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Hudson Institute 

November J, 1993 

, 
Mr P.~I Dimond 
Special Assistant to the President Lj 

The White House ~~_ ' 
Washinl,"on, DC 20500 ~Z.r,,~'~•• 
Dear Paul 	 ~J~.• 

Thank you, once again, for joining us at our recent conference on urban enterp~~~~,_ 
I've heard nothing but posltlve remarks about your speech from a number ofconference <... V. 
participa,nts ~ ~ 

[~response to your request for feedback, below is a summary of the key issues that r~te ~ . 
directly to your internal process offinalizing the challenge grant process for empowerment zones ~'" 
and enterprise communities, Please feel free to can em Hudnut or Jim Wheeler to discuss any of 
these recommendations in greater detail. 

These recommendations are linked to the four basic elt;ments you outlined in your speech: 
a new compact, matching investments, selection criteria, and evaluation., 

I 
local solutions to local problems" 

Pe~haps the greatest lesson learned from the many experiments in targeted community 

policy -- b~)th inside and outside enterprise zones -- is the importance of local authority and 

autonomy.! To reinvent the way government does business in distressed communities. residents, 

businesses, and community leaders from the affected neighborhoods must be deeply involved in 

the decision-making process. Much lip service is paid - by both political parties -- to the 

importance' of a "boHom-up" approach, but frequently. as we know, federai dollars have led to 

federa! mandates. If enterprise zone policy is to work the way that your plan envisions. bottomw 


up strategic' planning and program implementation involving all neighborhood stakeholders is the 

~ !1	surest way ~o secure the necessary matching investments (and 110tjusl dollars) from within the 

communitY'l We recommend that the inclusion of such a process be one oflhe primary evaluation 
Criteria for proposals, There is a great amount of apprehension "in the field" that Clinton EZs 
may turn out to be another top~down micromanagment program, To engender a new way ofII/
doing busin~ss, you must begin with local autonomy in SiB.!!L , 

While most local practitioners view a community-based planning process as crucial to a 

program's so'cees$., the planning process itself raised considerable concern among conference
,
panicipants" For now. it appears that planning must occur before application. Community 

representatives worry not only about funding the planning process and the time constraints 

involved. bUl'also about what happens if the application process were not hroad enough or 

flexible enough to encompass their community's efforts. 
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2. ;EnteUlIi,eZQn~;~s Holistic Medicine. 1" """"'"~) 
,A second major lesson of success was the importance of lhohst~pproach that builds on 

• working partnership between the public and private sectors (both for·profit and not-for-profit). 

:\ny program that can be expected to work (and that is working in various places throughout the 

country'today) must be a win-win situation for businesses and 

M

for residents. Job creation occurs 

only ifb~sinesses can grow. Businesses can grow only ifthey 5eeCOOditions improving 

sufficiently to justify investment. Tax and financial incentives Willl10t work - at least nol Wi/a

ac.:cepla~/e expediency - without a social mechanism in place to deal with community prohlems, L 

The stre/~~T/h (~f the enterprise zone concept is its ahility to addre,\s both C()IU::erns cOf1curre11l(v, .. ;'\"~ 


I~ your speech, you mentioned the deterioration of "infonnal job networks" in most inner:t'. ~% 
city neighborhoods and the importance of rebuilding these ties between educational institutions, V"'"",~ 
job traini~g programs, employers and residents. No doubt, the issue ofemployability - and the~ ~ 
development of human capital -- is fundamental in making a positive change in these areas. The ~ 

Adminislr~tion should think also about how enterprise zones might help to buttress the sorts of 
institutionk that work to develop what University ofChlcago's Jim Coleman first caned "social " 
capital." These institutions might be churches. Boys and Girls Clubs, CDCs, or other civic .v'!:.. 
organizations. The President's National Service program could be an important building block !t1 
here as welt Such institutions are all the more important in the many neighborhoods where fami~ 
structures ~ave eroded and chlldren are growing up without the instilled social norms and habits 
thaI families (and schools) once reinforced. You remarked that the President called for each of 
the Secretahes to look v.;thin their own programs to determine how. they might better serve the 

IPeopJe in th~se communities. Certainly there are welfare reforms that could be made to better 
deliver needed assistance in conjunction with the enrerprise zone approach. Similar1y, as you 
noted in your address. safety and security must be part of this comprehensive approach. TI:e 
Weed and Seed program taught us some important lessons that you might want to review. 

Proposals having a high potential for long term viability should make explicit how a 

community will build and maintain linkage among local government, area businesses, civic groups 

and instilUtio!1s, and community residents to simultaneously address key economic and social 

impediments. \ To be successful. a zone must be both a paclCage of tax breaks for business coupled 

with a set of necessary social tools to make revitalization happen. At root, the goal of this 

partnership is:o reverse the conditions that lead to market failure in a given community, sucja . 

partnersbip should be a fundamental part of the selection and evaluation criteria. 


'\: 
. 

No Smoke and Mirrors. 

I 
The iederaJ program must clearly offer real benefits. There is a great deal of skepticism as 


to wherher the benefits of the Clinton program will offset the pain of the application process. Thls 

•fear is accentuated by the limited number ofdesignations available and the perception that the 


benefits to enterprise communities are both uncertain and smalL 




In order to achieve the goa! of having everyone who participates in the chaUenge grant 

process1be a winner (your Baldridge Award example), we recommend that you seriously consIder 11 

pursuing the notion ofa "third tier" of zones, This came up briefly in a questIOn fonowing your 

dinner aadress. While you weren't comfortable with the title of a "third tier," we be\ieve that if 

benefits ~f consequence, such as prio,city access to program funds or special waivers, were stven 

to communities producing high~quatity proposals ~- even if they do nOt qualify for a designation 

given current (;onstraints *~ both the incentive to go through the strategic planning process and the! 

possibili1~' oflocking-in targeted state and local incentives rise significantly. 


Orcourse, all three tiers must have Ob"'10US benefits, available only by meeting high 
standards. This will limit the number which qualify and improve the odds of success. At the same 
time, the ~tlllliiards must be dear and objective, with evaluation linked explicitly to the selection 

. ,criteria,Le:, it must be possl"ble to~lose the benefits. 
~1.. m_...~ 

y ~ur comments, thougb qualified, about requiring state and local resource commitments) (\x 

to be gran!ed, even if federal designation was not awarded. created great consternation. Such a5 j:,~" 

requireme~t likely would be counterproductive. ~~ ~ 


Further, to the extent that the federal enterprise zone program utilizes existing federal .~ 

can be made more flexible g,iy.m current leaishuive constraints. ,tn some instances, waivers may 
not be enough to accomplish the flexibility needed to effectively deploy these resources; a 
legislative fix may be necessary. Additionally, the urban leaders present at the conference 
expressed unanimous concern that we not "rob Peter to pay Paul" with this program~ in other 
words, we not simp!y reallocate existing moneys to UEZ's at the expense ofother good urban 
programs th~t are being funded. Significant new resources wilt have to be committed. 

I 
4. An Asset-Based Strategy. , 

As one of the selection criteria, you discussed the need to build on community assets. 
Although. we agree that trus a critical component it just doesn't go far enough. Not only should 
there be a strategy to build on community assets, but also one to buiid on personal assets. 
Wllether it be:through.home ownership, saving for education without losing welfare benefits, or } )< 

developing ways for zone residents and businesses to accumulate enterprise capital, many of Our ~ 
conferees saw:individual asset~building as a critical aspect of dealing with the challenges of ~ ~ 
distressed communities. We recommend that individuru and community asset~building should be .~ 

pan oftbe Administration's urnan policy. 1:~> 

A rela1ed issue 1s that oflegal structure for the local "community" or "zone." There is a ~ 
dispute betwee~ those who prefer to keep comro! in city ball and those who argue that ~ ?' 
organizational independence is critical; the consensus of the conference leaned towards greater . \ 
independence, Legal structures also affect organv-ational behavlor and innovation. Such 
innovation ;s required to work with businesses to increase jobs and build community and 
individual assets , Only some legal structures {}emUt a community to pool resources from multiple

l 
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sources and engage in activity that generates revenues. Organizational independence, such ~, 

incorporation under 501(c)(3), the ability to set up for-profit entities to manage selected \ 

programs, or the establishment of mixed (public/private) corporate firms can facilitate 

partnerships with philanthropic organizations. promote corporate donations, and create a ~ 


framework for entrepreneurial behavior. V 


5. A Road Map With.Ml'!!LM!!!!i.ers 

&ince applications for this program will be based upon local strategic plans, your selection 
should ifl; part be an assessment of the clarity and focus ofeach community's vision of where it 
wants to 'go, how it is going to get there, and the criteria agamsl which its achievements should be 
evaluate~. Since, it 1s important that the criteria for success and failure be clear, the way to do so 
might be to make applicants define these criteria themselves. If they do not have the pat;Uterships, 
th~n, and lh~ocal ~o~ to achieve them. then the applicants fail on their own terms. 

6. Keep it Simple. 

Finally, to reemphasize comments made above, the federal program must be kept simple~_ 
objective, 'and largely apolitical. lfit is complex, the costs of applying will be so high that the ~ / 
widespread benefits you seek will not occur. If the criteria are not reasonably objective, the .. . 
perception:that this is yet another umbrella under which to dispense political plums v.111 be 
reinforced, with the potential for real results having little importance. Finally. if the designations 
go mainly tlo payoff key Democratic mayors. then the current deep-seated cynicism about the 
seriousness. of the Administration in dealing with urban problems that we found among conference 
participants will be confirmed. For now, the President has the benefit of the doubt, but this is very 
~tO_ ' 

I hope these observations are usefuL A Jarge number ofdetailed policy options were 
discussed during the conference. Some of them could become important policy initiatives, Bill 
and Jim plan' to issue a policy monograph based on the conference by the end of November. We ~ 
\\111 send you a copy of the complete draft as soon as it is available. Members of the Hudson tea~ ~:~ 
are in Washinb~on, D.C. frequently and would be delighted to visit with you to discussthe variou~ x"-J 
~. . \~ 

'0',,"
Than~ you again for your help. We at Hudson wish you wen with your enterprise zone L~::t.(

initiative. J hope to see you again soon. v~ .( l"~ 

Sincerely, ;,,~~.
f \ 

{J 'l;' 
~ "I,~ 

Leslie Lenkowskl' ~ \ 
President 



Welfare Policy: 

:Is There Common Ground? 


By Anna Kondratas 

We!rare policy has been one qf Ihe most holly debnted issues since President 
,johnson declared ~war~ on poverty in tile mid-19(JOs. EarlU in the debate Ihe lines were 
drawn quite c/(:arly. Liberals emphasized rhe needjor lheJederal gouemmenl.lo help 
lessjort~mate members qrsociety. Conservatives ernplulsized the high cosl s ofwclfilre 
both jorl taAl>Clyers and recipients. 

111e;war on povert!lfailed. [nJact. it coincidcclluilh a I)ast incrensc illllWJllJers q[ 
poor people across the country. By the 1980s. in response to mowlting evidence thot 
feriern/lce!lilre l)ruf/nuH.."lwdfailed bOlh IUXJJayers wid redpiellt..<;. Ihe Iwusides Oflite 
ddxlle hegnll to.llnd (t numberqrpoillts on Wilich they 11(1(1 commOl1 grolHld. Bo/lts/(Ics 
wjrce(li/tnt 100 manl) [X'fJple Ive/'{:Olt we!Jare: tlud Ihe gO<ll oflve!J£lre should he to help 
r~dfJiellis heeD/TIe in~le{leTldellt (!rthe stale: IllClt dt:lJc/o{Jnuml qrg()od c/ulmderwJtOltg 
reclfJiell~s is crucinl: and th(lt u:e!lclfe recipients should be required to work U·possilJle . 

..t.,.. 
Helice n1Jipw1isan (IriveIor Ive1rnre H;frmn anne inlo hein[). 1/1 (lie 19R()s IXlriOlI..'>

" 

stales Ix~gan implcmenting tl.'ork programs. (lnd Ihe.l;~deml !1ol.'cmrnenl q01nned the 
{reml in the: Hunily Support Act (if W8S. which IIIWie welfw'C receipt cOIl/ingenl on 
participatioll in employment and tmining proWWIIS. Uq[ortiUlulely. s(lying that recipi
ents !;hOltld I vork proved much easier 111011 making it !Iappen, Uccatl.se Ihe cost mqjorily 
q[welfilfe n:dpiellts (Ire single IV()17l1:fl with ('/li/rirell. T/tese re.lhmls were illll7l{xlialely 
fOllowed'by a hI/fie incre(lse in we!JClrc c(lseloods, which rose by more 111(11125 percenl 
ill IIle laic dgl/lles ana carly nilletie$. 

As II became denr that work progmms (dnne: wOllld not decrease we!li.lre 
(ICf}(?Tl(ll:~IC!J. sl(llcs he!}( In 10 pnss nt/c)/'T1JS iTtlelldedl() solve belJ(loioml prulJlellL" sudl 
(IS Itnving children (Jilt q[wcrllock. neglecting to ohlnin prcnnlal cure. (Ul(lIniliny/() 
ensure lIiat one's children (II/end schoo/. /Hure th(ll1l1alfthe sl(lles /uwe propused or 
enacted pm!Jmms designed 10 c!l(llIge l(kstyles wId lUi.: f.'_\peC:lations CIt'lhose on 
we!rare. '11wse progmm.:; ure likely to he more succes!iJill tlwn work pl'Ogrw/ls (l/Olle, 

';':' Inltnot lI~udL more sn. l'()licYn1(lkers (Ire lJecoTlliTl[J increasingly WI,'(Iff: ofille need 10 
lrent tlte sodal wid CCOIllJnlicjr.lctors tltnlhe/p create LVc1!rlfe fiepcllci(mqj. 

, 
Elnp(JI venllellt Will (Issel-/)asull /)Cl1(II'C r1./01'ln COl"prise tllc laiesl ap[J/'()({ci I. Bolli 

Highl and Lc~/l ngree tiwl IheUfJVCITlIllt:llt should IL"e we1rem: to t:JllPOlecl' people 10 t( I/W 
(,(Jllfrol of their lives. Gmss-r01' Its activism L.:; (lfl ill/port(lnt denlcltf (l tile (~lror1. Ir the 
Clin/oll (ldmillislmliorL rmllaillS colllmittcd 10 SlIch WI nppl'Ow:lI. tile lloiiOJlwill clY0!l 
(In LlTtpre(:edentt:cl opportunity 10 hrill[l 0/1 ~fhc clld (!r Ieel/eIre (IS ree k,int!) iI. ~ 

1I111)~' IN IM1111 ;110 • 111'IlMAN KAII'" CENTFI< • 1',1), fl'I' 2(;.') III • INPIA~,\I" 'I.I~. L~'III,\N,\ ,If):!2b' 317-545-11 )1)1 \ 
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MEMO 

TO: Bruce Reed 

FR: Tim Fong 

RE: SU,MMARY OF HEARING ON ENTERPRISE ZONES: 

Friday, June 18 


, 

Witnesses: 

Rep. Rangel (0-NY) 

Andrcw:Cuomo, HUD 

MauricelFoley, Treasury 

Jack Kemp 


.. 
Dr. Wolf, University of Richmond 

Mr. Co~dcn, American Association of Enterprise Zones 

Mr. Pryde, Pryde and Company 


Lieberman: 

Expressed concern about the Administration's enterprize zone: 

'" Ithc number of empowerment zones 

... the costs of the zones 

... the lack of capital incentives in the package 


, 
A~rcady have tcn years of experience and we know they work: 
'" 36 s:tatcs have adopted enterprize zone programs 
.., since 1982 EZs have created 250,000 jobs and attracted more than $28 billion in 
capital investments 

Number of zones: 
'" proposal calls for only 10 urban and rural communities to be designated as EZs 
... President docs "purport" to create 100 "enterprise communities" and 10 
"empowerment zones," the 1 00 cannot be characterized as EZs 

Importance of capital investments: 
Ij< must be a component of any program and should be targeted toward small 
businesses 
Ij< unless the employer credit is refundable, few firms have a tax liability high enough , 
to t,ake advatnage of the $5,000 tax credit per employee 

"It is time to do something substantial on a national scale about urban decay." 

Rangle: 
Ij< Made many comparisons to economic conditions in Russia and U.S. aid to that 
country 



Conditions of inner-city youths: 

~ 30% of male high school drop-outs on probation, parole, or in jail 

'" Over liftime, each class of dropouts earn $237 billion less than it shigh school 

graduate counterparts 

~ Result: $70 billion loss in tax revenues; 

. $3 billion increase for unemployment and welfare; 


$3 billion for increased crime prevention 

Bush administration estimate loss at $300 billion per year 

Points: 

1) Admit that whatever is being done is not working; 

2) Fixing blame is not production; 

3) Answers arc complicated; 

4) Answers not cheap 


Q&A: 
Lieberman: Is their support in the House for EZs? 

Rangle: There is substantial support for EZs 

Lieberman: I am concerned about the number of EZs 

M,ack: Docs the proposal go far enough to provide capital incentives? 

Rangle: Why increase capital incentives unless environment improved for capital 

inflow? Having lots of zones doesnlt make sense. 


, 
Lieberman: I am troubled by the small number of zones and small capital costs 

incentives 

Foley: The 110 zones rpresents a carefully targeted limited amount of resources. 

Cuomo: Tax incentives along are not enough; $30 million per empowerment zones 

for up to 200.000 people covering from 8 to 10 square miles. The Administration has 

a package of $H.1 billion over 5 years with $4.1 billion in tax incentives. 

Lieberman: Why focus on only 10 zones? 

Foley: Difficult to generalize from state level to federal level. States offer reductions 

in franchise and corp taxes, and the evidence is mixed; therefore use a limited number 

of zones and analyze the results. 

Lieberman: The evidence from the state record shows enterprise zones work. 

Cubmo: When focussing on to, should not dismiss the other 100. 

Liebennan: Concerns about the proposal. There is $30 million per zone per year, and 

the, focus of tax incentives is limited to the 10 zones. 

Foley: There are two labor incentives: 20% credit up to $5,000 in wage credit which 

can apply to training expenses (what is the second?) 

Lieberman: Small business do not have the tax liability to take advantage of credits. 

Cuomo: Fear of diluting the 10 for 100. 


Kemp: 
'" Clinton Administration proposal is a "weak imitation" and "falls far short" of what is 
needed 



• reveals "the most anti-capitalist mentality in this century" 

The problems: 

1) only 10 zones eligible, with only 6 in inner cities; 

2) tax incentives arc "weak, misguided, and misdirected"; targeted jobs tax credit and 

wage credits would benefit only existing businesses; they give businesses little 

incentive to hire additional workecsj 

3) Clinton plan abandons entrepreneurial sRirit through 1he creation of the 

Washington-based federal "Enterprise Board." 


Prefers the Liebcrman-Kasten proposal from last year: 

I) dramatic increase in number of zones; 

2) elimination of capital gains tax for anyone who works j saves, or invests in the 

zones; 

3) stock expensing to give investors meaningful incentive; 

4) limited federal interference 


, 

• 'Makes comparison with Hong Kong. which has 16% top bracket income tax, 17% 
cqrporate tax, and 0% capital gains tax 

Cuomo: 
• Opening statement responds to ques.ions from Chainnan: 

1)~ Does the proposal focus and aid small firms? 

Yes, through the employment credit for firms employing persons Hving and working in 

th~ zone and earning less than 520,000; 

2) Do the ten EZs affect nation-wide poverty? 

There arc 110 zones- and communitics. but there is not enough money for more. 

3) ,What are the prospects for expansion? 

Depends on the first round of success, 


Cowden (American Association of Enterpise Zones): 
Legislation should take into account what states are doing: 
~ New York offers zones preference in aHocating forms of economic development; 
- California require applicants to pursue comprehensive strategy and identify sources 
of ~is.tfC.,'i,'i; 
- New Jersey created a special fund for responding to unique problems of zone; 
- indiana ha~ converting tax benefits into funds 

Washington should hegin to develop budget-neutra1 benefits available for zones: 
- coordinate community development banks witbin zones 
- special roles for financial institutions 

• S&L's must make 65% of loans to housing 
• Banks should not face capital requirement higher for zone-based 

comercial borrowers than for home loans 
,. Limits on loans to businesses by credit unions should not be lower than 

loans made to members 



· 
. 


;- require corporate bcncfiticicns to fund local zone support organizations 
.:.. usc waivers to make tax-exempt bonds which support the clearance of urban cites 
morc readily issued by municipalities 
- analyze programs for federal domc...;;:tic assjstance which could be awarded on a 
priority basis to zones 
- Abandoned Land Reuse Act would provide federal support for decontamination of 
properties with potential for stim.ulating urban reinvestment 

Foley (l'reasury Department): 
submitted Administration's proposal for EZs 
, 

Pryde 	(Pryde and Company): 
.. Administration's bill "simply liberalizes" rules for depreciating and expensing 
investments 
.. suggests that Section 179 be eliminated and replaced: 
- "equity expensing" incentive which permits individual taxpayers that purchase stock 

in zone firms to deduct the cost on tax returns; 
-;- allow investors to defe~" capital gains taxes on sale of assets when proceeds are 

invested in zone firms; 

Wolf (University of Richmond): 
Raises three issues: 
1) Program design 
2) Area Selection 
3) Incentive 
... ~list of questions arc avaiablc with attachment 

I 
Three major points: 

1) State and local enterprise zones arc "alive and well" 

2) Clinton Administration atuned to state EZs 

3) Needs a better mix, although lalmr and capital mix is good (eg many small 

businesses cannot take advantage of a nonrefundable credit) 
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Commentary 


PERSPECTIVE ON THE INNER CITY 

Back:to Basics on Enterprise Zones 
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President Clinton's recently an
ntlunced "emjmwerment zones" 
amount lO halI·measures, which 

are fine io cooJdng hUl a l'("Cipe (or failure 
in publk pelicy, Even though th,* zones 

. oare at the heart of his urban agenda lind 

. the President surely wants to do some- , 
thing Uu!t worka, hiS plan fails 1.0 chal
lenge the built-in burcaUfratic and polit· 
ical hutdl'es that prevent success. The 
President must Lake nn the obstades of 
head-counting and !ogt{llling mandated 
by Congres8. For now, this urban agenda 
seems born not or govemmeni reinvcnt
ed. but o( Warren Harding reincarnated. 

Empowerment rones are the latest 
yetllon of the federal enterprise zones 
championed by former BUD Secretary 
Jack Kemp but nevcr enacted to the 
Bush AdmlniStratirm. The idea is that, 
I1nce our WOtSt mner cities aN' net 
generating buaiflMS·tax revenue, we can 
give mapr laX breakS to busines:res 
setting op in those areaS at no ('(1St to the 
governmenL Businesses then get a toe
hold in thc inner dty and grow and 
employ local ~enUl: When the UI.X 
brnefll~ expire, in five or 10 YCM'$. we 
ahou.!d [mrl a thriving, tID:-paying et(':no. 
my in our former t!'eOnomic wastelands. 

To make ~hi$ C<lncept work, you must 
give a tax break clear cOOl,Igh and big 
enough to motivate someone to IIIMt a 
bu$iness he Or she would not hi!ve 
lltartt'd, or to m<We a busint'!S W the 
inner cily from another location, prefon-
ably another country. Thill idea has beoen 
tried mccess1u11y abroad in what are 
called "'tax holidays." but tt has never 
ba!n tried hen-and it is not b1>ing tried 
in the program PreSident Clinton has 
sent to Capitol Hill ; 

The Qinton 
Administration has 
turned a good idea into a 
half·baJ<:t>rl real'" for 
Iiillure. 
~u.=n~A~,s~~7..=E=H=-----

The Clinton plan is for com
petitive ~lectkm of 100 "en· 
terpr13e communltie$" 
throughout the country, each 
no targon- than 20 square miles 
Ow than one·eighth of Los 
Angeles' innef' tity), Of thou, 
10 would be ~grnlled as 
"empowtf"flltru" zones, with 
aomewhat IM!tter bendiu. 
Flve of these wowd be in 

major inner cities:. 
The maximum tax incentives In !.he 

five big dtica' cmpowerment zon~ wlll 
be availability of some tax-exempt de
velopment bonds, a new kind of IRA (Ot 
local r~ldent.!. SQrne better tax treatment 
of capi~ investments and some wage 
credits for new ernploYf('flln a Iew or the: 
zon~. The wage Cfflhts: are to be 8Uhject 
W "mid-course wtnctions" it they later 
.appear too expetuive. A handful of 
-eminl1 government .spending programs 
are also tupposed to start focusing on the 
roo"" 

Thi. is thin gruel tor our poorest areaJt 
No one establiShes a new business or 
moves a busineq: frwn another country 
to a US inner city u> take advantage of 
"!ooucem.!nts" like th~. 

This elOp(lriment in motivating the 
private s«:w is dead on arrival, not 
bccaUtle enterprise zones are economj· 
cally or -conceptuaUy wrong, b'Jt bt'cause 
hidebound statutory rule:> on calculating 
costs and oldwtuhioned c<mgressional 
)X!litia stand firmly In the 'way. The 
wngressionaJ "lICoring" of the coo of an 
enterprise ~ is required by law to 
OOngld('t ~very dollar not paid to the IRS 
bctause of a tax benefit to be treated as if 
it were a dollar spent by the government, 
This means that II Sl.K"Ctssful zone. with 
plenty of thriving bu!in~ taking up 
J'f!lIidence in tht inner city and employin,g 
thousands. will be considered an enor

. moU.l Ilxpeltdilure by the govemment 
Never mind the 'act that the government 
geUJ almost no revenue from the wne 
now, and will get full TeVf'nue from the 
newly booming arts when the benclHs 
~!re. . 

In short, the melhoo of calculating 

"costs" 01 an enterprise zone (:oni.t'adtcl.$ 
Its theory and purpose, dooming any 
significant and successful effort by find· 
Ing government expenditures where 
none eml The more it 1I~ !.he 
more prohibitive is Its artl!lclal"cost." 

Add u> the "-cost" ~r rone, as cak:u~ 
tated in Congresa, the traditional polilial 

. need 1.0 put wnes in as many congres
ilona! districts lUI possible. Last year, 
Congress passed a law \hat proposed a 
mere 50 rotte$-more than I!rnntgh. to 
Cripple the program with .only meager 
benefiLl'l,in each·wne. Now we get a 
proposal tor Joo 2.O!leS, to be selected 
later t:-. a time-consuming site oompeti w 

tion, 8€1 no one knows now in whose 
district !My will 80. This is ~vemment 
01 the oldeu scl\ool-a little bit for 
everybody. 

The problem IS that enterpnse zon~ 
.are not 1m sUf-cessIu.i when lJied with 
I~r benefits; they do Mt work at all 
Until benefits reach a significant level. 
there wiil be no new investmellt rf: 
lIpOM! whlit'$i)()ver. All you will ~ is the 
small geographic area sel aside for the 
wne playifl8 host to bUSinesses socked 
out oIlhe sW'TOIHlding neighborhoods by 
the chanee to save a few bucks. A t.11N!
exercise in "beggar thy ncighbor.~ 

The President m1.lS\ confront these 
(s$1)et to make the zones work, We have 
to try dramatic benefits, like a waiver of 
all corporate taxes and a IS~ invest
ment-tax credit for busin~s ~halloeale
in ruld hire from the inner city. Do 1t for 
five years and do it only in our five moot 
~ cities. Attaek the inapprOpri
ate "&COring" system, whkh f!lw: (:0$\8 

where there l1Nl none, by -changing the 
Jaw. Have the courage to avolA WillS 
these wnes M a sop to every member of 
Congress. Without th6e' reinventiOm, an 
idea whO$e time is now is certain to be 
per«ivcd lUI a fail~ experiment, and we 
whO are devoted to the inner city Will 
II);$(! ~ lever tbal would multiply our 
au""', 

Barrv A &mdtrs." /..(J& Jlngrle.lItlilf"
1U'li. U (I (~h':MirmGn oj RLA (&build 
W.), " 

Will Pasadenans Tax Themselves for Books? 

libraries, wilt be dosed en Jan. !. fat and si<ip the tax."",aries: To keep its system, The troubies began fOr PaSaO(lM. as for Ordinarily, that is a "h' 

AI'S an many Cahformil wmmunltle:s. m late lsss. S!O"B!'l PI" ~'~~(h'~' • 
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MEMORANDUM TO ANN WALKER 

DATE: June 8, 1993 , 
COMMI1TEB: Committee on' Banking. Finance, and Urban Affairs 

Subcommittee on Economic Growth and Credit Formation 
SUBJECf: Second Roundtable on the Administration's Bmpowerment Zone 

!, and Enterprise Community Proposal , 
FROM: Jamie Harmon and Candice Waldron 

OVERVIEW 

The Subeommittee met today to begin consideration of President Ointon', proposal to 
create a two-tiered system of 10 Empowerment Zones and 100 Enterprise Communities. , 
According to Representative Paul Kanjorski (O-PA), the Subcommittee Chairman, 
President Clintofl,'s proposal differs from the previous administration's proposal in that it 
"stresses tax incentives for job creation (rather than capita] fonnation), and it stresses 
more active federal involvement in the zones by targeting existing federal programs and 
by waving burdensome federal laws and regulations." Empowerment Zones differ from' 
Enterprise Communities in that they have five additional tax incentives; most notably an 
employer tax credit of up to 25% of the first $20,000 in salary for any employees Uving 
and working in these -Z~:mes. . 

POSITION OF MEMBERS 
, 

Both Members of Congress in attendance were supportive of CUnton's proposal. One 
possible reason for their support is that both Rep. Kanjorski and Herbert C. Klein (D
NJ) represent decaying industrial areas. 

In the coming weeks, the Subcommittee will be examining and evaluating specific 
elements of the President's proposal. 

COMlIfENI'S ON CLINTON'S PROPOSAL 

National League of Cities (NLC) 
HOIL Tony Scallon, Chair of the NLC Community and Economic Developll!ent Policy 
Committee, stated that the NLC generally supports the President's Enterprise Zone 
concept.. Reflecting the political concerns of their membership, which includes many 
smaller cities, the NLC is concem,d that Clinton's proposal may leave many needy . 

. communities behind. While there are 800 areas which qualify as distressed areas, '.' 
··Qjoton's projioSal.would bell' only.ll0 oftheSe.areas (10 as Empowerment Zones· WId. 

, 	100 as Enterprise Communities). The NLC proposes t6 i1iclude more of the· distressed 
. 	areas by designating Zones on a criteria of fiscal distress .. ·(For a complete copy' of hi$ . 

testimony, please contact Comr:lUnicatioris Research) 



National Congress [or Community and Economic Deyelopment (NCCED) 

Mr. Robert Zdenek, NCCEO President, applauds Clinton's proposal as a comprehensive, 

grassroots solution to the problem. But he felt that it could be strengthened by: 


1. providing more of a role for community development institutions; 
2. including supermarket< and branches of major corporations (which are both 
, ineligible for incentives under the proposed law); 
3. passing the Community Development Finance Legislation, which would create a 
i 	 government sponsored independent loan to give loans to institutions which 

do community development work, although the final details are still being 
worked out by Treasury; and 

4. Passing the Abandoned Lands Re·use Act (HR 2070) which would rehabilitate 
r 	 • abandoned industrial and commercial sites to create jobs and clean up the 

environment. This bill was introduced in tbe House by Rep. Mfume and in 
the Senate by Sen. Riegle. 

Indiana Dellanment of Commerce (IDC) 

Craig Hartzner, IDC Deputy Director, and Art Banks, IDC Urban Enterprise Zone 

Program Manager, commended President Clinton for his creative proposal. Howevert 

they thought it could be improved by: 
1. making the federal program complement the efforts of existing programs, and 
2. mandating reinvestment of tax savings into the Zones. 

(For a complete copy of Iheir testimony, please conlact Communications Research.) 


THE INDIANA EXAMPLE 


Much of the committee hearing focused on the su""ess of Indiana's Ecterprize Zone 

projeCt, which has been in existence since 1984. The program created approximately 

17,400 new jobs from 1986 to 1990 and brought approximately $400 million in new 

capital investment by Zone businesses from 1989 to 1990 alone. 


Hartzner .and Banks attribute the success of their program to two factors: its grassroots 

approach and its reinvestment strategy. Urban Enterprise Associations, which are made 

up of community and business leaders, govern and oversee the Enterprise Zones. Under 

the Indiana plan; 100% of the tax savings earned through the program must be 

reinvested in businesses or employees in the Zone, or in,the Urban Enterprise 

Association itself. 


COMMENTS 


In the question and answer section, three significant points were debated. In the 

national standards debate, Mr. Harlz.ner said that less government intervehtionis the key 

to bringing private dotiars irito the Zones. ' Mr. Scallon disagreed, sayiIigthat guid.ing , 

principles (i.e. national standards) were critical to running an effective program. 


On the question 'of whether the 'proposal would create good jobs; Rep. Kanjorski ' 

questioned the proposition that Empowerment Zones and Enterprize Cominunities 


I 

! 
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, 
I 

. would create good jobs in high-technology industries_ Mr. Banks responded by pointing 
out that in Indiana, thousands of good jobs have been created; including jobs at a 
number of GM plants and a major color TV manufacturer. i 

Playing "devil's advocate," Rep. Kanjorski wondered whether Enterprise Zones would 
simply encourage economic inefficiency by subsidizing employment in expensive inner 
cities. Rep. Klein jumped to the defense of cities, saying that the US has a moral 
obligation (0 help cities because they are part of America and because their 
deterioration affects us all. 



THE: WHITE: HOUS£ 

WASHINGTON 

April 2, 1993 

, 
MEMORANDUM FOR INTERAGENCY WORKING GROUP ON EMPOWERMENT, 
mOM: BRUCE REED ANt! GENE SPERLING 

SUBJECT: DRAFT DECISION MEMORANDUM FOR ENTERPRISE ZONES

.' 
Attached is a draft of a decision memorandum on enterprise zones 
for ~our review6 If you can get back to Paul Dimond with your 
comments and suggestions by the end of the day on Morday# April 
5, that woul~ be most helpful. If this presents any problem for 
you :or for your pr1nc1pals~ let Paul know so that we can 
coordinate the timing for the rest of the process.

I 
We plan to hold a meeting by mid-week that would include the 
Secretaries, as well as Bob Rubin and Carol Rasco We would like 
to present the issues for review to the President by April a if 
at all possible . . 

I
We look forward to your comments and suggestions. We appreciate 
your continuing insights and aSSistance. 



,. 
P/tflh

··'I.£GS
/)&CO 

DRAFT -- PRESIDENT HAS NOT SEEN 	 'IVF/[)EN77A.l. 

April 2. 1993 

MEMORANDUM FOR TIlE PRESIDENT 

FROM: 	 TIlE NEC-DPC INTERAGENCY WORKING GROUP ON 
COMMUNITY DEVELOPMENT AND EMPOWERMENT 

SUBJECT: 	 AN ECONOMIC EMPOWERMENT STRATEGY 

I. iINTRODUCTlON 

A. IACTION-FORCING EVENT 

;Almost one year ago, you toured Los Angeles after the riots and predicted that despite 
all the 'media attention and Presidential fanfare, a year would pass and nothing would change. 
You w~re right. Across the country. poor communities from South CentralIA to the 
Missis$ippi Delta. are still reeling from a decade of declining opportunity an~ rising social and 
economic isolation. We cannot hope to succeed in the world economy or,coine together as a 
nation ,unless we empower these communities to join the economic mainstream. The sooner 
you come forward with an empowerment strategy, the better. The long-tenD success of your 
econo~ic plan and your Presidency may depend on it. 

B. IBACKGROUND 

iShortly after you took office, Bob Rubin and Carol Rasco asked Gene Sperling and 
Bruce Reed to set up a jOint NEC-DPC interagency working group on community 
development and empowerment. We wanted a joint effort spanning economic and domestic 
policy that could look at every aspect of the problems of economically distressed urban and 
rural areas -- from access to capital to child care to the need for school reform and safe 
streets. 1 We brought half a dozen agencies together to rethink existing programs and to begin 
developing a new, comprehensive empowerment strategy. : 

:For the past two months, the policy shops at HUD, Treasury, Agriculture, Commerce, 
and OMB have worked with the NEC and DPC (hereafter the Working Group) on the first 
stage ~f that new strategy: economic empowerment. We sct out not only to prepare specific 
proposals that could be passed this spring as part of your initial Budget, but 'to develop a 
framework that could incorporate other new ideas over the course of your administration. The 
enterprysc proposal presented here is bolder and more innovative than anythiDg any previous 
administration has put fOlWard. While we recognize that Congressional realities ~ force us 
to temper such ambitious proposals, we nonetheless believe that this proposal can be passed 
into law and wiil lay the foundation for dramatic progress in poor communities across the 
country. 

