
THE WHITE HOUSE 

WASHINGTON 

January 13, 1993 

MEMORANDUM FOR TIlE COMMUNIIT EJ','TERPRJSE BOARD 

FROM: 	 TIlE VICE PRESIDENT 

CAROL RASCO 

BOB RUBIN 


SUBJECT: 	 EMPOWERMENT ZONESlENTERPRISE COMMUNITIES 

APPLICATION AND A,'1NOUNCEMENT 


As you may know, the President and Vice President will launch the application 
process for the Ernpowennent ZonelEntcrprise Q)mmunity initiative with an announcement 
on Monday, January 17 at 12:00 noon at the White House. We understand that many of you 
will be travelling on behalf of the President for other events bonoring Dr, King. We invite 
those of you who arc not travelling to attend, and all of you arc encouraged to send to the 
event one rcprc:scntath'c from your agency who has worked closely on this initiative. Please 
advi'c Pat Smith (456-2800) who will be a!tending and provide hislber date of birth and 
social sccurilY number. 

Auached is a copy of Empowerment ZoneslEnterprise Communities Application Guide 
and the handbook of programs that will be available to the designated Zones and 

• Communities. We arc all extremely pleased with the application process that we have 
developed and the application materials, including the Application Guide, which is 
particularly innovative -- like the program itself, 

We want to thank all of you and your staffs for all the hard work that has gone into 
Ihe development of the application process and the application materials We also appreciate 
your cooperation and full support of this program, You all are 10 be congratulated! 

As you know, the Community Enterprise Board will be actively involved in the 
selection process, Your first opportunity to participate in this process will be at a series of 
workshops thO! to be held across the country in February, We hope, at • minimum, that at 
leaSI one member of the Community Enterprise Board will atteod each worksbop: A strong 
Administration presence at the workshops will signal our commitment to this ilnportant 
Presidential initiative, We thetefore strongly encourage you to send a representative from 
your agency to each of the workshops, A list of the dates and locations of the workshops is 
in the back of the application, Please have your staff advise Christine Varney, Mark Gordon 
of HUD (708-2690). and Peter Nechclcs of USDA (720-4581) which workshops you will 
attend, 

Again, thank you {or all of your sUPPOI1, 
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PROM, THE NB'C~OPC INTBRAGltNCY WORXING GROUi> ON COlOruNlTY DEVELOPMENT AND 

""0W21U!101T 

I. INTltonttCT:tON 

L. AC~ION·FORCINO EVENT 

Almont one yea~ ago. you toured Loe Angeles after the riots and predicted 
that despite all the media attention and F.esidential fanfare. a yea~ would pass 
and not.hiny would change. You were ri9'h~, Across the country, poor corr.munities 
fr¢m South Cen~ral LA to the MIssissippi Oelt3 are Gcill reeling from a decade 
of declining oppercur-ity and rising social and economic :solacion. We cannat 
hope tn succeed in the world econory or come together ~s a nation unless we 
empower these cOR~unities to joiT. the economic rr~instrenm. The sooner you come 
iOTwtn:d with un a1llpcwet1"'et:t. st.rategy. the !::;etter, ::'he long-t.erm success of your 
eccr~ic p1un fit:d yeur Presidency Nay depend on it. 

Shortly after you took office, SOb Rubin and Carol Rasco asked Gene 
Spe!:lir.g and Bru<:e Reed t.o net up a joint 11f'..cwOPC interagency working gro.. p or. 
corrmunity development and empowerment. We wanted a joint effort 5pa~~in9 
il<cor:ondc and domesuc policy that could look lit every aspect of the ?roblema of 
eccJ":C;'n:\c!Gly d.::.stresse<i urbun and rur<ll areao ~w frot:'. ar:a.':!c1lI!l to C'l1p:ltal ar.d 
::::h.::.ld care to the need for school reform and safe streets. \'I'e brol:.g:tt: half a 
dozen ..gencit:o t.oge,::her to rethink exinting progr/llT1s ar:.d develop a new, 
=~~¥reher,olve e~¥0werment strategy. 

1'or the panr: r.....o months, the policy shops at mm, Treasury, Agriculture, 
Commerce, and OMS have worked with che NEC and ore Ihereafter the Working Group) 
Ort the first !'Itage of that new stt'ategy, eCOl'.omic empowerrn.ent. We set out not 
only to prepare specific proposals that could be passed Lhia sprir~ as part of 
your initial budget, but to develop a framework that c~~ld incorporate other new 
ideas ever the cour~~ of y~~r administratio~" 

'~'he ~nt(!rpciS"e proposal prellf)nted here to :bolder and more innovative tmm 
anything Imy prc!vicl\Is adm:..niscration hao put fo:t'«"ard It will be &upporLed by 
major proposals fcr for cQ",.mun:'~y bank!.) and lttndulg, reform cf the. ccmmunity 
Reinv!;1stment A.;;::: an:.i fair lending, and a major cC11IITlllnity partnernhip against 
crime. While ""e rec:ogr.ize that Congressional realities m'!r.......forc:e us to temper 
these amhitioua propOfials, we ncnethelell~ believe these proposals can be pas$e~ 
into law and will lay the groundwork tor dramatic progress in poor c~llni~ie5 
across the coun~ry. 

3 • ECONOMIC EMPOWERMENT STRATEGY 
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We believe that the economic e~ower~nt portio~ 9f }~ur comprehensive 
community development str.ategy should include four main pillars: economic 
empowerment: zones; t::"ortJn\mity development: bank$; CRA and fair lending reform; and 
community partnerships against crime. This i8 only a portion of what your 
administrnt:ion hopes to accon".plish in poor commvnities, through healt.h care 
reform, welfare reform, family policy, and $0 on, OUr efllPQwerment. agenda is 
meant to tnnximize the rel:urn 0:::1 theae investments, and to help communities 
restore Ch(l basic conditions they need t:o sucoeed, safe $treet:$, access to 
capita}, and above all, r:ew enci exps:.ding businesses Chat; generate new jobs. 

1'his ::,.er:',orandu~ presents detailed options for the economic empcwerme:1t 
zaliee. ['roponalc on eRA reform and f.air lending i commun i ty developrre::Jt ~ar.ks, and 
C0111mun""ty jJp"L:~.et:Ghip aga).usL cr).'!\e will be rraady next week. 1'oget:,er, -::J:ese 
~"01..r pn>pcrmlo move beyor.d the old left-right dchflt:e that tne <Hlsp-er to every 
problc'7l ~o l1'ore £ed-;eral spending on the one hand or more tax breaks O::i the other. 
They oLfer :real opportt:t:ity to real people: a savings account, a reward for 'v;ark, 
accenn to capi:::.al to bt:y a home or to build <J: busine,ss, a cop on the bloc:", and a 
chance to t<J:ke back chei r neighborhoods, 

II. ECON~MIC eMPOWER.\fE~T ZONES 

A. PRINCIPLES 

hI deve:'l.?ping at! economic empowerment zone propos~:'s, we relied on t:he 
basic principles you outlined in your campaign; 

1, Economic Growth: The best urban policy, the best social policy, and the 
best anti-!)Overty policy is a comprehensive strategy for economic growth 

2, Individual and Community Empowerment; '1'00 m<J:ny enterprise proposals 
fecuiO only on improving a particular place, end do little to empower the people 
who live there. Other proposals focus exclusively or. the individual and ignore 
the CQll1lnlln:.ty. We need a new approach that empowers people and improves places 
at the $a1To1~ time, 

;" Dotto:rr,-Up Innovation: No matter hew much we manage ::0 do l-n Washington, 

http:CQll1lnlln:.ty
http:capi:::.al
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the ultimate solutions will come from t.he bottoll'. up, from co;nr.,u:lities and 
incliviuuala willing to help themselves. These p~oposals cha:le~ge co=nities to 
design their owe answers, and reward ::,hem for initiative, innO'lation, and 
r~.sults. Jlc the S3rc.e time, the policies will not onl.y give people 'nore 
QP~lor'.:unitY, bet: inspire the!!' to take more renpo:lsibility f:::.r t:leir OW!l live!>. 

1. Bold, Persistent experimentation: In this area. more than any othe:c, 
thll old answers don't work anymore, and we need to launch a new era of bold, 
persistent experimentation. Reinventing government rn\lBt be an integral part: of 
our ern:erprisc proposals, We envision a naLional network of economic empowerment 
zones that will serve as laboratories of democracy, where communities will get: 
more Creedom to try new approaches, but will also be called upon to demonstrate 
results. 

Thes!~ problelns have been generations in the making, and we're not going to 
fix them overnight. But we enn change the disastrous economic policies of the 
l<lst 12 ye".rs i we can change the face of government in cmmnunities where t:hree 
decade'1 of federal effortcr, ilowever well-intentioned, h<l5 done so litt.le good; 
and we can begin to change the something-for-nothing echic that has permeflt:ed our 
cu:i.ture from top to bot.tom ir. recent years. 

B. Going Beyond HR 11 

During ~he campaign, you pledged to create 75 to 125 comprehensive urban 
And rural enterprise zones. Congress enacted feder~l enterpri$e zone$ in 1987 
but the Administration refused to designate any zones. In October 199-2, lI.tith the 
leadership of Senator Eentsen, Cor.greg» passed H.R. 11, whicr. Eush tr.er. vetoed. 
E,R. 11 wm.:ld have created SO 'e!1cancec enterprise zonas' to be phasec in :::;.ver a 
S-yea!' ?;ledod. tLiL provided for $5(;0 I""".illion v year :;or a broaC: array of 
rederal prosr,,!'"'}] wi t:t:._n t;V! zones in <H:d~tion co tv;.;: inccnt.ives. 

si:;c'1 fLR. 11 palJsed ao xccer.t2.y, we could o::'r.ply send Cor:3"ress t:l.(! same 
b:..~:!.. Bu:: our entire working g::-"OUP agreed that the traditiocal forms of 
enter-prise zones were net effective. We therefore t:ecomrr.ene four [\lajor reforms 
of H R. 11: 

1. Fewer ~onaa with more impact; We'll never know whether enterprise zones 
work if we scatter our limited resources among 50 zones or across entire cities, 
We believe ~ $"1aller number of ente:rpdse zones muSt be more focused, so that 
money ono ('OMhiCment are not spread too thin, At th~ ,gil-me time, we C<ln provide 
some fecler?l incentives to a larger nnmber of commmities to $timulate bold, 
locsl eyperimentat.ioa 

2. Reinventl.ng Government w_ Challenge Grant Process: No amount of outside 
financial help will enable entrepreneurs or lndividuall.l to get ahead if red tape 
or misdirected programs stand in t.heir way. Enterprise zones should be a vehicle 
for streamlining the wal.V<!r process, coordinating government programs, and 
improving Hervices. They should encourage innovacion and reward results. 

3. Laboratories of Chango: N~ Cooridination and 
Flexibility, A hand::el of tax in<:entives and additional federal dollars, no 
matter hew targeted, will never be er:oug:' ;;0 turn a troubled community arom.d. 
'r:H'!;:: ':'6 why Over the lcr:g term, 1!<e :-.ope t::'e real va:ue of these e:npcwer!l'e::.!;. 'Zones 
will be to $erve as trilgr.etn for :'n!)ovatio;: by the puhlic Ilnd !::le privt.te ,s'~G::or. 

http:privt.te
http:Reinventl.ng
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4. Individual empowerment: vJe need to empower individuals as well as 

communities, by offering access to capi\:al, savings il:centivo;:s. end other 
measures tc prOmOte work, entrepreneu;:"si:ip, ar'.d asset building, 

VI. Consensus proposal 

Whilf! the working Group was not unanitt.Cius in all of its recommendations, 
there was enough agreement for us to clearly present you with a "consensus: 
proposal." In ::his part: (pp. J, we sU!;.marize the consensus proposal, (The 
appendix attached at Tab A also provides a brief summary of the proposal in 
outline form). In Part we present to yeu what we believe are the key decisiontl 
made in reuching the Proposal, so that you can consider the mujae options and the 
alternat'::'ve options presented by some w:'thin our working group. The most 
substant'::'lll of :::he "lternatives is a ::ero cost option offered by CMB. 

1. 10 Economic Empowerment ZOnes, 100 EnterpriSE Neighborhoods: T~e 

Nori<in9 Grc'..l? a~reed tl:at greater resourceS should be focussed on 10 ;:;cor:o:n~c 

Empower.ent Zor.es. \'Ie alse recognized. however, the po'litical problems in 
Cor.gress ;..fit:, a proposal l:.rr:ited to 10 places," and we wa.nted \:0 encol.<ruge 1;:1(::&2

i;1;;.oV;)!:::'on i" a larger nucnber of arenr: acrotlG the cOl.<ntry. we thttrefore d'~$~~ned 
a ~;wo~t,;_e:; ,:pproach: 

• 10 Ecor.omic &"Ti.powerment Zonee would receive ti..e fu:'l array of tax 
inc~lltives ana it conomtrated porcion of ::he Enterpr:sr;: sloGk Gn);)t 
;"anding, in addition to partic:l.patiny i::. ::he community policing, GO!lll!lunity 
lending, and reinventing go'.'ermr.ent.-deregulat:o:1 ifl:.tiatj ves 

• 100 Enterpriee Neighborhoods would receive e. few of the tax incentives 
and .\ smaller amount of Enterprise Block Grant. funding, in addition to 
participating in the c~ni~y policing, co~~u~i~y ~ending and reinventing 
90vernmen~-deregulation initiatives 

f'ourty percent of the zones would be reserved fer rural communities, 
including Native American c~unities. At least o~e of t.he 10 8conomic 
Empowerment Zones would be reserved for a smaller urban area. All communities 
would apply through the same challenge grant process at the same time, All of 
the enterprise zones therefore could be designated and in operation at the 
outset. 

2. ChalliJnge Grant ~~ Reinventing Government" Efforts to spur economic 
empowerment;: in depressed ar~as cannot be successful unless governmenr: at all 
levels invents .;l ne.... ·..,ay of doing business. Current efforts are: 

• Short on st.!:<ltegic planning to promote economic developrt\ent oeczLI.t:!le they 
are fragf",+:!:1ceci vertically by J.evel of government: and horizot'ltally by 
program c,f.tegory 0:: entit.lement. 

• ::;ur::hmed by conplex regulations, duplication ar.;i lack of coorcir:a::ion 
t,:·.a:.;. UlscC'..lrage privace initiative 

'tlc prop::'Sf;: to rctlledy these short.comings by runnir.;,:r t.he er:t:..re ec;onomic 
eLpo'>!erment Vrc~l:nm through a competitive, chal:Lenge 'gr<>ot proC.;l;;<;, No i;lpp:'~ct\nt. 

will be el~9itlc for a single dollar of federal ent.erpr~$e support unle~$ ~to 
strategic plan demonstrates how t.he community wi:l reinvetlt i::s:e:f. The 
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challenge grant process is designed to empower local communities to be as 
innovative as possible in their planning. Each strategic plan will be judged on 
its potential for levering the enterprise grants, other federal inducements, and 
tax incentives to enable the targeted area to become an integral part of the 
local region'S economy and to empower its residents to become full participants 
in the economic mainstream. 

The federal enterprise grant process includes five components: 

3. N,ttional Competition. The federal grant process will require all 
applicants to present a strategic plan for economic empowerment--in 
partnership with the affected communities. The strategic plan will 
include, and will be judged on, the following criteria: 

• extent of coordination of local, state and federal programs and 
permits across jurisdictional lines and among categories 

• effectiveness and efficiency in providing services on an 
entrepreneurial basis and providing a regulatory environment 
essential to the growth of enterprise 

• nature nnd scope of tangible private sector commi.tment, 
avnilnbility of insurance and credit, participation of community 
orgilllizations and the non-profit sector, and complementary <lctions 
by .state, regional and local authorities to promote the growth of 
enterprise 

• innovation in building off of existing assets and in leveraging 
both federal programs and new community policing, community lending, 
and enterprise incentives and grants to provide safe streets, access 
to private capital, a more skilled workforce and real opportunities 
for zone residents to promote enterprise 

• potential to enable targeted area to become an integral part of 
the local region's economy <l;nd to empower residents to become full 
participants in the economic mainstream 

• objective benchmarks for measuring progress in thus promoting 
enterprise, reporting results, and making mid-course corrections. 

h. Single Interagency "Enterprise Board:~ One-Stop Shopping for Federal 
Assilltance. To facilitate real reinvention by local applicants, the federal 
government must become equally responsive, innovative and flexible. We 
therefore recommend that an Interagency Council be established with the 
authority to run the challenge grant process and to issue necessary 
waivers. The Secretary of HUD should serve as the single point of contact 
for <111 urban zones, and the Secretary of Agriculture for all rur"l zones-
to field questions about the challenge grant, to provide coordination in 
the Hdministriltion of other federal programs and to process request::; for 
wiliv{!t's through the Interagency Council with respect to non-enterprise 
t:eder.i,l funds and programs. 

c. Enterprise Block Grant for the 10 Economic Empowerment Zones. We 
recommend that the Economic Empowerment Zones receive a substanti<ll 
Enterprise Block Grant, on the order of magnitude of $200 million per urban 
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zone (and $75 million rural zone) for FY 93-98. This will enable local 
communities to craft a wide variety of creative initiatives to lever other 
incentives, state and local resources, and private sector commitments in 
order to build a thriving economy. 

With respect to the new enterprise outlays, we propose an Enterprise Block 
Grant. to be awarded with only four strings attached: 

• Commitment to enterprise and job creation 

• compliance with feder,ll civil rights requirements 

• implementation of the strategic plan without supplanting other 
federal support and 

• success in implementing the applicant's approved strategic plan. 

These Enterprise Block Grants may be used for a variety of purposes, 
including, for example, to: provide self-sustaining loan loss reserve 
funds; leverage community development banking initiatives for 
micrcenterprise, small business, real estate and community development; 
build off of the federal enterprise tax incentives to expand business, 
worker controlled enterprise, resident savings and community investment; 
fJUpport f.or community investment corporations; develop technical 
ilssistance, entrepreneurial, and workforce skill programs; provide the 
equity or bridge financing for major business or commercial expansion; 
build skill training and job match networks to connect residents with jobs 
throughout the labor market; provide matching support, loans OL· gnp 
financing for the work of non-profit community development corporations, 
etc. 

d. Reinventing Current Funding -- Flexibility for all 110 Zones: It is 
critical to understand that the consensus proposal calls for not just 
allowing the 10 Economic Empowerment Zones to have the capacity to reinvent 
government concerning the Enterpise Grants: the core of the proposal is 
that we would give all 110 zones chosen in the Challenge Grant process the 
flexibility to have a coordinated strategy to reinvent government with 
existing funds and existing programS. Thus, all zones chosen -- both tiers 
-- that have successfully come forth with a strategic option would be given 
significant deregulation that would allow them more capacity to coordinate 
vertical program responses into one coordinated economic empowerment 
strategy. Ideally, we would like to provide almost complete flexibility 
within and across programs. The statutory and political obstacles to such 
sweeping structural reform of federal programs and agency operations, 
however, are significant. In the section on decision options. we 
therefore discuss three approaches to expanding the scope of the existing 
waiver authority. 

e. Periodic Review of Results -- Independent Evaluation and Sunset.. The 
Designating Secretaries, in consultation with the Interagency Council, will 
review the progress of each local community in implementing its strategic 
plan compared to its own benchmarks for promoting enterprise. Mid-course 
corrections in each community'S strategic plan will be permitted and, as 
appropriate, encouraged. 
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At tbe end of: -::he fourth <5-~d seventt:. years, the Des ,--gnat ing Secretaries 
wi.ll conduct cl major performance rev.l.CW of each ZDlte, Based on a review of 
the results, t:be Designating Secretary should be authori7.cd to reduce or 
cut~off encerpr.is€ funding and tax incentives for any comrnunity th<1t 1-8 net 
<tchiE'ving renult:s, unless the communlty .revises its stra'::egic pIal'. to the 
sntizf.action of the Secretary. 

TO l~'aYn tr.c lasso:!.:> frell' such ~old, pers~ste;\:: experimentatJ..o71, we a"-$O 
cec~""'"end ~r,at the Nat:"c71al A~ace:flY cf Sc~e:1ces be au::horized c:o contract 
fot: indeper.dcnt evaluatior. of e:}.':erpri-zc l::cnes, A !:ul1 report: ::0 the 
Congr'eslL the Presicient, "od to t:he p>..bL.c should oe made at :;:he end of 
five yeat"$ Bnd p-gain fit t:he end of tne tenth year, follo",ing the decennb.l 
(.el'S1.:$. Our commi t;ment to t.rue laborntories of democracy should be 
evidencGd by a sunset on the enterprise legislation at the end of ten 
years; by requiring new legislation, this will assure COL$ Lder.;;It ion of t:h",: 
lesse,ns leacned from our experience with federally supported enterpriSE 
zones" 

LIST OF SPECIFIC TAX A.'D INVESTMEN: PROVISIONS 

The ::0 Ecor.o:n~c Empower1'l"er:::: Zo;,es "-c~.lo e",c;-, contv.i;;. o:he '::ollowing tax a::H::. 
ir.vestr,e:-:t t;;,ctlr:ti ves, 
'Sxclusively ;:'or 10 l"i:cnr.;x;,i:: £:mpcwc;::ment Zones 

It.-VESTMENTS 

n Ent:1!!rprise Bleck Grants ($100 million) 
o COTGunity Development Banks 
o COf!'fflunity Pel: 
o Coordination F;exibility w~th 3xistir:g ?tlnds 

o E:iucatio:1 )!r:t:e;::p-::i2c F'J:1dB 
o El~9::bili::y ter Par'::' cipa::~cn ir: :::nClovat-=-'.'e !"edel'tll 

EMPLOYMENT 'fAX INCENTIVES 

o Employtt'.ent and Trailung Credits 

Cl A n',ulti~yel)r ETC for employers located in the zone 

Cl Target:ed Empowerment ETC t "TETC") for employers 

o An ETC opportunity Card tor prospective employee. 

CAPITA:" ~NC::1:NTTVE:S 

o In.cr<';asea property expensing ::.::der Sec::2-cn 179 
o Accelerated depreciation foX' all invcst;:;ents in tar:gib:;l prcpert:y 
in the Zone" 

http:encerpr.is
http:authori7.cd
http:rev.l.CW
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o Tax-exempt Private Faeility,Bonds 

accelerated dep;n~ciation investments in tangible pr:oP~l"ty in the Zone. 


~~POWERMEh~ ~NCENT!VeS 

o 	Resident community Investment Corporations (CICs) 
o 	 l'iCu:i-;er ;:o:ttroll~d Eccerprises (WeBs)" 
o Residertt EmpOwerTI'ecc Savings Irz:antivE<s 

Q Expansion of the Low ::ncome l-lo!..c:..ng Tax Credit: 


10~ ENTERPRrSE NEIGHBORHOODS: 

HNESTMENTS 

o 	 Enterprise Neighborhood Grants ~- $5-10 million 

{Only for the 100 Neighborbood Enterprises) 


o Eligibility for community Development Banks 

a Eligibility for Community Policing 

o 	Coordination Flexibility with Existing Funds 
o 	 Elig] bi :ity for Education Enterprise Funds 
o 	 Ellgibi:ity for pardcipation. in Innovative federal Sxperiments 

EMP40YME~T ~~AX INCEh~IVES 

None 

CAPITA:::" INC1~NTIVES 

o Tax-exempc Private facility Bonds 

accelerated depreciation investments in tangible property in the Zone. 

o 	Expansion of the Low Income Housing Tax Credit 

EMPOWERMENT INCEh~IVES 

o 	 Resident Empowerment Savings Incenti.ves 

BRIEF DESCRIPTION OF ZONE INCENT!VES: 

1,dcLt:'cnal Tax :"centlves mid O:.:her Ir.ducemer.:::s :ear ::1\!; 

Ie E(;oncr·~ic Smpowenl'.e!1r:. Z:mes, Tux ince1:::.ives sr.ou:d he desigl:cd tc p,'omo::e ::he 
(.!rent:.on of :1eW enterprise L1 ::;he zone, to encol:rage t.he expanSion c[ ",xis::ing 
zone business, to increase employwent of zone resident.s, and to empower zone· 
residents to work, t.o save, and to build their own Acsets anil enterprise. We 
recommend offering the following additional inducements to the 10 Economic 
Empowerment Zone's: 
273 4047 

Capital Tax Incentives. (10 Zones only) We recommend a cost recovery approach 
that; is designed <:0 aid enterpr"ises which employ a minimum of :is\ Zone residents. 
The proposed cost recovery includes two cowponents; 

*' i:1cre.ased p::oue.:..ty expensing under Section l')9 for qualify::..ng i:1vestments 
2:1 deprecl<lble properc.y, a;) ::0 .? $'15, CO;;; cap, phaSing cm:: for larger 
i:1ve$,;ment$ a:bove $30::,000) 

http:rent:.on


• 	 ~:£!Wt!:!!!;.££!..!l£f~!E!l!!;l::m. for all investment:.s in tangible property in the 
Zone. 

These cost recovery proposals complement the tax. incentives contained in 
your proposed budget. They will provide substantial incentives that will be 
particularly valuable to starting or expanding micro~ent~H'prise, small business, 
and community-base-d firf1\s. 

Employment. and Training Credit3("ETCs"}. ao zones only) ETCs provide an 
ef:ecc.ive ~Olan3 of lowe.rir:g the cost. of :ici:l9 business fot: <:mp.ioye:"s ar.d 
providir.g irh.:e:'!tives for I:ir:'og 2000 :'eside:1~tl, \~e recc!tm'~nd a.llowir::r each 
employer to l:l'lk(~ tldvantage of 

• 	 " ml11t~-ye'lr ETC" :or e:::iployers located in the 7.008--25% of the first 
$2C,000 or eath zene resident employee's wages and q...alifyin£ exper.s<::s fel" 
eciucat~on aLe. trai!)ing; ~ 

Empowere.ent credits -- £mp:oyment (Ie zenes. only); a t ..... o~year Targeted ETC 
i"TE:TC~1 fen: employers, whether 01" not locat:ed wi:;h:C!1 the ..one-- 20 \: of the 
fic!!t $12,0')0 in the first year and 10% for the fin;t $2<;:,000 ir: -::he s€:co:ld year 
of each ZO:l8 resident employee's wages ane qualifying eXpen$e$ for eoucation and 
training, 

The TETe has ~ndependent empowerment value for zone re$tdents because it 
provides dl.~m wit::h a bouncy to join the economic mainstream wherever jobs can be 
found in th.~ labor market.! In addition, we also recommend experimenting wi th 
an alternatIve to the Targeted ETC· provide the prospective employee with an 
incentive for getting and holding a job, whether through an expanded EITe awarded 
with each paycheck or through a bonus voucher to be cashed with eu-ch p<lycheck'. 

These tax inc~ntiveg are meant not only to encourage employers to hire zone 
resiu0r::ts, hut to empower re$~dents to seek and obtain jO::'8. h've::y zor:e reside::t 
shall :Jet an emjmwerr;ent card 1:: the IIml: w~1ich they can present to a pr:;.spe.::::tive 
ewpployer to (pal iFy :'0:: t;b? t.ax credit ..'Y::'e narn.e C;;\1:;:} will allow t!::ell C;) cpe:1 a. 
£w.virgc, i.l!:;C~n:"lt nc; the lac1li erc and f! checking <lCCOQ!lt $t ':he nearest COB, 

Additional Etnpowerment Tax !ncentl.ves We wilnt to empow~r zone residents to ow:;. 
a piece of !~!'!eir co-:'r.:.mi:::y and have a stake in t~c place where they work, 'i/e 

:::,ecotn1H.:nd interest exclusions to s~)".lr inves:::menLs in Cctnmt.:r.ity Investment. 
Corporaticns a:::'Q Worker Controlled Enterprises :or the 10 Ec.onomic Emp:Jwenr.<?at 
Zor.es. 

