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Discriminatien / Job Isolation / Entrepreneurship
Working Group

There is much statistical and andecdotal evidence
documentlng the severe impact that discrimination and economic
and social isolation are having on the employment prospects of
1nner'c1ty minorities. Compounding these problems are the
relative lack of workforce skills among individuals in this
group; A sub-group of the Education Training and Reemployment
Working Group proposes to address three key areas that may
positively improve labor market conditions for economically and
socia}ly isolated communities and people: (1) federal
antidiscrimination enforcement policy for employment; (2)
Strategies to link residents of economically isolated communities
with job hiri etworks and/or post-secondary education and
training; and (3) entrepreneurship and self-employment policies
that have the potential to increase minority employment. A
fourth critical area that we believe needs to be addressed by

some Eomponent of the ETR group is workforce preparedness.

The subgroup proposes to engage in the following activities:

Antidiscrimination Enforcement.

1. Conduct or obtain a comprehensive assessment of the
state 'of anti-discrimination action enforcement for employment in
the ﬁederal government. We will begin by having informal
discussions with knowledgeable persons both inside and outside
the federal government, in an attempt to garner all current
material on this subject.

2. Propose additional strategies or improvements to address
weaknesses in current enforcement efforts. 1In particular, we
will |examine existing enforcement policies with.a view to




‘determiniﬁgvwhether>thosé,policies have any relation to the types
of jobs for which economically and socially isolated minqgitieS’

and first-time entrants into the'workforce arg.like%y-tg be ,
vying. We will place a special. emphasis on first-time jobs.

x’available to youth. - Among the potential additional strategies we) ;

would propose are testing’programsAfOQUSedvon“entry—level'jobs;.

- 3. Produce a policy paber; possibly for publ%c release,
that documents the impact of discrimination on socially and

economically isolated minorities and states proposed actions by’

the Clinton administration. This paper would be analogous to the

’Inteﬂagehcy Task Force on Fair Lending Policy Statement.

Strategieé'to Promote Linkages td‘Hiring Networks, Post-Secqndary
Educdtion‘and Training. .

1. Produce a document that recounts the problem definition
in detail and states the policy interventions that have been
showd to work»and'thatvarelpeeded.~ ' :

. '[2. Assess the extent to”which,Current and proposed policies
regaqding workforce training, job access and post-secondary -
education are being implemented in .a way that benefits or reaches -

~economically isolated communities.

Entrepreneurship.,/

‘ 1. Assess in more défail»the job-creation potential of . -
minority-owned and other businesses for economically and socially

‘isolated minorities. Assess the potential for federal policies

to spur the creation and expansion of more of these types of
companies and, based upon this assessment, propose federal or

‘other| policy interventions.

, 2. Assess the extent of current minority-business support
efforits across the federal government and, where relevant to the
focus| of this group, propose additional action.

Liwdding distiminatiin — - seb 3side policies
A-ge}s 4 Copral ' ?rocuvwm+P:llticS
haess +o Moatnr - | o ?
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Discrimination / Job Isolation / Entrepreneurshlp
: Workmg Group

There is much statistical and andecdotal evidence. documenting the severe impact that

' discrimination |and economic and social isolation are having on the employment prospects of '
~ inner—city minorities. Compounding these problems are the relative lack of workforce
- preparedness among individuals in this group. A sub—group of the Education Training and

Reemployment Working Group proposes to address three key areas that may positively .
improve labor |market conditions for economically and socially : 1solated communities ‘and
people: (1) federal antidiscrimination enforcement policy for employment; (2) strategies to
link residents of economically isolated communities:with job hiring networks and/or post—
secondary education and training; and (3) entrepreneurship and self-employment policies that
have the potent1a1 to increase minority employment. A fourth critical area that we believe

needs to be addressed ‘by some component of thé ETR group is workforce preparedness
- The subgroup proposes to engage in the following activities; ‘

Antidiscrimination Enforcement.

1. Conduct or obta1n a comprehenswe assessment of the state of ant1—dlscr1m1nat10n

-enforcement foi employment in the federal government. We will begin by having informal
-~ discussions with knowledgeable persons both inside and out51de the federal government in an

attempt to garner all current material on thlS subJect

2. Propose additional strategies or improvements to address weaknesses in current

—enforcement efflor'ts In particular, we will examine existing enforcement p011c1es with a-view
- to determining whether those p011c1es have any relation to the types of ]obs for which

economically and socially isolated minorities and first—time entrants into the workforce are

likely to be vying.. We will place a special emphasis on first-time jobs available to youth.
Among the potential additional strategles we would propose are testlng programs focused on
entry-level jobs.