I 
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C. ECONOMIC EMPOWERMENT STRATEGY 


We believe that the economic portion of your comprebensive community development 
strategy should include four main pillars: economic empowerment zones. community 
development banks, strengtbening tbe Community Reinvestmem Act and fair lending 
requirements, and • major community partn<n<hip against crime that wiU enable these 
communitjes to promote enterprise. This economic empowerment strategy is only a portion 
of whlrt your administration hopes to accomplish in poor communities, through bcalth care 
refollll, welfare reform, family policy, and so on; and our empowerment agenda is designed to 
maximize the return on those investments. 

I This memorandum presents detailed options for the economic empowerment zones. 
Propoials on the other three pill ... will be ready next week. Together, these four proposals 
move beyond the old left-right debate that the answer to every problem is morc federal 
spending on the One hand or more tax breaks on the Dlher. They offer real opportunity to ",.1 
peopie': a savings accountt a reward for work} access to capital to buy a home or to build a 
business, a cop on the block, a chan"" to take back their neighborbooda and; above all, new 
and e~panding businesses that generate jobs, 

I 

n. i ECONOMIC EMPOWERMENT ZONES 

A. PRINCIPLES 

, In developing our economic empowennent zone proposal. we relied on the basic 
principles you outlined in your campaign: 

I. Economic Growth: The best urban policy, tbe best social policy, and the beSt 
anti-poverty policy is a comprehensive strategy for economic gtoMh. 

2. individual IUIll Community Empowennenl: Too many enterprise proposals foeus 
only on buproving a particular place, and do little to empower the people wbo live there. 
Otherproposals focus exclusively on the individual and ignore tbe community. We need a 
new approach that empowers people and improves places at the same time. 

3. Bottom-Up Inno.ation: No maner how much we manage to do in Washington, 
Ihe ultimate solutions will come from the bottom up, from communities and individuals 
willing to help themselves. Our proposal challenges cemmunilies to design their own 
answers, and reward them for initiative, innovation. and results. At the same time, the 
policies will not only give people more opportunity, but inspire them to tak. more 
responsibility for their own lives. 

, 4. Bold, Persistent Experimentation: In this area, more than any other. the old 

I 
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answeni don't work anymofC, and we need to launch a new era of bold, persistent 
experimentation. Reinventing govemincnt must be an integral part of OUT enterprise proposal. 
We envision a national network of economic cmpowcnncnt zones that will serve as 
laboratories of democracy, where communities will get more freedom to try new approaches, 
but will also be called upon to demonstrate results. 

:These problems have been generations in the making, and we're not going to fix them 
overnight. But we can change the disastrous economic policies of the last 12 yearsj we can 
change the face of "government in communities where three decades of federal efforts, 
however well-intentioned, has done so linle good; and we can begin to change the 
something-for-nothing ethic that has permeated OUT culture from top to bott<,lm in recent 
years. 

B. ,GOING BEYOND H.R. 11 
1 

nuring the campaign, you pledged to create 75 to 125 comprehensive urban and rural 
enterprise zones. Congress enacted federal enterprise zones in 1987 but the previous 
Administration refused to designate any zones. In October 1992, with the leadership and 
considerable effort of Senator Bentsen, Congress passed H.R. 11, which Bush -- who had 
fought Senator Bentsen every step of the way -- then vetoed. H.R. 11 would have created 
50 "enhanced enterprise zones" to be phased in over a 5-year period. H.R. 11 provided $500 
million~ a year for a broad array of federal programs within the zones in addition to tax 
incentives. , 

:While H.R. 11 moved in the right direction due to Senator Bentsen's heroic effons, 
our entire working group -- including Treasury -- agreed that we should gf? funher. 

Based on our review, our Interagency Working Group reached a substantial consensus 
and recPmmends four major reforms of H.R. 11: 

j 
1. Fewer ZODes with more Impact: We'll never know whether enterprise zones work 

if we scatter our limited resources among SO zones or across entire cities. We recommend a 
smaller number of focused enterprise zones, so that money and commitment are not spread 
too thin. At the same time, we can provide some federal inccntives to a larger number of 
communities to stimulate bold, local experimentation. 

2. Reinventing Government -- Cballenge Grant Process: No amount of outside 
financial help will enable entrepreneurs or individuals to get ahead if red tape or misdirected 
programs stand in their way. Enterprise zones should be a vehicle for streamlining the waiver 

1 

process,i coordinating government programs, and improving services. They should encourage 
innovation and reward results. 

3. Laboratories of Change: New CoordInation and flexibility: A handful of tax 
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incentives and additional federal OOllars, 00 matter bow targeted, will never be enough to tum 
a troubled community around. That i. why, over the long term, we hope the real value of 
these: empowerment 2O!Jes will be to serve as magnets for innovation and additional 
investment by the public and the private sector. 

4. Individual empowerment: We need to empower imtividual. as well as 
comm~nities. by offering access to capital, savings incentives, and othct m~ures to promote 
work, :entrepreneurship, and asset building. 

1Il. 	 CONSENSUS PROPOSAL 

; While the Working Group was not unanimous in all of its recommetldations, there was 
enough agreement for us to clearly present you with a "consensus proposal. ~ In this seetjon. 
we summarize the consensus propos.l. (The appendix attached at Tab A also provides a brief 
summary of the proposal in outline form). In Part IV we present the key options for your 
decision. The most consequential of these alternatives is a "low-cost" option offered by 
OMB. 

, 
, 1. 10 Economic Empowerment Zones, 100 Enterprise Nelghborboods: The 

Working Group agreed that greater resources should be focused on 10 Economic 
EmpOwerment Zones. We also recognized. however, the political problems we would face in 
Congress with a proposal limited to 10 places; and we wanted to encourage local innovation 
in a larger number of areas across the country, We therdore designed a two-tier approach: 

• 	 10 Economic Empowerment Zooes would receive lhe full array of tal< incentives and 
a concentrated portion of tbe Enterprise Block Grant Funding, in addition to 
participating in tbe community policing, community development banking, and 
reinventing government/deregulation initiatives 

• 	 100 Enterprise Nelghborboods would receive a few of the uu< incentives and a 
smaller amount of Enterprise Block Grant funding, in addition to participating in the 
community policing. rommunity development banking and Rinventing government
deregulation initiatives 

Forty percent of all tbe zones would be reserved for rural communities, including 
Native American communities. At least one of the 10 Economic Empowerment Zones would 
be reserved for. smaller urban area. All communities would apply through the same 
chaUenge grant process at tbe same time. All of the enterprise zones therefore could be 
desij;nated and in operation in tbe first year of the program., 

2. Cballenge Graot -- Reinventing Government. Efforts to spur economic 
empowerment in depressed areas cannot be successful unless government at all levels invents 
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• new way of doing business. Current efforts are: 

• 	 500rt on strategic planning to promote ecooomic development because they are 
, fragmented vertically among three levels of government and borizontally among 
program categories 	 ' 

• 	 burdened by complex regulations, duplication and lack of coordination that discourage 
private 	initiative 

We propose to remedy these shortcomings by running the entire ecooomic empowerment 
prograin tbrougb a competitive, eballonge grant process: No applicant will be eligible for a 
single dollar of rederal enterprise support unles, It submits a strategic plan 
demo~strating bow the community ""lIl reinvent the delivery or relevant government 
services. The challenge grant process is designed to empower local communities to be as , 
innov~tive as possible in their planning. 

, This challenge process consists of five components: 

a. National Competition. All applicants will be required to present a strategic 
.plan for economic empowerment--m partnership with the affected communities. The 
I strategic plan will be judged on the following criteria: 
, 

• 	 potential to enable the targeted area to become an integral part of tbe local 
region's economy and to empower residents to become full participants in the 
economjc mainstream 

• 	 extent of coordination of local, state and federal funds across jurisdictional 
lines and among categorical program. . 

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

• 	 nature and scope of tangible private sectOr commitment to promote enterprise, 
including availability of insurance and credit, participation of community 
organizations and the non-profit sector, and oomplementaryactions by stat., 
regional and local authorities 

'. 	 innovation in leveraging existing assets and governmental programs and new 
federal 	empowennent initiatives to provide safe streets, access to private 
capital, • more skilled workforce and ",al enterprise opportunities for zone 
residents 

, 
• 	 objective benchmarks for measuring progress in promoting enterprise, "'porting 
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resuits l 	 and making mid-course corrections 

b. Single, Interagency "Enterprise Board:' One-Stop Sbopplng for 
Federal Assistance. To facilitate real reinvention by local applicants, the federal 
government must become equally responsive, innovative and flexible. We therefore 
recommend that an Interagency Council-the Enterprise Board--be established witb 
the autbority to IUn tbe cballenge grant process and to issue necessary waivers. The 
Secretary of HUD sbould serve as the single point of contact for all urban zones, and 
tbe Secretary of Agriculture for all rural zones--to field questions about the challenge 
grant, to provide coordination in the administration of otber federal programs and to 

iprocess requests for waivers through the Interageney Conncil witb respect to Don
: enterprise federal funds and programs. 

Co Enterprise Block Grant for the 10 Enonomlc Empowennent Zones. We 
recommend that the: 10 Economic Empowerment Zones receive a su~tan1jal Enterprise 
:Block Grant, on the order of $150-175 million per urban zone (and $50-75 million 
,per rural zone) for IT 94-98. This will enablelocaJ eom.munities to c:raft • wide 
variety of creative initiatives to augment other incentives, state and l~ resources. 

iand private sector commitments in order to build a thriving economy.~ 

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

'. 	 commitment to enterprise and job creation 

• 	 compJiance with federal civil rights, environmental, and worker safety 

requirements 


• 	 implementation of the strategic plan without supplanting other federal support 

and 


, 
• 	 periodic review of results ,, 
These Enterprise Block Grants could be used for a variety of purposes, such as: 

• 	 providing self-sustaining loan loss ~e funds 

• 	 leveraging community development banking initiatives for microenterprise, 
small business, real estate and community development 

• 	 contracting for technical assistaru:<:, entrepreneurial support, workforce skill 
programs and job-search and job-matching networks in the labor market 
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• 	 providing equity or bridge financing for major business or commercial 
expansion 

• 	 providing matching support, loans or gap financing for the work of non-profit 
community development corporatioJlS, etc. 

d. Reinventing Current funding - flexibility ror al1110 Zoo ..: The 
,consensus proposal calls for much mem: than just assuring that the 10 Economic 
: Empowerment Zones have the capacity to ",invent government concerning the llQC 

IEnterprise Block Grants funds. More fundamentally, lIilllO:.ones will be provided 
,with the flexibility to use a coordinated strategy fot deploying "iSing funds and 
: existing programs, Thus, all 110 wneS -- both tiers - would be offered significant 
Ideregul.tion, Ideally, we would like to provide almost complete flexibility within llIld 
lacross programs. The statutory and political obstacles to such sweeping structural 
:",form of federal programs and agency operations, however, are significant. In the 
1next section -- Part IV, Altematjv~ Options -- we therefore discuss 'several 
Iapproaches to expanding the scope of the existing waiver authority. ' 

e. Periodic R.vi .... of RosullS - Ind.pendenl Evaluation and Sunset. In 
consultation with the Enterprise Board, the Designating Secretaries (HUO and 
Agriculture) will review tbe progress of each local community in Implementing its 
strategic plan compared to its own benchmarks for promoting enterprise. Mid-eourse 
corrections in each community1s strategic plan will be permitted and) as appropriate. 
encouraged. 

At the end of the foullh and seventh years, the Designating Secretaries will conduct a 
major performance review of each zone. Based on a review of the results, the 
DeSignating Secretary should be authorized to ",duce or terminate enterprise funding 

:and tax inccntives for any community that is not achieving results, unless the 
community revises its strategic plan . 

•
,To learn the lessons from such bold, persistent experimentation, we also n:commend 
that the National Academy of Science. be authorized to contract for independent 

:evalu.tion of the enterprize zones, A full report to the Congress. the 'President, and to 
!the public should be made at the end of five years and again at the end of the tenth 
year, following the decennial cenSus, Our commitment to true laboratories of 
democracy should be evidenced by a sunset on the enterprise legislation at tbe end of 
ten years. By requiring new legislation, this will assure serious consideration of the 
·lessons learned from our experience witb federally supported eDlerprise wnes. 

'3, Tax Incent!ve and Invostruent Provisions. To provide a picture of the natu", and 
scope Of the incentives and investments in the proposal, we offer a list before brielly 
describing each. 
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10 ECONOMIC EMPOWERMENT ZONES 
, 

[JI.'VESTMENTS 

:. Enterprise Block Grants ($50-175 million) 
• Community Development Banks 
• Communit), Policing 
• Coordination and Flexibility with Existing Funds 
• Education Enterprise Funds 
• Eligibility for Participation in a Range of Innovative Federal Experiments 

EMPLOYMENT TAX INCEJI,'TIVES 

• Employment and Training Credits (ETCs) for zone residents 
I. A mUlti-year ETC for employers located in the zone 
• Targeted Empowerment ETC ("TETe") for all employers 
• An ETC Opportunity Card for zone residents 

CAPITAL INCENTIVES 

• Increased property expensing under Section 179 
• Accelerated depreciation for all investments in tangible property in the zone. 
• Tax-exempt Private Facility Bonds for investments in tangible property in tbe zone. 
• Expansion of the Low Income Housing Tax Credit . 

EMPOWERMENT INCENTIVES 

• Resident Community Inves,ment Corporations (ClCs) 

!" Worker Controlled Enterprises (WCEs) 

• Resident Empowerment Savings 
I 

I 


100 EJI,TERPRISE NEIGHBORHOODS 

INVESTMENTS 

• Enterprise Neighborhood Gt1Ults ($5-15 million) 
• Eligible for Community Development Banks 

.. Eligible for Community Policing 

• Coordination and Flexibility with Existing Funds 
• Eligible for Education Enterprise Funds 
• Eligible for Participation in Innovative Federal Experiments 
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EMPLOYMENT TAX INCENTIVES 
I 
None 

CAPITAL INCENTIVES 

• Tax-exempt Private Facility Bonds for investments. in tangible property in Ibe Zone 

• Expansion of the Low Income Housing Tax Credit 

EMPOWERMENT INCENTIVES 

.• Resident Empowerment Savings Acoount 

BRIEF DESCRIPTION OF ZONE TAX INCENTIVES: 

W. heliev. tax incentives sbould he designed 10 promote the creation of new 
enterprise in tbe zone, to' encourage the expansion of existing zone businesses, to increase 
empJoybent of zone residents. and to empower zone residents to work, to save, and to build 
their oWn assets and enterprise. We recommend the following incentives: ' 

Employment and Training Credits('ETCs"). (Economic Empowerment Zones) 
ETCs provide an effective means of lowering the cost of doing business for employ... and 
incentives for hiring zone residents. When combined with a coordinated private sector 
campaign to sccur< the a=plan~ and support of employers, they also empower ,"sidents to 
scek employment, to obtain and hold jobs and to =ive training. w. recommend allowing 
each employer to take advantage of c.iIW 

• 	 • multi-year ETC for employers located in the zone--25% of the first $20,000 of 
each zone resident employee's wages and qualifying expenses for education and 
training; Ill: 

• 	 atwo-year Targeted ETC ("TETC") for employers, wbetber or not located within the 
zono--20% of the first $12.000 in !he first year and 10% for Ibe first $12,000 in the 
second year of each new zone resident employ ..'s wages and qualifying expenses for 
education and training. 

Every qualified zone resident will Ie«ive an empowerment card in the mail which can 
he presented to a prospective employer to qualify for the ETC. The same card will allow 
them to open a Resident Empowennent Savings Account (discussed helow) and a checldng 
ac<:Gunt &ith the nearest Community Development Bank. II also eould he used in future 
experiments in electronic delivery of food stamps, AfDC and job training money. 
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:The TETC bas in<kpendenl empowerment value for Wne residents because it provides 
them ~th a bounty to join the economic mainstream wherever jobs can be f'?Und in the Jabor 
market.' In addition, we also reoommend that DOL, HHS and Treasury work with the Ten 
EGonomic Empowerment Zones to experiment with an alternative to the Targeted ETC: 
provide the prospective employee with an ineentive for getting and holding a job, whether 
through an e.paoded EITC awarded with each paycheck or through • bonus voucher to be 
cashed "'ith each paycheck 

,Capital Ta. Incentives. (10 EA:onomic Empowerment Zones only) We recommand a 
cost reCovery approacb that is designed to aid enterprises wifh zone ~denl workforce 
"'presentation of at least 35%. The propos«! cost reoovery includes two components: 

I 
• 	 increased property expensing under Section 179 for qualifying investments in 

depreciable property, up to a $75,000 cap, phasing out for larger investments above 
$300,000) 

• 	 accelerated de.preciation for all investments in tangible property in the Zone. 

These cost recovery proposals complement the tax incentives contained in your 
propos¥ budget. They will provide substantial incentives that will be parti~larly valuable to 
starting or expanding micro-enterprise, small buSiness, and community-based firms. 

Stakeholder Empowennenl Tax Incentiv... (EA:onomic Empowerment Zones) In 
addition to these work empowerment incentives) we also want to empower zone residents to 
own a piece of their community and have a stake in the place where Chey work, We 
recomIl1:end interest exclusions to spur investments in Community Investment Col'JXll'3tions 
and additional incentives for Worker Controlled Enterprises: 

, 
• 	 Community Invcstmenl Cotporations (C1Cs), owned 51% by zone residents, 

could be spurred through interest exclusions to lenders for loans made to Oe. 
for purchase of qualifying zone tangible assets. This will empower Cle., for 
exampte, to acquire and develop land, to purchase TV and Fiber Optic cable 
serving their communities, or to participate fully in new information networks. , 

, 	 . 
1, We do need, however, to distinguish this incentive from 

the Targeted Jobs Tax Credit, where certification of e~1gib111ty 
in one of the 10 categories by DOL has too often operated to 
stigmatize prospective applioants as inferior in the eyes of too 
many employers. An education campaign for prospective employers 
is therefore essential with respect to the Enterprise TETe. The 
extent of private employer commitment to participate should be 
one of the factors used by the Secretaries in the Chal~enge Grant 
Process to judge the merits of any zone applicant's strategic 
plan. , 
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,The CIC provides a way for zone residents to "homestead" assets and to gain 
:controI of their economic destiny. 

• 	 Wmker Controlled EDleqnjses (WCEs). owned 51 % by zone resident 
employees, could also be encouraged through tax incentives. Filst, interest on 
loans to permit resident workers to start, acquir. and expand WCEs could be 
excluded from taxation to a lender. Second, repayment of principal and 
,interest on the loan would be a deductible business expense to the WCE. With 
,full disclosure, full voting rights, worker control, annual reporting of individual 
'share values to each zone shareholder, and deferral of taxes to tbe worker until 
'sale of shares, tbe WCE will empower ",sident employees with. full 
'ownership stake in their own businesses, while eliminating the abuses COmmon 
to ESOP's. 

Both of these empowennent incentives will be enhanced by the availability of """"55 
to capital provided by the new federal community development banking initiative and the 
low-interest loans avaiJable through the Community Investment Program of the Federal Home 
Loan Bank System. Moreover, loans will only be made when an independent. third party 
lender determines that the pIoposed investment by the CIC or WCE is likely to work. We 
believe that these empowerment incentives are cort romponents of the new direction that you 
are charting. 

Resident Empowennent Savings Accounts: (all 110 zones) This individunl savings 
plan will provide the first proving ground for implementing your pledge to establish 
10dividtial Developmenl Accounts to empower low-income Americans to take the first steps 
toward economic self-sufficiency. A SO-percent tax credit would be available for a 
contribJtion by an employer, eli::, or WCE to. Defmed Sa\-Ings Plan ("DSP") on behalf of 
cmploy~es or members who are zone residents. Participating zone residents could also 
contribute 10 the DSP on a lax deferred basis. These savings could be withdrawn (or 
borrowed against) without penalty to pay for education, purcbasing. first home, or starting a 
small business. 

I 

Tax Exempt Private FacUlty Bonds: (all 110 zones) 10 order to promote investment 
in buildi,ngs, plant and equipment, all Zones will be able to exempt 50% of private facility 
bonds fr!,ID Stale caps, and Ihese Zone Facility Bonds will be excepted from the section 265 
bank deductibility prohibition. Each primary user (e.g., • business) will be limited to $3 
million in anyone zone and a total of $20 million across all zones. 

Expansion of the UlW Income Homing Tax Credit: (all 110 zones) All zones will 
be view¥ as a "difficult to develop" area for purposes of increasing the Low 1ocom. Housing 
Tax Credit to 91 percenl of present value from 70 percent of present value. 
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BRIEF DESCRIPTION OF ZONE INVESTMENTS 


Enterprise Block Grants: (Economic Empowerment Zones) We n:commend !bat !he 
ten Economic Empowennent Zones receive a substantial Enterprise Block Grant, On !he Older 
of 5150-175 million per urban ZOne and $50-75 million per rural zone. As "deseribed above, 
in conjunction witb otber federal investments and incentives, state and local iesourees, and 
private sectOr commitments, this will enable local communities to craft a wide variety of 
creative initiatives to build a thriving economy. 

Community Policing: (Economic Empowerment Zones and many of !he 100 
Enterprise Neighborboods): All zones will be eligible for additional suppolt for Safe Streets 
from tbe $SOO million of tbe FYs 93-94 baseline wbich bas been reserved 10 meet your 
pledgelof 100,000 additional cops on the beat. 

ICommunity Development Banks: (Economic Empowerment Zones and many 
Enterprise Neighborhoods) The 10 Economic Empowennent zones will be given first priorily 
on having a Community Development Bank" The other zones will be eligible to pani";pate in 
your ~mmunity lending initiative in order to access private capital and financial services, 
Each applicant must demonstrate in its strategic plan how it plans to do so, including 
fmancing CICs and WCE's, among other enterprises. 

Enterprise Neighborhood Grants: (100 Enterprise Neighborhoods) The second tier 
zones ",ill receive Enterprise Neighborhood Grants" The grants would range from $15 million 
to $20 ~illion dollars for urban zones and from $5-10 million fa. rural zones" This grant 
would defray the costs of planning and start-up, as well as provide funds to stimulate new 
initiatives. We are also confident that many foundations, univerSities, non-profit community 
groups and others will step forward to assist affected communities in developing a strategic 
plan. ' 

4. Eligibility for Participation In Innovall•• Federal Experiments: (Economic 
Empowerment Zones and many of the 100 Enterprise Neighborhoods). Empowennent zones" 
and Enterprise Neighborhoods will opeo the door to • host of innovative initi.tives by !he 
public and private sectors. The planning, cooperation and commitments required of local 
commurutics by the Challenge Grant Process will inspire a wide variety of prl;vatc sector 
iniliativi:s and public-private paltnerships. Once designated and in operation, 110 community 
laboratOries across the country will be working to prove what wOIks and what doesn't. , 

Several of the Agen";es believe thaI !he consensus proposal provides an excellent 
challenge grant process and a unique platfono to try a number of significant new policy 
approacbes that will also contribute to the economic revival of distressed communities. As a 
result, each zone will be eligible to compete through the enterprise challenge grant process for 
a variety of special demonstration grants offered by differenl federal Agencies. 

l. 
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The hallmark of each initiative will be a challenge to the enterprise zone applicants to 
show how they propose to shape and 10 implemenl the new initiative in the context of their 
own strategic plan. Th. respective Secrelaries, in cooperation wilh tbe Enterprise Board, will 
deSignate the winners based on the merits of the applicant's plan, provide a single point of 
contact for waivers, and review progress based on results. 

DoEd, for example, has asked to include, and to provide funds for, a comprehensive 
Enlerprise Scbool Communilies initiative 10 implement the National Eduealion Goal. in order 
10 promote enterprise in the zone. This proposal will provide the opportunity for 
communities, families, service providers, and tbe private sector to pull together to learn for a 
Iifetim~ of earning, saving, investing, contributing, and participating. 

DOl., HHS and 001 have also requested that a variety of demonslration opportunities 
for such local innovation be included in the enterprise chaUenge grant process: e.g., school
to-work. apprenticeship, welfare-co-work, unemployment-to-work, drug prevention and 
rehabilitation-to-work, and related juvenile justice initiatives. Commerce has suggested 
foreign trade zones} entrepreneurship training and enterprise assistance. HUq, AgricultuIe 
and DQT will also make available similar opportunities for local innovation, including 
Section 8 and Moving to Opportunity vouchers, Access to Opporturuties (including 
transportation and job matcbing), HOME, and Youthbuild. The number of zones that will be 
able to panicipate in each demonstration will vary by federat initiative, but the prospects are 
excellent that tbere will be • substantial number in many of the zones. The appendix attached 
at Tab B provides a list of initiatives now under consideration hy the Secretaries. 

S. Budget. Your budget includes $4.1 billion in tax expenditUres for enterprize zones. 
The consensus proposal reaches for $6 billion by using $1 billion that is currently in the 
baseline for Community Investment ($500 million of which has been assigned to commuruty 
policing but may be spent in the zones), and $900 million in "contributions" from existing 
HUD and Agriculture programs over the five-year period, FY94-FY98. 

Source of Funds $ in Millions 

Tax Expenditures 4,100 

Baseline FY93-FY 94 1,000 

HUD and AG Contributions 900 

Total 6,000 

While, under the current budget proposal, all of the $4.1 billion goes to tax 
expenditures, the consensus proposal would transfer $1.1 billion to the investment side on"" 
Ihe discretionary caps are lifted after FY95. This would then mean thai the $6.0 billion 
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would be e,enly split between laX incentives and funds for the Enterprise Block Grants.' 

: Of course, the total amount of federal funds dedicated to the Economic Empowerment 
Zones.and Enterprise Neighborhoods will be greater than 56 billion. As described above, 
agencies will target portions of their new initiatives 10 the zones. All enlerprise applicants 
will also be cballeDged to establish Community Development Banks and other Community 
Development Financial institutions under your community lending initiative. 

Use of Funds 	 $ in millions 

I Tax Incentives 
In Economic Empowerment Zones 

Property Expensing 248 

Accelerated Depreciation 35 

ETC 1,370 

TETC 700 

C1C Interest Exclusion 140 

WCE Incontives :m 


2,820 
All 110 Zones 

Savings Plan 20 
Facility Bonds 50 

UHTC -1lll 
-1.8.Q 

Sub-Tolal 3,000 

2 Any such shift from tax expenditures to enterprise grant 
expenditures oan be accomplished in one of three ways: 

• 	 make appropriate revisions to our budget requests and the 
new caps for discretionary spending for FY's 1996-98 

, 
• 	 create an Enterprise Entitlement Expenditure on the 

mandatory side of the budget, including both tax and 
enterprise grant expenditures 

• 	 if a request is going to be made for a raise in the 
discretionary cap for other investments~ raise t~e request 
by the $1.1 billion amount. 

Under any of the three alternatives# there would be no increase 
in total budget authority. We chose the first of these 
alternat~ves beoause it is most within your control. You can 
defer!decision on this issue until the larger budget picture 
becomes clear. 
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Investments 
In Economic Empowerment Zones 

Enterprise Block Grants 1.2Sll 
1,250 

Available in All 110 Zones 
Community Policing 500 
Enterprise Grants 1.2Sll 

l.1Sll 
Sub-tota! JJlOO 

Total (excluding other federal initiaHves) 

IV. hlTERNATlVE OPTIONS 
, 

A. NUMBER OF ZONES: 

Option 1. 10 Economic Empowerment Zones and 100 Enterprise Neighborhoods: 
This is the consensus proposal described above. 

Option 2. 25 to 50 Major Zones: Secretary Bentsen is concerned that Congress will 
not accC:pt our proposal to focus morc of the federal enterprise support on 10 zones, while 
providi~g a lesser amount of federal enterprise support to 100 zones. He therefore proposes a , 
total of25 to 50 zones which would be selected over the next five years, i.e.,' 5 to 10 per 
year. All zones would have the same mix of tax incentives as in the consensus proposal for 
the 10 Economic Empowennent Zones, but the amount of the Enterprise Block Grant 
available for each zone would be reduced if more than five zones per year were designated. 
Treasury believes that such a proposal would more closely resemble the compromise reached 
last fall and would be more readily received in Congress. 

, , 
RECOMMENDATION: While we understand the Secretary's concern, we 

nonetheless recommend Option 1. On policy grounds, the Working Group believes that the 
concentration of resources in 10 zones is critical to ever seeing whether these zones can be 
successful. By concentrating not only resources but Administration effort in these 10 zones, 
we enhance our chances of demonstrating visible successes in our inner cities and poor rural 
communities and building support for new investments in the future. On political grounds, 
we believe that combining the 10 Economic Empowerment Zones with the 100 Neighborhood 
Enterprises, is a promising way of both expanding our reinventing government cxperiment 
while giving more members of Congress a visible accomplishment for thcir constituencies. 
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.. 


DECISIOS 

.Number of Zones 

__ 10 Economic Empowtl1DCnt Zones and 100 Entctprise Neighborhoods 

__ 25-50 Major Enterprise Zone'. 

Discuss Further 

j 

B. TAX INCENTIVES 

There are two issues concerning taX incentives. (The appendix at Tab' C is TrcasurYs 
analysis of the tax policy oonccming these issues, as well as other tax incentives.) 

, 
]. 'BLANKF:f' "5. 'INCREMENTAL' ETC FOR ZOJl.'E EMPLOYERS 

Option 1. Blanket ETC: This is the consensus proposal described above, a credit to 
the zone employer of 25% of the fi1>l $20,000 of each zone resident employee's wages and 
qualifying expenses for educalion and training. The credil applies In all resident zone 
employees. The percentage amount of the credit would remain al 25% for the first six years 
and tbap be phased oul proportionally Over the next five years. 

Option 2. Incremental ETC: This ETC is applicable only to increases in employment 
of zone residents (where total employment also increases) from a stated base, e.g,t 80% or 
100% of. three-year running average. It could be figured on the hasis of tbe first 520,000 
in employee wages and training, and the percentage amount of Ibe credit could be 25% or 
higher. The Incremental ETC costs substantially less than the Blanket ETC and is targeted to 
expansjon in employment. 

REcOMMENDATION: We recommend option I, the Blanket ETC. We are 
unanim,?us in this recommendation, but Ibe majority of the working group believes this i•• 
close call. 

The Incremental ETC would be much more difficult for employers to understand and 
would involve much,more paperwork. It also would disadvantage existing zone businesses, 
which will ..coive credit only for expansion in employment, while businesses that are new to 
tbe zone would ..eeive credit for all of their resident employees. In addition to costing more, 
however, the Blanket ETC has another potential flaw: by creating an ineentive for employers 
to substi,tute zone residents for non-resident employees, there could be some unpleasant 
situations where non-zone residents are fired. The Incremental ETC avoids this problem by 
being tied to increases in total employment. On balance, Ibe Blanket ETC should prove more 

I 
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effective in reducing the cost of doing business in the zonc. 
o 

DECISION 

Blanket ETC 

Incremental ETC 

Discuss Further 

1. INTEREST EXCLUSION VS TAX EXEMPT BOND FOR WCE'S AND C1C'S 

Option I. Interest Exclusion: This is Ihe consensus proposal described above-
lenders may exclude from taxation the interest received on qualifying loans made to Worker 
Controlled Enterprises and Community Investment Corporations. 

Option 2. Tax Exempt Bonds: Treasury propos.s providing such financing only 
through a Zone Empowennent Tax-Exempt Bond, which would be exempted from the caps 
on slate and local bonding authority. Treasury is concerned that tb. impact the empowennent 
incentives under Option 1 will be uncertain and that the benefits will accrue primarily to 
outside investors rather than the zone residents. Treasury therefore proposes to insert a public 
bonding authority in the transaction between the lender and tbe CIC or WCE to assure 
compli~ce with applicable law, 

o 

RECOMMENDATION: We recommend Option 1. These 'stakeholder" tax 
incenth:es are core componeDts of tbe consensus proposal. Under either optiqn. no loan will 
be madf unless the underlying asset, whether a business or land, supports the, loan. As these 
empowerment incentives are limited toO the 10 Economic Empowerment Zones, we believe 
that it is important to test their full impact with as many potential lender-investors, with as 
Iowa transaction cost as possible. In fact, we belleve that on. of the private sector 
commitments that will be included by ZOne applicants in tbeir strategic plans i. investment 
and technical assistance to prospective WCE', and C1es. Although the Treasury proposal 
provides ll!lO appropriate mechanism for overseeing tbe funding of such loans, we do nOi 
believe ~t should replace a more broadly available interest exclusion. 

DECISION 

___ Interest Exclusion 00 WCE/C1C qualifying loans 

__ Tax Exempt Bond 

__ Discuss Further 
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C. FEDERAL WAIVER AUTIIORITY FOR EXISTING PROGRAMS. 


A particularly thorny problem fur our proposal to reinvent government is the 
categorical nature of many federal programs and the limitations on our ability to provide, 
waivers both within and between existing programs. Time and again, mayors and governors 
have cOmplained that they would be in a bener position to meet our enterprise objectives if 
they were free to deploy existing federal programs and mS<llll'CeS to implement their own 
stralegic plan. which will be reviewed. approved, and monitored by the Designating Secretary 
on behalf of Ibe lnl.ragtncy Cnnncil under our proposal, Former President Carter made 
much the same poinl when be visiled wilh you last monlh abonl the Atlanta Project: we 
would not need to invest much more federal money to revitalize urban America if we 
ernpoweted local communities to apply existing federal funds flexibly in conjunction with 
State and local .. ,,'ou...., •• and private enterprise, Just this week. Mayor Daley submitted a 
persuaSive repoll on the burdens of tbe regulatory federalism that we have inherited. 

! 
!AlthOUgh we propose to eliminate all burdensome strings from the Eoterprise Block 

Grant funding, such radical deregulation of existing federal programs is a tohnidable 
challe.ige. We believe there are al least Ihree approaciles to providing greater flexibility and 
responsivenesswitb resPect to existing federal programs:, 

Option 1. Pilot Regulatory Relier: seek Congressional approval in the Enterprise 
legislation to autborize tbe Interagency Council to issue general waivers, both within ami 
across a specified range of programs relevant to promoting enterprise, in each zone. 

Option 2. New Waiver Authorlty: seek legislative authority for tbe Secretaries on tbe , . 
Eoterprise Soard to develop criteria for general waivers :II1Ihin specified programs and greater ,
assistance in coordinating across programs in tach zone. 

Option 3. Administration Budgeting: begioning with the IT 95 budget requc:st. 
incre..bthe Eolerprise Grant by an agreed amount and seek lower appropriations from a 
range of existing programs. 

RECOMMENDATION: We do nol have a firm recommendation with respect to the 
three .options. 

The first approach -- pilot tesling broad regulatory relief in tbe enterprise zones -- is 
most inlkeeping with our basic goal of ",inventing government and would be strongly 
supported by the mayors and governors. It IIllI): complicate passage of the Enterprise 
legiolatioD. We do Dot know whether Congress would be as willing to go along with such a 
mdicai restructuring. [t IIllI): also give pause to some of the Secretaries as they work witb 
you to make plans to initiate new national programs. 
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The second approach -- new waiver authority -- will provide substantial flexibility 
and responsi\'eness compared with the current situation. To be effective, it must also be 
included in Ibe Enterprise kgislation; but Congress should be t=ptive to such narrower 
statutory waiver authority as a part of the Enterprise package. With occasional While House 
intetv~ntion to resolve major policy disputes, the Designating Secretaries, w,?rking in 
cooperation with the Enterprise Board, will be able (a) 10 develop n:asonably general and 
flexible criteria for general waivers within programs and eooroination of efforts across 
programs and (h) to provide a single point of contact for all applicants. 

The third approach -- administration budgeting to enlarge the Enterprise Block Grant 
via a n,dudion in other programs -- could proceed beginning with the budget for FY96. 
This would also require the cooperation of Congress and the support of program constituent •. 
By next year, we ~ also be in a better position to determine whether a more comprebensive 
"reinventing government" iniliative based on waivers across programs is workable. In any 
event. the tbird approacb is not a viable alternative at the outset; it can only serve as an 
import'Dl supplement to he added in FY 1996, if you decide to pUrSue new waiver authority 
from Cpngress at this time, 

Given the uncertainties and the need for full Congressional cooperation to implement 
any of the three approaches, we recommend that this issue be explored fully witb Congress 
and the constituency groups as a part of the process of working with Congress and the 
Secretanes to seek Congressional support for your enterprise initiative. We believe that such 
• cooperative and full consul.ation with Congress may offer the best prospects for agreeing on 
an approach that provides the most fle.ibilil), in federal regulation that we can oemeve, even 
on a pilot basis, for enterprise zones at this time. ' 

DECISION 

_,__ Propose sweeping regulatory refonn now, albeit on a pilot basis, to allow the 
Enterprise Board to waive regulations across. designated set of programs as 
part of approval of applicant's strategic plan 

Seck new waiver authority now (and then use the administration budgeting 
process to increase Enterprise Grant beginning in FY 96) 

Consult with Congress 

Discuss Funhcr 

D. Cons.nsus Proposal or "Low Cost" Alternative. 

Option 1. Consensus Proposal: This i. the $6 Billion p~ for 10 Economic 
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Empowerment Z<lnes and 100 Enterprise Neighborhoods described .bove. 

