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THE WHITE HOUSE

WASHINTGTON

January 13, 1993

MEMORANDUM FOR THE COMMUNITY ENTERPRISE BOARD

FROM: THE VICE PRESIDENT
CAROL RASCO
BOB RUBIN

SUBJECT:  EMPOWERMENT ZONES/ENTERPRISE COMMUNITIES
APPLICATION AND ANNOUNCEMENT

AS you may know, the President and Vice President will launch the application
process for the Empowerment Zone/Enterprise Community 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 honoring Dr. King. We invite
those of you who are not travelling to attend, and all of you are encouraged to send to the
event onc representative from your agency who has worked closely on this initiative. Please
advise Pat Smith (456-2800) who will be attending and provide his/her date of birth and
social security number,

Attached is a copy of Empowerment Zones/Enterprise Communities Application Guide

* . and the handbook of programs that will be available to the designated Zones and

Communitics. We arce 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 jtself.

We want to thank all of you and yoor staffs for all the hard work that has gone into
the 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 (o participate in this process will be at a series of
workshops that to be held across the country in February, We hope, at a minimum, that at
teast one member of the Community Enterprise Board will attend each workshop: A strong
Administration presence at the workshops will sigaal our commitment to this important
Presidential initlative. We therefore strongly encourage you 10 send a representative from
your agency 1o cach 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 Vamney, Mark Gorden
of HUD (FUB-26%0), and Peter Necheles of USDA (720-4381) which workshops you will
atiend.

Again, thank you for all of your support.
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HEMORMIDIM FOR THE RRESIDENYT

FROM: THE NEC-LPC IMTERAGENOY WORKING GROUP OFN COMMUNITY DEVELOPMENT AND
BHROWERNENT

STRJECT: AN BOONCHIC EMPOEREMENT STRATEGY
T. TNTRODUCTION

1. AUUION- PORUING RVENT

Almoni ane ynar ago. you Doared Los Angeles after the riots and predicted
vhat despite #ll the medis strvention and Presidential fanfare, a year would pass
sod nothing would changs. You were vight, Across the Counkry, poor communities
Evam Sourh Cescral LA o the Missisaippi Delta are s50ill reeling from a decade
of deciining opporsunicy and rising sogial and econemic isolacion. We cannat
hope to sucteed in the world sconomy or come together ag a natlon unless we
anpowsr theSe communities Lo doin the sconomic mainstream. The soconer you come
fovwand with an gmpGwarmeni strategy. Lhe hebler. The long-term success of your
seononie plan and your Presidency may depend on it

3.  BACRGROUND

Shoreiy after you Look office, Bob Rubin and Carol Rasco asked Gene
Bperiing anmd Bruee Resd Lo set up a joint NEC.-DPC interagency working group on
commund £y development and empowsrment..  We wanted a joint afforr spanning
economle and domestic policy that could look at every aspect of the problems of
soonomically diastresasd urban and rural areas -~ from aseeas teo eapital and
zhild care to the need fow school reform and safe streets. We brought half a
dozen agenciss togetber Lo rechink existing prograns and develop a new,
somprehansive enpowerment strabegy. :

For rhe pasr two monkths, the policy shops at HUD, Treasury, Agrivelture,
Comnerce, and OMB have worked with che NEC and DPC {(hereafter ths Working Group!
on the first stage of that new shrategy: economic smpowsrment. We sed nub nob
aniy tc prepare specific proposals that could be passed vhis spring as parxt of
your igitial budget, but to develop a framework that could inggrporate othar pew
ideas over the course of your administration.

“he anterprise proposal pressnted here ig bolder and more Inngvative Lhan
anything any previoms admiaiscracios has pul forwerd.  To will be supporred by
major proposals for far comsunity banks and lending, reform of the Community
Reinvestment Act and fair lending, amd @ major community parbngrship asgainst
erime. While we vecognize that Uongreasiongl realities sgy foree ug 0 temper
these ambitious praposals, ws nonetheless belisve these proposasls oan be pasgsed
into law and will lsy the groundwork for drasmatis progress in poor commudities
across the couniry.

3. ECOMOMIC EMPOWERMERT JTRATECGY
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We believe that the cconomic empmowerment portion of your comprehenzive
community development strategy should include four main pillars: economic
empowsrnent, zongs; community develomment banks: CRA and fair lending reform: and
commuinity partnershins againse crime. This is only 3 portion of what your
adminigtracvion hopes vo accomplish in poor communities, through health care
reform, welfare reform, family policy, and so on., Qur empowsrment agenda is
meant to maximize the retursa on these investments, and te help communities
restore vhe basic conditiong they need te sucoeed: safe strests, access Lo
capital, and above all, rew and expanding businesses thalt generale new jobs.

This memorandun pressnts detaliled optlions for the economic empowerment
zonas. Propopals on ORA reform and faiy lending, community desveleopment banks, and
cammuniby parenevshiy agsinst orims will be ready pext waek. Together, thesge
Taur progossls move bavond the old lafg-vight debate that the answer to evexry
arabhles Lo wore fedeval spending on the one hand or more bax breaks on the other.
They ofifsr real opporiunity o veal people:r a savings accounit, a reward for work,
accens to capital vo buy & home oy bo uild 2 business, a ¢op on the block, and a
shance to take hack thely nsighborhoods,

II. ECONOMIO EMPOWEARMENT 20NES
A. PRIBCIFLES

In developing an economic empowerment zong proposals, we relied on the
bagis principles you cutlined in your campaign:

1. Poonomic Orowth: The best urban policy, the best social policy, and the
bast anti-poverty policy is a comprehengive strategy for econcmic growth.

Z. Individual snd Community Empowerment: ‘Foo wmany enterprise proposalis
foous only on improaving a particular place, and do livtle to smpower the people
who live there. Other proposals foous éxclusively on the individual and ignore
the community. We need a new approsch thal empowers poople angd jwproves plages
&t the same bime.

3., Bottoem-Up Innevation: No mattar how much we manage Lo do in Washinagton,
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phe ultinmabe sclulions will zome Trom the boftom up, from communities and
individuals willing to help themselves. These proposals challenge comminitiss to
degign thelr own answers, and reward them for initziakive, inncvation, and
rasults. kb the same time, the policies will not only give paople more
spportunity, but inspire bhew o take meors vesponsibility for their own lives.

4. Bold, pPersistent Experimentatien: In this area, more than any other,
thae old answers don't work anymore, and we need to launch a new era of bold,
parsietent exparimentacion. Reinventing government must be an integral payt of
aur saterprise proposals. We envision a navianal network of sconomic empowerment
zanes that will serve as laboratories of democracy, where communities will get
more freedom Lo Lry new approaches, but will also be called upon to demonstrate
resulus,

These problems have been generations in the making, and we're not going to
fix them overnight., But we can change the disastrous econcmic policies of the
last 12 yearvs; we can change the face of government in communities where three
decades of fedeval efforte, bhowaver well-intentioned, has dons so little good;
and wa gan begin to change the something-for-norhing ethic that has parmeated our
cuiture from top o bottom in recent vaars.

B, Going Zeyond HR 11

Puring cthe campaign, you nledysd &0 greate 75 to 125 gompraheasive urban
and rural enterprise zones. Congress enacted federal enterprise zones in 1987
krat the Administravion vefused ro degignate any zones. In October 1852, with the
lendership of Senator Pentsen, Congress passed H.R., 11, which Bush then vetced.
H.R. 11 would have crsated 50 "enbanced snterpriss zones® to be phased in over a
Seyear period. H.R. L1 provided for 3580 million a yesr for a broad array of
fadaral programs within the zones in addivion vo tax incentives.

Since H.OR. 31 passsd ac vecenily, we pould aimply send Congress the same
Bill., But our entiye working group egresd that the traditional forms of
enterprigce zonsy wers not effsorive. We therefore recpmmend four malor reforms
of HoR. 13:

1. Pewer zonaes with mores impast: wWe'll never know whether enterprise zones
work if we scatteyr our limitsd resources asmong 50 zones or across entire citles.
We Bellieve & smaller anumber of enterprise zones must b more fovused, so that
money and ¢ommitment are nel spread oo Chin, At the same Lime, we ¢2n provide
gome federal incentives be a larger number of gommmities o stimulare bold,
local experimentanion.

2. Reoinventing Coveynment -~ Thellenge drant Processs  No amount of curside
financial help will enable entrepreneurs or individoals oo get ahead 1f red cope
or misdivectrsd programs sihand in phely way, Enterpriss zones should bs a wehicle
for strgamlising the waiver provess, coordinating goverpment programs, and
improving services. ‘They should ancourage iangv&zi@n and reward resulits.

3. Laboratoriss of Change: Hew Cooridinaticon and
Flewibilivy: 2 handful of tax incentives and additional federsl dollars, no
matter how targeted, will never be soough 2o turn a troubled communibty around,
hunt is why Over the long term, we hope the real value of these empowerseni zones
will be te serve as magrets for irnnevacion by the public and the private sagtor.
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4. Individual empowerment: We nesd Lo anpower individuals ag waell asg
comminities, by offering access teo capital, savings incentives, and othey
measures tc promote work, entreprensurshbip, and asset bullding.

V¥I. Congsengusa Proposal

While the Working Group wasg nobt unapimoug in all of its recommendations,
thére was encugh agreement for usg ve elsarly present vou with & voonsensus
proposal. * In this part {gp. .o owe snmmarize rthe consensus propesal. The
appendix atvached akt Tab & also provides s brief summary of the proposal in
outline form}. In Part we present to yvou what we balieve ave the key deaisions
made in reaching the Propeosal, so that you oan consider the madtor uptions and the
alcernative options presented by some within our working group. The most
substantial of the zlisrmatives is a zerg cost oprion aoffered by MR,

1. 10 Economic Empowermant Zooes, 1080 Enterprisze Nsigbhborhoods: The
Working Group ayresd that grester resources should be fogussed on 10 Boonomic
Empowarment Zones. We also recognized, however, the political problems in
Congrass with a proposzal limited to 16 places; and wg wanbed Lo encourage logal
innovation in o larger numbeor of areas across the country.  We rherefors daaiyned
a twosbilgy approach:

+ 10 Economic Empowsrmant Zones would receive ohe full arxvay of tax
incentives and a2 coneentrared portion of the Enterprigs Blosk dGrant
runding, in addition to participsting in the community policing, somuunity
lending, and reinventing government-dersgulation initiastives

* 1G4 Entarpriss Neighborhoods would recaive & faw of the tax incantives
and » smaller amount of Entarprise Block Orans funding, in addition to
partigipating in the community policing, community lznding and reinventing
unpvernment-dersgulation initiatives

Fourty perceant of the zones would be reserved for rural comminities,
ingliuding Harive American communigies. AL least one of the 10 Economic
Emnowermant 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 entearprise zones therefore could he designated and in operation at the

oulset .,

2. Challenge Qrank -- Relnventing Government. Efforts to EpPUr SCOnomi
empowerment in depressed arses cannot be successful unless government at all
isvelis invents o new way of doing business. Current efforts are:

» Short on strategic planning to promote economic development becausg thay
aye fragmented vertically by level of government and horizontally hy
program cabtegery or entitlement

¢ LHurdened by complex regulations, duplication and lack of coordination
that disceurage private initiative

We proposg to remedy these shortcomings by running the entire zuonomic
empowerment preogram through a competitive, challenge 'grant processz. Mo appllichnt
will be eligible fowr a single dollar of federal enterprise support tnless its

strateqgic plan demonstrates how the community will reinvent itgelf. Thae
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challenge grant process is designed to empower local communities to be as
innovative asg possible in their planning. FEach 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 eccnomic mainstream.

The federal enterprise grant process includes five components:

a. National Ceompetition. 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 cn, the following criteria:

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

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

* nature and scope of tangible private sector commitment,
avallability of insurance and credit, participation of community
organizations and the non-profit sector, and complementary actions
by state, regicnal and local authorities to promote the growth of
enterprise

* innevation 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 hecome an integral part of
the local region's economy and 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.

b. Single Interagency "Enterprise Board:" One-Stop Shopping for Fedseral
Asslpntance. Te facilitate real reinvention by local applicants, the federal
government must become equally responsive, innovative and flexible. Wwe
therefore recommend that an Interagengy Council be established with the
authority to run the challenge grant process and to issue necessary
wailvers. The Secretary of HUD should serve as the single point of contact
for all urban zones, and the Secretary of Agriculture for all rural zones--
to field questions about the challenge grant, to provide coordination in
the administration of other federal programs and to process requests for
walvers through the Interagency Council with respect to non-enterprise
federal funds and programs.

c. Enterprise Block Grant for the 10 Economic Empowerment Zoned. We
recommend that the Economic Empowerment Zones receive a substantial
Enterprise Block Grant, on the crder of magnitude of $200 millicn 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 rescurces, and private sector commitments in
order to build a thriving economy.

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

* Commitment to enterprise and job ¢reation
* compliance with federal 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 & variety of purposes,
including, for example, to: provide self-sustaining locan loss reserve
funds; leverage community development banking initiatives for
micrecenterprise, 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;
suppert for community investment corporations; develop technical
assistance, 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 or gap
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
flexibilivy 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 ¢oordinated 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.

2. Periodic Review of Resulta -- 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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AL the end of the fourth and seventh years, the Designating Ssoretaries
will gonduct a major performance review of sach zone. Based on a review of
the results, bhe Designating Secretary should be authorized to reduce or
cut-off enterxprise funding and tax incentives for any commurity that is not
achisving resultz, unless the community revises its strategic plan to ths
satizfaction of the Secretary.

To lemyn bhe leggons [rom such bold, persistent experimentation, we zlse
recommsnd that the Ratlonal Academy of Sclences be asuthorized oo contraot
for independsnt evalustion of enterprize zones. & Iull report o the
Congress, bhe Presidsnt, and to ths public should be made at phe end of
Bive yeavs and poalin ab the =nd of the nanih vesr, following the decennial
cengug.  Our commilment Lo truoe laboratories of demooracy should bs
avidancad by a sunset on the enterprise legisiation ab ths end of tan
yeays: by regquiring new legisiation, this will asgsure congideration of the
lessons leamned {rom pur experience with federally supportad entsrpriss
EOnes . "

LI&T oF SPECIFIL TAX AND INVESTMENT PROVISIONE :

The 10 Roononls Pupowarment Zones would 2ach oonhadn the Dollowing tax and
investment incentives.
Exclusively For 10 Poononle Smpowerment Zensas

INVESTHENTS

Enrosvprize Blook Orants (§100 ailliond

Cormunity Devalopmant Banks

Cowmunicy Poliving

Cocrdination flexibility with Sxisting Tunds

Educabtion Enterprise Fuands

Bligibilizy oy Particination in Innovabive Feders Exparimanbs

o I I N B o S 4

EMPLOYMENT TAX IKCENTIVES

o Employment and Training Credits

o A wmulti-year ETC for employers located in the zone
o Targsted Empowerment ETO (YTETCY) for employers

o An ETC Opportunity Card for prospective employese,

CAFPITAL IRUENTIVES
o Increased properiy axpensing under Sectlion 173

o Accelervated depreciation Loy all investments in cangihlae properuy
in tha Zone.
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¢ Tax-exempt Private Faciliiy.Bonds
acceleraned depreciation investments ln tangible property in the Zone.

EMPOWERMENT INCENTIVES

Rezident Community Investment Corporations {(CI1Ca)
Worker Contrelled Suharprises (WORa),

rRegident Empowszmentk Bavings Incenbives
Bxpansion of the Low Ipgome Housing Tax Uredis

0 Q00

i8¢ EXNTERPRISE NEIGHBOREOGRS:

INVESTHMENTS

o Enterprise Heighborhood Orents ~- $#5~10 million

{Only for the 180 Meighboarbood Entarprises)

Eligibility for Communibty Development Banks

Eligibiliky for Communily Policing

Coordination Flexibiliby winh Bxasting Punds

Eligibility for Sducation Enterprise Funds

Eligibiliry for pParcicipation in Tmnovative Federsl Bxperimantd

0009

EMPLOYMENT TAX INCERTIVES
None
LAPITAL INCENTIVES

o Tax-exempt Private Facility Bondg
accelerated depreciation investments in tangible property in the Zone.
o Expansion of the Low Income Housing Tax Credit

EMPOWERMENT INCENTIVES

o Resident Empowerment 3avings Incentives

BRIEF DESCRIPTION OF ZONE IRCENTIVES:

Additional Tax Incentives snd Dtheay Inducements fox tha
18 Bgonomic Zwmpowerment Zones. Tax ingentives should he deslgned to prowmote the
creation of naw enterprise in the zons, o engourage the sxpansion of existing
rorne business, Lo increase emploveant of zone rosidents, and Lo snpower zZone-
rasidents to work, to save, and te build thely ows asssels snd snterpriss. ¥Ye
recompend offering the following additional inducements to the 18 Bconomip
Empowerment Zone's:
273 4847

Capival Tax Incentives. {10 Zones only) We recommend & gost regovery approach
char iz designed to aid enterprises which employ a minimum of 38% Zone residents,
The proposad CoST recovery includes Lwo componenis:

* increaged property axpensing undgy Seevien 179 for gqualifyving investments
in deprecisble propsriv, up Lo 2 £75,000 cap, phasing out for largex
igvesTments above $305,000)
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. ageelerated deprociation for all investmenteg in tangible property in the
Zone.

Thene coast recovery proposgals complement the tax incentives contained in
vour proposed budget. They will provide substantial incentives that will be
particularly valuable vo starving or expanding micro~enterprise, small business,
and community-based f£irms.

Employment and Traioning Credits("BTCs*). {19 zones only) ETCs provide an
effaptive maans of lowaring the cosu of doing business for emplayers and
providing incentives £or hiring z2one residents. We vecommend allowing each
employer to take advantage of eithay

] a multi-year ¥ for employers located in the zona--23% of the first
520,000 of each zone repident amployee’s wages snd qualifying expengss for
gdugation and training: o

Empowsrrent Credivs -~ Smployment (10 zones onlyl: & twe-yaar Targeved ETC
$UTETD ) far emplsyers, whebher oy nob loosgsd wizhin the wone-- 20 % of the
Fipst 212,630 in the first yeay and 10% for the firsy $14.000 ip the second vear
of aach zone résident emploves's wages and gualifving expenses For education and
araining.

The TETC has indepengdent smpowsrment value for zone residente because it
pravides thom with a2 bounty Lo doin the economic mainsiveam wherevar jobs can be
found in the labor marvket. ' In adddicion, we also recommengd experimenning with
an alvernabive s the Targsted ETC. provide the nprospective smployes wiznh an
incentive for getting and holding a iob, whether rthrough an expanded EITC awardad
with sach paycheck or through s bonus voucher to be gashed with eunch paychack,

These tax incentives ars mesani not only Lo sncourage employers to hire zone
residants, but to empowsr residents no szek snd obtaln deohs, Bvery fone resident
shall uyet an smpowerment card in the mall which they Can present L0 3 prospeciive
empployer Lo gualify for Lhe otax credic, The same onrd will alillow them oo open a
gavings acdount al the loval CIC and g checking sccount 56 the pearesst ODR.

Additional Espowermsnt Tsx Incentives. We wany Lo awpowey zone rezidents Lo own
a plgee of thelr community and have 8 stake in the plage where they work, We
racommend interest exclusions o spur invesiments in Community Investment
Corporatiens and Worksr Controlled Enterprises for the 10 Economic Empowarmant
Zones.

. Resident Community Invesoment Corporabticons {(CiCs!, ownerd $1% by zone
ragidents, could be spurred through interest exclusions. This will
empower Clts, for example, to acquire and develop land., to purchase
™ and #iber Optic cable serving their communities, and te

' We do need, however, to distinguish this incentive from the Targeted Jobs Tax
Credit, where certification of e¢ligibility in one of the 10 categories by DOL has
too often operatad vte stigmatize prospeoctive applicants as inferior in the eyes
of too many employsrs. An educastion caunpaign for prospective employers may prove
helpful with regpect te the Enterprise TETC.
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parcicipate fully in new information networks. The CIC provides a
way for zons residents to "homestead” assete znd to gain comirsl of
their scononic destiny.

* Workayr Controlisd Enterorisss {(WCBsl, owned 31% by zone resident
employaes, could also be spurryed through intevest exclusions.
Interest on Loans made to UIls for purchase of gualifving zone
angible assets would e exciuded frow tazation to the lender.
Interset on loang to persit resident workers vo starc, acguire and
expand WCEs wonld also ke exeluded from Laxation to the lender.
with full disclopure, worker contrel, annual reporting of individual
ghare values to aach zome shareholdar, and deferral of taxes until
sale of sharves, the Shareholder Association of each auch WCE would
anpover resident employees with a full ownership stake in their own
businesses, while eliminatcing the abuses common to ESOP's.

Both of these empowerment incentives will be enhanced by the availlability of
access bo capital provided by the new federal community lending initiative.
Morsesver, loans will only be made when an independent, third party lender
detarmines that the proposed investment by the CIC or WCE is likely to work, We
halieve that these empowgrment incentives are cors components of the new
diraction that you are charting.?

a., Resident Empowerment Savinga Incentives: (all zonegl! Thig
stakeholder propozal makes this enteyprise zone plan uniguely different from
sradivional enterprise zone proposals. A 50 percent credit would be available
for & contribution Wy an enployer, Community Investment Jorpeoration, or Worker
Contzolled Enterprise o a Dafined Savinge Plan ("DSP*) on hehalf of employeas or
members who are Bone residents., Partigipating Zone residents coulid also
contribuie bo the DEP on a tax deferred basis. These gavings could he withdrawn
for borvowed ond withour penalety fo pay for educarion, purshasing & first homs,
op gtavsing 2 amall business. This will provide the first proving grounds for
implemeniing vour pledge o gstablish Individual Development Accountsa o ompower
Iowedincome Amerioans to take the first sieps Zoward econcmic self-sufficiency.

. Pax Bxempt Privavs Faclility Benda: {all zones)
in order oo promels invesbmend in bulldipgs, plant, and sguipment, all Zonas will
be able Lo sxsmpi 30% of grivate faciliby bonds from Stabte caps, and thess Zone
Faciliby Boads will be sxceptad fyrom the seorion 265 bank dedaegibiliby
erohibivtion. EBach primary uger le.g. . a businegs firm) will be limired o $3
million in any one Zone and 2 total of 220 willion aorosg a1l Zong's.

