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King , Arthur Thomas (Ph.D., Economics)
• The Relationships Between Socioeconomic Programs and the

Department of the Air Force Budget: Section 8(a)

• of the Small Business Act--The Economi c Development

ar.c-~ Public Finance Aspects of a Public Policy Program

Thesis di rected by Professor Ragaei El Mallakh

Public policy activities are conducted by governments

to intervene in market outcomes so as to influence

allocation , distribution , and economic growth. The problem

of economic underdevelopment which confronts the low

income countries of the worl d also confronts countries

which are economi cally advanced. Economi c development

sometimes takes place so as to l eave some groups less

than full beneficiaries of growth in i ncome. Underdeveloped

sectors in advanced economies exhibit many of the

cr~aracteristics of underdeveloped countries. The minority

group sector of the United States economy is an example

c,re sucrl underdeveloped sector which exhibits the

primary underdeveloprnent characteristics of low income and

eco~iomi c dualism.

_ -~ - - - -..“-- --- ---——- rn.-- —.~~~~~~~ - 1L .4
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The purposes of this dissertation are to ex~lore the

efficacy of government development policy in relationship

to sectoral and nationa l underdevelopment and to decipher

the economic development consequences of one public policy

program designed to promote development of the United States

mi nority group sector--the Section 8(a) Minority Enterprise

Procurement Program . This program is administered by the

Small Business Administration under Section 8(a) of the

Small Business Act of 1953, as amended . The Small

Business Admi ni stration contracts with other government

agencies for the provision of goods and services and then

subcontracts with private firms owned by socially and

economically disadvantaged persons. Approximatel y .7

percent of all Section 8(a) contracts have been awarded to

whi te-owned businesses . Coincidently this is the same

percentage of business receipts which accrued to all

minority-owned firms in 1969.

The minority group sector does not receive income

as high as the average, in part, because it owns a

disproportionately small share of the economic resources

in the country. It owns a disproportionately small share

~f economic resources, in part , because of restricted

~iccess to capita l markets, distributio n channels , and

entrepreneurial expertise because of interpersonal and

institutional discrimination . The Section 8(a) Program

~J1_J _. 
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attempted to counter business underdevelopment as a form

of sectoral underdevelopment by providing the full range

of Small Business Admi ni stration services to firms which

were capable of performing government contracts. These

services include loan and loan guarantees and entrepreneurial

training in conjunction with other facets of the Minori ty

Enterprise Program. The Minority Enterprise Program

~vo I ved out of the concept of black capitalism , first

initiated as a governmental policy goal in 1964. The

program took on its current emphasis of helping minority-

owned fi rms to overcome the barri ers to growth and

development through governmental contracts in 1969.

Public policy programs express the pol i tical will of

the nation . The Civil Rights Acts which were passed

between 1957 and 1968 expressed the political will for

greater equality of socioeconomi c opportunity for nonwhite

mi nority group members . The Section 8(e) Program , even

though i t  was not mandated by Congress , expressed the

political will that minority groups should have greater

equality of opportunity in the area of business ownership

and control . The program was insti tuted partially in

respor~se to the civil disturbances which occurred in the

ghetto areas of the country between 1965 and 1967.
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This study uses a stepwise multiple linear regression

analysis to determine the economic development effectiveness

of the Section 8(a) Program. The regression model

analyzes the relationships between a total of twel ve

variables associated wi th 935 Department of the Air Force

Section 8(a) contracts awarded to 365 fi rms between 1968

and 1976 . The regression results indicate that the

program Is an effective economi c development tool regardless

of whether tota l dollar awards to each firm or dollar

amount of each contract is used as a measure of development

effectiveness. The study indicates that the incremental

dollar cost to the Air Force for program particioation is

approximately 79,000 dollars per year.

This abstract Is approved as to form and content I
recomend its publ ication.

Si ~~~~~~~~~~~~~ ~~~~~~~~~~~
Facu3~y member in charge of thesi s
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CHAPTER 1

INTRODUCTION

Goals of the Study

The ‘oal of this study is to explore the economic

development aspects of the Section 8(a) Minority Enterpri se

Procurement Program ESection 8(a) Program]. The program is

administered by the Small Business Administration (SBA)

under Section 8(a) of the Small Business Act of 1953, as

amended (Public Law 85_536).1 The Section 8(a) Program was

initiated in fiscal year l9*~3 and has been acti vely supported

by every President since then . The study is primarily devoted

to the economic development aspects of the program. The

fields of urban and regional economi cs , the economics of

~The text of Section 8(a) of Public Law 85-536 is
i nc luded a t  A p pe n d i x  . The Law permits the SBA to contract
wi th Government Agencies and then subcontract the actual work
to private firms . SBA has used this authority since fiscal
year 1968 to subcontract work to firms owned by “socially and
economi cally disadvantaged” persons. Social and economic
d~sadvantage has been determined to connote members ofA~rerican mi nority groups primarily. See U.S., Congress ,
r~o~se , Select Conini ttee on Small Business , Text of Public
Law -3 5-5 3 6 (Small Business Act , 91st Cong., 2nd Sess.
(~~~Thgton: Government Printi ng Office, 1970).
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poverty and discrimination , public finance , and labor economics

also provide inputs to this study. Aside from economic theory ,

these branches of economics are expected to provide the

foundation for an exhaustive study of this public policy program.

This is first and foremost a study in minori ty group

underdevelopment in the United States. The study will address

Itself to the applicability of general economic development

theory to the economic development problems which confront

minori ty group members and the Dublic pol icy implementation of

that theory most appropriate to solving this underdevelopment

problem . Moreover , the choice of American minority groups dr~i

the Section 8(a) Program, though Important from a public

policy standpoint , is a corollary of the study .

The public finance involvement of the Section 8(a)

Program is evident when consideration is given to the facts

that: (a) Some expense is associated with implementation of

the program even if expenditures are only measured in terms

of additional time spent by Small Business Administration

employees and procurement officials in support of the Sectior

8(a) Proqram ; and (b) the accomplishment of the socioeconomic

objectives associated wi th the program are , at best , impl~cit

in the charter of the federal procurement process and involve

so-r e redistribution of oublic sector revenues without any

ex?liclt consideration being given to the added costs

inri,rred by the procuring agencies.

—- 

- 
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There is a need to decipher the relationships between

public policy activities designed to Increase economic

development in developed and underdeveloped countries. The

Section 8(a) Program offers a unique opportunity for such

analysis since it is carried out wi thin the ma rket framework

and involves littl e in the way of incremental appropriated

expenditures. This study will explore the assertation that

the Section 8(a) Program and others like it are costly to

implement through the government procurement apparatus and will

simultaneously analyze the impact of the program on minority

group economic development. The assertion that the program

is costly to implement through the procurement process is

inclusive of the class of programs whose goals focus on the

accomplishment of socioeconomic objectives. The following

nonexhaustive list of programs is included in the class:

the Small Business Set-Aside Program , the Section 8(a)

Program , the Labor Surplus Area Set-Aside Program , the Davis-

Bacon Act , the Buy American Act , the Service Contract Act ,

and the Waish-Healy Act.2

It is noteworthy that not all of the programs which

-~ p- r.~a upon the procurement process are mandated by enabl ing

~e~~s1ation . Some of them are matters of policy promulgated

brief description of these programs is contained in
~ppend~x 2. See U.S., Conu~ission on Government Procurement ,:~j-j ilation of Laws Pertaining to Government Procurement
~ ashin9ton : Government Printing~~~~~~~~97O).
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by a single federal depar~nent or agency, some are the result

of negotiations between several agencies , and some are matters

of presidential preference for dealing with problems . They

are all designed to Insure against actions which are perceived

to threaten an efficient or equitable distribution of

govertinent procurement expend i tures. They are all motivated

by socioeconomic policy goals. This study attempts an in-depth

exploration of the implications of one socioeconomic program

implemented through the procurement process. The impact of

the Section 8(a) Program will be investigated with respect to

its ¶mpingeiuent upon the Air Force Budget and its minority

group econom i c development effectiveness.

The Section 8(a) Program is a domestic economic

development program . It is specifically or~ented toward t~-~
orinc i pa~ goal of achieving minority group socioeconomic

mob~1fty . The Office of Minori ty Business Enterprise states

that 1 “The Basic aim of Section 8(a) is to establish [minority

business concerns that will become independent and self-

sustaining in a norm a l competitive environment. ”3 If the

program goals are worthy of accomplishment either Section 9(?)

or some alternati ve vehicle for their accomplishment seems

warranted . The Section 8(a) Program is unique in the class of

3u.S., Department ~f Commerce , Office of Minority
Busi ness Enterpri se , ~pecia1 Cata1o~ of Federal Programs
Assisting Minorit~ Enter~irise [~1ashington: 13overnmentW[~tfng Offlce , ~97T), ~~~~

S

- A

--5 --
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socioeconomic programs which impinge on the procurement

process because it is designed to deal with a leading

contemporary social Issue which has involved much emotional

debate.4 The program has been questioned on judicial and

pol itical grounds and there has been considerable controversy

over the efficacy of the minority capitalism concept from

which It arose.

The economi c situation of minority groups which gives

rise to the need for nati onal socioeconomic action is studied

and a compari son of alternative approaches to the problem of

racial economic inequality is explored in this study. An

attempt will be made to decipher the relationships between the

economic development problem in underdeveloped countries and

in underdeveloped sectors of countries which are economically

advanced . -.

The Section 8(a) Program must be judged on the basis of

whether its goals are worthy of pursuit; whether it is

accomplishing its goals; and wnether the benefits of goal

accomplishment outweigh the costs. The following list of

sequential questions wifl be used as a guide in an attempt

to explore the socioeconomic impact of the program .

4several court cases , the most notable of which was the

~
y Bailie Trash Hauling Case, have questioned the

cc~stitutiona1ity of the program . These are discussed in
Appendix 3.

_  - -  -
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(1) Is the observed income disparity in the United

States between Caucasians and minority groups , as a class , o~

sufficient magnitude to permit classification of the latter

as underdeveloped ?

(2) If minority groups may be classified as

underdeveloped , can governmental interference with the rarKet

improve the position of minority groups relative to the

majority group?

(3) What types of activities are likely to be

effective in combati ng minority group underdevelopment?

(4) If increasing minority group ownership of business

is an effective economic development activity , what is the

least costly way to accomplish the task?

(5) I-f government contracting is chosen as the means

by which minority business ownership is to be fostered , what

benefits can be expected to accrue from its use?
‘

--5

(6) What costs are engendered by the Section 8(a)

Program and how should they he apportioned?

Mature of the Problem

Most writings in the field of economic development have

been directed at attempts to analyze problem s associated with

and prescribe programs designed to Improve the standard s of

living in the underdeveloped countries of the world. It ~s

understandable that such should be the case when the most

intractable in~tances of human suffering attributab le to ~
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lack of the materi al requisites of a comfortable life occur

in these countries. Yet large segments of the populations of

economi cally advanced countries are poor relative to their

fellow citizens. The Bureau of the Census shows that 12.6

percent of the United States populati on was bel ow the poverty

line in l97O.~ In addition , the poverty rate in 1970 was

highest among ethnic minorities , rural dwellers and central

city dwallers .° These groups are not mutually exclusive.

These statistics point cogently to a central postulate

of this study--that poverty is much less an individual than a

class phenomenon , which may be analyzed in terms of broad

segments of the population in advanced economies. Moreover,

the tools of analysis and policy prescriptions used for

remedying underdevelopment in general are applicable for

combating underdevelopment in segments of advanced economies.

For purposes of this study minority group membership

assigns one to a sector of the society . Such a sector is

considered more broadly than the traditional economic sector

and couia be based upon any identifiable , common group

5See I.~ving ,Kristol , “The Poverty of Equality ,” Wall
Street Journal, 188, No. 7, July 12 , 1976, p. 10, Kris~~’Eargues that the poverty rate is overstated because income In
kind is not included in poverty population income . Even with
~re high incidence of poverty among minori ty groups , they
still constitute a mi nority of the poverty population.

Depar~nent of Commerce , Bureau of the Census ,
r~ ’acteristics of the Population Below the Povert Level:
4 (Washington: Government Printing Office, 1976 , a es

1 , and 8.

- - -~~~~~~~~~~~~~~~~ ----- A _
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characteristic such as geography or sex . Thus a sector is not

necessarily composed of an industry group or a region yet it

might include or be included in such a unit. Ethnol ogy is

chosen as the sector characteristic for this study only

because the public policy program under analysis is

ethnologically oriented .

According to the 1970 Census , bl acks constituted

22 ,539 1362 of the 25,090,937 nonwhite persons in the population .

They compose, therefore, 89 percent of the nonwhite population .7

In some instances during the course of this study what may

appear i nordinate treatment of bl ack underdevelopment will be

conditioned by the greater availability of data for this group .

No harm is done to the analysis since all nonwhite minority

groups have suffered some discrimination and exhibit the low

income characteristic of underdevelopment.8

Income dispari ty among segments (sectors) of advanced

economies is considered an ind icator of underdevelopment just

as income disparity among nations is an indicator of

underdevelopment. An underdeveloped sector is one in which 
—

Department of Commerce , Bureau of the Census ,
1970 Census of Population: General Social and Economic
Characteristics , United ~~ tes~~umary (WasH ngton: Government
Print thg Off ice , 1972) , p. l -361 .

8The national poverty rate for Japanese male family
heads is lower than for white male family heads , however ,
regional rates are always lower ~or whites . See Stanley
Leberqott, The American Economy (Princeton : Princeton
University Press, f9~6), pp. 112-4.

- --- - . 5 - - -  - -~~~ -~~~~~ -- -- -~~~~~~~~~~~~~~~-
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average i ncomes are less than average incomes for the society

as a whole. More precisely, an underdeveloped sector is one

in which income below the average occurs more frequently than

in the larger society. A program designed to combat poverty

is an economic development program since poverty is one

measurable aspect of underdevelopment.

In general , any program designed to alleviate sectoral

~ncome disparity promotes economic development whether it be

the relief of abject poverty or conveyance of the

underdeveloped sector toward the societal norm. Moreover ,

the norm toward which conveyance is provided might not be

measured in money income . While money income represents the

most quantifiable aspect of welfare , income is at best, an

imperfect measure. From the viewpoint of this study some

people might derive relatively more satisfaction from the

pride and i ndependence of business ownership than from money

income. The importance of non-money and in fact non-economic

factors points to the central place of sociological and

psycholog i cal factors in economic development.

The minority group sector of the United States economy

would be considered economically developed if it were comprised

cf persons who , on the whole , had achieved socioeconomic

status roughly equal to that enjoyed by the average member of

the society . This does not suggest a completely equal

distribution of income but it does suggest that the size

Il_ i__i 
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distribution of i ncome among sectors should be roughly equa’

for the minority group sector to be considered other than

underdeveloped .

The Extent of Poverty in the United States

Poverty connotes underdevelopment since the poor have

both a shortfall of the money income necessary -For a life of

basic comfort and a lack of capability to raise their incomes

above the poverty level through their own initiatives . The

lack-. of this capability on the part of many of the poor

manifests itself as the “vicious circle ” of poverty.9 It

Is almost as if the poor are victims of a cruel conspiracy .

They are, in general , less well educated , less healthy, and

less able than other Americans to involve themselves in

market transactions which are most remunerative .10’ 1~

9Lester C. Thurow, Poverty and Discrimination
(Washington : The Brooklngs Institution , 1969), p. 169; see
also Gunnar Myrda’, Economic Theory and Underdeveloped Re~j~ons(New York : Harper and Row, Publish ers, 19571, Cha. 2.

10Michael Harrl ngton , The Other America (Baltimore:
Penguin Books , 1962), p. 22.

~ See P.T. Bauer , Dissent on Deve’opment (C~rbri d~e:Harvard University Press , 1972), pp. 31-49. Bauer presents ~contrary view on the validity of the vicious circles notion .
As used in this study the notion of vicious circles does not
connote absolute stagnation with no hope for advancement in
contradistinction to Bauer s treatment (p. 3d). This study
takes the view that the i ntergenerational tendency toward
poverty for both countries and sectors is evident.
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Most attempts to define poverty in the United States

are based on Mollie Orshansky’s work at the Social Security

Administration)2 The present study makes no attempt to define

poverty. Whether an unrelated Individua l or -family should be

I - . counted among the poverty population depends critical ly upon

time and ci rcumstance. For example , a similarly sized family
(with similar income) might fare quite differently depending

upon whether or not it enjoys imputed income , where it lives ,

how many family members contribute to family income, or a

number of other variables , some of which mi ght be under control

of the family. For purposes of this study the poverty

population is that portion of the United States population

which has insuffi cient money income to meet indiv idual or

family needs as determined by the Bureau of the Census or any

other widely recognized authority .

Both the absolute number of the poor and their

proportion of the total population have steadily declined

since President Franklin D. Roosevelt said , “I see one-third

of a nation ill-housed , ill—clothed , and ill—nourished. ”13

Poverty , however , remains a serious problem in the United

States. As Hildebrand states: -

12Mollie Orshansky , “Counting the Poor: Another Look
at the Poverty Profile ,” Social Securi ty Bulletin , January
1965, pp. 3-29.

13U.S., President Franklin D. Roosevelt, “Second
Inaugural Address, January 20, 1937,” Inaugural Addresses of
the Presidents of the United States (Washington: Government
Printing Office , 1974), p. 243.
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Over the past century and a half. . .poverty has changed
in character over much of the industriali zed world. In
1800 the basic problem of the poor was to get enough to
eat. Today it is much less a question of diet than it is

— one of aspiration--of gaining a fair chance for their
children and of having access to those goods and services
that modern technology alone can provide and that make up
a conventional middle-class standard of life .’4

The point Is clear that poverty has a relative as wel l as an

absolute component. It Is also obvious that some absolute

minimum amount of money income or income substitute is

necessary for sustenance.

The minimum amount of income needed for an unrelated

individual or a family Is called the low income level by the

Bureau of the Census. The count o-f the poverty (low income)

population Is determined by adjustments to the Department of

Agriculture Economy Food Plan for family consumption

requirements. The Bureau of the Census estimates that in 1971

the poverty population of the United States consisted of

25,559,000 persons. This number comprised 12.5 percent of the

total population. The aggregate income deficit below the

poverty line of the poor was estimated to be 12.034 billion

dollars . The minority group population accounted for a

substantial portion of all poor persons. In 1971 30.9 percent

of the nonwhite populatIon was below the poverty 1e~e1 while

14George Hildebrand , Poverty, Income Maintenance , und
the Negative Income Tax (New Ybrk : State School of Industrial
~ñd )...abor Relations , Cornell University , 1967), pp. 5-6.—- -
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9.9 percent of the white population was poor.~
5 These figures

serve to point out the problem of poverty only in terms which

are quantifiable. They do not interpret the impact of being

poor in an affluent society. The figures are indicative of

the poverty problem from the standpoint of its absolute rather

than its relative component given the level of prices. They

say nothing of the impact which the condition of poverty has

on the poor. The figures might be interpreted in light of the

societal credo of the United States, which argues for the

infinite dignity and worth of each individual . In this

light a large proportion of the minority group population has

been hampered in its capability to enjoy the material fruits

of American life. To be sure the American poor are better off

economically than the poor of most other countries .

The percentage of the total population which lives in

poverty has steadily decreased during this century. The past

several decades have witnessed a dramatic decline in this

percentage. Table I shows the decline in the poverty

population during the years 1959 through 1971 . The figures

presented in Table I do not include in-kind transfers and may

be distorted on that account. Browning estimates that

per capita federal in-kind transfers to the poor amounted to

15U.S., Department of Coninerce, Bureau of the Census ,
~tatistica1 Abstracts of the United States 1973 (Washington :
Government Printi ng Offlce, 1~~3), i

Fables ~48, 552; pp. 336,338 . 

~~ .5-.— 
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537 dollars In 1972. Total in— kind benefits (federal pl us

state and l ocal) amounted to 17 bill ion dollars . By

extrapolation half of this amount went to poor persons in

families .16

16Edgar K. Browning , “The Trend Toward Equality in
the. C~str’bution of Net Income ,

’ Southern Economic Journal,
43. No. 1 (Ju ’y 197F), 912-23. 

—
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TABLE I

POVERTY POPULATION (CONSTANT DOLLARS),
TOTAL AND NONWHITE , 1959 10 1971

Percent of total Percent of mi nority group
population below population below low

Year low income level income level

1959 22.4 56.2

22.2 55.9

__ 1961 21.9 56.1

1962 21.0 55 .8

1963 19.5 51.0

1964 19.0 49.6

1965 17.3 47 .1

1966 14.7 39.8

1967 14.2 37.2

1968 12.8 33.5

1969 12.2 31.1

1970 12.6 32.0

1971 12.5 30.9

Source : executi ve Office of the President , Social
Indicators 1973, Tables 5/17 and 5/19.

Another important aspect of the percentage of the total

poverty population is the rate at which it has decl i ned .

Table i shows that while the rate of decline was 5.1 percentage

~o~nts between 1959 and 1965, it was only 2.2 percentage

po nts between 1 966 and 1971 . Stated , alternatively, the

_ _ _ _ _ _ _ _ _ _ _ _ _ _  --.5— -
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average rate of decline was .72 percentage points a year

between 1959 and 1965 but was only .37 percentage points a

year between 1966 and 1971 . Gallaway noted an even more

dramatic decline and reduction in decline of the poverty

population between 1947 and 1968 .17 Table I also shows that

the reduction in the rate of decline of poverty has been even

more dramatic for the minori ty group poverty population.

Mi nori ty group members suffer an incidence of poverty

significantly greater than the population as a whole. The

slowing of the decrease in poverty population has led to

contentions that the remain~ng poverty population mi ght be

more inrune than previous poverty populat ions to general

economic progress as a prescription for alleviatin g poverty . 8

~F the society desires a reduction in the incidence of pover:y

and the relative size of the poverty population does not

respond to economic growth , some other public policy program

~‘ reduce the incidence of poverty seems warranted . Moreover ,

mi nori ty groups are more isolated from the mainstream

of American economic 1~fe, they will be even more

‘17Lowell E. Gallaway , Manpower Economics (Homewood :
~7ichard D. Irwin , Inc., 1971), p. 147.

