ward Atlanta $40 2.02%
11 94043 | Mountain View San Jose $39 1.95%
12 2140 | North Cambridge Boston-Cambridge $33 1.64%
13 10003 | Gramercy Park/ East Village New York $32 1.59%
14 10010 | Gramercy Park New York $30 1.50%
15 94103 | South of Market/Mission District San Francisco $29 1.44%
16 80021 | Broomfield Denver $25 1.26%
17 22102 | Mclean Washington DC $25 1.26%
18 94005 | Brisbane San Francisco $25 1.26%
19 6851 Norwalk Bridgeport-Stamford $25 1.26%
20 94608 | Emeryville San Francisco $24 1.23%
Top 10 Zip Codes $736 37.12%
Top 20 Zip Codes $1,028 51.80%

Three San Francisco neighborhoods top the list: Potrero Hill/Dogpatch/South
Beach (94107), Rincon Hill (94105), and the Financial District (94104). With eight
of the top 20 neighborhoods, investment is clustered in San Francisco with a
further three in nearby San Jose. New York also has three neighborhoods in
the top 20: Chelsea, Gramercy Park/East Village, and Gramercy Park. Boston,

MPI Working Paper Series: Rise of the Urban Startup Neighborhood (Florida & King) 17



Washington D.C., Baltimore, Atlanta, Denver, and Bridgeport, CT each claim
a single neighborhood.

Venture capital investment in information technology services is again
concentrated. Overall, the top 10 neighborhoods account for $736 million
or 37.1 percent of venture investment, while the top 20 account for more
than $1 billion or more than half (51.8 percent) of all venture investment in
the sector.
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Mapping the Micro-Geography of Venture Capital

We now take a closer look at the distribution of venture capital investment in
three city-regions or metro areas that attract the greatest amount of venture
capital investment: The San Francisco Bay Area, Greater New York, and the
Boston-Cambridge metro. Together, these three metros attract roughly $20 billion
in venture capital investment, 60 percent of all venture capital invested across
the United States. Figure 3 maps venture capital investment by urban versus
suburban neighborhood within these three metros. The dots indicate the size

of venture capital investment and the shading indicates the degree of urbanity
(purple areas reflect urban zip codes, darker blue suburban areas, and lighter
blue rural areas). Figure 4 overlays venture capital investment on the share of
workers who walk, bike, or take transit compared to those who drive to work in
these three metros. As noted above, these maps also identify the location of
major research universities and fransit lines.

Figure 3: Urban vs. Suburban Investment in San Francisco, Boston,
and New York City
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Figure 4: Venture Investment by Percent Who Walk, Bike, or Use Transit
in San Francisco, Boston, and New York City
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The San Francisco Bay Area

The San Francisco Bay Area, which spans both Greater San Francisco and Silicon
Valley, is the nation’s leading center of venture capital investment, attracting
$13.2 billion in venture capital investment, 40 percent of the total (Florida and
King 2016). Overall, 59.2 percent of all venture capital investment in the Bay
Area is located in urban zip codes, while 40.7 percent is located in suburban
areas. The figures are even higher for startup companies receiving venture
capital investment: 63.3 percent of these companies are located in urban

Zip codes compared to 36.3 percent in suburban areas.

Figure 3 shows the large cluster of venture capital investment in and around
downtown San Francisco. Looking south, there are also series of circles stretching
through Silicon Valley, particularly in and around denser areas like Palo Alto,
close to Stanford University. Figure 4 shows large clusters of venture capital
investment in dense, transit-served neighborhoods in and around downtown
San Francisco and in close proximity to the University of California San Francisco,
a leading center for biotechnology research. The large micro-cluster of venture
capital investment in Silicon Valley is in Palo Alto in close proximity to Stanford
University, the densest and most urban area of the Silicon Valley.
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Across the Bay Area as a whole, including Silicon Valley, nearly 20 percent (19.9
percent) of workers in neighborhoods that receive venture capital investment
walk, bike, or use transit to get to work compared to 8.4 percent for the nation.
More than 37 percent of all venture capital investment in the Bay Area goes to
neighborhoods where more than 30 percent of workers walk, bike, or use transit.
Furthermore, venture capital investment is heavily concentrated in downtown
San Francisco, largely in neighborhoods where over 50 percent of workers walk,
bike, or take transit to work.