¢, Expansion of the Low Incoms ﬁanﬁixg\?&x Credic: {81l zones). A1l
zones 11l be viewaed as a8 “diffiouly so devaelop® ares for purposes of increasing
tha Low Inoons Housing Tax Crsdip o 31 psrosny of presant value from 70 percent

Phese tax iAncgntives for sspowering zone residents o become Full zrzskeholders
in shaping theiy own enterprise desvinies are new and largely untried. Treasury
soungels bhat their impaot iz uncertain, Treasury is also congsyned that the
benefivs will acorue pyrimavily 2o outside investors rathey then the zone
regldents.  Treasury chevefors proposes # modification: o limit thess Lwo
Inveresr exclusions Lo 3 Zone Bopowsrment Tax-Exempt Bond. which would be
sxemptad from the caps on state and looal bonding suthority.  This would sllow
for a public bomdang aubhority o veview the Lrangacbion (o assure thal rhe
benefite are shared with the intended heneficiaviess.
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of presens valus.

4, Community Polieing: 10 zones and many of the 160 zonesi: All
zones will ba eligible for addicional suppore for Safe Shreebs from phe 38490
million of the F¥s 33-%4 baseline Enterprise funding ressrpved for mesuing vour
pladoe of 100,080 additional cops on the bearn.

a. Community Lending: {all zones) All Enterpriss Zones will he
eligible to pnrticipste in vouy communiiy lending initizcive in order to sccessg
private capital and finzncisl servicss. Sach applicent must demonsirate in its
strategic plan how it flans o do $0, including o finance CIC's and HWCE's among
sther enterorises.

f. Enterprise Nelghborhood Srants: (100 Enberprise Helghborhoods)
211 zones will be eligible for smellesy Entervprise Nelghborhood Grants. The
grants for urban Enterprise Neighborhoods would range frowm $10 adililion no $1S
ticn dollare. This grant would defray the costs of plamning apd start-up, as
I as provide 2 significant fund for enterprise nelghborhoods to lever new
initiatives. We are also monfldeni that mony foundationg, universities, non-
profit community groups antd others wlll step foprward to assist affectad
gommunities in devaloping a sbrvavegic plan.

g. Eligibilicy for farticipaticn in Ianovative Fedaral
Experiments: (10 zonegs &nd many of the 100 nelghborhood zonss) These incentives
are only a firet step. Fmpowerment zonas will open the door to a bost of
innovative domestic and economic initniatives by the public and privave ssctors.
Under this proposal, we will have 110 communlties across the country competing to
prove what works and what doesn't. Each zone will also be eligible to wcompete
through the enterprise challenge grant process for a variety of special
demonstration grants offered by diffarent fedeval Agenciles. Each demonstration
will he related to promoting enterprize. The hallmark of sach will be a
challengs tc the enterpyisz zoueg applicants 2o show how they propose Lo shape and
to implement the naw initiative in the contaxt of thelr own sktravegic plan. The
rezpectiva 3ecretarigs, in cooperation wiih the Interagency Touncil, will
designate the winners based on the merits of the applicant’s plan, provide a
single point of contact for waivers, and review proygress based on resules neot
revulations. Several of the Agencies believe thal thls entsrprise propesal
provides zn excellent challenge grant procsss and a wnlgue platform to try a
number of significant new policy approschas thet may slso contribute te the
economic revival of distressed conmunities and dobe for vhalr residents.

For oxample, DoEd hog ssked ro ipclude and provide funds for s
comprehansive Enterprise School Cosmunivias to isplemsnt the NHarional Bducanion
Guals in order o promots enterprise in the zone.  OOL and HHE have aslie
reguestad that a variery of domonstrarion opportunitiss for puch local innovation
pe included in the enterprize challengs grant process: school-to-work,
apprenticeship, welfare-to-work, unsemployment-io-work, and drug prevention and
rehabilitstilon-Le-work iniciatives. HUD snd Agviculsure will also make avallable
similar opportunities for iocal innovation, ingluding, for axample. Sogtion B
vorchers, Moving bo Opportunities. HOME, and Youbhbuild The number of zonag
chat will be able to participabe in sach desonstravion will wvary by faderal
inipiavive, bul Lhe prospects ars excelient that there-will be s substantial
mumber of rthege initiakives available to many of the zonas.

Budget. In A Vision of Change, there is $4.1 billieon in tax expenditurss
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designaced for enterprize zonss . The consshsus proposal reache
by using 51 hilliop thar is currentiy in che baseline for entaer
$30¢ million in “conteibunions® from existing BOD and Agriculturs programs over
the five-yeayr period, FYS4-FYS8. This budget derives fyom the following budget
authorify:. :

# for %6 killion
prise zones, and

Source & in Billions
Tax Expenditures 4.1
Baseline FYS$3-7Y 34 1.0
BUL and AG Contryibutions .9
from currenitly proposed
HBuduets
Total 4.0

while under the currant budget propessl, #1311 of the $4.1 billien goss to
tex expenditures, the conzensus proposal would trensfer $1 hillion teo the
investment side after the diécx&ti&nary caps ara Lifved sfyer FY05. This would
than mean that the $6.% billicn would be evenly splic betwsen Lpx incentives sngd
funds for the Enterprize Block drsnbs. [Note thab 3500 million of the PY83-34
Bageline amount has alresdy been tavgeted for cops and community poelicing --
which c¢an be used for the EBoonomic Empowsrment Zonss. ! :

We beiieve that the final total of funds dedicared o rhe Eoonomig
Empowermant Zones and Helghbor Enterprize Zones will be grssver than §8 billion.
The reaszon is that the Departments will wani to farget portions of thelr new and
existing programs to the zones, sg that chey oan e part of this experiment. and
go vhat thay can s2z how different wodels of thgir indtivisitve would Tun in a
reinvented and innovative system. The Agencizs have therefore raquested the
cpporvunity to provide funds from their own budgsbs in order to sancourage local

* In tlxs consensus proposal, we have oraabed the £4.1 hillion reserved for tax
gxpenditures in FY's 24-9% as zlso aveilable foy sunlaye for enterprise grantsg,
In pariioular, [he consenzug proposal inciudes %3.0 Billion for tax axpenditurss
and appiies rthe 51.1 Billion difference u2o enterprise grants,

any such shift from fax expendituras Lo enbasrprise granh &xp&nﬁitur&% gan he
acuomplished In one of thvee ways:

smake appropriate revisions to cur budget requests and the new zaps for
digorevicnary spending for FY's 1996-98

* create on Enterprise Entitlement Expenditure ou the wmandatory side of thes
hudget, including both tax and enterprise grant expsndiiuves
+

« if a regquest is going to bhe wmade for a raise in the dlscreationary cap for

sbthey investments, ralse the psguest by the 5311 billion smount.

Under any of the three alternatives, thers would be ng incrgase in tonal budget
authoyiby, The first cption iz most within the contral of the Adminisoration and
invelves the fewest pelitical or budgeting guestions.
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communitiss to respond through the challenge grant process with innovative
demonsirations in the 2ones.  {Tthe appendix attached at Tab B provides a list of
the bypes of challence demoastzations pow being considered by the Agencles).

B. ALTERNATIVE GPTIONS
NUMBER OF ZONES:

Oprion 1: 25 to 50 Major Zones: Seocraetary Bentgen is concernsd that Congress
will oot acoept our proposal to foous more of the federal entarprise support on
10 zenes, while providing a lesser amount of federal enterprise Fupport To 1480
zones. He therefore gproposes a total ¢f 2% Lo 50 zones which would be salecred
over vthe next five years, i.e.. § Lo 10 per vemy. K1l zones weuld have the same
mix of tax incentives ag in Lhe conzensus proposal for the 10 Boonosmic

Bopows vment 2onss, bub the amdunt of bhe Baterprise Block Grant available for i
gaah ong would be reduced 1 mors than five zones par yvear wére designatad.  In
addivion, the proposal would cost submtentlally more after all 25 or 50 zones ave
w and running in 1898 Treasuvy believes that sugh & proposal would more glosely
rasemble the corpromise reachsd last fall 2nd would be more rsadily wveceived in
Congress.

OpLhicn ¥: 13 Economic Empowerment Zone angd 108 NMeighborhood Zones: The working
groun helieves that we will never know the success of enterprise zones Lf we do
neb concentrate resources on & emall number, believe that Congrass s ready to
welgoms vour leadership in propeosing a new approach. We believe that the
congensus proposal is consistent with budget constraints and pelitical rxealities,
We therefore recommend the sonsensug progposal,

2.*Blanket® vs, *Inoramental® ETC: The BTC can be applied o 2311
zone regident employees (PBRlanket ETCH! or be *incremental,® i.e., applicable
only to lncreazes in ewmployment of zons vesidents {vhere total smployment also
insreages)

The Inoremenial ETC costs subsbantially lsss than the Blianket ETC and is mors
afficlent in rewsrding expansicn in smployment. To prevent substitutions of
existing awmployees for sone regidents, this credit could be based on inorysases in

total emplovment and on incressss in cons resident soplovment from a stated hbase,
Ygt, “he Ineoremental ETC would be much more diffioely for emplovers oo understand

and would invelve much more paperwork. 10 also would disadvantage existing zone
businesses, which will receive credit only for expansicn in employment, while
buginesses Lhat are new to the Zone would recelve credit for all of their
rasident emploveess.

The cost of the Blanket BETC will be ourbed by not extending it to non-zoneg
remLdens enplovess and by phasing iv our after the sevanth yvear of the zone.
Howaever, ths Blanketr ETC has other disadvantages. The non-rasident exclusion
sraates an inganitive for emploverz vto substitute Zone residents for non-residentg
emplavees - which may have unpleaszant ramifiostions., The Incremental ETC awvoids
thia problam by being bied te increases in total employmeni.

The Working Sroup nayrowly, bub unanimously, recowmends the Blankeb ETC.

3. Padaral Waiver authority for Szxisting Programe: A parkicularly
theray oyoblesm for our proposal -to reinvent government ig categorical nature of
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many fadersl programe and the limitations on our abhility to provide walvers both
within and between existing programe, Time amd again, mayoers and governcrs have
complained that they would be in a belter position vtoe meel our enterprise
ajectives If they were freed Lo deploy existing federal programs and rescurces
ta implement their own strategie plan, which will be reviewed, approved, and
monitored by the Designating Secretary on behalf of the Interagency Council under
our proposal. Mayor Daley has submitted a persuasive report on the burdens of
the regulatory federalism that we have inherited. Although we propose to
eliminate such burdensome strings from the Enterprise Block Grant Funding,
deregulating existing federal programs is a menumental bask.

We believe there are at least three appreaches to providing greater
flexibllity and responsiveness with respect to existing federal programz:

e Pilab Hegulatory Relief -« gepk inmadiaste Congressional approval
authority in nhe Interagengy Coungil) o issue generzl waivers, both within
and acrass & specified range of programs velsvant Lo promoting enterprise,
in each zons

* Broadexr ¥aiver Authority -- sgek legislapive authoricy for the
Secretaries on the Iintersgency Council to develop coriteria {or general
waivers within spacified programs and greater assistance in coordinating
avzdss programs

s sdminisciarive Budaetring -« begimning with the FY 38 hudger reques:t
increage the Envsrprise Grant by an agreed amount and seeak Iowey
appropriations from a range of existing programs

The first approach is mome in keeping with our basic goal of reinventing
government and wpuld be strongly supporited by the mavors and governors, if not
alse community groups. 1t will regulire legisiation. We 480 net kaow. however,
whather Congress would Be a8 willing to 9o along wibh such a rediced
restyuckuring. It might algo give pausne Lo some of the Seuretaries as they work
with vou o make planz o indiviate sew national programs,

The sacond appreach will provide substaatial flexibility and responsiveness
compared to the qurrent siguation., To be effscvive, in will alse reguive
legisliation; but Congress will be recepiive Lo such narrower statutory walver
authority as a part of the enterprise package. With oucasional White House
intervention €o resclve major policy disputes, the Designating Secvetaries,
working in coopEraticn with the Interageney Ueunaeild, gould

o develdp reasonably gansyal and flaxible oriteris for general waivars
within programs and coordination of efforts acrogs programs ang

» previde a aingle point of contact for all applisants.

Finally, with the uooperation of Congress and the applicant constituents, we
believe that we alsc could procged Lo isplessni the thipd appeoach beginning with
the budgat for PYH8S in order to provide even move {lexibility. By that tCimez, we
should also be in a better positicon to determine whethsy a more comprehansive
"reinventing govarnment" initiative based on walvery agross programng or a series
of crogs-cutting challenge grants should be proposed [or a variaety of existing
programs.
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We do nob make a firvm recommendation. As a part of the process of working with
Congrass Lo lmplement vhatever enterprise proposal vou choose, we believe this
may Ba an lssue that should be explored fully with Congress and the constituency
Groups,

4. Ho Cost Alternative: OMB has reservations concerning the use of
any tax incentives or new Enterprise Grants, OMB argues that tax incentives will
not: be very effective in stimulating new business development and jobs in
distressed areas or, 1F sucgessful, will be too costly to be widely replicated in
other areas. Or chey fear that enterprise zone tax iacentives will draw
employment from other economically depressed areas.

In addition, OMB believes that committing substantial respources o an Enterprise
proposal befors we have had time to think through and develcp a consensus on tha
Administrationts urban and rural development strategies is premature and, given
genaral budget constraints, may preclude any other major initiative to help
citiae during your Administranion. :

OMB, therefors, proposes & "no cost® option which, in ite view, meets your
compaign promiss Lo cregate enterprise zones while preserving the opportunicy to
usg the resourass oriyginclly cormitiad no gnterprige gongs to fund & malior
urbanfrural developmegnt or welfave raform initdative layer, QMB's option woult:

. grovide no, or minimal tex incentives;
* provide nn new spanding' for enterprise block grants;
* soncentrase, in & small number of zonss, discretionary resources from

gxisiing progzams {many of which are substantially increazed by the
propoged budast) through an ear-earking or zet aside mechanisn for
Enterprize Block Grants.

The atgashment 3t Tab O summarizas DMz propomal.

The Working Group recommands the conssnsus propossl.  Alubough we share OMB's
skepticiam about the asbality of L&x incentivesn £ abliract husinaess., we believe
thas rhey ¢an play & part in & sore comprebensive approach. We alse bellisve thar
thae stakehsider and musiness tax isventives oake clear ghap cur consensus
proposal is aot glsply anothey gpending inivlarive, bur varhar n new approach o
community smpowermsent and soopomie development, The federal inducements will
permiv local communities o atfeoph bold new initiatives to lever enterprise
through their own, gomprehensive strategic plang, including in the Enterprise
Hzighborhoods with & much lower ingremental oost per zone,

Finally, we sve commitied bto consinuing ity review of urban and roral polloy in
tie wmenihe abead: in ooopgration with the rsapective Agencies, we are dstaymined
Lo reinvent the way that the federal governmant does business so that we can
realiceate and free up vapourses for other wajor initiatives. Indeed, we believa
that the enterprigs propopal will provide an important building blook for your
continuing urban and ruzal initiatives in the years ahsad,

tie helieve that the consensus propasgal seeks to luplement your vall Eor 8 new
direction by delivering a real wmessage of hope throughoun the land, especgially to
persons in the most distressed places in urban and rural America.

VI. DECISION
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One:
Interagency Consensus Proposal
__"No-cost" OMB Proposal

__Reject all proposals, Discuss Further

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

1.

3.

Number of Zones
10 Ecconomic Empowerment Zones and 100 Enterprise Neighborhoods
25-50 Major Enterprise Zone's

Discuss Further

ETC:
Blanket or Flat Rate ‘
Incremental

Discuss Further

Method for Reinventing Federal Government for Existing Pederal Programs
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 wailve regulations across a designated set of
programs as part of approval of applicant's strategic plan

Consult with Congress and constituencies

Disguss Further

March 29, 19853

MEMORANDUM FOR THE PRESIDENT

FROM: THE

SUBJECT:

NEC-DPC INTERAGENCY WORKING GROUP ON COMMUNITY DEVELOPMENT AND
EMPOWERMENT

AN ECONOMIC EMPOWERMENT STRATEGY
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I. ACTION-FORCING EVENT

Alwmost one Year ago, you toured Los Angeles after the riots and predicted
chat despite all the media abtention and Presidential fanfare, & year would pass
snd pothing would change. You were right.  Aorowss the country, poor communities
from South Central to chs Miselssippl Delta are still reeling from & dagade of
deglining opportunipy and rising soclal and economic iscolation. We cannct hope
po suggead in the world economy or come Logether as a nation unless we empowe ¢
these compmunities ©o join the sconomic mainstreaw.  The soonar yvou come forward
with an empowerment SLrategy, the better. The long-tarm success of your economic
plan and your Presidency may depend on i,

il. BACEGROUND

Shorviy after you took office, Bob Ruhin and Carol Rasged asked Gens
Speriing and Bruce Reed ko set up a joint NEC-DRC interagency working aroup on
community development and empowerment . We wanbed a jeint 2f8forn spanning
egonomis and domestic policy that could lock ar every aspect of the problems of
economically distressed urban and rural arveas ~- oo ascess Lo capital and child
care to the need for school reform and safe streets. We brousht half o dozen
agencies togetbher te rethink exisbing programs sod develop a new, comprehangive
ampowermant strategy.

For the past two months, ths poliay shops arn BUD, Tressury, Agriguiture,
Commarne, and OMB have worked wibh the NED and DPC {hersaftey the Working Groum)
en che firge stage af fhat new strabegy: esoonomic ewpowerment. ¥We sef out neb
only to prepare specific proposals that gould be passed thie spring as parc of
yeiir initial budget, but te develop a framewerk that counid ingorporate othar new
ideas aver the gourse of your administration.

the entarprise proposal presented hers is bolder and more lnnovative than
anychlng any previous administration hag put Iorward, It «ill be supported by
maiory propessls [or community banking, strengthening the Community Reinvestmentc
2ot snd fair lending reguirzementsg, and 8 wadior community partnership againgt
grime. While we recognize that Congressional reallties mey fovee us bo bLemper
vhege smpbitious proposals, we nonathaless bellisve Chegs proposals oan be passed
ings low and will lay che groundwork for dramabio progress in poor communltles
aorogs che gouniry. ’

IITI. PRINCIPLES

In developing these propasals, we relied on the basic pringiples ywou
outlined in your campaign:

i, Beonomic Growth: The best urban policy, the best social policy, and the
eyt anti-poverty policy is a comprehensive strategy oz economic growth.

%. Individual and Community Empowerment: Too many enterprise proposals
Esenn only on improving a particular place, and do little uo smpower ohe peopls
whey live there. Other propogals fogus exclusively oo the individusl and ignore
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phe compunity.  ¥We need a new approach that empowers peopla and improves places
at the game Lime.

3. Borxtom-Up Innowvation: HNo mattaer how much we manage to do in Washinooon,
bhe ultimate solutions will come from the bottom up, from communities and
individuais willing to help themselves. These proposals challenge communities to
design thelir own angswars, and reward them for iniviative, innovation, aad
pegulis, At the same time, the policies will net oanly give pecple more
spportunivy, bub inspire them to taka more rezpemsibilivy for thelr own lives.

4. Bold, Persistent Experimentation: In this azea, more than any other,
the old answers don't work anymore, and we need to launch a pew era of bold,
persisvent experimentation. Reinventing government miust be an integral parg of
cur encarprise proposals. We envision a naticnal nefwork of eqonomic empowerment
zongs Lhat will serve ag laboratories of democracy, where communities will get
mors freedom Lo Lry new approaches, but will alsc be called upen to demonstrate
results, ‘

Thesse problems have besn generationz in the making, snd we're not geing Lo
fix them overnight. Bubt we can change the disastrous soonomic policies of the
last 12 years; we can changs the face of governmant in commupities where three
decades of fedeval efforts, however well-intentioned, has done go little good;
and we can begin to ghange the something-for-nothim ethic that hag permeaied our
culture from tep Lo bottom in recent years.

Iy,  BOONOMIC EMPOWERNENT ETRATEGY

We helieve that vhe egonomle sxpowarzent portion of vour gomprehsnsive
commaniby development strategy ahould include four main pillars: eoonomic
supowsrment sones; connunioy development banks:; CRA and fair lending raform; and
cormmuniby partnerships agaliost crime. This is only a portien of what your
administration hopes to socomplish in poor communities, through health care
raform, walfaye reform, family nolicy. #ng 30 on. Our empowerment agendz is
maant Lo waxinize the return on those ipvestments, and to halp communities
rastore the bagico condivions they need po succesd: safe strests, AcCess o
capital, angd above 8ll, new and oxpanding businesses Lhab gongrave new Jjobs,

Tiis memorandum pregents a proposal for cconomic ompowarmenty zones, with
decision sputicns on several key izgues. Propossls on CeEA reform and faiy lending,
goemnurity development financial institutions, and community partnership against
erimg will be ready next weer. Togethsr, these f{our proposals move bevond the
ol lefo-right debate that vhe answer Lo every problem is sore federal spending
o the one hand of mors tax breaks on the other., They oiifsr real opportunity to
Al pacnis: 2 savings acogunt, 2 reward for work, agedess g <apital to buy a
home or oo build & business, a cop on the hlook.

. BUORONIC SMPOWERMENT LONES

suring she campaign, vou pledged fo oreate 785 o 138 comprehensive urban
and rural snterprise zones. fongresz snacted federal enterprise zones in 1987
nit the Administration refused to designate any zones. In Cotober 1592, with the
ileandership of Benaior Benbsen, Congress passed BOR. 11, whigh Bush then vetoed,
H.OR. 11 wonld have ¢rested 50 "enhanced enterpriserzones” te be phased in over a


http:hea::.th
http:natior.al
http:j.n:1ovat!.on
http:tl"ashins::.on
http:o.ppro1'l.ch

L)

-1%-
S-yesar periond, H.E. 11 provided for $300 million a vear fayr a broad agray of

"federal proyramsg within the zenes in addition to tax jncentives.

