b bt e

PO S o

Conpoyos bon
AW, RIS

- Sl
- MMUNIY o Pl
i Cosﬁw N

TO . Qa" Qgtuh

FRQM: L« 'S'-&*' | Brg ~

£y T,

DATE : wft)q3 T Spolla < fleuclsom

: Tuadit

F OR : ltvoe Lﬁ[m %‘w

; ’Zau.ns)‘l
__Per Your Request Recnmmendatmn ﬁ
_j'w?et Conversation i EFYl |
. Please Return . ___Prepare Reply F; D
DATE DUE:

# eruulm.t .1;" K
Hﬂhgw n;‘-,&.ﬂ‘ tad B3 0 W M\‘ ?“

emvfi@ n!(" 4"‘ maloma \ fi20ren ...,.J&
m*:wv-&wm Qq..llzmu. H* L7 VR
MM Ly o Loyt 'S ST wmbiel Leovre
didliy w i, o, embaplise zanes SOT
@f wiie qa« b L\&.tg J‘Mm
C-Ai'ttt Ltmﬁc g—m& o aleau( (&AL O -(é-w

et
wfu b « msistﬁt‘gzﬁ‘i?‘ Lgmﬁ%”w& L&L

{¢




Al
i

November 1, 1593 R

Mr. ?a{ai Dhmond _

Special Assistant 1o the President 63
The White House . 69
Washington, DC 20500

ALK
s i ’
Dear Paul: %&’ 3 é}i

Thank you, once again, for joiung us a1 our recent conference on urban enferp
T've heard nothing but positive remarks about your speech from a number of conference
participants,

A

Iziz response 16 your request for feedback, below is a summary of the key issues that rela
directly 10 vour internal process of finalizing the challenge grant process for empowerment zones
and enterprise commumties. Please feel free to call Bill Hudnut or Jim Wheeler to discuss any of
these recommendations in greaier detail,

These recommendations are linked 1o the four basic elements vou outlined in your speech:
A new compacn matching investments, selection criteria, and evaluation.

i
3 Lo 1 solutions to Jocal problems.

Pe?haps the greatest lesson learned from the many experiments in targeted community
palicy -- both inside and outside enterprise zones -- is the importance of local authonity and
autonony., To reinvent the way government does business in distressed commumnities, residents,
busmesscs 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 -- 1o the
importance of a "bottom-up" approach, but frequently, as we know, federal dollars have led 1o
federal maridates, If enterprise zone policy is to work the way that your plen envisions, bottom-
up strategic planning and program implementation involving all neighborhood stakeholders is the
surest way to secure the necessary matching investments {and nof just dollars} from within the

community., We recommend that the inclusion of such a process be one of the 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 of
doing business, you must begin with local autonomy in sight.

!

While most local practitioners view a community-based planning process as crucial to a
program's su’:cwss, the planning process itself raised considerable concern among conference
participams. ¥or now, it appears that planning must occur before application. Community
representatives worry not only about funding the planning process and the time constraints
mvolved. but also about what happens if the application process were niot broad enough or
flexible enough to encompass their community's efforts.
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2. ;Enter;arise Zones as Holistic Medicine, ( 1 “’Wl)

A second major lesson of success was the importance of @ohst@ppmach that buiids on
& working partnership between the public and private sectors (hoth for-profit and not-for-profit}.
Any program that can be expected to work (and that s working in various places throughout the
country today) must be a win-win situation for businesses and for residents. Job creation occurs
only if businesses can grow. Businesses can grow only if they see conditions improving
sufficiently to justify investment. Tax and financial incentives will not work - ai leass not wit
acee pmb!e expedicricy -~ without a sacial mechanism in place 10 deal with community probiems,

The strengrh of the emterprise zone concept is its ability to address both conreerns concurrentiy. %
|
In your speech, you mentioned the detenoration of "informal job networks" in most inner g;;f

city ne:ahborhoods and the importance of rebuildiog these ties between educational institutions,
job training programs, employers and residents. No doubt, the issue of employability - and the
developmgnt of human capital -- is fundamental in making a positive change in these areas. The
Administration should think also about how enterprise zones might help 1o buttress the sorts of
institutions that work to develop what University of Chicage's Jim Coleman first called "social
capital " These institutions might be churches, Boys and Carks Clubs, CDCs, or other civic
organizations, The President's National Setvice program could be an important building block
here as well. Such institutions are all the more important i the many neighborhoods where family
structures. ha\«e eroded and children are growing up without the instilled social norms and habits
that families (and schools) once retforced. You remarked that the President called for each of
£ the Secretaries to look within their own programs o determine how they might betier serve the

((b.( people in these communities. Certainly there are welfare reforms that could be made to better

ey deliver needed assistance i conjunction with the enterprise zone approach. Similarly, as you

3+ noted in your address, safety and secutity must be part of this comprehensive approach. The >
%"‘-1% Weed and Seed program taught us some important lessons that you might want to review,

Proposals having a high potential for fong term viability should make explicit how a
commumnity will build and maintain linkage among local government, area businesses, ¢ivic groups
and institutions, and community residents to simultaneously address key economic and social
impedimems.% To be successful, a zone must be both a package of tax breaks for business coupled
with a set of necessary social tools to make revitalization happen. At root, the goal of this
partnership 1s 1o reverse the conditions that lead to market faslure in 2 given community, Su

chaj .
partnership should be a fundamental part of the selection and evaluation cniteria, f
H " {i. .
: =
3 No Smoke and Mirrors. ”)

i

t .
The federal program must clearly offer real benefits. There 15 2 great deal of skepticism as

to whether the benefits of the Clinton program will offset the pain of the application process. This
fear is accentuated by the limited number of designations available and the perception that the
benefits to enterprise communities are both uncentain and small,

%

3



. Criteria, i.¢., it must be possible to lose the benelits.
T——

In order to achieve the goal of having everyone who participates in the challenge grant
processibe a winner (your Baldridge Award example), we recommend that you seriously consider }
pursuing the notion of a "third tier" of zones, This came up briefly in a question following your
dinner address. While you weren't comfortable with the title of a “third tier,” we believe that if
benefits of consequence, such as priority access to program funds or special waivers, were given
to communities producing high-quality proposals -- even if they do not qualify for a designation

. given current constraints -~ both the incentive 1o go through the strategic planning process and the {

possibility of Jocking-in targeted state and local incentives rise significantly.

Of course, all three tiers must have obvious benefits, available only by meeting high
standards. This will imit the pumber which qualify and improve the odds of success. At the same
time, the standards must be clear and objective, with evaluation linked explicitly to the selection

P Lo

Mo,

Your comments, though qualified, about requiring state and local resource commitments
to be grameé even if federal designation was nol awarded, created great constemation. Such a %
rec;uzz‘emem tikely would be counterproductive. i;&

Further, to the extent that the federal enterprise zone program utilizes existing federal
funds (such as CDBGs. AFDC, o1}, careful thought should be given to how these program funds
can be made more flexible given current legislative constraints. In some instances, waivers may
not be enough to accomplish the flexibility needed to effectively deploy these resources; a
fegisiative fix mav be necessary. Additionally, the urban leaders present at the conference
expressed unanimous concern that we not “rob Peter o pay Paul” with this program, in other
words, we not simiply realiocate existing moneys to UEZ's at the expense of other good wrban
programs thai are being funded. Sigrificant new resources will have to be committed.

4, An Asset~Based Strategy:,
t

As one of the selection criteria, you discussed the need to build on community assets.
Although, we agree that this a ¢ritical component it just doesn't go far enough. Not only should
there be a strategy 10 build on community assets, but also one to build on personal assets,

Whether 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 g

distressed communities. 'We recommend that individual and community asset-building should be %
part of the Administration's urban policy, %{ 'y

A related issue is that of tegal structure for the local "community” or "zone." Thereis a
dispute between those who prefer to keep control in ity hall and those who argue that
organizational zz‘zﬁepeﬁéeme is ¢ritical; the consensus of the conference leaned towards greater
independence. Legal structures also affect organizational behavior and innovation. Such
innavation is reguired to work with businesses to increase jobs and build community and
individual asse{si . Only some legal structures permit a community to pool resources from muliiple



3

programs, or the esiablishment of mixed (public/privaie) corporate firms can facilifate
partnerships with philanthrapic organizations, promote corporate donations, and create a

framework for entreprencurial behavior.

sources and engage in activity that generates revenues. Organizational independence, such '
incorporation under S41{c)3), the ability to set up for-profit entities to manage selected x

S, A Road Map With Mile Markers.

i

Since appheations for this program will be based upon local strategic plans, your selection
should in part be an assessment of the clarity and focus of each community’s vision of where it
wants to'go, how it is going to get there, and the criteria against Whivhrntswehievémients should be
evaluated. Since, it is important that the criteria for success and failure be clear, the way to do so
might be to make applicants define these critena themselves. If they do not have the partnerships,
zhm_‘sign\, and szm achieve them, then the apphcants fail on their own terms.

& Keep it Simple.

objective, and largely apolitical, Ifit is complex, the costs of applying will be so high that the

Finally, 1o reemphasize comments made above, the federal program must be kept simpie%

widespreat} benefits you seek will not occur, If the criteria are not reasonably objective, the
perception.that this is yet another umbrells under which to dispense political plums wili be
reinforced, with the potential for real results having little importance. Finally, if the designations
g0 mainly to payoff key Democratic mayors, then the current deep-seated cymcism about the
serigusness 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

easy to lose.

] hofae these observations are useful. A large number of detarled policy options were
discussed during the conference. Some of them could become important policy inttiatives, Bill
and Jim plan to issue a policy monograph based on the conference by the end of November. We

are in Washington, D.C. frequently and would be delighted 1o visit with you 1o discuss the vaniou

ideas.

initiative. | hope o see you again soon,

will send you a copy of the complete draft as soou as it is available. Members of the Hudson Zgazg ‘52

i’x

Thank you again for your help. We at Hudson wish you well with your enterprise zone V(%
<
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Sincerely, ¥ ¢
Leslie Lenkowsky
Prasident
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Weltare Policy:
Is There Common Ground?

By Anna Kondratas

Welfare policy has been ane of the most hotly debated issues sinee President
Johnsondeclared “wear”™ on poverty in the mid- 1960s. Early in the debate the lines were
drawn quite clearly, Liberals emphasized the need jor the federal government. to help
less fortunate members of society. Conscrvatives emphasized the high costs of welfare
both for. taxpayers and recipients.

’I‘he]war on poverty falled. In fact, it coincided 1vith a vast incrense i numbers of
poor people across the country. By the 1980s, in response to mourtting evidence that
federabweelfore programs had failed both taxpayers and recipients, the (wo sides of the
debxate began to find a number of points on which they had common ground. Both sides
agreed thad too many people were ot welfare; that the goal of welfare should be to help
recipients become independent of the state; that development of good character amongg
recipients is crucial; and that welfare recipients should be required to work if possible.

Hence a bipartisan drive_for welfare reform camne into being. fn the 1980s various
states began implernenting work programs, and the federal government affirmed the
frenel n the Family Support Act of 1988, which made welfire receipt contingert on
parrfcipdl.ion in employment and tradning prograans. Unfortiaately, saying theat recipi-
enls should work proved much easter than making it happen, because the vast megjority
of welfare recipients are single women with children. These reforms were immedicately
fallowed by a huge increuse in welfare caseloads, which rose by more than 25 percent
in the lde eighties and early nineties.

As H hecame clear that work programs alone woudd not decreuse welfure
depende n(_,' states hernt fo pass reforms irdended to solue behaviorad problenis such
s hrmmq children out of weedlock, neglecting to obtain prenaial care, raid fuiting to
ensure thed one’s children attend sclwol, More than half the states haee proposed or
enacted programs desigiied to change lifestyles and life expectations of those on
welfare. These programs are likelyj to be more successful than worle programs dalone,
it riot mudl more so, Policymeadeers are becoming increasingly areare of the need to
treat the soctal and ccononic fuctors that help create welfare dependeney.

Emporerment and asset-hasecd welfare reform comprise the ledest approcch, Both
Riglt ane! Left agree that the goverrunent shovdd use welfare to cimpoteer people o take
control of their lives. Grass-roots activism is an importard element of the effort. If the
Clinton administration remnains conunitted to sucht an approach, the nation will enjoy
an unprecedented opportunity to bring on “the end of reelfare as ee knoww it.”

Honsson Issirge « Flerman Kared Cenmer = P20, Box 262900 « Inpanadons, InniaNa 6220« 317-545- 10
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MEMO

TO: Bruce Reed

FR: Tim Fong

RE: SUMMARY OF HEARING ON ENTERPRISE ZONES:
Friday, Junc 18

Witnesses:

Rep. Rangel (D-NY)
Andrew,Cuomo, HUD
Maurice! Foley, Treasury
Jack Kemp

Dr. Wolf, University of Richmond
Mr. Cowden, American Association of Enterprisc Zoncs
Mr. Pryde, Pryde and Company

Lieberman:
Expressed concern about the Administration's enterprize zone:
* the number of empowerment zones
* the costs of the zones
* the lack of capital inccntives in the package

Aircady have ten years of experience and we know they work:

* 36 states 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 communitics to be designated as EZs
* President does "purport” to create 100 "enterprise communities” and 10
“empowerment zones," the 100 cannot be characterized as EZs

Imlportancc of capital investments:

* must be a component of any program and should be targeted toward small
businesscs

* ulnlcss the employer credit is refundable, few firms have a tax liability high enough
to take advatnage of the $5,000 tax credit per employec

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

Rangle:
* Made many comparisons to cconomic conditions in Russia and U.S. aid to that

country



Kemp:

Conditions of inncr-city youths:
¥ 30% of malc high school drop-outs on probation, parole, or in jail
* Over liftime, each class of dropouts earn $237 billion less than it shigh school
graduatc counterparts
* Result: $70 billion loss in tax revenues;
" $3 billion increase for uncmplovment and welfarc:
$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 are 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

Mack: Docs the proposal go far enough to provide capital incentives?

Rangle: Why increasc capital incentives unless environment improved for capital
inflow? Having lots of zoncs doesn't make sensc.

Licberman: I am troubled by the small number of zones and small capital costs
incentives

Foley: The 110 zones rprescnts a carcfully targeted limited amount of resources.
Cuomo: Tax incentives along are not cnough; $30 million per empowcrment zoncs
for up to 200,000 people covering from 8 to 10 square miles. The Administration has
a package of $8.1 billion over 5 years with $4.1 billion in tax incentives.

Lichcrman: Why focus on only 10 zones?

Foley: Difficult to gencralize from state level to federal level. States offer reductions
in franchise and corp taxcs, and the cvidence is mixed; therefore use a limited number
of zones and analyze the results.

Licberman: The cvidence from the state record shows enterprise zones work.

Cuomo: When focussing on 10, should not dismiss the other 100,

Licberman: Concerns about the proposal. There is $30 million per zone per year, and
the. focus of tax incentives is limited to the 10 zones.

Folcy: There are two labor incentives: 20% credit up to $5,000 in wage credit which
can apply to training cxpenses (what is the second?)

Licberman: Small business do not have the tax liability to take advantage of credits.
Cuomo: Fear of diluting the 10 for 100.

* Clinton Administration proposal is a "weak imitation” and "falls far short" of what is
nceded



* 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 are "weak, misguided, and misdirected"; targeted jobs tax credit and
wage credits would benefit only cexisting busincsses; they give busincsses little
incentive to hire additional workers;

3) Clinton plan abandons entreprencurial spirit through the creation of the
Washington—based federal "Enterprise Board.”

Prefers the Licberman—-Kasten proposal from last year

1} dramatic increase in number of zones;

2) elimination of capital gains tax for anyone who works, saves, or invesis in the
Z0nes;

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%
corporate tax, and 0% capital gains tax

Cuomo:
* Opening statement responds to questions from Chairman:
1), Does the proposal focus and aid small firms?
‘ch, through the employmcnt credit for firms employing persons living and working in
thc zone and carping less than $20,00(;
2) Do the ten EZs affect nation-wide poverty?
There are 110 zones and communitics, but therc is not cnough moncy for morc.
3) What are the prospects for expansion?
Depends on the first round of success.

Cowden (American Association of Entferpise Zones):
Legistation should take into account what states are doing:
- New York offers zones preference in allocating forms of cconomic development;
- Cahfarma require applicants to pursue comprchensive strategy and identify sources
of d!szrcss,
- I*;ch Jersey ¢reated a special fund for responding to unigoc problems of zone;
~ Indiana has converting tax benefits into funds

Washington should begin to dovelop budget-neutral benefits available for zones:
~ coordinate community development banks within zones
— special mules for financial institutions

* 8&L’s must make 65% of loans to housing

* Banks shouid 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 benefiticiens to fund local zone suppost organizations

~ use watvers to make tax~cxempt bonds which support the clearance of wrban cites
more readily issucd by municipalitics

~ analyze programs for federal domestic assistance 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 stimulating whban reinvestment

Foley (Treasury Department):
submittcd Administration's proposal for EZs

]

Pryde (Pryde and Company):
* Administration's bill "simply liberalizes" rules for depreciating and cxpensing
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 defer capital gains taxes on sale of assets when proceeds are
iljvcstcd in zonc firms;

Wolf {(University of Richmend):
Raises three issucs:
1} Program design
2} Arca Seleetion
3} Incentive
* lligt of questions are avaiable with attachment
[
Three major points:
1) State and local enterprise zones are "alive and weil”
2) Clinton Administration atuned to statc EZs
3) Needs a better mix, although lsbor and capital mix is good (eg many small
busincsses cannot take advantage of a nonrefundable credit)
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Commentary

PERSPECTIVE ON THE INNER CITY

Back to Basics on Enterprise Zones

The Clintan pian is for com-

The Clinton pelitive selection of 100 “en-

¥ Administration has terprive  communities”’
; throughout the country, sach
9! turned 3 good }m intoa no larger than 20 square miles
‘A half-baked recipe for (Jess than one-eighth of Los

1 would be designated as

iy BARRY A. SAMDERS

“empowermenit” ones, with

noéunced “empowerment zones”
mount L0 balf-messures, which

are fine in cooking bt a recipe for failure
_in public poticy. Even though these gones
are al the heart of his urban agerxda and

|
Praxident Clinton’s recently an-

. the Pregident surely wanis to di some- |

thing that works, Jis play fails 1o chai-
lenge the built-in baresueratic and poli-
el hurdiss that prevent success. The
President must iake on the ebsiacles of
head-counting and logroliing mendated
by Congress. For now, Lhis urban agends
s¢ems barn not of governmens reinsvent-
ed bat of Warren Harding reincarnated.