Kenneth Gaibraith , The Mfluent Soci~fl~(New York : The New American Library , Inc., 1958), p. 254;
~ e a~so James Gwartney and others, Economic D*~ e1opment
Administration , Differential Impact of Economic Growth on
~i nori~y Groups (Washington: Government Printing Office , 1974),
~~ . B8-94.

~~~~~~~~~~~~~~~~~~~~~ 
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ininune to economic growth than the average American because

of socioeconomic strictures.

Income Disparity in the United States

Aside from the issue of poverty , income and wealth are

not evenly distributed in the United States between the

majority race of the society and minority group races. Table

1 de-icts tne income distribution by rice for white and

__ minority group races. These figures do not reflect in-kind

transfers. To the extent that minority groups constitute a

larger proportion of the poverty population , and thus receive

a larger proportionate share of in-kind benefits, their

income is understated . A recent report to the Congress

concludes that:

Empirical evidence for 1974 and several earlier years
indicates that, if food stamps were inc l uded as income
and if the poverty thresholds were not changed , about 5
to 15 percent of the poor (depending on the method 

—

valuation used) would no longer be counted as poor.

The addition of unrealized or imputed income from assets would

reduce poverty most dramatically for the self employed , the

aged , whites and other groups in which the average net worth

is higher than it is for the population as a whole.2° Thus

193ette Mahoney and George Grob , Federal Interagency
Coz~~ttee on Education , U.S., Department of Health , Education
an~ Welfare , The Measure of Poverty (Washington : Government
‘Printi ng Office, 1976), p. XXV.
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the tendency toward understatement of minority group i ncome

would be lessened by inclusion of imputed income .

TABLE II

RATIO OF MEDiAN INCOME OF MINORITY GROUP TO WHITE
FAMILIES AND INDIVIDUALS , 194710 1971

(Constant Dollars)

Ratio of minority group to Dollar differences in
white median income median income

Unrelated Unrelated
Year Families Individuals Families Individuals

1947 .51 .71 -$2,784 -$5E4

1950 .54 .72 - 2,669 - 57

1955 .55 .66 - 3,116 -

1960 .55 - .58 - 3,566 - 1 ,066

1965 .55 .73 - 4,151 7~6

1970 .64 .69 - 3,868 - 1 ,0’l

1971 .63 .67 - 3,958 - 1 ,140

Source: Statistical Abstracts of the United States,
1973, Table 535.

These figures are not startl ing in light of poverty incider~ce

fig’~res presented in Table I. The figures are in accord w~tb
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the findings of Brimmer .21 However , the divergence of Income

between whites and nonwhites is related to but quite dlffererft

than the insufficiency of income to provide some minimum

living standard. If high incomes occurred frequently enough

in the minority group population to offset the number of low

incomes , median incomes would not be different between the

two groups. They do not. While the ratio of nonwhite to

white family income has i ncreased, the magnitude of the

difference has also tended to i ncrease.

Both poverty and the divergence of white and minority

group incomes are issues of distributive justice and impinge

upon upward mobility . On the one hand a large proportion of

the poverty population is composed of children who are poor

through no fault of their own . They are poor by an accident

of birth the consequences of which they are totally helpless

to alter . They begin at a disadvantage in the drive toward

average income . On the other hand many minority group members

otherwise born into average economic circumstances are unable

to hurdle the social and economic barriers to the upper rungs

of the i ncome ladder--regardless of ability or the will ingness

2 Andrew F. Brinuner , ‘Economic Situation of Blacks in
~-~e Ur~i ted States,’ U.S., Congress , Joint Economic Coninittee,
Tre~~972 Economic Report of the President, Hearing , 92nd Cong.,
2nd Sess. , February 23~~~T27Wa~~ii~ton: Government PrintingOffice , 1972), p. 645.

—
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to work.22 While they may have been subjected to educationai

and environmental influences conducive to remaining far

above the poverty l evel and have the requisite motivation to

do so , their chances of achieving remunerative success in

business or similar endeavors are severely limi ted by thei”

racial background . They are victims of discrimination .

According to the President’s Council of Economi c Advisers :

Discrimination is said to exist when two or more
groups that are di fferentiated on the basis of some
characteristic i rrelevant to an objective measure of
productivity are not granted equal treatment in some
activity .23

This is the definiti on of discr im ination used in this

study. Dlscrim~nation thus defined may be manifested through

interpersonal or insti tutional activities .

Methodology

The method used in the first portion of this study is

primarily descriptive . An investigation is conducted of the

applicability of economic development theory to underdeveloped

sectors of economically advanced societies. A comparison

22Christopher Jencks and others , Inequality (New York :
Harper and Row, ~ublis h~rs, 1972), p. 218; see also Rashi Fe’n ,
“Profile of the American Negro,” Labor and the !‘Jationai Econori.~~eds. William G. Bowen and Orley Ashenfelter (Rev. ed.;
New York : W.W. Norton and Company , Inc. , 1975), pp. 96-7.

23Counci l of Economic Advisers , Economi c Report of the
President, 1974 (Washington : Government Printing Office, 197k),
p. 150. 

- - -.5-- 
-



______ -.5 ~~~~~~~~~~~~~~~~~~~~~~~~~~~

21

of economic conditions and public policy prescriptions between

underdeveloped countries and underdeveloped sectors of

advanced economies will be made. The study will center on

the minority group sector of the United States economy as a

prototype of underdevel oped sectors in advanced economies.

The minority group sector is unique to traditional

economic devel opment treatment because the external sociol ogical ,

political and psychological forces attendant to sectoral

underdevelopment are stronger than that normally treated

where economic dualism is prevalent , yet sectoral i ncome

differences exhibit many of the characteristics of dualistic

economies. These characteristics bear on the analysis as do

the issues of trade, even on a regional basis , and the

availability of technology to support devel opment.24

The first two chapters of this study are devoted to a

presentation and analysis of the setting in which minority

group economic development must take place. Chapter three

establishes the framework for an analysis of minority group

economic development. This chapter first analyzes the role

of governmental activity in economic development , then it

-~miyzes the public policy activities undertaken by the

~~i ted States Government to promote minority group economic

development.

24See Gustav Ranis , “Economic Dualism at Home and
Abroad ,’ Publi c Policy , 18, No. 1 (Fall 1969), 41-53. - 

-
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Chapter four analyzes the potential impact of the

minority capitalism approach on minority group economic

development. Chapter five recounts the development of the

Section 8(a) Program from its i nception to the present,

including the politica l and social climate in which the

program was implemented .

Chapter six contains the quantitative portion of this

study. After an analysis of program goals in light of

chapter four conclusions , a multiple linear regression

analysis is conducted to measure the effectiveness of the

Section 8(a) Program as a development tool. The analysis of

the program is limited to Air Force participation in it on

the basis that Air Force participation is representative and

that a large enough sample is provided to give unbiased

results . The regression analysis contains twelve variables

on each of 365 Section 8(a) firms and 935 contracts writter

between fisca l years 1968 and 1976. This i nformation was

extracted from Small Business Admi nistration and Air Force

procurement sources. An estimate of the cost to the Air F3rce

of participating in the program is presented , which is based

upon a questionnaire survey sent to all Air Force procurement

offices. The questionnaire will permit measurement of doflar

as wel l as nonrnonetary costs . Chapter seven will present the

sumn ary and conclusions drawn from this study.

This study is based ~~economic development theory rOr

several reasons. The neoclassical model of dis c-’im ination
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developed by Becker25 and extended and generalized by Arrow26

was considered as a foundational alternati ve. The problems

with that analysis as a basis for this study were considered

insurmountable . The basis of Becker ’s analysis is the

purely competitive economy where (white) employers were

assumed to act as if they were willing to pay for

nonassociation with (black) employees . This assumption is

critical to development of the Marginal Discrimination

Coefficient (MDC) which is critical to the model . As noted

by Marshall the neoclassical mode i , though theoretically

rigorous , does not square with the reality of racial

discrimination in the United States . In addition , since

discrimination itself is treated as exogenous to the model ,

it does not explain much about discriminati on or provide a

basis for public policy formulation .27

This study seeks to evaluate a public policy program

which is already in operation in li ght of its stated goals.

25Gary S. Becker, The Economics of Discrimination
(2nd ed.; Chicago : The University of Chicago Press , 1971), Cha. 1.

26Kenneth J. Arrow , “Models of Job Discrimi nation in the
~~or Market ,” Raci al Discrimination in Economi c Life, ed.
i-~thony H. Pascal (Lexington: D.C. Heath and Company , 1972),
pp. 83-102.

27Ray Marshall , “The Economi cs of Racial Discrimination ,”
journal of Economic Literature , 12 , No. 3 (September 1974), 859.
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- _ This could only be done within a framework which considered

those goals operationally meaningful . Minority group members

own proportionately less businesses partly because of

discrimination in input and output markets. More importantly

the program under study seeks to increase ownership of

bus inesses , and consequently the income and power positions
of minority group members, regardless of the reasons for its

paucity. Economic development seems to provide the best
-.5-

foundation for this study since underdevelopment characteristics

abound in the minori ty group sector of the United States.

_ _ _ _ _ _ _ _  
_ _ _ _
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CHAPTER II

M INOR ITY GROUP UNDERDEVELOPMENT IN THE UN ITED STATES

The Optimal Distribution of Income

The problem of a “fair” distribution of income is at

least as old as the economics discipline . Acceptance of the

notion of governmental subsidization of the ingredient even if

it resulted in deficits was first widely accepted in the

United States during the Great Depression. This entry of the

public sector into income maintenance schemes represented the

first explicit , widespread acceptance of the proposition that

economic circumstance and economic mobility could not always

be controlled by the individual . It would have been difficult

to foretell what the entry of government into income security

programs portended for governmental activity in future years.

The entry of goverrinenf nto the field of income security led

to the acceptability c governmen t as the guarantor of some

private citizens against the exigencies of age, physical

incapacitaticr~, nonemployability , race and sex. Whereas these

circumstances had previously been considered private problems ,

they gradually became publ ic problems . The need to insure

against suffering because of circumstance became in this century

a worthy public policy goal .

- . 5 -



- _
~~~~,_—.-_--._- -,__., ~~~~~~~~~~~~ - 

~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~ ---- ---- - —•- -- - - . 5 - - - - .5

26

This study does not attempt to prescribe an income

distribution for the United States which is totally equitable

from the standpoint of any individual or group. The major

concern here is to decipher whether there are any compelling

reasons to believe that i ncome for mi nority group members

diverges sufficiently from white incomes to merit a

consideration of public policy rectification. The data

presented earlier suggest that the income divergence is

significant. Public policy action is considered to be

warranted if the amount of inequality causes the share of

income which accrues to minority groups to be less than

proportional to their representation in the population since

their potential productivity is similar to that found In the

population as a whole.

Market Participation and the Distribution of Income

.— The distribution of incomes in a market economy is

based primarily on the valuation of marg i nal contributions to

production. Labor and proprietors ’ incomes are consistentl y

two of the largest sources of personal income.1 If access to

the’~e sources of income is not completely free of noneconomic

enc cnbrances the income shares which accrue to any group in

the society will be conditioned by such encumbrances rather

~Council of Economic Advisers , Economic Report pf thePresIdent, 1974 (WashIngton : Government Printing Office, 1974),
p. ~71.

.5 
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than by market valuations alone. In addition , to the extent

.5 
that the ability to increase one ’s income from these sources

is affected by other than economic considerations , his

economic mobility is thwarted. Social and economic

* discrimination represents market encumbrances which respond
.5 

slowly to market mechanisms alone. There is considerable

evidence that wage income disparity is only partially

attributable to differences in productivity .2 The measu rement

of labor productivity is imperfect. Masters concl uded that

there is still a substantial earnings differential between

blacks and whites after standardizing for productivity .

.5 
“While this differential is essentially a residual , it appears

that it probably results in l arge part from labor market

discrimination. 3

Several factors affect labor incomes. Labor incomes for

minority group members which are below average even after

adjustments for differences in educational attainment or other

measures of labor quality imply labor market discrimination.

Aside from the fact that such discrimin ation impacts on the

2Anthony H. Pascal and Leonard A. Rapping , “The
:c~~ -iics of Racial Discrimination in Baseball ,” Racial
J scrirnination in Economic Life, ed. Anthony H. Pascal
CL~xington: D.C. Heath and Company . 1972), pp. 149-50; see
also Paul M. Siegel , “On the Cost of Being a Negro ,” Race and
Poverty, ed. John F. Kain (Englewood Cliffs : Prentice-Hall ,
In c . ,  1969), p. 62.

3Stanley H. Masters , Black-White Income Differentials
~~CW York: Academic Press , Inc., l975), p. 122.
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earnings of the individual discriminated against , it engenders

costs to the society in foregone product.4 Another factor
.5 

which impacts heavily on labor incomes is the rate of

unemployment for groups of individuals.

As a rule of thumb , the unemployment rate 2f Negroes is
about twice that of whites , regardless of the age or sex of
the group that ~s compared or ~he general economic climateat the time of the comparison.~

The inability to find work , and even If it Is found the inab ility

to compete equally for promotion l eads to relative stagnati on

of labor incomes for minority group members . Barriers to

hi ring and promotion of minority group members , especially

bl acks, is a well documented fact of the employment-scene of

the twentIeth century United States.6 Historical unemploym ent

rates are shown in Table HI. Account of differences in hur~m r

capital endowments might tend to decrease the unemployment

rate differentia’s somewhat.

4Lester C. Thurow , Poverty and Discrimination
(Washingt on : The Brookin~s tnst i tution , 1969) , pp. 134-7; see
als(’ John P . Iormby, “The Extent of Wage and Salary
Discri mi nation Against iinn—Wh i te Labor ,” Southern Economic
Journal , 35, No. 2 (0ctob~r 1968), 140-50.

5Herman P. MIller , Pich Man, Poor Man (New York:
Thomas V. Crowel l Company , Inc., 1971), n. ~8.

6Paul H. Norgren and Samuel F. ‘4411 , Towar-~ Fair
~~~~yment (New York : Columbia University Press , T~~43T Ch t . 2.
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TABLE III

UNEMPLOYEMENT RATES , 1948 TO 1972

(Annual Averages)

Negro and Ratio: Negro and
Year other races White other races to white

1948 5.9 3.5 1.7
1949 8.9 5.6 1.6
‘?EO 9.0 ‘~.9 1.8
1951 5.3 3.1 1.7
1952 5.4 2.8 1.9
1953 4.5 2.7 1.7
1954 9.9 5.0 2.0
1955 8.7 3.9 2.2
1956 8.3 3.6 2.3
1957 7.9 3.8 2.1
1958 12.6 6.1 2.1
1959 10.7 4.8 2.2
1960 10.2 4 .9 2.1
1961 12.4 6.0 2.1
1962 10.9 4.9 2.2
1963 10.8 5.0 2.2
1964 9.6 4.6 2.1
1965 8.1 4.1 2.0
1966 7.3 3.3 2.2
1967 7.4 3.4 2.2
1968 6.7 3.2 2.1
1969 6.4 3.1 2.1
1970 8.2 4.5 1.8
1971 9.9 5.4 1.8
1972 10.0 5.0 2.0
1973 8.9 4.3 2.1

Source: U.S., Department of Labor , Bureau of Labor
~ &tistics , Handbook of Labor Statistics, 1974, Table 60.
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Smal l business ownership in the United States is

considered by the United States Congress to be basic to the

economic well -being and security of the Nation through -ts

desirable effects on competition. 7 Ownership of busines s

represents one of the ways in which individuals can assert

themselves in a society which is i ncreasingly interdependent

and in which constraints of a work-a-day existence and

competition with peers for availabl e promotions can be foregone

wi thout excessive pecuniary liabili ty. Minority group members

do not own businesses in proportion to their number in the

United States populatic~. They are even more grossly under-

represented in the proportion of business receipts which the”

receive . In 1969 minori ty groups constituted l~ .O percent ~~
‘

the United States populati on. In that same year t h ey owne d

4.3 percent of all busine ss enterprises . They received

— 
.7 percent of all business receipts .8 The lack o~ business

ownership ha~ ~ deleterious effect on socioecorornic mobil~~y

in addition to ~
‘
~ s e~~ec~s on the current in’- -~ne pos~Hon )f

minority group members. The lack of business ownershi p is

ak i n to the lack of çenera l econom ic advance by minority

7U.S., Congress , House , Select Conirittee or Small
Bus thecs ,. Text of Pu~1lc aw 85-536 (Sm-~’

’
~ Busines s ~rt )

(Was hlngto~T n me~~~~’inting ~~~~~~~~~~~~~~~~

Department ~f Conrerce , Bureau o~ the Census ,
Statistical Abstracts ~ t’~~ L~nfted States, 1973 (Washingt~r :
? overnment Print~nq Of1 &,~~~73~, p. 29; see also U.S., E~ -r~~’
of the Census , ~‘i nor~t - tAwre~ Bus e- -o’ ,: ~969 ~sh~n~tcrovernment Prinf n~ ‘ci 1 T ~, n

- - 
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group members . The economic and social conditions of this

group are infl uenced by an insti tutional environment which

has been hostile to upward socioeconomic mobility .

The Distri bution of Talent and the Distribution of Income

The contribution which is made to production processes

is the ostensible basis for the remuneration of labor in the

‘~f- ,~~ed tates economy . Labor i ncomes are conditioned in the
I

first instance by employment. In addition to having a higher

incidence of unemployment , mi nority group members also tend to

be hired and promoted on a basis which is more prejudicial to

adequate levels of income than white members of the society .

There is si gnificant historical evidence that the equal pay

for equal work doctrine has not held for mi nority group

members . Title VII of the Civil Rights Act of 1964 was

enacted in explicit recognition of this fact. An assumption

which is made to facilitate clari ty of the present analysis is

that innate ability is evenly distributed throughout the

population.

If intelligence is discounted as a variable , on the

average , incomes accruing to people engaged in similar work

shou ’ d be roughly equivalent. In addition , it would be

expected that individuals with similar talents would engage

ir similar occupati ons. ~inority group members have generally

oeen less likely to be promoted in jobs which they hold

espec -ally where promotion would equate to their becomi ng
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supervisors of white persons .9 This bias against job and

salary advancement has been especially prevalent for black

members of the society .’1° A part of its basis lies in the

historical fact of slavery yet this type of labor market

discrimination has been practi ced against minority groups who

were not subjected to s1avery .’
~

A highly specialized economy dIctates that specialized

skill be substi tuted in the market for the ability to conduct

a wide range of economic activities on one ’s own behalf .

Moreover, the demand for services becomes relatively more

inelasti c in a specialized economy with the consequence that

prices are more reactive to changes in supply. On the output

side , this implies more dependence on the availability of goods

and services and less capabi lity to adjust purchases on the

part of consumers . From the standpoint of the l aborer, as

prices rise his higher specialized earnings must insure that his

potential real couisumpti on amounts remain unchanged for constant

wel ’~are. The relat’~onship between input and output prices

9Dennls P. Sobin , The Working Poor (Port Washington ,
N.y .: Kennikat Press, Inc., 1973T~ p. 47.

10Clair Wilcox , Toward Social Wel fare (Homewood : Richa rd 
.5

D. Irwin , Inc., 1969), Cha. 4; see also Kenneth J. Arrow ,
“Some Models of Ofscrimthation in the Labor Market ,! Raci~ ’
Discrimi nation In Economic Life, ed. An thony H. Pasca’~~~(Lexington : D.C. Heath ar~J Company , l~72), p. 84.

11 H. Brett Melendy , The Oriental Americans (New York:
Twayne Publishers , Inc., 1972), p. 170.
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must be stable if the individual worker is to maintain his

relative position in the income distribution. If output

prices rise relatively the individual ’s real purchasing power

is understated. To the extent that minority group members are

denied job advancement and do not thus reap the benefits of

specialization they become relatively worse off as the economy

becomes more specialized .

A slightly different problem which should be considered

is the extent to which similar consumption amounts are priced

evenly throughout the economy. If minority group members are 
.5

required to pay more on average for necessary purchases, their

welfare is diminished relative to their white counterparts for

similar amounts of income . Mi nority groups were more

concentrated in urban areas than whites in 1970. Eighty-one 
.5

percent of the former group lived in urban areas compared to

72 percent of white persons.12 Industrialization , and thus

special i zation , is more prevalent in the urban environment.

Moreover minority group members , especially central city

blacks , have traditionally paid more than their white

counterparts for the same market basket of goods and services.

T-~e evi.~ence suggests this to be true for most classes of

~oo~s and services)3 Many retail goods are more highly .5

12U.S., Department of Comerce , qp. cit., p. 34.
3Lewis L. Knowles and Kenneth Prewitt eds.,

Thstitutional Racism in America (Englewood Cl i ffs: Prentice-Hall ,
Inc. , ‘[969), p. 25.

Ii.. , I
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priced because of the increased costs of operation in ghetto

areas engendered by such things as increased burglaries and

thus higher insurance costs. However , the major impact with

respect to the income and wel fare position of minori ty group

members is associated with l arge i ncome-share expend itures

for con ‘ner durabl es, consumer credit , arid housing .
’
~
4

Bo~mian states that the poor , central city dweller receives

inferior goods for the relatively high prices he pays.15

All minority group members are neither poor nor residents of 
.5

central cities but to the extent that they are more so than the
.5 population as a whole they are more subject to the tendenc:~

to be hurt economi cally. It does not appear that minority

groups receive an income share commensurate with their

population and talent shares in the United States economy.

Causes of Income Disparity

Income is di sparate between minority group races and .5

the white race in the United States economy. The disparity of

income between these two groups affects the ability of the

former group both to i~prove its income position relative to

the latter group and to share proportionately in the welfare

~
4A1an Batchelder , “Poverty : The Special Case of the

Negro .” The Mierican Economic Review , 55 , No. 2 (May 1965),
531 .

15Mary Jean Bowman , “Poverty in an Affluent Society .”
Con -.emporar Economic Issucs, ed. N e1 W. Chamberla in
tP7~ ewond : ic ar~’5. Irwin . Inc. . 1969 ’ , p. 74
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gains of an affluent society. Since one of the benefits of a

large corporate sector Is the dispersion of business ownership

throughout the society, mi nority group members are less

capable of exerting ownership influence in the economy to the

extent that their income is lower. Much of the income used 
.5

to purchase equity in corporate business (and other forms of

business organization) derives from the labor share. Less

income overal l and less proportionate labor income serve as

doubl e barriers to full participation in the economy by

minority group members. The amount of overall income disparity

in the Uni ted States is conditioned largely by the capability

to exert economic influence which affects market prices and

the amount and type of productive resources which are owned

by various groups in the economy. A related matter is whether

resources which are owned have free mobility in their use.

The ownership of productive resources Is related to the ability

to influence prices but thi s relationship will be diminished

unless an input monopoly prevails. Tne relationship is left

out of thi s analysis.

Relatively low i ncome is only one of the indicators

~f ~nc.~rdevelopment among members of nonwhi te minority group

members in the United States. They also own a disproportionately

small percentage of business enterprises and are not

?roportionately represented in the upper echelons of the

~ar~agement structure of major firms. They are not

p.-opo .-tionately represented in policy-making positions of .5
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government. They do not possess socioeconomic power

proportionate to their representation in the general

population. Racial discrimination affects the i ncome of

nonwhite mi nority group members. This fact sets them apart

from whites who are low earners. Discrimination essential l y

becomes an additional argument in the vicious circle of

poverty model for minority group members ; it also hinders

upward mobility for those above the poverty line.

The Capability to Influence Market Prices

Market prices are taken as given to any individual who

Interacts in the market in a freely competitive economy . Tha t

Is, demand for any output is infinitely elastic at the

prevailing price ,16 and i nput prices are independently

determined by production decisions and dictated to suppliers

.5 of inputs . This interaction of i ndependently determined

supply and demand determines equilibrium . This picture of

simplicity -is much more compl i cated when market imperfections

are introduced . To begin wi th, the purely competitive demand

curve is seldom , if cv~r , observed . ifl addition the existence

of externalities in production and consumption decreases t.~e .5

predictive power Of the model of perfect competition . This

16Joan Robinson , “What s Perfect Competition? ,”
Readings in Microeconomics, eds. William Breit and Harold M .
Hockmnan (New York: dolt , Rinehart and Winston , inc ., 1971),
p. 197.

.5 -‘.--~~~~ - - - .5 .----



.5 ‘~~~~ ‘ ~“- J~~~ ~~~~7~~
’
~~~~~~~~~~~~~~~~

’
~~~~~~~! 