Since H.R. 11 pagsed 80 recencly, we could simply send dongress the same
bill. But our entive working group agresd that the traditionzl forms of
enterprige zones weve nel effgctive. We therefcre recommend four medior reforms
cf H.R. 1x:

1. Pewsr zones with mors impact: We'll never ¥now whethsr enterprise zones
wark if we gocavier our limited resturces ameny 5T 2ongs Or aorosy entire gities,
wWe recomnend a smalley sumbey of anterprise zones which are more focused, so that
monsy and commitment are not spread too thin,  Ar the same bime, we can provide
some federal incentives o 8 larger mamber of communities Lo stimulate bold,
iogal experimentavion. ) .

2. Reinventing government: No amount of outside financial help will enakle
antreprensurs or individuals to get ahead if red tape or misdirecced programs
stand in their way. Enterprise zones should be a vehicle for streamlining che
waiver process, coordinating government programs, and imoroving servigss. ‘They
should encourage innovation and reward resulis.

3. Individual empowerment: We need te empowsy individuals as wall as
communities, by offering acpess v gapical, savings incentives, snd other
measures to promote work, snireprensurshin, and asseib building

4. Laboratories of changs: & handful of tax incentives and addivional
federal dollars, no masvey how targeted, will never be enough Lo burn a troubled
comuunity arvcund. Ovar tha long term, we hope the real walue of these
ampowerment Zoned will Do B sarve ag magnets for innovetiom by the publie and
the private secidp.
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WASHINGTON

Aprit 19, 1993

MEMORANDUM FOR THE PRESIDENT

THROUGH: . BRUCE REED
) GENE SPERLING
FROM: THE NEC-DPC INTERAGENCY WORKING GROUP ON

'COMMUNITY DEVELOPMENT AND EMPOWERMENT
SUBJECT: ENTERPRISE ZONES

. ACTION-FORCING EVENT

The legislative calendar and the continuing distress in many places in rural and urban
America call for announcement of the first parts of your economic empowerment initiative.

M. 8ACKGRO"{}NB

0’%: the ldSt two months, the zq‘zs{:m?c Interagency Working Group on Community
Development and Empowerment has been msxdcnug several elements of an initiative 10
empowsr distressed communities 1o join the economic mainstream. HUD, Treasury, Agriculture,
Commerce, Justice, OMB, CEA, REC, and DPC have worked together to develop 3 new,
comprehensive empowarment agendz which includes enterprise zones, community development
banks, strengthening of the Community Reinvestment Act and Fair Lending requirements, and
community policing and Community Partnerships apainst Crime.

This memorandum presents the Enterprise Proposal. While members of the Working
Group differed on the merits of particular components, thete was general agreement — except
for OMB -~ on a two-tier proposal to create 10 resource—~intensive Economic Empowerment
Zones and 100 less expensive Entcr;msc nghborkm OMB has propused a minimal—cost
alternative and recommends using the savings in budget anthority to pay for other, unfunded
privrities, including Campaign Finance Reform and Family Support. (OMB's views and
suggested altermative are attached at Tab A) ;

In Scction HI of this memorandum, we summarize the key components of a two~tier |

Enterprise Proposal. In Section IV we present the Key options for your decision, including
OMB's alternative option.

DETERMINED TO BE AN
ADMINISTRATIVE MARKING

INTIALS_ KB DATE: (p/33/401)
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Ul THE TWO.TIER PROFPOSAL

"This proposal seeks to go beyond more traditional .enterprise zone proposals in three

' fundamental ways: One, it makes reinventing government a centerpiece of the entire proposal.

Two, it seehs 10 concentrate a combination of resources (tax incentives and public investment
grants) in 10 ecouomic empowerment zones, while having a second tier of 100 enterprise
neighborhoeds which grant considerable flexibility ~— and some limited resources -— to areas
that come forth with comprehensive proposals for economic development.  Zope population is
limited ¢ 100,000 persons in order to achieve this focus and to ensure opporunitics for
demonstraied suceess. (The objective criteria for eligibility are attached at Tab B} Three, the
zones are designed to be platforms for local experimentation at both the federal and local level.
Finallv. the proposal takes an expansive view of the need for comprehensive growth stratcgies ~
- ones that take sccount of the aeed for both public and private investment,

The proposal bas three main goals:

1. Increasing business and jobs within zhz zones 30 that they becoms zzngmcs of sconomic
growth within the region.

2. Empowering zone residents to join the economic mainstreams ~- by owning and
managing enterprises and assets within the zones and by connecting them to jobs and
opportunities throughout the region.

3, Changing the way government does business in distressed areag - by’ streamnlining
regulations and paperwork, encouraging local flexibility and innovation, and largeting
resources $o we can measure results and learn what works.

CORE ELEMENTS OF ECONOMIC EMPOWERMENT ZONES:

A brief summary of the key and distinctive components of the proposal include:
A. REINVENTING GOVERNMENT

Competitive Grant Process: The proposal is designed to streamline federal rules and
regulations that discourage initlative at the local level - and at the same time, to
challenge communities to develop @ coordinated, comprehensive strategic plan to spus
economic empowerment, Communities will apply for zone designation through a federal
chalicnge grant process, The winners will qualify for 1ax incentives that cncourage job
creation, wnvestment, and individual empowerment and will seceive an Enterprise Grant
they can usc in any way that advances the three goals stated sbove.

Coordinated, Bottom-up Planning: To be considered, an applicant must form
partnerships with the affected community and the private sector in the region 10 develop

LHZEEI9Lz P.es28
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a comprehensive strategic plan. The plan must detail bow the applicant will coordinate
all complementary state, local and federal program resources and incentives with private
sector commitments and community initiatives to meet the three goals,

One-Stop Feders! Responsiveness: An Intetagency Council ("Enterprise Board™) will
develop criteria for selection. In comsultation with the Enterprise Board, HUD will
designate the urban 2ones, Agriculture the rutal zones, and Imterior the Indian zones -
based on the quality and promise of the strategic plan submitted by each applicant. The
Diesignating Secretaries, in cooperation with the Enterprise Board, will serve as a single
point of contact to allow focal applicants to coordinate federal programs and inceatives
in the zone.

B. TWO TIERS OF INCENTIVES AND INVESTMENTS. We recommend a two—tier
approach that focuses most resources on a limited number of zones where we capn measure and
achieve rosults, bt gives a larger number of communities an incentive (o take part. The larger
number of Enterprise Neighbothoods may make it more palatable for members of Congress to
support the concentration of resources in the 10 zones.

10 Economic Empowerment Zones will be designated and will be given discretion to
use all available tax incentives, a substantial (e.g., $30 million per year) Enterprise Grant,
and one~stop federal responsiveness based upon their approved strategic plan. In
addition, each Economic Empowcrment Zone will participate, based op its approved
strategic plan, (a) in a commupity development banking initiative, (b} in community
policing and HUD Community Partnerships Against Crime, and (¢) in a DoEd Enterprise
School Community initiative to implement the National Education Goals for school
readiness, lifelong learning, and competitivensss.

100 Eoterprise Neighborhoods will be designated and will receive 2 foew of the mx
incentives, a smaller Enterprise Grant (e.g., $3 million per year), and ope-~siop federal
responsiveness.  [n addition, these Enterprise Neighborhoods will also be cligible 1o

participate in the Community Policing, Enterprise School, and Community Developmens
Barking iniriatives. ‘

C. TAX INCENTIVES AND INVESTMENT PROVISIONS
TAX INCENTIVES:

The tax expenditures are designed (8) to reduce the costs of doing business in the zope,
{b) to provide incentives for employing zone residents both within the zone and throughout the
focal labor market, (¢} to provide incentives for investment in new equipment and expansion of
qualified zoncs business, (d) 1o finance new construction and renovation within the zone, and (e}
o empower zone residents with the opponunity t0 work, save and invest, and obtain 3 real
ownership stake in their own communities and cconomic destiny. The proposal includes:
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SUMMARY OF l.N(ZEaW’ES AND mvmm

10 ECONOMIC EMPOWERMENT 20&2:5

INVESTMENTS )
# Enterprise Grants ($50-175 million)
¢ Communivy Development Banks
® Community Policing
« Coordiration and Flexibility with Existing Funds
¢ Education Enterorise Funds
= Eligitds Tor Pantivipation in & Range of Innovative Fedessl Experients

ll EMPLOYMENT TAX INCENTIVES

» Employment and Traiming Cradis (ETUS) for zone residonis:

e A multi~yesr ETC for employens located in the zone

» Targeted Empowerment ETC ("TETC*) for all employers
& An ETC Opporunity Card for zone residents ‘

CAPITAL INCENTIVES

& Increated groporty expensing under Section 179

& Accelerawed depreciation for all Invesimenss in mxgzbia property in the zone,
p ® Tax-sxempt Private Activity Bonds for investments in tangible propenty in the zume.
# Expansian of the Low income Housing Tax Cregit

EMPOWERMENT INCENTIVES
& Resident Empowerment Savings
& Resident Community Invesunent Corposations {C1Cs)
# Small, Worker Conuolled Edterprises (WCEs)
e Zope ESOPRs

100 ENTERPRISE NEIGHBORHOODS

INVESTMENTS ’
o Enterprise Grants ($5-15 million) .
¢ Eligible for Community Development Banks
¢ Elgible for Community Pelicing
# Coordination axnd Fiexibility with Existing Funds
. & Eligible for Education Emterpriss Funds
¢ Eligible for Panicipation is Innovative Federal Experimens

EMPLOYMENT TAX wcmvm
MNone

CAPITAL INCENTIVES

» Tax-exempt Private Activity Bonds for investments in tangible property in ths Zone
¢ Expansion of the Low Income Housing Tax Credit

EMPOWERMENT INCENTIVES
& Resident Empowerment Savings Account
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Property Expensing 2
Accelerated Depreciation R
Flat Employment and Training Credit (E‘I‘C} 14
Targeted ETC 5
Community, Investment Corporations g
Worker-Controlled Small Enterprise 3.
Zone ESOP b
2.6
AL Zones
Savings Plan
Private Activity Bonds .
Low Income Housing Tax Credit o1
: 2.8

(The asterisk means that the cost is Iess than $50 million.) The Wo:king Group would
pzz::ft:r 1o use 51.3 billion of the tax incestives funds set-aside in the Budger for
investments. Yat, it is imponant 10 note that additional tax expenditures might be
required if, for example, the poputation lirhits of one or more zones were increased (as
discussed in Scction [V below) or if more tax incentives had 1o be added to make the 100
Entetprise Neighbothood more atiractive.!

INVESTMENT PROVISIONS:

» Enterprise Grauts. As noted, be vond mere tax inccnzivz}:s, the ten economIc
Empowerment Zones will recsive 2 substantial Enterprise grant, on the order of $150-175
million per urban zone and $50-75 million per rural zone over five years. In addition,

! The rwo-tier proposal calls for approximately $3 billion in tax expenditures and :
approximately $3 billion in iovesiments through Community Policing and Enterprise Grants
(plus investments from several of the Agency budgets)) Your proposed budget provides for
34.1 Billion in tax expenditures, plus $500 million for Community Pelicing (appropnated in
FY93 but not authorized) and $500 million for community investments in FY 94, In addition,
HUD and Agriculture have agreed 10 contribute up 1o $300 million from their existing budget
authority,

Any enterprise proposal you submit will require can:fu2 eoordination with Congress for
purposes of authorization, the Budges Enforcement Act, Budget Reconciliation, and annual
appropriations. We will need bi-partisan support to secure the sixty votes in the Senate that
will be necessary {or approval of many issues, including our enterprise proposal.
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matching state and local resourees and privaie sector commitments will be expeeted for
all zones. The second-tier, enterprise neighborhoods will receive $15-20 miillion for
urbaz gones and $5-10 million for rural zones overfive years,

Community Pollcing: All zones will be eligible for additional support for Safe Streers
from the $500 million of the FYs 93«84 baseline which has been reserved o meet your
pledge of 100,000 additional cops on the beat. (Our enterprise legisiation could address
whether these mormies will go exclusively 10 communities with enterprise zonces).

Community Development Banks: The 10 Economic Empowerment zones will be given
first priority on having & Community Development Bank, The other 20nes will be
eligible to participaie in your community lending initiative in order 10 access private
capital, financial servicss, and support for microenterprises.

Edocation Enterprise: DoEd has asked to include, and 0 provide funds for, a
comprehensive Enterprise School Communities imitiative 1o implement the National
Education Goals. DoEd will provide sufficient funding for Enterprise School
Communities in each of the 10 Economic Empowerment Zones, plus up to another 10 to
30 emerprise school communities for Enterprise Neighborhoods.

Eligibility for Participation in Ionovative Federal Experiments: The Enterprise
Meighborhoods and Economic Empowerment Zones <an serve as platforms for
exparimentation. This experimentation function serves a dual purpose: First, it aids the
federal government by giving it laboratories 10 experiment with new innovations designed
and implemented from the bottom up. Several Agencies believe that the designated zones
provide a unique opportunity to offer new initiatives that local communities may use to
complement their own economic empowerment and community development strategies.
Second, it allows the zones and neighborhoods 10 have an even more comprehensive
investment strategy. The 10 zones and 100 neighborhoods will be eligible to participate
through the challenge grant process in a range of other economic, human and community
development and access~to-opportunity initiatives that. are likely 16 be sponsored by
varicus Agencies during the operatios of the zopes.

Possible initistives inciude: foreign trade canters, microenterprise and venture funding,
and entreprencurial assistance (Commerce and SBA); school~towwork, apprenticeship,
youth build, juvenile justice and drug prevention and rehabilitation-to-work (DoEd, DOL,
HHS, HUD and DOJY; anemployment-to~work training and support {DOL); time~limited
welfare and work supports (HHS), and access and moving fo opportunities (HUD and
DOT). (A list of possible federal initiatives is attached at Tab C). States, {ocalitics, and
the private and non—profit sectors will be challenged 10 add their own initiatives. These
hurnan development and access—-to~opportunities injtiatives, coupled with the Fair
Housing and fair lending components of your CD Banking and Community Reinvestment
At proposals, should send 2 clear message that enterprise zones will aot be isolated
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garrisons but will strive o integrate distressed communities and poor people inlo the
SCODOMIC Mmanstream,

D.EYALUATION OF PERFORMANCE AND RESULTS: The enterprise zones will nun for
ten years. 'Bach year the Designating Secretaries will review the performance and results of the
zones in achieving the benchmarks set in the zone's strategic plan. Mid-course corrections will
be permitted! and encouraged.

At the end of the founh and seventh years, the Designating Secretaries will conduct 2 full
review of results, Based thereon, they may terminate the designation, withbold or reduce
enterprise funds, or require appropriate changes in the comprehensive strategic plan of any zonc

that is not making satisfactory progress in meeting its banchmarks 1o achieve the three goals of
the enterprise proposal.

The National Academy of Sciences will contrac for an independent evaluation of all
aspects of emerprise zones, A full report will be given 1o the President and Congress at the end
of five years and again at the end of ten years. We cxpect-to learn what works from the
performance and results in both the Economic Empowerment Zones and the Enterprise
Neighbothoods. The entire enterprise legislation will sunser at the end of 10 years 50 that the
fessons learned from sctual experience can be included in any reconsideration,

L

In sum, the two-tier proposal seeks to itaprove the opportunities and competitiveness of
o both people angd placss. It challenges affected Jocal corbmunities 1o reinvent themselves, 10 join
with the private sector in stategic public-private—~community paninerships, and 16 strive w

inmegrate distressed communities and poor people into the economic mainstream.

1v.”  ISSUES, RECOMMENDATIONS ANTy DECISIONS-
A.  TWO-TIER PROPOSAL OR OMB LOW-COST OPTION?

OMB proposes an option thal adopts much of the two~tier proposal's emphasis on the
coordination and reinvention of government, but without spending any funds beyond what is
already provided in the baseline or the other new iovestments proposed in your overal! budger,

Iz particular, OMB's proposal would spend o:;!y $110 million of the $4.1 billion incloded in your
budget for tax expenditures. . z

OMB has serious reservations conceming the use of any tax incentives or new Enterprise
Grants. OMB argues that tax incentives will not be very effective jn stimulating new bosiness
development and jobs in distressed areas or, if successful, will be 100 costly to be widely
replicated in other areas, Or they fear that enterprise zome tax incentives will draw
employmentfrom other cconomically depressed areas. ™ In addition, OMB believes the two-tier
proposal focuses 100 much on moving jobs into small arcas that are not very hospitable to
business investment, rather than preparing people in those areas for work opportunities. OMB
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is also concernad that the almost $6 billion that would be absoarbed by the two-tier proposal will
benefit a very small fraction of the heavy poverty areas in the country.

OMB, therefors, proposes a “low cost™ option which, in its view, mests your campaign
promise 1o create enterprise Zones while preserving the opportunity to use some of the msources
originally committed to enterprise zones for other budget priorities. Asttached at Tab A is a
summary of OMB's ¢concerns and its alternative, low~cost option.

s you decide to devote additional new budget au:hority to caterprise zones, as docs the
two-tier pmpa.%al OMB offers three additional alternative options, as described in Tab A, One
of these options does not rely on tax incentives and proposes an increase in the Enterprise Grant

instead; the seeond and third would give localities greater flexibility in choosing, betwees direct
spending and a meny of tax incentives,

" RECOMMENDATION: With the exception of OMB, the Waorking Group uniformiy
supports the two-tier proposal for the following reasons. {There are differences of opinion on
certain aspects of the propesal, as described below.) First, we believe that we have tailored and
targeted the tax incentives to epcourage investments in both places and people. Second, tax
inzentives form the basis of the enterprise zone concept and have sirong bi~partisan support in
Congress. If you do not include tax incentives, you will not be entertaining an “enterprise zone”
proposal,

Third, we believe that the two—tier proposal will produce some real success stories in
distressed areas in rural and urban America. OMB's criticism that the cost of seplicating tax
incentives 16 (00 great may miss the point. We do not have encugh money on the discretionary
spending side gr the tax incentive side to improve every distressed area. Instead, the mix of tax
incentives, investments and reinvention of povernment in the two-tier proposal will challenge
public~private-comrounity partnerships to develop effective strategies in the lower—cost
Enterprise Neighborhpods as well as the Economic Empowerment Zones. If we are ssecesstul,
we believe more resources froms the public and private sectors will be fortheoming for what
works. Finally, we are concerned that OMB's “low=cost” propesal may be pereeived as a retreat
from your commitment to distressed areas, particularly urban areas.

OMB's three additional alternatives offer ideas for reinventing government and investing
in people. The two-tier proposal incorporates both concepts. With respect to OMB's proposal
to offer loczlities 3 menu of tax incentives, the Working Group considered and rejected such an
approach because of its administrative infeasibility and our decision to target tax incentives that

-would be used to invest in hoth people (e.g. 1abor aad empowcrzncnt) and places (e.p. cost-
1ECovery).

DECISION

e LWc05t" OMB- Proposal
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e Other OMB Alternatives
— Two-tier Proposal

. Discuss Further

B. DECISIONS REIAT}XQ TO THE TWO-TIER PROPOSAL

i you select the rwo-tier proposal, a number of other issues must be mwiv:d, a5 will be
described in ﬁns section of the memorandam.

1. WHETHER TO NAME THE TEN ZONES IN ADVANCE?

As ser forth in Tab A, OMB Dircctor Panetta fears that Congressional e¢xpansion of the
number of zones may be unavoidable. To limit the likelihood of such expansion, he suggests that
you designate in advance the ten communities that would receive the Economic Empowerment
Zones, Presumably, you would justify naming these ten by stressing that they are “hardship”
¢ommunitiss, ¢.2., South Central Los Angeles, that warrant targeted attention. Other communitics
; would be reminded that they may compete for Enterprise Neiphborhoods and that all
s communities will bencfit from the stimulus package should the stimulus pass.

ny,

RECOMMENDATION: The Working Group opposcs this suggestion. First, naming
the “tea worst” comimunivies in advancs undermines central tenets of the twowtier proposal. We
want to use the challenge grant process to spur all communitics to put forth their best efforts in
designing a coordinated strategic plan. 'We also want localities to make a real effort 10 seinvemt
government and involve community residents and the private sector in the planning process, We
feel the competition of the challenge grant process is critical to-ensuring successful 2ooes.
Through the challenge grant, we will have ap opportunity to reward innovation and pick the ten
communities that have the best opportunity to suceeed in achieving the enterprise mission,

Second, paming ten communities in advance may doom the proposal from the outset,
either by alicnating the 80 senators and 425 congresspersons whose districts will not benefit from

these designations or by encouraging Congress just to pame additional zones. We belicve that
we have a betier chance of defending the two=tier proposal ‘against congressional expansion.

DECISION
— Name Ten Zones in Advance
— Rely on Challenge Grant Process

. e Discuss Further
oo _
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2. POPUMTI()N LIMITS

The Working Group agreed that we should focus esources (and the energies esf the
Designating Secretaries) on smaller targeted arcas, Asa rz:suk, we placed a 100,000 population
limit on any zonc. Los Angeles clearly will be very disappointed with such a limit. Califomia

reprosematives have lobbied hard for larger zones. The issue, therefore, is whether to provide

for a differem limit for very large population cities (c £, over 2.5 million persons, Kew York,
LA and Chicago) .

The fu!lowing are three options for larger population limits in some of the six urban
economic empowerment zones, while keeping the total tax expenditure costs around $ 3 billion,

* - Ope zone with 250,000 four with 100,000; one with 50,000. .

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

®  Two zones with 250,000; owo with 50,000; two with 25,000,
RECOMMENDATION: The Working Group recommends that you apply the 100,000

population limit to all zones but be prepared to compromise during the legistative process if it

proves necessary. If we are to ensure some measure of suceess, we fael it is essential 10 target
our limited resources to a relatively small area.