• 	 Resident community Investment COrporations (CICs) , owoed Sit by zone 
residents, could be spurred through interest exclusions. This will 
empower eICs, for example, to acquire and develop land, to purchase 
~ an~ Fiber Optic cable serving their communities, and to 

1 We do need, however", to distinguish this incentive frOm the 'l'<l.1:"geted Jobs Tax 
Credit, whel:e certification of eligibility in one of the 10 C<l.!;egories by DOL h3$ 
too often operated to stigmatlze prospective applichllt:S as inferior. in the eyes 
of too many empl(,yers. An education campaign for. prospective employers may prove 
helpful with cespect to t::he Enterprise TETe. 
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parc::tcipate ful::'y i::1 new it:forr.ation neLw::>rks. The eIC prc"'ides a 
way fot" zone reside::c:s to "I:::.:;...-.es-::ead·' assets d::C to sair: ccnt~ol of 
cJ:eir eco!:1omic :iesticy. 

• 	 wocker Cc;)troL.ed Er:t:en)rises {\1CBs) , owned 51 % by zone residec1.: 
ernpl;;)yees, cou.. d also m; spur:::ed througb irlterest exclusions. 
Ir:t:en,,~$t 0;', :"oal1'il rnadO! to C;;Cs for Flrcbase of 1u<'.lifying zor;e 
t:0ng:.ble iisset!;; c01;.ld .be exc:'uded from I;axation to t;,e ~ender, 
Interest 0:: loan;;: 1:0 permi';; :resident workers '-0 star::, acquire and 
expand ,weBS would also be excl'!,.c.ed f:com t{l.xation to ::he lender. 
W:.th fall di.sci,om;rc, worker -cor;r;:rcl, annual l.'¢pcrting 0;: ir.dividual 
Sharf! values to each zone sha:t:eholder, ",nd deL¢r:C<ll of taxes until 
sale of .shares, the Shareholder Association or each such weE would 
8tnp0\<ler resident employees witr, a full Dwnership stake in cheir own 
businesses, while eliminating the abuses common to ESOP',s. 

Both of these t'Ompowerment incentives will be enhanced by the availability of 
access to capitnl provided by the new federal community lending initiative. 
Mot'eover, loans will only bo made when an ind<i!pendent, thi:rd party lender 
determi:\es that thc proposed investment by th!] ere or \,lCE is likely to work, We 
hel1-eve that these cmpOWer11lent incentives. .\'Ire core comI?onents of the new 
di!'Gctiol1 that you are chwr.ting,~ 

a, Resident Empowerment Snvings Incentives: (all zones; ThiS 
iJtakeholdel' m.\'lkes thiS en::erprise zone plan liniquely different from 
:: radi tiona1 enter.prise 'Zone r:r:::posals. A 50 {Je:rcent erej,; t would be available 
foe & cont:ributio:l ':Jy an employer, COI"',mt:t:lty Investrrer.t Ccrporaticn, or Wo:r::ker 
Controlled to a Def:"'ned S5vir.gs Plan! "DSf"') on behi'}:.f 0: employees cr 
me«tbel's w1'.o are ZC::'le resider.t:s. Participati;;g Zone ::eside:lt.s cou'';'d also 
cOJlt.;;"ic\,::.e ::0 the :JSP on a :;:ax deferred basis. ::hese sav~"S$ t;:.>tJ':'d rH;t; h'i:r..drawn 
(or bc::::owed oru wi::l::out: per:.alty :::0 ps.y for ed'.lcatio:._ pu:::;:~asl.l19 ". ~.Lt-"c::: r.O::lc, 
or star::.icg a sr.all business, Thi.s wi 11 frc-vi.ce the first prov~ng s-:::-m:r_ds for 
l.:np:eme:,.::.ir..:r yC'J:: pledge to establish I:.d:.vidt:al Cevelof":,,e~t Acc:::.mt.s ::0 e~powe:,:: 

low~iJcome A::teriea:.s te taKe the first. a:.epc ::oward econ:::r.ic se~f-s"..:fficiency. 

b. Tax Exempt Private Facility Sends: fn:l zoces) 
In c::c:t!r to prewote invest-went i:, b1Jil(~inlJs, plant, «cd eq",ipwent, all Zones will 
be able to exer;pt 50% o£ private facility ho::\o$ f,om St!<te caps, "nd tl:ese Zzme 
?ncility Bonds will bd excepted from the Becdon 265 bank deductibility 
prohibi tior:. Each p::ilTlUry user (e. 9 ' ?! bUHinese f i1.'w) wi 11 be limiced CD $3 
million in anyone Zone ano a t.otal of $20 wil1ion across ell Zone's. 

c. Expansion of the Low Income Housing Tax Credit~ (all zones), A11 
zunes will be viekled dB n "diffl.cult to dGvelop" ilrf;'$ for purposes of increasll1:J 
the Low Income Hout>ing Tax Credit to 91 pen::eru; of pres!';ot value rrcm; 70 percent 

2Thcse 	 tax ,LDcentives for empo....ering zone residents to become full scakeholde:r$ 
in shapJ..ng their own enxerprise destinies are new and largely um:ried. Treasury 
counSelS that their impact is uncertain, Treasury is s 1 so concerned that t.he 
bel.c£lts ·..i1l l1eCnle primarily to m:t::si::le investors :rather thzn tr:e zone 
residents. Treasury therefore proposes s modi:iCl1:::t::m; to limit trcese twc 
interest ex::luzions to a Z:;ne Empowerment. Tax-Exempt EO!1ci. W1\iC:1 would ce 
exempts:} frcm ':.he caps or; state and 10c3,1 bonding author~::y. 'l",)io wou;d .,110w 
:or a pub::'i;:; ~ond;;..ng auu::;;r':'t.y ::0 re-.;iew t;1e traf}cact:O:1 co 1\$$),:re that the 
ber.eflt.s are s:-:ared wit:!: the i:1::ended benefjei$ries 

http:econ:::r.ic
http:l.:np:eme:,.::.ir
http:frc-vi.ce
http:S5vir.gs
http:excl'!,.c.ed
http:Cc;)troL.ed


of p.:ese:,.:: vn:ue. 

d, Comrr,unity policing, (1,-:; ZC':1es and mar,y 0: :;r.e :0;) zor:es; hll 
z~nes \dll be e:isiblc ::or ad1i.t:ior.a' st:pf:c:"t for Safe St::eets frorr. c!:e $500 
:n::llio:l of the FYs 93-94 base.':ine Enterprise funoi!!g rese;;ved f~1' mee:;ing yeur 
pledge of 100, (l«0 add:::.tio:1al cops on t:,e beae. 

G. community Lending: (all zo:lt:s) All Enterprise Zor:es will be 
eligible to pn.rticipate in your community lending initiative. in order to access 
private capitvl and fJnancial services Each IIpplic0nt muse demonstrate in its 
strategic plml how it plaps to do so, including to finance eTC's and WCE's among 
other enter?risea. 

f. Enterprise Neighborhood Gra.nte: :100 Enterprise Neigbborhoods) 
All zones will be eligible for s:ralV!:r Er:t:e'pr.ise N.;:igl::bornood Grants, Tb~ 

grants for "llrban Enterprise Ne::.ghborhoool1 would nmge fco:~ $.1G !(llllion to $15 
mi:::c::l dollars, Tl:is gra:J.:;; would defray t.he COHt.S of: p:'an:~lr:;J ?no. $!;;art-up, .(;.<-J 

~:e':'=- as pro,jlde 2 si:::n::.ficZ'Hl:: fund fer ente,p.hH:' neighborhoods tc lever r.ew 
in_tiatives. ,,"e are a~so confide::::. t.ha.::: :;,t.:1Y foundation!;>, ':r:.iversities, non
prci'it COlfim'Jn:.ty groups anc others will step forward L::> assis:: at':ec-ced 
cOTY.r'.uni-cies In developJ.ng a strateg::.c plan, 

g. Eligibility for Partioipation in Innovative Federal 
Experiments: (10 zcnel; and many of the 100 neighborhood ZOnGA) These incentives 
are only a (irst step. Empo\vermcnt zones will open the door to u [lOSt:. of 
innovative domestic and economic initiatives by the pl1blic and pcivlJ.te s,~ctors. 
Under Lhis :;;roposal, we will have 110 communities a.CTO$$ the country cC;lllpet.ing to 
prove what ''''orks and vibat doesn't. Each zone will alf30 be eligible to compete 
through the enterprise challenge grant prOcess fo;: a vari(~ty of special 
dernonscration grants offered by diff<;J.rent. federal Agencies. E~ch demonstration 
will be related to proJl1oting enterprLse. The hallmt'H'k of each will be II 
cha11er.gc to:: t~e enterprise zc:-.e appUcunts ::0 show hew t:.-tcy p:::opose t8 shape and 
to imple:":)ent t~e ne..: initi()t:!.ve in the cc:,text 0;: tt:e:'r owe. st:::ategic F~an. T~.e 

respec:::.ive .3ecrec:ar~e$, ie cccperatior: wlt:. ~:he Interage::1cy ::.'o>.1ooi1. wi:: 
desiSt'.<l::<ll t;,e wir.r.ers based en :::.he merits of the app,::.can::'s plan, provi.de a 
.s:i:1[;'l<;> po.'.nt c:: C'or..tact for waivers. "cd. tCIJJ,e .. ;>:::091'e;)8 based 0;-, resu':'ts not 
reSl.:.la::.:.ons. Sever-a:' of :::he AgenCies be':'ieve that th~$ e::::erp':'-J,6e prCJ-pcs2..1 
provides an excellent chal:ense gra~t prOcess and a nniqt.e p":'fttlorm to try a 
nJm:"er of significant. :l€W policy appro3cbcs that may also c::ntyibute to tne 
economic re-dval of distressed cO\rJl',-,.s1.it:les and Jobs fo::: the.:.r residents. 

For example, DeEd has asked to inClude and prvvide funds for it 

comprehensi-J"e Enterprise Scbool Ccl"tl"l'\\1rit;iec to implement the NAf;.ional Eciuc;:n:ion 
Goah;; .i a Qrder to promote enterprise in tbe zone _ DOL and l1}hS have 13$10 
requested that a variety of demonstration opportunities for: such local innovation 
be included in t.he e.nterprise challenge grant process_ school to-work, 
apprenticeship. welfare-to-work, unemployment-to-work, and drug prevention and 
relu;bi 1 i.;:&:: 13TI- to-work inicint:'ves. HUD and Ag:t"icuJ u . .:re will ?llso make nva::.lat le 
si,nila: opportunities fo~ local innd'.'aticm, inclUding, fot"' 0:xample, S0:ct;ion 8 
vouch<Jrs ;"!ov:.ng to Oppo~t\:.r:lties, HOM"C and Youthbuild '1'h0: hHmb0:1: of: zones 
::hat will b'1 ab::'e ;;'0 pa!:"ticipate in 2DC:: ciewor,stration will vary by federal 
in::'.tiat;ive, but: t;.::'e pr:::spec':s .are e.xc€llent that th~re ·.,.i11 be a c'Jb.;;:::anc..HI.::' 
nll~.be~ of ::l~ese l:li::iat:ves aV_3.ilab::"e to ::-h'S.ny of tht?: zones, 

Budget. Ir. ;.. Visio::1 of Char.ge, there is $4.1 bi::.lior: in tax expendit1;;.t:ee 

http:c'Jb.;;:::anc..HI
http:provi.de
http:initi()t:!.ve
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desigr:ated for enterprize :zones. Tte consensus proposal reaches for $6 billion 
by c:,sir;g Sl billion that is currently ::n the oo;:H~line :or enterprise zones, and 
$900 million in "contributions" from exi$-;:;ing HU:) and AgricuJ.ture programs over 
the five-year period, F'l94-FY9IL T::is derives from thiol following budget 
authority: 

Source $ in Hi 11 ions 

Tax Expe:1dit.ures 4 1 

1 0 

H:J:: a"Q AC, CO!ltri.butiOrt$ .9 

~rom currently proposed 

B'cldg e :': s 


Total 0.0 

'tJhile under t.he current budget. proposal, al.:. oi :::.he $4 1 bLlioll goes tc 
te.x expendltures, the consen"!u5 pr::Jposal wc:.;ld t.r&;)sfec $1 hill ion t.o t.he 
-investment side after the dlsc:'eti,:ma::y caps are lifted after FY95. This would 
then mean that tt-.e $6.0 :!:;:tiLi.icm 'c:ou':'d ;,e ever.ly it between t,IX incentives Dod 
funds for the Er-,terpr:se BlOck Grants. [Note that $500 ffi.111ion of the fY93-94 
Bi1.seline amount ['.as a2.t'eacy :Cee:-. tl'U"£!e::ed for ccps and commurn.ty policing -
l,rhid, can be used for t:'e Economic EmpowermeLt: Zones. 1 j 

We believe 1:['.a:: the final to::al of funds dedicated ::0 the SCQnomi:;: 
E~powerment ZO::1es and Neighbor E:nterprize Zones wIll be an:wter ::han SG ::;"~llion 

The reason is t~a:: the Jepartmer:::s will want to target: portio71s of thei~ l:eW «nd 
exis::ing prcg:rams to the zones, so that they can be part :::f t::io expe:rimen::, and 
so ~I::at they car: see how diHerertt mOdels 4)£ t:leil:' ini.tit.i{ itve w:::uld run in a 
reirvented and ir:.n;:;v2t i ve sy:'Jtem. The Agan::; us h&ve tr:'?re:ore req'.lElsted c:he 
o??ort:unity to provide funds from thei~· 0"'''' b'Jciguts I:,. arde::: :;0 01n::c'.lxa',?e local 

J In the consensus proposal, we: have :::reated th€ $4.1 billion re;lerve:J. for ttlX 
!;:xpenci';.tures in FY's :H-95 as also ave.ilab:e for :::'.1tlays for cntc,:'p,i.,$e gr<lrtt,s, 
111 part'iC'.ll?r, the consensus proposa: i::cudes $3 0 billion for t<:l:X exp<,:,nditllr$S 
ami applies the $1.1 8illior: ::lifferen:::B ':::::> encerpric<! grants. 

, 
Any such shift from ::.ax expen:iit<..;.res to enterpr1.se grant expenditu.re$ can be 
accomplished in o~e of t~ree w~y$: 

-mai-;.r:; «FF:!:'opria':e revisions co C'JX budget requests and the new cnps for 
di$cl'c>;.:.:::nBry spendi::1g for FY' s 19% ~S<8 

_ crea':e ~n 3r."Ccrprise Entitlement Expendicure on ~:he mar.dntJry side of '::he 
~::cge:::, inch~c!ir:g eoth tax and cllter:prise grant Qxpendit-1.1r:es 

.. if a request is going to be made for a ralse 1.[:; '::hB disct"etioDary t;:ap for 
ot:::21el' investments, :l'aise the reqc;csc. by ~he $1.1 b:::.::'io:: amount, 

Under <lny of the th:r:ee alternatives, t!'.ere would be r.2-::n~rea$:e in to:.:al budget 
i'rl1tho-,;it;;y. The fit':';:t option is most ~Iich~n tr.e control of the Administration and 
lnvelves the fewest political or budgeting q'.:e8t~oDs 

http:expenditu.re
http:enterpr1.se
http:commurn.ty
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communities to respotld through the challenge grant process with innovatiVQ 
demon$trat.irms in the 2cnes" {The appendix attached At Tab 13 provides a lis::. of 
:;t:e types of d:.allenge deMonzt:rations now beins considere1 by the Agencies; . 

B. ALTER~ATIVE OPTIONS 

Option 1, 25 1:0 50 Major Zones: Secret:ary Bentsen is concertv::d that Congro:;ss 
will .oot: [<cl'Jept: our proposal to focus more Ot the federal .;;nt:erprLse support on 
1 0 ZO:le~J, while prov~:ii:lg a les.ser artount: of federal enterprise s',1pport to ,.00 
zcnes. He the:::efoce proposes a"total oE 25 ;::0 50 zones which wo:.."ld be se;"ect<;!'; 
ove;:: ~l;e next five yea::-s, l..e., 5 to 10 pel.' year. A1::.. zor,es ..c'-.lld have the same 
"'";;ix of ::::ax incen::.ives as in the com:;ensus propcsal for the :U) lkonomic 
E'rr:PQwcrment Zo!,!es, but the tJmovr:.t cf ~he Enterprise B:l.ock Grant. Ilviu."i.able [or 
ei'ch Zone w?uld be reduced if more thon five zones per year were designated. In 
addition, the proposal would cost substantially more after all 25 or SD zones are 
up and YlJrming in 1998 Treasury believes that. such a proposal ·,,;ou1d more closely 
resemble Ltc·:: corpromise reach,,::d lnst fall,9:-.d woul.d he :::ore readily kece~vod i::; 
Cong::es,:; 

Option 2: 1) Ecc:lomic Ert'.po''''er~ea::: Zone and 1:)0 Neisr.b8rhccd Zones; The workins 
group helieves tha::. we will never know the success of enterprlse zones if we do 
not conccntrate resources on a small numbel'. believe that Congresn is ready to 
welcome your leadership in proposing a new approach. We believe that the 
consen8US proposal is consistent with budget constraints and PQlit.-ical realities. 
We thercfor,;:: recommend tr.e. consensus Pl'opo':";!.l. 

2.!tElanket" va, "Incremental" ETC: The ETC ca.!) be applied ::0 all 
2C:1e res~de.,t employees ("Eln.:lKet ETC"; or be n incre·::,,mtal," i. e., appli::able 
only to :ncceases in employr:e:l:: of zone residents (where ::otal employ:::ent also 
increllses) 

The Incremental ETC costs substantial1y less -chan the Blanket ETC and is more 
eff.ic;ef"j~ in rewarding expansion in emploj"lTler:c. To prevent subl':ti~!J':;.l.On5 of 
~){itltj;:g employees f?r lOo"e residents. ',;,hi8 credit could be based or. increases it', 
tota1 .);np~?·(";;".ent ard en {r:cree.ses in ZQne ::esident o;np':'oymet:t t;em a st~ted DDse. 
'Yet, "-:.t:e Zncr"e!1'.er.c:"l ETC wou~d ne ",','.".1<::: ~::>re diffic1~1l;; fox emp':'cye!:""$ '<:c "tn"lderf:rta;.d 
and would cnvclve much more paperwork. !t also wo111:5. disadvanlage eXJ..scing ZQ;)t" 
businesses, which will recelve credit only for expamnon in employment, while 
businennp.s that: ill'S new Co the Zone would receive c:t"f'Odit for all of their 
resident employees. 

'i'he cont: of the Blanket ETC will be curbed by net excendir.g ~t. to non-zone 
resioev;: G'l'>ployeen and by phasir.g it out after t';:.e se'.n::nt:.]:: year of the zone. 
HcWevek, the Bla!'.:~et ETC t:as ctr.er disadvantages. The nOl".-reside!',:: exclusion 
Ci"ea:;e$ elf\. Lncer-xive for employers to substitute Zone residents for nonwres:JJ:er:c 
cr',ployee$ ,. which :r.ay 'have unpleasan::: ramifications., The Incrementa"i. ETC avoids 
this problem by h;ing tied to increases in cotal employment:. 

The Wo;:king Group narrowly, but unanimously, recornmencis the Blanket El'C 

3, Federal Waive1; Authority for Exiating P!.""ograroe: [\ part~c'-.l::'arly 

::h~:rny prob1e::. fcr our proposa: ·to reinvent governwent ~s ·::;a!:egorical r;.ature of 
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«',}}"y federal progt"tlli,S and the limitations on our abillty to prov1.ce waivers both 
wi::hin and i:!ecween €lxLsting prcgl"amS, Time and again, mayors <1no governors nave 
complained that;: r:hey would be in a bette:c pcsl.tion 1;0 rn.eet.:. our ent:erpriOJe 
objectives if t:hey were freed 1.:.0 deploy exiJ::ting feder<ll programs ilnd resources 
to implement t:heir own strntegic plan. which will be reviewed, approved, and 
monitored by the Designating Secrecar.y on beh<'ilf of the Interagency Council under 
our proposal. Mayor Daley has submitted 11 per~l\,lacive repOt't on the burdens of 
the regulatory federalism that we have inherited. Although we propose to 
elimlnate such burdenoome strings from the Enterprise Block Grant Funding, 
deregul<l.ting eXisting tederal programs is a monument."l task. 

)ole believe there are at least t:hree approaches to providing greater 
flcxibility and responsiveness wit~ respect to existing federal programs: 

.. pilot RCgulatory Relief seek immedi.nte cong::'ession.nl approvalu 

authority in the Interagency Co,mcil to issue general waivers, both within 
and across a specified range o( programs relev~nt ~o promocing ente~prise, 
.in each zone 

• Broader ~niv~porit~ -- seek legislative aut~ority for the 
secretaries cn the Interagency ~ouncil to develQP criteria for general 
waivers within spec~fied progra~s and greater assistance in coordinating 
~cr¢s~ programs 

., Adminiscracive Budgeting beginning wich the F¥ 95 hudget. request.H 

increase the Enterprise Grant by an agreed amcunc and seek lower 
appropriations fr~~ a range of existing programs 

The first approach is most in keeping with Our basic goal of reinventing 
government and would be strongly aupported by the mayors and governors, if not 
also cor;munity grouplL It will require legislation. fie do not. know, however. 
whether Congress would be as willing to go along wit.h such a r~dical 

restructuring. It wight also g~ve pause to some of t:he secretaries as t.hey work 
,<,"i;;h you to wake plans to initiate new nation".l program!;, 

Tne second approach will p::ovide $ubotantial Oexibility and responsiveness 
compared to the current situation, To be effective, it Will also require 
le:gis:atio:l; but Congress will be :."ec(!pcive to such narrower statutory '",aiver 
au::h~rity as a part of th.oe e!)~et'prise packnge, With occasional Whlte HO';lse 
ir..::erventio!) ~o p~solve '":lajOl' policy disputes, the ~signi)ting Secret.aries, 
work::.ng i:'l >;:;ooper"tio:; .....~th the :nterage::1cy :ovncil, could 

• develop reasonably genera: 8:1d flexib~e criteria for ge:1eral waivers 
..... ithin 91"091:11",:,,$ 'E!i coorcination of efforts ",erOS$ prO<Jram$ nnd 

• previde <1 single point of ::;O:T!::act for all npp:ical:t.:l3. 

Fina-"--"-y, wi-:h t:ha Goaperation of Congress and the applicant convcitwents, WI\: 

believe tha= \"{fa alBa could pr'o<;;eed to implement, the t;htrd appl:oncb heginniJ1g with 
the lJ1.1dgr.:t Eor FY95 ill order to provIde even more r:lcxibilll:y. by thnt time, W~ 

should algo be 1n n better position to determine whethex.' ;1 more comprehensive 
"reinventin9 gO'."~rnment" initiative baoed on waiver.u hcrOGO prn~.Jr:11m$ or a series 
of croGG-cuc.ting challenge grants should be proposed for n vn.l.·jet:y of existiug 
programs. 

http:work::.ng
http:cong::'ession.nl
http:prov1.ce
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We do not make a firm recommendation, As a ~art of the proc::ess of working with 
Congress to il1"plement whatever enterprise proposal you choos~, we believe this 
JT.ay be 1'10 issue t.hat should be explored fully with Coogress and the constitue:1CY 
groups, 

4. No Cost Alternative: OMS has reservations concerning the use of 
<lny tax incentives or J)ew Ente:r:pdse Gro;.nts. OMF! (lr~]\.les t:hat tax incentives will 
not be very effective in st:imu.1ating new business development and jobs in 
distressed areas or. 1-£ successful. will be too costly ~o be widely replicated in 
other Areas. Or they fear that enter.prise zone tax incentives will draw 
employment from other economically depressed areas. 
1n addition, OMS believes that committing substantial resources to an Enterprise 
proposal before we have had time to think through and develop a consensus on che 
Admlnistratior.'s urban and rural development strategies is premature and, given 
general budget. constraints, may preclude any other major initia::ive to help 
cit:l.es du;:,lng your Administ:::'<'Ition. 

OME, therefore. proposeD: a "no cost" option whAcn, in ~ts view, ",eets your 
Ct.H"PLiS.F' promloe to ct:e"te et,~e:r;;n:ic,~ zor.es while p:::esurv:n9 the oppo:::tt:,;i~y to 
uc~ the ':I±SOUiX:1±8 o.:iginc.lly cor-.mi:;:;,;:d co .mterpr~t,le zones to fund ? rna~or 

urJ:1<":n/:::.:.:ral deve:oilment or welEere l:e:'orm ".niti;;.t:;~ve later, 0:.'18 $ c?~io•. wou::":I: 

• 	 {::rcvide no, or min:.~,al :':ax incentives: 

.. 	 provide no new spending' for enterprise block grants; 

• 	 concentrate, in a small number oE zones, discretionar/ resources from 
existing programs (~,any of which are substantially increased by the 
proposed budget) through an ear-ft,arking or net aside w.echanism for 
Enterprise Blocy: Gnmt$. 

Tht! iltcachment at Tab C sl1mm.;Jrizes OMU's proposal. 

'j'he Working Croup recommends the consensus proposnl Although we share OME's 
skept.icism about the ability 01: tax incentives to aetract bus~ness, we believe 
thac ehey ClUl playa part in a "'lore comprer.enslve a.pp:::-o.,ch. We i'I1sQ believe that 
the stakeholder and busiltess tax incentives make clear that cur conseI1SU$ 
proposal is not sir,ply another spenoins initiative, but rather li new approach to 
community empowerment and economic development, The federal inducements will 
permit local communities to attempt bold aew initiatives LO lever enterprise 
through their own, comprehensive strategic plans, including in the Enterprise 
Neighborhoods with a much low/llr iru;::re':TIental cost per zone, 

F'iral:'y, we are c:;JI~'tdtt:ed to conti;'I\,;ing i1::$ review or urbt'ln apd .l;'ur;;.: pelicy 1;-:; 
t:,e nv:mths "i,eaD: :n coopet'{ltion wi%11 the respec::ive Ager:c:.es. we ;;.re det-:::::rnir:eu 
to 1:'(01 nv~nt the way t;1a:: the fe:lc:r.al goverr.;;)snt does busiDQO$ so ::hat we {;<lll 
reBLi.oc,;te ar:.c free 'Jp resources [or other :;Jajol.' initiatives. Indeed, we helievu 
t;-,£I':: the enterpr.:.se propooal wil:: ,l'Fovide an important b\li~din~; block ::::0;:;' your 
continuing \:rban and rura.J. init ..atives in the yoars ",head. 

We believe that t.he consensus proposal seeks to imp~ement your call for a new 
direction by delivering a real message of hope throughQI.ll; the lnnd, especially to 
persons in the most distressed places in urban and rural America. 

