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CLOSING THE WEALTH GAP: EMPOWERING
MINORITY-OWNED BUSINESSES TO REACH
THEIR FULL POTENTIAL FOR GROWTH
AND JOB CREATION

WEDNESDAY, SEPTEMBER 18, 2013

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS
AND ENTREPRENEURSHIP,
Washington, DC.

The committee met, pursuant to notice, at 10:04 a.m., in Room
428, Russell Senate Office Building, Hon. Mary L. Landrieu (Chair
of the Committee) presiding.

Senators Present: Landrieu.

Representatives Present: Lee and Richmond.

OPENING STATEMENT OF HON. MARY L. LANDRIEU, CHAIR,
AND A U.S. SENATOR FROM LOUISIANA

Chair LANDRIEU. Good morning, everyone. Welcome to our fourth
annual gathering in this room, and today it is an official round-
table so I am very pleased to host a roundtable on empowering
america to reach its full economic potential by closing the wealth
gap: I think a very serious challenge to our Nation.

I want to acknowledge that several Members of Congress may be
stopping by the hearing. I know that Cedric Richmond, Congress-
man from Louisiana, will be stopping in. And of course, the annual
CBC conference is taking place today through Saturday, so there
are a lot of members that are doing work here on the Hill.

But this is the fourth year that our Small Business Committee
has used this particular week as an opportunity to focus on one of
the most significant challenges, I think, before America and that is
the wealth gap between majority and minority. And more impor-
tantly than focusing on the gap is focusing on solutions to close
that, not by pulling people at the top down but by lifting up those
on the bottom and mostly because it is important for American eco-
nomic competitiveness.

Fifty years ago America engaged in a war on poverty. During the
last 50 years, our Nation has made great strides in a number of
areas affecting economic opportunity. Education gaps have been
closed. Income gaps have been closed. There are more people of all
races graduating from colleges. Income levels have risen.

This is good news. We should be proud of this. But despite some
of these obvious achievements, the data tells us that this progress
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is, for some reason, not necessarily translated into accumulated
wealth—and that is what we are going to focus on today.

This Committee is the Small Business and Entrepreneurship
Committee. We take the entrepreneurship of this title very seri-
ously, knowing that entrepreneurship is a core American value. It
also is a great strategy and tool to create wealth, jobs, and eco-
nomic power.

So, in that context we are looking at a wealth gap that, in fact,
has become wider, not narrower, between white and minority com-
munities in the last three decades, when this data was first col-
lected. This is very troubling.

Closing the wealth gap is a challenge we must meet for America
to compete effectively in the 21st century global economy. We need
all of Americans, not two-thirds, not half, on the field competing as
workers, as entrepreneurs, as business leaders, as corporate lead-
ers to make this economy as strong as it can be in our capitalistic
system.

Last September this Committee held a roundtable that examined
this wealth gap, the reality of it, the details of it; and I would call
your attention to this chart which you have before you which is
very troubling.

You can see that in 1983 the accumulated wealth of all white or
Caucasian families in America was $81,000. The accumulated
wealth of African-American families in 1983 was $6,012 and in the
accumulated wealth of Hispanic families was $8,250. It is a pretty
wide gap, but more troubling is that “X” number of years later, you
know 50, 40, 30 something years later, that now has changed. For
Caucasian families, it has gone up from $81,000 to $110,000, which
is good news that wealth is speculating. However, with African-
American families, it has only slightly increased to $6,314; and for
Hispanic families, it has actually fallen to $7,683 from $8,250.

So what this gap signals to me and to this Committee is that
there are potentially some strategies that either the private sector,
the nonprofit sector, or the government sector at the local, state,
and federal level could pursue more effectively and aggressively to
close this wealth gap and to basically give all Americans a true op-
portunity to get on the economic playing field.

We cannot really compete effectively with countries like China
and India, that have many times more population than we have,
without all of our people engaging in full economic capacity and ac-
cess to wealth. Earning wealth and using wealth to build not only
the strength of individual families, but of communities and cities,
is very important to the economic growth of the country.

So, that is what our roundtable is going to explore today. A re-
cent Urban Institute report finds that the wealth gap measured the
difference in wealth cumulated by majority and minorities, unfortu-
nately, is the largest that it has ever been since the Federal Re-
serve started tracking it 30 years ago.

So, now that we have acknowledged this challenge and our Com-
mittee has tried, even though it is a relatively small committee—
not as robustly staffed as some of the larger Committees here on
Capitol Hill—we have taken a particular interest in this and we
have looked at the areas that merge with the jurisdiction of this
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Committee: capital accumulation, access to capital, access to oppor-
tunities for business growth and expansion.

What are some of the ideas that seem to be working out there
in the local and state governments that we could potentially cast
some good light on and what are we doing wrong; what is the gov-
ernment doing wrong; what is the private sector not doing correctly
in regard to solving this wealth gap issue and why isn’t the wealth
gap decreasing? The income gap is closing, high school completion
rates gap is closing, the gap in college graduation rates is closing,
but the wealth gap seems to be widening?

So, that is what I am going to challenge the panelist today to
talk about.

We have your bios. Of course, we know who you are. We invited
you to come; but for the purposes of this discussion, introduce your-
self, talk a minute about why this area is of interest to you or what
aspects you and your team have been tackling; and then we are
just going to open it up to some very general, informal conversation
and questions.

So, when you want to speak after that, you just put your placard
up faced to me. I will go through a series of questions. It is very
informal but the great thing is all of this is on the record, and we
are going to be building a record and taking a lot of ideas from peo-
ple all over the country on this important subject and hopefully
transmitting some of this to the other Committees, whether it is Fi-
nance or Commerce or the White House itself, on some of the
things that we are finding.

And, let me also mention that after our three roundtables pre-
viously, our staff has issued a wealth gap report which brings in
all of the information that our Committee has received on this, ac-
knowledging that it is real. This is not something that we have
made up. It is from the census data collaborated by many think
tanks, liberals, moderates, and conservatives.

The solutions to fixing it are very interesting and diverse but
that is what this panel is hopefully going to explore, things that
you know in your own fields are working or other comments that
you might have.

So, Doctor, let us start with you and we will be releasing this re-
port today.

Ms. MCKERNAN. I am Signe-Mary McKernan from the Urban In-
stitute.

Chair LANDRIEU. And you have to speak, kind of lean into your
mic or pull the mic as close to you as you can so that the reporter
can pick this up.

Ms. McKERNAN. Signe-Mary McKernan from the Urban Insti-
tute.

Chair Landrieu, thank you for the opportunity to be here today
to talk about closing the racial wealth gap. When it comes to eco-
nomic gaps between whites and families of color in the United
States, income inequality only tells part of the story. Urban Insti-
tute research shows that the racial wealth gap is three times larger
than the racial income gap.

Wealth is where economic opportunity lies. Wealth is not just
money in the bank. It is insurance against tough times. It is tuition
to get a better education and a better job, capital to build a small
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blusiness, savings to retire on, and a springboard into the middle
class.

Urban Institute analyses of wealth accumulation over the life
cycle show that the wealth gap grows sharply with age. When peo-
ple are in their 30s and 40s, whites have about three and a half
times more wealth than people of color; but by the time they reach
their 60s, the peak of their wealth building years, that gap has
doubled. So, African-American and Hispanic families are not on the
same wealth building pass as white families.

Chair LANDRIEU. We are going to come back to your testimony.

Ms. McCKERNAN. Okay.

Chair LANDRIEU. This is just brief introductory remarks. You will
get plenty of time to include that in. But thank you.

Ms. MCKERNAN. Okay.

Doctor.

Mr. KoCHHAR. Thank you, Senator. Good morning, everyone. My
name is Rakesh Kochhar. I am with the Pew Research Center. The
Pew Research Center does not take a position on policy issues. So,
whatever I have to say will focus on evidence.

I work within the Pew Research Center on the Hispanic Trends
project where we focus on the outcome, the economic outcomes of
racial and ethnic groups, bringing context to the change that His-
panics are bringing to the United States, the racial and ethnic dy-
namics of income and demographics and so on.

Chair LANDRIEU. Thank you very much. The Pew research has
been very pivotal in our examination of this issue and we thank
Pew for its data that you have provided.

Ms. Powell.

Ms. POWELL. Good morning, everyone, and thank you, Senator,
for hosting this roundtable discussion. My name is Toya Powell,
V.P. of Operations with the U.S. Black Chambers. We support 112
chambers across the country in 24 states and 240,000 businesses.

We do that through five pillars of service: advocacy, access to
capital, contracting, entrepreneur training, and chamber develop-
ment. One of the things that I would like to highlight that is a pri-
mary barrier to entry for business expansion growth is access to
capital; and to kick off the 43rd Annual Legislative Conference this
week, the Congressional Black Caucus Foundation made a $5 mil-
lion investment in five African American-owned banks and that is
in partnership with the National Bankers Association, the U.S.
Black Chambers, Inc., and the Congressional Black Caucus Foun-
dation.

We believe that this major investment is historical in that it will
set the pace for other individuals to follow our lead. Thank you.

Chair LANDRIEU. Okay.

Ms. Hasegawa.

Ms. HASEGAWA. Good morning, everybody. Lisa Hasegawa from
the National Coalition for Asian Pacific American Community De-
velopment. We were founded about 13 years ago and we are based
here in Washington, D.C.

We have a network of about 100 community-based organizations
and community development corporations that focus on the needs
of low income Asian Americans and Pacific Islanders around the
country. We are in about 28 states across the country including
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Louisiana, so looking forward to talking to you more about that
and what is going on with a lot of the Asian American small busi-
nesses in New Orleans.

We just recently came out with an Asian American and Pacific
Islander poverty report. I think a lot of folks are not talking about
poverty, and particularly for Asian Americans and Pacific Islanders
there is a perception that we are doing much better than everyone
else, et cetera, and so I am going to be presenting more information
later about that.

Chair LANDRIEU. Let me just make a note. The reason we do not
have the Asian population here is because it was not tracked in the
first year which was 1983. But we do have the data for 2000 and
we do want to talk about that because it is actually higher than
Caucasian wealth and we want to talk about that but we will do
that as we go through.

Ms. HASEGAWA. Right.

Chair LANDRIEU. Ms. Hurley.

Ms. HURLEY. Good morning, Madam Chair and other panelists
and Committee members. My name is Zenita Wickham Hurley. I
am the Special Secretary for the Governor’s Office of Minority Af-
fairs for the State of Maryland, GOMA as we call ourselves.

We are a cabinet-level agency that advises the governor of Mary-
land on issues affecting small and disadvantaged businesses. One
of our biggest responsibilities is administering the State’s minority
business enterprise program. That is a program that has been in
place for over 30 years and we just raised our goal to 29 percent.

We have had a lot of success in seeing growth in the program;
and because of our long history of having a very progressive pro-
gram, I think we are widely regarded as a national leader among
states and minority business inclusion; and much of what we focus
on of late is growing and developing MBEs into prime contractors,
training MBEs on administrative skills so that they are ready for,
they can build the capacity necessary to take on bigger contracts
and grow wealth; and I look forward to sharing more of my experi-
ences with the Committee in the discussion today.

Chair LANDRIEU. Thank you very much.

Mr. Hairston.

Mr. HAIRSTON. Good morning, Chair Landrieu, and thank you for
inviting the Small Business Administration to participate in our
discussion today. I am Darryl Hairston. I am the Associate Admin-
istrator for Business Development at SBA where I oversee the 8(a)
business development program. That program is a program de-
signed to assist disadvantaged business owners gain access to the
economic mainstream.

Minority communities work were especially hard hit during the
economic downturn. There are growing disparities in assets, edu-
cation, and experience which has had a negative impact on entre-
preneurship rates and small business success; and I am pleased to
be here today to discuss that.

There are two recent studies that SBA will be submitting for the
record that look at the competitive disadvantages that minority-
owned firms suffer when competing for Federal Government con-
tracts.
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One is by Dr. Jon Wainwright and another is by the U.S. Depart-
ment of Commerce, and both studies demonstrate the continuing
need for programs like the 8(a) program. Thank you.

Chair LANDRIEU. Thank you. Dr. Taylor.

Ms. TAYLOR. Good morning, Senator. Thank you for inviting me
and it is good to be back again. I participated in the roundtable on
Bridging the Skill Gap for high-skilled American workforce, and it
is interesting that it is very closely tied to the wealth gap as well.

For those that, I apologize, that do not know me, my name is Dr.
Shree Taylor. I am a business owner. Our firm was established in
2006. It is totally woman owned. We are also a part of the 8(a) pro-
gram.

Delta Decisions of D.C. has a focus on analytics. In closing the
wealth gap and also in trying to find and maintain high-skilled
workers, what we find is that the pool of these applicants is very
small. And so, a few of my areas that I really advocate for is not
only resources and access to capital but also education.

There are programs in the lower grade school levels and also in
the high school level that introduce students to entrepreneurship
at a very young age; and those programs are instrumental and very
key in changing the dynamics of our society.

Chair LANDRIEU. Thank you, Dr. Taylor

Ms. Major.

Ms. MAJOR. Good morning. My name is Barbara Major, and 1
and lead organizer with the group from New Orleans called The
Collaborative, and I want to thank you, Senator Landrieu, and
your staff for the invitation.

We were organized to ensure that of the $3 billion in New Orle-
ans to be spent in the next three to five years that the African-
American community small businesses have access to it.

But there are also some things that we are concerned about in
terms of updating, looking at SBA policies and seeing where we
could correct those policies, coming up with some creativity ways
that we can ensure access, particularly access to capital.

And, one of the things that we know for sure is that very few
things in this country are race and gender neutral; but when it
comes to responding to historical neglect and lack of access, you
have got to be race and gender neutral.

We know that if we could have a legally defensible disparities
study, then maybe we could look at how we could create some race
specific programs that can be funded within the SBA. And so, there
are some things we have done creatively working with both our city
leadership, our mayor, and our city council to come up with a
strong DBE policy.

However, we also understand that DBE does not mean African-
American so like a lot of the programs that have been targeted to
disadvantaged communities disproportionately benefit white
women, particularly when I look at DBE programs.

So, we have to look at how we can become more specific in policy
and practice and how we really look at how we continue to fund
an SBA program. As far as we can see, it continues to benefit
banks. If you loan to a bank and our businesses cannot get a loan
from a bank, if it is SBA money, they tell us quick you are not
going to get the SBA money either.
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So, how do we look at community financial institutions more?

Chair LANDRIEU. Thank you.

Ms. Evans.

Ms. EvANS. Good morning and thank you, Chair Landrieu and
members of the Committee, for allowing me to be a part of this
roundtable. I am Connie Evans, president and CEO of the Associa-
tion for Enterprise Opportunity. AEO is the national trade associa-
tion for U.S. micro-business and micro finance.

We view entrepreneurship, particularly micro business, as a way
to generate income and assets as a means of closing the widening
wealth gap. In fact, a micro-business which is defined as having
fewer than five employees, we found through our research that
when individuals partake in micro-business or business ownership,
our research shows that the median net worth of business owners
is two and a half times that of non-business owners. For a black
woman, the difference is more than 10 times. For a Latino man,
the difference is five times.

Now of course, there are barriers but our 450 member organiza-
tions and partners are working to solve that problem. We recently
launched a strategy that links diverse stakeholders to mobilize cap-
ital and to channel technology and other resources on behalf of
Main Street micro and solo businesses.

So, I am looking forward to having an opportunity to discuss
with you and others in the room today that particular solution and
how all stakeholders can really play in solving this particular prob-
lem of the wealth gap.

Chair LANDRIEU. Thank you, Ms. Evans. That sounds very excit-
ing. Thank you so much.

Ms. Balwani.

Ms. BALWANI. Yes. Good morning. Thank you.

Chair LANDRIEU. Good morning.

Ms. BALWANI. It is an honor and privilege to be here today. I am
Anisa Balwani. I am the owner of a small business, RCI Tech-
nologies, Incorporated. We are headquartered in Iselin, New Jer-
sey, with branch offices in Maryland and in Texas. We provide in-
formation technology professional services nationwide to major cor-
porations and government agencies.

We have been in business for almost 30 years and I am looking
forward to add value to our discussion. It is twofold for me. Myself
I am passionate, of course, about my business but I am also very
passionate about helping others start up and minority and women-
owned businesses.

I serve on many women’s board organizations such as Women’s
Business Enterprise National Council and the New Jersey Associa-
tﬁ)n of women business owners. I am on the board of trustees
there.

So, I do have other people who are concerned and I myself as a
small business owner, you know, sometimes cannot sleep at night
paying payroll. So, I would like to share my experience. I know you
have a great data here but I myself am here to tell you it is tough,
right now in the economic climate that we are in and the competi-
tion is fierce for small business owners.

Chair LANDRIEU. Thank you. We are going to really look forward
to your prospective.



Mr. Allis.

Mr. ArLLis. Good morning, Senator. Thank you very much for
having me here. It is very exciting. I am honored to be amongst
you and this wonderful crowd of very special people.

My name is Kevin Allis. I am a tribal member of the Forest
County Potawatomi Community in Wisconsin. I am the son of a
mother who grew up on an Indian reservation in a one-room log
cabin with a dirt floor and have intimately been involved in Indian
country for all of my life.

I am the chairman of the board of my tribe’s business develop-
ment corporation which is the economic development arm of our
tribe that is designed to generate growth and capacity and provide
resources to a community that is growing and becoming more vi-
brant.

I also serve as the Executive Director for the Native American
Contractors Association which is responsible for representing the
interests of all Native Americans and tribes in the lower 48, Alaska
Native Corporations, and Native Hawaiian organizations.

I, like the Asian community, notice that our name did not show
up on some of the charts but I recognize, you know, some of the
things that you spoke to. I would say that the people in the back
would not see any of the stuff that would be on there anyway.

Some of the Native communities are still some of the poorest and
most depressed communities in the world, and they exist right here
in the lower 48 and some of our villages in Alaska are extremely
remote.

So, I am very excited to speak to this group and to you about
some of the things that our tribe is doing, some of the things that
NACA is doing to not only help the Native American community
but also work with some of the other minority groups to grow small
business as a whole.

Chair LANDRIEU. Wonderful. And let me just for the record be
clear and particularly Mr. Allis, you can help and then I am going
to recognize a Congresswoman who came in for brief remarks. I do
not know how long this wonderful Congresswoman is going to be
able to stay with us.

But just to make sure the staff prepares this, the data on Asian
Americans is here in front of me and it is $89,339 as of 2011. So,
the 110 number, the $6,314, the $7,683 correlates to the $89,339
for Asians. So, we are going to have some questions about this.

In other words, the gap between white and Asians is much less
than it is between African-Americans and Hispanics, and we want
to hear some details or comments about that. And, I want to ask
the staff why we do not have the Native American numbers on
here? Is it that we do not have them? Does anybody know?

Ms. CAMPBELL. Senator, They did not collect net worth.

Chair LANDRIEU. Okay. There was no net worth collected for Na-
tive Americans. Does the Pew Research have something on this
that you could add before we get started?

Mr. KoCcHHAR. The problem is sample size. These are surveys
that only survey so many people; and when you get down to very
small populations, and that includes Asian Americans who are
about five percent of the U.S. population. So, within a survey, you
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get a very small number of people and it is typically hard to get
to reliable data on certain subgroups.

Chair LANDRIEU. Ms. Hasegawa, go ahead.

Ms. HASEGAWA. But I think that can be changed. My background
actually is in health research and there is a lot of methodologies
around over sampling so if there is some planning in the beginning
around, you know, that you really want to get data about par-
ticular smaller minority populations, you can do that.

We deal with this all the time also because I think that for Asian
Americans when you look at it in the aggregate, it all looks like
we are healthier, wealthier, wiser than everyone else, and everyone
owns Yahoo.

So, but I think that that is not, does not to tell the full picture.
So, I would also say for the Asian American population do not look
at it in the aggregate alone. We have to look at it because we are
bimodal, and the folks who are doing really well sort of really over-
shadow what has been happening on the lower income side.

Chair LANDRIEU. We are going to depend on you to provide some
accurate data with Pew on this and some strategies for getting this
data, because when I start to solve a problem it is really important
to actually identify what the problem really is before you start
throwing solutions at it.

So, I think we have got some gap in our research here. And, Mr.
Allis, would you do the same to help us with the Native American
community and could you comment just briefly on where we could
get better data on the economics of some of the tribes and some of
their situations in the lower 48 as well as Alaska?

Mr. AvrLis. Certainly. There are several organizations out there
that we work with, sister organizations like the National Congress
of American Indians, the National Indian Gaming Association, the
National Center for American Indian Enterprise Development that
we do have information that can be helpful.

I mean it is hard and I understand the difficulty in gathering ac-
curate information especially for Indian country because our com-
munities often are in the middle of nowhere. A lot of these people
do not have a whole lot of methods of communication, transpor-
tation; and so, you know, they are isolated and sometimes it be-
comes a difficult problem.

Chair LANDRIEU. Well, we are going to depend on you to help us
to try to identify that and bring it into focus as much as we can.

Let me now turn to introductions for the Congresswoman. Thank
her for coming and open to your remarks.

Representative JACKSON LEE. Thank you. Good morning, every-
one. I am Congresswoman Sheila Jackson Lee, a neighbor to Sen-
ator Landrieu in Houston, Texas; and I serve on a number of Com-
mittees in the House. The House Judiciary Committee and Home-
land Security, which was born after the tragedy, the horrific trag-
edy of 911.

But in the context of those Committees, I would tell you that on
the Judiciary Committee, we are constantly looking at issues deal-
ing with the infringement of the rights of Americans and the pro-
tection of the rights of Americans.

One of those involves intellectual property and the genius that
comes much from small businesses. On the Homeland Security, I
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would say that it is the largest department next to the defense de-
partment and procures a lot.

We have spent a long number of times working to ensure that
the process of procurement under Homeland Security is fair and
open to small and minority businesses.

I join Senator Landrieu because you could not have a better
champion for the idea of small businesses. I am reminded of the
tragedy of Hurricane Katrina. Besides trying to help the State of
Louisiana as she did and did it superbly, she was dogged about the
idea of Louisianans and those who had been devastated helping to
rebuild their State.

Now, I notice that Mr. Hairston mentioned the $400 billion in
procurement by the Federal Government. I would almost think
that it is $400 billion and growing. But I will say that in order to
make this work and as I look at those numbers they are stark and,
Lisa, I know you will discern for us the differences among the
Asian population from Vietnamese to Chinese. I think they put In-
dian Americans and Indo-Americans and Pakistani and others in
that group.

But one of the places, Senator Landrieu, that I hope that we
could work more extensively on the General Services Administra-
tion. They are the purchasers; and I will say that although there
are certainly good workers and committed servants, public servants
there, the toughest time that I have had for small businesses is the
General Services Administration.

And, their sensitivity to not only purchases but also construction,
maintenance of our buildings, they are the ones that build every-
thing we have from courthouses to otherwise; and you will find
among the minority populations as you will find is that they can
do that. They can do a lot of that work. You just have to put the
pause button on to work with them.

So, I came today, we are right now in the middle of a classified
briefing on the Judiciary and so please accept my apologies but I
really wanted to come to, one, thank all of you for the data that
I think is going to be enormously important.

As Senator Landrieu fights for this whole concept of embracing
small businesses, she is being reaffirmed. This morning we met
with the head of Dell Corporation, and he said that the churning
of America’s economy is in small and medium-size businesses. I
like to say small minority-owned businesses and women-owned
businesses that is churning this economy. So, she is on the right
track.

And, if I might just add and additional moment, Senator, as we
met with the head of the OMB for the President this morning as
well is that we in Washington, Senator Landrieu is looking to make
the government thrive, grow, invest. We are not looking to seques-
ter and withdraw and restraint. We are looking to be efficient.

And, it is through the work of Senator Landrieu that really fo-
cuses on investment in people, investment in this country and I
hope that those of you as small business leaders and others will
understand our opposition to something called sequester so that we
can continue to invest in this Nation and churned the economy.

I think this is a very important hearing and count me as a col-
laborator on the House side in the ways that we can collaborate
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and work together to build the economy on the most important as-
pect of it and that is small, minority, and women-owned busi-
nesses.

So, thank you for allowing me to sit in for just a moment.

Chair LANDRIEU. Thank you, Congresswoman. We really appre-
ciate your comments. We intend in this Committee to try our best
to build support both in the House and in the Senate and among
the Democratic and Republican parties for solutions to help make
the American economy stronger which benefits everyone, and that
is the spirit in which we start this roundtable this morning. So,
thank you, and I understand if you have to slip out.

Let us start our discussion, and I am going to throw in the first
question to Dr. McKernan to talk again about what your research
is showing about why, although we are making a lot of progress,
it seems in income, closing the gap, graduation rates, and home
ownership, you know, the gap is narrowing.

Why is this not the case for the wealth gap, in your opinion, and
are there two or three particularly obvious root problems that you
think this Committee or other policy makers in Washington should
be focused on?

And, T want that question for everyone. I am going to start with
the doctor and then if you all have comments or if she says some-
thing that you agree or disagree with, please speak up. This is very
informal and all you have to do is raise your placard and I will try
to get you in the order in which you raise your placard.

Dr. McKernan.

Ms. McKERNAN. Thank you. So, I think that there are three key
reasons that wealth inequality is not improving. First is that
wealth disparities are passed from generation to generation.

African-American and Hispanic families start out behind. They
are five times less likely to receive a large gift or inheritance than
a white family, and these are dollars that can be used for impor-
tant investments such as in a small business. This country has a
history of discrimination and the low wealth resulting from it is
still being passed from generation to generation.

Second, today’s skewed federal subsidies exacerbate the disparity
in wealth holdings and the racial wealth gap. The Federal Govern-
ment spends billions of dollars annually through the mortgage in-
terest deduction and through preferential tax treatment of retire-
ment savings and because these subsidies go through the tax code,
they primarily benefit high income families, leaving out African-
American and Hispanic families who have lower incomes. And
third, African-American and Hispanic families are less likely to be
in automatic savings vehicles such as homes and retirement ac-
counts.

So, reforming wealth building policies so that they benefit all
families and helping families enroll in an automatic savings vehi-
cles will help improve wealth inequality and promote savings op-
portunities for all Americans.

My specific suggestions then would be to make home ownership
subsidies more equitable; homes can be used to borrow against for
a small business. Promote automatic retirement savings; half of
Americans do not have access to an employer-provided retirement
account.
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And then, reauthorize the assets for independence program. This
is the primary source of funding for individual development ac-
counts, which are personal accounts directed toward low income
households to help them save for investments in a small business,
education, and also in homes. They do that by matching earned in-
come deposits and by providing other program supports.

Chair LANDRIEU. Thank you very much.

It is in testing to hear about IDAs. The Clinton Administration
was very forward leaning on this as well as a group that I belong
to, the DLC, the Democratic Leadership Council.

Senator Lieberman used to be a big champion of that idea here
in the Senate. So, it is good to hear it again and it is a strategy
that, if funded, could work but it has just waned in support for any
number of reasons. We have a lot of pressures on the budget which
are obvious and real.

But, thank you for raising that.

Ms. Evans, anything you want to add?

Ms. EvANs. Yes. Of course, I would definitely support the notion
of savings and developing assets. It is critical through all portions
of one’s life. The reason I think it is so critical is because we have
found that because of the starting low wealth of individuals, it lit-
erally is serving as a main barrier for them being able to access
the capital and services they need to go into business ownership.

If people do not have collateral and assets, unfortunately they
are not able to access not only capital but some of the business
services that one needs to actually be successful in managing your
business.

What we think has to happen, of course, is we need to change
the risk models. We have seen that with his recent recession and
the problems in the housing where people who use their homes as
the main way of equity for business capital, that has been deci-
mated. And so, this low-level starting position puts them behind
even further than they were already.

Banks do not have to look at these entrepreneurs as so high risk.
Unfortunately, they are operating under what we would call really,
you know, 18th century almost business models, totally outside
what is necessary to actually consider these loans.

We recommend changing the way capital and services flow to
these entrepreneurs. TILT Forward, one of our new programs, is
using technology that is world-class. AEO has partnered with one
of the top leading technology firms in the financial services indus-
try. A private-sector, venture-backed firm that has partnered and
licensed with AEO to bring their world-class technology to the com-
munity lending field.

So, the community development lenders through our TILT For-
ward program now have an opportunity to operate lending pro-
grams that create wider distribution. We are able to offer a work-
ing capital loan up to $250,000 with no collateral pledge. It is an
unsecured loan. And, we have an underwriting system that is pro-
prietary to on-deck capital.

A couple of the features that allow that to happen is that daily
repayments are made; and so again, it is an issue of getting people
willing to be innovative in changing the risk model.
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Chair LANDRIEU. Now, where is this happening, Ms. Evans? It is
very interesting. Where is this happening, the physical location?

Ms. EvANs. We launched this program last October in St. Louis,
Missouri. We are in the process of building out a national distribu-
tion system so that anyone across the country, rural or urban com-
munities, will be able to actually access a loan via a platform or
through working with any of our community development financial
institutions and micro lenders around the country.

Chair LANDRIEU. Thank you. I am going to get others for com-
ments, Ms. Major, but let me ask a question. Are you funding this
with private capital or a combination of private capital and some
public investment?

Ms. Evans. Thank you. One of the good things about this TILT
Forward product is that the whole system. We are also trying to
change what we realize how capital is mobilized. There are many
programs that you and the Administration have worked really hard
to move capital out.

The problem is not just moving capital though. The system is
broken; and so, many of the programs where capital is sitting in
state programs, there is no capacity on the ground from the com-
munity lenders or the banks or anyone else to get that capital into
the hands.

So, what we have also done with TILT Forward is to create a
special purpose vehicle called the American Dream Fund that will
aggregate capital from government, from private sources, from
foundations and philanthropic sources, and then make that capital
available as low-cost, fairly priced capital to entrepreneurs. But
just as importantly, low-cost capital to these community-based
lenders.

Chair LANDRIEU. Love this idea. Mr. Hairston, I want you to
comment on this. This is very interesting, and what would you say
as the director of a small business about this idea? And have you
heard of it before?

Mr. HAIRSTON. I think it is an excellent risk model. Over the
past couple of years, our Office of Capital Access has been looking
at a number of models. In that process, they have taken on the
task of reengineering several of our loan programs to try to make
capital more accessible to the under served communities.

And particularly, our working capital lending programs have
been revamped to make them more available and more attractive
to our lending partners. Of course, we created our Community Ad-
vantage Program, which is a very similar concept geared toward
providing lending in our under served communities.

But I think Ms. Major made a very good point in her remarks
when she indicated that our lending is primarily through banks;
and of course, that is exacerbated by the other circumstances
where we have seen where with the economic downturn where we
have lost equity in the primary assets, the minority community
took the largest hit in terms of equity losses in the housing area.
Over my years of experience at SBA in a variety of different roles,
our small businesses are more dependent on personal savings and
equity in their home.