-
~~~ 

.5 .5 ‘- . 5 ’

37

discussion relates to minority group underdevelopment in that 
.5

minority group members may be excluded from earnings

opportunities where factor returns are higher than those in

competitive areas of the economy because of market

.5 discrimination through monopoly power.17 This type of

monopoly power discriminati on is likely to be present in both

labor and capital markets.

The imperfect competition (monopolistic competition) .5

model though also inadequate is probably more germane to the .5

United States economy of the twentieth century than the model .5

which depicts prices as given. There are several .5
.5 

.5 institutionalized facts of the economy which serve as

hindrances to perfect competition. First , the economy has

some monopoly elements. It is alleged that some large sellers

of comercial products might set prices irrespective of

temporary demand conditions and only use target profits as
— constraints)8 Second , externalities are ubiquitous. 

.5

The inability of minority group members to participate

freely in markets and institutions has lessened their returns .5

from the advances in living standards and ownership of

businesses. Such freedom of participation would have caused

17murow, op. cit. , p. 124.

~
8Wifl iam J. Baumol , Economic Theor~ and Operations;~a~vsis (3rd ed.; Engiewood i~lTf~

’s: Prentice-Hall, Inc .,
pp. 325 —6.

~
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incomes between this group and the majority group to be less

disparate than has been observed .’19

Command over Economic Resources

Income disparity depends upon the ownership of

.5 productIve resources as well as the capability to exert

Influence over the price for which a resource may !:‘e sold in

the m arket. The resource to which the largest share of

national income accrues is labor. Capital ownership i s less

widespread than labor ownership. The latter statement may seem
.5 obvI ous , however the diversity of capita l ownershi p in the

United States economy dictates that explici t consideration ‘
~~~

given this fact. In traditional marginalist theory, the

qual4ty as well as the quan’ity of ~ resourco ~pp 1i ed to ti~
productive process is an important matter. Moreover , the

nature of the complementary and substitute resources which

— accompany the resource in question plays a significant role in

ieterniining its rate of remuneration or even whether it wf l l

be used at all.

The economy of the ‘~nited States is highly

industrialized and ther~fore dictates much labor special izi~- 
.5

.5

tion . Specialization in turn dictates that l abor be highi)

;killed . Highl y skilled labor in combination with highl y

19Thurow , op. cit., p. 124. .5

I
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special ized capita l leads to high productivity and thus

relatively large remunerations to both labor and capital .

To the extent that a given l aborer is unable to attain a skill

level comparable with that of the average laborer he will .5

.5 command less for his labor services. “ . . .Most actual .5

job skills are acquired i nformally through on-the-job training

.5 after a worker finds an entry job and a position on the

associated promotion ladder .”2° A lack of access to some job .5

categories has had an adverse impact on skill attainment by

minority group members.

If an individual owns both capital and labor resources,

ceteris paribus , his chances of economic success are improved .

Moreover , if he has entrepreneurial ability he is even more

likely to succeed . In terms of either quality or quantity ,

the individual who owns the greatest reserve of productive

resources stands to reap the greatest harvest from the economic

system of the United States. .5

.5

The union-nonunion wage differential has corresponded .5

to the business cyc~e but has shown a steady upward trend

except for the Depression and World War II periods.21 .5

20Lester C. Thurow , “Education and Economic Equality ,”
The Public Interest, No. 28 (Summer 1972), p. 71

2’1L~ ,el 1 E. Gallaway , Manpower Economics (Homewood :
Ricoard 0. Irwin , Inc., 1971), pp . T~4-8.

_ _ _ _ _ _ _ _ _ _   

_ _ _ _ _ _ _ _ _ _  

4 

~~~~—--—-.- — -~~~ . ~~~~- -- ‘~~~~~~~~— —‘— -‘. .



;~~~~‘ ~~~~~~~~~~~~~~~~~~~~~ :~
“
~~~

‘
~~~~~~~

‘
~~~~~

“ ~~~~~~ - .5

r 

-

1 40

It is tempting to impute the post-1933 behavior of the
wage structure to the presence of trade unions within a
public policy framework which accepts collective bargaining
as an instrument of national policy for reso’

~ving labordisputes .22

Minority group members have been unable to enter the

labor market at wage scales comparabl e to their white
.5 counterparts . They were indeed not permitted to become members

of some unions at all. That Is , labor unions have consciously
.5 discriminated in permi tting minority group members to join.

Such discrimination has been especially prevalent where the

craft unions are concerned .23

Impl ication of Income Disparity for Public Pol icy

Each society sanctIons the existing distribution of

income either implicitly or explicitly. Large-scale

disaffection from the social and economic order of society

can result in disruptive social upheaval. Ironically,

“RevolutIons do not occur during periods of hopelessness.

They occur during periods of rising aspiration .”24 There ‘is

22Ibid., p. 106; see also Milton Friedman , “Labor Unions
and Economic Policy ,” Labor and the Nat~ona1 Economy, eds.William (3. Bowen and 0rl~ henlelter (Rev. ed.; New York : .5 ’

W .W. Norton and Company , inc., 1975), pp. 34-5. .5
.

23Herbert Hill , ‘ Racial Inequality in Employment: he .5,
Pattern of Discrimination ,” Race and Poverty, ed. John F. Ka~n(Englewood Cliffs : Prentice-Hall, ‘Inc ., T960), pp. 85-7.

24Attributed to Thomas Pettigrew, Carl E. Haugen ,
“Short-Term Financing ,” Business Leadership and the Negro
Cri’J,~~ ed. Eli Ginzberg ~ 4ew ~~~~~~~~~~~~~~~~~~~~~~~~~p. 97
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general ly an evolution toward the desired income distribution

over an extended period of time in most societies, and there

is almost continuous modification of what is desired by the

majority of the population . This observation partially

negates the impact of discussions about the static, “desired”

distribution of income. While discussions of functional

income shares may be somewhat moot, discussions of the size

distribution of ‘income which accrues to members of the

society on a basis which is atypical of income share

determination are not. The impact on the economy of denying

income to one group on other than the generally accepted basis

for individual income determination is real and crudely

measurable provided only that national income accounting is

not an infantile art and transactions are primarily carried

out in money.

There are at least two major steps which must be taken
.5 - before policy action to alter the distribution of income is

.5 

made. In the first place , there must be a recognition that

toe income distribution is at variance from what is socially

desirable and a decision made to alter it. In tenns of the

present problem , i ncome shares which accrue to minority group

i~~ ers diverge from what would be expected on the basis of

market mechanisms alone. Secondly, a conscious decision must

be taken to intervene in the mechanisms by which the existing

.5 dis~ -ibution of income is determined toward the goal of

‘ -
~~~~~—~~~~~~~~~~~
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rectifying the perceived i nequality . This decision includes

the necessity to decide upon the nature of the i ntervention .

The last decade has witnessed a barrage of equal

opportunity and treatment legislation and executive branch

action which indicates a recognition that the income share

which accrues to minority group members is too low to satisfy

social norms. These actions imply both a nationally

— sanctioned need for alteration in the distribution of income

and a decision to do so. The alleviation of differential

economic status between majority and minority group Americans

has been a stated policy of every President since 1960.

Regardless of individual resistance , the collective choice of

.5 the “body politic ” appears to favor equality of economic

4 opportunity for all Americans.

.5 The slogans of “equal economic opportunity ” if they
mean what they say, imply for nonwhites an even chance
with whites--not simply at scraping by above some
arbitrary minimum but at doing mpderately well , and wi th
a fair chance of making it big. 2~’

The overall benefits which would be expected to accrue if equal

economic opportunity existed are offset to some extent by

costs to some indiv iduals. Some of the benefits of a more

equal distribution of income between majority and mi nority

groups are d~scussed below .

25Albert Wohlsetter and Sinclair Coleman , “Race
Differences in Income ,” Raci al_Disç~imination in Econom ic
Life , ed. Anthony H. Pas~~Y ftexfngton: D.C. ~eath and
~~~anv , t972’ , p. 16.

J4
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The Potential for Increased Out,put

It is in the material interest of each society to produce

as efficiently as constraints on resources and technological
.5 capability permit. Most economists view this efficiency

problem as on a par wi th the problem of equity in the

distribution of output and growth in the annual output of the

.5 economy .

An economic system contai ns the momentum which could

potentially keep it going . To the extent that productive

resources are not fully utilized the output of an economy

suffers. Moreover increases in output made possible by fuller
.5 

resource utilization multiply themselves through spending and

respending actions on- the part of consumers; and consumer

expenditures serve an incentive purpose for business

investment which generates more employment.26 The relationship

between this analysis and the problem being discussed in this

study is both clear and immediate : Fuller utilization of

unempl oyed and underemployed mi nority group members would

result in increased output and income for the economy as a
.5 

whole. Thurow estimates that the efficiency losses in the

economy owing to discrimination are approximately 19 billion

2SPaul A. Samuelson , “Interactions between the Multiplier
Analysis and the Principle of Acceleration ,” Macroeconomic
Readings , ed. John A. Lindauer (New York: The Free Press,
1968), pp. 153-7.

Li 
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dollars per year.27 Herber has concluded that:

If Negroes also had the same educational attainment as
white workers and earned the samt pay , and experienced the
same unemployment as whites their personal income .
and that of the nation would be 20.6 billion dollars
higher.28

.5 The Council of Economic Advisers has estimated the cost of
.5 

c!iscrimi:iation because of loss of potentIal production at

20 billion dollars .29

The decision to subsidize individuals and families to
‘

-.5

.5 ensure achievement ~f some minimum acceptable standard of
.5 lIving is necessarily political. The implementation of such

a poilcy Is likely to generate perception of some inequit4es

on the part of non-recipients. Fiscal discrimination occurs
.5 more frequently on the expenditure side than on the tax siee

of the budget. Transfers and subsidies are often based on

the political strength ot pressure groups .3° Political rather

than economic considerations are often the basis for extending

benefits. Of course, the admission of the marginal group to

participate in the transfer scheme may have overriding mora l

implications but the group will only be admitted when the

21Thurow , Poverty and Discrimination , ç~p. cit., p . ‘58 .
288ernard P. Herber , Modern Public Finance: The St’~’y

~f P~f1ic S’�ctor Economl’-s (Pevis~d ed .; Hon’ewood: Richard P.
Irwin, T,~~~ ~971), p. 5.~~

29Council of Economic Adv 4sers , Economic Report of the
President, 1965 (Washington : Government Printing Office , l~65),p. 157.

M. Bu’~’anan The Pub1~c Finances (Homewood:R~cP~rd 0. IrwIn. !r ’ r . ~~~~~~~~~~ ~~~~~
~—
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consensus among decision makers is that th~s group Is somehow
deserving of special treatment.

Decreased Public Expenditures and Increased Social Utility

Aggregate i ncome will be less than need be if mi nority

group members are not permitted to compete on an equal basis

for income because of discrimi nation. In addition , the

magnitude of goverrrent income maintenance expenditures wil l

be less if this portion of the population is permitted to

compete on an equal footing with others. Transfer expenditures

would be less both because the Increases in aggregate income

discussed above would permit less unemployment and because

spend ing activity on the part of the newly employed would

generate more income indirectly through the multiplier effect.
.5 

.5 

Aside from the costs of discrimination , poverty itself entails

economic costs through wasted human resources.31

Another important cost category of poverty (and
— discrimination) is that associated wi th social costs. It may

be argued that poverty and discrimination impose costs upon

both those who suffer the affliction and those who are .5,

merely witnesses to it .32 Thus if a society has a preference

31The President’s Advisory Comission on Income
~~‘ ntenance Programs , Background Papers (Washington : Government
Priotin~ Of’ ice , 1971), pp. 13—5.

32Haro’
~d ~~ . Hochman anc ~.~ames D. Rodgers , “Pareto

~~:~~ai Redistribution ,’ American Economic Review , 54, No. 4
(September 1969), 543.
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for equality of opportunity and minimum living standards fer

all , a divergence from these goals will be sociall y

unacceptable and the general welfare would be increased by

eradicating the divergence .

Market Mechanisms and Income Disparity

The market will allocate resources efficientl y and

distribute the product equitably (on the basis of inputs to

production) in the absence of externalities and market

imperfections. However , economic writings and social history

are replete with examples of divergence from efficient and

equitable solutions. The mainstays as cul prits are the issues

of monopoly elements and externalities . A different problem

which eludes efficient a1id equitable market solution is that

imperfection which results when economic units act on the

basis of noneconomic motives such as racial prejudice. It is

noteworthy that such action may not be predicated on any

personal dislike for members of the group against whom

prejudice is directed . That is , market activities which

discriminate on the basis of race may merely follcw established

patterns of doing business which are instituti onally biased .

This type of market imperfection is illustrated by assignment

to ~ob classes based on racial identity . This practice has

~~~~~~~~~~~~~ - 

_ _ _
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been prevalent throughout much of the United States.33 It is

also illustrated by marketing and purchasing strategies which

exclude minority group members from partici pation in some

market processes as surely as if the strategies were designed

to be discriminatory .

Exclusionary activities which exist within the

institutiona l framework of economic life in the United States 
.5

nave worked to the detriment of minority group members by

denying them equal access to neighborhoods , schools , and jobs

with the consequence that they have been denied access to

promotions , capita l markets , and economic institutions

generally.34 The market economy is only efficient and

equitable when it is impersonal--it is only impersonal in the

absence of excessive personality Influences. Biases are

learned early and changed only slowly. Denial of equal access

to markets is a major contributi ng factor to the fact of

minori ty group underdevelopment in the United States. The
.5 denial of equal access has been perpetuated through market

33
Barbara R. Bergman , “Investment in the Human Resources

of Negroes ,” Race and Poverty, ed. John F. Kain (Englewood
Cliffs : Prentice-Hal l , Inc. , 1969), p. 55.

345ee Thomas Sowell, “Patterns of Black Excellence ,”
The Public Interest, No. 43 (Spring 1976), pp. 26-58. This
a:. ~le states that some few black schools have providedex~- Li1 en t educational opportunities and produced extremely
successful black men as a result. Sowell implies that equal
ec~cationa1 opportunities are less important to the progressof blacks than traditional school discipline.
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.5

discrimination . The figures on minority ownership presented

above suggest that the manifestation of access denial has been

prevalent in the area of business ownership.35

Market instItutions in the United States have not

generally been open to the accommodation of minori ty group

members ’ aspirations for upward economic mobility . One of the

primary reasons for lack of accommodation can be traced to the

prevailing socio-economic structure. As the country became
‘

-.5--

industrial i zed imigration was perceived as threatening to job

security particularly in industrial centers. Al l immigrant

ethnic minorities met wi th sane opposition on this count.3~ The

“melting pot” solution , through which ~~ltural values and acial

attributes are fused through i ntermingling ~as resulted in the

assimilation of the white ethnics into mainstream America.

European and “4ordic immigrants were assimilated but such h.:s

not been the case with Blac k , Oriental , and Spanish-speaking
‘-.5 

Americans.37 The differences in tendency toward assim ilati on

are striking . A convincing argument can be made that the

primary reason for this difference is that one can change ~is

35Samuel I. Doctors and Anne S. Huff , Minority
Enterprise and the Precident ’s Council (Cambridge: Ballinger
~t~

’Hshing Company, ~~c., 19713), pp . T-6.
36cf Thomas SoweP , Race and Economics (New York: David

McKay Company, Inc., l97S~, p. ‘
~l62.

37Charl es P. Kindleberger 1 Economic Develo~~ent(New York : McGraw-Hill Book Company, Tnc. ,“T965), p. 27.
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language and lifestyle but not identi fying racial features such

as ski n hue and hair texture. 
.5

There is no apparent , overwhelming economic reason for .5

the majority of the United States citizenry to be concerned

about the lagging economi c status of nonwhites . Such concern

would not be in the best interest of the individual worker or H

businessman since it would be tantamount to increasing

.ompetition for his economic position. 38 While the long run

social welfare may be served by the economic development of this

sector as suggested earlier , mi nority group economi c development

has the short run nature of a public good . Even if a consensus

could be arrived at on the specific issue of promoting economic

develooment for minority group members at the local level , the

method of doing so would be subject to hindrance because of

perceptions of threats to individual economic positions. A

broad-based , l ong-term program is needed if the institutional
.5
-.-- environment is to be altered sufficiently to accommodate

minority group economic development.39 Insti tutions change only

slowly and democratic institutions appear to change more

rapidly only in reaction to shocks or crises which are .5

potent’~ally threatening to their underlying goals.

3
~~hurow , Poverty and Discriminati on , op. cit., p. 133.

~
9Roy F. Lee , The Setting for Black Business Development

(Ithica : New York School of Industri al and Labor Relations , .5

Cornell University , 1972), p. XVI. .5
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There is a considerable historical background for

societal refusal to extend equality of opportunity to nonwh i te

minorities. Just as in the case of poverty , the “stylized

facts” of racial discrimination are self-perpetuating and

socioeconomi c phenomena based on race relations follow the

vicious circle pattern . A lack of job opportunities , capital

market access, production di stribution channels access ,

housing market access, education and training opportunities and

sociocultural interactions have all served as mutually

reinforcing conditions which interact to deny minority group

members a full measure of economi c development capability .

Moreover , the inherited aspects of insti tutional arrangements

have insured intergenerational transfer of racial attitudes

with the consequence that the socioeconomic position of racial

minorities has not improved as much over time as it otherwise

would have . There has been passed into law several pieces of

equal opportunity and treatment legislation in the last

Jecade.4° There has not been a corresponding improvement in

equality of opportunity . Meaningful social change is only .5

9uaranteed through changes in institutions . Vet institution s

‘-hange only slowly and marginally. Institutional change is

-‘~onditioned by the breadth and strength of societal corT~nitment.~

40Civil rights public pol icy activities are discusse r’
‘in chapter three , below .

cf Robert A. ~~lo , The Politi cal Aut~ori~y and ~~~~~~ .5(Oal1as~ South-Western ~,h shT T~ oany~ ~~~~~~
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In the absence of instituti onalization of the ideology

necessary to promote mi nority group economic development ,

government activity to promote mid-term achievement of this

publi c policy goal is warranted. That is , extramarket

I * 
- activity of a publi c policy nature should be used to counter

interpersonal and institutional activity which impedes
.5 mi nority group economi c development.

I

1
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CHAPTER III

.5 

THE ROLE OF PUBLIC POLICY IN ECONOMIC DEVELOPMENT

- 

Introduction

Chapter two of this study summarized the problem of

minority group underdevelopment in the Unite d States. This

chapter is concerned with the presentation of an economic

development perspective through which the economic development

problems and prospects of underdeveloped sectors of advanced

economies may be viewed . The role of government in promoting

development will be analyzed and the extent to wh Ji pub~~ .5
policy action is likely to be effective will be assessed . In

this study the minority group sector of the United States

economy is chosen :~s the prime example of an underdeveloped

sector to which the analytical tools of economic development

theory may be applied . The present chapter begins a more

detailed consideration of the impact of the Section 8(a)

Program by analyzing the relationship between public pol icy

activ~ty in underdeveloped countries and underdeveloped sc:tors

a-f advanced economies .

There are strong similarities between the probl ems

faced by economically underdeveloped countries and underdeveloped

sec ’~or~ ~ advanced economies bcth in the manner in which

_ _ _ _  ‘. ‘
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underdevelopment manifests itsel f and in the types of

governmental activity which may be used to combat it. That

their income is low relative to whites is testament enough

to the underdeveloped condition of minority groups . In

addition they are subjected to the same types of anguish

regarding their economic security and the prospects that their

children will be unable to penetrate the middle class as the

majority of persons in underdeveloped countries . Poverty and

underdevelopment ~re self-perpetuating in both the case of

underdeveloped countries and underdeveloped sectors.

Public policy can be either an aid or a hindrance to .5

economic development prospects. Both the type and intensity of

governmental activity can have far-r~aching effects on

economic interrelationships . In addition , the consequences of

action or inaction in a particular sphere of economic activity

can have a lasting effect as it becomes a part of the

institutional fabric of the society. Missed opportunities .5

might be costly and erroneous decisions might be difficult to

reverse if -sot soon discovered .

