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March 21, 1975

The Honorable Stanley Scott
The White House
Washington, DC 20500

Dear Mr., Scott:

I want to express my appreciation to you for the opportunity

to participate in the Minority Business Conference at the

White House last week. It was, I believe, a worthwhile gathering,
with the potential to produce significant results.

As the only representative from New England who participated
fully and submitted a paper in response to your request, and as
the only person who represents a constituency of most of the
significant minority manufacturing and service businesses in
this 6-state region, I sincerely hope to have the opportunity

of representing this region on the Task Force which is being
formed. I have not heard from your office since the conference
ended, and therefore thought it might be a good idea to indicate
my hope that you will consider the need for New England
representation.

Cordially,

C e AT —

ROBERT S. ROYSTER
President /
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LEWIS H. LATIMER FOUNDATION, INC./133 Mt. Auburn Street Cambridge, MA 02138/Tel. (617) 491-6120



MINORITY CONTRACTORS ASSOCIATION, INC.
120 - 150 Northwest 54th Street

MIAMI, FLORIDA 33127
(305) 754-4541

March 21, 1975

Mr. N.R. Robinson

Executive Director ¥
Breadbasket Commercial Association

10842 South Michigan Avenue

Chicago, Illinois 60619

Dear Mr. Robinson:

I would like to extend thanks to you for inviting our Asso-
ciation to attend the "Think Tank" session at the White House on
Friday, March 14, 1975, Unfortunately, we did not receive your
correspondence until Monday, March 17, 1975.

If you should acquire any other invitation to seminars, etc.
that will be of interest to minority contractors, please forward
them to us in advance.

Again, thank you for your interest and the news article on
your Association.

Sincerely, / A7)
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L FEarl J, Cartoll
Executive Difector
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HuDpsON LEFTWICH & DAVENPORT

’:“"’s! M. CHRISTIAN 1101 FIFTEENTH STREET, N.W. - SUITE 806 - WASHINGTON, D. C. 20005
7~ wnum?:&x. e .202—452-1555
‘,.unasnxhnnou CABLE ADDRESS: HULEON, WASH., D.C.
RONALD C. JESSAMY
e 21 March 1975.

Mr. Stanley S. Scott

Special Assistant to the President
The White House
Washington, D.C.

Dear Stan:

I am really not certain as to what if anything Friday's meeting accomplished;
other than venting a lot of "attitudes'.

Your role however came across very good, and on an extremly professional
plane.

Stay in touch and be well.

‘Sincerely,

BRI
Wil\l\'g‘t&téf twich
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TO: Mr. Stan Scott
FROM: Bill Parras
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Attached is a copy of the document
which was frequently referred to
in the recent White House meeting
on minority business.
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Foreword

The Advisory Council on Minority Business Enterprise was created on March 5, 1969, by President
Nixon, in Executive order 11458. It has sought to develop a blueprint for a national strategy that would
ensure that minorities assume a significant role in developing, owning, and managing viable businesses
during the decade of the seventies. Sixty-three persons, representing various minority communities and
the majority business and financial communities, were initially appointed to the Council. The member-
ship was raised to eighty-five in 1970.

During the past year, the Council, under the leadership of its chairman, Sam Wyly, assisted by vice-
chairman Berkeley Burrell, and its staff have consulted with hundreds of minority businessmen, eco-
nomic development leaders, economists, governmental officials, and corporate and financial leaders. The
staff’s experience and research, together with the collective knowledge and practical experience of the
Council members, have provided a valuable input to this report. At the outset, the Council divided itself
into five task forces: National Strategies and Goals; Business Opportunities; Expanded Participation;
Finance; and Management and Technical Assistance. Each task force was assigned a chairman, from
among the Council membership, and an associate director, with staff coordinating responsibility.

The Task Force on National Strategies and Goals was directed to define minority enterprise goals for
the nation as a whole, over the next decade, and to design appropriate strategies for attaining these
goals. It has sought to formulate a more effective delivery system, both in Washington and at the local
level, for getting available resources to minority enterprises.

The Task Force on Business Opportunities addressed itself to the issue of broadening the spectrum of
business opportunity. It has sought out situations which may offer new and/or expanding markets to
minority entrepreneurs, proposing a number of methods through which minority entrepreneurs could
profitably develop such business opportunities.

Recognizing that the great majority of Americans do not aspire to become entrepreneurs, the Task
Force on Expanded Participation was directed to explore additional ways of involving minorities in
capital resource ownership. Such mechanisms as savings and loan associations, employee stock partici-
pation plans, credit unions, community investment groups, and community development corporations
have been studied and evaluated in this context.

The Task Force on Finance has examined means of facilitating the flow of public and private capital

in the development of minority-owned businesses. Federal credit guarantee mechanisms have been studied
in an effort to improve their effectiveness in funneling the flow of private capital to minority enterprises.
Ensuring the rapid growth of existing minority-owned financial institutions and encouraging the rapid
development of new financial institutions have been significant concerns of this task force.

Opportunities for formal business training and on-the-job training have been areas of inquiry for the
Task Force on Management and Technical Assistance. In addition to addressing itself to the shortage
of well-trained entrepreneurs and managers, this group has explored ways to supply management and
technical assistance to minority enterprises in order to meet specific or recurring business problems.

The composite report consists of two major parts: a summary and recommendations of the Council’s
findings and an Appendix containing background and supporting materials. The summary and recom-
mendations section is divided into seven major sections: Framework for Action; Rationale for a Na-
tional Minority Enterprise Effort; the Environment for Minority Enterprise; Detailed Recommendations
for Implementing a Successful Minority Enterprise Program; as well as a discussion of a workable form
for a resource delivery system, at both federal and local levels. There is also a summary of the report
findings and a section for comments by individual Council members.
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I. Framework For Action

It is the consensus of the Council that any minority enterprise development plan
must be comprehensive if it is to accomplish the overall goal of economic integration.
Indeed, if it is to be successful, it will involve the business and community organiza-
tions at every level. Essentially, however, despite the elaborate combination of forces
that will be called into play, the proposed delivery network will succeed or fail at the
grassroots level.

The Council believes that the eleven recommendations that form the main body of
the section are crucial to the initiation of an effective minority enterprise program
and will also serve to provide the framework for implementation of the total pro-
gram. Although the eleven are key building blocks, the total recommendations em-
bodied in this report are necessary for a comprehensive and meaningful program for
the decade of the seventies. Broadly based economic development requires the sys-
tematic relationship of a variety of financial and management programs.

The importance of the private sector * in the implementation of this program can-
not be overstressed. It must assume the role of joint partner with the government. The
Council feels that various financial incentives, including guarantees, grants and tax
incentives can be employed to motivate the private sector to effectively support the
recommended projects. This would have the additional benefit of keeping within limits
the number of federal employees added to the payroll.

STRATEGIC GROWTH OPPORTUNITIES

Any economic development plan for the minority community will involve economic
integration. One of its goals should be to encourage the contribution of the minority
business sector in the overall development of the minority community.

The perpetuation of the marginal operation, so often characteristic of business
in the minority community, should not be viewed as an opportune route to the goal
of economic integration. Rather, the Council feels that minority businessmen should
be encouraged to enter businesses with a higher growth and profitability potential,
more advantageous to the entrepreneur and ultimately to the community.?

EXPANDED OWNERSHIP

Another important principle that should guide the implementation of this program
is the expansion of the concept of “minority enterprise” (which grew from an earlier
concept of “black capitalism”) into the larger concept of “expanded ownership,”
while preserving the priority on minority ownership. Thus, the Council acknowledges
the importance of providing a greater stake in the economic system for all socially
and/or economically disadvantaged persons.

1The phrase private sector is defined for this document as including all aspects of the non-
governmental community: business and industry, the minority groups, community, colleges and
universities, professional and trade associations and foundations.

2The Presidential small business legislative package (S. 4316 and H.R. 16644) provides that
the SBA should attempt to identify higher growth business opportunities in order to stimulate the
more rapid growth of small business.
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Increased minority
ownership a
national priority.

New powers
for the SBA.

Training and
education are the

keys in many fields.

A network of
100 local delivery
centers.

National Priority
Acknowledging the urgency of the problem, the Council recommends that
substantially increased minority ownership of economic resources in urban
and rural areas be made a national priority for the decade of the seventies.
This will require a significant commitment of resources from both public
and private sectors. The Council believes that many of the economic problems of
minority and non-minority small businessmen are essentially the same. Mindful of
this, the Council recommends a strategy designed to embrace the solution to their
common problems.

President’s Small Business Program
Since important parts of the national commitment the Council is recommending
were represented in the President’s congressional legislative package embodied
in HR. 16644 and the similar Senate bill, S. 4316,® the Council recommends
that a similar legislative package be introduced during the 92d Congress and
speadily enacted.

Embodied in this legislation are a number of important new powers for the
Small Business Administration, including the right to participate in loans with orga-
nizations not usually engaged in the lending business, and the right of precertified
organizations to make SBA-guaranteed loans without prior approval (subject to
post audit). Interest subsidies, the extension of management and technical assist-
ance grant power, as well as the right to establish non-profit MESBIC’s* the crea-
tion of a secondary money market for MESBIC securities, and the right to guarantee
surety bonds and to conduct research, identifying higher growth business oppor-
tunities and lowering the failure rate for small business, are also encompased in the
proposed legislation.

Management and Business Training
A need for education and training exists in many areas, involving both tech-
nical and management skills. It is the feeling of the Council that both formal
and on-the-job training should receive substantially increased support by
the public and private sectors.’

One Hundred Local Delivery Centers

Basic to the council’s program is the enactment of one hundred local level

delivery centers which should be created over the next three years to provide

“one-stop packaging” for the delivery of financial, managerial, and technical re-

sources at the community level. Located in both urban and rural target areas,
these centers would serve to bring together public, private, and minority representa-
tives who would be able to coordinate the resources of their respective sectors.
Private sector support for these one hundred centers should be mobilized in a similar
fashion to that of the National Alliance of Businessmen (NAB). Such an organiza-
tion could serve as the national focus for private sector commitments to minority
enterprise. The local centers would build both on existing community programs,
where available, and create new organizations as needed.

3The full text of this legislation is included in Appendix F. The Senate bill was passed during the
91st Congress, but the House did not act on H.R. 16644.

* MESBIC, Minority Enterprise Small Business Investment Company, is a special version of the
SBIC (Small Business Investment Company), a type of federally licensed (SBIC). Small Business
Investment Company. (See the Small Business Investment Act of 1958.)

®There are several existing programs which, though characteristically underfinanced, can pro-
vide initial models for these expanded management and business education programs, including the
Title I program of the Higher Education Act of 1969. See the discussion of the Title I program
in Appendix Document.

——

Federal Restructuring
While the Council recognizes that the minority and non-minority small busi-
nessmen have much in common, and that much is to be gained by a strategy
designed to assist in the solution of their common problems, the Council also
acknowledges the unique dilemma of the minority businessman, beset by racial
and ethnic prejudices which, added to his business problems, have presented almost
insurmountable obstacles to business development.

In cognizance of this, the Advisory Council recommends that serious considera-
tion be given to federal restructuring that will more effectively utilize federal re-
sources. Our suggestions take the form of three options offered to the President.
These encompass:

The creation of an Agency for Expanded Ownership (AEO), a new independent
federal agency, which would be formed by combining SBA, EDA,* OMBE’ and
selected programs in OEO and the Department of Agriculture.

The second option provides for the formation of an Agency for Expanded
Ownership with a minority enterprise division spun off as a quasi-public cor-
poration.

A third alternative would be to create the AEO in the Department of Com-
merce.?

Federal Resource Commitment
A substantial federal resource commitment, totaling approximately $930 mil-
lion for the initial three-year period, is needed to ensure progress toward the
goal of significant minority enterprise development. As much as two-thirds of
this $930 million total would be available from existing programs. The rec-
ommended allocation of funds, over a three-year period, would include $500 million
for financial assistance; $160 million for business and management education; $170
million for management and technical assistance programs; $60 million for the one
hundred target area delivery systems; and $40 million for experimental and demon-
stration programs.

Indian Development Program

The Council recommends the implementation of the President’s program for

American Indian economic development and the passage of the American

Indian Development Bank Act. Major portions of this program include a larger

degree of self-determination without termination of the historic relationship
between the federal government and the Indian peoples; Indian control over their
education programs; a substantial increase in economic development and health
care funds; the extension of the Bureau of Indian Affairs’ responsibility to Indians
dwelling in urban areas; the establishment of an independent Indian Trust Counsel
Authority; and the upgrading of the authority of Commissioner of Indian Affairs
to the level of an Assistant Secretary of the Interior.’

¢ The Economic Development Administration (EDA) is a division of the Department of Com-
merce, headed by an assistant secretary. Established by the Public Works and Economic Develop-
ment Act of 1965, it provides for federal finaneial, technical and planning assistance to help
disadvantaged communities share in the general prosperity. Its budget for fiscal year 1970 was
approximately $275 million.

7The Office of Minority Business Enterprise (OMBE) was established by Executive Order 11458,
March 5, 1969, to coordinate and mobilize public and private sector community enterprise pro-
grams, Organizationally, OMBE is located in the Department of Commerce.

8 The second and third options would explicitly require new legislation. The first option could
be accomplished by Executive order and/or by directives under the powers granted by the Execu-
tive Reorganization Act of 1949, if the AEO were formed around SBA.

9 The full text of the President’s program for American Indian economic development and the
American Indian Development Bank Act are included in Appendix F.
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Increased Ownership of Financial Institutions

The Council recommends that all necessary steps be taken to increase minority
ownership and community organization participation in financial institutions
such as commercial banks, savings and loans associations, mutual banks, in-
vestment banks, and insurance companies.

To this end, the Council advises that such federal and state governmental officials
as the Comptroller of the Currency and members of the Federal Home Loan Bank
Board be urged to increase the number of new financial institutions organized,
managed, and controlled by minority Americans.

Greater Commitment to Community Development
Basic to the program proposed herein is the premise that organizations pro-
viding an opportunity for wider minority community involvement, including
cooperatives, community development corporations, and credit unions, are a
potentially important means of developing administrative and managerial
leadership. Thus we recommend a greater commitment of public and private re-
sources to develop such organizations.

Need for Data Base

The Council advocates that federally funded research be undertaken to
10 provide an adequate data base for the implementation, operation, and

evaluation of this and other programs.’® The President’s small business

legislative package places particular emphasis on research to identify
businesses “built around innovations promising rapid growth . . . (and) identifying
the nature and cause of small business failure.” The Council recognizes the im-
portance of identifying potential areas of higher growth for business development
and of assisting minority entrepreneurs in expanding existing businesses and estab-
lishing new ones in such areas. The Advisory Council believes that the proposed
research program, coupled with an effective information dissemination program,
can make data available that will identify more viable business opportunities than
have heretofore been available to the minority entrepreneur.'!