If T could just make a point going back to the 8(a) program, in
a recent report—we prepare an annual report to Congress on the
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8(a) program and we look at new entrants in the 8(a) program and
one of the tests for getting into the 8(a) program is economic dis-
advantage.

We aggregate that data annually. In looking at that data, when
we determine economic advantage, we exclude the equity in the
primary residence and we exclude the equity of business owners in
their business.

And, looking at it on average after those exclusions, the average
net worth of firms approved for the 8(a) program is about $58,000
which means that these are companies that have been in business
and have been operating and we look beyond that the average net
worth or the median net worth for firms that we approve before ex-
cluding that is around the $146,000.

So, that means that they are bootstrapped when they come into
the program in terms of being able to take the next step and move
the company forward.

So, I think the idea about the lending model and taking another
look at how we look at risk in that respect is not a bad idea.

Ms. EvaNs. Chairman, may I follow-up?

Chair LANDRIEU. Yes. Go ahead, Ms. Evans.

Ms. Evans. I just want to follow-up on that. In talking about the
banks, every day banks in this country decline 8000 small business
loans. We could get banks to participate on our TILT Forward plat-
form with some encouragement perhaps from the Small Business,
from the Congress, from the Senator’s office, because what we can
do, we project already that, if you take the declinations from banks
currently that on this platform we could finance 20 to 30 percent
of those loan turn-downs by banks within 48 hours.

We project that we could finance another 30 percent within four
to six weeks by working with our community-based lenders, and we
anticipate that we could finance out of the balance probably about
70 percent of those within 12 months by working with mentors and
coaching services, et cetera, within our network.

And so again, there is an opportunity here to actually make some
changes if we could all get people to come together, get the stake-
holders to work together.

Chair LANDRIEU. Ms. Evans, that is exactly what this roundtable
is and I cannot thank you enough for your enthusiasm and your
passion; and what I loved about what you said was that you are
not lowering the risk, you are just changing the risk dynamic.

It is not making the loans riskier; that is not what I heard be-
cause we cannot do that, but it is changing the risk paradigm to
make them in some ways, you could argue, almost more secure, dif-
ferent than what it is.

And we hear, believe me. I work very closely with community
banks as everyone knows, and credit unions, but I cannot tell you
how many small business owners have sat around this table over
the last four years and said they have been turned down time and
tim;z 1again from banks because they do not fit that routine risk
model.

And, if we want to get this economy out of a routine sluggish-
ness, and we need to change the way we are doing things. To get
to an extraordinary economy, we need extraordinary actions that
are safe but secure.
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Ms. Major.

Ms. MAJOR. Yes. One of the things too, Senator, is what we
learned was how federal dollars come through the state even when
they are meant for people on the ground.

At our state level, we do not have a DBE mandate. So, money
hits our state and there is no mandate. $2 billion was spent to re-
build schools in New Orleans. $1.2 billion has already been spent.
Not one percent went to small business.

So, we have had to organize all over again to make sure that the
school system then puts its own DBE policy. But if federal laws fol-
lowed those dollars until they hit in the hands of the city, it would
make a big difference.

A disparity study is needed because it is not just, I mean let us
be real, it is not just about risk. It is also about race. So, we need
a disparity study and that disparity study needs to be updated so
that we can really embed some race-specific programs.

One of the things that we have had to do and as only as we have
a model. I chaired the Regional Transit Authority of New Orleans,
and what I did was a disparity study at the authority that say why
are not small businesses getting contracts?

And so, you have always got to prove what you already know so
we have to do a study to prove that they knew that they were not
getting it. So, what we did was set up a small business office. You
have got to put your money where your mouth is.

We set up a small business office in the Regional Transit Author-
ity. Then we removed, I took all the money out of one bank because
nobody again looks at community investment of bank policies. I
looked at that. Took all the money out of a national bank and put
in my local bank.

I have gone back to the local banks and said, okay, now let us
play. You use the contracts to my small business owners, my DBEs
as collateral to give them some working capital so that they can
participate in contracting because they do not have capacity.

The one thing about risk is the CDFIs are probably the most ac-
cessible for our community because CDFIs, I mean the reality is
that our people are not as bankable, this language that is used.

So, I think SBA also needs to go back and look at its mission be-
cause we can keep setting up CDFIs and all these outside entities.
But how does this federal institution become what I think it was
in the spirit it was created to be.

So, if its mission really is to serve small business, then the re-
ality is that we have to look at the histories of denial of access for
small businesses.

So, create internally I think like when we look at the risk, look
at CDFIs. The SBA could do a CDFI with a program like I am
doing at the Regional Transit Authority. So, I am not pushing that
they do it actually Sewage and Water Board, that they do it at, the
city is doing it but they do it anywhere else they have.

Where is your money going? So, what we have had to do, it is
just so much work that the community has to do. Now, we are ask-
ing our city leadership, where is the city banking and how is that
bank playing with the community?
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Is it playing fair? If it is not playing fair, you need to take your
money out or you need to go back to them and say this is the way
we need to do this.

So, even those of us, I mean, you can do so much, but there are
some things that we can do on the ground as well but the one thing
for me is to make sure that dollars coming States like Louisiana
maintain the mandate for DBEs because other than that we get ab-
solutely nothing, absolutely nothing.

Chair LANDRIEU. Very good point.

Ms. Hurley.

Ms. HURLEY. Yes. Thank you. I wanted to echo Ms. Major’s point
about the importance of disparity studies and race conscious, public
contracting programs, because in Maryland for a number of years
now, every five years, we do a disparity study and the value of hav-
ing that statistically significant evidence of a disparity for the busi-
nesses owned by racial minorities in your jurisdiction I just cannot
say. It has really allowed us to do some really progress of things.

I think someone mentioned the how do you deal with the fact
that your program may cover a lot of different minority groups but
you identify certain groups are suffering much worse than others.

And, one of the things that Maryland has done a few years ago
is really expand what we call our subgoal policy; and so we break
our government contracting into different industry groups like con-
struction, construction-related services, A and E.

And, within those groups, we have chosen the top three most dis-
advantaged groups and given them subgoals, recognizing that in
many categories we may see, for example, African-Americans are
getting much fewer contracts than others or Hispanic Americans or
Asian-American, depending on the different industry.

And, while it is difficult for our leadership to put some groups
at a place of advantage seemingly against their peers, we recognize
that we have to be really targeted.

Otherwise if you just kind of throw it out there and hope that
it will disperse and you will achieve parity in the way that you
have availability in a community, if you cross your fingers, that has
not worked.

And so, while it is something that is new for us, we are certainly
starting to track of that data and see what impact it has. But our
disparity study shows significant disparities in our community and
we have had a program for over 30 years.

And so, we know that our businesses tell anecdotally while our
participation Maryland contracting is going there is still suffering
discrimination. They are still facing hurdles of access to capital,
and this data that we have, this big 600-page tome that cost us
over $1 million.

And so, you need to have leadership that says this is important
in shrinking budgets to pay this money to get this evidence so you
can have robust programming.

Chair LANDRIEU. Excellent.

Now, Ms. Balwani, did you want to speak because you had your
placard up and I did not want to not call on you.

Ms. BALWANI. Yes. I wanted to add the comment to Ms. Evans.
I believe this program is great but I strongly feel that the edu-
cation is not there to small business owners. The awareness is not
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there, but the more awareness that we can provide to the small
business owners and especially start up companies, they are really
getting discouraged.

I have spoken to so many people who say, to your note that if
I do not have my parents who are going to give me money to start
up a small business, there is no way I can get a loan these days.

So, your program sounds like it is fantastic and the message
needs to resonate there, you know, into this entrepreneurship level.

Chair LANDRIEU. So, what do you tell people that come to talk
with you if they say, “I would love to start a business. I have got
a great idea or I think I have a great product but I cannot—my
parents are not in a position to lend me the money, I do not have
any equity in my home.” What do you tell them?

Ms. BALWANI. I personally have asked them to go to the SBA be-
cause I do believe that SBA has a very good solid program. I am
a graduate from the 8(a) program, that my company was an 8(a)
program, and I worked very closely with my district office in New-
ark. And, the SCORE counselors, they really sit down and help
with the paperwork.

So, that is my first guidance to a person who is asking for my
advice because sometimes I believe the commercial lenders do not
have the time to really sit through and coach a startup business
and they definitely do not want to take that risk.

Chair LANDRIEU. Well, interestingly enough this Committee, the
majority of members of this Committee have been trying without
success to convince the minority members that investing in SCORE
is an important thing to do. So, hopefully your voices can be raised.

SCORE is the not-for-profit, private, entrepreneurial mentors.
There are 350 chapters for free that exist all over the country. Tax-
payers are getting a phenomenal deal.

We invest only $7 million of federal funds. That is it. On 350
chapters that work for free. These are volunteers but you have to
have some money to organize them.

We have yet to convince—hello, Mr. Congressman—we have yet
to convince the minority members who are not here to represent
their views. But if they were, I would give them the time to step
that funding up to $20 million so that we could expand the SCORE
chapters because I think you have said exactly, the banks are not
only reluctant, they have new regulations. They might not be
aware, and they do not have the time to counsel small business
owners.

It is really not their job if you think about it. I mean, their job
is to lend money and to make money, and I am not under-
estimating the help that bankers can be when you come in. I have
borrowed money from a bank before and gotten good advice from
my banker.

But it is not like sitting down with a business owner that has
built and sold multiple businesses, to say this is what you should
do, this is how you should do it, et cetera.

So, that is just one small step but I think it would be an impor-
tant step to expand this volunteer network of entrepreneur
mentorship in the country. Some of it is being done for profit, per-
fect. Some of it is being done nonprofit. Some of it is being sub-
sidized a little bit by the federal taxpayer but for great benefit.
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And, I am very happy to see that you yourself were beneficiaries
of something that this Committee has strongly supported along
with the SBA programs. But it still does get back to Ms. Evans and
Ms. Major’'s comments that even with that help, some of the capital
is not finding its way to the communities to access that economic
power that is there. And, that really is a problem for America.

Now, I am going to recognize everybody with a placard up. I
want to ask the Congressman because I know his time is short. We
just had Congresswoman Sheila Jackson Lee come by and give
some brief remarks.

But as you know, this panel, Cedric, is focused on the wealth gap
and what a drag this is on the American economy because if com-
munities—African American communities, Hispanic, Asian, Native
American—had equal opportunities, the whole economy would be
stronger.

But we are happy to have any introductory remarks and then I
am going to get back to the questioning at hand. But thank you
so much for coming on a very busy week.

Representative RICHMOND. Well, let me just start with thanking
the Senator for her effort, and she has been steadfast in rep-
resenting and advocating the importance of investing in disadvan-
tage businesses, small businesses, low income communities to
make sure that, one, living in Louisiana we see it every day and
living in New Orleans we have seen the good and the bad, and
first-hand we can see the impact it has when everyone participates
in the economic system.

And, what you see when it does not happen is that it manifests
itself in other areas, in education, in crime, and all of those things.
So, as we talk about crime in the city of New Orleans and other
metropolitan areas, you have to talk economic development and
you have to talk about minority participation in businesses because
they go hand in hand.

And, I am a product of a family that had a small business with
an electrical contracting firm but watching them work and do what
they did made a lot of sense. And, if you think about it now and
I go back and think about my childhood, as we reenter 15,000 peo-
ple into the population out of incarceration in Louisiana each year,
the question becomes who is going to hire them. And, small busi-
nesses more often than not are the ones that will give them a
chance.

As my parents employed people, I do not remember them ever
running a background check or not hiring someone because they
were an ex-offender. They interviewed them. If they had a good
feeling about them, they gave them an opportunity.

And, now with so many people coming home, we have to figure
out ways to give them opportunities; and this area is a prime way
to give them an entry into the legitimate workforce.

And, it is our obligation as government, I believe, to make sure
that we give those small businesses every opportunity to succeed.
So, that means technical assistance. That means capital. That
means everything we can do; and sometimes it is going to mean
preference and that is just what it is.

But the domino effect and the spin off when we do that will pay
dividends that you cannot measure in all types of ways.
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So, I just want to thank the Senator for again doing this because
it is so very important and I am so happy that she is over here
doing it because in the body I serve in, I do not see us doing as
much as we need to be doing in order to achieve it.

But I think that if it is not obvious yet it will be obvious to the
American people that some people ought to just not be governing.

Chair LANDRIEU. Thank you. Dr. Taylor, we will acknowledge
you and then Mr. Allis.

Ms. TAYLOR. Okay. I just wanted to echo what Ms. Balwani was
speaking about. After the money makes it to the community, let us
make the assumption that it does get into the hands where it needs
to be. Then we are faced with having entrepreneurs that have not
been properly educated on what to do with those funds or how to
run a business or how to hire the right workforce.

Having programs in place in schools that teach financial literacy
is essential; it needs to be taught whether you have the goal of be-
coming an entrepreneur or not because your credit starts there.

In a lot of cases, there is the misconception that no credit is
okay. No credit equals bad credit. But that is not obvious to a lot
of the communities that we represent, and we should make sure
that our communities have that understanding.

Also, there are programs to teach about entrepreneurship for
those students that show an interest and there are so many cre-
ative young people who do not fit comfortably into a traditional en-
vironmental or educational system.

What I mean by that is that they go through the school system
and they do not do so well but they are extremely talented and
there is no other outlet in the community to take their talents and
nurture them.

So, I am a huge advocate of the Network for Teaching Entrepre-
neurship (NFTE) and also the Jump$tart Coalition which I know
about; I am also a mother at a Title I school in Virginia. For those
who are not quite familiar with Title I schools, these schools have
been designated as schools with families that have a high number
of poverty or low income families.

When I go into my school and I am serving on the PTA, it is pri-
marily Hispanic and African-American students in the schools and
I talk to the teachers and the principal and they have not even
heard of these programs.

So, what do you do in that case? They get funding but they are
not necessarily sure on what to do so there needs to be more mar-
keting, if you will, and education on the resources that are out
there. Therefore, the answer in this case is not only to make sure
that the capital gets into the hands but to also make sure that the
community is properly educated.

Chair LANDRIEU. Thank you, Ms. Taylor, for sharing that and it
really hit a chord with me. When I was State Treasurer, I started
the first “bank-at-school” program in Louisiana for exactly that
purpose—for the third graders. I worked with bankers and the
CPAs, and the principals and teachers association to literally go
into dozens of schools and help students in third grade understand
what a bank account is.

Many of these families were unbankable. That is the term, but
they had just not had any relationship with the bank; and then the
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kids would come home and explain to the parents what a savings
and a checking account was. We did it on a shoestring. There are
programs that I am aware of that are being done all over the coun-
try in small scale and I am aware that this is a subject that mem-
bers of Congress have been talking about, both parties, about this
financial literacy piece.

So, I am glad you raised it. This Committee has some jurisdiction
over that, but it is an important part of our, you know, of maybe
one of these solutions and it really should under the Department
of Education to be pushing out opportunities to use those Title I
dollars which we are very familiar with. We get a lot of those in
Louisiana because we are a relatively poor state.

But you are right. There is flexibility in Title II and in Title I,
dollars that could be used for programs like this but people do not
know about it. So, thank you for making that.

I am going to get you, Lisa.

Ms. HASEGAWA. You can call me Ms. Lisa.

[Laughter.]

Well, two points. I definitely want to talk about the data issues
but just to continue on with what has been discussed around the
capacity for targeted technical assistance to minority and low in-
come communities and small businesses.

So, we are a national HUD housing counseling intermediary; and
before three years ago, there was not such an intermediary to real-
ly deal with housing counseling for Asian Americans and Pacific Is-
landers and native Hawaiians who were really being hit by the
foreclosure crisis.

So, there is a lot of capacity at the National Urban League, Na-
tional Council of La Raza and a lot of housing counseling and com-
munity-based organizations across the country that now have ca-
pacity around financial literacy and financial coaching.

And so, a lot of us are having this conversation of how do we
transition that technical knowledge that is specific now right to
foreclosure to actually a broader effort that is really about economic
recovery and it is infrastructure and capacity that currently exists
in minority communities.

So, I feel like financial education is necessary but not sufficient.
It is really important but I think that there needs to be infrastruc-
ture. There needs to be national community-based, nonprofit, small
business technical assistance infrastructure.

So, there are programs at the SBA, at MBDA. But a lot of those
funds actually go to local governments; and again there are the
same barriers though. And, I think that nonprofit organizations
particularly who have long track records and trust with commu-
nities of color, I think are really good partners.

And, right now the way that SBA and MBDA programs are
structured, those opportunities are not there. So, the infrastructure
to do that capacity building, technical assistance, and coaching, et
cetera, that is specifically grounded in communities of color really
I think is not there but I do not think it would take rocket science.

Chair LANDRIEU. I am going to get Mr. Allis.

Thank you for making that point, and I want to underscore this
and make sure the staff has noted it. It is a very interesting idea
that the capacity over the last five years in the country to address
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this home ownership crisis, and the recession of falling home own-
ership, is we are sort of coming almost to the end of that and we
hope the end, but that network is out there.

And, with a little bit of tweaking particularly by the Small Busi-
ness, this could really come from a great suggestion from the SBA,
you could turn that network from its focus on housing stability,
which is important and still a need, but to this financial literacy
and connecting, Ms. Evans, the capital that is in the community
with a little bit of tweaking.

So, let us explore that very positive idea because it is not build-
ing a new mousetrap. It is using what is there and just tweaking
it.

And I was reminded by my staff to say for the record that Sen-
ator Enzi and Senator Risch, who are not here, Senator Risch is
my ranking, do support score. And the opposition is coming from
House Republican leadership. Do not ask me.

It is a volunteer organization. It is a private, not government, en-
tity. They do not support it. We cannot get it passed. So, we are
going to keep pushing but it is not coming, I have been, told by the
opposition of the Republicans on this Committee. It is the House
Republicans.

Mr. Allis.

Mr. AvrLis. Thank you, Senator. I just want to highlight the im-
portance and I know you recognize and the Congressman does the
importance of minority-conscious federal programs that help minor-
ity businesses often in rural areas and specific to Indian country
it is rural.

And, really, you know, from our voices and our concern it’s mak-
ing sure that these programs, their value is recognized and it is
protected. That some of the attacks that we hear of through the
courts, that we experience through the court systems, sometimes
from other areas even up here on the Hill, on various parts of the
8(a) program are very harmful and we really need to take a deep
look at what those are and what the long-term impact is.

For my tribe and as my role at NACA when I look at the 8(a)
program, that ability to produce small businesses to engage in fed-
eral contracting has been valuable, in that it has fueled growth in
these tribal communities.

And, it is contagious amongst these tribal communities. As the
tribe is able to be involved, as the Alaskan Native Corporation is
able to be involved, as the NHO companies are able to be involved
in this program, their members, tribal members, shareholders com-
munity members see that value.

Not only are they the beneficiary of some of the things that come
out of that, they see an interest in wanting to become business
owners and entrepreneurs. They see it working.

When they see it not working or they see attacks on it and they
see bad things happen, they see resources disappear, they get dis-
gruntled too and they are not too confident and not overly excited
about pursuing that direction because everything is on the line
when they start putting their own resources into an effort to build
the business.

So, we at NACA and we at the Forrest County Potawatomi Com-
munity recognize the importance of these programs, and also recog-
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nize being conscious of our peers and the other minority groups
that are participating in the same program, as well in making ef-
forts to bring them together as a collective voice that we can pro-
mote and support this program.

I am proud to say that NACA has entered into, the first time
ever, a memorandum of understanding with the U.S. Black Cham-
ber, Inc., and the U.S. Hispanic Chamber of Commerce, together
moving forward to not only recognize these kinds of programs but
also work together in other programs, along with the SBA, in
bringing these groups together and adding that knowledge piece
that I heard talked about a little bit before.

But, Senator, there has been a lot of attention given to the 8(a)
program, not only on the Native side but also on the program as
a whole; and we really need people to understand that this pro-
gram works and needs to stay there.

Chair LANDRIEU. Thank you.

Ms. Powell.

Ms. POWELL. Yes, thank you. Following up on the opening state-
ment that I made earlier in reference to the investment that the
Congressional Black Caucus Foundation made in National Black
Banks, I do want to recognize from the audience B. Doyle Mitchell,
Jr., who is the Chairman of the National Bankers Association
(NBA) and President of the Industrial Bank, because a lot of the
comments that are being made here about banks and I do not know
that the connections have necessarily been made to NBA. It will be
good for you all to have that conversation about how to revamp
some of these risk models so that the money that went to Lou-
isiana, New Jersey, Chicago, D.C., and North Carolina can defi-
nitely get to the communities that we serve. And, many of these
things NBA banks are CDFIs. Therefore, I just want to bridge that
gap and make that acknowledgment.

Also, we have a partnership with Ann Sullivan and Madison
Services Group, who has been instrumental in helping us make
connections to other corporate partners; and one of those partner-
ships is with American Express Open.

During our signature conference in July, we hosted our top 100
business owners from across the country, and they were able to
meet one on one directly with 25 government buyers.

These types of activities and initiatives are very important in
terms of making sure that business owners have access to re-
sources and opportunities that they would not otherwise.

Another partner, who you have been involved with Senator, is
Google. Google hosted a huge technology workshop at our con-
ference helping our business owners to increase their search engine
optimization so that they can better market to the world and in-
crease their overall revenues to strengthen their capacity to hire
and reduce the unemployment rate.

And then finally, to Congressman Richmond’s point, in February
of this year we launched a hire one campaign to encourage all Afri-
can-American business owners to hire at least one additional em-
ployee so that we can be at the forefront of the ongoing economic
recovery.

Chair LANDRIEU. And if you did, the recession would be over.

Ms. PoweLL. Exactly.
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Chair LANDRIEU. Because you would hire, what is the number?
I used to know that number. About 2 million.

Ms. PoweLL. Exactly. We would hire about 2 million.

Chair LANDRIEU. And the recession would be over.

Ms. PoweLL. Exactly. We have recently highlighted several of
our businesses that answered the call and we have also highlighted
many of the black-owned hotels that have answered the call.

Even the leisure and hospitality sector is one of those sectors
where everybody can develop a skill that is transferable to another
job or opportunity. We want to encourage our partners around the
tables and those that are now aware of what we all are doing, to
go back to our respective communities to raise awareness about
these initiatives.

Dr. McKernan.

Ms. MCKERNAN. I just wanted to second the Congressman’s point
that wealth inequality matters for everyone, not just the poor, be-
cause a strong, vibrant, and thriving middle class is important for
economic growth.

And then, I wanted to build on the Senator’s and others com-
ments about the importance of training. I think what is particu-
larly powerful is when you can combine capital with that training
at the same time. That is in part what individual development pro-
grams do.

At the Urban Institute, our research with CFED shows that
IDAs have helped maintain home ownership through the fore-
closure crisis; foreclosure rates for home buyers who bought
through an IDA program and received that training at the same
time as they were doing that saving were one half to one-third the
rate that they were for other low income home buyers in the same
communities.

It’s the power of combining training with capital. Spending on
IDA programs represents less than one percent of the federal
spending on asset development and inefficient funding subsidizing
large homes and debt such as the mortgage home interest deduc-
tion could easily make that a revenue neutral increase.

Chair LANDRIEU. Excellent suggestion.

Mr. Hairston.

Mr. HAIRSTON. Just following on with regard to the comments re-
garding the importance of management and technical assistance, I
believe that understanding how to effectively employ capital is as
important as having access to capital.

One of the big impacts of the economic downturn and the impact
that it has on the minority community is that the fact that they
do lack capital inhibits their ability to have access to those re-
sources that will enable them to more effectively run their busi-
nesses and do, in fact, have access to the networks that are impor-
tant in developing and sustaining a business.

A lot of people do not realize that when we talk about the 8(a)
program, everybody thinks about Section 8(a) of the Small Busi-
ness Act but the 8(a) program was actually legislated under two
sections of the Act.

The other part of the Act which is really the premise of the pro-
gram which is business development is section 7(j) of the Act; and
under section 7(j) of the Act, we have the ability to provide man-
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agement and technical assistance to not only 8(a) firms but other
disadvantaged-owned companies.

And through that program, we provide a lot of assistance hands-
on, a lot of training, and a lot of directed assistance in terms of di-
rect developing marketing plans, teaching individuals how to man-
age their companies, teaching them how to develop their business
plan, how to manage their assets.

So, that is an important asset that we have available and I am
glad that the Chair mentioned our SCORE program but we have
a lot of other technical assistance programs as well through our
small business development centers, our women’s business develop-
ment centers, and we work very closely with the PTACs as well.

But I just think it is very important that we do not forget the
affect of the widening of the income gap has on the ability not only
to access capital but to access the knowledge base that is necessary
to effectively run businesses.

Chair LANDRIEU. Thank you.

Ms. HASEGAWA. If I may comment?

Chair LANDRIEU. I'm sorry. I asked the staff to go get a chart I
wanted to put up on your point but I wanted to make just a couple
of comments.

This CDFI has come up time and time again and I wanted to say
that I am very proud that this Committee has voted out President
Obama’s recommendation, and it was our own as well, to increase
CDFI authority from $3 billion to $4 billion and to increase the
family of funds limits from 250 to 350 I think.

Somebody on my staff has to correct me, and the reason is be-
cause some of these very successful CDFIs that Ms. Major has
talked about and Ms. Evans has talked about have reached their
capacity to lend and it is an arbitrary cap that the Federal Govern-
ment has put on them.

And so, it is a very important piece of legislation again having
great difficulty getting through the other body. But I do think that
there is support because it passed out of our Committee with Re-
publican and Democratic support to increase the authorization.
That is another billion dollars that could find its way to commu-
nities and increase the fund limit of those that are hitting up
against their limit and basically rewarding the more successful
CDFIs that are actually lending.

Some exist and are not doing anything. Fine. They can just, well,
we would like to eliminate them but we definitely do not want to
tap down the successful CDFIs, and these are lenders that are non-
bank lenders.

So when I look at the country as Chairman of this Committee,
I think of the 8000 banks that are out there, community banks—
I am not talking about your big banks—8000 community banks,
thousands of credit unions, hundreds of CDFIs.

And then, outside of CDFIs there are other non-bank lenders,
nonprofit organizations that this Committee tries our best every
day to strengthen that network, to push capital out through that
network. But as a Barbara Major said, it is the last mile that is
the hardest.

It is almost like when you put up an electric grid for the country.
You can put it up on the main highways. That is the easy thing.
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But getting that last mile. It is the same way with the post office.
It is the most expensive to deliver the post to the house itself on
a rural country road.

So, do you see what I am saying? That is the same way capital
flows, and we are doing a pretty good job of getting it out there
generally. But getting it into the communities that need it the most
to lift the economics of the country is what our challenge is. And
I think you are coming up with some really good ideas.

Ms. Major and then Ms. Evans.

Ms. MAJOR. Yes. One of the things too, speaking of CDFIs, 1
headed a CDFI that we created after Katrina.

Chair LANDRIEU. And there are a thousand of them. So, go
ahead. I wanted to make sure.

Ms. MaJor. Right. That money came through HUD. So, I think
there needs to be some collaboration between HUD and SBA
around the issue of CDFIs because also what I have noticed is that
the bigger CDFIs are the ones that keep getting. The smaller
CDFIs who have feet on the ground in the community do not get
the same kind of access. I am just putting it out.

Wherever the bank guy is in here, I will talk to you later because
the banks have to be willing.

Chair LANDRIEU. I think you will actually like him. But go
ahead, Barbara.

Ms. MAJOR. The banks have to be willing. It seems to be an as-
sumption that the banks are going to be willing to do the right
thing and that has not been the case.

So, one is develop a comprehensive approach because often what
I hear is when we start talking about wealth gap, we start talking
about jobs. Jobs are important but jobs alone is not what is going
to close that gap. So, when we talk about wealth building, we are
talking about the ability to create wealth over generations.

After Katrina—I would think in New York and New Jersey as
well—the wealth in the African-American community is based on
what you own. It is property. We lost all of that so it kicked us
back a generation.

The assumption that, you know, like you just have good credit.
You have got to understand history and why folks do not have good
credit in the first place.

So, it is still set up that if you have you can still get. If you do
not have you cannot get. So, you cannot speak of any of these
issues in the absolute of understanding the history in these com-
munities.

A comprehensive approach is one. We have got to have literacy.
But I am dealing with businesses who say, look, I already have the
literacy. I need the money. Do you know what I am saying? So, we
have to have a place that deals with where can I access some cap-
ital, how can I enthusiastically encourage big business to do busi-
ness with me.

So, one of the things we are doing is, like I said, it is going to
be $3 billion in the next 24 to 36 months. Anybody here know some
big contractors? Tell them to come to New Orleans. They want to
play right with our small businesses, we will deal with them be-
cause we cannot—and the other thing is prompt payment.
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A simple thing. I did a policy on the RTA board that DBEs get
paid within 15 days. I had no idea of the impact that that was
going to have on small business. If nothing else, you go back to
your community tell your boards to pay DBEs quicker. Thirty days
hurt; 45 days kill. So, so prompt payment.

And the mandates on federal. When you get federal dollars, you
ought to be mandated to pay people, especially small businesses,
before 30 days. I know they will not go there but I will say it 15
days.

Chair LANDRIEU. Ms. Evans and then Ms. Lisa.

Ms. Evans. I just want to make a couple of comments. One, AEO
released its report last year that documents that those businesses
that receive technical assistance and business support from non-
profit organizations in their community actually experience growth
30 percent times more than those who do not. So, their revenues
grew actually 30 percentage points higher.

But I actually want to make a more provocative statement and
that is that size matters. As we sit here and talk about closing the
wealth gap, I think it is important to make sure that we are pro-
posing solutions to fit the size of where most minority businesses
actually are.

Ninety-two percent of all businesses in this country are micro.
Nearly 99 percent of all African-American businesses in this coun-
try are micro; and so when we talk about small business, I think
size matters in that we have to make sure we are talking about
where these African-American Hispanic and other minority-owned
businesses really are. Small business strategies may miss them en-
tirely because we are talking about micro is where they really are
based and formed.

Lastly, I want to also, AEO in November will be releasing re-
search on the national economic impact of micro-business which I
hope you will attend and everyone here will attend. Our release of
that data.

But one of the pieces of that data that I think is so important
for this conversation, and particularly to those of you who are
doing the disparity report, the disparity studies, what we have
found out is that the concentration of African-American and Latino
particularly business are in industry sectors that actually have low
revenues; and so we need to have strategies that actually focus on
how do we move more African Americans, Latinos, Native Ameri-
cans and Asian-Americans into higher gross things industry sectors
because we are seeing that the participation rates really are clus-
tered in some of the lowest revenue producing industries that are
there.

Then lastly, although I agree about your point about jobs and
that it is about assets and wealth, what we know is that most of
the job creation, as others have said here, that are going to take
place like the people your parents hire. I am the product of a self-
employed mother from Tennessee and the people who my mother
hired, they would not have had jobs had it not been for neighbor-
hood, local business owners.

