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BY PRESIDENTIAL REQUEST
A BLACK REPUBLICAN

- ANALYSIS OF INFLATION PRIORITIES

This highlight report has been prepared by

Timothy Jenkins designated as coordinating analyst

of the economy related views of the black Republicans
assembled at the White House, September 13, 1974, on
the subjects of Employment Support, Economic Devel-

opment, Tax Reform and Housing.
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October 2, 1974

Hon. Stanley Scott

Special Assistant to the President
The White House

Washington, D.C. 20500

Deax Stan:

We are sure you can appreciate how difficult it is
when asked to say anything to avoid saying everything on
a subject as inviting as that of offering a black per-
spective on the solutions to problems in our economy. Yet,
.we have avoided the temptation. What we have presented
here is a distillation of the many ideas and propocals to
identify those which offer the best wholesale promise for

achieving the retail special interests throughout the
black community.

Needless to say, the decision to include some things
and exclude others has been a series of values judgements
for which we cannot escape responsibility. Suffice it to
say that our entire effort nevertheless has been intended
to represent the best thinking of the black Republican
leadership you assembled with the President on September
13th, as to what steps his Administration ought to considex
to address the economic needs of the most depressed elements
of the black community and the nation.

At some other stage, we wculd similarly welcome your
invitation to speak to the identifiable needs of middle
class blacks, which although akin are decidedly different
from those addressed here.

‘Finally, inasmuch as your regquirements for brevity has
cost us the luxury of making all of our arguments for the
following reforms, after these prcpositions have been
reviewed by senior Executive Office staffers, we would
appreciate an opportunlty for an oral elaboration, clar;ﬂ
fication or debate in the advancement or defense of w N\\\
we have written here. /Hg
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Hon. Stanley Scott
October 2, 1974
Page 2

Throughout what is written here, we have silently
sought to make one fundamental proposition perfectly clear:
Black America while having much in common with its white
counterparts sees the priorities of this nation differently.
And to the extent that the Administration wishes to record
its inclusion of &all perspectives in its design of public
policy, it is crucial that blacks within the Republican
ranks be dgiven a careful hearing before final national
judgements are made which have unequal consequences. With
your assistance this process has been begun well, we trust
it will continue so.

Slncerely,,”‘\\

’i\/ ./' /

N e—bhy K

Timothy ol Jenkins
Chairman :
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A BLACK REPUBLICAN ANALYSIS OF INFLATION PRIORITIES

Background

Thé following discussion has been derived from a number
of prominent black Republicans interested in assuring that
the Administration remains sensitive to the special needs of
minority and low income persons in the course of developing
its strategy to fight inflatién.

. While inflatioﬁ, the nation's most serious current pro-
blem, is hitting everyone, it is especially hurting black
people, whose incomes are steadily shrinking. For blacks
even more than whites, inflation appears to be only increas-—
ing the growing trend to more unequal income distribution.

However unjustified it may be, the black community has
noted with particular chagrin the peculiar coincidence of
the decline in their economic progress with the increase in
Republican iﬁfluence over the economy.

As reported in July by the Census Bureau, the income
gap between black and white families that had beeh steadily'
narrowing until 1969, has, since then, increasingly widened.
Among blacks aloné; income distributi@n is far more unequal
than income distribution among whites as a recent Wall Street
Journal article discusses. "The black rich are gettiﬁg
richer. The black poor méy not be getting poorér, but their
numbers are increasing.“ Page 14, September 19, 1974.

With the attack of inflation sending the pricés of basic

commodities (such as food and utilities) soaring and creating

; s\
Wik



increasingly uncertain employment conditions, the working
class —-- whether black or white -~ is being particularly

hard pressed{ but the black working cléss is faced by even
more serious limitationé than whites. .The Census indicated
thét, for the most part, working class blacks, usually living
~in vurban areas are concentrated in poverty neighborhoods,
although ‘they are not poor. .A.:ecent‘study by Orde M. Coombs,
a respected black anaiyst of the middle class, found ﬁhat
"the black wdrking class is under the worst pressure in this
country, because they're forced by economic necessity fo
remain in the ghetto, .surrounded by the floating under-class.
" The middle~class black has long since left. But in spite of
the rhetoric of black solidarity,.'he arqgues, wcrxking blacks

-

are helpless to pull the under-class out of its cycle of

n

welfare, poverty and crime. "There's no way black middle-
class people can change that," he says. "That change must
come from the government." 1In this connection, the federal

government has an obligation to improve circumstances affecting

.-46"

both the working class of blacks as well as the unemployed. F 58\\
‘, ‘ f </.
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A

Employment Support

A

-

One of the most important initiatives which the govern;\fl /

ment can undertake to assist a stagnant economy and increase
tax revenues is in the area of employment assistance.
It is clear that as poor economic conditions continue,

the unemployment problem is growing worse. It is particularly
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difficult for blacks, who for almost every Yégr since 1954
have'had an unemployment rate at least double that of white
workers. During this period the black unemployment rate

. has rarely fallen below 8 perxcent, and labor force partici-
pation rates, particularly for men, have continued to decline,
as blacks have been unable to find jobs in the labor market.v
In a period of general econbmig stagnation, with job oppor-
tunities more limited, lack of adequate skills and training
combine with discrimination-to éeverely aggravate the unem-
ploymert and under employment problems of blacks.