Increased Use of Public and Private Sector Purchasing Power

by both public and private sectors, to strengthen existing minority
entrepreneurs and to encourage new minority enterprise. In effect, the
Council is advocating that both sectors increase their use of minority
firms as vendors of goods and services. The individual consumer should be made
more aware of minority-produced and minority-supplied goods and services, and be

encouraged to purchase such goods and services. The influence of the public sector in
creating new market areas, particularly since World War 1I, is difficult to over

emphasize.

1 1 The Advisory Council recommends that purchasing power be utilized,

12 The best, perhaps the only data base presently available, is that compiled by the SBA. This

SBA data base provided the Council with important empirical data, quite helpful in its deliberations.
11 See. 8. 4316 and H.R. 16644, Section 103.
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II. Rationale For A National Effort

High on the list of priorities for the decade of the seventies is the provision of a
substantially increased stake in the American economy for members of minority
groups. This will come about through expanded opportunities for ownership of eco-
nomic resources. Enormous economic inequities, the product of centuries of disre-
gard, discrimination, and institutional racism still exist, although the public and
private sectors have moved to curtail active discrimination and the exclusion of
minorities from economic opportunity. A major, long-term commitment of resources,
energy, and imagination is required if America is to remedy this centuries old in-
justice.

The seventeen percent of the population who are American Indian, black, or of
Spanish-speaking ancestry control only a tiny fraction of the productive resources of
the nation. Current figures place minority-owned businesses variously between 55,000
and 165,000, from a total of more than 5.5 million, or between one and three percent
of the total business community.* Contributing to the picture is the nature of many
of these minority-owned enterprises. In the main, these are small retail or service
establishments, largely lacking in capital assets. As such, their control of capital is
only a fractional amount of their one to three percent of business ownership.* In fact,
the combined assets of all minority banks is $350 million, less than ten percent of the
assets of any one of the twenty largest non-minority banks, and the combined assets
of all minority-owned insurance companies is less than 0.2 percent of the industry
total.> The continuing disparity of capital accumulation has significantly hampered
the development of the minority community.

While all the prerequisites for economic development are not fully understood, we
do know that the development of a viable business and capital base within the mi-
nority community is essential. The time is ripe. Throughout the nation’s minority
communities, there is a growing demand for sufficient economic independence to par-
ticipate effectively in the system. Too often, a lack of access to the power structure
breeds an atmosphere of frustration and anger. Bombarded hourly by television and
other media displaying the wealth of our society, the disadvantaged, particularly the
poor, cannot help but be aware of the discrepancy between their economic condition
and that of the larger society.

These feelings, which are common to all minority groups, are rooted in centuries
of exclusion from the institutions of our society which exercise significant power.
Blacks, Americans of Spanish-speaking ancestry, and American Indians are all too
frequently not represented when decisions are made in the high councils of gov-
ernment or in corporate board rooms.

1U.8. Small Business Administration, Office of Planning, Research and Analysis, Distribution
of Minority-Owned Businesses, unpublished report prepared by Albert Reiss (Washington, D.C.:
SBA, June 1969), p. 10.

2 Ibid., and Flournoy Coles, An Analysis of Black Enterpreneurship in Seven Urban Areas, re-
search performed under the auspices of the National Business League (Washington, D.C.: NBL,
November 1969).

3 Thomas Gleason, “Opening Remarks,” Special Meeting of the American Bar Association, Busi-
ness in the Ghetto (April 11 and 12, 1969), pp. 5-12, and ‘“Blacks Build Up Their Bank Power,”
Buginess Week (December 5, 1970), pp. 92-94.
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would benefit too.

It is only within the relatively recent past that spokesmen for these disadvantaged
minorities have disturbed the public calm with angry outbursts. Implicit in this angry
rhetoric, however, is the hopeful sign that American blacks, American Indians and
Americans of Spanish-speaking ancestry are becoming increasingly determined to
participate in the larger society, through the exercise of their own economic, social,
and political institutions. Consequently, they wish to bargain from a position of per-
sonal strength and dignity, with the social ills that afflict their people and their
environment. The traditional assumption of their dependency on the charity of the
Anglo-white majority is no longer valid.

The significance of this determination was accentuated by President Nixon in his
“Bridges to Human Dignity” radio address. “What we need is to get private enter-
prise into the ghetto, and put the people of the ghetto into private enterprise—not
only as workers, but as managers and owners. Then they will have the freedom of
choice they do not have today; then the economic iron curtain which surrounds the
black ghettos of the country will finally be breached.”* The generation of minority
enterprise, through expanded ownership of productive resources, would help to elimi-
nate the feelings of exclusion that have traditionally plagued minorities.

We recognize that substantial efforts to encourage minority enterprise developments
have already been made by both public and private sectors. Federal agencies such as
the Small Business Administration and the Economic Development Administration of
the Department of Commerce have greatly expanded their programs along these
lines. The Administration’s action in creating the Office of Minority Business Enter-
prise (OMBE) has served to bring the situation into clearer focus, providing a basis
for developing the means to accomplish significant objectives in the area of minority
enterprise. Similarly, we approve the initiation of such programs as the Minority
Enterprise Small Business Investment Companies (MESBIC’s), 8(a) Subcontracting,
and the Opportunity Funding Corporation (OFC).> These are all excellent beginnings,
illustrating genuine commitment to the principle of minority enterprise development.
Generous support has also been forthcoming from the private sector.

The very existence of a large number of thriving minority entrepreneurs would
boost the self-confidence of minority group members. Visible evidence of success
would have a healthy psychological impact on the community, creating a feeling
among the citizenry that they, too, could make it within the system.

Successful minority enterprise must largely be the product of minority ingenuity
and effort, fostered by self-reliance, not dependence. Unlike governmentally financed
social welfare programs, the development of minority enterprise is a first step toward
a long-term solution to the problem of poverty and exclusion. Built on independent
economic participation, such a program could produce a great sense of psychological
and financial security within the minority community.

The psychological benefits of successful minority enterprise would not be re-
stricted to the minority population. Such success would help to do away with the
prejudices and stereotypes frequently entertained by Anglo-whites.

Economic development within the minority communities would increase the pros-
perity of the nation as a whole. And, as the minority community became more pro-

4 Richard M. Nixon, “Bridges to Human Dignity,” an address by Richard M. Nixon on the
CBS Radio Network, April 25, 1968.

5Section 8(a) of the Small Business Investment Act of 1958 provides that the SBA Adminis-
trator may enter into contracts with federal agencies to furnish goods and services, and arrange
for the actual performance of these contracts by subcontracting the work to small business con-
cerns. OFC, Opportunity Funding Corp., was established in June 1970 to “. . . use and adapt the
proven tools of economic growth to stimulate the development of low income communities.” See OEO,
Opportunity Funding: An Economic Development Demonstration Program (Washington, D.C. OREO,
1970). See also Samuel Doctors and Sharon Lockwood, “The Opportunity Funding Corporation: An
Analysis.” Journal of Law and Contemporary Problems (Fall 1971).

ductive, it would become an increased source of federal, state, and local tax revenues.
As more of the poor and disadvantaged were drawn into productive employment, the
national burden of welfare and other supportive social services would be reduced.

Even without a national effort, minority enterprise will likely experience gradual
growth over the next several decades. However, it is increasingly apparent that the
nation cannot afford to wait. If the United States is to achieve an open society, in
which every citizen is a full participant, a national effort must be made to telescope
the process of economic development. The alternative is a continuation of the pro-
found alienation of America’s minorities from the nation’s economic and social
systems, with unfortunate consequences for all Americans.

In summary, the national minority enterprise effort can be envisioned as a
catalyst which will speed the process of minority enterprise growth. Minority com-
munity organizations throughout the country are becoming increasingly aware of
business development as a vehicle for meaningful participation. This has fired a strong
desire in the minority communities to see rapid growth of minority enterprise. Mean-
while, the Nixon Administration has made a major commitment to promote the
development of minority enterprise as a viable, significant scale. This commitment is
shared by members of Congress in both parties. Further support has come from the
private sector which has enthusiastically initiated numerous programs on its own;
it is increasingly apparent that private-sector leadership will be a paramount element
in the development of minority enterprise. Building on the initiatve already
displayed by public and private sectors, the Council has identified additional steps

" which can forward these efforts and provide a comprehensive program for the
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II1. The Environment For Minority
Enterprise

Members of minority groups have been discouraged from entering business by the
absence of a historical experience and the general scarcity of business opportunities.
In addition, a characteristic lack of financial and managerial resources has impaired
any willingness to undertake enterprise and its inherent risk. Furthermore, the lack
of opportunity to participate in managerial/technical training has severely restricted
the supply of entrepreneurs, managers, and technicians.? This type of training has
generally not been available to minorities, and when it has, the weight of negative
historical experience has diminished apparent access to it.

Financial obstacles to minority business development have ranged across the busi-
ness horizon. Equity capital has generally not been available for business formation
due to the failure of minorities to accumulate savings.® The impoverished condition
of minorities has made the accumulation of capital impossible; and when equity
capital has been found, minorities have had difficulty attracting debt financing to
augment it. Bias, stemming from preconceived as well as the real riskiness of mi-
nority loans, has diminished the capacity of the equity base to draw in debt money.
What debt has existed, has characteristically been short-term, often resutling in seri-
ous cash flow problems, owing to rapid amortization schedules and high interest rates.

Minority businessmen have also had difficulty securing working capital, thus limit-
ing their ability to offer credit terms to their customers, as well as an advantageous
building-up of inventory. Often working capital has had to be acquired through factor-
ing of accounts receivable at large discounts.* Traditional financing sources have not
generally given enough attention to receivables and inventory, as appropriate col-
lateral and trade credit have been characteristically scarce for minority businesses.
The inability to get credit from suppliers has increased pressures on working capital,
serving to restrict inventory development and credit sales.

1The small number of black managers and proprietors testifies to their exclusion from busi-
ness participation. In the category of ‘“managers, officials of business, and proprietors,” they
comprise only 2.7 percent representation, and the meager total of 209,000. Whites in the same
category total 7,286,000. Howard Samuels, former administrator of SBA in Black Economic De-
velopment. William Haddad and Douglas Pugh, eds. (Englewood, N.J.: Prentice-Hall, 1969), p. 62.

2Only the Atlanta University School of Business Administration has generally been open to
blacks wishing to take an M.B.A. degree. The school awarded 346 M.B.A.'s between 1946 and
1969. All the other business schools in the country awarded less than 250 in the same period.
For Mexican Americans the situation has been even worse, with Harvard Business School grant-
ing its first M.B.A. to a Mexican-American in June, 1970. Most other business schools have
few, if any, persons of Spanish ancestry enrolled.

3% . . (T)he total failure to build savings and convert them into risk capital is surely one
of the outstanding defects of the ghetto economy.” Theodore Cross, Black Capitalism (New York:
Atheneum, 1969), p. 57.

*“The credit plight of the ghetto is aggravated by the bad press downtown banks command
in the slum areas. Negroes are distrustful and suspicious of the money society. During 1967
hearings, a Senate Committee disclosed that only about 109% of Puerto Rican American businesses
(usually food retail outlets— ‘bodegas’) have bank accounts; only 5% use any type of bank
credit. A large number of them initially started in business with the financial help of loan
sharks.”” Cross, op. cit., page 57.
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While it is generally accepted that assistance to minority businesses is essential, it
is often maintained that efforts in the past, as a whole, have not been successful.
Either aid has not been available in the quantity or variety to help business in a fully
systematic way, or a specialist in cne area finds himself deployed in an entirely dif-
ferent field. As a rule, general business knowledge is most common among volunteer
consultants and it may not be adequate to handle specialized problems that may arise.

Another weakness in current assistance efforts may be due to a lack of effective
communication between businessmen who look for help and the individuals who
volunteer to give aid. A close continuing relationship between client and counselor
is crucial to the success of their efforts, but such a relationship has been difficult to
maintain in traditional volunteer programs. The frequent crises of day-to-day opera-
tions afflicting the minority businessman make quick access to assistance critical, and
yet the volunteer nature of most assistance programs has made quick access difficult
and sometimes impossible. Aggravating the situation is the failure to conceive of an
“early warning system,” which would monitor potential problems and encourage the
formulation of preventive safeguards.

The development of minority businessmen has also suffered from the average can-
didate’s lack of available training time. Most minority businessmen do not have free
time for night courses, much less for the full-time management training programs
which are offered by business and professional schools. For these and other related

- reasons, strategic, long-term management development has not been extensively used.

As a consequence, management skills have not been effectively “built into” business
and the need for external support is a continuing one.

Minority businessmen have typically had great difficulty entering and developing
new areas of business opportunity. They have suffered not only from racial dis-
crimination, but from ingrown patterns of management and technical shortcomings.
While high-growth business has become increasingly technologically-oriented, minor-
ities have continued to suffer from inferior educational training and a lack of access
to information resources. As business has moved from the central city to the more
favorable climate of the suburbs, minorities have become more entrenched in the
urban ghettos.

Not only have minorities been increasingly adversely affected by the changing de-
mographic patterns, they have also suffered in the market place due to discrimination.
A minority entrepreneur may lose sales because others of his race find status in
buying from whites, while whites, traditionally, have not patronized minority-owned
stores.” Where integration has taken place, it has led to increased competition for the
minority market—to the detriment of the economy of the minority community.

Finally, members of minority groups have not had sufficient access to business-
related information, missing many opportunities to get in at the beginning of a
promising new market area. Such opportunities are constantly being created and
destroyed by “the market.” Specific information identifying situations of oppor-
tunity has not been generally available to minority groups.

Small Business Administration data indicate that SBA loans and loan guarantees
to minorities have increased from ten percent of the total dollar volume in fiscal

5 “The overwhelming majority of black businesses are individual proprietorships in the retailing
and service sector. Most are ‘mom and pop’ stores, employing fewer than five people, and varying
in value from $5,000 to $50,000. These stores consist mainly of eating places, beauty parlors,
apparel, liquor, and second-hand shops. Such businesses are very high failure rate . . .” Joseph
Kirchheimer, Christian Science Monitor. Quoted by John DeLorean in Black Economic Develop-
ment, op. cit., p. 9. z
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year 1968 to 22 percent in fiscal year 1970.° The dramatic increase in support of
minority business by governmental agencies has had to overcome widespread dis-
satisfaction and disbelief among minorities who have experienced failure in the
past with federal bureaucracy.

There is a need to communicate and effectively deliver the federal commitment
to minority enterprise at the local level. Decentralization of the delivery system would
be a meaningful step forward. By working closely with minority businessmen, the
delivery system would be able to channel the efforts of the public and private sectors
in the generation of minority business development. A decentralized delivery system
would provide a flexible, locally responsive approach, geared to the changing needs
and environment of minority enterprise. Such a system for transferring public and
private resources to minority users has generally not been available.