In fact, as of today, if one in three main street micro businesses
hired just one employee, just one, not all of them have to hire, one
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in three main street micro businesses hired just one employee, we
would bring the country to full employment.

Chair LANDRIEU. It is an amazing statistic, Ms. Evans, and
thank you. Let me ask you. How would you define micro-business?
Under 10?

Ms. EvANS. A business with five or less.

Chair LANDRIEU. Five or less?

Ms. EVANS. Yes.

Chair LANDRIEU. I am going to get back to the SBA to ask spe-
cifically what they are doing today or what you have planned to
help micro-businesses, five or less. Be thinking about that.

Ms. Balwani.

Ms. BALWANI. I would just like to comment on Ms. Major about
the payment structure. I would love to get paid in 15 days but hon-
estly it is 60 days, and now it is 90 days.

So, you tell me how can small business owners like myself sur-
vive if I have to pay people every two weeks. So, it is an aston-
ishing and it discouraging a lot of small businesses. They are actu-
ally hurting very much.

I am fortunate that my business is well established. I have a
positive cash flow; but if I had not, there is no way. I would have
to close my business absolutely.

So, there has to be an awareness that these companies are really
stretching us. It is the major corporations. It is the largest pharma-
ceutical companies that are there who are saying take it or leave
it. It is 60 days now. They have increased it to 90 days.

Chair LANDRIEU. I really want to underscore this, and I am sure
we are stepping on some territory of some other Committees. But
the question is. Is the Federal Government a slow payer? Are state
governments slow payers?

Are local governments slow payers? And are major corporations
slow payers?

And that hurts all small businesses and the question would be:
Why should the smallest businesses in the country be basically
floating, why should they be riding on the backs of small busi-
nesses? They can get access to money much quicker.

Now, I know I am probably treading on some other territory
here, but let us just throw that out from our Committee and see
if we can get some answers, because I hear this complaint from
small business owners. It is so risky for us to take this contract be-
cause it is big. We can do it; but if we do not get paid quickly, it
could bankrupt our company. I hear that a lot when I am traveling.

Ms. Hasegawa.

Ms. HASEGAWA. I have not addressed the data issue. So, I appre-
ciate my colleagues including Asian-Americans. I think that that is
great. However, you look at the numbers and you cannot ignore the
fact that Asian-Americans in the aggregate are doing much better.

However, just in terms of trends, Asian-Americans did lose
$70,000 in average of their networks. So, it went to being higher
to whites, then $20,000 less than the whites and it is still substan-
tially higher than other communities of color.

However, like I said, we focus on low income Asian-Americans
and Pacific Islanders solely. And so, you know, in terms of that
population, Asian-American and Pacific Islanders who are in pov-
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erty, that poverty population group grew by 40 percent in the wake
of the recession.

And so yes, the rate of poverty for the population as a whole
went down. But if you look at just those who are poor or who are
economically vulnerable, right on the edge of falling under the pov-
erty line, that poverty population has grown by close to 50 percent.

So, if you are the community-based organization focusing on low
income Asian-Americans and Pacific Islanders, the number of peo-
ple that are eligible for your services that you need to serve as dou-
ble the basically.

And so, I plead with you who, I am a resident of Maryland, and,
you know, with the Federal Government, a lot of the Federal Gov-
ernment or just any government reports look at Asian-American
data in the aggregate. And so, I just say there are different ways
to look at need in the Asian-American community.

Otherwise, it looks like why are we doing anything for the Asians
because they are doing better than everyone else. And so, I think
with regards to government programs, it is very important to look
at the subpopulation. Bangladeshis have one of the highest poverty
rates. Tongans and Somoans have one of the highest rates of incar-
ceration.

So, I think that, you know, strategies to self-employ people who
are formally incarcerated, who are limited English proficient, small
business is really the alternative to being unemployed, and micro
businesses. So, I think that we have to think about it in those
broader frames.

So, I appreciate everybody saying Asian American but I just
wanted to say the finer points at least for our organization, race
is important. Discrimination still exists but at least for Asian-
Americans and Pacific Islanders and native Hawaiians in par-
ticular, you need to look at subpopulations and you need to look at
those who are low income and under served and limited English
proficient.

Mr. RICHMOND [presiding]. Good point.

Dr. McKernan.

Ms. MCKERNAN. Yes. I just wanted to say that we have talked
about the broader role that home ownership and retirement wealth
play for small business growth too. I think home ownership and re-
tirement savings are powerful wealth-building vehicles because
they make savings automatic and this is part of why we see that
African-American and Hispanic families are not on the same
wealth-building path. They are less likely to own homes, and they
are less likely to have retirement savings accounts. And, these are
two of the primary vehicles where Americans build their wealth.

What I mean by automatic is that the power of home ownership
comes not from price appreciation but from that automatic monthly
mortgage payment that comes due. It is a form of forced savings.
You pre-commit and then you save.

The power of retirement savings comes in much the same way.
The employer sets up an automatic process for sending money di-
rectly to our retirement accounts. After that initial decision, you do
not have to do anything. But we know that nearly half of Ameri-
cans, half of American workers do not have access to an employer-
sponsored savings plan.
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So, we can promote retirement savings through an automatic
IRA, an automatic individual retirement savings account. Auto
IRAs allow particularly low-wage workers—who do not have access
to employer-sponsored retirement accounts—to make that initial
decision and have that savings happen automatically each month.

Representative RICHMOND. Thank you.

Mr. Allis.

Mr. ALLIS. Congressman, thank you.

With respect to business development, the action items that I
think we all ought to consider, the leaders that are in this room
and amongst this table is, as Darryl will, you know, testify too, the
8(a) programs has been extremely successful for all minority com-
ngunities that participate in the program, and it needs to stay
there.

The federal court cases, Rothe I, DynaLantic, Rothe II question
the constitutionality of the program and cause a lot of concerns to
a lot of people. As we have interacted with the different agencies
and the people involved in some of these cases, they have reached
out to us asking for statistics, data, information that would show
the discrimination and bias in contracting and in business develop-
ment opportunities.

I have heard from all a lot of good information from some of the
people here talking about statistics that they have on this industry,
that industry. I would proffer that we all get together and the
groups get together and supply that information to our leaders in
Congress, to the various important people in The Administration,
and Federal agencies. So, it is on the record. It is there.

So, we will be ahead of the curve of the court rulings that seem
to be heading in the wrong direction, and make sure that this pro-
gram stays around for generations to come in the long future.

Representative RICHMOND. I will comment on that and I think
that what you are saying is very important, specially in looking at
the opinion that the Supreme Court issued in the Voting Rights
Act case which clearly said that we will not expressed much of an
opinion except that the data is outdated. You cannot use data from
1962 to justify a current day program.

So, as you bring it up, we need to make sure that the data we
used in justifying programs even through the statute and legisla-
tion continues to be updated so that there is a clear articulation
and data to support the need for the program.

And, I think the people in this room are probably the best to help
facilitate that. But you will need to, and we need to push that more
in Congress because part of what the court said, and there were
volumes and volumes and truckloads of evidence produced in the
voting rights case but they look to the evidence and data that Con-
gress used to justify the program.

So, that is something that is also very critical; and since you had
the mic, I will pose a question to you and Ms. Powell and Ms.
Hasegawa, remember my parents were electricians. We just
worked it out.

Part of my question is just the support that the U.S. Chamber,
are they there on any of the issues? Are they supportive and the
collective effort of all of the minority chambers in addressing dis-
parities, access to contract, access to capital, because I think if they
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made a point to make it a priority and also talk about prompt pay,
then the message might actually get out there.

Mr. ALLIS. Congressman, good question. I cannot speak to some
of the other groups but the U.S. Chamber of Commerce in the last
year has formed a group that specifically focuses on Native issues
and it could be a wide variety of different issues. My understanding
recently, there has been a kind of change in the leadership of that
particular division so I do not know exactly where it is going.

But more importantly, you know, the 8(a) issue in DynalLantic
kind of left us all scratching our heads on how do we figure out
if, in fact, the 8(a) program is a good program in this particular in-
dustry group or that.

And so, whether it is the U.S. Chamber, you know, or it is all
of us, we have got to figure out a way to have a clearinghouse
where we can provide these stats, this information; and then we
need you folks on the Hill to recognize that, and to make sure that
the 8(a) program is safe.

Something has to be done now to, you know, turn the tide on the
way these cases are going in the federal courts, to make sure we
are not behind the eight ball, or chasing and defending, as opposed
to being more proactive and letting them know that, you know, this
program is right, it is constitutional, and here are the stats that
support that.

And, there is a lot of good wealth of information in this room and
there is a lot outside too. So, we have to figure out a way to get
that to come in here.

Chair LANDRIEU. I am going to ask the SBA now to comment on
the micro businesses because Ms. Evans, you have made several
statements that deserve attention and response.

And, I have said from this chair many, many times when small
businesses in America are defined by federal law as 500 employees
or less, and we keep crafting our programs for 500 employees or
less, we are just shooting wildly.

I hate to use the word “shooting” but it is too wide. We have to
focus and target. So, I am trying to get our staffs, both minority
and majority, to understand that we have certain strategies for
businesses between 200 and 500. They have an interesting set of
problems and dilemmas trying to really grow really big.

But then what do you do with the majority of businesses in
America that are micro, zero to five. And many, many businesses,
almost 99 percent I think are zero to 15 or zero to 20.

You know, those are the businesses we want to focus on and real-
ly help to emerge, and let me just make this point because I am
on a little soap box about this.

I believe, like Cedric, my family had some small businesses too.
My father was a self-employed lawyer who made $350 a month
with nine children. That was very hard. I do not know how much
your parents made. I think a little bit more than mine but anyway
we came from hard working parents.

But you know, what I am trying to focus on are businesses in
America that I would define, and if Pew has a better word great,
but lifestyle businesses. People that want to run one restaurant.
They do not want to run a chain of restaurants. They want to run
one profitably. Pay for their home, send their kids to college, have
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an impact on their neighborhood. Can anybody tell me if there is
something wrong with that?

Why do we not ever focus on these lifestyle businesses? All we
can talk about up here is Microsoft, Google. I am all for that. I am
all for Microsoft, Google, Dell Computer, et cetera, et cetera.

But if we do not in Washington get our eyes on the people that
are hiring in our neighborhoods, in the suburbs, in the rural areas,
in the urban areas, those shoe shine, you know, the shoe repair,
the cleaners, restaurants, those businesses.

Now, they might have small margins of profit; but if run cor-
rectly, they can create a lot of wealth over time and be transferred
to the next generation. I don’t want to underestimate how impor-
tant these start up businesses are, where the earnings are spectac-
ular in the finance sector, in the tech sector and moving, you know,
the base of our community into those is very important as well.

But I think it needs to be balanced. And if someone has a dif-
ferent view, we can submit it to the record because I do not want
to be completely dictatorial about this but until somebody gives me
some evidence, I am going to continue to say, despite the fact that
I am a lone voice, these lifestyle businesses are important in get-
ting entrepreneurs who do not want to have a hundred employees.
They would like to have 15 for 50 years and have great impact in
their communities. We need to be helping them to make sure that
they are not at risk.

Now, I am going to step out because I have unfortunately an-
other commitment. I am going to have my small business staff di-
rector, bring us to close in the last 10 minutes. If you can stay,
Congressmen, please you can provide some leadership here as well.

But I want to just say this record will stay open for the next two
weeks. I want to acknowledge and get your final comments verbally
but this record will stay open for two weeks and all of your organi-
zations can submit even after that documents, reports, et cetera,
that you think will be helpful to this discussion.

And, we plan to share this with other Committees, the Com-
merce Committee, maybe even the Justice Committee, the Finance,
the Housing Committee, and the Education Committee so when we
get ideas that you all have come that they need to be more open
to, we will do that.

So, I am going to step out. I am going to have Jane Campbell,
my very able staff director step in, and then thank you, Congress-
man, and if you can wrap it up for us as well. Thank you very
much I really appreciate it.

Ms. CAMPBELL. Friends and neighbors, I am not Senator
Landrieu and so I can only provide you with the logistics. We are,
in fact, keeping the record open for a month on this particular one
because of the complexity of the issues and because of the number
of participants and the amount of interest that there was.

So, if you have any additional thoughts, questions, comments,
please let us have those within that time period. If you know of
others who you work with who have thoughts and comments on
this, what Senator Landrieu would like to do is to use this next
year to try to put together a similar report, the report that we
issued today, that it is focused on best practices for raising the so-
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cially disadvantaged population and increasing wealth amongst
that population.

So, she is particularly interested in stories of success. What has
been done that has been successful, whether that is a private pro-
gram, a public program, a public-private partnership with a special
idea about recommendations for the Federal Government.

So, as we no longer have a member of our Committee here, we
should close the formal portion of this. We certainly invite you to
talk to one another and we look forward to your ongoing participa-
tion.

Thank you so much for coming, for participating, and for your in-
terest in trying to really solve this problem. We look forward to
working with you.

This meeting is officially adjourned.

[Whereupon, at 11:48 a.m., the roundtable adjourned.]
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Opening Statement for SBC ROUNTABLE: “Empowering
America to Reach its Full Economic Potential: Closing the

Wealth Gap”
September 18, 2013
Prepared by: Rob Sawicki, Ashley Scott and Krystal Brumfield

INTRODUCTION

Good morning and thank you for joining us for this roundtable. I
would like to welcome my fellow Members of Congress, who are here
today and those who are here in DC this week for the 43" Annual
Congressional Black Caucus Annual Legislative Conference.

Fifty years ago, America engaged in a war on poverty that was aimed,
in large part, at closing the economic gap between whites and minorities,
During that time, we have made great strides in a number of areas. The
gaps between whites and minorities in income and education have
closed. This is good news, and we should be proud of this achievement.
Yet, data tells us that this progress has not translated into the closing of
the wealth gap. In fact, the gap between the median net worth of whites
and minorities is bigger than it was three decades ago, when this data

was first being collected. Closing that wealth gap is a challenge we
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must conquer for America to compete in the 21% century global
economy.

Last September, this committee held a roundtable that examined the
wealth gap. After hearing from numerous experts, our committee staff
set out to draft a report that takes a snapshot of what the current wealth
gap looks like and what is causing this gap.

[ am pleased to say that, in conjunction with today’s roundtable, we
are releasing that report to the public today. [Hold up report]

A recent Urban Institute report finds that the wealth gap —

measured as the difference in wealth accumulated by Caucasians

and minorities— is the largest it has ever been since the Federal

Reserve started tracking it, 30 vears ago, in 1983.
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Median Net Worth by Race 1983-2011
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As you can see from the chart on the monitors, in 1983, Caucasian
households had a net worth of $81,000, compared with $6,012 for
African American households and $8,250 for Hispanic households.
Today, the gaps separating Caucasians from minorities are
significantly larger than they were thirty years ago. In 2011, a typical
Caucasian household had a net worth of $110,500, compared with
$6,314 for African American households and $7,683 for Hispanic
households. To be more specific, the median net worth among white

families rose 36 percent. Over that same time, the median net worth

3
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among African American families rose only 5 percent, while the
median net worth among Hispanic families actually dropped by 7
percent. These numbers make clear that the wealth gap persists and

has grown over time.

Now that we have acknowledged this challenge and have taken a
comprehensive look at its causes, it is time to focus in on what we can
do to coordinate solutions that move America forward. That’s where
this morning’s roundtable comes into play. The central question we

want to answer today is “What are we doing wrong in regards to

solving the wealth gap issue and why isn’t the wealth gap decreasing

like other areas, such as income and high school completion rates as

shown from the chart on the monitor?
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What is the Wealth Gap?

Before we can solve a challenge, we have to understand what it is.
So, what is the wealth gap and how do we know that one exists? A half-
century ago, we launched efforts to address civil rights, voting rights,
and the “War on Poverty.” Two decades later, in 1983, the Federal

Reserve began tracking wealth in America and found that there were
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startling findings, despite the initiatives of the 1960s, inequality
Continueé to persist today.

Now, many will point out that we have made strides on income
equality. They are correct, and that is a very good thing. However, we
must understand that increases in income don’t immediately translate to
increases in wealth. This is true for a variety of reasons.

If you are in your 20’s and come from a family that has lived in
poverty for generations, you can break that cycle by going to college.
That often requires taking on a significant amount of debt. After you
graduate, even as your income increases, that money still goes to pay oft
your college and other debt you may incur trying to break the
generational cycle of poverty. That crea.tes potential barriers toward
being able to purchase a home or get a line of credit to open a business,
which also get in the way of building up wealth.

If you come from a family that was able to rise from poverty
generations ago, you may be in a better situation when you graduate
from college. Maybe you have parents who helped pay for college or

helped you buy your first home or start a business. If you are fortunate

6
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enough to be in this position, that is a credit to you and your family and
precisely what the “American Dream” is all about. It is just that very
few minorities find themselves in this position, because their families are
ata différen’[ place on the road to that American Dream.

My goal in this discussion is to find wayvs to make sure that all

families have the necessary tools to move forward down that road to

the American Dream.

What are the Causes of the Racial Wealth Gap?

There are numerous factors that contribute to the racial wealth gap.
I would like to briefly discuss just two that have a direct impact on
business development, since that is within this committee’s jurisdiction:

¢ Generational Wealth Transfers

Minorities” lack of assets and inherited wealth impacts their
attainment of capital to start, maintain, or grow a small business. In fact,
82 percent of minority small business owners open sole proprictorships,

compared to 71 percent of Caucasians. Thus, minority small business
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owners have to rely on personal equity to a greater degree, which can be

difficult due to the wealth gap and lack of inherited wealth.
¢ Lending Inequalities

According to Dr. Robert Fairlie, Professor of Economics at the
University of California at Santa Cru, minorities facc lender
discrimination, which in turn impacts their ability to open or expand a
small firm as well as attain wealth. In fact, SBA’s Office of Advocacy
found the fear of loan application rejection to be higher amongst
minorities than Caucasians. In 2010, 15.2 percent of Caucasians did not
apply for a small business loan due to fear, compared to 38.8 percent of
African-Americans and Hispanics. This trend also existed along gender
lines, with 21.1 percent of women not applying compared to 17.8

percent of men.

As I’'m sure our participants will point out, there are other factors
in creating the wealth gap that aren’t directly related to the work of this
committee, but that should be discussed, as well. Two of those critical

causes are:
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¢ Homeownership

For most American families, their most valuable asset is their
home. In 2004, 76 percent of Caucasians, 60 percent of Asians, and
fewer than 50 percent of African-Americans and Hispanics owned a
home. The disparity in demographic homeownership continued in 2010,

as you can see in this chart:

Number of People Owning a Home in 2010
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Homeownership impacts the amount of capital available to start a
business. Dr. Fairlie concluded that a “10 percent annual increase in
housing equity increases the mean probability of entrepreneurship by 17

percent.”
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e Education

Education is fundamental for economic advancement. According
to the Consumer Financial Protection Burcau, a significant amount of
student debt can limit the ability to open a small business. The
Department of Education found that the median and average student
debt levels vary by demographic. In 2007-08, African-Americans took

out the highest amount of student loan debt.

I know that our participants have a lot to offer on each of the
causes | have outlined and many others, and I am looking forward to

hearing their thoughts.

EXPLANATION OF ROUNDTABLE FORMAT

Before I ask today's participants to introduce themselves, I'd like to
begin by going over the format of today's roundtable. The purpose of a
roundtable is to have a constructive exchange of ideas and dialogue

about the issues at hand. You are participants, not witnesses.

10
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That noted, we have quite a few participants today, and we’d like
to give everyone ample opportunity to contribute to this important
discussion. Therefore, please keep your comments CONCISE.

I also ask that you please stand your name card up lengthwise in
order to seek recognition. Also turn them towards me if you can so I can
see them.

We will keep the record open until October 18th, if you would
like to submit additional statements or materials. We usually leave the
record open for only two weeks following a roundtable, but because we
want to give everyone time to submit ideas and information, we are
leaving the record for today’s roundtable open for one month.

Please also note that although the record for this roundtable will

™ we will continue this discussion throughout this

close on October 18
next year and welcome your thoughts and ideas at any time. Our hope is
to issue a follow up report, next year at this time, focusing on best

practices. 1 welcome your continued input throughout the discusstons

regarding this issue. Thank you.

11
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INTRODUCTION OF PARTICIPANTS

Now, I'd like to ask each participant to please briefly introduce

themselves, by clearly stating your name and the company or

organization which you represent.

[START THE ROLL CALL OF PARTICIPANTS ALPHABETICALLY].

L.

Mr. Kevin Allis, Trial Member, Forest County Potawatomi
Community.

. M. Anisa Balwani, President, RCI Technologies.

. Ms. Connie Evans, President and CEO, Association for Enterprise

Opportunity.

. Mr. Darryl K. Hairston, Associate Administrator, Office of

Business Development, U.S. Small Business Administration.

. Ms. Lisa Hasegawa, Executive Director, National Coalition for

Asian Pacific American Community Development.

. Mrs. Zenita Wickman-Hurley, Special Secretary of Minority

Affairs, Maryland Governor’s Office.

. Dr. Rakesh Kochar, Associate Director, Research and Hispanic

Trends, Pew Research Center.

. Ms. Barbara Major, Member of The Collaborative Group and

Community Organizer.

. Dr. Signe-Mary McKernan, Economist, The Urban Institute.

12
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10. Ms. Toya Powell, Vice President of Operations, U.S. Black
Chambers, Inc.

11. Dr. Shree Taylor, Managing Partner, Delta Decisions of DC
LLC.

13
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Chair Landrieu, Ranking Member Risch, and Members of the Subcommittee, | thank you for the
opportunity to testify today on the behaif of Caroline Ratcliffe and myself about closing the racial wealth
gap.

When it comes to economic gaps between whites and famifies of color in the United States, income
inequality tells only part of the story. Urban Institute research shows that the racial wealth gap is three
times {arger than the racial income gap.!

Wealth is where economic opportunity lies. Wealth isn’t just mopey in the bank, it’s insurance against
tough times, tuition to get a better education and a better job, capital to bulld a small business, savings
to retire on, and a springboard into the middle class.

Urban institute analyses of wealth accumulation over the life cycle show that the racial wealth gap
grows sharply with age. When people are in their 30s and 40s, whites have about 3.5 times more wealth
than people of color. By the time people reach their early to mid-60s—near their peak wealth-building
years—whites have about 7 times the wealth of people of color,

African Americans and Hispanics are not on the same wealth-building paths as whites. They are less
likely to own homes and retirement accounts, so they miss out on these traditionally powerful wealth-
bulding tools.

African American and Hispanic families start out behind. For example, they are five times less likely to
receive a large gift or inheritance than a white family.” These are dollars that can be used for important
investments, such as higher education, down payment on a home, or to invest in a small business.

Today’s skewed federal subsidies exacerbate the disparity in wealth holdings and the racial wealth gap.
The Federal government spends billions of dollars annually 1o support wealth-building (via the mortgage
interest deduction and preferential tax treatment of retirement savingsl. Because these subsidies go
through the tax code, the subsidies primarily benefit high-income famifies, disproportionately leaving
out African Americans and Hispanics who have lower income.

Reforming wealth building policies so they benefit all families, and helping families enroll in automatic
savings vehicles, will help improve weaith inequality and promote saving opportunities for all Americans.

Specific suggestions to close the racial wealth gap are:

1. Make homeownership tax subsidies more progressive
Homeownership has long been the primary saving mechanism for low- and middle-income
families and can be a stepping stone to the middle class. Low-income families generally miss out
on homeownership subsidies operating through the tax system, For example, more than 70
percent of the value of the mortgage interest deduction goes to the top fifth of tax payers. Low-
income families are further disadvantaged if those subsidies raise housing prices, especially in
urban areas where land is scarce. Down-payment assistance targeted to low-wealth families and
strategies to reduce barriers to homeownership also could help reduce the wealth gap.

2. Promete retirement savings through automatic individual retirement accounts (IRAs)

! “Less Than Equal: Racial Disparities in Weaith Accumulation” by Signe-Mary McKernan, Carcline Ratcliffe, Fugene
Steuerle, and Sisi Zhang, April 2013, available at http://www.urban.org/publications/412802 htmi

? “Da Financial Support and Inheritance Contribute to the Racial Wealth Gap?” by Signe-Mary McKernan, Caroline
Ratcliffe, Margaret Simms and Sisi Zhang, September 7, 2012, available at
http:/fwww.urban.org/publications/412644.html
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To help the nearly half of U.S. workers who do not have an employer-sponsored savings plan,
enact federal legislation to create automatic IRAs. Automatic IRAs coutd particularly help low-
wage workers save for retirement, as they are less likely than higher-wage workers to have an
employer-sponsored retirement plan. With this program, employers that do not offer an
employer provided savings plan would use their payroll system to automatically deposit a
portion of employees’ earnings into an IRA. Any employee who did not want to participate in
the program would have to take steps to opt out. This is an important design feature, as
automatic enroliment in 401{k) programs has been found to substantially increase 401{k}
participation.

Reauthorize the Assets for Independence program

The Assets for Independence {AFt) program, established by the Assets for independence Act
{1998), is the largest source of funding for individual development accounts (IDAs) in the United
States. The AF! program should be reauthorized. IDAs are personal savings accounts targeted at
low-income households that encourage them to save for specific investments (e.g.,
postsecondary educational advancement, a home, or a business} by matching earned income
deposits and providing other program supports. Research® suggests that participating in an IDA
program increases the likelihood an individual becomes a homeowner, starts or expands a
business, or pursues postsecondary education, Further, research® finds that foreclosure rates for
IDA homebuyers were one-half to one-third the rate for other low-income homeowners in the
same communities.

Increase access to high-quality education for low-wealth families

Wealth disparities are passed from generation to generation. Higher wealth families can buy
high-quality education by buying a home in a wealthy school district or sending their children to
private schools. Large gifts and inheritances play a further role in perpetuating the racial wealth
gap. As mentioned above, African American {non-Hispanic} and Hispanic families are five times
less likely to receive a large gift or inheritance than a white {non-Hispanic) family.® These are
dollars that can be used for important investments, such as higher education, a home, or a small
business. Public policies that subsidize education, for example, could enable families without
sources of large gifts to go to college, boosting their earning capacity and, with it, their ability to
accumulate wealth.

Improve access to small business capital for low-wealth groups such as African Americans and
Hispanics

Self-employment can patch income shortfalls, improve earnings growth, and diversify a family’s
wealth base beyond homeownership and retirement assets. But access to capital continues to

# “Evaluation Design for the Next Phase Evaluation of the Assets for Independence Program,” by Erica H. Zielewski,
Caroline Ratcliffe, Signe-Mary McKernan, Lissa Johnson and Michael Sherraden, May 2009, avaifable at
http://www.urban.org/uploadedpdf/412439-Assets-for-independence-Program-Literature-Review.pdf.

4 g

Weathering the Storm: Have IDAs Helped Low-income Homebuyers Avoid Foreclosure?” by tda Racemacher,

Kasey Wiedrich, Signe-Mary McKernan, Caroline Ratcliffe, and Megan Gallagher, April 2010, available at
http://www.urban.org/uploadedpdf/412064_weathering_the_storm.pdf

® “Do Financial Support and Inheritance Contribute to the Racial Wealth Gap?” by Signe-Mary McKernan, Caroline
Ratcliffe, Margaret Simms and Sisi Zhang, September 7, 2012, available at
http://www.urban.org/publications/412644.htmi
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be more difficult for minorities, who are less likely to receive conventional small business loans
or large gifts from family members that couid finance small businesses.

A three minute Urban Institute video on the Racial Wealth Gap and related research can be found on
the Urban Institute website at Changing Weaith of Americans.®

¢ http://www.urban.org/changing-wealth-americans/
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Signe-Mary McKernan
Senior Fellow

Center on Labor, Human Services and Population

McKernan is a national asset-building and poverty expert with over 17 years of experience researching
access to assets and credit for the poor, and the impact of weifare programs on the poor. She recently
pubtlished the book Asset Building and Low-income Families with Michael Sherraden, and is leading the
Urban Institute’s Opportunity and Ownership Project with Eugene Steuerle. She advised the new Bureau
of Consumer Financial Protection about setting up a first-rate research unit. Prior to joining the Urban
Institute in 1999, McKernan was lead economist on credit issues at the Federal Trade Commission. She
was also a visiting and adjunct professor at Georgetown University.

McKernan has extensive experience using rigorous econometric methods and large national survey
databases. Her research has been published in books, policy briefs, reports, and journal articles. it has
also been presented at over 50 professional conferences and seminars. Her asset research includes the
role of assets in helping families cope with adverse events, racial wealth disparities, the role of individual
development accounts in sustaining homeownership, mortgage loan closing costs, and the alternative
financial sector. {n her poverty-related work, McKernan evaluates the effectiveness of social programs
aiming to improve poverty and material hardship. She has a Ph.D. in Economics from Brown University.
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Chair Landrieu, Ranking Member Risch, and members of the committee, we thank you for the
opportunity to testify about closing the racial wealth gap.

When it comes to economic gaps between whites and families of color in the United States, income
inequality tells only part of the story. Urban Institute research shows that the racial wealth gap is three
times larger than the racial income gap.* This distinction is important because wealth is where economic
opportunity lies.

Wealth isn’t just money in the bank, it’s insurance against tough times, tuition to get a better education
and a better job, capital to build a smali business, savings to retire on, and a springboard into the middle
class.

Urban institute analyses of wealth accumulation over the life cycle show that the racial wealth gap
grows sharply with age. When people are in their 30s and 40s, whites have about 3.5 times more wealth
than people of color. By the time people reach their early to mid-60s—near their peak wealth-building
years—whites have about 7 times the weaith of people of color. ’

African American and Hispanic families are not on the same weaith-building path as white families. They
are less likely to own homes and retirement accounts, so they miss out on these traditionally powerful
wealth-building tools. African American and Hispanic families also start out behind. For example, they
are five times less likely to receive a large gift or inheritance than a white family.? These are dollars that
can be used for important investments, such as higher education, down payment on a home, or to
invest in a smali business.

Today's skewed federal subsidies exacerbate the disparity in wealth holdings and the racial wealth gap.
The federal government spends billions of doflars annually to support wealth-building {via the mortgage
interest deduction and preferential tax treatment of retirement savings). Because these subsidies go
through the tax code, they primarily benefit high-income families, disproportionately leaving out African
Americans and Hispanics who have lower income.

Reforming wealth-building policies so they benefit all families, and helping families enroll in automatic
savings vehicles, will help improve wealth inequality and promote saving opportunities for all Americans.

Five specific suggestions to close the racial wealth gap are:

1. Make homeownership tax subsidies more progressive
Homeownership has long been the primary saving mechanism for low- and middie-income
families and can be a stepping stone to the middie class. Low-income families generally miss out
on homeownership subsidies operating through the tax system. For example, more than 70
percent of the mortgage interest deduction benefits go to the top fifth of taxfilers (by income).
Low-income families are further disadvantaged if those subsidies raise housing prices, especially
in urban areas where land is scarce. A first-time homebuyers tax credit targeted to low-wealth
families and strategies to reduce barriers to homeownership would help reduce the wealth gap.