VI. DECISIOn 

http:throughQI.ll
http:enterpr.:.se
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A. Select One: 

_______Interagency Consensus Proposal 

____lONe-cost" OMB Proposal 

_____Reject all proposals, OisCUGG Further 

B. If Interagency Proposal Selected, select one from each category: 

1. Number of Zones 

10 Economic Empowerment Zones and 100 Enterprise Neighborhoods 

25-50 Major Enterprise Zone's 


Discuss Further 


2. ETC: 

Blanket or Flat Rate 


Incremental 


Discuss Further 


3. Method for Reinventing Federal Government for Existing r'ederal ProgrClms 

Start with statutory and regulatory waivers within programs 
(and use budgeting process to increase Enterprise Grant as 
soon as feasible) 

Propose sweeping legislative reform to allow Interagency 
Council to waive regulations across a designated set of 
programs as part of approval of applicant's strategic plan 

consult with Congress and constituencies 

Discuss Further 

March 29, 1993 

MEMORANDUM F'OR THE PRESIDENT 

FROM: THE NEC-OPC INTERAGENCY WORKING GROUP ON COMMUNITY DEVELOPMENT AND 
EMPOWERMENT 

SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY 
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I. ACTION-FORCING EVENT 

Almost one year ago, you toured Los k,geles a:~er the riots and predicted 
that u~spite all the media attention tad Pres:;.dentia1 fa!1.Cnre, a ye,n would pass 
find nothing would. change, Yea were right. Across tho cO\H1try, poor communities 
fCom South Central to the ;,:ississ.:.ppi Delta are st:l11 reeling !;1·0TT1 ... decade of 
declining opportunity and risi!1.9 90:::ia1 and economic J..1-)olDtiorl. w<:; caruwl; hope 
to .$ucceed in t::e world ec::momy or COlne together as a nation unl~sf; we er~.powe;" 
these communities t:;;. joir. the econcmic mainstream. The sooner you c=~ forwa.::c 
with an ~~pc<",erment st::a",egy, the better. The long-term SUCCC3A' of your economic 
plan and yo~r Presidency may depend on it. 

Il. BACKGROUND 

Shortly aft.er you took office, Bob Rubin and Carol Rasco asked Gene 
Sper"ing and Bruce Reed to set- up a joint l\'EC>DPC interagency working group on 
community development and empowerment. We wanted a join:: efforc :;;;panning 
economic and domestic policy chat eoui.d look at every aspect of the problems of 
econOfl\lcally distressed urban and rura~ areas -- frOIl\ access to capital and child 
care to th~ need for school rf!f~rrr m:d safe stree~s. He broJght: half a dozen 
agencl e8 together to re':hink cX:"Bti:-.g p:,ogri!l-::s and develop a new, ccmpraiLl:!lsive 
empowerwent strategy. 

For t.he past two months, ::hc policy shops at'. HUD, TreMSU1"y, Agricwl;:u:re, 
Commerce, and. O:>1B have worked with the NEe and 'Ope thereafter the Working Group) 
on elle fir.st- S::fige of ::hat new strategy; economic empowerment. We set: out net 
only to prepare specific proposals that could he passed this npring as part of 
your initial budget, but to develop a framework that could incorpora':e other new 
ideas over the course of your administration. 

The ent.erprise proposal presented here is bolder and more Innovative than 
anything any previo1.1s administration has P'.Lt: forward. It wi1: be supported by 
major proposals for community b.'\nkin9, strer:gthe:;)i:<g the COffitfiunity Reinvestm""nt:. 
}I.ct and fair lending requirer.et1'.:s, anci a major ccmmun:.ty partner-phip against 
crirr,c. While we recognize t.hat: ccmgrcsslcmal realit:ies may forr..:e U)';l to temper 
"heat! i"ll\lbj t.:ious proposals, we non;:thelesa he lieve these propose. 1.8 enD b0 passed 
into l;:w and will lay the groundw3rk Eor dramat'i::: progress in pOOl' cornl~llnit.leG 

"lC rosr:; r.:he coun:.:ry. 

III. PRIN~IPLES 

In developing these proposals, we relied on the basic princi.ples you 
outlined in your ca~aigp.: 

1. ~conomic Growth: The best urban policy, the best social policy, and the 
be,c;; i'l!lti~pcvercy policy is a comprehensive strat,e9Y for econor.;ic growth. 

:2. Individual ~ ccrtuu\.ulity Empowerment.: ':'cc many enterprise proposals 
!::OCUG only on improving a particulnr place. and do little ::0 e-:pcwer ::he people 
who livUl there. Other proposnls [:::;:"..18 exch:sively DC the icd::vid~aJ and 19nore 

http:ccmmun:.ty
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the cc;::r;:mi1:y. he need Ii new o.ppro1'l.ch that empowers people and improves ~lace:3 
at the azure ti.me. 

3. BottQm~Up :':':nnQvation: No. matter how rr.uch ...:e manage t.o co in 'tl"ashins::.on, 
t:'1e \J~tirr.ate solutions will came from the bottom up, ::rom co:nmunit~es am! 
individuals willing to help t.hemselves. These proposals challengp- communities to 
design their own answers, and reward them for initi.:otive. j.n:1ovat!.on, and 
results, At the same t.ime, che policies will no::. only give people mo-=:e 
opportunity, but inspire them to take more responsibility for their own lives. 

4. ee,ld, Persintent EXPQrimentation: In this a!'ea, ;nore ::.han any other. 
~he cld answers don't work anymore, and we need to. la~~ch a new era of bold, 
persistent. experimentation. Reinventing government m~sc be an integral part of 
our enr::crprise proposals, We envision a natior.al nec...'ork of economic empowerment: 
'lones thaI: will oerve as laborar::ories of delT'.oc;racy, where communities will get 
more freedom to try new approaches, but ""'ill also be called upon t.o demonstrate 
rec,ults. 

'fhesel problems have bee.n ge:leratior.s in the nakir.g, and we're not going t.o 
fix them overnight, But we can change the disastrocs eco:lomic policies of the 
last 12 years,' we enn change the face of government ir. communities where t:hree 
decades of federal effecta, however ;"re1l*:'ntencioned, W$ (ione $0 little good; 
and we can begin to ,;hange '.:he somethi:.g-for-ncthing ethic: that has pennefit:eo otlr 
cultUl:~ from top Lo bot.tom in recent: y,~at"s 

lV. ECONOM!C EMPOWERMENT STRATEGY 

We bvliev~ that :::he econor'\lc err,powernent portion of your (;ompreh~nsive 
corTU11U,)i~y developmer.::: stra:;egy sr,ou;d include four mz;in pillars, economic 
empowerment zones) COT':-:,mi::y devulorrrdut: banks; eRA and fair lending rei'orm; anj 
cor;Jn'J::li~y partnerships aZainat. cri:ne This is only a port.ion of what: ym:r 
adrr.i::lis::ration hopus tc aCC'Qff,plish in poor communities, thrc:Jg:-:: hea::.th care 
reform, welfare refor:>, famiiy policy, aDd so on. Our empowerment agenda is 
:n~~ant to max~r',izi! ct.e rett<rn on those investment.s, and to hel? comsunities 
rC$tore ::be basic conditions they need to succeed: safe streets, access to 
capital, and above nIl, new and expanding businesses that gc:.erat;;e new jobs, 

This memorandum presents a proposal for economic empow~rmen:;: zones, wit;b 
decision options on several key issues. proposals on eRA reform ~nd fair lending, 
community development financial institutions, and community part.nership against: 
crime will be ready next week. Toget.her. these four proposals move beyond the 
old left~right debate that;; the answer to every problem is r.~re federal spending 
on the one hand or more tax breaks on chs oLher. They offer real opportunity to 
real people: a savings account, a reward for work, access to capital to buy a 
home or co build a business, a cop on the block 

V. ECONOMIC EMPOWERMENT ZONES 

During Lhe campaign, you pledged to create 7S to 125 comprehensive urban 
and rcral enterprise 'lones" Cong~ess enacted federal enterprise zones in 1987 
mIt the Administration refused to designate <l::1y zones, In Oct:ober 1992, wit.h t:he 
lel:dership of Senator Bentsen, Congress passed tl, It < 11, ",hi ell Blish then vetoed. 
H"R, 11 would have created 50 "enhanced e',cerpr.ise'zcnes" tc he phased iri over a 

http:hea::.th
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5-year penad, H.R. 11 provlded for $500 [[".illian a year ror a broad array of 

. federal programs within t.he zones :'n m'.dltior. co tax incentives. 

since f1.R. 11 passed no recenc:'y, we coti.ld simply send Congress the same 

bill. But our entire woricing group agreed that. the traditional fore,s of 

enterprise zones were not effective. fIe t.herefore recommend four rr.aJor reforms 

of H.R. 11: 


1, Fewor zones with more impact: We'11 never know whether enterprise zones 
worK if we scatter our limited resources a~n9 SO ZO!1es or across entire cities. 
we recOOirt'tend a smaller number of entex'prise zor..es which arc more focused, so that 
money and commitment are noe $pread too ~hin. At the same time, we can provide 
some federal incentives to a larger number oE cQ~ni~ies to stimulate bold, 
local experimentation" 

2. Reinventing government: No amount of outside financi~l help will enable 
entrep:-eneurs or indiv~duals to get ahead if red tape Or misdin:cced programs 
stand in their way. Enterprise zones should be a vehicle for streamlining the 
wa::'ve~· process, coordinating government programs, and imp::oving se::-vices, 7hey 
should encourage innovation and reward result.s. 

3. Individual empowerment: we need to empower individuals as .....ell as 

cCll'.munitier.;, by offering access 1:.0 capica!, s<tv::"ngs incentives, $nd other 

measures to promote work, ent:rI:.':preneut.'"..hip, and asseL building 


4, La,boratories of change: A handful of tax incentives and additional 
federal Jol1<1:':;;, no ~J1cter hew :::argeted, will never be enough LO turn a troubled 
community 11rO\.l:1(:. Ove::: the long l:crm, we hope the real v$;lue of these 
elT'powe.t:1"I""nt Z:C:NS wi II on to serve as magnets for innovat ion by che publ i c ond 
the pr:tviJite sector, 
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W ... SHINGTON 

April 19. 1993 

MEMORANDUM FOR THE PRESIDENT 

THROUGH: . 	BRUCE REED 

GENE SPERLING 


THE NEC-DPC II'ITERAGEI<lCY WORKING GROUP ON 
COMMUNITY DEVELOPMENT AND EMPOWERMENT 

SUBJECT: 	 ENTERPRISE ZONES 

I. ACI10N-FORCING EVENT 

TI,. legislative -calendar and tt:< continuing distress in many places in Nral and utban 
( America call for anncnincemenr"of the first parts of your economic empowerment initiative. 

n, BACKGROUND 

Over 'he laSt two months. the NEe-Dpc Interagency Working Oroup on Community 
Development and Empow~rmenl has been considering several elements of an initiative to 
empower distressed eomrnunities tojoin the economic mainstream. HUD~ T'reasury. Agriculture. 
Comme.ce. lust;"". OMB. CEA. NEe. and DPC have worked togothe. 10 develop a !leW, 

comprebensive empowerment agenda which includes enterprise zones, community development 
banks, strenglhening of 'be Community Reinvostment ACI and Fair Lending requirements. and 
cummunity policing and Community Partnerships against Crime. 

This memorandum presents the Enterprise Proposal. While members of the Working 
Group differed on the merits of panicul .. components, thete was ,eneral agreement - except 
for OMS _.... o~ a two-tier proposal [0 create 10 resourCe-intensive Economic: Empowerml;Dt 
Zones ana 100 less expensive Enterprise Neighborhoods. OMS has proposed a minimal-cost 
alternative and .e""mm.nds using the savings in budget autbority 10 pay for Olhe•• unfunded 
priorities, including Campaign Finance Relonn and Family Support, (OMS's views and 
suggesled alternative are attached at Tab A) . 

In Section III of this memorandum. we summarize Ibe key components of a two-tier 
Enterprise Proposal. In Section IV Wc prescnt the key options for your decision. including 

(. " OMB's alternative option. 	 ' . 
'-.,' 
.~ 

DETERMINED TO BE AN 
ADMINISTRATIVE MARKING 
INITIAlS: ~6H DATE: [if2.¥;1,Cl\ 
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Ul. THE TWO-TIER PROPOSAL 

. This proposal seeks 10 gO beyond mot< ttaditional .enterprise zone proposals in. IhIee 
fundamcnlal ways: One, it makes reinventing government a centerpiece of the entire proposal. 
1\vo, it seeks 10 concentrate a combination of Ksourccs (tax incentives and public investment 
pnts) in 10 ecoaomic tmpowermem ZOllCS, while having a second tier of 100 enterprise 
nei~"borhocd< whl<:h pnt consid.TlIbl. flexibility -- and some limited resources - to areas 
that come fortb with comprehensive proposals for economic deveiopment. Zone popuiation is 
limited to 100,000 persons in order to .<:hieve this focus and to CllSIIfe opponunltics for 
demonstrated success. (The abjtai.,. criteria for eligibility are ana.bed at Tab II.) Three, the 
zOnes are designed to be platforms for local experimentation at both the federal and local level. 
Finall),. the propos.1 takes an expansive view of the need for comprehensive glOwtb Strategies 
- ones 'that lake account of the need for both publiC and private inv~tmen~. 

The proposal has three main goals: 

1. Increasing business ami jobs within the zonos so tblll they become engines of economic 
gro\vth withi~ the region. 

2. Empowering ZOne: residents .to join the economic mainstream - by owning and 
man'ging enterprises and asset. within the zones and by connecting them to jobs and 
oppol1unities throughOUt the region. 

3, Changing the way govc:nuncnt does business in dist~e$scd a.reas -- by'streamlining 
regulations and paperwork. encouraging local llexibility and innovation. and uugoting 
resources $0 we can measure resuhs and learn what works. 

CORE ELEMENTS OF ECONOMIC EMrOWERMENT ZONES: 

, A brier summary of tbe key and distinctive ""ll!ponenl$ of the proposal include: 

A. REINVENTING GOVERNMENT 

Competitive Gnnt Process: The proposal is designed to S1tcamllne federal rules and 
regulation, tnat discourage. initiative at lhe local level -- and at the same tim., to 
<:ballenge communiti.. to develop a coordinated, comprehensive strategic pian to spur 
economic empowennent. ~mmuniti..will apply for zone design.tion through. federal 
challenge put process. The winners will qualify for tax i_Olives that encourage job 
CTcation, investment, and individual empowenncnt and will' receive an Enterprise Grant 
they can use in any way thaI advances Ihe IhIee goals staled above. 

Coordinated, Bollom-up Flannlng: To be consid.red. an applicant must fOnII 

partnerships with the affe..ed community and the private sectOr in the region 10 develop 
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a comprehensive strategic plan. The plan must detail bow the applicant Wil! coordinate 
all c'Omplemcnta:ry state, loca! and federal program resouteeS and incentives with private 
sector commitments and communicy initiatives to meet the ~e goals, 

One-Stop FederaI.Responsl'.Dess: An IntetagencY Council ('ElllolI'o,. Iloard") will 
d~velop criteria for selection. In consultation with the Enterprise Board, HUD will 
desigoate the urban ron .., Agricu!tun: the rural zones. and Interior the Indian zones -
based on the quality and promise of the stratogic plan submitted by eadl applicant. The 
Dosigoating Seetetaries, in cooperation with the Ent"!Prise Board, will serve lIS a single 
point of contact to allow local applicants to coordinate federal programs IUld incc.ntives 
in the zone. 

B. TWO TIERS OF lNCE)l.TlVES AND INVESTMENTS. We I1OC<lmmend • ""(Hier 
approach that focuses mOSt resources on a limited number of ~nes wbere we can measure and 
achIeve results, but gives a larger number of communities: an inuntive to take: pan. The larger 
numbe, of Enterprise Neighborhoods may make it more palatable for mo:mbet"s of Cou;;x= to 
suppor: the conc.:ntration of resources in thc 10 zones. 

10 Economic Empowerment Zones will be'designated and will be givcn discretion to 
use all available ,ax incentives. a substan,ial (e.g., $30 million per year) Enterprise Grant, 
and one-SlOp federal responsiveness based upon their approved stn.uegic plan. In 
addilion, each Economic Empowerment Zone will participate. b~d Oll its appro ....ed 
srr.teglc plan, (al in a community development banking initiative, (b) in community 
poliCing and HUD Community Partnerships Against Crime, and (e) In a CoEd Enterprise 
School Community initiallve to implement tbe National Education Goals tot school 
readiness j lifelong learning. and. competitiveness'. 

100 Enterprise Neighborhoods will be designated and win receive a rew of the taX 

inlOGnli.«, a smaller Enterprise Grant (e.g, 53 million per year). and one-stop federal 
responsiveness. In addition. these Enlerprise Neighborhoods will also be eligible 10 

participate in tbe Community Policing, Enterprise School. and Community Development 
Banking initiatives. 

C. TAX INCENTIVES AND INVESTME!>.T PROVISIONS 

TAX INCENTIVES: 

Th, tax expenditures arc desigocd (a) to reduce the costs of doing business in the zone, 
(b) to provide incentives for employing zone residents both within the zone and throughout the 
local labor market, (e) to provide incentives for investment in new equipment and expansion of 
qualified zones business, (d) to finance new construction and renovatioo within the zone, and (eJ 
to empower zone residents with the opportunity to work, save and invest, IIlIiI obtain a Ita! 
ownerShip Slake in their own communities and economic destiny. The proposal includes: 
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SUMMARY OF INCEl'iTc\'ES AND INVESTMENTS 

10 ECONOMIC iMI'OWERM£N:f ZONES 
: 

INVESTMENTS 
• Ell'"""",,, Or"" ($50-175 milli.. ) 
• Coma::ultli'Y l)¢velOpmetll Banks 

• o:mununity ?oGcIn,g 

• Coordtn.ation .tnd FlexibililY .nth Existing Funds , 
• £dt1R\ion F.nterpri&e FlUids 
• ElJgibic tor Pa.niei~tiOD in 4 R.inBC of ~ve ~dctal ~ts 

EMPLOYMENT TAJ( INCENTIVES 
• EmpLoyment and Trainmg Credits (E'T(.':$) for zone residents: 

• A multi-year £iC tor employw located in !hI:' wnc: 
• Targeted Empowerment ETC ("TETe-) for aU employers 

• An ere Opport'l.ll'li1Y Card for ll)nt h:::sidcnt~ 

CAPITAL JNC£~i1VES 
• lnCT~d property ex~5in! under SeQicn 119 
• AcceIuiled depreciation far all 1nveslmen~ in t&n&ible propeny in \hI: ZOOC. 
• Tax:..cxc:mpI Prl\lalC Ac1ivlty Bonds '(or 1nve.stmcnu in' Wl&lble propeny in the WJ)C, 

• ExpllflSion of 1M Low Income Housing Tax Credit 

EMPOWERMENT INCENTIVES 
• Re.si.detll Empowermcm Sevings 
• RtSidenl Omur!unity Invcsunenl Cotporations (CICi) 
• 5."naU. Worker Controlled Enterprises (WCEs) 
• Zoot: ESOP! ' 

100 E~'TER1'RlSE NEIGHBORHOODS 

INV ESTME~7S 
• Enlerprise Grants ($5-15 million) 
• Eligible for Community Oe:vclopmem Bank:s 
• EU gibl' {or Communily Po11cin& 
• CooTdinatioa UI.d Ft"ibility with ~ furxb 
• F..tigible fot Education ~~ Fwads 
• Elipole for Participation WInoo....t1vc. Federal Expcrlmc:m& 

EMPLOYMENT TAJ( INCEl'mVES 

Ncme 


CAPITAL INCENTIVES 
.,Tax·..eurnpt PtiV41c Activity Bonds for invcstments mtangl'bto ptopcrty in ttl. lfte 
• ExtnnSiou Of the Low inc:oroe H?using Tu Qedil 

EMPOWERMENT INCENTIVES 
• Resident Empowe~l $.3vings Acwunt 



JPk-11-2001 21:22 GEORGETGlJN LA:...! CNTR:. 	 2026629412 P,11/26 

·c , . , -5

~!omic Empowerment Zones fY 94-98 em! in SBilUanii 
• 

Property Expensing 

A=le""ed Depreciation • 

Flat Employment and Training Credit (ETC) 1.4 

Tarseted ETC .5 

CoIT.munity. Investment Corporations • 

Worker-ControUed Small Enterprise 3, 

Zone ESOP -• 


2.6 

All.':: 1Q Zones 


Savings Plan • 

Private Activity Bond, .1 

Low Income Housing Tax Credit .1 


2.8 

(The asterisj,; means that the cost is Jess than SSO miHion.) The Working Group would 
pre!"r to use S1.3 billion of lb. tax incecUve. funds SCI-aside in lb. Budget for 
investments, Yet, it is important to Dote lbar addidonal tax c.;(pcnditurcs might be 
required if, for example. the population limits of one or mOre zones were increased (as 
discuss.d in Section IV below) or if more tax incentives had to be added '0 moke the 100 
Enterprise Neighborbood more attractive,l 

IN'VESTMENT rROVlSIONS: 

• 	 Enterprise GtBnts~ As noted. beyond mere tax incentives, the ten economic 
Empowerment'Zones will Ie""i.e a wOOtanlial En'erprise grant, on the order of Sl5()-17S 
million per urban ZOne and SSO-7S million per rural ZOne over five years. In addition. 

1 n. two-tier proposal calls for approximately $3 bmion in tax expenditures and 
appro.imately $3 billion iii Investments through Community Policing and Enterprise Grotnts 
(Plus investments from several of tbe Agency budgets.) Your proposed budget provides fot 
$4.1 Billion in .ax expenditures, plus $500 million for Community' Policing (appropriated in 
FY93 but no. au.bariz.d) and $500 million for community investments in FY 94. Io addition, 
HlJD and Agriculture have .greed '0 contribute up to $900 million from their existing budget 
authOrity, 
~ enterprise proposal you submit will require ~cfut coordination with Congress for 

purposes of' authorization, the Budget Enforcement Act~ Budg.et RcconcilhnioD, and annual 
appropriations. We will need bi-parrisan ,upport to $¢CUre .he sixty vote. in the Senate that 
will be necessary (or approval of many issues, incloding out enterprise proposal. 

• 
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matching state and local resourCA:S and private sectOr commitm~nlS will be apected for 
all zones. The S<:rond-lier, enterprise Deighborbo<lds will ,""i"" SIS-20 million ror 
U!baD :zone, and SS-10 million for rural zones """'iflve years. 

Community Pollclog: All ZODes will b<: eligible for addltioDal support for Safe Streets 
from the $500 million of the FYs 93-94 baseline which bas b<:cn reserved to mee' your 
pledge of 100,000 additional cops on tbe beat. (Our enterprise I.gislation ""uld address 
whether these: monies will go exclusively 10 communities with enterprise zone.s)< 

Community Development Banks: The 10 Ec:onomic Empowerment zones will b<: given 
first priority on having a Community Devclopme,nl Bank, The otb~r zones wHi be 
eligible to panidpate in your community lending initiative in ordcr to access private 
capital, financial servjces, and support for ~icroenterprises. 

Education Enterprise: DoEd .bas asked to include, and to provide funds far. a 
comprehensive Enterprise School Communi.ies initi.tive to implement the National 
Education Goals. DoEd will provide sufficient funding for Enterprise School 
Communities in each of IhelO Ec:onomic Empowerment Zones, plus up 10 another 10 to 
30 enterprise school communities for Enterprise Neighborhoods. 

Eligibility for PartiCipation in Inno••tl•• Federal Experiments: The Enterprise 
Neighborhoods and Economic Empowerment Zones can serve as platfonns for 
experimentation. This expcnmen.ation function.SCl'VC1I a dual purpose: First, it .•ids tho 
federal government by giving it laboratories to experiment with new innovations designed 
and implemented from the bonom up. Several Agencies b<:liove that the designated:zones 
provide a unique opportunity Co offer new initiatives tbat loc.aJ communilies may use to 
complement their Own economic empowerment and community development stra.tegies. 
Second. it allows th~ zones and n~jghborhoods to 'have: un eyen more comprehensive 
i;lVestment $If.togy. The 10;:ones and 100 neighborhoods will b. eligible to participate 
through tbe challenge grant pioccss in • range of olber economic, human and ""mmunity 
development and a=ss-ta-opponunity initiatives thaI. arc likely to b<: sponsored by 
various Agencies during the operation of the ZOIlCS~ 

Possible initiatives include: foreign trade,:enters, mlClOCllterprise and Venrure funding. 
and entrepreneurial assistance (Comme~ and SBA); school-ttl-work, apprentieesbip. 
youth build~ juvenile justice and drug prevention and ",habilitation-to-work (DoEd, 001., 
HHS, HUD and 001); unemploymcnHo~work Ir.!iningand support (DOL): time-limited 
welfare and work supports (HHS); and access and moving to 0ppolTunities (MUD and 
DOT). (A list of possible federal initialives i. a"acbed at Tab C). St.tes, localities, and 
the private and non-profit s<ctors will be Challenged to add thei' own initiatives. These 
human development and accc::ss-to-opportunities initjatives, coupled with the Fair 
Housing and fair lending ""mpenents of your CD Banking and Community Reinvestment 
Act proposals, should send a cleax message that enterprise ZOnes will no. be isolated 
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garrisons but will strive to Imegrate dlst~ communities and poor people into lb. 
economic mainstream. 

D.'EV ALUATION OF PERFORMA.!'<CE AND RESULTS: The enterprise: %ODes wilt I\1!t for 
ten years, 'Each year Ibe Designaiing Secretaries wilI ... view.tbc petfonnance and mults of lb. 
zones in acbJev!.og .be benchmarks set in Ibe zone's strategic plan, Mid-course corroaions will 
be permined and cocoUfal!,ed. ' . 

At lhe end of Ihe founb and seventh years, Ill. Designating Secretaries will conduc:t a full 
review of results, Based thereon, they may taminate the designation, withhold or reduct 
enterprise funds, or require appropriate chang~ in the comprehensive strategic plan of any zone 
thai is nOI making satisfactory progress in meeting its benchmarks to achieve Ibe Illree gna\s of 
the en«rprl.. propos.l. ' 

Tho National Aoad.my of Sciences wilt contrac:t for an independent evaluation of all 
aspects of enterprise Zones. A fuU report will be tiven to ~e President and Congress at the end 
of five years and again at thc end of ten years. We: expect· to team what works from the 
performance and ftsults in both the Economic Empowerment Zone. and the Enterprise 
Neighbor,hoods. The entire enterprise legislation will sumet at the end of 10 ycars so that the. 
lessons learned from actual experience can be included in any reconsideration. 

In sum, the two-tier proposal seeks to improve tho opponunities and competitivene.. of 
both peopl. ani! pl.ces. It chaUenges affected local ""mmunities to reinvent Ihemselves, to jOin 
with the pnvate sector jn strategic pubHc-private-community partnerships, and to strive to 
integrate distressed communities and poor people into the economic mainstream. 

I \.' ' ISSUES, RECOMMENDATIONS AND DECISIONS' 

A. TWO-TIER PROPOSAL OR OMB LOW-COST OPTION? 

OMB proposes an option thai adopts much of th. two-tier proposal'. emphasis on Ibe 
coordination and reinvention of government, 'but withou.t spending any funds beyond what is 
already provided in Ihe baseline or lb. other new mVes\mcnlS proposed in yO\lr overall budget. 
In panicular, OMB's proposal would spend OltlY,$110 million olthe $4.1 billion included in yow: 
budgel for tax expenditures. 

OMB hilS serious reservations_coming tho usc of any tax in""nlives or new Enle!p!ise 
Grants, OMB argutS lhat lax incentives will nOl be very effect;ve in stimulating new business 
development and jobs in distressed areas or, if successful, will be too costly to be widely 
rep!icated in other ar.... Or tbey rear that tmeiprise zone tax ,incentives will clraw 
employmenlfrom other economically depressed areas. ' In addition, OMS believes the two-tier 
proposal focuses IOO much On moving Jobs into sm.1I areas thaI aro Dot very hospitable to 
bu~jness investment. r-alher than preparing, people in those areas for work opportunities. OMS 
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is also concerned thaI lhe almost $6 billion thaI would be absorbed by the two-lier proposal will 
benefil a very small baclion of the heavy poveny areas in the country. 

