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Massachusetts Reclaims
Its Lead Over Texas in
Venture Capital

While the Overall Economy Struggles ?

By Jeffrey Calabrese

Summary

After years of disappointing economic news, Massachusetts welcomed a hopeful sign this
summer. In the second quarter of 2026, the Commonwealth’s startups raised about $4.7 billion in
venture capital, well ahead of the roughly $2.3 billion raised in Texas. For the first half of the year
Massachusetts pulled back in front of Texas, $10.2 billion to $8.4 billion.!

The state’s investor base, universities, teaching hospitals, and entrepreneurs are still a genuine
asset, built over decades. However, a single quarter on a single metric is not an accurate measure
of the economy’s health, and the rest of the state’s economic picture is far less reassuring. This is
especially true given venture capital totals track money invested (inputs), not the resulting growth
in jobs or new businesses (outputs).

On those resulting output measures, Massachusetts lost substantial ground after 2020, and the gap
between its world-class innovation economy and its broader business economy widened sharply.

What is the broader picture?

Massachusetts still ranks among the most innovative economies in the country. It performed
about 7.3 percent of all U.S. business research and development in 2023, one of the largest
shares of any state, behind only California and Washington.? But several measures of the wider
economy have deteriorated since the pandemic, and much of the deterioration traces to cost and
policy choices the state can change.

Housing, health care, and electricity costs are among the highest in the nation and permitting

and regulation add further expense and delay. Massachusetts had the third-highest residential
electricity price of any state in 20243; a typical single-family home in Massachusetts sold for about
$655,000 in March 20264, one of the highest medians and well above the national median single-
family existing-home price of about $404,000 in the first quarter of 2026°; and per-resident health
care spending reached about $11,663 in 2024, exceeding the state’s health care cost growth
benchmark for a fourth consecutive year.®

As seen in Figure 1 below, from January 2020 through September 2024, Massachusetts recorded
the nation’s lowest average quarterly net rate of employer business formation. Further, over the
nine consecutive quarters ending in September 2024 net business formation ran negative by
17,549 businesses, seasonally adjusted (note: the federal data count individual business locations,
S0 a company that closes two sites counts twice; the same standard applies to every state in the

comparison).
m



That is a reversal, not a long-standing weakness. Between 2010 and 2019 the
Commonwealth had the second-highest average quarterly net formation rate in the
country, trailing only Utah, and its decline since 2020 is more than five times larger than
that of the next-closest state.”

The nationwide startup surge of 2020 and 2021 lifted nearly every state’s business base,
so the question is not whether Massachusetts grew, but how little it grew compared to
everyone else. From January 2020 to September 2025, the state’s total business base
(total establishment growth) grew just 13.0 percent, the ninth-lowest rate in the country,
less than half North Carolina’s 31.1 percent and well behind New Hampshire (25.4
percent), Florida (21.5 percent), and Texas (17.3 percent).”

A note on the most recent data. Because business death counts are published with

a three-quarter lag, each Business Employment Dynamics (BED) release extends the
net formation series by a single quarter. As of the Bureau of Labor Statistics’ July 29,
2026 release, net formation can be calculated through the first quarter of 2025, and
Massachusetts has now recorded two consecutive positive quarters: a gain of 69
businesses in the fourth quarter of 2024 and a gain of 519 in the first quarter of 2025,
both seasonally adjusted. However, together these recover only about 3.4 percent of the
nine-quarter shortfall.”

Additionally, revised federal figures show the Commonwealth with roughly 35,000 fewer
private-sector jobs as of January 2026 than it had in January 2020, a decline of 1.06
percent over a period in which national private-sector employment grew 4.65 percent.®

Figure 1. Net business formation from January 2020 to September 2024
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Average quarterly net business-formation rate for all 50 states and the District of Columbia, first quarter
2020 through third quarter 2024. Massachusetts ranked lowest of any state, at 0.06 percent, against a
50-state average of 0.60 percent. Source: Pioneer Institute analysis of U.S. Bureau of Labor Statistics Busi-
ness Employment Dynamics data.
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Manufacturing employment has fallen from about 244,200 in 2019 to about 226,600 in
2025. It declined in each of the last three years, a loss of nearly 18,000 jobs, or roughly
7 percent, even as national manufacturing employment declined less than 2 percent,
from about 12.8 million in 2019 to about 12.6 million in 2025.%1° These are not small or
temporary gaps, and they are indicative of the dynamic unfolding in the Commonwealth.

How narrowis the quarterly venture rebound?