! “Less Than Equat: Racial Disparities in Wealth Accumulation,” by Signe-Mary McKernan, Caroline Ratcliffe, Eugene

Steuerle, and Sisi Zhang, April 2013, available at http://www.urban.org/publications/412802.htm!.

* “Do Financial Support and Inheritance Contribute to the Racial Wealth Gap?” by Signe-Mary McKernan, Caroline
Ratcliffe, Margaret Simms, and Sisi Zhang, September 2012, available at
http://www.urban.org/publications/412644.html.
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2.

Promote retirement savings through automatic individual retirement accounts (IRAs) and
expand the Saver’s Credit

To help the nearly half of U.S. workers who do not have an employer-sponsored savings plan,
enact federal legislation to create automatic iRAs and expand the Saver’s Credit. Automatic IRAs
could particularly help low-wage workers save for retirement, as they are less likely than higher-
wage workers to have an employer-sponsored retirement plan. With this program, employers
that do not offer a savings plan would use their payroll system to automatically deposit a
portion of employees’ earnings into an {RA. There is no cost to employers {beyond a small
administrative fee, which is usually covered by a credit}). Any employee who did not want to
participate in the program would have to take steps to opt out. This is an important design
feature, as automatic enroliment in 401(k) programs has been found to substantially increase
401k} participation. Coupling automatic IRAs with an expansion of the Saver’s Credit will help
boost incentives for low-income families to save for retirement and increase their stock of
assets available for retirement security.

Reauthorize the Assets for Independence program

The Assets for independence program, established by the Assets for independence Act {1998}, is
the largest source of funding for individua! development accounts {IDAs} in the United States.
IDAs are personal savings accounts targeted at low-income households that encourage them to
save for specific investments {e.g., postsecondary educational advancement, a home, or a
business) by matching earned income deposits and providing other program supports. Research
finds that participating in an IDA program increases the likelihood an individual becomes a
homeowner, starts or expands a business, or pursues postsecondary education.? Further, joint
Urban Institute research finds that foreclosure rates for IDA homebuyers were one-haif to one-
third the rate for other low-income homeowners in the same communities. *

Increase access to high-quality education for low-weaith families

Wealth disparities are passed from generation to generation. Higher wealth families can buy
high-quality education by buying a home in a wealthy school district or sending their children to
private schools. Large gifts and inheritances play a further role in perpetuating the racial wealth
gap. As mentioned above, African American and Hispanic families are five times less likely to
receive a large gift or inheritance than a white family. These are dollars that can be used for
important investments, such as higher education, a home, or a smail business. Public policies
that subsidize education, for example, could enable families without sources of large gifts to go
to college, boosting their earning capacity and, with it, their ability to accumulate weaith,

* “Final Literature Review: Evaluation Design for the Next Phase Evaluation of the Assets for Independence
Program,” by Erica H. Zielewski, Caroline Ratcliffe, Signe-Mary McKernan, Lissa Johnson, and Michael Sherraden,
May 2009, available at http://www.urban.org/publications/412439.html.

* “Weathering the Storm: Have IDAs Helped Low-income Homebuyers Avoid Foreclosure?” by Ida Racemacher,
Kasey Wiedrich, Signe-Mary McKernan, Carofine Ratcliffe, and Megan Gallagher, April 2010, available at
http://www.urban.org/publications/412064.htmi,

* “Do Financiat Support and inheritance Contribute to the Racial Wealth Gap?”
http://www.urban.org/publications/412644.htmi.
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5. Improve access to micro and small business capital for low-weaith groups such as African
Americans and Hispanics
Self-employment can patch income shortfalls, improve earnings growth, and diversify a family’s
wealth base beyond homeownership and retirement assets. But access to capital is more
difficult for minorities, who are less likely to receive conventional small business loans or large
gifts from family members that could finance small businesses.® Small business loans are
important for economic development, but because the definition of a small business is broad—
cutoff of 500 employees—the loans are less likely to reach families of color. Microbusinesses are
also important for self-sufficiency and wealth building.”

For more information:

Attached brief: “Less Than Equal: Raciai Disparities in Wealth Accumulation” by Signe-Mary McKernan,
Caroline Ratcliffe, Eugene Steuerle, and Sisi Zhang, April 2013, aiso available
at http://www.urban.org/publications/412802.htm|

“The Racial Wealth Gap in America,”a three-minute whiteboard animation video, April 2013, available

at http://www.urban.org/changing-wealth-americans/video/

“The Changing Wealth of Americans” on the Urban Institute web site,
http://www.urban.org/changing-wealth-americans/

“Asset Building for Today’s Stability and Tomorrow’s Security” by Signe-Mary McKernan and Caroline
Ratcliffe {http://www.urban.org/url.cfm?iD=1001374) and Asset Building and Low-income Familes,
edited by Signe-Mary McKernan and Michael Sherraden
(http://www.urban.org/books/assetbuilding/index.cfm}

® “Competitive and Special Competative Opportunity Gap Analysis of the 7(a) and 504 Programs,” by Kenneth
Temkin, Brett Theodos, and Kerstin Gentsch, January 2008, available at
http://www.urban.org/publications/411596 html.

7 “Small Business and Microenterprise as an Opportunity- and Asset-Bulding Strategy,” by Signe-Mary McKernan
and Henry Chen, June 2005, available at http://www.urban.org/publications/311188.htmi.
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Less Than Equal: Racial Disparities
in Wealth Accumulation

Signe-Mary McKernan, Caroline Ratcliffe, Eugene Steuerle, and Sisi Zhang

When it comes to economic gaps between whites and communities of coior in the United States, income inequality tells
part of the story. But let’s not forget about wealth. Wealth isn't just money in the bank, it's insurance against tough
times, tuition to get a better education and a better job, savings ta retire on, and a springboard into the middie class.

In short, wealth translates into opportunity.

™ olicymakers often focus on income

and overlook wealth,! but consider:

the racial wealth gap is three times

larger than the racial income gap.

Such great wealth disparities help explain why
many middle-income blacks and Hispanics
havent seen much improvenient in their rela-
tive economic status and, in feet, are at greater

tisk of sliding backwards.

How Have Wealth inequality

and income [nequality Changed

Over Time?

Wealth is not just for the wealthy. The poor
can have wealth too—and that weatth can
accrue over time or provide collateral for bor-
rowing, giving families a way to move up and
out of povercy. A home or a car can offer ben-
efits far beyond their cash value. And even a
small amount of savings can help families
avoid falling into a vicious cycle of debt when
2 job loss or financial emergency his,

Wealth disparities have worsened over the
past 30 years {figure 1). High-wealth families
{the top 20 percent by net worth) saw their
average wealth increase by nearly 120 pereent

berween 1983 and 2010, while middie-wealth

families saw their average wealth ge up by
anly 13 percent, The lowest-wealth families—
those in the bottom 20 percent—saw their
average wealth fall well below zero, meaning
their average debis exceed their assets.

There is extraordinary wealth inequality

berween the ra

5. In 2010, whites on average
had six times the wealth of blacks and His-
panics (figate 2). So for every $6.00 whites
had in wealth, blacks and Hispanics had
$1.00 {or average wealth of $632,000 versus
$103,000).

The income gap, by comparison, is much
smaller, In 2010, the average income for

whites

was twice that of blacks and Hispanics

(889,000 versus $46,000), meaning that for

ty $2.00 whites earned, blacks and His-
panics earned $1.00.
How have these two measures chauged

over time? Neither has improved, but while

the income gap has stayed roughly the same.

the wealth gap has grown. Tn 1983, the average
wealth of whites was roughly five times that of
black and Hispanics.

In inflation-adjusted 2010 dollars, as

oppesed to ratios, the gap is also growing—as

would bappen in any growing economy if the

ratios remained constant, much less moved
farther apart. The average wealth of white
families was $230,000 higher than the average
wealth of black and Hispanic familics in 1983
{figure 3). By 2010, the average wealth of
white families was aver @ halfmillion dollars

higher than the

rage wealth of black and
Hispanic familics ($632.000 versus $y8,000
and §110,000, respectively). 1f we look at the
median family the wealth holdings are fower
and the differences are smaller, but the trends

are the same.

How Does the Racial Weaith Gap
Change Qver the Life Cycle?

The racial wealth gap grows sharply with age.
Farly in wealth-building years (when adules
are in their 305), white families have 3.5 to 4
times the wealth of families of color. Qver the
fife cycte thesc initial racial differences grow
in both absolute and relative terms.

Whites on average are on a higher accu-
mulation curve than blacks or Hispanics.
Whites age 32—40 in 1983 had an avesage fam-
iy wealth of §184,000 (figure 4} In 2010,
near their peak wealth-building years of age
5967, average white family wealth had shot
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up to $r1 million. In contrast, blacks age
3240 in 198 saw their average family wealth
rise more slowly, from $54,000 t0 $161,000 by
2010, Meanwhile, average family wealth for
Hispanics increased fram $46,000 in 1983 to
$226,000 in 2010. In other words, whites in
this cohort started with about threc and a balf
times more wealth than blacks in their 305 but
had seven times more wealth in their Gos.
Compared with Hispanics, whites started
with four times morc wealth in their 30s but
had ncarly five times more wealth three

decades fater.t

Blacks especially, but also Hispanics, are

not on the same compound growth path.

Particalarly important, these families of
color are less likely to nwn homes and have
retisement accounts than whites, so they
miss eut on the anromatic behavioral com-
ponent of these traditionally powerful
wealth-building vehicles. In 2010, fewer than
half of black and Hispanic families owned
homes, while three-quarters of white fami-

lies did,

How Did the Great Recession Affect
Wealth, and Who Lost the Most?

White the Great Recession didn't cause the
wealth disparities berween whites and minori-
ties, it did exacerbate them. The zoo7-0g
recession brought about sharp declines in the
wealth of white, black, and Hispanic families
alike, buc Hispanics experienced the largest
decline. Lower home values account for much
of Hispanics' wealth loss, while recirement
accounts are where blacks were hit hardest,

Between 2007 and 2010, Hispanic fami-

lics saw cheir wealth cut by over 4o percent,




58

Hatios for Average Family Wealth and income, 1983-2010

e White wealth to black/Hispanic wealth

~== Whita income to black/Hispanit income

1883 1989 1882 1885 1998 2001 2004 2007 20

Source: Auhors tbulatiens of the 1985, 1985, 1572 1995, 1998, 2001, 2004, 2007, and 2010
Survay of Consumer Finances
Notes: Dara are weighoed using, 54

and black families saw their wealth fall by 31
petcent (figure 5). By compatison, the wealth
of white families fell by 11 percent.

Like a lot of young familics, many Hispanic
families bought homes just before the recession.
Because they started with higher debt-to-asset
values, the sharp decline in housing prices
meant an even sharper cut in Hispanics
wealth.S As a result, they were also more fikely
w end up underwater or with negative home
equity: Berween 2007 and 2010, Hispanics saw
their home equity cut in half, compared with
abour a quarter for black and white families.

In cantrast, black families lost the most in
retirement assets, while white families experi-
enced 2 slight increase. On average, blacks

saw their retirement assers fall by 35 percent

during the Great Recession, compared with a

srnalfer (but still substantiaf) decline of 18 per-

cent for Hispanic families. This fnding is

A Fami th by R icity, 1983-2010
$800,000 s White non-Hispanic verage Family Weaith by Race and Ethnicity, 201
= Bfagk non-Hispanic
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Notes: Afl vabes are presenied in 2050 doflars, and dacs are weighted using SCF weights.
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consistent with research that suggests lower-
income familics are more fikely to withdraw
moncy from retirement savings after 2 job loss
ot other adverse event, The high rates of
unemployment and other financial needs that
wok hold with the Grear Recession appear
to have led to larger declines in retirement
savings for black families.

The stock market has essentially recovered
stnce the fecession. So, those families able to
hold onto their retirement saving over longer
periods (such as those who remain emplayed
or have other assers to which they can rurn)
come out much better than those who sell

when narkets are low,

How Do We Fix This?
Families of color were disproportionately

affected by the recession. However, the fact

that they were not on good wealth-building
paths before this financial crisis calls into
question whether a whole range of policies
(fromn tax to safety net) have actually been
helping minorities get ahead in the modern
cconomy. More fundamentally, it raises the
question of whether social welfare policies pay
too little attention ro wealth building and
mobifity refative to consumption and income,

Because Hispanics and blacks arc dispro-

postionately fow income, their wealth build-

ing is sirongly affected by policies aimed at
low-income families. Right now, safety net
policies emphasize consumption: the Supple-
mental Nutrition Assistaoce Program and
“Ferporary Assistance for Needy Families, for
example, try to cnsure that families have

enough food to eat and other basic necessities.

Many safety net programs cven discourage

saving: familics can become ineligible if they
hove 4 fow thousand dollars in savings.
Wealth-building policies, on the other hand,
are delivered as tax subsidies for homeowner-

nce familics of coler

ship and retirement.
are Jess likely to be ablc to use these subsidies,
they benefit little or not at all,

Most families save by paying off mort-
gages through homeownership and accuow-
fating wealth in compounding retirement
accounts. The auromaric component of these
assets—a monthly mortgage payment, regular
deposits from carnings to savings—facilitate
wealth building. Both methods are threatened
by some disturhing cuzrent trends. The Great
Recession led many low-income individuals
1o fear homeownership even when it became
much cheaper on net than renting. Mean-
while mortgage credit has tightened—and
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might be further tightened with higher down
payment rates—making credit most available
in a bubble market and least in a bust markec.
For low-income famitics, especially familics of
color, this can cxacerbate wealth inequality.
Retirement savings, meanwhile, are chreat-
encd as a result of reduced employer contri-
butions to pension plans aud carly employce
withdrawals.

A common misconception is that poor
or even low-income families cannot save,
Rescarch and evidence from savings programs

shows they can. When we examined families

tiving below the poverty level, we found that
aver a decads more than 40 percens were able
1o increase their net worth 2nd save enough to
escape asset poverty—in other words, they
had enough assets to live at the poverty level
for three meonths without income {about
$3.000 for an individual and $6,000 for &
family of four).

The federal government spends hundreds
of billions of dollars each year to support
long-term asset development. But these asses-
building subsidies primarily bencfir high-

income families, while low-income famities

receive next to nothing. Reforming policies
like the mortgage interest tax deduction so it
benefits all families, and helping families
enroll in auwtomatic savings vehicles, will help
improve wealth inequality and promote sav-

ing apportunities for all Americans. =
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Notes

Wealth is measured as total assets minus towl

Habiliries/debe. Assets are the sum of financial

agsers {such as bank accounts, stocks, bonds,

and 4orks/IRAS) and nonfinas

{such as bomes and real estare, businesses, and

vehicles), Liabilities include both unsecured

debr {such as credic card balances) and secured

debt {such as mortgages and vehicle loans).

Ar the modian the racial disparity is grearers
whites have cight times the wealth of black

and Hispanic familics.

The median wealth of white families was

580,000 higher than the median wealdh of
black and Hispanic fasmiies in 1983 (s91,000
versus $1,000 and 510,000, respectively). By
2010, the median wealdh of white familics was
over §100,000 higher than the mediam wealth
of black and Hispanic familics (812,000 versus

516,000 and 315,000, respectively).

. Population changes stemuming fram immigration

-

could account for some of the wealth changes

for Hispanics over time.

. For example, if two houscholds have homes

worth $100,000, and one awes $70,600 on the
morigage and the other awes $o, a 50 percent
fall in home values implies a 100 percent drop

in wealth for the first but osly a 30 percent

drap for the sccond.

scial tangible assets
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The Wealth Gap between Whites, Blacks and Hispanics
Rakesh Kochhar, Pew Research Center

Presentation to the U.S. Senate Committee on Small Business & Entrepreneurship
Panel Discussion on “Closing the Wealth Gap: Empowering Minority-Owned Businesses to Reach
Their Full Potential for Growth and Job Creation”

September 18, 2013

My statement presents evidence on the gaps in wealth across white, black and Hispanic
households. The Pew Research Center, which | represent, does not take positions on policy
issues.

Wealth is the value of the assets you have accumulated over time less the liabilities you have
accumulated. Two years ago, we published a study showing that in the wake of the Great
Recession in 2008 the median wealth of white households was 20 times that of black
households and 18 times that of Hispanic households.

These ratios were the largest since the government began publishing data on wealth three
decades ago.

The changes since 2009 have been modest. The latest data published by the Census Bureau are
for 2011. These data show that the typical black household had about $6,000 in wealth in 2011
($6,314); the typical Hispanic household had slightly less than $8,000 ($7,683); and the typical
white household had about $110,000 {$110,500).

These wealth levels indicate that white households now have 18 times as much wealth as black
households and 14 times as much as Hispanic households.

The current levels of these ratios are about 1.5 to 2 times the size of the ratios that had
prevailed for the two decades prior to the Great Recession.

The main reason for the surge in the wealth gap is the housing market crash in 2006. Black and
Hispanic households derive a much greater share of their wealth from home equity in
comparison with whites who have more diversified portfolios. Also, Hispanics live in relatively
larger proportions in states where home prices decreased the most. In addition, the recession
was relatively harder on the employment and income prospects of blacks and Hispanics.

Even after the housing market and the economy have recovered from the recession history tells
us that the white-to-black or the white-to-Hispanic wealth ratios may still be as high as 10-to-1.

Persistent differences in income, homeownership, and financial market participation are a part

of the explanation.

Thank you.
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Rakesh Kochhar

Rakesh Kochhar is Associate Director for Research at the Pew Research Center’s
Hispanic Trends Project. Dr. Kochhar’s work at the Center focuses on trends in the
employment, income and wealth of Hispanic workers and households. Prior to joining the
Center, Dr. Kochhar served as an economics consultant to government agencies, private
firms, international agencies and labor unions. He has served as President of the Society
of Government Economists and as an International Economics Fellow of the Ford
Foundation. Dr. Kochhar received his Bachelor’s and Master’s degrees from the
University of Delhi, India and completed his doctoral studies in economics at Brown
University.
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U.S. Senate Committee on Small Business and Entrepreneurship
“Closing the Wealth Gap: Empowering Minority-Owned Businesses to Reach
Their Fuli Potential for Growth and Job Creation”

September 18, 2013
Statement by Toya Powell, U.S. Black Chambers, Inc,

Thank you, Senator Mary Landrieu and Staff, for hosting this important economic empowerment discussion. My
name is Toya Powell and | am the Vice President of Operations for the U.S. Black Chambers, Inc. (USBC}. The U.S.
Black Chambers, Inc. has 112 Chambers and affiliated Business Associations in 24 states, supporting 240,000
businesses through our Five Pillars of Service: Advocacy, Access to Capital, Contracting, Entrepreneur Training,
and Chamber Development.

One of the primary barriers that inhibits business expansion amongst minority entrepreneurs is access to capital.
To kick-off its 43" Annual Legislative Conference this week, the Congressional Black Caucus Foundation (CBCF}
announced yesterday its intentions to make a $5 million investment in Black-owned banking institutions as part of
a broader effort to increase the availability of loans for businesses and individuals in Black communities. CBCF
selected banks in four regions of the country-the North, South, East and Midwest to achieve geographic balance in
an initiative that will be crucial in lifting the economic fortunes of Black communities in partnership with the
National Bankers Association and the U.S. Black Chambers, Inc. See more details here: http://bit.ly/15B8uS
Major initiatives such as this one are critical for the success and sustainability of the minority entrepreneurial
ecosystem as well as the vitality of the overall American economy.

In July 2013, the U.S. Black Chambers, Inc. hosted its 3™ Annual School of Chamber Management with our
chambers leaders from across the country, top 100 business owners, congressional leaders, and other public and
private partners. The goal was to focus on solutions to strengthen the business community and identify solid
procurement opportunities. For example, our top 10 business owners, members of our President’s Circle, met and
discussed procurement opportunities with our corporate partners such as, Hilton Worldwide, United Airlines,
Diageo, and Madison Services Group. in addition, American Express OPEN hosted a “Contract Connections" one-
on-one matchmaking session with over 100 business owners and 25 government agencies. Google hosted a large
technology showcase to help our businesses increase their search engine optimization and effectively leverage
other web-based tools in their platform to increase market exposure as well as grow revenues. We visited the
White House for a Business Briefing with Senior Officials in the Obama Administration. And, thanks to you, Krystal
Brumfield, and the Senate Small Business Committee team, we had an impactful Advocacy Day at the U.S. Capito!
with leaders in the House and Senate to identify ways to connect public policy with the business community in a
meaningful way. During our conference, we also signed a historical Memorandum of Understanding between the
U.S. Black Chambers, Inc., U.S. Hispanic Chamber and the Native American Contractors Association to cotlaborate
and team on procurement opportunities.

During Black History Month this year, USBC launched a “Hire-One” Campaign, encouraging ali Black-owned
businesses to hire at least one additional employee to address the high unemployment rate in our community.
Throughout the year, we have highlighted various business owners in diverse industries and sectors that have
answered the cali. Most recently, we recognized Black-owned hotels that have supported our “Hire-One”
Campaign. To identify Black-owned businesses across the country, we’re working on assembling a master
database and we've formed strategic afliances with Around the Way, which utilizes GPS technology, as well as the
Clinton Global Initiative to amplify the messaging of this effort and engage other stakeholiders,

These are just a few solutions that USBC has implemented to provide access to resources and networks that help
businesses grow and thrive to close the weaith gap. We welcome the opportunity to partner with leaders and

organizations who share the same values and interests to elevate communities nationwide.

Thank you!
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Toya Powell
Vice President, Operations
U.S. Black Chamber, Inc.

Biography:

Toya Powell serves as the Vice President of Operations for the U.S. Black Chambers, Inc.,
focusing on Advocacy, Access to Capital, Contracting, Entreprencur Training, and Chamber
Development to promote economic empowerment for small businesses and chambers
nationwide. Prior to this role, Toya was a Real Estate Economist at Property & Portfolio
Research, Inc., a CoStar Company in Boston, MA, monitoring commercial real estate markets to
help clients such as institutional investors, developers, and pension funds maximize risk-adjusted
rcturns. She was also a Business Opportunity Specialist at the U.S. Small Business
Administration, reviewing applications for firms seeking Small Disadvantaged Business
(SDB) certification. In addition, Toya was an Economist with the U.S. Bureau of Labor
Statisties, where she researched and analyzed impott, export, and exchange rate data in the
International Price Program.

A Realtor in Washington, D.C., and Maryland, she worked with Long & Foster Real Estate
Inc. Toya is a native of the Washington, D.C. area and earned her B.A. in Economics from the
University of Maryland-College Park.

Likely to Discuss:

¢ Toya will most likely discuss minority small business development with a focus on
access to capital, contracting and training programs.
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Lisa Hasegawa’s Introductory Remarks

e The National Coalition for Asian Pacific American Community Development {National
CAPACD) is the first national advocacy organization dedicated to addressing the housing,
community and economic development needs of some of the country's most
marginalized populations — lower income Asian Americans, Pacific Islanders, Native
Hawaiians, refugees, and immigrants. We were created in 1999 by a network of
established community development organizations that have been providing a vast
array of services to AAPI immigrants, refugees and low income populations for over
three decades. Today we are a membership-based network of more than 75
organizations with significant capacity in community development in 19 states that
focus on providing linguistically and culturally competent services and programs.

® in 2010, became the first HUD-certified National Housing Counseling intermediary
specifically focused on serving AAPIs with a network of 22 organizations in 16
geographic areas with the capacity to provide services in 31 AAP{ languages.

e National CAPACD, along with NCLR and NUL, is a founding member of the Asset Building
Policy Network (ABPN) a coalition of the nation’s preeminent civil rights and advocacy
organizations committed to closing the wealth gap in the US.

e AAPIs are among the fastest growing racial and ethnic group in the country. However,
the large increase in the overall AAPI population base and success of AAPIs has
overshadowed the growing poverty in our communities, From 2007-2011, the AAPI
poverty population grew by half a million, rising past 2 million - representing a 38%
increase in the total AAPI Poverty Population in just 4 years.

s Further, AAPI households and their relative wealth standing compared to other
racial/ethnic groups have often led to overly simplistic conclusions about the perceived
wealth parity AAPIs have achieved compared with whites. However, the reality is that
that Asian Americans, who actually started with a higher weaith standing than whites in
2005, now have a net worth that has left them significantly lower than that of
whites.  This dramatic drop in net worth, which coincided with the housing crisis,
points out that Asian net worth mostly stems from housing values — which also means
they are more vulnerable to another recession.

e For many AAPIs, small business ownership is a means of achieving economic security.
These small businesses are often the economic and cultural anchor for most AAP}
neighborhoods. And yet, AAPI owned small businesses are largely marginal (most AAPI
small businesses are sole proprietorships and microenterprises}, with poor access to
capital to be able to take the next step up — AAPI small business owners often rely on
personal assets as an important source of support for their enterprises — whether
through personal savings or using a line of credit secured by their home.
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With small businesses a key factor in the economic security of AAPI families and
neighborhoods, we need to ensure the continued growth and support of these
businesses. We need policies that: 1) ensure language and cultural access to smali
business financial products and other support; protect resources for technical assistance
for small businesses and micro-enterprises; and provide a better understanding of the
small needs in our communities through improved tracking of race/ethnicity for small
business lending.
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Biography for Lisa Hasegawa

Lisa Hasegawa is the Executive Director of the National Coalition for Asian Pacific American
Community Development (National CAPACD). National CAPACD is the first national advocacy
organization dedicated to meeting the housing and community development needs of the Asian
Pacific American community. They focus on four key community development areas: affordabie
housing development; economic development - including workforce and business
development; community empowerment and cultural preservation; and neighborhood
revitalization. Most recently, National CAPACD has partnered with the National Council of La
Raza, the National Urban League and other housing advocacy and civil rights organizations to
respond to the foreclosure crisis and ensure that the voices of civil rights advocates are heard
as the nation considers sweeping housing and financial services reforms.

She currently serves on the boards of the National Low Income Housing Coalition, and the
American Progressive Caucus Policy Foundation. She also sits on Freddie Mac’s Affordable
Housing Advisory Council. She has provided leadership for the National Council for Asian Pacific
Americans for over a decade, currently serving on the Executive Committee and serving as the
Chair from 2006 through 2007. Prior to joining National CAPACD, Lisa was the Community
Liaison for the White House Initiative on Asian Americans and Pacific Islanders. She played a
central role in organizing two Town Hall meetings, where hundreds of community-based
organizations and individuals testified before the President’s Advisory Commission on AAPIs
about the critical issues facing Asian American and Pacific Islander communities across the
country and in the Pacific Islands. She is a fourth generation Japanese American from California,
and is a graduate of the University of California, Los Angeles, and the Harvard School of Public
Health.
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“Closing the Wealth Gap: Empowering Minority-Owned
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Good morning Madam Chair, members of the Committee and other
distinguished panelists. Thank you for the opportunity to participate in today's
pane! discussion. My name is Zenita Wickham Hurley and | am the Special
Secretary of the Governor’s Office of Minority Affairs for the State of
Maryland. GOMA, as we often call ourselves, is a cabinet level agency that
advises the Governor on issues affecting small and disadvantaged businesses.
One of our most important responsibilities is administering the State’s
Minority Business Enterprise Program. Maryland’s MBE Program was
established in 1978 to remedy race and gender discrimination by increasing
opportunities for minority- and women-owned firms to engage in state
contracting. The Program is enabled by our State code, and requires 70
agencies and departments to structure $6 - $7 billion in procurements to try to
achieve an overall goal of 29% participation by minority- and women-owned
firms either directly or indirectly.

GOMA serves two key roles in providing oversight of Maryland’s MBE
program: developing policies and guidance to assist state agencies in
successfully implementing the MBE Program; and advocating on behalf of
minority and women business owners who are seeking state procurement
opportunities. In order to ensure compliance with MBE program
requirements, GOMA requires agencies to submit monthly reports on MBE
awards and payments and provides ongoing training for MBE program
administrators and businesses on best practices. We are extremely proud of
our minority business utilization rates, which show an increase in the
percentage of awards to MBEs every year for the past six years — even during
significant government cutbacks. In recent years we have started to look
beyond participation data, to develop and implement laws and policies that
strengthen enforcement and compliance in the MBE Program and promote the
development of MBE prime contractors — all while ensuring that the program
remains flexible and fair to all businesses. Because of our efforts, we are
widely regarded as a national leader in minority business inclusion.
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Yet even as we have seen steady increases in overall MBE participation on
State contracts, we are still far from parity. In fact, despite Maryland’s
implementation of a race-conscious public contracting program for more than
30 years, our most recent Disparity Study shows adverse and statistically
significant disparities for minorities and women across all procurement
categories. Thus, many more minority- owned firms are available to do work
than are used on our contracts. The Disparity Study also shows that minority
businesses earn significant less in wages and salaries than their nonminority
peers and continue to face discrimination in small business credit market. And
on contracts without MBE goals — in the public or private sector, minority
businesses are rarely even asked to submit a bid — even by firms they have
worked with successfully in the past.

In my job as GOMA Special Secretary, | have had many opportunities to talk to
minority businesses about their experiences doing business in the State. Many
have shared that they continue to face barriers to working on public and
private sector contracts, including stereotypes, false perceptions of
incompetence, higher performance standards than their non-minority
counterparts, and exclusion from industry networks. As a Director for the
National Association of Minority, Women and Disadvantaged Business
Enterprise Directors - an organization dedicated to raising awareness of state
M/W/DBE programs and their missions - | can attest that these experiences
aren't limited to businesses in Maryland but are common in every region in the
country. Several examples are included in my full written statement, to be
submitted for the record after today's discussion.

The persistent underutilization, low wages, and credit market and other
business-related discrimination experienced by minorities results in minorities
being significantly less likely to own their own businesses and derive the
wealth that stems from entrepreurship. This is important — because if we are
going to close the growing wealth gap between non-minorities and minorities,
then we must confront the discrimination that prevents minority businesses
from forming and becoming competitively viable.
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Programs like Maryland's MBE Program and the federal Disadvantaged
Business Enterprise Program are vital to this effort but are still only one of
many strategies we'll need to ultimately eliminate discrimination and
empower minority businesses to reach their full potential. | am confident that
if we work together, we can overcome the considerable challenges that face us
in this effort. | look forward to sharing additional experiences and exchanging
potential solutions during today's discussion.
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Statement of Zenita Wickham Hurley, Special Secretary of the
Governor’s Office of Minority Affairs
Before the
United States Senate Committee on Small Business and Entrepreneurship
Mary L. Landrieu, Chair
At the panel discussion cntitled,
“Closing the Wealth Gap: Empowering Minority-Owned Businesses to Reach Their Full
Potential for Growth and Job Creation”
Wednesday, September 18, 2013

Madam Chair, Members of thc Committee and other distinguished panelists, thank you
for the opportunity to participatce in this panel discussion. My name is Zenita Wickham
Hurley and I am the Special Secretary of the Governor’s Office of Minority Affairs for the
State of Maryland. On behalf of GOMA, | am submitting this statement for the record of the
panel discussion entitled, “Closing the Wealth Gap: Empowering Minority-Owned
Businesses to Reach Their Full Potential for Growth and Job Creation.” We appreciate this

opportunity and thank you for your consideration of our statement.