OMB. tberefou, proposes a "[ow cost'" option which. in its view, meets your campaign 
promise to create enterprise zones while preserving the oppommity to \,\$C some of the If::SOurc:es 
originally committed 10 enlerprise ZOnCS for otber budget priorilies. Anached at Tab A is • 
summar,), of OMS's concerns and its alternative, low:-cost option. 

I! you decide to devote .<lditional new budget authority to enterprise =, as does the 
(Wo-licr proposal, OMS offers three additional alternative options, as described in Tab A. One 
of these options does not reiy on tax inccntives and proposes an increase in the Enterprise Gran! 
inste.d; the second and IhiT<! would' &ive localities gnoater flexibility in choosing between din:CI 
spending and a menu of tax incentives. , 

RECOMMENDAnON, With the exception of OMS, the Working Croup nnlfonnly 
suppon. th< two-tier proposal for the following rCllSOnS. ('There an: differences of opinion on 
cenain aspectS of the proposal, as described below.) First, we believe that we have tailored and 
targeted the tax incentives to encourage investments in both places .aru::I people. Second, taX 
inctndvcs form the basis of tbe enterprise zone concept and have strong bi-partisan support in 
Congress. If ),ou do not include tax incentives. you will not be entertaining an "~ntc:rprise zone" 
proposal. 

"f'!1ird, we believe that the two-tier proposal wiP prodUCe some real success stories in 
distressed areas in rural and urban America. OMB's criticism thai the cost of repUcating tax 
incendvcs is too great may miss 1he point. We dO' tlot have enough money on the diS9'elionary 
spending side QI the tax incentive side to improve every distressed area. Instead, the. mix of tax 
incentives. investments and reinvention of government ill the: tWo-tier proposal will challenge 
public-private-commuruty paJ1nerships to develop effective strategies in the lower-<:OSt 
Enterprise Neighborhoods as well as the Economic Empowerment Zones, If we are successful, 
we believe more resources from thepubUc iIl.d. private sectors w;11 be forthcoming for what 
WGrks. Finally, we are concerned that OMS's 'Iow-cost" peoposal may be perceived as a "'!te.1 
from your commitment to distressed arC3S. particularly urban areas. 

OMS's three additional allern.tives offer Idw for ",inventing government and investing 
in people. The two-tier proposal ineorpo",tes both conceptS, With respect to OMB', peoposal 
to offer lOOl,Utie, '. menu of tax incentiVes, th. Working Croup considered and "'iccted suco an 
approach because of it. administrative infeasibility and our decision to target tax incenlivtslhat 
. would be used to invest In hlllh people (e.g. labor and empowerment) aruI pIa"", (e.g. cost-
recovery). .. 

DECISION 

"Low-cost" OMB Propos.l 
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Other OMB Altcrnarlves 

Two-tier Proposal 

_ Di=ss Further 

B. DECISIONS RElATING TO TIlE TWO-TIER PROPOSAL 

If yO" select tbe two-tier proposal•• Dumber of otller issu,", must be resolved, as will be 
described in this section of the memorandum, 

1. WHETHER TO NAME TIlE TEN ZONES IN ADVANCE? 

As !.e' forth in Tab A. OMS' Direct.r Panetta f.ars that Olngrcssional expansion of !he 
number of zones rna)' be unavoidable. To limi. the likelihood of such ••pansion. he suggCSts th.! 
you designate in adYanc¢ tbit ten communides thai would receive tbe Economic Empowerment 
Zones, Presumably, you would justify namlnS these ten by slressiog thallhey are -hardship" 
communitil;s, e.g., South Central Los Angelcs t that warrant targeted attention. Other communities 
would be ,.minded that they may. compete for Enterprise Neighborhoods and lbat all 
communities will benefit from the stimulus package should the slimulus pass. 

RECOMMENDATION: The Working Group opposes this suggestion. First. naming 
the ",en worst" communities in advance undermines central tencts'ofthe two-tier proposal. We 
want to use !he' ehallerige grant process to spur aU communities to put fonh Ihcir best efforts in 
designing a coordinated strategic plan. '\Yt: also want loc:a1ities to make if rut dfon to reinvent 
governmenl and involve community residentS and the private sectOr in the planning process. We 
feel tbe competition of the challenge grant process is critical 10 . ensuring successful ""nos. 
Tbtough the chaUenge graot. we will bave an opportunity to reward innovation and pick the ten 
communities that have the best opponunity to succeed in Debiev;"g the enterprise mission. 

Se<:ond. naming ,en communides in a!!vane. may doom the proposal from the outset, 
either by alienating the 80 senators and 425 congresspersons whose d;stnas will DOt benefit from 
these designations or by .neouraging Olngress just to name additional zones. W. beli... that 
we have a bener chance of defending the two-lier proposal.gains' congressional e~pansion. 

DECISION 

Name Ten Zones in Advance 

Rely on ChaUenge Grant Pr""".. 

Dis.."Uss Furthe, 
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2. POPULATION LIMITS 

The Working Group agreed that we should focus. R:sQu'ccs (and Ibe energies of tile 
Designating Secretaries) on smaller targeted areas. As. ",suIt, we plaa.d a 100,000 population 
limit on any zone. U.s Angeles clearly will be very disappolDled with such. Ibnit. California 
representatives have lobbied hard for larger WDC$. The issue, therefore. is whether to provide' 
for a different limit for very large population cities (e.g., over 2.5 million persons, New YorI;, 
L.A., and Chicago). 

The fo!lowing are three options for larger population limits in some of the six uwao 
economic empowerment 2:o;:)esJ while keeping the total tax expenditure costs around $ 3 billion. 

• . 00< zone with 250,000; four with 100,000; one with 50,000 .. 

• Three zones with 200,000; three with 25,000. 

• . Two zones: with 2SO,ooo; two with 50,000; two with 25,000, 

\ 
RECOMMENDATION: The Working Group recommends that you apply the 100,000 

population limit to aU zones but be prepared to compromise during the legislative process if il 
proves necessary. If we are to ensure SOme measure of success, we feel it is essential to target 
our limited resources 10 • relatively small area. 

DECISION 

100,000 Population Limit 

Allow one to three zonCS with 200,000 to 2$0,000 
. 

_ 1-250,000, 4-100,000, 1-S0,ooo 

--'- 3-200,000, 3-25,000 

_ 2-250,000, 2-50,000, 2-25,000 

Discuss further 

3. POVERTYCRlTERlA 

There is some disagreement among the Working Group as to bow we should targe! the 
POVerty ",ired. for enterprise zones. H.R. 11, the enterprise zone bill passed by Congress last 
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y.... (and vetoed by Busb). tequircd only lhat all of the a:nsu& tracts ill the :zone be at 20.... or 
mOt< of poverty le.ol. This rcqui1<:m••t would apply 10 ICIIS of millions of people and perhaps 
give ""mmunities 100 much di=tion in designaling zone ilre;l5. . ' 

The more liberallhe poverty criteria. the highc:r Ibe risk tha. communities wlU designale 
areas that are nOl most in need of assistance. On the other hand. !be Workibg Group does bot 
wish to hamstring communities by moking them pick only hard-coro poverty ate;15 that have little 
chance of !>elng sucuss!ul in meetlng \he enterprise goals. 

Tw" options tbat attempt to address these competing values have been offered, 

• Qptillll J: 
SO% of census traCts at 35% Or more of poveny; 
90% of a:nsus tracts at 25% or mon:: of poven:y; 
100% of census Ilacts at 20% or more of poverty~ 
piUS limited discretion in Designating Secrelary to PCt:mit limited variation from criteria 
to fit existing s(~tt-designatc:d enterprise' zones. 

• Option 2: 
90% of census tracts with 30% or more of poverty; 
100% of census tracts with 25% or more of povcrty. 

Op'ion 1 bas the advantage of being targeted but offering communities a degree of 
f1.xibility, It also addresses tbe possibility that. community may wish 10 overlay st.t.
designated and federal en,erprise zones thaI have slightly different qualifying criteria. 

Option 2 is more targeted but less flexible, It baS Ibe advantage of ensuring that only 
!lUly ncody communities will be designated as enterprise zones ..Bu'. this set of criteria could 
lrnoek out some prlme candidates for .nterprise zones. III New YOlk City. for example. a 
budding commercial area in Harlem that would qualify uoder Option 1 would be excluded under 
Option 2, ' 

RECOMMENDAnON: The Working Oroup haS nC>t rcaobed. firm reeommendation 
on this issue. HUD supports Option ), Tte;\Sury IlUp(lOrts Option 2, ' 

DECISlON' 

Option 1 

Option 2 

Diseuss Funber 
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4 . MECHANISMS FOR REINVENTING GOVERNMENT 

•• /::lew Enterprise Fllllds. ·The new Enterprise GranlS 1"iU be vehicles fur ",invention a.nd 
innovation because localities will have considerable flexibility in using tbis money 10 Address 
'unique local needs. AD issue' arises, however. as to how we. will ensure that the ZWlc 
communities adhere to the enteq>rise mission in developing their strategic plans QIId in spending 
Enterprise fuuds to implemenllbesc plans. 

There arc esscotially two allemativcS. The!irst" approaeh is 10 stale genetal. fedetal 
objectlves and vest Ihe Designating Secretary witb discretion 10 choose among applicants based 
on the specifics of oacb slrategie plan in implementing the tbree enterprise goals. The 
DeSignating Secretary would make SUT(: that Enterprise funds are not used 10 supplant existing 
federal fund$ and programs a.nd would measure results againsl .he benchmark. OSI.blisbed in .he 
slr.legic plan. This appro.ch may be most in keeping wit!> th. objective of reinvention, but it 
risks providing insufficieni federal direction in Jocal planning and too much discretion in 1he 
Des.ignating Secretaries. 

The second approach is (0 state -specific federal rc:quirements and objectives in the 
legislation which will guide local spending and plan impl<:mentation. Last year. for exampl., Ibe 
Sen." version of H.R. 11 simply listed all Ibe federal programs thaI zone communities could 
spend funds on. However. if the stated criteria are '00 specific. it could limil a community's 
ability to innovate. fOI example, in establishing its own matching venture funds and otller 
publiclpri,.t. economic empowerment partnerships. ' 

The Working G.fOUP has no firm recommendation on this issue, which, may have to be 
resolved in the legisl.tive proc .... 

DECISION 

Challenge Granl ~$S and Performance Review 

St.,e Specific Compliance C!it.ri. in lb. Legislation 

b. El<isting Federal Prnllfllm. and Funds. Time and again, mayors and governors have 
complained tll.flhey would be in a beller posilion to meet our c.,e!Prise objectives if Ihey were 
free to deplOy ••ising fedetal programs and reSOUrces to implement tbeir own strategiC pla.n. 
Fonner President Carter made much the same point when h. visited with you last monlh aboul 
the Allanta Project: we w()Uld not need 10 inyest mucb mOre fedetal money to.reyit.lize urban 
America if we empowered loCal communities 10 apply existing federal funds flexibly in 
conjunction with State and local resoutees, and private en!"lPnse. 

C 
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Although we,propose to eliminale all burdensome strings from the IlIOlIt Enterprise Grant 
funding, such ..dieal deregulation of cxi5lilli federal progr.oms is a fonnidable cballengu, We 
believe .here are at least three apProacheS to pnIVidiDg greater flexibiliry and responsiveuess with 
r05po<:l to existing ft<k:ral programs: , 

, 

• 	 'Broad, Pilot Waiycr..Authorit)": seck statutory waivers in the: Enterprise legislation that 
would vcst the Entetprisc BoanI with authority to grant any waivers it deems necessary 
for a specified list of pro!Vams relevant to prometing enterprise in oacb zone. A 
municipality with an enterprise ZOn. might be allowed, for example, to BgiVegate all 
funds it receives from the specified Wlge of PJOgf3Ols and spend these funds On a new 
type of activity to implement the strategic plan approved by the Designating Sc:=wy for 
the ;Wf)e, 

Limited Wajver Authority: allow the Enterprise Board to develop one set of categorical • 
criteria 1hat municipalities must meet to receive funding from existing programs that arc 
relcvanl to promoting enterprise in each zone, The enterprise legislation wouJd specify, 
for cxampie,.10 to 12 existing progr.oms ~- e.g., COSG, Jobs Training Partnership Act, 
lob Corps, Youth Apprenticeship, lOBS '-- fer which one set of categorical criteria will 
be developed, Municipalities that receive !.!:nterP,rise zones"lherefore, would be relieved 
of SOme of the burdens of meeting ullcoordinatc:d, fragmented program requirements, 
Municipalities would not, however, bave the Ilexibility to redirect funds to their own 
spending priorities. ' I 

• 	 Expand the Enterprise Grant l'rllgwn: beginning with the IT 95 budget r<:qucst, increase 
the En.etprise. Grant by an "!Veed amount and seck lower appropriations nom. range of 
exi,cing programs. For example, if. total federal spending on a rangu of soparote 
categorioal pro!Vams averages $25 million per zone, then the budget teque,t for Entetprisc 
grants in each ZOne could be increased by • proportionate share. At the same time, the 
budget requests for 'hese ca,egorical programs would be reduced by trus amount. This 
approach approximates the .ffect of the broad, plloi waiver approach. 

RECOMMENDATION: W. do DOt have. fum recommendation with tespoc! to the 
thr•• options. 

. The first appro.cb -- pilol testing broad r<:gulatory relief' in the enterprise zones - is. 
moS! in keeping with our basic sOal of reinventing gevemmtot and would be strongly supported 
by the mayors and govCfDOrs. It max complicate passage of tbe Enterprise legislation. w. do 
not know whether Congress would be as willing '0 go along wilh such a tadi""l r.st'"cturing. 
It max.lso give pause to some of Ihe Secretaries as they work with you to make plans 10 initiate 
new nation. I programs. HUD strongly recommends. this approacb. 

The second apprOach ..,- limited waiver autbority -- will provide substantial flexibility 
and responsiveness for th~e programs specified for uniform catcgo~cat "treatment. Congress 
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sbould b< receptive to such qarrower statutory waiver authority as a pan of the Entclprisc 
package. But many localities and public-private parmmhlps will argue that We sbould go 
further bec.auOlC tbe costs of compliance with Ibe muititu<:Jr of fcdual zequirements uldnmely 
defeats their puxposc. ' 

The third approach provides a means to approlrlmale, toughly. the R$Ult of the first 
approach: it Inercases the enterprise grant by th. amount thai would be available to fOCllS on 
implementing the zone's'strategic plan if full waiver authority were available. It d""" so, 
however, by mdueing a ""'ge of programs throughout the country by the small amount n"""'lSaty 
to achieve this result. II will also .",quire careful budgeting (and negotiation with Congress) oach 
year. 

Close "consuitation and cooperation with Congress and inte~stcd constituencies may 
provide the best approach to resolving tlii. issue. Given the unconalntl .. and the neeo for full 
Congressional cooperation to implement any of the tl'l.r=; approaches, it may be prudent to. 
explore this issue fully with Congress and constituency groups before making a final 
determination. 

( DECISION 

\ 

r", Broad, Pilot Waiver Authority 

Limited Waiver Authority 

Expand Enterprise Grant througli Annual Budgeting 

Consult with Congress and Constituencies 

5. DISAGREEMENTS AS TO EMPOWERMENT TAX INCENTIVES 

a. RcSidem EmP"'!"'Olletlt Sayinp. Following On your campaign pledge to establish 
Individual Development Accounts to empower low...income: Americans to move toward economic 
self-suffidency, tb. Working Oroup recommends a SD-perecnt !aX aedlt for employer 
contributions to • Dermed Savings Plan ('DSP") on behalf ohon••mploy.... Paniclpatingzone 
residenlS could also contribute to the DSP on a tax deferred basis. Those savings could be 
withdrawn (or boll'owed against) without penalty 10 pay for cdueation, purchasing a first home, 
starting a small business, or inVtstingln a Community Investment Corporation. 

In addition. the CEA bas recommended tbat you also consider encouraging shon-term 
savings that would help zone residents avoid exeessive <:redit costs on large consumef purchases 
such as furniture and cars. We could offer a special-issue U.S. SaVings Bond with an above
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markt:t ratc: of return and allow this interest to be fully tax exempt to zone r=sidents. These 
bonds could be purchased tluOugh payroll deduction. and excluded from taxable income "'ported 
by the employer1 making tax prepatatkm easier for the ""'C:f. Treasury opposes: this ,savings 
incentive. 

While tho Working Group generally t'avon; baving some fo"," of ",sident empowc","ont 
savings, Treasury is skeptical about whether our limited resources might be bener spent on 

, incentiv .. for employment and business aaivity ""her tban savings. The tax expenditures {or, 
such ",sidon! empowerment savings and investment in 311110 zones. however, totallC$$ tban SSO 
mUlion o..er five years. ' 

ru-:COMMENDATION: W. ,ecommend that you include empowerment savings 
incentiVe$: in your enterprise zOrie proposal. 

DJ,CISION 

Resident Empowerment Savings Accounts 

Add Residont Empowerment Savings Bonds 

No Re$idc.nt savinSS inamrives 

Discus, Further 

b, Com'muni~lnveStm~Dt Funds or Corporations, Owned Sl% by zone residonts, Cles 
could be spurred through tax advantages to lendelll for loans made to Des for purchase of 
qualifying ZOne tangible assets and flrTltS, The DC would be • for-profit, resident-driven 
community investment fund or developer which c()uld, for examplct invest in a number of ZOne 
businesses or acquire and develop land and buildings within the zope, The DC would provide 
a way for zone residents. as shareboldc:rs, 1(1 accumulate assetS. invest iD zone businesses, sb.are 
in profits from development, and gain co.trol of tbeir communities Md tneir economie destinies. 
Although Treasury and CE'A are ooneemed that zone residents should diverSify their investments, 
most memberS,of the Working Group support the DC concept as an essential means 10 giVe zone 
residents a real stake in their own economic fururt$. 

Tho tax advantage for investment In Des could be provided either (a) through the 
exclusion of interest from the income of banks and olher lendors who make loans to finance Cles 
or (b) through the Issuance of special DC iax-cxempt bonds, Such tax exempt bonds could also 
be made avail.ble through local banks Or community development lenders who will then make 
loans to a DC based on their own undtrwTitillg criteria, i.cludin!: the requisite technical, 
accounting, and management assi$tanee and expenise., Such Enterprise Zone Tax-Exempr Bonds 
could be·exempt, either in whole or major pan (e,g" 75%), from Slate volume caps, Treasury 
believes that existing rules for review by • local bond authority would holp assure compliance 
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with applicable law, provom am;.." ""d involve Ibe local =unil}', without requirtng Ihl: 
creation of a new 50t of anti-abus. rulC$ for a new intere5t .xclusion. , 

RECOMMENDATION: W. ",commend that tax ui"""'tivos for ere.. be included. Such 
''''' expendi""e. (or the ten Economic Empcwerment Zanes would total $140 million Over five 
yearn. No tax advantaged loan would be made unless the underlying ass.t. whether a business 
or land. supports Ihl: loan. Making suell .hara"", loans '0 erCs should be am"", the fioancing 
mccbanislXls that banks have to =oomically empower zone "",idealS. 

DECISION 

InlereSt Exclusi,m on erc qualifying loans 

Tax Exemp' Beads only for ere financing 

No C1C Financing 

DiSCllSS Furtber 
, 
\. c. Small. Worker Controlled Enlerprises - Owned. 51% by zone resident cmp!oyecs. 
r· worker controlled small businesses (less rh!lll $5 million in gross annual receipts) could also be 

encouraged through tax iMcntives. First. iniercst on loans to permit resident workers to stan Ot 
to acqUire WCE, could be excluded from taxation to. lender. Second, repayment of principal 
and interest On the .loan could be a deductible business eXpense to the We£. With full 
disclosure, full voting rights, worker control. annual reponing of individual share values to eacb 
ZOne shareholder. and deretral of taxes to the worker until a sale of shares, Ihe WCE will 
empower re,iden: employe .. wilb. full ownership Stake in rheir own businesse•• while curbing 
abuses common to ESOP's. 

Secretary Espy Slrongly. supports incentives that empower residents to gaiD an ownership 
stake in the busin..... ·in which they work. Others in Ibe Working Oroup join AgricuUun: in 
supporting sueh employee ,webolding. Treasury aod CEA are concerned tbal WCEs are risky 
inv<SImems for zone residents and are subjec, to tax sbelter abuse in whieb Ih. benefits go to 
outside investors Tatber Iban 10 %One residents. As with ere.., Treasury therefOre proposes !bat 
the laX advantage be financed only Ihrough. tax exempt bonds, issued by an independent SIal< or 
Municipal Bond Financing Authority. wbiell can be exempted from Sial< private activity bond 
caps. As with ere.., these taX exempt bonds could finance loans _de by CD banks and other 
lenders bas,d on their own unde""rlring criteria, including the "'quisire technical, ."""uming aod 
management assistance and ¢xpcrtise~ , 

RECOMMENDATION: We recommend that tax Incentives for WCEs.be included. Sueh 
tax c.xpend)tures for the len Economic EmpoweMlcnt Zones would total $300 miltion over five: 
rurs. No ' .. advantaged loan would be made unless Ih. underlying sm.ll business being Slarted 
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or acquin:d suppQTIS Ih. loan. Makin, such charaaer loans to WCEs should be among the 
financing mechamsms that banks have to economically empower zone residents. Ii .u=:s.sful, 
wCEs could effectively implement Ibe Gram... bank, microentcrprise lending approach in 
distre,..d communities !broughOOt ruta! and uthan American. 

DE:ctSION 

Int....! Exclusion on wee: qualifying loans 

Tax Exempt Bonds only for WCE financing 

No WCE Financing 

Discuss Further 

d. EmplQye. Stock Ownership Plans (ESOI's). Secretary Espy also strongly supports a 
modified 1::501' structure for Inrger zone businesses. He rccommc:~ds providing enhanced tax 
incenlives for speci.l Zone ESOPs. Under cument law, eligiblelendsrs may exclude 50% of the 
interest in,;cme they receive 00 certain loans to an ESOP from taxable income, provided the 
ESOP has tbe requisite stake (more .than 30%) in the sponsoring employer. The interest 
exclus;on would be raised to 100% for loans to Zone ESOP. which have a 30% stake in the 
company. In addition, the sale of existing stock 10 Zone ESOP, would qualify for tax deferred 
rollover Sl.tus provided fhe proceed, are relnv..,ed in "",urifies of OIlier dom..,l. companies. 
To meot concerns about abose, aU participants in Zone ESOi's would be entitled 10 the same 
vOling ligl,ts On all matteI'S voted upon by other stockholders possessing the highest voting rights. 

Th. Treasury Department opposes any InCTeased tax incentives to Zone ESOP" Treasury 
reasons th.t ESDi's are inherently risky for employ.es beeause of lack of diversification of the 
pian ass."" I. also argues that traditional ESOPs have not been effective In transferring to iow
income employees a signlfi=t voice In management decisions or a significant share of the 
"""nomic appreciation In the value of the employer'$ stock. If believes the Defined Savings Plan 
incentive, logelber witb qualified zone private activity bonds (that could be used to finance ClCs 
""d WCEs). provide appropriate empowelmcni iIlccntlvcs for zones. 

RECOMMENDATION, Attached at Tab D is Secretary Espy's dtfe_ of Zone ESOP•. 
II I. possible that 'he Treasury proposal for using tax-aempt bonds to finance empowermenl . 
incentives could also be used hero 10 ollovlale concerns abont abuse of Zone ESOPs. Such laX 
exponditul<. for Zone ESOPs In tbe ten Economic 'Empowerment Zones would total less than 
$50 minion over flve year.s, . 

DECISION'( 
~-

http:employ.es
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IntcrtS! Exclusion for Zone ESOP. 

Tax Exempt Botids only for Zone ESOPs 

No FiDancing for Zone ESOPs 

Diswss I'IIrthet 

6. "FIAT- n. 'INCREMENTAL" EMPLOYMENT AND TRAINING CREDIT 

Employment and lTaining tax c:n:ditS (ETCs) provide an effective means of lowermg the 
COSt of dc)ing business for cmployc:rs and incentives for hiting zOne residents. \\'hem combined 
with a coordinated private sector Campaign to ~rc the accept3r!ee and suppon of emplo)"ers, 
they also empower residents to seck employment. to obtain and hold jobs and to receive (raining. 
The Nlc-tier proposal rc::commends allowing employers Qutside the zone to take advantage of a 
one-year Targeted lITC ("T:fITC") - 40% of the first $6,000 in tilt fln;r year of each new zone 
resident nnployee's wages and qualifying expenses for ,education and training.: 

With respeci 10 Ih. lITe. yOu must decide whether to adopt a flat or in",emental 
approach. The flat lITe provjdes employ.1S wilhiD the zone with a credit of 25% of Ihe Imt 
$20~OOO in qualified wages and training costs for each zone employee. The credit would remain 
at 25% rm the Ii"t six yem and then be phasod out proportionately over the remaining life of 
the wne. This credil applies 10 aU resident' zone emph,Y""". 

By contrast. the incremenlal ETC is applicable only to ioo.""'5 in employmenl of zone 
residents (where total employment also; In"'eas~) over a stated base. II therefore eoSts 

, The T:fITC iSSI.IOstanlively identical to the Targeted Jobs Tax Credil (TITe), which wiil 
....clude lh. administrative bu!dens of having separate criteria /!lid credit amounlS. Howevet, 
we heuev. we should distinguish the T:fITC from the TITe, where urtification of eligibility 
in ont of Ihe 10 categories by DOL bas too often Op<;r3ted to siigmatize prospeCtive 
applic.lm;. as inferior in the eyes of employers. An educauon campaign for prospective 
employe"; is therefore essential with respect to the Enterprise T:fITc. The exlent of priv... 
employer commitment to participate should be one of the fadors used by the Secretaries in 
Ihe Challenge Granl Procoss to judge tb. merits of any zone applicant's Slr...gic plan. 

Every qualified ZOne resident will receive an cmpowenncnl CIIl'd in the mail which "'" 
be prosented 10 a prospective employet to qttalify for the b,C Or T:fITC once pl_ of 
residence has been verified. The same card will allow ZOne residents to open a Resident 
Empowerment Savings Account and 'a checking account with the nearest Community 
De....elopment Bank, It also could be used in future experiments with electronic delivery of 
food stamps, AFDC and job-lraining and with providing rewards for zone residents who 
succeed in flnding and keeping a job. 

http:applic.lm
http:employ.1S
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.ubSlaDtlall~.l= in tax expenditures than the fiat ETC. 

The pat ETC is simpler for zorie. employers to use and more cff..:tivc in lowering total 
costs of doiog business for a %One firm. Though less expensive, the inc:rcmcntal ETC is much 
more complicated 10 use and is often ignored by !<!Jlall employers. In addiclon, tho iDctemcntal 
ETC would give a competitive advantag,~ to new businesses OVer existing %One businCS$Cs. 

