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There is much statistical and andecdotal evidence 
docum~nting the severe impact that discrimination and economic 
and s6cial isolation are having on the employment prospects of 
inner+city minorities. Compounding these problems are the 
relative laqk of workforce skills among individuals in this 
groupl A sub-group of the Education Training and Reemployment 
worki~g Group proposes to address three key areas that may 
positively improve labor market conditions for economically and 
sociaily isolated communities and people: (1) federal 
antidiscrimination enforcement policy for empioyment; (2) 
strategies to link residents of economically isolated communities 
~th gob hiring networks and/or post-secondary ed~catibn and 
train~ng; and (3) entrepreheurship and self-employment policies 
that rave the potential to increase minority employment. A 
fourth critical area that we believe needs to be addressed by 
some bomponent of the ETR group is workforce preparedness. 

I 	 . ~ 
The subgroup proposes to engage in the following activities: 

IAntidiscrimination Enforcement. 

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

Propose ~dditional strategies. 12. or improvements to address 
weaknesses in current enforcement efforts. In particular, we 
will examine existing enforcement policies with·a view to 



i , 
deter~iningWhether those policies have any relation'to the types 
of jobs for which economically and socially isolated minorities\ 

and, fiirst-time entrants into the workforce are likely ,to be 
VYinglr. We will place a speciaLemphasis on first-time jobs " 
available to youth. "Among the potential additional strategies we 
wouldl propose are testing programs focused on entry-level jobs. 

13 • P:r:oduce a POliCY' paper, pos$ibly for public release, 
that Idocuments the impact of discrimination on socially and , 
econdmicallyisolated minorities and states proposed actions by, 
the Clinton administration. 'This paper would be analogous, to the 
Intez:!agency Ta$k Force on Fair Lending. Policy Statement. 

straJegiesto Promote Linkages to ~iring Networks, Post-Secondary 
Educ~tion and Training. . 

11. Produce a document that recounts the problem definition 
in detail and states the policy interventions that have been 
showri to work and that. are needed. 

2. Assess the extent to which. current and proposed policies 
:r:egal:jd~ng workforce training~ job access and post-secondary 
educatlon are being implemented in a way that benefits or reaches 

.econ1miCallY isolated communities. 

Entrepreneurship. 
i 

I . I~· A~sess in more, detail the job-creation potential of ' 
i ~lnoriltY-O~ned. a~d other businesses 'for economically and socially
! lsolaited mlnorltles . Assess the potential for federal policies 
! ,to sPlu: the creation and. expansion of. more of these types oft· 

companles and, based upon this assessment, propose federal or 
, other/ policy intervention:> . 

. ' ~. Assess the extent of current minority-business support 
efforts acroSs the federal government and where relevant to the 
focus of this group, propose additional a~tion. 

~ ~i&. .-pchc..l'e::. 
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Discrimination I Job Isolation I Entrepreneurship 

Working Group 


, ' There is much statistical and aridecdotal evidence documenting the severe, impact that 
, discrimination land economic and social isolation are having on the employment prospects of 

inner-city minorities. Compounding theSe problems are the relative lack of workforce 
, preparedness ahIong individuals .in this group. ,A sub':""group of the Education Training' and 

I ' ' , -' ,
Reemployment Working Group proposes to address three key areas, that may positively , 
improve labor barket conditions for economically and socially isolated communities and 
people: (1) fedbral antidiscrimination enforcement policy for employment; (2) strategies to 
link residents 6f economically isolated coinmunitieswith job hiring networks andlor post:.... 
secondary eduJation ,and training; and (3) entrepreneurship and self-employment policies that 
have the poteritial to increase minority employment. A fourth critical area that we believe 
needs to be addressed 'by' some component of the ETR group is workforce preparedness; 

J '. h ~ 11 . ,'.. . .
The suugroup proposes to engage In t e 10 owmg actIvItIes: 

'd' "I t' E I' ' , t . ' A t nlorcemen, , , ' . 'n I Iscnmma Ion . 

