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INTRODUCTION

Inner-City Prosperity The persistent economic
distress of America’s inner cities* in the face of
consecutive years of economic prosperity chal-
lenges the nation to find more innovative
approaches to increasing economic opportunities
for inner-city residents. This is important not only
for the well being of low-income residents but
also for the nation at large. Productively utilizing
the urban workforce will be critical in the effort
to maintain national economic growth in an era
of labor shortages.

A myriad of efforts are currently underway in
the public, nonprofit, and for-profit sectors to
address the problems of poverty, crime, and other
social problems that contribute to the isolation of
inner-city communities from the mainstream
economy. However, these activities often lack a
unified strategy.

Efforts to revitalize inner cities have histori-
cally revolved around meeting the social and per-
sonal needs of inner-city residents through
improvements in housing, education, health care,
and other social services. Although important
components to economic development, these
efforts alone will not create a sustainable eco-
nomic base in inner cities.

Sustainable economic development in inner
cities will occur only as it has elsewhere, by
employing an economic strategy that emphasizes
private, for-profit business growth and job devel-
opment. A vibrant private sector is the key to
prosperous, competitive economies. Competitive
businesses located in or near inner-city neighbor-
hoods provide the most accessible employment,
income improvement, and wealth creation oppor-
tunities for inner-city residents. As many vision-
ary leaders realize, business vitality is not only
important in its own right, but will also work to
anchor, reinforce, and leverage the success of vir-
tually all other efforts. Job and income opportu-
nities resulting from a strong business base can
positively influence educational attainment levels,
crime rates, and health outcomes, leading to a vir-
tuous cycle of sustainable economic development.

Hundreds of thousands of businesses are
already located in inner cities. Research by
Initiative for a Competitive Inner City (ICIC)
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shows that in Boston alone, there are approxi-
mately 4,000 inner-city businesses, while
Chicago’s inner city is home to 15,000. As in any
economy, these businesses vary greatly in size and
growth potential. While some serve the local
economy, others serve a broader metropolitan,
national, or even international market. All of
these businesses are important to inner-city eco-
nomic development; however, businesses that
serve a wider market, because of their greater
growth potential, can often generate greater bene-
fits for the inner-city economy as a whole, includ-
ing job growth, wealth creation, and stronger
linkages to the regional economy.

Building and improving upon this existing
business base in inner cities is perhaps the great -
est priority for inner-city economic development.
Doing so requires a strategy that makes the inner
city a more competitive location for business. A
strategy for sustainable economic development in
inner cities must identify the existing competitive
advantages and disadvantages of the inner city as
a business location and work to better integrate
inner cities into the regional economy.

Based on more than five years of research,
including studies of 12 inner-city economies, ICIC
has identified four actual or latent competitive
advantages for businesses based in inner-city loca-
tions:

1 A strategic location in the center of major
urban areas and transportation nodes

2 Untapped local markets with substantial
purchasing power

3 Growth opportunities for businesses that
arise from integration with regional
business clusters

4 A large, diverse, and available pool of
human capital

Numerous competitive disadvantages of an
inner-city location have been identified in this
research. These include racism, poor infrastruc-
ture, cumbersome regulation, crime, difficulties
of land assembly, greater costs of workforce
qualification and recruitment, and limited access
to capital.
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Sustainable eco -
nomic development
in inner cities will
occur only as it has
elsewhere, by
employing an eco -
nomic strategy that
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The Initiative for a
Competitive Inner
City (icic) defines
inner cities as those
urban areas with a
50 percent differen-
tial from the Primary
Metropolitan
Statistical Area
poverty and unem-
ployment rates.
However, any area
with a poverty rate
of 20 percent or
greater is automati-
cally included as
inner city.



The competitive advantages and disadvan-
tages of the inner city as a business location have
clear policy implications. Public policy can direct
investments into public assets such as transporta-
tion systems, building on the inner city’s competi-
tive advantage as a strategic location. Likewise,
workforce development efforts can enhance the
skills of the available pool of human capital.
Policies directed at removing barriers to invest-
ment such as crime, land assembly, and poor
information will help enhance the growth oppor-
tunities for inner-city businesses. The Federal gov-
ernment, in particular, has an important role in
strengthening the economic base in America’s
inner cities through fiscal policy, regulation, and
direct and indirect expenditures.

To better understand the Federal role in inner-
city economic development, this study identifies
and examines Federal direct expenditures that
influence business development in urban and
inner-city locations. The pattern of expenditures
is assessed using a competitive advantage frame -
work to judge the congruence between Federal
programs and the factors that are likely to
enhance the attractiveness of the inner city as a
business location. The study’s purpose is to con-
tribute to the design of a comprehensive inner-city
business-development strategy and to improve the
effectiveness of programs that influence the
growth of inner-city businesses.

The Scope of this Study The study addresses the
following questions:

What are the types and levels of Federal
direct expenditures related to economic
development that flow to America’s urban
and, in particular, inner-city areas?

How are these resources delivered to the
businesses and individuals that they are
meant to assist?

How can limited Federal resources be better
used to enhance the competitiveness of the
inner city as a business location?

Our analysis has focused on those Federal
programs that influence business development
through investment, rather than those that benefit
business indirectly through increasing the pur-
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chasing power of inner-city residents (boosting
consumption). Investment in forms of capital —
whether physical, human, or financial — that
increase production and/or productivity are likely
to have greater long-term benefits for the econo-
my. Thus, workforce development programs are
included in our analysis because they are invest-
ments in human capital, while welfare spending is
excluded because its focus is mainly on current
consumption needs.

We have used an expanded definition of busi -
ness development to create our inventory of
Federal urban economic development programs.
Included are not only those programs traditional-
ly associated with business assistance such as
financing and technical assistance but also those
programs that affect the overall business environ-
ment: job training, infrastructure (transit spend-
ing, public works), land acquisition and clear -
ance, environmental remediation, crime preven -
tion (community policing), research and develop -
ment, and economic development planning. While
tax and regulation play an important role in
inner-city economic development, such as the
Community Reinvestment Act, these areas are
beyond the scope of this stage of our work.

We examine the Federal Government role in
urban economic development from three vantage
points:

The national perspective, across all Federal
departments and agencies

The local perspective, based on a case study
of the City of Boston

The business perspective, from the point of
view of inner-city companies that have
received government assistance

The result is a comprehensive picture of
Federal Government expenditures related to
inner-city business development. Based on this
study and other 1cic research, we provide recom-
mendations on how best to leverage Federal
resources to create a competitive inner-city econo-
my. While this study does not seek to evaluate the
effectiveness or impact of individual Federal pro-
grams per se, we hope our work will guide strate-
gy at all levels of government and across the for-
profit and nonprofit sectors. We also hope that



this work will lead to further discussion and
research on individual program design and imple-
mentation.

Competitive Advantage Framework The basis of
prosperity in any location is high and rising pro-
ductivity in producing goods and services.
Competitiveness, then, is based on productivity.
In the modern global economy, cities and regions
must compete with other locations for investment
and productive activity in order to sustain and
increase wages and create new jobs. The roots
of productivity in an economy lie in developing
firms that are productive in their operations and
strategies. Firms cannot be productive, however,
without a supportive business environment.

Four interrelated influences that can be
depicted graphically in a diamond (as shown
below, right) define the competitiveness of the
business environment in any geographic area:’

1 Factor conditions, or the quality and quantity
of the basic inputs that firms draw upon to
compete (such as human capital; financial
capital; and administrative, legal, and physical
infrastructure).

2 Demand conditions, or the nature of the local
market as embodied in local customers that
demand high-quality, differentiated products
and services. Local demand stimulates the
development of distinctive products and
services that can also be sold elsewhere.

3 The presence of related and supporting
industries, or industry clusters. Clusters are
geographic concentrations of interconnected
companies and institutions in a particular
field that both compete and cooperate.
Clusters encompass an array of linked indus-
tries, including suppliers of specialized inputs,
specialized educational institutions, and
support services that are concentrated in
particular locations.

4 Context for firm strategy and rivalry, or the
rules and incentives (such as regulations,
permitting requirements, and taxation)
governing the type and intensity of firm
competition.

These four areas are mutually reinforcing in
defining the potential productivity and competi-
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tiveness of an economy. The effect of each area is
contingent on the state of the others; consequent-
ly, economic development requires simultaneous
improvement in each area.

Cluster formation is particularly important
because it contributes to beneficial spillovers in
all four areas.® The growth of clusters not only
enhances productivity but also stimulates innova-
tion and new business formation. Examples
include furniture making in Grand Rapids, med-
ical devices in Minneapolis, and information tech-
nology in Silicon Valley and Boston. The more
prosperous an economy, the more clustered that
economy tends to be. Clusters are often regional
or local in scope and are present throughout
the United States and in virtually all developed
countries.

While many cluster studies have been con-
ducted at the state and metropolitan level, this
kind of analysis has rarely been applied to inner
cities. 1cic research has found, however, that
inner cities are home to particular existing or
nascent clusters that tend to be similar across
cities, in areas such as health care, retail, commer-
cial services, apparel and textile, food processing,
and tourism and entertainment. Cluster thinking
provides an additional framework for crafting
sustainable business development approaches in
inner cities.

The public sector can play a significant role
in cluster upgrading. Examples of ways in which
the public sector can organize resource alloca-
tions along cluster lines include specialized educa-
tion and training programs, cluster-specific efforts
to attract suppliers and service providers, organiz-
ing government departments to align with clus-
ters, and supporting cluster-specific information
gathering and compilation. Government should
aim to reinforce the development and upgrading
of all clusters, but not choose among them. The
success or failure of clusters should be determined
by market forces, not by government.

The diamond framework and the concept of
clusters are diagnostic tools that help identify the
sources of competitive advantage and disadvan-
tage of a business location. Together with subse-
quent research, they form the basis for the icic
assessment of Federal resource flows into inner
cities and for the 1cic recommendations on inner-
city economic development strategy.
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The public sector
can play a signifi -
cant role in cluster
upgrading...
[although the] suc -
cess or failure of
clusters should be
determined by mar-
ket forces, not by
government.
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This framework was
developed by
Professor Michael
Porter of Harvard
Business School in
The Competitive
Advantage of Nations
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Further discussion on
clusters can be found
in Professor Porter's
book, On
Competition (1998).



FINDINGS

Federal Spending on Inner-City Business
Development 1cic tracked Federal obligations
for urban business development programs for
Federal fiscal year 1996. These findings provide
a revealing snapshot of Federal spending in cities
and inner cities.

In 1996, the Federal Government spent
approximately $16 billion on programs that
affect urban business development, roughly
$9 billion of which affected inner cities. This
represents approximately one percent of the
$1.6 trillion Federal budget and compares
to approximately $28 billion of direct Federal
spending on housing (primarily rental
subsidies in urban areas) and $19 billion

on food stamps for metropolitan areas.
Significantly more of the resources that flow
to distressed urban areas are for consumption
purposes than for investment purposes.
Federal programs that influenced urban
business development in fiscal year 1996
were highly diffuse, in terms of both the
source and the number of programs. More
than 90 programs that affect urban business
development were administered in 14
different Federal departments and agencies.
State and local governments play a critical
role in setting the economic development
agenda, by determining how Federal funds
are spent and delivered. Seventy-five percent
of all Federal direct expenditures initially
flow through state and local agencies.
Intermediaries, such as community
development corporations and other service
delivery providers, both nonprofit or for-
profit, are important not only in delivering
programs but also in deciding how Federal
resources are actually spent. In Boston, more
than 130 intermediaries, primarily in job
training, were responsible for the
implementation of Federal programs in 1996.
Of these intermediaries, 59 were nonprofits,
38 were for-profits, 27 were academic
institutions, and 5 were trade organizations.
The central Federal inner-city economic
development program, the Empowerment
Zone/ Enterprise Community (Ez/EC)
Initiative, is dwarfed by the $9 billion that
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annually flows to inner cities from ongoing
Federal programs. In the first round of ez/Ec,
approximately $1 to $1.7 billion (no

exact figures exist) was directed to urban
designations over a 10-year period.

Conclusion: Federal investment spending in
inner-city business development, while consider -
able, is significantly lower than inner-city-focused
consumption spending, such as housing and
welfare. A coordinated strategy both at the
Federal and local levels as well as across the for-
profit and nonprofit sectors needs to be in place
to maximize the impact of the existing Federal
investments.

Inner-City Businesses Receiving Government
Assistance To better understand how the Federal
direct spending affects localities, 1cic conducted
a flow-of-funds analysis, tracking fiscal year 1996
Federal dollars to the City of Boston and ulti-
mately its inner city.

Of the estimated $9 billion direct Federal
spending on inner-city business development,
Boston received $115 million with $25
million or 22% of this amount flowing to its
inner city. The $25 million was supplemented
by highly leveraged investments of $7 million
in sBA guaranteed private capital and $35
million in procurement contracts to inner-city
companies from various Federal agencies.
This spending reached the Boston inner city in
the same or greater proportion than to the
rest of Boston. For instance, job training and
placement spending per inner-city unemployed
($662) was double the amount of the
spending per non-inner-city unemployed in
Boston ($321). Also, small businesses in the
Boston inner city received $27 in loans per
$10,000 in revenues whereas non-inner-city
small businesses received $25 for the same
amount of revenue.

To better understand the use and satisfaction
with these business-development programs, Icic
conducted a survey of inner-city businesses in
Boston. Of the 184 inner-city Boston companies
identified as having received Federal business



assistance between 1995 and 1997, 40 were inter-
viewed for this study. The assistance provided
was primarily in the form of loan guarantees and
technical assistance.

An overwhelming majority of the 40 compa-
nies were greatly satisfied with the assistance they
received. They also noted the need for greater
investment in the business environment to
enhance their competitiveness.

Seventy-five percent of the inner-city
companies interviewed reported being
satisfied or very satisfied with the assistance
received.

The companies noted the top competitive
advantages of their inner-city location as
central location and reputation in the
neighborhood. Central location included
proximity to customers, commercial
centers, major transport arteries, and public
transportation. Reputation in the
neighborhood is an important competitive
advantage because many of these companies
have had a long presence in the community
and have good customer relations.

The top disadvantages listed by the
respondents were limited parking, negative
perceptions of the inner city, and crime.
Notably, limited parking was cited almost
twice as often as crime as a major
disadvantage.

Most of the 40 companies surveyed were rela-
tively small, locally focused, and slow growing.
On the whole, these companies do not appear to
generate significant job or wealth creation oppor-
tunities for inner-city residents:

Average sales per company for 1997 was
$970,000, with median sales of $250,000.
Of the 40 companies, 23 were in business
between 1995 and 1997. Of those 23
companies, 17 had a sales growth rate of
zero percent in that period.

Most companies employed less than

10 people.

The majority of businesses were in consumer
retail or food retail and served a local
customer base. Seventy-four percent of
companies primarily served a customer base
in the inner city, 24% reported a primary
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customer base in the metropolitan area, and
11% reported a regional customer base.*
Only one-third of the companies interviewed
were start-ups founded two years ago or less.
On average, the 40 companies had been in
business for 16 years.

The 184 companies identified for interviews
proved difficult to locate using Federal and
city government databases.

Over a third could not initially be located
with the information provided by the
government agencies or through the phone
directory. Eventually 83 percent were
successfully contacted and in business. Eight
percent were out of business. The remaining
9 percent of the companies were never found
after extensive efforts.