Attitudes of minorities toward business and of non-minorities toward minority
businessmen have suffered from a lack of understanding and communication on
both sides. The private sector, as a whole, has not been sufficiently attuned to the
needs of minority businessmen. Minority business has generally been viewed as
“high risk business,” rather than as a potentially valuable opportunity which
happens to be minority owned. Financial institutions, trade suppliers, company pur-
chasing agents and others have tended to be cursory in their evaluation of minority
business, lumping all into the same “risk-pool.” Likewise, minorities have been
discouraged from entering into business by their perception of its risks and hazards.
Without a strong, successful entrepreneurial tradition, too frequently minorities have
approached the business world with mistrust and trepidation, choosing to enter
familiar, localized, often marginal businesses at the sacrifice of growth potential and
investment return.

THE IMPRINT OF HISTORY

The unique historical experiences of Afro-Americans, Mexican-Americans, Puerto
Ricans, Cuban-Americans, American Indians, Alaskan natives and other disadvantaged
minorities are factors which cannot be ignored in shaping a national effort to produce
substantial new entrepreneurial activity in each of these areas. Although some prob-
lems such as discrimination, have afflicted each of the minority communities, any
worthwhile discussion of history must treat the experience of each respective minority
group individually.

THE AFRO-AMERICANS

Many whites have sought to explain the dearth of black-owned businesses by al-
leging that blacks lack entrepreneurial ability. This stereotype is strongly contra-
dicted by the West African experience and by a number of very successful black-owned
and managed businesses in this country.

West Africa was the source of the vast majority of slaves who were brought to
the Americas. This same region today is a flourishing trade center with a strong
business tradition. Huge African marketplaces, such as the one found in Onitsha,
Nigeria, on the banks of the Niger, thrive on the business acumen of the West
African merchant. Today, as through much of modern history, the West African
trader has a reputation for being an unusually skilled entrepreneur. According to

¢ SBA supplied data for fiscal 1970. See also OMBE, Report to the President on Minority Busi-
ness Enterprise (Washington, D.C.: U.S. Dept. of Commerce, June 1970), p. III-12-I11-17. According
to this OMBE report the percentage of loans made to minorities in fiscal 1970 was forty-one
percen:. The comparable figure for fiscal 1969 was thirty-two percent and for fiscal 1968 eighteen
percent.
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Winifred Armstrong of the National Planning Association, “Some Nigerians do
several hundred thousand dollars of business a year, and run operations employing
hundreds of people, with branches in many countries.”

A recent survey of eighty-four potentially successful black businesses by OEO iden-
tified twenty-four as being “successful.” 7 Their criteria defined “successful minority
business” as profit-oriented, showing a profit in 1969, and with a minimum gross
sales greater than $500,000 for the two years 1968 and 1969. Examples of very success-
ful black firms include Johnson Publications, Johnson Product and Park Sausages. Of
the remaining sixty minority firms surveyed, fifteen, while not meeting the criteria,
were considered promising enough to warrant case studies and analysis, while
forty-five were to small or unprofitable to merit further study.

Thus, some black businessmen have, despite severe handicaps, been able to initiate
and maintain successful businesses. But the overall picture is bleak, with blacks
owning only a small percentage of American business assets—not even a significant
percentage of the trade or service businesses in their own communities. Where half
the population is black, as in Newark, New Jersey, of the 12,172 licensed businesses,
only a little more than ten percent are black-owned.® Negroes are a majority in
Washington and yet they own less than thirteen percent of the city’s 11,755 busi-
nesses.” In Los Angeles, with over 600,000 black residents, blacks own a tiny frac-
tion of all businesses.®

The explanation for the lack of black entrepreneurs in America must lie in their
experience since coming to this country. The end of slavery was followed by several
decades in which the former slaves began to enjoy some of the rights of citizenship.
Yet, by the 1890’s, and earlier in many states in the South, severely restrictive codes
which reduced the blacks once again to second-class citizenship began to go into
effect. The doctrine of “separate but equal” came to be the public rationalization that
justified forcible racial segregation. In actuality, the doctrine served to deny any
semblance of equality in the distribution of rights. In the North, racial discrimina-
tion was not justified by law, but it was an everyday fact of life, narrowing oppor-
tunities open to blacks.

Freed blacks in the North, while small in numbers in the pre-Civil War days,
were often engaged in commerce. Many thrived, no doubt with substantial patronage
from whites who harbored abolitionist sentiments. Yet, after the war, the tremendous
influx of newly-freed slaves from the South began to activate latent racial prejudice
in the North. Credit that had previously been available to black entrepreneurs was
no longer attainable; shipping licenses and other business opportunities were re-
stricted. 4

Meanwhile, the North experienced fresh waves of immigration from Europe. The
Irish, Germans, Jews, Italians, and central Europeans surged into the cities and
factory towns of the North. In city after city, the white immigrants displaced blacks
from their jobs.

Despite the frequently active resistance in both the North and South to the growth
of black business, blacks have persevered in their attempts to establish themselves in
businesses. In 1900 Booker T. Washington established the National Business League
which exists today as a vital force for black businessmen.

7This OEO survey was performed by Susan Davis and Paul London for Theodore Cross during
the spring of 1970 and is available from the Economic Development Division of OEO. The survey
was not comprehensive and at least an additional fifty firms were brought to light after the
survey was completed.

8 See Theodore Cross, op. cit., p. 6.

91968 Annual Report of the Interracial Council for Business Opportunity. (New York: ICBO,
1968).

10 I'bid.
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In the South, some black businesses grew up to fill needs in their black neighbor-
hoods. Insurance companies, barber shops, and grocery stores catering specifically
to blacks came into being in part because blacks were unable to buy these services
and goods elsewhere. The growing black ghettos of the North experienced a similar
phenomenon, although the exclusion of black consumers from white-owned markets
was not as characteristic as in the South.

Black business, however, in both the North and South, has been situated in segre-
gated market settings and has tended to concentrate on such relatively low growth mar-
kets as personal services (such as barber shops and funeral parlors) and retail trade.
A recent survey indicated that 30 percent of minority-owned enterprise involved
personal services, while only 7.4 percent of non-minority-owned enterprise was in
this area; correspondingly, only 1.2 percent of minority enterprise was in manu-
facturing, as compared to 6.9 percent of non-minority enterprise.’

In recent years, black-owned businesses have had to face new problems. With the
wave of integration in both the North and South has come a breakdown of-the tradi-
tional market barriers, which once served to protect the small black businessman
at the same time that they restricted the scope of his activities. Active attempts
by majority-owned corporations to attract talented blacks to their managerial ranks
and by so doing secure a larger part of the black consumer market have generally
benefited the overall black community. However, this competition for business talent
and consumer spending has put additional pressure on small retail and personal
service operations which, together with the greater mobility of consumers from all
backgrounds, has increasingly undermined the marginal retail store. Rising wage
levels of employees have also contributed to the demise of many small enterprises.

In the last several years, economic development experts have begun to advocate
the development of black business areas that have been selected because they repre-
sent potential areas of unusually high growth. This represents a positive approach
towards breaking old molds and stereotypes, of upgrading black capitalism from its
present step-child position.*?

THE AMERICANS OF SPANISH ANCESTRY

The millions of Americans of Spanish-speaking ancestry belong to diverse groups
with some common characteristics. Uniting them in a common bond is descent from
a Spanish culture and exposure to discrimination by English-speaking whites.

According to projections by the Bureau of the Census, based on a 1969 sample
survey of the fifty states and the District of Columbia, the total, non-institutionalized
civilian population of Spanish-American descent in the United .States was about
9,230,000.12

1 See Flourney Coles, A4n Analysis of Black Entrepreneurs in Seven Urban Areas. (Washington,
D.C.: National Business League, 1969).
2 12 See Laird Durham, Black Capitalism. (Washington, D.C.: Arthur D. Little, Inc., 1970), pp.
2-24,

3 These figures supplied by the Research Division of the Cabinet Committee on Opportunities
for the Spanish-speaking must be viewed as a very rough approximation. The Bureau of the
Census sample survey on which they are based is vulnerable, as is any survey, to undercounting,
due to the probable disproportionate mobility of persons of Spanish-American ancestry and the
difficulty of English-speaking surveyors in contacting and relating to Spanish-speaking populations.
In view of the geographically skewed location of Sphnlsh-speaklng communities, a five-percent
:art;onal sample survey, even if conducted with the best methodology, has significant room for
TIor.
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Table 1—Origin or descent of the Spanish-American

POPULATION: NOVEMBER 1969 ** (Numbers in thousands. Excludes inmates of
institutions and members of the Armed Forces.)

Origin or Descent Number Percent
Mexican 5,073 55.0
Puerto Rican 1,454 15.8
Cuban 565 6.1
Central and South American 556 6.0
Other Spanish-American 1,582 173
Total 9,230 100.0

On the basis of this survey Spanish was reported as the mother tongue of 6,700,000
persons within the United States. Of the 6,700,000 persons who grew up in homes
in which Spanish was spoken, 4,600,000 usually speak Spanish at home. The above
table prepared by the Bureau of the Census gives a detailed breakdown of the an-
cestry of Spanish-speaking Americans.

THE MEXICAN AMERICANS

A number of the most numerous Hispanic cultural groups in this country, many of
them Mexican-Americans, are descendants of Mexican residents who antidated the im-
migration of Anglo-whites to California, Texas and the Southwest.

Table 2. Spanish mother tongue by country of birth for the United States and five
southwestern states: November 1969 *°

(Numbers in thousands)

Five South-
0 : tern,
Nativity and country Five South- b
S United States
of birth western States States as
a percent
Number Percent Number Percent of the

United States

Total reporting Spanish

mother tongue ... 6,700 100.0 4,081 100.0 60.9

i P12 © 7y S e e P e 4,871 127 3,100 76.0 63.6
Puerto "Ricoi %l he 0 806 12.0 22 0.5 24
Foreign born 1,830 27.3 982 24.1 53.7
Mexico 856 12.8 767 18.8 89.6
Cba L e 491 7.3 60 1.5 12.2
Other and not reported 483 7.2 155 3.8 32.1

*Excludes a small number of persons for whom place of birth was not reported. These
persons were included with the foreign-born population.

Source: Spanish American Population, op. cit.

14 U.S. Dept. of Commerce, Bureau of the Census, Persons of Spanish Origin in the United
States: November 1969 (Washington, D.C.: U.S. GPO, 1971}, p. 13-14.

15 About 64 percent of the mnative population with Spanish mother tongue lived in the five
Southwestern States of Arizona, California, Colorado, New Mexico, and Texas. Approximately one-
half of forcign-born persons of Spanish mother tongue lived in that portion of the Nation. Three
out of every four persons in the Southwest reporting Spanish mother tongue were native; for
the remainder of the Nation, a smaller proportion—two out of every three—of the persons of
Spanish mother tongue were native. About 90 percent of persons reporting Spanish mother
tongue who were born in Mexico lived in the Southwest, whereas 12 percent of the persons born
in Cuba with Spanish mother tongue lived in that area.
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Spanish-speaking settlers populated the Southwest long before the first English-
speaking settlers touched the shores of North America. As George I. Sanchez has
noted:

Spanish-speaking people have been settled in the Southwest for more than 350 years.
The villages north of Santa Fe, New Mexico, founded in 1598, are second only to St. Augus-
tine, Florida, settled in 1565, as the oldest settlements of Europeans on the mainland of
the United States. The New Mexico settlements, followed a century later by those in Cali-
fornia, represent a Spanish colonial culture that left an indelible imprint upon the history
and culture of the Southwest and the United States. More important, that colonial endeavor
left people from California to Texas whose descendants constitute a part of the group we
now refer to very loosely as Spanish-speaking.'

The annexation of Texas and the occupation of the rest of the Southwest and
California by the United States put tremendous pressures upon the indigenous
Spanish-speaking residents of these regions. Control over the political and economic
institutions in these areas passed almost wholly to Anglo-whites who were often
very hostile to the pre-existing Mexican culture.

Unlike many other ethnic groups that were originally non-English speaking,
within the United States the Mexican-Americans were not readily assimilated into
the surrounding Anglo culture. This was due in part to the strength of the pre-
existing Spanish culture, but it was also fed by the hostility and overt discrimination
emanating from members of the ruling Anglo-white culture. The already intricate
Mexican cultural heritage involving a strong Catholic religiosity and a sophisticated
series of family interrelationships was not to be swallowed up easily by the sur-
rounding Anglo culture. Incidents of persecution and discrimination served to solid-
ify loyalties among the Spanish to one another and to a distinctly separate cultural
tradition.

As industry developed in the West and Southwest, both Mexico and the Orient
became major sources of cheap, imported labor. New immigrants swelled the cities’
barrios, crowding the Spanish-speaking inhabitants who had been the original
residents. Waves of immigration continued, with a significant number of largely
middle-class Mexicans coming to the U.S. during the Mexican Revolution of 1910-
1920, seeking to escape the chaos of a war-torn country. However, as George I.
Sanchez comments:

Even larger numbers came as contract laborers, recruited b;' the trainload to work the
beetfields of Colorado, the gardens and groves of California, the railroads of the entire
West, the copper mines of Arizona, the cotton fields of Texas, even the iron works of Chicago
and the coal mines of West Virginia."”

The influx of such large numbers of generally impoverished Mexican immigrants
further burdened the Mexican-American community in the Southwest. This, in turn,
served to reinforce the already established patterns of discrimination.

In the white-collar occupations, Mexican-Americans are greatly under-represented
among managers and proprietors, with only 4.9 percent versus 14.7 percent for the
Anglo-whites in the urban Southwesi. Mexican-Americans are equally under-repre-
sented in the professions, 4.6 percent versus 15.1 percent for Anglos.*®

There are few Mexican-Americans who own or manage large businesses. The major
study in the area, completed in 1970 at the University of California at Los Angeles
(U.C.L.A.), found only one bank and one savings and loan institution in Los An-
geles owned by Mexican-Americans, despite a Mexican-American population of

1 George I. Sanchez, “History, Culture, and Eduecation” in Julian Samoro (ed.) La Raza: For-
gotten Americans. (South Bend, Indiana : Notre Dame Press, 1966), pp. 5-6.
Toid., . Ts

8 Leo Grebler, Joan Moore, and Ralph Guzman, The Mexican American People (New York: The
Free Press, 1970), p. 215.
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nearly 630,000 (1960 Census).’ No other commercial banks with Mexican-American
ownership were found to exist elsewhere in the United States. This same study found
many more wealthy Mexican-Americans in the professions than in business.

