




























































































business development reflects its emphasis:

*In FY 1969, financial grants, bonds,
loans, and guarantees by Federal agencies
to minority enterprises totaled $200 mil-
lion, in FY 1974, they totaled $585.2
million.

*In FY 1969, 8(a) procurement by Fed-
eral agencies was $8.8 million; the FY
1974 total of $272.14 million was more
than 30 times that amount. During this
same period direct procurement has risen
from $3.8 million to $429 million.

*In FY 1969, only 28 Government 8(a)
contracts were awarded to minority en-
terprises; in FY 1974, there were 2,246
8(a) contracts. (Section 8(a) of the
Small Business Act provides for Federal
agencies contracting with SBA which in
turn negotiates contracts with minority
firms.)

*In FY 1969, a prototype MESBIC (Mi-
nority Enterprise Small Business Invest-
ment Company) was developed; in FY 1974
there were 67, with an investment capac-
ity of $107.76 million and a potential
capital flow of $500 million. (62)

Performance Criticized
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Although OMBE's achievements are impressive,
especially for such a short period of time, its
performance has been severely criticized. Much of
this criticism stems from OMBE's initial orienta-

tion (to increase the number of minority-owned

businesses), its inexperience with minority busi-
ness problems and goals, and its hasty reaction to
pressure from the minority community for community-
based firms, OMBE is accused of establishing an
excessive number of organizations without adequate
funds to hire the number of experienced people
needed to assist minority business people; its pro-
grams were geared toward a select group and toward
""ghetto businesses' in particular; financial assis-
tance was given indiscriminately to poorly qualified
applicants to establish small enterprises with
little chance of success; and it was insensitive to
the adverse impact its assistance to new enter-
prises posed to existing minority businesses that
had endured on their own.

OMBE's programs to establish minority communi-
ty-based enterprises were considered racist and
promoting racial separation in American society.
Initially, legislation was designed and supported
by OMBE to establish Community Development Corpora-
tions primarily in the ghettos of our large cities.
This legislation was defeated in 1968. (63) Local
Buy Black Campaigns such as PUSH (People United to
Save Humanity), organized by the Reverend Jesse
Jackson, and the Nation of Islam were accused of

separatism and received little government or




vcommunity support. Despite general opposition,
Community Development Corporation legislation was
eventually passed in 1970 and many Buy Black Cam-
paigns continue to operate. Both strategies have
helped accelerate the growthof minority businesses.
Buy Black Campaigns, through appealing to ethnic
pride, have been encouraged because they focus at-
tention on minority products and services and en-
hance consumer loyalty.

OMBE's neglect to survey and evaluate the po-
tential growth among minority business people who
were established before 1969 should be added to the
list of criticisms. Critics of OMBE feel that
emphasis on 'new starts'' rather than on established
enterprises has three disadvantages. First, minor-
ity businesses assisted by the program represent a
threat to small businesses that have made it largely
on their own. Second, only a very small fraction
of new businesses succeed and the rate of failure
is probably even higher for black businesses. And
third, the cost of starting a few successful black
businesses will be high in relation to gains by the
(entire) black community.

Black entrepreneurship has a long history in
this country, and black business philosophy regard-

ing the role business should and can play in com-

munity development differs from the one adopted by

OMBE in 1969. Black experience and views were
never made a part of OMBE's policy. (64) This
neglect of experienced black entrepreneurs. helps
explain why OMBE still emphasizes technical and
managerial skills over location, size, and scale of

operation.

Small Business Administration (SBA)

Another significant area in which OMBE was
criticized is its inability to coordinate SBA pro-
grams with its own. (65) Loan ''packages,' for
example, were not combined. From the very begin-
ning, OMBE and SBA set ceilings on loan packages.
(66) In 1965, for example, SBA's economic oppor-
tunity loans could not exceed $25,000. In the
early 1970s the maximum size was increased to
$50,000, and some recent loans have exceeded
$350,000. But initially the SBA mainly ensured
small loans for retail and service-oriented estab-
lishments located in minority communities. This
policy, which continues to this day, fostered the
growth of enterprises that have high failure his-
tories and that go counter to the major trend in
the U.S. business community of developing large

corporate enterprises. (67) Another criticism,
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-which stems from a lack of dialogue, is that SBA
and OMBE too often initiate their independent ac-
tions for the same purpose. This is best illus-
trated in the SBA 8(a) procurement program. This
program has possibly the highest potential for in-
creasing the size and stability of minority busi-
ness operations. |t offers minority participation
in various government and corporétion purchasing
programs. Nevertheless, minority contractors and
manufacturers were virtually ignored by SBA before
1969, and the achievements OMBE points to today
represent only a fraction of the participation po-
tential minority enterprises have in such programs.
Similarly, SBA has been criticized for not doing
enough to obtain government contracts and private
purchases for minority contractors and manufactur-
ers. (68)

Like OMBE, the SBA has also been criticized
for not having an adequate feedback system to allow
for an evaluation of its performance, Its yard-
stick of success continues to be the dollar amount
of funds allocated or the dollar value of contracts
arranged for minority business people. SBA's ini-
tial zeal to rectify past abuses by recruiting mi-
norities for business careers amounted to a free

flow of funds and technical assistance to anyone
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who wanted to go into business. Its screening pro-
cedures were poor and a new recruit's potential
determination and entrepreneural skill (or '"busi-
ness sense'') was seldom an important consideration.
Business success is now judged by minority business
people's ability to repay loans and fulfill con-
tracts.

Government, represented primarily by OMBE and
the SBA, has different goals and expectations for
accelerating the growth and development of minority
businesses than do minority community leaders and
scholars. Government's methods have been criti-
cized and its achievements denounced. Nevertheless,
all parties seem to agree that greater minority
participation in our free enterprise system is a
desirable objective that will ensure minordties a
greater share of America's wealth. Government and
private enterprises have contributed to this goal
(parity for minority businesses). Although the
pace is slow and far below minority expectations,
government has accomplished much by providing fi-
nancial assistance, by providing managerial and
technical training, by adhering to government guide-
lines for subcontracting for minority products and
services, and by supporting the establishment of

minority operated manufacturing subsidiaries and




shopping centers that cater to the general public.
Agencies designed to provide funds and technical
assistance to minority enterprises have widened
their scope of interest to include minorities other
than blacks, and they have helped to establish a
large array of minority-owned and-operated busi-
nesses. More importantly, the screening procedure
employed by such agencies has become more qualita-
tive and less broad; its objective is to assist
mainly those aspiring minority enterpreneurs who
This

policy represents a significant change from govern-

demonstrate business sense and determination.

ment's initial, more enthusiastic approach of the
late 1960s, when nearly all aspiring husiness peo-
ple were funded. This period of indiscriminate
it the
After

1972, a more cautious, systematic strategy evolved.

funding lasted until about 1972. | call

saturation approach to minority development.

Applicants for loans, for example, were scrutinized
and projects were thoroughly evaluated. | call
this second phase the selective approach to minor-
ity development. | believe the later is having an
ameliorating effect on the condition of minority
businesses, an effect that can be demonstrated at
the local level.

The saturation approach did contribute to our

general knowledge about small businesses in minor-

ity communities at the national level. We recog-

nized, for example, that although minority communi-

ties have similar social and economic problems,
they are diverse enough to require different and
sometimes unique solutions. Therefore, local sur-
veys are required before specific recommendations
can be offered and implemented, The following com-
parative evaluation of minority business develop-
ment in the Twin Cities metropolitan area analyzes
development methods deemed appropriate for this

community.
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Growth in Twin Cities Minority Businesses from 1969 to 1975

Government efforts to fulfill its commitment
to ensure minorities a greater share of America's
wealth through ownership of community-based enter-
prises produced a pattern of minority business de-
velopment at the local level very similar to the
one experienced at the national level. In the
Twin Cities metropolitan area, two phases in the
growth of minority-owned businesses are recognized
and are associated with the saturation and selec-
tive approaches employed by government. The fol-
lowing case study was organized to evaluate minor-

ity business growth during both phases.

The Saturation Phase

The minority population and minority-owned
businesses are clustered in the Twin Cities (Figure
1). The majority of Minneapolis's 19,000 blacks
live north (the ''near north side'') and south (‘*'Pow-
derhorn'' and ''Nokomis'' or ""South Minneapolis') of
downtown. St. Paul's black population (10,930) is
concentrated in the "'‘Summit-University' area. The
Spanish-speaking and American Indian populations

are also highly clustered near the downtown areas,

but other minorities (Chinese and Japanese especially)
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are more dispersed. Minority populations are small
in the Twin Cities: no minority population is
larger than 5 percent of the total population.