. 1. Conluct or obtain a 'comprehensive assessment 'Of the state of anti-di~crimination 
enforcement fot employment in the federal govenlinent. We will begin by having informal 
discussions with knowledgeable persons both inside and outside the 'federal government; in an 

I "- ' ' ., ,
attempt to gamer all current ,material on this subject.· ,~- " ,

' , , 
I ' dd· . 1 " . . '. ddr ' 'kn '.,' ' . 2. Propose a ItIona strategtes or Improvements to a ess wea esses m current 

, I . ' 

enforcement efforts. In particular, we will examine existing enforcement policies with a 'view 
to ,determining rhether thosepolides have any relation to the types of jobs for which 
economically and socially isolated minorities and first-time entrants into the workforce are 
likely to be vyihg. We will place a special emphasis on first-time jobs 'available to youth. 
Among the pot~ntialadditional strategies we would propose are testing programs focused' on 

, I . " 
entry-level jobs.' ," 

3. prodice' a policy paper, possibly for public release, that ~ocuments the impact of 
discrimination 6n socially and economically isolated minorities arid states proposed actions by 
the Clinton adniinistration. This paper would be analogous to the Interagency Task Force 'on 
Fair Lending P6licy Statement. " , 

Strategies to pLmote Linkages to Hiring Networks, Post-Secondary Education and 
Training, 

1. Produye 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. Assel the extent to which current and proposed policies regarding workforce 

training, job acdss and post -secondary education are being implemented in a way. that 

benefits or reacHes economically isolated communities. 




Entrepreneurship.' , " " , 

1. AssLs in more detail the job":"creation potential of minority..:..owned and other 
businesses fO~ 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 assdssment, propose federal or other policy interventions. ' , 

, 2. AssL 'the extent of current minority-business support efforts across the federal 
governrilent 1d, 'where relevant to the focus of this group, propose additional action. 
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, i. 

TO: ETR Group
I 	 , 

FROM: Sheryll Cashin, NEC " " ' 

RE: AFruCAN-AMERlCAN lABOR MARKETS AND ,BUSINESS 


I. The lrrican..,.Americ3n Labor Market. The Bur~u of Labor Statistics' 
Household su~ey shows that, employment levels' for blacks increased very slightly during the 

I "', 	 ' 

official 1990-91 recession. However, over the past four years blacks have been somewhat 
. harder hit by ,the weak economy than other groups,and they 'typical~y suffered twice the 

declines in employment as whites in ,the six prior recessions. ' Longer-term trends in the black 
, 	 , I ' ' 

labor market are even more disturbing and relevant., . I 	 ' '. ' 
A. Wage Inequality., B~tween 1965 and the mid-1970s, young black women and 

, young black mfde college graduates essentially reached parity in earnings with their white 
counterparts. This trend toward earnings parity was completely reversed during the 1980s, 
'however, 'despite a sustained economic expansion from 1983 to 1989. ,Between' 1979 and 

I 	 . 

1989, the "black-white earnings gap" jumped 50%, from a level of 10,9% to 16.4%. The 

earnings gap bbtween black and white college graduates grew from 2.5%, to 15.5%. 


I ' ";.' , ' 

" B. Unemployment. For the last d~de, the black unemployment rate has remained 
essentially twide the unemployment rates of whites. And, between 1979 and 1989, black 
male labor forde participation declined across the board ...:..;. for college graduates (90 to 86%), 
high school ~duates (84 to 76%) and high school dropouts (64 to 57%)' -- two. tofollr ' 
times the declihes experienced by their white male counterparts., Again, this happened despite 
a sustained ~nomic recovery from 1983 to 1989. Lawrence Katz has identified at least four 
factors for these trends: 

• 	 • A shl~ lin relat.ive labor dsmand against b~ue collar work and less-educated wor~eIS 

that disproportIonately affects blacks, partIcularly black Illales. 


• A shift in employment opportunities out of the central cities into the suburbs, with 
increasing isolation of blacks from informal netw()rks that lead to hiring. ' 

A declite in affirmative action pressure and anti-discrimination activities -- a factor' • 
'that see1ms to have played a role in the erosion of position of black college graduates. 

. 'I ' . . " , : '. '.'. . . " , , 

Slow ecronomic growth and weak labor markets through much , 	 " . of, the last twenty years. • " ' 	 , 
, 	 '. . '. " .
I 

ll. Afr~can-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 samle period. The most rapid growth of black firms was in non-traditional, skill 
intensive speciklty services. The financial services sector, for example, grew by 175%. 