Table 9: Top 20 Bay Area Venture Capital Neighborhoods

Venture Walk,
Capital Urban vs. Bike or
Neighborhood Investment* Suburban  Density** Transit
1 94103 | South of Market/Mission District $1,063 Urban 9,659 61.2%
2 94105 | Rincon Hill $1,004 Urban 9,718 59.6%
3 94301 | Palo Alto $998 Urban 3,194 21.3%
4 94107 | Potrero Hill/ Dogpatch/South Beach $885 Urban 7,665 46.8%
5 94080 | South San Francisco $501 Suburban 2,049 14.8%
6 94104 | Financial District $481 Urban 2,654 92.1%
7 94025 | Menlo Park $430 Suburban 1,309 12.7%
8 94043 | Mountain View $416 Suburban 1,158 9.5%
9 94041 Old Mountain View $392 Urban 3,899 15.9%
10 94063 | Redwood City $378 Urban 1,281 14.6%
11 94065 | Redwood Shores $369 Suburban 1,946 5.9%
12 94085 | Sunnyvale $351 Suburban 2,199 7.2%
13 95054 | Santa Clara (north) $313 Suburban 1,348 5.6%
14 94111 | Embarcadero / Financial District $306 Urban 6,875 60.3%
15 94089 | Sunnyvale $292 Suburban 1,213 5.8%
16 94108 | Chinatown $261 Urban 28,252 71.4%
17 94040 | Cuesta Park/Blossom Valley $250 Urban 3733 14.6%
18 94102 | Hayes Valley/ Civic Center $228 Urban 25,103 68.9%
19 94022 | Los Altos Hills $222 Suburban 405 71%
20 94404 | Foster City $222 Urban 3,223 6.2%

*In millions of U.S. Dollars
**Households per Square Mile

Table 9 shows how the top 20 neighborhoods for venture capital investment in
the Bay Area stack up on both measures: the degree to which they are urban or
suburban and the share of workers who walk, bike, or use transit to get to work. It
also compares their density measured as households per square mile. 12 of the
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top 20 neighborhoods are urban, while eight are suburban. Of the top 10, seven
are urban, while just three are suburban. Five of the top 20 have densities greater
than 5,000 people per square mile. The two leading neighborhoods — each

of which attracts more than a billion dollars in venture capital investment —
have densities of roughly 10,000 people per square mile. Roughly 60 percent

of workers walk, bike, or take transit to work in these neighborhoods. While
suburban nerdistans still play a role in Bay Area venture capital and startup
activity, the preponderance of it is located in urban neighborhoods in the

city itself.

Boston-Cambridge

With its cluster of leading edge universities and research institutions, the Boston-
Cambridge metro is the nation’s second leading center of venture capital
investment, attracting $3.4 billion, roughly 10 percent of the national total.

Figure 3 shows the significant clusters of venture capital investment in and
around downtown Boston and in nearby Cambridge where MIT and Harvard
are located. More than half (54 percent) of all investment is located in urban
Zip codes compared to 46 percent in suburban neighborhoods. Furthermore,
61 percent of actual startups receiving venture capital investment are in
urban zip codes, compared to 39.0 percent in the suburbs. Figure 4 shows

the concenftration of venture capital investment in walkable, transit-served
neighborhoods stretching along the transit lines that serve both Boston

and Cambridge and into the suburbs. Overall, 22.9 percent of workers in
neighborhoods that receive venture capital walk, bike, or take transit to work.
That compares to 18.3 percent for the metro as a whole and 8.4 percent for
the nation. Roughly 40 percent of all venture investment and 48 percent of
startups receiving venture investment in the Boston-Cambridge metro is found
in neighborhoods where more than half of commuters walk, bike, or take transit
to work.