3. Produce a policy paper, possibly for public release, that documents the impact of
discrimination on socially and economically isolated minorities and states proposed actions by
the Clinton adnilnlstration This paper would be analogous to the Interagency Task Force on
Fair Lending Policy Statement.

Strategies to Promote Lmkages to Hiring Networks Post—Secondary Educatlon and
Training.

1. Produce a document that recounts the problem definition in detail and states the

policy interventions that have been shown to work and that are needed.

2. Assesls the extent to which current and proposed policies regarding workforce
training, job access and post-secondary education are being implemented in a way. that
benefits or reaches economically isolated communities.




Entrepreneurship.. ’

1. Assess in-more detail the ]ob-crcatlon potcnual of ‘minority-owned and other
businesses for, economically and socially isolated minorities. Assess the potential for federal
policies to spur the. creation and expansion-of more of these types of compamcs and, bascd
upon tlns asscssment proposc federal or other policy mtcrvcntlons

2 Asslcss thc extent of current mmonty—busmess support efforts across the federal
government and, ‘where relevant to the focus of this group, propose additional action.
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TO: ETR Group
FROM: bheryll Cashin, NEC
RE: AFRICAN-AMERICAN LABOR MARKET S AND BUSINESS

I. The African-American Labor Market ‘The Bureau of Labor Statlstlcs
'Household sur\Irey shows that employment levels for blacks increased very slightly during the
official 1990—%1 recession. However, over the past four years blacks have been somewhat
" harder hit by thc weak economy than other groups, -and they typically suffered twice the
declines in employment as whites in the six prior rccessmns Longcr—-term trends in the black

labor market are even more dlsturblng and relevant

A Wage Inequality. . Betwecn 1965 and the mid- 19703 young black women and
‘ young black male college graduates essentlally reached panty in earnmgs w:th theu' whlte

1989 the "black-whlte earnmgs ga" ]umped 50%, from-a level of 10 9% to 16.4%. The
earnings gap between black and white nglegg graduajg_s grew from 2.5% to 15 5%

B. Unenxployment. For the last decade the black unemployment rate has remamed
essentially tw1ce the uncmployment rates of whites.. And between 1979 and 1989, black
‘male labor forcc participation declined across the board —- for college graduates (90 to 86%)
high school graduatcs (84 to 76%) ‘and high school dropouts (64 to 57%) —- two to-four
times the declines experienced by their white male counterparts. Again, this happened despite
a sustained eco:nomlc recovery from 1983 to 1989 ‘Lawrence Katz has 1dent1f1ed at least four
factors for these trends : ,

e A shiftin relative labor demand against blue collar work and lcss~educatcd workers
~ that dlsproportlonately affccts blacks, partlcularly black males o ~

‘o A shift lin employment .opportumtlcs out of the central cities into the subufbs; with
' increasing isolation of blacks from informal networks that lead to hiring.

° A decline in affirmative action pressure and anti-discrimination activities —— a factor
- that seems to have played a role in the erosion of position of black college graduates.

° Slow cconomic growth and weak labor markets ‘thro.ugh much of the last twenty years.

II. African-American Entrepreneurs. By contrast, the number of black businesses
grew by 83% between 1977 and 1987, while the number of all businesses grew by only 39%
during the same penod The most rapid growth of black firms was in non-traditional, skill-
inténsive specialty servwes The financial servicés sector, for example, grew by 175%.

The'emergmg, rapid-growth black firms tend to be started by college—educatcd
owners, be larger in scale, have lower failure rates, and generate more jobs relative to the
traditional, small scale minority firms. A They also tend to serve diverse or nonmmonty
clienteles and be located in central business districts or outlying suburbs.
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Emergmg black busmesses .could play an 1mportant role in generatmg more ]ObS for
blacks and in strmulatmg innér—city economies because: (1) almost 80% -of all black

. employers hav:l- ‘a minority workforce of 75% or more; (2) emerging black firms, have '

. attracted substcmral capital and a racially diverse clientele that.does not depend on weak
‘mner—cny marl(ets, and (3) they are more- likely to des1re to locate in minority areas and to
produce multiplier effects by employmg local resrdents and using minority supphers
(Witness the e)lrample of Black Entertainment Television deciding to-locate in Northeast .