Minority-owned businesses are primarily located
in minority communities, but some are found in the
downtown areas and in the suburbs (Figure 2, p. 40).
Blacks own more businesses than any other ethnic
group (Table 3). Their business ownership is
concentrated in the service (140) and contractor
(73) categories. Orientals are second with 89 es-
tablishments; more than 50 percent (50) are in the
restaurant category. American Indians rank third
in business ownership, and they are primarily con-
tractors (13) or in retail bdsiness (13). Spanish-
speaking Americans own the fewest number of busi-
nesses and are relatively evenly distributed among
the service, contractor, and restaurant categories.
In 1975, no ethnic group owned or operated more
than five manufacturing firms and of the 417 minor-
ity businesses in the Twin Cities only 13 were
listed as manufacturing. But these are almost
unique because the majority of them survived from
1969 to 1975.

Minority business failures are common in the




Figure 1
POPULATION DISTRIBUTION OF MINORITIES, JULY 1973

SPANISH-SPEAKING

OTHER MINORITY

Source: Metropolitan Council of the Twin Cities Area, compiled from 1970 Census data.




TABLE 3

MINORITY ENTERPRISES IN THE TWIN CITIES METROPOLITAN AREA
BY RACE AND CATEGORY, 1975

CATEGORIES OF FIRMS

Ethnic Total

Group 1975 Service Contractors Retail Restaurant Manufacturing
Black 257 140 73 21 18 5
Indian 40 7 13 13 3 4
Spanish 27 10 8 0 7 2
Oriental 89 25 0 12 50 2

Other L 0 0 3 1 0

Total number

of firms, 1975 417 182 94 L9 79 13
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Twin Cities. Between 1969 and 1975, 250 minority-
owned businesses failed (Table 4); most of them
were located in minority communities. (See Figures
7 and 8 in the Appendix for detailed mapping of
minority business failures.) More importantly, the
percentage of ''new starts'' that failed between 1969
and 1975 was often higher than 50 percent of those
surviving (Table 5). By 1974 the pattern had
changed, but by that time the absolute number of
business failures exceeded the number of survivals.
Much of the blame for this high failure record
among minority businesses is due to government's
saturation approach to minority business develop-
ment, and the indiscriminate funding of minority

business people.

The '""Peter-0ut' Principle

In the Twin Cities, the number of minority-
owned firms increased sharply following a period of
civil disorder and the revelation that minorities
owned and operated only a few of the businesses lo-

cated in their communities. The Minneapolis Tribune

reported on this unusual phenomenon: ‘''the number
of Negro-owned and-operated businesses in Minneap-
olis has grown sharply in the past year (1969)..."

Reminding its readers that the failure rate among

new small businesses is traditionally high in the
United States, the Tribune observed, 'Still, since
the fall of 1968, some 25 black entrepreneurs and
one Mexican-American have received $102,250 in
'seed money' from local foundations through the
Urban Coalition and hundreds of thousands of dollars
in SBA (Small Business Administration) backed loans
to get started in businesses of their own...or, in
many cases, to provide capital to expand already
profitable firms.' (69) Many enterprises were es-
tablished, operated for a short time, and then
petered out, a pattern very similar to that experi-
enced at the national level.

This surge of interest by lending agencies at-
tracted many aspiring business people who had no
experience in business and who by 1973 had acquired
only two to three years of experience. Those newcomers
with experience in business usually acquired it
through employment in local corporate firms. They
lacked the ma and pa type knowledge and skill nec-
essary to manage the entire business, which involves
selecting, purchasing, establishing profit levels,
negotiating contracts, turning over inventories,
and making the innumerable day-to-day operating
decisions so essential to the success of a business.

The inexperience of these recruits has led to the
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TABLE 4

MINORITY BUSINESS FAILURES IN THE TWIN CITIES METROPOLITAN AREA
BY RACE AND CATEGORY, 1969-1975

CATEGORIES OF FIRMS

Ethnic . Total No.

Group Firms Service Contractors Retail Restaurant Manufacturing

Black 218 97 48 35 28 10

Indian 13 3 6 1 1 2

Spanish 8 2 0 4 2 0

Oriental 6 2 0 2 1 1 )
Other 5 1 0 3 1 0

TOTAL 250 105 5h 45 33 13

!
i
|
|
i
|
i
|
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TABLE 5

MINORITY-OWNED BUSINESS STARTS AND FAILURES IN THE TWIN CITIES
METROPOLITAN AREA, 1969-1975

SATURATION PHASE SELECTIVE PHASE

1969 1970 1971 1972 1973 1974 1975% Totals
Firms in business
by January 302 330 376 423 534 424 393 -
New starts 28 50 55 151 36 17 28 365
New starts that
failed by 1975 14 25 34 111 15 2 0 201%%
New starts still
in business, 1975 14 25 21 Lo 21 15 28 164
Percent failures 50.0 50.0 61.8 73.5 k1.7 11.76 0 -
Failures by year 0 L 8 40 146 L8 L 250
Firms in business
by December 330 376 423 534 Loy 393 417 -

ots
«

1975 data is incomplete due to survey ending date.

*% 49 firms established before 1969 also failed, bringing the total to 250
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false belief that minorities lack a business tradi-
tion and has forced government assistance to minor-
ity entrepreneurs to focus on technical and mana-
gerial skills rather than on location, size, and
economies of scale. (70)

Government, through its local offices and
private agencies, organized and initiated programs
to provide technical and financial assistance to
prospective -business people. Initially, these pro-
grams were modest and often voluntary. For example,
the Service Corps of Retired Executives consists of
""'successful retired businessmen who donate their
advice and experience, with their travel expenses
paid by the men they help." (71) A similar program
was designed by the Urban Coalition in association
with the Minneapolis Urban League. One of the most
successful efforts to assist minority business
people was Business Enterprise for American Minori-
ties, a program organized and administered by John
Mitchell, a Honeywell employee. This kind of de-
liberate action by community leaders helped many
poorly trained and inexperienced business hopefuls,

Incompetence and inexperience notwithstanding,
the major hindrance to the growth of minority-owned
businesses is investment capital. The major source

of investment capital for minority-owned business
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development in the Twin Cities has been the SBA,
although the Community Development Corporation of
St. Paul (CDC) and the Minority Economic Opportu-
nity Fund (MEOF) also loaned capital for business
development., These organizations were obliged to
provide loans under unusual or nonconventional con-
ditions, however, and in their enthusiasmto rectify
the obvious inequity in the number of minority
businesses relative to all businesses in the United
States, they relaxed far too many standard lending
procedures. Newly established business simply
petered out. That is, businesses were established,
operated for one or two years, and then failed.
Others survived, but were never able to repay their
loans. (72) For example, during the time that MEOF
was active, it loaned $133,000 to prospecfive mi-
nority businesses. Of this total, 2 percent was
collected and 72 percent was written off. |In St.
Paul, the Community Development Corporation loaned
$325,000 of which 2 percent was collected and 4
percent written off (Table 6). SBA losses at that
time cannot be determined, but overall losses in
its program to assist minorities are indicative of
the failure rate among these first loan applicants.
SBA losses increased steadily from 1970 to 1975 for

both business 7a and economic opportunity loans




TABLE 6

MEOF AND CDC LOAN ACTIVITY, 1971 - SEPTEMBER 1975

Write-offs
1971 1972 1973 1974 1975 Totals as percent of
total loans
MEOF
Loans
granted $133,320.25 -0- -0- -0- -0- $133,320.25
Collections -0- -0- ($ 1,500.00) ($  650.00) ($ 1,035.28) (s 3,185.28)
Write-offs ($57,175.14)  ($ 25,050.00) ($ 7,000.00) ($ 7,500.00) ($ 96,725.1k)
Balance S 33,409.83 72.5%
coe
Loans
granted -0- -0- $325,075.65 -0- -0- $325,075.65
Collections -0- -0- (S 4,600.00) (S 4,290.00) ($ 540.00) ($ 9,430.00)
Write-offs -0- -0- ($112,789.19) ($162,932.11) ($29,005.70) ($304,727.00)
Balance $ 10,918.65 93.7%
SOURCE: Charles W. Poe,''1975 Spring Hill Report.' Mimeographed. Minneapolis, Minn.: Metropolitan

Economic Development Association, 20 November 1975, Appendix E.
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(Table 7). The highest losses in 1975 were for
direct economic opportunity loans (18.99 percent)
and guaranteed economic opportunity loans (12.60
percent). Economic opportunity loans go to promis-
ing minority business people. The SBA write-off
rate for local business continues to climb; it
reached 41.2 percent in fiscal year of 1976! (73)
Overall, SBA losses from 1972 to 1975 never dropped
below 11 percent, and in 1975 its overall losses
had risen to 16.85 percent of all funds disbursed.
Defaults of this magnitude reflect the pattern of
growth characteristic of the saturation phase of
government assistance in developing minority-owned
businesses. Many new enterprises were established
and operated for a short while, usually less than
three years, and then failed. Indiscriminate lend-
ing to inexperienced business hopefuls, however,
.only partially explains this peter-out pattern;
other factors operated to hinder minority business
success in the Twin Cities.