It should be noted that one of the primary distinctions

between treating underdevelopment in low i ncome countries and

trea~ing it in sectors of developed countries revolves around

the existence of resources and institutions favorable to

development. Th.4s the p-oblem s of sectoral underdeveloprnent 4
primarily concern growth in output or redistribution while

_ _ _



those of underdeveloped countries pr imar ily concern urodd _base r’

F economic development.
’
~

The Case for Governmental Intervention in the Econ omy

Much has been wri tten about tne role which the state

should play in economic affairs . The controversy has raget

throughout the hi story of the economics discipline and has

incl uded both the polar arguments of total nonintervention and

complete state ownership and control of the economic system. The

more popular position has been eclectic and has been temoered by

.5 time and circumstance . The scope of Adam Smith ’ s three

functions of government would have to be stretched considerabl y

to meet the needs of a twentieth century , industrialized

economy. Yet the market mechanism has demonstrated its

superi ori ty for performing the a l locative function in econoH c

activity . There ‘is a strong economic case for government to

provide col l ective goods; law and order; environmental

control ; monetary stability ; regulatory measures , quasi -

col l ective goods such as education and parks ; private services

such as highways and posta l service ; arid poverty relief .2

cf Charles P. K’ndleberger , Economic Deveiopment
(2nd ed.; New York : Mc Gr.iw -H ill Book Company , l9&~ , 

~~~
. 3. .5

2james H. Buchanan , The Public Finances (3rd ed.;
Homewuod : Richard 0. Irwin ,’Tnc., 197U), pp. ’73-34.
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Lewis suggests that governmental activity functions to

influence economic progress in nine di fferent ways:

Maintaining public services , Infl uencing attitudes ,
shaping economic institutions , influencing the use of
resources, Influencing the distri bution of i ncome,
controlling the quanti ty of money , controlling fluctuations ,
ensuring fu~l employment and infl uenci ng the level of
investment.

When the above functions of government are considered along

~~~~~~~~~ the following objectives of governmental development

policy stated by Tinbergen , it is evident that the question of

governmental activity in economic development is not a matter

of whether government should become involved , but rather, a

matter of the extent and type of involvement which is proper.

Tinbergen writes that the pri ncipal objectives of governmental

development policy are:

(1) To create the general conditions favorable to
development; (2) To acquaint the government itself and
the public generally with the potentialities and
advantages of development; (3) To make a number of
investments usually of the “basic” type; and (4) To take
measures designed to faci’itate and stimulate pri vate
activity and development.

Even when the question of economi c development Is not

at issue Musgrave notes that government should intervene in

the economy to influence distribution , stability and resource

,..~~ocation . Influencing resource allocation is especially

3W . Arthur Lewis , The Theory of Economi c Growth
(c~ornewood : Richard 0. Irwi n , Inc., 1955), pp. 3-4.

4Jan Tinbergen , The Desi gn of Development (Baltimore :
Jonn .-‘.opkins Press , 1958), pp . 3-4~

” 
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crucial to the extent that externalities , imperfect

competition and decreasing cost industries are present.5

Governmental intervention in the Western economies has

increased In the post-Wtwld War II era due to an increased

interest In economic growth.6 The extent of intervention in

underdeveloped countries has been more significant because

= their fiscal institutions are also less developed and less

effective, and because the development task which confronts

them is more formidable.

.5
’ 

Governmental Role in Traditional Devel opment Activity

.5 Some governmental activity is i nevitable in the economy.

Some portion of governmental activity should be devoted to

economic developmental aspects of the country if development

is to be speeded in underdeveloped countries . Effective

fiscal planning of programs is necessary given the scope of

needed activities .7 The activities most needed are those which

5Richard A. Musgrave , The Theory of Public F i nance
(New York : McGraw_Hill Book Coiiipany, T9’~9], p. 5.

6Andrew Schonfi,~ld, Modern Capita lism (New York: Oxford
University Press, 1965), pp. 61-7.

7Robert L. Heilbr’oner , The Great Ascent (New York:
Harper and Row , Publishers , l9~~~

’
~~a. 7; see also P.1. Bau€- r ,

Dic.;ent on Development (Cambridge: Harvard Univers ity Press ,
T~7~}, t’ha. 2, tnis fs not an argument for comprehensive
central planning In the manner interpreted by Bauer as beinç a
mainstay of treatises on economic development. Rather , what ~~~

sug~ested is that careful account be taken of those activ ities
fo! s~~ch there is an economic case ~or government irte ’, v rnticn
and ~b’t orogr~mc of s1~nlf1can t magnitude to capture exi sting

~~~~~ ar~~ ~~~~~~

.5 

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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increase both public and pri vate i nvestment and increase the

availability of good s and services with significant consumption

externalities . The goods which governmental activity should be

directed toward range from pure public goods to those which

would increase development but for which private consumption

purchases would likely be too low. That is , some goods wi th

significant consumption externalities should likely be provided

by government.

There is a preponderance of externalities in

underdeveloped countries owing primarily to the fact that
.5 

these countries have neither the infrastructure , the

sophisticated financial institutions nor the established markets

which are prevalent in developed countries.8 Externalities

under these circt.gilstances can only be captured if conscious

governmental programs are established which create an

institutional setting more favorable to development.

Government economic developmenf activity must be tied

together through planning in underdeveloped countries. During

the period after World War II when colonia l powers began

granting politica ’e i ndependence to the countries of the

un~erdeveioped worl d , many of the leaders of these countries

8Ki ndleberger , qp. cit. , Cha . 9; see also Gerald M. Meier ,
Sources of Capita l Formatfon--Note ,” Lead inj issues in
Ecc-i-omic Development, ed. Gerald H. Meier (2nd ed.; New York:
~~ ord University ’P

~
’ess, 1970), p. 186.
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turned their concentration from the all-consuming struggle for

independence to the problems of industrializ ation and economic

development .

Before independence the proceeds from. . . primary
exports were mainly plowed back into these very [export-
oriented activity] enclaves with little spillover effect
for the rest of the economy. After independence the
desire to match political with economic independence
naturally led to the attempt to capture these proceeds and
utilize them for national development by redirecting them
toward ~n expansion of public overheads and the industrialsector.~

Aspi rations in these countries outstripped the increases in

output which they had been able to achieve. Active governmental

intervention was seen as the only alternative to continued

stagnation .

Capjtal Formation

One of the most formidable probl ems facing underdev~’loped

countries is accumulating sufficient capital economy—wide ~;o

get development started and , once it is started , to sustain it. 
.5

“In ~he view of many economists , capital occupies the central

position In the theory of economic development .”10 Capital

formation has both outt~ut and capacity effects. ~t increases

current aggregate dema d in the economy through its active

role as net i nvestment; simultaneou sly, it insures that the

9Gustav Ranis , “Economic Dualism at Home and Abroad .’
Public Policy, 18, No. 1 (Fall 1969), 42.

‘10Kindleberger . oi. cit., p. 83.

_ _ _  
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capability of the economy to produce in future periods is

i ncreased.~
Economic development depends critically upon the forma-

tion of physical capital ; however , almost equally as crucial

is the need for human capita l accumulation since it is

complementary to physical capi tal accumulation. Estimates
.5 indicate that returns to i nvestment in human beings have made

major contributions to economic growth.’12 Human capital

accumulation includes all i nvestments which increase the

capabilitie s of individuals to contribute to the productive
.5 process. These investments include but are not limi ted to

education , health , and migration . Efforts to i ncrease capital

formation must include both physical and human capital . Since

private means or incentives may be lacking , government may

need to insure that these investments are undertaken.

Physical capital formation. One of the identifying features of

an underdeveloped economy is a lack of infrastructure or

social overhead capital . It is essential that transportation ,

conlnunicatjons, housing , and supplies of power and water be .5

‘l’1 Edward Shapiro , Macroeconomic Ana lysis (2nd ed. ;
New York: Harcourt, Brace and WorTd, Inc., 1970), Cha . 11.

‘
~
2Theodore W. Schultz , “Refl ections on Investment in

Man ,” Journal of Political Economy~ 70, No. 5, Part 2(October 1962), 3.



available before development can take place on a national

scale. In addition it is not likely that investments which

have substantial economic development potential but lack a

public goods character will be undertaken in sufficient

quantity in the private sector. In these instances the

government should be prepared to supplement private investment .

The provision of i nfrastructure is one of the most

imposing problems which underdeveloped countries must face.

Social overhead capital investments constitute what Tinbergen

calls “basic ” government Investments .’13 Expenditures for them

.5 
must be undertaken by government because of the s4gnifirant

external benefits which accrue from their provision . In the

absence of a market for the use of i nfrastructure facilities .

some objective criteria for expend i ture on them must serve as

.5 the basis for priority of expenditure . It might be possibl e to

decrease the amount of government investment expend i tures and

substitute private investment through subsidies and tax 
.5

structures which increase private initiative. ”14

Aside from social overhead capital requirements

government must make a determined effort to guarantee a climate

i”n whi ch favorable private business investment decisions can 
.5

,

‘
~
3Tinbergen , qp~~cit., p. 6.

‘14Gerhard Ccliii and Theodore Geiger. “Public Planninn
and Private Decision-Making in Economic and Social
Develooment .” The Challenge of Devej~,pnient. ed. Richard J.
War .~ic- :Md ~~~T~b1ish ng Ccm~

’
~ T l967). p. 6.
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be made. Government must show a willingness to undertake

investments with a high development potential if private

concerns are either unwilling or unable to do so. The

.5 introduction of plant and equipment is one of the major ways .5

through which technological i nnovation is perpetuated . The

availability of updated plant and equipment is necessary to

development and in some cases must be al lowed for by

government.

Human capita l formation)5 The essence of the concept of

human capi tal as it relates to economic development can be

stated in the following terms: A significant portion of the

increases in output per worker which are not explained on the

basis of quantity increases in the traditional input factors

labor and capital are likely attributable to investment in

human capital)6

“Human resources development. . .may be a more realistic

and reliable indicator of modernization or development than any

other sing ’ e measure .”17 This statement by Harbison and Meyer

is representative of an approach to economi c development of

‘15See Gary S. tsecker, Human Ca,pital (New York: Columbia
(.~r~iversity Press, 1964), ChasT[-~, this section is basically
in accord with Becker ’s analysis.

‘16Schultz , op. cit. , pp. 4-9.
17Frederick H. Harbison and Charles A. Meyers , Education,

Manpower and Economic Growth (New York: McGraw-Hill Book
Company, 1964J~~p. ‘14.

_ _  
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recent years which accords i ncreased importance to factors

other than purely economic ones. Economic development is no

longer the exclusive province of the economist. The current

emphasis on human capita l investment was largely pioneered by

Theodore W. Schultz through his article , “Investment ~n Human

Capi tal ,” which appeared in the American Economic Review ,

March 1961 .18 Before the publication of Schultz ’s article

most economic writing s on the subject o~ economic development

confined their treatment of i nvestment to tne more quantifiable

physical capital. Schultz suggests that to take account of

human capital formation is probably at least as revealing in

an analysis of economic growth as to take account of physical

capi tal formation. Schultz included expenditures on education .

health and i nternal migration to take advantage of better job

opportunities as examples of i nvestment in human capital .k’

Schultz was not the first economist to accord importance

to investment in man. Adam Smith considered investment in

education to be additions to the stock of “fixed capital .1s20

A thread of thought persisted throughout the writings of

the classical economists which suggested that education was

~ Mark Blaug , “Introduction ,” Economics of Education ,
ed. Mark Blaug (Baltimore : Penguin Books, Inc ., l~68), ~Tl

’l.
‘
~
9Theodore W. Schultz , Investment in Human Capita l .“

American Economic Review, 51 , No. 1 (March 1961), 1-3.

20Harbison and Meyers, ~p,. cit. , 0.  3. 
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important to economic development. 21 Senior , McCul lock , and

Mill each conceded that i nvestment in education was desirable

for economic growth but stopped short of an analysis of the

.5

, 

impact of human capital i nvestment on the capacity of the .5

.5 economy to increase its real output per capita .

Much of the literature addressing itself to economic

development in the last decade has deal t with the impact of

education. One of the most ambitious efforts of analyzing the

contributions of education to economic development was a

vol ume edited oy Mary Jean Bowman (and others) for the United

Nations Education Scientific and Cultural Organization

(UNESCO) entitl ed Read i ngs in the_Ec~~o~jcs of Education.

Much less work has been done in the areas of health and

internal migration . The contributions of education to economic

development are numerous and include greater productivity per

manhour , externa l benefits , and greater appreciation on the

-
~~~ part of individuals for the components of the “good life .”22

Education has both investment and consumption aspects ; there

are future as wel l as present benefits from it; and the

investment component of education includes payoffs which

21Rando lpn C. Blintz , “Education in the Writings of .5

M~~tius , Senior , McCullock , and John Stuart Mill ,” Read i ngs
~r~~~e Economics of Education , eds. Mary Jean Bowman and
ethers (Paris: UNESCO , 1968’)T pp. 41-6. .5

22FritL Machlup , Education and Economic Growth
(L;~~olri: University of Nebraska Press, l97~), p. 22.

.5-- - -’- ~~~~ - -~~~~~~~ -— — - — - -‘ --- - -.-“.
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.5 accrue to the individua l who has received it as well as payoffs

which accrue to other individuals as external benefits .23

Machlup suggests that education plays a significant

role in promoting economic growth through its effects on

improvements in the quality of labor. He states that:

Positive effects may be expected on five scores: (a)
better working habi ts and discipl i ne, increased labor
efforts, and greater reliability ; (b) better health
through more wholesome and sanitary ways of living ;
(c) improved skills , better comprehension of work
requirements , and increased efficiency ; (d) prompter
adaptability to momentary changes , especially in jobs which
require quick evaluation of new information and , in
general fast reactions; and (e) increased capability to
move i nto more productive occupations when opportunit i~~arise. All levels of education may contribute to
improving the quality of the l abor force.24

One of the hallmarks of economic development is cha-iq&~.

These changes may be pervasive and may have cultura l and

politica l aspects. Vaisey suggests that one of the major

contributions of education is that it creates an appetite ~or

change .25

The contribut~ons of health to economic development are 
.5

almost obvious . Given that manpower ‘s the key vehicle

by which most production processes are operated , a healthy 
.5

23Theodore W. Sc”ultz , The Economic Value of Edu’:ati’~n(New York : Columbia University Press , ]~63), p. 38; see asoBurton A. Weisbrod , ‘External Effects of Educat-c~n ,” Econc ~c s
of Education , ed. Mark Blaug (Baltimore : Penguin Books , In c.

T~~T~~ 7.

24Machlup , ~jit., pp. 7-8.

VnsE v . T’i~ 4~ci~j a I  t - :~ -~~.- ~rd ~cc~cn~c
~ r~~~’~~i (Paris: IiECD . 1~~~

’, ’5’.’
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work force is essential if a society is to realize its

potential for increasing Output. Most of what has been said

.5 about education is appl i cable to health as a human capital
.5 investment. However, there are striking differences between

investment in health and education. The impact of health

i nvestment on economic development is more difficult to assess

because of probl ems with conceptual i zation and measurement.

Mushkin notes that one of the primary differences between

.5 these two types of human resources development is that:

Educational investment is a developmental process which
.5 j ferrets out and encourages native talent. It proceeds

step by step from one level to another, transmitting a
cultural environment by building on the existing store of
knowl edge. Health programs seek basically to prevent a
hostile environment from killing and crippling . They
seek to stay the natural forces of biol ogical selection.26

Three other differences between heal th and education noted by

Mushkin are: (a) health programs increase the quantity as

well as the quality of the work force while education only

increases the quality ; (b) units of quality change in health

programs cannot be defined as tidily as units of education

embodied in the labor force; and (c) earnings differences

attributable to healtn programs cannot be assessed to the

extent possible with education.27

26Selma J. Mushk in , “Health as an Investment ,”
~our~ai of Pol i tical Economy, 70, No. 5, Part 2 (October
19”~~), 135.

27Ibid. , pp. 132-4. 
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Health , like education has both consumption and

investment components , and both are subsidized by public

sector expenditures to some extent ‘in most countries. The

extent of externalities involved in health appears to be

conceived of as being less than those for education . For

example , in the United States, public expenditure for each

.5 was approximate ly 25 billion dollars in 1962, hc~ever the

ratio of public to private expend i ture was 4:1 for education

and only 1:5 for health.28 The fact that life expectancy

is longer in developed untries with the consequence that the

potential productive life is l onger suggests that there is an

upward cycle of development associated wi th better health

care. One way to provide for a development climate in

.5 underdeveloped countries is to eliminate the diseases which

cause shorter life expectancy.

The final type of human capital investment to be

considered is that associated with the ability of people to

be geographically, sociologically, and economically mobile.

There is little doubt that mobility is a~ form of investment.29

The ability to move to different career ladders represents

potentially hi gher current and future remuneration at the

same time that it increases the output of the society . In

add i tion , the free flow ~f human resources provides the

_____ 
p. 132.

‘19Schu~tz, “Invesirnent in ~~r’a Capi :al , ‘ at. .  p. 4.

.5 
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best assurance that talents will be most nearly matched wi th

production requirements . This implies for underdeveloped

countries that the horizons of young people be broadened from

opportunities available in their l ocalities to opportunities

available nationwide. The national government is probably in

the best position to provide adequate insurance against

unforeseen exigencies under these circumstances .

Social and economic mobility are closely related. Where

one is lacking the other is likely to be lacking as well.

Hoselitz argues that not only do social structures impact on

economic mobility but the reverse is also true.

The social structure of a modern industrial society
has been described as presenting universalist , achievement
oriented norms in the assignment of roles (as opposes to
ascription oriented norms ‘In traditional societies). 0

Deyrup cc~ncludes the consumption generates the mobility

between classes which is necessary to development. The central

rol e which consumption plays is based upon widening the

domestic market for manufactures. This can only be done

when redistribution is made possible through substantial

social mobility .31

30Ber c F. Hoselitz , Sociological Aspects of Economic .5,
-

.‘.Dw r- (Glencoe , Illin ois: The Free Press of G’lencoe , Inc.,

~~~~~~ ~33.
31 Felici~ J. Deyrup , “Social Mobility as a Major

cr ~n Eco~omic Development ,” Social Research, 34
~~~~~~~ 1967), 334-8 .

_  - ‘-.5.5 
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Financing Capita l Formation .5

Consumers In underdeveloped countries just as those in

economically advanced countries have two alternative

dispositions for income accru ing to them. They may either

spend it for consumption or save it. The act of saving makes

funds available for investment in either the private or public

sectors. The i ncomes which accrue to most consumers in

underdeveloped countries are near the subsistence level. .5

.5 Under such circumstances private savings are likely to be low .

The marginal propensity to consume may vary widely in

underdeveloped countries because of the “demonstration effect” 
•1

or a long tradition of want and privation .32 The consequence

of a lack of sufficient private saving is that private investi~ ”t

is likely to stagnate in underdeveloped countries . The main

source of private saving in these countries is the profits of

business enterprises which also account for virtually all

private investment. The rate of saving out of national income

is too low , and this pact accounts for the i nadequacy of

investments which Impinge upon increased output per capita .33

If the private sector does not save enough to satisfy

basic i ,ivestment needs , the alternative is to generate

sufficient public saving to bridge the gap between investment

32Ursula K. Hicks , Development Finance (New York: .5

Oxford University Press, l~~5), p. 50. 
.5

33W. Arthur Lewi s, r’ -”i~l’,pnent P1annin~ ~Ne~ York: ‘.5

.

-larper and Row , Pub l ’shers , ~~
‘ ‘

~p T ~
’
~~2O. 

.5
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.5 

expenditures which need to be made and private investment

forthcoming out of private saving . The rate of private saving

has been inadequate to suiport the necessary level s of

investment in underdeveloped countries .

This is why so much emphasis is now placed on the
importance of rai sing the rate of public saving (government
revenue minus expenditure on current account~ in countries

.5 seeking to accelerate their economic growth .~
4

T~ form of public saving discussed here is forced saving

through taxation.

On the basis of available evidence , the most plausible
.5 

conclusion is that higher income groups of l ow-income
countries could provide sufficient saving to finance the
innovational projects that are technically feasible.35

Economic development has distributional as wel l as output .5

aspects. The incidence and operational impact of taxes on .5

efficiency and equity are not neutral matters. Governmental

activity to raise revenues must avoid adverse impacts . In the

field of taxation , it Is difficult to assess reactions in
.5 — advance. Ic development is the primary goal , the distributional

burden and incentive problems , though important , are minor

by compari son with the problem of diverting resources from

the consumption to the saving stream . Taxation for development

is esse~tia1ly a probl em of resource allocation.
36 .5

341bid., p. 121 . 
-

.5

35Everett E. Hagen , The Economics of~~evelqpm~nt(Homewood : Richard 0. ~~~~~~~~~~~~ , p.~~34.
36Nicholas Kaldor , “Taxation for Economic Development ,”

Ta,~ation for African Economi c Development , ed. Milton C.

- -
~ Taylor (New York: Africana Pu’bT’ishing Corporation , 1969), p. 158.
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Given that large sums need to be collected in taxes to

accomplish the development program , the tax system used in

underdeveloped countries should be virtually universal in its

application . The implication of this statement is that a

‘
.5 - 

, direct tax on income is warranted . However underdeveloped

countries have not traditionally used direct taxes because of

inherent problems with conceptualization of income , tax

administration , and tax discipl i ne (tendency to evade).37

Indirect taxes, though inherently inferior if progressivity is

desi red , have been used extensively in underdeveloped countries.

Due states that in underdeveloped countries , “The most

significant merit of indirect taxation is its ability to raise

much more revenue than would be politically, economically, .5

and administratively feasible wi th direct taxes.38

Entrepreneurship .5

“The lack of entrepreneurshi p is one of the most frequently

cited obstacles to takeoff in such [underdeveloped ~
countries .”39 The existence of individuals who are both

37A.R. Prest, “The Role of Direct Taxation ,” Taxation
for ~fri can Economic 0ev~’lopment, ed. Mi l ton C. Taylor
(Mew York~ Afric~na Publi shin g Corporation , 1969). pp. 238~~’ .

38John F. Due , Ind~ -ect Taxation in Developing Econr,mies
(Baltimore : The John H6~~~s ’N~~~

’, 

1970), p. ‘T~ ~~~~

‘ ‘

39Benjamin Higgins , Economic Development (Mew York :
W.W.  Norton and Company , inc ., 1968), p. 105.
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willing and able to conceive the idea of a business

opportunity , organize production to take advantage of the

.5 opportunity , and develop the markets for the product is

crucial to economic development prospects.4° There are

conflicting theories on the determinants of the supply and

even the source of entrepreneurial talent to promote

development.41 It is clear however that entrepreneurial

talent of the management type does make a positive contribution

to development. The development of entrepreneurial talent

may also be thought of as a human capi tal investment through

education and training .42

.5 Public Pol icy and the Relationships between Underdeveloped
Countries and Underdeveloped Sectors

The reader should be reminded of the connotation of

the term “underdeveloped sector” as used in this study. A

sector is underdeveloped if income accruing to its members,

measured in per capi ta or median family tenns, is pe~’~sistently

below that accruing to other members of the society. The

economic development problem in underdeveloped countries

and underdeveloped sectors is similar in several important

40Hagen , op cit., p. 217.
41Peter Kilby , “Hunting the Heffalump ,” Entrepreneurship

~nd Economic Development, ed. Peter Kilby (New York : The Free
.5 

Press , 1971), p. 19.