- Washington, D C. and often serving as a lender to its minority supplrers) Initiatives like
- Empowerment Zones and CRA Reform should help offset the locational dlsadvantages of

distressed communities so- that the outmigration of the most promising' minority firms can be

~ reversed. “The potential for lmkage of minority business development and mner—crty .
employment is strongest with- large-scale, ‘minority—owned construction firms. In oontrast to L

MBES,’fthe labor force of nonminority firms is largely- nonmmonty, even. among the -
: ;nonrninority ﬁrms that operate in mlnorlty commumtres -

The attached appendrx contams ‘more detalled mformatron on the trends employment
potentlal and droblems associated with minority~owned firms, as well as some suggested.
.courses of action. The. appendlx demonstrates that black-business expansion, irrespective of
firm location, d uectly correlates to creatmg more jobs for minorities. - And the suburban-
location of many of the larger emerging mmonty firms has not severed their employment

links to mmonty communities. Although not a panacea for the problems in the black labor
market “these. tr'ends may be particularly relevant for. mner—crty mmontres who face partrcular
: hurdles in gannng access to mamstream labor markets - C

‘ III Recommendatlons. The fact that black labor market problems blossomed desplte
sustained economrc growth in the 1980s suggests that we must have sound investment and
‘antr—drscnmmatron policies m_a_ddmon_m efforts to foster a strong economy. Several of the
President's new, investment initiatives have the potenhal to play an important role in =
“nnprovmg black labor market condrtrons In addmon, we could '

L r‘assess the status of enforcement of ant1--dlscr1m1natron and equal opportunrty laws
- and, 1f necessary, call for more ngorous enforcement :

. assess the extent -of isolation of mmontles from labor markets and hiring networks ‘and ,
R 'consrder commumty—dnven models for bndgmg ‘this gap;.

e _ assess. the need for addltlonal 1nvestment or support for mmomty—-owned 1nst1tutrons
‘ . and com mumty development (job creatron) in dlstressed communities; and

. consider how we can use exrstrng tools lrke empowerment zones and the capltal galns
" deferral ffor investments in Specialized Small Business Investment- Companies, to
~ stimulate more private— seetor investment and partnershlp_s ‘with minority businesses.




AFRICAN-AMERICAN and MINORITY BUSINESS ISSUES

I. ECONOMIC DATA AND TRE'NDS“

" General Growth Trends

. The m(!)st recent Survey of Minority~Owned Busmcss Enterprises (SMOBE) showcd

that thc number of black businesses rose by 83% between 1977 and 1987 to a total of '

- 424, OOO

At the same time ‘thc number of all businesses rose by only 39%. -

| Sectoral Representatxon - .
‘Most of the 83%  increase came i m the service mdustry But black busmess growth

was especially large in the wholesale trade (149%) and finance, insurance and rcal
estate ( 175%) scctors although these sectors are fairly small. '

‘Black busmcsscs are conccntratcd in the services (49 5%) reta11 trade (15 6%)
i constructlon (8. 7%) and transportatlon and pubhc utlhthS (8. '?%) sectors.

- Slze and Scale Charactenstlcs' .

In 1982, 56. 2% of all black-o‘;vncd firms reported annual sales of less than $25 000.
75.4% |of those firms had no paid employecs [Census Bureau, Characteristics of
Business Owners, (“CBO"), 1982] L

According to 1987 SMOBE data, 83% of all black—owned compamcs had no pald _
employees. (However, SMOBE data. includes anyone that claimed sclf—employmcnt -
income on their tax. returns.) In 1987, approx1matcly 71 000 black-owncd compamcs ‘
had pald cmployccs ~

In 198‘;7, Black—owned companies employed a total of 220,487 paid employees ~—
25% . frlom businesses with fewer than S employees; 18% from the 5-9 employee
firms; and 18% from ﬁrms Wlth 100 or more cmployccs [1987. SMOBE Data] -

| Emergmg, Rapld Growth Sectors and ans

The most rapid growth of black businesses has been in non—tradltlonal skill-intensive
service, industries, particularly finance, business services, and professional services.
The CBO data on black business reflects a trajectory toward diversity and broader
partlcxpatlon in service Spec:lalncs mcludmg consulting firms, advertising agencies,
cngmccrmg services, accountmg agcnc1cs cmploymcnt agcncws computer softwarc -
firms, étc [1] Cricant o sion onby o0 . . . .