The venture capital rebound is real, but it is narrow and should be read against a A one-quarter
decade of competitive erosion. As reported at the time, Massachusetts companies rebound does not
raised about $5.3 billion in the first quarter of 2026 and about $4.7 billion in the second.!
That restored the state’s lead over Texas on both a quarterly and a first-half basis, but
the lead is far less commanding than it once was.

reverse the trend.
It interrupts it.

As seen in Figure 2 below, in 2018 Massachusetts out-raised Texas by roughly two and

a half to one." By 2025 the margin had narrowed to roughly 1.4 to one, and in the first

quarter of 2026 Texas out-raised Massachusetts, $5.8 billion to $5.3 billion.”? A one-
quarter rebound does not reverse the trend. It interrupts it.

Figure 2. MAvs. TX VC Funding Levels, TX as a Share of MA, 2016 to
First-Half 2026
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Source: PitchBook-NVCA Venture Monitor, Q2 2026. Quarterly figures cited in the text come from con-
temporaneous reporting and do not sum exactly to the half-year totals shown here, because PitchBook
revised its first-quarter figures in the mid-year report.

How does venture capital actually relate to job growth?

These two stories matter because venture capital and jobs are different things. Venture
capital is an input. Employment, business creation, wages, and company growth are
outcomes, and they arrive over different periods and, increasingly, in different places.
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A company that raises a large round in 2026 may not add significant employment for
years. Some firms may grow quickly, but at small numbers; some are overwhelmingly
capital intensive rather than labor intensive (like artificial intelligence); a few become
major employers.

This is not an argument that venture capital doesn’t create jobs. It objectively does.

A National Venture Capital Association study of more than 67,000 venture-backed
companies found employment growing about 960 percent from 1990 to 2020, roughly
eight times the rate at other companies.'® The point is narrower: a dollar of venture
capital is not an automatic dollar of payroll, and the number, type, timing, and location of
the resulting jobs vary widely.

Where is the job growth landing?

Because of this, the composition of the investment matters as much as the total.
Massachusetts venture capital has long concentrated in research-intensive fields (life
sciences, alongside software, robotics, and artificial-intelligence clusters). This is a
core strength. These companies also tend to raise large sums while directly employing
comparatively lean teams of scientists and engineers in their early years.

The national trend runs the same way. In the first half of 2026, U.S. venture investment
reached a record $412.7 billion, but 87.5 percent of all dollars went into rounds of at
least $100 million, and about 86 percent of all venture dollars, some $355.9 billion,
flowed to artificial intelligence.'* Headline totals increasingly reflect a small number of
very large financings rather than broad-based company formation. Compared to that
denominator, the Massachusetts first-half total of $10.2 billion is about 2.5 percent of
national venture investment.

The same NVCA study that documents venture’s job-creating power also carries a
warning for Massachusetts: In 2020, California, Massachusetts, and New York attracted
roughly 73 percent of venture investment, yet about 62.5 percent of the employment

at venture-backed companies sat outside those three states, as seen in Figure 3."* The
state where a company is financed does not necessarily keep most of the jobs.

Figure 3. Share of Venture Investment in CA, MA, NY vs. Share of VC-
Backed Jobs
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California, Massachusetts and New York combined, 2020. Shaded track is the U.S. total.
Source: NVCA and Venture Forward, Employment Dynamics at Vlenture-Backed Companies.

Biotechnology offers an example. North Carolina has deliberately built a manufacturing
hub, now nearly 34,000 employees across 108 biopharma manufacturing sites.®

In January 2026, Genentech more than doubled its investment in a Holly Springs,
North Carolina plant to about $2 billion, a project expected to support more than 500
manufacturing jobs and 1,500 construction jobs.'®


https://nvca.org/employment-dynamics/
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How can Massachusetts be a leader in venture capital and
still fall behind?

Put the pieces together, and a paradox becomes clearer. Massachusetts can be a
leader in venture capital and, at the same time, rank last in net business formation,
because the two measure different parts of the economy. Venture investment is
concentrated in a small number of high-growth companies.

Business formation and private employment reflect the combined decisions of hundreds
of thousands of ordinary firms, most of which will never raise a venture round. As
Haltiwanger, Jarmin, and Miranda state, “firm startups account for only 3 percent of
employment but almost 20 percent of gross job creation.””” Among firms that actually
survive, young firms grow substantially faster than mature firms, and the fastest-growing
continuing firms are those under five years old.”” Further, most young employers finance
themselves through savings, bank loans, and retained earnings, not venture capital;

the U.S. Department of the Treasury finds that only about 0.5 percent of new startup
businesses turn to outside equity such as venture capital.’® Therefore, these ordinary
firms do much of the hiring. Many are also pass-through businesses whose owners pay
tax through the personal income tax. Their decisions about whether to start, hire, or
expand turn on the ordinary operating costs in the state.