_____ 
, p. 36.

_ _ _  -J
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respects. The primary Indicator of underdevelopment in each

case is the prevalence and pervasiveness of a tendency toward

poverty. In each case government activity should be directed

at diminishing the causes of low income and government pol i cy
.5 should be tailored to counter the prevalence of low i ncome.

.5 This Impl ies that specific programs should be different in

underdeveloped countries than in underdeveloped sectors to

counter the same general underdeveloped condition .

While there are conceptual problems with comparing a

.5 group within an open society with those who comprise an entire

.5 society, these difficulties can be lessened if underdeveloped

sectors are thought of in terms of being subject to internal

flows only. That Is , they may be conceived of as being

closed with primarily circular flow possibil1ties existing .

Any interaction wi th the rest of the economy could then be

thought of as “external” in the internationa l trade sense.

The writer is not willi ng to extend the argument of

underdeveloped sectors to suggest that same of them are

“internal colonies ” in the manner suggested by Tabb.43

The problems with Such an analysis have been pointed out as

being too overwhelming in terms of theoretica l constructs and

43Wi11 ’Iam K . Iabb , ~~_Po1itica 1 Economy_of the Black .5
-~hc~ to (New York : W.t-~. Norton and Company , Inc. , 197C~,~~T;a. 2 .

.5 — —--- .5 ’ 
_ _ _ _ _ _ _
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policy implications by Harris.44 In addition , while the Black

Ghetto contains a significant number of minority group members

it is not the exclusive residence of minority group or even

black economic underdevelopment. Capital flow accounting

would be unmanageable given the geographical dispersion of the

.5 
minority group underdevelopment problem.

S~- av ’iL” ns between Underdeveloped Countries and
Underdeveloped ~~~~~~~~~~~~~~~~~~~~~~

The manner in which socioeconomic variables interact

in underdeveloped countries and underdeveloped sectors bears

striking resemblances. In each case there is a lack of

sufficient private saving activity which fails to generate

sufficient physical and human capital ; the relationships

between low income minority group members of the society ,

those who pay the dearest price as a consequence of under-

development , and high income members of the society work to

the detriment of the former and affect their attitudes about

their worth ; and consequently, the incentive to improve their

prasent condition is lessened on the part of those who harbor

the greatest deve lopment potential . Ranis concludes that both

~nderde’ie1oped countries and underdeveloped sectors exhibit

;-
~~~ characteristics of sectoral dualism. He writes that:

44Donald J. Harris , “The Bl ack Ghetto as ‘Internal
CL.iony ’ : A Theoretical Critique and Al ternative Formulation ,”
T-,~ Review of Black Political Econpmy,~ 2, No. 4 (Suniner 1972),3-9.

_ _ _ _ __ _ _ _ __ _ _ _ _
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.goverrrent must concentrate in the first instance ,
on social and economic overhead construction , particularl y
In education , health , and transportation , to help begin
to redress some of the histori cal backlog of unequal
rates of physica l and human capital improvement . Secondly,
It must concentrate on reducing market imperfections ,
i.e., “clearing the boards” and eliminating some of the
worse inequalities of access to resources currently faced
by the Inhabitants of the two sectors. This means not

• .5 only the elimination of the more blatant manifestations
of prejudice in the social and economic spheres , but the

.5 

provision of basic information on markets and opportunitit3s
and the enforce~gnt of legal safeguards forminorities .

Saving, capital formation, and absorptive capacitj. In the

absence of sufficient saving activity capital accumulation is

likely to be low with the consequence that development

activities are stifl ed. Even in the presence of sufficient

capital to promote development there may be an inability to

effectively utilize available capital because socioeconomic

strictures are present which cause distortion of economic

incentive or because insufficient technical knowledge exists .

It is incumbent upon government to attempt rectification o~
the latter problem through programs designed to increase human

capital on a short-to-med ium-term basis. In the former

situation the only reasonable alternative is an increase of

Income which is widel y distributed . That is , government

effort should be directed toward insuring long term economic

and cocial development through activities designed to create

an institutional environment conducive to development.

~
r
~~~~n i s  o p c ’ t . .  p. 4~J .

.5 .5 
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There is a shortage of savings in underdeveloped

countries and underdeveloped sectors for essentially the

same reason: The ability to save out of marginal income is

low because of pressing consumption needs.

One of the obvious di fficulties which plagues an
.5 occasional entrepreneur in a low-income country is that

he does not have enough capital to finance a venture and
cannot find anyone who is willing to lend him money for 46a venture in whic~ he is willing to risk all of his own.

This difficulty also applies to underdeveloped sectors.

Persons in underdeveloped sectors generally have access to

mass media comuni cations. To the extent that the relative

income hypothesis reflects actual consumer behavior and

advertising is a want-creating activity , they will spend

greater proportions of their i ncome for consumption than they

otherwise would wi th the consequence that their consumption

will be higher and less funds will be available for saving .47

The problem will be exacerbated to the extent that savings

constitutes a residual out of current income for most families

as opposed to those families whose saving goals are based on

calculations invo lving the interest rate or general target

amounts ;48 that is , to the extent that the population is

m ade up of residual as opposed to target or calculati ng savers.

46Hagen , op,_cit ., pp. 129-30.

_____ 
pp. 132-3. .5

48John F . Du e , Government Finance (4th ed ..; Homewood :
Richa ,-a D. Irwin , Inc.,’19”68J, p. 24k.
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Three aspects of capita l accumulation are germane to

this study. First , capi tal ownership implies a source of

Incom e above that which accrues from labor input alone.

Although there are opportunities for the transfer of capital

ownership, net increases are preferable to redistribution

.5 since net increases (investment) are desirable in their own

right. Secondly, the income producing effects of capital

— accumulation raise the income of capital owners at the same
.5 

time It raises the current income of the economy. The act of

investment serves to insure employment of resources which

.5 might otherwise be idle and thus serves as a stimulus which is
.5 subject to the multiplier effect. Thirdly, capital acc’imulat~or

increases the capability of the economy to produce more in

future periods. To~ the extent that the underdeveloped sector

owns increases in the capital stock proportionately, its

— income share from such ownership will tend to i ncrease to a

rough parity wi th other groups of the society. Geographical

and cultural boundar ies will have same impact on the

dispersion of income from capita l ownership between this sector

and others.

The ability to use capital productively is contingent

upon knowledge. The old adage “experience is the best

teacher” holds in development matters . A lack of experience in

trying new concepts of production can be detrimental to the

development effort. Entrepreneurial talent is necessary t~

-- .5-- . . . • .~~~.5——-—•- - — -. 5. • - . .  -~~~~~~~~~~~~~~ -•— .‘..5 . ---.5.’---
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the productive use of capi tal when it is available. These

shortcomings can be alleviated by concentrated human capital

Investments.

In the instances of saving , capital accumulation , and

absorptive capacity underdeveloped countries and underdeveloped

sectors are remarkably similar. The development problems which

they face are too overwhelming to be overcome by private

activities alone. Public policy action is needed.

Traditional roles, upward_mobility,~ and underdevelopment. The

.5. individual ’s perception of his society and his role in it

affect the manner in which he responds to economic variables .

The economi cally less wel l off in any society have less

i ncentive to accept risk aimed at improving their condition

both because the margin of catastrophic error is smaller and

because the expected payoff from risk-taking is likely to be

— 
smaller given their present economic circumstances . Minority

group members , as the poor generally, are treated as persons

of little va ue. The conception of them as being failures

oecomes a self-fulfilling prophecy currently and

intergenerational ly.49

Self-respect and self-confidence are learned at an

early age. The inability of a family to provide materially for

49
~1ary Jean Bowman , “Poverty in an Affluent Society ,”

C~~~rnporary Economic Issues, ed. Niel W. Chamberlain
(~~iewood : I~ichard D. Irwi n, Inc., 1969), p. 76.
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its offspring sufficiently, in accordance with contemporary

standards, has adverse psychological impacts upon both the
.5

.5 

parent and child. Deyrup ’s observation regarding the central

role of social mobility in underdeveloped countries is

.5 germane to underdeveloped sectors. Underdevelopment engenders

a fatalism which denies the probability of bette’~ economic

circumstances In the future. This fatalistic attitude is

passed on from generation to generation by parents “who

discourage as utterly foolish and unrealistic the ambitious son

or daughter bent on a ‘better’ way of life ,,50

Socioeconomic policy designed to increase opportunity for

upward mobility will be effective in raising aspirations and

generating an increased measure of development.

Differences between Underdeveloped Countries and
UnderdeveToped Sectors of Acfvanced Ec~~j~s .5

Government activity to promote development in .5

underdeveloped countries and underdeveloped sectors differs

primarily in that the depth and magnitude of the development

problem are different. In economically advanced countries the

preconditions for development have been met and the probl em

consists of extending the benefits of development to those who

have heretofore been isolated . While the theme of this study

is that the same types of activity need to be undertaken , the

extensiveness of the acticn required should be less.
‘.5

rp cit ., p . 3”74~

-- 
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Underdeveloped countries on the other hand have social and

.5 cultural insti tutions which are likely to be inimical to

development and the problem is like ly to require societal

.5 transformation.

The preponderance of a culture of affluence. The poor are

affected not only by their i ncome level but by the i ncome

levels of those around them and their perception of prospects

for penetrating higher income levels. The existence of

.5 widespread affluence around underdeveloped sectors is likely

to have the effect of making their poverty seem less

.5 endurable at the same time that it whetens their appetite for

more income. The countervailing view that upper income levels

are imoervious because of either social or economic strictures

will have offsetting effects.

High incomes and personal wealth exist in virtually all

— countries . Additions to income are more or less equally

di stributed depend i ng on institutional arrangements. One

measure of development is the extent to which income dispersion

exists. The distri bution of income is likely to be more

higr ly skewed in underdeveloped countries than in economically

aovanceo ones .51 Incomes i n underdeveloped sectors are not

likely to diverge from those in developed sectors to the

extent that income i nequality exists in underdeveloped countries.

5’Gunnar Myrdal , Economic Theory and Underdeveloped
Regions (New York: Harper and Row, P~blis}~ers, ‘1957 ), p .6 .

.5-— 
— 
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Widespread higher living levels in developed countries will

serve as an inducement to work for an improved economic

environment among members of underdeveloped sectors.

Government programs designed to facilitate socioeconomic

mobility of those who are outside the economic mainstream

in advanced countries will alleviate the underdevelopment

problem. In underdeveloped countries it might be necessary to

.5 . completely restructure institutions to permit more widespread

benefits from growth in output.

.5 
The cxlstence of national resources favorable to economic

development and the efficacy of socioeconomic ,pol~icy.

Broad-based economic development must be supported by a host

~f economic , cultural , and social institutions . These ran~
from financial intermediaries to social status relationsh ips

and include attitudes toward work , family, and money income .

Aside from the req~i rements for a stock of capital and add4tions

to t iat stock, underdeveloped countries have requirements for

institutions which are more favorable to development.

Underdeveloped sectors . on the other hand , are members of

soc~et es where these Thst’~tutions exist ~wt where the b~n~’fit:

of their existence have iot been extended to underdevelope ’

sectors.

The primary proble~’ for underde~~
1oped sectors is l ower

Income than that accruing to other members of the society

dnd “ ‘ ‘  . ‘o ’v~; ~ir N’ a~. -
~ ~.; 
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manner which would rectify the probl em. Adequate facilities

exist in advanced countries for coninunications , transportation ,

harnessing natural resources , education and training programs ,

and recreation. Organized financial markets and a finely

tuned network of distribution channels serve to facilitate

transactions of the sort needed for development activity to be

most beneficially carried out. The problem of providing more

equal access can be solved by government intervention providing

only that political institutions will i ncreasçd access.

The economic preconditions for development of under-

developed sectors exist in advanced countries. Socioeconomic

pol icy to extend the benefits of overall economic advancement

to underdeveloped sectors is a matter of a political consensus.

Whatever the political will , socioeconomic policy decisions

are more easily carried out in advanced countries than in

underdeveloped ones because of the existence of resources

necessary to implement the nationa l will. (Jnderdeveloped

countries must first concern themselves with the marsh alling

of these resources.

Public Policy Attempts to Combat Minor ity Group
Underdevelopment in the United States

The attack on minority group underdevelopment in the

United States has basica1~y been two-pronged. Public policy

has been aimed at breaking down socioeconomic insti tuti onal

barriers to full participa tion in the society by members
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of minority groups. Equal opportunity programs for this

purpose were designed to initiate and perpetuate institutional

change which would lead to wider acceptance of the rights of

minority group members to achieve proportional economic

mainstream status. Federal legislative , executive , and

judicial agencies made pronouncements and rendered judgments

which reflected a national will to provide for equality of

— opportunity for all citizens .

Simultaneous efforts were made to intervene in market

outcanes on behalf of minority group members with the explicit

i ntent of helping them overcome past and current overt and

Institutional discrimination. Affirmative action programs

were ordered to be carried out in public and private sector

activities; publ ic policy activities ensured that sales would

be diverted to minori ty-owned firms ; and monetary incentives

were provided to stimulate private sector activities deemed

beneficial to the mi nority group economic development effort.

Both of these types of programs have been aimed at improving

the socioeconomic position of minority groups . They have the

character of l ong-range , strategic activities.

Egua~ity of Opportunity

Equal opportunity programs in the United States have

Deer inextricably tied to the struggle for civil rights on the

part of blacks and other minority groups. A convincing argument

‘
~~ ?~r.e that I r ‘~~ i1.~ ‘ed tc n-~~ t c f  t~e
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public policy programs designed to increase equality of

opportunity in the United States during the last two decades.52

The fact of racial inequality has always appeared as a

contradiction of the American system of values . As Myrdal

said:

The “American dilema”. . .is the ever-raging conflict
between , on the one hand , the valuations preserved on the
general plane which we shall call the “Amer ican Creed”
~h~re the American thinks , talks , and acts under theinfluence of high nationa l and Christian precepts, and on
the other hand , the valuations on specifi c planes of
individual and group living , where personal and local
interests; economic, social , and sexual jealousies;
considerations of cc~ nunity prestige and conformity;
group prejudice against particular persons or types of
people; and all sorts of miscellaneous wants, impul ses,
and habits domi nate his outlook.53

An elaborate system of laws and social conventions was

devised to perpetuate a system of racial segregation after

Reconstruction. It was at these that civil rights activity was

directed , first through the court system primar4ly by the

National Association for the Advancement of Colored People

(NAAC P), and later through direct confrontation. Three of

the major areas of civil rights activity with economic

development consequence were education , employment, and

housing . Changing conditions in these three areas are highly

~ec.ctive to each other and they impact jointly on the economic

52Thomas R. Dye , Understandinq Public Policy (2nd ed .. ;
Englewood Cliffs : Prentice-Hall, Tnc.,T~7~J, Cha. 3.

53Gunnar Myrdal , An American Dilemma (New York : Harper
and Row , Publishers , Inc.71944), Vol .T, p. XXI.
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development prospects of minority groups. Racial segregation

in these three areas contributed to minority group

underdevelopment. Racial separation cannot be benign so long

as individual personality values infl uence market transactions.

Racial segregation infl uences market transactions through

interpersonal and ins titutional racial prejudice.

Equal educational opportunity .54 The economic value of

education is wel l established in the literature .55 Aside from

human capital considerations a sophisticated system of

production requires exposure to a learnin q environment.

Educa tion facilitates the advance of technological change . In

add ition education contributes to lifetime earnings through

?ttitudes of minority group members about themselves and t~~~r

54See Chr istopher Jencks and others , tnequa lity
(New York : Harper Lnd Row , PublIs hers , 1072); Jencks argues

— that schools have little effect on income i nequality (p. 148).
This argument is presented in terms of the overall distribLt~on
of i ncome whereas th4 s study i s concerned with the relat i ve
income of mino rity groups. As stated by riasters , “ .

Vari ations in schools could have a large 3ffect on the relative
position of blacks (our main concern) and still have very
l ittle effect on total i nequality (Jenck’ s ma in concern).
See Stanley H. Master s , Black-Wh ite Income Differentials
(New York : Acade~iic Prc~ s , Inc ., 1975) , p. 16~n : Blaug que~t~onsJenc ks conclu si on , “W~~ concludes t r a t  nothing counts except
luck ,’ on the basis of model construction . See Mark l3laug ,
‘Th~ Empirical Status of Human Capita l Theory ,” The Journal
of Econom ic L~ter~ture , ~4, No . 3 (September 1976), 843.

55Hernian P. Ml1’er. Rich Man, Ponr Man (New York :
Thon as 1. Crowell Company , T~T, 1971 ), C~ia .1O; see a 1 so
Fi ni s W elch , “Black-White Income Di ffererces in Returns to
Schooling, ” Ameri can Economic Review, 58, No. 5 (December
1973” . °O’1 .
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world; acquaintance with desegregated situations ; and better

physical facilities .56

The courts have led the battle to provide equal

educational opportunity among federal government agencies.

Rulings favorable to desegregation have been consistently

issued since the historic Supreme Court decision in Brown

Versus Topeka in 1954 which declared racial segregation in

public schools to be unconstitutional in that it denied

Fourteenth Amendment rights.57 The Supreme Court had ordered

that schools be desegregated “with all deliberate speed” in

its 1954 decision yet a request for delay in Implementing

school desegregation had to be turned down by that court

in 1969 in a Holmes County , Mississippi case.58 The essence of

the Supreme Court ’s 1954 decision was to deny the

constitutionality of the separate but equal , “Jim Crow ,”

laws which were prevalent in the Southern United States , but
— the Court also subscribed to the view that:

Segregation had d “tendency” to retard the educational
and mental development of Negro children and to deprive
them of some of the benefits they w9uld receive in a
racially integrated school system .5~

Comm ission on Civil Rights , Racial Isolation in
che ?~~~ c Schools (Washington : Government PrTntfng Office ,T~Y;, Vol . 1, pp. 103-7.

Brown v . Board of Education of Topeka, Kansas ,
347 united States ~.eports (1954), 483-96.

58Dye, op. cit., p. 51 59 Ibid.

____ 



86

The substance of the 1954 decision has been applied to other

areas with l arge minority group concentrations since 1954.

Independent research has vindicated the view that a

segregated educational environment tends to be detrimental to

minority group development. A Civil Rights Coninission report

of 1967 concluded that racial separation in schools which

resulted from housing patterns , de facto segregation , had

significant adverse effects on black students .6°

The ruling in Brown Versus Board_of Education dealt wi th

the issue of lawful segregation in public education , however,

its impact has been felt broadly across the spectrum of

American race relations. It was a benchmark for profound

changes in public pol icy activity at every level of government

and predated the federal civil rights acts of 1957, 1964,

1968, and 1972. Each of these acts was passed in the interest

of greater equality of opportunity for minority group members

and impacted on the entirety of American social and economic

trad i tions.61 They prom i sed the “American dream ” to members

of minority groups too; they delivered less.

Eguaii~y of employment rpportunity . t•!age and salary

~npi:y~’~ent is by f~r th~ manner in which most Americans ma~~ a

Conirission ~n Civil Rights , op cit. , p. 193.

61See Masters , op cit. , pp. 143-4; Masters concludes that
the 1964 Civil Rights Act decreased the blac k-white income
dii’ ~~ t ia~

_ _ _ _  -—~~~~~~~~~~-- -~~~~~~~ - - ~~~-~~~~~~~~~-
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living . Minority group members have not had equal access to

income engendered by employment in higher paying jobs in the

economy. The federal effort to improve access has met wi th

some success. As the U.S. Civil Rights Comission concl udes:

During the last decade some progress has been made
toward the Nation ’s objective of equal employment
opportunity. . . .Nevertheless the rate of progress has
been inadequate and major problems of systematic
discrimina~1on continue to affect adversely minoritiestnd wovnen.bt

This is true despite myriad laws, executive orders and court

rulings against employment discrimination .