‘ Thcsc emerging firms -are most commonly;‘staitéd by. college educated blacks, whose

financial capital investments :are high relative:to investments of traditional firms.
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The cmorgmg ﬁtms tend to be larger, have lower fallure rates and generate more JObS
relative |to their traditional cohorts. One 1986 study found that . large black-owned

- firms Oil more than 100 employees accounted for 90 percent of the increase in
' employment in black-owned firms. bctween 1977 and 1982. [2]

: Emcrgmg firms also tend to serve rac1ally leCl’SC or nommnonty cllenteles mcludmg »

large co'rporatlons .and 'units of govemment Small firms that offer business services to |
large oorporatxons are thnvmg in big cities with concentrat1ons of corporate '

. headquarters and black-owned ﬁrms have becn a major benef1c1a1y of this trend [3] ‘

- One. analyms also lndtcates that in metropolltan areas w1th black mayors, the emergmg 3
‘linés ‘of |black businesses, partlcularly the younger firms, tend to be much largerin'

sales and employment, have much larger financial and capital investments and are

“failing at lower rates and are ‘more likely to be un by’ collegc graduates. The author '
-attnbuted this to targeted procurement programs and the appointment of government .
ofﬁcxals‘ who vigilantly promote procurement oppoxtumtles for mmonty busmess

- .enterpmses (MBEs). [4] : :

Recent amall busmess studles mdlcate that all mmonty groups — blacks Asmns and
Hlspamcs —— tend to prospcr 1in self-employment in'direct proporuon to the degree
s kthat thcy are movmg away from- tradltlonal ﬁelds such as personal services.

| -Tradltlonal ﬁrms

*Tradxtxorllal minority. ﬁrms partlcularly personal serv1ces ﬁrms tend to be small-scale, |

have hlgh failure rates, and generate few _]ObS because: their owners have mnumal
levels of -education’ and sklll and mvest small amounts of ﬁnancxal capltal in thelr -

; ‘busmesses.'

fHowevcr, most personal servxcc and small—scale operatlons owned by nmmmgmnes e
" are also marginal operatlons : L -

II RELATIONSHIP OF MBES AND URBAN ECONOMIC DEVELOPMENT

) MBEs Hire Mostly Mmontles Regardless of Locatlon ~ :
- CBO data indicate that most of the workers employed by black—owned ﬁrms are

minorities.” For 79% of black employets, 75%- or more of the pald workers are

N ’mmontul:s (Interestingly, there appears to be no relatlonshlp between firm v1ab111ty ,
* and the rac1al composition of the firm labor forcc) [5] Another study found that 96%
- of black-owned firms operating in minority areas and 87% of those operating in non— -

vmmonty areas rely on manﬁtleSfOI iat least 50% of thelr workforoe [6]

By contx ast, the labor force of whlte—owned ﬁrms is largely non—mmonty E__cn

are white. 33% of wh1te—owned ﬁrms operatmg in mmonty areas have no mmormes




at éll and only 38% of thosc in mmonty areas have more than 50% minority

A employlecs [7]

In sum,| black business expansion, irrespective of firm location, directly correlates to
creating more jobs for minorities. And the suburban location of many of the larger
emerging MBE firms has not severed their employment links to minority communities.

. Although not a panacea for the problems in the black labor market, this trend may be
‘particularly relevant for inner—city mmonncs who face partlcular hurdles in gaining
- access to mainstream labor markcts

Where MBEs are Located

The healthier, cmergmg lines of black busmess are shxftmg away from lnncr-01ty
mmonty communities and focusmg instead on central business dlstncts or outlying
suburban areas, leaving . mncr-cuy black ‘communities increasingly out of the business

: dcvclopmcnt process. - Among the black-owncd firms not located in large, urban
‘minority communities, over half of the owners have attended college. (8]

One of the causes of this trend is that commercial banks are extensively redlining
small firms that do business in minority areas. One study has shown that the primary
considetation of lenders is geographic location of the firm: if located in a mmonty
commuxllty, the loan size is drastxcally cut. {9]