Low management skills and undercapitalization
are common barriers to prospective minority busi-
ness people. Nevertheless, other less common but
important problems also hinder minority business
growth. Initially, mfnority business people failed

to capture an adequate enough share of the retail
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market to become viable enterprises. Even at this
early stage, between 1969 and 1972, minority busi-
nesses made little effort to create consumer loyal-
ty among minority residents or residents of the
larger community. Nor did they attempt to accomo-
date various socioeconomic groups within these
communities, In instances where minority entrepre-
neurs did cater to specific socioeconomic groups,
lack of consumer loyalty resulted in a low sales
volume and imminent failure. For example, J.LLS,
Inc. was established by Lucase L. Smith in a facil-
ity previously occupied by Anthonie's Inc. The

Minneapolis Tribune reports that J.LLS, Inc. ""handles

about the same kind of high-fashion clothing, in

the same medium- to upper-price range, as did the

successful Anthonie's shop, which moved to a larger ~

building in the suburbs last July.'" (74) Neverthe-
less, the report revealed that ''Since Smith opened
J.LLS on August 4, business has been...'terrible.
We figure our first year's business should gross
$600,000, but we haven't yet had a month over
$14,000.'"

Lack of consumer loyalty has long plagued
black business people. (75) Community leaders
readily admit that strong ethnic patronage does. not

exist in the black community. An unpublished

Bu
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TABLE 7

SMALL BUSINESS ADMINISTRATION ACTUAL LOSSES,
FISCAL YEAR 1970 THROUGH 31 MAY 1975, BY PROGRAM AND BY TYPE

DIRECT IMMEDIATE PARTICIPATION GUARANTEED TOTAL

Cumulative Actua! Percent Cumulative Actual Percent Cumulative Actual Percent Cumulative Actual Percent
disburse- losses of loss disburse- losses of loss disburse- losses of loss disburse- losses of loss

ment ment ment ment

Business 7(a) (dollars in millions)
1970 $805.0 $35.5 4.41  $1,530.5 $25.3 1.66 $1,003.0 §$ 5.6 0.57 $3,338.5 $ 66.5 1.99
1971 806.8 38.8 h.82 1,592.5 29.9 1.88 1,319.3 10.6 0.81 3,718.6 79.4 2.13
1972 834.5 Lh.9 ~ 5.39 1,635.1 35.5 2.17 2,393.0 24.9 1.05 4,862.5 105.3 2.17
1973 875.2 49.9 5.71 1,657.0 39.2 2.37  3,656.0 43.4 1.19 6,188.2 132.5 2.14
1974 903.2 53.5 5.93 1,669.2 42.2 2.53 4,953.9 67.6 1.37 7,526.2 163.3 2.17
1975 955.6 60.8 6.37 1,680.6 4y .8 2.67 5,818.0 114.3 1.97 8,454.,2 219.9 2.61

(31 May 1975)

ECOnomic

Pportunity ‘
1970 122.0 1.2 9.17 5.2 0.1 1.94 35.3 0.8 2.30 162.4 12.1 7.45
1971 177.0 17.2 9.72 6.2 0.2 3.14 50.4 2.7 5.42 233.5 20.1 8.59
1972 236.1 29.6 12.54 6.7 0.3 5.19 81.2 6.7 8.29 323.9 36.7 11.33
1973 298.2 42.3  14.18 7.3 0.6 8.00 129.8 11.2 8.62 435.3 54,0 12.41
1974 356.5 55.0 15.43 7.9 0.8 9.84 171.2 15.7 9.16 535.6 71.4 13.33
1975 400. 4 76.0 18.99 8.3 0.9 10.49 189.8 23.9 12.60 598.4 100.8 16.85

(31 May 1975)

SOURCE ; U.S. Congress, House, Subcommittee on SBA Oversight and Minority Enterprise of the Committee on Small Business,
Minority Enterprise and Allied Problems of Small Business, 94th Cong., 1st sess., 1975, House Report No. 94-468,
p. 18.
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statement on the origin of the Buy-Black Campaign
in Minneapolis discusses the level of consumer loy-
alty in the black community and how Buy-Black cam-
paigns hoped to change that:

Although the Buy-Black Campaign was di-
rected at white customers, there was a
reaction in the black community...Public
acknowledgement of white people's ac-
ceptance of these businesses made black
customers follow suit. This implied that
black customers apparently did not have
confidence in black-owned businesses and
would only accept them after the white
man gave them his sanction. Inquiry with
other black businessmen proved this to be
true. Most service stations reported
that it would take them upward of a year
of doing business with white customers
before black customers in the area would
patronize them. Meyerhoff feels that
this black prejudice against black busi-
nesses is really no surprise. It is one
of the scars that a hundred years of white
racism has left on black people. The
white man has been telling the black man
that he is inferior, for so long, that
black people now believe this. So, if
black people are inferior, so are black
businessmen. Why should a black customer
risk his hard-earned dollar on a question-
able black business...However, when a
black customer sees white customers ex-
press confidence in a black business...
they begin to change their minds. So it
seems that a black 'buy-black' activity
naturally follows a white 'buy-black!
campaign. (76)

Poor customer loyalty in the minority communi-
ty means that minority business enterprises must
appeal to all consumers. In 1969, for example,
only one third of the black businesses in Minneap-
olis and St. Paul had more than 50 percent black
customers, (77) Bad economic times city-wide, high
inventories, and low consumer loyalty combined to
force such enterprises into debt and eventually
into bankruptcy. '

Business history tells us that it is poor plan-
ning to assume that a location in a demographic
transition zone is good without assessing the mar-
ket potential in that zone. Middle income to high
income black and white consumers are moving to the
suburbs or are able to travel to the suburbs or
downtown for goods and services. Such transition
zones are usually occupied by less mobile and lower
income consumers. To be successful, minority busi-
ness people must understand how much demographic
factors affect purchasing power and demand. Inven-
tories and location are dictated by consumer demand
and by consumer ability to pay. Many black busi-
nesses, for example, fail to change inventories and
location to accomodate changes in the black commu-

nity.




The Selective Phase

The numbers of new minority businesses have
proved to be an adequate indicator of government
and private performance toward achieving parity
(percentage of total United States receipts) for
minority businesses. (78) But progress is more in-
tangible than number or size. Progress is measured
by the opportunities for minorities to acquire a
greater share of the wealth. Government and pri-
vate commitment to our national policy of accelera-
ting the growth and strengthening the profitability
of minority business enterprises reflects the degree
of concern they have for developing the entire com-
munity. During 1972 and 1973, government and pri-
vate enterprises changed their approach to minority
business improvement. The historic struggle of
minorities for fuller participation has continued
to be ignored, a source of anger for many minority
business poeple. But the overall impact of this
new approach has been to create fewer, more pros-
perous enterprises that are geared to the wider
community. These modest gains reflect a more rea-
soned selective approach to minority business de-
velopment. The following section discusses govern-
ment and private efforts between 1972 and 1975 and

presents evidence of their impact on minority busi-

ness development in the Twin Cities.

The selective approach in the Twin Cities
evolved from the saturation approach. New organi-
zations (with different programs) were formed, usu-
ally to replace those initially unsuccessful ones.
These organizations and programs represent a change
in government strategy to make good on its national
commitment. In 1971, the Secretary of Commerce was
given special legislative authority to coordinate
federal efforts to provide additional technical and
managerial assistance to disadvantaged entrepre-
neurs and to authorize and finance demonstration
projects. In accordance with this new authority,
OMBE redefined its mission (see discussion earlier)
and redirected its efforts toward establishing vi-
able, profit-making enterprises; it lobbied for and
received legislative authority to establish minor-
ity lending programs; and it sought, through the
SBA, purchasing contracts (SBA 8a) for minority
suppliers. These efforts, national in scope, were
administered locally through the regional and state
offices of the OMBE. In the Twin Cities, the Metro-
politan Economic Development Association (MEDA) and
HELP Development Corporation (HELP) were formed to
assume the responsibility of assistingwith programs

for prospective minority business people, programs
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that had been originally administered by MEOF and
cbc.

Backers and organizers of these new agencies
perceived two possible strategies: they could
help minorities develop enterprises that catered ex-
clusively to the minority community, or they could as-
sist minorities in developing enterprises that served
an integrated but predominately white customer mar-
ket. The first alternative was reasonable, but im-
Available
1969 black businesses had not established consumer

In fact, they had

practical. information showed that in
loyalty in the black community.
captured only one-tenth of the black market in the
Twin Cities. (79)

capable of supporting several black-owned busi-

The black community alone is in-
nesses. The second alternative offered possibili-
ties because a few whites had enough confidence in
minority products and services to purchase them.
Furthermore, there were few major corporations in
the Twin Cities that were compelled by government
regulations to establish minority purchasing pro-
grams (Honeywell is an important exception).