. Introduction

GOMA is a cabinet level agency that advises the Governor on issucs affecting small and
disadvantaged businesses. This includes taking a lead role in working with stakeholders to
develop and implement policies and procedures aimed at increasing participation in State -
funded and supported contracting through advocacy, compliance, legislation and policy.
GOMA is devoted to addressing the discrimination that minority- and women-owned
businesses continue to face in public sector contracting and to promoting awareness of the

benefits of government programs and resources that support and strengthen the minority
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contracting community. Unfortunately, minority and women-owned businesses continue to
experience discrimination across all procurement categories in state contracting. As a result,
there continues to be a need for robust race-conscious public contracting programs like
Maryland’s Minority Business Enterprise (MBE) program and the federal Disadvantaged

Business Enterprise (DBE) program.

II. Maryland’s Minority Business Enterprise (MBE) Program

One of GOMA’s most important responsibilities is administering the State’s MBE
Program. Maryland’s MBE Program was established in 1978 to remedy race and gender
discrimination by increasing opportunities for minority- and women-owned firms to engage
in state contracting. The Program is enabled by our State code, and requires 70 agencies anc
departments to structure $6 - $7 billion in procurements to try to achicve an overall goal of
29% participation by minority- and women-owncd firms cither dircctly or indirectly.'

GOMA serves two key roles in providing oversight of Maryland’s MBE program:
developing policies and guidance to assist state agencies in successfully implementing the
MBE Program; and advocating on behalf of minority and women busincss owners who are
seeking state procurement opportunities. In order to ensurc compliance with MBE program
requirements, GOMA requires agencies to submit monthly reports on MBE awards and
payments and provides ongoing training for MBE program administrators and businesses on
best practices. We are extremely proud of our minority business utilization rates, which

show an increase in the percentage of awards to MBEs every year for the past six years —

! The MBE Program law is codified at Section 14-301, et seq. of the State Finance and Pracurement Article (2009
Repl. Vol., 2012 Supp.) {SFP}, Md. Code Ann
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even during significant government cutbacks. In recent years we have started to look beyond
participation data, to develop and implement laws and policies that strengthen enforcement
and compliance in the MBE Program and promote the development of MBE prime
contractors — all while ensuring that the program remains flexible and fair to all businesses.
Becausc of our efforts, we are widely regarded as a national leader in minority business

inclusion.

111. Discrimination Continues to be a Problem in Public Contracting in Maryland and Beyond

Unfortunately, even as we have seen steady increases in overall MBE participation on
State contracts, we are still far from parity. In fact, despite Maryland’s implementation of a
race-conscious public contracting program for more than 30 ycars, our most recent disparity
study shows adverse and statistically significant disparities for minorities and women across
all procurement categories. With my statement, I am submitting for the record Maryland’s
2011 Disparity Study, entitled “The State of Minority- and Women-Owned Business
Enterprise: Evidence from Maryland,” (hereinafter referred to as the “2011 Disparity Study™)
in its enlirety,2

With the 2011 Disparity Study, Maryland firmly established a public record of the on-
going effects of discrimination in its marketplace. As noted above, the 2011 Disparity Study
found large and statistically significant disparities in the utilization of minority and women

business enterprises in public contracting and barriers to participation on public contracts.

The Disparity Study was conducted by a team led by NERA Economic Consulting (NERA) and examined State-
funded contract expenditures for FY 2005 through FY 2009, the five fiscal years immediately preceding the study.
This Study was accepted by the Maryland General Assembly and forms the basis for Maryland’s current MBE law.
(SFP Title 14, Subtitle 3.)
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Thus, many more minority- owned firms are available to do work than are used on our
contracts. The 2011 Disparity Study also shows that minority businesses eam significant less
in wages and salaries than their nonminority peers and continue to face discrimination in
small business credit market. And on contracts without MBE goals — in the public or private
sector, minority businesses are rarely even asked to submit a bid — even by firms they have
worked with successfully in the past.

In my job as GOMA Special Secretary, I have had many opportunities to talk to minority
businesses about their experiences doing business in the State. Many have shared that they
continue to face barriers to working on public and private sector contracts, including
stereotypes, false perceptions of incompetence, higher performance standards than their non-
minority counterparts, and exclusion from industry networks. In June of 2012, GOMA
distributed a survey to local business organizations, groups and business owners seecking
feedback on the experiences faced by minority business owners in our local marketplace.

The survey asked whether responders had ever becn treated less favorably due to race,
ethnicity and/or gender while participating or attempting to participate in business dealings
within the Maryland marketplace. Most indicated that discrimination had prevented their full
and equitable participation in the State’s marketplace. Of the 15 categories provided in the
survey, all were chosen at least once as an area in which the responders felt they had been
discriminated. Indeed, 42 of the 49 minority businesses who responded believe that they have
been treated less favorably in working or attempting to work on public and private sector

contracts, as prime or subcontractors.
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As a Director and Vice-President of the National Association of Minority, Women and
Disadvantaged Business Enterprise Directors - an organization dedicated to raising
awareness of state M/W/DBE programs and their missions - I can attest that these
experiences aren't limited to businesses in Maryland but are common in every region in the
country. For example, a disparity study conducted in the Massachusetts region also found
both statistical and anecdotal evidence of business discrimination against minority- and
women-owned businesses in all major procurement categories examined. Within the local
small business credit market, the study found statistically significant discrimination against
minority-owned businesses - particularly with respect to firms owned by African-Americans.
Specifically, the study found that when minority-owned firms applied for loans, their loans
were substantially more likely to be denied than other groups, even after accounting for
differcnces in factors likc size and credit history. Moreover, when minority-owned firms did
receive a loan, they were charged higher interest rates on the loan that was true of
comparable White-owned firms.* Of course, Maryland and Massachusetts are not the only
jurisdictions with disparity studies confirming the continuing effects of discrimination. There
are a considerable number of disparity studies from throughout the country that demonstrate
(both through statistical and anecdotal data) the prevalence of discrimination against minority

and women business owners in the public and private markets.*

* See “Race, Sex and Business Enterprise: Evidence from the Commonwealth of Massachusetts: Volume 11,”
prepared for the Division of Capital Asset Management of the Commonwealth of Massachusetts, NERA, September
2, 2010.

“See, e.g., List of Disparity and Availability Studies, Transportation Research Board’s “National Cooperative
Highway Research Program (NCHRP) Report 644: Guidelines for Conducting a Disparity and Availability Study for
the Federal DBE Program,” pp. 102-103, completed July 1, 2009.
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IV. Conclusion

The persistent underutilization, low wages, and credit market and other business-related
discrimination experienced by minorities results in minorities being significantly less likely
to own their own businesses and derive the wealth that stems from entrepreurship. This is
important — because if we are going to close the growing wealth gap between non-minorities
and minorities, then we must confront the discrimination that prevents minority businesses

from forming and becoming competitively viable.

Programs like Maryland's MBE Program and the federal DBE Program are vital to this
cffort but are still only one of many strategies we'll need to ultimately eliminate
discrimination and empower minority businesses to reach their full potential. Tam confident
that if we work together, we can overcome the considerable challenges that face us in this
effort. On behalf of GOMA, we appreciate the Committee’s leadership on issues of
economic justice and minority business inclusion. We respectfully ask that you fully

consider our comments and look forward to working with the Committee on these issues.
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Governor’s Office of Minority Affairs in February 2012, and is responsible for policy and oversight of
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Ms. Hurley graduated magna cum laude from the University of Maryland with a Bachelor of Arts
degree in Afro-American Studies and Government and Polities. She received her Juris Doctor degree
from the New York University School of Law.
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Chair Landrieu, Ranking Member Risch and Distinguished members of the Committee, thank you for
inviting the U.S. Small Business Administration (SBA) to participate in this Roundtable discussion.

1 am Darryl Hairston, Associate Administrator for Business Development at the SBA, where | oversee
the 8(a) Business Development Program. 1 have had the privilege to serve small businesses for over 35
years at the SBA.

Core to our mission at the SBA is expanding opportunities for companies in traditionally underserved
communities, including those owned by minorities, women, veterans, people with disabilities, and
people from rural areas. These businesses typically have a harder time accessing the tools they need to
grow and create jobs in their communities.

Minority communities were especially hit hard by the economic downturn—growing disparities in
assets, education, and experience that have an important impact on entrepreneurship rates and small
business success.

SBA has a strong commitment to reaching underserved communities and helping all individuals start
and grow their businesses. Whether it is helping with access to capital, counseling, or federal
contracting, SBA has a number of programs to reach underserved communities.

Contracting with small businesses is one of the most important ways for the federal government to
create jobs. The United States government buys over $400 billion each year, making it the largest buyer
in the world. And at the SBA, wc are strongly committed to providing access and removing barriers for
small businesses.

The 8(a) Business Development Program is a business assistance program for small disadvantaged
businesses that is essential instrument in helping socially and economically disadvantaged entrepreneurs
gain access to the economic mainstream of American society. The program helps thousands of aspiring
entrepreneurs to gain a foothold in govemment contracting. Participation in the program is divided into
two phases over nine years: a four-year developmental stage and a five-year transition stage.
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Since 2009, the SBA has supported well over $100 billion in federal government contracting to small
disadvantaged businesses.

There are two recent studies that SBA will be submitting for the record that look at the competitive
disadvantages minority owned-firms suffer when competing for government contracts. One is by Dr.
John Wainwright and another is a report by the U.S. Department of Commerce. Both studies
demonstrate the need for programs like the 8(a) program.

While I am proud of what the SBA has accomplished alongside this committee in recent years, I believe
we must continue to be diligent in our work with underserved communities. We know that with the right
tools in hand, entrepreneurs and small businesses in these communities can have a significant impact in
driving economic growth, building wealth, and creating jobs where they are needed most.
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DARRYL K. HAIRSTON

ASSOCIATE ADMINISTRATOR
FOR BUSINESS DEVELOPMENT

WASHINGTON, D.C.

Darryl K. Hairston was appointed Associate Administrator for Business Development in August
2010. In this position, Hairston is responsible for the management of the SBA’s 8(a) Business
Development (BD) Program. The 8(a) BD Program is an essential instrument for helping
socially and economically disadvantaged entrepreneurs gain access to the economic mainstream
of American society.

Prior to this appointment, Hairston served in a number of senior management positions including
the Associate Administrator for Management and Administration, Acting Administrator, Deputy
Associate Administrator for Management and Administration, Assistant Administrator for
Administration and Senior Procurement Executive, Deputy Associate Deputy Administrator for
Government Contracting and Business Development, District Director of SBA’s Washington,
DC District Office, Deputy Associate Administrator for Investment, and the Director, Division
of Program Certification and Eligibility.

He started his career with SBA in 1978 in the Charleston, West Virginia branch office as a
Business Management Specialist. From there, he held various positions in SBA branch, district
and headquarters’ offices. Prior to joining SBA, Hairston served as the Budget and Marketing
Director for the Transportation Division in the Governor’s Office of Economic and Community
Development for the State of West Virginia.

He is a native of Institute, West Virginia, and holds an MBA from Marshall University, and a
bachelor’s degree in Business Administration from West Virginia State University.

HH##H



83

US Senate Committee for Small Business and Entrepreneurship
Closing the Wealth Gap: Empowering Minority-Owned Businesses to Reach
Their Full Potential for Growth and Job Creation— September 18, 2013
Statement by Dr. Shree Taylor, Managing Partner of Delta Decisions DC

My name is Dr. Shree Whitaker Taylor and | am the Co-Founder and Managing Partner of Delta Decisions of DC. My
business is an analytical firm that focuses on the strategic use of data to solve a broad range of organizational and
business needs primarily for federal, state and local governments. | received my PhD in Applied Mathematics from
North Carolina State University and became an entrepreneur in 2006.

Earlier this summer {May 22, 2013) | joined Senator Mary Landrieu at a roundtable discussion on “Bridging the Skills
Gap: How the STEM Education Pipeline Can Develop a High-Skilled American Workforce for Small Business”.
Interestingly, this round table on “Closing the Weualth Gap: Empowering Minority-Owned Businesses to Reach Their
Full Potential for Growth and Jab Creation” is closely refated to the round table discussion on “Bridging the Skills Gap”,

From a logical perspective, we first need to clearly define the problem along with its scope, the constraints and the
various parameters that influence and have the highest impact on the desired outcome. As with most complex sociat
and ecanomic problems, the solution should comprise of short- and long-term strategies.

For the most part, we know of the barriers that exist when it comes to being a minority business owner. Two of the
largest barriers include limited access to resources and having a limited or non-existent professional network. White
strides have been made in closing the gap when it comes to limited access to resources, the problem still has not
been solved. The best and most comprehensive resources are available to business owners who are business savvy
and are resourceful in digging up relevant information.

Having a solid professional network is a huge asset to any business owner. That network wilf include other business
owners who can act as business mentors, recruiters or staffing agencies to help the business owner develop their
workforces, vendors that provide quality services at reasonable prices and many other “advocates” to help the
business owner succeed.

To build this network and make the potential business owner aware of the resources available, there need to be
programs in place that create an environment where budding young entrepreneurs can learn about how to establish
and run a sustainable business with their peers. Their peers will be the foundation of their professionat network.

As an active member of a Title | school PTA, t know first hand how the minority population is in need of opportunities
to grow and excel. The children at Title | schools come from families that are on free or reduced lunch programs;
therefore, their families inherently have a low net worth. Because these children attend Title | schogls, they have
limited opportunities to be exposed to life changing programs.

As an example, the Jump Start Coalition {jumpstart.org) is a national program dedicated to improving the financial
literacy of our Nation’s youth, Jump Start has a financially based curriculum designed for teachers that can be
delivered in the classtoom. The teacher and principal simply need to express an interest in bringing this amazing
resource to their school. However, | have found through informat discussions that this resource is not making it into
the communities that need it the most. All children deserve to know how to become fiscally fit aduits.

Another program is the Network for Teaching Entrepreneurship {nfte.com}. This program inspires youth from low-
income communities to find their paths to success. NFTE works closely with educators in the target communities to
re-engage students in learning while also introducing them to business concepts. Mentors, who include minority
business owners, come into the ciassroom to speak with students on what it takes to start a business and to stay in
business, The students have the unique opportunity to engage with business owners, CEQs and others from the
corporate management team. This establishes a business foundation for the students and also begins the
development of their professional network.

These are only a sample of the positive programs that exist. However, we need to do more to ensure that programs
like these are well funded and are reaching the maximum number of students in our low-income communities.
Investing in our youth and programs to support their professional development is the only way to close the wealth
gap that exists in our society.
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Biography of Dr. Shree Taylor

Dr. Taylor is a computational mathematician with degrees from Clark Atlanta University
(BS/MS) and North Carolina State University (PhD). Her unique interdisciplinary training
allows her the ability to collaborate effectively with professionals from fields other than
mathematics, while still being an insightful and independent researcher.

Dr. Taylor has worked in the biomedical field as a research scientist at the National
Institute of Environmental Health Sciences (NIEHS/NIH) in Research Triangle Park, NC.
While there, she developed complex mathematical and statistical models in the areas of
cancer and pharmacokinetic research. During her time at NIEHS, she interacted
primarily with biologists and other life scientists to develop realistic biological models.
This interaction challenged Dr. Taylor to constantly transiate highly technical resuits to
non-mathematical audiences at biomedical conferences. Dr. Taylor also spent time as a
guest researcher at The German Cancer Research Center in Heidelberg, Germany.

Dr. Taylor has also worked in the field of national defense as a research analyst at the
Center for Naval Analyses in Alexandria, VA. Her time there was spent on projects of
interest to the Nation’s Defense and the interoperability of our military forces. Dr. Taylor
designed methodologies for the data collection and development of mathematical
models used in analyses, conducted on-site client interviews, and contributed to
presentations delivered to top-ranking Navy officials.

As Co-founder and Managing Partner of Delta Decisions, an Operations Research firm
that focuses on Analytics, Dr. Taylor formulates creative and innovative solutions to
address the client's needs. She has a unique way of listening to clients and extracting
critical information that is used to create a logical and systematic plan of attack. Dr.
Taylor has the ability to learn new concepts quickly and creatively leverage various
resources to complete tasks with integrity and accuracy. She has inspired and led
many Delta Decisions project teams and delivered high quality products on time and
within budget. Dr. Taylor ieads by example and insists on employees producing high
quality at all times. Her no-nonsense attitude sets the tone for professional pride in all
employees while emphasizing accountability.
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‘As lead organizer and member of the Collaborative, a group of minority-owned businesses in New
Orleans working on issues of economic parity and justice as we rebuild our great city, | am honored to
be here today.

One of the biggest challenges to reducing economic disparity is race-neutral policies for inclusion at the
local, state and federal level. Small and disadvantaged business programs abound but in the absence of
a legally defensible disparity study which meets the standard of “narrow tailoring” set by the US
Supreme Court, these programs must be race-neutral. Compellingly, while government agencies,
including the SBA, continue to maintain gender-specific program goals for women-owned businesses,
programs for minority-owned businesses are hidden within small and disadvantaged business programs
where businesses owned by White women are the primary beneficiary. First and foremost, to end the
economic disparity between White citizens and citizens of color, we must be able to target intervention
to businesses owned by citizens of color. This requires a legally defensible disparity. study which must
be updated annually to remain relevant. If nothing else, the regional SBA officers should make this a
funding priority, particularly in urban areas with high concentrations of minorities.

Behind targeted interventions, access to capital remains an unassailable obstacle for minority-owned
businesses. Compellingly, the SBA’s loan guarantee program works through the for-profit banks in the
mainstream capital market and as such there is no flexibility in the underwriting criteria. in other words,
if you can’t get a loan from a bank, you can’t get an SBA guaranteed loan. The program warks only for
the banks, reducing their risk at the tax payers expense. At the same time the Department of Treasury
has reprogramed Community Development Financial Institution (CDDFI} funding to New Market Tax
Credits that support big businesses, big developers, and again big banks. The non-profit CDFIs that
support small and minaority-owned businesses struggle for lending and technical assistance capital while
banks and big businesses get tax credits Notwithstanding the potential for job creation associated with
tax credits, these programs do little if anything to create wealth within minority communities.

To the issue of capacity let me say that in the next 24 to 36 months over $3 billion in federa! dollars will
be spent in the city of New Orleans ~ building new schools, a new sewer and water system, a new
international airport, new hospitals and clinics, and new streetcar lines. While each one of these multi-
million dollar project will have a goal for participation by disadvantaged businesses, what we know from
our post-Katrina rebuilding efforts is that businesses owned by minorities will be left out of the wealth
creation opportunities because of the lack of capacity to participate on large capital projects. We need
to build the capacity of minority-owned businesses to compete in this marketplace and for less than 1%
of a $3 billidn investment in capital infrastructure we can build a mentor/protégé program to invest in
minority-owned businesses. Clearly we’re not the last city to rebuild. Clearly they’ll be others, there
already has. But we can be a testing ground for economic equity in post-disaster recovery,
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Finally, because minority-owned business have limited access to capital, prompt payment provisions in
federal policies are critical. Access capital through non-profit and alternate capital markets is costly —a
cost that can be offset with timely receivables. Every agency at every level should be able to pay their
vendors with 30 days, and should require their prime contractors to pay subcontractors in five, For
minority-owned businesses that have limited access to contract financing and bank lines of credit,
prompt payment is the difference between staying in business and closing the doors.

Barbara C. Major
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Barbara Crain Major

Barbara Major is a community organizer and trainer with over thirty
years’ experience in many local, national, and international community
development efforts, This work includes everything from nurturing
leadership development efforts within local communities to assisting
institutions in developing strategies to de-institutionalize racism.

Originally trained in Sociology, Barbara is a native of New Orleans and
Franklinton Louisiana. Untit Hurricane Katrina, Ms. Major served as the
chair of the St. Thomas /Irish Channel Consortium, a nationatly acclaimed
model for holistic community and institutional transformation. For 12
years she was Executive Director of the community driven and controlled
St. Thomas Health Clinic. To this day, the St. Thomas Health Clinic continues to serve the Greater New
Orleans underserved and underinsured population.

She is a core trainer for The People’s Institute for Survival and Beyond. She connects her local organizing
to training in anti-racism for people and institutions that live in or work with struggling communities.

Ms. Major served as Co-Chair of the Mayor of New Orleans’ Bring Back New Orleans Commission. She is
a co-founder of Citizens United for Economic Equity, A CDFI small business ending institution. The
organization was founded by New Orleanians to ensure equitable African American community
participation in the rebuilding of New Orleans.

Barbara served as Chairwoman of the Regional Transit Authority Board of Commissioners and is
currently a member of that Board. Ms. Major’s latest published work is titles “Building a Net that
Works” in the book State of the Race. She has received numerous awards and citations for her
achievements, but says her family is the greatest award that God has given her.
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Senate Committee on Small Business and Entrepreneurship

Closing the Wealth Gap: Empowering Minority-Owned Businesses to Reach Their Full
Potential for Growth and Job Creation

September 18, 2013

Connie E. Evans
on behalf of the Assaciation for Enterprise Opportunity (AEQ)

Thank you Chair Landrieu, Ranking Member Risch and Members of the Committee
for the opportunity to be a part of this important roundtable. I further commend the
Committee for its commitment to this important topic and the publication of the
Wealth Gap in the United States Report. 1am speaking today in my capacity as
President and CEO of the Association for Enterprise Opportunity (AEO), the national
member organization and voice of microbusiness in the United States. For more
than 21 years, AEQ and its more than 400 members and partner network of
nonprofit lenders and business development organizations have provided critical
access to capital and business counseling to underserved entrepreneurs and
microbusinesses all across the country.

[ want to start by drawing on remarks Labor Secretary Thomas Perez made
recently, in which, referring to the equality of opportunity to work, he said, “For a
moment | celebrated how far we have come and then { remembered that we also
have a long journey still to complete.” In the five decades since the March on
Washington, many social, economic, and color barriers have been broken. However,
the nation is faced with a growing wealth gap today that has crippling effects on
communities and livelihoods, particularly on Main Street communities.

According to a 2013 Brandeis University study, the wealth gap between whites and
African-Americans has tripled over the last 25 years, due to inequality in home
ownership, income, education, and inheritances.! To put the size of the wealth gap
into context, as the Committee report notes, the typical African-American household

1 Racial Wealth Gap Project, Institute on Assets and Social Policy (ISAP), Brandeis University,
http://iasp.brandeis.edu/research/wealthgap htmi.
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had a net worth of only $6,314 compared to the average white household, which had
net worth of $110,500.

The Power of Entrepreneurship

At AEQ, we view entrepreneurship, particularly microbusiness, as a way to generate
income and as a means of closing the widening wealth gap. A microbusiness is
defined as enterprises with fewer than five employees. One business, one job can
change the trajectory of one family, one community, or one city.

In fact, according to AEQ’s The Power of One in Three report, the median net worth of
business owners is almost two and a half times greater than that of non-business
owners.? For an African-American male, the difference is nearly eight times higher
for business owners compared to non-business owners; for an African-American
woman, the difference is more than ten-fold; for an Hispanic male, the difference is
five-fold.

In that same report, AEO found that if just one in three microbusinesses hired a
single employee, the U.S. would be at full employment. The benefits of
entrepreneurship are evident, and yet, microbusinesses often encounter barriers
when attempting to access capital and services to start, grow or hire. At the crux of
the capital and services quagmire is assets. That is individuals with low or
insufficient net worth or collateral simply have no assets with which to secure a
loan.

Solutions to Deliver Capital and Services to Main Street

While entrepreneurship is a tool for wealth and job creation, many aspiring and
existing business owners stumble on the road to get the capital and services they
need.

AEO has launched a strategy that links diverse stakeholders in order to mobilize and
channel technology, capital and other resources on behalf of Main Street, micro and
solo businesses. This strategy is a pillar of AEQ’s One in Three Initiative, a broader
effort to change the way that capital and services flow to underserved
entrepreneurs so that they can start, grow and hire.

In 2012, AEO launched TILT Forward™, an online suite of capital and services
solutions. The TILT Forward™ platform represents the opportunity to unlock
billions of dollars of private capital for small and microbusiness lending and services
through existing infrastructure of not-for-profit lenders and commercial banks by
resolving structural barriers to scale. But simply moving money is not our goal. We
seek to restore vibrant Main Streets in communities throughout the country and to

2 The Power of One in Three, The Association for Enterprise Opportunity, 2011,
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ensure that no one who seeks economic opportunity through business ownership or
entrepreneurship is left behind. Further, we believe that TILT Forward™ can play a
significant role in addressing un- and under-employment, income inequality and
racial and ethnic disparities.

AEO has focused efforts on assembling a network of partners from the private and
nonprofit sectors. These partnerships represent the unique combination of
capabilities and assets required to build a new system for microlending to Main
Street. One of those partners is On Deck Capital, which uses in-house proprietary
analytics to provide working capital loans of up to $150,000 to businesses.

Strengthening the Entrepreneurial Ecosystem

Hand in hand with low net worth and the lack of capital access, is the limited
availability of business assistance services, such as coaching and support related to
many aspects of management and operation. In fact, AEO has found that businesses
that received capital and services from a non-profit organization had median annual
revenue growth 30 percent higher than businesses that did not.* They also tend to
be more successful: 88 percent are still in business after five years, compared to a
50 percent success rate among businesses that did not.*

We must ensure that there is adequate access to training and business-support
services geared towards those who need it the most. In addition to accessing capital
through TILT Forward™, microbusinesses can request technical assistance and
critical business-support services from AEO member organizations. In effect, the
platform has been designed to serve as a virtual “one-stop shop” for entrepreneurs
and budding microbusinesses that face significant barriers to entry.

AEO believes the government plays a vital role in supporting underserved
entrepreneurs through its various programs. These programs include the Program
for Investment in Micro-Entrepreneurs (PRIME), the Microloan Program (SBA),
Women'’s Business Centers (SBA), Small Business Development Centers (SBA), the
Community Development Financial Institutions Fund (Treasury), the Rural
Microentrepreneur Assistance Program (USDA), and the Department of Labor’s
Employment & Training Administration.

Conclusion

AEOQ is dedicated to helping individuals create wealth through entrepreneurship. At
AEQ, we know that starting a business is job creation. As the Power of One in Three
shows, entrepreneurship is a means to a job and remains one of the best ways to
establish financial security, create wealth, and close the wealth gap. Collaboration

3 The Power of One Business, The Association for Enterprise Opportunity, 2011, www.aeowarks.org.
#FIELD/The Aspen Institute, “Facts About Business Ownership,”
http://fieldus.org/Stories/FastFacts html.
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between the public and private sectors can play a critical role in creating jobs, both
through models such as the TILT Forward™ platform and government programs
such as those at the Small Business Administration.

Strengthening these services and programs, while exploring ways to increase access
to capital to microbusinesses will go a long way in enhancing the entrepreneurial
ecosystem for underserved entrepreneurs looking to start, operate, and grow
businesses — and unleash The Power of One in Three.
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CONNIE EVANS

PRESIDENT AND CEO
ASSOCIATION FOR ENTERPRISSE OPPORTUNITY

ARLINGTON, VA,

Connie Evans is the President and CEO of the Association for Enterprise Opportunity (AEQ), the national nonprofit
organization and business trade association representing the U.S. microenterprise development industry.

In 1986 she was the founding president of the award-winning Women’s Self-Employment Project, the first and largest
urban microenterprise development organization in the U.S. and the first adaptation of the Grameen Bank model to a U.S.
urban setting. Evans also pioneered one of the first matched-savings program -- Individual Development Accounts -- in
the country. In 2000 she founded WSEP Ventures, a social enterprise-hybrid organization developed to serve as a catalyst
for social change, economic development and community empowerment. At WSEP Ventures, Evans launched Capital
Bridge C3, a fellowship program supporting emerging social entrepreneurs. And in 2007, Evans founded CSolutions
Consulting, an advisory boutique specializing in solutions that address social change.

An international development consultant, with over 25 years of experience, she has been recognized and utilized by such
groups as the World Bank, the Clinton Administration, a host of local government and private and independent sector
organizations, With international experience spanning 43 countries, Evans draws on her expertise in developing and
implementing strategies to further economic development, health and social change in communities.

Evans’ broad experiences across the worlds of business and finance compliments her skills in development finance. She
served two elected terms on the Board of the Federal Reserve Bank of Chicago, and was the first African American
woman to hold such a position. Evans was appointed by President Clinton to the CDFI Advisory Board, a fund in the
Department of the Treasury. She also received appointments from President Clinton to the U.S. Delegation to preparatory
meetings for the Summit of the Americas, to the U.S. Delegation to preparatory meetings for the United Nations Fourth
World Conference on Women in Beijing, and again for Beijing Plus Five.

A strong advocate of good governance in nonprofits, Evans has nearly 20 years of service on philanthropic foundation
boards, and serves on a number of national and international boards including the Social Venture Network. She is also the
Chair of the Chicago Committee for the African Women’s Development Fund, based in Ghana.

Likely to Discuss

* In 1986 Ms, Evans was the founding president of the Women’s Self-Empowerment Project; therefore she is likely
to discuss the wealth gap that persists between women of color and white women. She is also likely to discuss the
wealth gap that exists between women and men.

* Asatrained psychologist, Ms. Evans understands the relationship between the lack of economic prosperity and
opportunity and mental iliness (particularty depression). She is likely to discuss her experience and commitment
to improving the health and life options of women of cotor, particularly in the area of business development. She
is likely to offer solutions to the wealth gap, taken from her experience in helping the women of the first resident
managed public housing site in the City of Chicago.
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RCI Technologies, Inc.

1133 Green Street, isetlin, NJ 08830 USA *Tel. {732) 382-3000 *Fax (732) 839-0448

1 am Anisa Balwani, Owner and President of RCI Technologies, Inc. We are headquartered in
iselin, NJ with branch offices in Maryland and Texas. RCi Technologies was established in 1983 and we
provide information Technology Professional Services nationwide to major corporations and
government agencies. RCl Technologies specializes in Project Management, Network and Systems
Design, Application and Software Development, Technical Support and Staff Augmentation.

! have built a strong company and have faced many challenges during the years. In the 90’s,
technology industry was primarily a male dominated industry. In 2001, we were faced with the 9/11
attack which impacted the business tremendously. Our clients began focusing on security issues and
were choosing IBM, Accenture and many large corporations. 1 worked very hard and was resilient.
Later, we experienced the huge wave of IT outsourcing and | persuaded my clients to understand that
RClI can provide a cost-effective approach to the projects and these projects can be developed within
the United States. Competing with the large IT corporations continues to be a challenge for a small
business owner.