In recent years, young Americans of Mexican ancestry, proudly calling themselves
Chicanos, have begun to forge a new cultural identity. These new activists have
devoted themselves to promoting economic development among their brethren and
to securing political and social benefits for La Raza.*

THE PUERTO RICANS

Substantial migrations of Puerto Ricans have occurred during the last several
decades. In the main, they have gravitated to the industrial centers of the eastern
United States. Since the Puerto Rican islander already possesses United States citi-
zenship, passage to the United States has been a relatively easy matter for him. Even
in Puerto Rico, the mechanization of agriculture has driven much of the rural popu-
lation to the cities. While imaginative programs by the government of the Common-
wealth of Puerto Rico have done much to attract industry and tourism to the island,
still many Puerto Ricans have sought opportunity in the mainland economy.

New York City has traditionally been both the major port of debarkation for
Puerto Ricans immigrating to the American mainland and the home for the vast
majority of Puerto Ricans on the mainland. However, while Puerto Ricans continue
to constitute a significant and expanding portion of the New York City population,
their wave of migration has begun to spread out to other cities on the Eastern Sea-
board and to the Midwest. Government and private estimates suggest that there are
probably about 80,000 Puerto Ricans in Chicago, 45,000 in Philadelphia, 8,000 in
Cleveland and 10,000 in Detroit. Smaller cities along the East coast also have grow-
ing Puerto Rican communities.*

One of the greatest problems faced by Puerto Rican immigrants is the language
barrier. It has often denied them access to decent jobs, business opportunities and,
until recently, to the right to vote in most states. These difficulties have, in turn,
been reinforced and compounded by the lowered income and social status typical
of immigrant populations. Just like the black who has migrated to large Northern
cities in search of greater opportunity, the Puerto Rican migrant of rural origins
often finds the culture of the Anglo-white dominated urban society totally strange
and hence somewhat threatening.

THE CUBAN AMERICANS

As of November 1965 there were approximately 656,000 Americans of Cuban an-
cestry in the U.S. Most have come to the United States since the advent of the Castro
regime in 1959. Of this group, about 504,000 were born in Cuba.??

The rapid movement of the Castro regime to the left, its expropriation of both
foreign-owned and Cuban business, and the generally anti-bourgeois thrust of Cas-
tro’s regime have driven large numbers of the Cuban upper and middle classes to
the United States, where sympathy for the victims of Castro’s repression created a
relatively receptive climate. Immigration barriers were relaxed substantially as pub-
lic and private resources were committed to ease the refugees’ settling in the United

19 Idem. This figure compares with a U.S. average of about one commercial bank for every
15,000 Americans.

20 See Stan Steiner, La Raza: The Mewican Americans (New York: Harper & Row, 1970).

2 Pigures supplied by the Research Division of the Cabinet Committee on Opportunities for
the Spanish-speaking, 1970.

2 Idem.
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States. In the mid-1960’s, after Castro decided that he would like to purge his coun-
try of additional, potentially unfriendly elements, the United States and Cuba co-
operated in the airlifting of thousands of additional refugees to the United States.

While many Cuban artisans and professionals were at first forced to assume rela-
tively menial jobs in order to earn a living in the United States, in a few years,
after having become fluent in English, thousands have become involved in flourishing
businesses in the United States. In the city of Miami, the largest center of Cuban-
American culture, Cuban-American entrepreneurs have revitalized large sections of
the central city. And, as the Puerto Rican immigration has spread out from its
beachhead in New York City, so has the Cuban immigrant population spread out
from Miami. It is estimated, for exémple, that 80,000 Cubans live in Chicago.*®

OTHER SPANISH-SPEAKING

While it is difficult to generalize about the experience of mainland Americans of
Mexican, Puerto Rican, or Cuban extraction, it is virtually impossible to discuss
coherently the migration patterns and experiences of the many diverse groups that
are lumped together in the Bureau of Census estimates as being of Central and South
American descent or of other Spanish-speaking origin. As a group, they number
slightly over two million, but it is difficult, if not impossible, to treat them as an
entity, due to the diversity of their cultural traditions. Included are direct descendants
of Old World Spanish culture, as well as inhabitants of our hemisphere, carriers of
many strains of basically Hispanic tradition that have come to the United States
in wave after wave of migration over the past several centuries.?

THE AMERICAN INDIAN

Approximately 775,000 Americans are estimated to be at least one-quarter Indian.
About 450,000 of these Americans of Indian ancestry live on or near a federally
recognized reservation, colony, rancheria, or pueblo.?® The economic condition of
these residents is appalling: seventy-five percent of the approximately 95,000 Indian
families living on or near a federally recognized community have incomes below the
federally recognized poverty guidelines. Their unemployment rate is ten times that
of the national average or approximately 50 percent of the available and able work-
ing force.?®

The American Indian population is young and rapidly growing, with over half
the population under 21 years of age. One-third of the total population is between
the ages of 5 and 15. American Indians are increasing at a greater rate than any
other minority group. By 1985 it is estimated that the Indian population will have
increased by 37 percent, while the national population is expected to increase by
only 23 percent during the same period.*”

Indian educational levels are rising with the emergence of new patterns. The
average Indian youth who is not yet 21 will complete ten years of schooling, while
the balance of the population that is over 21 years went to school for an average of
only six years. With more education, there has been increased activism directed
toward political, economic, and social goals.

= Idem.

# Many of the almost one million six hundred thousand persons whom the Bureau of the
Census characterizes as other Spanish-Americans are likely descendants of Spanish-speaking settlers
who came from Mexico hundreds of years ago. These individuals may well identify with Spanish
culture in a general sense rather than with Mexican culture and hence might declare themselves
“other Spanish-Americans.” Figures supplied by the Cabinet Committee.

% William Hallet, “American Indian Enterprise”, Research Report prepared for the PACMBE,
September 1970.

= I'bid. 2 I'bid.
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This increased vitality in the Indian communities, both urban and rural, has
sparked a number of economic development and educational ventures. In urban
areas, Urban Indian Development Corporations have arisen to promote the economic
development of Indian communities in centers such as Los Angeles. Development
efforts in rural areas have not been as successful. Traditional obstacles have ham-
pered economic development on reservations. Chief among these is the reservation’s
isolation. Due to transportation costs involved, goods manufactured on a reservation
have difficulty competing with similar goods manufactured in an urban area. Half
the reservations have no direct access to rail transport and only a handful can
utilize maritime or air transport systems.

It is hardly surprising that the unique character of Indian reservations has had
a strong impact on business development programs designed to assist the residents.
Due to a number of factors, primarily the reservations’ typically isolated location,
tourists have often been the major purchasers of Indian goods and services, simply
because few other market opportunities have existed. The tradition of tribal owner-
ship of whatever productive resources were present, the existence of tribal govern-
ments with significant decision-making powers and the natural reluctance of tribes
to surrender any interest in their land (including mortgage interest) are factors
that have had a strong influence on the economic development of the reservations.

Many reservations have depended on the production of craft products and their

- sale to the tourist market. The limited economic return of such activities is reflected

in the Indians generally very low income levels and substantiated by statistics.

However, in the past several years, a number of national corporations have located
sophisticated industrial plants on or near reservations. Simultaneously, a number of
young, college-educated Indians have been dedicating themselves to the economic
development of their reservations, and a desire for the ownership of productive
wealth has been generated. Unfortunately, these efforts have been hampered by un-
certainties in regard to the relationship of American Indians and the federal govern-
ment.

The special relationship of the federal government to the American Indian is a
factor that conditions any Indian business development program which would ulti-
mately improve conditions on the reservations. As William Hallett observed in
“American Indian Enterprise”,”® Indian tribes possess a unique and direct relation-
ship with the federal government which is derived from several sources. First, it
is a legal relationship. Through treaty and law, Indian communities are entitled to
stipulated services from the federal government.”” “As a result of the treaties, the
Indian people surrendered their land to the federal government under certain condi-
tions of trust and good faith. The government undertook a sacred trust to finance
basic programs such as health and education.” *°

Upon the creation of Indian reservations, the federal government assumed the
role of trustee over lands owned either by Indian tribes or individuals. Because of
the trust responsibility assumed by the federal government, these lands are exempt
from taxation, although income derived from some trust lands is subject to taxation.

Further, as the research report noted: “Under this trust arrangement, title to trust
lands is held by the United States government. The owners—either the Indian tribes
or individual Indians—have the beneficial interest. Tribal trust lands can be sold
only through special legislation. Individually-owned lands can be sold or exchanged
only with the approval of the government and in most cases lease arrangements must
be approved by the government.” 3!

28 Research paper prepared for NACMBE, op. cit.
2 I'bid. 30 I'bid. 3t I'bid.
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While the special relationship of the federal government to the American Indian
has had many grave deficiencies in practice, the vast majority of Indians prefer its
continuation to an abrupt termination. Under the policy which gained considerable
favor within Congress during the 1950’s, the special federal relationship with the
American Indian would have been terminated; tribal lands would have been sold,
with the proceeds of the sale going to tribal members; and Indians would have been
encouraged to become amalgamated into the surrounding society. When applied to
a particular tribe, the termination policy almost invariably resulted in a loss of tribal
identity and worsening of the social and economic conditions of the tribal members.
In fact, this threat of termination served to hinder Indian development efforts. Presi-
dent Nixon’s Indian message of 1970 was especially welcomed in its emphatic re-
nunciation of any termination policy. The President’s endorsement of “Self Determi-
nation Without Termination” has and should continue to prove a real reassurance
to American Indians who have feared that their cultural identity would be destroyed
by federal whim.

FEDERAL RESOURCES

A major factor shaping the environment for minority enterprise is the wide range
of government programs designed to mobilize both public and private resources
towards these ends. These programs are reinforced by strong statements of support
by high government officials.

The Small Business Administration has evinced both concern and interest in
minority entrepreneurs on numerous occasions. In the hearing before the Subcom-
mittee on Urban and Rural Economic Development of the Select Committee on Small
Business, an official of the SBA said:

We in SBA have as an important policy the promoting of minority enterprise. We firmly
believe that the minorities of this nation must be given the opportunity of business ownership.
This opportunity must be real—it must be effective. Therefore, we also believe that when
we assist members of minority groups to find the necessary capital to enter into business,
we have a concomitant responsibility to see that they have available the management and
technical assistance needed for their success.™

The Secretary of Commerce, Maurice H. Stans, in his statement on National Strat-
egy for Minority Enterprise, said:

This Administration commits itself to the development and implementation of a national

program designed to support the optimum establishment of new, and the strengthening of

existing, minority-owned businesses. The goal of this program is to establish for those

individuals heretofore excluded by their racial or ethnic origins, full equality of access to
business opportunities and resources.”

On numerous occasions officials of the Department of Housing and Urban De-
velopment (HUD) and the Office of Economic Opportunity (OEQO), the General
Services Administration (GSA), the Department of Defense (DOD), and other
governmental agencies have expressed their concern and their support for the minor-
ity entrepreneur. Having established the stated intent of this administration, it will
be useful to describe briefly the programs that are presently available to the minority
entrepreneur.

Within the Department of Commerce, there are two divisions which are primarily
concerned with the minority entrepreneur: the Office of Minority Business Enterprise
(OMBE) and the Economic Development Administration, (EDA). The Office of

32 U.S. Senate Select Committee on Small Business, Subcommittee on Urban and Rural Economie
Development, Hearings on the Impact of Franchising on Small Business, 91st Congress, second
session, (Washington, D.C.: U.S. Government Printing Office, January 20, 22, & 27, 1970), pp.
419-420.

% Speech by Maurice H. Stans, National Strategy for Minority Enterprise, October 13, 1969, p. 5.
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Minority Business Enterprise was created by President Nixon on March 15, 1969, by
Executive Order 11458. This order established the mandate of OMBE to constantly
review both existing and possible new programs and make recommendations for
further executive and legislative action as appropriate.

In the execution of its mandate OMBE has four major functions: 1) to coordinate
federal activities that are/or could be designed to aid the minority entrepreneur;
2) to mobilize the resources of the private sector so they can be more efficiently and
effectively used; 3) to stimulate minority communities so they will be able to take
advantage of new opportunities; and 4) to serve as an information center for all
public and private activities in the minority enterprise area.

The Economic Development Administration of the Department of Commerce has
as its primary goal the economic development of geographical areas in which there
is substantial and persistent unemployment or underemployment. To accomplish this
goal, its programs are focused on improving the economic potential of an area so
that it will be able to attract additional economic activity. A large part of EDA’s
budget is used to improve the area’s infrastructure, such as public facilities. Grants
and loans are made to modernize the public works or public service facilities. EDA’s
business development program is used to give large, low-interest and long-term loans
to businesses wishing to locate in the designated areas. Usually these are large loans
given to major businesses, which can be expected to generate a significant number
of jobs. Smaller businesses do receive EDA loans, but the size of the average loan
is close to one million dollars.

This program is not usually aimed at the small minority entrepreneur; however,
EDA’s technical assistance program can provide management assistance for minority
entrepreneurs. In this instance, special emphasis is placed on minority enterprise
that will provide jobs for the hard-core unemployed. Recipient feasibility studies are
performed with marketing, financial, accounting, and other types of assistance made
available as needed. Traditionally, EDA’s efforts have been concentrated in the rural
areas, but recently somewhat more attention has been given to urban problems.

The Department of Labor can provide valuable services to minority enterprise
through its manpower training capacity. Although usually utilized by large busi-
nesses to train the hard-core unemployed, the Job Opportunities in the Business
Sector (JOBS) program can also be employed by the minority entrepreneur to train
any hard-core unemployed employees he may have. The Department of Labor has
power under the Manpower Development and Training Act (MDTA) to provide
on-the-job training (OJT) or classroom training for employees. This program has
been expanded to include training of the non-professional employees of the entre-
preneur. Perhaps MDTA monies could be used to provide management training for
minority businessmen. Such a program was started by the Experimentation and
Demonstration division of MDTA. Seven pilot programs were set up to experiment
with different ways in which management assistance could be provided to help the
minority entrepreneur.

The Department of Housing and Urban Development (HUD) is in a position to
help minority enterprise through its contract construction program. Minority firms
involved in construction can take advantage of the building opportunities which are
created by Model Cities, the Federal Housing Administration, the Housing Assistance
Administration, the Renewal Assistance Administration, and other agencies within
HUD. The loans, grants, and guarantees that are generated by these programs make
possible new construction, slum clearance, and other opportunities for the entre-
preneur. In some of its urban development programs, HUD has tried to give special
consideration to minority contractors identified in a study done by the NAACP for
HUD’s Office of Contract Compliance.
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As the federal government’s experimentation agency, the Office of Economic Oppor-
tunity is developing several programs which relate to minority enterprise. The crea-
tion of the Community Development Corporation, or CDC, has had an impact on the
development of minority entrepreneurs. Typically, OEO makes a two-year grant to
the CDC to promote community-based economic development. This grant can be
used for a number of development purposes, which include the provision of loans,
equity capital and guarantees to minority entrepreneurs.