Empowerment zones are the latest
vergion of the federal enterprice zones
championed by former HUD Secretary
Jack Kemp but never enacted in the
Bush Administration. The idea s that
ginee our worst iner cilies sre not
geaerating blasiness-Lax Fevenue, wi can
give mapr iax bresks W businesses
setting up by those argas 21 no cost o the
government Businesses then get a toe-
hold in the inner city and grow and
emplioy local residents; When she 1ax
benehils expire, in five or 10 yrars we
shouid find a thriving, iax-paying scene.
ny i our former economic wastejands.

To make 1his concept work, you must
give 3 iax break clear pnough and big
enciigh 1o motivate sonmeone 10 Elart a
business he ar she wonld not have
slarted, or o gwve a4 buziness o ihe
inner cily from ansther jocation, prafer-
ably ancther coupiry. This idea has been
tried mce&sfu!ly abread in what are
catled “tax holidays.” kst ¢ hag never
been trisd here—and H 5 60l being tried
in ihe program President {;’Zmzon has
sent ta Capitol Hibl.

somewhat betier benefits,
Five ol these would be in
mapr inner cities.

The madmom &x incentives in the
five big cities’ empowermeni zones wifl
be avaitability of some tax-exempl de-
velopment bonds, a new king of IRA for
local residents, some betfer {ax treatment
of capital investments and some wage
eredits for new employees in a few of the
sones. The wage crethia are to be saliioe!
o “mid-course corvectiona” if they ister
appear too expensive. A handfyl of
edsting government spending programs
are aiso supposed to stars focusing on the
ZONes.

This iz 1hin gruel for pur poorest Areas.
Ko one establishes a new business or
moves a business from another couniry
te 2 US imner city to take advantage of
“inducements” like these,

‘This espariment in moiivaiing the
private saotor 5 dead on myrival, not
berause anierprise 20nes are econon-
eably or vonceptusily wrong, but because
hidebound atatutory rules on calculating
costs and old-fashioned congressional
petitics gtand fiemdy In the way, The
congressionai “scoring” of the cost of an
enterprise 2one i$ reguired by law (o
consider every doilar not paid o the IRS
beoduse of 3 tax benefit o be treaied a3 f
i were a dolar spent by the government,
‘Fhis means that a sueccessful zone, with
plemty of thriving uginesses taking up
regidence in the inner city and employing
thousandz, will be considered 4n enor-

* mous expendditre by the government.

Never ming the fact that the government
geis almost no reveaue from the zone
now, and wili get full revenue from the
newly booming ares when the benefits

expire.
in sheet, the method of caleulating

“eosts” of an entesprise zone contradicis
iz theary and purpose, dwoming any
significant and successfiud effurt by find-
ing goverament expendiiures where
none €xist. The more i sucveeds the
maere prohibitive is it artifieial “cost”
Add o the “cast” per cone, as calen.
fated in Congress, the rraditional pafitical

' feed 15 pUL 7ODEE N 4S ManY Congres.

sional disiricts as possible. last year,
Congress passed a law hat proposed 3
mere 5 zones--more than soough to
eripple the program with only meager

benefils in each zone. Now we get a |

proposal for 100 zones, W be selesied
later in a time-consuming site competi.
tion, se 00 One knows now in whose
district they will go. This iz government
of the oldest school—a litte bit for
everybady.

The profdem is that enterprise zoney

“are not less soccessfid when irisd with

lesser Denefits; they do not work at all,
{intil benefita reach @ significant level,
there witl be noe new investment re-
sponse whatssever, All you will see s the
small geographic area sel aside for the
zone playing host 16 businesses sucked
sut of the surreunding neighborhoods by
the chance 10 save a few bucks, A tree
exercise in “beggar thy neighbor.”

The President must confront these
issies 1o make (he gones work, We have
to iry dramatic benefits, like a waiver of
all corparate axes and & % invest-
ment-tax credit for usinesses (that jocate
in and hire from the nner City. Do« for
five yoars and 4o R only i our five most
depresced cities. Autack the inappropris
ate “reoting” sysiem, which hinds cosls
where there are none, by changing the
law. Have the courage 1o aveid using
these zones 83 4 800 Lo évery member of
Congress, Without theye reinveniions, an
fdea whose time is sow i cerlain 1o be
perceived as a failed experiment, and we
whe are doveled 12 (he inner eity will

bose & Jever thal would multiply our.

success,

Barry A. Sanders, ¢ Los Angrles atior-
ney, 18 a co-chairman of RLA (Rebuitd
iA.L

Wﬂl Pasadenans Tax Themselves for Books?

¥ ii’;zaﬂes. To keep its system
i) dll

¥

H

Yibraries, will be slosed on Jan, L

The trewbles began for Passdens, as for

_ many California communities, i fate 198%

fat ansd s2ip Lthe tax, :
{rdinarily, that j2 g »=
gloean B Toendame t
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TO:

FROM:
DATE:
RE:

- MEMO o Towes

Bruce Reed
Mark Gearan :

Gene Sperling '
Ricki Seidman

Ann Walker

6/9/93

Summary of Yesterday's House Subcommitiee Hearing on Enterprise
Zones .

t
i

FYI -- The attached is a summary of the Second Roundtable on the Administration’s
Empowerment Zone and Enterprise Community Proposal.
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MQ%QRANDUM TO ANN WALKER
; \ .‘ \
DATE: - June 8, 19% x

COMMITTEE: Comumitiee on Bazﬁ{izzg, Fmance azxé Urban Affazrs
Subcommittee on Economic Growth and Credis Formation

SUBJECT: Second Roundtable on the Administration’s Empowerment Zone
é and Enterprise Community Proposal - ,

FROM: Jamie Harmon and Candice Waldron ‘

OVERVIEW

The Subcommitiee met ieday to begin consideration of President Clinton’s proposal to
create a two-tiered system of 10 Empowerment Zones and 100 Enterprise Communities.

According to Representative Paul Kanjorski (D-PA), the Subcommittee Chairman,
President Clinton's proposal differs from the previous administration’s proposal in that it
“stresses tax incentives for job creation {rather than capital formation), 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 living -
and working in these’ Zones,

POSITION OF MEMBERS ‘ g

Both Members of Congress in attendance were supportive of Clinton’s p:obosal, One
possible reason for their support is that both Rep. Kanjorski and Herbent C. Klein {(D-
NJ) represent decaying industrial areas.

In the coming weeks, the Subcorumittee will be examining and evaluating specific
elements of the President’s proposal,

COMMENTS ON CLINTON'S PROPOSAL

ion iti
Hon. Tony Scallon, Chair of the NLC Community and Economic Development 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 concerned that Clinton’s proposal may leave nany needy

-« communities behind, While there are 800 areas which qualify as dxstrasscd areas, |

-Clinton’s proposal would help only 110 of zhese areas {10 as Empowerment Zones end |
“ 100 as Enterprise Communities). The NLC proposes to include more of the distressed
* areas by designating Zones on a criteria of fiscal distress: . (For a wmpiate copy of hzs

tesum{;ﬁy, please contact Cenunumcamns Researe?z} A
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Mr Robcrt Z{%enek, NCCE!Z) ?reszdent, a;;;;iauds Chnt{)xz s prcposal as & comprehensive,
grassroots solution to the preblem. But he felt that it could be strengthened by:
1. providing more of a role for community development institutions;
2. including supermarkets and branches of major corporations (which are both
meixgzbie for incentives under the proposed law);
3. passing the Community Development Finance Legslatmn, which would create a
| government sporsored independent loan to give loans {o 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. 2470y which would rehabilitate
. abandoned industrial and commiercial sites to create jobs and clean up the
environment. This bill was introduced in the House by Rep. Mfume and in
the Senate by Sen. Riegle.

Craxg Hartzzwr, IDC Depaiy ﬁxrecter azz(i Art Banks, HDC Urban Enterprise Zone
Prograrn Manager, commended President Clinton for his creative proposal. However,
they thought it could be improved by:
1. making the federal program complement the efforts of existing programs, and
2. maadating reinvestment of tax savings into the Zones.
(For a compiew copy of their tesmnmzyx picase contact Ccmmuwcazwns Research.)

THE zw IANA EXAMPLE

Much of the cormmittee hearing focused on the success of Indiana’s Enterprize 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 1o 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 commuunity 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 jtself, -

CQMMEVTS

In the question and answer sectlon three srgmficant points were debated, In the
.. national siandards debate, Mr. Hartzper said that less government intervention is the key

Lot imnguzg private deliars intothe Zones, . Mr. Scallon disagreed, saying that guiding

' ‘ przzzc'zp!es (1 e, national standaz'ds) wcrc critical to mnmng an eﬁ’ecuve program,

. Onthe z;zzestmn of whether the. propasai wauld create g,zmd jobs, R&;} Kanjorski
questzozze:i the proposition that Empowerment Zones and Entaerprzze Communities

}
!
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. would create good jobs in high-technology industries. Mr. Banks responded by pointing
out that in Indiana, thousands of good jobs have been created, mcludmg jobs at a
number of GM plants and 2 major color TV manufacturer.

4
Play;zzg:"dawl'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 to help cities because they are part of America and because their
deterioration affects us all

)
1
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THE WHITE HOUSE
WASHINGTON

April 2, 1983

i
MEMORANDUM FOR INTERAGENCY WORKING GROUP ON EMPOWERMENT
FROS:' BRUCE REED AND GENE SPERLING
SUBJECT: DRAFT DECISION MEMORANDUM FOR ENTERPRISE ZONES

L3

Attached is a8 draft of » decision memorandum on enterprigs zones
for your review. 1f you can get back to Paul Dimond with your
comments and suggestions by the end of the day on Monday, April
3, that would be most helpful. If this presents any problem for
you or for your principals, let Paul know B0 that we Ccan
cocﬁdinate the timing £or the rest of the process,

we plan to hold a meeting by mid-week that would include the
Secretaries, &8 well as Bob Rubin and Carol Rasco We would like
to present the issues for review to the President by April B (€
at all possible.

|
We look forward to your comments and suggestions. We apprecinte
your continuing insights and assistance.

3
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April 2, 1993

MEMQRANDUM FOR THE PRESIDENT

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

SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY

. INTRODUCTION
A.  ACTION-FORCING EVENT

Almost one year ago, you toured Los Angeles after the riots and predicted that despite
all the medla 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 oomc forward with an empowerment strategy, the better. The long-term success of your
econormc plan and your Presidency may depend on it.

B. |BACKGROUND

IShonIy 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 rcform and safe
streets] We brought half a dozen agencies together to rethink existing programs and to begin
dcvclopmg a new, comprehensive empowerment strategy.

JFor the past two months, the policy shops at HUD, Treasury, Agriculture, Commerce,
and OMB have worked with the NEC and DPC (hercafter the Working Group) on the first
stage of 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
enterprise proposal presented here is bolder and more innovative than anything any previous
administration has put forward. While we recognize that Congressional realities may force us
to temper such ambitious proposals, we nonetheless believe that this proposal can be passed
into law and will lay the foundation for dramatic progress in poor communities across the
country.
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C. ECONOMIC EMPOWERMENT STRATEGY

'We believe that the economic portion of your comprehensive community development
strategy should include four main pillars: economic empowerment zones, community
development banks, strengihening the Community Reinvestment Act and fair lending
sequirements, and a major community parinership against crime that will enable these
commzzmzzcs to promote enterprise. This economic empowerment strategy is only a portion
of what your administration hopes 10 accomplish in poor communitiss, through health care
reform, welfare reform, family policy, and 50 on; and our empowerment agenda is éa:szg}%d ©
maximize the return on those invesiments.

I'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 lefi-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 io buy a home or o build s
business, a cop on the block, a chance to take back their neighborboods and; above all, new
and expanding businesses that generate jobs.

I
II. | ECONOMIC EMPOWERMENT ZONES

A.  PRINCIPLES

" In developing our economic empowerment zone proposal, 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 apd Community Empowerment: Too many enterprise proposals focus
only on improving a particular place, and do little to empower the people who five there,
Other proposals focus exclusively on the individual and ignore the community. We need
new zapproach that empowers people and improves places at the same time.

3. Bottem-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
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
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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 proposal.
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 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
changc 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 HR. 11

‘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 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 S-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 1o Senator Bentsen's heroic cfforts,
our cntirc working group -- including Treasury —- agreed that we should go further.

Bascd on our review, our Interagency Working Group reached a substantial consensus
and rccommcnds 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 of focused enterprise zones, 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.

2. Reinventing Government —- Challenge Grant Process: No amount of outside
financial help will enable entreprencurs 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, 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

|

1 ¥’
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incentives and additional federal dollars, po matter bow targeied, will never b eoough to tum
a troubled community around. That is why, over the long term, we hope the real value of
these empowerment zones will be 1o serve as magnets for innovation and additional
investment by the public and the private sector.

4. Individual empowerment: We need to empower individuals as well as
communitics, by offering access to capital, savings incentives, and other measures to promote
work, ‘entrepreneurship, and asset building.

1. CONSENSUS PROPOSAL

« 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 section,
we summuarize the consensus proposal. (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 Neighborhoods: 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 therefore designed a two-tier approach:

. 3 10 Economic Empowerment Zones would receive the full armay of tax incentives and
. a concentrated portion of the Enterprise Block Grant Funding, in addition to
participating in the community policing, community development banking, and
. reinventing government/deregulation initiatives

& . 100 Enterprise Neighburboods would receive a few of the tax incentives and a
- smaller amount of Enterprise Block Grant funding, in addition to pasticipating in the
© community policing, community development banking and reinventing government—
" deregulation initiatives

Forty percent of all the zones would I reserved for rural communities, inchuding
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
challenge grant process at the same time.  All of the enterprise zopes therefore could be
designated and in operation in the first year of the program.

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

? short on strategic planning to promote economic development because they are
' fragmented vertically among three icvais of government and horizontally among

program categories

s burdened by complex reguliations, duplication and lack of coordination that discourage
_private initiative

We propose to remedy these shortcomings by running the eutire economic empowerment
program through a competitive, challenge grant process: No spplicant will be eligible for &
single dollar of federsl enterprise support unless it submits a strategic plan
demonstratmg how the community will reinvent the delivery of relevant government
services. The chaklcngc grant process is designed to empower focal communities to be as
mnmatwc as possible in their planning.

This challenge process counsists 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:

‘e potential to enable the targeted area 1o become an integral part of the local
’ region's economy and to empower residents to become full participants in the
economic snainstream

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

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

. pature 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 assefs and governmental programs and new

. federal empowerment initiatives to provide safe sireets, access to private
capital, 2 more skilled workforce and real enterprise opportunities for zons
residents

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

b. Single, Interagency "Enterprise Board:" One~Stop Shoppling for
Federal Assistance. To facilitate real reinvention by Jocal applicants, the federal
government must become equally responsive, innovative and flexible, We therefore
recommend that an Interagency Council-—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 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 o
iprocess requests for waivers through the Interagency Council with respect to non-
‘enterprise federal funds and programs.

¢. Enterprise Block Grant for the 10 Economic Empowerment Zones. We
‘recommend that the 10 Economic Empowerment Zones receive a substantial Enterprise
‘Block Grant, on the order of 3150-175 million per urban zone {and $30-75 million
per rural zone) for FY 94-98. This will enable local communities to craft a wide
variety of creative initiatives fo augment other incentives, state and local resources,
{and private sector commitments in order 10 build 2 thriving economy.!

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

- commitment to enterprise and job creation

. compliance with {ederal civil nights, environmental, and worker safety
requirements

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

®»  periodic review of results

E

These Enterprise Block Grants could be used for a variety of purposes, such as:
* providing self-sustaining loan loss mserve funds

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

» contracting for technical assistance, 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
cxpansion

. providing matching support, loans or gap financing for the work of non-profit
cammunity development corporations, cic.

d. Reinventing Current Funding — Flexibility for all 110 Zones: The
consensus proposal calls for much more than just assuring that the 10 Economic
.Empowerment Zones have the capacity to reinvent government concerning the new
iEnterprise Block Grants funds. More fundamentally, all 110 zones will be provided
(with the flexibility to use a coordinated strategy for deploying existing funds and
.existing programs. Thus, all 110 zones = both tiers — would be offered significant
‘deregulation. Ideally, we would like to provide almost complete flexibility within and
jacross programs. The siatutory and political obstacles to such sweeping structural
ireform of federal programs and agency operations, however, are significant. In the
z'zcxz section —— Pant IV, Alternative Options —~ we therefore discuss s:vcral
Lapproaches to expanding the scope of the existing waiver authority.

¢. Periodic Review of Results ~~ Independent Evalustion and Sunset. In
consultation with the Enterprise Board, the Designating 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 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 cach zone. Based on a review of the results, the
Designating Secretary should be authorized to reduce or terminale enterprise funding
-and tax incentives for any community that is not achieving results, unlass the
community revises ifs 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 President, and to
lthe public should be made at the end of five years and again at the ead 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 the end of
fen years. By requiring new legislation, this will assure serious consideration of the
‘lessons learned from our expericnee with federally supported cnterprise zones,

‘3. Tax Incentive and Investment Provisions. To provide a picture of the nature and
scope of the incentives and investments in the proposal, we offer a list before briefly
describing each.
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16 ECONOMIC EMPOWERMENT ZONES
INVESTMENTS

@ Enterprise Block Grants (§50-175 million)

‘& Community Development Banks

# Community Policing

# Coordination and Flexibility with Existing Funds

» Education Enterprise Funds

® Eligibility for Participation in a Range of Innovative Federal Experiments

EMPLOYMENT TAX INCENTIVES

& Employment and Training Credits (ETCs) for zone residents

's A multi-year ETC for employers located in the zone :
# Targeted Empowerment ETC ("TETC™) for all employers

& An ETC Opportunity Card for zone residents

CAPITAL INCENTIVES

® Increased property expensing under Section 179
® Accelerated depreciation for all investments in tangihlc propenty in the zone.