Over the years, RCI Technologies has built a strong reputation in the industry. As the owner, |
am committed to providing an extraordinary level of customer satisfaction with honesty and
integrity. | am the board of trustee for the New Jersey Association of Women Business Owners,
{NJAWBO), | serve on the Governing Forum Board for the Women Business Enterprise National
Council, (WBENC); I serve on the Certification Committee for WBENC to ensure that women business
owners are in compliance and help them with the certification process. { am a member of the US Pan
Asian American Chamber of Commerce, {USPAACC), member of the National Minority Supplier
Development Council, (NMSDC}) and the Women Presidents Organization {WPO).

RCI Technotlogies is certified hy the State of New Jersey and by several prestigious entities as a
minority woman-owned enterprise. RCI has a contract with the U.S. General Services Administration
IT Schedule 70. We have graduated from the U.S. Small Business Administration 8{a} Program. |
currently mentor and support start up women owned businesses. 1 provide the knowledge of the 8{a)
Program and various certifications.

www.rci-technologies.com
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RCI Technologies, Inc.

Anisa Balwani
President

Anisa Balwani is the owner of RCI Technologies, Inc. and is a results
driven business professional with over 25 years of experience. She has
successfully established trusting relationships with clients, resulting in
increased business. Anisa is an enthusiastic, self-motivated and
accomplished entrepreneur with many years of managerial, sales and
marketing experience.  Anisa has exemplary skills in business
development, sales, proposal delivery, pricing/budgeting, and operations
management as demonstrated in the growth of RCI Technologies, Inc. She
has outstanding analytical, problem solving and communication skills
with a successful track record of assisting at all levels of her organization
as is often done in the growth of a small business.

RCI Technologies, Inc. provides Information Technology Professional
Services and Software Development nationwide. RCI is headquartered in
Iselin, NJ with branch offices in Olney, Maryland and Houston, Texas.
RCl is the proud winner of numerous excellence awards; one of the award
was in 2009, US Pan Asian American Chamber of Commerce - Fast 50
Asian American Business Excellence Award.

Anisa is a graduate of the Executive Management Programs at the Amos
Tuck School of Business and the Kellogg Graduate School of Management.

Anisa serves on the Governing Forum Board of the Women’s Business
Enterprise National Council (WBENC) the Steering Committee of the
Women'’s President Educational Organization and is the member of the
Women Presidents Organization, (WPO). Anisa serves as the board of
trustee for the New Jersey Association of Women Business Owners.,
(NJAWBO) and is the member of the US Pan Asian American Chamber of
Commerce, (USPAACC). Anisa is an advocate for small, minority and
women owned businesses. She resides in Edison, NJ with her husband
and two children.
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EXECUTIVE SUMMARY

Inequality manifests itself in a variety of ways, including the significant wealth gap
between Caucasians and minorities. Minorities earn lower incomes and have less wealth over
time. In 2011, the median net worth (i.e., wealth) of Caucasians (not of Hispanic origin) was
$110,500, compared to $6,314 for African-Americans, $7,683 for Hispanics, and $89,339 for
Asians. The wealth gap hinders minorities’ ability to create, maintain, and grow their small
firms, which negatively impacts the entire economy.

2011 Median Net Worth
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Small businesses serve as a vessel for wealth creation for most Americans. According to
the U.S. Small Business Administration’s Office of Advocacy, small businesses created 64
percent of new jobs between 1993 and 2011. In 2010 alone, small businesses employed 55
million Americans.

The U.S. Census Bureau estimates that minorities will comprise 57 percent of the
population in 2060, a dramatic increase from the current 37percent. In light of the projected
changes in America’s composition, minority-led firms are expected to continue to play an
important role in maintaining the strength of America’s economy.

Factors that contribute to the wealth gap are:

A. Homeownership

For most American families, their most valuable asset is their home. In 2004, 76 percent
of Caucasians, 60 percent of Asians, and fewer than 50 percent of African-Americans and
Hispanics owned a home. The disparity in demographic homeownership continued in 2010;
below is Census homeownership data for nearly 117 million households. Homeownership
impacts the amount of capital available to start a business. Dr. Robert Fairlie, Professor of
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Economics at the University of California at Santa Cruz, concluded that a “10 percent annual
increase in housing equity increases the mean probability of entrepreneurship by 17 percent.”

B. Generational Wealth Transfers

Minorities’ lack of assets and inherited wealth impacts their attainment of capital to start,
maintain, or grow a small business. In fact, 82 percent of minority small business owners open
sole proprietorships, compared to 71 percent of Caucasians. Thus, minority small business
owners have to rely on personal equity to a greater degree, which can be difficult due to the
wealth gap and lack of inherited wealth.

C. Asset Diversity

A diversified portfolio is essential for wealth creation and small business growth. As of
2009, 24 percent of both Hispanics and African-Americans sole asset was a motor vehicle, while
only 6 percent of Caucasians had such a limited portfolio.

D. Education

Education is fundamental for economic advancement and teaches entrepreneurial tools in
order to accumulate wealth. According to the Consumer Financial Protection Bureau, a
significant amount of student debt can limit the ability to open a small business. The Department
of Education found that the median and average student debt levels vary by demographic;
African-Americans took out the highest amount of student loan debt.

E. Lending Inequalities

Minorities face lender discrimination, which in turn impacts their ability to open or
expand a small firm as well as attain wealth. In 2010, 15.2 percent of Caucasians did not apply
for a small business loan due to fear, compared to 38.8 percent of African-Americans and
Hispanics. This trend also existed along gender lines, with 21.1 percent of women not applying
compared to 17.8 percent of men.

F. Professional Networks

Access to effective professional networks is critical to a small firm’s success, because
they open access to capital, contracting, trade, and counseling, which in turn can increase an
entrepreneur’s wealth. However, minorities do not have the historical access to such networks.
The SBA Office of Advocacy issued a report detailing that venture capital (VC) firms are more
likely to do business with firms that are within the VC network. However, when VC firms
stepped outside their professional network to work with more women-owned small businesses
their profits increased.
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Language barriers can hinder potential small business owners from utilizing government
entrepreneurship resources. Currently, SBA’s national resource guide is written in English;
although, district offices have the choice of providing multi-lingual materials for their

geographic area.

H. Unemployment

The unemployment rate is disparate among demographics and can hinder wealth
accumulation. The U.S. Bureau of Labor Statistics” June 2013 unemployment rates are organized

by demographic in the below chart.

Group June 2013 Unemployment Rate
Caucasians 6.8%

African-Americans 14.3%

Hispanics 9.1%

Asians 5%

Native Hawaiian or other Pacific Islanders 6.1%

Native Americans 12.8%

I. Internet Access

Small businesses need access to broadband in order to stay afloat in today’s economy.
The Census found a demographic disparity on the rate of Internet usage between 2000 and 2011.

Below are charts detailing this data:

2000
Group Percent of Population
Internet Use
Hispanic 23.6%
African-American 23.6%
Caucasian 46.1%
Asian 56.2%
2011
Group Percent of Population
Internet Use
Hispanic 58.3%
African-American 56.9%
Caucasian 76.2%
Asian 82.7%
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Since becoming Chair of the U.S. Senate Committee on Small Business and
Entrepreneurship, Senator Landrieu has held S hearings and roundtables to examine the wealth
gap. These discussions have focused on several aspects of the minority wealth gap and its effect
on American small businesses and America’s economy. The information contained within this
report should provide a launching pad for legislators, policy advocates and stakeholders to work
toward putting forth the best ideas to solve these problems.
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U.S. SENATE COMMITTEE ON SMALL BUSINESS & ENTREPRENEURSHIP

Senator Mary L. Landrieu, Chair

Majority Committee Report: The Wealth Gap in the United States’

1. Introduction

Inequality manifests itself in a variety of ways, including the significant wealth gap
between Caucasians and minorities.” Minorities earn lower incomes and have less wealth over
time. In 2011, the median net worth (i.e., wealth) of Caucasians (not of Hispanic origin) was
$110,500, compared to $6,314 for African-Americans, $7,683 for Hispanics, and $89,339 for
Asians.! The wealth gap hinders minorities’ ability to create, maintain, and grow their small
firms, which negatively impacts the entire economy.
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! The Chair would like to thank Irma L. Palmer and Kristen Bushnell for writing this report. She would also like to
thank Shadawn Reddick-Smith, Julia Walters, and Bradley Wiiliams for their work as research fellows.

? Wealth and income are not synonymous with one another. Income refers to people’s earnings from work, interest,
and dividends. Wealth refers to the difference of total assets and liabilities an individual (or typically, a family) has
been able to accumulate over an extended period of time.

*“Detailed Tables on Wealth and Asset Ownership.” Census. 2011. United States Census Bureau, July 2013.
<http://www.census.gov/people/wealth/data/dtables.html.>.Asian American net worth is not recorded by ethnicity
and Native American wealth data is put into the “other” category by the Census.

* “Detailed Tables on Wealth and Asset Ownership.” Census. 2011. United States Census Bureau. July 2013.
<http://www.census.gov/people/wealth/data/dtables.hitm].>>.Some analysts use the Federal Reserve Board Survey of
Consumer Finance for wealth data, which asks different questions about wealth accumulation. Whether one is using
the Federal Reserve or the Census’ numbers the trend of the wealth gap amongst racial demographics is maintained.

1
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Small businesses serve as a vessel for wealth creation for most Americans. Between 1993
and 2011, small businesses created 64 percent of new jobs.® In 2010 alone, small businesses
employed 55 million Americans.®

Minorities will comprise 57 percent of the population in 2060, a dramatic increase from
the current 37percent.7 In light of the projected changes in America’s composition, minority-led
firms are expected to continue to play an important role in maintaining the strength of America’s
economy. The chart below details how minority firms are a strong component of the economy.?®

Group 2007 Number of Small | 2007 Total 2007 Number of
Businesses Receipts Employees
African-Americans | 1.9 million $97,145,000,000 | 910,000
Hispanics 2.3 million $279,921,000,000 | 1.9 million
Asians 1.6 million $453,574,000,000 | 2.8 million
Native Americans 237,000 $27,494,000,000 | 185,000
Hawaiians/Pacific | 38,000 $5,250,000,000 38,000
Islanders

; “Frequently Asked Questions.” U.S. Small Business Administration Office of Advocacy. September 2012, U.S.
Small Business Administration Office of Advocacy. July 2013.

<http://www.sha.gov/sites/default/files/FAQ_Sept 2012 pdf>

““Small Business Profile.” U.S. Small Business Administration Office of Advocacy. February 2013. U.S. Small
Business Administration Office of Advocacy. July 2013 <http://www.sba gov/sites/default/files/us 1 2. pdf >

74U.S. Census Bureau Projections Show a Slower, Older, More Diverse Nation a Half Century from Now.” Census.
12 December 2012. U.S. Census Bureau. July 2013.
<https://www.census.gov/newsroom/releases/archives/population/cb12-243 html>

¥ Small Business Profile.” U.S. Small Business Administration Office of Advocacy. February 2013. U.S. Small
Business Administration Office of Advocacy. July 2013 <hitp://www.sha.gov/sites/default/files/us12.pdf >
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2007 Number of Employees
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First, the report identifies some factors that contribute to the wealth gap. Second, it
summarizes testimony from five hearings and roundtables about the wealth gap. Finally, the
report concludes with additional organizations® policy recommendations aimed at minimizing
this gap.

II. Factors Contributing to the Wealth Gap and Obstacles for Small Business Growth
A. Homeownership

For most American families, their most valuable asset is their home. By owning a home,
a family accumulates wealth by paying off their mortgage as well as building wealth and home
equity, even if the price of the home does not increase. This equity can be used to secure a loan,
fund a college education, finance a retirement, or start a small business. In 2004, 76 percent of
Caucasians, 60 percent of Asians, and fewer than 50 percent of African-Americans and
Hispanics owned a home.” The disparity in demographic homeownership continued in 2010;
below is Census homeownership data for nearly 117 million households'®

°Duda, Mark, Haurin, Donald, Herbert, Christopher, Rosenthal, Stuart. “Homeownership Gaps Among Low-Income
and Minority Borrowers and Neighborhoods.” U.S. Department of Housing and Urban Development. March 2005.
uUs. Department of Housing and Urban Development. July 2013,
<http://www.huduser.org/portal/publications/ HOMEQWN/HGapsAmongL InMBnN. htin} >

1% “Tenure by Race of Households.” U.S. Census Fact Finder. 2010. U.S. Census Bureau. July 2013,

-table >Data for all demographics in the table, except for the Hispanic population, were found at this source.

4
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Group Number of People Owning a Home in 2010
Caucasians (not of Hispanic origin) 63,446,275

African-Americans 6,261,464

Native Americans or Alaska Natives 509,588

Asians 2,688,861

Hispanics'" 6,368,449

Native Hawaiian and other Pacific Islanders 61,911

Number of People Owning a Home in 2010

70,000,000
60,000,000 -
50,000,000 -
40,000,000
30,000,000 +
20,000,000 +
10,000,000

Recent volatility in the housing market has disproportionately harmed minority
communities. At a financial summit in 2012, Federal Reserve Chairman Ben Bemanke stated
two discriminatory practices that made the financial downturn worse for minority Americans:
“One is redlining, in which mortgage lenders discriminate against minority neighborhoods, and
[the second is] pricing discrimination, in which lenders charge minorities higher loan prices than
they would to comparablc non-minority borrowers.™? This reflects a historical trend. A 1998
study conducted by the Department of Housing and Urban Development found that blacks
carried a greater proportion of subprime mortgages, “In predominantly black neighborhoods, the
high-cost subprime lending accounted for 51 percent of home loans in 1998 - compared with

"“Tenure by Race of Households.” U.S. Census Fact Finder, 2010. U.S. Census Bureau. July 2013.

< http://factfinder2.census.gov/faces/tableservices/ist/pages/productview.xhtmi?sre=bkmk>Data for the Hispanic
population was found at this source.

12 Waldron, Travis. “Federal Reserve Chair: Discriminatory Lending Made Housing Crisis Worse for Minorities.”
Think Progress 16 November 2012. 29 July 2013<http:/thinkprogress.org/economy/2012/11/16/1203241/bernanke-
discriminatory-lending/?mobile=nc>
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only 9 percent in predominately white areas.”® This study also found that African-American
homeowners made up 13 percent of the subprime mortgage market, but only 5 percent of the
entire mortgage market.” Furthermore, African-Americans had 33 percent of all refinanced
mortgages compared to only 8 percent for Caucasian borrowers. Continuing this historical
trend, in 2011, the Center for Responsible Lending found that, “among borrowers with a FICO
score of over 660, African Americans and Hispanics received a high interest rate loan more than
three times as often as white borrowers.”'® In July 2012, the U.S. Department of Justice (DOJ)
settled with Wells Fargo Bank over claims that the bank consistently discriminated against
qualified African-American and Hispanic borrowers."”

While the Great Recession reduced all Americans’ wealth held in home equity, minorities
saw even greater declines. Per the Pew Research Center, below is a chart that details this data.'®

Group Percent Median 2005 Median Home | 2009 Median Home
Home Equity Equity Equity
Decline
Hispanics 51% $99,983 $49,145
Asians 32% $219,742 $150,000
African-Americans 23% $76,910 $59,000
Caucasians 18% $115,364 $95,000

1By

Unequal Burden: income & Racial Disparities in Subprime Lending in American.” U.S. Department of Housing
and Urban Development. April 2000. U.S. Department of Housing and Urban Development. July 2013.
<http://www.huduser.org/Publications/pdf/unequal_full.pdf >

' “Ynequal Burden: Income & Racial Disparities in Subprime Lending in American.” U.S. Department of Housing
and Urban Development. Aprit 2000. U.S. Department of Housing and Urban Development. July 2013.
<http://www.huduser.org/Publications/pdf/unequal full.pdf >

15 “Unequal Burden: income & Racial Disparities in Subprime Lending in American.” U.S. Department of Housing
and Urban Development. April 2000. U.S. Department of Housing and Urban Development. July 2013.
<http://www.huduser.org/Publications/pdf/unequal full.pdf >

*Bocain, Debbie: Quercia, Roberto. “Lost Ground, 2011, Disparities in Mortgage Lending and Foreclosures.”
Center  for _ Responsible  Lending. =~ November  2011.  Center for  Responsible  Lending.
<http://www.responsiblelending.org/mortgage-lending/research-analysis/lost-ground-2011.htmf{> A FICO score
of 660 or above indicates a reliable borrower eligible for lower interest rates.

Y7 “Justice Department Reaches Settlement with Wells Fargo Resulting in More Than $175 Million in Relief for
Homeowners to Resolve Fair Lending Claims.” U.S. Department of Justice. 12 July 2012. U.S. Department of
Justice. July 2013. <http://www.justice.gov/opa/pr/2012/July/12-dag-869.htm] >

'Fry, Richard; Kochhar, Rakesh;Motel, Seth; Taylor, Paul; Velasco, Gabriel. “Wealth Gap Rise to Record Highs
Between Whites, Blacks and Hispanics.” Pew Social Trends. 26 July 2011.Pew Research Center. July 2013<
http://www.pewsocialtrends.org/files/201 1/07/SDT-Wealth-Report_7-26-11_FINAL.pdf >

Statistics on other minority groups, such as Native Americans, were not available.

6
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Home Equity Loss 2005-2009

%2005 Median Home Equity
®2009 Median Home Equity

The Pew Research Center also found that among all households, Asians experienced the
most significant decline in net worth due to reduced home equity’®:

Group

Net Worth Decline 2005-
2009 without Home Equity
Included

Net Worth Decline 2005-
2009 with Home Equity
Included

African-Americans $626 $6,477
Caucasians $3,792 $21,843
Hispanics $479 $12,034
Asian $6,837 $90,037
Net Worth Decline with and without Home Equity
$100,000
$90,000
$80,000
$70,000
$60,000
$50,000
$40,000 % Net Worth Decline 2005-2009
$30,000 without Home Equity Included
$20,000
$10,000 ® Net Worth Decline 2005-2009
$0 with Home Equity Included
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¥ Numbers are expressed in 2009 dollars
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Homeownership impacts the amount of capital available to start a business. Dr. Robert
Fairlie, Professor of Economics at the University of California at Santa Cruz, concluded that a
“10 percent annual increase in housing equity increases the mean probability of entrepreneurship
by 17 pereent.”® Since many banks require potential borrowers to use their home equity as
collateral in order to obtain a small business loan - reduced homeownership and declining home
equity disproportionately impact minorities’ ability to start or grow their own businesses.

B. Generational Wealth Transfers

Transfers of wealth between generations are more prevalent among Caucasians than
minorities. An Urban Institute study concluded that African-Americans and Hispanics are five
times less likely to receive inheritances from family members than Caucasians,”' The Urban
Institute also found that “large gifts and inheritances received over the past ten years account for
12 percent of the difference in wealth between whites and blacks.” The lack of generational
wealth transfers impacts the ability to start, grow, and maintain a small business.

Inheriting a business is a form of wealth inheritance. Dr. Fairlie’s book cites a study that
shows: small business owners who inherited their business were more likely to survive and to
have higher overall sales than those businesses that did not”

Minorities’ lack of assets and inherited wealth impacts their attainment of capital to start,
‘maintain, or grow a small business. In fact, 82 percent of minority small business owners open
sole proprietorships, compared to 71 percent of Caucasians.”® Thus, minority small business
owners have to rely on personal equity to a greater degree, which can be difficult due to the
wealth gap and lack of inherited wealth. A 2007 Bates study found that “21.2% of black firms
borrowed from family members and that the average amount borrowed was $18,306. A larger
percentage of white borrowers obtained loans from family members -- 26.8% and for a higher

* Fairlie, Robert; Krashinsky, Harry. “Liguidity Constraints, Household Wealth, and Entrepreneurship Revisited.”

UCSC Economics Department. August 2011, University of California, Santa Cruz., July 2013.

<http:/feconomics.ucsc.edu/research/downloads/liquidity82.pdf >

 McKernan, Signe-Mary;Ratcliffe, Caroline; Simms, Margaret; Zhang, Sisi, “Do Financial Support and Inheritance

Contribute  to the Racial Wealth Gap.” Urban Institute. September 2012. Urban Institute. July

2013 <http://www urban ore/UploadedPDF/412644-Do-Financial-Support-and-inheritance-Contribute-to-the-
acial-Wealth-Gap.pdf>

* McKeman, Signe-Mary;Ratcliffe, Caroline; Simms, Margaret; Zhang, Sisi. “Do Financial Support and Inheritance

Contribute  to the Racial Wealth Gap” Urban Institite. September 2012. Urban Institute. July

2013<hitp:/fwww urban.org/UploadedPDF/412644-Do-Finangial-Support-and-inheritance-Contribute-to-the-

Racial-Wealth-Gap. pd>

SFairlie, Robert, Alicia Robb. Race and Entrepreneurial Success, (London: The MIT Press, 2008) 112.

** “The New Agenda for Minority Business Development.”

Foundation. July 2013.<http://www.kauffman.org/research-and-policy/new-agenda-for-minority-

business-development.aspx>
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average amount -- $35,446."% Thus, a minority-owned small business owner is less likely to
receive capital assistance from a family member; if the minority owner does receive capital
assistance from within the family, he or she typically receives less than Caucasians.

C. Asset Diversity

A diversified portfolio is essential for wealth creation and small business growth. Asset
diversification allows an investor to increase her wealth by investing in different assets classes,
such as stocks, bonds, currency, and real estate. Asset diversity also works to preserve wealth by
ensuring that a decrease in the value of one asset class does not undermine the total value.
Furthermore, it helps small businesses attain startup capital. As of 2009, 24 percent of both
Hispanics and African-Americans sole asset was a motor vehicle, while only 6 percent of
Caucasians had such a limited portfolio.”®

The lack of diverse wealth portfolios amongst various groups is demonstrated in a New
York University study that notes, “about 90 percent of the total value of stock shares, bonds,
trusts, and business equity, and about 80 percent of non-home real estate were held by the top 10
percent of wealth households. Stock ownership is also highly skewed by wealth and income class.
The top one percent of households classified by wealth owned 35 percent of all stocks in 2010,
the top 10 percent 81 percent, and the top 20 percent 92 percent.”™’*

A diverse wealth portfolio often involves a retirement account, such as an IRA, 401K,
TSP, or KEOGH. Retirement accounts serve as a buffer against the possible failure of the new
venture for pre-retirement and post-retirement individuals®. However, minorities have smaller
retirement accounts than their Caucasian counterparts and as a result do not have the same safety
shield.

*Fairlie, Robert, Alicia Robb. Race and Entrepreneuriat Success. (London: The MIT Press, 2008) 112.

* Fry, Richard; Kochhar, Rakesh;Motel, Seth;Taylor, Paul; Velasco, Gabriel. “Wealth Gap Rise to Record Highs
Between Whites, Blacks and Hispanics.” Pew Social Trends. 26 July 2011.Pew Research Center. July 2013<
http://www.pewsocialtrends.ore/files/2011/07/SDT-Wealth-Report_7-26-11 _FINAL pdf>

“'Wolff, Edward. “The Asset Price Meltdown and the Wealth of the Middle Class.” New York University. 26
August 2012. Page 48-49.
<http://appam.confex.com/data/extendedabstract/appam/2012/Paper_2134_extendedabstract_15]_0.pdf>

* For more information on U.S. Joint Economic Committee reports about stock ownership, please see: “The Online
Books Page.” University of Pennsylvania Library. University of Pennsylvania. July

2013<http://onlinebooks. library.upenn.edw/webbin/book/lookupname ?key=United%»20States, % 20Coneress.%20J o
nt%20Economic%20Committee™>

# “Net Worth and Asset Ownership Households 2011.” ULS. Census Bureau. U.S. Census Bureau. July 2013,

<http://www.census.cov/people/wealth/ >




109

Race of Householder 2011 IRA/KEOGH (median A 2011 401K/TSP (median
value) value)
Caucasians (not of Hispanic | $36,500 $35,000
origin)
African-Americans $15,000 $12,000
Asians $26,000 $38,000
Hispanics $17,000 $15,000
Median Value of Retirment Accounts
$40,000
$35,000
$30,000
$25,000
$20,000
$15,000 #2011 IRA/KEOGH
$10,000 (median value)
$5,000 82011 401K/TSP (median

30

value)

Typically, under-banked and unbanked individuals do not have a diverse wealth portfolio.
Assisting traditionally under-banked and unbanked individuals gain access to traditional
financial services is one way to close the growing wealth gap. According to the FDIC, “under-
banked houscholds hold a bank account, but also rely on alternative financial services (AFS)
providers.™® The FDIC also notes that “unbanked houscholds are those that lack any kind of
deposit account at an insured depository institution.”*' In 2011, the Federal Deposit Insurance
Corporation found that 10 million American households were unbanked (i.e., I in 12 families)
and 24 million American houscholds are under-banked (i.c., 1 in 5 families).*

* Burhouse, Susan; Osaki, Yazmin. “2011 FDIC National Survey of Unbanked and Underbanked Househoids.”
Federal Deposit Insurance Corporation{FDIC), September 2012, FDIC. July 2013

< http://www.fdic.gov/householdsurvey/2012 unbankedreport.pdf>

*'Burhouse, Susan; Osaki, Yazmin. “2011 FDIC National Survey of Unbanked and Underbanked Households.”

Federal Deposit insurance Corporation{FDIC). September 2012. FDIC. july 2013
< http://www.fdic.gov/householdsurvey/2012 unbankedrepart.pdf>

#42011 FDIC National Survey of Unbanked and Underbanked Households.” Federal Deposit Insurance

Corporation{FDIC}. September 2012. FDIC. july 2013
<http://www.fdic.gov/householdsurvey/>




110

D. Education

Education is fundamental for economic advancement and teaches entrepreneurial tools in
order to accumulate wealth. However, the growing cost of college has become a burden on many
Americans. According to thc Consumer Financial Protection Bureau, a significant amount of
student debt can limit the ability to open a small business. Hence, an individual will be diverting
money toward student loan payments and in turn increase their debt-income ratio, which can
make it difficult to attain a small business loan.”®

The Department of Education found that the median and average student debt levels vary
by demographic; African-Americans took out the highest amount of student loan debt. Below is
chart detailing this data. **

Group Median Student Debt of Average Student Debt of
Bachelor’s Degree Bachelor’s Degree
Recipients who borrowed Recipients who borrowed
2007-2008 ($) 2007-2008 ($)
Caucasian 19,200 23,700
African-American 26,200 29,400
Hispanic 18,000 22,300
Asian 15,000 19,300
Other 19,900 24,600
Median Student Debt
35,000
30,000
25,000
20,000 # Median Student Debt of
15,000 - ﬁ:z?;i?r:tss \?l?grl:(e)nowed
10,000 2007-2008 ($)
5,000 B Average Student Debt of

Bachelor’s Degree
Recipients who borrowed
2007-2008 (3)

The Institute for College Access and Success found an increase in private student loan

debt among all demographics. African Americans had the highest percent increase™*:

*Student Loan Affordability: Analysis of Public Input on Impact and Solutions.” Consumer Financial Protection
Bureau. 8 May 2013. Consumer Financial Protection Bureau.
<htip://files.consumerfinance.gov/f/201305_cfpb_rfi-report_student-foans.pdf >

*“Profile of 2007-08 First-Time Bachelor’s Degree Recipients in 2009.” U.S. Department of Education. October
2012. U.S. Department of Education. July 2013. < hitp://nces.ed.gov/pubs2013/2013150.pdf >
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Group 2003-2004 % of private | 2007-2008 % of private
student loan borrowing student loan borrowing

Caucasian 5% 14%

African-American 4% 17%

Hispanic 5% 13%

Asian 4% 9%

Native American or Alaskan | 4% 12%

Native

Other 6% 13%

Private Student Loan Borrowing (%)

#2003-2004 % of private
student loan borrowing

®2007-2008 % of private
student loan borrowing
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Financial literacy is an important education component to owning a small business. A
few government initiatives to increase financial literacy are as follows. The joint venture
between the Federal Deposit Insurance Corporation (FDIC) and the Small Business
Administration (SBA), Money Smart for Small Business curriculum, helps small businesses
owners understand financial tools to help their company grow.*® The Financial Literacy and
Education Commission was created in 2003 through the Fair and Accurate Credit Transactions
Act to ensure that all Americans have access to financial literacy via “mymoney.gov.”
Ensuring that all demographic groups have access to the prior and latter as well as other financial
literacy tools is essential to closing the wealth gap.

% “Private Loans: Facts and Trends.” Project on Student Debt. . July 2011. Institute for College Access & Success.
<http://projectonstudentdebt.org/files/pub/private_loan_facts_trends.pdf >

% Chodos, Michael. “Small Business Get A Leg Up with Financial Literacy.” U.S. Small Business Administration,
30 April 2013. U.S. Small Business Administration. July 2013 <http://www.sba,gov/community/blogs/small-
businesses-get-leg-with-financial-literacy>

“Financial Literacy and Education Commission.” U.S, Department of Treasury. June 2013. U.S, Department of
Treasury. July 2013. <htm://wwwxreasurv.onv/resource-cemer/‘@gggiaj;education/Pages/commission~indeansgx>
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E. Lending Inequalities

Multiple research studies, found in Dr. Fairlie’s book, show that minorities face lender
discrimination, which in turn impacts their ability to open or expand a small firm as well as attain
wealth. *® Dr. Fairlie notes a study that minority-owned businesses were found to have both a
higher interest rate and higher loan denial rate than Cancasian-owned businesses, even after the
studies controlled for creditworthiness factors.*® He also noted that African-Americans were
more likely than other groups to forgo loan application opportunities due to fear of denial:*

The SBA’s Office of Advocacy found the fear of loan application rejection to be higher
amongst minorities than Caucasians:

Black and Hispanic [business] owners were nearly three times more likely to have this
fear [of loan denial] compared with White owners. Nearly one-third of Black and
Hispanic owners stated that they had this fear [of loan denial] in 2007, and the percentage
was even higher in the years of the financial crisis.*!

In 2010, 15.2 percent of Caucasians did not apply for a small business loan due to fear,
compared to 38.8 percent of African-Americans and Hispanics. This trend also existed along
gender lines, with 21.1 percent of women not applying compared to 17.8 percent of men.*?

F. Professional Networks

Access to effective professional networks is critical to a small firm’s success, because
they open access to capital, contracting, trade, and counseling, which in turn can increase an
entrepreneur’s wealth. However, minorities do not have the historical access to such networks. A
Duke University study notes, “Previous research further finds that black firms face consumer
discrimination and have limited opportunitics to pcnetrate networks, such as those in
construction,”*

The lack of access to professional networks also exists along gender lines. The SBA
Office of Advocacy issued a report detailing that venture capital (VC) firms are more likely to do

** Fairlie, Robert, and Alicia Robb. Race and Entrepreneurial Success. London: The MIT Press, 2008.

% Fairlie, Robert, and Alicia Robb. Race and Entreprencurial Success. London: The MIT Press, 2008.