Both alternatives offered possibilities for
established business people and community leaders
to help accelerate the growth of minority-owned
in the Twin Cities.

businesses Apparently neither

alternative was formally adopted, but over time
these new organizations moved toward aiding minor-
ity-owned businesses that could potentially serve
an integrated market. They immediately abandoned
the saturation approach employed by MEOF and CDC
and adopted a more cautious screening approach that
emphasized entrepreneural attributes, project po-
tential, and the 'bankability' of the applicant.
In addition, emphasis shifted from exclusively
black business hopefuls to all minorities (American
Indian, Spanish-speaking Americans, and Orientals).
But several assumptions about minority entrepre-
neurs that were developed during the saturation
period carried over into programs formulated by
these new organizations. For example, recent ef-
forts to develop minority business represeht a re-
surgence in their growth, not a lack of ''business
tradition." Nevertheless, many of the remedies
designed to strengthen minority businesses in the
Twin Cities continue to emphasize low management
and technological skills, a strategy best suited to
"new recruits."

Although more serious criticisms can be direc-
ted specifically at the SBA, they probably hold true
for other organizations that have adopted a more

cautious lending procedure during this selective




phase. Sensitive of its poor loan recovery record,
the SBA tightened its lending procedures and forhu-
lated loan standards very similar to conventional
bank procedures. This meant that the major source
of high risk funds earmarked for minority business
development was lost. The new lending policy of
SBA and other organizations alienated members of
the minority business community. (80) In addition,
these precautfons were viewed as part of the Ford
administration's overall policy of ''cutbacks' to
reduce federal involvement at the state level, a
policy more justly called the '"'new minimalism'
policy. (81)

Another criticism of SBA, which may apply to
other organizations, is that its programs preclude
assisting non-SBA clients. In other words, SBA
has an inherent conflict of interest in providing
management and technical assistance to minority
business people who are SBA loan recipients. In an
attempt to protect its investments and loans, SBA
concentrates its management and technical assis-
tance services on its loan portfolio and 8(a) re-
cipients, rendering itself incapable of providing
adequate programs and services to those minority
business people who have secured financing without

SBA help but who still require management and tech-

nical assistance. For this reason, struggling but
highly motivated minority business people may have
been overlooked in favor of newly established busi-
ness people. ' .

Despite these persistent conflicts, government
and private agencies did improve the status of mi-
nority business in the Twin Cities, Data published
by the U.S. Census reveal the gains made in black-
owned businesses between 1969 and 1972 (Table 8).
Overall, black-owned businesses increased by 11
percent from 391 in 1969 to 435 in 1972. The great-
est increase was in wholesale trade, with construc-
tion second. Transportation and utilities increased
by 37 percent and manufacturing by 22 percent. Fi-
nance, insurance, and real estate decreased by 35
percent. The relative distribution of black-owned
firms in the‘Twin Cities was very similar to that
of the nation as a whole (Table 2 and Table 8).
Retail trade and selected services accounted for
70.6 percent of all black-owned enterprisesin the
Twin Cities during 1972. Manufacturing and whole-
sale trade employed the fewest blacks.

Gross receipts increased substantially over
this period (Table 8). As expected, selected ser-
vices and retail trade were the fastest growing

black enterprises. Black contractors represented
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the fastest growing business.

A significant indicator of growth i's the num-
ber of paid employees working in a firm (Table 8).
Between 1969 and 1972, black firms with paid em-
ployees increased by only 2.1 percent, but their
gross receipts increased by 133 percent. Those
without paid employees increased by 14.2 percent,
but their gross receipts increased by only 88.6
percent. Ovérall, gross receipts increased‘by 127
percent. In addition, overall increases in gross
receipts and increases for firms with paid employ-
ees were greater than those for the nation as a
whole.

Data on gross receipts (sales) for all minor-
ities in the Twin Cities are unavailable, but the
survey made for this report revealed that the ab-
solute number of minority-owned businesses declined
between 1972 and 1975, from 534 to 417. The largest
number of failures occurred among firms established
after 1969 and among those located in minority com-
munities. The fewest number of failures occurred
in downtown areas and in the suburbs. Even 'south"
Minneapolis, a relatively high income minority com-
munity and one considered most suitable for minority
business development, experienced as many failures

as the poorer communities.
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Nevertheless, by the end of 1975 there were

417 minority-owned firms located in the Twin Cities
area (Figure 3). Most of them were located in mi-
nority communities, but a sizable number were lo-
cated in the downtown areas and in the suburbs.

The largest minority-owned enterprises were located
in the suburbs and in the downtown areas. Essen-
tially, the largest, most stable minority business
enterprises were located outside the ''core'' of the
minority communities. (See Appendix, Figure 9)

They either had the mobility to seek the more af-

fluent black and white suburban consumer, or lend-
ing agencies had changed their policy from estab-
lishing minority firms solely in minority communi-
ties, which is essentially a ''go public'' strategy ,
for minority business development. /
Nevertheless, minority enterprises are often
ill located either inadvertently or by design. One
major locational problem stems from the saturation
period. During that period, minority establishments
providing similar or identical functions were lo-
cated in proximity to each other. Although it is
claimed that competitive advantages may be gained
through clustering similar establishments, black
business people did not perceive them and avoided

clustering before 1969. Gunnar Myrdal, a Swedish




TABLE 8

MINNEAPOLIS-ST. PAUL BLACK-OWNED FIRMS BY INDUSTRY, 1972

Number of Firms Business Receipts
(in thousands)

Type of Industry

Percent Percent change Percent Percent change
Amount of Total from 1969 Amount of Total from 1969
Firms with Paid :
Employees 98 22.5% 2.1% $28,373 88.4% 133 g%
Firms with no :
Paid Employees 337 77.5 14.2 3,719 11.6 88.6
Selected Services 192 Ll 1 10 - 8,460 26. 4 123
1
| Wholesale Trade 4 0.9 300 D - -
Retail Trade 115 26.5 16 15,924 49.6 203
Manufacturing 11 2.5 22 D - D
Construction 34 7.8 70 2,398 7.5 656
i Transportation and
; Public Utilities 26 6.0 37 415 1.3 D
¥ Finance, Insurance,
2 and Real Estate 24 5.5 -35 1,294 4.0
Other Industries 5 1.2 - 263 0.8
Industries Not
| Classified 24 5.5 - 255 0.8 -2
TOTAL 435 100.0 11% $32,092 100.0 127%

i D

Withheld to avoid disclosing figures for individual companies.
Zero.

nu

SOURCE: Adapted from U.S. Department of Commerce, Bureau of the Census, 1972 Survey of Minority-Owned
Business Enterprises, Special Report: Minority-Owned Businesses-Black, MB72-1, 1974, pp. 70-71. 39
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sociologist commissioned to study the condition of
blacks in America, observed that black entrepre-
neurs prefer to locate their establishments away
from other merchants because they do not want to
be in close competition with businesses selling
similar merchandise. They fail to realize that by
aggregating together with other businesses they
offer sufficient variety to stimulate greater con-
sumer traffic and increase their clientele. (82)
Clustering similar or identical enterprises allows
the consumer a number of possible choices, all con-
veniently available. The consumer can comparison
shop more easily.

Knowingly or unknowingly, minority businesses
in the Twin Cities that offer similar products and
services have been established in proximity since
1969. They have not prospered from their nearness,
however. Instead many have failed. This results
from government's initial effort to createavisible
minority stake in their communities. The policy is
maintained today; the vast majority of SBA's recent
loans went to firms in the minority community. The
perceiVed merits of clustering similar enterprises
in restricted locations such as the minority com-
munities in the Twin Cities seems unwarranted.

Clustering of complementary and even contrasting
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firms is more desirable and seems to increase
chances of survival, but such firms should be lo-
cated on the edge of minority communities in small
shopping centers accessible to many consumers.

Despite continued policies that favor estab-
lishing minority businesses solely in minority com-
munities where their competitive advantages are nil,
"progress'' has been made. Cumulative government
and private agency commitment is basically respon-
sible for the gains recorded thus far. The follow-
ing section evaluates two programs that are setting
the pace for future efforts toward reaching our

national goal.

The SBA Procurement Contracts

Government and private agencies continue to
assist minority business people in acquiring the
loans and skills necessary to establish and operate
an increasing variety of enterprises throughout the
Twin Cities area. But two government programs show
great promise for ensuring minority participation
through business enterprises. Information on loans
by SBA to minority business in the Twin Cities area
is not available (83), but MEDA's loan record since
its inception in 1972 is impressive. For example,
since 1971, MEDA has loaned $151,602 in ''seed money,"




of which only 4.8 percent has been written off
(Table 9). MEDA's loan guarantees also show its
reliance on assistance through seed money and the
success it has experienced in recovering loans
since 1973 (Table 10). These figures are signifi-
cant because they show that efforts to help poten-
tially successful entrepreneurs who are selected
through conventional checking of business creden-
tials can result in enterprises profitable enough
to repay their loans, which is often the only valid

measure of '"business success.'' They also suggest
that MEDA, at least, has chosen to support a few
potentially profitable enterprises, although there
is still no indication that MEDA will focus efforts
on increasing the size and scale of minority enter-
prises.