DECISION

100,000 Population Lim%

— Allow one to three zones with 200,000 to 250,000
__ 1-250,000, 4-100,000, 1-50,000
i 200,000, 3-25,000
- 2+250,000, 250,000, 225,000

— LiSCUSS Further

3. POVERTY.CRITERIA

There is some disagreement among the Working Group as to bow we should target the
poverty criteria for enterprise zones. HR. 11, the cnterprise zone bill passed by Congress last
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year (and vetoed by Bush), required only that all of the census acts ifi the zone be at 20% or
moze of poventy level. This requirement would apply to tens of millions of peo;aia and pcrbaps
give communities 100 much discretion in designating zone hreas.

The more liberal the poverty oriteria, the bigher the risk that communities will designate
arcas that arc not wost in peed of assistance. On the other hand, the Working Group does not
wish & hamsiring communitics by making them pick only hard-core poverty areas that have little
chancs of being successful in meeting the enterprise goals.

Two options that attempt to address these competing values have been offered.

. Qption 1 ‘
$0% of census tracts at 35% or more of poveny;
90% of census tracts at 25% or more of poverty;
100% of census tracts at 20% or more of poveny;
plus limited discretion in Designating Secretary to permit limited variation from criteria
o fit existing state~designated enterprise zones.

* Qption 2 :
Q0% of ceosus tracts with 30% or more of poverty;
100% of census tracts with 25% or more of poventy,

Option 1 has the advantage of being targeted but offering communities a degree of
flexibility. It also addresses the possibility that a comrounity may wish to overlay state—
designated and federal enwerprise zones that have slightly differemt qualifying criteria,

Option 2 is more targeied but fess flexible. 1t bas the advantage of ensuring that only
rruly needy communities will be designated ag enterprise zones. Bu, this sct of crieria could
knock out some prime candidates for enterprise zoozs. In New York City, for example, 2
g::ding commercial ares in Harlem that would qualify under Option 1 would be excluded under

ion 2.~

RECOMMENDATION: The Working Croup has not reached s firm recommendation
on this issue, HUD supports Option 1. Treasury supports Option 2.

DECISION
e OptiON 1
— Option 2.

e, Discuss Fusther
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4. MECHANISMS FOR REINVENTING GOVERNMENT
H

a. New Enterprise Funds. The new Eaterprise Grants will be vehicles for roinvention and
innovation beeause localities will bave considerable flexibility in using this money w0 address
‘unique local needs.  An issue arises, however, a5 to how we will ensure that the 2ome
communitics adhere to the enterprise miscion in developiog their strategic plans and in spending
Enterprise funds to implement these plans, : ‘

There arc esseatially two altematives. The first approach is to state general. federal
objectives and vest the Designating Secretary with discretion ta choose among applicants based
on the specifics of each strategic plan in implementing the three enterprise goals., The
Designating Secretary would make sure that Enterprise funds are not used 10 supplamt cxisting
federal funds and programs and would measure results against the benchmarks established in the
strategic plan. This approach may be most in keeping with the objective of reinvention, but it
nisks providing insufficient federal direction In izx:ai pizzmmg and too much discretion in the
Designating Secretaries.

The second approach i$ o state specific federal requirements and objectives in the
? legislation which will guide local spending and plan implementation, Last year, for example, the
5 Senate version of HR. 11 simply listed all the federal programs that zone communities could
st spend funds on. However, if the stated criteria are too specific, it could limit a community'’s
ability to innovate, for example, in establishing its own matching vesture funds and other
public/private economic empowerment partnerships,

The Working Group bas no finm rccommcndatmn on this issue, which, may have to be
resolved in the legisiative process.

DECISION ,
— Whallenge Grant Process and Performance Review

. State Specific Compliance Criteria in the Legislation

— LFIS0USS Funher

- SHEW. 5. Time and sgain, mayors and govemors have
compiamcd maz ihzy wozz%é bc. ina ipczzc: position 10 meet our enierprise objectives if they were
free 1o deploy existing federal programs and resources to implement their own strategic plan.

Former President Carter made much the same point when he visited with you fast month about

the Atlanta Project: we would not need 1o invest mueh more federal moncy to revitalize srban
Q America if we empowered local communities to apply existing federal funds flexibly in
fan conjunction with State and local resources, and private enterprise.
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Although we propose to eliminate all burdensome strings from the ngw Enterprise Grant
funding, such radical deregulation of existing federal programs is a formidable chaiimgc We

belicve there are at least three approaches to pmv;d;ng greater flexibility and responsiveness with
respeet (o existing federal programs:

e  Broad, Pilot Waiver Authority: seek statutory waivers in the Enterprise !agislntia:z that
would vest the Enterprise Board with authority to grant any waivers it deerns necessary
for a specified list of programs relevant to promoting emterprisz in cach 2one. A
municipality with an enterprise 2zone might be allowed, for example, to aggregate 3l
funds it receives from the specificd range of programs and spend these funds on a pew

type of activity to implement the strategic plan approved by the Designating Secretary for
the rone.

. Limized Waiver Autharity: allow the Enterprise Board to develop one sat of catcgorical
¢riteria that municipalities must meet to eceive funding from existing programs that arc
reievant to promoting enterprise in cach zone. The enterprise jegistation would specify,
for example, 10 t0 12 existing programs ~- ¢.g., CLRBG, Jobs Training Partnership Act,
Iob Corps, Youth Apprenticeship, JOBS -~ for which ons set of cateporical criteria will
be developed. Municipalities that receive enterprise 2ones, therefore, would be relicved
of some of the burdens of meeting vncoordinated, Gagmented program requirements.

Municipalities would not, however, bave the flexibility 1o redirect funds w their own
spending pnorities. g

2 : Pragram: beginning with the FY 95 budg:t request, increase
:hc I:zzzcz’zmsc Gran! by an agreed amount and seek lower appropriations from a rangs of
existing programs. For example, if total federal spending on a range of separate
categorical programs averages $25 million per zonc, then the budget request for Enterprise
granits in sach 2one could be increased by a proportionate share. At the same time, the
budget requests for these categorical programs would be reduced by this amount. This
approach appmx:ma{cs the effect of the broad, pilot waiver approach,

RECOMMENDATION: We do not have a firm recommendation with respeet 10 the
three options.

. The first approach ~~ pilol testing broad regulatory relief in the enterprise zones — is,
most in keeping with our basic goal of reinventing government and would be strongly supponed
by the mayors and governors. It may complicate passage of the Enterprise Jegislation. We do
not know whether Conpress would be as willing to go along with such 2 radical restructuring,
It may also give pause to some of the Secretaries as they work with you 10 make plans to initiate
new national programs. HUD strongly recommends this approach.

The second approach ~~ limited waiver authority -~ will provide substantial flexibility
and responsiveness for those programs specified for uniforn categorical (reatment. Congress
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should be receptive 10 such narrower statutory waiver authority as a part of the Enterprise
package. But many localities and publicwprivate parmerships will argue that we should go
further because the costs of compliance with the multiteds of foderal requirsments uizimmiy
defeats their purpose.

The third approach provides a means to spproximate, roughly, the result of the first
approach: it increases the enterprisc gramt by the amount that would be available to focus on
implementing the zonc's strategic plan if full waiver autbority were available. It does 5o,
however, by reducing a range of programs throughout the country by the small amount necessary

to achieve this result. It will also require careful budgeting (and negotiation with Congress) each
year, :

Close -consultation and cooperation with Congrsss and interested constituenties may
provide the best approach to resolving this issuc. Given the uncertainties and the need for full
Congressional cooperation to implement any of the three approaches, it may be prudent to
explore this issue fully with Congress and constituency groups before making @ final
determination.

DECISION

Broad, Pilot Waiver Authority
Limited Waiver Authority
.. Expand Enterprise Gramt through Annuval Budgeting

. Consult with Congress and Constituencies

Discuss Fyrther

8. DISAGREEMENTS AS TO EMPOWERMENT TAX INCENTIVES |

B X avings, Following on your campaign pledge to establish
Individual ﬁcwk;pmcm Accounts 10 empower low=income Americans to move toward sconomic

self-sufficlency, the Working Group recommends a SO-percent tax credit for employer
contributions 10 a Defined Savings Plas ("DSP") on behalf of zone employees. ?amczpzzmg zone
residents could alse contribute to the DSP on a tax deferred basis, These savings could be
withdrawn (or bomrowed against) without penalty to pay for education, purchasing 2 first home,

starting a small business, or iavesting in a Community Investment Corposation.

In addition, the CEA has recommended that you also consider encouraging short=term
savings that would belp zone residents avold excessive credit costs on large consumer purchases
such as furpiture and cars, We could offer a special-issue U.S, Savings Bond with an above~
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market rate of rerern and allow this interess to be fully tax exempt 1o zone residents.  These
bands could be purchased through payroll deductions and excluded from taxable income reported

by the employer, making tax preparation easier for the saver. ’I’mry opposes this savings
IDC@R’[W’{: .

While the Working Group generally favors having some form of resident empowermen:
savings, Treasury is skeptical about whether our limited resources might be better spent on.

- incentives for employment and business activity rather than savings. The tax expenditures for .

such resident empowermment savings and investment in all 110 zones, however, total it:ss thax $50
mittion over fve years.

RI;C()MMEND&TIUN We recommend that you include empowerment savings
intsoiives in yOur cnierprise zone pwposal

DECISION
Residens Empnwcrmc:zi Savings Accoutnts
e Add Resident Empowerment Savings Bonds

e NoO Resident savings incentives

Discuss Funher

i1 s orocmations. Owned S19% by zone residents, CiCs
could bz spurred zhn:szzgh tax aﬁvamagcs o lcndm far loans made to CICs for purchase of
qualifying zone tangible assets and firms, The CIC would be a for-profil, residentwdriven
community investment fund or developer which could, for example, invest in » number of zone
businesses or acquire and develop land and buildings within the zone. The CIC would provide
a way for zone residents, as sharebolders, 10 stcumulate agsets, invest in zone businesses, share
in profits from development, and gdin cantrol of their communities and their economic destinies,
Although Treasury and CEA are concerned that zone residents should diversify their investments,

most members of the Working Group support the CIC concept as an essential means (o give 2one
regidents a real stake in their own economic futures,

The tax advantage for investment in CICs could be provided either (a) through the
exclusion of interest from the income of banks and other lenders who make loans to finance CICs
or (b} through the issuance of special CIC tax~cxempt bonds, Such rax exempt bonds could also
be made available through local banks or community development lenders who will then make
loans 10 a CIC based on their own underwriting criteria, including the requisite technical,
accounting, and management assistance and expertise. Such Enterprise Zone Tax~Exempt Bongds
could be-cxempt, gither in whole or major pant (e.g., 75%), from statc volume caps. Treasury
believes that existing nules for review by a local bond authority would help assure compliance
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with applicable law, prevenm abuse, and invoive the focal community, without requiring the
creation of 2 new set of anti~abuse rules for a new interest exclusion.

RECOMMENDATION: We recommend that tax incentives for CICs be included, Such
tax expenditures for the ten Economic Empowerment Zones would total $140 million over five
years. Mo tax advastaged loan wonld be made unless the uaderlying asset, whether a business
or land, supports the loan, Making such characser loans to C1Cs should be among the Gnancing
inechanistus that banks have to economically empowar 2one residents.

DECISION

.. Interest Exclusion on CIC qualifying loans
- Tax Exempt Bonds only for CIC financing
No CIC Financing

Discuss Further

r——

¢. Small, Worker Controfled Enterprises — Owned S1% by zone resident employees,
worker comtrolled small businesses (less than $5 million in gross annual receipts) could also be
encouraged through tax incentives. First, interest on [oans to permit resident workers 1o start or
to acquire WCES could be excluded from taxation to 2 lender. Second, repaymen: of principal
and interest on the Joan c¢ould be a deductible business expense w the WCE. With full
disclosure, full voling rights, worker control, atmual reponting of individual sharce values 1o each
zone sharcholder, and deferral of taxes to the worker until 2 sale of shares, the WCE will

smpower resident employees with a full ownership stake in their own businesses, while curbing
abuses commen 10 ESOPSs.

Secretary Espy sirongly. supports incentives that empower residents to gain an ownership
stake in the businesses in which they work. Others in the Working Group join Agriculture in
supporting such employee stakeholding. Treasury and CEA are concerned that WCEs are fisky

- invesiments for zome residents and are subject tp tix sbelter abuse in which the benefits go 1o

outside investors rather than to zone residemts, As with CICs, Treasury therefore proposes that
the 1ax advantage be financed only through tax exempt bonds, issued by ap independent State ot
Municipal Bond Financing Authority, which can be exempted from State private activity bond
caps. As with CICs, these tax exempt bonds could financs loans made by CD banks and other

lenders based on their own underwriting criteria, including the requisite technical, accounting and
management assistance and expertiss.

RECOMMENDATION: We rccommend that tax incentives for WCEs be ineluded. Such
tax expenditures for the ten Economic Empowerment Zones would total $300 miltion over five
years. No tax advantaped loan would be made unless the underlying small business being stanied
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or acquired supports the loan. Making such character loans to WCESs should be among the
financing mechanisms that banks bave 10 economically empower zone residents.  [f successful,
WCEs could effectively implement the Grameen bazk, microenterprise jending approach in
distressed communitics throughout rutal and urban American,

DECISION |
Interest Exclusion on WCE qualifying foans
Tax Exempt Bonds only for WCE financiag

__ No WCE Financing

A

Discuss Further

d. Emploves Stork Qwaershin Flans (ESOPs). Scoretary Espy also strongly supports a
modified ESOP strueture for larger zone businesses, He recommends providing enhanced tax
incemives for special Zone ESOPs. Under current law, eligible lenders may exclude 50% of the
interest income they receive on certain loans to an ESOP from taxable income, provided the
ESOP has the requisite stake (more than 30%) in the sponsoring employer. The interest
exclusion would be raised to 100% for loans 1o Zone ESOPs which have & 30% stake in the
comnpany. In addition, the sale of existing stock to Zone ESOPs would qualify for tax deferred

~ rollover status provided the proceeds are reinvested in securities of other domestic companies,

To meet concemns sbout abuse, all participants in Zone ESOPs would be entitled to the same
voting rights on all marters voted upon by other stockholders possessing the highest voting rights,

Thi Treasury Department opposes any increased tax incentives to Zone ESOPs, Treasury
reasons that ESOPs are inheremly risky for cmployecs because of lack of diversification of the
plan assets. Tt also argues that traditional ESOPs have not been effective in transferring to fow-
income employees a significant voice in management decisions or a significant sharc of the
economic appreciation in the value of the employer's stock. {t believes the Defined Savings Plan
incentive, together with qualified zone private activity bonds (that could be used to finance CICs
apd WCEs), provide approprizte cmpowerment incentives for zones.

RECOMMENDATION: Attached at Tab D is Secretary Espy's defense of Zone ESOPs.
It is possidle that the Treasury proposal for using tax~exempt bonds to finance empowerment .
incentives could also de used hers to alleviate concemns about abuse of Zone ESOPs. Such fax

expenditures for Zone ESOPs in the ten Economic Empt.;wmn:ut Zones would total less than
$50 miilion over five 3caz's

DECISION
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. Interest Exclusion for Zone ESOPs
. Tax Exempt Bonds enly for Zone ESOPs E
Ne Financing for Zone ESOPs

Discuss Further

—————

6. "FLAT® vs. "INCREMENTAL" EMPLOYMENT AND TRAINING CREDIT

Emplovment and training tax ¢redits (ETCs) provide an effective means of lowering the
cost of doing business for cmployers and incentives for hiring zone residents, When combined
with a coordinated private sector campsign 10 sequre the acceptance and suppornt of employers,
they also empower residents to seek cmployment, (o obrain and hold jobs and to recsive training,
The rwo-tier proposal recommends allowing employers mutside the zone to take advantage of a
one-year Targeted ETC ("TETC”) ~~ 40% of the first $6,000 in the first year of cach new zons
resident emplovee's wages and qualifving expenses for.education and training®

With yespest to the ETC, you must decide whether to adopt a flat or incremental
approach. The flat ETC provides smployers within the zone with a credit of 25% of the first
§20.000 in qualified wages and training costs for cach zone cmployee. The credit would remain
at 25% for the first six years and then be phased ot proportionately over the remaining life of
the zone. This credit applies to all resident zone employees.

By congrast, the incremental ETC is applicable only 10 ingreases in employment of zone
residents (where total employment also, increases) over a stated base. [t therefore cosis

* The TETC is substantively identical 1o the Targeted Jobs Tax Credit (TITC), which will
preclude the administrative burdens of baving separate criteria and credit amoums. However,
we believe we should distinguish the TETC from the TITC, whese centilication of eligibility
in one of the 10 categories by DOL has too often operated 1o stigmatize prospective
applicants as inferior in the eyes of employers. An education campaign for prospective
cmplioyers is therefore essential with respect 16 the Enterprise TETC. The extent of private
empioyer commitment to participate should be one of the factors used by the Secrstaries in
the Challenge Grant Process 10 judge the merits of any zone applicant’s strategic plan,

Every qualified zone resident will receive an empowerment card in the mail which can
be presented to a prospective employer to qualify for the ETC or TETC once place 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
Development Bank, It also could be used in future experiments with electronic delivery of
food stamps, AFDC and job—training and with providing rewards for zone residents who
succeed in finding and keeping & job.
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substantiafly I¢ss in tax expenditures than the flat ETC.

The flat ETC is simpler for zone employers to use and more effective in lowering total
costs of doing business for a zone firm. Though less expensive, the incremental ETC is much
more complicated o use and is often ignored by small employers. In addition, the incremeatal
ETC would give a competitive advantage to new businiesses over existing zone businesses.

RECOMMENDATION: For the above~stated reasons, the Working Group unanimously
favors the flat ETC, but belisves this is a close call:

DECISION

e FlALETC

Incremental ETC

e Dis::nss Further
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The members of the NEC-DPC Enterprise Zones Working Group include:

AGRICULTURE Robert Nash _ CEA | Joo Stiglitz
Ron Blackley Kevin Bermer
. Mike Alexapder , :
COMMERCE Johnathan Sallet ' DPC Bruce Recd
Larry Parks *Pau) Weinsiein .
HUD Androw Cuomo NEC Gene Sperling
Bruce Katz Paul Dimond
Jacquic Lawing Sheryll Cashin
TREASURY  Maurice Foley OMB Chris Edley
Val Streblow . Ken Ryder
Edith Brashares Steve Redburn
V.P, Greg Simon

We have also received important contributions from:

DoE4d Mike Smith
Anita Estelie
Tom Fagan

HHS - David Elwood’

LABOR " Lamry Kawz
Carolyn Golding

TOTAL, F. 26
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THE WHITE RQUSE

WASMINGTON

ﬁ? -
ST Py
Aprii 21, 1993
MEMGRANDUM FOR THE PREBIDENT
FROM: ROBERT E. RUBIN f~ln.
SUBJECT: Enterprise Zones and Community Development Banksg

Artached. sre decision memorsnda regarding enterprise zones
and community development banks.

Both of these issues have turned out o be far more complex
and controversial than had originally been expacted, largely
becasuse the approaches aye innovative and expansive.,
Consequaently, the memoranda are relstively long and pose numerous
and not simple issues. Furthermore, despite many mestings and a
wall condusted process led by Bruce Reed and Gene Sperling, there
are still substantisl disagreements on many Of the igsues,
espacially relating to eénterprise zones. .

We need decisions on the basic policy issues within the next
few days, in order to dovetall with the legislative schadule.
Given the limits on your time, one possibility would be that we
could have a meeting with you which would lead to decigions on
the bazic isgpues, with the subsidisry design igsues reserved for
decision at a later date oy, if you wish, delegated to Carol and
me. Either way, we would meet the reguirements of the
legislatvive schedulé. o

. Marcia Heale ig sttempting to €it this into your schedule
very late Friday, and you can let us know at that time what
decision-making process you would like to have.
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CI:, THE WHITE HOUSE
' WAS HINGTON

APRIL 19, 1992

MEMORANDUM FOR THE PRESIDENT

FROM: BRUCE REED
GENE SPERLING
SUBJECT: ECONOMIC EMPOWERMENT AGENDA

Almost one year ago, you tourcd Los Angeles after the riots and predicted thay despite
all the mrdia attention and Presidemtial fanfare, 3 year would pass and nothing would change,
You were right. Across the country, poot communities from South Central LA to the Mississipp

Delta are siifl receling from a decade of declining opportunity and z_‘iéirzg social and cconomic
isolation.

.

Shonly afier you took office, Bob Rubin and Carol Rasco asked us to set up 2 joint NEC-
. DPC imeragency working group on community development and empowerment. We wanted a
joit effornt spanning ecconomic and domestic policy that could lock at the probiems of
economically distressed urban and rural areas — not only to prepare specific proposals that could

be passed this spring as part of your inital Budget, but 1o develop a framework that could
incorporate other new ideas over the course of yous sdministration.

Our first task was to focus on the economic empowerment portion of your community
development strategy. . Job and enterprise development are only a pomion of what your
administration hopes w accomplish in disiressed areas, through health care reform, welfare
reform, education reform, family policy, Head Siant, and 50 on, but your campaign commitments

and your stress on economic growth necessitated that we come forth with these proposals for
FY1994.

To create this economic empowerment proposal, our group brought together policy people
from half a dozen agencies, and. met with members of Congress, community leaders,
entrepreneurs, and federal, state, and local government officials. We agreed in pringiple on a
comgprehensive, three~pan strategy with 2 strong economic focus:

1. Enterprise Zones: A two-ticr plan to create 10 resource—intensive Economic
Empowennent Zones and 100 less expensive Enterprise Neighborhoods around the country.
(1 l These 110 communitics would be targeted for economic development, reinventing govermment,

community development banking and microenterprise, community policing, and the
administration's other empowerment initiatives,
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2. Community Banking: A national network of community development banks and other X %’,
community lending institutions, spurred on by & federal Community Banking and Credit Fund -
and perhaps by requicing major banks to stant community development banks in retumn for limited

interscate branching., We also propose ways to sirengthen enforcement of the Community
Reinvestment Act and fair imding rcquimmms

3, Community Policing: Wc m::iucicd C:ammumty Partnerships  Agalast Crime
(COMPAC) ~» g HUD initiati HBDEQ ig housing —— along with nationwide

efforts to promote community polacmg Wtﬁ’t mnom Communities will need 1o
demonsizate progress against crime if they are to anract and maintain enterprises.