The Jerging, rapid-gro~h black finns tend to be started by college-educated 
owners, be larker in, scale, have lower failure rates, and generate more jobs relative to the 
traditional; sm*U-scale, minority firms. ,They also tend to serve diverse ornonmi~ority .. 
clienteles and be located in central business districts or outlying suburbs. 

l 



'. 

-2- ,: 

E~ergiJ;Ig,black businesses ,(x)uld play an iniportantrole in generating more jobs for 
blacks and in ~timuladitg inner-:-city economies because: (1) a.lmost 80% ofall black 


, employersh,avba minority workforce of 75% or more; (2) emerging black firms, have ' 

, ,attracted su~st4ntialcapitaland a racially diverse clientele that, dOeS ,not depend on weak, 


iriner':"city markets; and (3) they are more likely to desire to locate in ,minority areas and to 
, ,I ' "" 	 , " ' 

produ~ 'multiplier effects ,by employing local residents and using minority suppliers. , " 
(Witness the'eia.mple of Black EntertainmentTelevision deciding toloeate in NQrtheast, ' 
Washington, d~c. and often serving as a lender to its minority suppliers.) ,Initiatives like 
Empowerment iZones 'and eRA Reform should' help offset the Iocational disadvantages of 
distressed communities so ,that the outmigration of the most promising minority firms can be 
reversed. 'PIe lpptential for linkage of minority business development and inner-city , , 

, employment is! strongest withl~ge~scale,m~nority-own~dc:ons~tuction firms.' In contrast to ,,', 
MBEs, the labef force of nOQ.I11monty firms IS largelynonmmonty, even among 'the ' . , 

, nonntinorityfubs that operate in minority communities.,' ~, ',' " . ',' ' ' 

, TheattLhed appendix contairtsmore detailed 'informatio,n onthe trends,employ~ent ' 
potential; and ~roblems assoclatedwithminority..:.ownedfirms; as well as some suggested. , 
coursesofacti6n. The appendix demonstrates that blackbusiness' expansion, irrespective of 
'. I " . ' 	 " • . . '. . 

firm, location, directly correlates 'to creating more jobs. for " minorities.· And the suburban 
location of mmiy of the, larger ,emerging minority firms 'has not'severedtheir employment: ' 
links, to minority 'communities. Although not a panacea for, the problems in the, black labor 

, market,thesettends may be particularly, relevant forjnner-city miD:o,rities who face' particular 

hurdles in gaining acCess t'? mainstrC?m la~or markets: ' ' 


, ,ill. Reimmendatio~s. The fact that black'Iabor nuuketproblems blossomed despite 
sustainedeconJinicgrowth in th~ 1980s suggests thatwe,Iilust' have sound investment and ' '" 
anti~discrimiD:a:tion policies in additionto efforts to foo.tera strong economy. Several ot the 
President's, ne.~ investment initiatives have the potent~al to play an irhportantrole in' ' 
'improving black labor market conditions.' In addition~ we ,cOuld:' ,l ' , 	 , " 
'. ' assess the status of enforcement ofarith:-discriminationand: equal opportunity laws 


and,if1ecCssary', call for more .rigorous, enforcement; ., ' ',' ' ' 


, ass~sihe extent of isolation of min6ritiesfrom labor~arkets and hiring networks, and ,• 
'oonsldet, community..:.driven'models for bridging -this gap;, 	 ,', ',' 

• 	 " ' assess .Je ~~d for additional,investment' m SU~Po1t for minority-owned institUti~ns'· . 
, .. and corrlmunity development (job creation} in distresSed communities; and 

• 	 oonsidJ how ~e can use existing. tools, lik~e~~;erment z~nesand the' capital gains 
deferiallfor investments in Specializ,ed Small Business Investment Companies, to 
stimulate more private-sector investment and partnerships with minority businesses. 