Clearly the federal gévernment must provide employment
assistance. Acceleration of funding for an already existing
pﬁblic~service jobs program has been ordered, but the obljec-
_tives; program components and costs and administrative
structure must be carefully evaluated. A program merely
raising the budget and just to get people off the streets
- will be counterproductive to the alleviation of both infla-
tion and employment programs. Any employment program should
strive fér long-range economic benefits. This could best ber
accomnplished by an§ employment assistance program including

an optional training component and careful selection of,

and emphasis upon needed jobs which provide transferable ?EEEF
. g (o '
skill development and work experience. : (§/V ¢
; <
o

Contrary to the most commonly proposed scheme of a
nation-wide system for public service employment, special

attention should be given to- the matter of providing first
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for employment in smallex geographic areas where the needs

are Qreatest. These will include inner cities as well as
depressed rural areas with employment rates in excess of
the national avérage. Then, should unemployment become
gréater than 7% nationally, in addition to a uniform public

service employmentlprogram, there should still be a dispro—v
portionate allocation for fuﬁding where the unemployment
ratio exééeds the national averaée by moré than 3%.

Public jobs at the state and local government level are
already providéd for through federal funding with the Com-
prehensive Employmeht and Training Act of 1973. This program
has already proved successful and should be continued. These
new funds are f£illing unmet service needs for such slots as
firemen,; police cadets, social serﬁice aides, utility workérs,
medics aﬂd_clerks. It is important to insure that public
service‘emﬁloyment carries with it the requirement that state
and local governménfs not reduée their currént employment
ieﬁelé. Hence, specific guaranty should be built in to
insure that public service employment is not used to otherwise
mask practices of racial discrimination in local Civil Service.
This could be p;otected-against by requiring a proportionate
distribution of such new positions created throughout thei
grade scale and departﬁenta} divisions of. the recipient gbvern—
ment. With careful éelection, those local areas whose employ-

ment problems are most critical can receive greater funding ==
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priority. 2An employment assistance program could also be
expanded to inclﬁde a "tan . om-plan" wiﬁh the érivate éector,
' whereby incentives could be provided to private industry,
through federal contracts and grants to seek and employ
workers, particularly members of minority groups and to pro-
vide training for them as well in areas which demand an
expansion of technical talent not required in government.

A u;eful component of any minority employment program
would be a "work-study" plan, under which the employee would,
while receiving the same salary, have the optidn of under-
taking a study or training program leading £o a diploma or
some form of academic or professional certification. This
not only would provide taxable inqoﬁe at fhe local and national
1eyels} but also skills for later career development and up-
ward joﬁ mobiiity. |

| Withouﬁ a training component, in the program, the un—.
trained and uneducated, many of whom would be black would
receive "dead-end jobs", thereby only increasing government
inflationary spending without constructive use of the labor
supply provided.

Clearly, the biggest probiem in sﬁéh an émplqyment pro~
gram is not the uncertainty of the benefits to be derived,
but raﬁher the cost involved. Most infbrmed manpower
specialists accept the sﬁggestion that average annual salaries
in such a public services joﬁ program would be about $7,000.

With each percentage-point change in the unemployment rate

0
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‘given the labor force sizé, the additional 900,000 jobless
placed in publicAservice jobs would cost $6,3 billion -- a
~tidy sum. It has been argued, however, by Representative
Richard Vander Veen that the actual cqst would not be so
high, with the accompanying reduétions in unemployment com-
pensation, welfare'payments, food stamps. In addition, more
tax revenues would be generated by the additional income.
And, while a training component.would add short-run costs to
the program, over the long-run, it would encourage more effi-
cient utilization of manpower resources by providing the
skills and training necessary for upward mobiliﬁy andrvarying
joeb requirements.

Because of the high degree oﬁ interrelated social and
economic factors affecting the ability to reduce welfare rolls
through émployment, a special welfare package plan should be
experimentéd with. Under this arrangement, welfaré recipients

would be given with assistance a combination of housing, day
1

care services, and job training which would free up essentially

"welfare mothers" to upgrade their skills during a three to
nine month period after which they would compete for higher
skilled jobs. "An essential link would be that of an employ-

- ment information system to assist "graduate" in-job placement

throughout selected regions, perhaps in public employment. =

Economic Development

It can be established beyond a doubt that most minority

business activity is located within inner-city ghettos, where
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the unemployment is, and that they mostly eméloy perscns who
come from the imﬁediate area. In a study conducted for the
Department of Labor, dated September 1972, it was specifically
found that ninety percent of such businesses were in the inner-
city and eighty percent of their work force was comprised of
inner-city residenfs. Clearly then any program aimed at
strengthening the capacity of minority businesses predictably
centers on the target geographf and population with which the
government is most concerned.

Statistics show that there is a dramatic shift of capital
investment aﬁay from cities to suburbs. Statistics also'show
that with this shift of jobs fewer unemployed city dwellers
are able to compete. Accordingly, there is an extremely urgent
need to develop strategies for stimulating economic development

once more within cities. And for the reasons described above

minority business development is one of the most certain ways of!

being effective in reversing that trend.

- In order to focus directly on the employment problems
of blacks and other'minority groups, as well as on other
economic development issues, such as business development, it
is recommended that a new fedéral agenéy be established ~~ a
'Minbrity Business and Economic Development Agency (MBEDA) .
This permanent, independent agency would not be just another
bureaucfacy creating more jobs, énd increasing government
spending in a time as many spénding cutbacks as possible are

desired. Rather, it would pull together from existing agencies
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(such as SBA, OMBE, in the Commerce Department, Labor; OEO,

Csh, and others, existing programs and staff that deal with
minority-related economnic devélopment. This-coordination of
related activitieé woula enable a more efficient utilization
oandministrative and program resources. Federal ﬁonies
could be saved by'eliminating overlapping jobs and program
components.