Option 2. Low-Cosl Allemalive: OMB proposes an option that adopts much of the 
consensus proposal's emphasis on the coordination and ~invention of government. but 
witbout spending any funds beyond what is already provided in the buseline or the other new 
investments proposed in your ovtrall budget. , 

'OMS has ",servations concerning !be use of any tax intentives or new Enterprise 
Grants. OMS argues that tax incentives will not be very effective in stimul.ting new 
business development and jobs in distressed areas or, if su"""",ful, will be too costly to he 
widely;replicated in other areas. Or they fear that enterprise :zone tax intentives will dlaw 
employment from other economi""ny depressed areas. 

i 

In addition} OMS believes that committing substantial resources to an Enterprise 
pro~l hefore we have had time to think through and develOp a consensus on the 
Administration's uman and rural development strategies is premature and, given general 
budget constraints, may preclude any other major initiative to help cities during. your 
Administration. 

,, 
9MB, therefore, proposes a "low cost" option which, in its view, meets your campaign 

promise to create enterprise zones while preserving the opportunity to use the: resources 
originally committed to entewrise zones to fund a major urban/rural deveJopment or welfare 
refonn initiative later, OMB's option would: 

" provide no, or minima! tax incentives;, 
• provide no new spending for enterprise block grants; , 
. 
• concentrate, in a small number of zones, discretionary n:sources from existing 
programs (many of which are substantially increased by the proposed budget) through 
an ear-marking or set aside mechanism for Enterprise Block Grants. 

The attabrunen! at Tab D summarizes OMB's proposal. 

RECOMMENDATION: There are four reasons wby the Working Group strongly 
supports !be Consensus proposal, Firs!, while some of the working group were skeptical 
about the effectiveness of tax incentives, we feel that we have come forward with a 
thoughtful and tari!eted tax In""n!ive paCkage that will make a significant difference. 

, 
second, enterprise zones have popular, bipartisan support because they ~Iy on tax and 

market incentives. If we delete this aspect, we may 10.. support for the propoent. 

Third, it is politically untenable for you 10 wait a year before coming up with a 
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significant urban economic proposal. It would send a misleading and destructive signal of 
retreat' on your commitment to uIban and rural America. 

Finally, and most imponan!ly, we !>elieve that the tax ineentives, in combination with 
the reinventing government and new investments, add up to an excellent proposal. Botb of 
tbe co+chairs, Bruce Reed and Gene Sperling, reel that this proposal will!>e perceived not 
only as a bold stroke on enterprise zones, but also as a thoughtful new direction for building 
a comprehensive empowerment and community development strategy. This proposal can lay 
the foundation for a new agenda to empower individuals and communities to take 
responsibility for their own economic futures, for becoming full-participants in the economic 
mainstream. 

'DECISION 

Interagency Consensus Proposal 

"LoW-c05t" OMS Proposal 

R<iect all proposals, Discuss Further 
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, The members of Ibe NEC-DPC Enterprise Zones Working Group Include: 


AORICULTIJRE Robert Nash CEA Joe Stiglitz 
Ron Blackley Kevin Benier 
Milke Alexander 

COMMERCE John Sallet DPC Bruce Reed 
Larry Parks Paul Weinstein 

HUD Aodrew Cuomo NEC Gene Sperling 
Bruce Katz Paul Dimond 
Jacquie Lawing Sheryll Cashin 

TREASURY Maurice Poley OMS Chris Edley 
Val Strehlow Ken Ryder 
Edith Brashares Steve Redburn 

V.P. Oreg Simon 

w. bave also received important contributions !rom: 

DoEd 	 Mike Smith 
Aoita Estelle 
Tom Pagan 

HHS 	 David Elwood 

LABOR 	 Larry Katz 
Carolyn Golding 

I 	 , 

':"ithin a few days, we will also be sending you decision memos on the other three 
pillars of our economic empowerment strategy: Community Development Banks, CRA 
Reform, and Urban Crime Partnership. Beyond the economic empowerment initiatives, our 
Interagency Working Group will expand to include the other relevant Agencies so that we can 
continue working on your comprehensive strategy for community development and 
empowerment. In that process we wiU be reviewing all existing programs and a host of new 
approacJles in order 10 help you implement the new direction that you are charting. 



EXECUTIVE SUMMARY 

ECONOMIC EMPOWERMENT ZONES 


ENTERPRISE NEIGHBORHOODS 


1. El1gibil1ty 

• objective criteria for zone-

Minimum Population 
Urban 15,000 

Rural 5,000 

Maximum Population 100,000 

Maximum Area in Square Miles 
Urban 20 
Rural 1000 

Maximum number of non~contlguous 
areas 

Urban 3 
Rural, if within state 3 
Rural, if multi-state 0 

Maximum number of States 
Urban 2 
Rural 3 

Minimum % of Households in Poverty 
In 50% of tracts 35% 
In 90% of tracts 25% 
In 100% of tracts 20% 

Additional Rules: 
1.CSD may be included iff at least 35% 
poverty rate 
2. 0 population tract may be included 
3. Tract with 2000 or fewer residents 
may be included iff zoned 75' or more 
commercial or industrial (unless CBD) 
4. Secretary discretion to waive iff 
substantial oompliance with criteria and 
targeted area boundaries coincident with 
state or local enterprise designation prior 
to ~anuary 20, 1993 

II. Challenge Grant Proces~ 
I, 

.~ a grant process to challenge the local applicant to 
develop a comprehensive strategic plan, 1n partnership· with the 
effected community~ to reinvent the way local, state and federal 
government does business in order to enable private enterprise to 
flourish 1n even the most distressed areas 



• each applicant must demonstrate that it has a 
comprehensive strategic plan to coordinate government funding 
ecross jurisdictional lines and among oategorioal programs on the 
most ~ffective~ efficient responsive, and entrepreneuria1 basis 
in order to provide services and a regulatory enV1ronment 
essential to the growth of enterprise 

,. evaluation and approval by Secretary of strategic plans 
based upon the following criteria-

extent of partnership with affected local 
community and residents in formulating and 1mp1ementing 
plan 

nature and scope of tangible private sector commitment 
to promote enterprise. including availability of 
insurance and credit, participation of community 
organizations and the non-profit sector l and 
oomplementary actions by state, regional and local 
authorities 

innovation in leveraging existing assets and 
governmental programs and new federal empowerment 
initiatives to provide safe streets, access to private 
capital, a more Skilled workforce and real 
opportunities for zone residents to promote enterprise 

potential to enable enterprise zone to become en 
integral part of the local region's economy and to 
empower its residents to become full participants in 
economic mainstream 

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

III. Designation end Operation 

• Designation of 60% of zones BUD Secretary and 40% by 
Agriculture Secretary, in consultation with Interagency Counoil-
the Enterprise Board, 

.1 Review, negotiation and approval of each looal Strategic 
Plan by Designating Secretary, in consultation with Enterprise 
Board 

• ~Des.1gnating Secretary acta as single point of contact for 
Enterprise Board to assure flexibility and necessary waivers to 
eneble:Designee to proceed with approved Strategic Plan 

• Ten-year duration 

, IPerformance review by the Designating Secretary every year 
based on progress of each designee in meeting its benchmarks , 



• Based upon reV1ew of results at the end of year 4 and 7, 
Enterprise Block Grant subject to reduction or elimination or 
Designation subject to termination by Designating Secretary, 
unless strategic p~an revised 

IV. Federal Inducements 
I 
A. Available to all zones (Enterprise Neighborhoods and 
EconomiO Empowerment Zones) 

Defined Savings Plan 

COmmunity Lending Initiative 

Community Policing, Safe Streets, Cops on the Beat 

Eligible for applying for innovative federal 
initiatives pursuant to ohallenge grant 
(listed at Tab S) 

Tax-exempt Private Facility Bonds Relief 

Low Income Housing Tax Credit Designation 

Small Enterprise Block Grants ($15-20 million per 
urban Enterprise Neighborhood; $5-10 million per 
rural Enterprise Neighborhood) 

Federal Deregulation and One-Stop Assistance 

• Available only to Economic Empowerment Zones 

New Frontier Homesteading--Community Investment 
Corporation (interest exclusion) end Worker 
Controlled Enterprise Incentives (interest 
exclusion to lender, deduction for payment of P&I 
to WeE, deferral of gain to worker/shareholder) 

Credits for employers in zone for wages end 
expenses for training zone residents ("ETC") 

Targeted, 2-year ETC for employers, wherever 
located, of zone residents . 

capital and investment incentives for Qualified 
CEP Business and Qualified CEP Property 

Property expensing (section 179) 

Accelerated depreciation 

Large Enterprise Block Grants ($ISO-17S'million 
per urban zone~ $50-75 million per rural zone) 



V. 	 Budget: 1994-98 

Tax Incenti.ves 

10 Economic Empowerment Zones 

Expensing
Accelerated Depreciation 
ETC 
TETC 
CIC Interest Exclusion 
weE Interest EXclusion 

All 110 Zones 

Savings Plan 
FacUlty Bonds 
LIHTC 

Total TAX 

Community policing -- All 110 Zones 

Enterprise Grants 

10 	Economic Empowerment 
Zones 

110 Enterprise Neighborhoods 
Total Enterprise 


Total Investment 


Total Budget 

VI~ Evaluation and Sunset 

In 	Millions 

S 248 

S 35 

$1370 

$ 700 


. $ 140 
$ 327 
62820 

$ 20' 
,(; 50 
'$ llO 

$ 180 

$3000 


$~ 

$1250 
81250 
$2500 

$3000 

$.§QQQ 

~Independant review and evaluation by the National Academy 
of Sciences and reporting of results, findings, and 
recommendations, first, in 1998 and, again. in 2003 following the 
decerulial census 

-Periodic performance review by the Designating Secretaries, 
with the Interagency Working Group. and report to the President 
and to the Congress of the results, with mid-course corrections 
as required 

-Sunset for enterprise legislation at the end of ten years. 



LIST OF POSSIBLE FEDERAL CHALLENGE GRANTS FOR WHICH 

ALL 110 ZONES ARE ELIGIBLE TO APPLY 


Enterprise Sohool Communities (OOED with HUD, HHS, DOL, Commerce) 

Foreign Trade Zone (Commerce) 

Minority ~usiness, Small Business, and Mioroenterprise (SBA) 

Make Work Pay--earnings supplement~ medical protect1on# child 
care and transportation, like New Hope Project in Milwaukee (HHS, 
Treasury) 

JOBS ;Oistressed Area Demonstration--intensive, longer term 
training and community support, job matohing throughout labor 
market, with many more immediate benchmarkst like Project MATCH 
in Chioago (HHS) 

JOBS ~elfare-to-work training, earnings supplements and employer 
wage ,and training inoentives (HHS) 

Guarantee jobs, require training and require work (MHS) 

Make JOBS open to two parent families (HHS) 

Help young people become self-suffioient before begetting 
children (HHS and DoEd) 

Paren~s Fair Share Projects and other pilots to assure that 
fathers work and provide support for their children (HHS) 

Youth Fair Chance, YouthBuild, and School-to-Work Transitions-
link'youth apprenticeship and education to economic and community 
development projects in the zone (DOL, HUD and DoEd) 

,
One Stop Shopping and Opportunity Cards for job searoh, 
retraining Bnd other services (DOL) 

Incentives for zone residents to obtain and retain jobs (DOLI HHS 
and Treasury), 
Access to Opportunties. including transportation, job matching 
throughout labor market, and Section 8-Moving to Oppor;tun1ty 
vouchers (HUD, HHS, DOT) 

HOME and PHA Tenant management and ownership (MUD) 

Juvenile Justice and Youth-to-Work (~J, DOL) 

Drug education and rehabl1itation-to-work (HHS, DOL, DOJ) 



THE WHITE HOUSE 

WASHINGTON 

October 25, 1993 

i
MEMORANDUM P;OR SECRETARY CISNEROS 

IFROM: PAUL DIMONllI?O 

SUBJECT: SPEECH AT HUDSON INSTITUTE 

,
Attached are the notes (since typed) from my speech at the 

Hudson Institute's national conference with several hundred 
partiCipants on empowerment zones. I'm not sure how much I took 
off from my~handwritten scribbles during the talk, but any drift 
wasn!t too far from the gist of the attached. The speech was 
followed by a half hour of questions. When the transoript 
arrives, I!ll send that along to you for your information. 

Despite
I 

an audience made up of academics skeptical of any 
enterprise initiative and practitioners wanting more, the 
questions and reactions following the address suggest that I 
didn't strike out pinch-hitting for you. The focus on economic 
issues, jobs and a hard-headed investment approach struck a 
responsive chord with all segments of the audience~ Even the 
Conference Chair, former Mayor Hudnut~ seemed almost to get over 
his ini. tial' pique at having me instead of you., ~ 

Les t.e:nkowsky from Hudson' will get back to us with 
suggestions emerging from the proceedings of the ensuing three
day confe:rence~ 

co The Vice President 
Carol Rasco 
Bob Rubin , 



HUDSON INSTITUTE SPEECH 

NATIONAL CONFERENCE ON EMPOWERMENT ZONES
, 

J. Introducllon. ' 

• I'm here pinch-hitting for Secretary Cisneros lonight. just like Paul Molitor played 
in place of the American League" leading hitter, John Olerod last night. If I'm lucky 
I'll begin with a two-RBI hit and close with a home run. If you're lucky, this game 
won1t go o:n for four and half hours and end at 1 a.m. 

, 
• Olmmon ground with Hudson In'lilule? Pre,idenl Clinton often remarks: (1) that 
govemme*s don't raise kids ... ,Families do; and (2) We dontt have a perSOn to waste if 
we are going to win in the economic competition that is part of the free enterprise 
CC?Domy that is emerging all around the globe. ' 

Two coroUarie..~ for enterprise zones shared by the Hudson Institute: and President 
Clinton: (l) neither government nOr tax breaks build business, jobs, families Or 
communi1jes .... Pcoplc working together ,do; (2) distressed communities -- that now act 
as backwaters in regional economies aU across the country -- must be empowered to 
join the m~instreams of dynamiC growth in all our diverse regions. As a nation" we 
are now engaged 1n a historic transition from what in retrospect seems like a safer old 
American industrial economy to a far braver, more competitive new global economy: 
we won't succeed as a nation in making the most of this crossing unless distressed 
communities and disaffected people join with us, 

• We're gathered here to share experiences and ideas on how to make wise 
investments to empower distressed communities aU across America to come together 
to do just t~at. This is the appropriate time to share ideas and experience because the 
Clinton-Gore Administration's Economic Empowerment initiative is a work in 
progress. [Summarize procedural history of legislation, President's September 9 ' 
mcmorandu'm creating Community Enterprise Board! tentative timelinc for announcing 
challenge ~nt, receiving applications, making initial designations]. 

• Vice-President as cbair -- symbol of importance of initiative to Presidentj dynamic 
force to assure full commitment, cooperation and responsiveness of federal agencies; 
personally committed to working with communities an across America to make this 
initiative a ~ccess. {personal story of briefing book and Vice-President's enthusiasm.] 
Vice-Presi~ent's Challenge to build a national challenge prO<:eSS for empowerment 
zones 1hat j like [he Baldridge Awards for business firms} will benefit all communities, 
who choose to panicipate. I.es I.enkowsky (President of Hudson Institute) has assured 
me thai he will report fully to me aU of your suggestions, questions. cautions, and 
ideas for de'signing and implementing such a transforming challenge process. We 
welcome your advice and counsel. 

n. Three Basic Elements 10 OUr Economic Empowerment Cballenge Process: (I) a 
new compact with Communities, (2) matching federal investments, and (3) seJection criteria to 

I 



, 

assure safety and soundness and effectiveness of federal investments . 

• N.ew Compact -- reinvent the way we do business with communities: If 
com.munities wilt join togelher with localities, the state, and the private sector 
throughout the local region 10 plan strategically how they will become integral parts of 
dynamic local economies, to break down the barriers to private enterprise. to 
coo~dinating services and reinventing state and local government on the ground where 
it matters, in partnering in innovative ways with the community-based organizations 
and the private sector, tben we at the federal level will break down all agency barriers 
and .work cooperative])' toge1her to respond to each community's Own plan. This is 
not top-down federal command and control, but bottom -up rebirth and revitalization. 
It is therefore no surprise that the President chose Mr. Reinventing Government, the 
Vice-President of the United States. to chair the Community Enterprise Board and 
leadithis customer driven, performance-oriented economic empowennent initiative . 

• Matching Federal Investmenls. - 4 types, each providing over $3 billion in 
addi,tional investment The first has been authorized by Congress, and the legislation 
describes how the benefits win be divided among 9 empowerment zones, 95 enterprise 
communities or made more broadly available. The other three types of federal 
investment are being added by the Administration; and we have discretion to target to 
9 zones, some or all of the 95 communi1ies, or offer separately to a larger number of 
participants in the cha!1enge process.

i 
1. B.udg~LRtronciliatiQn -- Substantial wage credits and increased expensing 
to reduce the cost of doing business iii the nine zones and increase the hiring 
of zone residents. Block grants to build Ihe capacily of community-based 
organizations to promote economic self-sufficiency for an persons and families 
in the zones and communities. Tax exempt private facility bonds to provide 
financing for the creation and expansion of businesses and community 
investment corporations in the ZOnes and communities. Expansion of L1HTC 
to promote housing, capital gain deferrals and exclusions for investment in 
SSB1Cs to build business) and designation of 20 CDC's with substantial tax 
credits to build the capacity of community-based organizations throughout the 
country. 

2. Addili2nW OIpilW Investmenl for Business Expansion -- 9 SBA one-stop 
regional or nationa1 centers, each with $300-400 million in private capital for 
investing in business in distressed communities all across America. Reform of 
eRA to reward actual lending and investment peIformance by the regulated 
banks and thrifts ra1her than paperwork or participation in community 
meetings; this will provide each community with an opportunity to secure full 
support from the major regulated financial institutions for business. With 
passage of the President bill. CDPIs to provide the investment expertise and 
community catalys1s to panDer qualified businesses with regu1ated and 
unreguiated financial institutions, (Story of Gene Ludwig. the flock, the golden 



eggs, the new coalition between community groups and banks; the sudden 
interest of ulU'cgutated institutions in participating. Working together, we can 
show the way to pension funds, insurance companies, the mortgage and credit 
companies) and Wan Street: to make sound investments that work for the 
investors and for building business in distressed communitjes all across tbe 
country.] 

3. Capital Investment for &using and Community De~lopment -- working 
with GSE's like Fannie Mae in partnership with FHA, HUD, USDA, and HHS 
to provide several billion dollars in capital for home ownership and mixed
income housing rehabilitation and development in selected zones or 
communities. IConversation with head of Fannie Mae concerning relative 
mobility and effectivencss of providing capital for housing and borne 
ownership to build economic base in distressed communities committed to 
economic revitalization -- jf we can show that it works in a few communities 
through this initiative, we can replicate this housing investment strategy in to 
rebuild communities all across the country.] 

4. Ageu\q' CQlltributiOlJs ~- in addition to working together to break down 
agency and program barriers in order to respond to community strategic plans 
so that existing federal resources can be deployed much more effectively by 
each community on the ground where it counts, each of the agencies is offering 
additional programs that a community may choo.se to use if it fits into the 
community'S own plan, (Examples. End with Jeadership of Secretary Cisneros. 
Given his leadership of economic empowerment legislation in the inter-agency 
working group from the beginning and in Congress in passing legislation that 
he has taken the lead in showing the wayan Agency coordination and 
contributions.) 

Togetber, these four types of investments can be used by communities to lever 
subs,iantiat matching investments -- both dollar and in-kind -- from the State, the 
private sector in the surrounding region. the locality and the community. Why, I even 
suggested at an early mccting that we ought to roun! matches ~ if the 
commitments were made up-front and wouJd be carried out even if the applicant were 
run ~esignated an empowerment zone or community .... [pause1 There don't need to be 
any ~osers here: every community that participates in the challenge process can corne 
together to build a gameplan that wins effective investments from a wide variety of . ,
Investment sources. 

, 

• S:eIecHon criteria. In this. economic empowerment initiative, we at the federal 
level are first, and foremost, an invcstor. This is not government business as usuaJ, 
this is not pork barrel poiitics: if it were we'd have 435 empowennen1 ZOnes and an 
open checkbook. 

Instead, effective selection criteria for designation are now under consideration: Once 
finalized. they wili provide the pre-conditions for our investment. An intenlgency 

I 



process is now underway that will propose criteria to the Community Enterprise 
Board. Tol stimulate your advice to uS On what makes sense, consider five criteria that 
I believe, Personally, merit discussion: 

I 
I. Safety and Secllrity of Person and PropeIt;:. In 1866, in the country's first 
civil rights act following the end of our civil war 10 end slavery, Congress 
understood that the newly freedmen needed first and foremost the same 
security of person and property as the white man. You would think we would 
know as much today; no place is free to build jobs, firms, families, and 
community unless it is free from the scourge of crime and violence. As a 
federal govenunent. we will do all we can to help -- with the Crime Bill, the 
Brady Bill, and General Reno's campaign against violence. But 1 don't believe 
that we should be making any additional investments unless: the community -
in conjunction with the state. the locality, and the private sector, who together· 
bear the primary responsibilily -- explains how tbe safety and security of aU 
perSons and property will be guaranteed. This sbould be a oasic foundation

•requirement for any investment, period! 
, 

2. Building Jobs and Firms..in the Zone. If a distressed community is going to 
beCome an engine of economic growth in the local regional economy, it must 
build jobs and firms within the zone. A wide variety of elements may go into 
helping people build jobs and firms; but jt)s up 10 each community to ;ell us 
hoW it's going to work to build both, We expect a substantial return on our 
investment in tbe form of new and expanding business and real jobs for real 
people. 

3. Empowering Zonc.ResidcnlS to Work. While building jobs and firms in the 
zone that will contribute to economic gro\llth throughout the region, we can't 
forget that zone residents j like all others outside the zone t are part of a local 
regional labor market: employers throughout 1he entire labor market -
bUSiness, non-profits, and governments -~ must join to make their job hiring 
net~orks -- formal and informal -- fully available to zone residents, 
im~ediately, And if a few communities can demonstrate how to end the 
isolation of workers in distressed communities from jobs throughout the labor 
rna~ke1. we can end the incredible unemployment that bas ravaged SO 'many 
distrcssed communities for too long. 

, 

4. BlJilding on Existing Assets. Each community must examine its own assets 
and build off of strengths to exploit its unique competitive advantage. As one 
ex~mple, consider how in the old industrial economy of the 1950's and 196015, 

centcr cities were at a tremendous disadvantage because the engine of 
economic growth was the single-slory, long line mass production plant that 
required ample space -- usuaUy green -~ for development and expansion. 
The new economy presents no such competitive disadvantage for center cities: 
the means of production don't require any particular land area. Each 
communitYt of course, win have to review its own assets and develop its own 



, 
vision for building its own engine of economic growth in each region. But, 
Ibele i. no reason why the engines or growth in Ibe year 2000 -like the long 
line plants in the .uburbs in the 1950's and 1960's or the Silicon Valleys 
aro~nd Palo Alto, Boston, and the Research Triangle in the 1970's and 1980's 
- ~on't also be located in p[aces like Harlem adjacent to Columbia University 
or in South L.A, next [() USC and why the current residents in these 
communities can't be highly paid partners working, harder and smarter, to add 
val~e t{) the these new enterprises, 

5. Co-investing. Finally, we at the federal level should be co-investors. That 
means in most cases that we should expect state and local applicants to bring 
eff~ctive investments from a wide variety of state, local. private sector and the 
communities to the table. This also means that we shouId expect a real 
bus~ness plan -- with goals, baselines, benchmarks, and a process for periodic 
review and mid-course correction to pennit our venture partners to exploit 
opportunities and to overcome obstacles. And, like: any good investor, we want 
to learn from what works and what doesn't, so that we all can make better 
judgements and replicate success and avoid failure in the future, 

These are just five possible criteria: they relate primarily to performance and 
outcomeS. iYou may have better alternatives or additional ones. There may also be 
essential process and qualitative criteria that a wise federal invesior should add, Now. 
is the time: to give us your best advice and thinking on establishing selection criteria 
and design,ing a national challenge compefition that will work for all communities, 

,, 
DJ. Conclusion. 'Before I respond to your questions, I'd like to cJose with one final thought: 
Enterprise zones and community empowerment have been works in progress for over twenty 
years now in many states and localities all across the country~ and, during this time, there was 
certainly a 101 of t,alk from Washington on the subject. For the first, however, the Qinton
Gore Administrati.on can come to a gathering like this and do more than talk: for the first 
lime a federal administration comes with something of substance to put on the table, 

,, 
Now, let's roll up our sleeves and get down to work. together. 

I 
Questions?1 

http:Administrati.on


DRAFT -- PRESIDENT HAS NOT SEEN 


April 2, 1993 


MEMORANDUM FOR THE PRESIDENT 

FROM: 	 TIlE NEC-DPC INTERAGENCY WORKING GROUP ON 
COMMUNITY DEVELOPMENT AND EMPOWERMENT 

SUBJECT: 	 'AN ECONOMIC EMPOWERMENT STRATEGY. 
I 

I. INTRODUplON 
, 

A. ACTlON:-FORCING EVENT 

Almost one year ago, you toured Los Angeles. after the riots and predicted that despite 
all the media artention and Presidential fanfare, a year would pass and nothing would Change. 
You were right. Across the country. poor communities from South Central LA to the 
Mississippi Delta are still reeling from a decade of declining opportunity and rising social and 
economic ;8013tion. We cannot hope to succeed in the world economy or come together as a 
nation unless Iwe empower these communities to join the economic mainstream, The sooner 
you come forWard with an empowerment strategy. the better. The long-term success of your 
economic plait and your Presidency may depend on it. , 

I 

, 


B. BACKGROUND 
, 

Shortly after you took office, Bob Rubin and Carol Rasco asked Gene Sperling and 
Bruce Reed to set up a joint NEe-DPe interagency working group on community 
development and empowerment. We wanted a joint effort spanning economic and domestic 
policy that could look at every aspect of the problems of economically distressed urban and 
rural areas -...:. from access to capital to child care to the need for school reform and safe 
streets. We brought half a dozen agencies together to rethink existing programs and to begin 
developing anew. comprehensive empowenncnt strategy,

I 

For th~ past two months, the policy shops at HUD, Treasury! Agriculture, Commerce, 
and OMB have worked with the NEC and DPC (hereafter the Working Group) on the first 
stage of that flew strategy: economic empowerment. We set out not only to prepare spccific 
proposals that could be passed this spring as part of your initial budget, but to develop a 
framework th!at could incorporate other new ideas over the course of your administration, 

The enterprise proposal presented here is bolder and more innovative than anything 
any previous administration has put forward. It win be supported by major proposals for 
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, 
Community Development Banks, strengthening the Community Reinvestment Act and fair 
lending requi~rnents, and a major community partnership against crime tbat will enable these 
communities to promote enterprise. While we recognize that CongressionaJ realities zruu: 
force us to terriper these ambitious proposals, we nonetheless believe these proposals can be,
passed into law and will lay the groundwork for dramatic progress in poor communities , 
across the country., 

c I ECONOMIC EMPOWERMENT STRATEGY 

This economic empowerment strategy is on1y a portion of what your administration 
hopes to accomplish in poor communities, through health care reform, welfare refonn, family 
policy! and so 'on. Our economic empowerment agenda is meant to maximize the return on 
those investments, and to help communities restore the basic conditions they need to succeed: 
safe streets, acCess to capital, and above an, new and expanding businesses that generate new 
jobs, 

This memorandum presents detailed options for the economic empowerment zones, 
Proposals on the other three components will be ready next week, Together, ~hese four 
proposals mov~ beyond the old left -right debate that the answer to every problem is more 
federal spending on the one hand or more tax breaks on the other, They offer real 
opportunity to :real people: a savings account. a reward for work~ access to capital to buy a 
home or to build a business, a cop on the block, and a chance to take bsck their 
neighborhoods, 

n. ECONOMIC EMPOWERMENT ZONES 
, 

A. PRINCIPLES, 
In developing our economic empowerment zone proposal, we relied on the ba.')lc 

principles you :outlined , in your campaign: 

1. Economic Growth: The best urhan policy, the best social policy. and the best 
anti-poverty pOlicy is a comprehensive strategy for economic growth, 

, 

2. Indl~ldual lIlId Community Empowerment: Too many enterprise proposals focus 
only on impro'Ying a particular place, and do little to empower the people who live there. 
Other proposals focus exclusively on the individual and ignore the community. We need a 
new approach ~hat empowers people and improves places at the same time. 

3* BottOm-Up Innovation: No matter how much we manage to do in Washington, 
.the ultimate solutions will come from the bottom up, from communities and individuals 
willing to help'themselves. Our proposal challenges communities to deSign their own 
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answers, and reward them for initiative. innovation, and results. At the same time, the 
policies will not only give people more opportunity. but inspire them to take more 
responsibility for their own lives. 

4. Bold, Persistent Experimentation: In this area~ more than any other, the old 
answers don't work anymore, and we need to launch a new era of bold, persistent 
experimentation. Reinventing government must be an integral part of OUf enterprise proposal. 
We envision a'national network of economic empowerment zones that will serve as 
laboratories of democracy) where comma'nities will get more freedom to try new approaches, 
but will also be called upon to demonstrate results. 

These problems have been generations in the making, and we're not going to fix them 
overnight. Bui we can change the disastrous economic policies of the last 12 years; we can 
change the face of government in communities where three decades of federal efforts, 
however well-intentioned, has done so little good; and we can begin to change the 
something-for-nothing ethic that has permeated Our culture from top to bottom in recent 
years. 

B. GOING BEYOND H.R. II 
, 

During :the campaign, you pledged to create 15 to 125 comprehenSIve urban and rural 
enterprise zones. Congress enacted federal enterprise zones in 1987 but the previous 
Administration, refused to designate any lones, In October 1992; with the leadership and 
considerable effort of Senator Bentsen, Congress passed H.R. 11, which Bush -- who had 
fought Senatorl Bentsen every step of the way -- then vetoed. H.R. 11 would have created 
50 "enhanced enterprise zones" to be phased in over a 5-year period. H.R. 11 provided $500 
million a year for a broad array of federal programs within the zones in addition to tax 
incentives. I 

I 
While J:I.R 11 moved in the right direction due to Senator Bentsents heroic cffor1s~ 

our entire working group -- including Treasury -- agreed that we should go further, 

Based <?n our review; our Interagency Working Group reached a substantial COnSenSUS 
aod recommends four major refonns of H.R. 11: 

I 

1. Fewer zones wltb more impact: We'U never know whether enterprise zones work 
if we scatter oJr limited resources among 50 zones or across entire cities. We believe a 
smaller numbe~ of enterprise zones must be more focused. so that money and commitment arc 
not spread too thin, At the same time, we can provide some federal incentives to a larger 
number of co~munities to stimulate bold. local experimentation, 

Z. Reinventing Governrn ••t -- Challenge Grant Process: No amount of outside 
financial help will enable entrepreneurs or individuals to get ahead if red tape or misdirected 

I 



programs stan~ in their way. Enterprise zones should be a vehide for streamlining the waiver 
process, coor4inating government programs, and improving services. They should encourage 
innovation and reward results, 

3. Laboratories of Change: New Coordination and 
flexibility: A handful of tax incentives and additional federal dollars. no matter how 
targeted, wili ~ever be enough to lurn a troubled community around. That is why. over the 
long term. we, hope the real value of these empowerment zones wiU be to serve as magnets 
for innovation, by tbe public and the pri~ate sectOr,, 


I 

4. Ind~vidual empowennenl: We need to empower individuals as well as 

communities, by offering access 10 capital, savings incentives. and other measures to promote 
work. entrepreneurship, and asset building. 

i m. CONSENSUS PROPOSAL 
I 

While the Working Group was not unanimous in all of its recommendations, there was 
enough agreement for us to clearly present you with a "consensus proposal." In this part (pp, 
), we summarize the consensus proposal. (The appendix attached at Tab A also provides a 

brief summary of the proposal in oullin. form). In Part IV we prescnt the key decisions that 
we made in reaching the Proposal, so that you can consider the major options presented 
within our working group, The most consequential of these alternatives is a "low-cost" 
option offered by OMB. 

1. 10 Etonomlc Empowerment Zones, 100 Enterprise Nelghborltoods: The 
Working Group agreed that greater resources should be focused on 10 Economic 
Empowennent Zones. We a1so recognized, however, the political problems we would face in 
Congress with a proposal limited to 10 places; and we wanted to encourage local innovation 
in a larger number of areas across the country. We therefore designed a two-tier approach: 

• 10 &!Gnomic Empowennent Zones would receive the full array of tax incentives 
and a concentrated portion of the Enterprise Block Grant Fundin& in addition to 
participating in the community policing, Community Development Bank. and 
reinventing government-deregulation initiatives 

• 100 'Enterprise Neighborhoods would receive a few of the tax incentives and a 
smaller amount of Enterprise Block Grant funding, in addition to participating in the 
community policing, community lending and reinventing government-deregulation 
initiatives 

Forty percent of the zones wouid be reserved for rural communities, including Native 
American communities. At least one of the 10 Economic Empowerment Zones would be 
reserved for a smaller urban area, All communities would apply through the same cballenge 
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grant process at the same time. All of the enterprise zones therefore could be designated and 
in operation a~ the outset. 

I 
2. Challenge Grant -- Reinventing Government. Efforts to spur economic 

•empowerment:in depressed areas cannot be successful unless government at all levels invents 
a new way of Idoing business. Current efforts are: 

• short on strategic planning to promote economic development because they arc 
fragme~ted vertically by level ot"govcrnment and horizontally by program category or 
entitlement , 


i 


• burdened by complex regulations, duplication and lack of coordination that 
discourage private initiative 

We propose to remedy these shortcomings by running the entire economic empowerment 
program through a competitive, challenge grant process: No applicant will be eligible 
for a single dollar of federal enterprise support unless it submits a strategic plan 
demonstrating how the community will reinvent itself. The challenge grant process is 
designed to empower local communities to be as innovative as possible in their planning. 

This challenge process consists of five components: , 

a. National Competition. All applicants will be required to present a strategic plan 
for economic empowerment--in partnership with the affected communities. The 
strategic plan will be judged on the following criteria: 

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

• extent of coordination of local, state and federal funds across jurisdictional 
lines and among categorical programs 

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

• nature and scope of tangible private sector commitment to promote 
enterprise, including availability of insurance and credit, participation of 
community organizations and the non-profit sector, and complementary actions 
by, state, regional and local authorities 

~ innovation in leveraging existing assets and governmental programs and new 
federal empowerment initiatives to provide safe streets, access to private 
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Capital l a more skilled workforce and real enterprise opportunities for zone 
;res)'dents 
, 

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

b. Single, Interagency "Enterprise Board;" One-Stop Shopping for Federal 
Asslsta~ce. To facilitate real reinvention by local applicants, the federal government 
must become equally responsive:innovative and flexible, We therefore recommend 
that an Interagency Counci!--the Enterprise Board--be established with the authority 
to run the challenge grant process and to issue necessary waivers, The Secretary of 
HUD should serve as the .ingle point of contact for aU urban zones, and the Secretary 
of Agriculture for all rural zoncs--to field questions ,about the challenge grant, to 
provide- coordination in the administration of other federal programs and to process 
requests for waivers through the Interagency Council with respect to non-enterprise 
federal 'funds and programs. 

c. Enterprise Block Granl for Ihe 10 Economic Empowennent Zones. W. 
recommend that the 10 Economic Empowerment Zones receive a substantial Enterprise 
Block Grant, on the order of magnitude of $50-175 million por urhan zone (and $50
75 million per rural zone) for FY 93-98, This will enable 1"",11 communities to craft 
a wide variety of creative initiatives to augment other inccntives t Slate and local 
resources. and private sector commitments in order to build a thriving economy. , 

With r~spect to the new enterprise outlays, we propose an Enterprise Block Grant to 
be awa~ded with on~y four sirings attached: 

; 

• commitment to enterprise and job creation 

• compliance with federal civil rights, enVironmental, and worker safety 
requirements, 

., implementation of the strategic plan without supplanting other federal 

,support and 
, 
• periodk review of results 
I , 

These Enterprise Block Grants may be used for a variety of purposes, Examp!es 
include: 

• providing self-sustaining loan 10ss reserve funds 

• leveraging community development banking initiatives for microentcrprise, 
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small business, real estate and community development 

• contracting for technical assistance. entrepreneurial support. workforce skHJ 
programs and job~scarch and job-matching networks in the. labor market 

• providing the equity or bridge financing for major business or commercial 
expansion 

• providing matching supPort, loans Or gap financing for the work of non
profit community development corporations, etc. 

d. Reinventing Curtent Funding -- Flexibility fot .11 110 Zones: It is critiC<ll to 
understand that the consensus proposal calls for much more than just assuring that the 
10 Eco!lomic Empowerment Zones have the capacity to reInvent government 
concerning the maY funds for the Enterprise Block Grants: the core of OUf proposal IS 
to provide all 110 zones with the flexibility to use a coordinated strategy for deploYIng 
existing funds and existing programs. Thus, ail 110 zones chosen -- both tiers -
would be offered significant deregulation. 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 next section -- Part V. Alternative Options -- we 
therdore discuss several approaches to expanding the scope of the existing waiver 
authority. 

e. PeriodJc Review of Results -- Independent Eva1uation and Sunset In 
consultation with the Enterprise Board, the Desjgnating Secretaries (HUD and 
Agriculture) 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 wm be permitted and, as appropriate, 
encouraged. 