President Kennedy declared a government program of

affirmative action rather than mere nondiscrimination through

Executive Order 10925 in 1961 .63 The.major federal effort to

increase equality of opportunity in employment was the Civil

Rights Act of 1964 . Title VII of that act made it illegal for :

.any employer or labor union with 25 or more
persons after 1965 to discriminate against any individual
in any fashion in employment , because of his race , color ,
religion , sex, or national origin. . .64

Employment opportunity impacts directly on education and

housing . Aside from provision of necesssary consumables it

provides financia l resources to purchase these articles , which

62~~ Commission on Civil Rights , The Federal Civil
~~~~ Enforcement Effort - 1974: To El iminate ~~~~~ ent
Discr~rnination (Washington : Government Printing Office , 1975),vET. 5, p. 6TT.

_____ 
p. 11

6478 U.S. Stat. 255.
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have the characteristics of physical capita l investments . Both

education and housing provide considerable returns for extended

periods of time. The individual bears some responsibility for

payment for each of these commodities in current or foregone

income. Both education and housing have considerable

consumption externalities . Where one lives determines in

large part the extent and qual ity of his education ;65 his

education determines the type of housing and job which are

available to him; and the type of job determines his

neighborhood and education.66

~q~~1ity_of housing opportunity. Housing is a necessity and a

major item of expenditure for most families . Its quality

impacts directly on Income through nealth and sanitation

effects. Yet income determines the quality of housing which

can be purchased . Racial segregation in housing has been ~
fixture of the American society and has served as the basis

for segregation in other areas of the society . For example ,

the concept of community schools which is so deeply ingrained

65 See Thomas ¶~r~-el l, “P~tterris of Black Excellence ,”
I!~.Jub1ic _Interest, No. 43 (Spring 1976), pp. 26-9, this
artic le suggests correctly that educational excellence car be
provided under adverse conditions , however the author notes
that the schools ana1yz~d are the notable except~ons to p~~rqua ity blac k education (o. 28).

66Bradley R. Schiller , The Economics of Poverty anc
Discrimination (Englewood Clif~~ Threntlce-Ha1l, ~Inc ., l9~3

’,
pp. 168-82.
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in the society dictates segregation In public education if

segregation is present in housing .

[Residential Segregation) is relatively more important
in the North than in the South, since laws and etiquette
to isolate whites from Negroes are prevalent in the South
but practically absent from the North, and therefore
institutional segregation in the North often has only
residential segregation to rest upon.67

Residential segregation first directed at blacks has been

~~~~ t~.-.d~d to Include other ninority groups during the present

century.68

Housing segregation has been enforced throughout the

States through zoning l aws, lending practices , and

restrictive covenants despite equal housing opportunity

efforts dating to the Thirteenth Amendment to the Constitution

in 1865 and the Civil Rights Act of 1866.69 Segregation in

housing has not only resulted in a diminuti on of economic

opportunity for minority group members in other spheres of the

economy , it has also resulted in i nadequate housing to meet the

needs of an expanding minority group population in urban areas

and caused housing available to them to be costly. Consequently

mi nority group families have been forced to pay more for

inferior housing while bearing a disproportionate share of

e~~nom1c imobility caused by housing segregation.70

67Gunnar Myrdal , An American Dilemma , op. cit., p. 618.
68U~~ Commission on Civil Rights , Twenty Years After

:.~own : Equal Opportunity in Houslng (Washington: Government

~~~~ 
Office, 1965), p. 2.

°~Ib1d., pp. 1—3 . 70Ibid., p. 9— 11 .

-.
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Although Federal laws and judicial Interpretations have

been in favor of equal housing opportunity since 1865,

government enforcement efforts have not been consistently

catinitted to achieving this goal. The government ’ s entry into

housing markets to improve housing conditions in the decade of,
the 1930’ s resulted in a substantial Increase in the number

and quality of units available in the 1940 ’s. However , the

benefits of improved housing went differentially to those in

middle and upper income brackets to the detriment of the poor

and minority group members.71 Title VI of the Civil Rights

Act 0f 1964 made it illegal for discrimi nation to be practiced

in arty program which received federal funds, however ,

discrimination was still practiced in housing and it was

necessary for the Congress to pass the Civi l Rights Act of

1968. Titl e VI II of- this act expressly prohibits discriminatio n

in housing sales and rentals.

Congress passed this law in the face of widespread
opposition . A survey in June 1967 revealed that 63
percent of whites were oppg~ed to any law forbidding
discrimination in housing .”

The implication of this contradiction to public will is clear :

Constitutiona l princi~ies take precedence over social will in

law if not in practice. Despite public policy activity

_ _ _ _  
p. 7.

72Sar A. Levitan , William B. Johnston and Robert
Taggart, Still a Dream (Cambridge : Harvard University Press ,
l97~), p. 2~6.



mi nority groups are still subjected to unequal and inadequate

nousing ooportunities. 73

Mi nority Business Development

The second major type of program implemented through

public policy activity has been concerned with linking minority

group economi c development with the insti tution of business

ownership and control . Promoting mi nority group development

by this method represents the best opportunity of accomplishing

a desired goal in the most efficient and desirable manner to

proponents of the method . It avoids the high costs of social

programs and substitutes a reliance on market mechanisms . The

development of the total American economy has a distinct

private capitalism bias . Littl e wonder then , that increasing

ownershi p by minority groups would be seen as a means to

improve their socio-economic status once strictures were

removed. The imediate section of this study will concentrate

on public policy attempts to foster minority group business

development and the problems which they have encountered.

Public policy entry i nto the field of mi nority group

bus i ness deve~opment programs was at a later stage than

~-~ ality of opportunity programs . This is as expected since

equality of opportunity is more directly related to constitu-

tional guarantees and the most ubiq uitous instances of

Commission on Civil Rights , Equal Opportunity
in Housing, op. cit. , p. 168.

_  
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inability to compete on an equal basis for a living occurr d in

this area . A national comitment to foster minority group

ownershio of business requires an extension of the right to

livelihood to encompass the right to a tradition~l way of life .

The first explicit publi c policy instrument to promote

minority group business development was the Equal Opportunity

Act of 1964. This law was the heart of the ‘ War on Poverty”

effort of the administrati on of President Lyndon B. John~ori .

It created the Office of Economic Opportunity and place : it in

the Executive Office of the President. Tit Le IV of the Equcl

Opportunity Act established the Economic Opportunity Loan

(EOL) program to be administered by the Small Business

Administration .

The EOL program was to have flexible credit and
collateral requi rements and would be specifically
restricted to the poor of the Nation; the economically and
socially disadvantaged . It authorized small loans of
$25,000 or less , either made directly or with up to a
100 percent SRA guarantee , to be provided for periods ~f up
to 15 years , largely on the basis of the character and
the ability of the borrower.74

Title IV of the Econnmic Opportunity Act bad an impact on

minority group business development for the same reason that

the Act as a whole im~ncted on minority groups : they were

overrepresented in the poverty category and any program whtch

decreased poverty had a lifferential impact on poverty

74Anthony G. Chase , “Federal Support o~ the Vital
Majority ,” The Vital Majori ty, ed. Deane Carson (Washington:
Govc~rnrient Printing O fice , l~73’. n flfl .

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _
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reduction among them. Other major public policy activity in

this area was implemented pri marily through the Federal

Executive branch of government either through executive

orders, moral suasion , or interpretation of legislation passed

for other purposes . For example , the Office of Mi nority

Business Enterprise was created and placed in the Department

of Commerce by Executive Order 11548; the equal opportunity

provisions of the Civil Rights Act of 1964 were used as a

basis to persuade major governmental contractors to subcontract

wi th mi nority group firms ; and Section 8(a) of the Small

Business Act was used to increase procurement from mi nority

group firms even though it was passed to hel p defense industry

contractors who mi ght be threatened by slackening defense

demands after the Korean Conflict.

Ownership of productive capacity. Business ownership is one

of the major avenues to greater socioeconomic mobility for

families . “Involvement in business has always been a major

route toward participati on in the mainstream of American

life . . . ~~~~~~~~ Mi nority groups have either not had access to

this method of economi c betterment on a scale sufficient to

-.~ r eve success or have not exercised the option to enter

business in proportion to their number in the populati on .

75U.S., President Richard M . Nixon , ‘Statement About a
~~~onai Program for Minority Business Enterprise ,” Public
Papers of the Presidents of the United States: 1969, Volume 1
(1.4ashington: General Serv ices Administration , 1971 ), p. 197. 
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Some of the lack of business ownership among minority group

members might be traceable to cultural infl uences. Light

suggests that a part of the lack of ownership among blacks in

an atmosphere of credit market discrimination might be due to

the lack of a tradition of the “rotat ing credit association. ”76

Nonetheless the propensity to enter business and the ability to

derive from business ownership an adequate living are quite

different things . Where minority group members have entered

business the businesses have remained relativel y small in terms

of the number of employees and average receipts. Average

receipts increase more than proportionally in those few

instances where the number of employees reach one hundred or

more.77 In addition the industry mix of minority-owned f irms

was adverse to growth and viabil ity . Minority owned businesses

are concentrated in the retail trade and service areas with

manufacturing industry as the smallest area . Minority owned

business l ocation is also generally detrimental to growth

and viability. They are highly concentrated in segregated

neighborhoods and where they are l ocated in other areas they

represent a minisc ule minority of businesses.78 The implication

76Ivan H. Light , Ethnic Enterprise in Anier~ca,(Los Angeles: tJniver sitc7 YCa1ifo~m T p ~~ s, T~72T, Cha . ~~ .

Department of Commerce, Bureau of the Cens~s.Minority Owned Businesses: 1969 (Washington : Government
Printing Office , 1971), p. T42.

~~l~r~d i. ~ar’i~n , “~r,ct~~’~~ Mlrio ’ ’ ‘:y E~usi’ ~ss
Own~rchi p.” Th~ ‘Ii t a l Mp,j o r if y .  ed. ~eane Cars’~n (W ac h innt n:
• 1 . ~ .2. , ‘ - -
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of these statistics is that minority business ownership was in

1969 a marg inal proposition where income to owners was

concerned. To the extent that mi nority groups own less

productive capacity , they receive less income from business

and simultaneously possess less capability to migrate into the

mainstream of the economy. It has been estimated that a net

growth of 700,000 minority businesses would be required to

bring this group to proportional representation in business.

Net additional investment of 60 billion dollars would be

required to raise capital invested in existing and new

minority-owned firms to the average investment in mainstream

small enterpri~es.
79 The magnitude of the problem of minority

group underrepresentatlon in business is thus scored.

The effects of distributiona l outlets. The problem of

sufficient money capi tal to operate minority owned businesses

has received extensive treatment as a hindrance to business

growth and development.80 Another of the major problems which

presents itself to small , minority-owned firms is a market

for output whether in manufacturi ng , retail trade, construction ,

or services . The impact of an ethnic market is that the

.;. .~ket size is automatically limited in scope. This

79Ibid ., p. 409.

80Lignt , op cit. , p. 19; see also Kenneth E. Knight and
Terry Dorsey , “Capital Problems in Minority Business
Development ,” American Economic Review, 66, No. 2 (May 1976),
328—31.
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limitation manifests itself in the inabil ity 0f t-e firi r to

expand to optima l size through specialization and thus c~pt.~re

efficiencies in production .

A lack of intrafirm efficiency will result in h4 ib er

output prices which , in turn , l imits the size of the rn-’ - -~”

and feeds back to production. There is evidence that t’~~ size

of markets available to minority-owned firms is limited not

only by higher prices but also by conscious disc riminati uT

in willingness to purchase from them by whites. The

institutional arrangements in a sophisticated economy a:

likewise sophisticated . Tacit agreements to purchase f”~~-

given sources - at discount are sometimes a part of the

institutional environment .81 There is no implication tr~~

these activities are designed to be sinister or callous ‘-~-~~d

minority groups but they do exist.82

Under conditions where market access sufficient t r

provide a basis for expansion to optimal size is lackin~
gover~iuental programs to bridge the gap through contracting are

especially desirable. It is this gap that the Section 8(a)

Program has attempted to bridge. The success of the program

in accomplishing that goal will be addressed later in the study.

81Abraham S. Venable, Buildina Black Business (New York:
Carl G. Graves Publishing Company, Tnc., 1~72), pp . 66-7.

82Edward H. Jones, Black In Business (New York: Grosset
and Dunlap Publishers , 1971T~ pp . 98_
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CHAPTER IV

THE ECONOMIC DEVELOPMENT POTENTIAL
OF MINORITY CAPITALISM

The present chapter will analyze the potential of

minority capitalisr~ as an economic development tool for the

minority group sector of the United States economy. This

begins the establishment of a framework within which the

effectiveness of the Section 8(a) Program can be evaluated .

Detailed consideration will be given to the strengths and

weaknesses of minority capitalism as an economic development

policy alternative given the structural and socioeconomic

forces at work in the economy.

Cross defines black capitalism as:

The strategy which urges creation of new jobs and profit
centers inside ghetto areas. The program also seeks to
transfer the ownership of ghetto business from white to
black control , at the same time building in the ghetto new
banks , insurance companies , production , and service
facilities . Today , black capitalism is an insignificant
economic force in America. l

~ i1e tnis definition is a useful point of departure , it is

less encompassing than what is needed for this study. For

purposes of this study minority capitalism is defined as the

~Theodore L. Cross , Black CApitalism (New York:Atheneurn , 1969), p. 211.

~1
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implementation of public policy measures designed to increase

the amount and profitability of business ownership by members

of non-white minority groups. Most of these opportunities

should be created in areas where minority groups are

concentrated.

The problems of business start-up and growth are so

overwhelming that most business ventures do not ~ast as long

as two years.2 The problems facing new minority businesses

are compounded by social and economic aspects of the

institutional environment in which they must operate. From a

public policy viewpoint , minority capitalism encompasses a

series of policy attempts to foster minority group business

ownership c~~nensurate wi th the proportion of minority group

members in the society . It is interesti ng that many studies

which have analyzed minority group underdevelopment have

concentrated on the development of business enterprise.3

This concentration results In part from a bias which private

business ownership gives to status and power relationships

in the United States.

2Willlam A. Strang , ‘Minority Economic Development :
The problem of Bus iness Failures, ” Conrunity Economic
ieveiopcnent, ed. John C. Weistart (D~~bs Ferry , N.Y.: OcearaPublications , Inc., l972~ . p. 122.

3See Frederic E. Case , Black_Capitalism : Problems_ in
Deve~ppment (New York: Praeger~~M~~heri7T9~2); see aTso
~TTT:am F. Hadad and G. Douglas Pugh , eds., Black Economic
Development (Englewood Cliffs: Prentice-HalT, fnc.~~T969).
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One type of asset is profoundly important to the
acquisition of power in America--Business Ownership.
Besides giving the owner a sense of independence and a
chance to determine his own fate, entrepreneurship has
provided a major route of upward mobility for lmigrants .4

It also reflects the fact that money income is highest among

the census class of persons in the professional and managerial

occupations which most closely parallel the skills required for

operating a business .5 A requirement to raise i ncome and

irnoiove institutional access for minori ty group members was

perceived to exist when the mi nority capitalism concept was

devised. The natural inclination at the time of inception

was to use mi nori ty capitalism as a tool to help propel

incomes upward by improving job prospects in central city

communities.

The Administrator of the Small Business Administr ation

initiated the black capi talism concept in 1964 when he started

the “six by six ” program which granted loans of six thousand

dollars for six years to black businessmen. The businessman

needed little or no collateral to secure a loan but had to

par~icipate in a special management program. The program was

overseen by the Small Business Opportuniti es Corporation . The

“six bj six ” program later became the Economic Opportunity

4Sar A. Levitan , William 8. Johnston , and Robert
Taggart , Still a Dream (Cambridge : Harvard University Press,
1975), p. T74.

5U.S., Executi ve Office of the President , Office of
Man~~ernent and Budget , Social indicators 1973 (Washington :
Government Printing OffT~e, 1973), p. 146.
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Loan program6 discussed in chapter III. The “six by six ’

program began a series of programs undertaken as initiatives

on the part of the Federal Executive branch of government

to encourage ownership of business enterprises on the part

of members of minori ty groups .

Problems in Minority Business Ownership

Less than proportional business ownership by mi nori ty

group members poses several problems of distri butional income

inequality in the United States. Both l abor and entrepreneuria ’

income are affected by inequality , and the psychic i ncome

which is assumed to accrue from the Independence engendered by

business ownership is diminished to the extent that this gro~a

owns fewer businesses . £n addition the business owner is in

a position to be a community l eader in a manner that an

employee is not.’ The implicati on of this last statement is

that community leadership is relatively more important ir-

minority communities because of the greater need for mutua l

protection against the vagaries of a larger society which has

historically harbored racial animosity .

6Samuel I. Doctors and Anne Sigi smund Huff , Mi nori ty
Enterprise and tk President’ s Cou rc il (Cambridge : Ba l1 in g~ishing Company7T9Th3, p . 23.

7Andrew Brimer, “Desegregation and Negro Leadership , ’
Bus i ness Leadershi p and the Negro Crisis , ed. Eli Glnzberg
(New York : McGraw-Hill Book company , 1968), p. 38.

_ _ _ _ _  - - , - __  __  - ~~~~
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One of the major problems which have confronted mi nority

group businessmen who wanted to extend and perpetuate their

ownership of business has been a lack of availability of

financing and market opportunities. Thus the problem i nvolves

market access on both the input and output sides. Minority

businessmen who operate in the slum areas of the country

where minority groups are concentrated not only must pay a

premium in interest , in many instances credit is not available

at any rate of interest.8 The problem of undercapitalization

which results from inadequate credit sources is one of two

major input problems facing minority group firms. The second

input problem is entrepreneurship which includes general and

specific business know-how and individual qualifications.

Shortages of capital and entrepreneurial skills place limitations

on location and type of business.9

The second major problem area for mi nority owned

businesses concerns output. These firms are subject to

limited markets regardless of type of business. It is on this

basis that Brimmer and Terrell question the likely

effectiveness of r.~inority capital i sm as a minority group

economic development tool . According to their argument ,

nv~ority owned businesses have suffered losses as the society

has moved to increase equality of opportunity . Segregation

served the function of a tariff barrier and as segregation has

8Case , pp. cit., p. 31 9 lbid., p. 27.
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declined , especially in personal and professional service

markets , minority bus i nessmen have been unable to compete with

the larger , more efficient firms in the national economy .10

Guaranteed financing for businesses and guaranteed product

markets are considered essential to ghetto f i rm survival by

McLaurin )1 The Section 8(a) Program is desi gned to counter

both problems through financial and management assistance by

the Small Business Admi nistration on the input side , and by

ensuring disposition channels for the product prior to

commitment of resources to production , through government

contracts , on the output side .

Governmental Versus Private Market Sales

The primary goal of business is disposition of product s

through sales. ~—um the viewpoint of the business firm it

m~k: i~ tt le di* 5 :~~nce who the ourchaser is so long as the

selling price perrl l ’ s returns to the firm above i nput costs .

Indeed tPie firm migh t be satisfied to merely cover variable

costs in the short run , under depressed business condition~.~
2

~°Andrew Brimmer and Henry S. Terrell , “The Economic‘r~tcitial of Black Cap~t~lism ,’ Public Polic1, 19 , No. 3
(Spring 1971), 291-2.

~~Dunbar S. McLaurin , “Ghetto Economic Development ~nd
in dt~stria 1lzatio n Plan ,” E’ack Business Enterprise , ed. ~or~ 1d
.
~~. Bailey (New York : Basic~~ Vs,Tnc., 1971). p. 189.

12Rlchard A. Bilas , Microeconom i c Theory (2nd ed .;
“ew ‘ r1 : Mrr~’~ w _ -N l1 Po~k ~~~~~~~~~~~~~~~~~ 
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One of the manifestations of the mi nority group underdevelopment

problem is a paucity of business ownership. Private ownership

implies the profit motive . Any attempt to promote minori ty

business must take account of the fact that sales , in order to

be effective, must be profitable. While governmental contractual

sales represent an opportunity for increasing the sales vol ume

of a fi rm, this type of sal es activity also imposes some

ccn~traints on the fi rm which it otherwise mi ght avoid.

The Relationships between Speci fic and General Production

Increased production and sales are needad to ensure

increased prosperity in business. That is , small business

success depends critically upon i ncreasing gross revenues. The

business firm in its infancy must assure i tself an adequate

market to provide for such increases in receipts. Even after

it is established in its line , a threat of a decline in

receipts will threaten its existence . Concurrently, the small
— 

businessman must take care that he can obtain sufficient credi t

to improve tne capacity of his business to meet increasing

production requirements. Success equates to business growth

bec~.use to stand stil l is to lose ground. ”13 The results of

-~ ~w~n ~re more employees and increased specialization --

greater efficiency which harbors the prospects for more profits.

3Abraham S. Venaole , Bui ldi ng Black Business (New York :
E~r1 G. Groves Publishing Company , inc., 1972), p. 10. 
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One of the primary distinctions between production for

general market sales and production for governmenta l contract

sales is that in the former the firm must produce a good or

service sufficiently general in nature to appeal to large

numbers of potential customers. In addition the management of

the finn must estimate market sales to ensure against

overproduction or underproduction. In the latter case ,

production for governmental contract sales , there is no

possibility for overproduction or underproduction . The precise

quantity to be purchased is specified in the contract. In

addition the quality of the item contracted for is usually

specified. Both parties to the transaction are completely

aware of the price and the quantity of the product to be

purchased . From the standpoint of the business firm this

waild appear to be a made-to-order situation. There are ,

however, sane problems which are unique to governmental

contractual purchase and which are potentially hazardous t the

small businessman.

The first of the obstacles to high profit prospects

which confronts the businessman is the charge given to each

government procurement officer , with his contracting autho--ity ,

to ensure that the prices he pays for items to he purchasei

are “fair and reasonable.” In practice , a “fair and

reasonable price ’ to the contracti ng officer means that he

should procure the item at minimum cost to the government. ~~~“

prorsirement requ - tions reinf~~ce tn’~s bias whi ;h ~j r~ - -u~ e- that

-- - - -~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~
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the seller is almost always inclined to exact too high a

price for the product at the expense of the government.14 The

Federal Procurement Regulation (FPR) codifies this requirement

on the part of the contracting officers by stating that:

It is the pol icy of the Government to procure property
and services from responsible sources at fair and
reasonable prices calculated to result iQ the l owest
ultimate overall cost to the government.’5

This dictum requires that the contracting officer give

cot~sideration to the quality of the product so that the charge

is really to “minimize cost per unit for a given quality .”

Quanti ty requirements are given the contracting officer by the

user of the end item.

A second problem which small businessmen are likely to

encounter relates to production schedule maneuver. This is

especially important in construction or manufacturing

enterprises. Very small firms with employees other than

family members may resort to the use of part time employees to

even out the production flow. It might be difficult for such

firms to hire full-time employees with the requisite

qualifications to fulfill contract obligations even when they

are able to bid successfully on a government contract.

14Charies 3. Hitch and Roland N. McKean, The Economics
cf Defense in the Nuclear Age (Cambridge : Harvard ~UnTversityPress, 1960), p. 23�.

~U.S. , General Services Administration , Federal
Procurement Regulation (Washington: Government PrTnting Office,
January ’197&), p. 341 
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Lead Timer Lag Time and Uncertainty

A different , but related problem for small , minority

owned businesses is that the uncertainty of being abl e to get

a government contract may not merely mean a lack of

profitability but can mean the difference between survival

and failure of the business. In some instances contractor~.

have waited in excess of a year for a Section 8(a) contract

which they thought they would receive. 16 The result of this

inordinate time lag is that the managers of firms must spend

time trying to l and a small contract which might detract from

their concentration on other matters of vital concern to the

firm . While the time spent might have been worth the delay ,

the position of the firms could have been tnreatened had the

outcome been different and they had not been awarded the

contracts.

Contracting officers are required to promote compet~tio n

in the award of government contracts wherever possible.

Formal advertising is the preferred method of procuring goo&z

and services for the government.