Because of such rcdhmng, thc black busmcss start-ups that survive in minority
communities consist d1sprop0rt10natcly of tiny firms serving minority clienteles.
Owners of such firms tend to be minimally educated, have no paid cmployccs and
have minimal prospects. for allcv1atmg coonomlc undcrdcvclopmcnt in their

‘community. [1{)]

Role of Emergmg MBE‘s in Economlc Development of Inner—Cmes. B

Reésources that might lcad to economic development in 1nncr-—cxtles are dramed out duc

to bank iredlmmg, flights of resident income (e.g., residents paying rents, food costs,-
' etc. to nonresident business owners), and flights of the best human. capltal to better

cconomxc environs and opportunities. Stripped of capital and entrcprcncunal talent,

-the ghctto really has no prospect of generating the internal economic development 1t

necds toI produce jobs and incomes for its residents. [11]

CBO da?ta indicate that larger financial inputs at the point of start—up positively relate
to firm 9],urvival irrespective of the race of the owner or geographic location. The
cmcrgmg, better—educated MBE entrepreneurs described above have been able to
invest and attract more start-up capital than traditional MBEs. Among those black
firms thz‘\t are not located in large, urban minority communities, greater financial and
human capital inputs have been shown to be directly related to firm survival, as has
the ability to compete in the wider marketplace by serving a racially diverse clientele.
[12] o ‘




“Thus, emerging MBEs have sbéélal potential to help reverse the declinc of inner—city

development because (1) they possess the tools for business viability ——
entrepreneurial talent, the ability to attract substantial capltal and a racially diverse

: cllentclé that does not depend on weak inner—city markets; (2) they employ primarily

minorities; (3) they are ‘more likely than nonminority businesses to desire to locate in

- minority areas; and (4) they are more likely to produce multiplier effects by employing

local rcs}ldcnts, using locally-owned suppllers, and perhaps even playing a mentoring
role to smallcr MBEs. (Witness the example of Black Entertainment Television

: dcczdmg, possibly against financial interest, to-locate in Northeast Washington and

oftcn serving as a lender to its smallcr, mmonty supphers)

But to attract more emerging MBE's to thc mncr—c1ty, we must address the fact that

the group -of black firms possessmg the greatest development prospects typically are =

.. not located in urban inner—cities. Rcwards and incentives, as d1scusscd belowin
o Scctlon IV are nccdcd ' . : '

TIL NATURE OF PROBLEMS FACED BY MBEs -

Lack of Access to Capital:

‘A 1990 :study conducted by thc Opportunity Fundmg Corporatlon (OFC) for the
" Commerce Department identified the lack of access to capital as the single most
important’ obstaclc to mmonty business dcchOpmcnt

The OFC study quantlfled the gap bctwccn the demand and supply of capltal for

'minoﬁty busmcss enterprises at $144 bxllxon in 1990 dollars

~ The grcatcst capital need was for mlcro—sccd (under $20 ,000), sced mcdlum-nsk

capital, and unsecured, expansion debt.

Another [study' showed that black—owned firms have much less success (62%) in
obtaining bank loans than nonminority firms (90%), Asian firms (96%) and Hispanic

“firms (87%), even though the study controlled for business risk and focused on a

rclanvcly elite group of black businesses —— larger firms that were at least two years’
old. In fact, 84% of the black owners had attended one or more years.of college,

i comparcéi to 79% of their non-minority counterparts. [13] Yet another analysis also

showed that blacks have less access to financial capital than.Asians and Hispanics

: both becéusc of credit dlscnmmatlon and lower equity inputs. [14]

The Impact of Low Eqmty Investment:

banks.

The amount of equity investment that the owner is putting into his firm is a significant
factor in the size of the loan amounts he will be able to attract from commercial

" The household wealth holdings of blacks_ and Hispanics (but not Asians) lag quite
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 substantially behind those of nonminority households. [15]

Lacking| equity, many of the llaxgcst minority—owned firms have necessarily relied very
heavily on debt to-finance growth. This debt reliance frcqucntly causcd vcry hlgh

' lcvcrage among largc—scalc mlnonty firms. [16]

The Impact of Geographlc Locatlon'

Commexcxal banks are the largest single loan source for small and mmonty busmcss
An analySIS of 28 large ‘metropolitan areas showed that banks' willingness to lend is-
heavily influenced by gcographlc location: if the borrower's firm is located in a
minority| community, loan size is cut drastically. Controlling for owner age, years of
education, equity capltal investment and other factors, banks were found to lend’ nearly
$40,000 |less, on average, to black firms located in mmonty nc1ghborhoods than to
black firms in nonmlnonty areas. [17] S