Nine percent of the companies contacted
claimed they never received the government
assistance.

Conclusion: An overwhelming majority of the
firms interviewed were satisfied with the Federal
assistance they received. They also highlighted the
need for greater investment in the business envi -
ronment. Federal resources that provided direct
support to inner-city firms did not appear to be
optimized to generate meaningful business and
job growth. Assistance was primarily focused on
small, inherently low-growth firms and did not
leverage opportunities to support companies with
high growth potential. In addition, to assess the
impact of the assistance, better data and monitor -
ing systems of recipients should be put in place.
While these findings are based on a small survey
sample, we believe they are relevant nationally.

Competitiveness and the Inner City Applying

the competitiveness framework outlined above to
the composition and overall direction of Federal
spending leads to the following observations
about the Federal role in encouraging inner-city
competitiveness.

Factor Conditions: Federal economic develop-
ment expenditures of $9 billion are overwhelm-
ingly directed to improving the quantity and
quality of factor inputs to business, primarily in
the form of job training and leveraging financial
capital from the private sector.

ICIC Initiative for a Competitive Inner City
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The customer base
totals more than 100
percent because two
companies reported
an equal (50-50) cus-
tomer base in differ-
ent locations. These

companies were

recorded as having

two primary cus-

tomer bases in two

locations.
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Job training and placement programs
represented the largest direct business-related
expenditures of any kind to reach the inner
city: $5.4 billion targeted economically
disadvantaged individuals, representing 90
percent of all urban spending on job training
and placement.

The significant leveraging of the $300 million
in direct Federal spending on financial capital,
primarily through credit enhancement
programs, represents the second largest dollar
investment into inner cities. This spending
leveraged roughly $2.5 billion of mainly debt
capital to inner-city businesses, representing
less than a quarter of the $10.9 billion
leveraged from the private sector to businesses
located in all urban areas.

Technical assistance spending for inner-city
businesses was modest — approximately $100
million — constituting a sixth of all spending
to companies located in urban areas. Yet there
were more programs providing business
assistance such as accounting, management,
and marketing from more Federal agencies
than for any other type of development
support — 25 programs in 7 departments.
Infrastructure spending, including transit,
public works, and land clearance and
acquisition, involved substantial resources —
$4.7 billion — but is often disconnected from
inner-city business development. Only $1.7
billion of this total flowed to inner cities
where the need for infrastructure investment
is often greatest.

Roughly $1 billion of crime-prevention
spending was focused on inner-city areas,
representing more than 40% of all such
spending to urban areas.

Other types of direct spending to inner

cities — Ez/Ec, research and development,
and economic development planning —
totaled just more than $300 million, about

a sixth of all such spending to urban areas.

Demand Conditions: The Federal Government
has a significant de facto impact on demand con -
ditions through $200 billion in annual procure -
ment spending. No estimates are currently avail-
able of how much of this spending is awarded to
inner-city businesses nationwide. Recent Federal
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Historically Underutilized Business Zones
(HuBzones) legislation suggests greater opportuni-
ties for expanding the number of inner-city busi-
nesses that bid on Federal contracts, as well as
expanding the customer base of these companies.
However, as with all set-aside programs, they
should guard against unnecessarily distorting
competition.
In Boston, 1996 Federal procurement
contracts to inner-city companies represented
more in dollar terms ($36 million) than all of
the Federal direct expenditures tracked in this
study ($25 million).

Clusters: Very few, if any, Federal programs are

directed toward upgrading and enhancing existing

and emerging industry clusters.
None of the 90 programs examined in this
study supported cluster strategy by design.
However, a few Federal departments,
including the Departments of Housing and
Urban Development and Commerce's
Economic Development Agency, have
supported research on regional clusters.
Greater connection needs to be made between
this research and local economic development
strategy, particularly around inner cities.
Recent legislation, such as the Workforce
Investment Act of 1998 to be administered by
the Department of Labor, provide
opportunities for using Federal resources in
cluster-based strategies.
A number of local initiatives identified
through the course of this study have used
Federal resources to support the key elements
of an inner-city-focused cluster strategy,
namely, information and data gathering,
private and public collaborations, and
resource-allocation decisions.

Conclusion: Most of the Federal programs
that affect inner-city business development focus
on improving the quality and quantity of factor
inputs, though sometimes without an explicit
business development agenda. Notably absent
from the design or intent of these programs is a
strategy that connects and leverages disparate,
scarce resources. Supporting a cluster approach,
which allows for local flexibility and innovation,
will help Federal resources achieve greater impact.



RECOMMENDATIONS

Our research suggests that a number of opportu-
nities exist to better utilize scarce Federal
Government resources in improving the competi-
tiveness of the inner-city business environment:

1 Competitiveness and business development
should be a central theme of an inner-city devel-
opment strategy. While the Federal Government
spends a substantial amount on programs related
to inner-city business development (approximate-
ly $9 billion annually), this total is far less than
that spent on consumption-oriented inner-city
programs such as welfare and housing.
Investment in business development produces sus-
tainable, self-reinforcing benefits in terms of job,
income, and wealth creation for inner-city resi-
dents. Progress in the business development agen-
da will enhance the effectiveness of virtually all
socially oriented programs.
Business development should be elevated in
the mix of Federal resources directed to the
inner city to make economic development
efforts more sustainable.

2 The elements of an inner-city economic devel -
opment strategy need to be integrated across
Federal agencies and between the Federal, state,
and local levels. Improving the competitiveness of
inner cities requires parallel progress in many
areas, ranging from transportation to job training
to regulatory streamlining. Yet economic develop-
ment programs and resources are highly frag-
mented, both at the Federal and local levels. The
lack of an explicit and coordinated strategy sub-
stantially diminishes their impact. The Federal
Government should organize itself to pursue a
coordinated inner-city economic development
strategy and take a leadership role in integrating
state and local efforts.

A Federal entity should develop guidelines

to better leverage resources across

departments and agencies and further

elevate inner-city business development

in national policy.

The Federal Government should provide

grants and incentives to catalyze local

government efforts that engage leaders from

across public and private sectors to coordinate

local inner-city economic development

initiatives.
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3 An explicit business development mission
should be incorporated into the design of Federal
programs that affect inner-city businesses. Some
of the elements most critical to inner-city business
development, such as transit, public works, and
crime prevention, are not traditionally perceived
as connected to business. As a result, these
programs are not designed with business develop-
ment needs in mind. Similarly, other potential
resource pools such as procurement spending
have not been well integrated into economic
development thinking.
Federal programs that directly or indirectly
affect inner-city business development should
have explicit business-related objectives
incorporated into their design.

4 Investments should emphasize improving the
business environment, rather than supporting
individual firms. Investing in the business envi-
ronment offers greater leverage and effectiveness
because it makes the inner city a more attractive
location for any firm. Such investments affect
many businesses and generate positive spillover
effects. Investing in the business environment,
such as in better transportation systems,
improved capital markets, and better workforce
training, will improve the capacity of a large
number of existing and new firms to compete.
The market can then decide which particular
firms will succeed. Currently, the primary mode
of directly assisting individual firms is through
financial institutions that provide loans and
investments guaranteed by the Federal
Government. These credit subsidies are transition-
al mechanisms to facilitate markets and ideally
should be reduced over time and eventually
ended. In some cases, individual firms are selected
for direct assistance to achieve political ends or
by nonprofits with limited business background.
An approach focused on the business environ-
ment avoids these potential pitfalls and promises
greater return on investment.
The preponderance of Federal Government
resources should focus on improving the
business environment and making the inner
city a more competitive location for any
business.

ICIC Initiative for a Competitive Inner City
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5 Cluster-oriented thinking and cluster initia-
tives should be integrated into inner-city econom-
ic development efforts. The formation of clusters
of related firms are essential to productivity
growth and a manifestation of competitiveness
throughout economies. Cluster analysis results in
better understanding of the competitive strengths
and weaknesses of a business location and also
identifies leveraged ways in which to increase
productivity, stimulate innovation, and spur new
business formation. Cluster initiatives are a pow-
erful tool for bringing the private sector together
with government and nonprofits to constructively
improve the business environment. While Federal
efforts have supported research on regional clus-
ters, few Federal programs have a cluster perspec-
tive. Cluster analysis must also be integrated into
local thinking and resource allocation decisions to
ensure that economic development strategies are
leveraged and build on local competitive
strengths. Cluster initiatives should identify and
assist all existing and emerging clusters, not
choose among them.
Funding should be provided for business
cluster analyses to identify the existing and
emerging clusters in metropolitan regions and
inner cities and highlight potential linkages
among them.
Grants and incentives should be provided
to local government to engage leaders from
both the public and private sectors in
coordinated cluster initiatives. Public/private
urban business development councils should
lead such initiatives.
Government resource allocation decisions at
the local level should be evaluated based on
existing and emerging local clusters. Cluster
thinking should be applied not only to the
areas traditionally associated with business
development such as job training and
technical assistance, but also to other areas
that affect competitiveness such as
infrastructure and crime prevention. Each
cluster has its own priorities and needs.
The Federal Government should act as a
clearinghouse for information
regarding local efforts across the country to
integrate cluster-oriented practices into
economic development strategies.

Inner-City Business Development:
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6 Direct assistance to individual firms should be
directed primarily at catalyzing the workings of
private markets. Assistance should be based in
part on impact and sustainability. While direct
support to individual firms is less leveraged than
improving the general business environment,
there may be occasions where working with indi-
vidual firms is justified, especially to catalyze the
development of private markets. Today, many
programs that provide direct assistance to firms
do so on a first-come, first-served basis, which
is an inefficient use of government resources.
Moreover, these resources are often focused
on assisting businesses that have no prospect of
significant revenue or job growth.
Programs should be designed to catalyze
functioning private markets such as bank
lending or work through other private-sector
entities such as trade associations, cluster
working groups, or mentoring relationships.
This approach will improve the business
environment and encourage greater linkages
between inner-city companies and the
mainstream economy.
Programs directly assisting companies should
measure and heavily weigh the company’s
growth potential and linkages to the local
and regional economy.

7 The performance of inner-city business devel-
opment programs should be better monitored and
assessed. The inner-city companies interviewed
for this study were difficult to find only one or
two years after having received government assis-
tance. This suggests that the outcome of assis-
tance efforts is not adequately monitored. Rather
than measure outcomes, most government pro-
grams measure outputs such as the number of
recipients and the amount of assistance provided.
Tracking the success and failure of government
assistance over time will help sharpen program
design, selection criteria, and evaluation of over-
all effectiveness. The Government Performance
and Results Act (GPRA) is a step forward in
requiring strategic and performance plans from
all Federal departments to measure program
outcomes.



Performance measures for inner-city business
development programs should monitor the
outcomes of these programs in terms of their
impact on business performance, growth, and
sustainability. Measures should include
business survival rates, revenue growth,
market expansion, and relationship to local
clusters.

8 The spatial flow of government resources
should be tracked and evaluated. Much of the
effort for this study was focused on tracking the
flow of Federal spending to low-income areas.
While some Federal program expenditures easily
related to zip codes, the distribution of others
required the use of proxies and rough estimates.
Understanding the spatial impacts of Federal

EXECUTIVE SUMMARY

programs is essential to efforts to ensure that
assistance is flowing to those communities in
greatest need.

Every Federal department and agency should
collect data to allow for tracking spending to
its final destination. This includes both direct
spending and indirect spending (such as
private-sector dollars leveraged by public
dollars). Infrastructure and crime prevention
spending should also be tracked based on its
geographic impact.

Responsibility to compile and analyze
geographic spending patterns should be
assigned to a single government agency or
research entity, ideally one that also has a
role in coordinating urban economic
development policies.

ICIC Initiative for a Competitive Inner City
in partnership with PricewaterhouseCoopers
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Objectives This study examines the role of the
Federal Government in inner-city® economic
development and provides broad recommenda-
tions on how to best leverage Federal resources to
create a competitive inner-city economy. Using an
urban and inner-city lens, this report provides a
comprehensive picture of how Federal direct
expenditures and credit enhancement programs
influence inner-city economic development, specif-
ically business development.

Assuming Federal funding for cities and inner
cities remains constant, it is important to look at
all Federal programs that influence inner-city
businesses to ensure that scarce resources are effi-
ciently employed and well leveraged and that
investments in people and places pay off.

The following questions are addressed in this
report:

+ What are the types and levels of Federal
direct expenditures related to economic
development that flow to America’s urban
and, in particular, inner-city areas?

+ How are these resources delivered to the
businesses and individuals that they are meant
to assist?

+ How can limited Federal resources be better
used to enhance the competitiveness of the
inner city as a business location?

Economic development, whether at the
regional or neighborhood level, is a complex
process. Many factors, including housing, health
care, education, and childcare, contribute to
improving economic conditions in low-income
areas. These factors alone, however, will not cre-
ate a sustainable economic base in inner cities.
Sustainable economic development in inner cities
will occur only as it has elsewhere, by employing
an economic strategy that emphasizes private, for-
profit business growth and job development.
Accordingly, 1cic narrowly defines economic
development around business development.

This study hopes to generate more attention
to the critical role that government can play in
inner-city business development. It offers a start-
ing point for discussion among both Federal poli-
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cy makers and local economic development
experts about the resources that should be consid-
ered part of a comprehensive inner-city business
development strategy, as well as the challenges
and opportunities that exist for implementing
such a strategy.

Approach The following summarizes the three
components of the research approach used in this
study:

1 The theoretical underpinnings of this research
are based on Professor Michael Porter’s work
on competitiveness. This work outlines the
key factors that make a location competitive.®
We have used Porter’s competitive advantage
framework to assess the congruence between
Federal programs and the factors that are
likely to enhance the competitive advantages
and mitigate the competitive disadvantages of
the inner city as a business location.

2 To understand the types and level of direct
Federal expenditures that flow to inner cities,
a Program Inventory of all Federal urban
economic development programs was created.
This top-down approach provides an
overview, across 14 Federal departments and
agencies, of Federal obligations for direct
expenditure and credit enhancement programs
in fiscal year (Fy) 1996.” Clearly one year of
spending will not capture the variation in
program spending over time. However, it does
provide an indication of the relative
magnitude of these programs.

Federal funds in the Program Inventory are
tracked to Boston and Boston’s inner city in a
Flow-of-Funds Analysis. Boston was chosen
as a case study because of its proactive
involvement in inner-city economic
development and because of the ease of access
to its data for icic. While the Boston inner
city may not be representative of all inner
cities across the country, much can be learned
from Boston regarding the delivery and
coordination of Federal resources at the

local level.

ICIC Initiative for a Competitive Inner City
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The Initiative for a
Competitive Inner
City (ICIC) defines
inner cities as those
urban areas with a
50 percent differen-
tial from the Primary
Metropolitan
Statistical Area
poverty and unem-
ployment rates.
However, any area
with a poverty rate
of 20 percent or
greater is automati-
cally included as
inner city.

6

A summary of
Professor Porter’s
research on this sub-
ject can be found in
his recent book, On
Competition
(Harvard Business
School Press, 1998).

7

Federal FY 1996 was
the latest year for
which complete data
was available at the
time of compiling
Program Inventory
and conducting
Flow-of-Funds
Analysis.