Table 10: Leading Boston-Cambridge Venture Capital Neighborhoods

Venture Walk,
Capital Urban vs. Bike or
Neighborhood Investment*  Suburban  Density** Transit
1 2451 Waltham $484 Suburban 1,359 11.1%
2 2139 | Cambridge/MIT $377 Urban 9.331 64.3%
S 2142 | MIT $320 Urban 5,300 65.0%
4 2421 Lexington $149 Suburban 657 2.1%
5 2210 Seaport District $143 Urban 1,231 51.8%
6 2472 Watertown $126 Urban 3,658 19.7%
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7 1730 | Bedford $125 Suburban 375 3.6%
8 2116 Back Bay $108 Urban 17,502 61.6%
9 2140 North Cambridge $95 Urban 7,139 47 3%
10 2453 Brandeis/Waltham $94 Urban 3,251 16.3%
11 2110 Waterfront $83 Urban 5,665 72.0%
12 1803 | Burlington $77 Suburban 792 5.0%
13 2141 Cambridge $68 Urban 9,270 60.4%
14 1460 Littleton $62 Suburban 200 4.2%
15 2111 Chinatown $56 Urban 12,745 70.4%
16 1720 Acton $56 Suburban 404 6.9%
17 2138 Harvard $50 Urban 5,095 54.9%
18 1821 Billerica $48 Suburban 653 4.0%
19 1760 | Natick $48 Suburban 900 10.8%
20 2038 Franklin $40 Suburban 413 11.3%

*In millions of U.S. Dollars
**Households per Square Mile

Table 10 shows how the top 20 neighborhoods for venture capital investment in
the Boston-Cambridge meftro stack up on both measures: the degree to which
they are urban or suburban and the share of workers who walk, bike, or use
transit to get to work. It also compares their density measured as households per
square mile. Of the top 20 neighborhoods, 11 are located in urban areas while
nine are located in suburban locations. And of the top 10, seven are located
in urban areas. These urban neighborhoods are located in downtown Boston,
or in Cambridge near MIT and Harvard. Eight of the top 20 neighborhoods
have densities that exceed 5,000 people per square mile. In six of the top 20
neighborhoods, more than 60 percent of residents walk, bike, or take transit

to work. In eight of the top 20, more than 50 percent do. While suburban
nerdistans still play a role in venture capital investment and starfup activity

in Greater Boston, there is clear evidence of an urban shift here too. More

than half of all venture capital goes to relatively dense urban neighborhoods,
and 40 percent of it flows to neighborhoods where more than half of workers
walk, bike, or use fransit to get to work.

Greater New York

The Greater New York metro is the nation’s third leading center of venture
capital investment, attracting $3.2 billion in venture capital investment,
roughly 10 percent of the total. Figure 3 shows the substantial clustering of
venture capital investment and startup activity Lower Manhattan. Overall,
more than 80 percent of venture capital investment (83 percent of investment

MPI Working Paper Series: Rise of the Urban Startup Neighborhood (Florida & King) 25



dollars and 84.4 percent of startup companies) in Greater New York is located
in urban areas.

Figure 4 reinforces this, showing the enormous concentration of venture
investment and startup activity in walkable and transit-served areas of Lower
Manhattan. More than half (56.9 percent) of workers in neighborhoods that
receive venture capital investment walk, bike, or take tfransit to work compared
to 36.7 percent of workers in the New York metro and just 8.4 percent across the
nation.! More than 80 percent of all venture capital investment in Greater New
York — 81.5 percent or $2.6 billion dollars — is located in neighborhoods where
more than half of workers walk, bike, or take transit to work. A few smaller,
suburban clusters of venture capital investment are found mainly in suburbs
that are connected to the city by rail transit: South Plainfield, New Jersey

($71 million), Bedminster Township ($67 million), Morris Plains, ($40 million),

and Scarsdale, New York ($33 million).