At the end of the fourth and seventh years~ the Designating Secretaries will conduct a 
major Performance review of each zonc. Based On a review of the results, the 
Designating Secretary should be authorized to reduce or cut-Qff enterprise funding and 
tax incentives for any community that is not achieving results, unless the community 
revises ilts strategic plan. 

To learn the lessons from such bold, perSistent experimentation, we also recommend 
that the National Academy of Sciences be authorized to contract for independent 
evaluation of the enterprize zones. A full report to the Congress, the Prcsident, and to 
the public should be made at the end of five years and again at the cnd of the tenth 
year. fQllowing the decennial census. Our commitment to true laboratories of , 
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democracy should he evidenced by a sunset on the enterprise legislation at the end of 
ten years. By requiring new legislation, this will assure serious consideration of the 
lessons learned from experience with federally supported enterprise zones. ,, 
3, Tax Incentive and Investment Provisions, To provide a picture of the nature and 

scope of the ircentives and investments in the proposa], we offer a list before briefly 
describing each. 

10 ECONOMIC EMPOWERMENT ZONES 

INVESTMENTS 

• Enterprise Block Grants ($50-175 million) 
• Community Development Banks 
• Community Policing 
• Coordination and flexibility with Existing Funds 
• Edu<?tion Enterprise Funds 
• Eligibility for Participation in Innovative Federal Experiments 

I 

EMPLOYMElI<T TAX INCENTIVES , 
• Employment and Training Credits (ETCs) for zone residents 
• A mhlti-year ETC for employers located in the zone 
• Targeted Empowerment ETC ("TETC") for all employers 
• An ETC Opportunity Card for zone residents 

I 

CAPITAL INCENTIVES 

• Increased property expensing under Section t 79 
• Accelerated depreciation for all investments in tangihle property in the zone. 
• Tax--exempt Private Facility Bonds for investments in tangible property in 1he zone. 
• Expansion of the Low Income Housing Tax Credit 

EMPOWERMENT INCENTIVES 
I 

• Resident Community [nvestment Corporations (CICs) 
• Worker Controlled Enterprises (WCBs) 
• Resident Empowerment Savings ,, 

100 ENTERPRISE NEIGHBORHOODS 
1 

INVESTMENTS 



-9

• Enterprise Neighborhood Grants -- $5-15 million 
• Eligible for Community Development Banks 
• Eligible for Community Pollcing 
• Coordination and Flexibility with Existing Funds 
• Eligible for Educalion Enterprise Funds 
• Eligible for Participation in Innovative Federal Experiments 

EMPLOYMENT TAX INCENTIVES 

None 

CAPITAL INCENTIVES , 
, 

• Tax-exempt Private Facility Bonds for investments in tangible property in Ihe Zone. 

• Expansion of the Low Income Housing Tax Credit 

EMPOWERMENT INCENTIVES 
I 

• ReSid~nt Empowerment Savings Account , 

I 


BRIEF DESCRIPTION OF ZONE TAX INCENTIVES: 

Tax incentives should be designed fO promote the creation of new enterprise in the zone; to 

encourage the e~pansion of existing zone businesses. to increase employment of zone 
residents, and to empower zone residents to work, to save, and to buUd their own assets and 
enterprise. We :rccommend the following incentives: 

Capital Tax III<enll.es. (10 Economic Empowerment Zones only) We recommend a ldlSl 
reCllYCI)! ajlpIQacb that is designed to aid enterprises which employ a minimum of 35% Zone 
residents. The Proposed cost recovery includes two components:, 

• 	 increased property expensing under Section 112 for qualifying investments in 
depreciable property, up to a $75,000 cap. phasing out for larger investments above 
$300,000) 

• 	 accelerated depreciation for aU investments in tangible property in the Zone. 

These coSt recovery proposals complement the tax incentives contained in your 
proposed budget~ They will provide subs1antial incentives that wiH be particularly valuable to 
starting or expanding mfcro-enterprise, small business~ and community-based firms. 

http:III<enll.es
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Employment and Training CredUs("ETCs"j, (10 zOneS only) ETCs provide an effective 
means 	of lowering the cost of doing business. for employers and incentives for hiring 7.one 
residents. Wben combined with a coordinated private sector campaign to secure the 
acceptance and support of employers, they also empower residents to seek employment, to 
obtain and hold1jobs and to receive training. We recommend allowing each employer to take 
advantage of tilhl:r 

I 

• 	 a multi-year ETC for employerS located in the zonc--25% of the first $20,000 of 
eacb zone resident employee's wages and qualifying expenses for education and 
trajning; -m 

• 	 a two--Y'l"r Targeted ETC ("TETe") for employers, whether or not located within the 
zone--20% of the first $12,000 in the first year and 10% for the first $12,000 in the 
second year of each new zone resident employee's wages and qualifying expenses for 
education and training. 

Every qu1aHfied zone resident will receive an empowennent card in the mail which can 
be presented to aprospective employer to qualify for the ETC. The same card will allow the 
residents to ope~ a Defined Savings Plan (discussed below) and a checking account with the 
nearest Commu*ity Development Bank. 

The TETe has independent empowerment value for zone residents because it provIdes 
them with a boutity to join the economic mainstream whereyCI jobs can be found in the laoor 
market.! In addition, we also recommend that DOL. HHS and Treasury work with the Ten 
Economic Empowerment Zones to experiment with an alternative to the Targeted ETC: 
provide the prospective employee with an incentive for geHing and holding a job. whether 
through an expanded EITC awarded with each paycheck or through a bonus voucher to be 
cashed with eac~ paycheck, 

Stakeholder Empowerment Tax Incentives, (10 zones only) In addition to these work 
empowerment incentives, we also want to empower zone residents to own a piece of their 
community and have a stake in the place where they work. We recommend interest 
exclusions to splir investments in Community Investment Corporations and additional 

1 We need, however, to distinguish this incentive from 
the Targeted Jobs Tax Credit~ where certification of eligibility 
in one of the 10 categories by DOL has too often operated to 
stigmatize prospective applicants as inferior in the eyes of too 
many employers. An education campaign for prospective employers 
is therefore essential with respect to the Enterprise TETe. The 
extent of private employer commitment to participate should be 
one of the factors used by the Secretaries in the Challenge Grant 
Process to judge the merits of any zone applicant's strategic 
plan. 
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incentives for ,Worker Controlled Enterprises: 

• 	 CommUnity Inyestment Coq;orations (CICs). owned 51 % by zone residents, 
could tie spurred through interest exclusions to lenders for loans made to CICs 
for purChase of qualifying zone tangible assets. This will empower C1Cs. for 
examplb. to acquire and develop land. to purchase TV and Fiber Optic cable 
serving' their communities~ Or to participate fully in new information networks:. 
The ele provides a way for zone residents to "homestead" assets and to gain 
control :of their economic destiny." 

• 	 Worker Controlled Enterprises (WCEs), owned 51 % by zone resident 
employees, could also be encouraged through tax incentives. Firsl, interest on 
Joans to permit resident workers to start, acquire and expand WCEs could be 
excluded from taxation to a lender. Second. repayment of principal and 
interest on the loan would be a deductible business expense to the WCE. With 
full disclosUTet full vOting rights, worker control. annual reporting of individual 
share values to each ZOne shareholder. and deferral of taxes to the worker until 
sale of ~hares. the WCE will empower resident employees with a full 
ownership stake in their own businesses, wbile eliminating the abuses common 
to ESOP's. 

Both of· these empowerment incentives will be enhanced by the availability of access 
to capital provi,ded by the new federal Community Development Banking initiative, including 
through low-interest loans from the Community Investment Program of the Federal Home 
Loan Bank System. Moreovc:r, loans will only be made when an independent, third party 
lender determines that the proposed investment by the crc or WCE is likely to work. We 
believe that these cmpowcnnent incentives are core components of the new direction that you 
are charting. 

Resident Empowerment Savings Accounts: (all 110 zones) This individual savings plan will 
provide the first proving ground for implementing your pledge to establish Individual 
Development Accounts to empower low-income Americans to take the first steps toward 
economic sclf-sufficiency. A 50 percent tall: credit wouJd be available for a contribution by 
an employer. CIC, or WCE to a Defined Savings Plan ("DSP") on behalf of employees or 
members who ~re zone residents. Participating zone residents could aiso contribute to the 
DSP nn a tax d.eferred basis. These savings could be withdrawn (or borrowed against) 
without penalty to pay for education, purchasing a first home, or starting a small business. 

,, 
Ta. Exempt Private Fac!l[ty Bonds: (all 110 zones) In order to promote investment in 
buildings, plant, and equipment, all Zones will be able to exempt 50% of private facility 
bonds from State caps, and these Zone Facility Bonds will be excepted from the section 265 
bank deductibility prohibition. Each primary user (e.g .• a business firm) will be limited to $3 
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miUion In any\one zone and a total of $20 million across aU zones. 
; 

Expansion Or:lbe Low Income lIouslng Tax Credit; <aU llO zones) All zones will be 
viewed as a "qifficult to develop" area for purposes of im;rcasing the Low Income Housing 
Tax Credit to ~1 percent of present value from 70 percent of present value. 

BRIEF DESCRlPTION OF ZONE INVESTMENTS 

Enterprise Block Grants (10 Economi" Empowennent Zones only). We recommend that 10 
zones receive a substantial Entel]lrise Block Grant, on the order of $150-175 million per 
urban zone and $,50-75 million per rural zone. As described above, in conjunction with other 
federal investments and incentivest state and local resources, and private sector commitments! 
this will enable local communities to craft a wide variety of creative initiatives to build a 
thriving economy., 

Community Policing: (10 Economic Empowennent Zones and many of the 100 Entel]lrise 
Neighborhoods): All zones will be eligible for additional support for Safe Streets from the 
$500 million of the FYs 93-94 baseline which has been reserved for meeting your pledge of 
100,000 additional cops on the beal. 

Community Development Banks, (10 Economic Empowerment Zones and many Enterprise 
Neighborhoods) The 10 Economic Empowennent zones will have a Community 
Development Bank. The other zones will be eligible to participate in your community 
lending injtiati~e in order to access private capita! and financial services. Each applicant 
must demonstrate in its strategic plan how it plans to do so, including to finance CICs and 
WCE!s among other enterprises. 

I 
Enterprise Neighborhood Grants: (100 Enterprise Neighborhoods) The second tier zones 
will be eligible for Enterprise Neighborhood Grants. The grants for urban Entel]lrise 
Neighborhoods would range from $15 million to $20 million dollars, and for roral from $5
10 million. This grant would defray the costs of planning and start-up, as well as provide 
funds to stimulate new initiatives. We are also confident that many foundations, universities, 
non-profit community groups and others will Slcp forward to assist affected communities in 
developing a stiateg;c plan. 

; 

4, Eligibility for Participation io Innovative Federal Experiments: (10 zones 
and many of t~ 100 Enterprise Neighborhoods), These investments and incentives arc only a 
first step. Empowerment zones and Enterprise Neighborhoods will open the door to a host of,
innovative initiatives by the public and private sectors, The planning. cooperation and 
commitments required of local communities by the Challenge Grant Process will inspire a 
wide variety of'private sector initiatives and public-private partnerships, Once designated 
and in operation1 110 community laboratories across the country wlu be competing to prove 
what works and what doesn't 
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Several ,of the Agencies believe that the consenSuS proposal provides an excellent 
challenge grant: process and a unique platform to try a number of significaru new policy 
approaches that will also contribute to the economic revival of distressed communities and to 
jobs for their r4sidents. As a result, each zone will be eligible to compete through the 
enterprise chall~nge grant process for a variety of speciai demonstration grants offered by 
different federal Agencies. 

, 
The hal~mark of each will be a challenge to the enterprise zone applicants to show 

how they pro~se to shape and to impJC'!Uent the new initiative in the context of their own 
strategic plan. lThe respective Secretaries, in cooperation with the Enterprise Board, will 
designate the winners based on the merits of Ihe applican('s plan, provide a single point of 
contact for waivers, and review progress based on results not regulations. For example, DoEd 
has asked to include. and to provide funds for, a comprehen'<;1ve Enterprise School 
Communities initiative to implement the National Education Goals in order to promote 
enterprise in the zone. This proposal wiU provide the opportunity for communities, families, 
service providers, and the private sector to pull together to team for a lifetime of earning, 
saving, investing, contributing, and participating. 

DOL an~ HHS have also requested that a variety of demonstration opportunities for 
such local innovation be included in the enterprise challenge grant process: e.g., school-to
work, apprenticeship, welfare-fo-work, unemployment-to-work, and drug prevention and 
rehabilitation-t6-work initiatives. Commerce has suggested foreign trade zonesr, 
entrepreneurship training and enterprise assistance, HUD. Agriculture and DOT will also 
make available similar opportunities for local innovation, including Section 8 and Moving to 
Opportunity vouchers. Access to Opportunities (including transportation and job matching), 
HOME, and yo'uthbuitd, The number of zones that will be able to participate jn each 
demonstration ~ill vary by federal initiative, but the prospects are excellent that there will be 
a substantia! number to many of the zones, The appendix attached at Tab B provides a list of 
initiatives now under consideration by the Secretaries. 

5. Budget. Your Budget includes $4,1 billion in tax expenditures designated for 
enterprize zones·, The consensus proposal reaches for $6 billion by using $1 billion that is 
currently in the baseline for CommunIty (nvestment ($500 million of which has been assigned 
to community policing but may be spent in the zones), and $900 million in "contributions" 
from existing HUD and Agriculture programs over the five-year period, FY94-FY98, 

I 
I

Source of Funds $ in Millions 
I 
I 

Tax Expenditures
I 

4,100 

Baseline FY93-FY 94 1,000 

HUD and AG Contributions 900 
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from c~rrcntly proposed 
Budgets 

Total $6,000 

While, under the current budget proposal, aU of 'he $4,1 billion goes to tax 
expenditures, the consensus proposal would transfer $1.1 biHion to the investment side once 
the discretionary caps are lifted .fter F\'95. This would then mean ,hal the $6.0 billion 
would be evenly split between tax incentives and funds for the Enterprise Block Grants,2 

I 
The final tol.1 of federal ftmds dedicated 10 the Economic Empowerment Zones and 

Enterprise Neighborhoods will be greater than $6 billion. There are two reasons. First, as 
described above', the Agencies will target portions of their new initiatives on the zones, so 
that they can be' part of this experiment~ and so thaI they can see how different models of 
their initiatives would run in a reinvented and innovative system. The Agencies have 
therefore requested the opportunity to provide funds from their own budgets in order to 
encourage local communhies to respond through the challenge grant process with innovative 
demonstrations ~n the zones. Second. all enterprise applicants will be challenged to establish 
Community Development Banks and other Community Development Financial Institutions 
under your community lending initiative,, 

I 
Use of Funds $ in millions 

Tax Incentives 

2 Any ~such shift from tax expenditures to enterprise grant 
expenditures can be accomplished in one of three ways: 

I 
-make appropriate revisions to our budget requests and the 
new caps for discretionary spending for FY's 1996-98 

4 create an Enterprise Entitlement Expenditure on the 
mandatory side of the budget, including both tax and 
enterprise grant expenditures 

• if a'request is going to be made for a raise in the 
discretionary cap for other investments¥ raise the request 
by the!$1~1 billion amount. 

, 
Under any of the three alternatives, there would be no increase 
in total budget authority. In the text we chose the first of 
these alternatives because it is most within your control. YOu 
can defer decision on this issue until the larger Budget picture 
becomes clear. 
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Only in 10 Economic Empowerment Zones 
Property Expensing 248 
Accelerated Depreciation 35 
ETC 1,370 
TETC 700 
CIC (nterest Exclusion 140 
WCE Incentives :l21 

2,820 
All 110 Zones 

Savings Plan 20 
Facility Bonds 50 

LIHTe ..llll 
...J.llll 

Sub-Total 3,000 

Investments 
Only in 10 Economic Empowerment Zones 

Enterprise Block Grants l.2m 
1,250 

Available in All 110 Zones
I Community Policing 
1 Enterprise Grants 

Sub-total 

Total (excluding CD lending and 
agency challenge innovations) $6,000 

V, ALTERNATIVE Ol'TIONS 
I 
, 

A. NUMBER or ZONES: 
•I 

Option 1. 10 Economic Empowerment Zones and 100 Enterprise Neighborhoods: This is 
the consensus proposal described above. 

Option 2. 15 to SO Major Zones: Secretary Bentsen is concerned that Congress will not 
accept our propo;sal to focus more of the federal enterprise support on 10 zones, while 
proViding a lesser amount of federal enterprise support to 100 lones. He therefore proposes a 
total of 25 to .50izones which would be selected over the next five years. i,e" 5 to 10 per 
year. AU zones jwould have the same mix of tax incentives as in the consensus proposal for 
the 10 Economic: Empowerment Zones, but the amount of the Enterprise Block Grant. 
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availabJe for each Zone would be reduced jf more than five zones per year were designated, 
Treasury believes that such a proposal would more closely resemble the compromise reached 
last fall and would be more readily received in Congress. 

RECOMMENDATIOS: We recommend option 1, 10 Economic Empowerment Zones and 
100 Enterprise' Neighborhoods, We believe that Congress is ready to welcome your 
leaderShip in proposing this new approochr which provides in the first year more fuUy 
enhanced zon~, lilils 100 additional Enterprise Neighborhoods to challenge communities 
everywhere to join us in reinventing ur113n and rural America. We also believe that the 
consensus proPosal is more consistent with long-term budget constraints: the annual cost of 
the 25-50 zones, when all are up and running in 1997, is two to four times greater per year. 
Finally, we believe there is merit in experimenting to determine whether a relatively small 
incentive package -- coupled with reinvention of community participation, empowerment, 
and government, from bottom to tOp -- will work. , 

I 
DECISION: 

, 
I . 

1. Number of Zones 

10 Economic Empowerment Zones and 100 Enterprise Neighborhoods 

25-50 Major Enterprise Zone's 
I 
Discuss Further 

, 
B. TAX INCENTIVES 

There are two issues concerning ta."{ incentives. (The appendix at Tab C is Treasury's 
analysis of the tax poHcy concerning these issues, as well as other tax incentives.)

I, 
I, "Blankel" 'S, "Incremental" ETC ror Zone Employers 

,, 
Option 1, Blanket Ere; This is the consensus proposal described above, a credit to the zone 
employer of 25% of the first $20,000 of each zone resident employee's wages and qualifying 
expenses for education and training. The credit applies to all resident zone employees. The 
percentage amount of the credit would remain at 25% for the first six years and than be 
phased out proportionally over the next five years. 

. 
Option 2. Incrementa) ETC: This ETC is applicable only to increases in employment of zOne 
residents (wherel total employment also increases) from a stated base~ e.g., 80% or 100% of a 
three-year running average, II could be figured on the basis of the first $20,000 in employee 
wages and training, and the percentage amount of the credit could be 25% or higher. The 



-17

lncremental ETC costs substantially less Ihan the Blanket ETC and is targeted to expansiQn in 
employment. ; 

RECOMMENDATION: We recommend option I, the Blanket ETC We are unanimous in 
this recomme~dation. but the majority of the working group believes this is a close caB, , 

The Incremental ETC would be much more difficult for employers to understand and would ,
involve much ~ore paperwork, It also would disadvantage existing zone businesses, which 
wit( receive cf!Xlit only for expansion irrernployment. while businesses that are new to the 
zone would re~ive credit for all of their resident employees. In addition to costing more, 
however, the Blanket ETC has another potentia! flaw: by creating an incentive for employers 
to substitute zOne residents for non-resident employees, there could be some unpleasant 
situations where non-zone residents are fired. The Incremental ETC avoids this problem by 
being tied to increases in tola! employment. On balance, the Blanket ETC shou1d prove more 
effective in reducing the cost of doing business in the zone. 

DECISION 

Blanket ETC 

Incremental ETC 

Discuss Further 

2, Interest Exclusion .s. Tax Exempt Bond for WEC and CIC 

Option L Interest Exclusion: This is the cOnSensus proposal described above--Ienders may 
exclude the interesl on loans made (a) to WEC's to empower zone workers to start, buy, or 
expand zone businesses in which they work and (b) to eIC's to empower ZOne resident 
membership organizations to acquire tangible assers with profit, development a.nd appreciation 
potential in the, zone (e,g.~ land, utility and information infrastructures, buildings). 

Option 2. Tax Exempt Bonds: Treasury proposes to limit both interest exclusions to a Zone 
Empowennent Tax-Exempt Bond j which would be exempted from the caps on state and local 
bonding authority. Treasury is concerned that the impact uf such new empowerment 
incentives is uncertain and that the benefits will accrue primarily to outside investors rather 
than the zone residents. Treasury therefore proposes to insert a public bonding authority in 
the transaction between the lender and the CIe or WEe to assure compliance with applicable 
law. 

RECOMMENDATION: We recommend option 1, the interest exclusion. These tax 
incentives for empowering zone residents to become full stakeholders in shaping their own 
enterprise desti~jes are core components of the consensus proposal. Under either option, no 

, 
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, 
loan will be made unless the underlying asset, whether a business or land. supports the loan. 
The resident worker/owners. by dint of their effort and creativity. can then rcap the 
appreciation th~t results from bullding their own business or developing their own 
community. As these empowerment incentives are limited to the 10 Economic Empowe:rmcnt 
Zones, we belihe that it is important to test their full impact with as many potential lender
investors, with :as Iowa transaction cost as possible. In fact, we believe that one of the 
private sector commitments that will be included by zone applicants in their strategic plans is 
investment and: technical assistance to prospective WEC's and CICi). Although the Treasury 
proposal provides one appropriate public' process for overseeing the funding of such loans, we 
do not believe it should replace a more broadly available interest exclusion. 

DECISION: 

Interest Exciu.~ion on WEe/ele qualifying loans 

___ ITax Exempt Bond 
J 

___ : Discuss Further 

C. Federal Waiver Authority for Existing Programs, 
I 

A partichlarly thorny prohlem for our proposal to reinvent government is the 
categorical nature of many federal programs and the limitations on our ability 10 provide 
waivers both within and between existing programs. Time and again, mayors and governors 
have complained that they would be in a better posilIon to meet our enterprise objectives if 
they were freed. to deploy existing federal programs and resources to implement their own 
strategic plan, which will be reviewed, approved, and monitored by the Designating Secretary 
on behalf of the Interagency Council under our proposal. Former President Q.uter made 
much the same point when he visited with you last month about the Atlanta Project: we 
would not need to invest much more federal money to revitalize urban America if we 
empowered tmuil communities to apply existing federal funds flexibly in conjunction with 
State and local tesources, and private enterprise. Just this weekt Mayor Daley submitted a 
persuasive repo~ on the burdens of the regulatory federalism that we have inherited. 

AlthOUJ we propose to eliminate all burdensome strings from 'he Enterprise Block 
Grant Funding; ~uch radical deregulation of existing federal programs is a formidable 
challenge, We pelieve there are at least three approaches to providing greater flexibiljty and 
responsiveness with respect to existing federal programs: 

Option L Pilot Regulatory Relief: seek Congressional approval in 'he Enterprise legisla'ion 
to authorize the Interagency Council to issue general waivers, both within and acrOss a 
specified range of programs relevant to promoting enterprise. in each zone. 
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Option 2. New Waiver Authority: seek legis.lative authority for the Secretades on the 
Enterprise Board to develop criteria for general waivers ~ specified programs and greater 
llSSistance in coQrdjnating .aw:.o.ss programs in each zone. 

Option 3. Administration Budgeting: beginning with the FY 95 budget request, increase the 
Enterprise Grant by an agreed amount and seek lower appropriations from a range of existing , , 

programs. 

RECOMMEfliDATlON: We do nOl have a firm recommendation with respect to the three 
options. 

The first approach -- pilot testing broad regulatory relief in the enterprise zones -- is most 
in keeping with our ba'iic goal of reinventing government and would be strongly supported by 
the mayorS and governors. It ~ complicate passage of the Enterprise legislation. We do 
not know whether Congress would be as willing to go along with such a radical restructuring, 
It ~ also give pause to some of the Secretaries as they work with you to make plans to 
initiate new national programs. 

The second approach -- new waiver authority -- will provide substantia1 flexibility and 
responsiveness:compared with the current situation. To be effective. it must also be included 
in the .Enterprise legislation; but Congress should be receptive to such narrower statutory 
waiver authority as a part of the Enterprise package, With occasional White House 
intervention to~resolve major policy disputes, the Designating Secretaries, working in, 
cooperation with the Enterprise Board, will be able (a) to develop reasonably general and 
flexible critcri~ for general waivers within programs aw:l coordination of efforts across 
programs and (b) to provide a single point of contact for all applicants. 

The third appr<?ach -- administration budgeting to enlarge 1he Enterprise Block Grant via a 
reduction in other programs -- could proceed beginning with the budget for FY95. This 
would also require the cooperation of Congress and the suppon of the constituents 10 be 
implemented. "By that time, we Dl.a}: also be in a better position to determine whether a more 
comprehensive! "reinventing government" initiative based on waivers across programs or a 
series of cross-tcutting challenge grants should be proposed for a variety of existing programs, 
In any event, the third approach is not a viable alternative at the outset; it can only serve as, 
an important supplement to be added in FY 1995, if you decide to pUrSue new waiver 
authority from :Congrcss at this time. 

Given the unce1rtainties and the need for full Congressional cooperation to implement any of 
the three approaches, we do recommend that this issue be explored fuHy with Congress nnd 
the constituency groups as a part of the process of working with Congress and the Secretaries 
to seck Congrc~ional support for whatever enterprise proposal you choose. We believe that 
such a cooperative and full consultation with Congress may offer the best prospects for 
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agreeing on an approach that provides the most flexibility in federal regulation thai we can 
achieve, even ~:m a pilot basis, for enterprise zones at this time. 

DECISION: 

Propose sweeping regulatory reform now. albeit on a pilot basis, to allow the 
:Entcrprise Board to waive regulations across a designated set of programs as 
part of approval of applicant's strategic plan 
, ..,' 

Seek new waiver authority now {and then usc the administration budgeting 
process to increase Enterprise Gran! beginning in FY 9S} 

Consult with Congress 

Discuss Further 

D. Consensus Proposal or "Low Cost" Altemative. 

Option L Consensus Proposal: This is the $6 Billion proposal for 10 Economic 
Empowcnncnt :Zones and 100 Enterprise Ncigbborhonds described above., 

, 
Option 2, Low~Cost Alternative: OMB proposes an option that adopts much of the 
consensus 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 
investments proposed in your overall Budget., 

OMS has reservations concerning the use of any tax incentives or new Enterprise 
Grants. OMB larguc:s that tax incentives win not be very effective in stimulating new 
business development and jobs in distressed areas or, if successful, wiU be too costly to be 
widely replicated in other areas. Or they fear that enterprise zone tax incentives win drdw 
employment from other economically depressed areas. 

In addition, OMS believes that committing substantial resources to an Enterprise 
proposal before we have had time to think through and develop a consensus on the 
Administration"s urban and rural development strategies is premature and, given general 
budget constraints, may preclude any other major initiativc to help cities during your 
Administration. 

, 
OMB, thercfore, proposes a "low cost" option which, in its view, meers your campaign 

promise to create enterprise zones whUe preserving the opportunity to use the resources 
originally com~itted to enterprise zones to fund a major urban/rural development or welfare 
reform initiative later. OMB's option would: 

I 



-21

, 
• provide no, or minimal tax incentives; 

• provide no new spending for enterprise block grantS;, 

• conc~ntrate. in a small number of zones, discretionary resources from existing 
progratps (many of which are substantially increased by the proposed budget) through 
an ear-marking or set aside mechanism for Enterprise Block Grants. , 

1 
The attachment at Tah D summarizes OMB's proposaL 

, 
RECOMMENDATION: We recommend the consensus proposal. First, we believe that tax 
incentives mus't playa part in ? comprehensive approach to enterprise zoneS. Although we 
understand OMB's skepticism about tax: incentives, we believe that they arc: more than just 
politically essential to maintain bi-partisan support. The package of tax incentives in the 
consensus proposal is also crafted fO support our entire proposal to empower local 
communities to reinvent themselves, 

Second, the combination of federal inducements will permit aU of the designated local 
communities to attempt bold new initiatives to promote enterprise pursuant to their own, 
comprehensive strategic plans. This includes the tOO Enterprise Neighborhoods, which have 
a very modest incremental cost per ZOne, [n fact. we do not underestimate the potential of 
these distressed urban and rural communities to work to become integral parts of their 
respective local and regional economies. Without the ten Economic Empowerment Zones, 
however, the proposal would -- for aU practical political purposes -- just cede the initiative 
on enterprise z~nes to Congress. 

Third, we are committed to continuing our review of urban and rural policy in the 
months ahead: 'in cooperation with the respective Agendes~ including OMB. we are, 
determined to reinvent the way that the federal government does business so that we can 
reallocate and free up resources for other major urban and rural initiatives. For you to wait a 
full year on th6 legislative calendar before proposing such a major urban initiative, however, 
would be perceived by the country as a stunning retreat from your campaign commitments, 

i 
Finally,1we believe that the consensus proposal .is such a major initiative. It answers 

your call for a :new direction by delivering a real message of hope throughout the Jand! 
especially to persons in the most distressed places in urban and rural America, Bruce Reed 
and Gene Sperling, the co-chairs of the Interagency Working Group on Community 
Development and Empowerment. 3re convinced that the consensus proposal will work -- for 
you,

. 
for the eotnmunitics, and for America,, 

If the consensus proposal succeeds) there will be enQugh credit for aU to share; and the 
cost will be understood as one of your best investments in the future, If it does not, we are 
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determined to persist in such bold experimentation to empower all persons and places to work 
to join the' new economic mainstreams that will determine all of our futures, 

, 
DECISION 

Interagency Consensus Proposal 

, , 

Reject all proposals, Discuss Further , 



,
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March 29, 1993 

MEMORANDUM FOR THE PRESIDENT,, 
FROM: 	 'THB NEC-DPe INTERAGENCY WORKING GROUP ON COMMUNITY 

, DEVELOPMENT AND EMPOWERMENT 
I

SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY 

I. INTRODUCTION 
.' 

1. ACTION-FORCING EVENT, 
, 

Almo'st one year ago, you toured Los Angeles after the riots 
and pred1:cted that desp1te all the media attention and 
Presidential fanfare~ a year would pass and nothing would change~ 
You were right. Across the country, poor communities from South 
Central LA to the Mississippi Delta are still reeling from a 
decade of declining opportunity and rising social and economic 
isolation~ We cannot hope to succeed in the world economy or 
come together as a nation unless we empower these communities to 
join the;economic mainstream. The sooner.you come forward with 
an empowerment strategy, the better. The long-term success of 
your economic plan and your presidency may depend on it. 

! 
2 • BACKGROUND , 

Shortly after you took office, Soh Rubin and Carol Rasco 
asked Gene Sperling and Bruce Reed to set up a joint NEe-OPC 
interage~cy work~ng group on community development and 
empowerment. We wanted a joint effort spanning economiC and 
domestic Ipolicy that could look at every aspect of the problems 
of economically distressed urban and rural areas -- from access 
to capital and child care to the need for school reform and safe 
streets., We brought half a dozen agencies together to rethink 
exist1nglprograms and develop a new, comprehensive empowerment 
strategy., 

For the past two months, the policy shops at HUD, Treasury~ 
Agr1cu~t~re~ Commerce, and OMS have worked with the NEe and DPe 
(hereafter the Working Group) on the first stage of that new 
strategy: economic empowerment. We set out not only to prepare 
specific;proposals that could be passed this spring as part of 
your initial budget, but to develop a framework that could 
incorporate other new ideas over the course of your 
administration~ 

The1enterprise proposal presented here 1$ bolder and more 
innovative than anything any previous administration has put 
forward. It will be supported by major proposals for community 
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I
banking, 'strengthening the Community Rei.nvestment Act and fair 
lending ~equirementsr and a major community partnership against 
crime~ While we recognize that Congressional realities may force 
us to temper these ambitious proposals, we nonetheless believe 
these pr9Posals can be passed into law and will lay the 
groundwork for dramatic progress in poor communities across the 
country.; 

3. ECONOMIC EMPOWERHENT STRATEGY 

We;believe that the economic empowerment portion of your 
comprehensive community development strategy should include four 
main pillars: economic empowerment zones; community development 
banks: eRA and fair lending reform; and community partnerships 
againstl crime. This is only a portion of what your 
administration hopes to accomplish in poor communities, through 
health pare reform, welfare reform, family policy~ and so on. 
Our empowerment agenda is meant to maximize the return on those 
inveatments~ and to help communities restore the basic conditions 
they need to succeed: safe streets~ access to capital, and above 
all, new and expanding businesses that generate new jobs. 

This memorandum presents detailed options for the economic 
empowerment zones. Proposals on the other three pillars will be 
ready next week. Together, these four proposals move beyond the 
old left-right debate that the answer to every problem is more 
federal spending on the one hand or more tax breaks on the other. 
They offer real opportunity to real people: a savings account, a 
reward for work, access to capital to buy a home or to build a 
business, a cop on the block, and a chance to take back their 
neighporhoods., 
II. ECONOMIC EMPOWERMENT ZONES 

I 

A. PRINCIPLES 

lIn developing an economic empowerment zone proposal,tf we 
relied on the basic principles you outlined in your campaign: 

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

, 2~ individual and community Empowerment: Too many 
enterprise proposals focus only on improving a particular place, 
and; do little to empower the people who live there. Other 
proposals focus exclusively on the individual and ignore the 
community. We need a new approach that empowers people and 
improves places at the same time. 

3. Bottom-Op.Innovation: No matter how much we manage to do 
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in Washington, the ultimate solutions will come from the bottom 
up~ from communities and individuals willing to help themselves~ 
These proposals challenge communities to design their own 
answers, and reward them for initiative. innovation, and results. 
At the same time, the policies will not only give people more 
opportunity, but inspire them to take more responsibility for 
their own "lives. 

4. Bold, Persistent Experimentation: In this area# more 
than any other, the old answers don't work anymore, and we need 
to launch:a new era of bold, persistent experimentation. 
Reinventing government must be an integral part of our enterprise 
proposals.' We envision a national network of economic 
empowerment zones that will serve as laboratories of democracy. 
where communities will get more freedom to try new approaches, 
but will ~lso be called upon to demonstrate results~ 

, 
These problems have been generations in the making, and 

we're not 'going to fix them overnight. But we can change the 
disastrous economic policies of the last 12 years: we can change 
the face of government in communities where three decades of 
federal efforts, however well-intentioned, has done so little 
good; and:we can begin to change the something-for-nothing ethic 
that has permeated our culture from top to bottom 1n recent 
years. 

~Going 	~yon<l 1Vt~ AL-<- c..,wS 
,

During the campaign, you pledged to create 75 to 125 
comprehensive urban and rural enterprise zones. Congress enacted 
federal enterprise zones in 1987 but the Administration refused 
to designate any zones. In October 1992, with the leadership of 
Senator Bentsen~ Congress passed H.R~ II, which Bush then vetoed. 
H.R. 11 would have created 50 "enhanced enterprise zones" to be 
phased iniover a 5-year period. H.R. 11 provided for $500 
million a1year for a broad array of federal programs within the 
zones in addition to tax incentives. 

Since H.R. 11 passed so recently, we could simply send 
Congress the same bill. But our entire working group agreed that 
the traditional forms of enterprise zones were not effective. We 
therefore , recommend four major reforms of H.R. 11: 

1. F~r 10nes with "re~act: We f 11 never know whether 
enterprise zones work if we scatter our limited resources among 
50 zones or across entire cities. We believe a smaller number of 
enterprise zones must be more focused, so that money and 
commitment are not spread too thin. At the same time, we can 
provide some federal incentives to a larger number of communities 
to stimul~te bold~ local experimentation. 

j 


I 
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2. Reinventing Government -- Cha11enge Grant PrOCess: No 
amount O£IQutside financial help will enable entrepreneurs or 
individuals to get ahead if red tape or misdirected programs 
stand 1n their way. Enterprise zones should be a vehicle for 
streamlining the waiver process, coordinating government 
programs. "and improving services. They should encourage 
innovation and reward results. 