In addition to providing and insuring various
types of loans for its clients, MEDA also provides
counseling. This is its most flexible service and
it often reflects MEDA's emphasis on discovering
better ways to aid minority business people. Since
1973, for example, MEDA has adjusted its allocation
of "'service time'" to reflect minority business's
needs (Table 11). Business analysis, accounting,
and '"1oan packaging'' (project evaluations) consume

most of the time spent counseling prospective busi-

ness people. On the other hand, marketing, a per-
sistent problem facing minority business people and
one that procurement contracts of the 8(a) type at-
tempts to solve, receives the least amount‘of time.
Future reshuffling of counseling time will of ne-
cessity focus on marketing minority products.

The SBA 8(a) procurement program offers the
greatest potential to help build minority enter-
prises, but minority business people dislike its
present ''‘boom-bust'' impact on their businesses.
Acéording to one SBA representative (84), they ar-
ranged procurements of $2 million in government
contracts for minority contractors in 1975 with
another $2 million in negotiation for 1976. In
addition, SBA projects that the dollar value of
government contracts for minority businesses will
go as high as $4 million. It is an ongoing program
that could help many kinds of enterprises, but con-
tractors seem to have benefited most. Since 1969,
the SBA has tried to arrange contracts for forty
different firms, |t was unable to secure contracts
for fourteen of them and four others are new in their
program. SBA gives most help to general contractors
because it is very difficult to arrange government
contracts for specialty contractors. (84) Never-

theless, those contractors for whom no government
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MEDA LOAN ACTIVITY,

TABLE 9

1971 - SEPTEMBER 1975

Write-offs
: as percent of
1971 1972 1973 1974 1975 Total total loans
MEDA
Loans lssued -0- $ 3,600.00 $25,198.00 $58,310.92 $64,493.11 $151,602.03
Collections -0- -0- (1,786.68) (46,658.52) (39,736.85) ( 88,182.05)
Write-offs -0- -0- ( 4,098.00) -0- ( 3,195.82) ( 7,293.82) 4.8%
Balance $ 56,126.16
SOURCE: Charles W. Poe, '""1975 Spring Hill Report,' Mimeographed. Minneapolis, Minn.: Metropolitan

Economic Development Association, 20 November 1975, Appendix E.
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TABLE 10

MEDA LOAN GUARANTEES, 1973 - SEPTEMBER 1975

Amount of Loans Loans Loans Percent of
Date Guaranteed Honored Repaid Repaid Qut- Loans
of Awards Loans Loans 1974 1975 standing Repaid
1973 $11,000.00 $ 9,000.00 $ 6,000.00 $ 1,000.00 $ 2,000.00 81.8%
1974 1,150.00 1,150.00 350.00 800.00 0.00 100.0%
1975 2,500.00 0.00 0.00 0.00 2,500.00 --
TOTAL '$14,650.00 $10,150.00 $ 8,350.00 $ 1,800.00 $ 4,500.00 69.2%
SOURCE: Adapted from Charles W. Poe, '""1975 Spring Hill Report,' Mimeographed. Minneapolis, Minn.: Metro-

politan Economic Development Association, 20 November 1975, Appendix E.
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contracts could be arranged are still given '"lots
of assistance." |

| Valuable though this 'assistance' is, the SBA
procurement contracts still provide the highest po-
tential for growth. Between 1971 and 1975, the
SBA arranged ninety 8(a) contracts. Some contrac-
tors received as many as thirteen separate con-
tracts, totaling $1,554,000. One contractor re-
ceived five contracts over the five-year period for
a total of $4,383,000. The mean number of contracts
was 4.7, but all contracts totaled $10,627,400. (84)

All minority contractors have benefited from

this program, but black contractors predominate,
totaling twenty-three for 57.5 percent. Eleven
Indian and six Chinese contractors also partici-
pated. (84)
) MEDA encourages its clients to participate in
8(a) procurement programs, but directs much of its
effort toward arranging contracts with private in-
dustries. Nevertheless, government agencies remain
the major source of procurement contracts for MEDA
clients. In 1973, MEDA acquired more than $421,000
in government and private contracts. In 1974, the
amount rose to $1,605,492, of which $1,389,930 was
for government contracts. At the end of 1975, MEDA

had arranged an estimated $1,643,506 in government
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and private industry contracts. MEDA foresees a
substantial increase in 8(a) procurement type con-
tracts with private industry in the near future,
especially if a purchasing council is formed for
that purpose. (85) Although lacking a purchasing
council, MEDA will probably acquire $1 million or
more in government and private contracts for its
clients in fiscal year 1976.

Despite SBA's claim that its objective is to
“"ensure profits' for minority contractors, many
business people denounce the program and suggest
that it should be reorganized. Data on minority
business persons' attitudes toward certain govern-
ment programs designed to assist them are few and
those that do exist are inconclusive. (86) Never-
theless, the conclusions drawn from these fragmen-
tary data are consistent with findings elsewhere
(87) and should be seriously considered. One prob-
lem minority business people have stems from the
low profit they gain from 8(a) contracts. In 1975,
the profit margin on the contracts arranged by SBA
varied between 5 and 20 percent. (88) Minority
contractors say it is usually nearer 5 than 20 per-
cent, which is too low for them to show a profit.
Yet minority business people are willing to partic-

ipate in the 8(a) procurement programs because they




TABLE 11

DISTRIBUTION OF MEDA CLIENT SERVICE TIME

COUNSELING HOURS

1973 1974 1975 *
Number Percent Number Percent Number Percent

of hours of total of hogrs of total of hours of total
Business Analysis 2,589.4 k6.9 1,827.6 30.6 2,596.7 46.9
Accounting 1,632.4 29.6 1,949.4 32.7 1.354.8 _ 24.5
Loan Packaging 956.9 17.4 1,827.6 30.6 1,298.4 23.5
Marketing 337.7 6.1 365.5 6.1 282.3 5.1
Total Hours 5,516.4 106.0 5,970.1 100.0 5,532.2 100.0
*Twelve-month estimate; actual total hours for January through September, 1975 were 4,709.
SOURCE: Charles W. Poe, ''"1975 Spring Hill Report,' Mimeographed. Minneapolis, Minn.: Metropolitan

Economic Development Association, 20 November 1975, Appendix E.
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believe it may help them get established as viable,
ongoing business enterprises.

Another more serious problem is associated
with the '"boom-bust' nature of the 8(a) contract
program. Minority contractors complain that the
contracts are too often one shot arrangements.

When a contract is arranged, they must gear-up their
production for it. They complain that the major
corporations do not follow up with another contract,
and when they do it is often for an entirely dif-
ferent product. This constant reorganizing of pro-
duction facilities and retraining of personnel is
costly. Minority business cannot cope with the
costs arising from this discontinuous demand. To
""ensure profits'' and stable operations for minority
enterprises, the SBA and MEDA must seek to reduce
the boom-bust impact that 8(a) procurement contracts
have on minority business profits and operations.
They could do this by arranging follow-up contracts
to produce similar products or provide similar ser-
vices for several years. Government contracts may
not allow this continuity, but private industry con-
tracts should. Greater emphasis, then, should be
placed on arranging procurement contracts in the

private sector of our economy.

Minority Vending Programs (MVP)

OMBE sought legislation in 1971 to compel
private corporate enterprises to assist minority
enterprise development. It was successful and on
18 October 1971, Federal Procurement Regulations,
Title 4 became effective. Its most important pro-
vision stipulates the conditions under which private
industries must establish a purchasing program with
minority enterprises. It states that: 'on govern-
ment contracts over $500,000, the (corporate) con-
tractor will contract to agree to establish a mi-
nority (purchasing) program." (89) These programs
became known as: Minority Vending Programs (MVP).

Several corporations, including Burlington
Northern Railroad, have refused to honor this pro-

(90)

have complied and have initiated comprehensive pro-

vision, On the other hand, many companies
grams to help minority business people produce a
product with a '"'secure' market. |In December, 1971,
for example, Honeywell complied with government
regulations and established a goal of 1 percent of
its 1972 expenditures for goods and sefvices in the
United States to be placed with minority suppliers.
Honeywell's record is fair: ''the initial goal of

1% of purchases (approximately $4.5 million) was sur-
passed by $500,000 in 1972.

Honeywell is expecting




to place approximately $6.5 million for 1974. By
contrast, only $1.7 million were placed in 1971,
when minority purchasing was only voluntary policy."
(91) The exact number of firms establishing minor-
ity vending programs in the Twin Cities isdifficult
to determine but in addition to Honeywell, Jewel
Company, Inc., Universal 0il, Inc., WesternElectric,
and 3M Company are all involved in some form of

minority purchasing programs.