8

For recent discussions
on the role of the
Federal Government
in economic develop-
ment, see National
Academy of Public
Administration
(1995) and Harrison
and Weiss (1997).

3 An Inner-City Business Survey was developed
for a bottom-up approach to understanding
the kinds of businesses receiving Federal
Government assistance, the competitive
position of these companies, and their
experience with government programs. ICIC
conducted 40 in-person interviews with inner-
city companies in Boston that had received
Federal business assistance between 1995
and 1997.

The Federal Government’s role in economic
development is complex and multifaceted and
raises many questions, all of which cannot be

Inner-City Business Development:
Benchmarking Federal Spending and Guidelines for Action

answered in one study. Important questions, such
as to what extent the Federal Government should
be involved in economic development efforts, the
impact of Federal programs, and the role of taxa-
tion and regulation in the economic development
process have not been addressed here. While these
are critical pieces to any assessment of the role of
the Federal Government in inner cities, analysis
on these subjects has been conducted elsewhere®
and would go beyond the scope of this stage of
our work. It is hoped that this report will lead

to further discussion and research in these impor-
tant areas.



Defining Economic Development The term “eco-
nomic development” encompasses humerous
definitions, theories, and practices. Economic
development has been defined by the American
Economic Development Council as “the process
of creating wealth through the mobilization of
human, financial, capital, physical and natural
resources to generate marketable goods and
services,”® or more narrowly in other sources as
“policies that seek to increase wealth...by provid-
ing direct assistance to business.””*® While these
definitions focus on markets and business,

“in practice, distinctions between social, political,
economic development concerns are fuzzy.”**

The Initiative for a Competitive Inner City
(1cic) defines economic development narrowly
around business development.™ Two critical ele-
ments (Figure 1) underlie economic development:
(1) developing firms that are productive in their
operations and strategies and (2) creating a busi-
ness environment that supports and encourages
competitive firms. Having both of these elements
in place results in improved business growth,
profitability, and, subsequently, sustainable jobs
that raise income and wealth.

These dual imperatives are the cornerstone of
economic development. Prosperous areas are
those that are characterized by high and rising
levels of firm productivity: the value generated by
a day of work and a dollar of capital invested.
Firm productivity is determined in part by the
skill of firm management in developing efficient
operations and a competitive strategy. However,
it is also strongly influenced by the quality of the
business environment. For example, transporta-
tion infrastructure can be critical to a firm’s abili-
ty to efficiently deliver its goods and services.
Conversely, difficulty in finding skilled workers
can hamper a firm’s competitive position com-
pared with like firms in other locations. Both the
internal workings of a firm and the business
environment are integral to increasing productivi-
ty and competitiveness and spurring economic
development.

Location and Competition How companies com-
pete in a location is strongly influenced by the
quality of the business environment. The ability
of a firm to compete regionally, nationally, or
internationally can be greatly affected by many
of the factors that are determined by the business
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environment. Transportation, land assembly,
human resources, taxes, regulation, and the legal
system all affect a company’s capacity to com-
pete. The public sector, by allocating its scarce
resources, can play an important role in enhanc-
ing these aspects of the business environment.

Figure 1 The Dual Imperatives of Economic Development
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Understanding the business environment in a
location is challenging. Porter’s framework
describes four interrelated influences that affect
the competitiveness of the business environment
in any geographic area (see Figure 2):

1 Factor conditions or inputs. Factor inputs
are those inputs that firms draw upon in
competing. They include tangible assets such
as infrastructure, natural resources, and
human resources, as well as information and
administrative infrastructure, the legal system,
and university research institutes. To increase
productivity, factor inputs must improve in
efficiency, quality, and specialization.

2 Demand conditions. Demand conditions can
play a role in upgrading firms from producing
imitative, low-quality products and services
to competing on differentiation, or creating
unique products and services. The presence
of local customers who demand high-quality,
differentiated products and services can press
firms to improve.

3 The presence of related and supporting
industries, or industry clusters. Clusters are
geographic concentrations of interconnected
companies and institutions in a particular
field that both cooperate and compete.
Clusters encompass industry competitors, as
well as suppliers, buyers, firms in related
fields, specialized educational institutions, and
support services that are concentrated in
particular locations.
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4 Context for firm strategy and rivalry. The Combined, these four influences are mutually
context for firm strategy and rivalry refers to  reinforcing. Progress in all of them produces a
the rules, incentives, and norms governing the  dynamic, productive, and competitive business

type and intensity of firm competition, environment. The effect of each is contingent on
including regulation, permitting, and taxation. the state of the others. Consequently, economic
The greater the local rivalry, the more development requires simultaneous improvement
competitive the economy. in each dimension.

While clusters constitute one facet of the dia-
mond, they are best seen as a manifestation of the
interactions among all four facets. Clusters pro-
vide a new framework for understanding and
promoting business development.

Figure 2 Sources of Locational Competitive Advantage

A local context that encourages
appropriate forms of investment
and sustained upgrading

Vigorous competition
among locally based rivals

Context for
Firm Strategy:
and Rivalry

Factor (input) quantity Sophisticated and

and cost: Eactor SR demanding local customer(s)
Natural resources (Input)
Human resources Conditions Londitions Customer needs that

Capital resources
Physical infrastructure

anticipate those elsewhere

Administrative infrastructure Unusual local demand in

Information infrastructure specialized segments that

Scientific and technological can be served globally

infrastructure Related and
Supporting
Factor qli'ty industries
Factor specialization Presence of capable, locally
based suppliers
Presence of competitive
related industries
4 Inner-City Business Development:

Benchmarking Federal Spending and Guidelines for Action



Clusters, Competition, and the Inner City
Clusters are found in every national, regional,
state, and metropolitan economy. Examples of
clusters include furniture making in Grand
Rapids (m1), medical devices in Minneapolis
(MN), and information technology in “Silicon
Valley” (cA) and Boston (MA).

Clusters highlight the importance of location
and the business environment to competitiveness.
Because access to global markets and networks
are available to all companies, competitive advan-
tage can no longer be derived from sourcing
inputs from a distance. Instead, the enduring
competitive advantages in a global economy lie
increasingly in local factors — knowledge, rela-
tionships, and motivation — that distant competi-
tors cannot match. Close linkages with buyers,
suppliers, and other institutions offer competitive
advantages that lead not only to greater efficiency
but also to increasing rates of improvement and
innovation. Clusters reflect this new competitive
dynamic. While what happens inside companies is
important, clusters emphasize the vital role that
the immediate business environment plays outside
companies.

Clusters affect competition in three broad
ways: first, by increasing the productivity of com-
panies based in the area; second, by driving the
direction and pace of innovation; and third, by
stimulating new business formation.

Il THE COMPETITIVE ADVANTAGE
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Clusters and Inner Cities As in any economy,
businesses located in the inner city vary in size
and growth potential, related primarily to the
market they serve. While some serve the local
economy, others serve a broader market that
extends to metropolitan or national markets. All
of these businesses are important to inner-city
economic development; however, businesses that
serve wider and larger markets can often generate
greater benefits for the inner-city economy as a
whole in terms of job and wealth creation and
better connections to the regional economy. These
companies are often part of existing inner-city or
regional clusters or have the potential to link into
these clusters.

By understanding the business activity and the
cluster base of inner cities, business development
strategies can be created that build upon existing
assets and better leverage scarce resources. Figure
3 shows the clusters for Boston’s inner city. The
size of each bubble represents the number of jobs
in that cluster. Its vertical position on the chart
shows the percentage of total jobs in Boston that
each inner-city cluster represents: the higher up
the cluster, the larger its market share in Boston.
The horizontal position of the bubble represents
the average number of employees per firm — the
farther to the right, the larger the average firm.

Figure 3 Boston’s Inner-City Business Clusters
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(a) Based on 1993 number of employees at establishments.

(b) Infrastructure projects have the potential to increase share of construction cluster in future years. 5

Notes:



Many important insights can be gained by
examining the inner-city business base through a
cluster lens. First, employment and revenue trends
for each cluster can be ascertained, which pro-
vides a broader understanding of the strengths
and weaknesses of the economy. Second, linkages
between industries and companies that otherwise
would not be associated with each other can be
made, which may provide insight into common
business inputs, complementarities, or needs.

Many of the business clusters located in
Boston’s inner city are found in other inner cities
across the country. ICIC research in 12 inner
cities shows that inner-city clusters tend to be
similar across cities, in areas such as health care,
retail, commercial services, transportation,
tourism and entertainment, and manufacturing-
related industries (food processing, apparel, met-
alworking, furniture, etc.). This is often due to
the competitive advantages that inner cities pro-
vide for certain kinds of businesses. The inner
city’s strategic location — close to central busi-
ness districts and transportation nodes — creates
a competitive advantage for businesses that are
time- or logistics-sensitive, such as commercial
service, warehousing, and transportation compa-
nies. Figure 4 lists a number of clusters found in
the inner cities of Boston, Chicago, and Oakland.

Figure 4 Selected Inner-City Clusters

Boston

Healthcare
Commercial services
Food processing
Education

Tourism & entertainment

Retail

Oakland
Healthcare

Chicago
Healthcare
Commercial services Commercial services

Fabricated metals Food processing

Education High tech/multimedia
Transportation Transportation
Retail Retail

Source: ICIC and BCG (1996); ICIC and BCG (1998); and ICIC, Oakland Advisors, and BCG (1998).

Role of the Public Sector in Cluster Development
Government plays a variety of roles in encourag-
ing and supporting economic development.
Besides its overall goal of achieving macroeco-
nomic and political stability, it has an important
role to play in improving general microeconomic
capacity and competition in those areas outlined
by the diamond framework. With regard to factor
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inputs, developing an educated workforce and the
appropriate infrastructure and facilitating the
flow of economic information are areas in which
the public sector can have a major impact on
business performance. Likewise, in designing the
rules and incentives governing competition, gov-
ernment influences whether and how companies
grow and compete. Finally, through procurement
spending, the government can be a sophisticated
buyer of goods and services, pressing companies
to improve in their operations and strategy.

While these roles of government are necessary
for economic development, they may not be suffi-
cient. Especially as government begins to make
progress in its more basic roles, the role it can
play in cluster development and upgrading can
take on prominence. Government should aim to
reinforce the development and upgrading of all
clusters, not choose among them. The success or
failure of clusters should be determined by mar-
ket forces, not by government. All clusters are
important to economic development, though
efforts to support and upgrade them may have
to be sequenced for practical reasons.

Government can play an important role in
enhancing the competitiveness of clusters and the
business environment in general (Figure 5). As
a first step, government must recognize the exis-
tence of specific clusters and then work to remove
obstacles, relax constraints, and eliminate ineffi-
ciencies that hinder productivity growth and
innovation in the cluster. Government efforts to
upgrade clusters can include (1) improving
human capital through specialized education
and training programs, (2) cluster networks and
information sharing through forums for cluster
participants, or (3) public-sector resource alloca-
tion through aligning relevant government
departments around clusters.

The following chapters present an overview
of how the Federal expenditures currently influ-
ence business development in urban and inner-
city areas. These expenditures are then presented
in relation to the Competitive Advantage
Framework to understand how the Federal
Government might better deploy its resources to
enhance competitiveness. Examples of inner-city
cluster-based initiatives highlight the leadership
role of the public sector in enhancing inner-city
competitiveness.



Create specialized education
and training programs

Establish local university
research efforts in cluster-
related technologies

Support cluster-specific
information gathering and
compilation

Enhance specialized
transportation,
communications and other
infrastructure
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Eliminate barriers to local
competition

Organize relevant government
departments around clusters
Focus efforts to attract
investment around clusters

Focus export promotion around
clusters

Sponsor forums to bring together
cluster participants

Cluster-specific efforts to attract
suppliers and service providers
from other locations

Establish cluster-oriented
industrial parks, or supplier parks

Figure 5
Government
Influences on
Cluster
Upgrading

Create streamlined, pro-
innovation regulatory
standards affecting the
cluster to reduce regulatory
uncertainty

Act as sophisticated buyer
of the cluster’s
products/services

ICIC Initiative for a Competitive Inner City 7
in partnership with PricewaterhouseCoopers



Historical Overview During the past four
decades, the Federal Government has been an
important force in the economic development of
socially and economically distressed urban areas.
Federal programs and policies with a geographic
focus have had variable success. Urban Renewal
of the 1950s, through which neighborhoods were
razed and replaced by highways, municipal com-
plexes, and housing projects, is generally taken

as the model of urban development against which
all subsequent efforts were designed. Following
Urban Renewal, Federal efforts concentrated on
more decentralized and bottom-up approaches to
economic development. The Model Cities of the
1960s and the succeeding Grants-in-Aid programs
of the 1970s were designed with such devolution
of decision making in mind.

Today, the Empowerment Zone/Enterprise
Community (ez/ec) Initiative is the Federal
Government’s signature urban economic revital-
ization effort. This Initiative contains elements
from prior programs plus some novel approaches.
It relies on a bottom-up approach, requiring a
comprehensive local strategic plan that not only
addresses the economic concerns of the designat-
ed areas but also addresses their social service
needs. Moreover, it requires significant investment
commitments from the private sector.
Communities awarded an ez or Ec designation
receive a package of direct grants, loans, and tax
incentives from the Federal Government.

While Ez/ec remains the main Federal urban
initiative, an overwhelming majority of Federal
investments reach the inner city through relatively
less visible programs that are larger in dollar
amounts and that flow annually to the inner city.
Among these are formula-grant job training and
placement programs, as well as highly leveraged
credit programs. These significant pools of
resources are often not strategically integrated
into inner-city economic development efforts.

Federal economic development tools can be
categorized into five types: direct expenditure,
credit enhancement, tax expenditure, regulation,
and government-sponsored enterprise (GSE) activi-
ty.”® This study primarily examines direct expendi-
ture and credit enhancement programs. Tax
expenditures and GSE activities are only cited
when benchmarking economic development
expenditures against housing expenditures.

Il THE FEDERAL GOVERNMENT’S ROLE IN
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Federal Urban and Inner-City Spending
Understanding what Federal resources flow to
inner cities requires identifying both the Federal
programs and the dollar flow to urban and inner-
city areas.

1 Methodology

To identify the potential universe of economic
development programs—the Program Inventory—
Icic searched the 1996 Catalog of Federal
Domestic Assistance (CFDA), using 31 key words.
These key words included such terms as business
development, capital, crime, economic growth,
and employment (see Appendix A) and generated
a list of 312 programs. An additional 10 to 15
programs were identified from alternative
sources.

In order to focus on urban economic develop-
ment, specifically business development, icic
excluded from the list of 312 those programs
designed for rural areas, general and vocational
education, and social and community service (see
Appendix A for a full listing of exclusion crite-
ria). The exclusion criteria eliminated 230 pro-
grams, with 90 remaining in the universe—name-
ly, the Program Inventory—for in-depth analysis.
Figure 6 shows examples of the 90 programs list-
ed in Appendix B.

13

Direct expenditures
provide direct fund-
ing for job training,
direct loans, salaries
and expenses for
programs, etc. Credit
enhancements refer
to the use of guaran-
tee facilities and pur-
chase of securities of
institutions that pro-
vide credit to busi-
nesses. Tax expendi-
tures are the dollar
equivalent of the
taxes forgone by the
Federal Government
through offering tax
credits and deduc-
tions. GSE activities
refer to institutions
like the Federally-
chartered Fannie
Mae that secure
loans and mortgages,
making greater
amounts of capital
available in the
markets.