3. Laboratories of Change: New Cooridination and 
Flexibility: A handful of tax incentives and additional federal· 
dollars, no matter how targeted, will never be enough to turn a 
troubled community around. That is why. over the long term, we 
hope the real value of these empowerment zones will be to serve 
as magnets for innovation by the public and the private sector. 

4. Individual ~powerment: We need to empower individuals 
as well as communit1es~ by offering access to cap~tal, sav~ngs 
incentives, and other measures to promote work, entrepreneurship, 
and assettbuilding.,,

$. .y:r;:; CONSENSUS PROPOSAL 

While the Working Group was not unanimous in all of its ~ 
recommendations, there was enough agreement for us to cl~Sl~ 
present you with a "consensus proposal." In this ~pp. ), 
we summarize the consensus proposal. (The appendix attached at 
~~so provides a brief summary of the proposal in outline 

~r~):_In Pare-~ we present to you what we believe are the key 

~v deoisions, made in reaching the?foposal~ so that you can consider 

~ 	 the major, options and the alternative options presented by some 


within our working group. The most substantial of the 

alternatives is a zero cost option offered by OMB.
, , 

1. 10, Economic Empowerment Zones, 100 Enterprise 
Neighhorhpods: The Working Group agreed that greater resources 
should be' focused on 10 Economic Empowerment Zones. We also 
recognized, however, the political problems in Congress with a 
proposal 'limited to 10 places; and we wanted to encourage local 
innovatio:n in a larger number of areas across the country. We 
therefore' designed a two-tier approach: 

• 10 Economic Empowerment Zones would receive the full array 
of tax incentives and a concentrated portion of the 
Enterprise Block Grant Funding, in addition to participating 
in the community policing, community lending, and 
reinventing government-deregulation initiatives 

• 100 Enterprise Neighborhoods would rece~ve a few of the 
tax iLncentives and a smaller amount of Enterprise Block 
Grant funding; in addition to participating in the community 
poli,cing, community lending and reinventing government
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deregulation initiatives 

FO~yy percent of the zones wou~d be reserved for rural 
communities, including Native American communities. At least one 
of the 10 IEconomic Empowerment Zones would be reserved for a 
smaller urban area. All communities would apply through the same 
challenge~grant process at the same time~ All of the enterprise 
zones therefore could be designated and in operation at the 
outset. 

2. Challenge Grant -- Reinventing Government. Efforts to 
spur economic empowerment in depressed areas cannot be successful 
unless government at all levels invents a new way of doing 
business., Current efforts are: 

• Short on strategic planning to promote economic 
development because they are fragmented vertically by level 
of government and horizontally by program category or 
entitlement, 

• 1Su~dened by complex regulations, duplication and lack of 
c90rdination that discourage private initiative 

We propose to remedy these shortcomings by running the 
entire economic empowerment program through a competitive, 
challengelgrant process. No applicant will be eligible for a 
single dollar of federal enterprise support unless its strategic 
plan demonstrates how the community will reinvent itself. The 
challenge· grant process is designed to empower local communities 
to be as innovative as possible in their planning. E~Ch 
strategic; plan will be judged on its potential for <t:[Ver,i1j9rthe 
enterprise grants, other federal inducements and tax ncentives 
to enable' the targeted area to become an integral part of the 
local region's economy and to empower its residents to become 
full participants in the economic mainstream. 

I 
The federal enterprise grant process includes five 

components; 

a. N~tional Competition. The federal grant process will 
require all applicants to present a strategic plan for 
economic empowerment--in partnership with the affected 
comm~nlties. The strategic plan will include~ and will be 
judged on r the following criteria: 

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

• extent of coordination of local, state and federal 

./ 


....,.If
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Iprograms and permits across jurisdictional lines and 
lamong categories 
I, 
;. effectiveness and efficiency in providing services on 
jan entrepreneurial basis and providing a regulatory 
;environment essential to the growth of enterprise 

i· nature and scope of tangible private sector 
!commitment. availability of insurance and oredit, 
~participation of community organizations and the non
'profit sector, and complementary actions by state, 
'regional and local authorities to promote the growth of 
:enterprise 

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

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

b. SIngle, Interagency "Enterprise Board;" One-Stop Shopping 
for Federal Assistance~ To facilitate real reinvention by 
local applicants, the federal government must become equally 
responsive. innovative and flexible. We therefore recommend / 
that 'an Interagency council--the En#ter~se Board--be ~ 
established with the authority to run the challenge grant 
process end to issue necessary waivers. 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 waivers through the 
Interagency Council with respect to non-enterprise federal 
funds and programs. 

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

,
With respect to the new enterprise outlays~ we propose an 

~ 
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I
Enterprise Block Grant to be awarded with only four strings 
attached: 

'. prOmmitment to enterprise and job creation 

, • compliance with federal civil rights requirements 

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

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

These Enterprise Block Grants may be used for a variety of 
purposes~ including~ for example, to: provide self
sustaining loan loss reserve funds; leverage community 
development banking initiatives for rnicroenterprlse. 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: support 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 ski1l training 
and job search 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~ 

i
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 ~City to reinvent 
government concerning the Bnte e Grants: the core of the 
proposal is that we would give a 1 110 zones chosen in the 
Challenge Grant process the flexibility to have a 
coordinated strategy to reinvent government with existing 
funds and existing programs. Thus~ all zones chosen -- both 
tiers -- that have successfully come forth with a strategic 
option would be given significant deregulation that would 
allow them more capacity to coordinate vertical program 
responses into one coordinated economic empowerment 
strategy~ Ideally, we would like to provide almost complete 
flexibility within and across programs. The statutory and 
political obstacles to such sweeping structural reform of 
federa1 programs and agency operations, however, are 
significant. In the section on decision options, we 
therefore discuss three approaches to expanding the scope of 
the existing waiver authority . 

•e. Periodic Review of Results -- Independent Evaluation and 
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suns~t.~e Designating secretaries, in consultation with ~ 
the Interagency Council, will review the progress of each 
local. oommuni ty 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. 

At the, end of the fourth and seventh years, the Designating 
Secretaries will conduct a major performance review of each 
zone: Based on a review of the results, the Designating 
Secretary should be authorized to reduce or cut-off 
enterprise funding and tax incentives for any community that 
is not achieving results, unless the community revises its 
strategic plan to the satisfaction of the Seoretary~ 

! 

TO ~earn the lessons from such bold, persistent 
experimentation, we also recommend that the National Academy 
of SCLenees be authorized to contract for independent 
evaluation of enterprize zones. A full report to the 
Congress. the President, and to the public should be made at 
the end of five years and again at the end of the tenth 
year) following the decennial census. Our commi.tment to 
true Ilaboratories of democracy should be evidenced by a 
sunset on the enterpr~se legislation at the end of ten 
years: by requiring new legislation, this will assure 
consideration of the lessons learned from our experience 
with Ifederally supported enterprise zones~ 

I 
3. Tax Incentive and Investment Provisions. To provide a 

picture of the nature and scope of the inc~nives and investments 
in the proposal, we offer a list before b i ly desr1b1ng each•. 

,I 
LIST OF SPECIFIC TAX AND INVESTMENT PROVISIONS,, 

lO~ECONO~IC EMPOWERMENT ZONE~ 
, 

INVESTMENTS 5oA~ r,-r 
o En~erprlse Block Grants ($~ million) 
o Community Development Banks A 
o community Policing 
a Coordination and Flexibility with Exist~ng Funds 


[0 Education Enterprise Funds]? 

o Sl!gibil±~~~or ¥e:~ici~etioft 1ft Innovative Federal 

Ex~eriments ?"v~~ 

EMPLOYMENT TAX INCENTIVES 
, 

o Employment and Training Credits 

a A multi-year ETC for employers located in the zone 

o Targeted Empowerment ETC (J'TETC") for employers 

i 
, 
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a Afi;ETC Opportunity Card for ~rospectiva emPlOyee), 

, 
CAPITAL INCENTIVES 

a 	 Increased property expensing under Section 179 
o Accelerated depreciation for all investments in 
tangible property in the Zone. 
a Tax-exempt Private Facility Bonds for investments in 
tangible property in the Zone. 
a Expansion of the Low.,..Income Housing Tax ered! t 

EMPOWERMENT INCENTIVES 

o 	 Resident Community Investment Corporations (CICs) 
o 	 WO~ker Controlled Enterprises (WCEs) 
o 	 Resident Empowerment Savings lit "", ~1t:M;t.." 

I 
100 ENTERPRISE NEIGHBORHOODS: 

INVESTMENTS 	 S"-20,..0 
o 	 Enterprise Neighborhood Grants ....(~ million por ....... ) 

o 	 Eligibility for Community Development Banks 
o 	 Eligibility for COmmunity Policing, 
o 	 Coordination and Flexibility with Existing Funds 
o 	 El'igibili.ty for Education Enterprise Funds 
o 	Eligibility for Participation in Innovative Federal 

Experiments, 
,

EMPLOYMENT TAX INCENTIVES 
I 

None 

Cl\PITAL INCENTIVES 

o Tax-exempt Private FaCility Bonds for investments in 
tangible property in the Zone. 
o 	 Expansion of the Low Income Housing Tax Credit , 

I 
EMPOWERMENT INCENTIVES 

o 	 Resident Empowerment Savings Account 

BRIEF DESCRIPTION OF ZONE TAX INCENTIVES: 

Tax incentives should be designed to promote the creation of new 
enterprise in the zone, to encourage the expansion of existing 
zone business¥ to increase employment of zone residents, and to 
empower zone residents to work, to save, and to build their own 

I 
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assets and enterprise. We recommend the following incentives: 
I 

~pital Tlx Incentives. (10 Zones only) We recommend a cost 
, ~covery approach that is designed to aid enterprises which 
, employ a minimum of 35% Zone residents. The proposed cost 

~~.!....t AI Savings ccount and a checking account at the 
~. . nearest COB. ",,"II ovl;- (sc. c..,-) ~..J~ .J&., I.-: "I~I' ;... ~~ 

I ... a\ .. ~~t~ .t. .('..J ~. 
The TETe has independent empowerment value for zone ~~I~l~ 

residents pecause it provides them with a bounty to join the ~~~ 
economiC mainstream wherever jobs can be found in the labor Q 

i 
!-Ib'. 
~ 

("" 
~.-tJ. 

t:-.".fa,I.I...) 
", 

®, 

f·1I 

n ./ 

recovery i.ncludes two components:
• 
I

• 	 incr~g.§;~g property expensing under __ Section 179 for 
qual~fy1ng investments.!n depreciable property, up to a 
$75,000 cap, phasing out for larger investments above 
$300;000) 

• 	 accelerated depreciation for all investments in tangible 
property in the Zone~ 

These cost recovery proposals complement the tax incentives 
contained in your proposed budget. They will provide substantial 
incentives that will be particularly valuable to starting or 
expanding micro-enterpriser small business, and community-based
firms. . 

EiDp-loyment and Training Credits(nETCs"). (10 zones only) ETCs 
provide an effective means of lowering the cost Qf doing business 
for employers and providing incentives for hiring zone residents. 
When cambi,ned with a coordinated private sector campaign to 
secure the acceptance and support of employers~ they also empower 
residents ~to seek employment. to obtain and hold jobs and to 
obtain training. We recommend allowing each employer to take 
advantage ;of either 

• 	 a multi-year ETC for employers located in the zone--25% of 
the first $20,000 of each zone resident employee 1 $ wages and 
quali'fying expenses for education and training; QI: 

• 	 a twd--year Targeted ETC ("TETe") for employers, whether or 
not lbcated within the zone-- 20 % of the first $12,000 in 
the lirst year and 10% for the first $20. 000 in the second 
year of each new zone resident employee's wages and 
qua~ifying expenses for education and training_ 

Every qualified zone resident will receive an empowerment 
card in the mail which they can present to a prospective employer 

l to qUal~~r the credit. The me card will allow them to open 
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market. 1 : In addition, we also recommen experimenting with an 
alternative to the T~Fgeted ETC: pro~id the prospect1ve employee 
with an incentive ~get~ and hold~a job, wfte~AQ~ through 
an expanded EITC awarded with each paycheck or through a bonus 

~~OUCher t~ be cashed with each paycheck~ 

~~ Empowermerit Tax Incentives. (10 zones on~y) We want to empower
ftO 	 zone residents to own a piece of their community and have a stake 

in the place where they work. We recommend interest exclusions 
to spur investments in Community Investment Corporations and 
additional incentives for Worker Controlled Enterprises. 

• 	 Community Investment Corporations (CIes), owned 51% by 
zone resldents~ could be spurred through interest 
exclu'sions to lenders for loans made to eles for 
purchase of qualifying zone tangib~e assets. This will 
empower Cles, for example, to acquire and develop land, 
to purchase TV and Fiber Optic cable serving their 
CornmUflitiss, .and to participate fully in new 
information networks. The eIe provides a way for zone 
residents to "homestead" assets and to gain control of 
their' economic destiny. 

• 	 Worker Controlled Enterorises fWCEs), owned 5l~ by zone 
resident employees, could also be encouraged through 
through tax incentives. First, interest on loans to 
permit resident workers to start, acquire and expand 
WCEs could also be excluded from taxation to the 
lender. Second, repayment of principal and interest on 
the loan would be a deductible business expense to the 
weE. tWith full disclosure, worker control, annual 
reporting of individual share values to each zone 
shareholder, and deferral of taxes to the worker until,
sale of shares, the WeE will empower resident employees 
with a full ownership stake in their own businesses, 
while:eliminating the abuses common to ESOP'sw 

Both of these empowerment incentives will be enhanced by the 

t We do need~ however~ to distinguish this incentive from 
the Targeted Jobs Tax Cred~tr where certification of eligibility 
in one of the 10 categories by OOL has too often operated to 
stigmatize"prospective applicants as inferior in the eyes of too 
many employers. An education campaign for prospective employers 
is therefore essential with respect to the Enterprise TETC~ The 
extent private employer commitment to participate should be ona 
of the factors used by the Secretaries in the Challenge Grant 
Process to;judge the merits of any zone applicant's strategic 
plan. 
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availability of access to capital prov1ded by the new federal 
cornmunity,lending initiative. Moreover, loans will only be made 
when an independent, third party lender determines that the 
proposed investment by the CIC or WeE is likely to wOrk. We 
believe that these empowerment incentives are core components of 
the new direction that you are charting.~ 

Jkco-t.? )
Residen~ Empowerment Savings Incentives: (all zones) This 
stakeholder proposal makes th~s enterprise zone plan uniquely 
different from traditional enterprise zone proposals~ A 50 
percent credit would be available for a contribution by an 
employer, .Community Investment Corporation, or Worker COntrolled 
Enterprise to a Oefined Savings Plan ("DSP") on behalf of 
employeesior members who are Zone residents. Participating Zone 
residen'ts ,could also contribute to the nSF on a tax deferred 
basis. These savings could be withdrawn (or borrowed on) without 
penalty to pay for education, purchasing a first home, or 
starting a small business. This will provide the first proving 
grounds for implementing your pledge to establish Individual 
Development Accounts to empower low-income Americans to take the 
first steps toward economic self-sufficiency. 

Tax E.empt Private Facility Bonds: (all zones) In order to 
promote investment in buildings, plant~ and equipment, all Zones 
will be able to exempt 50% of private facility bonds from State 
oaps, and;these Zone Facility Sonds will be excepted from the 
section 265 bank deductibility prohibition. Each primary user 
(e.g' t a business firm) will be limited to $3 million in anyone 
Zone and ~ total of $20 million across all Zone~ ~ 

, 
Expansionlof the Low Income Housing Tax Credit: (all 'zones) All 
zones will. be viewed as a Udifticult to develop" area for 
purposes of increasing the Low Income Housing Tax Credit to 91 
percent of present value from 70 percent of present value. 

I 
BRIEF DESCRIPTION OF ZONE INVESTMENTS, 

, 
Enterprise Bl.ock Grants (10 zones only) We recommend that the 

2These tax incentives for empowering zone residents to 
become full stakeholders in shaping their own enterprise 
destinies are new and largely untried. Treasury counsels that 
their impact is uncertain. Treasury is also concerned that the 
benefits will accrue primarily to outside investors rather than 
the zone ~e$idents. Treasury therefore proposes a modification: 
to limit these two interest exolusions to a Zone Empowerment Tax
Exempt Borid, which would be exempted from the caps on state and 
local bonding authority. This would allow for a publio bonding 
authority;to review the transaction to assure that the benefits 
are shared with the intended beneficiaries~ 
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Economic Empowerment Zones rece~ve a substantial Enterprise BloCk 
Grant, on the order of $150-175 million per urban zone and $50-75 
million per rural zone. As described above, in conjunction with 
other federal investments and incent1ves r state and local 
resources, and private sector commitments~ this will enable local 
communities to craft a wide variety of creative initiatives to 
build a thriving economy. 

community. Policing: (10 zones and many of the 100 Enterprise 
Neighborhoods): All zones wllll be eligible for additional support 
for Safe Streets from the $500 million of the FYs 93-94 baseline 
Enterprise funding reserved for meeting your pledge of lOO,OO~_~ ~ 

~ additional. coli/s on the beat. 'ko.J.' ~ e.E..2e... ....11.,............. CbE 
c........~"\:>....J.,..-£-~ llO ......... ..-, .r. II- 100 t:. to.> y' 1l:.. E 1-1'...II k I""- C:....ioI~-\oa ; 

jCommunity Lending: (all zones) All Enterprise Zones will be c.:ta.. ~ 

eligible to participate in your community lending in1tiativa in ett...... b..I.& 
ordar to access private capital. and financial services. Each .. OW 2: 
applicantimust demonstrate in its strategic plan how it plans to ~~ 
do so, in91uding to finance ere's and weE' s among other --I'l> ~ .. 
enterpris~s~ ""I't. ~ ellA 

. "'t-""-<h
Enterpris~ NeIghborhood Grants: (100 Enterprise Neighborhoods) (~r9.7' 
All zones will be eligible for smaller Enterprise Neighborhood ~~ 
Grants. The grants for urban Enterprise Neighborhoods would~~ 
range from $15 million to $20 million dollars, and for ruralAfrom 
$5-10 million. This grant would defray the costs of planning and 
start-up. ~aB well a rovide a significant fund for enterprise 

or 00 s to eve new initiatives. We are also confident 

that many~foundat s, universities, non-profit community groups


~1 and others will step forward to assist affected communities in 

developing a strategic plan. 


~4~9ibilitY for participation in Innovative Federal 
Experiments: (10 zones and many of the 100 Enterprise 
Neighborhoods). T~e investments and incentives are only a first 
step. Empowermen~nes and Enterprise Neighborhoods will open 
the door to a host of innovative domestiC and economic 
initiatives by the public and private sectors. The Challenge 
Grant Process, itself, will inspire a wide variety of private 
sector initiatives and public-private partnerships. And, once 
designated and in operation. 110 communities across the country 
wi~~ be competing to prove what works and what doesntt. 

Each zone will also be eligible to compete through the 
enterprise challenge grant process for a variety ~pecial 
demonstration grants offered by different federal ncies. Each 
demonstration will be related to promoting enterpr se. The 
hal~mark of each will be a challenge to the enterprise zone 
applicants to show how they propose to shape and to implement the 
new initiative in the context of their own strategic plan. The 
respective Secretaries i in cooperation with the Interagency. , 
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Council. will designate the winners based on the merits of the 
applicant,'g plan. provide a single point of contact for waivers. 
and revie~ progress b~sed on results not regulations. 

Seve~al of the~enCies believe that this enterprise 
proposal provides a~xcellent challenge grant process and a 
unique"pl~tform to try a number of significant new pOlicy 
approache~ that will also contribute to the economic revival of 
distresse~ communities and to jobs for their residents. ~r 
exarnple~ DeEd has asked to include and provide funds for~ 
comprehensive Enterprise School Communities to implement the 
National Education Goals 1n orde~o promote enterprise in the 
zone. This proposal will provid 1 the opportunity for 
communities I families, services, nd the private sector to pull 
together ~o learn for a lifetime of earning~ saving, investing. 
contributing, and participating. 
~ 
~ and HHS have also requested that a variety of 

demonstration opportunities for such local innovation be included 
in the enterprise challenge grant process: school-to-work, 
apprenticeship, welfare-to-work, unemployment-to-work, and drug 
prevention and rehabilitation-to-work i~tiatives. Commerce has 

~~.:!:~.~~~~~t~r~a~d~e;t:z::o~:n~:e~,s::,~~entrepr~shiP training and 
~:;~U; available I similar for local innovation, including, 
~ for example. Section 8 vouchers, Access to Opportunities 

(including transportation and job matching), Moving to 
Opportunities I HOME, and Youthbuild~ The number of zones that 
will be able to participate in each demonstration wil~ vary by 
federal initiative~ but the prospects are excellent that there 
will be a! substantial number of these initiatives available to 
many of the zones~ The appendix attached at Tab B provides a list 
of such initiatives now under consideration by the Secretaries~ 

I 

~__~ HUD, Agriculture and DOT will also make 

,
5. Budget. In A Vision of Change, ~ere is $4~1 billion in ,./tax expen1itures designated for enterpr~ zones. The consensus 

proposal reaches for $6 billion by using $1 billion that is 
currently! in the baseline for enterprise zones, and $900 million 
in "contributions" from existing Hun and Agriculture programs 
over the five-year period, FY94-FY98. This budget derives from 
the folloWing budget authority:~ ./, 

,Source S in Billions 

Tax Expenditures 4.1 

Baseline FY93-FY 94 1.0 
, 

Hun and AG Contributions .9 
fro~ currently proposed 
Budgets 
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I, 

Total 6.0 

While under the current budget proposal, all of the $4.1 
billion goes to tax expenditures. the consensus proposal would 
transfer $1 billion to the Lnvestment side after the 
discretionary caps are lifted after FY95. This would then mean 
that the $6.0 billion would be evenly split between tax 
incentives and funds for the Enterprise Block Grants~ [Note that \ 
$500 million of the FY93-94.'Basel1ne amount has already been /r~ tt..zt-t""" 
targeted for cops and community policing ~- which can be usedA£or 
the EconO~ic Empowerment Zones and Enterprise Neighborhoods.] 1 

, 

We believe that the final total of funds de~c8ted to the 
EconomiC Empowerment Zones and Neighbor Enterpr Zones will be ~ 
greater than $6 billion. The reason is that the apartments will 
want to target portions of their new and existing programs to the 
zones, so ~hat they can be part of this experiment nd so that 
they can see how different models of their a would run 
in a reinvented and innovative system. The anc ss have "!.A&.ll 
therefore requested the opportunity to provi e funds from their -I· 
Own budgets in order to encourage local communities to respond 
through the ohallenge grant process with innovative 
demonstrations in the zones. (The appendix attaohed at Tab B 
provides a' list of the types of challenge demonstrations now 

J In the consensus proposal, we have treated the $4.1 
billion reserved for tax expenditures in FY's 94-98 as also 
avai~able for outlays for enterprise grants. In partioular, the 
consensus proposal includes $3.0 billion for tax expenditures and 
applies the $1.1 Billion difference to enterprise grants.,, 
Any such Shift from tax expenditures to enterprise grant 
expenditures can be accomplished in one of three ways: 

.make,appropriate revisions to our budget requests and the 
new caps for discretionary spending for FY'S 1996-98 

I 
• create an Enterprise Entitlement Expenditure on the 

mandatory side of the budget, including both tax and 

enterprise grant expenditures
, 
• if a request is g01ng to be made for a raise in the 
discretionary cap for other investments. raise the request 
by the $1.1 billion amount. 

Under any ~f the three alternatives, there would be no increase 
in total budget authority. The first option 1s most within the 
control of ,the Administration and involves the fewest political 
or budgeting questions. 

I 
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being considered by th~enCleS). 
:I:V. VIC. ALTERNATIVE OPTIONS 

~w CNUMBER OF ZONES~ 
Option 1: 25 to 50 Major Zones: secretary Bentsen is concerned 
that Congress will not accept our proposal to focus more of the 
federal e~terprise support on 10 zones~ while providing a lesser 
amount of: federal enterprise support to 100 zones. He therefore 
proposes a total of 25 to 50 zones which would be selected over 
the next ~ive years, i.e., 5 to 10 per year. All zones would 
have the same mix of tax incentives as in the consensus proposal 
for the 10 Economic Empowerment Zones, but the amount of the 
Enterprise alack Grant available for each Zone would be reduced 
if more than five zones per year were designated. In addition, 
the proposal would cost substantially more after all 25 or 50 
zones are up and running in 1998. Treasury believes that such a 
proposal wou~d more closely resemble the compromise reached last 
fall and would be more readily received in Congress., 
Option 2:(iO Economic Empowerment Zone and 100 Neighborhood 

~zones~ The working group believes that we wil~ never know the 
success of enterprise zones if we do not concentrate resources on 

•. ...Jl.-Sfftff1'1-number .~believe that Congress is ready to welcome your 
~ leadership in proposing a new approach. We be~ieve that the 

consensus proposal is consistent with budget constraints and 
political 'realities. We therefore recommend the consensus 
proposal. , 

A\.)..~~ 12~"Blanket·t VS. II Incremental " ETC) The ETC can be 
')t!;t~ applied to' all zone resident employees ("Blanket ETC") or be 

\'.A"';~ "increment'al," i.e., applicable only to increases i.n employment 
.~ of zone re~idents (where total employment also increases). 

,, ~ .. 
The Incremental ETC costs substantially less than the Blanket ETC 

~\\ and is more efficient in rewarding expansion in employment. To 
prevent substitutions of existing employees for zone residents,~ 
this credit could be based on increases in total employment and 

~'2." on increases in zone resident employment from a stated base. 
Yet, the Incremental ETC would be much more difficult for~\
employers to understand and would involve much more paperwork. 
It also would disadvantage existing zone businesses, which will 
receive credit only f.or expansion in employment, while businesses 
that are n~w to the Zone would receive credit for all of their 
resident e~ployees. 

The cost of the Blanket ETC will be curbed by not extending it to 
non-~one resident employees and by phasing it out after the 
seventh year of the zone. However. the Blanket ETC has other 
disadvantages. The non-resident exclusion creates an incentive 
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, 

I


for employers to substitute Zone residents for non-resident 
employees:-- which may have unpleasant ramifications. The 
Incremental ETC avoids this problem by being tied to increases in 
total emp~oyment« 

The Working Group narrowlYI but unanimously, recommends the 
Blanket ETC. 

<:::: 3. Federal Waiver ..Authority for Existing programs~ A 
particula~ly thorny problem for our proposal to reinvent 1 
government is categorical nature of many federal programs and the 
limitations on our ability to provide waivers both within and 
between existing programs. Time and again, mayors and governors 
have comp~ained that they would be in a better position to meet 
our enterprise objectives if they were freed to deploy existing 
federal programs and resources to implement their own strategic 
plan l 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 i's, a monumental task. 

We believe there are at least three approaches to providing 
greater flexibility and responsiveness with respect to existing 
federal programs: 

• Pilot Regu~£~ory Relief -- seek immediate Congressional 
approval authority in the Interagency Council to issue 
general waivers, both within and across a specified range of 
programs relevant to promoting enterprise, in each zone 

i 
• Broader Waiver Authority -- seek legislative authori~y for 
the Secretaries on the Interagency Council to develop 
cr~teria for general waivers within specified programs and 
greater assistance in coordinating across programs 

I , 
• Administrative Budgeting -- beginning with the FY 95 
budget request increase the Enterprise Grant by an agreed 
amount and seek lower appropriations from a range of 
existing programs 

~\ . 
(!he first approach) is most in keeping with our basic goal of 
reinventing government and would be strongly supported by the 
mayors and·governors~ if not also community groups~ It will,
require legislation. We do not know, however, whether Congress 

would be a~ willing to go along with such a radical 

restructuring. It might also give pause to some of the 

Secretaries as they work with you to make plans to initiate new 
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national 	programs. 

L ~"l.., ~ ~e second approach will provide substantial flexibility and 
responsive~ess com ared to the current sitUation. To be 
effective, it will also require legislation; but Congress will be 
receptive to such narrower statutory waiver authority as a part 
of the en~erprise package. With occasional White House 
intervention to resolve major policy disputes. the Designating 
~eqretaries, working in cooperation with the Interagency Council. 
could ..' 

• deyelop reasonably general and flexible criteria for 
general waivers within programs and coordination of efforts 
acro'ss programs and 

I 
• provide a single point of contact for all applicants~ 

I, 
Finally, with the cooperation of Congress and the applicant 
constituepts~ we believe that we also could proceed to implement

l~J)	the third, approach beg~nn1ng with the budget for FY95 in order to 
provide even more fleK~b1lity. By that time, we should also be 
in a bett,er position to determine whether a more comprehensive 
"reinventing government II initiative based on waivers across 
programs pr a series of cross-cutting challenge grants should be 
proposed for a variety of existing programs. 

We do not make a firm recommendation. As a part of the process 
of working with Congress to implement whatever enterprise " 
proposal :you choose, we believe this may be an issue that should 
be explored fully with COngress and the constituency groups . 

• " ~.nS" < ." , """'.... '-..~~ 14. No Cost Al~erfte~*,~:~OMB has ~eservations concerning 
the use of any tax incentives or new Enterprise Grants. OMS 
argues that tax incentives will not be very effective in 
stimulating new business development and jobs in distressed areas 
or, if successful, will be too costly to be widely replicated in 
other areas. Or they fear that enterprise zone tax incentives 
will draw employment from other economically depressed areas. 
In addition, OMS believes that committing substantial resources 
to an Enterprise proposal before we have had time to think 
through and develop a consensus on the Administration's urban and 
rural development strategies is premature and, given general 
budget constraints, may preclude any other major initiative to 
help cities during your Administration. 

OMB, therefore~ proposes a "no cost U option which, in its 
view. meets your campaign promise to create enterprise zones 
while preserving the opportunity to use the resources originally 
committed to.enterprise zones to fund a major urban/rural 
development or welfare reform initiative later. OMB's option 
would: 
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• 	 provide no, or minimal tax incentives; 

• 	 provide no new spending for enterprise block grants; 

+ 	 concentrate, in a small number of zones~ discretionary 
reso~rces from existing programs (many of which are 
substantially increased by the proposed budget) through an 
ear-~arking or set aside mechan~sm for Enterprise Block 
Grants. ..' 

I 

The attachment at Tab C summarizes OMS's proposal. 

I \ 	 \ The Working Group recommends the consensus proposal. Although we 
lM.~	 ofiAa_Q OMB'is skepticism about the ability of tax incentives to 

attract business, we believe that they can play a part in a more 
comprehensive approach. We also believe that the stakeholder and 
business tax incentives make clear that our consensus proposal is 
not simply another spending initiative, but rather a new approach 
to community empowerment and economic development. The federal 
inducements will permit local communities to attempt bold new 
initiatives to lever enterprise through their own; comprehensive 
strategic plans, including in the Enterprise Neighborhoods with a 
much lowe~ incremental cost per zone. 

Finally. we are committed to continuing its review of urban and 
rural pOllcy in the months ahead: in cooperation with the 
respective' Agencies, we are determined to reinvent the way that 
the federa~ government does business so that we can reallocate 
and free up resources for other major initiatives. Indeed, we 
believe that the enterprise proposal will provide an important 
building block for your continuing urban and rural initiatives in,
the years i,lhead. 

We believe~that the consensus proposal seeks to implement your 
call 	for a new direction by delivering a real message of hope 
throughout the land, especially to persons in the most distressed 
places in urban and rural America. 

VI. DECISION 

I 
A. Select One: 

I 

____~jlnteragency COnsensus Proposal 

______' "No-cost" OMS Proposal 

______,-,Reject all proposals, Discuss Further 

B~ If Interagency Proposal Selected, Select one from each 
category: ' 
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DRAFT" 

March 29, 1993 

MEMORANDUM 	 FOR '1'HE PIIESIDENT 

,FIIOM! 	 THE NEC-DPC IIITEIlAOENCY WOIU(INO GROUP ON COMMUNITY 
DEVEloOPMEN'r AND EIIPOWERIIEN'I' 

SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY 

,J:. ACTION-FOIICING EVENT 

Al~ost one year ago, you toured Los Angeles after the riots 

and predicted that despite all the media attention and 


'I Presidential fanfare, a year would pass and nothing would change. 

You were right. Across the country, poor communities from South 


~-'centri1Ato the Mississippi Delta are still reeling from a decade 

~,~. 'of declining opportunity and rising social and economic 

isolation. We cannot hope to succeed in the world economy or 
come together as a nattor unless we empower these communities to 
join the economic mainstream. The sooner you come forward with 
an empowerment strategy, the better. The long-term success of 
your economic plan and your Presidency may depend on it. 

n. BACKGROUND 

Shortly after you took office, Bob Rubin and Carol Rasco 
asked Gene Sperling and Bruce Reed to set up a joint NEe-Ope 
interagency working group on community development and 
empowerment. We wanted a joint effort spanning economic and 
domestic policy that could look at every aspect of the problemsof economically distressed urban and rural areaS -- from access 
to capital and child care to the need for school reform and safe 
streets. We brought half a dozen agencies together to rethink 
existing programs and develop a new, comprehensive empowerment 
strategy_ 

For the past two months, the policy shops at HUn, Treasury, 
Agriculture, Commeroe l and OMS have worked with the NEe and DPe 
(hereafter the Working Group) on the first stage of 'that new 
strategy: economic empowerment. We set out not only to prepare 
specific proposals that could be passed this spring as part of 
your initial budget, but to develop a framework that could 
incorporate other new ideas over the course of your administration. 
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The enterprise proposal presented here 1s bolder and more . 
innovative than anything any previous administration has put 
forward, It will be supported by major proposals for community 

,banking, strengthening the Community Reinvestment Act and fair 
'lending requirements, and a major community partnership against 
'crlme~ . While we recognize that Congressional realities ~ force 
us to temper these ambitious proposals~ we nonetheless believe 
,these proposals can be passed into law and will lay the 
19roundwork for dramatic progress 1n poor communities across the 
icountry. 

HI. PRINCIPLES 

In developing these proposals, we relied on the basic 

principles you'outlined 1n your campaign! 


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

2. zndividual and Community Empowerment: Too many 

enterprise proposals focus only on improving a particular place, 

and do little to empower the people who live there. Other 

proposals focus exclusively on the individual end'ignore the 

community. We need a new approach that empowers people and 

improves places at the same time. 


3. Bottom-Up Innovation! No matter how much we manage to do 
1n Washington, the ultimate solutions will come from the bottom 
up, from communities and individuals willing to help themselves. 
These proposals challenge communities to design their own 
answers, and reward them for initiative.. innovation, and results. 
A:t the same time. the policies will not only give people more 

opportunity~ but inspire them to take more responsibility for 

their own lives. 


4. Bold~ Persistent Experimentation: In this area, more 
than any other, the old answers don't work anymore, and we need 
to launch a new era of bold, persistent experimentation.
Reinventing government must be an integral part of our enterprise 
proposals. We envision 8 national network of economic 
empowerment zones that will serve as laboratories of democracy# 
where communities will get more freedom to try new epproaehes~ 
but will also be called upon to demonstrate results. 

These problems have been generations in the making, and 

we're not going to fix them overnight. But we can change the 

disastrous economic policies of the last 12 years: we can change 

the face.of government ~n communities where three decades of 

federal efforts, however well-intentioned, has done so little 
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good. and we can begin to change the something-for-nothing ethic 
,that has permeated our oulture from top to bottom in recent 
,years. 

IV. ECONOMIC I!:MPOWERIIENT STRATEGY 

We believe that the economic empowerment portion of your 
comprehensive community development strategy should include four 
main pillars: economic empowerment zones; community development 
banks: eRA and fair lending reform;' and community partnerships 
against crime. This is only a portion of what your 
administration hopes to accomplish in poor communities, through 
health care reform, welfare reform, family policy, and so on. 
'our empowerment agenda is meant to maximize the return on tho~e 
investments, and to help communities restore the basic conditions 
they need to succeed: safe streets, access to capita1, and above 
all, new and expanding businesses that generate new jobs~ 

This memorandum presents a proposal for economio empowerment 
zones, with decision options on several key issues. Proposals oneRA reform and fair lending~ community development finanoial 
institutions, and community partnership against crime will be 
ready next week~ Together, these four proposals move beyond the 
old left-right debate that the answer to every problem is more 
federal spending on the one hand or more tax breaks on the other. 
They offer real opportunity to real people: a savings aooount, a 
reward for work, access to oapital to buy a home or to build a 
business, a cop on the block! ~ t' J-u tv ~b l4.i,~, &.k, 

, "'" _~Wf
V. ECONOMIC EMPOWERMENT ZONES 

During the campaign, you pledged to create 75 to 125 
comprehensive urban and rural enterprise zones. C.ongress enacted 
federal enterprise zones in 1987 but the Administration refused 
to designate any zones. In October 1992, with the leadership of 
S~nator Bentsen, COngress passed H.R. 11, which Bush then vetoed. 
H.~R. 11 would have created 50 "enhanced enterprise zones" to be 
phased in over a 5-year period. H.R. 11 provided for $500 
million 8 year for a broad array of federal programs within the 
zones in addition to tax incentives. 