These funds can also be used to give managerial and technical assistance to an
entrepreneur and encourage poverty area residents to acquire ownership of production
and commercial facilities in their areas. The Opportunity Funding Corporation
(OFC) is a new OEO program which is experimenting with various types of guar-
antees and incentives that could be given to various private sector institutions to
encourage them to invest in socially useful programs. The provision of capital and
expertise to minority enterprise is one of the primary aims of this new program.

The University Extension Program of HEW’s Community Service and Continuing
Education Program gives matching grants to states which use their universities to
participate in programs involving the community. Several programs have been set
up along these lines, utilizing the facilities and expertise of the university to provide
assistance for minority enterprise.

Very limited loan funds are available to special groups through the Bureau of
Indian Affairs and the Veterans’ Administration. The BIA disperses funds directly
and indirectly to persons who are at least one-quarter American Indian. Direct loans
to Indian businessmen are made from a revolving fund, while indirect financial
assistance can be obtained from the fund given to the tribe from the BIA. However,
the funds available from these sources are so limited that the BIA makes an effort
to obtain business loans for Indians from other sources.

The VA business loans and guarantees are also limited to a small group of people.
To obtain a veteran’s business loan, one must have served in the Korean War. Under
this program, the VA will guarantee fifty percent of a business loan (non-realty) not
greater than $2,000 if the bank agrees to charge an interest rate of less than seven
and one-half percent.

The General Services Administration and the Department of Defense are large
purchasers of goods and as such can provide contract and procurement opportunities
to minority entrepreneurs. Small businesses and businesses in labor surplus areas
are given special consideration in the bidding process by DOD. GSA makes an effort
to make repair and improvement contracts available to minority contractors.
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IV. Recommendations’

In developing these recommendations, the Council has been primarily interested
in presenting a comprehensive program aimed at removing fundamental obstacles
to minority enterprise. The Council recognizes the substantial efforts already taken
by the public sector encouraging minority enterprise development. In particular, the
Council commends the President for the creation of a coordinating agency in the
person of the Office of Minority Business Enterprise; the Small Business Admin-
istration and the Department of Commerce for their greatly expanded minority
enterprise programs; the initiation of programs such as the Office of Economic
Opportunity’s Opportunity Funding Corporation; and the General Services Admin-
istration’s contract set aside program.? The Council also feels that the private sector,
in its generous support of these programs and in the initiation of its own programs,
has shown real leadership in the development of viable minority businesses.

Thus, the Council wished to make clear that its recommendations are intended to
build upon and expand programs already under way, as well as to introduce new
programs that will complement and strengthen the encouraging start already made
by the private and public sectors. We recognize the legacy of the past, the enthusiasm
of the present, and the possibilities for the future.

The Council would like to indicate that objections relating to possible constitu-
tional problems with respect to those recommendations which imply preferential
treatment for minority groups have received careful consideration but further study
will be required before all the ramifications are understood. In addition, the possible
effect of the “prudent man rule” (relating Lo fiduciary responsibility which requires
that great care be used in investing the funds of any corporation, profit or non-
profit) on the legality of some of the recommendations will require additional study
prior to the completion of an operational legislative package.

The Council has been guided in its deliberations by a number of basic considera-
tions, including the following:
® The Advisory Council feels that a policy of reprivatization of efforts in this area

is essential; that is, the local communities and private enterprise must assume a

large measure of responsibility for the “doing,” leaving the overall strategy formu-

lation to the government sector;

® Priorities and goals for minority enterprise should be established at the local level;

® A pluralistic approach to the provision and delivery of financial and management
resources adapted to local needs should be encouraged;

® Private-sector initiative and leadership is a crucial element in establishing a viable
system of minority enterprise; every effort should be made to encourage and
strengthen private-sector involvement, with the government providing incentives
to encourage this involvement;

® Expanded minority community involvement in all elements of planning, implementa-
tion, operation, and evaluation of any minority enterprise program will be an
essential element in its success;

1 The following section is a detailed discussion of the Couneil's recommendations including a dis-
cussion of the recommendations made in the Framework for Action section.

2 A complete report of government activities in the area of minority enterprise during fiscal 1970
is being compiled by OMBE. It is expected to be published in the near future,

21

429-675 O - 71 - 5

Past and present
efforts commended.

Build upon
current programs.

Basic to Council
findings.



Common problems
seek solutions.

Success is
color blind.

Urgency of problem
cries out for
national
commitment.

® There is an important need to identify higher growth market areas for small busi-
ness development and to make this information more generally available to existing
and potential entrepreneurs;?

® The concept of “minority enterprise” (which grew from an earlier concept of

“black capitalism™) should be enlarged to embrace a concept of “expanded owner-

ship”. It is recognized that it is most important to provide a greater stake in our

economic system for the socially and/or economically disadvantaged;

® Federal involvement should be on a partnership basis with state and local govern-
ments, the private sector, and the minority communities;

® Business and management education, at all levels, is a key element supplementing
the provision of business opportunities, financial resources, and technical assist-
ance.

The Council believes that the social and economic problems of both minority and
majority small businessmen have much in common, and that much is to be gained
by a strategy designed to solve their common problems. Irrespective of the color of
their skin or their national background, small businessmen suffer from a number
of common problems. The typical man who is in business for himself has only
limited capital at his disposal and will probably lack the management training that
would help him to utilize his funds in the most effective way. Often, the small busi-
nessman is unable to get bonding. If his shop or establishment is in a high crime
area, he finds himself plagued by vandalism on one hand and pilferage on the other.
He probably does not receive what he considers adequate police protection.

When he needs money, he has to pay high interest rates and, if he ever does get
a little ahead of the game, he will lack the necessary investment information to put
his money to work in an effective way. This same lack of knowledge will handicap
him if he applies for government aid—he will be both rebuffed and mired down
in red tape. More likely, he will not take advantage of government sponsored programs
from which he could benefit—he will not even know that they exist.

Although these difficulties are nearly universal, they are compounded for the minor-
ity entrepreneur. However, the commonly held notion that being Anglo or white
carries with it an inspired business heritage and access to all the money, markets,
and management expertise one needs is a misconception reflected in the relatively
high failure rate of small business in general.

It is the recommendation of the Council that the concept of minority enterprise,
small business development, broadened forms of economic participation, and selected
rural development programs be seen as consistent and complementary, and that
public and private resources be concentrated toward the goal of significantly en-
hancing development in these areas. The Council proposes the following comprehen-
sive set of recommendations, which are divided into six broad functional areas:
National Strategies and Goals; Business Opportunities; Expanded Ownership; Fi-
nance; Management and Technical Assistance; and Legislative/Administrative.

NATIONAL STRATEGIES AND GOALS

As the Council has proceeded in its investigation into the problems of minority
enterprise, it has found its deepest concerns substantiated. There is little precise
information on the dimensions of the problem, but estimates place the number of
businesses owned by minority group members at between 1 and 3 percent of the
total number of American businesses, their total assets at less than one percent.*

3 See the President’s small business legislative package, S. 4316 and H.R. 16644, Section 103.

*U.S. Small Business Administration, Office of Planning, Research, and Analysis, Distribution of
Minority Owned Businesses, unpublished report prepared by Albert Reiss (Washington, D.C.: SBA,
June, 1969), p. 10.
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Although there have been some significant increases in recent years in minority in-
comes, the income gap that still exists is an important factor retarding the growth
of a capital base through personal savings. Professional and managerial participation
by minorities is still too disturbingly low to inspire expectations of the emergence of
a large managerial/entrepreneurial/technical class of citizens capable of leading the
development of strategic areas of minority communities.® Finally, the lack of minor-
ity participation in current government aid programs, as well as in traditional busi-
ness institutions, indicates that the essental linkage between minorities and assistance
are still missing. In this context, the Council has proceeded to develop programs
which it feels will go far to foster viable minority business activity. It has become
clear to the Council, however, that the magnitude of the task is great, the resources
minimal, and the urgency such that national commitment is required. Specifically,
the Council recommends that substantially increased ownership of economic resources
by minority groups be made a national priority in the decade of the seventies.

The urgency of the need should be expressed in an executive message detailing the
comprehensive nature of the problem. If the goal of economic integration is to be
achieved, the program of necessity will involve the commitments of both public and
private sectors, as well as the allocation of public and private resources. Overriding
all other considerations is the urgent need for public recognition that full participa-
tion must become a reality for all citizens, regardless of their race, creed, or ethnic

background.

The Council agrees with the Administration that the eligibility for loan participa-
tion and guarantees should be broadened beyond the scope of traditional lending
institutions. Possible sources of new lending power might include non-financial cor-
porations, non-profit institutions, and others seeking to invest in minority develop-
ment.®

The Council feels that the flow of funds to minority enterprise can be accelerated
if the granting of federal guarantees is made more automatic.” This is substantiated
by the federal government’s experience with guarantees on FHA loans which are
provided if any loans are approved by certified lending organizations. Compliance
with federal regulations is regulated through certification and post-audit reviews.

A major problem for minority businesses in obtaining adequate capital is the
cost of servicing the debt portion of any new capital obtained. One method of par-
tially alleviating this problem is the provision of an interest subsidy.®

There is an urgent need for more management and technical assistance, and small
business training in general. Not surprisingly, the need is most urgent for the minor-
ity businessman. If the need is to be met, it is clear that substantial financial resources
must be made available. The Council supports the President’s legislation in this area
which provides direct grants for the provision of such services.’

An important gap in implementing, operating, and/or evaluating this proposed
program is the lack of an adequate data base. The President’s legislative package,
providing for needed studies and research, would supply a useful first step towards
the generation of a data base.'®

5 Bureau of Labor Statistics, 1969. Minorities comprised only 2.7 percent of the category of man-
agers and entrepreneurs in 1967, or 209,000 versus 7,286,000 non-minority persons in the same
group.

8 Ibid., Section 101 (1). 7Ibid., Section 101 (2). 8 Ibid., Section 101 (3).

9 I'bid., Section 102, See Council recommendation, p. 3, providing for $160 million for business
and management education and $170 million for management and technical assistance.

10 I'bid., Section 103. The Council has recommended that the generation of such a data base be
viewed as a high priority item, p. 4. The Council has recommended that $40 million be set aside for
the needed studies, analysis, and dissemination. (p. 3).
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An important limitation on the growth of the Minority Enterprise Small Business
Investment Company (MESBIC) program is the restriction of licenses to profit-
making, non-banking organizations. The President’s proposed legislative package
allows for the organization and chartering of MESBIC’s by non-profit organizations
and some investment in MESBIC stock by banks and other financial institutions.™*

One way to increase the flow of funds available to minority enterprise is through
the creation of a secondary market for the securities of minority financial institu-
tions. The proposed small business package provides that the SBA may purchase or
guarantee the securities of MESBIC’s. The Council believes this is an important
financial leveraging device.*?

The President’s small business package also provides several other important pro-
visions including the establishment of a $10 million lease guarantee revolving fund,
as well as the authority to participate in and/or guarantee bid payments or perform-
ance bonds up to $500,000.*

The Administration has submitted a proposal to Congress embodying all these
provisions. It has been passed by the Senate as S. 4316; House Bill H.R. 16644, is
still pending. The Council strongly supports its passage.

BASIC CONSIDERATIONS

There is little or no tradition of business success within the minority communities.
The Council feels that in large part this stems from a lack of access to meaningful
management and business training. It is also reflected in the very small number of
representatives of minority groups who have acquired M.B.A. degrees,'* despite the
growing importance of the M.B.A. as a basic credential for obtaining a decision-
making position in management. This failure to obtain adequate formalized training
is also borne out by the small number of certified public accountants among minority
group members. Only a little more than one tenth of one percent of CPA’s are mem-
bers of minority groups.*®

To correct this situation, the Council recommends that formal business and management
training be made a high-priority program for the decade of the seventies. This will re-
quire the cooperative efforts of both public and private sectors. The Council recommends
that scholarship and loan assistance be made available to minority students seeking such
training in colleges and universities and in vocational and trade schools.*

In addition, the Council strongly advocates that vocational training be substantially in-
creased at all levels. Labor Department Manpower Development and Training Act funds
should be made available for this purpose.

The President’s Advisory Council on Minority Business Enterprise has devoted con-
siderable time to designing an effective mechanism for the delivery of financial,
management, and technical assistance resources to minority enterprise in urban and
rural areas. Basic to its findings is that such a mechanism must be initiated and run
at the local level, with maximum use of existing organizations and resources and
with the commitment and involvement of public sector, private sector, and minority
group decision-makers from the local community. (Figure 1.) The function of the

1 I'bid., Sections 202 and 203.

12 I'bid., Section 204. See also Finance Task Force Recommendations.

12 Ibid., Section 301, 403, 410, and 411. See also Council recommendations, p. 40.

1 During the last forty years, less than one half of one percent (.5%) of all M.B.A. holders have
been minority group members. Data gathered in a joint Atlanta University/Northwestern Uni-
versity project during the summer of 1970.

15 Bert Mitchell, “The Black "Minority in the CPA Profession”, The Journal of Accountancy
(October 1969), pp. 41-48. Mr. Mitchell’s survey revealed the names of 136 black CPA’s out of a
total U.8. CPA population of about 100,000.

1 The Council thus strongly supports Title I, Section 102, (b), and (7) of 8. 4316 and H.R.
16644, which provides for some federal support in this area.
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local delivery office would be to inventory existing resources, package them to meet
individual business requests, and generally act as a one-stop “brokerage” service
for community development groups of individual entrepreneurs seeking aid.

These representatives of the three sectors (private, public, and minority groups)
would meet regularly, setting local goals for the generation of minority enterprise
and committing their organization to certain specific projects. They would also over-
see the staffing of the local delivery system office and delegate responsibility among
government, private sector, and community organizations so as to assure results.
Most of the financial resources committed would be local, although backed by fed-
eral guarantees, incentives, subsidies, and grants.

In designing a prototype for a successful local delivery system, the Council stresses
the need for flexibility in order to adapt to local circumstances. Thus, pluralism be-
comes a guiding factor in the design of a delivery system that will accommodate
a variety of local conditions. Among the factors that will need to be assessed are
the community power structure and population, particularly in relation to the
absolute and relative size of its minority communities; the economic base of the
community, and its income level; the population density, as well as the social co-
hesiveness of the minority communities.

1) To this end the Council proposes that the federal government should establish, in
partnership with local area representatives, at least one hundred local delivery programs
over the next three years.

These local delivery programs would combine the efforts of the minority and
non-minority communities and the public sector under one roof. Essentially, they
would function as one-stop service packaging centers, providing whatever financial,
managerial, and technical resources were needed to foster minority enterprise and
to initiate new undertakings. As much as possible, these centers would build upon
existing organizations and personnel, drawing upon them for financial, management,
and technical assistance.