RECOMMENDATION: For the abov.-scated reasons, the Working Group unanimously 
favors the flat ETC, hut believes this Is • close call, 

DECI&ION 


Flat ETC 


Incremental ETC 

Discuss Furthe, 

( 
,,--.. 
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The members of Ibe NEC-DPC Enterprise Zones Worldog Group Intlude: 

AG~CUL11JRE Robert Nash CEA Joe Stiglitz 
Ron Bloddey Kevin Berner 

, Mike Alexander 

COMMERCE 	 John.than SaUet OPC BN'" Reed 
LaITy Parks 'Paul Weinstein 

HUP 	 AwIrow 0.0"'0 NEe acn. Sperling 
Bruce Katz Paul Dimond 
Jacquic Lawing Sbel)'11 Cashin 

TREASURY 	 Mauri.,. Foley OMS Chris Edlcy 
Val Strehlow Ken Ryder 
Edith 'Brashares SteYe Redburn 

V.P. 	 Greg Simon 

( 
/"""'• 

We have al ••••••i..d important 1:Ontrlbutlons frOm: 

DcEd 	 Mike Smith 

Anita EstoUe 

Tom Fagan 


HHS 	 Dayid Elwood 

lABOR 	 LaITy Katz 

Carolyn Golding 


TOTAL F, 26 
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THE WHITE HOUSE: 


WASHINGTON 


• 	 Apr1l 21, 1993 
.~ ''',1 pl:09 


MEMORANDUM FO~ THE P~ESIDE»T 

FROM: 	 ROBERT E. RUBIN r· (....... 

SUBJECT: Enterprise Zones and Community Development Banks 

Attached. are decision memoranda regording enterprise zones 
and community development ba~s. 

Both of these issues have turned out to be far more complex 
and controversial than had originally been eKPQcted~ largely 
hecause the approaches are innovative and expansive. 
Consequently, 'the memoranda are relatively ~ong and pose numerous 
and not Simple issues. Furthermore, despite many meetings and a 
well c(mciuoted process led. by Bruce Reed and. Gene Sperl.ing, there 

r-. 	 are still substantial dis~greelTlents on many of the issues~ 
especially relating to enterprise zones .. 

We need decisions on the basic policy issues within the next 
few days, in order to dovetail with the legislat!ve sch8dule~ 
~lven ~he limits on your time; one possibility would be that we 
could have a meet1ng with you which would ,lead to decisions on 
the basic issues~ wit~ the subsidiary design issues reserved for 
decision at a later date or, if you w~sh. delega~ed to Carol and 
me. Either way, we would meet the.raquiraments of the 
legisla'tive schedule... ' 

. Marcia Hale is attemp~ing to fit this into your schedule 
very late Friday, and you can let us know at that ~~me what 
decision-making process you would like to have. 

( ..' .. 
.r'. 



GEoRGETOWN LAW CN~R, 

nut WHITE HOUSE 

WASHINGTON 

, 
APRIL 19, 1993 

.. 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 BRUCE REED 

GENE SPERLING 


, , 

SUBJEcr: 	 ECONOMIC EMPOWERMENT AGENDA 

Almost One year ago, you toured Los Angeles .I••r the riots and predicted that despite 
all the media anention and Presidential fanfare, a year would pass and nothing would change. 
You were: right. Across the country, poor communities from SO\Irh Cen~ral LA to the Mississippi 
Delta are still reeling from a decade of de:clining opportunity and rising social and, economic 
iso;Qtion. - , 

Shonly after you took offiee, Bob Rubin and Carol RasC() asked US to sel up. joint NEC
DPC interagency working group on community development and empowerment. We wanted a 
joinl effort spanning economic and domesric policy thai could look at the problem, of 
eC()nornie.lIl' distressed urban and rutal .reas -- not only to pr<:parc specific proposals that could 
be passed this spring as part of your initial Budget, but to de:velop a framework that coutd 
incorporate: other m:W ideas over the: course of your administration. 

Our first task was to focus on ~h¢ economic cmpowennenr portion of your community 
development stnuegy .. Job and enterprise development are only a ponion of what )'our 
adminism.nion hopes to accomplish in distressed areas, tlu'oug.h health care reform, welfare 
reform, education refotro, family policy, Head Startl and so on, but your campaign commitments 
and your stress on economic glOwth necessitated Ih.1 we come tonh with these propo.al, for 
FYl994. 

To crear. this economic empowennent proposal, ou, glOup brought togetber policy people 
from half • dozen .gencies. and, me! wilh members of Congr.... community lead.r.;. 
e:nITepreue:ofS, and federal, state, and local government officials. We agreed in principle on a 
comprehensive! three-part strategy whh a sttong economic focus: 

L Enterprise Zon..: A two-lier plan 10 creale 10 f<SDu''''':-in'ensive Economic 
Empowerment Zones and 100 tess expensive Enterprise Neighborhoods around .he COUnlry. 

These 110 communities would be targeted for economic development, reinventing government, 
community developmem banking and miQ'l)enterprise:. community policing. and the: 
administration's olher empowerment initiatives, 

http:propo.al
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2. Community Banklng: A notional neIWork of communily developmem banks and o'her~1 I}l. 
communiI)" lending, inslitutions. spu~ On by a federal Community Banking and Credit Fund 
and perhaps by requiring major banks '0 st3l1 community develQpment banks in return for limited 
interState branching, We also propose ways to strengthen enforcement of the Community 
Reinvestment Act and fair lending requirements. 

. 

3. Potioing; W. included Community Partnerships Against "Crime 

(COMPAC) - - along with nationwide 
efforts to promote . Communities will need to 
demonstrate progress against aime if they are to attract and maintain enterpriscs; 

CONGRESSIONAL OUTREACH, 

We have invited the: major Congressional leaders. in these areas to meet with us ~d with 
Bob Rubin and Carol Rasco -- Including Maxine Waten. Floyd Flake. Charlie Rangel, Chairman 
Gonzalez, Bill Bradley, Chairman Rosrenkowski. Chairman Riegle, Paul Sarbanes and Chairman 
Moynihan. We have also received copies of the biBs pending in Congress and will continue to 
see which of their ideas can be incorporalcd. 

Uy way of example, pursuant to OUf discusslons with Representative Rangel a~d his staff, 
Out Enterprise proposal includes a compr(:hensi\'e approach 10 public and private in\'cstmenl and 
coordinated provision of government 5ef"ices. a mix of tax targeted tax incentives and Enterprise 
gran.s, and. major emphasis on safe streets. We also have included dillS prevention and 
rchabilitaliori-to-work among the neW initiatives which the Agencies arc actively exploring for, 
tbe Enterprise proposal. ' 

With respect 10 the Community Reinvestment Act, our recommendation to move to 
perfonnancc-bas<:d standards for .11 bank lending (including for small business and commercial 
loans) adop.S much of Ihc direc.ion and emphasis of Representative Wa.e",' bill. In addi.ion, 
Represen.a'i",' Wa'en; bas also suggested exploring Ihe possibility of making lhe Federal Res.;rve 
Discount Window available for Community Development Banking to spur ",inves.ment in the 
inner citie •. Although this would "'quirt. a major ro.binking of the fed's long-esrablished policy 
and practice, we have proposed including the, Fed on the Board of the CD Banking Fund SO that 
such institutional issues may be fUlly cOoside..d by the Fund with full input from the Fed, 

Treasury and the FOIC are exploring the Impac. and cos, of Rep",s.;nlativc Flake's 
proposal under the Bank Enterprise Act to appropriate fUnds to Subsidize a discount in insurance 
premiums peid by banks (including CO Banks) "0 the ."'ent of their loans in distressed 
communities, If yoo choose to "'quire major BHCs to panicpat. fully in the '''ached 
Communiry Banking proposal, .h. potential impa'" will be far gre...r; and the issue of providing 
additional suppon for bank lending in disrressed communities ean then be addressed more fully 
in this m'w co",ext by the Fund and by you, 

2 
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Finally. our Community Development Banking. Community POlicing and Enterprise 
initiatives incorporate ~ of cenfral components of the Bradley bms~ incentives for personal 
savings and investment In the community, cops On the block and safe SlIeets. a CD Bank fund 
to nurture a network of community development financial institutions, true Communify Schools, 
and mobil it, aod .=ss to opportunity throughout the local labor market. ., 

After you have agreed f() a preliminary' proposal, we will consult with these mcmbCrs of 
Congress and come back to you with additional ideas of theilS that c:.an be included. 

MESSAm;, 

The attaehecl memos present the proposals for. enterprise zones and community 
development hanks. These memOS I.y Qut the options and decisions you need to make for both 
proposals. 

We also wanted [0 le1 you. know Our own view of hQw these proposals support the themes 
that you ran on and now form the underpinning o'f your economic plan. 

First, these ptoposals offer a new, innonuive approach, The~' mOve beyond the: old left 
right debate by taking an activist a.pproach to empowering those in distressed area:; 'Without 
assuming that the answer to every probJem is mOre federal spending 0!1 the one hand or more: 
tax breaks On the other, Tbey offer rcal opportunity to real people: a sa"'ings account, a cop on 
their block, an cmploymen! voucher that will reward any busine$s for giving [hem a job, a local 
banker wining to invest in new jobs in the community. And we believe they represent a ne:w 
direcllon for poor communities across the country in several other important respec;:ts; 

• Reinventing Government; The working group makes reinventing government a 
centerpiece of our enterprise proposal. No community will get help unless they develop 
a comprehensive Strategic plan that involves the private sector, builcis on eXisting 
communify institutions, and ~rdjnates government efforts across program and 
jurisdiction.llines. The solutions 10 these problems must come from the bollom "p. from 
individuals anel communities willing to belp themselves. The•• proposals will change tbe 
way goyenunen, does business -- Including tbe federa! goverrunc.t,· which will conduct 
• competitive gran' process through. single point of con!~ct. 

• Accountability for Results: Communities will receive unprecedenled flexibility to 
desigo their Own plan. bot will be held ..,count.ble for re.l. measurabl. resulls in return. 

• Laboratories of Democracy; Communities (hat show the initiative to make 1he most 
of these efforts will become natural targets for other initiatives in the administration's 
agenda. . In c:xploring our proposals witb Giber agencies and major private seCtOr 
institutiOns, wc've found a number that, Want 10 cak= part. 
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•. Comprebensive Crowtb Strategy: These propos.ls foster efficient and 
entrepreneurial government that promotes bmh pot"ate investment and inerr:ased 
publiC: investment in human and physical capital • 

• A Bold New Experiment: Some wUl point out tbat there is no conetusive evidence 
that enterprise zones work, and that only th.... eomm~nity development banks have been 
",eated in the history of the "'public. They're right on both countS -- be<:ausc: rio one 
has b••n trying SuCh new approaches with any federal support or leadership. Our 
propusals are designed to give these: ideas. fai, leSt, by targeting ,.SOUf"". in a limited 
number of places and providing cleat measure. of suc""",, or failum, If these new 
approaches don't work, we can give up or try somc:tfrlng else -- but we shouldn't quit 
before we start just because the old answeJ'$ ha\'e failed. 

Whatever optiOns ~·ou choose 10 put forward. we believe that these proposals provide you 
wil h a tangible' platfonn 10 inspire hope and show ynur commitment to a neW spirit of 
opporHmity. responsibility. and communi~}' that wilt empower people from Watts to Moum 
Pleasant to b4:lieve in the promise of America. again. 

(, 


4 


http:propos.ls


THE WHITE HOUSE 

WASHINGTON 

COMMUNITY DEVELOPMENT AND EMPOWERMENT 

MEETING AGENDA 


May 17. 1993 

Room 342. OEOB 


I. 	 GETTING CURRENT PROPOSALS PASSED 

A. Empowennent Zones 

B, Community Development Banks 

C. 	 CRA Refunn 

II. 	 IDENIlFYING WIlAT WORKS All/D WHAT DOESN'T 

A. 	 Identify success stories as well as programs lhal do not work ,that fall under the 
community empowerment agenda 

B. 	 Consider identifying a budgetary mechanism that will give agencies an 
incentive to eliminate programs that do not work, e.g.• "gainsharing" -- a 
percentage of monies saved could be applied 10 new investments 

C. 	 Identify existing barriers to improving coordination and integration of federal 
assistance reJevant to community empowerment 

m. 	 STRUCTURES AND PROCEDURES 

A. 	 Working Group Goals: 

" 
I. Push Current Legislative Agenda 
2, Develop Framework for Presidential Speech and Policy 
3, Long-term Approach. How and when do we create a structure for tackling 
our long-term goals. What Sub-groups do we need? 

B. 	 Management and Coordination Structure 

IV. 	 PROCESS FOR SPEF..c11 EVENT -- Narrowing ini.iatives to Include 

V. 	 THEMES AND GUIDING PRINCIPLES (See attachment) -- Themes to 
communicate our policy to average voters and to guide the development of co~munjty 
empowerment policies. We need to consider the fit between themes and major policy 
proposals, 



'.. , 	 .. 

COMMU!'IITY EMPOWERMENT THEMES 

I. 	 IIUD PRESENTATION 

A. 	 Three Themes Emphasized 

1) Economic Lin 

--Making Work Work 

--Linking Education, Training and Employment 

--Making Housing a Platform for Economic OppMunity 

--Rebuilding the Metropolitan Economic Base 


2) Community (e,g, bottom up rather than top down strategies; fundamentally 
changing the way government does business; encouraging comprehensive solutions to 
local problems; making federal programs more flexible and responsive to community 
n""ds) 

--Suppnrting Community Solutions 
--Encouraging Economic Diversity in Communities 
--RcbuHding the Community Economic Base 

3) Combat Destructive Behaviors 

--Reducing Spatial Separation by Race and Income 

--Balancing Rights and Respnnsibilities 

--Giving Every Child a Fair Chance 

--Restoring Sanity to America's Streets 


II. 	 OTHER RELEVANT THEMES (FROM THE CLiNTON CAMPAIGN AND 
OTHER AGENCIES) 

Themes that distinguish the Clinton Administration from past approaches in dis1rcsscd 
areas and that are reflected, to varying degrees, by the Empowerment Zones initiative. 

A. 	 Presidential leadership in Involving the Privale-Seclor 
--Going Beyond Traditional Functions of Government -- Using the Presidency to 
Urge the Private Sector to lnvesl in Distressed Communities 
--Spreading the Word About Public-Private Partnerships that Work 
--Emphasizing Private-Sector Incentives for Job Creation 
--Emphasizing and Facilitiating Bu~iness Ownership by Community Residents 

B. 	 Boltom-up Planning and Accountabilily 
--Rewarding Local Innovation with flexibility, deregulation and federai coordination 
--Rewarding Comprehensive Planning and Community and Private Sector' 
Participation in such Planning 
--Pragmatic Focus on 'What Works 
--Willingness to Eliminate Programs that Don't Work 
--Creating processes for evaluating what works 



C. 	 Empowering Communities and People 
--Fostering independence from government programs 
--Strengthening both People and Places -- Linking Human Development Strategies 
with Physical Development 
--Fostering geographic and economic mobility 

D. 	 Rewarding Work 
--"Making Work Pay" -- ie., making work more attractive than welfare 
--"Making Work Work" -- enabling people to stay in their jobs 
--"Making Work Available" -- Job Training 

E. 	 Rewarding Family l' 

.	--Not penalizing marriage or families 
--Easing burdens on parenting -- jobs, Daycare, parenting skills training 
--Giving children a fair start 

F. 	 Community Values 
--We are all in this together 
--Individual Responsibility 
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President Ointon', plan to help poor commuruu.... V 

IEmpowerment zones can 

help poor communities 


By letllng communi-OUR VIEW lies set agenda, 
, President Clinton cim make ledor
!al help 1\11 aid, nol a hurdle. " 

President Ointon has found a clever Iway to help distressed communities 
! by Ijstening to them, 

Poor communities said they needed 
not just federal money. but also freedom 
to decide how to use it They asked for 
more flexibility to try novel approaches 
to problems. They said tax incentives 
weren't enough to l~ businesses, 

Clinton's plan. annouru::ed last week. 
wisely tries to give them a chance to 
prove they're right It improves upon a 
long~louted concept - enterprise zones 
- and tests it at 3 cost ofonly $6 a year 
for each person in the country. 

Some $800 million a year would be 
distributed to 1)0 communities for e-x~ 
periments in such things as 24-hour 
schools and community redevelopment 

. banks. 
They'd be sel up in both urban oed 

rural communities of fewer than 
200,000 people. Those with the best 
plans for improving job creation, educa

¥ention ~ould be selected: 
'. Many .deas would be med. Successes 

could be ,mltated, failures d.scarded.
Ten of the areas, dubbed "empower

1"enl zones," would get much more. 
They'd share $800 million in tax breaks 
to lure businesses and create jobs - the 
traditiona! enterprise zone approach, 

But unlike previous plans. businesses 
inside and outside would get breaks for 
hiring people from the zones,' 

This is a muchwneeded refurbishing of 
the enterprise zone concept - ~dy 
tried by several s.tates with mixed sue· 
cess. In a study of Maryland zones, fi
nanciaJ lures ranked twelfth as a rtasOn 
why businesses locate in a zone. 

ListeIDng to local leaders also should 
belp avoid the disasters that gave '60s
em urban renewal a black eye. Then. the 
federal government blindly dictated! 
what cities could get. Often neighbor.. ! 
hoods were razed for ntW construction,. r 
oed people were relocated, not helped. ' 

In Clinton', plan, once an area quali
lies for help, government would heed 
community requests to get federal regu~ 
lations out of the way. 

following rommunities' leads may be I' 

. ---";"- -. , 


tion, health care, housing and crime pre- "a way to make enterprise zones work. 



Participating CEB Member:; 

Wi-Hi;
hud news 
a.udience groups 
own a home 
rent,,1 hl?lp 
homeless 
your community 
business 
contracts 
consumer info 
compl~incs 

abOlJt IllJd 
reading room 
handbooks/form s 
kids 
let's talk 
local info 
fed OI)e-SCOps 

participating ceb members 


Chair 

Vice President AI Gore 

Vice Chairs 

Bruce Reed, Assistant to the President for Domestic Policy 

Gene Sperling, Assistant to the President for Economic Policy 

Designating Secretaries 

Andrew Cuomo, Secretary of Housing and Urban Development 

Dan Glickman, Secretary of Agriculture 

Members 

Robert Rubin, Secretary of the Treasury 

William S, Cohen, Secretary of Defense 

Janet Reno. Attorney General 

Bruce Babbitt. Secretary of the Interior 

William Daley, Secretary of Commerce 

Alexis Herman, Secretary of Labor 

Donna Shalala, Secretary of Health and Human Services 

Rodney Slater, Secretary of Transportation 

Federico Pena, Secretary of Energy 

Richard Riley, Secretary of Education 

Togo West. Secretary of Veterans Affairs 

Janet Yellen, Chair, Council of Economic Advisors 

Carol Browner, Administrator of the Environmental Protection Agency 

Jacob Lew, Director of the Office of Management and Budget 

Aida Alvarez, Administrator of the Small Business Administration 

!!!..§!!!!1':M~2!!.~', Director of the Office of National Drug Control 

James Wi'll, Director, Federal Emergency Management Agency 

David J. Barram. Administrator, General Services Administration 

Daniel S. Goldin, Administrator of the National Aeronautic and Space 
Admlnlsirallon 
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Geers e T. Frampton, Jr. , Ac:ing- Chair of the Council on Environmental Quality 
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THE WHITE HOIJSe: 


WASHINGTON 


MEMORANDUM FOR BOB RUBIN 


OClOber 28, 1993 

FROM: Paul Weinstein 

SUBJECf: Community Empowerment Objectives 

PHul nml Sheryll's memo docs an excellent job of outHning goals for Empowerment 
Zones and Enterprise Communities . .!.!&cc that economic development ano economic 
opportunily must be the . . the zones. The following underscores that 

",
a1m;. 

The Building Blocks -- Jobs 

Jl.lc....wrt' objc,x;t}¥:f) fer elf!f'&W~fmcnt zones and cntcfErise comml!Wtics must he the 
'"' crcation.2fjobs. If the zones and communities do not create 'ob, ra' ~illcd 
~tfc - 11 s that simple. If we can create a 10 a.<.;c in tbese distressed communities, 

-nrcn we CHH"'buiId outwards and develop the sclf-s~stainil1g institutions th<.lt provide vital 
social services like chiJd C<lrc facilities, health dinics, better schools, 

With our limited resources, we can't afford to focus on the outcomes of the problems 
in our inner cities and distressed rural communities) we must focus on the causes, And the 
number one Y...YJ~w, i£lhe lack of joO's andcconomlc opportumfy. 

-.

The major tax incentive for Ihe zones is ihe Wage Tax Credit (WTC). The Credit 
should be effective in attracting 13bor intensive industric,,'i to the wnes, ]be one problem with 
the WT " . . '., 'costly t • lbPrcfore, we wlH need t~study carCiulty 

fcb of thi~ other, less ex:pcn.<;ivc tax incentives. also have a ilive 'ob effect. 

The Ultlmale Tesl Of Reinvention - Federal, Slale Co a mmunit 

I think Carol Rasco is right when she describes Empowerment Zones and Enterprise 
Conupunitics as the greatest test of reinventing gnvemmcnt. For [hi~ program to be 
successful, '1t least (our layers of guycnwcnt and the actnal cnmUI!!VitiQs Ht\llmf>cl..'cs arc 
going to have to actually communicate with each other. Nothing could seem more simplc yet 
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so hard. I've always felt that one of reasons governments in the past allocated more and more 
money for programs -- even if they were unsuccessful -- is because cooperation requires a 
lot more effort than appropriation. 

Intergovernmental cooperation ca work in tnt at 
J........can SEr~c ~ run c or other communities . . waiver 

V anihOiI y to hel co . . c and provide flcxibilit the 
~n, which can serve as a compact between all the govern entities involved. 

Stakeholding -- Making Capital Available To The Inner City And Rural America 

Past attempts to rebuild our inner cities and distressed runit arcas have failed for 
several reasons, two major ones being (1) the disconnect between government assistance 

, programs and the private scctq: and (2) tnc faIlure to ensure that residents would have a 
financial stake in the economic future of their communities. 

The President has correctly argued that government programs should spur the private 
sector in distressed communities, and that we need to create entrepreneurship opportunities for 
the residents. Our capital incentives programs -- reform of the Community Reinvestment 
Act (CRA), passage of the Community Development Fit:lancial Institutions (CDFI) bill, SBA's 
One-Stop Capital Shop, SBA Microcnterprise Loan Program, and the SSBIC/ Bumpers tax 
break -- will playa more significant role in the revitalizatio.n of these communities than the 
Zones themselves, because they will provide residents with the opportunity to own their own 
businesses and homes. In a recent intcrvicw Jack Kemp stated that Democrats have 
traditionally focused on the "safety net" while Republicans have put their efforts into the 
"ladder of economic opportunity." Well, trickle down was hardly a ladder. But Kcmp's point 
that government should work in concert with the private sector to promote opportunity is 
fundamental (it's too bad he never heeded his own advice). 

Security 

Of course you can't attract outside business and capital, and retain human capital if 
your streets aren't safc, if the education system is failing, if you work all week and your 
income still falls below the poverty line. That is why several other Presidential initiatives, the 
crime bill, Headstart and Family Preservation, the EITC, health care reform, and welfare 
reform arc integral components of any community empowerment strategy. 

cc: 	 Carol Rasco 

Bruce Reed 
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tHE WHIT!:: HOUS£ 

WASHINGTON 

DcC<:mber l. 1993 

MEMORANDUM FOR BOB RUBIN 
GENE SPERLING 

FROM: 	 PAUL DIMOND 
SHERYLL CASHIN 

SUBJECT: 	 URBAN POLlCY 

Attached is a revised summary of the overview that Paul presented to the carnegie 
Corporation meeting nn the Administration's policy to revitalize di,\tJ(',sscd urban and rural 
communities. It is not touted as a separate and distinct urban policy as such, but rather as an 
integral part of the Clinton economic plan to put America to work for all Americans. II is an 
attempt to communicate the substance of what we are trying to do for poor areas in the 
context of the new direction set by the PIesidentls economic plan. 

We previously trnnsmined 10 you an alternative way of thinking and talking about 
Administration efforts in this area. i.e .• by topics -- business investment. education and 
training, etc. -- and relevant Administration programs:. 

Given the interest in the President's speech in Memphis, the impending TOU-outs of 
the public safety initiative and empowerment zone challenges over the next two months, and 
the Vice President'S; commitment to speak: actively about community cmpowennent, we 
believe the press will be focussing much more attention on "urban" issues. 

Finally, we arc also working cooperatively with HUD on their preparation of the 
Urban Policy Statement thai Congress requires each Administration to submit every two 
years. The time deadline for this subm:ission is early next year. As soon as there is a good 
working draft. we will transmit it to you for comment . 

We therefore request to meet with you at your earliest convenience to get your 
feedback on our work to date and [0 discuss next steps. We believe that it is time to begin to 
say something. lest the press Or politicai opponents define, mischaracteriu, or eVen seek to 
set OUf policy direction in this area for us. We a)so beiieve that the possibility for bi-partisan 
support ._- within the continuing budget constraints -- should also be consjdered in view of 
the mayoral elections in New York and LA. 

cc So Cutter, Bonnie Deane, Sylvia Mathews 
Carol Rasco, Bruce Reed, Paul Weinstein 
Jack Quinn, Elaine Kmarck, Kumiki Gibson 
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. DRAFT 

TIlE CLI:>ITON-GORE INITIATIVE 


FOR REVITALIZING DISTRESSED COMMUNITIES 

IN URBAN AND RURAl. AMERICA: 


TIlE BUILDING BLOCKS FOR 

PUTrING AMERICA TO WORK FOR ALL AMERICANS 


Work. jobs, and full participation in sus.tained economic growth are af the hean of the 
Clinton-Gore Administration's plan to revitalize distressed communities all across urban and 
rural America. As the President noted in his recent speech to the Mason Temp~e Church in 
Memphis Tennessee, 

( do not believe that we can repair the basiG fabric of society until people who are 
willing to work have work.. Work organizes life. It gives structure and discipline to 
life, It gives meaning and self-esteem to people, It give.<; a roie model to 
chiJruen .... We can lonly) repair the American community and restore the American 
family [if) we provide the structure, the value, the discipline and the reward work 
gives. 

The Clinton-Gore plan has four basic building blocks to provide work to all 
Americans who are willing to work, including in distressed rural and urban communities: 

• put our national economy in shape for sustained growth in Ihe new, globaUy 
competitive economy 

• invest in people so that work pays and all who arc willing can contribute to and 
participate in this growth 

• make targeted federal investments to leverage much larger private sector 
investments in distressed communities so that all communities can shan:: in the rewards 
and work of the new economy 

• caU upon an Americans to come together from the boltom up in a new compact to 
heJp distressed urban and rural areas join in contributing to the growth of dynamiC 
re gional economies 

These four building blocks arc depicted in the attached diagram and described in the Ont

page summaries that follow. Together, they paint a bold, new direction for putting America 
to work: for all Americans. 
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I. 	 A National Economic 1'130 for Sustained Growth and Jobs: We will compete 

su«e.sfully in the global economy! 


The President's plan to put our national economy in shape for sustained growth in jobs, 

incomes, ,md living standards will make the economic pie bigger for aU Americans in the 

years to come. This National Economic Plan includes six ba..~ic components: 


• redU(e tbe deflclt to iower interest rates, keep inflation in check, spur private 
investment and make more capital available 

• build the capacity and productivity of Ibe economy through shifting federal 
budget priorities from consumption to investment in order to improve the productivity 
of the American workforce and firms 

• remove regulatory impediments to business fonnation. agility. and expansion and 
ease the credit crunch to promote investment 

• increase competitiveness by containing the rising health care cost drain and by 
promoting a healthy workforce 

, 
• open foreign markets to Made in America goods and services for billions of eager 
consumers around the world and spur increasing demand for the higher quaHty and 
larger quantity of goods and services Our increasingiy productive workforce and firms 
can produce 

• put the national economic plan to work so that all Americans and aU communities 
have the opportunity to participate in and the responsibility to contribute to' meeting 
the global economic challenge. 

As the President and Vice-President made clear throughout the historic national debates on 
the Budget and NAFfA. the winds of economic change are upon us. We must set our course 

. to make this change a helping laHwind rather than a hindering headwind for sustained growtb 
in the national economy: we will compete -- and win -- in the global economy. 