The theory of this new agency would be to combine-the
kind of equity investment programs best exemplified in the
various components of OEO; with the various loan programs.
best exemplified in SBA and EDA; with the.technical assistance
program, best demonstrated in OMBE and the Labor Department.
Thus creating for the first time in one agency a complementary
package of eéuity participation, loan support and integrally
rélated'fechnical assistance.

Under this agency, less emphasis should be placed on
establishing new minority enterprises than on strengthening
those businesses already in operation. Businesses already
established would be likely to be more financially secure,
thereby enabling the agency to reduce expenditures by a system
of loan guaranties, with contingent liability, rather thén
having to updertake massive spending on direct loané.

Ownership opportunities provide a number of benefits,

often revitalization of worn-down neighborhoods, and increased .

tax revenues.
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mnothex important program activity of this agency should
be training and counseling. Minority businessés have typically
experienced a high failure rate -- mére through inexperience
and poor manaéement than lack of capital. Comprehensive
Counseling prograﬁs -~ in management, personnel, finance,
accounting, and general business administration -- should be
provideé for potential or actual businessmen. In addition,
funding should be available to assist in establishing educa-
tional programs in secondary schools and colleges>which would
provide for earlier development of the skills necessafy for
later employment and business sc that blacks can become pro-
perly integrated into the economic mainstreem of American
1ife. ;

‘ Historically, minority businessmen have had to seek
advice from white educational institutions, white business-
men and white organizations. Most of the literature ebout
minority enterprises has been published by the white business
sector. This kind of situation has fostered an unfortunately
prevalent trend of ‘thought in the minority communities that

only whites have the skills necessary to fulfill the busi-

@.
) . . . . . - 0
ness educational and informational needs of minority busi- [Z
\, >,

nessmen. . NS

The importanée cf educating the entrepreneur cannot be
overly emphasized. It is proposed that there be created at
Howard University a National Economic Development Advisory

Center on Minority Business Enterprise (NEDACOME) as an



Q : .
economic development center which can provide that educational
acﬁivity through‘a number of services available on a national
and local basis:
o Scheduliﬁg'of training programs to assist the
entrepreneur through disseminatioh of information. . ;_
o Making available to the inquiring public réference :
materials on entrepréneur training progfams across
' the country.
o EstabliShiﬁg financial management training programs
to assist entrepreneurs. . é
o Surveying existing business structures to develop
a case study method for use by those interested
in the problems of the minority busine:sman and
past efforts at finding solutions to those problems.
o _ Establishing a data base which will provide infor-
mation upon which well-thought out public policy
decisions can be made.
No one is more acutely aware of the economic conditions
existing within areas of high unemployment and underemployment
than the black community. Howard University serves as the
forerunner of the educational impetus to-that same black com-
munity. Since its inception, Howard Univexrsity has attempted
to provide workablevsolutions to many of the problems, social
and economic, existing within ﬁhe black commumity. The Uni-

versity now seeks to impact upon the economic and commercial

of NEDACOME.




In a larger sense, the creation of a thought center
focused on the economic interests of deprived areas fulfills

another aspect of the social mission through economic devel-

opment. In addition to the short term concentration on projects,

there should be a Way in which such projects are analyzed
against one another as well as .the changing requirements of
society. "

With better wage earners both as skilled workers and
owners, more tax revenues will be generated, and with caxreful
consideration of the gedgraphic distribution of business and
enmployment assistance, central city areas can be regenerated'
providing a stronger tax and cconomic base for our cities.

An- example of a general work training program some com-

ponents of these new agencies might wish to adopt, is a suc- '?633\\
5 {

>
cessful effort implemented by OIC in Philadelphia and othey?

RAL

cities with the assistance of Labor Department funds.

NS

This job training program has emphasized not only skill ™. _

devélopment but also personal attitude development orientation
to new working environments. This might even be provided as '
a private sector adjunct to the public employmeﬂt efforts.

For example,‘abéut half of the trainees in the OIC program =—-—
welfare recipients in their twenties or thirties are acclimated
to the daily routiné of the predoﬁinantly whitte working world.
As.described, the students should léarn basic procedures such
as how to apply for a job, how to take employment tests, how

to accept criticism from their future bosses. Grooming,
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courtesy, and other social amenities are also included. In
additién, basic cburses in math, reading and oral‘égﬁﬁuhica~
tion are provided.  Then more skill related courses are the
next step -- for example, courses ranging froﬁ key punch
operator to auto mechanic.

While there are drop-outs from the training program, in
part because of financial difficulties, once placed in jobs,
employment rentention is high 23 an estimated minimum of 50%
full after six months. : | Bt d

Any of the programs called for in the economic agencies
will despite stringént budget controls raise the level of

government expenditures.