Since H.R. 11 passed so recently, we.could simply send 
Congress the same bill. But our entire working group agreed that 
the traditional forms of enterprise zones were not effeotive. We 
therefore recommend four major reforms of H.R. 11: 

, 1. Fewer zones with more impact: We'll never know whether 
enterprise zones work if we scatter our limited resources among 
50 zones or across entire cities. We recommend a smaller number 
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of enterprise zones which are mere focused, so that money and 
commitment are not spread too thin. At the same time, we can 
provide some federal incentives to a larger number of communities 
to stimulate bold, local experimentation. 

~...I"fn.Ylfp"'i • ..i 
, 2. JIjo~ government: No amount of outside financial 
help will enable entrepreneurs or individuals to get ahead if red 
tape or misdirected programs stand in their way~ Enterprise 
zones should be a vehicle for streamlining the waiver process I 

coordinating government programs, and improving services. They 
should encourege innovation and reward results • 

.3. Individual empowermen't: We need to empower individuals 
as well as communities, by offering access to capital, savings 
incentives i and other measures to promote work, entrepreneurship I 

~nd esset building. 

4~ Labora~ories of change: A handful of tax incentives and 
additional federal dollars, no matter how. targeted, will never be 
enough to turn a troubled community around. Over the ~ong term~ 
we hope the real value of these empowerment zones will be to 
serve as magnets for innovation by the public and the private 
sector. 

VI. €;.;;s:;. ,,:o~ AL\... C-Aft:; 

The Working Group reached substantial consensus On a 
proposal for your consideration. In this part (pp~1~13), we 
s'ummarize this proposal. (The appendix attached at Tab A also 
provides a brief summary of the proposal in outline form). This 
s'umma'ry will provide you with the context for reviewing the 1i 
decision options wt:1ch we present in the next section (pp.oM·""J. 
including a substantial alternative-~a zero cost option--offered 
by OMB. 

1. Budget. The consensuS proposal is based en.B total 
budget of $6 billion over the five-year period,> FY94-FY98. This 
budget derives from the following budget authority:. 

Source $ in Billions 

Tax Expenditures 4.1 

Baseline FY93·FY 94 1.0 

tle,.U-Ji-.. ? 


HUn and AG COntributions .9 
from cur~ently proposed 
Budgets 

Tota1 6.0 
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$500 million of the FY93-94 Baseline amount has already been 
targeted for cops and community policing. In the proposal the 
rernainde~ of the budget is split between tax incentives and 
E~terprlsa Block Grants.! 

I In addition. several Of the Agencies believe that this 
enterprise proposal provides an excellent challenge grant process 
and 6 unique platform to try a number of significant new policy
approaches that may also contribute to the·economic revival of 
distressed communities and jobs for their residents. The 
Agencies'have therefore requested the opportunity to provide 
funds from their own budgets in order to'encourage local 
communities to respond through the ch~llenge grant process with 
innovative demonstrations 1n the zones. (The appendix attachedat Tab B provides a list of the types of challenge demonstrations 
now being considered by the Agencies). 

I 2. 10 Economic £mpowerment Zones, 100 Enterprise 
~eighbOrhOOdS:~The Working Group agreed that greater resources 
should be foeu d on 10 Economic Empowerment Zones. We also 
recognized~ how ver, the political problems in Congress. with a 
proposal limited to 10 places; and we wanted to encourage local 
innovation in a larger number of areas across the country~ We 
therefore designed a two-tier approach: 

1 In the consensus proposal, we have treated the $4.1 
billion reserved for tax ·expenditures in FY's 94-98 as also 
available for outlays for enterprise grants. In particular. the 
consensus proposal-includes S3.0 billion for tax expenditures and 
applies the $1.1 Billion difference to enterprise grants.

, 

Any such shift from tax expenditures to enterprise grant 
expenditures can be accomplished in one of three ways:, 

-make appropriate revisions to our budget requests and the 
new caps for discretIonary spending for FY's 1996-98 

• create an. Enterprise Entit~ement Expenditure on the 
mandatory side of the budget, including both tax and 
enterprise grant expenditures 

, I- ;...c.,....~ 
• if 8 request 18 going to be made for ~ in the 
discretionary cap for other investments, raise the request
by the $1:1 bil110n amount. . 

U~der any of the three alternatives, there would be ng increase 
in total budget authority. The first option is most within the 
co:ntrol of the Administration and involves the fewest political 
or budge~ing questions. 
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• 10 Economic Empowerment Zones would receive the full array 
of tax incentives and a concentrated portion of the 
Enterprise Block Grant Funding, 1n addition to·partlclpating 
in the community policing, community lending, and . 
reinventing government-deregulation initiatives 

• 100 Enterprise Neighborhoods would receive a few of the 
tax incentives and a smaller amount of Enterprise Block 
Grant fu~ding, in addition to participating 1n the community 
policing, community lending and reinventing government
deregulation init~Btives 

40% of the zones would be reserved for rural communities, 
including Native American communities. At least one of the 10 
Economic Empowerment Zones would be reserved for a smaller urban 
erea. All communities would apply through the same challenge 
grant process at the same time. All of the enterprise zones 

/ 
therefore could be designated and in operation at the outset. 

3. Challenge Grant -- Reinventing Government. Efforts to 
spur economic empowerment in depressed areas cannot be successful 
unless government at all levels invents a new way of doing 
business. Current efforts are: 

• fragmented vertically by level of government and 
horizontally by program category or entitlement 

• burdened by complex regulations, duplication and lack of 
coordination that discourage private initiative 

". short on strategic planning to promote economic 
development 

• incomplete because there is no process to assure that 
affected local communities and residents are empowered as 
full partners and stakeholders in building enterprise in 
distressed areas. 

We propose to remedy these shortcomings by running the entire 
economic empowerment program through a competitive, challenge 
grant process. No applicant will be eligible for a single dollar 
of federal enterprise support unless its strategic plan 
demonstrates how the community will reinvent itself. 

The federal enterprise grant process includes five components: 

8. National Competition. The federal grant process 
willI challenge all applicants to present a strategic plan for 
economic empowerment--in partnership with the affected 
communities. The strategic plan will include, Bnd will be judged 
on, the following criteria: 
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• extent Of COO~det10n of local~ate and federal 
programs and pe its across juris ctiqnal lines and among 
categories 

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

• nature and scope of tangible private sector commitment, 
availability of insurance and credit, participation of 
community organizations and the non-profit sector, and 
complementary actions by state, regional end 10081 
authorities to promote the growth of enterprise 

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

G
potential to enable targeted area to become{an integral 

part of the local region ' s economy and to empower residents 
to become full participa~ts in the economic 'mainstream 

• objective benchmarks for measuring progress in thus 

promoting enterprise, reporting results, and making mid

course corrections. 


"d,/../(v. 
· b. One-Stop Shopping for Federal Assistance. To ~-

facilItate real reinvention by local applicants, the federal ~"~ 
government must become equally respons:ive, i /' 
flexible. We therefore recommend that an nteragency Counc~e ~ 
established with the authority to run the cha enge gran process 
and to issue necessary waivers~ The Secretary of HUO 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 1n the 
administration of other federal programs and to process requests 
for waivers through the Interagency Council with respect to non
enterprise federal funds and programs. 

With respect to non-enterprise federal programs~ some waiver 
authority already exists. Ideally. we would like to provide much 
g~eater flexibility within ~ across programs~ The statutory 
a~d political obstacles to such sweeping structural reform of 
federal programs and agency operations, however, are significant. 
In the section on decision options, ~at p.I, we therefore discuss 
t~ree approaches to expanding the scope of the ~isting waiver 
authority: 



. /(:~ 
-8

c. Enterpri~ Block Grant. With respect to the new 
enterprise outlays# ~ propose an Enterprise Block Grant to be 
awarded with only ~e strings attached: 

• "'..." .. vuJ -/. "".... '" ....J,f"-",,j" ... 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 a variety of 
purposes, including. for example, to: provide self-sustaining 
loan loss reserve funds; leverage conununi'ty development banking 
initiatives for microenterpr1se~ 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; support for community 
investment corporations; develop technical assistance, 
entrepreneurial, and workforce skill programs; provide the equity 
or bridge financing for m~:~~~~sss or commercial.expansion:
build skill training and~. etworks to connect residents 
with jobs throughout the labor mar et; provide Matching support, 
loans or gap financing for the work Of non-profit community 
~evelopment corporations, etc. 

The challenge grant process is designed to empower local 
communities to be as innovative as possible in their planning. 
Each strategic plan will be judged on its potential fo~erin9C:) ~ 
the enterprise grants~ other federal inducements, and tax 
incentives to enable the targeted area to become an integral part 
of the local region1s economy and to empower its residents to 
become full participants in the economic mainstream. 

d. Periodic Review Df Result8~ 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. 

At the end of the fourth and seventh years, the Designating 
secretaries will conduct a major performance review of each zone. 
Based on 8 review of the results, the Designating Secretary 
should be authorized to reduce or cut-off enterprise funding end 
tax inoentives for any community that is not achieving results, 
unless the community revises its strategic plan to the 
satisfaction of the Secretary. 

e. Independent Evaluation and Sunset. To learn the 

v 
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lessons from such bold, persistent experimentation, we also 
recommend that the National Academy of Sciences be authorized to 
contract for independent evaluation of enterprize zones. A full 
report to the Congress, the President, and to the public should 
be made at the end of five years end again at the end of the 
tenth year~ following the deoennial census. Our commitment to 
true laboratories of democracy should be evidenced by a sunset on 
the enterprise legislation at the end of ten years: by requiring 
new legislation i this will assure consideration of the lessons 
learned from our experience with federally supported enterprise 
zones •. 
, 4 • ./ti~ Tax Incentives and Other Inducements for the 

10 Economic Empowerment Zones. Tax incentives should be designed 
to promote the creation of new enterprise in the zone, to 
encourage the expansion of existing zone business, to ~ncrease 
employment of zone residents, and to empower zone" residents ,to 
work, to save, and to build their own assets and enterpris.g,. We 
rt"commend offering the following j!!ddi>l!i"""k induoements td'~~he 10 
E~onomic Empowerment Zone's: ~ , 

s. capital Tax Inoentives~ We recommend a cost recovery 
approach that is designed to aid enterprises which employ a 
minimum of 35% Zone residents. The proposed cost recovery 
includes two components: 

• 	 increased property expensing under Section 179 for 
qualifying investments in depreciable propertYt up to a 
$75,000 cap, phasing out for larger investments above 
$300,000) 

• 	 accelerated depreciation for all investments in tangible 
property in the Zone. 

These cost recovery proposals complement the tax incentives 
contained in your proposed budget. They will provide substantial 
in~entives that will be particularly valuable to starting or 
expanding micro-enterprise, small business, and community-based
firms. • 

b. Employment and Training Credits( ..ETC.... ). ETC" 
provide an effective means of lowering the cost of doing business 
for employers and providing incentives for hiring zOne residents. 
We I recommend allowing each employer to take advantage of §1~her 

• 	 a multi-year ETC for employers located in the zOn~-~5% of 
the first $20,000 of each zone rQsident employee'~wages end 
qualifying expenses for education and training; or 

• 	 a two-year Targeted ETC (·~~TCff) for employers, whether or 
not located within the zon~- 20 , of the first $12,000 in 

'I 
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the first year and 10% for the first $20,000 in the second 
year Of each zone resident emp1oyee's wages Bnd qualifying 
expenses for education and training. 

e£:feetive:ue:ss 6epends on e 
h\lS!AQSW rOE employers wh 

zone.residen~ seek at~ to obtain jee , we 
r'eCOltwt:elld 

~ Cerd which £al1} explains t)if! £FiePlfl!lsed .alae thati 
..~lt ~;d"Rt b"~8 to " prospective employerAh '_"ry r- i4 p..-I'c.-.J.:f, 11.. ...... 
oJ Ie. j CA.,.... pn~ CtlTJ. will ..llfIWt If.. 
The TETe has an independent empowerment value -for zone residents -Iv ~ .. 
because it provides them with a bounty to join the economic 5~~~~ 
mainstxe~..wperever jobs can be found jn the .labor mark~ pfff.,../,u,.,/

.rur.;d, however-;-to,UstinguIsh this incentive from the Targeted •ere 0.1
( Jobs Tax Credit, where certification of eligibility in on: o~:) ""J ~ • 

,1 10 categories by DOL has too often operated to stigmatize cl.td.v. .tW:d

~"""~1~t prospective applicants as inferior in the eyes of too many __:I'#L-'
I employers. An education campaign for prospective emplo era m ~~-~ 
,,-prove helpful with respect to the Enter~!_se TETe. n ad ition l ' 

we also recommend experimenting with an alterria ve to the 
Targeted ErC: provide the prospective employee with an incentive 
for getting and holding a job, whether through an expanded BITC 
awarded with each paycheck or through a bonus voucher to be 
cashed with each paycheck~ 

. w... w .... + 
c. Additional Empowerment Tax Xncentives. The p.epeee. 

;;%;lE;:,~"~1;S~o5i:,~,~e;1~U~d~"~$~n~"~";'~":"";I'1~~;±~'~"e;s~t~o~e~mpower zone residents.e 8'11IRto J:Ayeo't 0;:;'" A INkcommunity and or ~,. 
.- &. !>,f.kL they work. We recommend interest exclusions 
1~{...t:'-...,J.v4 0 spur investments in Community Investment Corporations and 

--- I 
• 

zone 

interest exclusions. 


This will 
CICs l for example, to acquire and develop land, 

purchase TV and Fiber OptiC cable serving their 
communities, and to participate fully 1n new 
information networks. The eIC provides a way for zone 
resident~ to -homestead- assets and to gain control of 
their economic destiny~ 

Worker Controlled Bnterorises (WCEs), owned SIt by zone 
resident employees t could also be spurred through
interest exolusions•. Interest on loans to permit 
resident workers to st8rt~ acquire and expand WCEs 
would also be excluded from taxation to the lender. 

~--::Ts"""::/r.iJ-..W .rh.r·h-« s...~< A"'-fr..-:._"ria<-+S U 
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With full disclosure, worker control, annual reporting 
of individual share values to each zone shareholder I 

and deferral of taxes until sale of shares t the 
Shareholder Association of each such WeB would empower 
resident employees with a full ownership stake 1n their 
own businesses, while eliminating the abuses common to 
ESOP'S .. 

Both of these empowerment incentives will be enhanced by the 
availability of access to capital provided by the new federal 
community lending initiative. Moreover, loans will only be made 
when an independent, third party lender determines that the 
proposed investment by the CIC or WeE. is likely to work. We 
believe that these empowerment incentives are core eomponents of 

~he new di:~C::::r::::ey:~o::eG::::t~~ng~: ~:~;;::nd that the 
E,conomic Empowerment Zones receive a substantial Enterprise Block 
Grant, on the o~4~r of magnitude of ~~ mi~lion per urban zone 
('and $75 million;rura,l zone) for FY 9~98~ As described above t ' v
this will enable local communities to craft a wide variety of 
c'reative initiatives to lever other incentives, state. and local 
resources, and private sector commitments 1n order to build a 
thriving economy. . 

: 5. Tax~cen~ives and Gther~duceme~ts for All Zones (100 
Ehterprise Neighborhoods & 10 Economic Empowerment Zones). In 
order to encourage e broader array of local communities to become 
innovative enterprise neighhorhoods~ we recommend an array of tax 
incentives end other inducements for all zones; to encourage 
residents to save and to invest, to promote investment in new 
facilities and housing, to provide safe streets, to provide 
access to capital and financial services, and to encourage 
participation in promising new initiatives~ We therefore 
,recommend that the following induoements be offered in all zones: 

a.' Resident Empowerment Savings Incentives; This 
stakeholder proposal makes this enterprise zone plan uniquely 

., 
2These tax incentives for empowering zone residents to 

beoome full stakeholders in shaping their own enterprise 
destinies are new and largely untried. Treasury counsels that 
their impact is uncertain. Treasury is also concerned that the 
bene·fits w111 accrue primarily to ·outside investors rather than 
the

, 
zone residents. Treasury therefore proposes a modification:

to limit these two interest exclusions to 8 Zone Empowerment Tax
Ex'empt Bond r which would be' exempted from the caps on state and
local bonding author!ty. This would allow for a public bonding
authority to review the transaction to assure that the benefits 
are shared with the intended beneficiaries. 

I 
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'different from traditional enterprise zone proposals. A 50 
percent credit would be available for a contribution by an 
employer, Community Investment Corporation, or Worker Controlled 
Enterprise to a Defined Savings Plan ("DSP·) on behalf of 
employees or members who are Zone residents~ Participating Zone 
residents could also contribute to the OSP on 8 tax deferred 
basis. These savings could be withdrawn (or borrowed on) without 
Penalty to pay for education, purchast~ a first home, or 
start... a small business. This will provide the first proving 
grounds for implementing your pledge to establish Individual 
Development Accounts to empower low-income Americans to take the 
first steps toward economic self-sufficiency. 

I b. ?ax Exempt Private Facillt~ Bonds: In order to 
promote investment in buildings, plant£rand equipment, all Zones 
will be able to exempt 50% of private fag~~ity bonds from State 
caps. f'Mi:'d-t lhese Zone Facil!ty Bonds·will~ excepted from the 
section 265 bank deductibility prohibition. Each primary user 
(e~g.~ a business firm) will be limited to $3 million in anyone 
Zone and a total of $20, million across all Zone's. 

c. Expansion of the Low income Housing ~ax Credi~: All 
zones will be viewed as a "difficult to developfl area for 
purposes of increasing the Low Income Housing Tax credit to 91 
percent of present value from 70 percent of present value. 

d. communitY~li~9: All zones will be eligible for 
~ddit10nal support for fe reets from the $500 million of the 
F;Ys 93-94 baseline Bnt pri fund~ng reserved for meeting you.r 
pledge of 100,000 additional cops on the beat. 

I 

, e. Community Lending:' All ~~nes will be 
eligible to participate in your community lending initiative in 
order to access private capital and financial services. Each 
applicant must demonstrate in its strategiC plan how it plans to 
do so, including to finance CIC's and WeE's among other 
enterprises. 

f. Enterprise Neighborhood Grants: All zones will be 
eligible for smaller Enterprise Neighborhood Grants. The grants 
for urban Enterprise Neighborhoods would range from $10 million 
to S15 million dollars. This grant would defray the costs of 
planning and start-up, as well as provide a significant fund for 
enterprise neighborhoods to lever new initiatives. We are also 
confident that many foundations~ universities, non-profit 
community groups and others will step forward to assist affected 
communities in developing a strategic plan. 

j 
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'special demonstration grants offered by different federal 
Agencies. Each demonstration will be related to promoting 
enterprise. The hallmark of each will be 8 challenge to the 
enterprise zone applicants to show how they propose to shape and 
to implement the new initiative in the context of their own 
strategic plan~ The respective Secretaries¥ in cooperation with 
the Interagency COuncil, will designate the winners based on the 
merits of the applicant's plan, provide a single point of contact 
for waivers, and review progress based on results not 
~egulations .. 