2) Direct federal grants, averaging $20 million per year, should be made available during

each of the initial three years for a thorough testing of the concept."”

This money would provide, in a large part, for the center’s operating and over-
head expenses. Tax incentives could be utilized to encourage the private sector to
contribute substantial matching funds. Financial needs are likely to vary significantly
from one target area to another, with some areas with large minority communities
requiring significantly more outside funding than less populated regions. Centers
with substantial outlying populations may require a number of radiating sub-centers.
In each instance, the federal contribution should be based on the size of the minority
population, the viability of the proposed local delivery system structure, and the
degree of community support and participation that it inspires.

3) An Executive order should be issued, requiring all local and/or regional federal
agency offices, within the effective radius of a delivery system office, to have their federal
programs, which could provide inputs to minority enterprise development, coordinated by
the local public-sector representative.

Private sector support for these one hundred local delivery systems will need to
be mobilized and coordinated. A means of effectively channeling private sector sup-
port for the total set of recommendations embodied in this report will need to be
formulated. Perhaps the National Alliance of Businessmen (NAB), which has been
most effective in channeling private sector support for employing the hard-core poor,
can be utilized as a model.

“017 Thls;: federal grant money for the one hundred delivery centers is part of the total $930 mil-
1, not a separate federal commitment. The $20 million per year is to b
centers under private-sector control. ¥ iRty X e

4) Tt is recommended by the Council that an organization similar to the NAB be estab-
lished that will mobilize and coordinate private support for minority enterprise, focusing
in particular on the one hundred local level delivery centers."®

MORE ALIKE THAN UNALIKE

The Council believes that all small businessmen share similar problems and that
much would be gained through a joint private/federal effort towards the solution
of common problems. At the same time, the Council recognizes the unique diffi-
culties of the minority businessman, who also suffers from racial and ethnic preju-
dices.

In addition, the Council feels that an effort for individual enterprise is comple-
mented, and substantially enhanced by the promotion of expanded forms of owner-
ship which involve large numbers of community residents. Only a relatively small
segment of the population aspires to entrepreneurship and possesses the abilities and
perseverence to see these aspirations through to fruition. Nevertheless, most people
do hope to be able to participate in some form of economic ownership which could
enhance their standard of living, self-confidence, and long-term security. Examples
which this type of ownership and participation might take include Community
Development Corporations, credit unions, mutual savings banks, as well as mutual
investment funds, mutual savings and loan associations, and employee stock partici-

. pation plans.

Development of individual business enterprise and participation by community
residents in these broader forms of economic activity must be a rural as well as an
urban priority. Rural life must be made attractive and rewarding, not only for
reasons of ecology, but also to stem the migration to the already crowded urban
centers. It is, therefore, the considered opinion of this Council that a commitment to
expanded ownership must include resource allocations for the development of indus-
trial parks, public works facilities, and agri-business related enterprise in non-urban
areas.

It is essential that the private sector, the entrepreneur, and the community be con-
sidered partners by the federal government in the effort to develop new forms of
enterprise and economic participation. Each party must recognize its limitations as
well as the unique talents and resources it brings to the partnership. In the Council’s
opinion, the correct role of the federal government lies in the creation of a favorable
environment in which enterprise and ownership can flourish. Its taxing authority
can, for instance, be employed to create additional incentives for the private sector
in the deployment of capital, management, technological and procurement resources.

Investment, risk, and profit seeking are at the heart of business and economic
development. As such, they fall in the exclusive domain of the private sector, which
should be encouraged to expand its efforts into these higher risk areas. The aspiring
entrepreneur and would-be ownership participant can be counted upon to supply
the human element —the drive, ambition, and inspiration necessary for success.

Finally, in proposing certain specific steps toward expanded enterprise and owner-
ship, we would like to reiterate the common problems and aspirations of socially and
economically disadvantaged Americans. Every day, we hear of the alienation and
economic insecurity of blue collar and lower-middle income whites who suffer at
the hands of government. Heavy taxes, inflation, and crime in the streets are
among the most frequently verbalized woes, but there are complaints, too, of the
much greater attention paid to blacks, persons of Spanish-speaking ancestry, and
other minority groups. It is, however, seldom recognized that there are more than

18Tt is expected that a large percentage of Council members would participate in such an or-

ganization.
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two million minority group males who are skilled or semi-skilled blue collar workers,
who are full-time members of the work force and who share many of the same frus.
trations as white co-workers,

In 1968, 34 percent of all black families were in the $5,000 to $10,000 income
category and 19.1 percent earned more than $10,000. The average figure is, of course,
much lower; most families of minority groups are still not nearly as well off as
Anglo-white families. The median income of all Negro families was $5,590; for
white families it was $8,937.2 But both of these groups have essentially the same
“working class” problems in relation to wages, taxes, and the government benefit
structure for the lower middle class—a fact not given adequate recognition by the
media. To the extent the media emphasizes only the ghetto and barrio, it perpetuates
a stereotype.

In summary, it is important that the concepts of minority enterprise, small busi-
ness development, broadened forms of economic participation and ownership, and
selected rural development programs be seen as consistent and complementary, and
that public and private resources be concentrated toward the goal of significantly
enhancing development in these areas.

Minority enterprise delivery systems in the field have rarely been adequate to
generate significant new minority enterprise. Furthermore, the structure of existing
Washington-centered federal business and economic development agencies have not
been as effective as they might have been in promoting minority enterprise. Failures
have been laid to such diverse factors as an unwieldy and centralized federal/state/
local structure; overlapping, delayed, and duplicating services; poor liaison or co-
ordination; lack of adequate operating funds; as well as inadequate time devoted
to planning and the solution of problems.

The Department of Commerce, through its Office of Minority Business Enterprise,
under Executive Order 11458, has the responsibility for coordinating federal minor-
ity enterprise activities, mobilizing the resources of the private sector, the state and
local governments; and disseminating information on minority enterprise. However,
it has no budget beyond that for its staff and no control over the all-important tech-
nical assistance monies and federal credit guarantees.?°

Most of the resources essential for the generation of business enterprise are con-
trolled either by the Small Business Administration or the Economic Development
Administration. These organizations have resources and guarantee authority to pro-
mote business development. Both organizations, particularly the Economic Develop-
ment Administration of the Department of Commerce, have considerable authority
for community development.

Thus, the Council feels that federal restructuring is essential in the provision of
a streamlined and effective organization for mobilizing federal resources for ex-
panded ownership. It is with this in mind that the Council recommends that careful
consideration be given to the three proposed options for reorganization that follow.
The Advisory Council feels that any of the three would be an improvement on the
status quo.

The first option would call for the consolidation of federal business and economic
development organizations into a single agency with the overall responsibility for
minority enterprise as its primary objective. (See Fig. 2)

As the Agency for Expanded Ownership, it would work to expand the opportu-
nities of all Americans to acquire a tangible share in the property and wealth of
the country, while promoting the nation’s economic growth and development within
S A

»U.S. Department of Commerce, Measures of Overlap of Income Distribution of White and Negro
Families in the United States (Washington, D.C.: Bureau of the Census, 1970).

# Total estimated budget for fiscal 1970 was $1.7 million. Figures supplied by the Office of
Minority Business Enterprise, U.S. Department of Commerce.
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REORGANIZATION*

Agency for Expanded Ownership
SBA/EDA/OMBE
Selected 0EQ & Agriculture Programs

Regular
SBA/EDA
Programs
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of Minority
Entreprise

Business Development
SBA Financial Assistance Programs
EDA Financial Assistance Programs
SBA Federal Procurement Programs

DOA Farm Loan Programs

Community Development

SBA Local Development Corp
Programs

EDA Local Development Corp
Programs

0EO Community Development
Programs.

DOA Cooperative Assistance
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Technical Assistance

SBA Management Assistance
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EDA Management/Technical
Assistance Programs

DOA Technical Assistance
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* Option 1: As described above

Option 2: Office of Minority Enterprise would be spun off as a quasi— public corporation
Option 3: AEO would be established in the Department of Commerce

429-675 0 - 171 -6

Figure 2
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the framework of the free enterprise economic system. To that end, its mission
wot.xld belto counsel, promote, protect, and provide financial, technicai and mana-
gerlal. assistance for all forms of economic enterprise, urban and rural, that would
contribute to the objective of the agency. Such areas as new and existiné small busi-
nesses w.oul.d be included, as well as cooperatives, development corporations, finan-
cial institutions, investment vehicles, land banks, and ownership participatiox; lans

AEO would.seek to reinforce, support, guarantee, and stimulate the operation cI))f the:

free er.lterprlse system, rather than promoting government ownership or control
éssmtance would be made available to all persons and organizations, of wh‘ateve

social, ethnic, racial or economic background, who had been unable to’full ti :

pate in the American free enterprise system. b

; ;‘J:der.lymg the new combined' agency would be the following principles:

e linkage of the Economic Development Administration to the Agency for
Expanded Ownership in order to develop the needed economic base upon v}«,rh' h
the expanded ownership program could be built; 4 3

® The placement of the Office of Minority Enterprise at a sufficiently high level t
assutp continued Executive support and interest; ; :

® The mclusio.n of OMBE with SBA and EDA to secure a broad and coordinated at-

; tack on bl.‘lS‘lneSS development in underdeveloped slums and rural areas;

A redefinition of the federal office to include such functions as motivator and
:lanner fiat the local, as well as other levels), solicitor of funds, allocator of re-
b(:;::l::’s azv;l;g:;zfn f::;nmal and technical resources—and as a linkage between

e The provis?on of a new image, enhanced with sufficient funding and the will to
pror.note minority enterprise on a vastly expanded scale;

° .;&msmglz f:l)c;-s of responsibility—the problems of minority business—and the tal-
. :n :}? . (;eﬁr;c(:jtltt:c;lx:lnx;;cseZssa:1)13 et;e ({roduce the support needed from the executive
Organizationally, this option would combine the Small Business Administrati

thc? Economic Development Administration, the Office of Minority Busines I?. t() ¥

prise, selected Department of Agriculture programs,?’ and the Schial Im :ct Ill’:r-

gram of OEO into a single Agency for Expanded Ownership. The new or e

would be structured as indicated in Figure 2. rRR
:I‘he second option would provide for the establishment of a publicly funded

prlvatel)f run national organization that would mobilize and coordinateyex d(i

ownership activities. The Office of Minority Enterprise would be spun off frc}::ln tli

newyly established Agency for Expanded Ownership to form this quasi-public co ]
ration (se.e Figure 2).?* More specifically, the new agency would be Shar ed ;Il)fh
the establishment and maintenance of the one hundred local level deliverg cent:

recommended earlier. It would take the form of a not-for-profit corporationy wietllll e'lt.5
bozfrd (?f' directors drawn from the various minority groups and committe,d An lls
white ‘c1t1z‘enry. Such an organization might be expected to have more credibilit gio \

the mlno.nty community than existing governmental organizations. e
The third option would be similar to the first option in that a similar Agency f

Expanded Ownership would be established. However, under this option gth C);\E(g

would be formed within the Department of Commerce. The head of }:he ./;EOew 1d

ha‘we the title of Assistant Secretary of Commerce for Expanded Ownership, re or(:;l
directly to the Secretary. This option, too, would require new authorizingp,le iIs)lati(:l :

Only the first option could be accomplished under existing Presidential aut}glority. v

21 These DOA programs are E
conomic Opportunity L o
Loans, and Technical Assistance to Rural ggoperntiz'es.oans, SR S il

22 1, v
egislation would be required to establish such a quasi-public corporation,

30

COMMITMENT OF FEDERAL RESOURCES

o minority enterprise development has been the lack of ade-
de the necessary capital, management and technical
assistance. The Council, of course, recognizes that a minority enterprise program is
only one claimant against government and private resources available to help minor-
ity members, and that other programs in the fields of health, education and jobs
cannot be slighted. However, the specific commitment recommended is not meant to
conflict with the needs of these other programs. Indeed, it is expected that the recom-
mended resource commitments will eventually assist in helping to meet the needs
of these other programs by providing more economic resources within the minority
communities. Although significant amounts of government funds have recently been
provided through grants, direct loans, and loan guarantees, the Council does not feel
that the amount of money available in direct aid to minority enterprise is sufficient
to make the quantum steps necessary to achieve the goal of significant minority
ownership of economic resources during the decade of the seventies.”’

The Council believes that part of the solution to the problem lies in the creation of
numerous, sizable examples of minority enterprise with high growth potential.**

Specifically, the Council recommends the following:

(1) A sum of $930 million be appropriated over the next three years to be used by
the newly established Office of Minority Enterprise (OME) in the Agency for Expanded
Ownership (AEO). That, in subsequent years during the decade of the seventies, additional
sums be appropriated at the same or a higher rate to provide substantial assistance in
achieving the goal of economic integration. Twenty million is to be used for financing,
$170 million for management and technical assistance, $160 million for business and man-

agement education, and $40 million for experimental and demonstration projects.”

(2) The fostering and/or upgrading of at least 6,000 businesses yearly with an average
capitalization of $110,000, many with a growth potential substantially in excess of the
average GNP increase of 4.4 percent® The 6,000 figure is intended as an average with the
program expected to accelerate as it becomes more firmly established.

Much of this $930 million is available in existing programs. For example, the
nority enterprise

SBA granted $160.4 million in direct and guaranteed loans for mi
in fiscal 1970. Of this amount, $143.3 million was in direct loans and the balance
in guaranteed loans. The total expenditure for minority enterprise loans in fiscal

1970 was about $150 million.*”
THE UNIQUE DILEMMA OF THE AMERICAN INDIAN

“The first Americans—the Indians—are the most deprived and most isolated
minority group in our nation. On virtually every scale of measurement—employ-
ment, health, education, housing—the condition of the Indian ranks at the bottom.” 28

A major obstacle t
quate financial resources to provi

23 For example, SBA loans and loan guarantees to minority borrowers have increased from 7 per-
cent of the total SBA dollar volume in fiscal year 1968 to 23 percent in fiscal year 1970. In dollar
figures, this represents an increase from $41.3 million in fise
difference Is in guarantees) to $160.4 million in fiscal
SBA minority enterprise loans were direct particip
supplied by the SBA office of Reports, October, 1970.

2 A study conducted by the Council shows that SBA loi
24,000, while those to non-minority businesses averaged under $56,000 du
April 1969 to March 1970. It is apparent that most of
Loans (EOL) type with a maximum limit of
enterprises.

25 The $500 million could be leveraged about
ury deposits.

2 It is assumed that the allocation of resources between
will be made at the local level, based on locally established priorities and goals.