® Tax-exempt Private Facility Bonds for investments in tangible propcﬁy in the zone,
& Expansion of the Low Income Housing Tax Credit

EMPOWERMENT INCENTIVES

# Resident Community Investment Corporations (CICs)
® Worker Controlled Enterprises (WCEs)

» Resident Empowerment Savings

|

[
100 ENTERPRISE NEIGHBORHOODS
INVESTMENTS

# Enterprise Neighborhood Grants (35-15 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



mz;mymsm TAX INCENTIVES
None

CAPITAL INCENTIVES
& Tax-exempt Private Facility Bonds for investments.in tangible property in the Zone
L Expansioﬁ of the Low Income Housing Tax Credit

EMPOWERMENT INCENTIVES

& Resident Empowerment Savings Account

BRIEF DESCRIPTION OF ZONE TAX INCENTIVES:

We helieve tax incentives should be designed to promote the creation of new
&nicr;amc in the zone, t0 encourage the expansion of existing zone businesses, to increase
emp§o§mezzz of zone residents, and to empower zone residents 16 work, to save, and to build
their {}Wﬁ 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 employers and
incentives for hiring zone residents. When combined with a coordinated private sector
campaign 1o secure $he acceptance and support of cmploycrs, they also empower residents to
seck employment, 1o obtain and hold jobs and to receive training. We mcz}mmcnd allowing
each employer to take advantage of gither

* a 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 edocation and
training; or

. a two-year Targeted ETC ("TETC") for employers, whether or not located within the
zone-~20% of the first $12,000 in the frst 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 qualified zonc resident will rececive an empowerment card in the mail which can
be presented 10 8 prospective employer to qualify for the ETC. The same card will allow
them to open @ Resident Empowerment Savings Account (discussed below) and a checking
account with the nearest Community Development Bank. It also could be used in future
experiments in electronic delivery of food stamps, AFDC and job training money.
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‘The TETC has independent empowerment value for zone residents because it provides
them with a bounty to join the economic mainstream wherever jobs cant be found in the Tabor
market! In addition, we also recommend that DOL, HHS and Treasury work with the Ten
Economic Empowerment Zones fo experiment with an alternative to the Targeted ETC:
provide the prospective employes with an incentive for getting and holding a job, whether
through an expanded EITC awarded with each paycheck or through a bonus voucher to be
cashed with each paycheck.

Capital Tax Incentives. {10 Economic Empowerment Zones only) We recommend a
msi_mmm_appmach that is designed to aid enterprises with zone resident workforee
rc:prcscintatlon of at least 35%. The proposed cost recovery includes two components:

» increased property expensing under Section 179 for qualifying investmients in
depreciable property, up 1o a $75,000 cap, phasing out for larger investments above
$300,000)

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

’3‘!&:5:: cost recovery proposals comploment the tax incentives contained in your
pmposcd budget. They will provide substantial incentives that will be particularly valuable to
starting or expanding micro~enterprise, small business, and community~based firms.

Stakeholder Empowerment Tax Incentives. {Economic Empowerment Zones) In
addition to these work empowerment incentives, we also want 1o empower zone residents to
own & piece of their community and have a stake in the place where they work. We
recommend interest exclusions o spur investments in Community Investment Corporations
and sdézizonal incentives for Worker Controlled Enterprises:

Jvests ; , owned 51% by zone residents,
couid be spzzm:d tizmagb mzcwst excltzsmns 10 lenders for loans made to CICs
for purchase of qualifying zone tangible assets. This will empower CICs, for
example, to acquire and develop land, to purchase TV and Fiber Optic cable
s;:rving their communities, or {6 participate fully in new information networks.,

‘:He do need, howaver, to distinguish this fincentive from
the Targeted Jobs Tax Credit, where certification of eligibility
in one of the 10 categories by DOL has too often operated to
stigmatize progpective applicants as inferior in the eyes of top
many employers. An education campaign for prospective employers
is therefore esgential with respect to the Enterprise TETC. The
extent of private employer commitment to participate should be
one of the factors used by the Secretaries Iin the Challenge 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
.control of their economic destiny. '

e  Worker Contolled Enterprises (WCES), owned 51% by zone resident

employees, could also be encouraged through tax incentives, First, interest on
loans to permit resident workers {0 start, acquire and expand WCEs could be
excluded from taxation to a lender. Second, repayment of principal and
iinterest on the loan would be a deductible business expense to the WCE, With
full disclosure, full voting rights, worker control, annual reporting of individual
sha:z: values fo each zone shareholder, and deferral of taxes to the worker until
saic of shares, the WCE will empower resident employees with a full
‘ownership stake in 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 development banking initiative and the
low-interest loans available through the Community Investment Program of the Federal Home
Loan Bank System. Moreover, loans will only be made when an mdcpc:némt, third party
lender determines that the proposed investment by the CIC or WCE is likely to work., We
believe that these empowerment incentives are core components of the pew direction that you
are charting.

. Resident Empowerment Savings Accounts: {(all 110 zones) This individual savings

plan wsll provide the first proving ground for implementing your pledge 10 establish
Individual Development Accounts to empower low-income Americans to fake the first steps
toward ccononnc self~sufficiency. A 50-percent tax credit would be available for a
contnbunon by an employer, CIC, or WCE 10 a Defined Savings Plan (”i}S?”) on behalf of
cmployccs or members who are zone residents. Part;z:xpatmg zone residents could also
contribute to the DSP on a tax deferred basis. These savings could be withdrawn {or
borrowed against) without penalty to pay for educstion, purchasing a first home, or starting a
small business.

¥

Tax Exempt Private Facility Bonds: (all 110 zones) In order 10 promole 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 {¢.g., a business) will be limited to $3
million in any one zonc and a total of 320 million across all zones.

Expansion of the Low Income Housing Tax Credit: (all 110 zones) All zones will
be viewed as a “difficult to develop” arca for purposes of increasing the Low Income Housing
Tax Crcg:’lzt to 91 percent 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 recommend that the
ten Economic Empowerment Zones receive a substantial Enterprise Block Grant, on the order
of $150~175 million per urban zone and $30-75 million per rural zone, As described above,
in cnu;unc:mn with other federal investments and incentives, state and focal resources, and
privaig sector commitments, this will enable local communities 1o ¢raft a wide variety of
creative initiatives to build a thriving economy.

Community Policing: (Economic Empowerment Zones and many of the 100
Enterprise Neighborhoods): All zones will be eligible for additional support for Safe Streets
from the $500 million of the FYs 9394 baseline which has been reserved 10 meet your
pledge|of 100,000 additional cops on the beat.

{Community Development Banks: (Economic Empowerment Zones and many
Enterprise Neighborhoods) The 10 Economic Empowerment zones will be given first pz*iority
on having a Community Development Bank. The other zones will be eligible to participate in
your mmmumty lending initiative ip order to access private capital and financial services,
Each applicant must demonstrate in its strategic plan how it plans to do so, including
financing CIC's and WCE's, among other enterprises.

Enterprise Neighborhood Granis: (100 Enterprise Reighborhoxsy The second tier
zones w:lI receive Enterprise Neighborhood Grants. The grants would range from 15 million
to $20 mxil:cn dollars for urban zones and from $5-10 million for rural zones. This grant
would ;icfraj, the costs of planning and start-up, as well as provide funds to stimulate new
initiatives. We are also confident that many foundations, universitics, nop~profit community
groups and others will step forward to assist affected communities in eit:vcia;smg a strategic
plan.

4. Eligibility for Participation in Inoovative Federal E<periments: (Economic
Empowerment Zones and many of the 100 Enterprise Neighborhoods). 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
c&mmamucs by the Challenge Grant Process will inspire 8 wide variety of private sector
initiatives and public-private partnerships. Once designated and in operation, 110 community
1a§0ra¥£§r;cs across the country will be working fo prove what works and what doesn't.

Several of the Agencies belicve that the consensus proposal provides an excellent
challenge grant process and a unique platform to try a number of significant new policy
approaches that will alzo contribute to the sconomic revival of distressed communities. As a
result, each zone will be cligible to compete through the enterprise challenge grant process for
a variety of special demonstration grants offered by different federal Agencies.
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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 fo implement the new imitiative in the context of their
own strategic plan. The respective Secretaries, in cooperation with the Enterprise Board, will
designate the winners based on the merits of the applicant’s plan, provide a single point of
contact for wajvers, and review progress based oo resulis.

DoEd, for example, has asked to include, and to provide funds for, a comprehensive
Enterprise School Communities initiative to implement the National Education Goals in order
to promote enterprise in the 2one. This proposal will provide the opportunity for
communities, familics, service providers, and the private sector to pull fogether 1o learn for 2
tifetime of earning, saving, investing, contribuling, and participating.

‘DOL, HHS and DOJ have also requested that a variety of demonstration opportunities
for such local innovation be included in the enterprise challenge grant process: ¢.g., school-
to-work, apprenticeship, welfare-to~work, unemployment-to-work, drug prevention and
rchabilitation~to-work, and related juvenile justice initiatives. Commerce has suggested
foreign trade zones, entreprencurship training and enterprise assistance. HUD, Agriculture
and DOT will also make available similar opportunities for focal innovation, including
Section 8 and Moving to Opportunity vouchers, Access to Opportunities (including
transportation and job matching), HOME, and Youthbuild. The number of zones that will be
able to participate in each demonstration will vary by federal initistive, but the prospects are
excellent that there will be a substantial number in many of the zones, The appendix attached
at Tab B provides a list of iniriatives now under consideration by the Secretaries.

5. Budget. Your budget includes $4.1 billion in tax expenditures for enierprize zones.
The consensus proposal reaches for $6 billion by using $1 billion that is curréntly in the
baseline for Community Investment (8500 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—vear period, FY94-FY98.

Source of Funds ’ $ in Millions
Tax Expenditures ' 4,160
Bascline FY93-FY 94 1,000

HUD and AG Contributions 960

Total m

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 once
the discretionary caps are lified after FY9S5. This would then mean that the $6.0 billion



- - A e - [EE T ———

-14-

would be evenly split between tax incentives and funds for the Enterpirise Block Grants.?

- Of course, the total amount of federal funds dedicated to the Economic Empowerment
Zones.and Enterprise Neighborhoods will be greater than $6 billion. As described above,
agencies will target portions of their new initiatives 10 the zones. All enterprise applicants
will also be challenged to establish Community Development Banks and other Community
Development Financial Institutiops under your community lending initiative,

Use of Funds | $ in millions

,Tax Incentives
In Economic Empowerment Zones

Property Expensing 248
Accelerated Depreciation 35
ETC 1,370
TETC 700
CI1C Interest Exclusion 140
WCE Incentives 327
2820
All 110 Zones
Savings Plan 20
Facility Bonds 50
LIHTC 110
A B0
Sub~Total 3,000 :

2 Any such ghift from tax expenditures to enterprise grant

expenditures can be accomplished in cne of three ways:

. make appropriate revisions to our budget requests and the
new caps for discretionary spending for FY's 1§§&w98

* amate an Enterprise Entitlement Expenditure on “k;zm
mandawry side of the budget, .tm:lﬁdmg both tax mﬁ
enterprise grant expenditures

. if a request is going to be made for & raise in the
discretionary oap for other invesiments, raise t:lm reguest
by the $1.1 billion ampunt.

Under any ©f the three alternatives, there would be no increase
in total budget suthority. We chose the first of these
alternatives because 1t is most within your control. You can
defer:decision on this issue until the larger budget pictura
beccmes clear.
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Investments
In Economic Empowerment Zones
Enterprise Block Grants 1250
1,250
Available in All 110 Zones
Commurity Policing 500
Enterprise Grants 1250
1750
Sub-total 3000
Total (excluding other federal initiatives) 6,000

IV. 'ALTERNATIVE OPTIONS
A. NUMBER OF ZONES:

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

Optlon 2. 25 to 50 Major Zones: Sccretary Bentsen is concerned that Congress will
not acccpt our proposal to focus more of the federal enterprise support on 10 zones, while
prov1d1ng a lesser amount of federal enterprise support to 100 zones. He therefore proposes a
total of 25 10 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.
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 Sccretary's concern, we
noncthclcss recommend Optmn 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 experiment
while giving more members of Congress a visible accomplishment for their constituencies.
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DECISION

Number of Zones

10 Economic Empowerment Zones and 100 Enterprise Neighborhoods

2550 Major Enterprise Zone's

Discuss Further

B.  TAX INCENTIVES

There are two issues conceming tax incentives. {The appendix at Tab C is Treasury's
anaiyszs of the tax policy concemning these issues, as well as other tax incentives.)

1. "BLANKET” vs. "INCREMENTAL* ETC FOR ZONE EMPLOYERS

Option 1, Blanket ETC: This is the consensus proposal described above, a credit to
the zonc employer of 25% of the first $20,000 of cach zone resident employee's wages and
qualifying expenses for education and training. The credit app%ics ta all resident zone
cmployccs 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. Incremental ETC: This ETC is applicable only to incrsases in eroployment
of zope residents (where total employment also increases) from 2 stated base, ¢.g., 80% or
100% of a three~year running average. It could be figured on the basis of the first 520,000
in employee wages and training, and the percentage amount of the credit coukd be 25% or
higher. The Incremental ETC costs substantially less than the Blanket ETC and is targeted to

£xpansion in employment. .

RECOMMENDATION: We recommend option 1, the Blanket ETC, We are
unanimous in this recommendation, but the majority of the working group believes this is a
close call.

The Incremental ETC would be much more difficult for emplovers to snderstand and
would involve much more paperwork. It also would disadvantage existing zoune businesses,
which will receive credit only for expansion in employment, while businesses that are new ©
the zone would receive credit for all of their resident employers. In addition to costing more,
however, the Blanket ETC has another potential 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 total employment. On balance, the Blanket ETC should prove more

1



effective in reducing the cost of doing business in the zone.
DECISION

Blanket ETC

Incremental ETC

Discuss Further

!
i

2. INTEREST EXCLUSION VS TAX EXEMPT BOND FOR WCE'S AND CIC'S

1

'Option 1. Interest Exclusion: This is the consensus proposal described abovew-
lenders may exclude from taxation the interest received on qualifying loans made to Worker
Contro;lcd Enterprises and Community Investment Corporations.

Opnon 2. Tax Exempt Bonds: Treasury proposes providing such financing only
through a Zone Empowerment Tax-Exempt Bond, which would be exempted from the caps
oD statc and local bonding authority. Treasury is concerned that the impact the empowerment
incentives under Option 1 will be uncertain and that the benefits will acerue 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 CIC or WCE to assure
compiiancc with applicable law.

RECOMMENDATIO‘Q We recommend Option 1. These "stakeholder” tax
incentives are core components of the consensus proposal, Under either option, no loan will
be madc unless the underlying assetf, whether a business or land, supports the loan. As these
empowerment incentives are limited to the 10 Economic Empowerment Zones, we belicve
that it is important to test their full impact with as many potential lendes—-investors, with as
low a 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 techmcal assistance to prospective WCE's and CICs.  Although the Treasury proposal
pmﬂdcs one appropriate mechanism for overseeing the funding of such loans, we do not
believe it should replace a more broadly available interest exclusion.

DECISION ‘
— Interest Exclusion on WCE/CIC qualifying loans
— Tax Exempt Bond

oo Discuss Further
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C. FEDERAL WAIVER AUTHORITY FOR EXISTING PROGRAMS.

A particufarly thomy problem for our proposal to seinvent government is the
categerical nature of many federal programs and the limitations on our ability to provide
waivers both within and between zx;szmg, programs. Time and again, mayors and governors
have complained that they would be in a better position to mest our epterprise objectives if
they were free 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 Inicragency Council under our proposal, Former President Carter made
much the same point when be visited with you last month about the Atlama Project: we
would not need 10 invest much more federal money fo revitalize urban America if we
empowered local communities to apply existing federal funds flexibly in conjunction with
State and local resources, and private enterprise.  Just this week, Mavor Daley submitted a
pema?ivc report on the burdens of the regulatory federalism that we have inherited.

FAlthough we propose to eliminate all burdensome strings from the Enterprise Block
Grant Fzmcimg, such radical deregulation of existing federal programs is a formidable
cha%icnge We believe there are at least three approaches to providing greater flexibility and
responsiveness with respect o existing federal programs:

i

Option 1. Pilot Regulatory Reliel: seek Congressional approval in the Enterprise
legisiation to authorize the Interagency Council to issue general waivers, both within and
across a specified range of programs relevant io promoting enterprise, in cach zone.

Option 2. New Walver Authority: seek legistative authority for the Secretaries on the
Enterprise Board to develop criteria for general waivers within specified programs and greater
asszstancc in coordinating across programs in sach zone.

Optmn 3. Administration Budgeting: beginning with the FY 95 budget request,
mcrcasc the Enterprise Grant by an agreed amount and seek lower appmpmtzans from 3
range of existing programs.

RECOMMENDATION Wc do not have a firm recommendation with respect to the
three options.

The first approach —— pilot testing broad regulatory relief in the enterprise zones — is
most il keeping with our basic goal of reinventing government and would be strongly
supported by the mayors and governors. It may complicate passage of the Enterprise
legislation. We do not know whether Congress would be as willing to go along with such 2
radical restructuring. It may also give pause to some of the Secretaries as zhzg work with
you to nrake plans to initiate new national programs.
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The second approach —— new waiver authority ~- will provide substantial flexibility

and responsiveness compared with the current situation. To be efiective, it must also be
included in the Enterprise legislation; but Congress should be receptive to such parrower
statutory waiver authority as a part of the Enterprise package. With occasional White House
, m:cwemmn to resolve major policy disputes, the Diesignating Secretaries, working in
cmpcratlon with the Enterprise Board, will be able {a} to develop zt.asonabiy general and
flexible criteria for general waivers within programs and coordination of efforts across
programs and (b) to provide a single point of contact for all applicants.

'The third approach -- administration budgeting to enlarge the Enterprise Block Grant
via a mduman in other programs ~~- could proceed beginning with the budget for FY96.
This would also require the cooperation of Congress and the support of program constituents.
By next year, we may also be in a better position to determine whether a more comprehensive

"reinventing government” initiative based on waivers across programs is workable. In any

event, the third approach is not a viable alternative at the outset; it can only serve as an
fmportant supplement to be added in FY 1998, if you decide to pursue new waiver authority
from Congress at this time,

Given the uncertainties and the need for full Congressional cooperation to implement
any of the three approaches, we recommend that this issuc be explored fully with Congress
and the constituency groups as a part of the process of working with Congress and the
Secretaries to seek Congressional support for your enterprise initiative.  'We believe that such
a cooperative and full consultation with Congress may offer the best prospects for agreeing on
an approach that provides the most flexibility in federal regulation that we can achieve, even
on a pilot basis, for enterprise zones at this time. ‘

DECISION

: Propose sweeping regulatory reform now, albeit on a pilot basis, to allow the

; Enterprise Board to waive regulations across a designated set of programs as
part of approval of applicant's strategic plan

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

Consult with Congress

Discuss Forther

D. Consensus Proposal or "Low Cast” Alternative,

Option 1. Consensus Proposal: This is the $6 Billion proposat for 10 Econvmic
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Empowerment Zones and 100 Enterprise Neighborhoods 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 goverament, but
witbout spending any funds beyond what is already provided in the bascline or the other pew
investments proposed in your overall budget. _

‘OMB has reservations concerning the use of any tax incentives or new Enterprise
Grants. OMB argues that tax incentives will oot be very effective in stimulating new
business development and jobs in distressed areas or, if suceessful, will be too costly to be
witely replicated in other arcas. Or they foar that entferprise zone tax incentives will draw
employment from other economically depressed areas.