Increases in government spending do contribute to infla-

tion, in the short run. However, the programs and proposals

presented here, while requiring some additional governﬁéht g
spending, will, in the long fun, be cheaper and briﬁg greater
benefits to our economic system. Increased employment and
business opportunities combined with more effective utiliza—

tion of manpowex resources through training will increase the

: FOAZN
overall efficiency of the economy. Underutilization of 0 <
: : -4
xesources aggravates inflation. Undereffectiveness leads tolg
>
underproduction. The better the education system and job §L s

preparation, the more productive will be the ecconomy. Partic-
ularly with the large growth in the serxrvice sector, with its
more labor intensive industries, better trained available

labor and ownership will slow the soaring costs in this sector.
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TAX REI'ORM

Reform is needed in the categories of income, Social
Security and property taxes so that inflation required ecéﬂ
nomic relief can be granted to those who need it most. Tax
loopholes that have. for an historic period avoided scrutiny
need to ke examined including capital gains, agricultural
subsidies, particularly for coréorate farmers, and depletion
allowances. There shéuld be correspondingly higher taxes on
excess profits, upper incomes, and tax relief for low inéome
wage earners.

Because of its particularly regressive character the
Soéial Security Tax Administration support for its reform
would be one of the clearest ways in which the President's
Sympathies for the low income sector cf the population could
be registered. Contrary to popuiar myth it is the employee
who bears the entire burden of this tax either in reduced
wages or reduced fringe benefits. Studies conducted by‘Dr.

John Brittain of the Brooking Institution using comparative

: ; : e FOARN
employment figures with and without employer contributions > N
1 9
more than adeguately show the adverse correlation of this é %,
. ".’
-type tax and salary levels. \§§ 7
: R

The chief indictment against the payroll tax is that it

places a heavy burden on the low income worker, despite the

ability-to-pay criterion that exempts him from the income tax.

If we include the unemployment insurance payroll tax,‘fhe

highest total tax rate on wages and salaries is now about 14
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percent, and it is paid by those earning less than the
unemployment insurance taxable ceiling -- genexally $4,200.
Because of this ceiling, the payroll tax rate on one earner
begins to decline after $4{200;E£his decline accelerates, of
course, after the social secufity ceiling at $i3,200. Thus,
an individual earning $150,000 will pay a tax rate of only
" about one ﬁercent. Although'tﬁe income tax contains many
special preferences, Ehe general progressiveness of its rate
structure is in sharp contrast to the regressive structure
of the payroll tax.

The ability—to"pay criterion has always been accepted
as fundamental to the design and evaluation of the income
tax. When the Nixon Administration took office in 1569, one

of .its early acts was to provide low-income relief from the

income tax. This was to alleviate the anachronistic situation

in which families officially classified as liwing in poverty
were paying this tax. Scarcely a voice was razised, however,
concerning the payroll tax paid by these same families, even

though it was a much greater burden for them than the incoma

tax. Under the insurance principle, the working poor continued

to be taxed at the highest rate of all. If ike ability-to-pay

guideline is valid for our largest and fairest tax, why it~
should not also be applied to the sociai security tax has nev
been explained. 7

Despite the many undesirable features of the payroll

tax, it appears certain to keep growing, thowgh probably at

ex
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a slower pace'than indicated by the more pessimistic fore-
casts. Not only are the existing taxes expanding, but new
payroll taxes are contained in national health proposals
now under consideration. The worst features of the payroll
tax could be alleviated by at least pértial substitution
of general revenue financing; this 1s certainly a worthy
long-run pbjective. However, although the new Supplemental
Security Income program is financed from general revenues,
no large scale substitution of general revenue financing
for payroll taxes appeafs in the cards. Last September,
Caspar Weinberger) Secretary of Health, Education and Welfare,
spoke strongly of the unjustifiably high burden of social
security taxes on lo&«income earners and raised the possibi-
lity of exempting some portion of these incomes from the tax.

Although there appears to have been no follow-up to this

statement, the consideration of payroll tax reform should be

brought to thé_highest level of decision-making of the Ford ~Eg
_ %

Administration. ~?
<

. ; " +4

Reform of the Social Security tax system could come Qé

either by its being graduated according to income ox through™-

Q

a lump sum rebate to all persons living near or below poverty
income levels. Here as elsewhere in the tax sysfem, poverty
levelé should be determined in accordance with actual cost of
living shifts occuiring in society rather than at fixed
statutory levels. . . L i —

In addition to other varied efforts at tai'geform, the

Administration should support legislation granting a one
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time catch-up reduction in rate for lower and moderate
inéomes as a device to allow for a softened impactiffém.
inflation during this particular year. Similarly, serious
consideration should be given to granting an énergy related
tax reduction at the lower end of the economic spectrum.

Indeed, a more equitable method - for establishing tax
rates for persons on fixed, low or median incomes during
this period of inflation would 5e by "indexing" those rates
in accordance with other price rise factors. Then should
this device be considered too burdensome for implementation,
across the board, it might be limited to persons in the fixed
income categories such as pensioners, unskilled workers in
non-promotable miniﬁum wage positions.

Uﬁfortunately, over the last several‘yéars the federal
tax structure has become more regressive. Brookings Institu-
tion.tell us that reliance on the payroll tax has increased
from 16 percent of total revenue in 1960 to 30 percent in

fiscal 1974, while the importance of the corporation income

tax has declined from 23 percent of federal revenues in 1260

to 14 percent in fiscal 1974. : @,Foﬁgﬁ\
Q9 SA\
. . - p : wud 98
rookings goes on to point out: - ; %§ o)
: Sl Y ] o} 2/
""In the last four years changes in individual income® v/
~ N P

and Social Security taxes have dramatically increased the
burden of those with vefy low wages and reduced the burden
carried by lover-middle income groups."