Congress , House, Select Comittee on Small
:3us ncss , Subcommittee on Minority Small Business Enterpr ice ,
Government Minority Small Business Programs, Hearing,92nd
~~~jTT~~ d Sess., ufl H ~~~~~and 19~~V o1.,~~~ April 2~ , 197
(Washington : Government Printing Office , 1972), p. 336.
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.procurements shall generally be made by soliciting
bids from all qualified sources or supplies or services
deemed necessary by the contracting officer to assure ful l
and free competition consistent with the procurement of
the required supplies or services .17

This procedure requires the contracting office to solicit

bids , open them publicly and award the contract to the bidder

whose bid will be most advantageous to the government. 18

Negotiation is the other method in contract award . “Negotiated

~~ c;~rements shal l be on a competitive basis to the maximum

practical extent.”19 In this type of procurement, the

contracting officer issues presoli citation notices , meets with

all offerers and selects and awards the contract to the offerer

whose proposal is most advantageous to the government after

which negotiations take place . Negotiation is used when formal

advertising is not feasible or it has been determined that

negotiated purchase is in the best interest of national

governmenta l policy .20 Section 8(a) contracts are negotiated .
— The small businessman must compete with all sources for

a contract award even if the contract is “set-aside ” as a

small business award . The contracting officer is at liberty

to go to large business to satisfy the requirement if he can

17Depar t ne r~t of Defense , Armed Services Procuremen t
~egu iation (Wasr~ington: Government PrTnting Office , 1976) ,
p. 2:1.

181b1d 19 Ibid., p. 3:1.

_____ 
pp . 3:5—3:17.
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get the item at a lower price. Although government policy

requires the placement of purchases with small businesses ,

these businesses get no special favors regarding price and

qual ity of the product.21

The Impact of Minority Capitalism on Employment

The initial policy effort in raising Incomes of

minority group members in response to the urban riots of 1 366

and 1967 was to i ncrease employment through programs designed

to hire the “hard core unemployed” into firms in the larger ,

national economy. This policy effort was carried out under

the sponsorship of the Administration of President Lyndon ~~~.

Johnson . Although the “hard core unemployment” program was

not directed at increasing mi nority group ownership of

bus iness, ft did lead directly to use of Section 8(a) of t~e

• 
Small Business Act to accomplish this purpose. It is

Instructive to consider the relationship between minority

bus4ness ownership and employment of minority group members.

The manner in which minority group ownership of

business benefits the minority comunity is infl uenced

through its impact on employment. Small businesses are ,

almost by definition , small in terms of employment size. -

Broom and Jt’stin G. Longenecker , Small Business
Mana9ement (Dallas: South-Western Publishing Company , 197~5T~448~ see also Department of Defense , g cit ., p. 1 :l~.
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are judged as small because of sales volume .22 Large sales

volume requires a large staff in either production , marketing ,

or administrati on and more often than not in all three. Small

businesses also tend to use the sole proprietorship form of

organization more often than large businesses 23 wi th the

consequence that credit prospects rest almost exclusively on

the ability of the owner/operator to secure financing. Sources

~ nnance are almost indispensable to expansion in receipts

and employment.

Of the 381,935 mi nority owned firms in the United States

in 1972, 75,415 had paid employees. Firms with paid employees

employed 456,009 persons. In other words, minority owned

firms employed an average of six persons per firm in 1972.

22See U.S., Department of Comerce, Office of Mi nori ty
Business Enterprise , Federal Programs Assisting Minori~yEnterpri se (Washington : Government Printing Office, 1971),
p. vi; thi s reference gives the definiti on of a small bus iness
as follows :

In general a firm is considered “small” if its assets do
not exceed $5 million , if its net worth is not more than $2.5
mi ll ion , and if its average net income after taxes for the
preceding two years was not more than $250,000.

See also 13 Code of Federal Regulations , 218. The Small Business
A~~i~~stration considers a f i rm small if it is not dominant in
its f~~id of operations.

A fi rm is “not dominant in its field of operations ” when
it does not exercise a controlling or major i nfl uence on a
national basis in a kind of bus i ness activity in which a
r,urnber of business concerns are primarily engaged .

23Peter Mieszkowski , “Effects of Taxation : The Special
Case of Small Bus i ness,” The Vital Majorit~’, ed. Deane Carson
(Washington : Government Printing 0ffice, 1973), p. 452.

L~
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However employment size rose more than proportionately with

increases in business receipts . While firms with less than

$25,000 in receipts employed an average of two persons per

firm , those with $200,000 to $499,999 in receipts employed an

average of ten persons , and those with receipts in excess of

— one million dollars employed an average of 61 persons.24

Comparable nonagricultural employment data for the economy as a

whole in 1972 suggests that the employment potential for

minority owned businesses was less than that for majority owned

businesses . In 1972, 5,830,000 firms employed 72 ,764,000

persons. The average number of employees for- nonagricultu ral

firms for the entire economy was 12.5.25 These figures

indicate that minority economic advancement through employ~~r 
-.

gains from ownership is likely to be small. This find i ng

conforms to the expectations. Since minority-owned firms tend

to be smaller in terms of receipts they would be expected to

have fewer employees per firm . Unless the relative size cf

minority-owned businesses is increased the employment-generatino

potential of these firms Is not likely to be of major

consequence. Al ternatively, as presently constituted , a

larger number of minori ty businesses would have to be created

24U.S. , Department of Comerce , Bureau of the Censis,
~D72 Surv!y of Minority-Owned Business En~~~~ises (Wash~r’~t~n :Government Printi ng Off fEe , 1~7~ T 71T

Department of Coninerce , Bureau of the Census ,
Sta~.l~tlcal Abstracts of the U~i~~r4 

~~aes , 1973 ‘~W~~~~ n

~~~~~~~~~~~~~~~~~ ~é 1~ i~~ nJo - ~T~7 L~~~~~~~ 
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to Generate a level of employment commensurate wi th that found

i~i other fi rms . This analysis assumes that mi nority-owned

firms employ members of mi nority groups more often than whites

because of the likely proximity of minority employees to

mi nority owned firms .

The Impact of Minori ty Capitalism on ~Ii nority Group Income

Private ownership and operation of business enterprises

has repr2sented one of the major avenues to mi ddle class

standards of living in the American economy .26 Since

mi nority group members own fewer businesses proportionately,

they receive less business income . Moreover , the businesses

which they do own are generally smaller than average in size

and scope. The consequence of smaller size is an inability

to capture economies of scale in both input and output

markets . In 1965, 33 percent of minori ty owned businesses

reported gross receipts of less than $10,000 while only

19 percent of majority owned businesses had receipts that low.

Thirty nine percent of black owned businesses had gross receipts

of under $l0,0GO.27 The large proportion of minority group

firms which have low business receipts does not guarantee

26Ivan H . Light , Ethnic Enterprise in America
(Lcs Angeles : Univers i ty of California Press, 1972), p. 4

27Albert U. Reiss er., Minority Entrepreneur ship,
u.S., Ccngress . Senate , Select Committee on Small Business ,
Review of Srail Business Admin istration ’s Program and

1ic ie~T~ 969, Hearing, 91st Cong., 1st Sess., October 15 ,
l~69 cwashington: Government Printing Office , 1969), p. 732.
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that they are marginal income sources on the whol e but it coes

strengthen the implication that the traditiona l minority

business receipt size decreases the likelihood that minority

business ownership can be used to improve the economic

position of this sector vis-a—vis the larger society .

The types of business which minority groups engage ~n

most often also affect their income position . Reiss notes that

there Is a concentration of minority owned businesses in

personal services and retail trade. Minori ty group businesses

comprised 12.3 percent of all personal service but only 1.2

percent of manufacturing businesses in the Reiss study .28

Minority owned businesses are also more frequently organized as

sole proprietorships than majority businesses .29 The lmpa’-t

of this fact is that equity capital is likely to be harder tn

raise for these businesses with the consequence that busin 9ss

receipts are more likely to stagnate through missed

opportunities for expansion .

Income increases from self-employed management of

business depends upon business growth . Business growth

depends upon the avaflability of money capital .

281b1th , p. 718. 29 1b1d. . pp. 723-5 .

_ _ _ _  -
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By being employed in the national economy , the Negro
craftman is working with roughly the same amount of
capi tal as his white counterpart. The self-employed
Negro manager , however, by being limited mainly to the
small amount of complementary capital available from the
low level of ghetto sa~~ngs , will have substantially
lower expected income .~’~

Brimer and Terrell argue from this position that minority

group members are likely to experience higher incomes

(increased economic development) as salaried employees than as

~,i,er-operators of businesses .

A different but related impact on the income of

minority-owned businesses is the locational decision of the

firm . Minority-owned firms are more likely to be located in

low income , ethnic areas than majority firms. Reiss ’ study

points out that :

Onl~’ 3.2 percent of all majority operated establishmentsare located in ghettos as compared with a third of all
Negro and 28 percent of all other minor ity operated
businesses . 31

The disproportionate location of minority owned businesses in

these areas is disadvantageous on at least two counts: lower

consumer income results in diminis hed purLhases , and the

i ncreased cost of doing business in the ghetto because the

cost of crime must be absorbed by the business or passed on to

Jns~ 1crs. In either case it worsens the competitive position

30Brimmer and Terrel l , op. cit. , p. 304.

~
1 Reiss , qp. cit. , p. 721.
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of the business. 32 All of these factors, small scale of

operations , concentration of mi nority-owned businesses in

retail trade and services , type of business organization ,

and location adversely affect the prospects and profitability

of minority-owned businesses . Although the prospects for

increased i ncome seem to be small from minority -owned

business , minority group members continue to start businesses

in hopes that somehow they will be different - They often fail

and some try again. Entrepreneurship is a traditional way

of advancement in the American economy but like many other

concepts, the exercise of entrepreneurship by mi nority group

members is more diffi cult in practice than it appears in

theory.33 An alleviation of barriers to business growth

should increase income and the economic development

contribution of minority owned businesses .

The Impact of an Entrepreneurial Tradition -:

on Minor i ty Ca pi talism

There is no need to recount here the small percentag~

of American busine ss whi ch is owned by members of minority

32For a deta il ed n :coun t of the impact of cr ime on
minori ty business ownershi p see Reiss , ibid., p~. 7~O-8E ; s’~ealso U.S., Departmenc o~ u’~mrn~rce , O~f i c e  of ~ nor ity Eusin ss
Enterorise , Bu ildina _Minor t Enter ri se (Washinoton :
Government P ThtTng~Dffice , 9 0 , p. 2.

33Roy F . Lee , The Setting for Black Business Deve1o~ iert
(It h4ca, N.Y . : New York State School nf Industr~-31 and ~bc~

~; , lr:~) . 3.

~~~~ ~~~~~~~~~~~~~~~~~ — - — ~~~~~~~~~--~~~~~~~~~~~ -~~~ -
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groups . The President ’s Advisory Council on Minority Business

Enterprise (PACME) has summed up the problem as follows :

High on the list of priorities for the decade of the
seventies is the provision of a substantially increased
stake in the American economy for members of minority
groups. This will come about through expanded opportunities
for ownership of economic resources. Enormous economic
inequities , the product of centuries of disregard ,
discrimination , and institutiona l racism still exist ,
although the public and private sectors have moved to
curtail active discrimination and the exclusion of
minorities from economic opportunity . A major long-term
comi tment of resources , energy, and imaginati on is
requ i red i~ America is to remedy this centuries oldinjustjce..~4

The situation referred by by PACME has detracted from the

capability of minority businesses to grow and to enter the

more remunerative business activities . There is associated

wi th a dearth of minority business ownership both a cause and

effect impact on minority group income. Minority businesses

because of their size , gross receipts , location , and lack of

access to capital do not generate much income for their owners.

Simultaneously the lack of income prospects adversely impact

on incentives to enter business by those with the greatest

likelihood of success. The result is a situati on where brave

men with little knowledge of the requirements for success

enter marginal businesses and lose whatever equity capital they

•~ ve oeen able to raise. There is a shortage of mi nority

President’s Advisory Council on Minority
Susiress Enterprise , Minority Enterprise and Expanded Ownership :
B~j~~rint for the Seventies (Washington: Government Printing
~ff ice ,1971), p. 5.

_ _ _ _ _ _ _  — -.~~~~~ — - -- ~~- . --— - -~~~~~
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group persons who have the necessary formal and informal

education to manage modern, large scale businesses.

Because there were few success models of minority
business managers or owners, and limi ted opportunities,
very few minority students chose business ownership as a
career objective.3~

The institutional environment In which minority business

enterprise must operate combined with the myriad problems

which face all small businesses have served as a double barrier

to minori ty group participation in entrepreneurial ventures.36

Yet another problem which must be faced by potential

minority group entrepreneurs is a lack of the formally or

Informally acquired management skills needed to operate a

viable , competitive business.

The important role that competent management skills
play In the successful operation an~ growth of a business 

—

has long been established . Approxim&tely 90 percent of
all business failures are attrlbuted to poor management
skills of the bus iness owners.~

7

It is likely that bus i nesses owned by mi nority groups have failed

more often than those owned by whi tes historically owi ng to the

35u.s., Department of Commerce, Task Force on Education
and Training for Minority Bus i ness Enterprise , Report, 1974
(Washington : Government Printi ng Office , 1974), p. 19.

36See Robert McKersie , “Vitalize Black Enterprise ,’
Black Business Entererise, ed. Ronald W. Bailey (New York :
Basic Books, Inc., 1971~ , p. 103.

37U.S., Department of Commerce , Task Force on Enucati on
and Training for Minority 3usiness Enterprise , op. cit. , p . 24;
see also Louis L. All en , “Factors Affecti ng the Profi tabi lity
of Small Flrms~” The Vital Ma4ority, ed. Deane Carson
(Wachl nqton : (overnmert Prirt’nq Offi-e , 19’3l . p. 242.

--
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problems of securing working capital and the lack of an

entrepreneuri al tradition which could be passed on i nformally

within the family. Garvin concludes that a lack of experience

in the line of business contributed substantially to minority

group business failures for the period 1967_l970 .38

In addition to lacking business experience , minority

group persons have been underrepresented in formal business

ed..~c.at ion programs .

In the sixty years following the inception of American
graduate business education in 1908, less than six hund~~dmi nority persons received graduate degrees in business.

The Task Force on Education and Training for Minority Business

Enterpri se recommends that concentrated government activity to

make training opportuni ties available to prospective and

active minority entrepreneurs be made a priority goal.40

Summary

The perpetuation of minority capitalism as a public

policy goal fl owered during the late 1960 ’s and early 1970’s

under the direction of the Administrations of President

Lyndon B. Johnson and Richard M. Nixon. Whateve r the biases of

38Wi l fred J . Garvin , “Fosterin g Mi nor i ty Business
Ownership, ” The Vital ~1a~ority, ed. Deane Carson (Washington :
Government Printing Offfce, 1973), pp. 423-5.

De partme nt of Commerce , Task Force on Education
anc Train ng for Minority Enterpri se, op. cit. , p. 21.

40 1bid., pp. 3-4, 47.

_ _ _  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ -~~~~~~~~~~“- -~~~ -~~~~~~~
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the political parties involved , minority capitalism was seen as

a means whereby greater opportunity for participating in

American economic life could be extended to nonwhite minorities.

The problems of financing and greater human capital development

by way of entrepreneurial expertise represent real obstacles

to the development of mi nority business enterprises. These

problems involve some circular causation and reinforce each

— other.

Some of the lack of financial backing is attributable

to a bias in the institutional setting which has argued that

minority group entrepreneurs are engaged in businesses which

will not survive the competition to become really profitable

enterprises. The predictions of failure in some cases have

hecome self-fulfilling prophecies. The lack of prior success

has led to the conclusion by lend ing institutions that future

success is unl i kely. Lending institutions must observe

profitability guidelines . It is like ly that some of the

nability to raise money capital on the part of minority group

members aspiri ng to entrepreneurship can be traced to conscious

~)r institut4ona l d i scrin 4nation. In this respect the treatment

of an individua l differently because o~ preconceptions abou ’

u S  ~ cial group is ‘1iscr~ nji3tory. A ‘ack of ab ilit y t~

find financial backing impacts directly on entrepreneuship .

success models influence the career decisions of young

peop ’-~. If minority grouos either ~o not own business

._ rl l. p,
~~
.., - 
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commensurate with whites both the fact of the shortfal l and the

signal to search for alternative means of livelihood will be

communicated to younger members of these groups. The traditiona l

lack of business success has , no doubt , influenced some better-

qualified minority group members away from business ownership

wi th the consequence that entrepreneurship is an underdeveloped

art among minority group members.

The low i ncome historically experienced by mi nority

group members from business enterprises is not likel y to be

remedied in the short run . The insti tutional environment which

has been partially responsible for the lack of business success

will only change slowly. An equal opportunity to succeed or

fail in business has not existed any more than an eq~...il

opportunity to succeed or fail in some other types of endeavor .

In light of institutiona l strictures which decrease the

probability of success in business , governmental activity to

improve the prospects for equal opportunity in business

ventures is warranted . There is no reason to believe that

minority group members will do less well in business , as in

other areas of the economy , if they are given an equal

opportunity . An equal opportunity might mean more than the

n.ere noninterfereuce with current decisions. It might mean

activ ities desi gned to overcome the effects of past denials.

A~ Presioent Johnson said:
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You do not take a person who , for years , has been

hobbled by chains and liberate him , bring him up to the
starting line of a race and then say, “You are free to
compete with all the others” a~q still justly believe thatyou have been completely fair.’H

Minority capitalism attempts to provide the compensatory

activity which President Johnson implied to be necessary to a

“fair start” for minority group members in the area of business

ownership.

President Lyndon B. Johnson , “To Fulfill These
Rights ,” Coninencement Address at Howard Univers i ty, Public

~~ r 1 ‘ f I I  4~~~~ 1T~~~~~~tr
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CHAPTER V

CONCEPTUALIZATION AND IMPLEMENTATION
OF THE SECTION 8(a) PROGRAM

Introduction

The present chapter presents a summary view of how the

Section 8(a) Program came i nto being and provides a discussion

of the major social , politica l and philosophical issues which

impacted on its implementation . Implementation met with

resistance on several counts. To begin wi th , the program had

to overcome the bureaucratic i nertia associated wi th uncertainty

about the proper relationship between government agencies. In

addition the program was a natural enemy to nondisadvantaged

small business firms since it threatened award of contracts

which they had traditionally received .1 Finally the program

was perceived as providing preferential treatment to minority

group members who were the beneficiaries of civil rights

~gislation and court orders and were “moving too fast” toward

equality of opportunity. 2

1U.S., Ccmptro ller Genera l , General Accounting Office,
9uestionable Effectiveness of the 8(a) Procurement Program
~Wasnington: Government PrThting Offi~e ,~

’l975), p. 19.
2Thomas R. Dye, The Pol itics of EQuality (New York: The 

—

Bocos-Merrill Company , Inc., 1971 ), pp. 215-23. 
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The Section 8(a) Program Is a domestic economic

development program which has as its major goal the establishment

and perpetuation of viable disadvantaged group businesses

through government contracts for goods and services. Contracts

are provided to help firms overcome the obstacles of growth to

optimum size. After the firm has reached its business plateau

it is expected to compete as an independent and self-sustaini~ug

enterprise. Nonwhite minority groups control a disproportionately

small share of economic resources in the United States. The

Federal Goverrinent took steps designed to increase participation

— ~.j these groups through civil rights legislation and executive

orders and through the Minority Business Enterprise Program

- ring the decade of the nineteen sixties .

The urban racial disturbances of the mid-l960 ’ s appeared
ro confirm that even the Civil Rights Act of 1964 was not

sufficient to defuse the potentiall explosive social situation

w~ich was in part attributed to a perceived lack of economic

..~ntrol over their destinies by minority group residents of

:‘~,tto areas. This lack of economic control was perceived as a

- :k of equality of oppcrtunity . Based on thol— investi gation

~ ~4~~ional advisory Commission on Civil Disorders expressed

~‘.ic v~ ’w of the nnpo r t’ ’l i ~tr”ctire as follows :

~

--- --
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The expectations aroused by the great judicial and
legislative victories of the civil rights movement have
led to frustration , hostility , and cynicism in the face of
the persistent gap between promise and fulfillment .3

The use of the Section 8(a) Program to attempt greater

invol vement of minority groups in the American economic

mainstream , whether through i ncreasing job opportunities as

attempted duri ng the Administration of President Lyndon B.

jtr ;~~.ur or through increased ownership as attempted during the

Administration of President Richard N. Nixon , represented vertical

intervention in the market to accomplish a social goal .

Rationale and Focus of Attack for
Contracting under Section 8(a)

The Section 8(a) Program was born out of the civil

rights progress and civil strife of the last two decades. The

guarantee of the full power of citizenship without the

encumbrances of discrimination was impli cit in the laws and

executive orders issued on behalf of nonwhite minority group

members. This program was but a part of the Federal Government’s

Minority Business Enterprise effort. It sought to complement

Congressional action to prohib it discrimination in voting ,

~ousing , employment , and educational opportunity by seeking to

remedy a manifestation of unequal access to one major type of

remuneration--business ownership. Other programs which were

National Advisory Commission on Civi l Disorders ,
Report (Washington : Government Printing Office , 1968), p. 92.
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a part of the Minority Business Enterprise effort were designed

to provide financial assistance , business opportunities , ~nd

nwiagement and technical assistance to minority owned firms.4

The Social Setting

The decade of the nineteen sixties wi tnessed the 1orges~
wave of legislative , judicial , and executive actions to secure

and extend civil rights to America ’s nonwhite minori ty groups

of any similar period In the history of the country . It is

signi ficant that all three branches of the Federal Government

were involved simultaneously in these efforts. This simultaneous

involvement indicates the amount of sociopolitical interest i~i

the socioeconomic plight of minori ty groups at that time .

Civil rights protest activity had heightened the consciou~n~~-;

of America to decades of racial Inequality during the decade

prior to enactment of the Civil Rights Act of l 964.~
By 1968, when the authority contained in Section 8~a) or

the Small Business Act was first used, minori ty group members

were witnessing attempts by the Federal t~overnment to protect

their civil rights . Ironically it was after the passage of

41J.S., Departme” of Coninerce, Office of Mi norityBusi~~ s Enterprise, Federal Proq~ams Assisting MThor1~yEnterprise ~~~ hi i~ton . rovernv~mt Pr-tnflno ~~~ ce , 1971).w
• 5 U~$~, Pres1d~nt Lyftdon B. Johnson , “To Fulfill Th-sE

E~~~t*,” Conene~cefl*rt Address at Howard !iriiyer.;lt,y, Public
of_theP~’es1d~iiof The Uniteti States. 1965 (~lashington :

- ~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~ ‘~~‘~~~~~~ ‘
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major civil and voting rights acts that viol ence erupted In

some of the major metropolitan areas of the country .

Other than those racial disturbances associated wi th

civil rights demonstrations in the Southern states dating to

the Montgomery , Alabama city bus boycott in 1955 , the country

had been relatively free of major racial violence prior to

l965.~ Then , in the Watts section of Los Angeles in August 1965 ,

series of major racial disturbances began which lasted through

the Summer 0f 1967. The National Advisory Commission on Civil

Disorders , appointed by President Johnson through Executive

Order 11365 , was charged with the responsibility of find i ng

the cause of the violence , developi ng methods and techniques

for averting or controlling the disorders , and defining the

role which various governmental agencies should pl ay in dealing

wi th such disorders .7

The Watts riot resulted in 34 deaths , nearly 4,000

arrests and approximately thirty five milli on dollars in

property damage.8 A total of forty three riots and disorders

were reported during l966.~ The major riot activity , however ,

occurred during 1967 , culminating in the riot which shook

~~ tCOIt , M ich igan in July of that year. The Detroit Riot left

6Nati cna l Advisory Commission on Civil Disorders~c~. cit., ~~~~~ . 19-20.

7ibid ., 2. 295. 8lbid. , p. 20.

9Ibid. , p. 21. 



126

forty three dead , over 7,200 arrested , and over thirty twr

mill ion dollars in property damage.1° The Nat ional Adv i sory

Commission determined that 164 disorders occurred during the

first nine months of 1967. Forty one disorders were classi ied

as major or serious; the rest were classified as minor .11 -la ir ’--

or serious disorders occurred in ever~’ section of the country

and every city size. 12 The occurrence of riots in geograph~ca11 v

dispersed areas indicates the widespread dissatisfaction of

ghetto area minority groups wi th their lot. The National

AdvLory Commission noted that the riot activity was pr’marly

directed against “symbols of White American Society .

Authority and property . . .rather than against white persons.

The primary cause of the violence ac:ordir-? to the

Commission was the racial attitudes of wh i te America. “White

r~ci~m is essentially responsible for the explosive mixture w i ~ r

has been accumulating in our citie s since World War ii.~
14 T~-~

frustrated hopes whic h r.~sulted when expectations were unrealiz ri

from the judicial an’~ legislative victories for civ -.1 rights arc

a sense of powerlessn~~s to combat perceived political and

cccn~mic exploitaticn na~e ‘ iolence secrr an effective a1ter~ia t i- ~e

‘: ‘~ c’~~’-~ the systo’r throug h estab1~ s procedures. 15

~°Ibid., op. 60-1 . ~~ibid., p. 65.
12 TH,1 p. 66. 13 1b1d., p. 64.

15

~hid. , o. ‘
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Watts and Detroit--and the di sorders that in subsequent
years engulfed such Northern centers as Newark , Buffalo ,
Kansas City , Cleveland , Chicago , St Louis, San Francisco ,
and many others--served as shocking and costly reminders
that the mere removal of legal barriers to equality was
not enough; that the principle of equality included economi c
as well as social equality ; that fear and lack of
communication were still rampant; and that frustration
could reaqily lead to anger and thence to bl ind unreasoned
violence .16

In this atmosphere of racial unrest and social upheaval the

~ - -ir~n 8(a) Program was pressed into service as one policy

-~~~~ attempt to alter the opportunity structure available to

minority group members .

The Size of the Federal Procurement Establishment

A significant portion of America ’s resources is

colTirli tted to the operation of government. All levels of

government expended approximately 21.4 percent of the Gross

National Product in 1974 when governmental purchases of goods

and services totaled 301.1 billion dollars .17 The Federal

Government portion of this amount was 111.7 billion dollars .18

The magnitude of federal procurement expenditures implies to

policymakers with a purpose to serve that qualifying their

programs under the federal procurement regulations is a

wortnwhile task. Likewise policymakers who believe that access

16Henry J. Abraham , Freedom and the Court (2nd ed.;
\ew York : Oxford Univers ity Press, 1972), p. 291 .

17Council of Economic Advisers , Economi c Report of the
President, 1976 (Washington : Government Printing Office, 1976),
p. 171 .

18Ibjd
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to federal expenditures for any purpose should be unencumbered

by social , ethnic , political , and racial membership might be

inclined to express that belief through a redistribution of

opportunity to ensure equality of participation in receipts.

Thus the efforts to promote racial equality in benefit receio~
and status which was begun by President Truman when he

proclaimed the uniformed services i ntegrated by executive

order in 1948, has been carried on by every president since

that time. 19

Federal procurement is bi g business. The Congress has

recognized the potential importance of procurement as a source

~f small business benefit. The Small Business Act expresses

the i ntent of Congress that government procurement be used as

veh icle to help smal l businesses. Section two of the Small

9usiness Act states that:

It is the declared policy of the Congress that the
Government shou ic aid , counsel , assist , and protect , insofar
as is possible the i nterests of small-business concerns ,

.to insure that a fair proportion of the total purchases
and contracts or subcontracts for property and services of
t e  Government. . ~,,oe placei w i tn sma~l bus iness
enterprises. . .

The amount of money annually involved indicates immediately why

onqr~ss is concerned with the distribution of procurement

19Abraham , g.~ cit. pp. 296-8.

Congress , House , Select Committee on Small
TJsin ?ss , t ex t of Public Law 35-536 (Small Busir~ss Act
~Wash i ngton : ~~vernment~Printing Office , 1970), pT~~~~Hrn~

’-ir
- 1 . -‘ f - . C - , . .,, ,. -; -~ 1 ,-~ -
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expenditures . Contract awards to all businesses by federal

agencies , including the Department of Defense, amounted to

52.36 billion dollars in fisca l year 1974. 21 The Congress has

been continuously i nterested in the proportion of the total

procurement amount which was awarded to small businesses.

Information respondi ng to a House Small Business Committee

request on small business awards for 1974 indicated that small

L-~~,~Iesses received contract awards for 20.5 percent of 34.52

billion dollars awarded by the Department of Defense; 8 percent

of 2.12 billion dol lars awarded by the Nati onal Aeronautics

and Space Administration ; 39 percent of 1.56 billi on dollars

awarded by the General Services Administration , and 23 percent

of 14.16 billion dollars awarded by all other Civilian Executive

agencies.22 Congressional pressure has been responsible , in part,

for executive agency attention to the Small Business Program .23

Constituency plays a part in the determination of benefit

receipt from federal expend i tures.

In a representative government , such earthy matters as
the distribution and award of government contracts are of
considerab~e concern to those who are elected to look afterthe interest~4of the individual states, districts , and
territories.