DOL, HHS, and OOEd have requested that a variety of demonstration 
opportunities for such local innovation be included in the 
enterprise challenge grant process: school-to-work# 
apprenticeship. welfare-to-work, unemployment-to-work. and drug 
prevention and rehabilitation-to-work initiatives. MUD and 
Agriculture will also make available similar opportunities for 
local innovation, including, for example, Section 8 vouchers,\,\fMoving to Opportunities, !lOME, and 'fouthbulld. DeEd also 

~~~~~ proposes to provide funds for comprehensive Enterprise School 
~ ~ lo."j'V'" COmmunities to implement the National Education Goals in order to 
~t promote enterprise in the zone. The number of zones that will be 

able to participate in each demonstration will vary by federal 
~ initiative, but the prospects are excellent that there will be a 

~1,~c~ substantial number qf tEtls initiativ~~ a~ab1e to many of ~~ 
~".~~.;:Jr zones. ,""""'TlJ.a.o-.J,i.raJI...x 1Jf-r.,J,&_~A .r ".Jia<J.. ... 1/1(,.. ~ "'" 

v< ~\ """'~ ""'-~I__~ ~. 

~t>.~ vA The bundle of inducements available to all zonee is substantial. 
When combined with the benefits resulting from reinventing the 
way the federal government does business, we believe that there 
will be intense competition from local communities to be 
deSignated as an approved zone, whether as an Enterprise 

~~ Neighborhood or 8S an Economic Empowerment Zone. Indeed, we 
believe that it is important to determine the extent to which 
Enterprise Neighhborhoods are able to lever a lower cost bundle 
o.f incentives into a thriving community. We do not un~estimate 
the potential of your other investment initiatives in 
communities, nor the energy and results that may be forthcoming
from determined loeal initlative~ 

6. Summary of Consensus The consensus of the Working Groupa 

is that this proposal provides an important first step in 
empowering opportunity, building community, reinventing 
government, and inspiring innovation and responsibility, from the 
bottom up. If our local partners in this process are successful 
in promoting enterprise in their own neighborhoods and empowering 
themselves to become full partiCipants in the economic 
mainstream, there will be credit enough for all to share - 
including for other communities across the country that also want 
to work to become integral parts of a dynamic local, regional and 
national economy. 

V 



-14

.iII. 
B. ALTERNATIVE OPTIONS 

. 1. Number of Zones -- 25 to 50 Najor %ones: Secretary 
Bentsen is concerned that Congress will not accept our proposal 
;to focus niore of the federal enterprise support on 10 zones, 
while providing a lesser amount of federal enterprise support to 
100 zones~ He therefore proposes a total of 25 to 50 zones which 
would be selected over the next five years, i.e~, 5 to 10 per 
year. All zones would have the same mix of tax incentives as in 
the consensus proposal for the 10 Economic Empowerment Zones, but 
the amount of the Enterprise Block Grant available for each Zone 
would be reduced if more than five zones per year were 
designated. In addition, the proposal would cost substantially 
more after all 25 or 50 zones are up and running in 1998. 
Treasury believes that such 8 proposal would more closely 
resemble the compromise reached last fall and would be more 
readily received in Congress .
• 

We believe that Congress is ready to welcome your leadership in 

proposing a new approach. We believe that the consensus proposal 

is consistent with budget constraints and political realities. 

We therefore recommend the consensus proposal. 


. .~--2. tBlanket" VB. ".Incremental" ETC! The ETC can be 

applied to a 1 zone resident employees ("Blanket ETCU 

) or be 

"incremental, It i.e .• applicable only to ingresses in employment 

of zone residents (where total employment also increases). 


The Incremental ETC costs substantially less than the Blanket ETC 

and 1s more efficient 1n rewarding expansion in employment. To 

prevent substitutions of existing employees for zone residents, 

this credit CQuid be based on increases in total employment and 

on increases in zone reSident employment from a stated base. 

Yet, the Incremental ETC would be muoh more difficult for 

employers to understand and would involve much more paperwork. 

It also would disadvantage existing zone businesses# which will 

receive credit only for expansion in employment, while businesses 

that are new to the Zone would receive credit for all Of their 

~esident employees. -- 

I 

The cost Of the Blanket ETC will be curbed by not extending it to 
non-zone resident employees and by phasing it out after the 
s.eventh year of the zone.. However, the Blanket ETC has other 
d,isadvantages. The non-resident exclusion creates an incentive 
for employers to substitute Zone residents for non-resident 
employees -- which may have unpleasant ramif1cat~ons. The 
Incremental ETC avo1ds this problem by being tied to increases in 
'\'Otal employment. m.. '1"1' ",J';'" tlto.J"A oJ :t.b ("",,;d~ T.,"'....· -I",,';' "'''' 
........ ," t...u.I.( .. 1Ju. """ ~..wu.o .,ztI,. ~ to <RliJ,.t' ....utt.lJ'li).) J • Q ..... 
The Working Group narro'ly, but unahimously, recommends the 
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Blanket ETC. 

3. Federal Waiver Authority for Existing ~rograms: A 
perticularly ~Qorny problem for our proposal to reinvent 
government iso\;;Fategorical nature of many federal programs and th~ 
limitations on our ability to provide waivers both within and 
between existing programs. Time and agaln, mayors and governors 
have complained that they would be in a better positIon to meet 
our enterprise objectives if they were freed to deploy existing 
federal programs and resources to implement their Own strategic 
plan, which will be reviewed, approved, and monitored by the 
Designating Secretary 9n 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. 
~lthough we propose to eliminate such burdensome strings from the 
Enterprise Block Grant Funding, deregulating existing federal 
programs 1s a monumental task. , 

We believe there are at least three approaches to providing 
greater flexibility and responsiveness with respect to existing 
federal programs: 

~ .y~ilot Regulatory Relief -- seek 'mmod'a~congressional 
: ~ ~	-'- Iiivllol authori'a!:.· the Interagency Council to issue, 

general waivers. both within end across a specified range of 
programs relevant to promoting enterprise, in each zone 

• Broader Waiver Authority -- seek legislative authority for 
the Secretaries on the Interagency Council to develop 
,criteria for general waivers within specified programs and 
greater assistance in coordinating across programs • u..Jt :/"'l 
• Administrative Budgeting -- beginning w~th the FY 95 
budget request,increase the Enterprise Grant by an agreed 
amount and seek lower appropriations from a range of 
existing programs . 

The first approach is most 1n keeping with our basic goal of 
reinventing government and would be strongly supported by the 
mayors and governors~ if not also community groups. It will 
require legislation. We do not know, however t whether Congress 
would be 8S willing to go along with such" radioal 
restructuring. It might also give pause to some of the 
Secretaries as they work with you to make plans to initiate new 
national programs, . 

The second approach Wil~Vide substantial flexibility and 
responsiveness compared e current situation. To be 
effective, it will also re uire legislation; but COngress will be 
receptive to such narrower statutory waiver authority as a part 
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of the enterprise package. With occasional White House 
intervention to resolve major policy disputes, the Designating 
Secretaries. working in cooperation with the Interagency COuncil, 
could 

• develop reasonably general and flexible criteria for 
general waivers within programs and coordination of efforts 
across programs and 

• provide a single point of contact for all appl1cants5 

Finally, with the cooperation of Congress and the applicant 
constituents, we believe that we also could proceed to implement 
the third approach beginning with the budget for FY95 in order to 
provide even more flexibility. By that time, we should also be 
in a better position to determine whether a more comprehensive 
" reinventing government n initiative based on waivers across 
programs or a series of cross~cutting challenge grants should be 
proposed for a variety of existing programs. 

We do not make a firm recommendation. As 8 part of the process
of working with Congress to implement whatever enterprise 
proposal you choose# we believe this may be an issue that should 
be explored fully with Congress and the constituency groups* 

I 4. No 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, if successful, will be too costly to be widely replicated in 
other areas_ In addition~ OMB believes that committing 
substantial resources to an Bnterprise proposal before we have 
had time to think through and develop a consensus on the 
Administration's urban and rural development strategies 1s 
premature and, given general budget constraints, may preclude any 
other major initiative to help cities during your Administration., 

I 
OMB~ therefore, proposes 8 "no cost n option whioh, in its view~ 
meets your campaign promise to create enterprise zones while 
preserving the opportunity to use the resources originally 
committed to enterprise zones to fund 8 major urban/rural 
development or welfare reform initiative later. OMB's option 
would: 

• 	 provide no, 'or minimal tax incentives; 

., 	 provide no new spending for enterprise block grants; 

• 	 concentrate, in a small number of zones, discretionary 
resources from existing programs (many of which are 
substantially increased by the proposed budget) through an 
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ear-marking or set aside mechanism for Enterprise Block 
Gra.nts. 

The attachment at Tab e summarizes OMBls proposal. 

1: Jc. "..lr. ~he Working Group recommends the consensus proposal. Although we 
~\I>" (share OMBts skepticism about the ability of tax ilf~1.;,ives to 
~~l\"'" attract business .. we believe that they can play 8~ in a more 
~ ':t:""",·t Comprehensive approach. We also believe that the stakeholder and 
;7~~ !~ business tax incentives make clear that our consensus proposal is 
JIJ.C.... 

tL not simply another spending initiative, but rather a new approach
~ It'.... ' fl..""t ~ to conununity empowerment and economic development. '1'he federal 
~\!,J"""J inducements will perm!t local communities to attempt bold new 
f3 S.ll; initiatives to lever enterprise through their own, comprehensive
~'~I~~~ strategic plans. including in the Enterprise Neighborhoods with a 
lo,o(..J-~. qtuch lower incremental cost per 2:0ne • 
....Ii· ImJA 1 

finally, we are committed to continuing ~--review of urban and 
rural policy'!n the months ahead: in cooperation with the 
respective Agencies, we are determined to reinvent the way that 
the federal government does business so that we can reallocate 
and free' up 'resources for other major initiatives. Indeed, we 

~~J;Ye that the enterprise proposal will provide an important 
~.--l'Jleel~ for your continuing urban and rural in1tiatives in 

the years ahead. 

We believe that the consensus proposal seeks to implement your 
. call for a new direction by delivering a real message of hope 

throughout the land, especially to persons in the most distressed 
places in urban and rural America. 

;J5S-' ~. DECISION 

A. Select One: 

______Interagency Consensus Proposal 

______~No-cost" OMS Proposal 

______~Reject all proposals, Discuss Further 

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

• 

1. Number of Zones 

10 Economic Empowerment Zones and 100 Enterprise 
Neighborhoods 

25-50 MajOr Enterprise Zone's 
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DisCuss Further 

2. ETC: 

Blanket or Flat Rate 

Incremental. . 
~________ D~scuss Further 

• 
3. Method for Reinventing Federal Government for Existing 
Federal Programs '. 

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

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

Consult with Congress and constituencies 

Discuss Further 
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January 1993 

Dear colieaguo:
! 

Earlier this lnonth, secretary .:Jilck Kemp helped kick-off The 
Empoworment l1'etwork (TEN) at all overf.low r-eception in Aley.andria~ 
Virginia. tl'he following day f at the National Press Club, TEN 
umreiled:it.s empowerment report entitled tlEmpowerment: A Blueprint 
for Cbllnt,)'ll.u 

EHc!·;,sed is a oopy of the rCcport ""'h.ich is the product of more 
than forty leading grassroots activiGts , national figures and 
policy makers who invested their ltime and energy to offer advice 
and information regard'lng speGific policy recommendations that 
would promote empowerment. The :report highlights empowerment case 
studios and provides a detailed (Jf.,.ide to practical and legislative 
action by the l03rd congress and. th~ Clinton Administration. 

On capitol Hi 1.1, a nCH C'.)ngrcss.icnal Empowerment Caucus is 
being [orm'lld in respOl\S~ to the IIBl ueprint" report and other 
educational efforts of 'l'he F.1Tl.pOWet~rnent Network. This strong 
bipnrtisnn interost is also ~vldf~lwed by' the cos1.gnatoricti on the 
."FJll1ep:rintll retJort - Congresmnan Curt Weldon (R-PJ\.) and Mlke Espy 
(D-Nlss), lln incoming cab~net cfficial. ' 

, 

I • i ' iWu hav~ !.lIno enc:losf;'ld III [unn,1 t on em the f ,u:st. ever :tJat anal 
£:rupowernu:h:t R.ctiotl l.!oufere.nce Wil":'ch wU.l he hClcf"fn washing'ton, DC 
from February .15 ..18. We. hope you Cltn att.elld! 

t.{!EN' is a non-paJ:t i san, imn-·prof.i t organizatie;TI that prov ides 
a vehj ole for innovat.ive leaders throughout' the country to help 
shnpe the debate on pubJ ic pollcy. pn.;moting strategies that return 
decision-making t\ilthority ;:lnd opportunity for self-determination to 
citizens and their cOIr.illunities. We hope you call join TEll by 
completing the enclosed re3p()nSe card to stay on o'J.r mailing list 
for vital peliey information upd.at~s. 

, 
Tha~k you for your. if'lteres~ l~nd thank you for your commltll\Bnt 

to the idt;!als of citi?.~D empowrir~t-Jnt and expanded opportunity for 
all Am~ricans. \ 

I 
fnc'r~our , 

tavid aprara Qt\(r~
Presid nt U 


Enclosures 

1 G06 King Street. Alexandria. \lirgini;{ 22314 
Oflicc 7f13-54H-GG J9 • F,~X 703-548-7328 
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OFFlCE.OF MANAGEMENT AND BUDGET 


Route Slip 
,, 
To: 	 DlSTRlBUTION Take ne<:essary action [ 1 

Approval or signature [ 1 

Prepare ....ply 	 [ 1 

Discuss with me [ 1 

For' your inronnatioD [ 1 

See .... marks below [xl 

i 
From: Christopher Edley, ]r Date: March 31, 1993 , 

REMARKS i, 
Attached is a draft memorandum expressing OMS's views on the Enterprize Zone 

proposal. I would appreciate your comments by COB today. 

c: 	 Gene Sperling 
Ellen Seidman 
Paul Dimond 
Bruce Reed 
Paul Weinstein 

Ben Nyc 

Frank Newman 

Maurice Foley 

Bruce Katz 

Andrew, Cuomo 
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DRAFT 


March 31, 1993 

01\1B's Views on Enterprise Zones 

OMB staff have been working closely with NEC staff to provide analysis. strengthen 
ideas offered by others and offer alternatives we believe deserve consideration. At the 
suggestion of NEe staff. I am writing to explain more compJetely our concerns, and the low-cost 
alternative we believe deserves your careful consideration. 

The Enterprise Zones approach to urban and rural development proposed by the NEC 
would spend up to $4 billion over five years, more than one-half of this for tax incentives to 
stimulate new b,usiness investment and jobs, primarily in 10 designated zones, My view is that 
this may no~ be the best use of our limIted Federal budget for an urban and rural development 
initiative. First, J am concerned that tbe proposal relies too heavily on apparently costly and 
largely uncontrollable tax incentives, Even if it succeeds, these high costs may preclude its 
widespread application as the foundation of a major national urban/rural initiative. Second. I 
am concerned that committing a sizeable amount of resources now to an uncertain experiment 
may displace other, potentially more cost~effective responses to urban and rural problems. 
Third, if we want to conduct a resource~intensive "ModeJ Cities-like" program~ other shoTt term 
pilots could surely make a strong claim for your consideration: dramatic welfare reform 
laboratories; mobility strategies for people in HUD's assisted housing programs; a dramatic 
increase in the Beacon Schools initiative) coupled with law enforcement and supportive social 

, ,
servlces. 

SPECIFIC CONCER.,(S 

My staff :has been analyzing the proposed approach for several weeks, and through many 
interagency discussions. Some of their remaining concerns are set forth below. 

The use of tax incentives to stimulate new business investment and jobs, if successful 
in a few places,: is too costly to replicate widely in hundreds Qf other distressed areas. 

Tax incentives are inherently inefficient. Most of the benefits of the tax package will 
flow to those already employed and to established businesses. Outside investors and 
middle-men will get a share of the subsidy, The long-term unemployed and welf.re
dependent populations are Jeast likely to benefit, unless they receive additional direct 
assistance to overcome a lack of skills and other obstacles to employment. 
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If Treasury's estimates of job growth and revenue losses arc correct, Federal 
co,t, over 5 years will average $50,000 for every job added in the Zones .t the
end of that time. This is three times the Federal cost per job estimated in a 1982 
BUD evaluation of the Urban Development Action Grant (UDAG) program. 
Adding direct spending would bring the Federal eost per job added to around 
$75,000 or more than Jour times the UDAG cost per job. 

i 
These figures count aU job growth as beneficial. But, experience with enterprise 
knes in Britain and at the State level suggests th.t many of the jobs will simply 
be shifted from other, nearby distressed locations. 

The jobs projections for enterprise zones may be too optimistic, beeausc tax 
incenth'es do ~()t address major causes or persistent urban and rural poverty~ , 

Other birriers to develQpment. Before many distressed areas can grow t critical barriers 
to their revitalization ~~ crime, low workforce skills, disincentives to work and savings, 
transportation -- must be addressed. Although the proposed approach is brooder than 
previous Enterprise Zones proposals, it still may be inadequately focused on these 
problem~. 

I 
Linkage .with other major initiatives. Whatever strategies are developed for distressed 
areas) they should be linked to closely related Administration initiatives to restructure 
schools and reform welfare. Until these other initiatives are farther along, the linkages 
cannot be effectively addressed. 

The President's urban and rural initiatives should be the product of a careful review 
of existing poliCies and ailernatives, involving consultation with mayors and governors. 

Complexity of urban problems. The cities are our most complex social institutions, 
Poverty. whether urban or rural, is the most intractable of social problems -~ more 
complex;and resistant to remedy than the health care system. 

, 
Reinventing government_ The Federal government might better focus its energies on 
helping local and State governments to develop their own, individual strategies. Even 
if EnterPrise Zones looked more promising, there would be no reason to dictate heavy 
reliance on tax incentives to communities capable of designing initiatives that make better 
use of Federal resources. The proposed approach takes steps in this direction but may 
not go far enough. 

ANOTHER OPTION 

The decision memorandum before you makes brief mention of another option. As an 
alternative to abandoning or postponing an Enterprise Zones initiative, my staff has designed an 
option that woul~. set the stage for a major urban and rural development initiative to be ready 

, 

2 
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in time for next year's budget proposals. The alternative draws on the strengths of HUD', 
w_proposal particularly its comprehensive approach and emphasis on reinventing program 

delivery so that the 1arge sums now spent in distressed areas are used more effectively to reduce 
dependency and move people toward economic independence. 

The suggested approach would: (1) involve no, or minimal, use of tax incentives; and 
(2) concentrate, in a limited numher of distressed areas, discretionary resources from existing 
programs (m"'lY of which your budget substantially increases) through an earmarking or set
aside mechanism. Community selection would be based on a competitive process that would. 
at a minimum.jconsider: 

o 	 Evidence of creative approaches to economic development and ending dependency; 

o 	 LeveJ of commitment to reinventing and integrating local service delivery in distressed 
areas; 

I 
o 	 Financial commitments by State and local governments, including tax reductions. for 

businesses; 

o 	 Plans to have residents panicipate in aU aspects of community development, including 
asset o~nership. 

In addition to receiving earmarked housing, community development, education, training, 
and other funds' provided in the 1994 budget, these dis.tressed communities could also receive: 

o 	 Grants to plan and reorganize services in the Zones (these can be funded from the 
already appropriated 5500 million in 1993 Community Investment Program funds); 

o 	 Money to promote community policing and put more cops on the beat in the Zones (5500 
million i,n Community Investment Program funds); 

o 	 Waivers of CDBG, HOME, and other Federal program regulations to facilitate 
coordinated, more flexible service delivery; 

o 	 Priority' for Community Development Banks, provided they meet other qualifying 
criteria; ~d 

o 	 Designation as "difficult to develop" areas where the eligible basis for computing the 
value of the Low-Income Housing Tax Credit would be 130 percent of the cost basis. 

3 
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CONCLUSION 

In light of the extraordinary fiscal pressures, it is more important than ever to limit OUT 

investments to ,those items in which we have a high degree of substantive confidence. In my 
view, this does not include an Enterprise Zones proposal centered on tax incentives. For now, 
the better cnoice may be to "bank" the $4 billion for a more dramatic initiative, possibly 
encompassing welfare and school reform, that would offer a comprehensive approach to urban 
and rural economic opportunity. This alternative has two additional critical advantages: 

L 	 The cost of tax incentive~focused Enterprise Zones is just too high, and their 
effectiveness too much in doubt, to justify a large-scale commitment of resources. 
$3-4 billion is large indeed I and a nationwide program is unimaginable. 

2. 	 Starting small preserves the Administration's options while it develops a 
comprehensive, well-thought-out approach to urban and rural development worthy 
of your commitment to meet these needs. Meanwhile, communities are given , 
early recognition and can go to work devising their own initiatives and laying the 
groundwork for the redevelopment effort. 

4 




IO~;' :TO: 	 Paul Dimond 
The While House, ~~~~ FROM: 	 Marshall Smith 
Under' Secretary-Designate (S~lJ. ..~ 

SUB.lECT: Department of Education J>anleipalion in Ente~ 16 J 

; IV6ft .~,", 
Purpose of Ih. Joint Illitiativ. . ~ , ~<:{, ~ 
W. believ. 	that the Department of Education's proposed "Education EnJ.erpriselid. '; ": 
proposal (anaehed) and the "Enterprise Partnerships' (EP) .." be tlllCUSsf\!lly"m~r: ~ 
together to «>nstitute part of a comprehensive Administrlltion initiative to ",vitali.. ~'Iv' 
severely distressed urban and rural «>mmuniti... ~~ 

W. are convinced :th.at a(:hi.vement of the National Education Goals should be a if' 

centerpiece for the initiative, giving communities a clear focus On Improved outcome, for ._~ 

real people and balancing ,the improvement of physical capital and job avallabillly with 

development of human capital, The Goal. represent the CO""""""" of the nation'. 

governors and the President on a broad range of knowledge, skills, and conditions required 

for oUt nation to r~m.in compalitive in the world economy and .malntain its high standard 

of living, 


Schools play a central role in any community development process, but the schools cannot 
go it 810n. in addressing the broad ronge of need. of children, youth, and families in very 
high-poverty communiti.s, An integrated approach, combining economic development 
with education reform and comprehensive servioe. supportiog the National Goals. offers 
the boot chance for succcss. 

I 

Descrlptlon 	of Ihe Plan 

For those eommunitie. most in need of help to achieve the National Goals, OlD' plan would 
be transfer funds to HOO (urban site.) and AG (rural sites) to l!Uppor! two tim of grantees 
in the first year (FY94), as foUows: 

• 	 20 to 40 grants of $100,000 to 5250,000 each, to communities selected from among 
the Ill) Enterprise Partnership sites, ID funber devolop and·begin to Implement 
comprobensive plans to ooordlnate community serviees to ""bieve the NIlliOl!lll 
Education Goal.; and ' 

'" 
•• 

. 
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• 	 Ie) grants of Bpproximalely 51 million """h to the 10 intensive EP sites 10 limd more 
intensive ,ervice coordination to achieve the National Goal. and to provide additional 
education ..tvice. (for """",pie, after-ochool and summer enrichment program.) to 
residaots of those communities. 

Also in 1994, we would fund provision of imlavative, meaningful technicol assistance to 
all of the grant.. communities (30-50), in an amount of up to 51 million, 8$ well as 
development of appropriate bll.!e. for a national evaluation. 

In the out-years (FY 95-98 or beyond), we would plan fundinS to enable the Ie) intensive 
.ite. to fully implement their plans (to the extent thet they show significant progr •••). One 
possibility would be to provide site' uppmxlmalely SIOOO per school·ased child. 
amounting to some $5 to SIO million per site, for continued operation of their !!<Iueation 
Enterprise plan. We would also continue to provide lesser amounts of funding for 
operation of the 20-40 less intensive sites. 

A. part of this initiative, we would provide for annual Quality Reviews omied out by 
noted experts under supervision of HUDIAG and ED. Community pmgr ••• would be 
judged on the basis of the improvement targets identified in communities' Action PIIIIl1l; 
such targets could include not only outcome measures like graduation rate. and 
achievement test scores, but 01'0 the exlent to which the provision of serviCe! to 
community r •• idents becomes more emoient and acces.ible. Again, continued funding 
would be conditioned on demonstrated progress toward the community's identified goals. 

We would expect to work with the White House, HUD, the Department of Asriculture, 
and other involved agencies to e.ebieve a workable and at1re.etive pack"8e.. Specifically, 
the Department of !!<Iucation would expect to work closely with you on aU aspecta of 
program design and opotation, including identification of selection .nuti. for siull, 
proposal review and site selection. project oversight; and ev8lu..tion., 

•
Item. for DileuBlioft 

Obviously, a number of the provisions of the plan remain to be warted out In particular, 
we .f..1 that attention needs to be paid to:, 
• 	 incentive. for eommunities to identify and ooordinate existing _ 0; federal, state, 

and locol funding in suppon of lb. Enterprise PartnershiplEducation Bnterpriae Zone 
~s; : 

I 
• 	 lb. potential involvement of other human service aioncio,; 

• 	 the compositioh of tho coordinating group (we called it the "community alliance" in 
our proposal) in each community; 

• 	 tho imponan.e. of systemic education reform in the overoll plan to upgrado residents' 
skiU. and economic oppottunitie.; and 

>:0", 	 Nd $~";90 £:6 'sa '(:0 
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• 	 the payoffs to. be gained from thorough ...Iy planning and caroM evaluation of 
ouicome. on the port of participating communities; and from m • ..,ingM. coordinated 
teohnical asslstanee from government agencies, 

FinAlly, the authority for oUl-year funding would still need 10 be decided (whether from 
ED', FIE authority as in FY 94, or D<!W authority under potCllIial DCW legislation), 

I look forward to discussing the partieulw of the plan with you in the D<!ar future, 

I 

Vircl 92::90 ce 'sa *£:0 
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I URBANJRUDAL INiTfATMll OVEIMEW , 

I 
The Administration ~ to enunciate a <oMrent stratolD' to adclrva tho probleDIII that 
very-high-poverty urban and rural commullitiH fa.. In attempting to improve tbe lire 
out<:ome. of their ",sldento. EduCation must be a me,lor component of this stratalD'. Just 
as the probleDIII of wld••pNad and ps..istont poverty make achievement of tho National 
Education Goal. 8 dietent dream for acm. communiti .., lack of .ducational progra .. " a 
me,lor barrier to th.~r economic vitality. ' 

, 

While a number ot programs eldol to addr ••• partI of tho probl_ they ... highly 
lragmente<!, and de.lred ou!<:Om.. aN poorly dollned, CommuIliti.. tulJ'.r!ng &om _ 
iOtlS:'torm poverty need ..oi.ton"" to coordinate '!II ot their rnou..... in a compnbanoivo 
aII'm toachlove tbe:educatlonel ou_. that can bell' eupport eomIIIunity ... vitalizatlon. 

,i 
Tblspapar identifl.. the _tlal education-relate<! .Iemonto of a eomprob• .,.lve 

urbanlrural iniUativl. ' 
, 

1 
Multiple, iIltenJ.etitlg probl ...... 


I 

, Reclaiming communltl .. In hlgh·poverty urban and rural ..... baa ~n ezlNmalY 
dimcult becau.e of multiple, IDteroonnacted problems. ' I 

, 	
I 

0 , 	 Th. I... of boevy IDdUitry BOd maoufacturl"llll !Doer cltleo baa elimlDate<! _t 
bleb·wage, lo'w-eldll jobo, Economic dial_doM affiIct IIolate<!1'U!'8I commuIlitl.. 
ID acme of th., oeme _yo. The 10.. of good Jobo baa: 

, 

,, 	 . - diminished ._1lI for paople BOd Don-",allufocturing bu.lne .... to ... maln 
In clti•• and In """'" Isolated ruralcommunltie.; 
hit male wags ..a.n... particularly hard, dramatically raI.lng poverty raw" 
and wilakenlnjl marriage incentiv •• (with consequent detrimental effects on 
family'.tructure) and rootoring dependency, .tre.., and hopal .........; 

- , produced a mllior underground economy that often "warde criminal a.eti¥i1:7 
more than legal economic activity; BOd 

•• reduced .tudant motivation to do WIllI In achooI when few tallg!ble rowardo 
I ror high academic aebiovem."e are evident. 

, 	 . 
o 	 The I... of induetrial and manufactur\n& boee, coupled with Improvemento III eivil 

rights enCoroament of fair houoing taWl, baa .ncolltap<! tho moot educated and 
aucceuCul ""."b.ra of minority groups to ....p. &om in"". cltI.. and &om eome 
laolated ">ral; communlti.., For tho .. lert behind, upectationa for .u..... are low. 
The.. low apei:tationa aN carried 0_ Into echoola. ,,

I, 
'0 	 Dozeno 

I 

of dioconnectad and fragmented gcvomment programs du!gnad to "belp' 
bave produced inemcient int<>rventiono in which tbe whole la often Ieee than tho 
8um or tbe plirt.. Aeeountabllity is weak; buN.lleraei...... bloated BOd 

I 

Xci 	 S~:90 



, 
IInnllpolllIlVil, and interventiona ... Iborlolmll ""'PO..... to crisu. Man;y school 
ayatellll, In perti""lar, are cbaract._ by larp contraI"dmIniltratlOIll, a ramodlal 
mentality, and "r..lIng orbtlpl....... in,tIle ta... or _1OCiaI probl_ 
l"eldinS ••tely conce",. and dyoltmotlonallamill ... 

I 

Crmting Zonas or Opporlw>lty: Edueat!oII'. c.mtrel RDIa 
I 

, 	 I 
An Admlniltratlon urbanInmd initiative ,hould o!multenaoully addtet. tile JIII8d to 
bppt ..... Job oppor1;uDltlaa and the need to ImpI'O'fe educational opportunItI.. throuah a ..t 
ot _lInad and locally da""lepad Interventiollll. The oeDtral tIlem•• would Include:, 

, 

o 	 ~ Linkin, ""Panded job opportunities wltb expanded education 
opportunltl.. through: 

, 

Economic _po"...,ent. The pre...... ofJohf (that ...,u1d be created, Cor 
.,.amPle, throuah economic e"lerpri.. 1OIlOI) would Cnlete DeW opportuDltlee 
Cor ••If-sufficiency and bisbor expeetatioDa. 

I 

, EcIu~tion ~ Reoidentlln the community muet pouett tha 
requiJlte human capita! (1.•• , od....tio" and eldlla) it tbay ""' to tab 
advetap of the new economic opportunltl... 

ThuG, job opportunitl.. reinforce aehoollns by ral.ins atudante' ~ono about 
tile!. IUtu...., and education opportunltl.1 ..Info... johf by pl'O'ridln, the .kllled 
labor that buain..... require.

I 

o 	 NI!It(/Jbo~ SeI'Vi<:et managed ."d dalh.,red arou"d aeiahborhoods ""' 
potaL>tlally more reaponaiva and accountable to community "...to. Further. echooll 
rap....""t the OM 1.,.lltut/on p....nt In ",not "elghborbooda that touch.. the lino 
otoipitlcant, IlUmb.... ofito reaid.nte. ' 

, 

o 	 Ml,,.,cl ~1i41. Provide.. and ...ipionta of public nrvl... have an 
obligatio" to, do tIlel. boot-to eet hiah .taDdarda a"d .eek to NlICh thom. 
Government '.pnd...houJd eatablith wpta Cor ..rvI ... quality and report 011 tha 
performance and prcgroea thay make toward perf'i:ormlItlc wptl. ReoiplGti of 
servicea must make the .f!'ort to get tile mnot out of JOwrnment-,...,..;dod 
opportul1ltl.. to improve their Iir. outoomeo and become ..If-eulllcioDt. 

i 

Tho Natlonai Education Ocala provide th. outcome tOCUI to build" ayotam or 
mutual Nlpon8lbUity. 

I 
i 

I 


I 


I 
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Tho aducation componanl oC an Administration Urbs.nIRurai initiative could ""naIR of': 

o 	 EducaUoD Eut.erpriao ZO...... demQruotratlon to .....,.h _prth.DII.... communit;y
baa.d reforms to Improv. communlt;y .uteo..... on the als NatioDll Education 
Goele; and 

o 	 a broader tadara1 reI\Irm and mpport lnltiati.... Involving the Education 
Department and other federal ..,.00... to provide ..eo"..... and auietanlle to 
l'acIUtata coordinatad oommunit;y amone thet IIIpport tho National Education 
Goals. 'especially within Edu ••tion Enterprleo Zona.. Two klnda or ....1atan<oe ..... 
provided: ' 

-	 aducation etandarda and restructuring aulatance; and 
-	 other r.doraI qeney support or the National GoaJo. 

Tb_ eompanante ..... deec:tl'bed below.
• 

~~ z.m... (_ Tab J!). These aones would be established In ldentillable 
communitie•• umally eorroapondlng to tb••ttalldanca area .r a hlgh ..hool and faader 
school., cha.a.tsri.ad by IOVO.. probl8llll of povorty. u"employmant, and low educat!oDII 
"'plratlollB alld attalrtment. Eech communit;y would develop. coordinated oomllOUnity. 
wide pi .... to attain .du..\1... goals (or ita roeidallte - aapecia!Iy chlldren and 1O"th. 

o 	 free to create j"C8ntivoa. eoodinate aervi.... and faahion environmenta that aupport 
learning and praconditlona for learning (e.g•• healthy children) beth In echooI and 
out. .. 

o 	 hold """"ulllable ror providing a mt. or""""",,, and otratelli.. that achl_ 
dem._abl. progro.. toward the National GoaIa and related aducatloDll goal....d 
Intermediate Improvoment targete thet the eommunlt;y ..ta Cor lta8tr. 

In return, the federal aoverumomt would orr.r tbeoe """""unlti•• III..ntlvoa ( ... below) 
Including: waiving roqulremellta or tIlIllting ..tegorical progrlllllf (Ilka Chapter 1). and the 
poeelbillt;y oC additional funda and techni••1...Ilton... Stota and local aovommtllto would. 
be 6neouraged or required to provide lim/I.. flaxlbilit;y and ...IlWlce. 

Linkln, ~d\lcatlon and ,",ollOmle 6nurprleo ...... together In the ...... pIaee would mate 
a """",rfu\ chango agent ror communlty devolopmallt of illO peopl. and p~cal 
lDll:...truetu..... Priorit;y tor Ed ..... tion Enterprl •• Zone ..........u could go to communltl.. 
winnl". the ..."patition ror Eeonomic Enterpri.. Zo_. or to any eornmun.!ty that withes, 
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; 
to eo..Doct bullln_ ,and """nomic d"""lopmal11 with ..hoolt IIfId educatioll4llmprowmont. 
E:uinpl.. ot COfIfI~D'" b"-" economic mel education IDitIoti_ II1cludo, 

; 

o 	 bllJlneae-opo\w>red career awareoua onclmentori:lg 
o 	 app..nll...hlpe 
o 	 job ofTm and wago level. linked with febool pere""""".. 
o 	 wotkptau.opo_..cI early ehlldhood eduution, oftar·..bocl proJ1'lllD$, parenting 

mining. IIfId Utoraey proJ1'lllD$, 
, 

~~ oM ~ ............ Tile Education Deparimonl, in lit 
WIIque pDfitloll to lead Iho nation in undertaking 8)'litemlc ..hcol ..form, mUK ellllllr8 
thet all American .wdento _have aecea. to hi", 'lalIdarde. Tho DepartlZlOnt ball a opeeIal 
obUgotion to i'W'anta& that ..hoola ..rving low·lDeom. Inner city IIfId rural ........ uDIti.. 
rire not left behind 81 higho, .tendardo tok.. hold In eommulllti•• oorving the more 
educated and ..."omi.a1ly ad..Dtegocl. Priority for 81011tan.. could be glveD to tbDn 
commw>1tio. partleipating In the Education Enterpriae Zone demo_tic... to relntorce 
their own eommltment to .....II.nee. 

All pert of th. urbaDirural initiative, tho Education Depertm.nt eboulcl: 

o 	 ........ Ihot-th. n .... high aoodeinl. otendardo,whleb th. nation and the Jlateo set 
fOr thomnl..... are fairly applied to aeboola serving Jow.income urban and rural 
population.. In tbIt rep.rd, It 10 notoworthy thet the UDited Btetee not olllJ ball 
lower eehleveme..t on mIlD)' intem.tioll4l ..........nlo tbm our IDt:omational 
compelltore with eduuticll4l otand.arcIa, but aloo more inequality in performance. 
Tho UDltecl Stetu I. cIIotingul.hod by an 'ab.on.. ot ""PUclt, blBh mlDimum 
otandarcla, conalatent aero.. all .choolo, thot contributee to thI. loequallty. Tho 
Goal. 2000 legislation with ito roCUI on bI", ."'nclards and Jlate ~cm."" 
providu .....cbanlolll for ..tabllahIDg high .tandarcIo .....- all eollllllUlliti... 

o 	 provide '_"me and aooiataoca oecesoary rOt tebool. 10 lOW-income nalgbborboodo 
to aehl.... the"" blgh .tandarcIo. E...otial action. to eDJllro edoquate reaou.rce 
avallabillty Include promollng 'Opportunity to Learn" IItonclarde and terpting 
Education ~partm.nt !\Inde, ouch as the $Il b!lUon or federal <IODIpenoatory 
education ....u..et. on very high.poverty ICboola. Idmtltyillg ofTacti... praotlcu lOr 
••boola oorving at·.lak etudent. and fOC\lllng Imprnva....nt aaoIotanoo on ouch 
feboolo lIN aIao ;ndilPOnoabI. campen.olo of tbIo lintelD'. 

0tN:r (ideIol tlfJfITU:Y 1iIq>pOI't Although th. fedora! Education Departm.nt boo a laadoroblp 
role In promoting attainment of aceden>1c ",ala for ,lObool. oervinB at rlok atudenlo, Iho 
n>Iealonl and proJ1'lllD$ of other helora! asoncles Mve a direet IlIlpac:t on olhor goals, ouch 
as feb ..1 .....ain .... world'orca preparedn.... and drug· and .,;01......&... loamIn, 
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, 
environmenta; th".,' they reinforce Department or Eaucation .frcrta, 

• 
The Educ:ation DePartment can take tho le.a to coordlnata ofrcrto of othor r.a.ral ...,IICI.. 
to roillror.o tho Notional Ed"eati.D Goals, ••po.ioll,y I... ""'1 higb-povm;r "olghborhooda. 
Enmpl.. of othor ago..."Y .!l'orto lncIuat: 

o 	 HtlD I_tin, otudy bol.. 'lllithin ita bou.lng proJect., o.!l'ering bUy literllcy' 
training, an~ coordinating with ""boola to monitor otuat"t acbool attandanee; 

I 

o 	 HHS elTorta'to p_nl health prabl..... <o.g, IlIIIIIunlaation and Im.-pooure 
_ninel, directing social Ml"li... toward Impraving porentins .kin. and belpillg 
dyofllnctiona) tamm ••, end filii Head Start participation in tho higb..t po'WII'ty 
eommunitl.; 

i 
o 	 Department.f Der.""" initiatl_ to aid pooreot ICboohl through ""'ntorin& 

donation or ourplua oqulpment, job training and oapmaad JROTe (to pt'01IIOf.o IIIIIf· 
c!lscipllno ami fl'OUP val....). 

.I 
o 	 COmm.... reachinS .,,1 to coordinate 1nmnou lnvol""'-In 1Cboo1, throu&h 

........ awaro"o.. and grooter ...... to joho. 

o 	 Labor Dopartmont youth epprentioeahip and other job-tralnlng ..tivlti... 

• 	 InteriOl' initiative. to do.olop oelf..ulllclon"Y On Inillen 1'8II8...tlo". through 
omploY""'''t,' training, and &a_lion. 

o 	 Notional Solon .. Foundation iniliati_ to laun.h oyotom!e nr....... 1n math and 
oclence Within ...han communiti... 

, 
Asricuiture diroctl"l ita pnventi....tt_ through ICboolllmCh ami b_ldio.t and 
tho WIe program., 

" 
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1. Pro.ote coherent, aystemic
education reform across the 
nation .. 

Promote" communitY-baled 
Itrat'Yies including aystemic
.ducat on reform along vith 
coordination of community 
resources. Applicetion on 
~lt of cluster of sebools 
within a district committed to 
the Ooals--not·ju8t a Bingle 

2. Define appropriate and Emph..sis on ways that tederal 
coherent federal, stat., and can Bupport local 
local roles and edueational 
responsibilities for sducation 
reform. 

Coordination of 
fundad.Bervices. 

3. Promote the adoption of 
high-quality.: internationally
competitive performance
standards and assGssment 

4. ·Promote educational 
excellence and equal
educational oppertunitr ~y
e"tGl the princ ph
that ell can end 

~e to 

5. promote fair opportunities
for ell children to achieve 
high standal'd". 

6. Promote flexibility with 
respect to resources 1n return 
for accountability for 
resultll. 

provided ~ 

Succe.s measur.d by progress
toward aChieving the National. 
Goala. 

Reinforcea principle that low
income Children can end should 
be held to high achievement 
standard.. Outcomes judged 
aocordin; to pro;ress in 
achieving National Oaale. 

Help provide conditions and 
direot resources so that . 
Children in low-income urban 
and rural communities can 

Emphaaiz.. flexibility for 
communities to use their 
resources, with aceounta~ility
measured by p~lioly available 

of pro;reea toward 
~:t~;~:ill:Go~:als and1 i.provement 

7. In defining Accountability to be derined 
success, achievement by educational outcome. tor 
gains and le88 emphasis en children, not compliance vith 
proce.. " rs~ir,em'.n1:s and process requirements and audit 
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DRAFT SPECIFICAnONS FOR AN VRBANIRURAL INITIATIVE 
, : DEMONSTRAnON PROGRAM 

I, erika! fot Partiejpatlon 

A. 	 Community Charaderbtl .. 
, 


The followin& criteria wlU be 1.\!IOd to identify communities for porticlpalion in the 

demollSll'ation: (I) COIIUIIllllity ide.ntlty, (2) soc:io-economic need, (3) eduoatio!l&l need. 

and (4) ccmmitmenl to ~ and coUaberatiOll. • , 


1. 	 Community Id..,lIty: 

An Idmtlftablt Commonlty, with g-..tly teCOgni!cd bouIldaries, beacd 011 
ICbooI IIIIC!Idance roDeO, poJldcaIlllbclivisioM, gmimIly teCOgni!cd 
ncigbborhoods, or the lib, 

-in urban -. It ia likely !bat 1biJ' commllllity would approxlmately coincide, 
with ',the _de_ area(t) of one or mere e1ustm of feeder related schooIL III 
practical tenns, a commllllity 1II1l1 defined could be expected to contain be!weeD 
5,000 to 20.000 ltUdetllS, 

, 

, -in'nuaI -. wheto population doosity is lower•• 01_ of eomm1lllitl.. may 
be the relevant IIIIit for example: 

, 
"",all nuaI eommllllili.. -..undIna a Iarpr populatioo _. which baa ' 
available serviecs; 
a county or pariah; 
a regional education 1IItVi.. oaency; 
"" Amcric:an IDdion resernlion; , " .. 'other cl_ IImIIl8flIlICIIII, built llI'Ound porticular IIItVicc delivery pa!UIrIIS 
existing iii !bat &We, ' 

, 2. 	 Severe and paniotcDt w!o-tconomlc 1Iud, measured priDcipally bY the rate of 

poverty. 


Eligibility Iansuagk for lest.lation IhouId be scrutinized to enaun: !bat scme' of the 

rul'1ll communiti.. we know to be most In necd-c:ommunlti.. of Native Americanl on 


, or IIC8f reservations; areas wllh migmnt worlcer camps; 'tho.. in Appalachia, the 

Misaisaippi Delta and other porta of the rIlI'IIl South-bave the potcntial to win awvda. 
, 	 ' 
,I 	 ' 

3. 	 Scvare lIIIygltjpnll nced ...vidcnoed bY • variety of outcome _ including 