That is why a decline in business formation matters: success at the top of the innovation
economy is different than the rest of the business base. To be fair, this does not mean
that policy explains everything. Part of the formation gap reflects structure: a mature,
high-wage economy will start fewer firms per capita than a fast-growing Sun Belt state.
But structure does not account for the outright loss of businesses; a private-sector job
count still below its 2020 level, or the widening cost gaps with competitor states, and
those are the parts within Massachusetts’s control.

From 2020 to 2024 Massachusetts lost ground in some of its strongest sectors, with its
share of the national economy in professional, scientific, and technical services falling
about 6.6 percent in relative terms and its private-sector real GSP (gross state product)
per capita growing just 11.9 percent over four years, well behind Florida, Texas, and
New Hampshire; the state’s overall per capita GSP growth ranking fell from fourth-
fastest in the nation before 2020 to 28th.”® The state’s difficulty is broad.

What kind of relief will reach the broader economy?

This is where broad cost and tax relief differ from targeted incentives. Venture capital
is highly selective by design, and so are sector-specific tax credits and incentives.
They can help preserve important clusters, but they do not change the economics of
operating the thousands of businesses that make up most of the economy.

A broad reduction in the personal income tax rate would work more effectively because
most businesses are pass-through entities taxed on their owners’ returns. It reaches
construction firms, engineering and professional practices, small manufacturers,
restaurants, retailers, and family businesses. Massachusetts has roughly 144,000 small
employer businesses, which together employ about 1.5 million workers, or 44.7 percent
of the state’s employees. Most small and mid-sized firms are organized as pass-through
entities, and a one percentage point reduction from the current 5 percent rate amounts
to a 20 percent cut in that burden for business owners below the surtax threshold of just
over $1 million in annual income.?

A lower personal income tax rate improves the return on starting, expanding, and staying
in Massachusetts. The same logic applies to relief on energy, housing, health care, and

A broad reduction
in the personal
income tax rate
would work more
effectively because
most businesses
are pass-through
entities taxed

on their owners'
returns.
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other related costs, which raise the price of recruiting workers and building here.

North Carolina offers a compelling comparison. Over the past decade it has cut its flat
personal income tax rate from 5.8 percent to 3.99 percent and phased its corporate rate
from 6 percent to 2 percent, the lowest among states that levy the tax and scheduled
for elimination by 2030.2' Since 2020 the state has added roughly 400,000 private-
sector jobs.?2 Despite cutting its income tax rate by roughly a third, North Carolina’s real
total tax revenue grew by around 25 percent from fiscal 2014 to fiscal 2024.22 No single
state comparison is a controlled experiment, and part of North Carolina’s gains reflect
rapid population growth, but the direction is consistent with the argument that a broadly
lower cost structure supports a wider base of business activity.

These costs do more than discourage unrelated small businesses. They keep
Massachusetts from capturing the downstream benefit of its own innovation. A company
may pay Cambridge prices for a small research team and then place its manufacturing,
operations, or data facilities in a lower-cost state. Biogen, one of the original Cambridge
biotechs, is a clear example: its research remains concentrated in Massachusetts while
its largest manufacturing footprint sits in North Carolina’s Research Triangle Park, where
it has invested roughly $10 billion and, in July 2025, committed another $2 billion.?®

Can Massachusetts keep what its innovation creates?

Massachusetts spent decades building one of the world’s great innovation economies,
and those assets are real. But the layer that draws the venture and research headlines
is a small share of the whole: biopharma, the state’s flagship sector, employed about
117,000 people in 2024 out of roughly 3.7 million jobs statewide.?#?® The state is still
generating and financing important companies while, at the same time, carrying one
of the country’s weakest business records since 2020, a private-sector job count

still below its 2020 level, and a shrinking manufacturing base. Those facts are not
contradictory.

They describe different parts of an economy that are pulling apart.

The question is whether Massachusetts can keep more of what its own innovation
creates, and on current cost and policy trends the answer is not encouraging. Discovery
happens here; a growing share of the jobs, plants, and expansion happens somewhere
less expensive. Closing that will require broad relief on the taxes and costs that shape
decisions across the entire economy, not only at its innovative peak. Without it, the

likely result is a widening split: a leading innovation economy sitting on top of an overall
economy that falls behind.

They describe
different parts of an
economy that are
pulling apart.
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