CONGRESSIONAL OUTREACH:

We have invited the major Congressional leaders in these arcas 10 meet with us and with
Bob Rubin and Carol Rasce -~ including Maxine Waters, Flovd Flake, Charlie Rangel, Chairman
Gonzalez, Bill Bradley, Chairman Rostenkowski, Chairman Riegle, Paul Sarbanes and Chairman
Moynihan, We have also received copits of the bills pending in Congress and will ¢ontinue to
see which of their ideas can be incorporated.

By way of example, pursuant to our discussions with Representative Rangel and his staff,
out Enterprise proposal includes a comprehensive approach 10 public and private investment and
coordinated provision of government services, a mix of tax targeted tay incentives and Enterprise
gramts, snd 3 major emphasis on safe streats, We also have included drug prevention and
rehabiltatiori-to=work among the new initiatives w}uch the Agencies are actively exploring for |
the Enterprise proposal.

With respect to the Community Reinvestnent Act, our recommendation (o move 1o
performance~based standards for all bank lending {including for small business and commercial
loans) adopts much of the direction and emphasis of Representative Waters' bill. n addition,
Representative Waters has also suggested exploring the possibility of making the Federal Raserve
Discount Window available for Community Development Banking to spur reinvestment in the
inner cities, Although this would require 2 major rethinking of the Fed’s long—esiablished policy
and praciice, we have proposed including the Fed on the Board of the €D Banking Fund so that
such institutional issues may be fully considered by the Fund with full input from the Fed.

Treasury and the FDIC are cxploring the impact and cost of Representative Flake's
proposal under the Bank Enterprise Act 0 appropriate funds to subsidize a discount in insurance
premiums paid by banks (including CD Banks) to the extent of their loans in distressed
communities, If you chonse to requirc major BHCs to participate fully in the attached
Community Banking proposal, the potential impact will be far greater; and the issue of providing
additional support for bank lending in distressed communities can then be addressed more fully
in this new context by the Fund and by you. :
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Finally, our Community Development Banking, Community Policing and Enterprise
initiatives incorporate many of central components of the Bradley bills: incentives for personal
savings and investment in the community, cops 0 the block and safe streets, a3 CD Bank fund
to nurnture a network of community development financial institutions, true Community Schools,
and mobility and acCess 10 opportunity throughout the local labor market.

After you have agreed 1o 3 preliminary proposal, we will consult with these members of
Congress and come back to you with additionsl ideas of theirs that can be included.

MESSAGE:

The attached memos present the proposals for. enterprise zones and community

development banks. Thesc memos lay out the options and decisions you need to make for both
proposais,

We also wanted 1o fet you know our own view of how these proposals support the themes
that you ran on and now form the underpinning of your cconomic plan.

First, these proposals offer a new, innovative approach, They move beyond the old left-
right debate by taking an activist approach to empowering those in distressed argas without
assuming that the answer to every problem is more federal spending on the one hand or morc
ax breaks on the other, They offer real opportunity to rcat peopie: 2 savings accoum, a ¢op on
their block, an cmpiaymm voucher that will reward any business {or giving them a job, a lozal
banker willing (¢ invest in new jobs in the community. And we believe they represent 2 new
direction for poor communities across the country in several other important sespects:

* 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, builds on existing
community insttotions, and coordinates govemment ¢fforts across program and
jurisdictional lines. The solutions to these problems must come from the bottom up, from
individuals and communities willing 1o help themselves, These proposals will change the
way governument does business -~ including the faderal government, which will conduet
a competitive grant process through a single point of contact.

* Accountability for Results: Communities will receive unprecedented flexibility to
design their own plan, but will be held accountable for real, measurable results in retum.

* Laboratories of Democracy: Communities that show the initiative to make the most
of these efforts will become natural targets for other initiatives in the administration's

agenda. In exploring our proposals with other agencies and major private sector
institutions, we've found a number that want to take part.

ZU2EE2B4LE PSS
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/L\ * . Comprehensive Growth Strategy: Thesc proposals foster efficient and
S entreprencurial government that promotes both private investment and increased
public investment in human and physical eapital.

* A Bold New Experiment: Somc will point out that there is no conclusive evidence
that enterprise zones work, and that only thrse community development banks have been
created in the history of the republic. They're right on both counts ~— because no one
has been trying such new approaches with any federal support or leadership. Our
proposals are designed to give these ideas a fair test, by targeting resources in a limited
sumber of places and providing clear measures of success or failure. If these new
approaches don't work, we can give up o1 &y something else ~- but we shouldnt guit
before we stan just because the old answers have failed. \
Whatever options vou choose to put forward, we believe that these proposals provide you
with 2 tangible’ platform to inspire hope and show yout commitment to a new spitit of
opponiunity, responsibility, and community that will empower people from Watts 1o Mount
Pieasant to believe in the promise of America again,

)


http:propos.ls

ot by

IL

L

v,

THE WHITE HOUSE -
WASHINGETON

COMMUNITY DEVELOPMENT AND EMPOWERMENT
MEETING AGENDA

May 17, 1993
Room 342, OECB

GETTING CURRENT PROPOSALS PASSED

A,
B.
C.

Empowerment Zones
Community Development Banks
CRA Reform

IDENTIFYING WHAT WORKS AND WHAT DOESN'T

A.

B.

Identify success storics as well as programs that do not work that fall under the
community empowerment agenda

Consider identifying a budgetary mechanism that will give agencies an
incentive to ¢liminate programs that do not work, e.g., "gainsharing” ~- a
pereentage of monies saved could be applied 10 new investments

Identify existing barriers 10 improving coordination and integration of federal
assistance relevant to communily empowerment

STRUCTURES AND PROCEDURES

A,

B.

Working Group Goals:

1. 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?

Management and Coordination Structure

PROCESS FOR SPEECH EVENT —— Namrowing Initiatives 1o Include

THEMES AND GUIDING PRINCIPLES (See attachmient) —~ Themes to .
communicate our policy to average voters and to guide the development of community
empowerment policies. We need to consider the fit between theraes and major policy
proposals,
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COMMUNITY EMPOWERMENT THEMES
HUD PRESENTATION
Three Themes Emphasized

1} Economic Lift
-=Making Work Work
-~ Linking Education, Training and Employment
-~Making Housing a Platform for Economic Opportunity
--Rebuilding the Metropolitan Economic Base

2} Community (c.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 10 community
neads)

~-Supporting Community Solutions

~~Encouraging Economic Diversity in Communities

~~Rebuilding the Community Economic Base »

3} Combat Destructive Behaviors
~-~Reducing Spatial Scparation by Race and Income
~wBalancing Rights and Responsibilities
~~Giving Every Child a Fair Chance
~-Restoring Sanity to America's Streefs

OTHER RELEVANT THEMES (FROM THE CLINTON CAMPAIGN AND
OTHER AGENCIES)

Themes that distinguish the Clinton Administration from past approaches in distressed
arcas and that are reflected, to varying degrees, by the Empowermem Zones initiative.

Presidential Leadership in Involving the Private-Sector

~=Coing Beyond Traditional Functions of Government —~ Using the Presidency to
Urge the Private Sector to Invest in Distressed Communitics

~~Spreading the Word About Public-Private Partnerships that Work

-~ Emphasizing Private~Sector Incentives for Job Creation

~=Ermphasizing and Facilitiating Business Ownership by Community Residenis

Battom-up Planning and Accountability

~~Rewarding Local Innovation with flexibility, deregulation and federal 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



Enipowering Communities and People

--Fostering independence from government programs

—Strengthening both People and Places -~ Linking Human Development Sirategies
with Physical Development

—~Fostering geographic and economic mobility

Rewarding Work .

~—"Making Work Pay" -~ i¢., making work more attractive than welfare
~—"Making Work Work” - enabling people to stay in their jobs
—="Making Work Available” ~~ Job Training

Rewarding Foamily i

.—~—Not penalizing marriage or families

——Easing burdens on parenting ~~ jobs, Daycare, parenting skills training
——{Giving children a fair stard

Communrity Values
——We arc all in this together
—-Individual Responsibility
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President Clinton’s plan 1o help poor communiues. \V

'Empowerment zones can
help poor communities

mm VIEW By letting communi-

! Prasident Clinton can maks feder-
[ al help an aid, not 3 hurdle.

i President Clinton has found a clever
b wav (o help distressed communities ~—
| by listening 1o them,

Poor communities said they needed
not just federal money, but also freedom
1 decide how to use 1. They asked for
morg fleaibifity © try novel approaches
to problems. They said tax incentives
weren't enough 10 lure businesses,

Clinton's plan, announced last week,
wisely tries 1o give them a chance o
prove they're right. It improves upon a
Iong-touted CONCEPL ~= ERILIPIISE ZONES
— angd tests i1 at & ¢ost of only 36 a vear
for each person in the country.

Some 3800 million a year would bc
distnbuted 1o 110 communities for ex-
periments in such things as 24-hour
schools and community mdfvelnpmcnz

. banks,

They'd be set up in both urban and
rural communities of fewer than
200,000 people, Those with the best
plans for improving job creation, educa-

tion, health care, housing and crime pre-

ties set agenda, i

vention would be selected, \
Many ideas would be tried. Successes
rould be imitated; failures discarded,
Ten of the areas, dubbed “empower-
ment zones,” would get much more.
They'd share $800 million in tax breaks
to lure businesses and oreate jobs — the
traditional enterprise zone approach.
But unlike previous plans, businesses
inside and gutside would get breaks foz
hinpg people rom the 2ones. "=~
This is a much-needed mefurbishiong of
the enterprise zone concept — alrady
tried by several states with mixed suce
cess. In a study of Maryland 2o0nes, fi-
nancial lures ranked twelfth as a reason
why businesses locale in a zone.
Listening 1o local leaders also should
help avoid the disasters that gave "60s-
era urban renewal a black eye. Then, the

federal goverament blindly dictated
what cities could get, Often mghbor» -
hoods were razed for new wnstmc!mn, f
and peopie were relocated, not helped,

In Clinton’s plan, once an area quali-
fies for help, government would heed
community requests 1o get federal regu.
lations out of the way,

Following communities” leads may be
a way 10 make enterprise zones work

it ST
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Participating CEB Members

hud news
audience groups
own a home
rental help

hom eless

your communicy
business

CONIraces
consumer info
complaincs

about hud
reading room
handbooks/forms
kids

let's talk

local info

fed che-stops
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participating ceb members

Chair

Vice President Al Gore

Vice Chairs

Bruce Reed, Assistant to the President for Domestic Palicy
Gene Speriing, Assistant to the President for Economic Policy
Designating Sccretaries

Andrew Cuomo, Secretary of Housing and Urban Development
Dan Glickman, Secretary of Agriculture

Members

Robert Rubin, Secretary of the Treasury

Wiliiam S. Cohen, Secretary of Defense

Janet Reno, Attorney General

Bruce Babbiit, Secretary of the Interior

Witliam 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 kducation

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

General Barry McCaffrey, Director of the Office of National Drug Control
Policy

James Wilt, Director, Federal Emergency Management Agency

David J. Barram, Administrator, General Services Administration

Daniel 8. Goldin, Administrator of the National Aeronautic and Space
Administration

1/5/2001 3:12 PM
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George T. Frampton, Jr, Acting Chaie of the Council on Environmental Quality
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THE WHITE HOUSE

WASHINGTGN

October 28, 1993

MEMORANDUM FOR BOB RUBIN | & L arﬁ:j

FROM: Paul Weinstein

SRty deke pmir T

SUBJECT:  Community Empowerment Objectives

Paul aml Sheryll's memo does an cxcelient job of outlining goals for Empowerment
Zones and Enterprisc Communities. | agree that cconomic dovelopment and cconomic

opportunity must be !hg_@_{jmazy_fggmbc__mgg The following underscores that
mv * '

‘The Building Blocks -~ Jobs

creation {?f i‘:i}s " th zones and communzzzcs dﬂ) adt crcdtc ()h. { ) iled
W
aiure - it's thut simple. If we can create™a job Dase in these distressed communitics,

25{::1 wWe can build owtwards and develop the self-sustaining institutions that provide vital

social services like child care facilitics, health ¢linics, better schools,

With our limited resources, we can't afford to focus on the outcomes of the problems
i our inncr atics and distressed rural communitics, we must focus on the causes. And the

W@_m‘y‘ view, is the lack of jobyand economic BpporTunity. =
T e, s AR R A R

The major tax incentive for the zones is the Wage Tax Credit (WTC)L The Credit
should be cf fu:tlvc in attracting labor m!cns;vc industrics 1o the zones, The onc problem with
the WT gLy costiv t Therefore, we will need to study caretdfly

ich of the other, fess cxpensive tax sze ioh effcct.

The Ultimate Test OFf Reinvention — Fedez‘ai State, Coup
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"} think Carol Rasco is right when she describes Empowerment Zones and Enterprise

Communitics as the greatest test of reinventing government.  For this program to be

successful, al 4t least four layers of govarmment and the actual comununitice-Hermselyves are
going to have 1o actually communicate with cach other, Nothing could secm more simple yet

s,

I



so hard. I'vc always felt that onc of rcasons governments in the past allocated more and more
money for programs —— cven if they were unsuccessful —— is because cooperation requires a
lot more cffort than appropriation.

Intergovernmental cooperation,_i work in t

can $erve ﬁgw
' a =—"to help co 1

“SIraregic plan, which can serve as a compact between all the govern

¢ and provide flexibilit -
cntitics involved.
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Stakeholding —- Making Capital Available To The Inner City And Rural America

Past attempts to rebuild our inner cities and distressed rural areas have failed for
scveral reasons, two major oncs being (1) the disconnect between government assistance
programs and the private sector and (2) the Tallure o cnsure that residents would have a
financial stake in the economic future of their communitics.

The President has correctly argued that government programs should spur the private
scctor in distressed communities, and that we need to create entrepreneurship opportunitics for
the residents. Our capital incentives programs —— reform of the Community Reinvestment
Act (CRA), passage of the Community Development Financial Institutions (CDFI) bill, SBA's
Onc-Stop Capital Shop, SBA Microenterprise Loan Program, and the SSBIC/ Bumpers tax
break- —— will play a more significant rolc in the revitalization of these communitics than the

" Zonces themselves, becausc they will provide residents with the opportunity to own their own
businesses and homes. In a recent interview Jack Kemp stated that Democrats have
traditionally focused on the "safety nct" while Republicans have put their efforts into the
"ladder of cconomic opportunity.” Well, trickle down was hardly a ladder. But Kemp's point
that government should work in concert with the private scctor 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 rctain human capital if
your streets aren't safe, if the cducation 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 ecmpowerment strategy. '

3

cc: Carol Rasco
Bruce Reed
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MEMORANDUM FOR BOB RUBIN
GENE SPERLING

FROM: PFAUL DIMOND
SHERYLL CASHIN '
SUBIECT: URBAN POLICY

Attached is a revised summary of the overview that Pauf presented i the Carnegie
Corporation meeting on the Administration's policy to revitalize distressed urban and rural
communities. It is not touted a5 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. 1t is an
attempt to communicate the substance of what we are trying to do for poor arcas in the
context of the new direction set by the President’s cconomic plan.

We previously transmitted to you an alternative way of thinking and talking about
Administration efforts in this arca, i.c., by topics -~ business investment, education and
training, ¢tc. ~— and relevant Administration programs.

Given the interest in the President's speech in Memphis, the impending voll~outs of
the public safety nitiative and empowerment zone challenges over the next two months, and
the Vice President's commitment 1o speak actively about community empowerment, we
helieve the press will be focussing much more attention on "urban™ issucs,

Finally, we are alse working cooperatively with HUD on their preparation of the
Urban Policy Statement that Congress requires each Administration to submit cvery two
years. The time deadline for this submission s carly next yoar. As soon as there is a good
working draft, we will transmit it to you for comment. ’

We thercfore request 1o meet with you at your earliest conventence to get your
feedback on our work to date and o discuss next steps. We believe that #t is time to begin to
say something, lost the press or political opponents define, mischaracterize, or even seek to
set our policy direction in this area for us. We also believe that the possibility for bi—partisan
support —-— within the continuing budget constraints ~- should alse be considered in view of
the mayoral elections in New York and LA,

¢¢ Ba Catter, Bonnie Deane, Sylvia Mathews
Carol Rasco, Bruce Reed, Paul Weinstein
Jack Quinn, Elaine Kmarck, Kumiki Gibson
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THE CLINTON~GORE INITIATIVE
FOR REVITALIZING DISTRESSED COMMUNITIES
IN URBAN AND RURAIL AMERICA:

\ THE BUILBING BLOCKS FOR
PUTTING AMERICA TO WORK FOR ALL AMERICANS

Wark, jobs, and full participation in sustained economic growth are at the hean of the
Clinton~Gore Administration’s plan to revitalize distressed communities all across urban and
rural America. As the President noted in bis recent speech to the Mason Temple Church in
Memphis Tenncssee,

{ do not believe that we can repair the basic fabric of society untii people who are
willing to work have work. Work organizes life. It gives structure and discipline to
Hfe. It gives meaning and seli-estcem 1o people, It gives a role model 1o
children....We can jonly] 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 1o all
Americans who are willing to work, including in distressed rural and urban communities:

¢ put our national cconomy in shape for sustained growth in the new, globally
competitive economy

* invest in pcopic so that work pays and all who are willing can contribute to and
participate in this growth

# make targeted federal investments o leverage much larger private sector
investments in distressed communitiss 50 that all communitics can share in the rewards
and work of the new economy

o call upon all Americans to come together from the bottom up in a new compact 10
help distressed urban and rural areas join in contributing to the growth of dynamic
regional economics

These four building blocks are depicted in the attached diagram and deseribed in the one~
page summarics that follow. Together, they point a bold, rew direction for putting America
#: work for all Americans.



o Tﬁ Clinton Gore Initiative
fot Rey talizing Distressed Commuinities
in Urban and Rural America:

The Four Building Biocks for
Putting America to Work for All Americans

IV. A New Compact for\
“ Empowering Distressed %\ -
Communities to Join the
Economic Mainstream:

We Are All In This Together!

I Investing Effectively
in Distressed Communities:

We Don’t Have a Community 10 Waste!

11. Investing Effectively in
All Americans:

We Don’t Have a Person to Waste!

I. A Nationai Economic Pian
~ for Sustained Growth and Jobs:

We Will Compete Successfully in the Global Economy!



I A National Ecoromic Plan for Sustained Growih and Jobs: We will compete
successfully in the global economy!

The President's plan to put our national economy in shape for sustained growth in jobs,
incomes, and living standards will make the economic pie bigger for all Americans in the
years to come, This National Economic Plan includes six basic components:

# reduce the deficit to lower interest rates, keep inflation in check, spur private
investment and make more capital available

# build the capacity and productivity of the economy through shifting federal
budget priorities from consumption 1o investment in order to improve the productivity
of the American workforce and firms

s remove regulatory impediments to business {formation, agility, and cxpansion and
ease the credit crunch to promoic investment

® increase competitiveness by containing the nising health care cost drain and by
promoting a healthy workforee

e apen foreign markets to Made in America gonds and services for billions of eager
consumers argund the world and spur increasing demand for the higher quality and
larger quantity of goods and services our increasinglty productive workforce and firms
can produce

e pui the national economic plan to werk so0 that all Americans and all communities
have the opportunity to participate in and the responsibility to contribute o meeting
the global economic challenge.

As the President and Vice-President made clear throughout the historic national debates on
the Budget and NAFTA, the winds of economic change are upon us. We must set Gur course
- to make this change a helping tailwind rather than a hindering headwind for sustained growth
in the national economy: we will compete -~ and win —— in the global economy,



H.  Investing Effectively in All Americans: We don't have s person to waste!

In shifting the federal budget prioritics from consumption (o investment, the highest
priority is puiting people first -~ investing in improving the skills, productivity and
competitiveness of all of our people and making work pay for all Americans. A the
President often remarks, we don't have a person to waste if we want to compete and win in
the expanding opportunities and increasing challenges of the new, global economy.

The Clinton~Gore Administration’s comprehensive strategy to invest in people
includes: .

& Support for Families sand Children: increased support for WIC, Immumzation,
Family Preservation and Headstart, Wellare~to-work and Child Support Enforcement,
and Health Care Reform will assure that 2il children have the nurture and support of
families essential to healthy development and readiness to leamn.

& Learning and Information for the New Economy: Geals 2000 and the National
Information Highway will provide both a new direction and the means (o increase the
productivity of leaming in schools, homes, and businesses and to establish new world
class standards for lcaming for all Americans in this generation, just as the National
Highway Act and the G.1. Bill provided the foundation for increasing opponunity for
all Americans in the generation following World War I

# A Comprehensive Reemployment System: To provide all Americans with
worldclass skills and the transitional assistance to keep up with the rapid changes in
the new, global cconomy, we must combine {ifelong leaming with a comprehensive
reemployment system. Temporary NAFTA Assistance, a3 Comprehensive Dislocated
Workers Program, One-8top 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 will enable all Americans to invest in their own education and training in
order to participate fully in sharing in the responsibilities and rewards of sustained
economic growth,

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

s Equal Opportusity: Vigorous anti-discrimination enforcement and expanded
support for Moving to Opportunity will assure that all Americans have full access to
fair lending, fair employment, {air housing, home ownership, business enterprise and
upward mobility.

e 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 increasing opportunities, challenges and rewsrds of the new, global cconomy.



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 communtties all across America. We ¢an no longer afford o waste
communitics in the core of growing urban arcas and in the rural heartland if our diverse
regional economies are going to compete and win in the new, global cconomy.,

The Clinton~CGore Administration is therefore calling for new investments and
innovative partnerships that will empower distressed rural and urban communities to
contribute fully 10 and to participate fully in national economic growth:

# Access to capifal, credit, and banking services: Reform of the Community
Reinvestment Act will substitete performance for paperwork so that our major
financial institutions are resvarded for making sound investments'in all communities,
At the samie time, the COFI bill and tax incentives for CDCs will spur a network of
community~based financial institutions to help build the needed savvy and capacity to
assure that good credit risks, character loans, and business oppontunities in distressed
communities have full access to mainstream financial institutions and essential
technical assistance.