H

In addition, OMB 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 strategics is premature and, given general
budget constraints, may preclude any other major initiative to help cities during your
Administration.

i)f&i!?» 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 r:ntcrpnsc zones 1o fund a major urbanfrural development or welfare
reform initiative later. OMB's option would:

® provide no, or minimal tax incentives;

!

® provide no new spending for enterprise block grants;

o concentrate, in a small number of zones, discretionary resources from existing

programs {many of which are substantially increased by the proposed budget) through

an car~-marking or set aside mechanism for Enterprise Block Grants,
The at:aéiuncm at Tab D summarizes OMB's proposal,

RECOMMENDATION: There are four reasons why the Working Group strongly
supports the Consensus proposal,  First, while some of the working group were skeptica)
about the effectiveness of tax incentives, we feel that we have come forward with a

thoughtfil and targeted tax incentive package that will make a significant difference.

Second, enterprise zones have popular, bipartisan support because they rely on tax and
market incentives. If we delete this aspect, we may lose support for the proposal.

Third, it is politically untenable for you to wait a year before coming up with 8
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sxgmf;cam urban coonomic proposal. It would send a misleading and destructive signal of
retreat’ on your commitment o urban and rural Amernica,

Finally, and most impontantly, we believe that the tax incentives, in combination with
the reinventing government and new investments, add up to an excellent proposal. Both of
the cotchairs, Bruce Reed and Gene Sperling, feel that this proposal will be perceived not
only as a bold stroke on enterprise zones, but also as a thoughtful new directiop for building
a comprehensive empowerment and community development strategy, This proposal can lay
the foundation for a new agenda to empower individuals and communiries to take
responsibility for their own economic futures, for becoming full-participants in the economic
mainsiream.

PDECISION

— tCTERENCY Consensus Proposal
— TLow-cost” OMB Proposal

——— Reieet all proposals, Discuss Further
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* The members of the NEC~-DPC Enterprise Zones Working Group foclude:

AGRICULTURE  Robert Nash CEA Joe Stiglitz
Ron Blackley Kevin Berner
Miike Alexander

COMMERCE John Sallet pDrc Bruce Reed
Larry Parks Paul Weinstein

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

TREASURY Maurice Foley OMB Chris Edley

: Val Strehlow Ken Ryder

Edith Brashares Steve Redburn

VP Greg Simon

We have also received important contributions from:

DoEd | Mike Smith
; Anita Estelle
Torn Fagan
HHS David Elwood

LABOR Lary Katz
: Carolyn Golding

H

Within 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 will be reviewing all existing programs and a host of new
approaches in order to help you implement the new direction that you are charting.

H
H



EXECUTIVE SUMMARY
ECONOHMIC EMPOWERMERT IORES
ENTERPRISE REIGHBORHOODE
I. Eligibility
+ objective criteria for zone--

Minimun Population

Urbars 15,000
Rural 5,000
Maximum Population 1060, 0006
. Maximum Area in Sguare Miles
' Urban 20
Rural 1000
Maximum number of non~contiguous
BTEAS
Urban 3
Ruyal, if within Btate 3
Rural, if multi-state 0
Mazimum number of States
Urban 2
s Rural 3
’ Minimum % of Households in Poverty
In 50% of tracts 5%
In 20% of tracts 25%
In 100G% of tracts 20%

Additional Rules:
1.CBD may be included 1£f at least 35%
poverty rate '
2. O population tract may be included
3. Tract with 2000 or fewer residents
may be included iff zoned 75% or more
commercial or industrisl {(unless CBD)
4. Becratary discretion to walve 1ff
substantial compliance with criteria and
targeted area boundaries coincident with
state or local enterprise designation prior
to January 20, 1993

I1. Challenge Grant Process
;

. & grant process to challenge the local applicant to
develop a comprehensive strategic plan, in partnership with the
affected community, to reinvent the way local, state and federal
government does business in order to eéenable private enterprise to
flourish in even the most distressed areas



« @each applicant must demonstrate that it has a
comprehensive strategic plan to coordinate government funding
across jurisdictionsl lines and among categorical programs on the
most affective afficient vesponsive, and entrepreneurial basis
in order to provide services and a regulatory environment
esaential to the growth of enterprise

» evaluation and aspproval by Secretary of strategic plans
based upon the following criteria--

axtent of partnerzhip with affected looal
comnunity and residents in formulating and implementing
plan

nature and scope of tangible private sector commitment
to promote enterprise, including evallabiiity of
insurance and credit, participstion of community
organizationg and the non-profit sector, and
complementary sctions by state, regional and local
authorities

immovation 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
cpportunities for zone residents ¢ promote enterprise

potential to enable enterprise zone 1o become Bn
integral part of the local region’s economy and to
gmpower its residents t0 become full participants in
aeononic maingtreas

cbiective benchmarks for measuring progress prosoting
. enterprise, reporting resulte, and making mid-course
| corrections

I1I. Designation and QOperation

« Designetion of 80% of zones HUD BSecretary and 40% by
Agriculture Secretary, in sonsultation with Interagency Counoll--
the Enterprise Board

-iReview, nagotiation and approval of gach local Strategic
Pian by Designating Secretary, in consultation with Enterprise
Boarg

« ‘Designating Secretary scts as single point of contact for
Enterprige Board to assure flexibility and necessary waivers to
anable | Designae to proceed with aspproved Strategic Plan

+« Ten-yeay duration

v ‘Performance review by the Designating Secretary every year
based On progress of each designes in meeting its benchmarks



+ Based wpon review of results at the end of year 4 and 7,
Enterprise Blovk Grant subject to reduction or elimination or
Pesignation subject to termination by Designating Secretary,
unless strategic plan revisad

Iv. %eéetal Inducenents

A. Avallable to all zones (Enterprise Nelghborhoods and
Economic Empowerment 2ones)

Defined Savings Plan

Community Lending Initiative

Community Policing, Safe Streets, Cops ¢n the Beat

Eligible for applying for innovative federal
initiatives pursuant to challenge grant
{listed &t Tab B)

Tax-exempt Private Facility Bonds Relief

Low Income Housing Tax Credit Designation

8mall Enterprise Block Grants ($15-20 million per

urban Enterprise Neighborhood; £5-10 million per

rural Enterprise Neighborhood}

Federal Deregulation snd One~Stop Assistance

« Availsble only to Economic Empowerment Zones

New Frontier Homesteading-~Community Investment

Corporation {(interest exclusion) and Worker

Controlled Enterprise Incentives (interest

exclusion to lender, deduction for payment of P&I

to WCE, deferral of gain to worker/shareholder)

Credits for employvers in zone for wages and
expenses for training zonge residents ("ETCT}

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

Capital and investment incentives for Quslified
CEP Business and Qualified CEP Property ww

Property expensing {section 179}
- Avecelerated depreciation

Large Enterprise Block Grants (5150-175 miliion
per urban zone; £530-7% million per rural zone)



V. Budget: 1994~98

Iin Millions
Yarx Incentives

10 Economic Empowerment Zones

Expensing 8§ 248

Accelerated Deprecistion £ 35

ETC 81370

TETC $ 700

§ CIC Interest Exclusion T8 140
WCE Interest Exclusion 8. 327

52820

All 110 Zones

Savings Plan ’ 8 20

Facility Bonds & B0

LIHTC $_110

& _180

Total TAX $3000
Community Policing -~ ALl 110 Zones §_500

Enterprise CGrants

10 Evonomic Empowerment

Zones 81250

110 Enterprise Neighborhoods $1250

Total Enterprise B2BO0

. Total Investment . 83000
1

Total Budget 86000

vi. Evaluation and Sunset

fznﬁep&ndant reviev and evaluation by the National Academy
of Sciences and reporting of results, findings, and
recommendations, first, in 1998 and, again, in 2003 following the
decennial census

«Periodic performance rxreview by the Designating Secretaries,
with the Interagency Working Group, and report to the Presldant
and to the Congress of the results, with mid-course corrections
#s reguired

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



LIST OF POSSIBLE FEDERAL CHALLENGE GRANTS FOR WHICH
ALL 110 20NES ARE ELIGIBLE TO APPLY

Enterprise Schoel Communities (DOED with HUD, HHS, DOL, Commerce)
Foreign Trade Zone {(Commerce)
Minority Business, Small Business, and Microenteyprise (S8BA)

Make Work Pay--sarnings supplement, medical protection, child
care and transportation, like New Hope Project in Milwaukee (HHS,
Treasury)

JOBS Distressed Area Demongtration--intensive, longer term
training and community support, job matching throughout labor
market, with many more immediate benchmarks, like Proiect MATCH
in Chimago {HHS)

JOBS welfare-to-work training, earnings supplements and employer
wage and training incentives {HHS)

Guarantee jobs, require training and require work (HHS5)
Make JOBS cpen to twe parent families (HHS)

Help young pecple become saz£~$uffiaient before begetting
children {HHS and DOEJd}

Parents Failry Share Projects and other pilots to aBsure that
fathers work and provide support for their children {HHS)

Youth Fair Chance, Youthuild, and Bchoonl-to-Work Transitiong--
link youth apprenticeshlip and education t¢o economic and community
development projects in the zone (DOL, HUD and DoEd)

One S%ap Shopping and Opportunity Cards for job search,
retraining and other services {DOL)

Incentives for zone residents to obtain and rotain jobs {(DOL, HHS
and Treasury}

i
Access to Opportunties, including transportation, job matching
throughout labor market, and Section B-Moving to Opportunity
vouchers (HUD, HHS, bOT}

HOME and PHA Tenant management snd ownership (HUD)
Juvenile Justice and Youth-to-Work (DOJ, DOL)

Drug education and rehabilitation-to-work (HHES, DOL, DOJ)



THE WHITE HOUSE i
WASBHINGTON

October 25, 1993

MEMORANDUM FOR SECRETARY CISNEROS

FROM: " pauL DIMOND ZY)

H

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 sy handwritten scribbles during the talk, but any drift
wasn't too far from the gist of the attached. The speech was
foliowed by a half hour of guestiong. When the transoript
arrives, 1'1ll send that slong to you for your information.

Desyit% an audience made up of academics skeptical of any
enterprise initiative and practitioners wanting more, the
guestions and reactions following the address suggest that I
didn't strike out pinch~hitting for you. The focus on gconomic
igsuyes, jobs and a hard-headed investwent approach struck 2
responsive chord with all segments of the audience. Ewven the
Conference Chair, former Mayor Hudnut, seemed almost to getr over
his initial pique at having me instead aﬁ you.,

Les Lenkowsky from Hudson will get back to us with
suggestions emerging from the proceedings of the ensuing three-
day conference.

¢ The Vice President
Carpl Rasceo
Bob vain



‘ HUDSON INSTITUTE SPEECH
NATIONAL CONFERENCE ON EMPOWERMENT ZONES

1. Introduction.

» I'm here pinch-hitting for Secretary Cisneros tonight, just like Paul Molitor played
in place of the American League's leading hitter, John Olerud last night. I 'm locky
Il begin with a two~RBI hit and close with a home run. If you're lucky, this game
won't go on for four and half hours and end at 1 am.

& Common ground with Hudson Institute? President Clinton often remarks: (1} that
g{}vemcﬁts don't raise kids.... Families do; and (2) We don't have a person to waste if
we are going to win in the economic competition that is part of the free cntcrprlsc
economy that is emerging all around the globe.

Two corollaries for enterprise zones shared by the Hudson Institute and President
Clinton: (1) neither government nor tax breaks build business, jobs, families or )
communities... ?e{}p%c working together do; (2) distressed communities - that now act
as backwate:s in regional economies all across the country -~ must be empowered 10
join the mainstreams of dynamic growth in all our diverse regions.  As a nation, we
are now engaged in 2 historic transition from what in retrospect scems like a safer old
American industrial economy to a far braver, more competitive new global economy:
we won't succeed as a nation in makmg the most of this crossing unless distressed
communitics and disaffected people join with us,

& We're gathered here to share experiences and ideas on how to make wise
investments to empower distressed comununitics all awross America to0 come together
to do just that. This is the appropriate time to share ideas and experience because the
Clinton~Gore Administration’s Economic Empowerment initiative is a work in
progress, [Slummarize procedural history of legislation, President's September 9
mcmm&ndum creating Community Entesprise Board, tentative timeline for ajmaunmng
challenge gr;ant receiving applications, making initial designations].

» Vice~President as chair — symbol of impontance of Initiative to President; dynamic
force to assure full commitment, cooperation and responsivencess of federal agencies;
personally committed to working with communities all across Amenica to make this
initiative a success. [Personal story of briefing book and Vice—President's enthusiasm.)
Vice~President's challenge to build a national challenge process for empowerment
zones that, izke the Baldridge Awards for business firmos, will benelit all communities
who chm to panicipate. Les Lenkowsky (President of Hudson Institute) has assured
me that be will report fully to me all of your suggestions, questions, cautions, and
ideas for designing and implementing such a transforming challenge process. We
welcome your advice and counsel.

I1. Three Basic Elements to our Economic Empowerment Challenge Process: {i)a
new compact with C{)mmunmes (2) matching federal investments, and (3) sclection criteria to



assure safety and soundness and effectiveness of federal investments.

& New Compaet ~- reinvent the way we do business with communities: if
communities will join together with localities, the state, and the private sector
throughout the local region to plan strategically how they will become integral parts of
dynamic local economies, to break down the barriers to private enterprise, to
coordinating 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, then we at the federal level will break down all agency barriers
and work cooperatively together to respond 10 cach 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

tead this customer driven, performance~oriented economic empowerment initiative,
{

!
® Matching Federn! Investments - 4 types, cach providing over $3 billion in
additional investment. The first has been authorized by Congress, and the legislation
describes how the benefits will be divided among 9 empowerment zones, 95 cnterprise
communities or made more broadly available. The other three types of federal
investment are being added by the Administration; and we have discretion {0 target o
9 zoncs, some or all of the 95 communitics, or offer separately o a larger pumber of
paniFipanls in the challenge process,
!
. 1. Budget Reconeiliation -~ Substantial wage ¢redits and increased expensing
to reduce the cost of doing business in the nine zones and increase the hiring
| of zone residents. Block grants 1o build the capacity of community-based
| organizations to promote economic self-sufficiency for all persons and familics
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 2zones and communities. Expansioen of LIHTC
to promote housing, capital gain deferrals and exclusions for investment in
SEBICS o build business, and designation of 20 CDC's with substantial tax
. credits to build the capacity of community-based organizations throughout the
; country.

[nvestment, for Business Expansion —— 9 SBA one-stap

tﬁ:gwaai oF n:ztzeaai centers, each with $300-400 million in private capital for
investing in business in distressed communities all across America. Reform of
CRA to reward actual lending and investment performance by the regulated
banks and thrifts rather than paperwork or participation in community
meztings; this will provide cach community with an opportunity to secure full
support from the major regulated financial institutions for business. With
passage of the President bill, CDFlIs to provide the investment expertise and
comununity catalysis to pariner gualified businesses with regulated and
unregulated financial institutions. [Story of Gene Ludwig, the flock, the golden



. cggs, the new coalition betweent community groups and banks; the sudden

. interest of unregulated institutions in participating. Working together, we can
show the way to pension funds, insurance companies, the morntgage and credit

! companies, and Wall Street: to make sound investments that work for the
investors and for building business in distressed communities all across the
country.]

thh {}SE'S hkc Fazzmc Maz in partnctsth wzziz m ﬁ‘i.?i‘} USDA, and HHS
to provide several billion dollars in capital for home ownership and mixed-
income housing rehabilitation and development in sclected zones o
communities, [Conversation with head of Fannic Mae concerning relative
mobility and effectiveness of providing capital for bousing and home
ownership to build cconomic base in distressed communities committed to
economic revitalization ~— if we can show that it works in a few communities
through this initiative, we can replicate this housing investruent strategy in to
rebuild communities all across the country.]

4. Agency Contributions ~~ in addition to working together to break down
agency andd program barriers in order to respond to community strategic plans

© 5o that existing federal resources can be deployed much more effectively by

- each community on the ground where it counts, gach of the agencies is offering

. additional programs that a communily may ¢hoosg to use if it fits into the
community's own plan. {Examples. End with leadership of Secretary Cisneros.
Given his leadership of economic empowerment legislation in the inter-agency
working group from the beginning and in Congress in passing legisiation that
he has taken the lead in showing the way on Agency coordination and
contributions.)

Together, these four types of investments can be used by communities to lever
substantial matching investinents -~ both dollar and in~-kind -~ from the State, the
private sccior i the surrounding region, the locality and the community. Why, 1 even
suggested at an carly meeting that we ought to count matches more if the
commitments were made up~front and would be carried out even if the applicant were
ot dcszgnalcé an empoOwerment zone of cz}mmzzwiy ~{pause] There don't need to be
any losers here: every community that participates in the challenge process can come
togcther to build a gameplan that wins effective investments from a wide variety of
m\«cstmcnt SOUFCES.,

{
e Selection criteria. In this economic empowerment initiative, we at the federal
level are first, and foremost, an investor. This is not government business as usual,
this is not pork barrel politics: if it were we'd have 435 empowerment zones and an
open checkbook.

Instead, effcctive selection criteria for designation are now under consideration: Once
finalized, they will provide the pre—conditions {or our invesiment. An interagency
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process 1s now underway that will propoese ¢riteria 10 the Community Enterprise
Board. T{} stimulate your advice 10 us op what makes sense, consider five criteria that
I believe, personaiiy, merit discussion:

1. mmwmmmm; In 1846, in the country's first

civil rights act following the end of our civil war o end slavery, Congress
understood that the newly freedmen needed first and foremost the same
security of persan and property as the white man. You would think we would
know as much today: no place is free o build jobs, firms, families, and
community unless it is frec from the scourge of crime and violence. As a
federal government, 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 con}unctmn with the state, the locality, and the private sector, who together -
bcar the primary responsibility — explains how the safety and security of all
pcrcons and property will be guaranteed. This should be a basic foundation
requirermnent for any investment, period!

H
2. Byilding Jobs and Finms in the Zone. If a distressed community is going to
Momc 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 i's up to each community to tell us
how it's going to work to build both. We expect a substantial retumn on our
investment in the form of new and expanding business and real jobs for real

people.