Figure 6 Examples of Programs in the Program Inventory

Type of Program Examples of programs

DOL Job Training Partnership Act;
DOL Employment Services; HUD Youthbuild

Job Training & Placement

Capital
HUD Section 108

Infrastructure

Crime Prevention

Technical Assistance

EZ/EC

Research and Development

Economic Development
Planning

SBA 7(a); SBA Small Business Investment Companies;

DOT Transit; DOC Public Works; HUD CDBG
(Acquisition and clearance & public works spending)

DOJ Weed & Seed; DOJ Community Policing

DOC Manufacturing Extension Partnership;
SBA Small Business Development Centers

HHS Social Service Block Grant (administered by HUD)

DOC Advanced Technology Program;
SBA Small Business Innovations Research

HUD Community Outreach Partnership Centers;
DOC State and Local Economic Development Planning

ICIC Initiative for a Competitive Inner City
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Ascertaining Program Spending Icic exam-
ined the Federal obligations for these 90 pro-
grams for Federal Fy 1996, the latest year for
which complete data was available when con-
ducting the research. Few of these programs
break down the flow of expenditures by geogra-
phy, either urban vs. rural or urban vs. inner city.
Ascertaining just the urban portion of spending
required making some assumptions and estima-
tions. For example, the predominantly urban-
focused programs — e.g., the economic develop-
ment component of HUD’s Community
Development Block Grant program — were
included without accounting for any potential
rural spending. The spending of programs that
lacked a clear urban focus were adjusted for non-
urban spending. For instance, urban areas
received 77 percent of the $2.5 billion in loans
guaranteed by the Small Business Administration
(sBA) 504 program. Hence, the spending and pro-
gram size figures for this program reflect only the
urban spending portion.

Unless noted otherwise, the spending esti-
mates for credit enhancement programs include
only the direct expenditures of the programs, not
the leveraged amounts. By leveraged, we mean
direct program expenditures that facilitate pri-
vate-sector lending or investment through guaran-
tee facilities or purchase of securities. The sBA
7(a) program, for instance, had $78.4 million in
budgetary obligations that guaranteed a loan
portfolio of $7.7 billion.

Spending Patterns within Urban Areas After
identifying the urban business programs and their
spending, programs were further analyzed on

Figure 7 Federal Economic Development Obligations

their general urban or inner-city focus. The
Department of Labor jTPA Adult and Youth
Training program, for instance, is predominantly
an inner-city-focused program. On the other
hand, its Employment Services program does not
target economically or socially distressed areas.
Many transportation and crime-prevention pro-
grams also lack an inner-city focus. In such cases
our estimates of inner-city spending relied on
proxy data (see Appendix A).

2 Findings

In Fy 1996, the Federal Government spent
approximately $15.8 billion on urban economic
development programs. This constitutes 1 percent
of total Federal spending in 1996. More than half
of these obligations — $8.9 billion — was direct-
ed to inner cities (Figure 7). For comparison, the
Federal Government had direct expenditures of
roughly $28 billion for housing, primarily in the
form of Section 8 rental subsidies, and $19 billion
for food stamps in metropolitan areas (see
Appendix C). These numbers suggest that a
greater proportion of Federal resources flowing to
inner cities are for consumption purposes, which
meet day-to-day needs, rather than investment
purposes, which increase productivity over the
long-term.

Spending by Department For all urban eco-
nomic development spending, the Department of
Labor (DoL) provides the largest resources in the
form of workforce development dollars. boL
spent $4.7 billion, or 30 percent of the total
$15.8 billion, in Fy 1996. Spending by the
Departments of Transportation ($3.6 billion) and
Justice ($2.3 billion) follow, with spending pri-
marily on transit and crime prevention.

by Department (FY 1996) With regard to inner cities, again the
Department of Labor represents the largest share
of the direct spending ($4.3 billion), followed by
the Departments of Housing and Urban
Development ($1.2 billion) and Health and
Human Services ($1.2 billion).

Spending by Program Type Many Federal
departments oversee a variety of programs and
activities. For example, boL, HUD, and HHs all
fund job training and placement programs. The
following analysis examines Federal spending by
activity or type of program to understand the
entire portfolio of Federal programs that influ-

Urban Inner City
$8.9 billion

$15.8 billion

o moence 7
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Il THE FEDERAL GOVERNMENT’S ROLE IN
INNER-CITY BUSINESS DEVELOPMENT

Figure 8
Portfolio of Federal Government Business Development
Programs (FY 1996, $ in Billions)
ence urban business development. Figure 8 shows
Federal spending by types of programs — i.e.,

capital, job training, etc. The darker shades repre- 02
sent total spending in urban areas for Fy 1996, +
while the lighter shades represents estimates for Econom ic Davelopm ant Planning F02

how much of that spending reached the inner city.
Job training and placement programs repre-

sent the largest direct expenditures to reach inner iy $0.6 BN Urban Cirect
cities. In Fy 1996, $5.9 billion was spent on these oz Bipendhres
programs, 90 percent of which was directed to EL/E- J0 2 Frer Gty Diract
inner cities and inner-city residents. Eipanditures

In dollar terms, the facilitation of capital to A BEE Utban-Private
. . . . . An-Fnea
inner-city businesses is the second most important h-"'ﬂ'E Dellars Levaraged
flow of Federal resources to inner cities. Credit Tachrical Asisance T 6
enhancement programs, while small in terms of e E""ﬂf’ City-Privae

direct expenditures, leverage a substantial amount o
of private investment. Roughly $2.5 billion in

capital for inner-city businesses was leveraged by 124
$300 million of direct expenditures, yielding a
leverage ratio of 9 to 1. While significant, this
amount represents less than a quarter of total

Reeszarch ared Deseslopmn entdA.2

capital leveraged for all urban businesses — T D
approximately $11 billion. Direct spending of
$600 million for all urban lending therefore Critne P fon F22

results in a leverage ratio of roughly 18 to 1. The
differences in leveraging ratios between urban
and inner-city programs can be explained in part
by the fewer credit-enhancement programs direct-
ed to lower-income areas.

After labor and capital, the largest Federal
Government expenditures for inner cities are in nfasnucure R4.7
infrastructure and crime prevention.

Infrastructure spending in inner cities, which

includes transit, public works, land acquisition '
and clearance, and brownfields, represents rough- .4

ly $1.7 billion, or less than 40 percent of the total
$4.7 billion spent for all urban areas.
Approximately $1billion was spent on inner-city
crime prevention, including mostly community
policing grants but also some local law enforce-
ment, Byrne formula, and Weed and Seed grants.
This amount is less than half of the total estimat-
ed spending for all urban areas.

After these four major areas of expenditure,
namely job training, capital, infrastructure, and
crime prevention, spending drops off significantly
for the other major categories.

The signature urban development program of
the Federal Government, the Empowerment

Job Trairing & Placem ant 35 9

Fox




Figure 9

Zone/Enterprise Community (Ez/EC) Initiative,
pales in size by the $9 billion that annually flows
to inner cities from ongoing Federal programs.
An estimated $750 million in direct spending was
directed to urban designations over a 10-year
period. Additional resources of $300 to $900 mil-
lion (no exact figures exist) were also made avail-
able from other Federal programs, primarily
through HuD’s Section 108 and Economic
Development Initiative (the Fy 1996 commit-
ments from these programs have been accounted
for under “capital” above).

Federal spending on technical assistance (TA)
for all urban areas is less than $600 million, with
slightly more than 10 percent of this spending
directed to inner-city businesses. Compared with
credit programs, technical assistance provided to
urban businesses amounted to five cents for every
dollar of capital invested. In contrast, for inner-
city businesses, technical assistance spending
amounted to only a fraction of a cent for every
dollar of capital invested.

Finally, spending for research and develop-
ment and economic development planning have
limited connection to inner-city business develop-
ment. The Federal Government spent $1.3 billion
for research and development, primarily directed
to small businesses through the Small Business
Innovations Research program to develop new
products and services. Little, if any, of this fund-
ing flows to inner-city businesses, though it is not
possible to determine exactly how much using
current data.

The $200 million for economic development
planning represents the total Federal funding
available for economic development planning
research. Forty percent of this total comes from
the Department of Transportation, primarily for
transit studies. Nearly one-fourth was obligated

Multiplicity of Federal Urban Economic Development Programs

Type of Program

Number of Programs Number of agencies

Job Training & Placement 18 4
Infrastructure 8 4
Capital 18 7
Technical Assistance 25 7
Crime Prevention 6 1

Source: ICIC Flow of Funds Analysis
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to the Department of Defense’s Base Reuse
Planning. The remaining programs, totaling $72
million, are primarily from the Departments of
Housing and Urban Development and Commerce.
IciC estimates that only $14 million of the $200
million are focused on low-income areas.

In sum, the Federal government spent $16 bil-
lion on urban economic development programs
related to business development, $9 billion of
which influenced inner city-areas and residents.
Federal credit enhancement programs leveraged
$11 billion in private-sector capital for all urban
business, $2.5 billion of which went to inner-city
companies.

Multiplicity of Programs One persistent fea-
ture of Federal efforts is the variety of programs
that provide similar assistance run by numerous
agencies (Figure 9). There are, for instance, 25
technical assistance programs offered by 7
Federal agencies (though technical assistance is
one of the smallest expenditure categories). Also,
despite the large consolidation of job-training and
placement programs in the early 1980s, there are
18 such programs offered by 4 different agencies.
Changes in job-training programs by the
Workforce Investment Act of 1998 have further
helped to consolidate programs.

Conclusion on Federal Spending In Fy 1996, of
the roughly $16 billion in Federal spending that
affected urban business development, approxi-
mately $9 billion flowed to inner cities. The $16
billion in spending represents approximately 1
percent of the $1.6 trillion Federal budget and
compares with approximately $28 billion of
Federal direct spending on housing (primarily
urban) and $19 billion for food stamps in metro-
politan areas. This illustrates that significantly
more of the resources flowing to the inner city are
for consumption purposes than for investment
purposes.

The largest Federal direct expenditures to
inner cities are in job training and placement pro-
grams. Workforce development spending consti-
tutes over half of all business development expen-
ditures flowing to inner cities. Capital, facilitated
by credit enhancement programs, is the second
largest resource to reach inner cities, though only
a fourth of the overall capital leveraged for urban
businesses flows to inner cities.



Il THE FEDERAL GOVERNMENT’S ROLE IN

INNER-CITY BUSINESS DEVELOPMENT

FEDERAL PROCUREMENT SPENDING

The Federal Government has long realized the significance of
Federal procurement spending as an economic development
tool. The New Deal era Works Progress Administration was
based on a public-spending model of economic growth. Today,
the Federal Government spends more than $200 billion a year
on the procurement of goods and services. It also has many pro-
grams in place to make these contracts available to socially and
economically disadvantaged groups. The SBA 8(a) certification
program and its adjunct 7(j) technical assistance program pro-
vide certain advantages to qualifying companies in securing
Federal contracts. There are currently more than 6,000 8(a)-cer -
tified businesses in
the country. Several

mentor-protégé Total Dollars

will be subject to an annual review tracking the distribution
and type of contracts, as well as the business profiles of the
contractors.

Of all the Federal procurement initiatives, the HUBZone
offers the greatest potential for inner-city businesses to tap into
Federal procurement spending. A great many of the 8(a)-certi-
fied companies are not located in inner cities. Although no sys-
tematic nationwide analysis is available, the ICIC Boston analysis
(see Chapter 1V) shows that out of the eight businesses certified
by the 8(a) program, only two were located in Boston’s inner
city. It is too early to analyze the potential impact of this pro-
curement targeting. The simple facts of procurement spending in
Boston’s inner city, however, reveal an interesting pattern.

No. of Contract Per Capita Percent of Total

Figure 10 Overview of Federal Procurement Spending (FY 1996)

Percent of Total

T e
concerned with
providing business- Nation $197,580 14,650,638 $745 28% 21%
to-business adviso- Massachusetts $6,230 13,600 $1,035 N/a 13%
ry services to small Boston $469 1,139 $859 N/a N/a
or disadvantaged Boston Inner City $36 285 $132 20% 44%
Federal contractors. Source: ICIC analysis of GSA data

Despite the Notes: (a) Spending is by place of c_qntr_actor, not by_ plgce where contract performed. o . )

(b) ""Mods"" stands for modifications. For definition of *'contract actions and modifications" see Federal Acquisition Regulation.

effort to address
the developmental
needs of the economically disadvantaged, Federal procurement In 1996, 8 percent of the Federal procurement spending in
efforts have not been explicitly focused in their geographic tar- Boston was contracted to businesses located in the inner city
geting. In 1997, however, Congress approved the HUBZone (Figure 10). Of the total $36 million in procurement spending in
(Historically Underutilized Business Zone) legislation that enables  Boston’s inner city, 53 percent was for supplies and equipment,
businesses located in these zones, which are areas of generally 28 percent was for construction, 13 percent was for services,
low income and high unemployment, to have a higher chance of and 6 percent was for research and development. The 53 per-
securing Federal contracts. HUBZones are located in more than cent for supplies and equipment, however, constituted 77 per-
7,000 urban census tracts and in 900 mostly rural counties. The cent of all Boston contracts in that category. Most interesting,
first HUBZone contracts are to be awarded in 1999, with the however, the total of Federal procurement spending was 1.5
first-year goal of awarding more than $2 billion. In five years, times the spending level of all of the Federal economic develop-
this amount is expected to increase to 3 percent of Federal pro- ment programs put together (see Chapter V).
curement dollars or $6 billion each year. Very much like the
annual review of 8(a) contracts, HUBZone-awarded contracts

The other major influences on inner-city busi-  assistance across many agencies. In particular,
ness development are primarily made up of technical assistance, job training, and credit
spending on infrastructure and crime prevention.  enhancement programs are highly fragmented.
Assistance directly to businesses in the forms of Finally, the substantial amount of annual
technical assistance and research and develop- Federal procurement spending can be viewed as a
ment are miniscule and represent only a fraction potential inner-city business development
of total inner-city spending. resource, if more contracts are awarded to com-

The Ez/EC initiative, while the signature petitive inner-city businesses (see above). The
Federal inner-city program, is relatively small in recent HUBzonNe legislation is a promising step
comparison with all of the resources flowing to to enable inner-city businesses to compete in this
inner cities on an annual basis. market, as long as competition is not unnecessari-

Many of these programs are delivered through ly distorted.
a multiplicity of programs that provide similar

ICIC Initiative for a Competitive Inner City 13
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Flow of Federal Funds to Boston’s Inner City To
examine the influence of Federal urban economic
development programs at a local level, icic
tracked the flow of these expenditures to Boston
and its inner city.
1 Boston Study Area

Using this study’s definition of economic dis-
tress (poverty or unemployment rates at least 50
percent higher than those of the Primary
Metropolitan Statistical Area or a poverty rate of
at least 20 percent), 10 zip codes out of Boston’s
31 were identified as inner city and represent the
Boston Study Area.™ These 10 zip codes cover
areas of Boston generally considered low income:
Dorchester, Mattapan, Roxbury, South Boston,
and East Boston (Figure 11). The study area is
larger than the one covered by Boston’s Enhanced

Enterprise Community (Eec), though the Eec cov-

ers Chinatown, an area not included in this study.