1\FRICAN-AMERICAN and MINORITY BUSINESS ISSUES I ' 
I. ECONOMIC DATA AND TRENDS 

, General Grolth Trends: ' " , 
'. The m6st recent Survey of Minority-Owned Business Enterprises (SMOBE) showed , 'I . 	 ., , 

that the number of black businesses rose by 83% between 1977 and 1987 to a total of 
, " , " 	 , 

424,000~ , .' , " 	 , ' ,. At the Le time the number of all businesses rose by only 39%; I ' 	 , 
Sectoral RepFesentation: . ' , '" 	 . ., ' 
• 	 Most df the 83% increase came in the service industry. But black business ,growth 


was esPecially large in the wholesale trade'(149%) and finance, insurance and real 

estate~175%) ,seCtors, ,although these sectors are fairly ~mall. " 


'I ' " 	 , ,
• 'Black businesses are concentrated in the services(49.5 %), retail trade (15.6%), ' 

_ ' constniction (8.7%), and transportation and public utilities (8.7%) sectors. 

Size and Scall Characteristics: 

• 

I " 	 . . . " 


In 1982, 56.2%' of all black-:-owned ,firms reported annual sales of .less than $25,()00. 
75.4% Iof those firms had no paid employees. [Census Bureau; Characteristics of 
Business Owners, ("CBO"), 1982]' 	 ,'. ," , 

I ,', ' 	 . ," '. " 
Aecor9ing to 1987 SMOBE data, 83% of all black-owned compani~ had.no paid • 
empl01ees.(However, SMOBE data includes anyone that e1aiIlled self-employment . 
income on their tax, returns.) In 1987, approximately 71,000 black-owned companies , . 	 . 
had paid employees., 	 . " .,'

I 	 . . ..,' ' 
• In 1987, Black-owned companies employed a total of 220,487 paid employees - 

1 ' , ' . 

25% t'fom businesses with fewer than 5 employees; 18% from the 5-9 employee 
firms; rd 18% from firms with 100 or more employees. [1987 S,MOBE Da.ta] .' 

Emerging, Rapid Growth Sectors and Firms: 	 . ' , 
.' 	 The mbst rapid growth of black businesses has been in non-traditional, skill-intensive 

service; iridustries, particularly finance, business services, and professional services. 
The CBO data on black business reflects a trajectory toward diversity and broader 
partici~ation in service'specialties including consulting firms, advertising agencies" 
engineering, services, accounting agencies, employment agencies, computer Software 
firms, btc. [1] 	 ,: .. ' ..O(,:;~ ::., - ,..' ., .. , ,,' , 

• . These lmerging firms -are moSt wmmonly; started ,by college educated blacks, whose 
finanCi~1 capital investments ;arc:higlr:relativetQ: investments oftraditional firms . 

... _.~ • _ .!-. .. '., ,'.:'.1 

1 



• The emerging firms tend to be larger, . have lower failure. rateS and generate more jobs .' 
relative. Ito their traditional cohorts. One 1986. study found that .large black-owned ' 
firms 0rmor~ than 100 employees accounted for90percent of the increase in . . .. , 
employment In black-owned firms, between 1977 and 1982. [2] , .,. 

• 	 E~ergdgfimlS' also' tend t~serVe radallYdiverseor nOnminOrity· clienteles, including 
large corporations ,and units of ,govenrinent' Small firms that offer business services to . 
iarge corporations are thriving iiI big CitieS with coneentrationsof corporate. ..• , 
headqukters and black-owned firms have been. a majorbCneficiary of this trend. [3] . 

. One Jysis also indiCates thaI in metro~liian areas willi blackmayors , the emerging • 
lines:oflblack busineSses, particularly the youri~er firms, t~nd ~~ be,much larger, in ' 

sales anCl employment, have much larger -financIal andcapltal.mvestments and are' . 

'failing Jt lower rates andare:more likely to'be'run : by' college graduates. The author; 

attributea,this to targeted procurement programs ,and the appointment of government 


'. official~1 who vigilantly promote procureinent opportunities for . minority business .:" ' 

·enterpnses (MBES). [4] , . ',_ . '. , " . 


• 	 Recent tnall business studies in~icate that all minority groups-~ bl~cks, Asi~~ and, 
Hispani<fs ....;;'" tend to piosperin ,self-employmellt in'direct proportion to the degree 
that· they are moving ,away from traditional "fields such as personal services. 'I' . " ' . ..' 	 . 