‘Lack of Technical Expertise and Information:

The OFC Study noted that commercial bankers often had dlfflculty lendmg to MBEs
because 10f inadequate financial, ‘marketing and management- prcparatlon by minority
entrepreneurs.  For this reason, the OFC strongly recommended improving =~ - |
management assistance for MBEs. Community Development Fmancml Institutions
have fou'nd that providing intensive technical 33515tancc to borrows is cntlcal to B
mamtammg low loan dcfault rates.’ :

'Bondmg Requurements' ~
. .

Lack of bondmg is a ﬁcqucntly mentioned barrier to dcveIOpmcnt of mmonty .
construcnon and other contractors. There is no statistical evidence on the scope and .
nature of the problem. Reasons for restricted access of MBEs are difficult to assess,

“since m1ﬁonty firms are frequently smaller and younger relative to nonminority firms.

Howcvcrl anécdotal evidence suggests a vicious cycle: facing limited access to credit

from commcrmal banks, black entrepreneurs form small firms; being small and young,
they are demcd bonding, which in tumn shuts them out of the market for - many types of
constructlon work and contnbutcs to illiquidity problems. ,

| Access to Markets

New markets have opcncd up with thc growth of sct—asxdes and procurcmcnt efforts
targeted spmlﬁcally at minorities. Large corporations in consumer products industries
have targeted procurement dollars to minority firms. Government set—asides for
minorities constitute a multibillion dollar market. Federal government agencies have -
also subsidized private’ groups, such as the National Minority Supplier Devclopment
Council, Wthh in turn have cncouragcd mmonty busmcss sct—asxle programs =
throughout the corporate sector. . ‘ :

Federal targeted procurement programs have been criticized, however, for (1)‘léck of
adequate staffing, implementation and promotion of existing MBE procurement




programs (2) burdensome certification requrrements that vary from agcncy to agcncy,
(3) lack of adequate access by MBEs to information about upcoming
procurementfblddmg opportunltles

HOI. NEW ADMINISTRATION TOOLS THAT WILL ADDRESS SOME PROBLEMS

~ The Clmton Admmlstratlon has already launched many of the types of 1n1t1at1ves that

have been called for in Senate Hearings and elsewhere for redressing the problems that retard
minority business and 1nner-—c1ty development.

Accessmg Credlt

CRA Reform - By January 1 1994 the bank regulators will issue new,. Communlty '
Remvestment Act regulations that will identify objective, performance-based measures

- for gradmg compliance of commercial banks with their CRA obligations. - This reform o

should produce a system for 1dent1fy1ng the numbers of business loans banks are

‘actually making to ‘minorities and in minority areas. We believe this required

disclosure will have a substantial impact on improving the lending performance of

’ commerc1al banks and reversing the practice of redlining. The potential impact on

MBE loan volume of this initiative is on the order of billions and is- much larger than
anythmg else we could do.  However, we may be able to increase the likelihood of
success fmd real impact by encouraging more involvement of large banks, the private ,
sector, and foundations in lending to, investing in ‘and mentoring to MBEs. ' For banks, -
CRA cre'drt would be part of the 1ncent1ve for such acuvxty (See Sectron IV., below.)

The CDFI bill, wh1ch is pendlng in Congress, w1ll help build the number of
_ commumty—based intermediaries that have the special underwntmg expertise and the -
- will to 1dent1fy and provide technical assistance to MBE's in their search for credit. -

. We can and should encourage the mainstream commercial banking sector to build

more partnersmps with CDFIs so that we are linking the major capital markets with a

, commumty—based expert delivery system

"SBA One-Stop Capital Shops/Empowerment Zones 'Never before has the SBA

targeted its considerable lending and community development tools to minority

~ businesses or distressed communities. SBA has proposed 'to establish nine one-stop

capital slllops that will be located in the nine designated empowerment zones but will
also serve as national and regional capital distribution points for underserved markets. .
Each shop will contain or have a relatronshlp with (1) a Specialized Small Business
Investment Company (SSBIC) which will provxde equity investment capital for
dlsadvantaged businesses; (2) an SBIC, which provides equity investment for any type
of small busrness, (3) a Small Business Loan Center, which will provide business
loans of over $25,000; (4) a Micro-Enterprise Lender, which provides business loans
of less than $25,000; (5) a Certified Development Company, which provides small
business loans for real estate and related large equipment purchases In addition
busmesscls in each zone and enterprise’ community will receive concentrated business




technical assistance and counseling through the SBA's Small. Business DevcloPment |
Centers and Business Informatlon Centers.