27 SBA-supplied data, October 1970. The usual ratio of
about 4 to 1, indicating that the banking community may not have
of many of the loan packages presented to them.

28 Presidential Message on American Indians,
cluded in Appendix F.
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al 1968 ($35.9 million SBA share; the
1970 ($143.3 million SBA share). Most of the
ation or Expanded Ownership loans. Data were

ans to minority businesses averaged under
ring the 12-month period
these loans were Fconomic Oppertunity
$25,000 and not likely to foster larger, more viable
3.5 to 4 times using standard SBA guarantee treas-

existing businesses and new businesses

direct to guaranteed loans for SBA is
been persuaded of the viability

July 8, 1970. The full text of the address is in-
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The total population of American Indians is about 775,000. Of this number, about
450,000 live on federally recognized reservations, with the balance distributed be-
tween non-federally sponsored reservations and urban areas. Approximately 70 per-
cent of the Indian population lives in substandard housing. Almost half are unem-
ployed, a rate many times that of the national average. Health conditions are such
that Indians live an average of 19 years less than the national average, and their
infant mortality rate is one and one-half times that of the rest of the population.?®

Resolving these and other similar inequities born of more than a century of
neglect, isolation, discrimination, and racism will require an active partnership of
the private and public sectors working in coordination with the Indian communities.
A lack of control over programs related to the social and economic development of
their race has been a pervasive element of all federal programs since the first Indian
aid bill was enacted. With over $400 million in current funds being spent on various
federal programs, Indians have, at long last, an opportunity to enter into the man-
agement of their affairs. The Council therefore supports the program recommended
by the President to guarantee the right of Indians to contract for the control or
operation of federal programs, “this control to extend to all types of programs such
as education, health care, and economic development.” *°

Also included in the President’s program are the following guidelines:

Self-determination, without termination of the legal and historical relationship
between the Indians and the federal government;

® Restoration of the Sacred Lands near Blue Lake, New Mexico;

Greater Indian control over federal funds given to local school districts which
educate substantial numbers of Indian children;**

Provision of additional funds for economic development, including raising the
Revolving Loan Fund from $25 to $75 million and authorizing $200 million for

loan guarantees and insurance;

Allocating an additional $10 million for Indian health programs;

¢ Extending the responsibility of the Bureau of Indian Affairs to include Indians
dwelling in urban areas;
e Creating, through new legislation, an Indian Trust Council Authority to assure

independent legal representation for the Indian’s national resource rights;

¢ Raising the status of Commissioner of Indian Affairs to that of an Assistant
Secretary of the Interior.

Lack of economic development is among the most serious Indian problems. Eighty
percent of reservation Indians have incomes below the poverty line, averaging $1,500
per year.*? Further, Indian communities lack the organization that would make their
reservation attractive to outside investment. Characteristically, transportation to and
within reservations is poor. There has been little or no accumulation of capital and
Indian communities have remained at a subsistence level. To provide substantial
sources of capital for Indian communities, the Council recommends adoption of the
American Indian Development Bank Act of 1970. This act, introduced by Senators

# Data taken from a research study performed by William Hallett (former Director of Economic
Development, National Congress of American Indians) for PACMBE, June-August 1970.

% Presidential Message on American Indians, July 8, 1970, pp. 3-4.

# This would entail amendment of the Johnson-O’Malley Act. Funding under this Act will be
$20 million in fiscal 1970, and 89,000 Indian children will be affected. Ibid., p. 6.

#* Data taken from a research study performed by William Hallet for PACMBE, June-August
1970.
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Bible, Burdick, Cannon, Grand, Harris, Mansfield, McGee, Montoya, Moss. Nelson.
and Stevens, provides that an American Indian Development Bank, with assets of
$375 million, be established.*® The purpose of the Bank would be to . . . assist
Indians and Indian tribes in the development of industrial or agricultural facilities,
enterprises or projects, and in the development of their natural resources.” 3+

Historically, programs aimed at aiding Indians have been disjointed and incon-
sistent. Thus, the President’s Advisory Council on Minority Business Enterprise whole-
heartedly endorses the proposed legislation.

—The Council recommends the Administration’s recent call for a total, systematic ap-
proach to Indian socio-economic development. It is the opinion of the Council that the
President’s proposed program presents a well-balanced approach to improving the plight
of our first citzens and that the program should receive the full support of Congress and the
private sector in bringing it to fruition.

PRIMING THE PUMP

There are few banks or other financial institutions owned by members of minority
groups. Collectively, these total a meager $350 million in assets, less than ten
percent of the assets of any one of the top non-minority banks. (See Fortune 500’s
list of the largest financial institutions for 1970.) Current trends are more encourag-
ing. In 1960, there were only ten minority-owned banks with assets of $58 million.
In 1970, the figure had grown to 25, with five newly opened. Another four or five
additional banks are scheduled to open in 1971. According to the American Bankers
Association, there are about 14.000 commercial banks in the United States today
with assets over $400 billion. Thus, minorities control less than 0.2 of one percent
of all commercial banks, about 0.1 percent of all bank assets.®

Minority ownership of other financial institutions is equally disheartening. For
example, minority insurance companies have combined assets less than 0.2 percent
of the industry total.®®

Economic development cannot proceed very far without a financial base. As con-
ceived, this base requires the rapid increase of minority ownership, control, and
management of large numbers of financial institutions of all types.

—Specifically, the Council recommends that all necessary steps be taken to increase
minority ownership and community organization participation in financial institutions such
as commercial banks, savings and loan associations, investment banks, and insurance com-
panies. To this end, the Advisory Council recommends that officers of federal and state
agencies, such as the Comptroller of the Currency and the Federal Home Loan Bank Board
be urged to increase the number of new financial institutions organized, managed, and
controlled by minority Americans.

Any strategy aimed at stimulating the economy of minority groups must consider
ways to increase the flow of dollars into the minority community. Most of the income
which presently enters such communities is earned at low-paying jobs outside the
community. The average salary of the non-white is less than that of his white
counterpart, and unemployment in the ghetto is normally two to three times greater
than the prevailing national employment rate.®”

3 The full text of the legislation is set forth in Appendix F.

™ I'bid., Section 1086.

% See “Blacks Build Up Their Bank Power,” Business Week, (December 5, 1970), pp. 92-94, and
Theodore L. Cross, Black Capitalism (New York : Atheneum, 1969), pp. 50-55.

* Thomas Gleason, “Opening Remarks”, Special Meeting of the American Bar Association, Busi-
ness in the Ghetto, (April 11, 12, 1969) pp. 5-12.

% As stated by Andrew Brimmer: “While Negroes constitute eleven percent of the population of
the United States, they receive about 6.5 percent of the personal income, and they own less than
t:’vo percent of the assets held by households.” Andrew Brimmer and Harry Terrell, “The Economic
Potential of Black Capitalism.” paper presented before the 22nd Annual Meeting of the American
Iconomic Association (December 29, 1969).
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prise, we recommend that federally funded research be undertaken to provide data
for the implementation of further programs in the area. Such research should include
the development of evaluation criteria, both economic and social, to measure the
effectiveness of various programs and should, as does the President’s small business
package, include a program to identify business areas of greater than average growth

potential.®®

GUIDELINES FOR DEVELOPMENT

A useful framework for visualizing the spectrum of business opportunities is a
distribution of opportunities along a rate-of-growth spectrum. The graph at its mini-
mum point might begin with existing opportunities yielding a low return (sweatshop
labor, marginal employment within the ghetto, or hand-me-down slum business),
which can be expected to be in the final throes of existence. The upper range would
include sophisticated research and development programs, cultural surveys directed
at the state of the arts, and industries which are exhibiting unusually high rates of
growth and future growth. In essence, this type of visual presentation would evaluate
entrepreneurial opportunities at varying rates of growth.

It must be recognized that every opportunity along the spectrum presents a poten-
tial for minority participation in the American entrepreneurial experience, as well as
an opportunity to satisfy a variety of long-range social objectives while permitting
immediate short-range involvement.

The Council has developed the following criteria for evaluating minority enterprise
opportunities. If valid in terms of the expressed goal of economic integration, minor-
ity group members should be able to participate in these business opportunities
without regard for particular ethnic or racial markets; additionally, favored voca-
tions should exhibit a capacity for growth and capital creation while capitalizing upon
the skills and knowledge of the population, including the enlarging minority enroll-
ments in the nation’s business and technical schools, and upon the growing class of
already successful minority group businessmen. Success will be more likely if oppor-
tunity is developed in relation to the supply of entrepreneurs and potential business-
men in the area. Particular attention should be paid to developing areas of compara-
tive advantage, such as outreach health care, job training, and communications within
the minority community, as well as short- and long-run community development
objectives of various types.

A comprehensive national strategy of business opportunity exploitation must not
limit itself to any single industrial or business sector. Insofar as possible, occupa-
tions within areas of lower growth should be structured to provide skill or training
inputs to higher growth areas.

No strategy can be meaningful without the participation of minority individuals.
And if such a program is to be truly effective, it must be supplemented by education,
training, and the dissemination of information describing the opportunities available.
Finally, a strategy cannot work if, in placing a premium on minority business sur-
vival, it attempts to isolate this concern from the rest of society, failing to match
community needs and resources with business opportunities. No strategy can over-
look the satisfaction of socially desirable objectives through the possible use of low-
growth, perhaps subsidized community enterprises. However, the most neglected area
of minority business development has been the high growth areas, capable of growing
at a rate substantially in excess of the GNP growth rate of 4.4 percent.

39 See S. 4316 and H.R. 16644, particularly Title I, Section 103.
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government.

—Therefore, the Advisory Council recommends that emphasis be placed on providing
greater access to areas of higher growth and comparative advantage, while providing
minorities with greater mobility and opportunity for meaningful involvement at all portions

of the business spectrum.

Minority participation has been noticeably minimal in the management of public
and private organizations. Opportunities to develop and employ managerial skills
of this kind have generally not existed. Lack of opportunity for managerial employ-
ment has, in turn, discouraged interest in management training. Less than 2.7 per-
cent of all managers and businessmen in this country are members of minority
groups, and present forecasts do not project much improvement by 1975.4°

—To correct this discrepancy, the Council recommends that corporations commit themselves
to hiring, training, and promoting minorities at every level of management, in all pro-

fessional and technical occupations.”

This commitment must be promoted at every stratum of the organization, via
such methods as an internal reward system geared to the number of minority people
employed and promoted into management, professional and technical positions. Spe-
cial attention must be given to assure that minorities are not segregated into “minor-

ity-type” jobs, often staff jobs which do not lead to meaningful entrepreneurship or
managerial positions.

Recognizing that internal corporate programs for management development are the
ladders leading to promotion and opportunity, it is recommended that special emphasis
be placed on minority participation in such training and management development programs.

It is strongly recommended that a substantially larger number of minority group leaders
be appointed to the boards of directors of major corporations. It is further recommended that
a specific focal point for this responsibility be established to coordinate, monitor, and

evaluate this program for management.

Since it is essential that corporations maintain good relations with their commu-
nity, it is suggested that company executives draw upon the advice and experience
of minority group members, including businessmen and community leaders, when
electing their corporate directors. Properly employed, such a policy would serve to
strengthen the company’s position within the community, contributing to improved
relations in regard to financial, marketing, and production matters. Minority group
representatives elected to the boards of directors would contribute their own special
expertise, intimate and meaningful knowledge of the community structure. Such
forward looking policies would serve in time to correct the unfortunate statistics that
exist at the present, with minority group members accounting for less than two-tenths
of 1 percent of all the directors of the country’s five hundred largest companies.

It is further recommended that this corporate commitment be supplemented by
federal assistance. At present, federal fair employment practices often tend to be
duplicative and inefficient.

—Recognizing the importance of creating more opportunities for minorities at all levels

of management, and the need to eliminate redudant fair employment examinations by federal

agencies, the Council recommends that the enforcement of all federal fair employment pro-
grams be consolidated within a single agency. This agency should be provided with suffi-
cient regulatory authority and operating funds to accomplish these objectives.

Inherent in our recommendations for the establishment of local delivery systems
and an expanded role for the private sector is a recognition of the need for further
decentralization and localization of minority enterprise programs at state and local
levels. Government units with substantial minority populations must become active
partners if this program is to achieve success, for many business, financial, and

40 Forecast made by the economist, Otto Eckstein, 1969.
4 The Council particularly endorses Title I, Section 102, (b), (6), of the S. 4316 and H.R.

16644, which encourages the establishment of management training opportunities in existing
businesses.
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In Summary.



8. Since economic development cannot proceed very far without a financial basis,
there is an important need for a larger number of financial institutions owned
and managed by minorities.

9. A greater commitment of public and private resources is needed to develop
organizations, including cooperatives, community development corporations, and
credit unions, which will provide an opportunity for wider minority involvement.

10. The Advisory Council recommends that federal research be undertaken to pro-
vide a data base for the implementation, operation, and evaluation of the pro-
posed comprehensive minority enterprise development program.

11. The Council believes that all necessary steps should be taken to make readily
available to minority entrepreneurs the full spectrum of business opportunities,
particularly areas promising greater than average growth potential.

12. It is recommended that purchasing power become a potent tool, employed by
both public and private sectors to strengthen existing minority enterprise and
to encourage new activity in the field.

13. Opportunities for minority employment at all managerial and professional levels

men in this field,*® particularly in light of the fact that manufacturing offers numerous
areas of high-growth potential, such as plastics and optics.*®

Since manufacturing is a very complex area, opportunities for fledgling minority
entrepreneurs could best be provided through arrangements whereby the minority
member would learn the skills of the trade from an existing manufacturer. Eventually,
the employee would acquire the skills to establish his own independent firm. Existing
manufacturers could be encouraged to participate in such a spin-off/turn-key pro-
gram if they were rewarded with incentives such as tax credits and outright grants.

The Council recommends the following program as providing greater opportunities for
minority group members in manufacturing:

Expansion of the SBA 8(a) Program, with the three-year incubator period increased to
five years. If minority firms were encouraged to use government contract work to diversify
into commercial markets, they could rapidly reduce their dependence on the government
market.

The creation of a tax incentive program could provide the impetus necessary for firms
of various types and sizes to participate in spin-off/turn-key and joint-venture operations.

The establishment by the private sector of joint ventures with minority group members
for the production of key components that would create “real” minority producers.*”

Easing the process

manufacturing.

AREAS OF HIGH GROWTH
Ferreting out areas

should be substantially increased.
In effect, all of the Council’s recommendations are designed to increase the profit- of high sevwth

potential.

opportunity levels.

Finding the key
to the factory.

14. State and local governments should become more involved in fostering and assist-
ing minority enterprise.

15. A fixed schedule of bonuses and/or tax credits linked directly to indicators of
business success should be paid to non-grant sponsors of minority businesses.