Traditionaifirms: , ., ,. ......,: : ',.: " ,.' . ., " 

• 	 ' Traditiohal min6rityfirms, particularly :perSon~ ,serVices firms tend to be small-scale; 
havehib,failurerates,~and generate few jobs because their owners have minimal' . 
levels of education and skill 'arid hivest smallamounts of financial capital'in their' 

- • . I 	 ' ' ,', " '. ' bUSInesses. ' , ". .' ' .' " 	 ,',I .,' ',',' .:.' ,". ,.' ,... ' , ' .' 

However, most persOnal ~ervireand small~scale:operations owned bynomuinorliies • 

, are· also marginal operations. 	 ' 
. , 	 " 

II. ~TIOrIIP~F ~.BEsANi)URBANEC:NO~CDEVELOPMENf 

MBEs Hire Mostly 'Mmonbes Regardless Of Location:. ..' , .', ',' . 
• 	 ..' CBO data indicate that most of the workers employed by black~owned firms are . 

tninoritibs: For 79% of black employ~rs, 75% or more of the paid workers are ' 
minoritibs. (Interestingly,· there'appears' to be no relationship' between firm viability· 
and the kcial cOmposition of the ,firm labor force.) [5] 'Another study found that 96% 
Of. bla~kfowned firms op.erat~~gin minority areas and'8~% of those operating:in non-, 
mlllontYlareas rely on mlllOritl,es:~or,,;at least 50%o~:thelr workforce. [6] , , 

• 	 By contraSt, the· labor force df white-owned firms is largely non-minority. ,EYrn 
, among donminority finns tbat operate in' minority communities, most of the employees 

are whitt 33% of white-owned firms operating in minority areas have no minorities 

2.' 




at all and only 38% of those in minority areas have more than 50% minority 
employks. [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 
emergiIig MBE firms has not severed their employment links to minority communities. 

I . '. . . 	 . 
· Although nof a panacea. for "the problems. in the black labor market, this trend may be 
particul~lfly relevant .for inner-:-eity minorities who face particular hurdles in gaining 
access t~ mainstream . labOr markets. . .. . I . . 

Where MB& are Located: . . .' ." ' 	 .'" 
• 	 The hdlthier, emerging lines of black business are shift~g away from inner-city 

minority communitieS and fOcUSing instead on central busineSs districts or outlying 
suburbap areas; leaving· inner-city black communities increasingly out of the business 
development prOCess.. Among the black-owned firms IlQ1located in large, urban 

· minority communities, over half of the owners have' attended college. [8] . . 

One of lhecauses of thiS' trend is that commercial banks are extensively redlining • 
small fibs that do business in" minority areas. One study has shown that the primary 
considetation of lenders is geographic l~tion of the firm: if located .in a minority 
commudity, the loan size is drastically cut. [9] . . 

• 	 BecauJ of suchredlining~ th~black business start-ups that survive in min~rity
comm~riities consist dispropOrtionately of tiny firms serving minority clienteles. 
Owners.l~f such firms tend to be .m~nimally ed~cated, have no paid ~mplo~ees, and 
have mInImal prospects for allevIatIng economIC underdevelopment In theIr " 
commuIhty. [10] ..." .. ' . .. 	 . " . . 

. I. 	 .... " 
Role of EmergingMBE'sin Economic Development of Inner-Cities: " . 
• . 	 Resourc~s that might lead to economic dev~lopmentin inner:""'cities are drained out due 

to bank !redlinmg,flightsof resident income (e.g., residents paying rents, food costs, 
. etc. to nbnresidenr business oWnerS), and flights of the beSt humanccapital to better 

. I 	 . 

economic environs and opportunitie~. Stripped of capital and entrepreneurial talent, 
· the ghetto really has no prospect. of generating the internal economic development it 
needs to' produce jobs and incomes for its residents. [11] 

• CBO data indicate that larger financial inputs at "the point Of start-up positively relate 
to firm Jurvival, irrespective of the race of the owner or geographic location. The 
emergin~, better-educated MBE entrepreneurs described above have 'lJeen able to 
invest and attract more start-up capital than traditional MBEs. Among those black 
firms th~t are not located in large, urban minority communities, greater financial and 
human dapital 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] 