IV THE FEDERAL ROLE — A BOSTON CASE STUDY

Figure 11 Boston’s Inner City

Alkston

Mewton

Erackline

BOSTON FLOW-OF-FUNDS METHODOLOGY

Different approaches were used to track the flow of Federal
funds into Boston and its inner city. For many credit programs,
transaction-level data were available from Federal sources that
included the address and zip code of the loan/equity investment
recipient. For these programs, the exact dollars flowing to busi-
nesses located in inner-city zip codes were determined. For
instance, this was the case for all of the SBA credit programs,
with the exception of the Microloan program.

In the case of job training and technical assistance pro-
grams, the distribution of the spending to Boston and Boston’s
inner city was estimated based on the utilization or activity rate
of the program for each of the zip codes in the city.t

For crime-prevention programs, other than specifically
inner-city-targeted programs (e.g., Weed & Seed), the Boston
spending was distributed to inner-city zip codes, using the num-
ber of police officers in each police area.tt For transit spending,
all capital expenditures were allocated to the zip codes in which
they occurred. The operating expenditures were prorated, using
mode-of-transport and ridership information for each zip code.

In the absence of transaction-level or any other zip-code-
level data, discussions with program managers at the local level

helped with best estimates.

In all cases where a business was a program beneficiary, the
flow to the businesses was deemed adequate as an estimation
of the flow to the zip code (i.e., if the business, in turn, used
some or all of the funds outside the zip code, that outflow is not
captured in our analysis; likewise, if a business outside the target
zip codes received funding and spent all or some of the funds
inside the target zip codes, our analysis would not capture that
fact). This is also true of our analysis of Federal procurement
spending.

T For instance, in FY 1996, the DOL spent $1.18 billion on the Job Corps
program. The number of Boston residents utilizing the program was 184
out of a national total of 67,774; hence, 0.27 percent of the national total,
viz. $3.2 million, “flowed” into Boston. The number of Boston residents
who were from Boston’s inner-city zip codes was 130; hence, 70.6 percent
of Boston’s share “flowed” to its inner city.

11 Calculating the flow of crime-prevention spending is a complicated
task. First, police zones are not identical to zip codes, nor do they have
the same boundaries. Only 6 of the 13 police zones in Boston were made
up either entirely of inner-city zip codes or entirely of non-inner-city zip
codes. We, therefore, used data from these six ““homogeneous” zones
and extrapolated from them to the whole city, based on the relative num-
ber of residents. Second, the Boston City Police did not keep track of
where the non-targeted Federal funds went; therefore, we used the num-
ber of police in the six “homogeneous” zones to allocate the non-targeted
Federal funds.

ICIC Initiative for a Competitive Inner City

in partnership with PricewaterhouseCoopers

Area included

cquincy @ Inner city

@ Rest of Boston

Source: Strategies for Boston'’s
Inner-City Business Growth,
The Boston Consulting
Group in partnership with
ICIC, December 1996;
1990 Census; Boston
Redevelopment Authority.
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Based on the 1990
U.S. Population
Census, the following
zip codes met the
ICIC inner-city crite-
ria: 02118-02120 in
Roxbury; 02121-
02125 in Dorchester;
02126 in Mattapan,
02127 in South
Boston; and 02128 in
East Boston.
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Figure 12 Flow of Federal Spending to Boston and Its Inner City (FY 1996, $ in millions)

Program Type

Federal

IC share
of Boston

Job Training & Placement $5,873.1
Infrastructure $4,682.4
Crime Prevention $2,268.9
R&D $1,311.1
Capital $582.0
Technical Assistance $588.2
Empowerment Zone $300.0
Other $198.9
TOTAL $15,804.5

Boston Boston
Inner-City
$14.5 $10.2
$33.1 $2.4
$7.4 $3.4
$44.8 $0.17
$10.9 $5.6
$1.7 $0.6
$3 $2.2
$0 $0
$115.3 $24.6

71%
7%
46%
0.4%
51%
38%
75%
n/a
21%

Figure 13 Federal Spending in Boston’s Inner City: Total $24.6 million
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Figure 14 Amounts of Loans and Investments Facilitated by Federal
Credit Programs in Boston: Total $60 million (FY 1996, $ in millions)
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2 Boston Findings

Of the $16 billion in Federal urban economic
development programs, Boston received about
$115 million. Approximately $25 million of this
benefited Boston’s inner-city businesses and resi-
dents (Figure 12).

In FY 1996, the funds to Boston’s inner city
came primarily from HUD (29 percent) and the
Department of Labor (28 percent), with the HHS
(now-defunct) JoBs Training Program and the
Department of Justice each contributing about 14
percent of the total (Figure 13).

Similar to spending nationwide, inner-city
funds in Boston were primarily spent on job
training and placement (41 percent) and capital
(22 percent) which includes cDBG business devel-
opment loans, facade improvement grants, and
direct spending on sBA financing programs
(Figure 13). The Empowerment Center funding
was primarily used for job training and literacy
programs.

Crime prevention, mostly in the form of
spending on community policing, constituted 14
percent of the Boston total. The 10 percent spent
on infrastructure includes transit, cCDBG acquisi-
tion and clearance, and brownfields pilot
spending.



Direct spending of $5.6 million on credit pro-
grams facilitated more than $12 million in loans
and investments (20 percent of the Boston total of
$60 million) to inner-city businesses (Figure 14).
Included was a mix of long-term financing from
sBICS, shorter-term loans from the sBA 7(a), and
variety of business loans and grants from HuUD
programs. With $5 million in commitments, HUD
programs were the largest contributors to direct
business financing in the Boston inner city.

Normalizing Boston Spending To understand
the magnitude of this spending relative to need,
spending for Boston and its inner city is normal-
ized in Figure 15 using variables such as small
business revenue, number unemployed, number of
crimes, and so on (see Appendix C for details).
Normalizing allows for a comparison of spending
between geographic areas that differ in demo-
graphic and economic conditions.

Job Training: The $15 million job training
and placement funding amounts to $504 per
unemployed individual throughout the City of
Boston. This represents $321 per unemployed
person in non-inner-city Boston and almost dou-
ble that amount ($662) per inner-city unem-
ployed.

Crime Prevention: Crime-prevention spending
relative to the number of crimes committed is
slightly higher in the inner city than the spending
for non-inner-city areas of Boston.

Credit Enhancement: The $60 million in cred-
it programs amounted to $25 per $10,000 in rev-
enues for small businesses in Boston, $24 per
$10,000 in revenues for non-inner-city small busi-
nesses, and $27 per $10,000 in revenues for
inner-city small-business.

Technical Assistance: Technical assistance pro-
grams spent close to $109 per small business in
the Boston inner city. This compares with only
$41 per small business outside the inner city.

This analysis suggests that in proportion to
factors such as number of small businesses or
unemployed residents, Federal urban business
development spending reaching the Boston inner
city was proportionally equivalent to, or greater
than, the amount reaching the rest of Boston.

Delivery of Federal Business Development
Programs Understanding the delivery system of

IV THE FEDERAL ROLE — A BOSTON CASE STUDY

Normalized (FY 1996)
Spending Type Boston Boston

(Total) | (Non-Inner-City)

Job Training & Placement
(per unemployed) $504 $321

Crime Prevention (per crime) $166 $150

Credit Programs (per $10,000 revenue
generated by small businesses) $25 $24

Technical Assistance
(per small business) $54 $41

Figure 15 Federal Urban Business Development Programs in Boston:

Boston

(Inner-City)

$662
$191

$27

$109

Sources:American Business Disk (1997, 2nd Edition); 1990 Census data, U.S. Census Bureau, Dept. of

Commerce; Boston Police Department; and ICIC Flow-of-Funds Analysis.

Federal urban economic development efforts
offers insights into both the opportunities and the
constraints that the delivery process places on
devising and implementing strategy.

Figure 16 is a simplified sketch of the delivery

of Federal programs to the City of Boston.
Federal agencies, represented in the top layer of
the public-sector ““band,” deliver their programs
through the private-sector financial institutions,
state and local governments, third-sector interme-
diaries, and, at times, directly to firms and indi-
viduals. Third-sector intermediaries are non-pub-
lic-sector organizations, service providers, and the
like that work under contract from Federal, state,
and local government agencies to implement pro-
grams.

The system’s complexity is apparent, even in

such a greatly abstracted representation. This
picture, however, highlights three main character-
istics:

The delivery system is highly fragmented,

in terms of both decision-making agents and
delivery mechanisms.

State and local governments play a critical
role in deciding how Federal funds are
delivered, and therefore in setting economic
development policy.

The third-sector intermediaries play a crucial
role in the delivery of programs.

These characteristics show both the opportu-

nities and the constraints for introducing change
in strategic planning, coordination, and efficiency
of delivery.

ICIC Initiative for a Competitive Inner City
in partnership with PricewaterhouseCoopers
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Figure 16 Delivery of Federal Urban Economic Development Programs to Boston
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Fragmentation and Diversity The delivery sys- Government delivers its programs through six
tem is highly fragmented, in both the number of mechanisms:
decision makers and the types of delivery mecha-
nisms. Programs often have a “silo”-like flow 1 Grants to state and local governments
from the Federal agency to the ultimate beneficia- 2 Guarantees to for-profit lenders/investors
ry, with very few points of coordinated decision 3 Guarantees to third-sector lending/investors
making across agencies and programs. For 4 Assistance to local governments in borrowing
instance, spending from the Department of Justice from the private sector
is delivered independently of all other Federal 5 Direct Federal grants/contracts to third-sector
programs. Likewise, in the case of credit pro- intermediaries
grams from HUD, sBA, and the Department of the 6 Direct Federal to business assistance
Treasury, there are very few mechanisms in place
to coordinate or deliver the programs more Of these delivery mechanisms, by far the
strategically. largest number of dollars flows through grants to
Figure 16 illustrates that the Federal state and local governments.
18 Inner-City Business Development:
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Role of State and Local Governments State
and local governments play a very significant role
in deciding how Federal funds are delivered.
Substantial Federal economic development
resources pass through state and local govern-
ments, which influence how and where the funds
are spent.

Close to $12 billion of the Federal economic
development programs examined in this study
flowed through state and local governments at
the first level of their delivery.

The state and local governments eventually
deliver these programs through either their own
agencies or the private sector (whether for-profit
or not-for-profit). As discussed earlier, program
spending might go through several layers of pro-
cessing and decision making before reaching the
ultimate recipient.

Third-Sector Intermediaries The third-sector
intermediaries play a crucial role in the delivery
of Federal programs. Third-sector intermediaries
are private-sector entities, for-profit or not-for-
profit, such as community development corpora-
tions, specialized service providers, and the like,
that work under contract from Federal, state, or
local agencies to implement programs and deliver
business development resources to the ultimate
program beneficiaries. With 12 arrows pointing
to this sector in Figure 16, it is clear that much of
the delivery of Federal programs depends on this
sector.

The Flow-of-Funds Analysis identified more
than 130 such intermediaries delivering Federal
programs to Boston in 1996. An overwhelming
majority of these intermediaries offer programs in
human services — e.g., job training and place-
ment services (Figure 17).” The programs of the
Department of Labor rely primarily on these
intermediaries (91 in Fy 1996). This is followed
by HHs (22), HuUD (20), and Education (20).
There is a sharp drop for all other agencies to 2
to 4 such intermediaries.

The amount of money passing through and
the large number of these third-sector intermedi-
aries underscore the importance of these organi-
zations in the execution of Federal economic
development efforts. The significance of this sec-
tor, however, raises many questions about its
capacity to meet the challenges of inner-city busi-
ness development. Critical to their success is a

IV THE FEDERAL ROLE — A BOSTON CASE STUDY

strong set of business skills and the ability to
leverage private-sector resources. A greater under-
standing of these organizations and their inclu-
sion in any strategy process is critical to the suc-
cess of economic development efforts.

What Inner-City Businesses Say — A Survey
1 Methodology

As part of the bottom-up approach to assess-
ing the role of government programs in stimulat-
ing inner-city business development, ICIC devel-
oped and conducted an extensive inner-city busi-
ness survey in Boston. The survey sought to iden-
tify both the recipients of the funds and the use
and impact of the funds.

The survey focused on four major areas:

+  The general profile of inner-city businesses
receiving assistance

+  The competitive advantages and
disadvantages of the businesses and the
inner city as a business location

+ The location of customers, competitors,
and suppliers

+  The experience of inner-city businesses with
government economic development programs

The majority of interviews were conducted in
person with the business owner at his or her place
of business. The interview covered 113 questions
and typically lasted one hour.

15

The high number and
concentration of
human service non-
profits in Boston is
not very surprising, in
light of available
national statistics. An
Urban Institute
analysis of this sector
in 1997 shows that
close to 37 percent
of all 150,000 non-
profits in the country
were in human ser-
vices. The New
England states are
among the top in the
concentration of the
nonprofit sector (up
to 15 nonprofits per
10,000 population),
whereas more than
15 states, mostly in
the South, had the
lowest concentra-
tion—as low as 4 per
10,000 population.

Figure 17 Number of Third-Sector Intermediaries in Boston * (FY 1996)

Job Training Technical

& Placement | Assistance
Non profit 44 7 5
For-profit
(non financial) 38 43° -
Academic 25 2 -
Trade Organizations 2 3 -
TOTAL 109 16 5

Credit®

Infra- TOTAL
structure
3 59
- 38
- 27
- 5
3 1334¢

Source: ICIC Flow of Funds Analysis
Notes:

(a) This table captures only the first layer of non profits delivering programs. At times, a third- sec-

tor intermediary contracts with other types of intermediaries, for-profit, academic, etc., to deliver
programs. Those second layer intermediaries are not captured in these numbers.
(b) Private, for-profit financial institutions, including 10 banks and 3 SBICs, were excluded from the

analysis.

(c) This is an estimate based on a survey that we conducted on Boston inner-city businesses. We
came to learn that the Empowerment Center, for instance, was primarily relying on for-profit con-

sultants to deliver its technical assistance.

(d) There is a total of 130 third-sector intermediaries. The total here is slightly higher because 3
organizations received contracts to deliver different categories of assistance.

ICIC Initiative for a Competitive Inner City

in partnership with PricewaterhouseCoopers

19



Figure 18 Status of Boston Inner-City Businesses Contacted for Survey tacted, 40 were interviewed, representing a 22
percent response rate. Because of the small sam-
ple size, the following survey results are presented

only as anecdotal evidence. It is also important to
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The sources used to
locate the businesses
included the
American Business
Directory database,
the financial lending
institutions, the City
of Boston
Department of
Neighborhood
Development, the
Commonwealth of
Massachusetts
Corporations
Division, the City of
Boston Clerk’s Office,
and the Boston Police
Department. The
team also made field
visits and talked to
local business people
and residents in an
attempt to locate
businesses.

17

Forty-eight percent
of the inner-city busi-
ness owners were
inner-city residents.
Thirty-eight percent
of the owners were
Caucasian, 33 per-
cent African
American, 15 percent
Hispanic, and 13 per-
cent other.
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Technical Sosistance

Locating Government-Assisted Inner-City
Businesses Through the Flow-of-Funds Analysis,
we identified 184 inner-city Boston-based firms
that had received government assistance between
1995 and 1997. The 184 businesses were identi-
fied using transaction-level data from the agencies
that managed the business assistance funds.