The so-called tax reforms of the past four years have

sharply increased’ the tax burden of low wage earners and



reduced the taxes.of low-middle earners. For example, a
family of four earning $3,000 in 19697paid a Social Sécurity
tax of $288. (They paid no income tax.) Today, the Social
Security Tax on the same income is $351 -- a 22 percent |
increase. The combined changes —-- Social Security increases-
and income tax cuts -- have increased the taxes of those
earhing less than $3,350; decreased the taxes of those earning
$3,350 to $8,900; increased taxes for those earning $8,900
to $13,000; and decreased taxes for those earning above $13,000.
Fu» thermore, as a result of tax cuts in 1964, 1969 and
1971, federal personal and corporate taxes in 1973 will be at
least $40 billion lower than they would have seen at the 1963V
tax fate, and excise tax rates al;o have been reduced, result-
ing in'at least another $10 billion loss. The widespread
belief that federal income taxes have increased is simply not
valid. It is true that most individual taxpayers are paying
more in federal income taxes, but this results from increased
earnings and not from increased federal income tax rates.
Thus, while the prdgressive federal income taxes'havé
been cut and the excise tax on business cut or sharply reduced,
regressive payroll taxes have increased enormously. Of course

the income tax cuts help those who need it least, while the a:ﬁfﬁa>
: o o

: el ' <
wage tax increases hurt those most vulnerable —-- the low |«
income workers. . 2 \©

e

While there are many theories of taxation and what cons-

‘stlitutes~a just system, the accepted theory today is that the




cost of government should be borne by individual taxpayers
acéording to their individual ability fo pay. Put>;ﬁ§tﬁer
way, this means taxes should be progressive -- people with
high incomes should pay .a larger share of théir incomne than
do those with low incomes. The rationale for thié is clear

enough. High income people can afford to pay more because,

at most,,they give up luxuries, while low income pecple give

up necessities. The ideal system, of course, is a progres-—

ive income tax system from which those officially designated

as poor would be exempt from paying taxes.
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Housing 5!

It is hardly‘neceésary here to make the case that the
homebuilding industry and its related commercial issues are
in trouble. To what is .so well known about its problems
generally, however, must be added a special understanding of
the even more acute hardships suffered by the minority busi-
' nessman and worker. The previous Administration made special
and significant efforts to creaté opportunities for minorities
in the hoﬁsing industry and to overcome the batriers, such as
restrictive bonding requirements and racial discrimination in
employment, that had so long excluded them. HMinority bankers,
contractors and construction workers were all helped as a
result of these efforts. The indu;try's curreﬁt crisis thus
fal;s particularly cruelly on its minority members, brought
in so recently only to be so qguickly squeezed out and, in the
process in many caseé, wiped out as well.

The homebuilding industry is not located only in the
suburbs and its market is more than the middle and upper
classes. Failure to recoghizezthis can have grave economic
impact, (not to mention its social consequeﬁces) that will
undermine any effort to revive the indusfry.

" The key to the success in briﬁging minorities into the
homebuilding industry was the opportunities created by Fed-
eraliy assisted housing programs. This source of minority
participation in the economic life of the indﬁstry, as con-

tributing members of society, has virtually dried up, howeverﬁr_
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Whatever the.problems with Federally assisted housing
programs, they did contribute to a balanced economy. Before
the moratorium, production was at an all-time high; afterward
it plungedvso low that the indﬁstry is now in crisis along
with those who handled its paper and filled its jobs. The
moratorium alone is not to blame, of course, but its impact
cannot be denied. To help the homebuilding industry and its
related parts in their struggle for survival without 1lifting
‘the moratorium, therefore, would be to fight with only bne
hand. .

As a mafter of econonic policy, the programs just given
extended life -~ 235 and 236 -~ by the Congress in the Housing -
and Community Development Act of 1974 (HCDA) should be imple-
mented to their fullest; as should the revised section 202
direct loan protram for housing for the elderly and handi-
capped.‘ The new Section 8 program (a revision of the section
23 leasing program) should also be implemented as fully as
possible by the Administration. Several other provisions of
the new law would adaitionally help stimulate production or

make possible a fuller realization of the economic advantages

of more housing construction and should receive priority éfﬁaﬂb

attention. For example, Strong Administration encburagement_? <%,

of urban homesteading, using the authority“contained in the %; §$/
‘i,_ 4

HCDA, will not simply offer homeownership for the direct

beneficiaries, but, more to the point here, stimulate greater




activity in residential rehabilitation, with the obVioué'
opportunities that would offer to the small building contract-
ors of which there'is a very significant minority percentage.
The expanded housing allowance experimentation authorized in
fhe new law can similarly be used to stimulate more rehabili-
. tation if not homebuilding activity. If housing market cond-
ditions are right, the introduction of housing allowance pay-
ments will,'either directly or indirectly, stimulate both
rehabilitation work and new construction, precisely in those
sections of the geo-economy most severely depressed at present,
namnely the inner-cities of the nation. At least some cities
for experimentation, therefore, should be chosen wiﬁh this
objective in mind.

HCDA aiso includes a program for homeownership‘and tenant
conéelling. The lack of such counselling has been identified
as a significant contributing cause to the defaults and main-
tenance problems that have plagued Federal housing programs.
Not only to protect the Federal dollars put into housihg, but
to preserve as well the adﬁantages to the economy that such
investment will produce a la property tax, etc.,_the Admin-
istration should seek sufficient funds to implemeﬁt a broadj
counselling program. Perhaps this might even be done as an
adjunct teo the program for public service employment.