Accessing Equity Investment: ‘ - '
® New SBIC Regulation:. The SBA has issued a new regulanon Wthh crcates anew’

prcferrcd stock financing program which will facilitate greater SBIC equity |
mvestmcnts by allowing SBICs to obtain leverage from the SBA in the form of ggmx;y
rather than debt. (Thls applies to SSBICs as well.) '

° Bumpers Capltal Gams Exclusnon Thc Budget Rcooncﬂlatlon Act ‘waives. the active
‘ busmesF requiremént for investments in SSBICs that would not othcnv1se be eligible
as a qualified small business for the new 50% capital gains exclusion on investments
in smail businesses. This should stimulate more mtcrcst by mdmdual 1nvcstors in -
lnvestlng in SSBICs for tax: bcncflts :

° SSBIC %Rollover The Act also allows deferral of gain by corporatc or 1nd1v1dual
investors from the sale of publicly traded securities if thc procccds are rcmvcsted in’

the cqmty of a SSBIC

K ' SBA Ollne-Stop Capltal Shops/Empowerment Zones ‘as dcscnbcd “addresses
cqmty/seed and. mlcro—seed nccds o ; :

Accessmg Techmcal Experuse' . .
K In addmon to existing business technical assistance progams the. CDFI' lcglslatlon and

SBA One Stop Capital Shops will provide more targeted, intensive business -
counsclmg, as-will the Commcrcc ‘Department's plan for six statc-of—-thc-—art MBDA

Megacenters

Accessing Markets :
. Through an electronic bulletin board, the SBA one-stop capltal shops will also serve
as vch1cle for makmg mfonnatlon about available contracts more acccsmble ‘

IV. ADDITIONAL RECOMMENDATIONS

Clcarly, the Admmlstratlon has numerous new and cx:stmg tools in placc that could be .
used to address|the problems faced by MBEs. The following, off—budgct (or very low
budget) actions mlght be taken to maximize the impact of those tools: :

Use the SBA, new capltal gains ‘tax breaks, and CRA-reform tools to foster partnershlps

of national coré)oratmns and large banks with minority firms, CDFIs and minority

banks: : :

. A sub-group of the empowcrmcnt zones 1mplcmentat10n workmg group has been
looking at ways to improve capital access in the zones. We could ask this group to

think more broadly about how we can use existing tools to attract substantial new




mvcsto[rs in and partners with cmcrglng mmonty ﬁrms (The SBA is in the process of
~assessing how to encourage the capltal markets to sell the new SSBIC cap1tal gains ©
dcferral to mvestors )

Test Mmonty Business support strategles m Empowerment Zones:

The empowerment zones applications challenges local public and private entities to

“come t{)gcthcr and commit additional resources. It recommends that the communities
- -assess capital needs, marshall pnvatc scctor commitments, and consider creating
‘innovative mechariisms for linking ernpowcrment zones with broader capital markets.
Once C(‘)mmumtms are designated we could encourage the EZs and ECs to consider
: whethc} and-how they would build capital access and mentoring networks for local

mmonty firms. Such partnerships could also be a vehicle for providing technical

~assistance to minority firms, partlcularly regardmg bondmg requirements.

" Consider reco{mmendmg an executlve order or presmentlal memorandum that would
- direct all agencies to comply with and vigorously implement the exnstmg small and
"dlsadvantaged business utilization rules and requirements:

Under t|he Small Business Act agencies are required, among other things, to set annual
procurement goals for small and disadvantaged businesses (small, minority and

'womcnl—owned firms) —— goals which reflect "the maximum practicable opportunity"
~ for such concerns to participate in the agency's contracting. In a 1992 Final Report,
: thc U.S. Commission on Minority Business Development concluded, among other -

sharp cﬁnmsms that this goal scttmg process had either been ignored by the agencies

.‘ or dctcr{lorated into a mechanical’ exercise. . We could reinvigorate existing minority -
: Aprocurcgncnt efforts with an executive order or other directive mandating compliance.
.. This would have to be coordinated with the work of the National Performance Review.
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