Table 11: Leading New York Venture Capital Neighborhoods

Venture Walk,
Capital Urban vs. Bike or
Neighborhood Investment* Suburban  Density** Transit
1 10012 | SOHO/NYU $310 Urban 41,294 83.8%
2 10013 | Tribeca/Hudson Square $267 Urban 21,913 80.5%
3 10010 | Gramercy Park $261 Urban 42,343 79.3%
4 10001 | Chelsea (North) $244 Urban 17,763 81.0%
5 10011 | Chelsea (South) $198 Urban 46,040 82.1%
6 10016 | Kips Bay / Murray Hill $197 Urban 60,476 84.5%
7 10014 | West Village $194 Urban 34,780 79.6%
8 10036 | Hell's Kitchen/Theatre District $178 Urban 34,273 83.4%
9 10003 | Gramercy Park/ East Village $167 Urban 49,582 82.3%
10 10018 | Garment District $133 Urban 9,519 86.2%
11 11201 Brooklyn Heights $125 Urban 16,415 80.8%
12 10017 | Midtown East $78 Urban 33,634 85.8%
13 7080 | South Plainfield $71 Suburban 949 4.8%
14 7921 Bedminster Township $67 Suburban 206 5.1%
15 10119 | Madison Square Garden $61 n/a n/a n/a
16 10032 | Washington Heights $46 Urban 30,788 78.5%
17 10004 | Southern Tip $45 Urban 3,021 83.4%

1 Venture capital is located in several downtown locations where transportation to work data is not available as the zip codes are entirely
non-residential.
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18 10007 | Tribeca/Civic Center $42 Urban 17,423 76.4%
19 7059 Warren $42 Suburban 259 4.1%

20 7950 Morris Plains $40 Suburban 810 3.8%

*In millions of U.S. Dollars
**Households per Square Mile

Table 11 shows how the top 20 neighborhoods for venture capital investment

in Greater New York stack up on both measures: the degree to which they are
urban or suburban and the share of workers who walk, bike, or use transit to get
to work. It also compares their population density. Three-quarters of the top 20
New York neighborhoods that received venture capital are classified as urban.
Furthermore, the entire top 10 is made up of neighborhoods in Lower Manhattan
— one of the densest areas in the metro and in the United States as a whole.
Approximately 82 percent or so of workers in this area of the city of the city
walk, bike, or use fransit to get to work, compared to 37 percent for the metro
as a whole and just 8.4 percent for the nation. Furthermore, thirteen of the top
20 neighborhoods for venture capital investment have densities of greater than
10,000 households per square mile and nine of them have densities greater than
30,000 people per square mile.

Conclusion

This research has examined the geography of venture capital investment at the
Zip code or neighborhood level. It goes beyond previous research, which due
to data limitations has focused on broad metro-level clusters of venture capital
and investment and startup activity. It tests two hypotheses informed by urban
theory a la Marshall (1891), Jacobs (1970), and others (Saxenian 1994; Florida
2002; Glaeser 2011; Feldman and Audretsch 1999; Feldman and Florida 1994;
Porter 1990; 2006): (1) that venture capital investment and startup activity will
be concentrated in much fighter neighborhood level micro-clusters, and (2)
that venture capital investment and startup activity will gravitate to denser,
mixed use, fransit-served locations. Using new detailed zip code data on
venture capital investment and startup activity, we find considerable
evidence for both.

On the first hypothesis, we find venture capital investment and startup activity
to be exiremely concentrated in distinct neighborhood level micro-clusters.
Overall, the top 20 zip codes for venture investment account for more than
$10 billion of venture capital investment, nearly a third of the total, while just
the top 10 account for $6.8 billion, a fifth of it. Furthermore, less than 1 percent
of zip codes attracted more than $100 million in venture capital investment,
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and these neighborhoods account for more than 60 percent of all venture
capital investment. In fact, less than 3 percent of all zip codes received any
venture capital investment at all; and of these, roughly half attracted less than
$5 million each.

With regard o the second hypothesis, we find considerable evidence that these
micro-clusters of venture capital investment and startup activity are located in
the dense, mixed-use, transit-served urban neighborhoods that urban theory
would predict. While previous research identified a preponderance of venture
capital investment in suburban areas like California’s Silicon Valley, the Route 128
suburbs outside Boston and other similar areas (Florida and Kenney 1988; 1988a),
our research finds the majority of venture capital investment and startup activity
to be in urban neighborhoods. Across the nation as a whole, more than half of
all venture capital investment is located in urban zip codes. In New York, more
than 80 percent of venture investment goes to urban zip codes; in the San
Francisco Bay Areaq, roughly 60 percent does, and in the Boston-Cambridge
area more than half does. Furthermore, there are two billion dollar venture
capital neighborhoods in the United States, both in downtown San Francisco.
Palo Alto, neighboring Stanford University, comes close with $988 million in
venture capital investment.