The target companies were very difficult to
track down using the information in Federal and
city government databases. Over a third of the
businesses could not initially be located with the
information provided by the government agencies
or through the phone directory. While some of
this may be explained by relocations, changed
names, or business failures, the difficulty in track-
ing down these companies suggests the need for
improved monitoring systems.

Icic was ultimately able to locate most of the
businesses, using a combination of sources.*
Figure 18 summarizes the status of the 184
potential participants in the survey.

Of the businesses that were successfully con-
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time for an interview than those who did not.
The findings do, however, provide a valuable
descriptive context in which to examine the
opportunities and challenges for inner-city busi-
nesses and the role that the government can play
in assisting these businesses.

Types of Government Assistance Received
Figure 19 represents a breakdown of the 40 sur-
vey respondents by type of government assistance
received. The sBA 7(a) program was the most fre-
guent source of government assistance, with a
variety of HuD-sponsored programs also well rep-
resented.

2 Findings

The businesses interviewed were typically
small: the majority had fewer than 10 employees,
with average sales of approximately $1 million
per year and a median straight percentage change
in sales growth of zero percent between 1995 and
1997 (Figure 20)."

The majority of the companies were in the
food retail and wholesale business (35 percent),
followed by consumer retail (25 percent) and
business-to-business services (15 percent).

Equity and Debt Capital Companies reported
difficulty accessing both equity and debt capital
at the start of their businesses. Seventy-eight per-
cent of respondents rated it very difficult or some-
what difficult to raise debt capital at the start of
their businesses, and 53 percent rated it very diffi-
cult or somewhat difficult to raise equity capital
at the start of their businesses. When asked about
accessing capital today, 61 percent said it is some-
what or very difficult to raise debt capital, and 62
percent said that it is somewhat or very difficult
to raise equity capital.

When asked about the use of equity and debt
capital (not necessarily government assistance
funds), the majority of businesses reported using
the money for working capital (i.e., money used
for current operations).



Location of Customers, Suppliers, and
Competitors The majority of the businesses were
in consumer or food retail and did not export
their products beyond the local market. Seventy-
four percent of companies primarily served a cus-
tomer base in the inner city, 24 percent reported a
primary customer base in the metropolitan area,
and 11 percent reported a regional customer base
(Figure 21). No company had any noteworthy
customer base nationally or internationally. In
addition, the majority of the businesses reported
that their competitors are located in the inner
city, whereas their suppliers are located across the
country.

Company Competitive Advantages and
Disadvantages

““CUSTOMERS ARE TREATED AS FRIENDS.”

Inner-city businesses most frequently cited cus-
tomer service as a top competitive advantage,
consistent with the fact that the majority of com-
panies interviewed were small independents in the
service sector (Figure 22).*® Quality customer ser-
vice often included knowing customers by name,
speaking multiple languages, and offering ameni-
ties to customers, such as free delivery. Price and
product quality were also listed as top competi-
tive advantages. Location was cited as a company
competitive advantage for several reasons, includ-
ing proximity to customers, lack of competition,
proximity to the workforce, and transportation
access.

IV THE FEDERAL ROLE — A BOSTON CASE STUDY

Figure 20 Sales, Growth, and Employment Characteristics

Annual Sales (in millions) 1995 1996 1997

n=24 n=26 n=37
Mean® $1.03 $1.07 $0.97
Median $0.25 $0.25 $0.25

Notes: (a) The growth rate from 1995 to 1997 was only determined for those companies that provided
sales data for both years. The mean sales for 1997 were calculated using a larger sample size that
included those companies that were not in business in 1995. Therefore, although mean sales from
1995 to 1997 appear to decline (in part because of new companies with low sales), the growth
rate for those companies in business from 1995 to 1997 is positive.

Sales Growth Rates

Mean® -2% 20% 28%
Median 0% 0% 0%
Range -68 to 68% 20 to 200% 28 to 200%

Notes: See note above

Employees

10 and under 68%
Between 11 and 20 18%
20 and over 15%

Figure 21 Firm Linkages by Geography

Customer Competitors Suppliers
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The top competitive disadvantages most fre-
quently listed were the lack of economies of scale
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which results in diminished customer loyalty and
company recognition.

Mletropoditan Ares

O . Region
Location is listed as both a competitive
advantage and a disadvantage. Further analysis Hational
indicated that location was listed as an advantage [t afioral 18

The number of
responses may be
more than the sam-
ple size of 40,
because the chart
reflects the responses
cited within the top
three advantages or
disadvantages.

for reasons related to proximity, while it was
cited as a disadvantage for issues related to infra-
structure and space constraints.

The fact that these inner-city businesses cited
difficulties with suppliers as a primary disadvan-
tage speaks to the lack of leverage small business-
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Figure 22 Company Competitive Advantages and Disadvantages
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es have with suppliers, compared with that of
larger businesses. It may also be explained in part
by the fact that less than a quarter of their suppli-
ers are located in the inner city.

Interestingly, not one company reported labor
as a competitive disadvantage for the firm, and
only two reported access to financing as a disad-
vantage.

Competitive Advantages and Disadvantages
of an Inner-City Location In addition to describ-
ing their companies’ competitive advantages and
disadvantages, the business owners were also
asked to discuss the competitive advantages and
disadvantages of operating a business in an inner-
city location (Figure 23).

The most frequently cited competitive advan-
tages of an inner-city location were central loca-
tion and reputation in the neighborhood.Central
location included proximity to customers, a com-
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mercial center, a major transport artery, and pub-
lic transportation. Reputation in the neighbor-
hood is an important competitive advantage
because many of these companies have had a long
presence in the community and have good cus-
tomer relations.
“ROXBURY 1S NOT KNOWN FOR BUSINESS
EXCELLENCE, | AM SORRY TO SAY.”
The top disadvantages listed by the respon-
dents were limited parking, negative perceptions
of the inner city, and crime. Notably, limited
parking was cited almost twice as often as crime
as a major disadvantage. Traffic and the cost of
doing business were also noted as a disadvantage
to an inner-city location.
Business Alliances, Crime, and the Workforce
In order to better understand some of the factors
that frequently affect inner-city businesses, specif-
ic questions were asked on business alliances,
crime, and the workforce.
““UNFORTUNATELY, | DON’T BUMP INTO
OTHER PROFESSIONALS ON THE STREET.
While inner-city locations often do not pro-
vide opportunities for regional business network-
ing, 61 percent of respondents said that they par-
ticipate in formal regional business activities such
as trade organizations or conferences.
Networking, business advancement/marketing,
and industry information were the most frequent-
ly cited realized and expected benefits of joining
such an organization.
“COMMUNITY POLICING HAS MADE A BIG
DIFFERENCE. THE POLICE ARE ENGAGED
IN THE COMMUNITY AND VERY RESPON
SIVE—THEY RIDE AROUND THE NEIGH
BORHOOD ON BIKES.”
Businesses rated the perception of crime as
somewhat of a problem, while actual crime was
rated a small problem. The majority of respon-
dents indicated that an increased police presence
could make their companies more competitive. At
the same time, many companies praised the effec-
tiveness of community policing.
““NONE OF MY WORKERS CALL IN SICK.”
“MY WORKERS KNOW HOW TO DO THE
WORK AND DO IT RIGHT.”
Ninety-one percent of businesses reported that
they were satisfied or very satisfied with their
workforce. There was no notable difference cited
in the difficulty of finding entry-level workers ver-



sus skilled workers in the inner city. Fifty-two per-
cent of businesses rated it somewhat easy or easy
to find the workers that they need. The majority
said that employee turnover was not a problem
atall.

Government Assistance Of those businesses
that received government business assistance, 68
percent received financing and 29 percent received
business and technical assistance. When asked to
describe the impact of the government assistance,
the majority of companies indicated that the
impact was largely around working capital con-
cerns and did not result in technological innova-
tion, process/management innovation, or expand-
ing the number of customers and suppliers.

Overall, companies reported a very positive
experience with government programs. Ninety-
seven percent of businesses said that they would
utilize the government program again, and 100
percent indicated that they would recommend the
program to others. Seventy-nine percent rated
their overall satisfaction with the program as very
satisfied or satisfied. As previously mentioned,
these results may have been affected by a self-
selection bias. In addition, companies in inner
cities are traditionally underserved and therefore
may be more likely to view any type of assistance
as positive.

Businesses also provided insight into concerns
and suggestions for participating in a government
business program. One business owner indicated
that she decided against participating in a govern-
ment program because she was ““fearful of being
permanently slotted as a minority-owned busi-
ness.” Another requested ““choice in technical
assistance providers and the opportunity to inter-
view the candidates” and recommended that busi-
nesses receiving technical assistance ““be very spe-
cific about the professional expertise that you
need and be prepared to provide 50 to 60 percent
of the background material.”

Finally, businesses rated financing and techni-
cal assistance equally as the number-one type of
assistance that would benefit them the most, fol-
lowed by infrastructure improvements.

Conclusion on Boston Of the $16 billion in
Federal spending on urban economic develop-
ment, approximately $115 million in direct
expenditures flowed to the City of Boston in

IV THE FEDERAL ROLE — A BOSTON CASE STUDY

Figure 23 Competitive Advantages and Disadvantages of the
Inner City as a Business Location
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Federal Fy 1996. Roughly $25 million of this
amount reached the Boston inner city.
Supplementing this $25 million were $7 million
of leveraged private capital and $35 million in
procurement contracts.

Similar to Federal direct expenditures on inner
cities, workforce development represents the
largest amount of spending in the Boston inner
city. Direct expenditure for capital programs were
the second largest inflow in dollar terms.
Approximately $6 million in spending facilitated
almost $12 million in loans and investments, with
HUD programs being the largest contributors.

On the whole, Federal business development
spending that reaches Boston’s inner city was pro-
portionally equivalent to, or greater than, the
amount reaching the rest of Boston.

Federal procurement spending in Boston’s inner
city demonstrates the significance of this activity
for business development. These Federal contracts
amounted to 1.5 times the direct Federal expendi-
tures made on inner-city business development.
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The delivery system of Federal urban business
development programs poses challenges and
opportunities for introducing an economic devel-
opment strategy that is coordinated and compre-
hensive. The current delivery system is highly
fragmented, relies primarily on state and local
governments for critical decision making, and
ultimately delivers business resources through a
large group of third-sector intermediaries. These
intermediaries are important not only for the
delivery of services but also because they play a
critical role in determining how money is spent.

Finally, the survey of inner-city businesses
provides valuable insight into businesses located
in inner cities and the advantages and disadvan-
tages of the inner city as a business location.
While it confirms much of what is known about
small businesses and their challenges, it also dis-
pels certain myths.

Like many businesses, inner-city companies
compete primarily on customer service, price, and
product quality. Access to capital is a challenge
both at the start-up phase and during later phas-
es, and capital is primarily used for working capi-
tal purposes. The inner city offers several advan-
tages as a business location, specifically proximity
and transportation access. It also has disadvan-
tages, primarily in space limitation and the nega-
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tive perceptions that potential customers have
about businesses located there. This speaks pri-
marily to the fact that the perception of crime is
much worse than actual crime.

With respect to government assistance, the
companies interviewed were generally very satis-
fied with the assistance that they received,
although several factors may bias their view. The
few complaints about the assistance focused on
how it was delivered, rather than on what prod-
uct or service was actually delivered.

The survey findings raise larger questions
about the strategy behind public assistance to
these companies. The majority of companies
interviewed for this study were small, with mini-
mal growth potential. These are not companies
that will generate significant revenue or job
growth. The Federal resources that provide direct
support to these firms could be better used in
leveraging resources to these size firms, as well as
working with firms with higher growth potential.

These recipient companies were hard to find,
suggesting that little monitoring of impact is tak-
ing place. To further understanding of the impact
of government resources and to improve future
program design, government assistance to compa-
nies should be better tracked over time.



Federal Influences on Inner-City Economic
Development Chapter Two presented the
Competitive Advantage framework, which out-
lines how competitiveness arises, leading to greater
prosperity for particular locations. Chapters Three
and Four examined the types and magnitude of
Federal expenditures that influence inner-city busi-
ness development, as well as how these resources
are delivered on the ground. This chapter attempts
to link the theory of competitive advantage with
the practice of inner-city business development
and provide examples of promising models that
bring these two important elements together.

V COMPETITIVENESS AND THE INNER CITY

Figure 24 uses the Competitive Advantage
framework to summarize the ways in which the
Federal Government influences inner-city econom-
ic development. The majority of Federal pro-
grams, representing almost $9 billion in annual
inner-city spending, work to improve the quality
and quantity of factor inputs, which include
improving human resources through workforce
development programs and increasing access to
capital through credit enhancement programs.
Federal expenditures also address physical infra-
structure through spending on transportation,
public works, and brownfields. “Administrative”
and “information” infrastructure, particularly

Figure 24 Federal Government Influences on Inner-City Economic Development

Community Reinvestment Act

Tax Incentives

Research and Development

Human Resources

- Employment and Training Programs,
Career Centers
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- Public Works )

- Transportation
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Capital Resources
- Loan Guarantees
- Equity/Debt

Administrative Infrastructure
- Community Policing
- Economic Development Planning

Incubators/Industrial
Information Infrastructure Parks

- Technical and Marketing Assistance
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Although there is a
growing body of lit-
erature documenting
some of the best
practices in cluster-
based approaches,
few concentrate on
the potential such an
approach holds for
developing distressed
urban economies
(Mt. Auburn
Associates 1995 and
EDA 1997).
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important in inner cities, are addressed through
community policing, planning, and business
resource and development centers. The majority
of this spending works at improving the business
environment, broadly defined, but it is often not
focused on business or improving competitiveness
through a coordinated strategy.

Demand conditions are an important element
in creating competitive regions and companies by
often encouraging companies to upgrade, inno-
vate, and specialize to respond to customer
demand. The Federal Government, as a purchaser
of $200 billion worth of goods and services annu-
ally, can play this role as well. If more procure-
ment contracts are competitively awarded to com-
panies located in inner cities, the ability of these
companies to compete and succeed will result in
positive spillover effects for the inner city and its
residents. The potential danger in using public-
sector contracts as an economic development tool
is to allow set-asides or subsidies to begin to cor-
rode a firm’s ability to expand and compete in
larger markets. A noncompetitive selection
process, over the long term, results in companies
that survive as long as the subsidies are in place.

Tax and regulation are the primary ways in
which the Federal Government influences the
context for strategy and rivalry among firms.
While not examined in this study, tax and regula-
tion are tools that the Federal Government has
typically used to encourage inner-city business
growth. Tax expenditures (e.g., tax credits for
investment and employment) and regulatory acts
can play an important role in developing a com-
petitive business base in inner cities.

Clusters, or related and supporting industries,
are fundamental to the competitiveness of loca-
tions. Despite this, Federal programs are rarely
oriented toward working at a cluster level. While
incubators or industrial parks are common, few
initiatives to date have a cluster focus. None of
the 90 programs examined in this study support-
ed cluster strategy by design. However, a few
Federal departments, including the Departments
of Housing and Urban Development (HUD) and
Commerce’s Economic Development Agency
(EDA), have supported research on regional clus-
ters. Greater connection needs to be made
between this research and local economic devel-
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opment strategy, particularly around inner cities.
Recent legislation, such as the Workforce
Investment Act of 1998, provide opportunities for
using Federal resources in cluster-based strategies.