- -

• 	 Tl;lUs,erilerging MBEs have special potential to help reverse the decline of inner-city 
developtnent because (1) they possess the tools for business viability -....: 
entrepr~neuria1 talent, the ability to attract substantial capital, and a racially diverse 
clientel~ that does not depend on weak inner-city markets; (2) they employ primarily 
D1inorit~bs; (3) they aiemore likely than nonminority businesses to desire to lOcate in 
minOrit~.areas; and (4) they are more likely to produce multiplier effects by employing 
local residents, using locally-owned suppliers, and perhaps even playing a mentoring 
role to ~maller MBEs. (Witness the example of Black Entertainment -Television 
deciding, possibly against financial interest, to locate in Northeast Washington and 
often setving as a lender to its smaller, niinoritysuppliers.) 

But to alract more emerging MBE1s to the inner-city, we must address the fact that • 
the 'groti~ 'of black firms possessing the greatest developm~nt prospects typically are 
not located -in urban inner-eities. Rewards and incentives, as discussed below in 

I -	 - _ 
-- _!Section N.,are needed; - . 
. - -I' 	 - 

-ill. NATURE OF PROBLEMS FACED BY MBEs '. 	 . 
",. 	 . - I' 	 

Lack_of Access to Capital: -	 . _ 
• - -A 1990 ktudy conducted by the Opportunity Funding Corporation (OFC) for the 


_~mnie~ce Department ~de~tified t~e _lack of 'access to capital as the single most 

Importar -obstacle.to mmonty busmess development. 


• The OF<C study quantified the gap between the demand and supply of capital for 
minority business enterprises at $144 billion in 1990 dollars., 

• 	 The greatest capital need was for micro-seed (under $20,000), seed, medium-risk 

capital, Jnd unsecured, expansion debt. 


I, I ' " -	 ' 

• 	 Another Istudy' 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 studyoontrolled -for business risk and focused on a 
relatively elite group of black businesses -- larger firms that were ,at least two years 

I 

old. In fact, 84% of the black owners had attended one or more years of college, 
-, 	 compar~ 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 becluse of credit discrimination and lower 'equity inputs. [14] ,

'I 	 - '. 
The Impact of Low Equity Investment: ' 

- • 	 The amohnt 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 
banks. 

'. 	 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 largest minority-owned firms have necessarily relied. very 
heavily on debt to finance growth~ This debt reliance frequently caused very high 
leveragel among large-scale minority firms. [16] .," 

The Impact of Geographic I..ocation: 
• 	 CommeFcial ballks are the largest single loan source for small and minority business. 

An analYsis of 28 large metropolitan areas showed that banks' willingness to lend is, 
heavily influenced by geographic location: if, the, borrower's firm is: located in a 
minori~YI com~unity, ..()~ size is cut drastically. Controlling for owner age,yearsof, . 
educatIOn, eqUIty caPltalmvestment and other factors, banks were found to lend nearly 
$40,000 Iless, on average, to black firms located in minority neighborhoods than to 
black firms in nonminority' areas. [17] , , .. ,' ,I 	 ' ' , 

.Lack of Technical Expertise and Information: 
I 	 . 

• 	 The OFC Study noted that commercial bankers often had difficulty lending to MBEs 

because hf inadequate flmincial, marketing and managementpreparation'by minority 

entreprerieurs. For this reason, the OFe strongly recommended. improving 

manage4ent assistance for MBEs. Community Development Financial, Institutions 

have fouhd that providing intensive technical assistance to porrows is critical 'to . 


, maintaitiing low loan default rateS.' 	 .. , . 

d'·, R·I 4-'-; "Bon 109 eqUlJremen~:
I, 	 , ' 

• 	 Lack of ?ondingis a frequently mentioned barrier to development of minority 
construction and other contractors. There is no statistical evidence on the scope and 

. I ' . 	 ',' ' ' . 

nature of, the problem. Reasons for restricted access of MBEs are difficult to assess, 
since mhlority firms are frequently smaller and younger relative to nonminorityfirms. 
Howeverl aneCdotal evidence suggests a vicious cycle: facing limited access to credit 
from co~mercial banks, black entrepreneurs' form small firms; being small and young, 
they are ~enied bonding, which in turn shuts them out of the market for many types of 

I 	 . 

construction work and contributes to illiquidity problems. 