» Targeted Small and Minority Business Assistance; SBA One~Stop Capital Shops,
Minority Entreprencurship and Exports, expanded microenicrprise foans, and tax
incentives for investmenms in 85BICs will leverage sound prnivate investments in
expanding business opportunities in communities previously ignored by the SBA and
private investors.

& Investment Partnerships with other Financial Institutions and the States: HUD-
NCDI, Pension Fund, Sec. 108 and GSE Community Partnerships and FHA risk~
sharing, and expansion of the Low Income Heusing Tax Credit will make home
ownership, rehabilitation, and safe, decent and affordable housing opporusnitics
available within all communities. The extension and expansion of Tax~Exempt,
Small~Issue Bonds will allow the States to work cooperatively with distressed
communitics in finding private investment to expand businesses and build essential
infrastruchure.

« Public Safety: The Crime and Drug Prevention, Community Policing, Brady, and
Drug~Free Schools Bills wili provide states, localities, and communities all across the
country with matching foderal resources and new tools to assure the basic safety and
secunty of person and property essential for raising families, teaching and learning,
and building business and communities.

s World Class Schoels: The Chapter { Reauthorization will assure that schools in
poor communitics have the resources targeted to meet the Goals 2000 so that all
students have the opportunity and responsibility to meet and establish new worid class
standards.

eRural Development and Investment Initiatives: These major new investments will
assure that distressed rural coramunities and Indian Country will be able 1o provide the
clean water and other infrastructure necessary to compete effectively for viable niches
of production, commeree, and service in the new global cconomy.



IV, A New Compact for Empowering Distressed Communities to join the Economic
Malnstream: We are all in this together!

Finally, the Clinton-Gore tean is challenging all Americans 10 join in common cause
to help distressed communities in their own jocal 1egion join the economic mainstream. This
is not only a matter of simple justice in helping our fellow Americans who are down to ift
themselves up; it is also an economic imperative 1o make sure that our vital regional
ceonomies are 1ot eroded from the inside~out by an expanding core of joblessness and
despair.  All across America there are inspiring examples of communities coming togsther to
take back their neighborhoods and to pariner creatively with the private sector 6 promote
cconomic development and community rovitalization. In the coming year the President and
the Vice—President will issuc four, related challenges to empower all communitics to come
together and succeed: ‘

s The Commaunity 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 the way that services and business are done
in distressed communities. Botlom-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 ipteragency responsiveness and coopration.

s The pational competition for Empowerment Zones and Enterprise Communbities
wiil enable distressed communities all across the country to form new partnerships
with States, localities and the private sector to build off of their current asseis (o
implement their own strategic visions for change. Designated zones and communities
will receive a package of tax incentives and public and private investments to promoie
economic development. We will also challenge the private sector in local regions all
across the country 10 invest in business and job expansion within these communitics
and to link workers in these communitics to jobs throughout their region. Making
work available for all who are wiiling to work will provide a firm foundation te build
families, communities, and upward mobility for all Americans,

¢ The Community Policing and Safe Schools Initiative will provide an opportunity
for communities all across the country to make their streets, business, homes, families,
neighbors and schools safe and secure from the scourge of crime, violenee and drugs
that arc the biggest threat to our cumment civilization and future competitivencss.

# National Service is more than an impontant symbol of our willingness o come
together as a people to serve the common good: #f will provide a whole new
generation of young Americans with the opportunity to learn in order to better their
own futures in exchange for meeting the challenge of helping communities and people
in need to better themselves.

Each of these four national challenges shares a comsmon vision ~~ coming together in bold,
new ventures to help those who want to help themsclves, Each offers the opportunity for us
ta work, together, for a better future for all Americans. Insicad of battling against one
another in a zero sum game or ignoring the increasingly interwoven economic destiny of all
communities within cach 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 secunty and prosperity for all Americans. ‘
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MEMORANDUM FOR THE VICE-PRESIDENT
FROM: PAUL DIMOND

SUBJECT: COMPLEXITY AND COMMUNITY EMPOWERMENT

I. The Complexity Analogy. In working with-Bob Lehrman over the weekend, he told
me about your analogy of community empowerment 1o Hya Prigogine's theory of complexity
for understanding systems, cycles and flows:

e Distressed communities can be scen a8 in a state of chaos where the system has
broken down or the cycle is in a vicious downward spiral.

® At the same time, these communities also have the potential 1o achieve a different
stage, one of higher complexity with self-generating innovation and energy for
revitalization.

I yvou are interested in oxploring such analogies further, I attach my copy of the book,
Complexity, for your review. The book narrates in a varisty of contexts ~— biology and
evolution, cconomics and firm organization, utban population dynamics, physics and
chemistry, game theory and computer simulations -~ how this new science of complexity
may offer additional insights.

IL Possible Insight #1: Small Changes can generate Bi@ One insight that I

find most Wmmmﬁmy small Chrn 1l sometimes operate as
a powerful lever 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 inpovation, encigy, 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 alf of the
underlying causes of the chaos at once or just being stuck with alleviating the most harmful
cffects or obvious symptoms.

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

e we invest in helping innovative [ocal communities find such key levers and, then,
o———_——F

o we nake sure that our base of federal resources, programs, and mandates for



D

investing in people and places are flexible enough (o puriure, and to get out of the
way, when the higher energy reorganization begins to supersede the state of chaos and
to reverse the downward spiral in the distressed community.

The rub, of course, is figuring out what.are-the-kew-levers of change in addition to innovation
from the local commudﬁ'}f“ig our magic feather analogy suggests that the process of applying
for an empowerment zone or enterprise eommunity will provide the opportunity for many
innovative communities to find their own lovers 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 communitics on work and jobs; building business and jobs for
residents within the zones and linking zone regidents to jobs and work in the 1abor market
throughout the local region. "

lI l“assible Insight #2: Consider the whele system. A sccoad possible :nszg,ht from

dynama&of the chaaﬁs and dewnwzzzd cycle of distressed communities in the inner city.
After all, as you, Bob Rubin and David Gergen have all noted, the greatest thrcat 10 our
national secunty and economic competitiveness I8 not any military challenge or competition
from abroad: it is the erosion of entire metropolifan cconomics from within if the downward
spiral in inner-gity cores 18 not tumed around,

P attach my indtial draft analysis of the Rows of people, capital, and goods within, to
and from difierent parts of metropolitan arcas. This analysis focusses on the dynamics of this
larger metropolitan system, the possible fulcrum points to apply levers of change, and how
our policy proposals may fit this understanding. At a minimum, such analysis will make us
think harder, and hopefully smarter, before we make a2 major commitment (o any particular
massive, federal program aimed at revitalizing distressed communitics in our free society:
freedom of movement is a constitetional right, and one of the basic conditions in
enderstanding the underlying dynamics is that people do vote with their feet.

IV. Next Steps. If you think the analogics 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 systeins, cycles, and levers of change at issne.  Let me know whether
you would like 1o convene such a group, or whether further analysis now would just get in
the way of the palitician’s duty, as you put it, to get on with grappling with selutions.

cc Bob Rubin, Gene Sperling, Sheryll Cashin
Jack Quinn, Bob Lekrman, Kumiki Gibson
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MEMORANDUM FOR BOB RUBIN
FROM: BONNIE DEANE, NEC BV ‘
BILL DICKENS, CEA i & \/

PAUL DIMOND, NEC
SUBJECT: JOBS FOR YOUNG BLACK MEN

This memorandura concening jobs for young, black men is a follow-up on our discussion
with Bruce Reed, Joc Stiglitz, Bill Dickens, Gene Speding, Paul Dimond, and Sheryll Cashin. -
It outlines (i) the special problems faced by this group; (ii) the range of possible solutions;
(i) ond an action plan for the Administration.  In the attachments, I have included more
dewiled information on population cstimates and the design and effectiveness of speeific
programs such as America Works and Youthbuild.

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

L Special problems faced by young black males in the labor market.

Usually. B isn’t just a lack of jobs, In the President's Memphis speech and at the recent
Carncgie Conference on Urban Bssucs, the problem is discussed in terms of a “lack of jobs.”
This conveys the 'idea that if oniy we could stimulate the cconomy in these distressed areas,
we could reduce the pon-employment rafes among voung black men from today's 42% e

%- T ws&ai' 2 LA
(and higher in certain communities).  Yet, we know that:

High rates of uncmployment often exist in high~poverty arcas across the sticet Loy
thriving business centers and residential communities with very low rates of
encmployment (Ellwond 1983}, Jobs arc within a reasonable distance for neighboring
communities, but scem light years sway from the “distressed community,”

lobs exist in the community~~in grocery stores, in fast foed shops, in clothing stores-
~which few of the indigenous restdents will be offered.

Katz and Cutler {i992) have documented the cxtent to which booming growth ia the
19805 did not benefit the poorest familics.

The primary problem is not a "lack of jobs,” it is a lack of employment opporiunity.
Distinguishing between “a jobs shortage™ and "an opportunity” is crucial 1o formulating an
appropnate response.  Duriag the depression, jobs were created to help people temporarily
knowing that they would return to work in the private sector as the cconomy recovered.” The
employment problem in the inner citics, however, is of a different nature:



It's networks. not geopraphy that limits access to jobs. Most of us do not get our

jobs because we Hive next door to the company. We get our jobs through conncetions.
Studies of how people find work consistently conclude that the most commuon method
for finding good jobs is a referral from friends or relatives who know of job openings
and can vouch for our trustworthiness to the person making the hiring decision,

A major problem for the urban poor is the lack of access to these notworks for
finding jobs. To provide such referrals, friends and relatives must themselves be
employed and be a credible reference. The concentration of unemployment in poor
neighborhoods or housing projects makes it difficult for the urban poor te make use of
this highly productive method of job scarch. Instead, they must rcly on formal
methods of job scarch such as want ads and staie employment development offices.
The over-representation of the feast advantaged among the population using these
methods drives employers offering good jobs away from them. This intcosifics the
job—finding problem not only for young, black males, but also for women, adults, and
people of all races who Hve in high poverty areas.

ork etiquetie and other basic skills limits employability, In addition to
zhc bas:c mtwazks pmbicm, ymmg bia{:k males in the inncr city tend o lack a basic
understanding of how to act in the workplace as well as literacy and other marketabie
skills. Bill Wilson recently spoke in Washington about the reluctance of white and
black cmployers to hire young, black men who were perceived as likely 1o act up or
cause trouble. Many of these youngsters have difficulty adjusting to the workplace
because they received Jitile parental discipline from teen smothers or absent fathers amd
received little education from their troubled schools. Those yeung, black men who do

have the right skills also suffer from this stereotype.

Increasing discrimination against all blacks reduces the incentive fo try, The
black/white camings gaps were narrowed substantially by 1975 for all groups except
non-college educated men. This progress was completely reversed in the 1980s: the
black/white carnings gap increased 50%. The black/white gap for carnings of college
graduates jumped the most: from 2.5% 10 15.5%. The motivation for young, black
men 10 try hard can be sapped by seeing cmployed friends and relatives with
increasingly unfair pay and job prospects despite their "work ctiquette” and “education
qualifications.” The unwillingness of Republican governments to enforce the
discrimination laws has also contributed to the growing underclass by reducing the real
share of economic growth accessible to ol blacks. When the door of opportunity is
being slammed, is it not sensible for kids (o lose motivation and turn te crime?

A strategy to promote jobs for this disadvantaged group should try to mitigate these three
barricrs and help them access the millions of job openings in our cconomy every year.



in this scction, we will outline a spectrum of solutions and evaluate :hc ability of these
solutions to ada:itz:ss the three problems outline above,

What does NOT work for young black men: The Targeted Jobs Tax Credit {TITC) and the

Works Progress Administration (WPA) represent two ends of the spectrum from pure market
soiutions to pure government soiutions.

TYIC:

WPA:

The TITC is an clegant, purcly market-based solution that is not cffective for
helping young, black men. It provides a tax credit to employers who hire certain
categories of disadvantaged people. It is supposed 1o work by compensating
cmployers for the higher supervisory costs or the Jower productivity fevels of
disadvantaged workers. In fact, the TITC requires so much paperwork that many
eraployers do not collect their credits. Those who do collect the credits tend to hire
whomever they wish and then use a consultant to do the paperwork. Few cmployers
would actually decide that an employee looks more altractive because of the tax ¢redit.
In a study using random assignments, disadvantaged people found ecmployment more
casily when they did not icll employers about the tax credit, Thus, the tax credit slone
actually worsens the possibility of a person finding a job because it stigmatizes the
individual as “damaged goods.” -

and wages nccessary (© hire the people dzmctly The WPA would pm‘t}ai}iy bc More
far more cffective than the TITC 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 TITC programs and WPA programs for serving
voung black men are spelied out below,

Mwinmmﬂwmmlm

TITC and WPA programs do not necessarily enhance networks., Starting |
a government jobs program which keeps people in high poverty arcas and further
reduces their inicraction with people who have private sector jobs would tend 1o
exacerbate the networks problem.  Stimulating the cconomy through tax breaks coeld
create more jobs that young, black men will not hear about.



TITC and WPA may not address skill deficiencies. The TITC encourages
employers to hire disadvantaged people who are not perceived to have these problems;
hence they avoid young black men. A government jobs program could sctually
exacerbate the work habits and skills problem. To the extent that young black men
are hired without training them to deal with discipline and to rcad and write, their
employment deficiencies are legitimized and perpetuated. If the jobs program is
meant to take on this skills deficit, it will require much larger expenditures on
supervision and training than the typical jobs program. It the sccond section of this
paper, we will cover programs like Job Corps and America Works which provide the
extra overhead for butiding work ctiquettc and basic skills.

The TITC or a WPA program would not necessarily help reduce
discrimination either. Without better access to private sector jobs, fair pay, and
promotions, why would kids strive to exccl in thelr government jobs? The problem
would bc worsened if a governmoent job as a reference is stigmatizing, In addition,
special treatment for the disadvantaged could fuel resentiment and increase
unwillingness to hire blacks. Scgregating blacks into a special job program in licu of
connecting them to the real jobs is a disscrvice. Hiring youth from familics of all
races ind income levels would be expensive.

Another significant problem with the WPA appreach is the cost. A vory
low cost program providing minimum wage jobs with low overhead would cost about
310,000 per job. A better program could casily double the cost per person in order 1o
provide bullding matenals, training, and cxpert supervision.  If such 2 program was
targeted on black men hetween 18 and 24 living below the poverty level, 395,000
people would have been eligible in 1991, Between 34 and 8 billion dollars per 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 cligible, 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 eligible (and how could you justify excluding them?) the cost for employing all
below-poverty men and women between 18 and 24 would be between $40 and 80

billion per year.



Residential Job Corps: The only program which has demonsirable results for young black
men i5 the Jobs Corps. For about nine months, this program provides a residential
sctting, round the clock supervision, and skills training as well as a job. Seventy-six
centers teach mostly service occupations (health and administrative) in locations
operated by major private corporations or non-profits. Thirty centers teach
construction and heavy cquipment operation in Civilian Conscrvation Corps camps
operated by the Interior or Agriculture Department. A 1982 report from Mathematica
Policy Rescarch found that Corps gradeates camned 15% more and worked 3 more
weeks per year than compatable non-Corps youth. The CCC camps cost more 10 run,
but more graduates get jobs at higher wages than those who are trained for service

. oecupations (GAQ, 1986). Overall, the Job Corps program pays for itself within threo
vears and ultimately returns 146% of the investment in terms of reduced incarceration,
reduced welfare costs, and improvements such as public parks.

The program serves about 60,000 people annually at 106 centers in slots
costing ashout $20,000 per persen~~double the cost of 2 low budget, WPA-style,
minimum wage job. This would put the costs for full funding at or above the bigh-
end range cited in the above paragraph on WPA costs. The Clinton Administration is
increasing the funding for this program from 3800 million in 1990 and 199) o 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 cliquette. To
some extent, Job Corps may also assist with networks since it takes young men out of
their community and introduces them to professionals in their area of specialtyiir inissesanmn

YouthBuild: Another innovative way of helping young men (and some women) has“b8éb s e
promoted through YouthBuild, This program will receive federal funding for the {irst
time this year. An cvaluation by a Harvard and MIT research team is currently
underway. I has many of the critical success factors in Job Corps.

These programs have provided 12 10 18 months of training 10 over 1,000
people 1n construction trades while they rehabilitate abandoned buildings in the inner-
city or build new low income housing in rural arcas. They spend half of the program
time in academic classes for basic skills and a high school diploma. If possibie, they
are involved in a union apprenticeship program during or after their experience in \
YouthBuild and often carn $6 to 8 per hour after leaving the program. While the
program is uot residential, programs include counsclling, support groups, and
recreational activities.  Heavy emphasis is placed on leaming responsibility and
leadership skills through decisionmaking opportunities in the program. This program
will provide a good test of whether the best results of Job Corps can be obtained for
many voung men without the cost of residential scitings.



young..black men.

Mixing market incentives and government programs may be the most cost-effective
way to mitigate employment problems for young, black men, What these approaches have in
common is that they move people quickly into the matastrcam labor market and provide only
the support services necessary to overcome neiworks, skills and discrimination problems.
These programs do not try to create new jobs so much as to help the disadvantaged
populations get and kcep existing jobs.

America Works and other supperted work programs have becn very successful at
placing weifare mothers into permanent, higher paying jobs and reducing welfare
reecipt, At Amcrica Works, half of the operating budget is spent on building networks
with local employers and developing job opportunitics.  The job developers find good
jobs paying $15,000 on average and provide references for candidates with the right
skitls. The program ajso provides cxtra supervision to augment the private sector
employer's normal level. This approach-—which differs greatly from the model of
human investment before work-~has not been systenudtically tricd with young, black

mee.

On-~the~Job Training under JTPA has been moderately successful with improving
the smployment prospects for men and women, but not youth. For men and women
between 18 and 21, participation in OJT resulted in relative losses of carnings as high
as 32,000 for certain groups of ynung men (See summary of JTPA cvaluation in
attachments). In OJT programs peopie are placed in subsidized, private-sector jobs
with the understanding that employers will provide the training and extra supervision,
Unlike the America Works program, no assumption is made thot the worker is
"auditioning" for a permanent job.

Neither supported work or QIT has demonstrated success in assisting young men of
amy race. Supported work programs, however, have a more consistent methodological
approach for improving the job notworks, building the work ctiquette and placing people in
permanent jobs, At a minimum, OJT programs should be made more accountable for
providing extra counselling and supervision for youth in the OJT program——-not just
subsidizing cmployers, Reeent Congressional moves to require participating employvers ©
offer permancnt jobs to high performers s also more consistent with the America Works
approach. Another direction for research on "mixed modes” would he the provision of
supervised apartment buildings for a proportion of young OIT participants,



1. An Action Plan for ihe Administration,

A)

Welfare Reform ~ At least 33.5 billion doliars per year will be available to
experiment with mixed modes of job placcment, job creation, and work expericnce.
{Once welfare reform is fully phased in.}) These jobs however, will be provided
primarily for women because they are the main carctakers for children without income,
Jobs for non—custodial fathers will be provided on a demonstration basis.

Empowerment Zones — Another $3.5 billion will be offered to communities that have
creative ideas and private sector commitments to ¢reating growth and jobs for zone
residents.  This will not only ¢stablish private sector jobs and community service in
the zone, but also linkages to vibrant labor markets nutside the zone. Although this
represents an innovative approach 10 "jobs programs” it may not benefit young black
males if they are the most difficult to employ.

National Service — $1.5 billion over three years will be used to create about 100,000
community service positions and scholarships. The National Scrvice funds will be
used to match private or other federal funds in order to create partnerships for serving
community necds. It 1§ not clear how much this will benefit young, black men. If the
service positiony are filled in a way that "looks Jike America” we would expect Ioss
than 3,000 black men of any age 1o participate over the three years.

Increased funding for Job Corps and YouthBuild. Job Corp funding may rise by
by about $230 million in the 95 budget. HUD has expanded Youthbuild rapidivitidimesesssens..
no federal funding in 1992 10 $48 million in 1994,

e S
Boot Camps for young offenders. The crime bill allocates over $2 billion dollars o
create boot camps.  To the extent that these contain a strong educational component,

they could contribute to building marketable skills.

Aside from Job Corps and YouthBuild, our current jobs agenda may not provide extensive
assistance to young, black men. These programs may, however, increase the employmient

fovels in the communitics where many young, black men grow up. This could assist them by
tightening Jabor markets, providing role models for work, and providing a routine and

structure to life in the commumty which revolves around work. N
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Add even more money to the YouthBuild program or Jobs Corps ($50 io 500
miltion). 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 11-A
{which speads $720 million on incffective youth training), Job Corps also has the
capacity for further expansion. DOL received almost one hundred fully rescarched
proposals for new Job Corps sites, but only mine will be bailt.

Expedite our Civil Rights appointments and el the Attorney General get the
equal opportunity enforcement underway (No cost). This will be an investment in
the motivation of kids by re~opening the doors of opportunity and cxpanding the
number of their role models.  Furthermore, better employment among their relatives
and friends will lead to better job networks for black youth,

Creating New Private Sector Businesses. An alternative to placing people with
existing private sector firms or ¢reating public sector jobs s creating new private
sector firms. A model 15 provided by the Halifax Regional Development Authority
(HRDA) in Canada. In an innovative program 1o get people off public assistance by
providing them with work, HRDA set up a quasi-public corportion to take welfare
money and invest it in the creation of new businesses which employ people who

" receive public assistance. Some of the businesses include recycling and a houschold

appliance repair shop. Studies seem 10 indicate that this was a cost effective way of
providing jobs and getting people off welfare. However, the scale of the project is
rather small with the agency assisting about a half-dozen husinesses with captial and
management, Each business cmploys about 20 people. There is no evidence that the
seale of such an effort could be greatly expanded. '&

Fix JTPA Title II-A (Neo cost). The year-round training program should cmphasize

OIT more than classroom training and require more counselling and support for youth.

The option of requinng some youth 10 live in supervised dormitories and study part-
time should aiso be considered.