Discontent Among Minority Venders

Although this strategy obligates private in-
dustry in our economy to minority business develop-
ment and its prospects seem promising, minority
business people are dissatisfied with the program.
(92) Indications of this discontent are judged
from a survey made of minority business persons'
attitudes toward contract arrangements with Honey-
well. (93) Initially, the MVP developed by Honey-
well justifiably focused on minority industrial
firms owned by blacks. Later it involved other
minorities. The program assisted those companies
that generated the largest number of jobs and the
highest total wages in the minority community. The
attitude survey selected sixteen firms from Honey-

well's Minority Vending Directory, but four had

closed and two refused to be interviewed. Nine of
the firms were black-owned and one was Japanese-
American., The total number of employees was 265;
one firm employed 140 workers and another Employed
70, but the typical size was 6 employees. All
business people had sold or were selling to Honey-
well, and most (7) had arranged their own contracts.

Minority business people expressed several
objections to the program. Eight of them felt their
dealings with Honeywell through its MVP had negli-
gfble and even adverse effects on their firm's
growth. Only three said it was vital to the suc-
cess of their business. The business people said
there was no follow-up in purchases or technical
assistance from Honeywell. On the other hand, they
expressed hope for the program: several said they
accepted the initial order, often at a low profit
margin, in hopes of receiving future orders that
never came. Fluctuating demand and frequent with-
drawal of demand were the major objections minority
business people had to the program. They said
these problems are the ones that lead most often to
bankruptcy. (94)

Additional problems plague minority business
people and, combined with those discussed above,

have served to frustrate and alienate participating
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business persons. Seemingly, minority business
people are quite willing to enter into an arrange-
ment that has the potential of creating profitable,
ongoing business enterprises for them. But they
feel the procurement contracts make them basically
subsidiaries to larger companies that are uncommit-
ted to helping them succeed.

Four comments from minority business people
best summarize the objections to the MVP:

""The 8(a) contract negotiators are really
tough. This is a fairly competent company,
but we have never been able to break even
on an 8(a)."

''We have been quite happy with our 8(a)
contracts. The profit margins on them
are very slim, but when you have been
in business for 30 years, you know how
to cut costs. We need work, and will
take anything we can get our hands on.'!

"Let me put it this way. 8(a)'s usually
cost you money, but they do give you ex-
perience, and buy you time until better
things come along." ' :

""No one that | know of has ever been

shown any profit on an 8(a) contract.

Just more 'Nixon politics.'" (95)

Those business people interviewed believe
Honeywell could make more consistent purchases of

minority products and services, that it could enter

into joint ventures and drop competitive bidding,
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and that it could increase its purchases. In‘es—
sence, these small enterprises are ill-equipped to
handle extreme fluctuations in demand and they
believe major firms 1ike Honeywell should voluntarily
purchase from minority businesses on a consistent
basis, They argue that, following government guide-
lines of subcontracting to minority business people
only when they receive a government contract of
$500,00 or more does not provide the ''secure,' con-
tinuous demand minority business people need to
create profitable and stable enterprises.

The SBA has not indicated its awareness of
these objections, but MEDA seems to have recognized
the crucial need for regular purchases by corporate
businesses in the Twin Cities. To ensure such pur-
chases, MEDA has proposed to organize the Twin
Cities Purchasing Council (TCPC). (96) '"The Council
will be an affiliate of the National Minority Pur-
chasing Council, a national organization funded by
OMBE.'" MEDA hopes to ensure consistency of pur-
chases from minority business by ''establishing an
on-going business relationship between its clients
and the major corporations' purchasing departments.'
Without major commitments by private industries to
minority business development in the Twin Cities

little progress toward parity will be achieved.




Agencies like MEDA continue to seek ways to gain.
such a commitment.

MEDA outlines two prerequisites that must be
met before accelerated growth in minority business
enterprises can occur: 1) Local executives and
staff members of major corporations must be commit-
ted to instituting purchasing programs with minor-
ity business people. Quotas must be set as a mat-
ter of policy and staff personnel must be directed
to meet these quotas. 2) Corporations must provide
minority suppliers with the organization and quali-
fications necessary to supply corporations. Assis-
tance will be needed in most phases of the program
""to help them (minority business people) secure and
and fulfill the contracts.'" This kind of intangible
commi tment by government and private industry, when
achieved, will go\far toward achieving barity for

minority businesses.

Local Barriers to Progress

An equally important, but intangible, aid in
progress toward parity would be increased inter-
agency communication. OMBE and SBA's national level

Hre-

organizations have been severely criticized for
inventing the wheel," but local level organizations

also fail to communicate problems or successes they

have experienced while assisting minority business-
es. Instead, like OMBE and the SBA, they have be-
come rivals, This is especially true between the
city-based agencies of MEDA and HELP, where only
letters of cooperative intent can be found. On the
other hand, when MEDA's clients overlap with those
of the local office of the SBA, constructive infor-
mation is frequently passed on from one agency to
the other. But, if no overlap in clients exists,
no communication seems to occur. For example, the
Hager survey revealed that very few of the minority
vendors interviewed were aware of MEDA and the ser-
vices it rendered to minority business people. (97)
These data are inconclusive and more study is re-
quired before lack of interagency communication can
be definitely considered a hindrance to minority
business development.

Nevertheless, MEDA believes that minority busi-
nesses benefit from dialogue between local level
agencies designed to help minority business enter-
prise grow. To facilitate communication between
itself and government agencies, for example, MEDA
and the Federal Executive Board of the Twin Cities
(FEBTC) are housed in the same office suite. MEDA
has forged working relationships with several other

agencies and organizations. Examples are: the
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Minnesota Accounting Aid Society; the Minnesota
Business Opportunity Committee, a task force of
FEBTC; and the Business Leadership Training Pro-
gram.

The FEBTC assists minority business people in
several ways. Many of these involve MEDA directly
or involve other lending agencies: It sponsors
seminars on small purchases from minorities, ar-
ranged for the treasury approved transfer of $15
million by Customs to minority banks, holds meetings
on location at minority enterprises for their con-
venience to provide counseling on problems they may
have, recommends minority business people to MEDA
when it feels they will benefit from MEDA's ser-
vices, provides assistance to minority contractors
so they will complete a job successfully and prof-
itably, helped in developing a guide and checklist
£o be used in training members of MEDA's Construc-
tion Contractors Association regarding handling
government contracts, and assists in acquiring SBA
8(a) contracts for minority contractors. (98)

Undoubtedly, MEDA's efforts to communicate
with other agencies are commendable, but they often
are inadequate. The '"go public'' concept, which
MEDA seems to subscribe to, requires a concerted

effort metropolitan-wide. Government and community-

based agencies should develop a plan that defines
how they can systematically contribute to ensuring
greater participation for minorities in our free
enterprise system through business ownership. As
yet, no metropolitan scale plan exists and indepen-

dent organizational action remains inadequate. (99)




Conclusions and Recommendations

The unprecedented commitment of the national
government in 1968 to ensure minorities greater
participation in the American free enterprise sys-
tem through ownership of business enterprises has
not been realized. Government programs, both fed-
eral and state, local agency assistance programs,
and private industry involvement have all failed to
achieve parity, however defined, for minority busi-
ness people. The reasons for this failure aremany,
but five stand out: 1) Too much time and effort,
and too many resources have been spent by govern-
ment on unproven, small-scale minority business
enterprises and on inexperienced, overly zealous
minority business aspirants for the sake of in-
creasing the number of minority business enter-
prises in America: 2) Too much emphasis is still
being placed on providing training programs (in
management and accounting and other entrepreneural
skills) for new recruits whose entrepreneural
qualities are nil. 3) Too few programs designed
to ensure minority participation in American society
stress an increased size and scale of business op-
eration that would allow minority enterprises to

produce as cheaply as corporations. 4) Too much

emphasis has been placed on minority community lo-
cations for minority enterprises, forcing similar
enterprises to cluster in poor demand areas. 5)
Government and private industry have given too
little commitment to our national policy of equity
for minority business people, thereby severely
hindering minority expansion into newer, growing
industries and dampening minority pride in self-
achievement and community development.

Government, local agencies, and private in-
dustry have, however, made some progress toward
parity. More could be achieved if government and
other organizations were fully committed to achiev=
ing parity for minority businesses. Without full
commitment, greater participation for minorities
through business enterprises is doomed. But dam-
nation is not inevitable.