Two other fesearch provisions in HCDA relate to financing,

and both should be pursued as part of any government effort
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to revive the homebuilding industry in more than token

terms. One is a demonstration of experimental financing tech-
nigques involving rates of amortization corresponding to anti-
cipated variations in family income (section 308). The other
(section 822) is a study of various methods of financing,
~including direct loans from tﬁg Federal financing bank in
connection with the 236 program and section 802 of HCDA (state
housing financing and development agencies).

One of the hardest hit sectors of the building-indﬁstry
has been rehabilitation. At the same time, in HCDA Congress
recently restated the national housing goal to'put new emphasis
on preserving existing bousing and neighborhoods, particularly
where aeterioration is evident but not acute. 1In this gard,
thqre are a variety of measures that Federal and local govern-
ments can take. At least some of these could complement the
proposed expansion program of public service employment for
in many areas, deterioration and high unemploymeﬁt coexist

‘and often feed off each other.

. ' @
The section 312 rehabilitation loan program still has /<
one year to run, and its last year should be a vigorous onef%
. O
Notwithstanding HCDA's new block grant program into which ™~

section 312 is being absorbea, the current homebuilding crisis
might justify Administration and Congressional action to
retain Federal rehabilitation loans and to restore the section
115 rehabilitation grant program as well. At the very least,

the Administration should make a vigorous effort
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through the generous provision of‘technical assistance to
encourage the we of block grants undexr Title I of HCDA to
support local rehabilitation efforté. Rehabilitation can also
be stimulated by the new section 223 (f) refinancing program
authorized in section 311 of HCDA . This would make more funds
available for rehabilitation without increasing the amount

of monthly debt service .borne by'the property owner.

In addition to these prograﬁmatic changes and efforts,
tax incentives that can be used to stimulate rehabilitation.
In deteriorating neighborhoods especially, rehabilitation
of rental property is often less a genuine capital input then
simply the result of past failure to make proper repairg
aﬁd maintenance, the expense of which would have been treated
for income tax purposes as a current business expense. But
IRS £reats'the cost of rehabilitation as a capital expense,
requiring it to be amortized and depreciated over a pexriod of

years. If it were treated as a current expense, it could be

p———
deducted in its entirety in a single tax year. For many quoeé?\
i , Q ®
property owners, a single deduction of rehabilitation cost‘§ ;i
z
would be more desirable than smaller depreciation deduction %D ;7
\ =

that are spread over several years. To stimulate rehabilitat-
ion, therefore, owners of residential reﬁtal property within
suitable limitations to prevent &use, should be given the
option of treating réhabilitation costs as either a capital
investment or a current expense. A second tax change is re-
lated to local property taxes, which, as has often been

pointed out, sometimes encourage slums. When a property is
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kept in good répair and improvements are added, its assessed
market value will rise and with it is likely to rise, the
property tax that its owner must pay. This likelihood of
higher property taxés, in turn, acts as a disincentive to
rehabilitation and good maintenance. The problem could be
eliminated by a Federal tax credit for the amount of incfeased
property tax attributable to an'owﬁer's efforts to maintaip
and improve his property.

Oné painless or even profitable method for the govern-
ment to put more money into housing would be to deposit
in savings and loan asscciations some of the vast sums of
money, such as tax payments not yet put into the Treasury,
that now are put into interest free accounts in commercial
banks. The thrift associations would have more money to lend
cut for housing and thé government could even earn interest
on its deposits. Such deposits should bé made selectively
to allow the'government to take full aé&antage of the
leverage they offer. For example, current efforts to support
minority financial institutions could be augmented and greatly
enhanced by'deposits in minofity~owned.savings institutions-
or those with a history of sensitivity to the minority side
of the loan market. Another relevaﬁt use-of leveragé would
be to place tﬁe.deposits SO as to.encourage increa;ed housing
investment in areas where an adequate loan money is known-
not to be available to potential minbrity borrowers which is

the case in many inner city neighborhoods as well as Southern
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rural areas. Deposits in any jurisdiction, fo: example,
could be made only in those S&L's that had investéd
more than a specified minimum in local mortgages in such
"underfinanced" neighborhoods, or whose proportion of
loans in such neighborhoods was higher than that of most
other institutions in that jurisdiction. Such a program

of Federal deposits could be expanded to include any commer-
cial bank that invested more ﬁhép a sﬁecified minimum per-
centage df its loans in housiné, with similar use of
leverage to su?port minority institutions and housihg
investment in "underfinanced" areas.

Several ste?s can be taken to help reduce the cost
of‘housing to the consumer. One would be a negative interesf
subsidy for home mortgages, similar to tﬁe.negative price
subsidy.that has been suggested for prices on consumexr goods.
When market conditions would otherwise produce a rise in the
interest rate to the borrower, the government would pay the
lender a subsidy to cover that added increment, thereby
allowing the interest rate Chafged_the homebuyer to remain stable.