3. Empowering. Zone Residents to Work. While building jobs and firms in the
zone that will contribute to economic growth throughout the region, we can't
forget that zone residents, like all others outside the zone, are part of a local
regional labor market: employers throughout the entire labor market ~-
business, non-profits, and governments — most join 10 make their job hiring
networks —— formal and informal — fully available to zone residents,
immediately, And if a few communities can demonstrate how to end the
isolation of workers in distressed communities from jobs throughout the labor
market, we can end the incredible usemployment that has ravaged 30 many

distressed communities for too long.
|

4. Building on Existing Assets. Each community must examine its own asscig

and build off of strcngths to exploit its unique competitive advantage. As one
exam;zle, consider how in the old industrial economy of the 1950's and 1960s,
center cities were af @ tremendous disadvantage because the engine of
economic growih was the single—story, iong line mass production plani that
required ample space —~ usually 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
community, of course, will have to review its own assets and develop its own
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vzsxcn for building its own z:agme of economic growth in each region. But,
lhcm is no reason why the engines of growth in the year 2000 ——like the long
lmc plants in the suburbs in the 1930’ and 1960's or the Silicon Valleys
amumi Palo Alto, Boston, and the Research Triangle in the 1970' and 1980's ~
- wont also be located in places like Harlem adjscent to Columbia University
or ln South L.A. next 1o USC and why the cumrent residents in these
commumncs can't be highly paid partners working, harder and smarter, to add
&aiuc to the these new enterprises.

5, Cﬂr_mm&ung 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
effective investments from a wide variety of state, local, private sector and the
communitics to the table. This also means that we should expect a real
business plan - with goals, baselines, benchmarks, and a process for periodic
r&vsm& and mid-course commection to permit our venture partners 10 exploit
Qgspammzzcs and 1o 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.
H
These are just five possible criteria: they relate primarily to performance and
owtcomes. | You may have better alternatives or additional ones. There may also be
cssential process and qualitative criteria that a3 wise federal investor should add. Now,
is the fime! to give us your best advice and thinking on establishing selection criteria
and designing a national challenge competition that will work for all communities,

H1. Conclusion. ‘Before I respond to your questions, I'd like to close with one fisal thought:
Enterprise zones and community empowerment have been works in progress for over twenty
years pow in many states and iocalities all across the country; and, during this time, there was
certainly a lot of talk from Washington on the subject. For the first, however, the Clinton~
Gore Administration can come to a gathering like this and do more than talk; for the first
time a federal administration comes with something of substance to put on the table,

1

t
Now, let's roil up our siceves and get down to work, together.

I
Questions?,
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L INTRODUCTION

A. ACTION-FORCING EVENT

Almaost one year ago, you toured Los Angeles after the riots amd predicted that despite
all the media artention and Presidential fanfare, a year would pass and nothing would change.
You were right.  Across the copuntry, poor communities from South Central LA 1o the
Mississippi Dielta are still reeling from a decade of declining opponunity and rising social and
CCOROMIC Igaiatmn We cannot hope to succeed in the world economy or come together as a
nation nnless wc empower these communities 1o join the cconomic mainstream. The sooner
you come forwarti with an empowerment strategy, the better. The long~term success of your
econontic plan and your Presidency may depend on it

|

B. BACKGROUND

Shortly 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 commurity
development and empowerment. We wanted a joint effort spanning economic and domestic
policy that could lock 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 a :new, comprehensive cmpowerment strategy.

For zize past two months, the policy shops at HUD, Treasury, Agriculture, Commerce,
and OMB %;ave worked with the NEC and DPC (hereafter the Working Group) on the first
stage of that new strategy: cconomic cmpowerment. We sct out not only to prepare specific
proposals zizai could be passed this spring as part of vour initial budget, but to develop a
framework zhaz could incorporate other new ideas over the course of your admimistration,

The mte:r;srzse proposal presenicd here is bolder and more innovative than anything
any previous administration has put forward. It will be supported by major proposals for
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Community I)evelopmcnt Baunks, strengthening the Community Reinvestment Act and fair
lending rcqulmments and a major communily parinership against crime that will enable these
communities m promote enterprise. While we recognize that Congressional realities may
force us to icmper these ambitious proposals, we nonetheless belicve these proposals can be
passed into iaw and will lay the groundwork for dramatic progress in poor communities

across the zxmmry
c A rf:{:m{mzc EMPOWERMENT sma’m{;s'

This wcc}n{)mm cmpowerment 5%raiegy is only a portion of vfizat your administration
hopes to accan;pitsh in poor communities, through health care reform, welfare reform, family
policy, and so on. Our economic empowerment agenda is meant to maximize the retumn on
those investments, and to help communitics restore the basic conditions they need to succeed:
safe streets, acc:css to capital, and above ail, new and cxpanding businesscs that generate new
jobs,

This memorandum presents detailed options for the cconomic empowerment zones.
Proposals on the other three components will be ready next week, Together, these four
proposals mevc beyond the old keft~right debate that the answer to every pmblem is more
federal spencimg on the one hand or more tax breaks on the other. They offer real
opportunity o mai people: a savings account, a reward for work, access to capital o buy a
home or to butki a business, a co§> on the block, and a chance to take back ihczz
nclghborhoods

1. ECONOMIC EMPOWERMENT ZONES
o
A. i’RZ{NCiPLES

Ins éeveiopmg our economic empowerment zone proposal, we relied on the basic
principles you, wtimeé in your campaign:

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

2. Indiyidual 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.

H

3. Bottom~Up Innovation: No matter how much we manage to do in Washington,
_the ultimate soiut;ons will come from the bottom up, from communities and individuals
willing to hcip 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 lsunch a new era of bold, persistont
cxperimemation.  Reinventing government must be an integral part of our enterprise proposal.
We cavision a'national network of economic cmpowerment zones that will serve as
laboratories of democracy, where communitics will get more freedom to try new approaches,
but will also be called upan to demonstrate results.

These pmbicmx have been generations in the making, and we're not going to fix them
overnight. But we <an change the disastrous cconontic policies of the last 12 years; we can
change the face of govermment 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 cthic that has pormeated our culture from top to bottom in recent
years.

B. GOING BEYOND H.R. 11

During :zhc campaign, you pledged to ¢reate 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 HL.R. 11, which Bush —- who had
fought Senator|Bentsen every step of the way -~ then vetoed. H.E. 11 would have created
50 "enhanced enterprise zones” to be phased in over a S-year period. HLR. 11 provided $500-
million a year for a broad array of federal programs within the zones in addition to tax
incentives. |

]
While HR. 11 moved in the right direction due to Senator Bentsen's heroic efforts,
our entire working group -- including Treasury —— agreed that we should go further.

Bascd on our review, our Interagency Working Group reached a substantial consensus

and recommends four major reforms of HR. 11
!

1 3 Fewer zones with more impact: We'll never know whether enterprise zones work
if we scatter oz;r Hmited resources among 50 zones or across eatire citics. We believe a
smaller mumber of cnterprise zones must be more focused, so that money and commitment are
not spread too thm At the same time, we can provide some federal incentives to a larger
ntmber of mmmumt;cs to stimulate bold, local experimentation.

2, Reinventing Government «~ Challenge Grant Process: No amount of outside
financial help will enable entreprencurs or individuals to get ahead if red taps or misdirected
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programs stand in their way. Enterprise zones should be a vehicle for streamlining the waiver
process, coordinating government programs, and improving services. They should encourage
inmovation and reward results.

3. Laberatones of Change: New Coordination and
Flexibility: A handful of tax incentives and additional federal dollars, no matter how
targeted, will never be enough o 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 prieate scctor.

|
4. Individual empowerment: We need to empower individoals as well as
communitics, by offering access to capital, savings incentives, and other measures 1o promote
work, entrepreneurship, and asset building,
I

l
Il CORSE‘J\{SUS PROPOSAL

While the Working Group was not unanimous in all of its recommendations, there was
enough ag:ccmczzz for us to clearly present you with a "consensus proposal.” In this part {pp.
) we summarize the consensus proposal. (The appendix attached a1 Tab A also provides a
brief summary of the proposal in outlinc form). In Part IV we present the key decisions that
we made in reaching the Proposal, so that you can consider the major options presented
within our workmg group. The most consequential of these alternatives is a "low-cost®
option offercd by OMB.

1. 10 Economic Empowerment Zones, 100 Enterprise Neighborheods: 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 arcas across the country. We therefore designed a two-tier approach:

#® 10 Economic Empowerment Zones would receive the full array of tax incentives
amd a concentrated portion of the Enterprise Block Grant Funding, in addition to
participating in the community policing, Community Development Bank, and
reinventing government-dereguiation initiatives

@ 100 Enterprise Neighborhoods would receive a few of the tax incentives and a
smaller amoum 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 would be reserved for rural communities, including Native
American communities. At lcast one of the 10 Economic Empowerment Zones would be
reserved for a smalier urban area.  All communities would apply through the same challenge
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grant process &jlt the same time. All of the cnterprise zones therefore could be designated and
in operation at the outset.

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

. short; on strategic planning to promote cconomic development because they arc
fragmented vertically by level of*government and horizontally by program category or
cntitlement

i
e 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 communitics 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 arca to become an integral part of the local
region's economy and to empower residents to become full participants in the
economic mainstream

@ cxtent of coordination of local, state and federal funds across jurisdictional
lines and among categorical programs

o cffectiveness and efficiency in providing services on an entreprencurial basis
and providing a regulatory environment essential to the growth of enterprise

@ naturc 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 asscts and governmental programs and new
federal empowerment initiatives to provide safe streets, access to private
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;capizai, a more skilled workforce and real enterprise opportunitics for zone
residents =

io obiective benchmarks for measuring progress in promoting enterprise,

reporting results, and making mid-course corrections.

{
b. Single, Interagency "Enterprise Board:" One-Siop Shopping for Federai
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 with the authority
to run the challenge grant process and to issue necessary waivers. The Sceretary 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 1o process
requests for waivers through the Interagency Council with respect to non-cnterprise
federal funds and programs.

¢. Enterprise Block Grant for the 10 Economic Empowerment Zones. We
recommend that the 10 Economic Empowerment Zones receive a substantial Emerprise
Block Grant, on the order of magnitude of $50~173 million per urban zone (and $50-
75 million per rusal zone) for FY 93-98, This will enable local communities 1o craft
a wide varicty of creative initiatives to augment other incentives, state and local
resources, and private scctor commitments in order to build a thriving cconomy.

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

® 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

+

1‘ periodic review of results

These lj?,ntcrprisc Biock Grants may be used for a varicty of purposes. Examples
include:

& providing sclf-sustaining loan loss reserve funds

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

# contracting for technical assistance, entreprencurial support, workforce skill
programs and job-search and job-matching networks in the labor market

¢ providing the cquity or bridge financing for major business or commercial
expansion

® providing matching suppont, loans or gap financing for the work of non-
profit community development corporations, ctc.

d. Reifxventing Current Funding —— Flexibility for all 110 Zones: It is critical 0
understand that the consensus proposal calls for much more than just assuring that the
10 Economic Empowerment Zones have the capacity to reinvent government
concerning the pew funds for the Enterprise Block Granis: the core of our proposal is
to provide all 110 zones with the flexibility to use a coordinated strategy for deploying
cxisting funds and existing programs. Thus, all 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. Altemmative Options — we
therefore discuss several approaches to expanding the scope of the existing waiver
authority.

e, Periodic Review of Resulfs - Independent Evaluation and Sunset. In
consuitation with the Enterprise Board, the Designating Sccretaries (HUD and
Agriculture} will review the progress of cach local community in implementing its
strategic plan compared to its own benchmarks for promoting cnterprise. Mid-course
comections in cach community's Strategic plan will be permitted and, as appropriate,
encouraged.

At the end of the fourth and seventh vears, the Designating Secretarics will conduct a
major performance review of cach zone. Based on a review of the results, the
Designating Secretary should be authorized to reduce or cut-off enterprise funding and
tax incemives for any community that is not achkieving results, unless the community
revises its 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 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
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democracy should be evidenced by a sunset on the enterprise legistation 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.
i
¥
3. Tax Incentive and lnvestment Provisions, To provide a picture of the nature and
scope of the incentives and investments in the proposal, we offer a list before briefly

describing each.
10 ECONOMIC EMPOWERMENT Z0NES
INVESTMENTS

& Enterprise Block Grants (850~175 million)

& Community Development Banks

¢ Community Policing

o Coordination and Flexibility with Existing Funds

& Education Enterprise Funds

L Ehgmshty for Participation in Innovative Federal Experiments

EMPLGYMEN}' TAX INCENTIVES

. Employmcnt and Training Credits (ETCs) for zone residents
®A multl~—vcar ETC for employers located in the zone
o Targeted Empowmnent ETC ("TETC"} for all emplovers
e An ETC Opportunity Card for zone residents
|
CAPITAL INCENTIVES

@ Increased property expensing under Section 173

® Accelerated depreciation for all investments in tangible property in the zone.

e Tax-exempt Private Facility Bonds for investments in tangible property int the zone.
# Expansion of the Low Income Housing Tax Credit

EMPOWERMENT INCENTIVES

|
& Resident Community Investment Corporations (CICs)

® Worker Controlled Enterprises (WCESs)
# Resident Empowerment Savings

100 EN’?ERP%&SB NEIGHBORHOODS

INVESTMENTS

H
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& Enterprise Neighborhood Grants ~— $5-15 million

o Eligible for Community Development Banks

o Eligible for Community Policing

o Coordination and Flexibility with Existing Funds

e Eligible for Education Enterprise Funds

o Eligible for Participation in Innovative Federal Experiments

EMPLOYMEN’I‘ TAXN INCEWIVEE
None

CA?}:'I?&L INCENTIVES

i
& Tax~cxempt Private Facility Bonds for investments in tangible property in the Zone,

. Expa;?si@n of the Low income Housing Tax Credit
EM?Q?QKME?%’? INCENTIVES

E
® Resident Empowerment Savings Account
|

BRIEF DESCRIPTION OF ZONE TAX INCENTIVES:;

Tax incentives should be designed o promote the creation of new enterprise in the zone, 0
encourage the expansion of existing zone businessces, to increase employment of zone
residents, and to empower zone residents to work, to save, and 10 build their own assets and
enterprise.  We recommend the following incentives:

Capital Tax Incentives, {10 Economic Empowerment Zones only) We recommend a gost
recovery approach that is designed to aid enterprises which cmploy a minimum of 35% Zone
residents.  The proposed cost recovery includes two components:

® creased property sxpensing under Section 179 for qualifying investments in
depmczabic pm;x:zzy, up to a $75,000 cap, phasing out for larger investments above
$300,000)

L jation 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 particulady valuable to
starting or expanding micro-enterprise, small business, and community~based firms.
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Employment and Training Credits("ETCs"). (10 zones only] ETCs provide an effective
means of lowering the cost of doing business for employers and incentives for hiring zone
residents. Whan combined with a coordinated private sector campaign o secure the
acceptance and suppor‘t of employers, they also cmpower residents to seek employment, to
obtain and hold'jobs and to receive traiming. We recommend allowing each employer to take
advantage of ﬁllihﬁ,(

. a maiziwgzsar ETC for cmplovers located in the zone--25% of the first $20,000 of
each zone resident employec's wiages and qualifving expenses for education and
training; Or

. a two-year Targeted ETC ("TETC™) 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 cach new zone resident employee's wages and qualifying expenses for
cducation and training.

Every qusaiiﬁed zome resident will receive an cmpowerment card in the mail which can
be presented to a progpective employer © qualify for the ETC. The same card will allow the
residents to open a Defined Savings Plan {discussed below}) and a checking account with the
nearest Commutity Development Bank.

The TETC has independent empowerment value for zone residents because it provides
them with a boufuty to join the economic mainstrcam wherever jobs can be found in the labor
market.! In addition, we also recommend that DOL, HHS and Treasury work with the Ten
Economic Empowerment Zoncs to experiment with an alternative o the Targeted ETC
provide the prospective employee with an incentive for getting and holding a job, whether
through an expanded EITC awarded with cach paycheck or through a bonus voucher 10 be
cashed with each paycheck.

Stakeholder Empowerment Tax Incentives. (10 zones only) In addition to these work
empowerment incentives, we also want to empower zone residents 1o own a piece of their
community and Ezavc a stzke in the place where they work. We recommend interest
exciusions to sgmr fnvestments in Community Investment Corporations and additional

:

H

! We aé need, however, to distinguish this incentive from
the ?arg&t&é Jaba Tax Credit, where certification of ellgibility
in ong of ﬁhﬁ 10 cavegories by DOL has too often operated to
stigmatize Qrasp&ctive applicants as inferior in the eyves of too
many emplovers. An education campaign for prospective employers
is therefore essential with respect to the Enterprise TETC. The
aextent of private employer commitment to participate should be
one of the factors used by the Secretaries in the Challengs Grant
Process to judge the merits of any zone applicant’s strategic
plan.
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incentives for Worker Controlled Enterprises:

QIO & LK jtion: s}, owned 51% by zone residents,
could bc s,pumd thraugj; mzz:wsi exclusions to lenders for loans made to CICs
for purchasc of qualifving zone tangible assets. This will empower CICs, for
cxampla, to acquire and develop land, to ;zuwhase TV and Fiber Optic cable
serving their communities, or to participate fully in acw information networks.
The CIC provides a way for zone residents to "homestead” assets and to gain
control of their economic destiny?

. Mmmmmmmms, owned 51% by zone resident

employees, could also be encouraged through tax incentives. First, interest on
foans to permit resident workers to start, acquire and expamd WCESs 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 cach zone sharcholder, and deferral of taxes to the worker until
sale of shares, the WCE will cmpower resident employees with a full
ownership stake in their own businesses, while climinating the abuses common
to ESOFs,

Both of. these empowerment incentives witl be enhanced by the availability of access
to capital provided by the new federal Community Development Banking initiative, including
through fow~interest loans from the Community Investment Program of the Federal Home
Loan Bank System. Morcover, loans will only be made when an independent, third party
lender determines that the proposed investment by the CIC or WCE is likely to work. We
believe that these empowerment incentives are core components of the new dircction 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 cmpower low-income Americans to take the first steps toward
economic self-sufficiency. A 50 percent tax credit would be available for a contribution by
an employer, CIC or WCE to a Defined Savings Plan ("DSP”) on behalf of employees or
members who arc zone residents. Participating zone residents could also contribute to the
DSF on a tax defermi basis. These savings could be withdrawn (or borrowed against)
withont pcnatty to pay for education, purchasing a first home, or starting 2 small business.