Greater strides could be made toward establish-
ing enterprises of sustained growth (businesses
with reasonable profits) through business training
for young minority aspirants at the university
level and through apprenticeships; through adequate
funding and arranging of secure markets; through

planned, dispersed, or clustered (small shopping
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center) locations of similar enterprises; and
through expansionintdnewer, growing industries.
Even greater progress is possible providing
that some earlier areas of emphasis are ignored or
are absorbed into a systematic plan to assist mi-
nority business people. For example, efforts could
be directed toward acquiring more franchises for
minority businesses. Franchising arrangement is
""one of the bromising opportunities for young
Negroes aspiring to a business career, but lacking
money and experience....'" (100) Another useful
effort could be arranging '"buy-outs'' of established,
strategically located (suburban or downtown) enter-
prises for prospective minority business people,
Research has shown ''that black entrepreneurs who
borrow to purchase already existing and established
pusinesses (including franchises) have a greater
chance of success than those borrowing to staft new
firms." (101)

out' policy is that it allows for expanding the

The advantage of promoting a ''buy-

size and scale of minority business enterprises
that are geared to a general market, not just to the
minority market.

This is essentially a ''go public,' "reformist"
position. It rejects the rhetoric of the neocolo-

nial philosophy and the overly zealous goals proposed

for and stemming from the saturation period as un-
obtainable and even undesirable for minority com-
munity development. Instead, equity in terms of
location, size, and economies of scale, allowing
minority business enterprises to be competitive
with large corporate firms and to contribute to
minority community development, is a more obtain-
able and desirable goal. Emphasis would shift to
fewer, but larger, minority enterprises whose prod-
ucts and services have appeal beyond the minority
community.

This recommendation does not ignore the unique
economic and social history of minority communities
in the United States, nor does it reject the vast
differences between minority communities and pos-
sibly the applicability of unique solutions, at
least in the short-run. But long-run solutions
should not be designed to create or perpetuate mi-
nority communities as separate, closed economic
entities developing alongside of but separate from
the larger community. Unquestionably, special ef-
forts will have to be made initially to ensure mi-

nority community development, but community conver-

gence, not divergence, should be our national goal.




General Model of Community Development

My last recommendation is that our national
goal of parity for minority business people include
a strategy for minority community development.

Such a strategy would seek to reform rather than
discard our free enterprise system through increas-
ing public and private commitment to minority en-
terprises. The aim would be to accelerate minority
business development to ultimately achieve communi-
ty convergence.

Figure 4 outlines a model of minority communi-
ty development through minority business develop-
ment.(102) It proposes that government and private
programs place greater emphasis on fewer but larger
(in size and scale) minority business enterprises
that have a high potential to operate at a reason-
able level of profit. |Initiation of new projects
originating within and outside the minority commu-
nity, acquisition of franchises, arrangement for
"buy-outs' in good locations, procuring SBA type
8(a) contracts from government and private indus-
tries, and providing high level technical skills
for prospective business people are all required to
rapidly increase minority business growth. These
efforts will initially be concentrated on minority

firms, but firms whose product and service appeals

to the larger community. Such firms will be acces-

sible to members of the larger community, but re-
investments by minority business people will of
necessity be geared to the minority community.

Community development is envisioned as an im-
portant side effect of successfully operating busi-
nesses (Figure 4), Such businesses provide techni-
cal opportunities, jobs, and income to members of
the community who are then able to purchase goods
and services provided by minority firms. Minority
business people are initially obligated to reinvest
capital in the minority community and to initiate
programs that create and sustain consumer loyalty 4
among a diverse clientele. This is the most impor- %
tant "“"1oop" in the model and will take considerable
time to achieve. This aspect of the model empha-
sizes the necessity for interdependence and inten-
tional patronage between minority residents and
minority business people.

Reliance on intentional patronage for minority
businesses is an old concept. In the 1880s, for
example, blacks were encouraged to go into business
and develop a merchant class for self-defense and
for the promotion of wealth and mutual cooperation.
Young men were urged to become businessmen and the

mass of blacks were asked to patronize their business
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FIGURE 4

COMMUNITY DEVELOPMENT THROUGH MINORITY ENTERPRISE:
A MODEL OF CONVERGENCE
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56




enterprises ''even at some disadvantage...' (103)
The concept is still used successfully today. Al-
though minority community loyalty is suggested, at
least initially, the model indicates that parochi-
alism must ultimately give way to an open community
and to the realization that sustained growth can
only be achieved in a metropolitan context.
Convergence is possible when minority business
people cater to low, middle, and high income con-
sumers alike. In this way community wealth expands,
the tax base improves, and the minority community
contributes to the development of the larger com-
munity. In the process, minority business enter-
prises will have alleviated the poverty of the mi-
nority community relative to the larger community.
The tendency toward divergence within the minority
community will have been reversed and convergence
will dominate. But community convergence is doomed
without government, private industry, and minority
commitment to uncommonly bold strategies for minor-
ity business growth. Nevertheless, the model sug-
gests one way to bridge the chronological gap in
economic development between the two urban communi-

ties in America.
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Appendix: Changes in Minority Business Distribution

between 1969 and 1975 in the Twin Cities Area

At a number of points in this report, the lo-
cation of minority businesses is singled out for
special treatment because of the strong associa-
tion between location and minority business failure.
The series of maps included here are designed to
show three aspects of minority business in the Twin
Cities: the location of minority firms from 1969
to 1975, the location of firms that failed from
1969 to 1975, and the surge in minority business
moves from 1969 to 1975.

Locational Bias of Minority Business

During the period between 1969 and 1972, new
minority-owned businesses were often ill located
either inadvertently or by design (Figures 5and6).
The majérity of new businesses were located exclu-
sively in minority communities with little regard
for their impact on existing firms, the declining
demand for ''ethnic'' products, the transitional
nature of the population and the desperately low,
though increasing, level of disposable income of
the residents. Many of these newly established

businesses failed within two years. Indeed, the

largest number of failures occurred among businesses
established between 1969 and 1972, when government
and private efforts to promote minority business
development were most intense (Figures 7 and 8).
After 1972, government and private efforts
centered on locating minority-owned businesses in
the downtown areas of St. Paul and Minneapolis, the
suburban areas, and on the periphery of minority
communities. These efforts are discussed in this
report as a ''go public! policy. And, if success
is measured in terms of size and business longevity,
this policy has been successful. Except for those
businesses initially established in minority com-
munities, the largest, most stable (in terms of
continued operation) minority-owned businesses are
now located outside the minority community (Figure
9). In addition, minority entrepreneurs became
more willing to exercise their option to relocate
their firms in more desirable locations. Between
1972 and 1975 the number of moves increased sub-
stantially. The majority of those who moved were
still operating in 1975 (Figures 10 and 11).

The majority of minority businesses continue
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to be located in minority communities. The reason
for this persistent locational bias, the impact it
has had on the economic conditions in minority
communities, and a more detailed analysis of the
maps provided here will be included in a forth-
coming publication on Black Entrepreneurship and
the Growth of Minority Residential Areas in the

Twin Cities.
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Figure 7
MINNEAPOLIS MINORITY BUSINESS FAILURES, 1970-1975
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Figure 8
ST. PAUL MINORITY BUSINESS FAILURES, 1970-1975*
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Figure 10

LOCATION CHANGES OF MINNEAPOLIS MINORITY BUSINESSES 1969-1975*
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Figure 11
LOCATION CHANGES OF ST. PAUL MINORITY BUSINESSES 1969-1975*
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business failures. Overall, the 1974 recession so badly affected black businesses that more than 35
percent of these firms were less profitable in 1974 than in 1973, The Center's report projected a
23.6 percent decline in the number of black firms with paid employees from 31,893 in 1972 to 24,379

by the end of 1975." For the full report see Alex Poinsett, '"1975: Another Year of Erosion,' Ebony,
January 1976, p. 120. 4

Personal communication with a representative of the Small Business Administration,

Brian J. L. Berry, Sandra J. Parsons, and Rutherford H. Platt, The Impact of Urban Renewal on Small

Business (Chicago: Center for Urban Studies, University of Chicago, 1968), pp. 90-172.

HSmall Business,'" p. 96.

The arguments for minority business go beyond economics and focus on society. Minority business can
aid community development, but equally important, it can create a heritage with which blacks can asso-
ciate the black movement of the 60's. Business can support the arts and enterprises that help perpe-
trate achievements such as minority-owned publishing companies, theaters and museums. Of course, such
enterprises require money to remain operational.

This study emphasizes the growth of minority-owned businesses in the Twin Cities’that resulted from
all the efforts of assistance. For a critical analysis of federal programs geared to minority busi-
ness people, see: Yancy, Government and Black Business.

Tolson, "Trends in Black Capitalism,' p. 9.

The O0ffice of Minority Business Enterprises was established to assist only minorities, whereas the
Small Business Administration was founded (in 1953) to assist all small business enterprises. OMBE's
""unique mission'' is stated in all reports regarding it: see''Organization and Management Study of the
Office of Minority Business Enterprise,' McManis Associates, November 1, 1975; 9k4th Congress, Minority
Enterprise and Allied Problems of Small Business; U.S, House Appropriations Committee, '"'Internal

Investigation of the Office of Minority Business Enterprise,' C. R.Anderson, Chief of the Survey and
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Investigation Staff, March 10, 1975, (unpublished); U.S. Department of Commerce, ''Response to the In-
vestigative Staff Report of the House Appropriations Committee,'; and U.S. Inter-agency ''Report on the
Federal Minority Business Development Programs.'