Convert existing public jobs into community assistance Jobs (No costy A major
change could be accomplished by shifting the role of existing government programs
from outside intervention to community cmpowerment. I cabinet members agreed,
each sociasl service program could be required to use neighborhood resources——-people,
banks, offices, cte——insofar as possible.  Welfare, housing, and health scrvices should
be required fo try to cmploy those people who use the services and live in the
community first, This docs not mean that they should lower their standards or
discriminate by race. It does 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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Why should we ask private employers to hire disadvantaged workers or zone residents
when we are not willing o insist that our own federal managers do s0?

We know it works. Vista (now National Service) has used this stipulation
successfally to replace the model of benevolent middle class volunteers with a self-~
help, community-based strategy. Under the new welfare program, the pregnancy
prevention strategy is likely 1o include an outreach program in which welfare mothers
counsel teens to avoid pregnancy. Similarly, a local public housing project has
instituted a policy of hinng residents for maintenance wark and improved both
services to tenants and reduced government cosis by increasing tenants® ability to pay
rent.

I this way, new funding for urban revitalization would create jobs for
disadvantaged residents. New moncy will be invested i employing daycare workers
and casework under welfare reform. Inercascd Headstart funding will alse open up
more childcare jobs. In the Empowerment Zanes, communitics will be encouraged to
use social services dotlars to expand community service job opportunitics for residents,
Similarly, HUD is planning some major restructuring of their housing stock in the
coming decade that could provide numerous jobs for disadvantaged workers. Health
reform will crcate numerous jobs as home health aides. Without fowering the
cmployment standards in any of these programs, we could require that people look
first into the communitics that they serve for employees, services, and organizational

support.

Training for government funded jobs (3500 million in grants to a cross section of
federal agencies): To achicve the goal of hiring people in the community without
sacrificing the guality of govarnment services, additional funds for training and
supervision could be helpful. We could create a new competitive grant fund {OmE s soimwe.
povernment scrvice agencics that want to train their customers {or jobs such as
daycare, housing maintenance, communitly outreach, etc.  Whether the funds-aféhdici
for supported work or classroom proparation, successful candidates would receive a
permancnt job offcr in the public scctor,

This would build on the 1dea above, hut make extra resources available to
accomplish . Sincc the number of people hired 1n a3 community might be constrained
by the number of qualificd people, this would expand the cffectiveness of the
community-based approach. We should be funding training for rcal jobs in the public
sector as well as private sector.

Create a work/study program (No cost). Allow states to require federal contractors |
working in the inncr—city (o set aside at 5% of their jobs for disadvantaged youth if

the state provides subsidics and extra training or counselling on the side. These jobs

cat be subsidized by the TITC, national service, ITPA, welfarc to work, or other

funds. It would put the kids in the mainstrcam and offer support to stay in the job

and move shead. Andrew Cuomo has expressed interest in supporting states that

move in this direction.
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Attachment A
AMERICA WORKS!

Deseriptiom:  America Works is u private, for-profit company that places women who
have received welfare recipients for an average of five years {n private scctor jobs
paying about $15,000 and providing full benefits.” They offcr about 4 weeks of
oricntation and work habits training in addition to typing and other basic skills. After
graduating from the orientation course, the participant goes out on job intervicws until
a placement is found. For the first six months the welfare recipient works for a
paycheck 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 ¢all the agency if there are any supervisory problems, At the end of six months, a
permancnt job is offered if the employee has worked well, The welfare besefits cnd,
the company puts the person on the payroll with full beaefits and America Works
receives a $5,000 payment from the welfare agency.

Cost/Benefit: A 35,000 payment per person for nine mwonths of work and an offer of a
permanent job is very cheap compared o $10,000 or 30,0000 for a public job that
ends. America Works acknowledges, however, that the TITC and 6 months of welfare
henefits in addition to the $5,000 bonus makes participation more economically
attractive to employers.  Even counting the cost of the TITC and the welfare benefits,
placing people in pcrmancent, private sector jobs through America Works is at the same
cost a8 a temporary, government job.

Description:  JTPA's OIT program places participants in subsidized, private sector
jobs in which the employers are supposed to provide training and possibly permanent
placement. Program design varics constderably since they are operated under the
authority of local public-private partnerships know as Private Industry Councils
{PICs). Funds from Tile 1I~A of the JTPA can be used for classroom training for
youth and adults as well as OJT. Some programs probably provide more supportive
services for the OIT participants than others. None of the programs are residential,

_ Cost/Benefit: Title II-A spends a ttal of $1.8 billion apnually on services such as
QIT, cducation, and job search asgistance for about one million low income adults.
OIT slots cost about $4,000 per porson. A national study of JTPA found that the QJT
was more begeficial than classtoom training for adult men and women, However, for
men and women aged 16 to 21, both classroom and OJT programs under title 11~A

have & pegative impact on earnings relative to peers. Poor evaluation design may
account for these results with insufficicnt comection for sclection bias problems like
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high rates of prison records among JTPA youth. Altematively, poor program
implementation may account for the dismal results.  For example, OJT subsidics are
used to attract new cconomic developers and (o subsidize jobs for long periods with
no measurable value for building skills. Congress has moved to limit the use of
subsidies in firms which do not provide a permancnt job offer at the end of the

training period,

Also attached:
Census numbers of young, black men in 1991,
Summary of National ITPA Study (2 pp.)

Suminary of YouthBuild 2 pp.)
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Persons in 1991

Table 5. Age, Sex, Household Relationship, and Hispanic Origin, by Poverty Status of
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Does JTPA Increase Employment and Eomings and
Pecrease Welfore Dependence? s It Cosk-Effective?

With disappoiniing evaluation rasults, the Clinten Administrofion plans o hold JTPA
spencding ut current lovels until more sffective approaches can be developed.

Background The Job Training Parnership Act TPA) program is the major fedenlly
Runded training program for economically disadvantaged workers, At 3 cosi of
approximately 31.8 billion annually, JTPA Tide JI-A programs serve roughly ong
million iow~income participants.

Alihough the federml govermment has funided services through JTPA and its
predecessor programs for more than 25 years, there have always been questions
about impact and elffectiveness. Early evaluations thar compared thee post-program
experience of panicipants with that of 3 group drawn from national survey dats vield.
ed conflicing and inconclusive resulls, In 1986, the Deparyment of labor funded the
National JTPA Study 1 obtain reliable estimates of the program's impact by randomly
assigning appdicanis githes (o the program or 10 3 control group.

Program Design

Thir Nobonod SIPA Study meosred Fe sffeds of engelng JTPA progrovas in 16 leoul Servics Defivery Arwss
(50Ks) wrons ten cmmiry. Koch pravided v range of sarvioss thet intuded tissaroam raining in psriocm]
shills, wor-tha-job frwiming W privae Frema (OIT), job saarvh weaistonoe (15A), busic sduoation, werk @xperiencs,
end o variety of other ises inbensiva sinpleywent ond troining servicss. Porficipants shen secebwed Bl
sricme a0 For thm porposas of arvbysis, they wers wiegorizm oo thees “ivice Srabegy” mibgrovps o the

nesis of the srvicss fmr which they wers recormended of pregrom wivry. Thee schaded: —

we Tiwn Chonsroraine Troiving sirolegy which wes dafiyud 1. indude sunple rmunbars baoed fow chisa -
mﬂwzmmwmbmnwmﬁmdmmm,hmmmw
insva buwr cocorninendecl, Mt JT2A enrollem in this wbgravp subssquently received sither sowupaions!
akille treining we bais sdocation, we bath,

w Thu QOJT/ISA strewniry witich was dafied vo inchade sample marnbers recsnvmsndaed boe GIT bt nat for
cassronens traiing in wocapationel skiks, regardiess of wiy sther services fur which they rmwy hawe basn
rocowyvandud. Mest FPA snrelens in this subgravp subsquently racevd sither GIT or 254, oe oth.

o The Cbwer Servicus sivasegy wivkch wwns defirend 3o iesdhade surnple cwrnkas wive wans sacvesrvandod -
tha fow wecpiatmnal vidls treining ser for OIF. Mot adulte in this swbgroup reoviesd aithws 254 v e s
wvnw of 9 vorimty wi bess irtansboe srvices plesrlly vimad at inwnediuke pi # e Iicenm juvi.
Most yonahs In Hhis subgraum rocoived pervices intwided aithae %0 remady deficancies it venrcraioted
skills o 3o betier dafine their yecutioncl inferests end opiitudes, wods o kaaic aducatien, ntr-raadnme b
ing, vocotivnal axpiecotion, wel iry-sut emplvyment,
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An Introduction te YouthBuild

he YouthiBuild movement, growing out of
the Youth Acdon Program in East Harlem
in 1988 and already extending to 45 states, is cre-
ating a grounidswell of programs which are com-
mirted to enabling young peopie to rebuild their
communities and take charge of their own lives,

Thevehicle for this is the YouthBuiid program. We

are building this movement by doing the follow-

ing

* providing technical assistance and extensive
raining 1o groups committed (0 developing
YouthBuid programs;

» organizing the YouhBuild Coalidon o advo-
cate for funding and to link interested groups
with each othern;

* developing a nadonal core of youth leaders
who can share leadership of the YouthBuild
Coalition;

* providing waining to adulis io the theory and
methed of vouth leadership developmentas a
central part of youth pragramming.

Thete aze currendy more than 200 groups in
the United States that want 1o launch YouthBuild
programs. There are 383 groups in 45 states that
have joined the Coalition. There are 50 young
people from ten states in the leadership core, 19
of whom are oo the Steering Commitiee of the
YouthBuild Coalition. along with seven adult
leaders of local programs.

Summary of YouthBuiid Pragram Design

In YouthBuild programs, young people with
an inierest in rebuilding their communides are
rained in consyrucdon skills for [2to 18 months,
while they rehabilitate sbandoned bulldings ©
provide affordable permanent housing for
homeless or very low income people. In rural
areas they construct new housing, since there are
few abandoned buildings.

We work dosely with selected
groups possessing a high level of
cormymitrment, organizational capacity,
and philosophical agreement.

Students artend academic classes for half of
the program tme, mastering basic skills and pre-
paring for their high schoolequivalency diploma.
Also builtinto the program are individual coun-
seling, peer supportgroups, driver’s license train-
ing, recrearion, and cultural activites.

Major emphasis is placed on providing op-
portunides for young people 1o develop as fead-
ers through decision-making that affects the pro-
gram and s policies, through involvement in
community life, and through leadership maining

At the end of the program, graduates usually
obiain unsubsidized jobsin the construction in-
dustry whers they earn from $6.00 1o $18.00'an
hour. Follow-up counseling and supporn groups
are available. Everyeffortis made during the pro-
gram and afterwards to include trainees in pre-
apprenticeship programs so that they may gain
entry into the consmuction-related unions.

The program is comprehensive. It works ex-
tremely well for young men who have dropped
out of school, since it gives them achance to play
a profoundly useful and respected role in their
community, building the most essential com-
modity needed by their families and neighbors:
affordable housing This restores them to the tra-
didanal role filled by young met in healthy com-
munities The prograrn also works well for young
women interested in nontraditional careers.

frantinues;

YoulrBesid 05A, 5B Day Streer, PO Sos #4311

Satherectiy, P& J§tes -

F5ET) 5219900 Tax 613-4330
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Origins and Background of tha Program

The YouthBuild progran: was pioneered by
the Youth Action Program of the East Harlem
Block Schools berween 1978 and 1984, In 1984,
responding to an upsurge of community support
forYouthiBuild, the NewYork City Deparumnent of
Emplovment replicated it by funding rwo addi-
gonal agencies. One of these, the Banana Kelly
Community Improvement Association in the
South Bronx, joined the Youth Action Program in
providing assistance to other groups through the
national YouthBuiid Coalition.

In addition. Public/Private Ventures, a na-
tional research and demoensgation agency, hasg
praven a variation of the model workabie inmore
than a dozen cities under the name "Venwres in
Community Improvement” (VICIL

The Replication Process

We are providing general informadon, in-
cluding a comprehensive implementation
manua!, w all interested groups, and inviting all
to periodic three-day raining seminars, Wework
closely with selected gyoups possessing a high
leve! of commitment, organizational capacity,
and philosophical agreement

There are now 15 YouthBuild programs of
various sizes operating in Atlantic City, Boston,
Cleveland, Decatur (Georgla), Gadsden County
(Florida), Gary, Indianapoiis, Los Angeles, Mil-
wattkee, NewYork City, Philadeiphia, Pirsburgh,
St. Louis, San Francisco, and Tallahassee,

In the ¢urrent period, replication is depen-
dent on private funds and locally-raised public
funds.

The YouthBuiid Legisiation

The YouthBuild Act (H.R. 501}, authorizing
$200 million for YouthBuild programs adminis.
tered trough HUD, wasintroduced inthe House

of Representatives by Congressman Major
Owens of Brookiyn in 1990, Senator John Kerry
of Massachusets ingoduced it in the Senate as
S 110010 1891,

After two years of energetic advocacy, the bill
was passed into law as "Subtitle D—Hope for
Youth: Youthbuild,” in the Housing and Commu-
nity Development Act of 1992, Congress directed:
HUD to spend a 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 fundswill be administered by the
United States Department of Housing and Urban
Development, through a competitive process.

YouthBuitd USA :

The YouthBuild effort has generared real
mormentum. As a result, YouthBuild U5A incor-
porated in 1990 as a separate national organiza-
tion o carry sut the YouthBuild replication pro-
cess, 1o provide training in youth leadership
development for interested youth-involvine or-
ganizations, and to ensure that the YouthBuild
Coalition has an impart on natonal policyFect-
ing young people.

For Mors Information
Contact us at
YouthBuild U8A
$8 Day Street, RO, Box 440322
Somervilie, MA 0214
{B17)623-9900
Fax: 623-4331

YourrBuiio wis, 38 Day Sireet

PO Bos #4301, Samarvilie, MA& Ghrad

(61718239900 Fax §3).433¢
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WASHINGTON __é
01/03/94
DATE: 78379

CAROL RABCO

ROBERT RUBIN

GEQRGE STEPHANOPOULOS
GENE SPERLING -

NOTE FOR:

'The President has reviewed the attached, and it is forwarded to you

for yout:
Information R/
Action I
Thank you, JOHN D. PODESTA
Asaistant to the President
and Staff Scceetary
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT P
THE BECRETARY

WASHINGTON, D.C. 20410, - LR ey T

TO: Prasident Bill Clinton \Ti\’if 5 Uf_‘;j z;eg gm*cj ’
FROM: Secretary Henry 6. Cisneros ’

DATYE: Rovember 24, 1593

Myr. President, I have two subjects to draw to your attention:

1. OCur nation’s ciries and communities ave in deepsr
trouble than T imagined when you nominated me to be Secretary of
HUD & little less than a year sgo. The crime that is ¢0 widely
reported is but one manifestation of our nation’'g pain. I join
ali who have applauded the speech you deliverad in Memphig last
waelk, at conce heartfelt and Pregidential. I also know that while
you are corxrect that there is much that we as Americans must do
in the realm of civic engagement aznd moral renewal, that our
people need heip from their government. There will come a moment
when pecple will say: "Yes, Mr. President, we hear you, but we
nged your help. We neged you to do something”. Already the
critics say we have no beef behind our good intentions on matters !
of urban investment and race. N

Mr., President, those ¢ritics are wrong. _You have in wlace the

threads of programs which can be woven togSEREE ifta a._goherent

Fabric of urban BoliTy. TheY reguire careful  inlaiwesviig-.ad
ke —r-whole bt whak -vou-tavE alTeady pub in place makes a

Earn Income Tax {fredaf--will 1ift 20 milliion of the
working poor ocut of poverty.

e 30 Bonds--will support
afﬁordable hom&ownershzg for 130, 308 firse-cime hom@buyers
paer year.

gen&rate“ﬁlnan61ng for 135 GDO new unitsg aﬁvaffmrdable
houging per year.

C Shaie - -wWwill expand education
apgcrnunlblﬁa for 1.4 million low-income children.
1mmun1zaﬁ“en for 3. 5 mzlllon at-visk chzi&ren per Year,

National Service--will create 100,000 new community service
workerg in the next 3 three yvearns.



2 3 i : 2 egy-will prcvlde ‘2
afanamlc &mpewermenn faz/. in 104 low-income
communities and create 140, L€ ob vfr ye&r*

Strengthening the Community Reinvegtment Act--will increase
community lending by up to §3 billion per yvear.

Anti-Crime Legiglation--will put 106,000 more police on
community streets.

Equally important are your initiatives in process:

Community Development Bankg--will generate %2 billion in
community investment and creats up to 80,000 new jobs.

Welfare Reform--will move half a million adults from welfare
to work.

Bealth Care Reform--will provide basic coverage for

37 million uninsured people.

Workey Training--will assigt or retrain 1.6 million workers
per year. )

I believe the time has come to pull these sfforts together and
explain how they support sach other and work together. Through a
serigs of Presidenrial actions you could arciculate the themes
that tie these programg rogether into a meaningful whole. Sugh
an effort would answer the critique that we have no urban
commitment and are unwillinhg bo speak to the program needs of the
urban peor beyond foousing on self-help ideas. I belisve you can
do thias - gstressing those programs that broadly touch all
Americans {i.e., health care) - in a way that does not alienate
suburban voteraz. I do believe it is imporitant that you spsak to
your urban base and describe what you are doing for poor and
W people—Efrer~Fhe pPresident has gpoken it will also
allow those of ug in the departments to appropriately present the
Adminpistration's urban strategy when we are called upon to do s
You are already doing s lobi—it—te-time o poliic-atri-coseld
Wovou were wight in Memphis, just not finished.

2. My second point relates to themes that strike &
rhetorical middle ground betwesen your Memphig points and old-
style urban advocacy. You see, I don't believe vou will be able
to speak for much longer about what people must do for themselves
concerning family disintegration and couch the issues in the
rubric of concerns about c¢rime. Nor can you revert to the
sixtisg language of big scale urban strategies; there isn‘t
encough meney, no one believes they would work, and the
congressional will is non-existent. But I belisve you will Bave~™
vto find a way o speak of urban problems because they are s

li
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acube.

We at BUD have been working on two themes which give coherence to
our work and which may be ugsful to you:

A. The first is our angwer to Jack Kemp's much toutsd resident
owWnersiip program. We will arm you with a homeownership Tecord
THEre W1 dWarT what Kemp could have done with his approach. We
are calling it *Project Transitions®*. The idea is that we can
help people sté§'§§l§“T§8&&?“vf~aﬁéisﬁaﬁce and climb toward self-
sufficiency. Tt implies pelicies which are dynamic, providing
movenent upward to something better, instead of static services.
This is easy enough to visualize, but hard to carry out begause

S0 MUK I§ AaCtullly related U6 "YEinventifg YuvaIiEiEnt T ("It is

R A IV y e oV I A ST L S T and Funct ions c:fe Loy er so

that we help people climb from one step to the next, yreinterpret-
ing government’s role so that we see our respontityilities as
preparing people for A next stage.

o _

At HUD, Project Transitions will take many forms. It will mean

elping residents ubhlic housing move f£rom welfarse dependence
to gainful &mploymeaté];%é many cases, we have the jobs --
generated by publiT housing rehabilitation, lead-basged paint
abatement and other federally-fundsd activicies., In fact, we ars
required by law to use federxal housing assistsncee to create -iobs
for low-income r@&idantgz} What we need is training, education,
child czrs servicss, union involvement; supports iiiF wther

agencies -- DOL, HHS, DOE -- gan and should provide

LT T .

{ Project Transitions will also mean helping working families -- in
public housing and elsewhere -- move from reater gtatus Lo
homsownership.) In many areas, we have single family homes
available sale -- f£rom FHA's inventory of defaulted homes.
Wiat all working families need is homeownership counseling -- to

prepare them for the burdens of owning. We’'re seeking a tripling
of funding for our counseling programs. In some gages, they may
nead moxtgage subsidies., That’'s why we’'re experimenting with
using rental vouchers for homgownesrship; many low-income families
already receive federal support for rent -- why not take the
legical next step and use it for mortgage paymentdg.

We balieve this will be our answer to the previous
Administration’s version of ownership, which was to sell large
public housing developments to the tepants. That idea was flawed
in that it did not address massive deferred maintenance and was
not accurate about the amoudit-wf-subgidy deeded for residents
without jobs. We expact we can trangition rens of thousands more
families to stable homeownership than ever imagined. This has
never been done using public housing as the bhase., It can be &
maior SUCCEesSs as & strategy that you will be able to point to
over the next several years, :




To apply thig concept of *transition® more broadly requires the
spirvit of reinvention. It reguires a driving force such as I
believe the Community Enterprise Board will be with the Vice
Pregident ag the chair. As I have worked on HUD g version of
Project Trangition, I have found that it has immediate appeal
among such diverse expearts as the staffs of Senate commitises,
naticnal housing providers, and mayors. I submit It to you ag
one of chose chemes that can help you pull your human programsg
vogather, can give context Lo your "reinventing® efforts, and can
infuge an upward momentum inte your community-building message,

B. (;;mmher theme has helped us bridge the perennial dilemma at
HGZ as to whether we should concentrate our efforts on

revitalizing poor neighborhoods or providing mobility for people
Lo get ag&fﬁ}lt ig a classic argument that pervades avery
digcussion 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 iive in
suburban settings, but are prevented by discriminatory housing
practices or unfair mortgage lending then they have no choice.
The operative conclusion for HUD, then, i3 that we must work on
parallel tracks - central city neighborhood revitalization gug
mobility and fair housing. Our job is to help people achieve
maximim choice. ' '

You may find the idea of *choice” a useful rhetorical
construct for a whole series of policies that have diminishing
acceptance with the general public: civil rights, falir housing,
equal employment opportunity, and urban policies.  To the general
pubilic the idea of choice suyggests we are willing to level the
playing field, but it is still up to individuals to choose what
they want to make of cpportunities. To many minorities,
achieving a position in socilety where real choices are possible
is a far cry from today’s experignce. Cheice implies fairness,
it implies breatment as equals, it implies a world of mature
judgernents where individuals can chart their destinles, 1t
implies our gystem works for everyons, It allowg you to work on
gagential policies, though they may have lessened appeal Lo the
general public, by stating them in the basic language of giving
Americans & fair choice, ,



WHITE HOUSE NOTEBOOK

CLINTON NURTURES HIGH HOPES . ..

efore a roomivl of black educators
B who'd gathered to watch i sign

zn exccutive order on Nov, ) 10
benefit Mgroricelly black colleges, Presis
derat Clinton came to the end of bis prer
parest remarks, 1ook 2 decp breath and
started 10 doscribe “a very disturhing a1t
che™ he'd sead that moming in 7he Wash.
ingron Post, 1¢ was ahout the impact of
crime on children in an especiafly grim
neighborhood of the nation’s capital,
Maost moving 1o Clinton was the descrip-
tion of an 11.year-old girl who was plan-
ning her own funeral, '

He hasn'y stopped talking about her
sintewon NBC News's Meer the Pregs, at
3 Whitc Housc news conference, 8t the
Memphis church where the Rev. Mantin
Luther King Jr_ bad foreshadowed his
own desth the night before he was kilisd,
And he shows no signs of stopping. Cline
ton, 85 wel 3z bis vafe, 2 White Houe
official sad, has sent word 1o the staff
ihat erime iz an lssue fthat he plans o}
spent 2 tot of eime an in the aear futaee”
#1 & sucesssion of public events in the
wake of the tumult over the Mol Ame
ican Free Trade Agreement.