II. Investing Elfectlvely In All Americans: W. don't have. person to waste! 

fn shifting tbe federal budget priorities from consumption to investment, the highest 
priority is putting people first -- investing in improving the skitls, productivity and 
competjtiveness of all of OUT people and making work pay for all Americans. As the 
President often remarks. we donlt have a person to waste jf we want to compete and win in 
~he expanding opportunities and inCJca....ing challenges of the new, global economy. 

The Clinton-Gore Administration's comprehensive strategy to invest in people 
includes: 

• Support for Families and Children: Increased support for WIC, Immunization, 
Family Preservation and Headstart, Welfare-to-work and Child Suppon Enforcement, 
and Heallh Care Reform will assure that aU children bave the nurture and support of 
families essential to healthy development and readiness to learn. 

• Learning and Information for tbe New E<onorny: Goals 2000 and the National 
lnfonnation Highway wilt provide both a new direction and the means to increase the 
productivity of leaming in schools, homes. and businesses and to establish new world 
class standards for learning for all Americans in this generalion, just as the National 
Highway Act and the G.!. Bill provided the foundation for increasing opponunity for 
all Americans in the generation following World War II. 

• A Comprebensive Reemployment System: To provide aU Americans with 
worlddass skills and the transi1ional assistance to keep up with the rapid changes in 
the new, global economy, we must combine lifelong learning with a comprehensive 
reemployment system. Temporary NAITA Assistance, a Comprehensive Dislocated 
Workers Program, One-Stop Shop for Employment Assistance, Profiling for 
Unemployed Workers, Income-Contingent Education and Training Loans and Excel 
Accounts, an expanded Job Corps and Youthbuild, and a new School-to-Work 
Initiative win enable aU Americans to invest in their own education and training in 
order to participate fully in sharing in Ihe responsibilities and rewards of sustained 
economic growth. 

• Investing in Small Business: Targeted tax incentives and equity financing for small 
business wilt spur new investment and business growth in the sector of the economy 
that will produce the most new jobs and will grow the most new industries to compete 
successfully in the expanding global economy. 

• Equal Opponunity: Vigorous anti-discrimination enforcement and expanded 
support for Moving to Opportunity will assure that aU Americans have fun access to 
fair lending, rair employment, fair housing. home ownership, business enterprise and 
upward mobility. 

• Making Work Pay: The Earned Income Tax Credit will make work pay for 
families who work hard and play by the rules. No one who works for forty hours a 
week will find their family falling below the poverty line. 

Together, these investments in people will help all Americans join in the historic crossing to 
the jncreasing opportunities. challenges and rewards of the ncw, global economy. 
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III. 	 Investing Effectively in Distressed Communities: We don't have a community to 
waste! 

For 100 long we have ignored the spread of joblessness. despair and poverty in 
distressed urban and rural communities all across America. We em no longer afford to waste 
communities in 1he core of growing urban areas and in the rural heartland if OUf diverse 
regional economies are going to compete and win in the new, global economy_ 

The Qinton-Gore Administration is therefore calling for new investments and 
innovative partnerships that will empower distressed rural and urban communities to 
contribute fuUy to and to participate fully in national economic growth: 

• Access to capital, credit, and banking services: Reform of the Community 
Reinvestment Act will substitute performance for paperwork so that OUf major 
financial institutions are rewarded for making sound investments' in aU communities. 
A1 the same time. the CDR bill and lax incentives for CDCs will spur a network of 
community-based financial institutions to help build the nceded savvy and capacity to 
assure that good credit risks, character loans, and busin~ opportunities jn distressed 
communities have full access to mainstream financial institutions and essential 
tcchnical assistance. 
• Targeted Small and Minority Business Assistance: SBA One-Stop Capital Shops, 
Minority Entrepreneurship and Exports, expanded microenterprise ioans., and tax 
incentives for investments in SSBICs wiU leverage sound private investments in 
expanding business opportunities in communities previously ignored by the SBA and 
private investors, 
• Investment Partnersbips with other Financial Institutions and tbe Stales: IruD
NeD!, Pension Fund. Sec. 108 and GSE Community PartncIShip.' and FHA risk
sharing. and expansion of the Low lncome Housing Tax Credit will make home 
ownership, rehabilitation, and safe, decent and affordable housing opportunities 
available within all communities, The extension and expansion of Tax-Exempt. 
Small-Issue Bonds wilt allow the States to work cooperatively with distressed 
communities in finding private investment to expand businesses and build essential 
infrastructure. 
• Public Safety: The Crime and Drug Prevention, Community Policing, Brady, and 
Drug-Free Schools Bills will provide states, localities, and communities all across the 
country with matChing federal reSOurces and new tools to assure the basic safety and 
security of person and property essential for raising families, teaching and leaming~ 
and building business and communities. 
• World Class Scbools: The Chapter I Reauthorization will assure ,ha' schools in 
poor communities have the re.o;ources targeted to meet the Goals 2000 so that all 
students have the opportunity and responsibiHty to meet and cstabHsh new world class 
standards. 
_Rural Development and Inl'estment Initiatives: These major new Investments will 
assure that distressed rural communities and Indian Country wiU be able 10 provide the 
dean water and other infrastructure necessary to compete effectively for viable niches 
of production, commerce, and service in the new giobal economy. 
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IV. 	 A New Compact for Empowering Distressed Communities to join the Economic 
Mainstream: W. are aU In this logether! 

Finally, the Clinton-Gore team is challenging all Americans to join in common cause 
to help distressed communities in their own local region join the economic mainstream. This 
is not on}y a matter of simple jus1ice in helping our fcHow Americans who are down to lift 
Ihemsdvcs up; it is also an economic imperative to make sure that our vital regional 
economlcs are not eroded from the inside-out by an expanding core of joblessness and 
despair. All across America there are inspiring examples of communities coming together to 
take back their neighborhoods and to partner creatively with the private sector to promote 
economic development and community revitalization. In the coming year the President and 
the Vice-President will issue four, related challenges to empower all communities to come 
together and succeed: . 

• Tbe Community Enterprise Board, chaired by the Vice-President and made up of 
15 federal agencies. will reward local communities that come together with the private 
sector, localities and the StateS to reinvent Ihe way thai services and business are done 
in distressed communitIes. Bottom-up initiative. customer responsiveness. 
performance goals, cost effectiveness. and successful outcomes will drive the Board, 
both in providing relief from overly complex and narrow categorical mandates and 
assuring interagency responsiveness and coopuation. 
• Tbe national competition for Empowerment Zones and Enterprise Communities 
will enable distressed communities all across the country to form new partnerships 
with States. localities and the private sector to build off of their current assets to 
implement their own stratcgic visions for change. Designated zones and communities 
will receive a package of tax incentives and public and private investments to promote 
economic development We will also challenge the private sector ,in local regions aU 
across the country to invest in business and job expansion within these communities 
and to link workerS in these communities to jobs throughout their region. Making 
work available for all w.oo are willing to work will provide a firm foundation to build 
famiiies, communities. and upward mobility for all Americans. 
• The Community Policing and Sare Schools Initiative will provide an opportunity 
for communities aU across the country (0 make their struts, business. homes, families. 
neighbors and schools safe and secure from the scourge of crimc, violence and drugs 
that are the biggest threat to Our cunent civilization and future competitiveness. 
• National Service is more than an important symbol of our willingness (0 come 
together as a people to SerVe the common good: it will provide a Whole new 
generation of young Americans with the opportunity to learn in order to better their 
0"'11 futures in exchange for meeting the challenge of helping communities and peopJe 
in need to better themselvcs. 

Each of these four national challenges shares a common vision -- coming together in bold. 
new ventures to help those who want to help themselves. Each offers the opportunity for us 
to work. together, for a better future for all Americans. Instead of battling against one 
another in a zero sum game or ignoring the incrca...,ingly interwoven economic destiny of all 
communities within each local region. these initiatives point a new direction. a new compact 
where mutual self-interest and the common good can empower all communities to contribute 
to greater security and prosperity for all Americans. " 
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THE WHITE HOUSE 


WASHINOTON 


De<:embcr 5, 1993 

MEMORA..'<DUM FOR THE VICE-PRESIDENT 

FROM: PAUL DIMOND 

SUBJECT: COMPLEXITY AND COMMUNITY EMPOWERMENT 

I. Th. Complexity Analogy. In working with'Bob Lehrman over the weekend, he .old 
me about your analogy of community empowerment to lIya Prjgoginc's theory of complexity 
for understanding systems, cycles and flows: 

• Distressed communities can be seen a,<; in a state of chaos where the system has 
broken down or the cycle is in a vicious downward spiral. 

• AI the same time, these communities also have the potential to achieve a different 
stage. one of higher complexity with self-generating innovation and energy for 
revitalization. 

If you arc interested in exploring such analogies further, I attach my copy of the book, 
Complexity, tor your review. The book narrates in a variety of contexts -- biology and 
evolution. economics and firm organization, urban population dynamics. physics and 
chemistry. game theory and computer simulations -- how this new science of complexily 
may offer addjt)unal insights. 

------~---

II. Possible Insight #1: Small Changes can generate Blg'~ One insight thaI I 
find most intriguifig trom- the oook is ttmrareratlVefj~1Chan~metimes operate as 
a powerful (ever to assist a big jump from a relatively steady stage (equilibrium) or from a 
chaotic stage (the broken system or downward cycle) to the greater innovation. energy, and 
higher order of the complexity stage. If we can understand the underlying dynamics of the 
system, then we may be able to stimulate major changes without having to attack aU of the 
underlying causes of the chaos at once or just being stuck with alleviating the most harmful 
effects or ohvious symptoms. 

If this possible insight also makes some sense to you, then we might think of the 
federal role in community empowerment as follows.: 

• we invest in helping innovalivc local communities find such levers and, then, 
---:.~-

• we make smc that our base of federal resources, programs, and mandates for 
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investing in people and places are flexibte enough 10 nurture, and to get out of the 
way, when the higher energy reorganization begjns to supersede the stale of chaos and 
to reverse the downward spiral in tbe distressed community. 

The rub. of (;oursc:, is figudn ~"Yha~ev~~~e in addition to innovation 
from the 10",11 commu lty, Your magic feather analogy suggests that the process of applying 
for an empowerment zone or enterprise community will provide the opportunity for many 
innovative communities to find their own levers for change. e.g., building off of particular 
clusters of existing assets or filling open niches in the regional ecOnomy. Our selection 
criteria will. of course, focus communities on work and jobs; building business and jobs for 
residents within the zones: and linking zone residents to jobs and work in the labor market 
throughout the local region. . 

II. Possible Insight #2: Consider Ibe whoie system, A second possible insi~ fro.m 
~~...~?ok is to make sure to l~~..~e whole system, ~just '!t mm:::~o1-what is 
~~tmri'fiCan5 lookmganhClarger metropolitan context to understand the 

dynamiCS-of the chaos and downward cycle of distressed communities in the inner city. 
A r all, as you, Bob Rubin and David Gergen b~lVe al1 noted. the greatest threat to OUT 

national security and economic competitiveness is not any military Challenge or competition 

j from abroad: it is the erosion of entire metropolitan economics from within if the do~nward 
spiral in inner-cilY coreS is not turned around, 

! attach my initial draft analysis of the flows of people, capital. and goods within, to 
and from different parts of metropolitan areas. This analysis focusses on the dynamics of this 
larger metmpoHtan system, the possible fulcrum points to apply levers of change, and how 
OUf policy proposals may fit this understanding. At a minimum, such analysis will make us 
think harder, and hopefully smarter, before we make a major commitment to any particular 
massive, federal program aimetrat revitalizing distressed communities in our free society: 
freedom of movement is a constitutiona1 right, and one of the basic conditions in 
understanding the underlying dynamics is that people do vote with their feet. 

IV. Next Steps. If you think the analogies and insights from complexity are worth 
exploring further in the context of community empowerment and urban policy, we could 
COnvene a small group from within the Administration and outside to discuss possible 
understandings of the systems, cycles, and levers of change at issue. Lei me know whether 
you would like to convene such a group, or whether further analysis now would just get in 
the way of the polHician's duty, as you put it, to get on with grappling wilh solutions. 

cc Bob Rubin, Gene Sperling. Sheryll Cashin 
Jack Quinn; Bob Lehrman, Kumiki Gibson 



THE WHITI: HOUSE 

WASHINGTON 

c"~~:;r(:December 9, 1993 

MEMORANDUM FOR BOB RUBIN \ \5fr'~ 

FROM: BONNIE DEANE, NEC ~V 


BlL~ DICKE~S, CEA .Lf ~' 

PA\.;L DIMOND, NEC t'u 

SUllJECf: JOBS FOR YOUNG BLACK MEN 

This mcmoramlum concerning jobs for young. black men is a follow-up on our discussion 
with Bruce Reed, Joe Stiglitz, Bill Dickens, Gene Sperling, Paul Dimond, and Sheryll Cashin .. 
It outlines (i) the special problems faced by this group; (ii) the range of PoSSible solutions; 
(iii) and an action plan for the Admjoistratlon, In the attachments. I have included more 

delailed information on population estimates and Ihe design and effectiveness of specific 

programs such as America Works and Youthbuild. 


You have agreed that we should raise this issue again in January in the context of 
reassessjng Qur overall urban policy strategy. 

t Special problems faced by young black mates in the labor ma.rket. 

J.l!iuall~J.Lisut just a lack ofj!lbs.. In Ihe President's Memphis speech and at the recent 
Carnegie Conference on Urban Is.sues, the problem is discussed in tenns of a "lack of jobs." 
This conveys thc 'jdc3 that if only We could stimulalc the economy in Ihese distressed areas, 
we co~ld rc(~uce tb~ non-empl?~mcnt rates among young black men from tooay's 42% "tj~,;;1.ltt, 
(and hIgher m certam commumllcs). Yet, we know that: ~ ........ .-~ 

High rates of unemployment often' exist in high-poverty arcns across the str~~"Th'i\Y»f~ 

thriving business ccnters and residcntjaJ communities with vcry low rates of 

unemployment (EIlwood 19R3). Jobs arc within a reasonable distance for neighboring 

communities, but seem light years ~way from the "distressed community," 


Jobs exist in the community--in grocery stores, in fast food shops, in clothing storcs

-which few of the indigenous residents will be offered. 


Katz ami Cutler (1992) have documented the extent to which booming growth in [he 

1980s did not bcllcfit the poorest familics. 


The primary problem is not a "lack of jobs," it is a lack of employment opportunity. 
Distinguishing between ~a johs short~lge" and "an opportunity" is crucial to fonnulating an 
appmpria!e fCsponse. During the Jcprcssi()n~ jobs. were created lO help people temporarily 
knowing that they would re1urn to work in, the private sector as 1he economy recovered.' The 
cmploymcnl problem in the inner citk,'\, however. is of a different nalure: 



" 

-2

{tIS networks. not ge.o.graphy that limits access toJobs.. Most of us du not gct our 
jobs because we live next door to the company, We get our jobs through connections. 
Studies of how people find work conslstently conclude that the most common method 
for finding good jobs is a referral from friends or relatives who know of job openings 
and can vouch for our trustworthiness 10 Ihc person making the hiring decision, 

A major problem for the urban poor is (he lack of access 10 these networks for 
finding jobs. To provide such referrals. friends and relativcs must themselves be 
employed and be a credible refcrcn(;C. The concentration of unemployment in poor 
neighborhoods or housing projects makes it difficult for the urban poor 10 make usc of 
this highly productive method of job search. Instead. they must rely on formal 
methods of job search such as want ads and stnte employment development offices. 
The over-representation of the least advantaged among the population using these 
methods drives employers offering good jobs away from them. This intensifies the 
jOb-finding problem not only for young, black males, but also for women, adults, and 
people of all races who live in high poverty areas. 

~l work etiCJuette aDd other basic skills limits emt.tLoY.abiIity. In addition to 
the basic networks probJem, young black males in the inner city tcnd to lack a basic 
understanding of how to act in the workplaee as well as literacy and other marketable 
skHIs. Bill Wilson recenlly spoke in Washington about the reiuctance of white and 
black employers to hire young, black men who were perceived as likely 10 act up or 
cause trouble. Many of these youngsters have difficulty adjusting to the workplace 
bccmtsc they received little parental discipline from teen mothers or abscnt falhcrs and 
received little edu~fion from their troubled schools. Those young~ black mcn who do 
have the right skills also suffer from this stereotype, 

.In.a:.easipg discrimination agaipst all blacks reduces tbe incentive to tr)'. The 
blackfwhite earnings gaps were narrowed SUbstantially by 1975 for all groups except 
non-college edu~ted men. This progress was completely reversed in the 1980s: the 
black/white earnings gap increased 50%. The black/white gap for earnings of college 
graduates jumped the most: from 25% to 15.5%. The motivation for young, black 
men to try bard can be sapped by seeing employed friends and relatives with 
increasingly unfair pay and job prospects despite their "work etiquettc" and "education 
quaHfications." The unwillingness of Republican governments to enforce the 
discrimination laws has also contributed to the growing undcrdass by reducing the real ~ 

share of economic growth accessible to an blacks. When the door of opportunity is 
being slammed, is it not sensible for kids to lose motivation ilnd tum to crime? 

A strategy to promote jobs for this disadvantaged group should try to mitigate thcS(: three 
barrierS and help them access the millions of job openings in OUf economy every year. 
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lL llim~ we ioc[CJJ:i~ oppQrtunity among young black men? 

In this section. we will outline a spectrum of solutions and evaluate the ability of these 

S{)lUlinns to address the three problems outline above. 


~aL<l=.!!!QT work for ~DuDg black rum:. The Targeted Jobs Tax Credit ('rITC) and the 
Works Progress Administration (WPA) represent two ends of the spectrum from pure market 
solutions to pure government solutions, 

TlTC: The TJTC i. an elegant, purely mnrkct-based solution that is not effective for 
helping young, black men. It provides a tax crctlit to employers who hire certain 
categories of disadvantaged people. It i. supposed to work by compensating 
employers for the higher supervisory costs or the lower productivity levels of 
disadvantaged workers, In fact, the TJTe requires so mucb paperwork that many 
employers do not collect their credils. Those who do collect the credits tend to hire 
whomever they wish and tben use a consultant to do the paperwork, Few employers 
would actually decide that an employee looks more altractive because of the tax credit. 
In a study using random assignments, disadvantaged people found employment more 
easily when Ihey did not tell employers about the tax credit. Thus, the tax credit alone 
actually worsens the possibility of a person finding a job because it stigmatizes the 
individual as "damaged goods." 

"-"",,,-~,,~aHtliZ=t:', 

WPA: III contrast, the WPA is a purely government solution to the problem, The 
government finds a project worth doing and supplies all the equipment, supCivisl1~':·~- ..~-:. 
and wages necessary to hire the people directly. The WPA would probably be more 
far more effective than the TJTC for ensuring that certain groups of people will get 
jobs. However, WPA programs have several drawbacks with respect to serving young, 
black men. The drawbacks of both TITe programs and WPA programs for serving 
young black men are spelled out below, 

Why don'llb~e tflldllion.I.'Il~ work [or ~oUDg. black men? 

TJTC and WPA program. do Rot necessarily enhance networks, Starting 
a government jobs program whieh keeps people in high poverty areas and further 
reduces their interaction wilh people who have private sector jobs would tend to 
exacerbate the networks problem. Stimulating the economy through tax breaks could 
creale more jobs that young, black men win not hear about. 
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TJTC and WPA may not addre.. skill deficiencies. The TJTC encourages 
employers to hire disadvantaged people who arc not perceived to have these problems; 
hence they avoid young black men. A government jobs program could actuaUy 
exacerbate the work habits and skills problem. To the extent th:11 young bJack men 
arc hired without tra.ining them 10 deal with discipline and to read and write, tbeir 
employment dcfidcndcs arc legitimized and perpetuated. If the jobs program is 
meant to take 011 this skills deficit. it will require much larger expenditures on 
supervision and training than the typical jobs: program. It Ihc second section of this 
paper, we will cover programs like Job Corps and America Works which provide the 
exira overhead for building work etiquette and basic skills. 

The TJTC or a WPA program would nol necessarily help reduce 
discrimination either. Without better access to private sector jobs, fair pay, and 
promotions, wby would kids strive to excel in their government jobS? The problem 
would be worsened if 3. government job as a reference is stigmatizing, In addition. 
special treatment for the disadvantaged could fuel resentment and increase 
unwillingness to hire blacks. Segregating blacks into a special job program in lieu of 
connecting them to the reat jobs is a disservice. Hiring youth from families of all 
races and income levels would be expensive. 

Another significant problem with the WPA approaeh is the cost. A very 
low cost program providing minimum wage jobs with Jow overhead would cost about 
$lO~OOO per job. A better progr..un could easily double the cost per person in order to 
provide building materials, training) and expert supervision. If such a program was 
targeted 00 black meo between 18 and 24 liviog below tbe poverty level, 395,000 
people would have been eligible in 1991. Between $4 and 8 billion dollars pcr year 
would be required to hire all of them into minimum wage jobs, depending on the 
quality of the program. If young Hispanic men were also eligible, the potential cost 
would double, For all young men in poverty regardless of race, the potential cost 
would range between $16 and 32 billion per year. If young women in poverty were 
also ,,;igib[e (and how eou[d you justify excluding them?) the cost for employing all 
below-poverty men and women bclwccn 18 and 24 would be between $40 and 80 
billion per year. . 
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lnlich government programs \york fQr young. black men? 

Residential Job Corps: The only program which has demonstrable results for young black 
men is the Jobs Corps. For aoout nine months, this program provides a residential 
setting. found the dock supervision. and skills training as well as a job. Seventy-six 
centers leach mostly service occupations (health and administrative) in locations 
operated by major private corporations or non-profits. Thirty centers teach 
construction and heavy equipment operation in Civilian Conservation Corps camps 
operated by the Inlcrior or Agriculture Department. A 1982 report from Matbematica 
Policy Research found that Corps graduates earned 15% more and worked 3 more 
weeks per year than comparable non-Corps youth. The ece crunps cost mOrC to run, 
but more graduates get johs at higher wages than (hose who are trained for service 

. occup •• i()ns (GAO, 1986). Overall, .he Job Corps program pays for itself within three 
years and ultimately returns 146% of the investment in terms of reduced incarceration, 
reduced welfare costs, and improvements such as public parks, 

The program SCn:cS aooul 60,000 people annually at 106 centers in slots 
cos.ing ooou' $20,000 per pers<m--doublc .he cost of a low budget, WPA-sty!e, 
minimum wage job, This would pUI the costs for full funding at or above the bigh
end range ciled in Ihe above paragraph on WPA costs. The Clinton Adminis1ration is 
increasing .he funding for this program from $800 million in 1990 and 1991 to X over 
the next four years.. Nine new centers will be built next year. 

This program is focused mostly on the lack of skills and work etiquette. To 
some exient, Job Corps may also assist with networks since it takes young men (llH i~f 

their community and introduces them to professionals in their area of spcciaJt%e;'''':''';'~''lI 

VoutbBuild: Another innovative way of helping young men (and SOme women) ha!:f';bSi:j):;'14~~~·'i"";" 
promutcd through YouthBuild, This program wUI receive federal funding for the fir:~t 

time this year. An evaluation by a Harvard and M1T research team is currently 
underway. It bas many of the critical success faC10rs in Job Corps. 

Thcs.e programs have provided 12 to 18 months of training to ovcr 1,000 
people in construction trades while they rehabilitate abandoned buildings in the inner
city or buiJd new low income housing in rural arcas. They spend half of the program 
time in ac.ldcmic classes for basic skills and a high school diploma. If possible, they 
arc involved in a union apprenticeship program during or after their experience in 
YoutbBuild and often cam $6 to 8 per hour after leaving the program. While the 
program is not residential, programs include counselling, support groups I and 
recreational aClivilies. Heavy emphasis is placed Oil learning responsibility and 
leadership skills through decisionmaking opportunities in Ibe program. This program 
will provide a good tcst of whether the best results of Job Corps can be obtained for 
many young men without the cost of residential settings. 
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"Mixed Modes" ma~bc more cost-effectj!'!;, but hax:c: not been succcp'S!ullj:: implemented fo[ 
)OOung, bla<:k...ml:n... 

Mixing market incentives and government programs may be the most cost-effective 
way to mitigate employment problems for young, black men. Whal these approaches have in 
common is ahat they move people quickly into the mainstream labor market and prOvide onIy 
the support services necessary to overcome networks, skills and discrimination problems, 
These progrJms do not try to create new jobs so much as to help the disadvantaged 
populations get and keep existing jobs. 

America Works and other supported work programs have been very successful at 
placing welfare mothers into permanent, higher paying jobs and reducing welfare 
receipt. At America Works, half of the operating budget is spent on building networks 
with local employers and developing job opportunities, The job developers find good 
jobs paying $15.000 on avemge and provide references for candidates with the right 
skHl!.. l'bc program also provides extra supervision tu augment the private sector 
employer's nonn.ll level. lois appmncn--which differs greatly from the model of 
human investment before work--has not been systcmalic.alty tried with young. black 
men. 

On-the-Job Training under JTPA has been modcrately successful with improving 
the employment prospects for men and women. but not youth. For mcn and womcn 
between 18 and 21, participation in OJT resulted in relative losses of earnings as high 
as $2,000 for certain groups of young men (Sec summary of JTPA cvalualion in 
attac!lments). In OlT programs pcople arc placed in subsidized. privale-sector jobs 
with the understanding that employers will provide the training and extra superVision. 
Unlike the America Works pmgram~ no assumpllon is made that the worker is 
"auditioning" for a pennanent job. 

Neither supported work or OJT has demonstrated success in assisting young men of 
any racc. Supported work programs, however, have a more consistent methodological 
approach for improving the job networks, huiltling the work etiquette and placing people in 
permanent jobs. AI a minimum, OJT programs should be made more accountable for 
providing extra counselling and supervision for youth in Ihe OJT program--nol just 
subsidizing employers. Recent Congressional moves to require participating employers 10 
offer permanent jobs to high performers is also more consistent with the America Works 
approach. Another direction for research on <rmixcd modes" would be the provision of 
supervised apartment buildings for a proportion of young OJT participants. 
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III. An Action Plan for the Administration, 

A) Our current pmgrams offer bold ex~rimentation in job programs geDer.aJJ~. 

Welrare Rerol1ll - AI leasl $3.5 billion dollars per yeor will be available to 

cxpc:rimcnt with mixed modes of job placement, job creation, and work experience. 

(Once welfare rcfonn is fully phased in.) These jobs however, will be provided 

primarily for women because Ihey arc the main caretakers for children without income. 

Jobs for non-custO<..lial fathers will be provided on a demonstration basis. 


Empowerment Zones - Another $35 bHlion wilt be offered to communities that have 

creative ideas and private sector commitments to creating ,growth and jObs for zone 

residents. This will not onJy establish private soctor jobs and community service in 

the ZOne, but also linkages to vibrant labot markets outside the zone. Although this 

represents an jnnov;:Hive appro3ch to "jobs programs" it may not benefit young black 

males if they arc the most difficult to employ. 


National Service - $1,$ billion over three years will be used to create about 100,000 

community service positions and scho!arships. The National Service funds wHl he 

used 10 match private or other federal funds in orner to create partnerships for serving 

community needs. It is not clear how mueh this will benefit young, black men. If thc 

service positIons arc filled in a way that "looks like America" we would expect less 

than 5,000 black men of any age to participate over the three years. 