I 	 : 
Access 	to Markets: 

I 	 '

• 	 New markets have opened up with the growth of set-asides and procurement efforts 
targeted ~pecificallY at minorities,' Large corporations in consumer products industries 
have targeted procurement dollars to minority firms. Governme~t set-asides for 
minoritie~ constitute a multibillion dollar market. Federal government agencies have' 
also subsidized private groups, such as the National Minority Supplier Development 
Council, rhiCh in turn have encouraged minority business sef-aside programs . . 
throughout the corporate sector. 

Federal tlrgeted procurement programs have been criticized, however, for (1) lack of• 
adequate ktaffing, implementation and promotion of existing MBE procurement 
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programs; (2) burdensome certification requirements that vary from agency to agency; 
(3) lack: of adequate access by MBEs to information about upcoming . 
procurefnent/biddingopportunities. ..' .' , " .' 'I .'. , ' . 	 .. 

ill. NEW ADMINISTRATION TOOLS THAT WILL ADDRESS SOME PROBLEMS . 

The cliton Administration has aiready'launched, many of the types of initiatives that, 
have been call~ for in Senate Hearings and,elsewhere for redressing the problems that retaid 
minority busindss and inner-city development. .... " 

1, . '. ' 
Accessing Credit: . " '. . 	 , 
'. 	 CRA R~forrn -- By January 1~.1994, th~ 'bank regulators will issue new, Community' 

Reinvestment Act regulations that will identify objective, performance-based measures 
. I. 	 . 

for grading compliance of commercial banks with their CRA obligations. This refonn: 
should ~roduce 'a system for identifying the numbers of business loans bam:s are 
actuallylmaking to minorities and in minority areas. We believe this required 
disclosure will have a substantial impact on improving the lending perfonnance of 
commertial banks and reversing the practice of red lining. Thepotenti~l impact on 
MBE 101m volume of this initiative is on the ,order of billions and is much larger than 
anything) else we could do.' However, we may be able to increase the likelihood of 
success kd real impact by encouraging more involvement of large banks, the private' 
sector, ahd foundations in lending to, investing in and mentoring to MBEs. ' For banks, 
CRAcr~it would be part of the incentive for such activity. (See Section IV., below.) 

' 	 ' " " 

The CDFI bill, which is pending in Congress,' will help' build the number of• 
I 

I " ' ,

community-based intermediaries that have the special underwriting expertise and the ' 
I 	 ' " 

will to identify and provide technical assistance to MBE's in their search for credit. 
We can 1nd should encourage the mainstream commercial banking sector to build 
more pa~nerships with CDFIs .so that we are linking the major capital markets with a 
community-based, expert delivery system. . . 

'SBA onl~StoPCaPital Shops/~mpowerment.Zones: Never before has the SBA 
I ' 	 , 

targeted its considerable lending andoommunity development tools to minority 
, businessJs or distressed communities. SBA has proposed 'to establish nine one-stop 

capital shops that will be located in the nine designated empowennent zones but will 
also Servb as national and regional capital distribution points for underserved markets. ' 
Each'shdp will contain or have a' relationship with (1) aSpecialized· Small Business 
InvestmehtCompany (SSBIC) which will provide 'equity investment capital for ' 
disadvan~aged businesses; (2) an SBIC, which provides equity investment for any type 
of small business; (3) a Small Business Loan Center,. which. will provide business 
loans of bver $25,000; (4) a Micro-Enterprise Lender, which provides business loans 
of less t~an $25,000; (5) a Certified Development Company, which provides small 

I " 	 ,

business loans for real estate and related large equipment purchases. In addition 
businesJs in each zone and enterprise' community will receive concentrated business 
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technical assistance and 'counseling through the SBA's Small Business Development 
Centecl and Business Information Centers. ' ' ' 

I 	 " 
Accessing Equity Investment: 	 " ' , ' 