BUSINESS OPPORTUNITIES

The Business Opportunities Task Force has examined various ways to accelerate
the quantity and quality of minority enterprise. With the following recommendations
we have tried to steer the minority entrepreneur into larger, more profitable areas oi
endeavor. The strategy is to develop minority businesses which are capable of gen-
erating higher levels of performance. Both new and existing businesses would be
involved.

As minority businesses move toward greater profitability, they will be able to
make a larger contribution to the economic development of their own community.
They will also serve as an attractive example to stimulate other minority group mem-
bers to consider business as a career. With success, it will be possible to attract
greater support from the national business community, thus making financial and
management resources more readily available.

Within this framework, the objectives are to increase the growth rate of minority
businesses and the number of quality minority businesses and to open up the oppor-
tunity for minorities to engage in capital intensive businesses. Particular attention
should go toward developing businesses which involve substantial, new technology
and firms which produce large numbers of career positions, while serving the com-
mercial needs of the communities. Companies which both create new skills and cap-
italize upon the existing talents of the communities should be encouraged, as should
endeavors engaged in building a capital base in the minority community.

.The. members of the Task Force have examined manufacturing to determine how
minority entrepreneurs’ entry into the field could be eased. A recent study indicated
that while 6.9 percent of the nation’s total businesses are in the manufacturing area,
only 1.2 percent of minority-owned businesses fall into this category. In the main,
the businesses represented by the 1.2 percent figure are quite small and do not ac-
count for anything approaching the five-to-one ratio in the comparison above. There
1s no question that there is a need to increase the participation of minority business-
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ability of minority business by improving access to specific areas and by improving
the general economic environment of all minority businesses. However, there are
specific suggestions that will make it easier for minority entrepreneurs to enter more
profitable businesses.

In the decade of the seventies, day care centers and paramedical facilities are exam-
ples of business opportunities with relatively low-skill requirements and high-growth,
high-profit potential. Of course, minority members with sophisticated technical skills
should be encouraged to use them profitably in high-technology areas.

In the past, the public and private sectors have cooperated to create highly profit-
able businesses. Government contracts in the late 1950’s and early 1960’s helped to
create a demand for the outputs of highly technical businesses. The Council suggests
that government contracts could also be used to encourage the growth of the minor-
ity entrepreneur in the decade of the seventies. An expansion of SBA’s 8(a) program,
through which SBA obtains government contracts and then subcontracts these to
minority entrepreneurs, would help the minority businessman to receive the same
type of governmental assistance that was received by non-minority businessmen in
the 1950’s and 1960’s.

Within this area, the Council recommends that projected areas of growth where federal

support will be a factor be identified. Such areas as ecology, health care, and education,
in particular, should be emphasized, as of vital concern both to the minority and majority
communities.

That 8(a) subcontracts be made available in new growth, high technology areas with
continuity of funding ensured for the next decade.

That government personnel be educated to the need for initiating and assisting minority
enterprise in areas of high technology and new growth.

That the number and quality of minority owned financial institutions be increased
through lessened discrimination in the licensing process and increased education in the
requirements for forming a commercial bank, savings and loan association, and other
financial institutions at the state or federal level.

4 U.S. Small Business Administration, Office of Planning, Research, and Analysis, Distribution of
Minority-Owned Businesses, unpublished report prepared by Albert Reiss (Washington, D.C.:
SBA, June 1969).

W BLS Survey/Growth Areas, 1969. See Appendix A for a discussion of this BLS survey and its
implications for minority enterprise development.

47 Thus, the Council supports Title I, Section 102(b) of S. 4316 and H.R. 16644 which provide
for the use of incentives to encourage subcontracting by medium and larger size firms.
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Focusing on the
construction
industry.
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profile of suppliers.

Proposed SDOP’s
would set goals
and timetable.

There are many minority group members who possess skills which could be up-
graded to enable them to become general contractors and subcontractors. Additional
training in the crafts, eased access to bonding, and expanded lines of credit would
enable a larger number of minority entrepreneurs to enter this field. The construc-
tion industry is projected as an area of high growth in the 1970’s, with an average
2.2 million or more units a year. This makes it an attractive field for minority group
enterprise.

To provide greater opportunity in the construction industry, the Advisory Council sup-
ports the following changes in policy:

Bills S. 4316 and H.R. 16644, providing for the indemnification of commercial sureties
against 90 percent of any losses incurred on performance and payment bonds on certain
federal construction projects up to $500,000.

The SBA pilot project, establishing a revolving line of credit for minority contractors
up to $350,000. Should this prove to be successful, it is recommended that lines of credit
extended by commercial banks to minority contractors be guaranteed by the SBA in a
manner similar to the 90-percent guarantee of other business loans.

Federal single-payment loans to qualified contractors, with the term not to exceed ten
years. These loans would be subordinate to the interests of surities and other creditors.
Alternatively, the federal government could purchase either the preferred stock of either
the contracting firms themselves or that of financial institutions chartered by the gov-
ernment for that purpose.*®

The provision of federal funds to help establish minority contractor associations with pro-
fessional staffs and other management and technical assistance programs for minority con-
tractors and subcontractors. The Minority Contractors Assistance Program, developed by
the National Urban Coalition, provides a tested model upon which such organizations
might be based.

That contractors with federal contracts be required to employ minority craftsmen in
proportion to the area’s population and minority apprentices. Present statues and regula-
tions be changed to authorize training by the employer.

The enactment of legislation that would prohibit any action by individuals or organiza-
tions which would inhibit or frustrate efforts by contractors to comply with those re-
quirements.

A change in the administrative regulations which govern the operation of the SBA 8(a)
program to assure that the best qualified of the several interested minority contractors
be chosen for negotiation of construction contracts. The contract should be limited to a
maximum of $50,000 and a contractor should be held to only one 8(a) contract at one
time and allowed to participate in the 8(a) program for no longer than five years. Further,
a contractor should be required to secure continuing management and technical assistance
from an individual or organization experienced in the construction industry.

LINKING SUPPLIER AND DISTRIBUTOR

Many more business opportunities for minority entrepreneurs would be created
if the purchasing departments of existing businesses made it a policy to buy more
from minority owned firms. Both goods and services could be purchased in almost
any area with a significant minority population. If representatives of the corpora-
tions in an area got together, they could set as a goal the development of a profile
of suppliers which would reflect the population distribution for that city.

In a more direct way, the corporation could tailor its purchasing program to in-
clude financial and technical assistance for minority suppliers. Such a program could
be implemented if corporate firms maintained a list of items that could be readily
directed toward existing minority enterprise and adopted a policy of purchasing a

5 See S. 4316 and H.R. 16644, Title III, Section 8.
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proportion of their goods and service needs from minority firms.*> A convening
organization would be formed that would create an alliance including the concept
of Supplier and Distributor Opportunity Program (SDOP). Top corporate officials
would need to be involved in order to ensure continuing commitment, although much
of the day-to-day work could be done by company purchasing agents. The proposed
Supplier and Distributor Opportunity Program could set goals and timetables for
movement toward equal supplier opportunity, both in terms of number of companies
and dollar volume of business. GSA set-aside program should be increased to $200
million per year to facilitate the entry of minority suppliers into the program.®®
The DOD set-aside program should be increased commensurably with the total pro-
curement budget.

Franchising can offer the minority entrepreneur certain unique advantages. Na-
tionally known products have strong appeal. Combine this factor with a relatively
small capital investment and the availability of management assistance, and the fran-
chisee has an advantage over his independent counterpart. On the other hand, the
franchisee must be certain that his profit margin is attractive and that the other
terms of the contract are fair.

In regard to franchising, the Council additionally recommends that:

Minorities should consider of franchising not only as a supposedly easier road to owning and
ing a business but also with a view toward filling part of the vast retail-service gap which
exists in the minority communities, for example the small number of paint, hardware, and
auto supply stores.

Tt be considered a separate program under SBA loan programs, with approximately
$10 million yearly earmarked for highly select operations, reflecting the aforementioned retail-
service gap.

Business opportunities for minority entrepreneurs can be created by making li-
censes for certain types of enterprises more readily available. For example, a very
small percentage of the licenses held by radio stations, by interstate buslines and taxi
companies are minority owned. This situation could be improved if minority entre-
preneurs were made aware of the opportunities that existed and were given guidance
in methods for obtaining these licenses.

It is therefore recommended that government licenses in such areas as radio, television,
and interstate passenger carriers be made available on a broad scale, and that such require-
ments be revised, if necessary, so that minorities could better avail themselves of the oppor-
tunity afforded.

The environment in which most minority entrepreneurs operate is often more
hazardous than that of the non-minority entrepreneur. It becomes necessary, therefore,
to protect the minority entrepreneur from the dangers of his environment that may
limit his chances of success. This might take the form of additional financing in a
business loan for the purchase of crime protection equipment or services. With very
few exceptions, these services and goods could be provided effectively by minority
owned firms. It is therefore suggested that minorities be encouraged to own and
operate more private security firms, burglar alarm companies, and, in general, pro-
vide other forms of protection needed by the business and residential community.
This type of business is singled out because of the tremendous practical need and
because its growth could reduce the costs of insurance coverage.®

9% A number of corporations presently maintain a continuing relationship with minority sub-
contractors and suppliers.

5 The General Services Administration (GSA), the major procurement agent for non-defense
agencies and bureaus of the federal government, has established a program of contract set-asides
for certain types of businesses such as small businesses and businesses located in economically
depressed areas. The DOD has established a similar program,

51 See Finance recommendation on insurance, p. 50.
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The Franchising
Phenomenon.

The license, an
important tool
for business
development.

Crime protection :
an urgent need
and significant
business
opportunity.




Supplier credit
often crucial for
retail business.

MRA a model plan.
Long term credit
necessary.

Trade associations
offer many benefits.

The retailing industry provides numerous opportunities for minority enterprise.
However, as with any other business endeavor retailing is fraught with pitfalls for
the uninitiated.

As a large percentage of the retailer’s investment is in inventory, the supplier credit
that can be made available to the retailer is often crucial to the success of his busi-
ness. If management assistance, as well as trade credit, is extended to the minority
retailer, his chances of success will be greatly enhanced. The formation of buying
syndicates by independent retail stores, which jointly purchase goods and services,
as well as engage in unified promotion and distribution, can result in much greater
profit margins. Retail stores can also join together to purchase accounting and crime-
protection services, as well as other staples like stationery supplies.

The Men’s Wear Retailers program (MRA) was devised as a model to increase
the number of minorities in viable retail service businesses.’? It represents a trade
association’s commitment to increasing the number of minority group members within
the industry, through the provision of trade credit and management assistance from
members of the association.

The MRA plan can be adapted to other businesses if certain factors are present.
Chief among these is participation by suppliers with well known merchandise. Brand
name merchandise is especially important in the minority community, particularly
in the field of clothing. In the case of women’s wear, where labels do not seem to
be as important, it may be more difficult to assemble a program which involves the
extension of credit by major manufacturers.

Initially it is suggested that the concept be tried in such retail areas as hardware,
grocery, music, liquor and women’s wear, in areas that can be expected to have a
heavy sales volume in minority communities. ;

Credit arrangements for the purchase of merchandise vary from industry to in-
dustry. In the case of men’s wear, in which inventory has a relatively slow turnover,
long-term credit is a hecessity. Women’s wear, however, has a considerably more
rapid turnover, and thus the credit program could be of shorter duration. In such
industries as liquor, in which some manufacturers and distributors place goods on
consignment, the program would have to ensure that consignments were being made
available to minority-owned stores on the same basis as to non-minority stores.

A centrally located coordinating office is necessary for such a program. In the case
of MRA, the office is located in Washington, D. C., where it can assist when appro-
priate in streamlining loan application procedures involving federal agencies. Because
many retail associations have headquarters in Washington, other groups would find
this arrangement convenient and economical.

Given the advantage of a trade association assistance program for minority group
members engaged in retailing, the Council recommends that:

A trade association participation program be formed that would make a total commitment
to placing more minorities within the various industries represented. ‘

Federal funds, in the amount of $100,000 to $200,000, be allocated for each participating
industry group, as a partial subsidy for creating two-year pilot projects. These could be
refunded for an additional two years if the project proved successful.

Minority retail store owners form a trade association to provide better, more effective repre-
sentation and improved opportunities for joint purchasing and promotional activties.*

An SBA line of credit to minority entrepreneurs participating in trade association pro-
grams be designed which would improve the quality of minority retail-service establishments.™

52 MRA assists new inner-city businessmen who wish to establish men’s stores and helps them
to obtain very favorable credit terms from manufacturers. In addition, the SBA has agreed to
subordinate its loans to the manufacturer who has supplied the inventory so that the manufacturer

would have a preference in case of failure.
* See National Strategies and Goals, and Management and Technical Assistance sections, pp. 21

and 22,
5 See Finance Recommendations, pp. 46.
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Negative factors which must be considered within the retailing field include some
manufacturers’ failure to extend credit, particularly in the case of highly styled
clothing; the failure of a credit extension to be significant if the accounts receivable
of the manufacturer are factored to a third party; and the high insurance rates which
victimize businesses within the inner city. These problem areas need more study
before effective corrective measures can be taken.

In summation, the Council offers the following observations:

1. Although manufacturing represents an important area for enterprise development, it has
traditionally been largely closed to minority entrepreneurs,

2. There is an urgent need to provide greater opportunities for entry into areas of higher
growth potential to leverage the investment in minority enterprise.

3. The construction industry offers many opportunities for the development of minority
enterprise,

4. Many corporations could provide significant assistance for minority enterprise through
expansion or creation of minority supplier purchasing programs.

5. Franchising can offer the new minority entrepeneurs some unique advantages, but it also
contains some potentially serious pitfalls that must be avoided.

EXPANDED PARTICIPATION

The great majority of Americans, whatever their cultural backgrounds, do not
aspire to become entrepreneurs. Even though they are content to remain employees,
they are, nevertheless, likely to want to share in the ownership of the nation’s capital
resources.

The Advisory Council feels strongly that a program to promote minority business
enterprise must help the wider minority constituency, as well as the individual. We
believe that this can be achieved through Expanded Participation Organizations or
EPO’s, which would afford individuals a form of capital ownership without requiring
them to become entrepreneurs. These organizations can take many forms, ranging
from relatively traditional corporate profit-sharing and employee stock option plans
to credit unions, savings and loan associations, and real estate investment trusts, as
well as cooperatives, local development and community development corporations.

The varied forms that may be assumed by the EPO enable minority members to
participate in the economy at a higher level of sophistication than as mere wage
earners. Some types of sophisticated EPO’s are even capable of generating such a
degree of community involvement in economic activity that they could serve to spark
a crucial change in attitudes. In addition to their potential for promoting community
development, EPO’s will be able to advance certain desirable social objectives. They
can become important vehicles for promoting community involvement<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>