Inercll5ed runding ror Job Corps and YoulhBuild, Job Corp fuoding may rise by 

by about $250 million in tbe 95 budget. HUD has expanded YouthhuiId rapi~.Hyk!~l!1~e1t!iZ'.:. 


no federal funding in 1992 to $4~ million in 1994. 

,:,;;a,;::;g..'-tt".. 

Bool Camps [or young offenders, The crime hill allocates over $2 billion dollars to 
create boot camps, To the extent tbat these contain a strong educational component, 
they could contribute to building marketable skilis, 

Aside from Job Corps and YouthBui)d. our current jobs agenda may not provide extensive 
assistance to young, black men, These programs may, however, increase the employment 
levels in the communities where many young, black men grow up. This could assist them by 
tightening labor markets, providing role models for work, and providing a routine and 
structure to life in the community which revolves around work 
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B) Nt.n:Jdeas to promote hiring in distressed communities: 

Add ••eo more money 10 the Y outhBuild program or Jobs Corps ($50 10 500 
mlllloo). HUD is funding the program at $40 million for 1993 and $48 million for 
1994, If it is as effective for helping young men as Job Corps (which gets over 
$800m per year), more money could be added by deducting from JTPA title II-A 
(which spends $720 million on ineffective youth training). Joh Corps also has the 
capucity for further expansion. DOL received almost one hundred funy researched 
proposals for new Job Corps sites, hUI only nine will be built. 

Expedite our Civil Rights appointments and let tb. Allorney General get lb. 
equal opportunity enforcement underway (No cost). l1)is wili be an investment in 
Ihe motivation of kids by re-opening the doom of opportunity and expanding the 
number of their role models. Furthermore, better employment among their relatives 
and friends will lead to better job networks for black youth. 

CrenUng New Private Sector Businesses. An alternative to plncing people' with 
existing private sector firms or crcating public scctor jobs is cre<>ling new private 
sector firms. A model is provided by the Halifax Regional Development Authority 
(HRDA) in Canada. In an ionovalivc program to get people uff public assistance by 
providing them with work, HRDA set up a quasi-public corpor<llinn to take welfare 
moncy and invest it in the creation of ncw busioc..">scs which employ people who 
receive public assistance, Some of the businesses incJudc recycling amI a household 
appliance rcpair shop. Studies seem to indicate that this was a cost effective way of. 
providing jobs and getting people off welfare. However, the ,enle of the project is 
rather small with the agency assisting about a half-dozen businesses wilh captial and 
management. Each business employs about 20 peoplc. 'ncrc is no evidence that the 
scale of such an effort could be greatly exp<mdcd. 

\ 

Fi. JTPA Tille II-A (No cosl). The year-round training program should emphasize 
OJi more than classroom training and require more counselling and support for youth, 
The option of requiring SOme youth to live in supervised dormitories and study part
time should also be considercd. 

Convert exIsting public jobs Into community assistance jobs (No cost): A major 
change could be accomplished by shifting the rolc of cxi£ting ,government programs 
from outside intcnrention to community empowerment If cabinet members agreed, 
each social service progrnm could be required to llSe neighborhood TCSOUfCCS--pcople, 
banks, om""s. ctc--insofar as possible. Welfare, housing, and h ..lth services should 
be required 10 try to employ Ihose peopie who uSC the services and live in the 
community first. This docs not mean that they should lower their standards Or 
discrimlnatc by race. It docs mean that they should, to some extent. discriminate by 
location, People who serve a community should live and work in it when possible. 
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Jt'hy should we ask private employers to hire disadvantaged workers or zone residents 
when we (lrc not willing to insist that our own federal marwgcrs do so? 

We know h works, Vista (now National Service) has used thjs stipulation 
successfully to replace the model of benevolent middle class volunteers with a self
help, community-based strategy. Under the neW welfare program. the pregnancy 
prevention stralcgy is likely to include an outreach program in which welfare mothers 
counsel teens to avoid pregnancy. Similarly, a local public housing project has 
instituted a policy of hiring residents for maintenance work and improved both 
services to tenants and reduced government costs by increasing tenants' ability to pay 
rcnt. 

In this way, new funding for urban revitalization would create jobs for 
disadvantaged residents, New money wiH be invested in employing daycare workcIS 
and 1~l.sework under welfare reform. Increased Headstart funding wiU also open up 
more· childcare jobs, In thc Empowerment Zones, communities wil1 be encouraged to 
use social services dollars to expand community service job opportunities for residents, 
SimiJarl}t, HUD is planning some major restructuring of their hQusing. stock in the 
coming decade that could provide numerous jobs for disadvantaged workers. Health 
reform wiU create numerous jobs as home health aides. Without 10wering the 
employment standards in any of these programs, we coukf require that people look 
first into Ihc communities that they serve for employees, services, and organIzational 
support. 

Training for government funded jobs ($500 million in grants to a cross soction of 
federal agencies): To achieve the goal of hiring people in the community withoul 
sacrificing the quality of government scrviccst additional funds for training and 
supervision could he helpfuL We could create a new competitive grant fund ,fon1!'t(:'~"",.~,<';~"""'_',, 
government service agencies that want to train their customers for jobs such as 
daycare. housing maintenance. community outreach. etc. Whether the fund:r<3re~li£",g 
for supported work or classroom preparation, successful candidates would receive a 
pcmwncnt job offer in the public sector. 

This would build on the idea above, but make extra resources available to 
accomplish it. Since the number of people hired in a communilY might be constrained 
by the number of quallficd people, this would expand the effectiveness of 1he 
community-based approach. We should be funding training for real jobs. in the public 
~cctor as well as private seclOr. 

Create 11 work/study program (No cost). Allow states to require federal contractors 
working in the inner-city to set aside at 5% of their jobs for disadvantaged youth if 
the state provides subsidies and extra training or counselling on the side, These jobs 
can be subsidized by the TJTC, national service, JTPA, welfare to work) or other 
funds. It would put the kids in the mainstream and offer support to stay in the job 
and move ahC3d. Andrew Cuomo has expressed interest in supporting states that 
move in tbis direction. 
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Attachment A 

AMERICA WORKSl 

Description: America Works is tt private, for-profit company that places wo~cn who 
havu received welfare recipients for an average of five years in private sector jobs 
paying about $15,000 and providing full benefits,' They offer about 4 weeks of 
orientation and work habits 1raining ill addilion to typing and other basic skills. After 
graduating from Ihe: orientation COUTSC, the participant goes out on job interviews until 
a placement is found. For the first six months .he welfare recipient works for a 
paychcck from America Works. while America Works collects the welfare check and 
the wages from the employer. From the employer's point of view, it is like hiring a 
temp from an agency. The employer has no responsibility for covering benefits and 
can call the agency if there arc llny supervisory problems, At the end of six months. a 
pcnmment job is offered if the employee has worked well. The welfare benefits end, 
the company puts the person on the payroll with fun benefits and America Works 
receives a $5,000 payment from the welfare agency. 

CostlBenefit: A $5,000 payment per person for nine months of work and .n orrer of • 
permanent job is very cheap compared to $10,000 or 30,0000 ror a public job that 
ends, America Works acknowlcdges, however, that the TJTC and 6 months of welfare 
benefits in addition to the $5,000 bonus makes participation more economically 
attractive to employers, Even counting the cost of the TJTC and the welfare benefits, 
placing people in permanent, private sector jobs Ihrough America Works is at the same 
cost as a temporary, government job. 

Qn-lhe lob Training under JTPA 

Dcscliption: JTPA's OJT program places participants in subsidized, private sector 
jobs jn whieh the employers arc supposed to provide training and possibly permanenl 
placement. Program design varies considerably since they are operated under the 
authority of local public-private partnerships know as Private Indusiry Councils 
(PICs), Funds from Title II-A of the JTPA can be used for eIassroom training for 
youth and adults as well as OJ1'. Some programs prohably provide more supportive 
services for the OJT partiCipants than olbers. None of Ihe programs arc residential. 

CostlBenefit: Title II-A spends a total of $1.8 billion annually on services such as 
OJT, edu~tion! and job search a.~istance for about one mUlion low income adults, 
OJT slots cost about $4,000 per person, A national study of JTPA found that the OJT 
waS more beneficial (nan classroom training for adult men and women. However, for 
men and women aged l6 to 21, both classroom and OJT programs under title II-A 
have 41 negative impact on earnings relative to peers. Poor evaluation design may 
account for these results with insufficient correction for selection bias problems like 
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hi!r,h rates of prison records among JTPA youth. Alternatively, poor program 
implementation may account for the dismal results. For example. OJT subsidies are 
used to attract new economic developers and to subsidize jobs for long periods with 
nO measurable value for building skUls. Congress has moved to limit the usc of 
subsidies in firms which do not provide a permanent job offer at the end of the 
training period, 

Also ~ttachcd: 

Census nu~bcrs of young. black men in 1991. 

Summary of National JTPA Study (2 pp.) 

Summary of YouthBuild (2 pp.) 
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Table 5, Age, Sex, Ho_hoId Relatlonllhlp, and Hispanic Orfgln, by Poverty Status 01 
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J 
Does JTPA Increose Employment and Eamlngs and 

D..,rease Welfare Dependenco? Is It Cost-Effective?


] ..... " .. , .................. " .. , ... , ..... . 


Wilb dUoppohmng wcIuotion tNUlts, the dinton Admini$trolion plans to hold JfPA 1 SfMnding at ~nt Iowls tm!iJ mar. .ff.dfv. approcuho$ con .N dev-'oped. 

8ockl/rovnd The lob Tr:aJnins PllI!nelShip An (fTPA) program ~ the majo' fede",Uy 

I 
J funded tnining program for economica.lly disadvantaged workers. At • coot of 

.approximately $1,8 billion annually, JTPA TIlle n~A programs serve roughly one 

million low-income partidpa.rus. 

Although me fedetll:1 govemmem has funded services lhrough]TPA and it5 

predecessor programs (or more than 2S ye1tS. there ruve a.lWiOYS been questions 
about impact and effed.iveness. Wiy evaluations that compared the po51'p!'tIgnm 

experience of partid~ 'With ttw: of a group drawn from rutiolUl survey cbu yield

ed conflia.ing and incondusive results. In 1986, the Del"l-rtmet1t of Labor funded the 
National]fPA Study to obt1in reliable estimates of the propm's imp,aa by randomly 

assigning applicants either to the program or to Ii control group. 
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An Imroduajon toYouchBujld 

_ he YouthBuild movement, growing out of 
• me Youm A<:oon Program in East Harlem 

in 1988 and alreadyexrending to 4S states, is cre
ating agroundswell of programs which are com
mined to enabUng)'Qung people to rebulld their 
communities and take charge of their own lives. 
Thevehicle fonhis is the YouthBulld program, We 
are building L'lls movement by doing the foUow
ing: 

• providing wchnical assistance and extensive 
training to groups commined lO developing 
YouthBuild program" 

• organizing the YouthBuild Coalition to advo
cate for fu.'1ding a..,d to link interested groups 
with each other; 

• developing a national co:e of youth leaders 
who can share leadership of the YouthBuild 
Coalition: 

• providing training to adults in the theorY and 
method of youth leadership developme~t as a 
ce~tra1 pan of youth programming, 

There ale currently more tba.'1200groups in 
the United States that wamto launch YouthBuild 
programs, There are 3S3 groups in 45 states that 
have joined the Coalition, There are 50 young 
people from teo Slates in the leadership core, 19 
of whom are on the Steering Committee of the 
Youth Build Coalioon, along with seven adult 
leacters of local programs, 

SUmmary ofYot4hlll.lllcl ,,",gram DeSign 

In YouthBulld programs, young people with 
an interest in rebuilding their communities are 
trained lei construction skills for 12 to 18 months, 
while they rehabilitate abandoned buildings ro 
provide affordable permanent housing for 
homeless or ...-ery low income people. In rural 
areas they construCt new housing, since there are 
few abandoned buildings, 

We 'NOlie closely with selected 
groups possessing a high level oi 

commitment. organizl:tio!1ill capacity. 
and philosOphical agreement 

Students attend academic classes for half of 
the program time, mastering basicskills and pre
paring for their high schoolequivalency diploma. 
Also built into the program are individual coun
seling. peer support groups, drivers ucensetralrl
ing. recreation, and cultural act.l\-ities. 

Major emphasis is placed on provjding op
pommities foryoungpeople to develop as lead
ers throughdecision-maJdng that affects the pro
gram and its poliCies, through involvement in 
community life, and througbleadershi p Illliningc 

At the end of the program, graduates usualiy 
obtaln llDSubsidized jobs in the construction in
dustl'J' where they earn from $6,00 to $18,00'.0 
hour. Follow-up counseUng and suppongroups 
are available, Every effort is made during the pro
gram and afterwards to include trainees in pre· 
apprenticeship programs so that mey may galn 
entry into the consrruction·related unions. 

The program is comprehensive, It worlcs ex
tremely well for young men who bave dropped 
out of school, since it gives them a chance to play 
a profoundly useful and respected role in meir 
community, building the most essential com
modity needed by their families and neighbors: ' 
affordable housing. This restores them to the tra
ditional role filled byyoung men in bealtbyc:om
munities. Tbe program also Wl)rlcs "",U for young 
women intereSted in nontraditional careers. 

(COMflU«f) 
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Ol1glnt and Background of tile ,,",gram 

The YouthBuiJd program was pioneered by 
the Youlh Action Program of the East Harlem 
Block Schools be!Ween 19i5 and 1984. In 1984. 
respondingto an upsurgeof communitysuppon 
for YouthBuild, the NewYork. CityDeparunem of 
Emplo)"nem replicated it by funding rwo addi
tional agencies, One of these. the Banana Kelly 
Community Improvement Ass-ociation in the 
South Bronx. joined theYouth Action Program in 
providing assistance to other groups through the 
national YouthBuild Coalition. 

In addition, PubliC/Private Ventures. a na~ 
tional research and demonstration agency. has 
prcr"-en a variation of the model workabie in more 
th.an a dozen cities under the name "Ventures in 
Community Im?rovemenC (VlCn. 

The Replication Process 

We are providing general information. in· 
eluding a comprehensive implementation 
manual,!O all interested groups, and inviting alI 
to periodic three·daytrainingseminars. Vvework 
dosely with selected groups possessing a high 
level of commitment, organizational capacity, 
and philosoprucal agreement. 

There ate now 15 YouthBuiJd programs of 
various sizes operating in A1laotic City. Boston, 
Oevel<ind, Decarur (GEorgia), Gadsden County 
(Fiorida). Gary. Indianapolis, La. Angeles, Mil· 
waukee, NewYork City. Phil.delprua. Pittsburgh, 
St. Louis, San Francisco. and Tallahassee. 

to the current period. replication is depen
dent on pov",e funds and locally-raised public 
funds. 

The Youtl!Bulld legISlation 

The You thBuild Act (l·I,R 50 IJ. authorizing 
$200 million for YouthBuild programs adminis· 
tered throughHUD. was introduced inthe House 

of Representatives by Congressman Major 
Owens of Brooklyn in 1990. Senator John Kerry 
of Massachusetts introduced it in the Senate as 
S. 1100 in 199], 

After two years of energetic advocacy, the bill 
was passed into law as 'Subtitle D-Hope for 
Youth: You!hbuild:in the HousingandCommu
nity DevelopmentAct of 1992, Congress directed, 
HUD to spend • minimum of$17.5 million and 
a maximum of $40 million on YouthBuild pro
grams in 1993. HUD decided to commit the full 
$40 million for 1993. and requested $48 million 
for 1994. These funds will beadministeted by the 
United States Department of Housing and Urban 
Development through a competitive process. 

YouthBulid USA 

The YouthBuild effort has generared real 
momentum. As a result. YouthBuild US:\ incor' 
porared in 1990 as a separate national organiza' 
tion ro carry out the YouthBuUd replication pre
cess, to provide training in youth leadersbip 
development for interested youth-inv~J.~e n~;;. 
ganizations. and to ensure that the YouthBuild 
Coalition bas an impact on national polLq:'~~ect
ing young poople. 

For More Information 
Contact US at: 

YouthBuild US:\ 
58 Day Street. P.O. Box 440322 
Somerville. M.A. 02144 
(6l7J 623-9900 
Fax: 623-4331 , 
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to: President Bill Clinton 

FROM: Secretary Henry G. Cisneros 

DATE: November 24, 1993 

Mr. Preside~t. I have two subjects to draw to your attention: 

1. Our nation's cities and communities are in deeper 
trouble than I imagined when you nominated me to be secretary of 
HUD a little less than a year ago. The crime that is so widely 
reported is but one manifestation of our nation's pain. I join 
all who have applauded the speech you delivered in Memphis last 
week, at once heartfelt and Presidential. I also know that while 
you are correct that there is much that we as Americans must do 
in the realm of civic engagement and moral renewal, that our 
people need help from their gover~~ent. There will COme a moment 
when people will say: "Yes, Mr. president. we hear you, but we 
need your help. We need you to do somethingn. Already the ~ 
critics say we have no beef behind our good intentions on matters 
of urban investment and race. ~ 

Mr. President, those critics are wrong. You have in place the 
threads of progra~s which can be woven tQgecher filte a coherent

- ta15ric of urban policy. ---They requf~careful j nteV>Jeaving to
:m~hG*Q:: but what:. Y2U have already put in ~lace makes ~ 

~~ 
----------Earned Income Tax Credit~~will lift 20 million of the 

working poor out of poverty. 

Permanent Exten~ion Qf Mortgage Revenue BQPds--will support 
affordable homeowner.ship for 130,000 first-t~me homebuyers 
per year. 

Permanent Extension of Low Income HQusing Tax Credits--will 
generate financing for 135,000 new units of affordable 
housing per year. 

Full funding of Head Start~-will expand edu~ation 
opportunities for 1.4 million low-income children. 

~anded C~ildhQQd Immynization··will double tta rate of 
imrnunization, for 3.6 million at-risk children per year. 

National Service-·will create 100,000 new community service 
workers in the next 3 three years. 



~~I~w~eurm~~~z~oQnnge§s~a~n~~n~t;;~~:~s~e~CQmmuni~' ·-will provide L 
economic empowerment :f:'OI;/ million peopl in :104 low~incame 
corrurn.mities and create "1:4 000' -10 r year. 

strengthening the Community Reinvestment Act--will increase 
communi~y lending by up to $5 billion per year. 

Anti-Crime LegislatiQn~-will put 100,000 more police on 
community streets. 

Equally important are your initiatives in process: 

Community Development Banks--will generate 52 billion in 
community investment and create up to BO,OOO new jobs. 

~lfare R~form--will move half a million adults from welfare 
to work. 

Health care Reform--will provide basic coverage for 
37 million uninsured people. 

Worker Training--will assist or retrain 1.6 million wo~kers 
per year. 

I believe the time has come to pull these efforts together an8
explain how they support each other and work together. Through a 
series of Presidential actions you could articulate the themes 
that tie these progr:uns together into a meaningful whole. Such 
an effort would answer the critique that we have no urban 
commitment and are unwillihg to speak to the program needs of the 
urban poor beyond focusing on self-help ideas. I believe you ,can 
do t:hif! - stressing those programs that broadly touch all 
Americans (i.e., health care) - in a way that does not alienate 
suburban voters. I do believe it is important that you speak to 
your urban base and describe what:c..-Y.Q.,!-~re doing for p2~o.;;rala]nRd;-___" 
w . peopl~-,rfter the president has spoken it will a so 
allow those of us in the departments to appropriately present the 
Administration's urban strategy when we are called upon to do s 
You are alread ~ a ) ot; it is time to pu ..L r. 

w you were right in Memphis, just not finished. 

2, My second pOint relates to themes that strike a 
rhetori.cal middle ground between your Memphis points and old~ 
style urban advocacy. You see, I don't believe you will be able 
to speak for much longer about what people must do for ~hemselves 
concerning family disintegration and couch the issues in the 
rubric of concerns about crime. Nor can you revert to the 
sixties language of big scale urban strategies; there isn't 
enough money, no one believes they would work, and the 
congressional will is nonwexist.ent. But I believe you will nave----\ 
to fimi a way to speak of urban :rOblems because tbey are 90 ~ 
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acute1 
-We at HUD have been working on two themes which give coherence to 

our work and which may be useful to you: 

A. ~he first is our answer to Jack Kemp's much touted resident 
cwnerSfilp program. We will arm you with a homeownership record 
'~-'awarrwhat Kemp could have done with his approach. We 
are cal':'ing it IIPrcject Transitions". The idea is that we can 
help people step up a laaaet of a€sistance and climb toward self
sufficiency. It implies policies which are dynamic, providing 
movement upward to something better, instead of static services. 
This is easy enough to.visualize. but hard to carry out ber.::.ause 
,~li-IS actuaTi"y" rela-ted to"·fgnventirrff..J1ovgrnmei!"t"r-:-~It is 
'maJ{':rf1g-d~~1fOvt!!'1"mfe1'1t:-'~"9'e'nl!fe1randrunct ~ons c e tog~er so 
that we help people climb from onc step to the next, reinterpret
ing government's role so that we see our respon .. lties as 
pr;paring people for a next stage. 

At HUn, Project Transitions will take many forms. It will mean~elping reSidents~u~'C housing move from welfare dependence 
to gainful employment· In many cases, we have' the jobs -
generated by publ~c au ing rehabilitation, lead-based paint 
abatement and other federally-funded activities. In fact, we are 
required by law to use ~deral housing assistance to crea':e ~;obs 
for low~incomc reBiden~s. (What we nee~ is training~ educati?n, 
chi] d C~r.3 serv2C' 9, U'l on involvement: supports ~ht other . 
agencies ~ - DOL, HHS, DOE - - can and should provide 

, -.--'f' 

~rOject Transitions will also mean helping working families -* in 
public housing and elsewhere -- move from renter status to 
homeownership*') In many areas, we have single family homes 
available ~sale -- from FHA's inventory of defaulted homes. 
What all working families need is homeawnership counseling -- to 
prepare ~hem for the burdens of owning. We're seeking a tripling 
of fu~ding for our counseling programs. In some pases, they may 
need mortgage subsidies. That~s why we're experimenting with 
using rental vOuchers for horneownership; many low-income families 
already receive federal support for rent -- why not take the 
logical next step and use it for mortgage payments. 

We believe this will be our answer to the previous 
Ad~inistration's version of ownership, which was to sell large 
public housing developments to the tenants. That idea was flawed 
in that it did not address massive deferred maintenance and was 
not accurate about the amouiit-'Of·-slltJefidy· needed for -residents 
wi;:hout jobs. We expect we can transition tens of th01.1Sands more 
fa~ilies to stable horneownership than ever imagined. This has 
never been done using public housing as the base. It can be a 
major success as a strategy that you will be able to point to 
over the next several years. 

3 
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To apply this concept of "transition" more broadly requires the 
spirit of reinvention, It req..J.ires a driving force such as I 
believe the Co~unity Enterprise Board will be with the Vice 
President as the chair. As I have worked on HUD's version of 
Project Transition, I have found that it has immediate appeal 
among such diverse experts as the staffs of Senace committees, 
national housir:.g providers, and mayors. I submit it to you as 
one of those chemes that can help you pull your human programs 
together, can give context to your "reinventingU efforts, and can 
infuse an upward momentllm ir:to your community~building message. 

B. ~other theme has helped us bridge the pere~nial dilemma at 
HU;J as to whether we should concentrate our efforts on 
revitaliz~~ poor neighborhoods or providing mobilit:y for-people 
to get ou~ It is a classic argument that pervades every 
discussion about urban policy. Our answer is that we must assist 
every American to achieve real choices about where they wish to 
live. People should be able to choose. If they wish to live in 
a central city area, that should be a' choice; but. living amidst 
drug dealing, violence and deterioration is no way to live: it 
is no choice. On the other hand, if people can afford to live in 
suburban settings, but are prevented by discriminatory housing 
practices or unfair mortgage lending then they have no choice. 
The operative conclusion for lfUD f then, is that we ·must work on 
parallel tracks - central city neighborhood revitalization wJ.Q 
mobility ilnd fair !1ous~,r..g. Our job is to help people achieve 
maximum choice. . 

You may find the idea of "choice!! a useful rhet.orical 
construct for a whole series of policies that have diminishing 
acceptance with the general public: civil rights, fair housing, 
eq-..:.al employment opportunity, and urban policies. ,To the general 
public t.he idea of choice suggests we are willing to level the 
playing field, but it is still up to individuals to choose what 
they want to make of opportunities. To many minorities, 
achieving a position in society where real choices are possible 
is a far cry from today's experience. Choice implies fairness, 
it implies treatmenc as equals, it implies a world of mature 
judgements where individuals can chart their destinies, it 
implies our system works for everyone. It allo~s you to work on 
essential policies, though they way have lessened appeal to the 
general public, by stating them in the basic language of giving 
Americans a fair choice. 

4 




WHIn HOUSE NOTliBOOK 

CLINTON NURTURES HIGH HOPES • • • 


BclOfe • roomful of bl.3~k !':ducaton'i 
who'd gathered to .....atch him sign 
an c:n:culivc: ordu an Noy. I (0 

benefit historically black roIlege$. Presi· 
dent Ointon came: to the end of his pte
pared remarn. took .. deep breath and 
slarted todCll.:ribc"a very disturbing arti
cle" he'd read thaI morning in Th< W4!h· 
ittgtol1 Past, II wa.. about the impact of 
crime otLd:lildren in an especially grim 
neighborhood of Ihe nalion'Sc capitaL 
MUSk moving to Qinton was. Ihe de-strip
lion or an Il·year-old girl who was plan· 
ning nt't OWI'I funeral. • 

He Wn'1 $lOpped t.alking about her 
s.i~-<m NBC News's Mttr me Preu. at 
a 'White House ne~ CQIlferenct:, al the 
Mempbis chord! 'lttbere Ihe Rev. Martin 
Luther King Jr. had foreshadowed his 
awn death the night before he WM kille.t 
And he shows: 00 signs of slopping. ain. 
lOo. as ftll as his wife. a White House 
official said. has senf word to lhe staff 
lilat crime "',is an issue (th.u he plans. fO) 
spend a kit of lime on in Ihe near n1lU£(::," 
at II sucasston of public evena in 11'\1: 
wake of lhe tum'jlt ~r tht: 1"m·;1 Ar'ru:;" 
lean FreeTraeft Agreemen1. 

Bul il'5 clear Ihal Olnton has more in 
mind than crime. His trail of lalk "bout 
cr1Iru':, a senior aide said, is ~a sort of a 
eullunli aHack on Ihe kind Qf violence 
and diuolulton of mel)' Chal comes in 
advanet of trying to flX" tbe under1~ing 
problems ot poverty. By using cfimt: as 
the springboom:1 fQf an dfort to !'eveu.e 
the "oeial deeay, Clinlon might avoid 
some ot tht political pAin thaI DemoI:nts 
have 5uHered in earlier. sporadic at~ 
tt:mp~ At his Nov. lQ ne'W$ ronfeterux:, 
he teiU'd on an innocuous question about 
his plans 10 combal crime to deliV1!:f II 
heartfelt pk.a about the larger problCIn$. 

"We have 10 rebuild families and tom· 
munities in this countIy,n It(! said, "We've 
got to take more responsibilil)' for these 
link ijds berore they grow up and $lart 

shooling~ otb.er.l know the budget Cj: 
tight. ... but I'm telling you. we have to 
deal Wllh family, community land) educa
tion'" and 10 find jobs (or memben of 
socie1y's underclas5 to bring strUetUre 10 
thdrlivtl. 

"We bave to make OUt people whole 
again," he deClared four days, later in 
Memphis. 