Tax Exempt Private Facility Bonds: (all 110 zones) In order 10 promote investment in
buildings, plant, and cquipment, all Zones will be able 10 exempt 50% of private facility
bonds from State caps, and these Zone Facility Bonds will be excepted from the scction 265
bank deductibility prohibition. Each primary user {¢.g., a business firm} will be limited w0 §3
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million in any]one zone and a total of $20 million across all zones.

o

H

Expansion of the Low Income Housing Tax Credit: {all 110 zones) All zones will be
viewed as a "difficult 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.

BRIEF !)ESCERII’I’ION OF ZONE INVESTMENTS

Enterprise Block Grants (10 Economie Empowerment Zones only). We recommend that 10
zones receive 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 incentives, state and local resources, and private sector commitments,
this will enable local communities to craft a2 wide variety of creative initiatives to build a
thriving economy.

Community Policing: (10 Economic Empowerment Zones and many of the 100 Enterprise
Neighborhoods): All zones will be eligible for additional support for Safe Streets from the
3300 million of the FY's 93-94 bascline which has been reserved for meeting your pledge of
100,000 additional cops on the beat.

Community Development Banks: {10 Economic Empowerment Zoncs and many Enterprise
Neighborhoods) The 10 Economic Empowerment zones will have a Community
Development Bank. The other zones will be cligible to participate in your community
lending initiative in order to access orivate capital and financial services. Each applicant
must demonstrate in its strategic plan how it plans to do so, including o finance CIC% and
WCE's among other coterprises.

!
Euterprise Neighborhood Grants: {100 Enterprise Neighborhoods) The second tier zones

will be eligible for Enterprise Neighborhood Grants, The grants for urban Enterprise
Neighborhoods would range from $15 million to $20 million dollars, and for rural 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, universitics,
non-profit z:{)mmumty groups and others will step forward o assist affected communities in

developing a strategxc plan.

4 Eligibility for Participation in Innovative Federal Experiments: (10 zones
and many of zhc 100 Enterprise Neighborhoods). These investments and incentives are only a
first step. f:’mpowcmcm zones and Enterprise Neighborhoods will open the door © a host of
innovative initiatives by the public and private sectors. The planning, cooperation and
commitments recquired of local communities by the Challenge Grant Process will ingpire a
wide variety of private sector initiatives and public-private partnerships. Once designated
and in operation, 110 community laboratories across the ¢country will be competing to prove
what works and what doesn't.

j

H
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Several of the Agencics belicve that the consensus proposal provides an excellent
challenge gram: process and a umique platform to try a number of significant new policy
approaches that will also contribute to the economic revival of distressed communitics and to
jobs for their residents. As a result, cach zone will be eligible to compete through the
enterprise chai},:mgc grant process for a variety of special demonstration grants offered by
different federal Agencies.

The hallmark of each will be a challenge to the enterprise zone applicants to show
how they propase to shape and to implement the new initiative in the context of their own
strategic plan. The respective Secretaries, in cooperation with the 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 not regulations.  For example, DoEd
has asked o include, and to provide funds for, a comprehensive Enterprise School
Communities initiative to impiement the Kational Edocation Goals in order to promote
enterprise in the zone. This proposal will provide the opportunity for communities, families,
service providers, and the private sector 0 pull together to learn for a lifetime of earning,
saving, investing, contributing, and participating.

DOL anfd HHS have also requested that a variety of demonstration opportunitics for
such local mncvatlon be included in the enterprise challenge grant process: ¢.g., school-to-
work, apprentlocshlp, welfare~to~-work, unemployment-to—work, and drug prevention and
rehabilitation- to ~work initiatives. Commerce has suggested foreign trade zones,
cntreprencurship training and enterprise assistance. HUD, Agriculture and DOT will also
make available similar opportunities for local innovation, including Section 8 and Moving to
Cpportunity vm;lcherb, Access 1o Opportunities (including transportation and job matching),
HOME, and Youthbmld 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 wiil be
a substantial number to many of the zones. The appendix attached at Tab B provides a list of
ipitiatives 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 tnvestment (3500 million of which has been assigned
to community policing but may be spent in the zones), and $900 million in "contributions”
from existing H}?i} ard Agriculture programs over the five—year period, FY94-FYQ8.

Source é{ Funds % in Millions
H
Taz Exp?ndimres 4,100

Baseline FY93~-FY 94 1,000

HUD and AG Contributions 900

i
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from currently proposed
Budget_s —

Total ! £6,000

While, under the current budget proposal, all of the $4.1 billion goes to tax
expendifures, the consensus proposal would transfer $1.1 biilion to the investment side once
the discretionary caps are lified after FY9S. This would then mean that the $6.0 billion
would be evenly split between tax incentives and funds for the Enterprise Block Grams,®

The ﬁﬁ&; total of federal funds dedicated to the Economic Empowerment Zones and
Enterprise Neighborhoods will be greater than 86 bilifon. There are two reasons. Fivst, as
described above, the Agencics will 1arget portions of their new initiatives on the zones, 50
that they can be part of this cxperiment, and so that they can sce 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 communitics o respond through the challenge grant process with innovative
demonstrations in the zones. Second, all enterprisc applicants will be challenged to establish
Community Dc\{elopment Banks and other Community Development Financial Institutions
under your community lending initiative.

)
Use of Funds $ in millions

i
Tax Incentives

‘  Any 'such shift from tax expenditures to enterprise grant
expenditures can ba accomplished in one ¢f three ways:
H

smake appropriste revisions to pur budget regquests angd the
new caps for discretionary spending for FY's 19%6-98

» greate an Enterprise Entitlement Expenditure on the
mandatory side of the budget, including both tax and
anterprise grant expenditures

« 1f a request is going to be made for & vaise in the
discretionary cap for other investments, ralse the reguest
by th8;81,1 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 1t is most within your control., You
can defer decision on this issue until the larger Budget picture
hecomes clear.
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Oniv in 10 Economic Empowerment Zones

Property Expensing 248
; * Accelcrated Depreciation 35
, ETC 1,370
; TETC 700
_ CIC Interest Exclusion 140
) WCE Incentives 327
3820
All 110 Zones « '
i Savings Plan 20
‘ Facility Bonds S0
,  LIHTC 110
Sub-Total 3,000

i
Investments
Only in 10 Economic Empowerment Zones
Enterprise Block Grants 1,250
1,250

A;valiable in Al 110 Zoncs

! Community Policing 500

| Enterprise Grants 1,250

Sub-1atal 3,000

Total (c;v;cizzdiﬁg CD lending and
agency challenge innovations) 6,000

V. @szmfgv&: OPTIONS

A.  NUMBER OF ZONES:

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

Option 2. 28 {0 86 Major Zones: Scorctary Bentsen is concerned that Congress will not
accept our proposal to focus more of the foderal enterprise support on 10 zones, while
providing a lesser amount of federal enterprise support ta 100 zones. He therefore proposes a
total of 23 to 50izones which would be sclected over the next five years, ie., S to 10 per
year. All zones would have the same miix 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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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: We recommend option 1, 10 Economic Empowerment Zones and
100 Enterprise- Neighborhoods., We belicve that Congress is ready to welcome your
leadership in proposing this new approach, which provides in the {irst year more fully
cnhanced zones, plus 100 additional Enterprise Neighborhoods to challenge communitics
everywhere to join us in reinventing urban 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 belicve there Is merit in experimenting to determine whether a relatively small
incentive package ~~ coupled with reinvention of community participation, empowerment,
and government, from bottom o top ~~ will work.

)
DECISION:
i :
1. Number of Zones
— 10 Economic Empowerment Zones and 100 Enterprise Neighborhoods

25-50 Major Enterprise Zone's
|
Discuss Further
|
|

i
B. TAX INCENTIVES

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

H

i ”ﬁiaéket" vs. "Incremental” ETC for Zone Employers
Option 1. Biaaf@ei ETC: This is the consensus proposal described abave, 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 cmplovees. The
percentage amount of the credit would remain at 25% for the first 8ix yeans and than be
phased out proportionally over the next five years.

Option 2. Incrementa} ETC: This ETC is applicable only to incrgases in employment of zone
residents (where' total employmeni also increases) from a stated base, e.g., 80% or 100% of 2
three~year running average. It could be figured on the basis of the first 320,000 in employee
wages and training, and the percentage amount of the credit could be 25% or higher. The
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Incremental ETC costs substantially less than the Blanket ETC and 1s targeted to ¢xpansion in
employment.

RECOMMENI)A’I’I()N We recommend option 1, the Blanket ETC. We are unanimous in
this rccommcndauon, but the majority of the working group belicves this is a close call,

The Incremental ETC would be much more difficult for employers to understand and would
involve much marc paperwork. It also would disadvantage existing zone businesses, whick
will receive credit only for expansion iremployment, while businesses that are new to the
zone would receive credit for all of their resident employees. In addition to costing more,
however, the Blanket ETC has another potential 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 1o increases in total employment. On balance, the Blanket ETC should prove more
cffective in reducing the cost of doing busincss in the zone.

DECISION
e Blanket ETC

© Incremental ETC
- Discuss Further

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

Option 1. Interest Exclusion: This is the consensus proposal described above~~lenders may
cxclude the interest 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 CIC's to empower zone tesident
membership organizations 1o acquire tangible assets with profit, development and 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
Empowerment Tax~Exempt Bond, which would be exempted rom the caps on state and local
bonding authority., Treasury is concerned that the impact of such new empowerment
incentives is uncenain and that the benefits will acerve 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 CIC or WEC o assure compliance with applicable
faw.

RECOMMENDATION: We rccommend option 1, the interest exclusion. These tax
incentives for empowering zone residents to become full stakeholders 1 shaping their own
enterprise destinies are core components of the consensus proposal. Under ¢ither option, po

t
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loan will be made unless the underlying assel, whether a business or land, supports the loan.
The resident weri;ezz‘ewmzs, by dint of their cffort and creativity, can then 1cap the
appreciation that results from building their own business or developing their own
community. As these empowserment incentives are limited to the 10 Economic Empowerment
Zones, we believe that it is imponianl 1o fest thewr full impact with as many potential lender~
investors, with' as low a transaction cost as possible. In fact, we believe that one of the
private sector cnmm;tmcnts that will be included by zone applicants in their strategic plans is
investment and'technical assistance to prospective WEC's and CICs.  Although the Treasury
proposal pmvndes one appropriate publie’process for overseeing the funding of such loans, we
do not believe it should replace a more broadly available interest exclusion.

DECISION:

Interest Exclusion on WEC/CIC qualifying loans

 Tax Excmpt Bond
i

§ Discuss Further

i

C. Federsal Wa;iver Authority for Existing Programs.

A paﬁicé,llarly thomy problem for 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 cxisting programs. Time and again, mayors and governors
have complained that they would be in a better position te meet our enterprise ohjcctives 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 Carter 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 %{x:al communitics to apply existing federal funds flexibly in conjunction with
State and local m&t}afccs, andd private enterprise.  Just this week, Mayor Daley submitted a
PEISUasive z‘c;}oﬁ on the burdens of the regulatory federalism that we have inherited.

Although we propose to eliminate all burdensome strings from the Enterprise Block
Grant Funding, such radical dercgulation of existing federal programs is a formidable
challenge. We ?}eizwc there are at least three approaches to providing greater flexibility and
responsivencss with respect to existing federal programs:

Option 1. Pilot Regulatory Relief: scek Congressional approval in the Enterprise legislation
to authorize the Interagency Counctl to issue general waivers, both within and across a
specificd range of programs relevant to promoting enterprise, in cach 2one,
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Option 2. New Waiver Authority: scek legislative authority for the Secretaries on the
Enmtcrprise Board to develop criteria for general waivers within specified programs and greater
assistance in coordinating across programs in each zone.

H

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

programs.
RECOMMENDATION: We do not 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 basic goal of reinventing government and would be sirongly supported by
the mayors and governors. [t may 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 may also give pause 10 some of the Secrctaries as they work with you to make plans to
initiate new national programs.

The second approach —— new waiver authority —— will provide substantial flexibility and
responsiveness.compared with the current situation. To be effective, it must alse 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 Secretarics, working in
cooperation with the Enterprise Board, will be able (a) to develop reasonably general and
flexible critcriai for general waivers within programs and coordination of efforts across
programs and (b} to provide a single point of contact for all applicants.

The third approach —- administration budgeting (0 enlarge the Enterprise Block Grant via a
reduction in other programs -~ could proceed beginning with the budget for FY93. This
would also require the cooperation of Congress and the suppont of the constituents to be
implemented. By that time, we pay also be in a better position 1o determine whether a more
comprebensive! “reinventing government” initiative based on waivers across programs or a
sertes of cross-cutting challenge grants should be proposed for a variety of existing programs.
In any cvent, the third approach is not a viable alternative at the oviset; it can only serve as
an important supplement to be added in FY 1995, if you decide 10 pursuc new waiver
authority from Congress at this time.

Given the uncertainties and the need for full Congressional cooperation to implement any of
the three approaches, we do recommend that this issue be cxplored fully with Congress and
the constituency groups as a part of the process of working with Congress and the Sceretaries
to seck Congressional support for whatever enterprise proposal you choose.  We believe that
such a cooperative and full consultation with Congress may offer the best prospects for

i

¥
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agreeing on an approach that provides the mast flexibility in federal regulation that we can
achieve, even on a pilot basis, for enterprise zones at this time,

DECISION:

Propose sweeping regulatory reform now, albeit on a pilot basis, to allow the
Enterprise Board to waive regulations across a 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 95)

Consult with Congress

Discuss Further

D. Consensus Proposal or "Low Cost” Alternative.

Option 1. Consensus Proposal: This is the $6 Billion proposal for 10 Economic
Empowcnncnr Zones and 100 Enterprisc Neighborhoods deseribed above,

Option 2, Lowf«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 vour overall Budget.

H

OMB i;as rescrvations concorning the use of any fax 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 arcas. Or they fear that enterprise zone tax incentives will draw
employment from other economically depressed areas.

In addition, OMB belicves that committing substantial resources to an Enterprise
proposal before we have had time to think through and develop a consensus on the
Admipistration’s urban and rural development strategics is premature and, given general
budget constraints, may prectude any other major initiative to help cities during your
&émizziszrazion‘

OMB, zbcrcfom? proposes a “low cost” o;ztwrz which, in its view, meels your campaign
promisc to craatc enterprise zones while preserving the opporiunity to usce the resources
originally committed ter enterprise zones to fund a major urban/nural development or welfare
reform initiativi: later. OMB's option would:
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H
# provide no, or minimal tax incentives;

H

® provide no new spending for enterprise block grants;

. coaccnz:ate in a small number of zones, discretionary resources from existing
pwgrams {many of which are substantially increased by the proposed budget) through
an ear-marking or sct aside mechanism for Enterprise Block Granis.

i
The attachment at Tab D summarizes OMB's proposal.

RECOMMENDATION: We rccommend the consensus proposal.  First, we believe that tax
incentives must play 2 part in a comprchensive approach to enterpeisc zones, Although we
understand OMB's skepticism about tax incentives, we believe that they are more than just
politically essential to maintain bi-partisan support. The package of tax incentives in the
consensus proposal is also crafied to support our entire proposal to empower local
communities to reinvent themselves,

Second, the combination of federal inducements will permit all of the designated local
communitics to attempt bold new initiatives o promote enterprise pursuant to their own,
comprehensive strategic plans. This includes the 100 Enterprise Neightworhoods, which have
a very modest incremental cost per zone. In 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 alt practical political purposes -~ just cede the Initiative
on enterprisc zones to Congress,

Third, we are committed to continuing our review of urban and rural policy in the
months ahead: in cooperation with the respective Agencies, including OMB, we are
determined to reinvent the way that the federal government does business 30 that we can
reallocate and frcc up resources for other major urban and rural inftiatives. For you to waill a
full year on thc legislative calendar before proposing such a major urhan nitiative, however,
would be perceived by the country as a stunning retreat from your campaign commitments.

Finally,iwe believe that the consensus proposal is such a major inmitiative. [ answers
your call for a new direction by delivering a real message of hope throughout the land,
cspecially 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 Empowcrment, are convinced that the consensus proposal will work - for
you, for the cemmumtlcs and for America.

If the conscnsus proposal succeeds, there will be enough credit for all to share; and the
cost will be understood as one of your best investments in the futere. If it does not, we are
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determined to persist in such bold cxperimentation to empower all persons and places o work
to join the new economic mainstreams that will determine all of our futures,

DECISION

Interagency Consensus Proposal

. 'Low=cost” OMB Proposdf

— [:{cjcct all proposals, Discuss Further
i
:
:
i
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Msuonaﬂmug FOR THE PRESIDERT

FROM: FTHE NEC-DPC INTERBRGENCY WORKING GROUP ON COMMUNITY
. DEVELOPMENT AND EMPOWERMENT

l
SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY
I. IKTRODUCTION

1. nc?xaywwﬁnazxc 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 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
isclation. We cannot hope to succeed in the world economy or
come tagezhar a8 a nation unless we empower these communities to
join the aaanamia mainstream. The sooner .you come forward with
an empawerment gtrategy, the better. The long-term sucCess Of
your acmnamia plan and your Presidency may depanﬁ on it.

|
2. BACKGROUND

Shortly after you took coffice, Bob Rubin and Carol Rasco
asked Gene Sperling and Bruce Reed to set up 8 Joint NEC-DRC
interagency working group on community development and
empowerment. We wanted a joint effort spanning economis and
domestic jpolicy 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
gstreets, ! 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 HUD, Treasury,
Agriculture, Commerce, and OMB have worked with the NEC and DPC
{hereafter the %crking Group) on the firgt stage of that new
strategy: econonic 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
inmargarata other new ideas over the course of your
administration.

Th&?enﬁ@rpxisa proposal presented here is boelder and more
innovative than anything any previous administration hasg put
forward., It will be supported by major proposals for community
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banking, 'strengthening the Community Reinvestment Act and fair
lending requirements, and a major community partnership against
crime. While we recognize that Congressional realities may force
us o tampar these ambitious proposals, we nonetheless belisve
these proposals can be passed into law and will lay the
groundwork for dramatic progress in poor communities across the
country.,

3. ECQX&MIC EMPOWERMENT STRATEGY

We belisve that the sconomic empowerment portion of your
comprehensive community development strategy should include four
main pillarsg: economic empowerment zones; community development
banks: CRA and fair lending reform; and community partnerships
agaiﬁgtjaxim&, Thig is only a portion of what your
administration hopes to agcomplish in poor communities, through
health care reform, welfare reform, family policy, and so on.

Our empowerment agenda is meant to maximize the return on those
investments, and to help communities restore the basic conditions
they need to suceeed: safe strests, access to capital, and above
all, new and expanding businesses that genesrate new jobhs.