Working at the cluster level provides a more
coordinated and leveraged approach to business
development that focuses on improving the busi-
ness environment and, in turn, positively affects
the competitive position of firms in the cluster.

In the course of this study, i1cic found a num-
ber of local examples of cluster-based strategies,
some of which were partially funded by Federal
programs.* Most of these examples highlight
how cluster approaches can be applied to
improve the inner-city business base or the
employment prospects of inner-city residents.

Cluster-Based Initiatives: Los Angeles, Boston,
Oakland, Louisville, and Chicago The following
examples, primarily inner-city focused, illustrate
the three key elements of a cluster-based strategy:
data and information gathering, private and pub-
lic collaboration, and resource allocation strate-
gies. The Federal Government can play an instru-
mental role in supporting these key elements, par-
ticularly with respect to inner cities. Moreover, it
can act as a clearinghouse to disseminate research
and best practices on such strategies. Since the
mid-1990s, HUD and EDA have played this role
through their support of cluster research. This
research needs to be built upon and incorporated
into local economic development decision making
on resource allocations.

Key Element 1:

Data and Information Gathering

Supporting cluster-specific information gather-
ing and compilation is often the first step to
understanding the existing cluster and business
base in inner cities. This analysis, in turn, forms
the basis of an economic growth and resource
allocation strategy. The Rebuild LA analysis of
industry clusters in the economically neglected
areas of Los Angeles has been the foundation for
its economic development strategy for forming
and solidifying industry networks. The icic
Portfolio-Based Analysis outlines the important
analysis needed for developing a business growth
strategy for the Upham’s Corner retail district in
Boston.



Rebuild LA, Refocused: Following the April
1992 riots in Los Angeles (LA), the then-Mayor of
Los Angeles, Tom Bradley, and Governor Pete
Wilson initiated a five-year economic recovery
initiative called Rebuild LA (RLA). Two years into
carrying out its mandate, RLA began to undertake
a very focused cluster strategy for developing LA’s
“economically neglected areas™ (areas with pover-
ty rates greater than 20 percent).”

At the completion of its mandate in 1997,
RLA had identified six growth clusters in LA’s
neglected areas. The clusters include biomedical
technologies, ethnic food processing, textile and
apparel production, plastics, toy industry, and
household furniture manufacturing. RLA orga-
nized and institutionalized three industry net-
works: the Biomedical Council of Southern
California, the Food Industry Business
Roundtable, and the Toy Association of Southern
California.

RLA also worked closely with existing trade
networks in the textile and apparel industry. A
1995 forum on capital access organized by RLA
and the Association of Textile Dyers, and Printers
and Finishers of Southern California resulted in a
local bank hiring a loan officer with expertise in
textiles. More recently, RLA has worked with the
LA Trade Technical College (LATTC) and the
Textile/Clothing Technology Corporation to pro-
vide customized or on-site training to apparel
manufacturers. RLA was also able to secure a
$200,000 technology grant from 18m to establish
an apparel technology resource center at the
LATTC.

RLA dissolved its operations in 1997 and
transferred its staff and programs to the
Community Development Technologies Center
(cbTc). The RLA work continues under a joint
venture between cpTcC and LA Prosper, a nonprof-
it affiliate of the Los Angeles Community College
District. One project to emerge from this joint
effort is the Sewn Products Incubator Network.
The EDA recently awarded a $400,000 planning
grant to support a feasibility study on the devel-
opment and construction of a small-business
incubator for start-up enterprises in the sewn
products industry.

Upham’s Corner Main Street in Boston: Like
the hundreds of Main Street initiatives across the
country, the Upham’s Corner Main Street (UCMS)

V. COMPETITIVENESS AND THE INNER CITY

works on improving the economic viability of its
target retail district through a mix of fagade and
street improvements, as well as business attrac-
tion and retention efforts. In mid-1998, ucms
began to work with 1cic to understand the local
economic base for attracting new businesses and
strengthening existing ones.”* To aid in developing
a comprehensive strategy, I1cic piloted the
“Portfolio-Based Approach to Leverage
Neighborhood Competitive Advantage,” which
analyzes the local competitive advantages, local
industry composition, and relative position of the
local enterprises within each industry.

This approach creates an inventory of all
businesses in the target area and identifies the
anchor and non-anchor businesses by their com-
posite share of area employment, income, rev-
enue, and occupied real estate. Anchors are
defined as those enterprises, for-profit or not-for-
profit, that account for the bulk of the economic
activity of the target area. Based on this analysis,
Upham’s Corner Main Street can identify strategic
opportunities that link the local anchors to
regional clusters, satisfy local unmet demand, and
put back into productive use local underutilized
commercial real estate.

Using this approach, umcs identified the
Strand Theater (currently an underutilized live
performance theater) and America’s Food Basket
(a supermarket catering to surrounding ethnic
populations) as two anchors offering the greatest
growth prospects to Upham’s Corner. Resource
allocations around these anchors, along with
identifying new development opportunities for
underutilized commercial real estate, will yield the
greatest growth trajectory in terms of employ-
ment, revenue, and wages (Figure 25).

Although too early to evaluate its success, this
approach has several inherent strengths. First, it
provides objective discussion tools with which
local economic development practitioners and
community groups can consider alternative
growth and resource allocation strategies. Second,
it is highly flexible in terms of the economic space
to which it can be applied. Although Upham’s
Corner Main Street is primarily a retail district,
the methodology can be applied as effectively to
inner-city neighborhoods with manufacturing or
other service economies.

ICIC Initiative for a Competitive Inner City
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A great deal of justi-
fied criticism directed
at Rebuild LA (NAPA
1995) was based on
its very poor perfor-
mance up to 1994.
Rebuild LA was fun-
damentally reorga-
nized in 1994, taking
on two programs: (1)
creation and
strengthening of clus-
ter networks and (2)
a retail development
initiative. For details
on the reorganiza-
tion, see Milken
Institute, 1997.
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The ICIC affiliate
Boston Advisors
developed the frame-
work for this strategic
approach, in partner-
ship with Andersen
Consulting.
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Key Element 2:

Private and Public Collaboration

The second key component to cluster initia-
tives is collaboration among business and
between the private sector and the public sector.
The collaborations can take many forms. The
City of Oakland (cA), as part of its cluster-based
economic development strategy, is forming indus-
try councils that will play an important industry
cluster information and advisory role. Louisville
(kY) Industry Networks Program brings together
businesses in specific industries and clusters to
meet common needs around training, infrastruc-
ture, and supplies. Rebuild LA, described above,
has a similar strategy, though entirely focused on
inner-city clusters.

City of Oakland Cluster Strategy: In 1997,
the City of Oakland (cA) adopted an economic
development strategy that identifies five primary
targets to guide resource allocation decisions for
the next three to five years. One of the key targets
of this strategy is building on specific industry
sectors and clusters.

Based on an analysis of Oakland’s economy
and regional economic trends, the plan identifies
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several industries and clusters that have growth
potential and tap into Oakland’s competitive
advantages. The industries identified include busi-
ness services, health services, printing and pub-
lishing, transportation, tourism and entertain-
ment, and food processing. The emerging clusters
include software and multimedia, environmental
technology, biotechnology, and telecommunica-
tions.

The City has adopted several initiatives to
pursue this cluster-based strategy. For example, it
has reorganized its Business Development and
Retention Office along cluster lines and expanded
the office from one staff member to six. Experts
have been hired in fields related to software and
multimedia, biotechnology, telecommunications,
and environmental technology.

To better understand the telecommunications
cluster and factors influencing the location deci-
sions of related industries, the City is forming a
telecommunications advisory group with public-
and private-sector membership. The City plans to
form an advisory group for each of the emerging
clusters identified by the Economic Development
Strategy.



In addition, the City has sponsored an inde-
pendent nonprofit incubator, the
Communications Technology Cluster (cTc). The
CTC supports telecommunications start-ups
through creating networks of non-competing
businesses, expert advice through an extensive
network of business resources, mentoring, busi-
ness review committees, and access to industry
resources.

Louisville Industrial Networks Program: % In
1993, local economic development agencies in
Louisville identified an innovative and inexpen-
sive way to help small and medium-sized compa-
nies become more competitive in the market
place. Through the formation of Industry
Networks—partnerships between businesses with-
in the same or similar industries—companies
work together to create solutions to industry
challenges, save money through joint purchasing,
and broaden their market opportunities.

Initial industry networks were formed for the
food processing, metalworking, plastics, and
printing industries. Networks for transportation/
trucking, computer repair, and information tech-
nology industries followed. The
Louisville/Jefferson County Office for Economic
Development acted as a facilitator for the net-
works in the start-up phase, anticipating that
companies would eventually assume full control
and responsibility for their respective networks.

In the summer of 1998, the Greater
Louisville, Inc., Metro Chamber of Commerce
(GL1) took over the Industry Networks program
from the local Office for Economic Development.
Since its affiliation with GLI, the program has ini-
tiated three additional networks: a CEO
Roundtable, an Arts and Cultural Attractions
Economic Council, and a Health Care Council.
Plans are underway to start three to four addi-
tional networks by July 1999.

Networks have been successful in a variety of
ventures: Member companies of the food process-
ing network have saved more than $80,000 in
natural gas through joint purchasing; the plastics
industry network has developed a 40-hour course
in injection molding at a local high school; the
transportation/trucking industry network recently
developed a curriculum for drivers to be trained
through local vocational schools; the information
technology network, known as KNITE, has creat-
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ed a number of business partnerships, hosted two
job fairs, and publishes an annual membership
directory; and the plastics industry network pro-
duced a local recruiting video.

Through industry networks companies are
more aware of the goods and services of others
and they create ways to build on the strengths of
one another. Executives of participating compa-
nies say that this interaction allows them to pass
business on to industry partners according to firm
specialties and capacities. These benefits have
encouraged some companies not to relocate out-
side the Louisville area.

The Industry Networks program is funded
through local government initiatives and profes-
sionally facilitated through Greater Louisville,
Inc. Some networks use dues and other fees to
coordinate special projects and events. The
Commonwealth of Kentucky also makes grant
monies available for industry impact studies.

Key Element 3:

Resource-Allocation Strategy

Resource allocation decisions for business
assistance programs are more efficient and effec-
tive when organized around a cluster strategy.
The Port of Oakland has strengthened the com-
petitive advantage of businesses connected to the
Port by assessing the labor force needs of its ten-
ants and collectively organizing the training and
job placement process for job applicants. The
Chicago Manufacturing Center has provided
technical assistance to a cluster of apparel manu-
facturers and in doing so, leveraged marketing,
logistics, and new technologies. The Los Angeles
Community Development Bank has embarked on
a new investment strategy that focuses on upgrad-
ing technologies of key inner-city clusters.

Port of Oakland — Employment Resources
Development Program (ERDP): The Port of
Oakland is a major employer in the Oakland area
and is the anchor of an important business clus-
ter. To enhance the competitive advantages of
companies connected to the Port, the Port of
Oakland established the Employment Resources
Development Program (ERDP).

The ERDP assists Port tenants in meeting their
employment needs by providing recruitment and
referral, employment information, and technical
assistance. It recruits and screens a pool of quali-
fied applicants and then refers the most qualified

ICIC Initiative for a Competitive Inner City
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Although this
instance of cluster-
based economic
development strategy
has been discussed in
other studies (Mt.
Auburn Associates,
1995), the additional
three years since the
publication of that
report allows for a
longer-term assess-
ment of the pro-
gram’s accomplish-
ments.
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The bank has a total
of $745 million in
available funds. LA
Mayor Riordan was

instrumental in secur-

ing pledges for the
additional $310 mil-
lion from private
sources (Los Angeles
Times, June 17,
1997, p. Al).
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For a discussion of

LACDB lending port-

folio problems, see
the Los Angeles
Times, Saturday,
August 15, 1998,
p. D1.
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applicants to participating companies for inter-
views. It allows Port tenants to reduce recruit-
ment time and costs through access to pre-
screened, qualified job applicants. At the same
time, the ERDP helps ensure that inner-city resi-
dents are connected to jobs at the Port by com-
municating with 75 different community organi-
zations on a monthly basis.

The ERDP also communicates employment
concerns to local training agencies and helps them
improve their curricula to better meet tenant
company needs. Through the ERDP, Port tenants
can also find out about funds that are available
through local training programs, on-the-job train-
ing contracts, and Targeted Jobs Tax Credits. The
Port funds ErRDP from its general revenue sources
without any public-sector grants.

The ERDP is now the number-one source of
employees for FedEx and other large companies
affiliated with the Oakland Airport and the
Oakland Port. The ERDP has been serving Port
tenants for 15 years. By securing a pool of quali-
fied applicants for its tenants, the Port of
Oakland has strengthened the competitive advan-
tage of businesses connected to the Port.

Chicago Manufacturing Center: The Chicago
Manufacturing Center (cmc), founded in 1994, is
a member of a nationwide network of 70 inde-
pendently operated nonprofit centers supported in
part by the U.S. Department of Commerce
Manufacturing Extension Partnership program.
The objective of cmc is to provide assistance to
small manufacturers (less than 500 employees) to
improve their productivity, expand their markets,
and create new jobs. Although it has no mandate
to provide these services to groups of firms, it has
devised programs that address common needs of
a group of businesses.

On several occasions, cMc has also partnered
with industry associations to address cluster-wide
concerns. For instance, with the Apparel Industry
Board, Inc., cmc developed two programs, the
Sewn Products Technology Center and Made in
Chicago, to help Chicago apparel manufacturers
challenge foreign markets for a share of the gar-
ment-making dollars. These manufacturers are
located primarily in the Chicago inner city.

Inner-City Business Development:
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The Sewn Products Technology Center offers
training to apparel manufacturers on the latest
technology. It also helps companies access and
apply computer-assisted design and pattern-mak-
ing techniques. Made in Chicago matches local
companies with major retailers who need reliable
sources of production for their private-label
goods. The Made in Chicago program offers four
advantages for Chicago area retailers from buying
close to home instead of offshore:

Proximity to major retailers’ administrative
and warehouse locations

The ability to quickly provide samples and
small production runs

Faster responses to market and

seasonal trends

Lower transportation, shipping, and

tariff costs

cMc also explains that Chicago apparel man-
ufacturers benefit from their proximity to the cen-
ter of the embroidery industry. Chicago is home
to 15 embroidery companies.

Los Angeles Community Development Bank:
The Los Angeles Community Development Bank
(LacDB) was founded in 1995 with an allocation
of $435 million in Federal funds.” LACDB is the
Federal Government’s first and largest community
development bank with a distressed area focus.
Its funding was part of the Federal Government
Ez/EC program in which LA was designated as a
Supplemental Empowerment Zone, a designation
that in February 1998 was upgraded to a full
Federal Empowerment Zone.

To refine its investment strategy,” LACDB is in
the process of implementing a cluster-based
investment approach. LACDB developed the
Defined Industry Sector Strategy in early 1998,
with the assistance of the Community
Development Technologies Center, using HUD
Community Outreach Partnership Center (corc)
grants and the ucLA Andersen School of
Management.