low toot _res and hish dropout mes. failure to meet state requirements bY a larg. 
number of students, and a vety low parcenllgc of graduates going on to fUrther 
education, : 

• 
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4. 	 Evld..,ce of .ommunity commitment to: 

_turing schools to improve educational oUll:omcs, setting high 
"""""",lions based on !be National Education Gnals and provid.ing ...... i.u1um 
and inSlnlction calibralod to those IlBlldards; in.ereasing the capacity of 
building level &Iaff; in.ereasing the flexible .... of teacher and administrator 
time; and otherwise supporting SIIft'. studen!8, and famjJies; * 

•• 	 streamlining educational administration, ideally with a de_ inth. 

pci-c.nt.age of distri.t !imdJ going to central adminiSlration, with real 

discretion over progroms and budget at !be building level;il 


, 
dodic4ti1l/i e><ii!ing _cis of education and other hUIIUIII oeM~ funding (e.g., 
Cbapter I) to achieving project goal.; and 

d"".loping eft'ective COllabonltiOll among key education, bealth, and other 
human oeM.. agenei.. Il til televanl levtI. of government to provide an 
integrated, child and femily cenleted approach to the dclivC£y of neodod, 
services. 

• 

• 


The specie.. evidence 10 accompany application. for fUnding ,is diocwIsod below., 

B. 	 Eligible GnlD!". 

1. 	 Only a Community AIIIaD•• may receive a IIl'II't under this program. A Comllll ... lty 

'Alllaa•• ,hall conaisl of, 


a. 	 I lehool dlltrlct or dlJ1rlcII1 0" behalf of. duller of related achooll in bIgb. 

poverty areu. Such 1\ .1_ msy, for example, consist of one or more hish '. 


'.achool. plus ill! feeder junior rush or middle schools. e1ementory eehoolt, and, as 
appropriate, preschoob; !II -m midd.i. andIor elementary school.); plus 

h. 	 a .ombinalioD, of publl. enllll.., which together provide the range of support 

acrvi... needod by that community'. ebildien. Tho.. agencies must bIelude the 

general purpose municipal (or county)' and SIlIle governments, and thould include 


'serviee-delivery entities that provide major physical IIIId mental health, social, 
r..,..tiollA~ housing, juvenile justico, and other services; and 

, 	 • . I w, WI learn &om previOlB efforts (o.g.. the Anni. e. Cucy Foundttlon'. Ntw Fututa Inltlatlw)
.f&nlfiQUl\ chlrilt at tho Khool lovel cannot tak, piece wIthout ulUt'lll district policilJ that authorize mAl 
d'lanac and .upport :s~1 naff', utatlnl new Pf1lcUC:C and lakina rllk. 

Ji"ld'92!SO 
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c. 	 other communily-Iinked <nllti .. BJld I.divldu.... IS appropriate, Including not

for-profit communily-bued organizations, postsecondary Institutions. 

representativ•• of teacher union, and/or other professional ""upt, PO_• 

•tudent.. and busine.... with strong community d... 

2. 	 The AlUan.. may designate any non·profit member organization or agency to act as 
its Ii"",) agent far the grant. 

IL 	I!llnllinll eo4Qp.!'8Ilon.! GmI! .. 
We envision proje<>ts will bay. two phases • planning and operation. The planning period 
will generally be for one y ..... with implementation to extend for four or five years 
thereafter. 

Note: 	 Legislation' needs 10 provide for meaningful and oc-going technjsal wiSaM: to 
be provided 10 the Alliance during proposal development, pbmning and operational 
phases of demonstralion, including for developmellt .f. data oolloctiotl and 
management information system (50. Technical Assistance. below). 

A. Plmag Grants 

I. Duration a .. d Anlount of Gnn', 

•. 	 Planning grants sbalI be for the period o!up "'one yCIIf. except tIuit, when 

cirewJlSlaDeeo warrant, a ~ grant may be IO!IOWed for & aecood yoar. 


b. 	 PWming grana sbalI be approximately 1100.000. 

2. Slipporting Evlde .. c. for Plallnin, qrant Award 
I 	 '. 

•. 	 • memornnd\lll\of asroament to collaborate. Ilgned by all members of the 
A1lion... outlining their 'espotl$\bilities and n:laIionshipt during the planning 
gran~ • 

b. 	 evidenee ~ school district hu adopted the National Education Ooals, I, in the 

proeoss of or i. willing 10 adopt curriculum ftamcworks and .._ baaed on 

bigh standards, and is committed 10 collaboration with other agencies;
, 

I 
c. 	 • letter of endorsement from the Governor of the state. 

I 
d. 	 designation 'of panieipating .lom.nW)' school. as Schoalwide Chapter I Projects 


(or application 10 be 110 designated). 
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, 


), Community Alliance R ..pon.ibllitt.. under a Plannlnl! Grant 

a, 	 Survey and report on where the oommunilY currenlly Standa In relation to 

achievement of !he National Education Goal&; 


b, 	 Survey and map !he service delivery patterns that cumntly exist, •• in so:vi... 
and problerna In ~11 services, ...... 'with identifYing tho agenci.. thaI ore 
responsible for provldinS these scrvIeea; , 

c. 	 Based on tho above, develop a Communll)/ Alliance Aet!on Plan that IIpOCifles, 
the ""lIImmity', long-term ed\JUliona! Improvement goali (tied to tho 
Nation&! Education Goala) 

,..J 	 •• intennediate indicalorS of progress, which may include indicalorS not 

speeiflnally "educational" in nature, for example: 

• r'atct of immllllization; 
• weight gain in young dUld:en; 

• out.of·home plaeements avoided in domestic problema; 

• rate. of teen pregnancy; 
- participation in sporta, ens programs. 

'- plBl\lled milestones for each year of operation: 
- plans for oniculatios program... children move from preacheol to' cIemonlmy 

to secondary sehools; 
- pi.... for collection of data, includins t\mcIional requi:cments of a 

management infonnation system: 
- the AlUance's pi_cd meehaniSlll8 for governance and ""mmunication;. 

any waivers that ere needed; and 
- an eveluation plan. 


d, Ensure community input to and build ""mmunity support for tho Plan, 


B, Opm,tional ChMtt 
, 	 " 

I. Duralloll and AmOUllt .f Granlt 
a. 	 Operational' grants shall be for the period of five yean. Annual oD-site mriews by 

• team of poor experts shall be conducted, wilh granlt terminated if'insufficient ' 
progress is 'dernonsUaled. Th.... mriewt will result in written progress npotts to 
be made public,

I 

b, 	 The size of opetIuonal granlS will vary with lhesize of the population mvod; 
however, per !ItUdent fundinS .ohould go on lOp ofa baae level that providca 
SlaffiOS. space, end materials whose 1•••1. are not wholly'dependent on number of 
individual. ,served, 
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, 

... 	 Qyality ~d' feasibility of the Action Plan developed during the I'Iannln& phase ami 
the desree to which the plan bullds on and confil'l1ll the cammi1men!ll required in 
tho planning gnult criteria. 

. b. 	 Slrenglll ~f commlttnentS contained In the formal agreement develaped during the 
plannins pbase, inoludillg the IlIItemmt of col.. ami responsibilities of Alliance 
membcTs.. Supported by submiuion of. written Mmlorandum of Agreement. 

c.iWullS o~ an on-llite review that include,. partieipalion by external expert!. 

3. CommuDit)' Allin...RotpOllllbDltle. Ullder I. Operatlollll GNDt 

a. 	 . 0- implementation of the Aetion Plan; 

b. 	 Auist in integIating servic:e.t from dlvcne agencies, by IMIdns 10 tcII!<MI'banim 
. amI··...ure 8l:CtmI to eum:ntly existing serviees ami briz!g new services on-line; 

e. 	 .ContinuelO ensure commuuity input ami build commllllity ~ ami 
.d. Cootdinlit. efforts Ie callect dati, ami 10_ ami report on progr... toward 

intermodlate targets ami long-Iem\ goals. 

IlL 	Net." of limit.. and S.ry\st Intemtlon 

A. 	Communities will be allowed broad flexibility in designing their own mix of services; 
nevcrlhd.... guidanc& will be oft'cred on the range of pouibilitiea, within the context 
of Supporting achievement of the National Education Goals. 

W •. enviJion !.bat funds could be used far I broad ana imaginative range ohetivities, 
for example: : 

I. 	 d_lopment or implementation of new curriculum ami insIruetIon modolI or 
mAterials, e.g., conflict resolutian for m1ddlwchool students; ehild health 

\ .' insIruetian for parents; "Ha:ruh-On Seience;" cro..-dbeip!lnary insIruetIaDal unill; 
\r.: .1" innovative - aftechllology to hook up school. to homo or community centers. 

~ vi>Vi- Cle. • ' 
~ ~.. . 

v..~~.i(, 2. usc of funds for 'gluc' Ie coordinate existing serviee. ami make them .......ible-
,'Jl'i} e.g., Ie hir~ • fuJl·time coordinator andIor ..... manager for school·linked services; 

~~'I(/T 
3. 	 significant proCemonal development activities for teseh<:ia. and possibly for cross

training of professionals from different discipline>; development of pi.... for 
muter teacher. or teaching opportunities for promising recent graduate. ('.1., 

t 	 l.. .. \,', , 	 ~"..,.. \ 
, 	 5 I ¥ <,,\,\<,1..5 
, 	 ~.!~ ,.'If'f.l( , 
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"Teach for America"). In rural ...... Ihere may be • noed 10 tnlin t...ch.... in 
social service skills lilce identifioation of problems or how to mak•• hom. visit; 

4: 	 activiti.. that take place Oul!ide of "normal" ochoa1 ho..... (before- or lI1\er·sehool 

enrichment, tutoring, -ion. summer or weekend programs. longer schoolday); 


.. S. 	 educalion...nhanc!ns activiti.. that take place off school ground3 (c .... leamin& 

••nters in housilll proj_ or community _1m); . 


. 	 ~ 
6. 	 services tlto't suppon lcamilll. although trBdilionBlly they have not been cl..sified .... ~...~ 

as educational (rCCfCOlion. nutrition. heollh. caUlllClillg); 

7. 	 program$ designed.1O involve pareIIIlI in their chi!"""". education, in !IChool and 

. at home; ~ 


, 
8. 	 services to families es welles children (e.g.. Ijlmi:y and parenting Ir1Iinins for 


adults lIS in 'Even Start; COWlSOliIIg services; IBIlg\l8p services); and 

,: 

9. 	 trIIn.Sportation services, especially in isola1Od rural communities. 

lV. 	Flexibility fA Be!!!m for Asco!!llllblllty 

A. 	Flexibility (appli.s to demons1nlion program and .no.. broadly) 

1: 	 Waiver authority for ED would be iDcarporoled within the legislation. 

2. 	 Spacifi. waivers would be sranlod III the time of award of operational granl. 

3. 	 Waivers should cover eligible activities and partieipants, reeord·keeping requirements, 

andponnission 10 comminsl. funds from now.seplll1lle __H. ".
• 

4. 	 Waivers for this purpose would aI.oo need 10 be granted byageneics that CWTentiy bay. 
waiver ~orilY.,HHS. BUD. and AG. 
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L 'The community's progress would be meuured and made public lIIlain&! long-terril Soals 
and intermediate improvement wgClll set in its Action Plan. 

j 

2. 	 Evaluation 
, 

4. Legislation mU$l twthon... 8 lllIIiooal impact evaluation and a costlbenefit ~ t-' 
evaluatioq of the demonstration. I"''''''~ .~<,.,..M r. 

! ~. '~n'~ 
b. 	 Local pr~ (implemenwion) evaluations mU$l be authorized. '~. 6I f~ f0

e. 	 With teo!lnical assistance provided by the government, data collection III the local 

level must be comparable !:om lite to .ite.. 


V. Iuhnie,' Militance tid DiMcmtnation 

.A. 	There will bel';' on·going noed for effective technical assi!Wlee to grantee! and. others 
in order to mSke .""""""ful pl«nning and implementstion of oollsbontive eflbrta 
possible.. The legi.l_ti.. needs 10 set aside aeparate timding for technIoal essimance 
and dissemination, However, we stronaiY discourage aet1lng up a new outside "center"· 
{or 	this purpo;.. . 

I 	 . 

S. 	Tecbnlcal 8Slistanee sbInIld be provided beginning with preparation of proposal! (It 
· may be especially II<OCSWY for poor rural communities). and continuing through 

planning, operation. and evaluation. 


C. 	All ilvail_ble mechani.mu, including federal ones (e.g., National Diffusion Network, '.Dep8l1ment publieationa, newslc:ttm) should be used to effectively disseminate mulls 

· of the iDitiative...inc:luding ~ faillllCS, and lessons Ieamed. The Dep8I1ment 

should issue periodic progress reports on the Initiative sites. 


Yl' 	A .... rd At "ranlo; 

·Aware! should:be made by the Secretary of Education. 
I 
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THE WHITE HOUSE 

WASHINGTON 


March 29, 1993 


lIEIIORANDUM 	 FOR GENE SPERLING 

FROM: 	 PAUL DIMOND 

SUBJECT: !lRBAII POLICY REVIEW NEXT STEPS 
I 

The I vice-presIdent's office is in charge of "Reinventing 
Government." Bruce Reed advises that this process will be divided 
into:two parts: 

·, ,. 	a review of performance, program by program, agency by 
agency 

'. 	a review of organization and means of delivery
I· 	 .Bruce also advises that the Vice-President's office Eay not want 

OMB to conduct a "spring review" which would duplicate this effort. 
Bo ~tter suqqests, instead, that the Vice-President take- full 
advantage of the hundreds of experienced analysts at OMB to assist 
in whatever review process there will be. 

• 

As set forth in my March 4 memorandum to you, Bruoe and Bo f I 
believe that no such performance review and reinvention will get 
much, beyond "eliminating waste" fraud and abuse, tt ftimproving 
efficiency" and "reorganizing the delivery of existing programs"
unless ~ coherent policy direction informs the process., . 


I

To meet that need, I recommend a joint NEC/DPC Working Group on 
Urban (and Rural) Economic: Policy. The Group could be headed by 
the four NEe/Ope Deputies and could include the following: 

• 	 NEC/DPC--Dimond (Group Chair), Cashin, Dean 
Weinstein, Way, [Welfare/education person] 

• OHB--Edley, Sawhill 
•, Commerce--Parks 
• HUD--B. Katz, CUomo 
• HHS--Ellwood, Bane 
• DoEd--M~ 	Smith, Estel 
• DOL--L. Katz, Ross 
• Ag--Hash, Alexander 

~ Treasury--? [Newman, Mathis, Foley] 

~ CEA--Stiglitz 

• VP--Kamarck, Hayes 

Each of the agencies is already doing its own internal policy
review so that it can "reinvent" itself. Each has already done an 
inventory of existing programs (as has OHB). My goal would be to 
stimulate a more penetrating discussion of urban issues so that we 



COU11d--within six to eight weeks--develop options tor a policy 
fOcu's that builds off of the community and economic empowerment 
mess:ages that the President may be announcing shortly. 

I be,lieve that we could run this policy review as a very lively, 
thoughtful, but efficient seminar, with etimulating presentations 
by the participants (or even selected outsiders). We CQuid meet 
twioe a week for two hours at a time, with background materials on 
the agreed agenda items sent out beforehand. If this approach 
makes sense to you, I will prepare a timetable and a tentative 
agenda. (N.B.:I have already prepared a discussion draft of an 
initial background paper that CQuid serve as a starting point to 
stimulate this policy discussion. I'll bs glad to share this with 
you when you have the time to review~] 

At the very least, this process would help each of the aqencies in 
their own "reinvention" efforts, provide additional substantive 
focus for the VP and/or OMS reviews that will go on this spring, 
and ,compel each of the agencies to fundamentally rethink the 
problems, the goals, the alternative approaches, 
orqaidzation, and how they might rela.te to other 
participate in a more major reorganization. 

their own 
agencies or 

Let's discuss at your convenience. 

cc Bo cutter 
Bruce Reed 
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Po~er to the People? 

President Bush plans to 

send Congress an 
empowelment package, 

with new spending in 
the range of $2 billion. 

But doubt persists 
about how far the 

"'"'pt will get. 

•
BY BURT SOLOMON 

J
ames P. Pinkerton is unr~pentant 
for having chosen such a pedagogi
cal term. ''I'm under no illusions 
thilt Ihis will be gracing bumper 

strips," President BuMt's IOBg-Ieon pol
icy planner said ofbis hot New ParalliJln, 
an illlrigUing set of conceptions about 
how to confront social iUs more respon
sively lhan bureaucracies have done siore 
Kafka's day. 

"I think lhe term is absolutely a«:urute 
for tile intenecwa] construct," Pinkerton 
said as he sat coiled on a com:h in his 
office in the Old Exetutive Office B\Jjld~ 
ing next!J) the White House. "I'm count
ing on politicians as opposed to peuple 
like me to find their own language, to 
find the words tneY can take it to the 
American people [with}_ 'Empowerment' 
strikes me a& such a word." 

PinkenQfl's spactous, disheveled of
fice, StreWn with books and slacks of 
ney,-spapers, hardly seems like a com· 
mand center for it social revolution. But 
there's a hint of high stakes in the promi
nent painting.. ncaf his desk of Sit 
Thomas More, who Wah executed by 
Henty VIII fur his stand on principle. 
Pinkerton admires More but hopes not 
to emulate him.. 

He-s unlikely 10, A publicized SW:lt he 
(ook laSt fall from budge! chief Richard 
G. Dannan served only 10 funher llin_ 
kerIon's. crusade, not hinder it. (Sec IV), 
12!15f90, p. 3046,) Pinkerton has become 
the most profiled member (,)Iher Itmn 
chief nf staff John H, Sununu) of Bush's 
staff, cau.\ing some rCSl,!ntmem among 
more-senior advisers, Empowerment has 
b<';corne the mlbboleth ofAdministration 

domes-ti;: policy, 50 that even 
Darman doesn"t say a v,!ord against 
ie 

More is comins. A paean to em
powerment wilJ gr<tCe Bush's Stale 
of the Upion message on Jan. 29 if 
donteMi(: policy-amid a war-fi 
mentioned at all. His fiscal 1992 
budSCt will fea.ute an empower
ment package of 10-15 pieces, an 

. official said, with new spending in 
the range of S2 bitlion for hOusing. 
education. enterprise zones. In, 
dian affairs, small business and 
poMibIy welfare reform. And Ihat 
will merely mark "the end of the 
first quarter" in a policy mission 
that may extend to job training and 
welfare reform later this year and 
possibly 10 bt'alth care in 1m an 
aide said in describing the Admin
istrnooo's "short and long-term 
agendas.." 

This prospect hlUl broughl a 
touch of vitality to an otherwise 
dreary time fot domestic polkjt, 
given Washington's budget coo~ 
strictions and a President more 
taken with ~ than intrac
table social probt:ms al home, Re
formers and soci<tI scientists f~ 
tigued by a decade of seeing social 
problems igno~ have delighted 

, 
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schools are ",,,ill; 'wi,j, '; 
in a single building. -;', As~ for;, vo~cheIs. ,: Washington fi· 

are overseen.,by teams nanCed an experiment in the 1970s that 
teachers who are given wide latitude to school ' , provided $7 million in vouchers 10 per-
innovate:.. J' ',,' I[oc8J school boards, remains J mit some students in the San Jose sub· 

East. Harlem schools attract, hun ' These officials worry·that •• urb of Alum Rock to attend the school 
deeds of white students from,outside •. 'tricts may be rushing into of their choice, But· the experiment 
the' district;' where:,the papulation'isl fwithout careful attention prOduced no academic differences be-
predominantly Hispanic and black and. lor-the pro8ram's impact pOInt, • tween students who used the vouchers 
largely poor: Academically, East"'Hitr·"~,,~out that some school districts, such as, "and those who did not. 

" lem' pupils' 'test scores rose frOm:' last :: ,JSeattie's,:'have ,experienced major ad·' :. . Until last year, choice stnllegists 
place among New" York City's 32" ,'ministrative problems trying to:iinple.. " concentrated primarily on promoting 
school districts in 1973, the year before ,'ment choice programs. " ;:,_" - more- choice within public schools. 
the "choice" program was launched, to "School systems have to do several Then last June, political scientists John 
16th'last year. simultaneously, or choice can be.. E. Chubb and. M. Moe co

t Across the nation, the movement Vert authored a plan, by the Jib-
give' public School -more' lati- Institution, to 

~'nide in in the mix. Un· . 

and local 
to the 

in the burgeonin'g discussion of a policy 
redirection that Washington University 
social work professor Michael W, Sherra- . 
den said could-if it helps poor Ameri· 
cans accumullLte property-"be the most 
important since the New Deal." Stuart E. 
Eizenstat, who was President Caner's 
chief domestic policy adviser. called em
powerment an "imponant and interest· 
ing" idea and exulted that the debate is 

about "how 10 help the disadvantaged 
rather than whether to," 

'Champions of empowerment make big 
claims. Putting decisions on education, 
housing, health care and other social ser
vices in recipients' hands would bolster 
the programs' effectiveness, they say, and 

. reduce the costs by eliminating bureau- . 
cratic middlemen. By empowering poor 
people, Ihe so-called underclass would 

"evaporate" in 20 years, Pinkenon pre
dicted. "Over the long run-and let's be 
clear I'm not talking about [fiscal] '9t or 
'92-ifwe want this country to be beller. 
we've got to rethink in a pretty profound 
way a lot of what we're doing." A col
league discerned nothing less Ihan "an 
effon to reinvigorate panicipalory de· 
mocracy in America." 

Nor are the stakes small for Bush. Em

NA1l0NALJOURNAL !126m lOS 



· . 


I . 
pQ\\~rment offe~ him a chance for 
long-term politkal gain by simull. 
neously provirung avision of dommk 
policy that he can afford and swiping 
hi!> Democratic oppootnts' best ir 
sues. (For a report ott fktntx:fUU' 

ii.kas, see this issue, p. liD.) 
T'hls SteW has been spiced by the 

emergence of peculiar political coali
tions. On Capitol Hill, do-gooders 
llnd co~l ootte~mps usually at 
odds-have joined forcex. In Wash
IngtQo. empowerinent has mainly 
been Republican conservatives' (Xllky 
property. But many Democrats have 
taken to iI, too, and arc competing for 
political control. In both parties, .ien· 
timent toward empowerment vanes 
Jess. by ideology than by generation, It 
uppeals rr.ore to baby boomers of as· 
sotted political hues 1han 10 tradilion
aliil$ of any stripe, 5uggesJing an iSllue 
with staying power: 

But it's far 10015000 to presume 
Illat empovrerment. will rise fmm lhe 
pages of its prophets in a fashion that 
someday will seem to lwvc mattered, 
Bush won't decide until the Persian 
Gulf w;;r is finish.ed, ofnciaJ$ 5ay, 
wbether empowermef11 will be a half
hearted Administration theme or it 

meaningful centerpiece of the govern
ment's domestic policy. Among Adminis· 
tration policy make~, open oppositioo to 
empowerment has. ceased. Eul true be
lieyers remain few." and even adherents 
wonder whether it carries enough I'eS()

nance Wilh VGteK, who "don't bave con6· 
dence in government (0 turn [social prob
!ems] arotIOO fundamentally;' a 5eruor 
Adminttaration official said" 

Voters.' skepticism may prove W(!'Uw 
placed. For hard questions about em
powermefll remirin. Its proflOG<:d pro
grams are mainly UIlproYert Social 
scientists warn of a profusion of nitty
gritty obstacles to achieving the advances 
that its advocates foresee. In many cases, 
empowl!!nnent would entail infusions of 
federal funds that are, at~. unlikely to 
be availan-Ie any lime soon. 

Robert Greenstein, director of the 
Center on Budget and Policy Priorities, a 
liberal Wa:"hingtl}n think t~ said he 
finds "some int(:resting things:' in ;:::m. 
powerment but featS it's been oversold. 
"I'm a hil s.uspicious of sweeping princi
ples," he said. ''The~e are no simple an~ 
swe;s," 

_ WI11I THBlIUt , 
There's not much new aboUI the New 

Paradigm. Proponents discern its under~ 
lying notions in the 1862 law granting 
homestellders 160 acres. in the West and. 
even earlier. in Thomas Jefferson's vision 
of dema<:racy among a propertied yeo-

rmtnt)', 11 carrjesa nng of the i%Os' pleas 
from the Ldt for "~r 10 the people""" 
Empowerment served then as a rallying 
cry for the ci",iI rights movement and in 
the 1970s fur feminists and the disabled, 
whose i.ndependent-living movement 
sought "to empower individuals to take 
control" l)f their own care and circum
stances, Disabilil}' Rights Education and 
Defense Fund lobbyist Patrisha A. 
Wright recounted. 

"The New Paradigm i'l ancient wis
dom," New York Gov. Mario M. Cuomo 
recently told reponers. 

Today'll empowerment doctrine differs 
from the 19605' version in its focus on 
economic-not political-power. aC
cording to Heritage Foundation domcs.. 
tic poucy director Stuart Butler, one of 
the current ooncept's intellectual fathers, 
It is a reaction to what Pinkenon dew 
scrIbed as the enfrenched system's "red 
tape and bureaucracy and rules and regu
lations, and institutionalized redundan
cies and stupidities," which perhaps suf
ficed ill lhe 19th century but not in this 
"in!il'li~ly more SQphislicated time, when 
people are achingly more aware of their 
rights·and entitlements." 

This so-called Old Paradigm. empow
erment advocates say, rewards the wrong 
bchavior-abandoning·a family, losing a 
job-and demonwably hasn't worked; 
resulting in terrible schools, deteriorat
illg cities and increasing millions of chiJ
dren with llQ n'lll$OD tu hope. "n's hard to 

where children should g .. to sch~)()1. 
(See bax. p. 205.; Poot people could 
spend government-supplied "\tOudJers" 
to Hne up housing mther than inhabiting 
a high nS(: that hardly {eels like hunte, 
(See box, p. 209.) Vouchers could also be 
used for purchasing health insurance (.H~f! 
box. p. 207) or job training. 

Another 1001 empowerment advocates 
favor is tax credits. Congress enacted 
$12.5 billion worth (over five yearn) 10 
subsidize child care last fall, and Bush is 
ellpeeltti to propose other credits in his 
1992 budget to lure empklyers co "enter
prise zones" in inner cities. Hous.ing and 
Urban DeveJopmenl (HUD) Se<reuty 
Jack F. Kemp. the leading advocate in 
Administration councils of entetprist 
wnes and other forms of empowerment. 
has pressed for major tax cuts: (such as 
for capital gaitts and socia! security) but 
isn't expected to prevail. 

But 5Qme proponents mean more by 
empowerment than a mechanism for fun
neling aid to recipients. That has made 
the buzzword expansive as weI! as. elu
sive. Empowerment also means ensuring 
that "people fan vole with their feet," 
said assistant Labor secretary for em
ployment and training Roberu. T, Joocs, 
a member of Kemp's Cabwt panel un 
empowernt<:nt. Only with a decent edu
cation and upbringing can an individual 
("lOOlpetl! in a market economy. this think
ins: goes, and so escape the dependenq. 
fostered. by having the government subsi
dize day-to-day consumption. 

s...... 8cJ1t"" tfoe __ 
1M ...ampowermerrt 11m t. cIo witt! ~ 

see how a system Ihis- ~kk"" Plnk-crton 
said. "can reform itself." 

Proponents say the strength of em
pov.'erment is that it lakes human na
ture as it is.. not as a welfare-sute en
gineer would hope it 10 be. "Adults 
are motivated by money-why not 
kids?" House Minority Whip Newt 
Gingrich, R-Ga" explained in descnb
ing II venture h.e sponsored last sum
mer in Georgia 10 induce 5Choolcbil· 
dren to read by paying: them $2 a 
book.. Bureaucracies may work in Eu
rope, where {he culture ~uppoI1S the 
pet\'asrve presenCe of govtrnment 
rult:;:. Gingrich said, bul America was 
seuled by people who dmse to leave 
rules behind. ~We have to reshape 
government to fit America," no! the 
reverse.. he said. judging: Pinkerton 
"right in rartingthe debate (0 the par
adigm level." 

The -core idea in what Pinkerton 
portrayed as "looking at the world 
through new eyes" is to Je! consumers 
of social services vote, in effect, witb 
their feet. That can happen in a vao· 
ely of fields. The educational 
·'.;-hoke" n"wemem, now spreadjf"l~in 
stare after state, would let parems in
sfead of government officials decide 
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care'Yand 
Bush gave' him' in ,his State of. the 
Union speech !Jist year.• 

"U's the last area the conservatives 
have" tackled,':. Heritage Foundation 
,health ea're' policy analyst Edmund F. 
Haislmaier'said._"1t has 'taken conser
vatives a while to hash OUI the issue-" 
other than just to react againSt (liberal" 

,proposals}-;-because coming to grips 
with this iSsue is difficult and com~ 
plex." i .~.: '. • 

But Haislmaier and several of his .~::=:~:~2~~ say they think they" ; an alternative to a· 

~ment 

aid 
cally . would continue to be eliglble for 

-. I.This arrangement, the Heritage ana- r .'. care :.,benefitS'I' but' tbey"would 
, lysts argue, wouJd not only redistribute' .' 'higher,deduCtibles.~'~i'; • ,," - , 

existing'tax subsidies more 'equitably;',· "~ Some"aRalystS haVe-greeted the pro
" but would also make conSumers more.", pow' with. skepticism. ·It .';shifts from 
C<?St-conscious ~d health 'care provid-: the"CffiCieni.'adiDinistrative system [of 
ers'and msurers more competitive andr .. group Uisurance] too reintroducing the 
efficient.- Haislmaier and his, Heritage in-efficiencies' of. the individual health 
colleagues don't:, buy the" prevailing. -. insurance mirket,'.' ,-said Judith Feder, 
view that consumers can't make in-, co-directorofthe ccnterfor health pOl
fonned choires about their own health icy studies at Georgetown University 
care. that intereStedconsum- .. School' fonner staff' 

That has caused proponents to count 
as empowerment a wide range of welfare 
and job training programs-even those 
that are run by bureaucrats in big build
ings-along with sundry initiatives to 
combat illegal drugs, discourage racial 
hiring quotas and let employees work at 
home and carry their pensions from one 
job to the next. "That's stretching it. 
don't you think?" a House Republican 
aide said. 

It's been stretched further. Roger B. 
Porter, Bush's economic and domestic 

policy adviser, said he has in mind "a 
more fully developed sense of empower· 
ment" that includes not only rights and 
opportunities but also individuals' 
responsibility to, say, read to children or 
voluntarily reqcle. Also counted by 
some as empowennent is the notion of 
measuring government perfonnancc by 
its resuJts--by whether a caseworker 
helps a client, for example-instead of by 
how much the agencies spend. "I don't 
personally care whether you call that em
powerment or ... good government," 

a White House adviser said. "It's obvi· 
ously a good thing." 

01 1111 QlIAP 
Crucial to the concept of empower

ment is an assumption about psychology: 
that giving people a stake in the economy 
will alter their expectations about up
ward mobility and change their behavior. 
This is the basis for the proposal by 
Washington University's Sherraden of 
"individual development accounts," fed· 
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era.!ly subsidized savings accounts to 
be applied only to weh laudable goals 
as college tuition or' a firs; mortgage, 
"With assets," he has written. "people 
begin to thin.k in die long term and 
pursue long~term goals:' Legislation 
that House Select Committee on 
Hunger ,b.airman Tony P. Han, D
Ohio, \\111 SOOfl introduce W{)uld Iry 
this idea in a dozen Of so pilot proj
=. 

A hope of altering down....oo
outen' expectalions also s.land.. be
hind some labor Department ven
tures already in the "'nrts. tn six poor 
urban neighborhoods and one rural 
one, any ~ouln is deemed eligible for a 
coordinated program of weial ser
vices Uoh training, ~rug counseling, 
etc,) ilnd [~ guaranteed a job or-in 
one locale~a college education. 
Starling this spring, Labor will also 
learn with HlJD in pertlllpS a dOlen 
eommunlties on what assistant Labor 
secretary Jones de<;Ctibed as "3 huli5
tic approach" in soda! ser.ices to reo 
store komele~ people to the eco· 
nomJc mainstream.. If these exper· 
jmen:s \\l>rk, Jones said. they could 
affect haw ten$ of blilinns of existing 
federal doU;us are sPent llnd "proDa
bly dove more money in:' 

Those are 2 of 31 empowennent-rc" 
bled initiative$-most fairly modesl-0n 
a White House lisl of things: seven agen
des might do without Congress's ap
proval. Some were already under way; 
many $[111 aren't, Other Il1itlatives. mainly 
pilot projects. will be in Bush's 1992 bud
get, pombly includipg a controversial 
test of Jeuing states fiddle with 'k-elfare 
roles for disbursing aid to families with 
dependent children. The budget will pro
pwe rome "pretty significant" expendi" 
tures (or housing as. well as grants to cit" 
ies. and stale" for adminmrative oosts tIl 
adopting educational I;ooice, an official 
said. but "tnere's not a whole lot or room 
for new spending" or programs:. 

That doesn't faze While House policy 
makers, wno insist Illat they can pursue 
empowerment on tile 'cheap. They've un" 
dertaken a "distributional analysis" 
(overseen by Council of Erooomic Ad· 
VKeI"i member Richard L Sclunalensee) 
of how mueh Washington already spends 
on the p<>nr, and they e~ to have~· 
ful infoI111lltion in hand later this year. 
The purpose is to "build a case," an offi· 
cial said, that "the cuttent system isn't 
working." 

That isn't a hard case to huild. What 
exists now is a "crazy-'quih, . of well
meaning programs that don'ladd up to a 
sensible" whole, Urban Institute senior 
fellow Isabel V. Sawhill said. Harvard 
University welfare expert Mary Jo Bane, 
li onelirne New York State welfare chief. 

considers public housing "an invenlion of 
the devil." Few ..vould di~gree. 

BUI they and Qther social scicntists re
main wary of empmvermenl advocates' 
assenions. Educational choice, for jn~ 
stance, can "be part of real rdonn" in 
schools bu. nardly all of it, Bane said. 
'"II's not just one thing or another [Ih[lt 
brings refornl]. It's it whole bunch of 
things:' In addition to tile manifold pmc_ 
tical problems in Q,,'<!tMuling social gr
"ice delivery systems and in scaling up 
pilot ventures into full·fledged ones. 
Washington seems to have predous IJttie 
leverage to effect real change. 

[0 education, certainly, for whkh 
Washington pays only i per cen! of lhe 
l;OSts, it is up til stale and lClC<l! govern
rrtents to manage and oversee the 
schools. The Educalion Dcpart~llt has 
eiU,ablished a toll·frec telephone line 10 
counsel school systems thinking of trying 
educational choice, and Bush may visit 
successful programs 10 raise lheir profile. 
(Aides say they've seen nQ Var1lHl\ (If 
choice they don', like.) But it's "not very 
important what the federal government 
does" in promoting choice, said Progres
sive Policy Institute presjdenl Will Mar~ 
shall, an empowerment booster. 

The government ;;QUId do more in 
other Ilelds----notably, housing. welfare 
and health care-if it had the rooney. But 
without it, empowerment can dQ little be~ 
yond linker 'at the edges. The goverrr 
metlt CQuld establish a secondary mort~ 

gage market for low~inoome homes or 
encourage tenant management of 
public housing, aut empowerment 
"doesn't build new housing," Rep. 
Charles E. Schumer, D-N,Y" ob
fected, or provide money for fuel oil. 
"Letting people help themselves 
would oost more than [the White 
H()Usej is willing to spend," Economic 
Policy Institute president Jeff Fall.' 
saki. 

Empowerment advocates say 
there's: no p<.>int in spending more 
money until the system works. But 
"unless: hard budge! i:hoices £\'Cntu

ally get made," Heritage theorist But~ 
ler conceded, "empowerment is a 
boutique pfOJi,l'am." 

POIIfIW IIUU_ 
Empowerment may prove pUdn. 

cally useful to Bush, hO\\tevet, even if 
its substance falls short. That prospect 
gives Dcmol;rats fits. The "bes! em
powennent bills of all timc" w·crc the1Federal Hou$ing Administration ~ub· 

.l! sidle:; enucted during the DepreSSIOn 
~ and the G1 Bill for financing veterans' 

cducalluns .liter World War II. both 
Democratic ide<ls, DemncrallC lead
ership Council (DLe} extx:ulivc di-

ftx:tor Al from said. A congJessional 
Democratic aide said !ha! Sen. Dlmiel 
Patrick Moynihan, D·N, Y., who'd pro· 
posed poverty programs in the mid·l~ 
in wnkh 1he poor \\-'ete to participate, 
should "be picketing. 11K: White House" 
for tnieving his ideas. 

For some Democrats, empowerment 
remains an unacquired tasle. 'i1lat in
cludes !bose who'd prefer to see addi
tional funds: go ftrst to proven programs. 
such as Head Start. Rcp. Dennis E. Eck
art, D·Ohio, said. That's also the case for 
many liberals who are politically be
holden to public employee labor unions 
and have a ~sted interest in the old. bu
reaucnuic ways. 

Pohtical suspicions also playa part. A 
HOllse Democra1ic leadership aide as~ 
sailed the \\'bite House fOl' what he look 
10 be II political "shell game" inlended to 
"dismantle programs that benefit low 
and moderate~income people." 

But empowerment has proved populur 
among many Democrats, who see a I)(}
litical threat in the idea and are slrug
gling for a share of the Issue. Those Oem
ocrals are common in the South, where 
Oow. Lawton OIiks of flQrida ,mil Bill 
alOtoo of Arkansas plan to place legi<ila. 
tive emph:ms this year on empower· 
ment-related issues. There's a demo
graphic correlation as well. A constit
uency for this sort of theme may reside In 

the third of baby boomers in knowledge
related occupations who, University of 
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''ihete>ssomethiilgsacrosanet programs that expand. the share: of -
about home ownership. ~ poor and 00me~ people who re·\:~ 
When you own ~ home.,7 ve~. ~n:me!i~~~~~~Y:~ 

",-tien you have somelbing to leave to, • rru.md J. Srru»k.'sooior researCh as;so.:.~: 
your children, you start: (hUlking , date at the Urban Inslitutt; sUggeSted:.sa 
about life in terms Qf long·tenn hen. ,hut the mone)' authori2ed~for" 
rons inSlead of just existential, over* HOPE's ownership programs', oould 
nigh! survival." pay fot rental voochcn.for lSO'(xx}' 

Like a meditator chanting a man- poor families ",no quaIify,fodederaL : 
tra, Jack F. Kemp has uttered the...e housing: prograna bUi receiVe no aid:;· . 
words and words'like them in hun- According to;HUD'g oWn estimateS,"' 
dreds of public forums across the more than [our million eligible hotise~·' 
COI.lI111'Y sif!ce he became HOIJ.'iing and holds receive riO federal hoUsinttassis. ••. 
Urban J.kvelopmenl (HUD) Serre tance because of a shonage of funds. 
tary t\1Io years ago. Practical obstacles also exist. There 

Congress has finally given Kemp a nwy not be enough experienCed non
<;:hanCe to test his theori~ abOlu oome pmfit groups that <;:an help train ten
owneooip'.as a tool 10 break the pov. allts and offer prtlctical assistance. 
erty cycle. 'In November. it enacted a And some public hOl1Sing fJfficiais 
wide-tanging housing bill that Ilioor worry about scandals if tenant owner
porates Kemp's "Horneownership shlp plans aren't painstakingfycrafted 
Opportunities for People Every- and monitored. "If}'nll don't go in 
where" (HOPE) program, Jf C"n· nnd train tenanD; properly, prmide ti
greSS finds the cam to pay for it, nancial management truinif18 so they 
HOPE would provide $1 bUlioo over can be n'lC"41ly responsible and put in 
two }"!ars to sell off public hOU£ing good accounting procedures before 
units to their tenants. The money )'Do tom the housing over, myexperi
would also be ~sed to promote tenant ence i:& lhat tenants will mal:' said 
ownership of pm'ate apartments and the director of a large public housing 
single-family homes in the federal in· agency who asked not to be named, _ " 
ventory of foreclosed properties;., . Thouih Congress, in its new fIous. ~ 

The HOPE plan offers poor people .... ing. bill; endorsed: many.oP'Kemp's .~" 
poteoti:lI oymership of more than tWQ!' ideM, il failed to adopt another cen _ 
million government housing units,. tra! tenet of the Kemp p~ to revital· : 
says Kemp, who likens the new law,to ize poor~;eommwiilies:' ·emerpm .. ' 
the 1862 Homestead Act. whicb .. of-. :rones....-ThedruO~Seaetaty"s· pm- .. -: 
fered 160 acres of land to settlers woo posaJ~.whit:h,wouJd,have created sev· ... i 
\\-attted to make a go of it in the.wit.',:' eraJ dozen·iOnes',within·,which,bii.si-~: 

::~~ ~;:,~~it~~~,~~i~.~1~~eJ~~~4~1
, ingaid programs and otbersoc:W (Iler~t~b3WpOO$t the:Ccdera1 gavemment,an'i'f<, 

vices to eflCOun;ge government aid re.'" t. esumaied ',S"': billion ~m ~ fOigOii'Chut' : 
cipienti f? ~ .... toward;~t~lt'~!lU~~"1.~;~~;!~~:
economic self-sufficiency, ., ~~M' ---tn,theiabsence'ociiil fediriikpro:::<J:': 

HOPE ' ) ~ . _ .. " "rl,;.'~i,~," :. _ .._.--:..'" ' ''';'-'R· r""-~" - ':1;;:1,
S' te~t,~.".,Ip':~.~~~ ,~ltwQ~uw...,..? ,..."'t.-5t!~~;.z' 

sions have, ~itd appeat' ~ti.1~'$Ct~_up,'b~1~@ne:P~'S'i 
some analysts contend that the· high· '~Supporters say the zones nave ~~ 
cost of transferring rental bOUsnig tu:,,";;<bCen,,~rto!~thQuSandiFof';'t 

r tenants roWd ~rcly limit,the <1>.~neW ~ 'bs'inX" -. r'ooriun~;Butr:'h:pact of Kemp's p~ Housing~h~:~r:rj~li!~~~i~thei';~ 
experts estimate that the price lag torif'teSu!t Of ~'eOOnotniC~~ 

. rehabifitatin" pubue,hoosinc nMieCii,t ~ In'tJiC:i980sRndcaii'the aitribUte1i to'"'lm 
and provid~g' the '. needed;'~cl' ~'tlii tax iiKirirlvCS m'cnterpriSe;"ujiles:{i<' 

:-assistance 'to tenant pUi<;hiserS~~~.nieY'dprefei'tO See the'ffiiiOne'"reve:1JIJ' 
. run as high as $50,(XX).$60,COO-.' anit..~~Kut: si)eni:iliSi:eiMOnT5&iaI'."&C:mcc~ 

, ~ If they 'are oorTC4,HOPE,~ '.:;tpropms/siiCl{asHe~Stirt"imd~~
: wookrpay fOr:ttte.transfer:of'on1Y;a,~ '·'triUning., 1n;iheirc-View,~the,~in-few thousand' . blic',ttous!ri8la" ~'~~t',bairierjto"~'~~imY»- r;"',
")T~ents anriuaUyj~~'::;1'~~:(:i."~~,iu~iti~-£.~'t~,~IWJi.~:;tfi'

.;'1.,- "-Somc ,hODS-tog actlvists',would \,tcrune and,w'iniadiquale.work lIkills~ 
·~mtbcr~~~the~f«1e.I'tI~Pe~ni?fof,thC pecjp¥·,~~o-uv.;~ihi"'re~~~~)! 

spend Its scarce housing reso~ '!I '~'~. i.;1;:"'-~f,~ 4~'P:Stl!bm.da~~ 
·.,.f .I - , ._ 1"''''''' __ '''''.'~",~",cz''I',·"!:.{,g::;w.·,'~,,,,$('''..''''~' 

Massachusetts (Amhers1) professor 
R<,lph Whftehead Jr, has fOllnd, are 
more skeptical of big in$titutions than 
their parents were. This 5UggC:;ts that em
powenncm didn't "spring from il void," 
Marshall said. 

Both parties seem anemive to the pO
litical implications. The Dl.C's From 
"abrolutcly" Cttn see J Democrat running 
for Presiden! next year on an empower· 
ment platform, PoSStble Democratic 
presidential candidates known to sympa
thiu with empov.-1':'rmem·relaretl notions 
iflClude SeOlL Albert Gore Jr. ofiermes
iCe. Sam Nunn of Georgia lmd Charles S, 
Robb of Virginia and Oovs. Clinton and 
L. Douglas: Wilder of Virginia. Sen, Bill 
Bradley 01 New Jensey is said to have 
$laded 10 think them through. 

RepubLican:- are already intrigued. 
Capturing 1he policy momemum on edu
cation, poverty and health care wnuld kt 
them challenge thc stal:J~ quo with inno
vative ideas and bring them mr.siJcrable 
political succor, The more Bush is criti, 
cized fOf domestic do·nothingncs~, the 
more he may want a way OUI. 

At least in words:. he's tllllught sure to 
lake it, Bu~ has :wice de,;crihed cmp•.l\\'. 
ermen! in 'f".!echcs as his "ce!l1crpiece" 
of domci>tic ]XliiC)'. ··The rhetom: nf em· 
powerment will continue III be impor
taul," ao atM!>er said, But bow far policy 
will fit the label "is les" dear 10 me." he 
added. noting that some Bush aide;. Ihink 
the CQoceP! "tHo cute by halC' 

Empowerment also poses ;.orne puliti
enl rh.k to Ihe White House, The concept 
has !lule 10 say except in the long ruo 
about pivotal econrnDlC i."''iUcs-of reces· 
sion and com~titlve slrength-on whkh 
a presidency can tum. Among empower~ 
mem-rel,ued issues. only $Chool choice 
would directly benefit miJJ!e·d~~~ vot· 

o en;, who already have choice in ~choo!s 
by having chosen where to live. Other
wise, those who'd benefit aren't custom
arily Republican-though the White 
HOUM: would be pleased to com'crt them. 

Theoo issucs may not be enough to 
constitute "a Central cure" for domestic 
policy, a senior Aciminislr'dlion (lfficiai 
said. or "to speak that powerfully to most 
Am<-ricans." 

Nor is i! wdcnl that empowerment 
speaks thaI powerfully to Bush. Aides say 
the Presiden! has an affinity for youthful 
ideas and an antl~Establjshment streak 
he's not gWen credit for. But they con
cede he's no r.u.licat For empowerment 
to work in a wa'llhat will matter decades 
hence, advocat;;:s say, Bush's enthusiasm 
for it must be genuine. Bul '"Ie is hard to 
see nim leading a 'power 10 the peopJe' 
campaign with fisl cLene-hed,·' Eizen.~tat 
said, "It's dubious 10 think that Goorge 
Herbert Walker Bush is going to be the 
Eldridge Cleaver of the 1990s," • 
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