** Fairlie, Robert, and Alicia Robb. Race and Entrepreneurial Success. London: The MIT Press, 2008.

* Robb, Alicia, and San Rafael. “Access to Capital among Young Firms, Minority-owned Firms, Women-owned
Firms, and High-tech firms.” 1J.S. Small Business Administration Office of Advocacy. April 2012. U.S. Small
Business Administration Office of Advocacy. July 2013
<htip://www.sba.gov/sites/default/files/fles/rs403t01%281%29.pdf >

* Robb, Alicia; Rafael, San. “Access to Capital among Young Firms, Minority-owned Firms, Women-owned Firms,
and High-tech firms.” U.S. Small Business Administration Office of Advocacy. April 2012, U.S. Small Business
Administration Office of Advocacy. July 2013 <http://www.sba.cov/sites/default/files/files/rs403t01%281%29 pdf >
43Chatterji, Aaron; Chay, Kenneth; Fairlie, Robert. Duke University. “The Impact of City Contracting Set-Asies on
Black Self-Employment and Employment.” February 2013. Forthcoming, Journal of Labor Economics. July 2013<
http://sites.duke.edu/ronniechatterji/files/20 1 1/09/JOLE_FinalTextTables.pdf >
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business with firms that are within the VC network. * However, when VC firms stepped outside
their professional network to work with more women-owned small businesses their profits
increased.

G. Language Barriers

Language barriers can hinder potential small business owners from utilizing government
entrepreneurship resources. Increasing the variety of languages on official SBA materials could
narrow the wealth gap for minority small business owners by providing more access to tools
(such as access to capital programs, contracting opportunities, and counseling) to develop their
small firm. Currently, SBA’s national resource guide is written in English; although, district
offices have the choice of providing multi-lingual materials for their geographic area. Only a
limited number of resources are written in both English and Spanish; the cost of producing more
materials could be a reason why they are not.

H. Unemployment

The unemployment rate is disparate among demographics and can hinder wealth
accumulation. Small business economic policies can impact and help improve the unemployment
rate. Dr. Robert Fairlie found that individuals create their own job through entrepreneurship and
minority firms are more likely to hire other minorities for their small business.*

The U.S. Bureau of Labor Statistics’ June 2013 unemployment rates are organized by
demographic in the below chart.*®

Group June 2013 Unemployment Rate
Caucasians 6.8%

African-Americans 14.3%

Hispanics 9.1%

Asians 5%

Native Hawaiian or other Pacific I[slanders 6.1%

Native Americans 12.8%

“IMG Consu iting; Wyckoff Consulting. “Venture Capital, Social Capital, and the Funding of Women-led
Businesses.” U.S. Small Business Administration Office of Advocacy. April 2013
<http://www.sba.gov/advocacy/7540/56120 1>

* Chatterji, Aaron; Chay, Kenneth; Fairlie, Robert. Duke University. “The Impact of City Contracting Set-Asies on
Black Self-Employment and Employment.” February 2013. Forthcoming, Journal of Labor Economics. July 2013<
http://sites.duke.edu/ronniechatterii/files/201 1/09/JOLE_FinalTextTables.pdf >

““Employment Status of the civilian population by race, sex, and age.” U.S. Bureau of Labor Statistics. June 2013.
U.S. Department of Labor. July 2013 <hitp:/bls gov/news.release/empsit.t02.htm> and “Employment status of the
Hispanic or Latino population by sex and age.” U.S. Bureau of Labor Statistics. June 2013. U.S, Department of
Labor. July 2013 <http://bls.gov/news. release/empsit.t03.htm >

The Department of Labor gave the authors public data on Native Americans as well as Native Hawatian and Pacific
Islanders’ unemployment rate via a PDF document; they noted that this data is from a small sample size and can
vary from month to month.
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June 2013 Unemployment Rate

18 1473%

According to Dr. Fairlie and Dr. Sundstrom, disparate unemployment rates among
Aftican-Americans and Caucasians has persisted over time.*’ According to the Department of
Labor, “Historically, Blacks have had persistently higher unemployment rates than the other
major racial and ethnic groups.”“ Rakesh Kochhar from the Pew Research Center notes the
historical unemployment rate differences between Hispanic, African-Americans, and all workers
in the graph below.

“Fairlie, Robert; Sundstrom, Wiltiam. “The Racial Unemployment Gap in the Long-Run Perspective. The American
Economic Review. 87 (1997): 306-307.

Sundstrom, William. “Explaining the Racial Unemployment Gap: Race, Region, and the Employment Status of Men,
1940.Industrial and Labor Relations Review. 5- {1997): 460.

“® “The African-American Labor Force in the Recovery.” [L.S, Department of Labor. 29 February 2012. U.S.
Department of labor. July 2013. <http://www.dol.gov/_sec/media/reports/BlackLaborForce/BlackLaborForce pdf >

3
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The Great Recession has increased unemployment rates and decreased wealth levels of
all Americans, yet minorities were disproportionately impacted. According to the Pew Research
Center, during this time period, Hispanics and African-Americans had a higher unemployment

rate than Caucasians

49

Group 2007 Unemployment Rate 2009 Unemployment Rate
Caucasian 3.7% 8.0%
African-American 8.6% 15.6%
Hispanic 5.9% 12.6%
Unemployment Rate
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An Economic Policy Institute (EPI) study on Asian unemployment found that during the
Great Recession every year “Asian Americans with a bachelor’s or an advanced degree were
more likely to be unemployed than similarly educated whites”*°

According EPI, Native Americans have been significantly impacted by the economic
downturn. They note that, “from the first half of 2007 to the first half of 2010, the American
Indian unemployment rate nationally increased 7.7 percentage points to 15.2 percent. This
increase was 1.6 times the size of the white [sic] increase.”!

“Fry, Richard; Kochhar, Rakesh;Motel, Seth; Taylor, Paul; Velasco, Gabriel. “Wealth Gap Rise to Record Highs
Between Whites, Blacks and Hispanics.” Pew Social Trends, 26 July 2011.Pew Research Center. July 2013<
http://www.pewsocialtrends.org/files/201 1/07/SDT-Wealth-Report 7-26-11_FINAL.pdf > These numbers are non-
seasonally adjusted estimates for 2007 and 2009’s fourth quarters.

%0 Kim, Marlene. “Unfairly disadvantaged? Asian Americans and unemployment during and after the Great
Recession. (2007-2010)” Economic Policy Institute. 5 April 2012. Economic Policy Institute. July 2013.
<http://www.epi.org/publication/ib323-asian-american-unemployment/>

*! Austin, Algernon, “Different Race, Different Recession: American Indian Unemployment in 2010.” Economic
Policy Institute. 18 November 2010. Economic Policy Institute. July 2013 <http://www.epi.org/publication/ib289/>
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The rate of unemployment has significantly impacted minority women as well. The
Center for American Progress found that, “Black and Latina women are disproportionately
unemployed. During the first quarter of 2012, black and Latina women saw rates of
unemployment at 13.3 percent and 11.4 percent, respectively, which were much higher than the

7.2 percent unemployment rate for white women.”

I. Internet Access

Small businesses need access to broadband in order to stay afloat in today’s economy.
The Internet allows entrepreneurs to sefl their product through an increasing E-commerce
market, expand their commercial trade reach, and find the resources to grow their business;
which helps increase a small business owner’s profits and in turn their wealth. * However,
gaining access to broadband infrastructure and increasing broadband adoption is difficult.

Broadband’s high cost prevents the expaunsion of Intemet access among certain
demographics.™ Families with an income of less than $15,000 had the highest level of no
Internet usage at 42.76 percent.”® Families with an income above $150,000 had the highest
percentage of Internet usage at 98.97 percent.*®

Rural communities do not have the same broadband infrastructure as urban communities.
According to the U.S. National Telecommunications and Information Administration (NTIA),
only 71% of rural communities had basic broadband service, whereas 98% of urban communities
had access to basic broadband service.”” NTIA notes that the gap continues with broadband
speed.”® Specifically, 23% of rural residents had the ability to download at a speed of 50Mpbs or
faster, whereas 63% of urban residents could do so.

WWW AMericanprogress, org/wp-
sues/ 2(} 2«07 ;}dn\omq\ of color briefipdf >
Data on how E-commerce is increasing can be found at: “U.S. Census Bureau E-Stats.”™ U8, Census Bureau. 23 May
2013, U.S. Census Bureau. Juiy 20 l?: &i‘rstm://www.censusyoviecon/estatsfzm 1s'eportfingl._pg_f >

Communities.” Soc
hm) {hwebarchive

Bureau, 2020 L S. Census Bureau Jul) 2013, <htin: “\sww CENSHS. 20/ MHT!Q(‘ ndia/ \mab”(}i"f 3

% “Table 1155, Household Internet Usage Tn and Outside of the Home by Selccted C haracter S

Bureau, 2010, U.S. Census Bureau. July 2013, <htip://www.ce

““Broadband Availability Beyond the Rural/Urban Divide

Administration. May 2013, U S, National Te!ecommumcatm 5 & informatmn A
mxa;gubhw

Administration, Ma) ”013 U.8. National Teletommumtauons & Information Administration, Juiy 2013,
<httpy/fwwwe ntia doe.gov/files/ntia/publications/broadband_availability rosal urban fune 2011 finalpdf>

* “Bmadhand Availability Beyond the Rural/Urban Divide.”  National Telecommunications & Information
May 2013 U8, National }c!ecommumcmmns & Information Administration July 2013,
doe.govifiles
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The NTIA study found that minorities were less likely to adopt or gain connection to
broadband than Caucasians, “fewer non-Asian minority households adopted broadband Internet
in 2011.%° Below is a chart detailing this data.®’

Group Urban Community Rural Community
Broadband Adeption (%) Broadband Adoption (%)

Caucasian 75% 60%

African-American 57% 41%

Hispanic 58% 46%

Asian 81% 83%

Native American and Alaskan | 66% 31%

Natives

Urban and Rural Broadband Adoption

90 o BI% B3%

50% 57/% S8%

@ Urban Community
Adoption of Broadband

s Rural Community
Adoption of Broadband

The Census found a demographic disparity on the rate of Internet usage between 2000
and 2011, Below are charts detailing this data: 5

& “Exploring the Digital Nation: America’s Emerging Online Experience. National Telecommunications and information
Administration. June 2013, Nationat Telecommunications and Information Administration; Economics and Statistics
Administration; U.S. Department of Commerce. July 2013

<http://www ntia.doc.gov/files/ntia/publications/exploring_the_digital_nation_-

americas_emerging_online_experience.pdf >
“Exploring the Digital Nation: Computer and Internet Use at Home.” National Telecommunications and Information
Administration. November 201 1. Economics and Statistics Administration; National Telecommunications and Information

Administration; and U.S. Department of Commerce. July 2013
<http://www.ntia.doc.gov/files/ntia/publications/exploring_the_digital_nation comnputer_and_internet_use_at_home 1109

2011.pdf>
o7 http://www.census,gov/prod/20 1 3pubs/p20-569.pdf
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2000

Group Percent of Population
Internet Use

Hispanic 23.6%

African-American 23.6%

Caucasian 46.1%

Asian 56.2%

2011

Group Percent of  Population
Internet Use

Hispanic 58.3%

African-American 56.9%

Caucasian 76.2%

Asian 82.7%

Internet Use

762%

#2000 Percent of
Population Internet Use

%2011 Percent of
Population Internet Use

Due to the lack of access to traditional broadband, minorities are more likely to use their
cell phone for Internet access. Per Pew Research, “Half (51%) of African-American cell Internet
users do most of their online browsing on their phone, double the proportion for whites (24%).
Two in five Hispanic Internet users (42%) also fall into the ‘cell-mostly’ category.

“*Smith, Aaron. “17% of cell phone owners do most of their online browsing on their phone, rather than a computer
or other device.” Pew Internet & American_Life Project. 26 June 2012, Pew Research Center. July 2013,
<http://pewinternet. org/~/media/Files/Reports/2012/PIP_Cell_Phone_internet Access.pdf >
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Increasing access to broadband through infrastructure, speed, and adoption could help
more small businesses thrive and in turn help close the wealth gap.
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III.  Testimonies from Hearings and Roundtables

Since becoming Chair of the U.S. Senate Committee on Small Business and
Entrepreneurship, Senator Landrieu has held 5 hearings and roundtables to examine the wealth
gap. Below are summaries of the testimonies and comments from these events.

Minority Entrepreneurship: Evaluating Small Business Resources and Programs“
September 24, 2009

Introduction

Chair Landrieu stated that minority entrepreneurs face particular barriers such as access
to capital, contracting, and counseling. She continued, “I believe that the Nation has not yet quite
tapped the strength and potential of this particular group [minority entrepreneurs].” Chair
Landrieu noted, “One of our nation’s greatest assets is our diversity, it is a great strength that
allows us today, and hopefully in the future, to be the most competitive Nation in a growing
global marketplace.”

Contracting
General Contracting

Mr. Rube Williams, President and CEO of JET Learning Laboratory, said that if America
wants to be globally competitive, then minority small businesses must have an equal opportunity
to succeed. He noted that, “when minority businesses are funded you are going to have a lot
better spread of wealth in minority communities.”

Dr. Danny Boston, Professor at Georgia Tech and Owner of Euquant, explained the
importance of government contracting as it tends to be “the first point of market entry” for small
businesses seeking contracts.

Timely Contract Payments

Small businesses face the problem of local, state, and federal governments not paying
them on time. Chair Landrieu said this problem can lead to a small firm’s bankruptcy. She noted
that “it is important for governments to pay promptly, which in of itself can be a barrier. Small
business just cannot take the risk of doing business with someone that is not going to pay them
for six months or a year.”

Mr. Ralph Bangs, Associated Director of the Center on Race and Social Problems at the
University of Pittsburg, found through his research that both state and local governments do not
award prime and sub contracts to minorities and women owned small businesses at the same rate
as non-minority small businesses. Furthermore, if government agencies do award contracts, they

* United States. Senate Committee on Small Business and Entrepreneurship. Transcript - Minority Entrepreneurship
Evaluating Small Business Resources and Programs. Maryland: B&B Reporters, 2009,
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do not pay on time. Mr. Bangs cited contracting problems, which included, “continued bundling,
not breaking contracts into smaller sizes so that different sizes of firms can compete, and having
slow pay systems so that small firms cannot get the money in time for projects.” He noted that
these issues cause small businesses to not apply for contracts.

Mr. Robinson, President of the Minority Business Legal Defense and Education Fund,
noted that some state governments are not required to pay as promptly as other levels of
government are. He suggested that “Congress might want to consider revisiting the Prompt Pay
Act and make it apply to all federal monies that flow - even indirectly through state and local
governments where much of the problem exists.”

Subcontracting

Chair Landrieu mentioned that some large corporations’ bids for federal contracts name
small businesses as a subcontractor, but do not use that small business once they are awarded the
contract. She suggested a monitoring system to ensure that corporations are following through
with their small business bid indications. She “wants to make sure that when agencies say this is
the minority company they are working with that they [the large contractors] are actually doing
that.” She also indicated the need to look at private sector examples so that the government can
note their best contracting and subcontracting practices.

Dr. Boston echoed Chair Landrieu’s comments by saying that on the federal level, but
particularly the state level, small businesses do not attain a subcontract when they have been
indicated as so on a bid. He noted that “If there is not a monitoring process to ensure that it
[subcontracts going to small business after a bid indication] happens, it often does not happen.”
He also stated the importance of the SBA collecting more subcontracting data from
“corporations that do business with the government.” He noted that prime contractors should be
required to have a letter of intent to subcontract out to small businesses when they are bidding
for a job.

Mr. Stephen Denlinger, President and CEO of the Latin American Management
Association, stated “The issue of subcontracting, the vanishing subcontract is of course long-
term, chronic and an issue.” Specifically, he recommended “a contract between the prime
contractor and the subcontractor at the time the prime contractor submits his bid.” He continued,
“If there is not a contract between the subcontractor and the prime contractor by the time the
prime contractor gets the main contract, he [prime contractor] forgets about the subs that he was
purportedly going to use to fulfill the minority subcontracting plan.”

Mr. Harry Alford, Co-Founder & President & CEO of National Black Chamber of
Commerce, mentioned that subcontracting with minority small business needs stronger bid
language. He suggested that if corporations bid for a contract and put a minority small business
as a subcontractor, then that corporation must report any changes (i.e. if they decide to not use
the original minority small business); if they drop a minority small business the subcontract, then
it must go to another minority small business. Mr. Alford recommended that if the prior and
latter are not completed, then the corporation should be considered in breach of contract and thus
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be fined or removed from the main contract. He also suggested that the Department of Justice be
involved in this endeavor.

Mr. Walter Cotton, Managing Partner, MR-IT, said large corporations need to see that
small business subcontracts can increase their company’s value to shareholders. He continued
that prime contractors must be held accountable to use small businesses when the previously
mention that they will in a bid; this could be through a “vehicle that impact their ability to
acquire future contracts because of their poor performance against those goals [subcontracting to
small businesses].”

Ms. Denise Gatling, Director of Global Supplier, Diversity, and Business Development at
GlaxoSmithKline, mentioned that her large corporation asks potential prime suppliers for their
diversity plan in the bidding process. She said that the requested diversity strategy helps her
company decide whether the potential prime supplier’s plan will work for the community in
which the contract will be awarded. Ms. Gatling noted that her company monitors how the prime
supplier uses the subcontractors by mandating reports on the company’s numbers [dollar amount
of contracts given to diverse small businesses]. She mentioned that data is used for the prime
supplier’s annual evaluation.

Ms. Royalyn Reid, President of Consumer and Market Insights, suggested that
government agencies that have a record of contracting with small businesses should be used as
examples for other government agencies that don’t frequently contract to small businesses.

Ms. Charlotte Burnell, President of Strategic Planning Associates LLC, said that a lack of
compliance monitoring leads to small businesses not getting subcontracts, She recommended
increased enforcement and monitoring of contracting bids. Furthermore, she suggests that
agencies report to Congress on the number of small businesses hired for subcontracts and how
much money they were allotted.

Recovery Funds

Roundtable participants discussed small businesses’ role in the American Recovery and
Reinvestment Act. There was a consensus that small businesses in underserved communities did
not gain equal access to the Recovery Act’s capital and contracting opportunities,

Ms. Reid said that recovery funds did not get allotted to communities that were hit the
hardest by the recession.

Mr. Robinson was concerned that stimulus money is controlled by Federal Acquisition
Regulation (FAR). He mentioned that “under the federal acquisition streamlining and federal
acquisition reform that took place in the 1990s many of the socioeconomic indexes that required
participation by minority and women owned firms were gutted. And a lot of what we are seeing
with bundling and the lack of minority participation has its root causes in the FAR and what took
place with federal acquisition free form and federal acquisition streamlining.”
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Mr. Denlinger mentioned that small businesses have a difficult time locating where the
stimulus money is going. He suggested that minority trade organizations receive funds to notify
their members of stimulus opportunities. Furthermore, Mr. Denlinger recommended looking at
how small businesses associations receive information as a way to gauge how individual firms
learn about opportunities.

Ms. Johnson-Pata noted that a large amount of Recovery funding went to existing
contractors instead of small businesses. She noted that increased monitoring for subcontracts as
well as expanding it to joint venture and mentor protégée programs could be helpful.

Mr. Joe Jordan, SBA Associate Administrator for Government Contracting and Business
Development, addressed the issue of small businesses not being notified about stimulus funding
and contracting. He mentioned that the SBA has been insisting that state and local governments
use small businesses for contracts. Furthermore, the SBA published on their website information
on how to attain a small business contract Mr. Jordan also mentioned that the federal government
was close to reaching its overall goal of 23 percent of government contracts going to small
businesses.

Bonding

Per the SBA’s website, a surety bond “ensures contract completion in the event of
contractor default. A project owner (called an obligee) seeks a contractor (called a principal) to
fulfill a contract. The contractor obtains a surety bond from a surety company. If the contractor
defaults, the surety company is obligated to find another contractor to complete the contract or
compensate the project owner for the financial loss incurred.”®

Mr. Dwayne Wilkerson, President and CEO of Marrd Group, suggested that the SBA
help facilitate surety bonds so that small businesses could be awarded more contracts to ensure
competitiveness with large corporations.

Mr. Jordan mentioned that the Recovery Act increased bonding by $5 million and
mentioned that small businesses should contact their district offices to find surety bonds.

Net Worth Requirements for Small Disadvantaged Businesses

Dr. Boston mentioned that small disadvantaged businesses’ growth capacity is hindered
by net worth requirements. “There is regulatory problem in the SBA as it relates to small
disadvantaged businesses, which constrain their ability to grow capacity that would allow them
to get some of the larger contracts. It is primarily related to the issue of personal net worth.”

 Smalf Business Administration. “Surety Bonds: The Basics.” Small Business Administration. July 2013
<http://www.sba.gov/content/surety-bonds-basics>
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8(a) Program

Mr. Cotton wanted the contract authority for the 8(a) program to reside with the SBA so
that it becomes the contracture of record between the agency and the small business receiving the
contract. He mentioned that this could help ensure that small businesses are on equal footing
with large corporations for government contracts.

Dr. Boston mentioned the importance of adjusting personal net worth requirements and
the need to tie industry type in the 8(a) program. “Personal net worth is closely related to firm
revenues, so if you cap one you cap the other.” Furthermore, “personal net worth is related to
bonding capacity, so if personal net worth is too low your ability to get bonding is too low.”
Instead of a net worth requirement, he suggested the average revenue and/or bonding ability be a
requirement for 8(a) program entry. He demonstrated how 8(a) net worth requirements have a
direct impact in a companies’ ability to attain revenue. For example, Dr. Boston “tracked
companies on a month to month basis for six months after they were graduated [out of the 8(a)
program, due to net worth requirements]; their revenues fell by 45%.”At the time of this
roundtable, Dr. Boston noted that 8(a) firms contributed $6 billion to the economy and created
123,000 jobs in primarily impoverished areas.

Data Collection

Mr. Bangs mentioned the difficulty in finding minority contracting data and expressed
the need for increased federal government monitoring

Discrimination

Mr. Robinson explained individual small businesses’ experiences of discrimination and
exclusion from programs due to their demographic.

Contracting Parity

Mr. Denlinger mentioned the importance of HUBZone parity, “We very, very strongly
support the leveling of the playing field and true parity across the programs.”

Size Standards

Mr. Denlinger stated that the SBA’s size standards for small businesses need to be
revaluated so that small firms can actively compete for contracts. “We need size standards that
enable us to break the large business monopoly and we need a philosophical change.” He
suggested that the government’s 23 percent contracting goal for small businesses should be
increased to 40 percent. Mr. Denlinger noted that, “if there are two or more small businesses
ready willing able and capable of bidding out a requirement, it should be set aside for a small
business competition.” However, he also mentioned the gaps between the law and FAR
regulation that thwarts this from happening.
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Mr. Robinson mentioned that he is a proponent of changing size standards: “There has
not been a real overhaul of size standards to see whether or not they are still consistent with what
would be considered small and other than small in today’s industries.” He explained that the size
standards are prematurely taking away the title “small” from small businesses, which makes it
difficult for them to equally compete with larger corporations in the open market. He gave the
example of a technology company not being small if they surpass $23 million, but when they
compete against a technology and defense giant like Lockheed Martin they are not on an equal
playing field.

Dr. Boston said, “I agree that they [size standards] need to be related to industry criteria
such as the concentration in industry and what is required on average bonding capacity.”

Mr. Cotton suggested that the government analyze the size standards criteria that exempt
small businesses from some contracts.

Bundling

Mr. Cotton acknowledged that when contracts are bundled it stops small businesses from
competing for contracts. Mr. Denlinger echoed that it is imperative to ensure small businesses
have an equal opportunity to compete for government contracts by unbundling contracts.

Counseling
Mentoring

Mr. Cotton showed support for the SBA’s mentor protégé program, “SBA’s business
development mentor protégé program is an excellent tool to cause capacity creation in the small
business community.”

Capital
General Access

According to Mr. Jordan, the Recovery Act provided $375 million in funding to support
the SBA loan programs and supported around $410.7 billion for small business loans throughout
the country; specifically, 20 percent of these loans were given to minority owned businesses, 19
percent to women owned businesses, and 9 percent to veteran owned small businesses.

Mr. Williams declared that the funding of minority businesses will spread wealth in
minority communities.
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Hearing: Assessing Access: Obstacles and Opportunities for Small Business Owners in
Today’s Capital Markets®
April 15,2010

Contracting
Net Worth Requirements

After the hearing, Chair Landrieu sent Senate Leadership a letter about the wealth gap
where she noted the need to re-look at net worth requirements. She wrote, “Currently the 8(a)
program limits applicants to $250,000 net worth and once accepted in the program to $750,000
net worth. Those limits have not been changed in more than 20 years. Those limits should be
lifted to at least their inflation adjusted equivalents and thereafter adjusted for inflation annually.
Further, retirement accounts should also be removed from consideration of net worth.”

Contracting and Capital

David Hinson, National Director of U.S. Minority Business Development Agency
(MBDA), explained that small busincsses do not get paid on time for completing a government
contract. With the absence of working capital to help plug this funding loss, entrepreneurs go out
of business. He also noted that although minority owned firms are 12 percent of all construction
companies they usually procure less than 1 percent of government contracting. Mr. Hinson
mentioned that the MBDA is working to facilitate more surety bonds for small businesses.

Counseling
The Importance of Counseling Programs

Grady Hedgespeth, Director of the SBA Office of Financial Assistance, cited that smail
businesses “need more than just the loan. They need counseling and technical assistance to help
strengthen their business plans and make them more bankable in this tight lending environment.”
He noted that the SBA is working with their network of small business development centers,
SCORE, and women business centers to increase small business training. Mr. Hedgespeth also
highlighted other SBA initiatives to increase small business counseling in underserved
communities. For example, the Emerging Leaders Program (originally E-200) helps promote
entrepreneurship training in inner cities.

After the hearing Chair Landrieu sent a letter to Senate Leadership stating the importance
of small business counseling legislation. She, “introduced the “Small Business Community
Partner Relief Act of 20107 (S. 3165), and requested that this important piece of legislation be
included in the next jobs bill to be considered by the Senate. This bi-partisan bill provides much
necded relief to certain SBA Women Business Centers and Microloan intermediaries, which

% United States. Senate Committee on Small Business and Entrepreneurship. Transcript - Hearing: Assessing

Access: Obstacles and Opportunities for Smail Business Owners in Today’s Capital Markets. Maryland: B&B
Reporters, 2010.
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provide critical technical assistance and financing opportunities, particularly to minority-owned
small businesses which comprised 53 percent of microloan recipients.”

Ms. Henningsen, Founder and Vice President of Legacy Bank, explained that it is
necessary for minority enterprises to have small business training because often times it has not
been passed down from their family members. She said, “Once they [small businesses] are given
the opportunity, access to capital, training, coaching to make these businesses work, they have
been successful as supported by our double digit growth serving this customer base.”

Business Networking

Ms. Natalie Cofield, President of NMC Consulting Group, Inc., mentioned that minority
small businesses’ lack of strong professional networks hinders their ability to attain small
business capital.

Mr. Robert Johnson, Chairman and Founder of RLJ Companies, reflected on the success
of creating Black Entertainment Television and said it would not have been possible without
strategic partners. He said, “lf most African Americans could find strategic partner, if we could
go out and match up minority entrepreneurs with majority strategic partners and supporters, you
could change dramatically the number of large scale minority businesses.”

Capital
General Access

Mr. Hinson noted that minority owned firms are less likely to receive a small business
loan than a non-minority owned firm and the allotted amount is disparate. He mentioned the
importance of the MBDA return on investment in helping minority small businesses and the
entire economy; thus, “for every dollar of taxpayer money that goes into our agency, we produce
$94 of economic output.” Despite lending inequality, Mr. Hinson states that minority-owned
firms contribute greatly to the U.S. economy by employing 4.7 million workers and grossing
over $661 billion in annual receipts. He states that if minority owned businesses were to reach
economic parity, they would generate 2.5 trillion and employ 16 million people.

Mr. Hinson noted that in the January 2010 study commission by MBDA and co-authored
by Drs. Robert Fairlic and Alicia Robb, cntitled Disparities in Capital Access between Minority
and Non-Minority-Owned Businesses: The Troubling Reality of Capital Limitations faced by
MBE:s, they found that limited financial, human and social resources — as well as racial
discrimination — are primarily responsible for the disparities in capital.

Some particular aspects of the findings include:
1. Minority-owned firms are less likely to receive loans than non-minority owned firms.
* The denial rate for minority-owned firms with less than $500,000 in annual revenues is
41.9% compared to 16% for non-minority-owned firms.
» The denial rate for minority-owned firms with more than $500,000 in annual revenues
is  14.9% compared to 8.4% for non-minority-owned firms.
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2. When minority-owned firms do receive financing, they are provided less money regardless of
the size of their firm, and at a higher interest rate.

s The average loan size for a minority-owned firm with less than $500,000 in annual
revenues is just over $9,000 while the average loan amount for a non-minority-owned
firm of the same size is more than $20,000.

= The same holds true for firms with annual revenues exceeding $500,000— the average
loan amount for a minority-owned firm is approximately $150,000 compared to more
than $310,000 for a non-minority-owned firm.

»  Additionally, loan interest rates for minority-owned firms with gross revenues less than
$500,000 exceed 9% while non-minority-owned firms of the same size are often able to
secure interest rates at less than 7%.

3. Minority-owned firms also receive smaller equity investments than non-minority- owned
firms even when controlling for firm size.
* The average equity investment in a minority-owned firm earning more than $500,000
just exceeds $7,000; yet for a non-minority-owned firm, the average investment is
more than $19,000.

4. Yet, this same report finds that venture capital funds focused on investing in the minority
business community are highly competitive.

5. Moreover, during the 2001 recession, employment at minority-owned firms increased by 4%
while employment among non-minority firms declined by 7%.8 So had it not been for the
employment growth among minority-owned firms, the job loss during this period would have
been even larger.

Ms. Henningsen prides her business growth in the minority community. She mentions
that many, now major businesses were once small businesses that a financial agency “took a
chance on”. She modeled her business on smaller banks that provide financial services to
underserved populations. She maintains that during this current economic climate more must be
done to address the need for capital.

Paul Hudson, Chairman and CEO of Broadway Federal Bank, stated that many minority
small business owners” primary source of financial funding stems from debt financing; such as,
personal and business assets in the form of the business owner’s residence, credit card debt, or
loans from relatives or friends. He recommends requiring technical and financial training for
newly operated businesses and allocating funding.

Hearing: Closing the Gap: Exploring Minority Access to Capital and Contracting
Opportunities®’
March 3, 2011

Introduction

¢ United States. Senate Committee on Small Business and Entrepreneurship. Transeript - Hearing: Closing the Gap:
Exploring Minority Access to Capital and Contracting Opportunities. Maryland: B&B Reporters, 2011.
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Participants discussed unique barriers to minority-owned small businesses and the need
to create a fair environment for all entrepreneurs to succeed. The Chair noted “the obstacles that
minority business owners face, whether it is African American or Hispanic or Asian or women
are quite unique.”