Thia memarandun presents detailed options for the economic
empowerment zones. Proposals on the other three pillars will be
ready next week. Together, thase 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
rewarq for work, actess to capital to buy a home or to build s
business, a cop on the blogk, and a chance to take back their
naighborhoods.

1

IX., ECONOMIC EMPOWERMENT Z20NRES
'

A. PRINCIPLES

yin developing an economic empowerment zone propasalﬁi Wi
relied on the basic principles you outlined in your campaign:

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

. 2. Individual and Community Empowerment: Too many
antar§r1$a 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 nesed 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
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in Washington, the ultimate solutions will come from the bottom
up, from communities end individuals willing to help themselves.
These proposals challenge communities to design thelir own
answers, and reward them for initiative. innovation, and regules.
At the same time, the poligies will not only give pesople more
opportunity, but inspire them to take more responsibility for
their own lives.

4. Bold, Persistent Experimentation: In this area, more
than any cther, the ©ld 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 sconomic
empowermeht zones that will serve as laboratories of democracy,
where cammunities will get more freedom O try new approaches,
but will alsa be called upon to demonstrate results.,

Thesg problems have been generations in the making, and
we're not going to f£fix them overnight. But we Can change the
disastrous economic policies of the last 12 vears: 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.

K T,
B. Goi .11 L. CAPS
Cﬁjng ?eyond:lf) A

Duriﬁg the camnpaign, you pledged to create 75 to 125
comprehensive urban and rural enterprise zones. Congress enacted
federal enterprise zones in 1987 but the Administration rafused
to designate any zones. In October 1982, with the leadership of
Senator Bentaen Congress passed H.R. 11, which Bush then vetoed.
H.R. 11 would have created 50 "enhanced &uterprise zones® to be
phased in,mvar a B-yvaar period. H.R., 11 provided for 5500
million a year for a broad array of federal programg within the
zones in additvion to tax incentives.

Since H.R, 11 passed 0 recently, we could simply send
Congress the same bill. But our entirg working group agreed that
the traditional forms of enterprise zones were not aeffective. UWe
therefore recommend four major reforms of H.R. 11:

1. F':ewex: 2’0&&3 with &r& ﬁpazzt: We'll never know whether
anterprise zones work if we scatter our limited resources among
50 zones Or acyoss entire citiss., We believe a smaller number of
enterptisé zones must be more focused, so that money and
cawmitmeat are not spread too thin. At the same time, we can
provide snma federal ingentives to a larger number of communities
to sti&ulatg hoeld, local expevimentation.

2
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2. Reinventing Governmment -- Challenge Grant Process: No
ampunt oficutside financial help will enable entreprensurs or
individuals to get ahead 1f red tape or misdirpcted programs
atand in their way. Enterprise zones should be a vehicle for
streanlining the walver provess, coordinating government
programg, and improving sexrvices. They should encourage
innovation and reward resulis.

3. Laboratories of Change: New Cooridination and
Flaxibility’ A handful of tax incentives and additional federal.
dollars, no matter how targeted, will never be enough to turn a
troubled community around. That i1s 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. anividualig;pawﬁrment: We need 1o empower individuals v’
as well as communities, by offering access to gapital, savings
inaentives and other measures o promote work, entyrepreneurship,
and asset building.

-l EE cexsmsus PROPOSAL

-V

While the Working Group was not unanimcous in all of its
raecommendations, there was enough agreement for us ;grg%%g;l¥w-w~$l¢ﬁkm
present you with a "consensus proposal. " In this pPp. ),
we summarize the consensus proposal. (The appendix attached at
Tab o provides a brief summary of the proposal in outline

rm}. In Part W& we present to you what we believe are the Key
deaisionsimaﬁe in reaching the,Pfopasall 80 that you can consider
the major, options and the alternative options presented by some
within aur working group. The most substantial of the
ait&rn&tives is a zeyo cost option offered Dy OMB,

1. 19 Economic Empowerment Zones, 100 Entexprise
naighharhuads* The Working Group agreed that greater resourcas
should he focused on 10 Economic Empowerment Zones. We also
racmgnized however, the political problems in Congress with &
proposal limited to 10 places: and we wanted to encourage local
innovation in a larger number of areas across the country. We
therefore degsigned a two-tler approach:

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

+ 100 Enterprise Neighborhcods would receive a few of the
tax‘incentiv&& and a smaller amount of Enterprise Block
Grant funding, in addition Lo participating in the community
policing, community lending and reinventing government-



deregulation initiatives

Fourty percent of the zones would be reserved for rural v
communities, including Native American communities. At least one
of the lﬂgﬁaonomia Empowarment Zones would be reserved for a
smaller urban area. All communities would apply through the same
challengefgrant process at the same time. All of the enterprise
zoenes therefore could be designated and in operation at the
outget,

2. Challenge CGrant -~ Reinventing Government. Efforts to
spur ecanomie empowerment in depressed areas carmot be successful
unless government at all levels invents a new way of doing
business. Current efforts are:

« Short on strategic planning to promote econonic
development becsuse they are fragmented vertically by lavel
of government and borizontally by program category ox
entitlement

!
v&rdamd by complex regulations, duplication and lack of v
coordination that discourage private initiative

We propose to remedy these shortcomings by rumnning the
entire eConomie enpowerment program through a8 competiltive,
challanga!grant process. NoO applicant will be eligible for a
single dollar of federal enterprise support unless ivs strategic
prlan demongtrates how the community will reinvent i¢self. The
challenge grant process is designed to empower local communities aﬂm
to be as innovative as possible in their planning. Eagh — Sy TFS
strategic, plan will be judged on its potential for il the surprd el

enterprise grants, other federal inducements and tax indéntives dn -

to enable’ the targeted area to become an integral part of the 2.4,

lacal region’s economy and to empower its residents to become * eserting’

full perticipants in the economic mainstream. periing
§

The ?adaxal anterprise grant process Includes five
components:

a. National Competition. The faderal grant process will
require all applicants to present a strategic plan for
econonic empowerment--in partnership with the affected
comaunitias, The strategic plan will include, and will be
Jjudged on, the following criteria:

“T& potential to enable targeted area O bhacome an
integral part of the leocal region's economy and to
empower resldents to become full participants in the
acononle malngtream

« gxrtent of coordination of local, state and foderal
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iprograms and permits across jurisdictional lines and
among categories

i

t

e effectiveness and efficiency in providing services on
jan entreprensurial basis and providing a regulatory
environment essential o the growth of enterprise

i« nature and scope of tanglble private sector
lcommitment, availability of insurance and credit,
jparticipation of community organizations and the non-
profit sector, and complementary actions by state,
‘regional and local authorities to promote the growth of
‘entarprise

» innovation in building off of existing assets and in
leveraging both federal programs and new community
policing, community lending, and enterprise incentives
and grantsz to provide safe streets, agcess to private
capltal, a morg skilled workforce and rsal
opportunities for zone residents to promote enterprise

« objective benchmarks for measuring progress in
promoting enterprise, reporting results, and making
mid~gcourse correcgtions.

b. Single, Interagency "Enterprise Board:" One-Stop Shopping
for Federal Assistance. To facilitate real reinvention by
lecal applilicants, the federal government must become equally
responsive, innovative and flexible, We therefore recommend
that ‘an Interagency Council--the EQﬁt&fﬁi%& Board--bpe
establighed with the authority to run the challenge grant
process and t0 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 guestions 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 8§75 million
rural zone) for ¥Y 93-98. This will enable local
compunities to craft a wide variety of creative initiatives
L ey atheyr incentives, state and logal rescurces, and
5?&r§ private sector commitments in order to build s thriving
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ﬁnterpriﬁa Block Grant to be awarded with only four strings
attached:

‘e g%mmitm&nt to enterprise and job creation

H

‘v gompliance with federal civil rights requirements

» dmplementation of the strategic plan without
supplanting other federal support and

« guscass in implémenting the applicant's approved
‘strategic plan.

These Enterprise Block Granis may be used for a variety of
purposes, including, for ezxample, to: provide self-
sustaining loan loss reserve funds!: leverage community
development banking initiatives for microenterprise, small
business, real estate and community development; build off
af the federal enterprise tax incentives to eapand business,
workaer controlled enterprise, resident savings and community
investment: support for community investment corporations;
develop technical assistance, entrepreneurial, and workforge
skill programs; provide the eguity or bridge financing for
majmx buginess or commercial expansion: build gkill training
and job search networks to connect residents with jobs
throughout the labor market; provide matching supporxt, loans
or gap financing for the work of non-profit community
dﬁvelapment oorporations, eto.

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

8. Pﬁxiadin fleview of Results -- Independent Evaluation and
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Sunset. €75p;e Degignating Secretaries, in consultation with
the Interagency Council, will review the progress of each
local community in implementing its strategic plan compared
o ita own benchmarks for promoting enterprise, Mid-course
corrections in each community's strategic plan will he
pﬁrmitted and, as appropriate, encouraged,

At the end of the fourth and seventh years, the Designating
Sﬁﬁr&taries will counduct a major performance review of each
zone. Based on & review of the results, the Designating
Secretary should be authorized to reduce or cut-off
enterprise funding and tax incentives for any community that
1s not achleving results, unless the community revises its
atrategic plan to the satisfaction of the Secretary.

TO learn the lessons from such bold, persistent
axperimentation, we also recommend that the National Academy
of Sclences be authorized to contract for independent
avalaation af enterprize zones. A full report to the
Cangress 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
traeilaboratori&& nf democracy should be evidenced by a
sunset on the enterprise legislation at the end of ten
years: by requiring new legisliation, this will assure
congideration of the lessons learned from ouy experience
with}federally gupported enterprige zZones.

3. Tax Incentive and Investment Provigsions. To provide a
picture of the nature and scope of the Lnaen ives and investments
in the prepcsal wee offer a list before bydifly desribing each,

;zsw OF SPECIFIC TAX AND INVESTMENT PROVISIONS
i ’
10 f:aao&az«gzc EMPOWERMENT ZONES:)

INVESTMENTS % P Tor
: So o1
o Enterprise Block Grants {3Z§?26§*&iliio§e
¢ Community Development Banks
o Community Policing
o Coordination and Flexibility with Existing Funds
[o Education Enterprise Funds}?
) E&igibmiiﬁgwfor*vartﬁcrpattonw*ﬁ Innovative Federal
Experim&nta\\$b“m&ﬁ

EMPLOYMENT TAX INCENTIVES

o Employment and Training Credits
o A multi-yesr ETC for employers located in the zone
0 Targated Empowermnent ETC ("TETC"} for employers

|

f
F
1
i
|
1
1
)
q
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o An: ETC Opportunity Card for @rospemtive &mpl@yae>

CEPITBL INCENTIVES

o Increased property expensing under Section 179

o kccelerat&d depreciation for all investments in
tangible property in the Zone.

o Tax-exempt Private Facility Bonds for investments in
tangible property in the Zone.

o Expansion of the Low . Income Housing Tax Credit

EMPOWERMENT INCENTIVES

o Resident Community Investment Corporations {CICs)
] WOrker Controlled Enterprises {WCEs}
o Resident Empowerment Savings Mo Ace o

I
100 ENTERPRISE NEIGHBORHOODS:
INVESTMENTS &0

X >
Enterprise Neighborhood Grants #«( million par-u-.-)
Eiligibility for Community Development Banks
Eligibility for Community Policing
Coordinatian and Flexibility with Existing Funds
Eligibility for Education Enterprise Funds
Eligibility for Participation in Inngovative Federal
Experiments

Q00000

znpgéynznr TAX INCENTIVES

None

CAPITAL INCENTIVESR

o Tax-exempt Private Facility Bonds for investments in
tangible property in the Zone.

0 Expansion of the Low Income Housing Tax Credit

I
EMPOWERMENT INCENTIVES

o Resident Empowerment Savings Account

HRIEF DESCRIPTION OF ZOGNE TAX INCENTIVES:

Tax incentives should be designed to promote the creation of new
enterprise in the zone, to encourage the expansion of existing
wone business? to increase employment of »one residents, and to
enpower zone residents to work, to save, and to build their oWn
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agsets and enterprise. We recomngnd the following incentives:
§

recovery approach that is designed to aild enterprises which

i
( Capital Tax Incentives. (10 Zones only) We recommend a cost

employ a minimum of 35% Zone residents. The proposed Cost
oG recovery includeg Two components:
J
sl . incrg§§g§ proparty exnensing under Section 1?§ for
UN qualifying investments.in depreciable property, up to a
I~ 875, OOO cap, phasing out for larger investments above
e, SBOO 000)
beses ;
%ﬁ&? . accelerated depreciation for all investments in tangible
o property in the Zone.
G§> These cost recovery proposals complement the tax incentives
# centained in your proposed budget. They will provide substantial
p- it incentives that will be particularly valuable to starting or
expanding micro-enterprise, small business, and community-based
firms. ’

Employnment and Training COredits("ETCs"). (10 zones only) ETCs
provide an effective means of lowering the cost of doing business
for employers and providing incentives £or hiring zone residents.
When combined with a coordinated private sector campaign to
secure the acceptancs and support of employers, they alsc empower
residents 'to seek employment, to obtain and hold joba and to
obtain training. We recommend allowing gach employer to take
advantageiaf either

» a multi-year ETC for employers located in the zone--25% of
the first $20,000 of each zone resident emplovee's wages and
qualifying expenses for education and training; or

- a twawyaax Targeted ETC (“TETC") for employers, whether or
not }.Qca%:aé within the zone-- 20 % of the first 812,000 in
the first vear and 10% for the first $20,000 in the second
year of each new zone resident employee’'s wages and
gqualifying expenses for education and training.

Every gualified zone resident will recelive an empowerment
card in the mall which they can present o a progpective employer
to qualify for the mx&dit$ The game card will allow them to open

o Rescht [ # Bavings Account atmthe—toos anai a checking account at the

nearest m Spdl X # Mﬁi&. :i‘:iw dolizan, - Mn*

The TETC has independent empowerment value for zone *ﬁx.;mlyL
residents because it provides them with & bounty to join the 'ﬁ‘%&a&uﬂ%
economic main&tr&am wherever jobs can be found in the labor

i

|

L

:
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market. '  In addition, we also recommend experimenting with an
alternative to the Targeted ETC: providg the prospective employee
with an incentive geteday and holdivg-a job, whedehow through

an expanded EITC awarded with each paycheck or through a bonus
voucher to be cashed with each paycheck.

Empowerment Tax Incentives. (10 zones only) We want to empoway
zone residents to own a plece of their community and have a stake
in the place where thaey work. We recommend interest sexclusions
o spur investments in Community Investment Corporations and
additional incentives for wWorker Controlled Enterprises,

. Community Investment Corporations {CICs}, owned 51% by
zone residents, could be spurred through interest
exaiusicn& to lenderg for loang made o CICs for
purchase of gualifying zone tangible assets, Thig will
empower CICs, for example, to acguire and develop land,
o gufahaﬁa Y and Fiber Optic cable serving their
cammunitia& angd o participate fully in new
information netwarks. The CIC provides a way for zone
residents to "homestead® assets and to gain control of
their economic destiny.

. Worker Controlled Enterprigses {(WCEs), owned 51% by zone
resident employees, could also be encouraged through
through tax incentives. First, interest on loans €0
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 ba a deductible business expense to the
WCE. ‘With full disclosure, worker control, annual
reporting of individual share values to eaah ZOTHE
shareholder, and deferral of taxes to the worker until
sale of &har&a, the WCE will empower regident emplovees
with a full ownership stake in their own businesses,
while eliminating the abuses common to ESOP's.

Both of these empowerment incentives will be enhanced by the

' We do 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 opgrated to
stigmatize prospective applicants as inferior in the eyes of too
many employers. An education campaign for prospective employers
ig therefore essential with respect to the Enterprise TETC. The
extent private employer commitment to participate shouldd be one
of the fautors used by the Secretaries in the Challang& Grant
Process to! judga the merits of any zone applicant’s strategic
plan.
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availability of access to capital provided by the new federal
community lending initiative. Morecver, lgang will only be made
when an independent, third party lender determines that the
proposed investment by the CIC or WCE is likely to work. We
helieve that these empowerment incentives are core components of
the new direction that you are charting.?

_ it
Resident Empowerment Savings énzmntives')iall zones) This
gstakeholder proposal makes this enterprise zone plan uniguely
different from traditional enterprise zone propesals. A 50
parcent credit would be asvallable for a contribution by an
employer, .Commnunity Investment Corporation, oy Worker Controlled
Enterprise to a Defined Savings Plan ("DSF”} on behalf of
amployeesior membarg who are Zone residents. Participeating Zone
residents could also contribute to the DEP on 8 tax deferred
basis. These savings could be withdrawn (or borrowed on} without
penalty tc 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
5&?&1&§m&nt Accounts to empower low-income Americans to take the
firsgt steps toward sconomic self-sufficiency.

Tax zxempt Private Facility Bonds: {all zones; In order to
promote investment in buildings, plant, and equipment, all Zones
will be able to exempt 30% of private facility bonds from State
caps, and these Zone Faclility Bonds will be excepted from the
gaction 265 bank deductibility prohibition. Each primarxy user
{(eé.g., & business firm) will be limited to $3 million in any one
Zone and a total of $20 millicn acress all Zone

1
Expansion lof the Low Income Housing Tax Credit: (all zones) All
zones will be viewed as a8 "difficult to develop"” area for
purposes of increasing the Low Income Housing Tax Credit to 91
paraent c% present value from 70 percent of present value.
BRIEF 3ES§RIPTIQK OF ZONE INVESTMENTS

Enterprise Block Grants (10 zones only) We recommend that the

‘These 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 alse concerned that the
benefits will accorue primarily to ocutside investors rather than
the zone residents. Treasury therefore proposes a modification:
to iimit these two interest excliusions to a Zone Empowerment Taxe
Exempt Bond, which would be exempted from the caps on state and
local bonding authority. This would allow for a public bonding
authority 'to review the transaction to assure that the benefits
are shared with the intended beneficiaries.
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Economic Empowerment Zones receive a substantial Enterprise Block
Grant, on the order of 8150~178% million per urban zone and §50-75
mililon per rural zone. Asg described above, in conjunction with
other federal invesiments and incentives, state and local
resources, and private sector commitments, this will enable lozal
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 will 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 100,000

Tass additional cops on the beat. . Bty €. E. 2o &Ii%&-.‘. OE

Commm & Dearlrgpasnds Buankes Ew:ans«wvﬁ& (00 . Nhauds): The BN il be prin condadaten ¢

Community  Lending: (all zones} All Enterprise Zones will be B od
eligible to participate in your community lending initiative in g bl

order to access private capital and financial services. Each B Com—
applicantimust demonstrate in its strategic plan how it plans to lyale efferd
do so, including to finance CIC's and WCE's among other +o Auact o
enterprises. The mawr C2A

Enterprise Neighborhood Grants: {100 Enterprise Neighborhoods)
A1l zones will be eligible for smaller Enterprise Neighborhood
Grants. The grants for urban Enterprise Neighborhoods would *4
range from $15 million to $20 million dollars, and for ruralffrom
$5-10 million. This grant would defray the costs of planning and

( Trve ?;

start-up, ‘as well a rovide a significant fund for enterprise

/..-—ne-rgﬂ'ﬁorhooda toq;ﬁeggé new initiatives. We are also confident
that many!foundatidiis, universities, non~-profif ¢ommunity groups

ﬁp&?i and others will step forward to assist affected communities in

developing a strategic plan.