A further measure to lower the price of new con-
struction would be té suspend Davis-Bacon prevailing wage
requirements. The policy decision here is admittedly a hard
one. On the other hand, at least in areas wher residential
construction.is not highly unionized, such a saspension would
lower the cost of housing by lowering the cost of the labor

to build it. This would stimulate greater demznd for housing '?BEE?\

W N
and thus more construction, which, should meawm increased ‘9 %
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employment for minority cons&ruction vorkers most of whom
have not found admission to the building trade union§:.On
the other hand, however, keeping Davis-Bacon would mean nore
adequate wages for construction workers, but.w%th it a higher
cost of housing and less increase in construction activity
or employment. Indeed it can forcefully be argued that the
higher wages under Davis-Bacon aren't worth mach to the
Eonstruction workexr who iscut'dﬁ work and thus has no wage
at ali. Ié might be desirable, therefore, to limit sus-
pension of Davis-Bacon to job markets where construction
‘unemployrent is'high, or to modify it to permit less and
less than the "prevailing" wage in decreasing increments
as construction unemployment increases.

Various proposals (e.g., those by Congressman Reuss and

Senators Brocke and Cranston) have been made for channcll

F"

ng
more money into housing by permitting or requiring changes in
the préctices of FHA, VA, the Federal Resexrve Board, the
Government National Mortgage Association and ihe Federal
National Mortgage Association (including the ENMA-FNMA tandem
plan). Whatever form these take, if any is ultimately adopted,
it is essential thaélthére be sufficient direction and focus
to help the homebuilding industry beﬁefit those areas in the
housing industry'mést in need of assistance, including-
ninority bankers and builders and the financimg of low- and

moderate income housing and of innex-city residential

construction generally. R ' i o R . <



Such forms could come in part from

1.

Setting aside a certain portion of all FNMA and
GNMA funds for financing of varioqs housing pro-
grams for the exclusive use of black-owned FHA-
approved mortgage companies without requiring
these mortgagees to compete for these funds in

the now established bid/auction procedure.
Initiating a program tb increase the number of
black~owned FHA approved morgagees and subsidize
existing and future black mortgageesAfor a limited

time.

Reguiring HUD and VA under their resale programs to
set aside a percentage of those units to be repaired, ’ x
sold, financed, apd managed for black-owned construc-
tion companies, rcal estate brokers, mortgagees,

and property managenent agencies. This is very
important, because HUD and VA resale programs are
now accounting for 80% of all housing sold in the
housing markets. The black mortgagee in most cases
is completely excluded because of his inability to
compete with the large financial institutions of our

countrye

In those cities where Revenue Sharing monies are

used to provide seed money to effect housing for

low- and moderate-income families, giving banks QVFOQD<
: 9 @
and savings and loan institutions "credit" for 3 X g
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mortgages provided to cover investments iﬁ“"mar—
ginal" central city areas. The "credit" would bé
in the form of reduced reserve reqﬁirements. It
would help ease the crunch dﬁring a liquidity
crises when marginal inner city areas receive loﬁ

priority.



APPENDIX

The following is a summary of the position papers

presented at the White House Meeting with the President

on September 13th by Black Republicans.

T. M. ALEXANDER

" Basic Probléms:

Income and ability to buy basic goods and services

(interest rates, unemployment, lack of training
for skilled jobs, no transportation to suburban

industry)

Home ownership, adegquate housing

Health

Education -- increase grants

Small business (neced management assistance)

Elderly -- health, nutritional services

§glutions

:

2.

Link industry location to employment base

Honme Owners Loan Corporation -~ mortgate assistaﬁce
for unemployed.

Programs for elderly

Federal housing programns

Educational institutions -~ help

Assist small businesses and monitor better
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E.

Problems

l'

7.

Solutions

1.

ALLEN

Econonmy == income for food, shelter, clothes, utilities,

rising prices, unemployment

Employment

Housing

Education

Health

Criminal Justice

Welfare

a)
b)
cj

a)

a)
b)
a)

b)

c)

d)

a)
b)
c)

a)

Tax relicf (especially housing, education, health)
"Human Sheltexr" limitations

rent control

- public works projects

éffirmative action programs

public works programs A

more low income housing

develdpmept of national Urban Homesteading Program
establishéd federally dguaranteed mortgage market

SBA -- contractors bonding end more technical

assistance A FORS
L Q%
early childhood ‘9 A
< >
reasses vocational education and career - Qé o
. X b

grant-in-aid for ncn-traditional careers o Se 2 i

establish National Educational Construction Fund

RS —m————
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E. ALLEN (cont'd)

5. a) National Health Insurance
b) community health education programs
c) increase subsidies for crippling
da) health career development
6. Revise prison reform
Ts a) day care
b)‘ change dehumanizatioﬁ

W. BANKS

Problems

Crime

Education

Employment -- especially youth

Health and Hygiene Training

Sex Education -- veneral disease
FOR,
School Drop-Out -- manual training % D(/
(e) o
Housing —-- substandard = 3
v e J
Child Care =-- national program NG ’P
g R
Recreation --
- Aid to Dependent Children/Welfare -- employment program

L. BRISCOE

Problems

Lack of affirmative action, employment opportunity,

7.

business and social programs



L. BRISCOE (cont'ad)

Absence of black appointments -- federal, hgaééﬁéfﬁers
and regions

Absence of effective minority enterprise‘programs

Low employment -—-- lack 6f advanée trainiﬁg opportunities

Inadeguate housing programs

' Drug Abuse |

Absence of blaéﬁ participation in policy making of

Republican Party
Solutions

Appoint blacks -~- high level headquarters, regions and
Area offices

Reevaluatiop of SBA —-- revamp 8-—-A program

Pﬁbiic service employment -- manpower training. Increase

- CETA funding

Housing —-- specific solutions good

B. BURRELL

Problems

Inflation

Adeguate Housing

Access to health (not affordable)
Unemployment : S %ﬁ;
Education | ' \z -
Deterioration of inner-cities

Burdens of current tax laws

p—————



B® BURRELL (cont'd)

Black economic development necessary (without it'legal _ ;
and constitutional gains are useless)

Apply philosophy of economic integratiom to social
problems

finority business enterprise development '

Employment . R ' A ;

Solutions

" Establish Minority Business Administration
Assist equity capital for minorities .-~ legislation
Enf 'wrce regulations -- anti~trust, non-discrimination,

affirmative. action

Coordination of Federal programs —- minority business ‘
enterprise - '
Reevaluation of tax laws -- cspecially, small business,

encourage investment
Shift from attention on new to strengtheming existing
OMBE -~ authorize to issue grants, Minority Business

Administration .