"“"Minority Ownership Will Increase the Economy,'" Richmond Post, May 28, 1975. Also see, 'Minority
Business Agency Should Be Saved,' Washington Star News, June 1975.

U.S. Department of Commerce, Bureau of the Census, Statistical Abstracts of the United States, 1972,
p. 471, and U.S. Census, The Social and Economic Status of Negroes in the United States, 1970.

U.S. Department of Commerce, Bureau of the Census, 1972 Survey of Minority-Owned Business Enterprise,
Special ‘Report: Minority-Owned Businesses-Black, MB72-1, 1974, p. 1. :

U.S. Department of Commerce '"Response to the Investigative Staff Report of the House Appropriations
Commi ttee,' p. 2.

U.S. Department of Commerce, Office of Minority Business Enterprise, Progress of the Minority Business

Enterprise Program 1974, (September 1975), p. 1.

Rose, The Black Ghetto, pp. 61-76.

See Yancy, Government and Black Business, pp. 10-13.

Critics of OMBE point out that ''the number of minority businesses that are successful or have failed,
and the reasons for the success or failure is not known by OMBE. OMBE has attempted, unsuccessfully,
through in-house studies and contracted effort to develop this information. As a result, OMBE is
severely handicapped in proposing definite plans and in implementing concrete actions to increase the
effectiveness of its funded organizations.!" Anderson, House Appropriations Committee, '"'Investigation
of OMBE,'" p. 9.

SBA has similarly recognized the need for information that can be used to evaluate its impact on mi-
nority-owned businesses. New data collecting methods have been employed or planned:

In order to properly monitor progress in the §(a) program, SBA testified that it is en-
forcing the requirement that the 8(a) contractor submit a quarterly financial statement
to SBA. It is also contemplating a stipulation that an audited annual statement be a con-
dition of proaram participation.
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In addition, SBA plans to increase its 'surveillance' effort from the central office. The
subcommittee was advised that this activity will include continuous scrutiny of management
and divestitive [SIC] agreements to insure that they are compatible with the best interests
of our client firms.

94th Congress, Minority Enterprise and Allied Problems of Small Business, p. 13.

SBA assisted those businesses at the lower end of the business spectrum and new starts, both of which
are most likely to fail. Thus, its loan size was geared to the size of the businesses encouraged,
traditional black businesses. Understandably, 80-90 percent of all minority-owned businesses continue
to look to the SBA for loans and other assistance.

Federal programs, administered through OMBE and the SBA, are seen only as ''stop-gap'' measures because
the types of enterprises encouraged by the federal government for minorities are so different from
those established by minorities without federal assistance.

Minority business people, especially contractors and manufacturers, have not received a large share of
government or private industry contracts. ''The U.S. Civil Rights Commission recommended that the fed-
eral government increase the dollar value of its contracts with minority and women-owned businesses by
fiscal 1980 to an amount equal to the percentage of such businesses among all firms. The commission
reported that of the $57.5 billion worth of goods and services contracted for by the federal govern-
ment in 1972, only $400 million (less than one percent) in contracts had gone to minority-owned busi-
nesses.'' See Alex Poinsett, '"'1975: Another Year of Erosion,' p. 120.

Howard Erickson, ''Negro-owned Busihesses Increase Sharply in City," The Minneapolis Tribune, Sunday,
January 18, 1970, p. 6.

This is not to say that managerial and technical training are unnecessary. On the contrary, they are
very necessary and since SBA was created it has been providing just that. Business Week, June 30,
1975, p. 101.

Erickson, ''"Negro-Owned Businesses,'' p. 6.

Charles W. Poe, '"1975 Spring Hill Report,' Mimeographed. Minneapolis, Minn.: Metropolitan Economic
Development Association, November 20, 1975.

Personal communication. On August 13, 1976, Mr, Bart Reitano, Assistant Director for Finance and

Investment, SBA, informed of SBA's delinquent and liquidation status for minority business people:
"In order to arrive at the percentage of minority loans which require special attention due to the
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fact of being at least 60 days delinquent in payments and/or carried in our liquidation portfolio, we
arrived at the average percentage of 41.2% of the loans in those categories.'

Erickson, '"Negro-owned Businesses,' p. 6.

See for example, Yancy, Government and Black Business, pp. 12-13, and Ofari, The Myth of Black Capital-
ism, p. 29.

An unpublished statement on the origins of the Buy-Black Campaign in Minneapolis, initiated by Peter
Meyerhoff of the National Buy-Black Campaigns, 1115 Plymouth Avenue North, Minneapolis, 1970, pp. 3-4.

For a comparative evaluation of black and white consumer patronage see Wickstrom and Holdridge, Black
Business in Minneapolis and St. Paul.

Doctors and Appel, 'Nixon's Minority Capitalism,'" p, 66,

Wickstrom and Holdridge, Black Business in Minneapolis and St. Paul, p. 16. These authors go on to
demonstrate how essential the current and potential white consumer is to minority business success;
see page 17. Black business has yet to capture the black market nationally; see Flournoy A. Coles,

Jr., Black Economic Development, (Chicago: Nelson-Hall, 1975), p. 110.

MEDA, for example, in its '"1975 Spring Hill Report,' defended its lending policy and reduction in
clients by stating that the latter reflected ''our aging in the community.'' MEDA affirmed: ''We have
made strong efforts to communicate our willingness to work with people. As a consequence, many of
those who saw MEDA as a source of 'free money' no longer seek us out, and moreover, we have been able
to dissuade people from starting ill-conceived, under-resourced business ventures."

See Vernon E. Jordan, Jr., '"The New Minimalism, My Turn," Newsweek, February 23, 1976, p. 9. A pos-
sible outcome of this policy is that minority business people will lose their principal supporter,
OMBE, at the federal level.

Gunnar Myrdal, An American Dilemma: The Negro Problem and Modern Democracy, (New York: Harper & Row,

1944), p. 308.

Efforts were made to obtain information on SBA loans to minorities in the last twelve to eighteen
months in order to determine the extent to which loans were awarded to firms located in the minority
community. This information had not been made available by the time this report was printed.

Personal communication, Mr. Charles McCoy of the Small Business Administration.
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Poe, '"1975 Spring Hill Report,'' pp. 22-23.

David Hager, 'Minority Business Enterprise Research: Metro Executive Intership Honeywell Incorporated,"
unpublished, June 1974. )

See, for example, Ellen Boneparth, ''Black Businessmen and Community Responsibility,' Phylon, Vol. 37,
No. 1 (March 1976), pp. 26-42; and Edward D. lrons, ''Black Entrepreneurship: Its Rationale, Its Prob-
lems, lts Prospects,' Phylon, Vol 37 (March 1976), pp. 12-25.

Personal communication, representative of the SBA.

Hager, '""Minority Business Enterprise Research,' Appendix, (Honeywell's 'Minority Vendor Program Guide-
lines," p. 17.)

See Judi Moen, '"Purchasing from Minority Enterprise at Burlington Northern, Inc.,'" University YMCA
metro intern, June 7, 1976.

Hager, '""Minority Business Enterprise Research,' unpublished report,

Minority business people seem to equate procurement contracts with government and private industry and
call both "8(a) contracts.'

Hager, '"Minority Business Enterprise Research."

Ibid.

Ibid.

See Poe, ''1975 Spring Hill Report." In January 1976 the Minnesota Minority Purchasing Council (MMPC)
was established and between January 1, 1976, and June 30, 1976, it had arranged $4,567,237 in contracts
with Twin Cities firms for minority products. Personal communication, representative of MEDA.

Hager, '"Minority Business Enterprise Research.!

The FEBTC is involved in many other activities that directly benefit minority businesses. For a de-

tailed review of its activities, see: Federal Executive Board of the Twin Cities, 1973-74 Annual
Report--Submitted by Paul W. Jansen, August 15, 1974.

83




84

99.

100.

101.

102.

103.

Minnesota Minority Business, Incorporated has the potential to provide such a structure. Its organiz-
ers should solicit ideas from all sectors of our region. For details, see Kris White and Milton
Kennedy, 'Business...,'" Summit University Free Press, July 1976, p. 16.

Eugene P. Foley, '"'A Small Business Program for the Ghetto,'" in Vatter and Palm, Economics of Black

America, pp. 245-48.

William Bradford and Timothy Bates, '"An Evaluation of Alternative Strategies for Expanding the Number
of Black-Owned Businesses,'' The Review of Black Political Economy, Vol. 5, No, 4 (Summer 1975), p. 380.

This model of community development is derived from Myrdal's model of cumulative upward causation.
See Richard J. Chorley, and Peter Haggett (eds.), Models in Geography, (London: Methuen, 1967), p. 258.

Yancy, Government and Black Business, pp. 12-13.