‘ié—édsgzzgihility for Participation in Innovative Federal
Experiments: (10 zones and many of the 100 Enterprise
Neighborhoods)., 7T ¢ investments and incentives are only a first
step. Empowarmen nes and Enterprise Neighborhoods will open
the door to a host of innovative domestic and economic
initiatives by tha public and private sectors. The Challenge
Grant Process, itself, will inspire a wide variety of private
sector initiatives and public-private paritnerships. And, once
designated and in operation, 110 communitiss agrosgs the country
will be competing to prove what works and what doesn'y,

Each zone will alse be eligible to compete through the
enterprise challenge grant process for a varietly spacial
demonstration grants offered by different fa&arazzgganaies. Each
demonstration will be related te promoting senterprise. The
hallmark of sach will be a challenge o the enterprise zone
applicants to show how they propose to shape and to implement the
new initliative in the context of their own gtrategic plan. The
respective Secretaries, in cooperation with the Interagency
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Council, éill designate the winners based on the merits of the
applicant!s plan, provide & single point of contact for waivers,
and review progress based on results not regulations.

$everal of tha&%%eaaiag believe that this enterprise -~
proposal provides 3 wcallant challenge grant process and a

unigue platform to try a number of significant new policy

agpxa&cb&s that will also contribute to the economic revival of
distregsed communities and to jobs for theirxr residents. Ear
exanple, DoEd has asked to include and provide funds for e/
comprehensive Enterprise School Communities to implement the
National Education Goals in order,.{o promote enterprise in the

zone. This proposal will prmvid‘the cpportunity for

ammmunities, families, services, “«nd the private sector to pull
together to learn for a lifetime of earning, saving, investing,
aaﬁtributing, and participating.

30k and HHS have also reguested that a varliety of
&amaﬁgtr&tian opportunities for such logcal inngevation be included
in the enterprise challenge grant process: school-to-work,
apprenticeship, welfare-to-work, unemployment-to-work, and drug
pravention and rehabilitation-to-work ipdtiatives. Commerce has
suggested foreign trade zones, entrepre ship training and W
o enterprise assistanc@™y HUD, Agriculture and DOT will also make
5 available' similar opportunities for local innovation, including,
ﬁtﬁqdék for example, Section 8 vouchers, Access to Opportunities
%wyk {including transportation and job matching), Moving to
woas  Opportunities, HOME, and Youthbuild, The number of zones that
£;§ l¢ will be able to participaste in each demonstration will vary by
. rfﬁ& federal initiative, but the prospects are gx¢ellent that there

will be alsubstantial number of these initiatives available to

q many of the zones. The appendix attached at Tab B provides a list
f;“‘ ’ of such iﬁitiativ&s now under consideration by the Secretaries.
F‘u“”f' 5. Budget. In A Vision of Change, ere is 84.1 billion in v//
tax axpenditures designated for enterpr zones, The consensus
fIJJhJ proposal reaches for $6 billion by using $1 billion that is
n6n¢“ aurr&ntly]in the baseline f£or enterprise zones, and $900 million

in "contributions® from existing HUD and Agriculture programs
J?J - over the five-year period, FYS4-FYS88. This budget derives from
;hf the fﬁlla?ing budget authority: e, : e

‘ﬂ-* fi;“z . ,Source $ in Billions
“&;L rlf ;
i

SiRe ] Tax Expenditures 4.1
g Taste ?

‘Zf !,f*bﬂ Baseline FY93-FY 94 1.0

HUD énd AG Contributions -9

from currently proposed
Budgets
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Total 6.0
;

While under the current budget proposal, all of the $4.1
billion goes to tax expenditures, the consensus proposal wsould
transfer $I billion o tha investment side after the
discretionary caps are Lifted after FYSS., 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.Baseline amount has already been l‘ﬁ}?
targeted fur cops and community policing ~-~ which can be used f
the Econemic Empowerment Zones and Enterprige Neighborhoods.] 3

Economig Empowerment Zoneg and Neighbor Enterpr Zonas will be
greater than 56 billlion. The reason is that the Departments will
want to target portions of their new and existing programs to the
zones, so that they can be part of this exparimantﬁ and s that
they can see how different models of their dori . LU

in a reinventa& and dnnovative systenm. Thaggmmmr’
therefore requa&t&d the opportunity to provide funds from their
own budgets in order to encourage local communities fo respond
through the challenge grant process with innovative
demonstrations in the zones. {The appendix attached at Tab B
provides a list of the types of challenge demonstrations now

We believe that the final total of funds diégcatad 0 the v/

7 In the consensus proposal, we have treated the $4.1
billion reserved for tax expenditures in FY¥'s 94~358 asg also
available fmr outlays for enterprise grants. In particular, the
consengsus proposal includes $3.0 billion for tax expenditures and
applies th§ 1.1 Billion difference to enterprise grants.

i

Any such ghift frowm tax expenditures to enterprise grant
expenditures can be accomplished in cone of three ways:

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

» craata 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 s raise in the
diseretionary cap for other investments, raise the reqguest
by the $1.1 billion amount.

Under any of the three alternatives, there would be no increase
in total budget authority. The first option is most within the
contrel of the Administration and invelves the fewest political
or budgetiﬁg guestions,

‘_
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being considered by théza%ancias),

V. pee ALTERNATIVE OPTIONS

Bolp @BER OF. z&xzs??

o>

Option 1: 25 to 50 Major Zones: Secretary Bentsen is concerned
that Congress will not sccept our proposal to foous more of the
fedaeral 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 vear. All zones would
have the same mix of tax incentives as in the consensus proposal
for the 10 Econonmic Empowsrment Zonesg, but the amount of the
Enterprise Block Grant available for each Zone would bhe reduced
if more than five zones per year were designated. In addition,
the proposal would cost substantially wmore after all 25 or 50
zones are up and running in 1998, Treasury believes that such a
proposal wanlﬁ more olosely resemble the compromise reached last
fall and wouzd he more rsadily received in Congress.

Option Z:Ezﬁ Economic Empowerment Zone and 100 Neighborhood
Zonesi/ The working group believes that we will never know the
success of enterprise zones if we do not concentrate rescurces on

\Dafﬁawsmaii‘ﬁﬁmber?ﬁ&b&li&v& that Congress iz ready 0 welcome your

leadership in proposing a new approach. We bglieve that the
consensus proposal is consistent with budget constraints and
political realities, We therefore recommend the consensus

proposal.

{255’5‘ 1
ks pod 2."Blanket" vs, "Incremental” ETC> The ETC can be

applied to all zone resident employees ("Blanket ETC") or he
“incremental,” i.e., applicable only to increases in employment
of zone reaident& {whera total employment also lncreases;).

The Incramantal ETC costs substantially less than the Blanket ETC
and is more efficient in rewarding expangion in éemployment. To
prevent substitutions of existing emplovees for zong residents,
this credit could he based on increases in total employment and
on increases in zone resident emplovment Erom g stated base.

Yet, the Incremental ETC would be much more difficult for
employers to understand and would involve much more paperwork.

It also wnuld 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
resident employees.

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

i
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for amplo§ers te 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 employment.

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

C:f3 Federal Waiver.BAuthority for Existing Program;?’A
particularly thorny problem for our propoesal to reinvent
government is categorical nature of many federal programg and the
limitations on our ability to provide waivers both within and
between existing programs. Time and agadin, mayors and governors
have compﬁazned that they would be in a better position to meet
our enterprise obisctives if they were freed to deploy existing
federal programs and resgources o implement thair own strategic
plan, which will be reviewed, approved, and aonitored by the
Designating Secretary on behalf of the Interagency Council under
Uy proposal, Mayor Daley has submitted a persuasive report on
the burdens of the regulatory federalism that we have inherited.
Although we propose to gliminate such burdensomg $trings from the
Enterprise Block Grant Funding, deregulating existing federal
programs is a monumental task.

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

ﬁghxm\ « Pilot Requlatory Relief -- seek immediate Congressional

approval authority in the Interagency Council to issue
general waivers, both within and across a8 specified range of
programs relevant to promoting enterprise, in each zone

:
Q§ rl + Broader Waivex Authority -- seek legislative authority for

the Secretaries on the Interagency Council to develop
criterla for general waivers within specified programs and
great?r assistance in coordinating across programs

.N:S . Administra;iv& 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

Cliew. {
(%he first agproaaﬁ}xs 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 legislatian. We do not know, however, whether Congress
would be as willing to go along with such a radical
restructuring. It might also give pause to some of the
Secretaries as they work with vou to make plansg to initiate new
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national programs.

<hAWM*L
he aacona approacﬁ)wlll provide substantilal flewibiiity and
raspongiveness compared to the current situation. To be
effective, 1t will also require legislation; but Congress will be
receptive to such narrower statutory walver authority as a part
af the enterprise package. With occasional White House
intervention to resolve major policy disputes, the Designating
Seoretaries, working in cooperation with the Interagency Councll,
could -

« develop reasonably general and flexible criteria for
general waivers within programs and coordination of efforts
AQross programs and

* prnvide a single point of contact for all applicants.

Finally, with the gooperation of Congress and the applicant
a&&atitneats we believe that we also could proceed to implement
the third approach beginning with the budget for PY95 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” initiative based On waivers across
programs or a series of orogs-cutting challenge grants should be
proposad for a variety of existing prograss.

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 beligve this may be an issue that should
be explored fully with Congress and the constitusncy groups.

e ” O,

i 4, No Cost fdbewvnadive: /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
o, 1f 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 deépressed areas.

In addition, OMB believes that committing substantial resources
t0 an Enterprise proposal before we have had time to think
through and develop a consensus on the Adminisiration'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" option which, in its
view, meets your campaign promise to create enterprise zones
while preserving the opportunity to use the rescurces originally
committed to enterprise zones to fund a major urban/rural
development or welfare reform injtiative later. OMB's option
would:
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. prmviae no, or minimal tax incentives:
’ provide no new spending for enterprise bleck grants:
* cmnméntrate, in a small number of zones, discretionary

regources from existing programs (many of which are
&u%staﬂtially increaagsed by the proposed budget) through an
gar-marking or set aside mechanism for Enterprise Block
Gxan%si o

The attachment at Tab € summarizes OMB's proposal.
The WQrking Group recommends the consensus proposal. Although we
UnAthMA-ehawa OMB's skepticism about the ability of tax incentives to
attract buainess we balieve that they can play a part in & sore
comprehensive approach, We also believe that the stakeholder and
business tax incentives make clear that cur congsensus propesal is
not gimply another spending initiative, but rather a new approach
to pommunity empowerment and economic development. The federal
inducements will pernit local communities o attempt bold new
initiatives to lever enterprise through their own, comprehensive
strateqgic plans, including in the Enterprise Neighborhoods with a
much lmweﬁ incremental cost per zone,

Finally, we are committed to continuing its roview of urban and
rural policy in the months ahead: in cooperation with tha
reapective Agencies, we are determined to reinvent the way that
the federal government does business so that we can reallogate
and free up resources for other major initiatives. Indeed, we
baiieve that the enterprise propesal will provide an important
building blocx for your ¢ontinuing urban and rural initiatives in
the years ahead.

we belleve! that the oonsensus propesal seeks o implement your
call for a new diregtion by delivering a rea8l message of hope
throughout the land, especially to persons in the most distressed
places in urban and rural America.

!

VI. DECISION

A. Belect One:
[Interagency Consensus Proposal
"No-costt OMB Proposal

Reject all proposals, Discuss Further

3
3

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

Speel

Dont *s@a
w___m_.‘gch&&‘aw*Lu—
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March 29, 1993

MEMORANDUM FOR THE PRESIDENT

; FROM: TRE NEC-DPU INTERAGENCY WORKING GROUP OR COMMUNITY

REVELOPMENT AND EMPOWERMENY

SUBJECT: AN ECONOMIC EMPOWERMENT STRATEGY

X, ACTION-FORLING EVENT

Almost ong year agp, you toured los Angeles after the riots
.end predicted that despite all the medis attention and
‘Presidential fanfare, a year would pass and nothing would change.
]You were right. Across the country, poor communities from South
‘Centraly 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.

IX. BACKGROUND

\ Shortly after you took office, Bob Rubin and Carol Rasco
asked SGene Sperling and Bruce Reed to set up a joint NEC-DPC
interagency working group on community development and
enpowerment. We wanted s joint effort spanning economic and
domestic policy that could look at every aspect of the problems
of economicaslly distressed urban and rural sreas -- from access
to wapitsl and ¢hild care to the need for school reform and safe
stresis. We brought half a dozen sgencies together to rethink
existing programs and develop & new, comprehensive empowerment
strategy.

For ihe 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 new
strategy: economic empowerment. We set out not only o prepare
specific propesals 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.



o

; The enterprise proposa} presented here isg bolder and more
innovative than anything any previcus administration hes put
forward. It will be supported by major proposals for community
ybhanking, strengthening the Community Reinvestment Act and fair
“lénding reguirements, and a maior community partnership against
‘orime. . While we recognize that Congressional realities may force
us to temper these ambitiocus proposals, we nonetheless believe
ith&&é proposals can be passed into law and will lay the
graundwwrk for dramatic progress in poor communities across the
‘sountry.

I11I. PRINCIPLES

In &évelqping these propesals, we relied on the basic
principles you'cutiined in your campaign:

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

: 2. Individual and Commpunity Empowerment: Too many
enterprise proposals focus only on improving s particular place,
ang do little to empower the people who live there. Other
proposals focus exclusively on the individusal end ignore the
community. We need & new approach that smpowers people and
improves places at the same time,

3. Bottom-~-Up Innovation: No matier how much we monage to do
in Washington, thé ultimate solutions will come from the bottom
up, from communities and individuals willing to help themselves.
These propossls 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 tham to take more responsibility for
thelr own llwves.

4. Bold, Persistent Experimentation: In this area, more
than any other, the old snswers don't work anymeore, and we need
to launch a new era of hold, persistent experimentation.
Heinventing government must be an integral part of our enterprise
proposals. We envision a national network of economic
empowerment =sones that will serve as laboratcries of democracy,
where communities will get more freedom to try new epprosaches,
but will also be called upon to demonztrate results.

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

IV. ECONOMIC EMPOWERMENT STRATEGY

We believe that the economic empowerment portion of your
comprehensive ocommunity development strategy should include four
main pillars: economic empowerment zones: community development
banks: CRA and falr lending reform; and community partnerships
against crime. This is only 8 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 thosge
investments, and to help communities restore the basic conditions
they need to succeed: safe streats, access to capital, and above
all, new and expanding businesses that generate new jobs.

This memorandum presents & proposal for economic smpowerment
gones, with decision options on several key issues. Proposals on
CRA reform and fair lending, community development financisl
institutions, and community partnership against ¢rime 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 breaksg ©n the other,
They offer real opportunity to real people: a savings acoount, a
reward for work, access to capital to buy & home or to bulld &
business, a cop on the block, a»c}"{utfsaau o Bl Ui v diplibnmpre breile,

. et i
V. ECOROMIC EMPOWERMENT ZONES

During the aampaign, you pledged to create 75 to 125
comprehensive urban and rural enterprise zones. Congress enacted
federal enterprise z2ones in 1987 but the Adminigtration refused
to designate any zones. In October 1992, with the leadership of
Senator Bentsen, Congress passed H.R, 11, which Bush then vetoed.
H.R. 11 would have created 50 "enhanced anterpriae zones"” to be
phased in over a S5-year period. H.R. 11 provided for $500
million a vear for a broad array of federal programs within the
zenes in addition to tax ingentives.

Since H.R. 11 passed B0 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. wWe
therefore recommend four major reforms of H.R., 11:

l 1. Fewer zonez with more impact: We’ll never know whether
enterprise zones work 1f we scatter cur limited resources among
50 zones or across entire citles. We recommend a smallsr number
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of enterprise zones which are more focuszed, 8o that money and
comnitment are not spread too thin. At the game time, we can
provide some federal incentives to a larger number of communities
to stimulate bold, local experimentation.
' Erfrtprinteris

2. Beinventing government: No amount of outside financial
help will enable entrepreneurs or individuals to get ahead if red
tape or miszdirected programs stand in their way. Enterprise
zones should be a vehicle for streanmlining the waiver process,
coordinating government programs, and improving services., They
should encourage innovation and reward resulis.

3. Individual empowerment: We need to empower individuals
as well as communities, by offering access to capital, savings
incentives, and other measures to promote work, entreprensurship,
and sgset building. ,

4. Laboratories of change: A handful of tax incentives and
additional federal dollars, no matter how targeted, will never be
enough to turn & troubled community around. Over the long term,
we hope the real valug of these empowerment zones will be to
gerve as magnets for innovation by the public and the private
SeCtor.

ki bty

VI. Consensus @ Al CAPS

The Working Group reached substantial consensus on a
proposal for your consideration. In this part {(pp.4-13), we
summarize this proposal. (The appendix attached at Tab A also
prﬁviﬁas a brief summary of the proposal in outline form). This
summary will provide you with the context for reviewing the‘
decision options which we present in the next section (pp.%’ %
including 2 substantial alternative--a zero cost aption--offerad
hy OMB,

1. Budget. The consensus proposal is besed on a total
budget of $6 billion over the five-year period,. FY94-FYS$8. This
budget derives from the following budget suthority:.

Source S in Billions
Tax Expenditures 4.1
Baseline FY93-FY 94 1.0
e lluwhions?
HUD and AC Contributions .9
from gurrently proposed
Budgets

1 Tatal 6.0
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8500 million of the FY383-84 Baseline amount has already bsen
targeted for cops and community policing. In the proposal the
remainder of the budget is gplit between tax incentives and
Enterpriaa Block Grants.'

; In addition, several of the Agencies believe that this
eriterprise proposal provides an excellent challenge grant process
and & unique platform to try a number of significant new policy
approaches that ma