Contracting
General Importance

The SBA Deputy Administrator, Marie Johns, emphasized the SBA’s commitment to
helping underserved small businesses succeed:

The core to our mission at the Small Business Administration is expanding opportunities
for companies in traditionally underserved areas, including those owned by minorities,
women, veterans, people with disabilities, and people from rural areas. These businesses
typically have a harder time accessing the tools they need to grow and create jobs in their
communities.

Deputy Administrator Johns noted that the SBA created an advisory council for
underserved small businesses that has been especially useful since “minority owned small
businesses are three to five times more likely to receive a SBA loan than a conventional loan.”
She discussed how the recession has decreased the amount of loans for all small businesses,
particularly for those businesses in underserved communities. She maintained that “with the right
tools in hand, entrepreneurs and small businesses in these [underserved] communities can have
[a] significant impact in driving economic growth and creating jobs where they are needed most.”

8(a) Program

This hearing discussed policy proposals for the SBA’s 8(a) business development
program. Mr. Marc Morial, President of the National Urban League, suggested that the cap for
set-aside small business contracts be raised from 100,000 to 500,000. Ms. Susan Allen, President
and CEO of U.S. Pan Asian American Chamber of Commerce, advocated an expansion of the
8(a) Mentor Protégé Program. This expansion would 1) improve the transition program for 8(a)
participants finishing the program and 2) help connect program participants to opportunities and
mid-tier companies. Ms. Allen also suggested that the SBA provide more assistance to 8(a) firms
by increasing the amount of specialists that manage 8(a) firms.

Contracting and Capital

Often, it can be difficult for small businesses to attain working capital in order to finish a
contract. Mr. Doyle Mitchell, President and CEO of Industrial Bank, said that the Department of
Transportation’s short-term lending program (i.e. line of credit for transportation contracts)
should be applauded and embraced. He encouraged the Small Business Committee to request
that other agencies develop similar programs. Ms. Martha Montoya, President of Los Kitos
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Produce, also noted the importancc of having working capital to help finish a government
contract.

Women’s Contracting

Deputy Administrator Johns mentioned the release of an SBA Women’s Contracting
Rule that includes “effective up front certification, ongoing surveillance and monitoring, and
robust enforcement.” She stated that this would increase the opportunities for women to contract
with the federal government.

Insourcing

Ms. Allen mentioned the need to combat federal government contract insourcing, which
is when an agency sources a contract internally throughout their organization as opposed to
contracting externally to small businesses. She emphasized that this [insourcing] limits new
opportunities for small businesses.

Bundling

Bundling is when the federal government binds together smaller contracts into one
conglomerate that is too large for a small business to bid for successfully. Mr. Morial cited the
importance of unbundling government contracts in order for small businesses to have an equal
opportunity. Ms. Allen mentioned that there should be incentives and accountability for agencies
that award small business contracts and unbundle their contracts.

Goaling

Mr. Morial suggested that the federal government increase their goal requirements for
small business contracts and encouraged accountability for meeting those standards.

Capital
General Access

Chair Landrieu cited Dr. Robert Fairlie, Professor of Economics at the University of
California (Santa Cruz), by saying, “the major root of the [wealth and income inequality]
problem is extremely low wealth accumulation.”

Ranking Member Olympia Snowe (R-ME) noted that minority-owned businesses
generate $1 trillion in annual economic output and create 9.5 million jobs. She noted a paper
authored by Dr. Fairlie entitled, Disparities in Capital Access Between Minority and Non-
Minority-Owned Firms, which concluded that minority firms: 1) are less likely to receive loans
that non-minority firms, 2) receive lower loan amounts than non-minority firms, 3) are more
likely to be denied loans, and 4) pay higher interest rates on business loans.” She lauded the SBA
for its work to increase lending to minority-owned firms. Specifically, the SBA micro-loan
program.
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Deputy Administrator Johns described the Small Loan Advantage and Community
Advantage programs as vehicles to provide small dollar loans for small business owners. Since
many of these entrepreneurs did not require an enormous loan to start their businesses, the SBA
initiated these two programs. Prior to their inception, the paperwork and processing time for
procuring such a loan prevented many small business owners from applying.

Senator Kay Hagan (D-NC) stressed the importance of the Small Business Lending Fund
(created in the Small Business Jobs Act of 2010) providing loans to minority firms. This fund is
targeted toward community lenders that provide the vast majority of lending to small businesses.
The Senator also noted the critical nature of the SBA’s Small Business Investment Company
(SBIC) Program in leveraging private venture capital funds to encourage private equity
investments. However, she also asked for further elucidation on how the program would be
leveraged, per President Obama’s 2012 budget plan, to support $200 million in annual impact
investments targeted to economically and socially disadvantaged businesses. At the time of this
hearing, Deputy Administrator Johns stated that the SBA was still in the process of
implementing this program. The impact investments would provide “equity infusion” when
needed. During this hearing, the Deputy Administrator further emphasized the infancy of the
program and that the SBA was still working to attain “a strong and diverse portfolio of managers
who are ready and capable of serving businesses in underserved communities.”

Ms. Allen provided testimony on issues plaguing Asian American’s access to capital. She
noted that specific small business industries (i.e. service sector) have a difficult time attaining
collateral for private and SBA loans, which makes it difficult for them to access capital.

Mr. Mitchell commended the Department of Transportation’s Small Business Lending
Fund (SBLF) as a great example of how government can provide access to short term capital. He
recommended that the SBLF interest rate be changed from nine percent to seven percent in order
to increase access to capital.

Ms. Montoya mentioned that Hispanic firms are small and do not receive attention from
venture capital firms, yet they remain a fast growing segment in the country. She recommended
that the Federal Reserve and the Treasury department focus on the Community Reinvestment
Act (CRA) to ensure support for minority small businesses and entrepreneurs.

Ms. Allen noted that during the financial crisis, large banks were unwilling to extend
credit to adversely impacted Asian-American small businesses.

Mr. Morial stated that lack of access to reasonably priced capital through private-sector
commercial sources was one of the reasons Minority Business Enterprises (MBEs) have not
reached their full potential. He said most MBEs use either “high priced, alternative capital
sources™ or a credit card to access the capital needed to start their small business. He noted that
the substantial wealth gap hinders African-American access to startup capital for small
businesses. He also noted “It is a commonly-accepted fact that firms with higher levels of start-
up capital are less likely to close, more likely to have higher profits and revenues, and much
more likely to hire employees than those without [sic].” In an effort to increase capital
procurement opportunities for small businesses, the National Urban League has established an
Entrepreneurship Center Program (ECP) in a number of metropolises.
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Wealth Gap

Dr. Fairlie noted that the fundamental reason for the disparity between non-minority and
minority small business performance is a lack of access to financial capital:

A large body of research shows that limited access to financial capital hinders the
formation and growth of minority businesses. Minority-owned businesses have
substantially lower levels of financial capital invested in their businesses.

Dr. Fairlie cited Federal Reserve estimates of equity and loan investments in minority
firms. On average, minority firms have $3,400 in equity investments in their businesses and
$46,500 in outstanding loans. Non-minority firms have twice that level of equity investments and
loans.

Dr. Fairlie maintains that the primary cause of this imbalance among minority and non-
minority firms is the high level of wealth inequality in the United States. He cited 2004 data from
the U.S. Census Bureau, which stated that the median net worth of African-Americans,
Hispanics, and Caucasians was $8,700, $13,400, and $120,000 respectively. Since personal
wealth is often a primary source for start-up capital, often times there are less minority
entrepreneurs.

The low rates of home-ownership and low levels of home equity held by minorities
further exacerbates the problem since home equity is often used to finance small business start-
ups. He noted that less than half of African-American families own their own home, while three-
quarters of the non-Hispanic, Caucasian population are homeowners.

Dr. Fairlie mentioned that a large number of minority families do not have either a
checking or savings account. Twenty percent of African-American and Hispanic families do not
have a bank account. In comparison, among their Caucasian counterparts, only three percent are
without a bank account. He said that minorities are also more likely to use more expensive
financial services, such as payday loans, which also contributes to their inability to accrue wealth
over time.

Dr. Fairlie cited lending discrimination as a means of preventing minority entrepreneurs
from obtaining financial capital. He noted that minority owned small businesses usually pay a
higher interest rate, have more loans denied, and do not apply for a loan fearing it will be
rejected. He also said that minority firms that do obtain loans pay one and a half percentage
points higher interest rates on those loans than non-minority firms. These disparities do not
disappear even after controlling for the age, experience and education of the owner, and the
creditworthiness, size, industry, age and location of the firm, which is consistent with the
existence of lending discrimination.

Dr. Fairlie said that despite these obstacles, minority-owned firms make enormous
contributions to the U.S. economy by producing over $1 trillion in total, annual sales, employing
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six million workers, and providing an annual payroll of $168 billion. Therefore, he noted that
there is much “untapped potential™ in this country.

Roundtable: Closing the Wealth Gap: Utilizing Minority Owned Businesses as Vehicles for
Job Creation and Economic Recovery‘Sg
September 22, 2011
Introduction

On September 22, 2011 the Committee held a roundtable entitled “Closing the Wealth
Gap: Utilizing Minority Owned Businesses as Vehicles for Job Creation and Economic
Recovery.” This roundtable did not have a video or transcript, so the below sections are based off
of the Committee’s Democratic staff notes and Chair Landrieu’s opening statement.

Background

Chair Landrieu mentioned the need for contracting equality, “they [African-Americans]
want to know that when the federal government does contract for goods and services, it does so
by placing small businesses on a level playing field with big business ~ it’s as simple as that.”
She also noted Dr. Fairlie’s previous testimony that access to capital and extreme wealth
inequality impacts the business performance between minority and non-minority firms.

During the hearing, Chair Landrieu cited a Pew Research study that showed the median
wealth of Caucasian households to be almost 20 times more than African-American and 18 times
more than Hispanic households. Furthermore, the study shows that the impact of the housing
crash and the recession was not equal amongst all Americans. African-American households
wealth declined by 53 percent from $12,124 to $5,677 compared to Caucasian households wealth
decline of 16 percent from $134,992 to $113,149. The amount of wealth placed in housing had
an impact on the previous numbers; African-Americans held 59 percent of wealth in their homes,
whereas Caucasians held 44 percent of their wealth in their homes.

Contracting
8(a) Program

Participants discussed a policy proposal that would permit 8(a) small businesses, situated
in a federal declared disaster location, a waiver from the “competitive business mix requirement”
should they want to partake in emergency contracting for the disaster area they are located in.
The issue is that 8(a) firms must have an even combination of income from both 8(a) related
contracts and non-8(a) related contracts; if the 8(a) firm helps in emergency disaster area
contracting, then they could have too many 8(a) related contracts for the most recently completed
year and thus would be disqualified for 8(a) small business status for the current year until they
fix the issue.

HUBZone

* United States. Senate Committee on Small Business and Entrepreneurship. Staff Notes/Senator Landrieu’s
Opening Statement - Roundtable: Closing the Wealth Gap: Utilizing Minority Qwned Businesses as Vehicles for
Job Creation and Economic Recovery. 22 September 2011.
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Participants discussed HUBZone disaster contracting revenues and size standards. The
policy proposal at hand was removing disaster related contract revenue from HUBZone firms’ 3-
year average income computation. Specifically, HUBZone firms participating in disaster related
contracting tend to increase their revenue to the point that exceeds size standard for the
HUBZone business status. As a result, HUBZone small businesses can no longer compete for
HUBZone related contracts until their 3-year average is within the size standard limit again.
Fixing this limitation would allow local companies to rebuild their own communities without
having their business status penalized.

Economic Disadvantaged Criteria

The issue of some federal programs revising economically disadvantaged business
criteria was discussed. There was a suggestion to use the same criteria for all small business
programs: 8(a), Economically Disadvantaged Woman-owned Small Business (EDWOSB),
Disadvantaged Business Enterprise (DBE), Woman-Owned Small Business (WOSB), and Small
Disadvantaged Business (SDB).

Best Practices

Participants suggested that a “Best Practices” Annual Summit for Federal, State, and
Local Governments be held. The idea was to increase communication amongst different levels of
government to find and improve the best procedures for minority-owned small business
contracting.

Roundtable Discussion: Closing the Wealth Gap with the African-American
Entrepreneurial Ecosystem®
September 19, 2012

Introduction

According to Chair Landrieu, the purpose of this roundtable discussion was to develop “a
strategy [for addressing the wealth and income inequality gaps] that can be adopted by the
Administration [and] by Congress that are specific, measurable, and [are able to produce]
accountability.”

Contracting

During the roundtable discussion, participants discussed how contracting helps:
underserved communities generate small business growth, minority-entrepreneurs enter into the
larger private market, and the entire economy grow.

8(a) Business Development Program

* United States. Senate Committee on Small Business and Entrepreneurship. Transcript - Roundtable; Closing the
Racial Wealth Gap with the African-American Entrepreneurial Ecosystem. Maryland: B&B Reporters, 2012.
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According to the SBA, “the 8(a) Business Development Program is a business assistance
program for small disadvantaged businesses. The 8(a) Program offers a broad scope of assistance
to firms that are owned and controlled at least 51 percent by socially and economically
disadvantaged individuals.”

The 8(a) policy issues that were discussed included: 1) program participants not being
well transitioned out of the program and 2) the need to adjust the net worth requirements for the
program. According to the Congressional Research Service (CRS), the net worth requirements
has not been adjusted for inflation since 1989.7

Policy proposals that were suggested included: 1) increasing the cap for set-aside smail
business contracts from 100,000 to 500,000; 2) increase the net worth requirements for the 8(a)
program from $750,000 to $1,500,000; 3) divide businesses employed by a federal contractor
into tiers based off of their industry; 4) add a three-year transition period following the
completion of the nine year term limit in the program; and 5) have the net-worth threshold be in
correlation with the specific small business industry.

Participants discussed the government’s ability to foster communities open to contracting
with underserved small businesses. Mayor Kasim Reed, Dr. Boston, and Congresswoman Yvette
Clarke gave examples of underserved small businesses from their communities who have
successfully contracted with the federal government. Mayor Reed noted that over the last 40
years, Atlanta has devoted 25 percent of local government contracting to minority small
businesses. He mentioned that this initiative has not only helped Atlanta’s entire economy grow,
but it has helped underserved communities move to the private sector.

HUBZone Program

Congressman Chaka Fattah suggested an increase in government contracting efforts in
Historically Underutilized Business Zone (HUBZone) areas. According to the SBA’s website,
“HUBZone program is in line with the efforts of both the Administration and Congress to
promote economic development and employment growth in distressed areas by providing access
to more federal contracting opportunities.””' SBA’s website also details that small businesses are
eligible to participate, if they meet the following criteria:”?

1) the main office is located in geographically underutilized areas; 2) meet the SBA’s size
standard requirement of a small business; 3) at least 51 percent of the ownership must be
by American citizens, an agricultural cooperative, a Community Development
Corporation, or Native American tribe member; and 4) 35 percent of employees live
within the HUBZone area.

 Manuel, Kate, Lunder, Erika. “Congressional Research Report: Federal Contracting and Subcontracting with
Small Businesses: Issues in the 112" Congress.” 24 January 2013. Congressional Research Service. July 2013. <
http://www.crs.gov/pages/Reports.aspx?PRODCODE=R42390&Source=search>

7* small Business Administration. “Understanding the HUBZone Program.” Small Business Administration. July 2013
<http://www.sha.gov/content/understanding-hubzone-program >

* Small Business Administration. “Understanding the HUBZone Program.” Small Business Administration. July 2013
<http://www.sba.gov/content/understanding-hubzone-program >
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Government Accountability

Congressman Fattah maintained that America needs to rebuild its economy by
contracting with small businesses; she referenced Iraq’s reconstruction allotting a certain
percentage of work to Iraqi businesses.

Policy proposals discussed to increase government accountability and involvement are as
follows: 1) government agencies should become a partner in closing the wealth gap; 2) provide
federal government accountability to meet statutory contracting goals; 3) support local
government’s contracting goals and implementation; 4) use minority small business offices in
government agencies, implemented by a measure in the Dodd-Frank Wall Street Reform and
Consumer Protection Act, to ensure that minority businesses are included; 5) improve
subcontracting by pairing more small businesses with corporate businesses that receive
government contracts; and 6) improve access to working capital for small businesses that have
been awarded contracts.

Goaling

The federal government has a goal of 23 percent of federal contracts being awarded to
small businesses. Within this overall goal are sub-goals, which include: three percent for service
disabled and veteran-owned small businesses; three percent for HUBZone small businesses; five
percent for women-owned small businesses; and five percent for disadvantaged small
businesses.” However, according to a CRS report, this goal is not usually met.”* Mr. Morial
suggested that the federal government “increase procurement goals for small and minority-
owned businesses.” Furthermore, he recommended that contracts requiring a subcontracting plan
must include an independent, non-federal monitoring system, ensuring that each agency is
working toward achieving these goals.

Bundling
Mr. Morial mentioned the importance of unbundling government contracts.
Counseling
General Counseling
Participants explained the importance of counseling initiatives, such as: Small Business

Development Centers (SBDCs), Service Corps of Retired Executives (SCORE), Women’s
Business Centers (WBCs), Veteran Business Centers, as well as the need for private-public

EEYS

Goaling”. U.S. Small Business Administration. July 2013.< http:/www.sba.zov/content/small-business-zoaling>
7 Manuel, Kate; Lunder Erika. “Federal Contracting and Subcontracting with Small Businesses: Issues in the 112th
Congress.” Congressional Research Service. January 2013. Congressional Research Service. July 2013,
<http://www.crs.gov/pages/Reports.aspx?PRODCODE=R42390&Source=search>
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partnerships and technical assistance training These counseling resources offer established small
businesses and new entrepreneurs guidance in finding capital, contracting, access to global
markets, information on developing business models, and tax preparation.

Increase Technical Assistance/Qutreach

Ms. Bridgeja Baker, teen owner of Creative Jewelry by Bridgeja, mentioned how she
used small business counseling programs to start and grow her business. These programs
included: National Urban League’s Entrepreneurship Center, Small Business Development
Program, SCORE, Southern University, and Goodwork Network. Ms. Baker stated the
importance of developing a strong small business support community and suggested increasing
funds to counseling programs that could help foster such ties. Chair Landrieu echoed that more
support for small business counseling is needed. The Chair promoted the development of a
partnership between the federal, local, and state governments on this initiative. Mr. Kevin Hicks,
Partner at Blackman and Associates, also emphasized the importance of fostering a supportive
small business community in closing the wealth gap.

Ron Busby, President of the U.S. Black Chamber Inc., noted a lack of counseling
program outreach to underserved communities. As a result, underserved communities go to their
Chamber of Commerce or church for small business counseling.

Deputy Administrator Johns explained the SBA’s initiatives to increase access to
counseling and general outreach for underserved communities. These initiatives included
programs such as SBA Urban Economic Forums, Historical Black Colleges and Universities
(HBCUs), SBA partnerships with Chambers of Commerce and faith based groups, the SBA’s
young entrepreneurship initiative, the FDIC’s financial literacy partnership, and the Advisory
Council on Underserved Communities.

Mr. Morial suggested the creation of a Technical Assistance Fund through the
Department of Commerce’s MBDA. He believed this initiative could provide general counseling
as well as contracting guidance.

Miriam Brewer from the International Franchise Association (IFA) mentioned 1FA’s
partnership with Small Business Development Centers (SBDCs) and the National Urban League
(NUL) to increase mentorship and outreach. She said these partnerships allowed underserved
communities to become more aware of available small business resources. For example, IFA
helps small business owners connect with franchisers. Chair Landrieu reiterated the importance
of franchises and how they have technical assistance built into their business model.

Private/Public Counseling Partnerships
Private companies have started small business counseling initiatives, such as, the

National Urban League Enterprisc Centers, the U.S. Black Chamber of Commerce mentoring
program, Goldman Sachs’ 10,000 small businesses initiative, etc.
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The National Urban League suggested looking at a partnership between the SBA and the
National Urban League Enterprise Center to reach more underserved communities. NUL’s 10
business centers have reached over 6,300 small businesses across the country. Both Mr. Bill
Bynum of HOPE CDFI and the National Urban League are working with Goldman Sachs’
10,000 small business initiatives, which gives small business counseling to entrepreneurs with
limited resources.

Congressman Fattah advocated for an increase in mentoring between thriving and
growing small businesses through local Chambers of Commerce. Deputy Administrator Johns,
noted the importance of fostering partnerships to propel small business growth in underserved
communities:

We know that working together on the areas of access to capital, access to Federal
contracting, and access to counseling and technical assistance is important for helping
small businesses use resources most effectively, those are the areas where we are going
to see the most benefit to seeing small businesses grow.

Financial Literacy

Mr, Hicks stated that in order for underserved small businesses to thrive the financial
literacy gap must be closed. He advocated for an initiative to increase financial literacy and
urged that it become a priority in all levels of government.

HBCU Involvement

Participants discussed how Historical Black Colleges and Universities (HBCUs) provide
an avenue for underserved communities to gain access to small business and entrepreneurship
counseling. Dr. James Llorens, Chancellor of Southern University, mentioned the importance of
bringing entrepreneurial education into colleges and increasing technical assistance programs,
such as incubators, some of which are housed in HBCUs. Incubators are private-public
partnerships that provide entrepreneurs with office space (at a reduced price) to run their
business, office supplies, and financial grants. Dr. Llorens cited an example of when he worked
for the Mayor of Baton Rouge and how they successfully partnered with Southern University to
provide technical assistance for small businesses.

Chair Landrieu noted her visit to incubators across the country and how the help start-up
companies thrive. Dr. Leslie Baskerville, President of the National Association of Equal
Opportunity in Higher Education, mentioned that HBCUs can be a great resource for providing
technical assistance to small business owners in underserved communities. Congressman Fattah
echoed by saying morc research dollars need to be allotted toward HBCUs in order to increase
small businesses development at every stage.

Access to Broadband
Providing all small businesses with access to quality broadband is essential to closing the
digital divide and wealth gap. Broadband will increase a small businesses access to capital,

contracting, counseling, and trade, which can in turn help close the wealth and income gap. Chair
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Landrieu stated that “high-speed internet is critical for all rural communities, but particularly for
poor distressed minority communities that find themselves in rural areas.” FCC Commissioner
Mignon Clyburn mentioned a way to close the wealth gap is through technology and access to
broadband; she mentioned that access to broadband allows small businesses to market and sell
their product to millions of people, which in tumn increases their company’s growth.

Capital
General Capital

Chair Landrieu and participants agreed that obtaining access to capital is one of the most
fundamental, and difficult to attain, means by which minorities and women open small
businesses. Congresswoman Eleanor Holmes Norton cited the 2009 mortgage crisis as a factor of
the wealth gap.

Mr. Hicks explained that his firm’s purpose is to create wealth preservation and
transference via financial literacy and advocating for partnerships between governments and
educational institutions. He discussed the non-traditional ways that his firm has helped
entrepreneurs obtain 401(k) as well as supplier and equity financing. Specifically, his firm, along
with the SBA, Bank of America, and the Initiative for a Competitive Inner City (ICIC), started
capital connection meetings. At these meetings, acquaintances are made between various
financial institutions and African-American entrepreneurs to learn about angel investing, which
is a form of individual private investment. Chair Landrieu said that this is an excellent way for
the small business, financial, and investment communities to interact.

Ms. Brewer noted that community banks are essential to providing minority and women-
owned small businesses with capital.

Congressman Fattah mentioned that under the Dodd-Frank Wall Street Reform and
Consumer Protection Act there are minority-inclusion offices in all government financial
agencies. He noted that these offices should be actively used to ensure access to capital for all
small businesses.

Community Development Financial Institutions (CDFI)

Both Chair Landrieu and Congresswoman Clarke focused on the important function of
Community Development Financial Institutions (CDFls) creating access to capital for
underserved small businesses.

Mr. Bynum noted the juxtaposition of large banks and CDFIs using Troubled Asset
Relief Programs (TARP) funds. After receiving TARP funds, CDFIs are required to devote 60
percent of their financial activity to underserved communities, whereas large banks do not have
the same requirement. Given that larger banks have greatly benefited from TARP funds, Mr.
Bynum argued that they should be required to provide support to underserved communities.

Deputy Administrator Johns noted that the SBA opened its lender portfolio to CDF1s, via
the Community Advantage Program, so that they can take advantage of SBA loan guarantees.
She also mentioned that minority-run equity firms who participate in the SBA’s Small Business
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Investment Companies (SBICs) program increased from 11 percent in 2007 to 26 percent in
2011. The SBIC program is an additional avenue for small businesses to have access to capital.

Congresswoman Clarke and Mr. Morial stated that minority small businesses’ lack of
access to standard business loans often prevents them from obtaining contracts and hinders their
growth. Mr. Busby noted that the U.S. Black Chamber facilitates small business lending
opportunities between lenders and small businesses around the country, which in turn has
allowed African Americans more access to capital. Mr. Busby also noted that the personal
relationship between the lender, chamber, and small business allows the bank to look at all
aspects of the business [i.e. total receipts, customer base, etc.] instead of only the small
business’s FICA score.

Hearing: Strengthening the Entrepreneurial Ecosystem for Minority Women'®
May 8, 2013

Introduction

This hearing focused on the importance of minority women-owned small businesses for
the economy and noted their unique barriers to capital, contracting, counseling, and trade.

Importance of Minority Women Owned Small Businesses

Chair Landrieu explained the importance of the Women’s Business Ownership Act of
1988, which cxtended the Equal Credit Opportunity of 1974 to encompass business credit, noting
that before 1974 women had to receive personal credit through a male. She highlighted that
although minority women small businesses are growing, there are many obstacles to their
success; such as a lack of access to capital, credit, contracting, technical assistance, and small
business counseling.

The Chair emphasized that minority women owned small businesses help the entire economy
grow:

Any time small business owners achieve success, it leads to more job creation, which
boosts our overall economy. As President Kennedy once said, a rising tide lifts all boats.
We would like to see small businesses grow and expand and accelerate, create the jobs
that Americans need and opportunities for entrepreneurship to really boost our economy
and push our economy forward. It is critical to the nation's economic future that we create
more of these success stories, not less. The more direct way to achieve this goal is to
adequately invest in programs that work, that harness [sic] the entrepreneurial potential of
minority women that are such a tremendous untapped, unrealized asset in this nation.

Deputy Administrator Johns stated that “[although] women today own 30 percent of
businesses, they are still receiving only about ten percent of revenues.” She noted that America’s
economic recovery has been increasing, but has been “uneven” for underserved communities.
She said that the SBA is working to address this issue. For example, in 2011, the SBA created a
Council on Underserved Communities, which provided open economic forums across the

7 United States. Senate Committee on Small Business and Entrepreneurship. Transcript - Hearing; Strengthening
the Entrepreneurial Ecosystem for Minority Women. Maryland: B&B Reporters, 2013.
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country to discuss the best solutions for underserved communities. As a result of these forums
she noted that the SBA has “tailored programs to improve access and opportunity in underserved
communities through our ‘three Cs’: counseling, contracts, and capital.” She mentioned that the
SBA has to fill the awareness gap to ensure all small businesses understand the strength of the
SBA network.

The MBDA’s National Deputy Director, Alejandra Castillo, noted “minority firms are
twice as likely to export their goods and services than non-minority-owned firms. Minority firms
are also three times as likely to derive 100 percent of their revenues from export, and also three
times as likely to transact business in a language other than English.” Ms. Castillo pointed out
that minority women entrepreneurs are generating substantial growth, “According to a recent
study commissioned by American Express OPEN, there are nearly three million minority
women-owned firms. Minority women-owned firms also generate $226.8 billion in total revenue
and employ 1.4 million Americans.” Ms. Castillo echoed Deputy Administrator Johns® statement
that although minority women-owned small businesses are growing, they still have obstacles,
such as “access to capital, access to contracts, as well as the lack of informal networks to assist in
the pursuit of business opportunity.” She noted that MBDA tries to thwart these obstacles
through MBDA Business Centers that have since 2009 “assisted clients in accessing $14.6
billion in contracts and capital, while helping them create and retain over 33,000 jobs.”

Ms. Eva Longoria, Founder of the Eva Longoria Foundation, discussed the barriers
Hispanic women face in their determination to become small business owners. She mentioned
that “with access to capital, financial literacy, and high-quality technical assistance and training,
Latinas will continue to revitalize neighborhoods across the country.”

Mr. Morial stated that “one of the most fundamental concepts of economic and social
justice and economic self-sufficiency is entrepreneurship.” He continued, “Empowering minority
and minority women-owned entrepreneurs and accelerating their levels of growth and
productivity is critical to strengthening U.S. competitiveness and overall growth.” Mr. Morial
also mentioned that minority women entrepreneurship is a fundamental way in which minority
women enter the workforce - either by starting a business themselves or working at a woman-
owned firm. He mentioned the importance of African-American women owned small businesses
to the economy:

547,000 [African-American women owned] businesses employ 176,000 workers, and the
average African-American women-owned enterprise employed the equivalent of 6.5
workers, or one worker for every $74,000 of revenue. And when we celebrate this
important growth, it is important to note that if we simply empowered each of these
500,000 businesses to employ one additional person that [sic] would be 500,000 more
people employed in this nation.

Ms. Sophia Parker, Founder and Chief Executive Officer of DSFederal, Inc. further reiterated the
importance of minority women entrepreneurship:

The success of minority women like me represents true American success. America's
streets are paved with gold, mined by those who work hard and work diligently. Minority
women entrepreneurs not only create more jobs for the disadvantaged, we are the *Tiger
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Moms,” extremely demanding, with high standards, providing a positive role model for
others in societies with a passion to fulfill their American dreams.

Partnerships

Deputy Administrator Johns explained how the SBA works to maximize its resources by
maintaining partnerships with the private sector and other government agencies. She noted the
usefulness of the Interagency Task Force on Veterans Business Development; this is where the
SBA works with the U.S. Department of Treasury, U.S. Department of Labor (DOL), U.S.
Department of Defense, the U.S. Veterans Administration, and U.S. Office of Management and
Budget to ensure that all veterans have the resources they need to start a small business. She also
reemphasized the utility of the Start Young Initiative, which is a partnership with Jobs Corps and
DOL. In terms of private sector outreach partnerships, she mentioned the National Urban League,
the U.S. Hispanic Chamber, the U.S. Black Chamber, and Women Impacting Public Policy ~
specifically their ChallengeHER initiative — to increase women federal contracting.

Ms. Castillo discussed the importance of MBDA Centers interacting with the public “We
understand that the on the-ground operation is really where it is at. This is where the business
owners come into contact with the technical assistance that they so desperately need.” Ms.
Castillo echoed the importance of private-public partnerships by noting MBDA'