The strategy identifies three initial key indus-
tries concentrated in the LA Empowerment Zone
that have high-growth potential: apparel, food



processing, and metalworking. Other industries
targeted for the future are biomedical, electronics,
furniture, plastics, textiles, and toys. The strategy
will focus investments on retention and upgrading
of jobs through technological and process mod-
ernization of these industries.

Although it is too early to evaluate the impact
of LACDB’s new approach, the bank already has
taken several steps as part of this new strategy.

In September 1998, LACDB started accepting joint
proposals for projects in the apparel industry.
Among the projects sought are an incubator for

V. COMPETITIVENESS AND THE INNER CITY

high-tech design and production training. Also,
LACDB plans to expand this approach to the food
and metal-processing industries, where they are
likely to stress technology upgrading, worker
training, and creation of industrial parks where
entrepreneurs could share some of the costs and
burdens associated with marketing, warehousing,
and regulatory issues.

By adopting a cluster strategy, the Bank aims
to upgrade and unite key industries so that they
can remain competitive and offer higher-wage
jobs in LA’s inner city.

ICIC Initiative for a Competitive Inner City
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Rebuilding America’s inner cities requires
strengthening its business base. This depends on
developing competitive inner-city companies and
creating a quality business environment that sup-
ports these companies. The public sector has a
critical role to play in improving the quality of
the business environment and catalyzing the
development of private markets. Although
Federal spending on inner-city business develop-
ment is a small fraction of the Federal budget and
small relative to spending on consumption-orient-
ed programs, these resources are considerable and
can have a lasting impact on generating jobs,
wealth, and income for inner-city residents.

Through an examination of the type, amount,
delivery mechanisms, and ultimate beneficiaries of
Federal spending, this study draws a comprehen-
sive picture of the Federal resources available for
inner-city business development and highlights the
opportunities and challenges that exist for
deploying these resources more effectively.

The majority of Federal spending is directed
toward improving the business environment
through job training, the facilitation of capital
markets, infrastructure investments, and crime
prevention. While investing in the business envi-
ronment is preferable to directly investing in indi-
vidual firms, these resources are often not opti-
mally employed, lacking an overall strategy that
coordinates disparate efforts and builds on the
local and regional business clusters. Programs
that provide direct assistance to individual firms
could also benefit from a strategic approach.
Today much of the direct assistance is provided
on a first-come, first-served basis, often to small
and slow-growing companies, further diminishing
the long-term impact of these scarce resources.

The challenges to formulating an inner-city
economic development strategy are many and are
in great part rooted in the existing delivery sys-
tem, a system that is highly fragmented, relies on
multiple decision makers at the state and local
level, and ultimately delivers business resources
through a large group of third-sector intermedi-
aries. The Empowerment Zone Initiative has
introduced a promising coordinating process that
can be improved upon and should be incorporat-
ed into local resource allocation decisions.

Inner-City Business Development:
Benchmarking Federal Spending and Guidelines for Action

VI CONCLUSIONS AND RECOMMENDATIONS

While this report examined numerous aspects
of the Federal role in inner cities, many important
issues were not addressed. The most prominent of
these are (1) the role of the Federal Government
in encouraging investment away from cities
(hence, tilting the playing field against urban
areas), (2) the impact of Federal spending on
inner-city business development, (3) the role of
tax and regulation in the inner-city business envi-
ronment, (4) the role of procurement in the eco-
nomic development of distressed areas, and (5)
the third-sector intermediaries’ effectiveness in
business development. These topics merit further
discussion and research.

The recommendations presented in this report
address three general areas of inner-city economic
development: making the business agenda a cen-
tral theme, designing strategy, and closing the
information gaps that hinder strategic planning.
These recommendations are intended to provide
broad guidelines for Federal and local economic
development experts and suggest action steps that
will lead to an effective inner-city business devel-
opment strategy.

1 Competitiveness and business development
should be a central theme of an inner-city
development strategy.

Business development should be elevated in
the mix of Federal resources directed to the
inner city to make economic development
efforts more sustainable.

2 The elements of an inner-city economic
development strategy need to be integrated
across Federal agencies and between the
Federal, state, and local levels.

A Federal entity should develop guidelines
to better leverage resources across
departments and agencies and further
elevate inner-city business development

in national policy.

The Federal Government should provide
grants and incentives to catalyze local
government efforts that engage leaders from
across public and private sectors to coordinate
local inner-city economic development
initiatives.



3 An explicit business development mission

should be incorporated into the design of
Federal programs that affect inner-city
businesses.

Federal programs that directly or indirectly
affect inner-city business development should
have explicit business-related objectives
incorporated into their design.

Investments should emphasize improving the
business environment, rather than supporting
individual firms.

The preponderance of Federal Government
resources should focus on improving the
business environment and making the inner
city a more competitive location for any
business.

Cluster-oriented thinking and cluster
initiatives should be integrated into inner-city
economic development efforts.

Funding should be provided for business
cluster analyses to identify the existing and
emerging clusters in metropolitan regions and
inner cities and highlight potential linkages
among them.

Grants and incentives should be provided
to local government to engage leaders from
both the public and private sectors in
coordinated cluster initiatives. Public/private
urban business development councils should
lead such initiatives.

Government resource allocation decisions at
the local level should be evaluated based on
existing and emerging local clusters. Cluster
thinking should be applied not only to the
areas traditionally associated with business
development such as job training and
technical assistance, but also to other areas
that affect competitiveness such as
infrastructure and crime prevention. Each
cluster has its own priorities and needs.

Act as a clearinghouse for information
regarding local efforts across the country to
integrate cluster-oriented practices into
economic development strategies.

6 Direct assistance to individual firms should be

directed primarily at catalyzing the workings
of private markets. Assistance should be based
in part on impact and sustainability.
Programs should be designed to catalyze
functioning private markets such as bank
lending or work through other private-sector
entities such as trade associations, cluster
working groups, or mentoring relationships.
This approach will improve the business
environment and encourage greater linkages
between inner-city companies and the
mainstream economy.

Programs directly assisting companies should
measure and heavily weigh the company’s
growth potential and linkages to the local
and regional economy.

The performance of inner-city business
development programs should be better
monitored and assessed.

Performance measures for inner-city business
development programs should monitor the
outcomes of these programs in terms of their
impact on business performance, growth, and
sustainability. Measures should include
business survival rates, revenue growth,
market expansion, and relationship to local
clusters.

The spatial flow of government resources
should be tracked and evaluated.

Every Federal department and agency should
collect data to allow for tracking spending to
its final destination. This includes both direct
spending and indirect spending (such as
private-sector dollars leveraged by public
dollars). Infrastructure and crime prevention
spending should also be tracked based on its
geographic impact.

Responsibility to compile and analyze
geographic spending patterns should be
assigned to a single government agency or
research entity, ideally one that also has a role
in coordinating urban economic development
policies.

ICIC Initiative for a Competitive Inner City
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APPENDICES

SELECTING THE UNIVERSE OF FEDERAL
ECONOMIC DEVELOPMENT PROGRAMS

INVENTORY OF FEDERAL URBAN ECONOMIC
DEVELOPMENT PROGRAMS

BENCHMARKING AND NORMALIZATION
OF FEDERAL SPENDING



Selecting the Pool of Economic Development
Programs The following 31 key words were used
to search the Fy 1996 Catalog of Federal
Domestic Assistance (CFDA). This search resulted
in a list of 312 Federal direct expenditure and
credit enhancement programs. An additional 10
to 15 programs were found from alternative
sources such as searching agency Web sites,
reviewing General Accounting Office (GAO)
reports, and conversing with the staff of the vari-
ous Federal agencies.

Business Development
Business Loans

Capital

Community Development
Crime

Economic Adjustment
Economic Development
Economic Growth
Employment

Enterprise

Equity

Export

Financing

Highway Construction
Industrial Development
Infrastructure

Job Training

Land Use

Minority Business
Neighborhood Reinvestment
Public Safety

R&D

Small Business

Supplier

Technology Transfer
Tourism

Urban Development
Urban Renewal

Urban Transportation
Vendor

Workforce Development
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APPENDIX A. SELECTING THE UNIVERSE OF FEDERAL
ECONOMIC DEVELOPMENT PROGRAMS

Selecting the Universe of Urban Economic
Development Programs The study team focused
on programs that affect business development in
urban and inner-city areas. Thus programs that
target or primarily affect the groups or locations
listed below were excluded. This selection process
yielded 90 programs that constitute the “uni-
verse” of urban economic development programs
used for this study.

1 All programs which have rural areas as their
primary targets

2 All environmental programs except
brownfields

3 Disaster relief and economic recovery
programs

4 General education (including vocational
education) programs

5 Social and community service programs

6 All crime-prevention programs
except those targeting urban blight and
community policing

7 All r&D programs, with the exception of
a few targeted at small businesses or designed
for commercialization of rR&D (all health
and medical R&D was excluded)

8 Programs targeted to Native Americans,
women, veterans, and the disabled

Urban vs. Inner-City Spending of Urban
Economic Development Programs For each of the
90 programs, ICIC obtained the Federal obliga-
tions for Fy 1996. The percentage of obligations
reaching inner cities was calculated in several
ways. Programs that had any of the five terms
listed below in their program design were
assumed to be targeting inner cities. Proxies were
used to determine percentage of program spend-
ing reaching inner cities when the program was
not solely targeting to groups or areas captured
by these five terms. For instance, 23 percent of
urban lending for the sBa 7(a) Business Loan
Program was to minority borrowers. This per-
centage was used as a proxy to represent the
share of sBa 7(a) lending that went to inner cities.
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Distressed community

Minority

Disadvantaged (socially and economically)
Low-income

Renewal/revitalization

a b wWwN PR

In the cases of transportation, crime-preven-
tion, and research and development spending,
proxy data were used to estimate the inner-city

Inner-City Business Development:
Benchmarking Federal Spending and Guidelines for Action

share of total national spending. Spending pat-
terns in Boston between urban and inner-city
areas were used as a proxy for the nation. For
example, a fraction of the dollar value of Federal
Small Business Innovation Research grants was
awarded to companies located in the Boston
inner city. That fraction was used as a proxy for
R&D grants awarded to inner-city companies
nationally.



APPENDIX B. INVENTORY OF FEDERAL URBAN ECONOMIC
DEVELOPMENT PROGRAMS AND
FLOW-OF-FUNDS ANALYSIS

Credit Programs

Crime Prevention Programs

Economic Development Planning Programs
Empowerment Zone/Enterprise Community
Infrastructure Programs

Job Training and Placement Programs

Technical, Marketing, and Procurement
Assistance Programs

Research and Development Programs
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Benchmarking Federal Economic Development
against Housing Expenditures To provide a com-
parison to the $16 billion identified as Federal
urban economic development expenditures, the
Federal Government’s housing expenditures have
been identified. Housing programs represent the
most concerted effort by the Federal Government
to meet the needs of economically disadvantaged
groups. Although the beneficiaries of Federal
expenditures on housing, particularly through tax
relief and government-sponsored enterprise (GSE)
institutional infrastructure, are predominantly
middle- and upper-class households, urban eco-
nomic development and poverty reduction poli-
cies in the United States have primarily depended
on housing expenditures. In view of this, housing
expenditures provide a useful comparison to eco-
nomic development investments.

This comparison is limited to those programs
that are directly related to economic development

APPENDIX C. BENCHMARKING AND NORMALIZATION

and low-income housing assistance in four areas:
direct expenditures, credit enhancement, tax
expenditures, and GSE activities (Figure 26a). We
have omitted tax expenditure programs such as
the mortgage deduction and general business tax
credits, which benefit a high proportion of nonur-
ban and nondistressed areas. We have also
excluded programs that are explicitly rural.
However, the urban and nonurban components of
included programs have not been disaggregated
because of the difficulty of developing such a
breakdown.

Using this rough comparison, overall Federal
spending for housing programs is significantly
higher than for economic development programs
(Figure 26b). For instance, direct expenditures on
economic development are 40 percent less than
direct expenditures on housing while the size of
credit enhancement programs for housing is more
than five times that of economic development.

Figure 26a Comparison of Economic Development and Housing Programs/Investments

Type of Program
Direct expenditures

Credit enhancement

Tax expenditures

GSE activities

Economic Development Housing

Job training, transit, community
development grants, etc.

Section 8 rental assistance, public
housing capital investments, etc.

SBA guarantees, security
purchases, etc.

FHA credit insurance programs

Empowerment Zone tax
advantages

Low-income housing tax credit,
mortgage-revenue bonds, state &
local debt for rental housing

Fannie Mae and Freddie Mac
mortgage purchases, FHLB
advances

Federal Home Loan Bank’s
Community Investment Program

Figure 26b Comparison of Economic Development and Housing Programs/Investments
(FY 1996 $ in billions)

Type of Program

Direct Expenditures
Credit Enhancement
Tax Expenditures
GSE Activities

Economic Development Housing
$16,161 $28,242
$13,250 $71,441
$530 $5,120
$209 $1,060,003

Sources:ICIC Flow-of-Funds Analysis, FY 1998 U.S. Budget, and correspondence with Federal agencies and GSEs.
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The use of tax expenditures and GSE activities
reveals the sophisticated role that the Federal
Government plays in supporting housing markets.
Many states, as well as the Federal Government,
are beginning to develop similar initiatives for
creating small-business loan secondary markets;
however, the institutional gaps between housing
and economic development activities remain
large.

Benchmarking Federal Economic Development
against Food Stamp Expenditures Another useful
comparison is the benchmarking of Federal eco-
nomic development investments against Federal
consumption-oriented spending for inner city resi-
dents. Food stamps represent one of the main
types of a consumption-oriented spending. In Fy
1996, the Federal Government obligated close to
$24.3 billion (in benefits and administrative
expenses) to the Food Stamp Program. Based on

Figure 27 Boston Data for Normalization Variables

Variable Used to Normalize Boston

Federal Spending (Total)

Number of Small Businesses® 31,172
Revenue Generated by Small Businesses® (billions) $23,903
Number of Residents® 620,955
Number of Unemployed Residents® 28,693
Number of Crimes® 44,711

the use of benefits as reported in the March 1997
Current Population Survey, 78% of respondents
acknowledging use of Food Stamps were from
metropolitan areas. Hence, for Fy 1996 Food
Stamp spending to all urban areas was estimated
at $19 billion.

Normalization of Federal Program Spending/Size
in Boston Knowing the absolute dollar value of
Federal expenditures received by inner-city and
non-inner-city neighborhoods is relatively unin-
formative. To better understand these Federal
expenditures in Boston, data were normalized
using variables that are indicative of need for eco-
nomic resources.

Figure 27 summarizes the normalization vari-
ables and the relevant data obtained for Boston
and its inner city. Figure 15 (in the main body of
the text) uses these findings to normalize the
Federal spending and lending figures for Boston.

Boston Boston
(Non-Inner City) (Inner City)
25,360 5,812
$19,384 $4,519
347,395 273,560
13,268 15,425
26,954 17,757

Sources and Notes:

a American Business Disk, 1997 2nd edition. Small business is defined as businesses generating less than $10 million in annual revenue.
b American Business Disk, 1997 2nd edition. Revenues estimated by taking the midpoint of ranges provided by ABD.

¢ 1990 data, U.S. Census Bureau, Department of Commerce.

d 1996 data, Boston Police Department December 1997 Crime Report.
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