L. DICKERSON

|
l *
Republican Party has less than 40% grassmot confidence r

' ' FORAI.
and support of blacks - Rieca X

Problems

;R Political Alienation and Apathy

Republicans = haves Democrats = have-nots

2 Job Related Education and Training

}
]
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L. DICKERSON (cont'd)

3.

Housing

Solutions

1.

2'

3.

K. DREW

Increase black involvement in Human Resources and

Economic Development Programs

Government, industry and educational instituticns programs

marketable skill training

Federal involvement in low .and moderate incoms housing

Tax Reform

Health Insurance

Welfare Program

Housing Rehabkilitation

Job Creation

Restofe OEO

More Minority Media Involvement
Expand Minoirity Business Enterprises

Equal Opportunity

Equal Employmenf Opportunity Commission -— more power

J. FORD

Housing -- subsidies
Transportation -- more public
Health -- national program

Education -- more federal assistance




.J. FORD {conttd)
Social Se;vices -- federal government needs to provide
more social services assistance to local government
Utilities -- safety and betterx
Elderly

Public employment program

J. HARTH
Adequate income -~ the problem
Change tax structure
Minimum Wage
Education
Job Discrimination in Employment
Health
Elderly
Drug Problems
Pass Consumer Protectibn Act creating Consumer Protection
Agency

Pass Health Services Act

Housing
FORY
7 o <
o 2
N. HOUSTON < >
. « )
3 W, -/
Relative vs. alsolute progress, status \\Q /:
S
Principal Problems
Unenmployment —-- public service employment program incentives

to industry, more local government involvement
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ﬁgggiwg_(cont'd)
‘ Inflation -- tax relief (Special price ceiling and/cr

subsidiés -- basic retail items for poor)

Health Care and Rehabilitation

Nutrition and ﬁealth Maintenance

Housing -- incentives for developmént, managmeent

Economic Literacy (money, credit, consumer problemns)

Education and Job Training. |

Private Enterprise Developmént -- minority business
assistaﬁce

Transportation

Fami.y Planning end Home Management

Federal government, industry, educational institutions,

voluntary groups.

"T. JENKINS

Public Employment Program

Civil Rights Reguirements and Eﬁforcement

Discretionary funds for minority health, education;
manpower, housing and community development

Voting Rights

FORD7;
Blacks in political positions Q “
, _ fo 2
= k >
OMBE & 8-~A -- strengthen ; 'z R
Black Scholars and professional participation  .° :

Black universities as policy centers
Federal assistance for minority officials

Community programs -- drugs, narcotics, crime



¢f'. McKISSACK

National Problens

I. Inflation and eéonomy
2. Civil Rights
Problems
Racism
Segregation
Health
Black busineSS'anership,‘investment

Solu;ions

Reaffirm integration and equal opportunity policy
Use TV - ‘

Put Rockefeller in charge -- Civil Rights.Act

Expand Scott's positicn to = cabinet position

Blacks in more prdminent government positions

Pass S.3798 ‘

New Communities

Expend OMBE, also SBA

P. PHILLIPS

Problems

Inflation
- Unemployment

Racial Discrimination
Job Mobility

Closed Unions . =

T b G T
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p. PHILLTPS Y{cont'd)

Inadequate }ousing
Inadequate Lducation
Acceés to Heélth aqd Hospital Care
Lack of Good Mass Transportation
Lack of Day Care Centers
Drugs -
Penal Systems
Welfare Reform
Black Veterans
Solutions
Civil Rights -- affirmative action program for hiring
Base income (public jobs)? |

Social service agencies

thl_onaL Health | 6?—’6‘?0(
i /
Domestic Marshall Plan 2 Q %
|2 2
\\ _,‘ o)
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E. H. POSTON ' &

25 million families living "below poverty level", eight
million of these families are black. Five million of the
eight million black families headed by fémales.

Problems 7

Health-seivices

Inflation

Crime

Inequality of opportunities for women

S Y o -
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E. H. POSTON (cont'd)

High rate of uncmp loyment

Lack of access to public transportation

Equal employnent opportunity

Reduction in housing and urban redevelopment programs
Too few blacké in policy-making | ‘

: Removal of Federal categorical programs

L)
0y .

Solutions

Expand the neighborhood clinics\and facilities is
required. | -

Increase the food stamp allocation

Liberalize the unemployment insurance

Modify the Social Security iy

A guaranteed minimum annual income

Legél Services

Court Reform

Education and Rehabilitétion,

Child Care services andé programs

Training

Full employment can Be tﬁe solution

Subsidizing of mass transportation

Resources to carxy out enforcement.

Condominium concept in federally-funded housing
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