We also find clear evidence of substantial micro-clusters of venture capital
investment and startup activity in walkable, bikeable, and transit served urban
neighborhoods. Across all neighborhoods receiving venture capital investment,
nearly twice as large a share of workers who walk, bike, or use transit to get to
work compared to national average. More than a quarter of venture capital
investment is concentrated in neighborhoods where more than half of all workers
walk, bike, or take transit, and a third is located in neighborhoods where more
than 30 percent do. In the San Francisco Bay Area, New York, and Greater
Boston, more than 45 percent (45.8 percent) of venture capital investment

is located in neighborhoods where more than 30 percent of workers walk,

bike, or use transit to get to work, and nearly 40 percent (37.8 percent) is
located in neighborhoods where more than 50 percent of workers do so.

The findings of our industry analysis are suggestive of an emerging spatial
division of labor in venture capital investment and startup activity across

two dimensions. On the one hand, venture capital investment in sectors like
media and entertainment and software tends to locate in micro-clusters in
urban centers. These areas are increasingly attractive for the broad range of
technical, managerial, and marketing talent required for success in these fields.
A number of studies (Enrenhalt 2012; Edlund 2005; Couture and Handbury 2015;
Baum-Snow and Hartley 2015; Kolko 2016) document the locational preferences
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of young, highly educated, and highly skilled workers who are moving back
to urban neighborhoods. Other research (Florida and Mellander 2016) finds
a significant correlation between venture capital investment and two key
markers of talent: college graduates and the creative class.

Dense urban neighborhoods in major cities like San Francisco and New York
also provide close proximity and access to the customers and end-users that
drive these industries and use their products. Startups also benefit from flexible
old warehouses and loft buildings, which can be reconfigured for various uses
and neighborhoods that are close to transit. On the other hand, venture capital
investment and startup activity in biotechnology is more clustered around major
universities and research institutes, which provide access to the required
technology and talent in this field.

It is worth noting that many, if not most, of the leading neighborhoods for venture
capital-backed startups were essentially blanks slates in terms of their industry
and economic structure. The two leading neighborhoods in downtown San
Francisco, as well as many others in that city, New York and Boston-Cambridge
were essentially older, underutilized in and in many cases formerly derelict and
abandoned urban space where no existing firm clusters were located. In other
words, these micro-cluster grew up over fime in isolation from existing firm- or
individual level capabilities. They were self-generating from the talent and
diversity attracted to and generated by the place itself.

This new spatial division of labor in venture capital investment and startup activity
does not necessarily mean the end of the suburban nerdistans, however. What
appears to be emerging is a broad new geography and spatial division of labor
for the high tech industry in which smaller startups, especially those which draw
on talent pools that are thickest in urban centers, are incubated in cifies. In
contrast, established companies like Apple, Google, or Facebook operate

in the suburbs of Silicon Valley where land is cheaper, enabling the continued
expansion of their already established large campuses.

Ultimately, our research provides clear evidence of a new, more urban
geography of venture capital investment and startup activity that is increasingly
concentrated in fight neighborhood level micro-clusters within cities and urban
areas. It may well turn out that the widespread movement of industry and
people to the suburbs in the middle of the last century and the prevalence

of the suburban high-tech nerdistans that went along with it were historical
aberrations, not the permanent new model that many took it to be. Today,

the locus of innovation and entrepreneurship appears to be gravitating back

to the great urban centers that have been their true catalysts all along.
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Venture capital investment and startup activity are spiky — tightly concentrated
noft just in cities and metro regions, but in distinct neighborhood micro-clusters
across the United States. Overall, our findings confirm that more venture capital

investment is now located in urban areas as opposed to the suburban nerdistans
of the past.
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