Not only in rnJ. r~I(.1I1c but aIw in the 
array of polity mitiallves (hal bis Admin
istration hlt.$ in mind, Ointon has shown 
signs of the ambitiousness about righling 

soeial wrong.s that President Jo!1nSQn 
showed. "In the next 40 years. we must 
rebuild the emire urban United SUleJ>," 
Jobnson SAid in unveiling the Great Soci· 
ety in a 1%4 commencement sddr-ess at 
the Ut'lMl'Sity of Michigan. 

Clinton Md his advisers Kern to bt 
thinking on a similar scale. "The Ac:hillM' 
tied of the American future," Hot»iug 
and Utban Development (HUD) Seae
lUI')' Henry C,- Cisneros Wltrned in an 
inlervlew, is ~an angry. growing. rigid 
underclass" lnal, if leil 10 'anjUbh, wm 
jeopardize the nation's standard of living 
beyond the fU'Sl quaneroi the next ecfllU' 
ry, "'J don't think it ~ our ambition to end 
poverty with federal initiatives... CISnCtOS 
said, bUI "I think the PresideOt believes 
be (:1m make a dramatic dent in poverty. 
in hOlru':iessnes.s, in crime and tht: other 
pathoklgid" by the end of I SCCQlld term 
in office if the econQm)' thrives and if 
Washingloo works in tandem with SIMe 
and kxal guvemmenu., b\l5ineues. labor 
unions., chutt:he! and other institutions.. 

Clinton matches JooflWn';. passion 
abmn add!osing socU:fy's ills. "but he 
And the peOple around him don't have 
the same level of conCtdence fhat we 
know all the answers," William A, Gal. 
ston, a depuly While House domestic 
policy adviser. said.. So far, lhq're ft.tling 
their way. toward an ideoJogical amalgam 
of the Left and Righi that vj~ the gov

emment as someth.ing of a catalysl. BUl if 
1M theology has remained fuz.zy, $(HnC: of 
Ihe dU'.:mcs Irt becoming dear, Om!oo's 
advisen. profeu a disda~n for the big 
bure.aumeies lhat lbe Great Sodety us.ed 
~md ~ prderence instead fOf solutions 
designed locale by locale. They spe<1k of 
"'levc:raging" federal dollars and "cmpow· 
ering" oomn'II.ltlities to soivt their prot>
k:n\'S themselves.. 

Their approach is similar !O thc: nol ion 
of "empowtrmcnt" thal , network of 
conservative! In thc Bush Adminimat«:m 
pushed as a response to soda! ne¢d$, But 
there's a big differcru:t. President Bush's 
domestlc activists eOI qUl$bed in the 
Administration', imler eounci~ Qinton's 
Iltt: geUing SOmewhere. 

Oloton hasn't padaged his polJcies 
into II fluhy whole 2nd l1'I~y ila.llt no 
intention of doing so. But his Administra
tion has been moving on a Iol of fronts., 
Som(' of hi~ prOposals .re alrudy in 
place. The budget bil~ eo.aaed in August 
eu:ated nine "cmrowcrrr,.r:nt 1'.OI'Ies'" and 
9S "enterprise communities" to be eligi
ble for U5 billion In f~ beJp; il also 
expanded the eamtd-inoome tax aedit. 
wbich Gablon described as ~a: gtant $U::p 
toward tbe abOlition of the \WIOl'king poor 
in tbis eountry:' At HUJ), $Joo mmkm 
was added 10 the budget to try new ways 
for cilies 10 thwart homelCWlQS. $113 
million mote to move poor families imo 
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BURT SOlOMON 

••• FOR RIGHTING SOCIETY'S WRONGS 

them. Aho running the (:ongrcssional 
gandcl Is a bill that ~Id create a wing 
of "communilY development banks" 10 
lend monty in txighborh()()jjs that (:(lm. 
mercially minded banks: ignore, Congress 
is .&!so a)f).Sidcring HUO's v.i:sh to flddle 
with its rules so that public housing ten
1Inl'l whO' find j<:lb$ don't S« t"'tit n:nts 
tlK in lockslep with th<:ir incomes. 

Other propouh arc in the wings, 
Administration offl(ials hayc beeo f~h· 
inning tI '>I!tlfare ~rorm plan lhat ~ likely 
to become a POlilic81 cemefpie« Eor 
Clinton next year. The Depanments of 
Juslice and of Health and Human SeT
yices (HHS) .are lpCarhuding work on 
what Oinlon recently described ~ "1l 
comprehensive approach to the whole 
i:!.Sue of violen« in our society." HHS 
Seaetary Donna E. Sha1ala, al OIDlon', 
behest, SCI up an advisory committee that 

, is CKpCCted to' swiftly IIDfX)fk proposal5 to 
extend the Head Stan program beyond" 

. and S-ycar-olds to enroll youngu chilo 
dren, In a teoent speech. Carol H. R.asoo, 

. Clinto,,'s tryp domes;ic polit.j l'Ill~iser. 
rommtfled Ihe Adminisuation 10 sel up a 
high-level interasency group 10 ponder 
the probh:fT». ofd1iJdn:n and tlllTlilics. 

Combined with Clinton's; hope (0 
extend heallh imurance to all Americans. 
hyoU have much mote than an antkrime 
agenda, H Cisneros said. "It ~ seek 10 
deal "'llh the larter sociOll q\ltstions.... 

beuer neighborhoods as well ll$ smallel' 
amounts 1hal ioundations and labor 
\Inion pe'ns.ion funds may parlay into $200 
million spent in poor eommunllie~ 

In September. Qinlon sel up • Cabi· 
ne,·lt\'I!l Community Emetprise Board, 
chaired by Vice Pruideot Alben Gore 
Jr" that's soppostd to help Q)mmunilies 
CUI through the thickel of rules and 10 

better fil thl! federal aid lhcy get to local 
problems. Gore and his staff spem the fall 
~lting counsel from panels of experu on 
parti of .a ~cQmmunity empowerment"' 
agenda. including creativt ways 10 finance 
busjuess expansion ~d (0 $pUr communi· 
lies into ploning aClion. Within sir 
month$. Gt:lre', uat{ hope1lO design an 
application process that, by itself. will 
prompt local officials [0 think of new 
ways 10 ease society's Iroubles. "Of 
Cl;)Ul"$t: we don', krlow how to soIvt.. the 
soru of problems that Quse ehildren to 
plan Ineir own funerals. Elaine Ciulla 
Kamarck.. It domestic policy adviser 10 
Gore. aelinawledgcd. But, she added, 
''yOU do find , .• a program here, a pro
gram therc" that hbS sh'JVffl SUOCCS'V~S and 
can \;(: 4!mui.al/!d elsewhere. 

Other Administration proposals are 
inchiPg through Congress. The crime leg· 
islal!on Ihal's fnOving toward ena-cmKnt 
would subsidiu the hinng of ;u many as 
100.00) polJee officers by local oomm,mi· 
lic~ that craft shrewd plans ior u5ing 

How suo::<:ssluUy, however. is faT from 
clear. For one thing. Qinfon's agenda is 
bolging already-nolably, will. hcallh 
care reform. Can poverty bc made a 
major dtms(,. too? "YO\! got me." a Whitt 
House official replied, "TIle Admtni§tra· 
tion h:u many major thrum." 

Nor are Administration officials of a 
single mind aooul the course Ihey're on. 
Some at HHS alC said 10 have foughl a 
wajycr the Administration recently gram· 
ed to Wisconsin 10' ")' a rdonn similar to 
what Clinton wants-to give welfuc 
recipients (wo yean. of far-reaching help 
before cutting them off. The decision 
aggrieved the Children's; Dt!enst Fund. 
which Hillary Rodham OiMoo and Sba· 
Iala once chaired and whose founder and 
presIDent is Marian Wright Edelman, «he 
wife of Shatala adviser Peter Edelman. 
The waiver was granled because "the 
President jus, irW~ted.'" an Adminwra
lion confidant said. 

A bigger hindrance to Ointcn's r.ocial 
policy ambitions ill rru:mC)'. "A lot of these 
so;ciai upcrimenu are nOf going' 10 be 
cheap," Will Mannat!. the president of 
lbe Progressive Policy Institute and II 
champion of empowerment, said. Com-. 
munily policing costs a bundle. he said, 
and so -doe!; welfare: reform..t leASt in l~ 
short run. And the steps that ate cheap 
aren't likely 10 have as much impact But 
wlih health care: rt'form so rosily and the 
federal deb I unrelenting, the:n:'s "00 
fu<:king money. ("mon," /I While House 
aide said. "Not a prayer." 

Instead. Olnloo's activists ate hoping 
to dip into hiUioflS of do/la15 Ihal 
Con8fcss appropriated fOf bousing bUI 
Bush never s{M:ut, squeeze more from 
outsiders and pUI the money already m 
their disposal to smaner usc. Oillton al$O 
plans (0 mount the bulty pulpit, as federal 
officials MViI done to discourage Srtl{)king . 
and iJlegal drug me. 

RhetoriC', of rourse, goes only so far. 
Qinton could issue daily exbOctlHions 
against., say, teenage ptegnancy and slill 
fail to 5tanch II tfend Ihal sociologists 
blame fot so mucll else, And ~ mtlSI be 

. careful not to raise ~ations for more 
change than he can deliver. Unme! . 
expectations belped to trigger lhe urbao 
riot.\ofttle 1960s. 

But Ointon needn't aboiish poverty Qf 

crime to make Ii mark. JuS! 10 gel Ihc 
trends of wciaJ dec3y moving in the right 
direction allast, GalSIOfi said-~thal's Ihe 
legacy we wan! 10 leave."" • 
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, 
MEMORANDUM FOR: COMMUNITY ENTBRPRISE ~A~D 

FROM: 
LAURA TYSOIfY~t}-'j '~!1'~",JOE STIGLITZ r 

SUBJECT: EVALUATION 0 EMPOWERM NT ZONES PROGRAM 

At the initial meetinq of the community Enterprise Board, 
the Vice-President stated that a thorough evaluation of the 
Empowerment zones/Enterprise Communities program should be a high 
priority. The materials distributed suggest that such an 
evaluation is planned, but the description of it is quite vague. 
This issue concerns us because an objective evaluation of the 
empowerment zone program is crucial if the program is to be 
expanded in the future. A comprehensive evaluation would enable 
us to determine which facets of the empowerment zone program work 
best and which need to be modified. Moreover, a well-done 
evaluation would provide us with some insight into the 
characteristics of the communities W"here the program works best, 
allowing future selections to be made whece the probability of 
success is largest. 

Accordingly, we propose that we attempt to contract with the 
National Academy of Science (NAS) to conduct an in-depth study of 
the ~ntire Empowerment Zone/Enterprise Community program. The 
MAS is an impartial evaluator, and their work in difficult areas 
of analysis is of the highest caliber. An evaluation by the NAS 
would be (;onsistent with the Administration£g oft-stated position 
that decisions should be based On tho most credible information 
available~ Moreover, it is our understanding that the 
Empowerment Zone legislation proposed by the Administration 
called for an appropriation to fund two studies under the 
auspices of the NASi one due in 1997 and one due ten years after 
enactment, This provision was removed due to Senate concerns 
about the Byrd rule which puts any non-germane materialt 

contained in a reconciliation bill at risk for a point of order. 
contracting with the NAS to conduct a study of the Empowerment 
Zone/Enterprise Community program would therefore be consistent 
with the ()riginal intent of the sponsors of the legislation. 

We w<Juld be happy to discuss this matter with you, and hope 
the group can reach an agreement on it at the next meeting of the 
Community Enterpr.ise Board. 
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THE WHITE HOUSE 

WASHINGTON f,~ , 
February 25, 1994 \ t..-v-,? 

MEMORANDUM FOR LARRY KATZ \ l!~~ 
FROM: 	 PAUL DIMOND ~ 
SUBlEcr: 	 UNDER- AND UNEMPLOYMENT OF AFRICAN-AMERICAN 

MALES 

Thanks for your call this morning. Let me know how I can help in drafting a set of 
shorter term and long range options for consiacratiOil by Bob and Carol. 

. , 

Enci<)f.ed for your review are two brief papers from Bill Dickens of the CEA and Bill 
Spriggs of NCEP wjth their take on these issues and their own sets of options, some of which 

. were not discussed last night. 

Could you also think about a couple of other options: 

• combining an anti-discrimination campaign in employment (including the use of 
testcffi) with an affirmative education and networking campaign to connect qualified 
minorities with available jobs throughout the locaJ labor markets? 

• vigorous minority business promotion (where the sta1istics reflect a greater 
willingness to hire black males)? 

At an appropriate point it might be worth exploring these issues with Duval Patrick. Drew 
Days) and Chris Edley (all of whom have substantial experience with employment 
discrimination and minority business issues), and with Tim Bates (202-554-3504, who bas 
done considerable work On the relationship between minority business and minority hiring). 

On the issue of values and behavior, given the much higher employment rates for 
Afrjcan~American males who are married. is there a sensible long-term strategy that would 
encourage marriage and discoutage out-of-wedlock births? I know the cause and effect 
problems hereJ bU1 if there is a way to influence this dynamic, it could benefit botb parents 
and their children -- perhaps, helping to end welfare and black male unemployment as we 
know it? I recently hnd • conversation with Greg Duncan (the dean of poverty research, 
much like Richard Freeman is the dean of black employment research): he has moved from a 
defense of the efficacy of income redistribution in Europe and Canada to a much "tougher" 
opportunity and responSibility approach as .he more effective means to reward work and to 
encourage upward mObility for all in the new, globally competitive new economy. In 
thinking through possible longer term strategies, it may be worth exploring these issues more 
full y with Bill Galston and Greg. 

http:Enci<)f.ed


Bow to AddreB9 znner-city Labor Market Problems 

,
Bill Dickens, CEA 

Although research has developed a fairly good picture of the 
causes of inner-city problems, our policies fall short of 
effectively addressing these causes. We have in placet or are 
developing j tools which might solve these problems, but unless we 
explicitly recognize the role these policies could play, and 
emphasize that role in our implementation, they will not be 
effective. 

The Important Causes of Inner-City Labor Market Problema 
Huge numbers of jobs were created in response to the increased 

labor supply of women and others over the last two decades. Why 
aren't jobs created for people who live in inner-cities? Research 
suggests that it is because the labor is not effectively supplied. 
There are three reasons for this: 

• 	 studies show that the best way to qat a job is through 
personal contacts -- to find a job good job it helps to know 
som¢one who has one. In areas of concentrated unemployment! 
too many unemployed people are forced to rely on the contacts 
of too few employed people. 

• 	 Schools and" other social institutions in areas of concentrated 
poverty do not adequately prepare young people for work ~ 
Young people in these environments are likely to lack both 
formal skills (such as literacy and nurneracy) and affective 
characteristics (how one should behave at work) necessary for 
employment. 

• 	 Employment and housing discrimination continue to limit 
opportunity and act as disincentives that keeps people from 
acquiring job skills. Recent studies using matched pairs of 
black and white testers have demonstrated the significance of 
hiring and housing discrilnination. 

The problem is not a lack of jobs in the inner-city -- few 
people work in their own neighborhoods. Studies consistently find 
no link between location of jobs and neighborhood unemployment 
rates. This is not surprisin9 when one considers that areas of 
high and low unemployment are often across the street from each 
other. Programs which have attempted to provide transportation to 
jobs for inner-city workers have generally been failures. The few 
that have had limited success not only provided transportation butf 

also arranged job interviews (thus solving the problem of lack of 
connections) . 
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What Can Be Done? 
TWo strategies have been shown to work: 

• 	 Orqanize eommunities.. Highly organized communities -- such as 
Washington O.C.'s l<enilworth-Parkside -- have been able to 
overcome problems of crime and unemployment by concerted 
community effort. Community organizations directly address 
the problem of helping people prepare for work and also help
organize employment services. Kenilworth-Parkside operates 
its own employment agency. Unfortunately, the success stories 
seem highly dependent on the energy of a few committed people
(such as Kenilworth-Parkside's Kimi Grey), so it is not clear 
what we could do to encourage this on a large scale~ Still , 
our policies should facilitate rather than hinder such 
initiatives. 

• 	 Break Up Concentrations of Poverty. Low incom'e fam.ilies are 
much better off when they are not economically isolated. 
studies of Chicago's court ordered public housing 
desegregation, and differences in life outcomes ,between 
residents of high concentration central city public housing 
and low density housing show this. Integration into middle 
income communities solves both the problems of job contacts 
and job readiness~ A wide range of housinq, urban and labor 
market policies could be used to help break-up concentrations 
of poverty. including accelerating the growth of the housing 
vouchers program I and improving incentives for the private 
construction of mixed, income housing. Such a "quiet" approach 
to housing desegregation could work where construction of 
public housing would be politically impossible. 

These strategies would be complimented by two additional efforts: 

• 	 Action to re4uce the etfects of diacriminatioDa More viqorous 
enforcement of anti-discrimination law is needed to increase 
the effects of other policies. studies of who hires minority 
workers suggest that the development of more minority 
businesses would improve minority employment prospects. 

• 	 Help people Make cOnDections.. The job placement company 
America Works shows that a short program of motivation I and 
training in basic job decorum, can effectively prepare long
term welfare mothers for successful employment at good 
companies. By initially offerinq workers to firms on a 
temporary basis America Works gives firms the opportunity to 
try workers out before they buy ~ These elements could be 
built into the welfare reform and any Administration jobs 
program. The development of other programs that could help 
connect people to the labor market -- such as school-to-work 
- should be followed to be sure they serve the populations
that need the connections most. 
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NATIONAl. COMMISSION FOR EMPLOYMeNT POLICY 
1522 k _. NW...Ito :100 

Willi"...... O.C. _ 

lebfU8/)' 24. 1994 

MEMORANDUM fOR 

FROM: 

Plul Dimond 
Ilirmor III Nadon&! Economi. Council 

Willi.:n Spriai5: 
])jr~'~r·~~atc • 

Di'l'*"" U••mploymCIII Rolf or BI..k M&l.. ' 

This is In re$poMI to our ent'lVerWlon. Tue,day. FtbTUazy 15. SinQI chat I:Otlv'Hation. Tony 
Carnevale I1Id I have ta.!ked about Wi issue. vIIi the NF.Ct t4netrn as M unct.rctandt it. I am 
vet)' intl;rested in this i"u~. and \Ir'Ould wlln to be IS involved u rn.ueh ., I tlU'l with it. I am 
vel')' familiar with lilt schutitnhip in thill Irea.,and with the plaYOff repreuntin, =he constituency, 
I hope there is room for me ;0 pial' If IUit:. 

You uhd for .0. briefmen;o outlinin& the problem of uncmplo)' Inonl lur African Amoriean males 
l$ I Stf! it L,t m. pr.fa.el this with my belief that I think the problem as mo)1 u!'lcm discussed 
n.,\ ineorree!Jy btt.n on the sQ*eall.d "W'ld.teo.l$$,~ This Co(a" j, too nAtTOw boc.usc dio 
deteriMflt10n in ltbor market ololtcomoc tor AfriC'An American mtUu. pGttieull11y youn, ad.wu., 
has been &.Cross the edue.tin'l'1. ltlcomt and lo-u.tion 'Pt'tNn'l. A JOlvtion aimod Gl only one onll 
of the income distribution is: thereftlrt ignoring the hro.der trend, A!\d, I b.!iev. the broader 
nend is the gteater danier. 

The dispJJily in African American and white male unemploymlnt ratelC is nOt flew, So I PP~ 
Issue It to undtU1Uld the pec$istentc in the gap. Yet. more important policy qUMtinn ,';;hy 
the g~ in the ""nomic fort\oi,I\f$ \1f AfnWf7.lnorican and white males ,raw in the 1 QROs. 
Duri~& the 19'0" the ratio or w.employmcnl rtJf qlilt male Atrican A-rnCJicans to whites was 
2,2. and in 1M 1980, Iftw to 2.'" Thi. WQ despite a drllLtnlUC iMrwe in she oducatiODal 
!-tttinmmt of Afrll:an AmeriCIan men ootn'piicd WIth 'Whitc~: 

A reuon for the ditr.rmct in the 1".0" I1ld 1970. may be found in !be weUor rd. ..tionship 
between the unemp.loyment 'ate of adult male African Am.n~aI'1I MG a01lw.cl economic. .croW1b 
than is true (or white males. My OYm work: tlf! this. usinllpKttal anal),,!,. shows that th~ 
~OttolaliQn between quarterly unemployment ratu md tho qUlrtUJy arowth ntH or GOP are 
Jo~t for Afrjr;1t\ Ameri(;l:Il1 men than Whi,es for economiC' cyetes of every length, rbi'iU88ISt$ 
a structural tOilon can explalJl th~ KIP in Wlomployment ratos;, 
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Examining the ",Owinll disparitY in V!'UI$ Cor Afriean American Ind whit. mon, • controUin, 
fot dif{.tonoc~ in ochu.,bon and hlglen. r.nnforees lhe I1gument for • itl'UcturtJ rouQft. Studiu 
using croll-llctiona or ind:ividulll. from the Current Population Survey by WiUiJm Rod,er. 
(f:ClUeS4 of wmiam and MAry), lind John nowll (t1nivcrslry of Micb.illl1) and Ibc:hltd Pr ..tMn. 

(Harvard) ,how that tho SIP ,row mo'" for tilt JtI1UflJ; WIle, ot c:ol1'lo tdu.c:aud men. An 
lIIalyll. or lon,itu<linal .... from tho P",.l Study ror In",mo !)yo ....ics by S..... KD<e (lI.,. 
It the- Commission) shows that for prim. workins-"e. collea.",oduC:lJ.od mCJl. Atriun American$: 
wore almost twi(.4 u libly ftJ whitu to ,\diu ,lb" in in~mCl Etom the Mart to tho end. ortbe 
19$0" Loo.ioll at hiih school ,,,duOIe,, D.vid Howell (New Soh..l) £.Wld thll from 1'1910 
198it thc" ~hlfJl'o in the ind\l!t1y and ooeupauon mill or lUsh lChool PUAtcI 'WU lou 
wtftvorablo 10 YO\&l11C white mates (Iats J9..J5) than to African A.m.mc&nJ. Yhnl whit. hish 
.chool~ueat.d mClllNtre: much more successful in il'lerur1ftJ th.it Ihu. ofth. clyMmic: lOCUm 
of thl .~nomy, whil~ Afri~ AmcrltazlI lost emplQym~t shue in two of the tltr. molt 
dynamic ,aeton, 

An ttgllMtint CW) bt m..d. tha.t the cQOnom), ehan&cd in the 19805, That could'be the e.s.e. btstd 
on the changel thRt occurred bCfWhn til. 1970, and 1980$ in u.nomployment files, and wages 
in the cener!1 eeoMmy. If tht ehang. is; a ttruttural chan,e. than the data I""U'st that the 
t.:hanae was accompanied hy bArriers that ooni.d Afne:1ln Amonew &eels, 10 the new dynamic 
loe11,lrs of the ItonQmy. That would not be ntW, [I would follow hittory, as in !.bo e;onomic 
tr&nstQ(fmr.tlon at the Nm~G(.tht·~tul')' from .arieulturt to manufuturina, 

I think that othcr IOUOI15. most often tGnntcted to "undll:tt.lu~ JUuet: II. ol• .vly Insufficiont in 
explaining the 198(l!\:. At YOij and I discussed. the spatial mismatch tbfOrie' .poar hollow. 
First, th. ~ap in Ul\cmploymcnt between 'liblriban blacks and whites. and t:entt.1 city black$' and 
wh1tM art thout the same. Seeond. thlt lap between the !Ort'.lMS of inner~eit)' and luburban 
blaeh \If,1It eon.sti.rH d\lring tho 1970, and 1910,s, with only lOme cyclical Yariatio:''L So, there 
is liute !UproTt that the Slowing Sap between African American and white mlJos is the resuh of' 
central cit}' WOM. 

Th• .kilt mismatch theories are nCtt clell'ly beuer. n.. mos.t o1ttming chanS" o«uHCld within 
\til \1 \\ edutilluni1 and skill ,roups. Furthel, the hurnlll C'lf"ital of AfnCl&n Amen""" ~mpand witb 
~W~\I white,s imprcve:d dn.mltlcally from the 191(); to thl 19105, Th. most dramatic inercue W&J 

err among young 'WOrkcfI:. Dropout fltes among AfriCM American, dtclined drGm&ti~I)'. and 
~ .t1tItl,d"di%cd 16Jt "Of0) luad. itfca' improvementS among hiSh tt:ho.oJ gred..atts, y.t Ute lap' 
~~inss. ,tew fer the youngest Ailir.:an Amet:iC'&D GOhort Thete is some evidftlce. thoush not 
\,1oj",.""~ witho~t controversy, that. p¢Jllible: exp!Ana.tit.m hi that the ren.tms to, cognitive ,kin. N meNIil'.d 

by st~1\dardind tes;t ,~ros inerC&)Od' nw~ rapi4i) thll.ll the a\lcr". lest SCOre!! (\f blAcl:s< A 
difficulty with that explanation is that the oamin" ,*p bctw,cn bl", and white workM$: crew 
tlll 'the late 1950s. And then (dwing the rKCI.uion) f'tVCfKd itself. 

Stre.tcgit) ....$uming that the: burien lr.e benian. and rapr."nt "Jt4tl.hca] dinrim.inarion," beg too 
many qUC$lIQI1$, Most imponaJlt. this lines nof anSWIf why Ctlmmon petception. of human 
ecpiteJ d.iffcronccs wl,Juld persin when human eapitlll diffucne., have ftilrOwcd dramati'-4l1y. 
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Str&te&iOl wumini an ''\mdorclw'' exp:itnltion will hlvo difficulty because mey anum6 human 
"pittl dirt.ret'H'" lIO tho problom wben t.hPlO diffcrm~ art 10 small. wtUe tho tconomic 
o\,lteomt, &to 10 vutl)' different S\leJ'I I mltqy ianotn tho work of Robm Haveman and 
BI1'oo.r. Wolfe (UniY~fJity (if WiKOmin). md ~i1i. JWIUtI (hinccton) showinK chat African 
Ameri... youlh art rJ,udy oipifi...ay ...'" likely III", Ii";I", whit<> .. fmi'" hiJh Khool. 
and h.vina flnillh,d lUSh 1<11.01 to .....,4 ..II".. GI_ lb. Ill"..,. lUab., drive by Afri.... 
Amerieans for mort .due.tio~ tht lsiFar .Ifn.ploymtnt "tel (Qr bl,,_ ~lIoso ,radutkt (in 
J993, fer those under 24, bh.(K coUa,.andllttet h.ad 11'1. UC1employmlnt rate of 11.1% YOrIUS 

'.1'» for whit. coll'i' aradua"•. IIId 11.0% for all whit,. 16 to 2' ... enroll.d in mool) ml)' 
make it dit'f'ic:u1t to succeed in c10sina the collqe atttmdanee 8~. Th. dropout eap is aJready 
lmtlll. qaJn becluso of the hlper drive by Af'ttean Americans for tduc.arion. Clo,;nl that sap 
1:111 benl b. achievod by c:tosina income lIP' amon& p-a,rcnu. 

I think thAt an ofTccnvc Ittatosy i. to upand &lona the wo(;' or D.vid Howell. IdGntify 'Chose ' 
lhCil.lstty And o(:cupotion. thlt ttt Iro'l'tin,s:. and have dc,linin.c ~asCJ of' ~frican AmOlican 
work In: and ',r80t them tor .oID.rmltivc &ction. ofi'¢l'U. further, c:ombino tho to,*,nolosy policies 
of the Admi"istration to tho.. eftoN. n.ar tfiat other poli.;:ic, not clone: 1Osc:lhc:r wi;b this one 
will not Ittlck the problem head~on, Md may 1...... ptopl. disillWlionod "bout the efficacy or 
[.dlrt.! .from. 
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