But i('s clear that Clinton has more in
mind than crime. His trail of talk about
erine, & senior 2ide said, is “a son of 4
eultural sttack on the kind of violence
and dissohution of sociery that somes in
sthvance of irvisg 10 fix” the underlying
protioms of poverty. By using crime a3
the springboard for an gifornt (o reverse
the social decay, Clinton might avoid
scanse of the political pain thay Democrats
have suflered in caslicr, sporadic st-
tevpts. At his Nov. 10 news conference,
he seized on an innocoous question abomt
his plans 1o combat crime to deliver a
heartfelt plea abowt the larger problems.

“We have to rebuild families snd tom.
munities in this country,” he said, *We've
got to take more responsibility for these
listde kids before they grow up and stant
shooting cach sther. | know the budget is
ugh, . .. ot Pim telling you, we have w0
deal with family, community [and] educa-
tion”™ and 1o find jobs for members of
socicty’s underciass to bring strurture 10
thedr Hves, -

*We Bave to make our people whole
again,” he deciared four days fater in
Meamphis,

Mot only in his chetoric but abo it
array of policy inkiatives that bis Admin.
istration has i mind, Clintor: has shown
signs of the ambitiousness about righting,

social wrongs that Presidest Johoson
showed, “1n the next 40 years, we must
rebudd the entire urban United States,”
Johnason said in unveiling the Great Soci-
eiy in a 1964 commencement address at
the Lindversity of Michigan.

£3inton snd his advisers seem to be
shinking on » simitar scale. “The Ashilies
beel of the American future.” Housing
andd Uy Development (HUD) Sesse.
tary Heney G Cisneros warned in an
injerview, is “an angry, growing, rigid
underelass” that, if lefe o fanguish, »ill
jeopardize the pation’s standard of fiving
beyond the first quarter of the nex contu-
ry. ¥} don't think it is our ambition 1o ¢nd
poverty with federal initiatives,” Cisneros
saidd, but “1 think the President belioves
he can make a dramatic dent in poverty,
i homielessness, in crime and the other
pathologics” by the end of & second Lerm
o affice i the economy thrives and if
Washingion works in andem with state
and focal poverpments, busineses, fabor
pujons, churches and other institutions.

Ctinton matches Jobasan's passion
sbour sddressing sovieny’s ilis, “but he
and the people ssound him don't have
the same level of confidence that we
koow all the answers,” William A, (al
ston, a deputy White House domestic
poslicy adviser, said. So far, they're feeling
their way, toward 2n ideological amalgam
of the Left and Right that views the gov-

ermnent as something of a catalyst. B i
the theciogy has remained fuzzy, some of
the themes dre becoming deasr, Clinton™s
wdvisers profess a disdain for the big
burcaucracies that the Gres Secicty used
ang # preference insiesd for sotutions
designed locle by locale, They speak of
“leveraging” federal dollars and “empow.
ering” communities 10 solve their probe
fems themselves,

Their approack is simifar o the notion
of "smpowerment” that @ aetwork of
somservatives in Uie Bush Adminiration
pushied 83 & response o sacial aeeds, Bur
thers's a big differcnce. President Bush's
domestic activisis got guashed in the
Administration’s inner councils. (linton’s
nre geiting somewhere,

Clinton huasnt packaged his policies
into a flashy whole and may have no
intention of doing 50, But his Adminiiea-
tion hos been moving on a bou of fronts.
Spme of his proposais are already in
phace. The budget bill enasted in August
ereated ning “cmpowerment zores” snd
9% “eaterprise communities” 10 be oligi-
btz Jor $3.5 billion in federal help; it also
expanded the camed-income tax credit,
whichs Galston described 23 “s glant siep
toward the abolition of the working poor
in this country.” At HUD, 3100 million
was added 1 the budpet 10ty now ways
for cities to thwart bomelessness, $113
million more (0 move poor femilies inw

!
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BURT SOLOMOR

. - - FOR RIGHTING SOCIETY’S WRONGS

bever peighborhoods as well a5 smalles
emounts that loundations and labo:
umon penasion funds may parkay inte $200
iflion Spent in goOr communities,

I September, CHalon sci up & Cabi
net-leve! Community Emterprise Board,
chaived by Viee President Afbers Gore
Jr.. thats supposed 1o heip comamunines
cut through the thicke: of rules and 1o
bester fit the foderat aid they gel 1o iocal
prohlems. Gore and his staff spent the fali
getting counse! from pancls of experts on
parts of 2 “community empowgrment”
agenda, including crestive ways to finance
business oxpansion and (0 spur communis
1ies o plotting setion. Within six
months, Gore's saff hopes 10 design an
application progess that, by itsel!, will
prampl local officials to think of new
ways (G ease souiely’s troubles, “Of
eourse we dotl know hiow 1o solve” the
sorts of problems that causc children 1o
plap their own funerals, Elaine Clulls
Kamarck, n domestic polivy adviser to
Gore, acknowledged. But, she added,
"you o find . . . & program here, @ pro-
gram there™ that Bas shown succesy s and
ean be emulated slsowhere,

{Hther Administration proposals are
inching through Congress. The cnme k=g
siation that's moving towsrd cnactment
would sulsidizr the hiring of a5 many as
HXL000 police pificers by local commuani
fies that ceaft sheewd plans {or wsing

wre o

them, Also running the congressional
gantier is a bill 1hat would create s string
of “community development banks® 10
iend money in scighborhoods that com»
merciaily miaded banks ignore. Congress
is aiso comsidering HUD s wish to fxfdle
with #s rules so that poblic hoasing wen-
anis whe find jobs dos't sce theit rents
iz i Jockstep with gair incomes,

Other proposais are in 1he wings,
Adminisiration officials have been fashe
ioning s weifare reform plan that is Likely
10 bespme 3 paliticst centgrpiece for
Ciinton next yosr. The Departments of
Justice and of Health and Human Ser-
vives {HHS) sre sprarbeading work on
what Clindon rzeenty described &2 %3
comprehensive approach to the whole
issug Of vinlence in our soisty.” HHS
Secretary Donna B, Shatalz, »t (linton's
befest, set up an advisory commitice that

" is expected to swiftly uncork praposals 10

exrend the Head Stan program beyond 4

" a0d S-ycar-plids o enroll younger ¢hil-

degn, o & recent spesch, Carol H. Raseo,
Clintos's top domesiiv policy adviser,
cammutszd the Adminisgration fosci upa
high-fevel inleragency group fo ponder
the problems of children and familics,
Combined with Clinton’s hope 1o
gxend health inssrance 1o all Amerieans,
“you have much more than an eat-crime
agends,” Cisacros sad. "t docs seek o
deal with the larger social questions.”

How suecessiuily, however, is far from
clear. For one thing, Qlinton's agenda i
buiging alrepdy—-notably, with bealik
care reform. Can poverty be made a
max thruse, 1007 “You got me,” o Whize
House official replied. *“The Adminisiza-
tion has many major thrusis”

Nor are Administeztion officials of a
single mind abestnt the course they're on.
Somc at HHS s said 1o have fought a
waiver the Adminisivation recently grant
wd 1o Wisconsin 10 Wy 2 reform simifar 10
whast CHaton wantisw-to give welfare
recipients owo years of farreaching belp
befare cutting them off, The decision
aggrieved the Children’s Defense Fund,
which Hitlayy Bodham Clintoss and Sha-
lalz once ehmired and whose ksawber and
president is Marian Wright Edelman, the
wife of Shalala adviser Peter Edelman,
The waiver was granted because "ihe
President just inusted” an Adminksisa-
tien confidant sald.

A bigger hindrance 10 Clinton's social
policy arablitions is maney. “A kot uf these
socisl experiments are nol going 10 be
cheap” Will Marshall, the presiden: of
the Progressive Policy Instituie znd 3
champion of empgwerment, said. Cors,
munitly poticing costs a bundle, he said,
and so does wel{are reform, #1 lzast in the
shors run. And the steps that are cheap
arew't Bkely @ have &8 much impact, Bot
with heaith care reforns sa costly and the
federal debt unrzizating, there's “oo
fucking money, T'mon,” 4 Whie House
aide said. “Not 3 praver,”

Insigad, Climion's acrivisty ate hoping
1o dip isto billions of doilars that
Congress appropriated for housing but
Buth never spest, squeeze more from
outsiders and put the money already at
thair disposal 1o simarter use. Clinton also
plans (o mount the bully pulpit, as federal
officials have done 10 discoursge stoking
and Blegal drug use.

Rhetoric, of course, goes enly so far,
Chnton could issue daily exhortations
Bgainst, say, teonage pregrancy and siil
fail 10 stanch z trend that sociclogises
biame for s much else. And be must be

. careful oot Lo raise expecsaticns for more

change thaw be can dellver. Tinmer |
expectations helped 1o wigger the urban
oty of the 196{%.

Bt Clinton needn't akolish povesty or
crime to make 8 mark. Just o get the
trends ¢f social decuy moving in the right
direction at jast, Galston said—"that's the
legacy we veant 10 leave” [
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MEMORANDUM FGR: COMMUNITY ?\;}5!%??158 BOARD

l) M;;:yi,\h

FROM: : LAURA TYSO
JOE STIGLITY {'
SURYECT: EVALUATION OF EMPOWERMENT ZONES PROGRAM

At the initial meeting 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 guite vague.
Thig issue concerns us because an sbiective evaluation of the
empowerment zone program is crucial if the program is to be
expanded in the future. A comprehengive 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
characteristice of the communities where the program works best,
alloewing future selections to be made where the probability of
success is largest.

Accordingly, we propoese that we attempt to contract with the
National Academy of Sclence (NAS) to conduct an in-depth study of
the entire Empowerment Zone/Enterprise Community program. The
NAS 1s an impartial evaluator, and their weork in difficult areas
of analysis is of the highest caliber., An svaluation by the HAS
would be consistent with the Administration’s oft-stated position
that decisions should be hased on the most oredible information
available. Moreover, it is our understanding that the
Empowerment Zone legislation proposed by the Administration
called for an appropriation te fund two studies under the
auspices of the NAS, one due in 1397 and one due ten years after
enactment.. This provisioen vas removed due to Senate concerns
about the Byrd rule, which puts any non-germane material
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 original intent of the sponsors of the legislation.

we would be happy to discuss this matter with yvou, and hope
the group can reach an agreement on it at the next meeting of the
Comnunity Enterprise Board.
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February 25, 1994 1% dw.w‘?
MEMORANDUM FOR LARRY KATZ \ Yo prnrmes
FROM: PAUL DIMOND ‘ o \_/
SUBJECT: UNDER- AND UNEMPLOYMENT OF AFRICAN-AMERICAN

MALES

Thanks for your call this moming. ILet me know how I can help in drafting a st of
shorter term and Jong range options for consideration by Bob and Carol.

Enclosed for your review are two brief papers from Bill Dickens of the CEA and Bill
Spriggs of NCEP with 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:

o combining an anti~discrimination campaigs in employment (including the use of
testers) with an affirmative education and networking campaign to connect qualified
minorities with available jobs throughout the local labor markets?

» vigorous minority business promotion (where the statistics 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 experiznce with employment
discrimination and minonity business issues), and with Tim Bates (202-554-3504, who has
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
African~American males who are married, is there a sensible Jopg—term strategy that would
encourage marriage and discourage out—of-wediok births? I know the cause and effect
problems here, bot if there is 3 way (o influence this dynamic, it could benefit both parents
and their children -~ perhaps, helping to end welfare and black male unemployment as we
know it?7 | recently had a conversation with Greg Duncan (the dean of poventy research,
much like Richard Frecman is the dean of black employment rescarch): be has moved from 3
defense of the efficacy of income redistribution in Europe and Canada to a much "tougher™
opportunity and responsibility approach as the more ¢ffective means to reward work and 10
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 issucs more
fally with Bill Galston and Greg.


http:Enci<)f.ed

How to Address Inner~City Labor Market Problems

Bil) 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 place, or are
develeoping, 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 Problems

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 sapplxad.
There are three reasons for this:

* Studies show that the best way 1o get a job is through |
personal contacts ~~ to find a job good Job it helps to know
someone who has one. In areas of concentrated unemployvwment,
too many unesployed people are forced to rely on the ¢ontacts
of too few employved people,

. Schools and other gocial institutions in areas of concentrated
poverty do not adequately prepare young people for work.
Younyg people in these environments are likely to lack both
formal skills (such as literacy and numeracy) and affective
characteristics (how one should behave at work) necessary for
emplioynent.

. Employment and housing discrimination continue to linmit
opportunity and act as disincentives that Xkeeps people fronm
acquiring job skills. Recent studies using matched pairs of
black and white testers have deponstrated the significance of
hiring and housing discrimination.

The problem is not a lack of jobs in the inner-city ~~ few
people work in their own neighborhoeods. Studies consistently find
no link between location of jobs and neighborhood unemployment
rates. This is not surprising 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 guccess not only provided transportation, but
also arranged job interviews (thus solving the problem of lack of
conngctions) .



%hat Can Be Done?

Twe strategies have been ghown to work:

Organize communitiss. Highly organized communities ~~- such as
washington D.C.’s Kenilworth~pParkside -~ have beaen able to
overcomne problems of crime and unemployment by concerted
community effort. Community organizations directly address
the problem of helping people prepare for work and alsoc help
crganize employment services. Kenilworth-Parkside operates
its own employment agency. Unfortunately, the success stories
seem highly dependent on the energy of a few committed pecple
{such as Kenilworth~Parkside’s Kimi Grey}, 8o it is not c¢lear
what we could do to encourage this on a large scale, stili,
our policies should facilitate rather than hinder such
initiatives. )

Break Up Concentraticns of Poverty. Low income families are
much better off when they are not economicelly isclated.
Sstuydies of Chicago’s court ordered public housing
desegregation, and differences in life outcemes .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 housing, urban and labor
market policies could be used to help break«up concentrations
of poverty, including accelerating the growth of the housing
vouchers program, and improving jincentives 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 conmplimented by two additional efforts:

Action to raduce the effocts of discrimination. More vigorous
enforcement of anti-discrimination law is needed ta increase
the effects of other policies. Studies of who hires minoritvy
workers suggest that the development of more minority
businesses would improve minority employment prospects.

Help FPeople Maxe Conpocstions. The jok placement company
Amgrica Works shows that a short program of motivation, and
training in basic job decorum, can effectively prepare long-
term welfare mothers for successful employment at good
companies, By initially offering 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 Jjobs
program. The development of other programs that could help
connest people to the labor market -- such as school-to«work -
~ should ke followed to be sure they serve the populations
that nesd the ¢onnections most,
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MEMORANDUM FOR Piul Dimand
Ditscwor 10 Nadonal Ecanomic Council

FROM: William Sprigas
Dircctor-deaignate .

RE: Disparats Unomployment Rate of Black Males .

This is in response to our eonvarsation, Tuesduy, Februszy 15, Since thet convarestion, Tony
Camovals and I have aiked about this issue, and the NEC's toncem as he anderetands it [ am
very inierested in this igsue, and would want 1o be as involved aa much ax [ can with it. JTam
very familiar with the scholership in this sres, snd with the plsyers rapraganting the constitueney,
1 hope there is room for me w play & vle,

You asked for a briof meme putlining the prablem of unemployment for African Amsrican males
s I see it Lot mo preface this with my belic! that I think the problem as most oflen discussed
hae ingorrectly boen on the so-called “undercalss™  This focus Iy tot narrow because the
deterioration in labor market sutcomes for African Amotican malss, particularly young aduits,
has been scross the educsting, insome and locstion tpectram. A solution simed &8 only an¢ wnd
of the income distribution i thersfare ignoring the broader trend. And, I belisve ths broader
uend is the grearer danger.

The dispaiity in African Amarican and white male unempicymaent ratex is not naw. So 2 polic
issue is to understand the persistenco in the gep. Yot & more importan! policy quastion 18 :Ky
the gap in the &inomic fortunes ol AIncan ARericen snd white males grew in the 1980s,
During the 19703, the ratic of unemployment for adult male Afvican Americans 1o whites was
2.2, and in the 19802 grew 10 2.4, This was despite 8 dramatic increase in the sducsdopal
atiginment of African American men comparcy Witk whites,

A teason for the difference in the 1980z xnd 19708 may be found in the wesker relstionship
between ths unemployment rats of adult male African Amsncans xnd genersl cconomic growth
than is wue for white males. My own work an this, using speciral enalysis, shows that the
corralation betwesn gquerterly unemployment ratas and the quarterly growth rates of GDP are
lower for African American men than whites for economic cycles of every langth. Thit seggests
8 structural reason can explain the g in unemploymant rates.
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Examining the growing disparity in wagss for African American and whits men, after vontrolling
for differsnoes in educstion and region, reinforces the argument for & structural reasen. Studies
using cross-sections of individuals from the Current Population Survey by William Rodgen
{Coliegs of William and Mory), snd John Bouad (University of Michigen) and Richard Fraeman
(Harvard) thow that ths gap grow most for the sarting wages of college sducatsd men. An
analysit of Iongirudinal dats from the Pase! Study for Incoms Dynamics by Staven Rore (hers
at the Commission) shows that for primte working-age, tollege-aducaied men, African Americens
ware simost Twics as liksly as whitat to eufFar & los in income from the start to the end of the
i980s. Looking &t high schaol praduates, Divid Howall (New School} found it from 1979 ©
198% the changs in the industry and oczupstion mix of high school gradustes wan foss
unfavorskbie to young white males {ages 19-33) than to African Americans. Young white high
school-sducatad men ware much mors successful in incraazing theie dhare of the dynamic sectors
of the sconomy, while African Americans logt employment share in two of the throe most
dynamic gmctory,

An srgument can be made that the cconomy changed in the 19805, That could be the case, based
on the shanges that oceurred bepween thy 13703 and 192808 in unemployment rates, and wages
in the genarsd econamy. If the changs is & structural chango, thon the data suggest thet the
change was sccompanied by barriers that danisd Afngan Amaricans sccess 1o the new dynamic
ssctors of the ssonemy. Thet would not be new, [t would follow history, us in the esonomic
transformation st the wim-ofsthe-century from agricuviture to manufacturing.

X think that other ressons, most ofien connscted 10 “undsrcales” issues sre claarly insufficiont in
sxplaining the 1980s. As you aad I discussed, the spaisl mismatch theoriss sppesr hollow.
First, the pap in unemployment between suburban blacks and whites, and zenmal ety blacke and
whitas are sbou? the same. Socond, that gap between the fortunes of innerccity and suburban
Blacks was constant during the 1970s snd 1980s, with only soms cvelical varistion. 8o, there
is linle support thet the growing gep between African American and white malss is the result nf
sentral city woes

The okill mismatch theorias are nof clearly bettar. The most clarming changes occurrod within
educanuna! and skill groups. Furthar, the human oapitsl of African Americans comparad with
whites improved dramatically from the 19705 to the 18805, The most dramatic increase was
among young workery, Dropout rates smong African Americans declined dramaticelly, and
wandpedized tost scores mads gremt improvements among high school graduates. Yot the gops

ings grew for the youngest Alrican Amsrican cohort There is some svidence, though sot
without contraversy, that » possible explanalion is that the rerums 1o cognitive skilis sy messured
by siandardized test seores increased more sapidly than the average lest scores of blacks. A
difficulty with that explanation is that the samings gap betwoen black snd white workers grew
dil the iate 19805 and then (during the rscession) reversed itself

Strategies assuming that the barriars sre benign, sud represant "statistieal discrimination,” bey oo

many questions, Most imponant, this does not snswar why common percsptions of human
eepiial differences would persist when human capital differences have narrowed dramatically.
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Strategios sssuming an “underclass” sxplanstion will have difficulty becsuse they assume human
capital differences are the problem when those differences are 30 small, while ths economic
outcomes are ko vastly diffcrent. Such » strstegy ignores the wotk of Robert Haveman and
Burbore Wolfe (University of Wisconsin), and Cecilin Rouse {Princeton) showing thut African
Amertican youth are slresdy significantly more likely than similar whites & finish high school,
snd having finished high school o artend colloge. Given the already higher drive by African
Americans for more education, the higher unemploymaent retes for black college graduates (in
1993, for those under 24, Bleck collaga gradustes had sn unamiployment rate of 11.3% versus
3.7% for white collegs gradustes, and 11.0% for all whites 16 to 24 not enrolled in school) may
make it 4ifficult 1o sucseed in closing the collage attandance gap. Tha dropout gap is already
smull, again because of the higher drive by African Americans for aducation. Cloxing that gap
can best be achieved by closing income gaps among  parents.

I think that an offective strategy is to expand elong the work of David Howell. Idontify those
industry and occupations that are growing, and have declining sheres of African American
workers and target them for W@N. Purthet, combine the téchnology policies
of the Administration to those efforts. I Feir thal other palicies not done together with this one
will not sttack the problem hasd-on, and may leave peopls disillusioned obout the cfficacy of
fedaral offons,