I 	 ,',' , 

• 	 New SBIC Regulation: The SBA has issued a new regulation which creates a new' 
preferrM stock financing program which will facilitate greater SBIC equity , 
investn?ents by allowing,SBICs to obtain leverage from the SBA.in the form of ~ 
rather than debt (This applies to SSBICs as well.) , 

• BumJrs Capital' Gains ExclUSion:' -rhe Budget Reconciliation Act waives. the active 
busines~ requirement for ,investments ,in SSBICs that would not otherwise be eligible 
as a qu~lified small business for the new 50% capital gains exclusion on investments 
in small businesses. This should stimulate more interest by individual investors in 
investirig in SSBICs for tax benefits. ," , " , 

• SSBIC rRonover: The Act.also ailows deferral of gain by corporatem:individual 
investors from the sale' of publicly traded securities if the proceeds 'are reinvested in ' 
I, 	 , 

the equity of a'SSBIC. 	 " ' 

• SBA ole-StoPCap~tal Shops/Empowerment Zones: as described, addresses 
equity/sbed andmicro-..seedneeds. , 

I ' ' ' 
Accessing T~chnicaiExperti~e: ' 

I 	 " 

• 	 In addition to existing business techi1icalassistance programs, the CDFIlegislation and 
SBA O~e Stop Capital Shops will provide more targeted,intensive business, ' , 
counsel~ng, as'will the Commerce Department's plan for six'state-of-:the-art ,MBDA 
Megacenters ',' , , " , 

I .' , ,'" 
Accessing Markets:' ' " ' " 
• 	 Throu~ an electronic bulletin board, the SBA one-stop capital shops will also serve 

as vehicle for making information about availableeontracts more accessible. 

IV. ADDITIO~AL R~~OMMENDATIONS 	 ,', , 

Clearly, the AdininiSt~ation has numerous new and existing tools in pl~ce that could be 
used to address the problems faced by MBEs., The following, off-budget (or very low ' 
budget) actions might be taken to maximize the impact of those tools:' " 

Use the SBA, new capital gains tax breaks, and CRA-reform tools to foster partnerships 
of national corporations and large banks with minority firms, CDFIs and minority 
~nks: I ' , 	 ' , 
• 	 A sub-group of the empowerment zones implementation working group has been 

, 	 looking ~t ways to improve capital access in the zones. We could ask this group to' 
think mdre broa~ly about how we can use existing tools to attract substantial new 
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investors in and partners with emerging minority firms; (The SBA is in the process of 
, assessibg how to encourage the capital markets to sell the' new SSBIC capital gains 

I ,

, ; deferral to investors.) ", ' , 
' 

Test MinOrit~BusiDesS support st~t~es InEmpowermeD! Zo~es: . . . . 
• The empowerment zones applIcatIOns challenges lo~l publIc and pnvate entItles to ' 

come tbgether and commit additional resources. It recommends that the communities 
assess tapital needs, marshall private sector. commitments,and consider creating 
,I 	 " ' , '",

iimovative mechanisms for linking empowerment zones with broader capital markets. 
,Once cbmmunitie's are designated we couldenoourage the EZs and ECs to consider , 

, whethet and ,how they would build capital accesS andmentoring networks for local 
minority firms. Such partnerships could also be a'vehicle for providing technical 

, 'assistattce to minority firms, particularly regarding boIlding requirements. 

'Consider recoLmending an e~ecutive order orpresidential memorandum that would 
, direct, allagerlcies to comply with and vigorously implement the existing small and ' , 
, I, ' 	 , 

disadvantage~. business utilization rules and requirements: , ' , 
• 	 Under the Small Business Act agencies are required, among other things, to set annual 

procurekent goals for small and disadvantaged busiriesses (small, minority and 
womentowned ~rms) --goals which reflect "the maximum practicable opportunitt 
forsucliconcemsto participate in the agency's contracting. In a 1992 Final Report, 

, the u.sl Commission on Minority Business Development concluded, among other 
sharp ~iticisms, that this goal setting proceSs had either been ignored by the agencies 
or deteriorated into a mechanical 'exercise. ,We could reinvigorate existing minority 

,procuretnent efforts with an executive order or other directive mandating compliance. 
, Thi~ wduld have to be coordinated with the work of the National Performance Review. 
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