~~~~~~~~ Congress , House, Permanent Select Committee on
Sims 1~ Bus i nesses. The Position of Sma ll Business in Government
Procurement (1974) (Washi ngton: Government Printi ng Office,

pp. 8, 113 , 123 .

_____ 
pp. 113 , 123. 23Ibid., p. 1.

24Merton 3. Peck and Frederic M. Sherer, The Weapons
Acç~i s i :ion Process (Boston : President and Fel l ows of Harvard
~o~Iege, F9b~~), p. 95.
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The President ’s Test_ Program on Hard-Core Unemployment

EThe Section 8(a) Program ’s] use was initiated in
support of the Test Cities Program under President Johnson ’s
admIn1~tration as a result of the civil disturbances during
l967.’~

The racial disturbances in the urban ghettos must have

represented a particularly troubl esome policy area for an

administration which prided itself on its accomplishments in the

civil rights area. The conclusion which emerged from the

report of the National Advisory Commission on Civil Disorders

confirmed that one of the major problems as perceived by th~
rioters was a lack of meaningful work in ghettos. It was toward

the goal of creating work experiences in the ghetto areas that

the administration turned its energies while continuing to

attempt to wage its “war on poverty.” The “Test Cities Progr~ -~
was an adjunct of the war on poverty program.

President Johnson launched the Test Cities Program on

October 2, 1967 by Memorandum to the Secretaries of Defense ,

Commerce , Labor , Health , Education , and Welfare , Housing and

Urban Development; Administrators of the General Services

Administration and Smal l Business Administration ; and Director

~.f the Office of Economic. Opportunity . The program sought to:

25U.S., Congress , Senate ,- Select Committee on Small
~nsiness, Small Business Admin istration ’ s 8(a) Cont rac t
ProcurementThrogram, Hearinq 94th Cong ., ~nd Sess.,1anuary 21 . 1976 (Washinqton : Government PrintinO Office , l’7~ ),
~~~. 261. 
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.mobilize the resources of pri vate industry and the
federal government to help find jobs and provide training
for America ’ s hard-core unemployed . The heart of this new
effort is to reach the forgotten and neglected--those
citizens handicapped by poor health , hampered by
inadequate education , hindered by years of discrimination ,
and by-passed by conventional training programs .26

Section 8(a) was used under the Test Cities Program to give

preference in award to those government contractors who were

located in areas of “concentrated unemployment or

ctremployment” as determined by the Bureau of Employment

Security in the Department of Labor. The contractor was required

to agree in advance that no fewer than 25 percent of the laborers

used in contract performance would be “di sadvantaged workers .”27

Provisions were made that firms not located in target areas

could qualify for preference awards by certifying that a

signi ficant portion of the work would be subcontracted to a

firm which was so located. The Test Cities Program was fully

implemented in the Department of Defense by March 1968 after

tne Armed Services Procurement Regulation had been amended and

the Small Business Administration had announced its intention

to use Section 8(a) authority to subcontract wi th firms who

agreed to comply with sti pulations of the program.

26U.S., President Lyndon E~. Johnson , “Memorandum onin..Jç .r~.zing a Test Program to Reduce Hard Core Unemployment ,”
~~~~~~~~~~~~~ ~iDers of tte Presidents of the United States, 1967ç~ snington : Government PrintThg Office , 1968), p. 887.

2’.etter , - - t~i’iistratOr , Bur~-3u of Emp l oyment Security
c~ Assis:.int ~-cretary of ~e ense (Installations and Logistics),
Gcto~er 10, ~967 (Enc~os~re Z), p. 1.
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Throughout the remainder of 1968 , the program was

refined . The Department of Defense had to insure that it

complemented rather than clashed with the department’ s Labor

Surplus Area Program which was already in operati on .28 A

Congressional Comittee made the followi ng recommendations

in December 1968:

SectIon 8(a) of the Small Business Act should be
utilized to the fullest extent for development of
entrepreneurship in ghetto areas. Large companies shcjld
be encouraged to set up self-sufficient divisions in
poverty areas that can later be spun off a~ small
bus m esses 29

in addition ,

Provisions and guidelines shoul d be incorporated ~rtothe Armed Services Procurement Act and the Federal F rc.p&~ ty
and Administrative Services Act under which contracts •.a.
be negotiated when one of the purposes of procurement ~s
reduction of serious and persistent unemoloyment arfi ~i’encouragement of business enterprise in ghetto areas .
Procurement Regulations should then be appropriately r’~v i~~e~to reflect thi s statutory purpose. 30

The Pol itical Clima te

The force of ghetto racial disturbances insured that

solutions to the problems they portended for the society would

2&~~ p Labor Surplus Area Program awards contracts
preferentially to firsr located in a—eas where unemployment
4.- ‘ini,s,jallv h4 qh.

Congress, Senate, Select Committee on Smal l
Bus 4nes s, Selected Proble~ns of Small Business in the Area of
Federal Procurement, Senate Report Number i671 , 90th ConqT

~~~~~ December 3 , T~~W (Was hington~ ernment Print~ ig
Off4ce , l96~i~’ , ~

___________ _____________ ______
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be subject to political controversy duri ng the presidential

election campaign of 1968 . Richard M. Nixon proposed his

solution to these problems during his “Bridges to Human

Dignity ” radio speeches on April 25 and May 2, 1968. It was

during these speeches that the Nixon conception of the Black

Capitalism idea was explained .31

To anyone schooled in the historic Republican philosophy ,
the “Bridges ” speeches represented only a carr~lng forward
~f time-honored principles to meet new needs.3’~

The program proposed by Nixon was in clear contrast to that

being carried out by the Johnson Administration .

The Jobs Versus Ownership Controversy

The stage was set for a political determination of the

manner in which the authority contained in Section 8(a) of the

Small Business Act would be used to intervene in the income

determination of America ’s nonwhite minority groups. There

was by late 1968 no issue as to whether it would be used. For

the Johnson Administration the authori ty was considered another

prong of its attack on poverty and lack of economic opportunity

which led to the racial unrest; for candidate Nixon the

authority represented an opportunity to increase the

capaoility of minority group members to overcome the obstacles

to business ownership and prosperity through the worki ngs of

31John McClaughry , “Black Ownership and National
PoMt ics ,” Black Economi c Deve1opmen ,~~ eds . W i ll i am F. Hadad
and G. Jougias Pugh (Englewood Cliffs : Prentice Hall , Inc .,
1969), P. 38.

32Ioid
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the market. On the one hand Section 8(a) was seen as a way to

- provide jobs ; on the other hand it was seen as a way to provide

ownership. After his election President Nixon turned to the

implementation of his way by issuing Executive Order fl458,

“Prescribing Arrangements for Developing and Coordinating a

National Program for Minority Business Enterprise ’33 on March 5 .

1969. ThIs Executive Order established the Office of Mincr4ty

-
~~ Business Enterprise wi thin the Department of Commerce and

ordered the federal bureaucracy into action to contribute to

the establishment , preservation , and strengthening of mi nority

business enterpri se.”34 Executive Order 11458 was supersede-u

by Executive Order 11625 , “Prescribing Additional Arrangements

for Developing and Coordinating a National Program for Mir~r4~
Business Enterprise,” on October 13 , l97l .~~ The later E~ec utiv€

Order broadened the scope of the previous order by giving th~
Secretary of Commerce greater powers to expend funds in su~po~t

of pilot and demonstration projects and in general to

coordinate the entire minori ty business enterprise program

335ee U.S., Pr”cident Richard M . Ni xon , “Executive Order
ll’t58,” Weekly Coni~i1.~’t’on of Presidential Documents, 5, No .
10 (M

~irr.h 10 , 1969,, 37? ..3

341b1d. , n. 372.

35See U.S., Presi&~nt Richard M. Nixon , “~xecutiveOrder 11625 ,” Weekl y Compilation of Presidential Documents,
7, Mo. 42 (October l~ , 197), 1404-6.

_ - - -~~~~~~~~~~
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throughout the federal government .36 These activities were to

be carried out, in fact, by the Office of Minority Business

Enterprise created by Executive Order 11458 and placed in the

Department of Commerce.

The Federal Organization to Impjement the Section 8(i) Program

The Section 8(a) Program has gone through several
-~~ r- ,~~~~ in management emphasis since 1968. Initially the

program tried to enroll all applicant firms which could be

found ; l ater the program tried to broker the maximum number of

contracts. Finally in 1975 the program emphasis shifted to

providing the broad spectrum of Smal l Business Administration

services to a smal ler number of firms .37 During the entire

period of implementation the federal organization was basically

the same. Two federal agencies , the Small Business

Admi nistration and the Office of Minority Business Enterprise ,

have responsibilities which span the entire minority business

enterprise effort.

The Small Bus i ness Administrat ion has played a central

role in the Section 8(a) Program from the beginning . The

36U.S., President Richard M. Nixon , “Presidential Message
to Cc-~ ress on Minority Business Enterprise ,” Weekly Compi lation
of~~ esidentia1 Documents, 7, No. 42 (October 18, l~7l), 1403.

Congress , Senate, Select Committee on Small
~?Asin ess , Small Bus iness Admini stration ’s 8(a) Contract
oc ’crne~~~ rogram i~ ii’ing , 94~

}
~ Cong. , 2nd Sess. , January 21 ,

i~
’7
~~~~snington: Government Printing Office , 1976), p. 262.

_ _ _  _ _  ~~~~~~~~~~~~~ --~~~~ -—.- - - - ~~~- - - - - -- - - - - - -  
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success of the program still falls to the initiative and

Ingenuity of this relatively small agency i n the federa l

bureaucracy. The Small Business Adm inistration must play tie

role of advocate if the program is to succeed. It is the

primary point of contact for firms who wish to engage in

contracting under Section 8(a). In addition to the Section

• 8(a) Program SBA is involved in loan and loan guarantee

programs , the surety bonding program , and various management

3ssistance programs.

The Smal l Business Administration is organized into ten

regions, wi th each region having supervisory responsibility

for several district field offices within its region . Ther~

are 101 district offices some of which have branch offices.

The procurement center representative in the district offic

is the person who is primarily responsible for securing

— contracts from government agencies to support the Section 8~a)
Drogram .38 In 1973 the Si all Business Administr ation ernplo’ed

~pproxlmately 4,000 oersons to conduct its operations.
39 OF

this number 262 persons were employed in direct support of

38F~r Orqan izat4onal detail of the Small Business
‘~!rii,-istratior~ see T it le 3 , Code of Fe~era1 Regulations (Pa rt
IOfl (Washinqton : ~ove~-nmi’n t Prfntinq Office . 19761 . pp. ~~
~egiona i offices one ~hr~~jh ten are located respectively i

Boston , New York , Philadel phi a , Atla nta , Chica go , Dalla ’~.
Kansas Ci ty, Denver , San Francisco , and Seat tle .

3
~U.S. , Office of Manegement and Budget , Spec ial An a~~~es: 

~~~~~~~~~~~~- t 7p ~g74
— — - ;_ , _ , _ I _  
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mi nority enterprise programs .4° It can be concluded that

these minority business enterpri se specialists are spread

rather thinly when consideration is given the fact that Section

8(a) contracts alone for fiscal year 1973 numbered 1976

awarded to 1067 firms. These contracts had to be administered

by 202 Regional and District employees. Approximately one

k odred of these same employees had to provide management

and technical assistance and procurement assistance to the

entire small business universe.41 Moreover, the Section 8(a)

Program is but one of several minority business enterprise

programs.

The Office of Mi nority Business Enterprise (OMBE) was

created by Executive Order 11458 in March 1969. This new

agency was placed in the Department of Commerce and given

the responsibility for being a “clearinghouse operation”

which would coordinate and oversee the federal minority

enterprise effort and stimulate private sector initiatives .42

OMBE nas grown in both scope and influence since its creation.

t started as an agency which employed thirty six people and

40U.S., Congress , House , Permanent Select Comm i ttee on
Small tsusiness , Subcomittee on Minority Small Business
Enterprise and Franchising , t~overnrnent Minority EnterprisePrc~rams--F isca l Year 1974, V~’F. 1, Hearings, 93rd~~àng .,
1st Sess., October 3, 4, 1973 (Washington : Government Printing
Office , 1973), p. 204.

41 Ibid.
42U.S , President Richard NI. Nixon , “Message to Congress,”

Weekly Compilation of Presidential Documents (October 18, 1971),
op. c~t., p.~~4OO.
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had a budget request for fiscal year 1970 of 1.5 million

dollars .43 By 1974 OMBE had a budget of approximately 42

million dollars and employed in excess of 200 people. The

agency was reorganized in 1973. The result of that

reorganization was to shift the majority of the OMBE staff ,

which had been located in Washington , D.C.. to Regional Ofiices

around the country.44 OMBE has affiliated itsel f with most

of the local minority group-oriented development corporations

throughout the country . OMBE awards contracts for management

assistance and provides l oan and grant financing for minorit y

smal l businessmen and business development organizations

through these pri vate organizations .

The potential for conflict between the Small Busine ss

Administration and the Office of Minority Business Enterprise r-~~~

been high. This has been especially true where the two ag~n c — --
have been simultaneously involved in the same facet of the

mi nority business enterprise effort. Such potential is

illustrated in the Mi nority Enterprise Small Business

43Testlmony by Di rector, Office of Minority Bus iness
Enterpri se , U.S., Conc’~ss , Senate, S&ect Coninittee ~r ~~~ ‘ 11
Business , Review of Small Business Administration ’ s Pro~~ -s
a~d~~ulicies—— 1TC9 . ~ls~~~ong ,  Tst. Sess., June iL T~~9
(W~shington: Government ~rinting Office, 1969, p. 157 .

Congress, House, Permanent Select Commi ttee o~
~-~a~l Business , Subconvnlt-’,e or Minority Small Busine~Enterpri se and F ranchisino Government Minorit y Enterprise
?y ~ra,~----~scal Year 1974 , o1. 2 , ~~~~~~~~~~~~~~~~~
~~~~~~~~~~~~~~~~~~~~~~~~~~~ -prn!ient Printina Off ce ,
1 ) 7  ~ .~~~ ~~
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Investment Companies (MESBICs). The SBA licenses and

supervises MESBICs yet OMBE is involved in initiating PIESBIC

activity . MESBICs may be involved in loans to firms with which

OMBE is involved in providing management and technical

assistance by contract wi th other private fi rms . Furthermore

SBA may be providing management and technical assistance to the

same finn as well as procurement assistance through the Section

~(aj Program, either simu l taneously or in tandem. It was not

until 1974 that the two agencies set up a series of committees

at the national level to address these areas of potential

conf l icts .45

I~plementation of the Section_8La) Prp~~~
Implementation of the Section 8(a) Program was given as

a charge to all federal agencies which engaged in procurement

activities . The amount of support which could be given the

program was determined by the type and amount of contracts

awarded by the federal agencies. The Department of Defense

has consistently had more contracts both in terms of number

and amounts than any other federal agency . It was apparently

for this reason that Secretary of Defense Clifford argued

~~~~ t~e Department of Defense had not lived up to its

obl~gation and potenti al for devoting sufficient thinking

ano resources to “those aspects of our domestic problems which

_____ 
p. 13.

_ _ _ _ _ _
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are im portant to our tOtcil national security .46 Defense

expenditures represented the largest single i tem in federal

outlays in the period after World ~!ar II until they were

overtaken by expend i tures for Income security programs in

l974.~~
The size of defense procurement expend i tures accounted

for the inclusion of the Department of Defense as one of the

initial agencies to which President Johnson ’ s memorandum of -

October 2, 1967 was sent. Aside from the Department of

Defense the only other “general purchaser ” agency included -gas

the General Services Administration . All other agencies were

“action agencies” In the war on poverty effort.

The fln-’l argument in favor of using Section 8(a) of

the Small Business Act as a major tool to imp1~ment a progrfi rn

of Minority Business Development came during a meeting of a

joint Department of Defense/General Services Administration

Legal Council Rev i ew on December 3, 1969. In a l etter to t~e

Administrator , General Services Administration , the legal

counsels stated the substance of their review of statutory

authority which might oe used to divert procurements to help

m inority group businesses. They determined that all other

46Clark M. ClifforL’, “Address to the National Secu~-ity
~ :~~tria1 Association ,’ D~- jartj nent ~f Defense Press Re’eas .~~September 26, 1 968 , p. 6.

4
~Council of Economic Advisers , op . cit., p 24~.
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alternatives would require enabling statutory authority and

concluded that :

Because of the problems outlined above concerning other
statutory provisions , section 8(a) of the Small Business
Act appears to provide the only satisfactory legal
authority upon which to base a continuing Government-wide
program desi~~ed to give minority business a preference inprocurement.

p2~~ation of_the Section 8(a) Program

The program works similarly in all federal procuring

agencies. The agency is charged to work with the Small Business

Admini stration to identify those of its future contract

procurements which are like ly candidates for the Section 8(a)

Program. The Small Business Administration ’ s Procurement

Center Representative is then responsible for searching the

SBA portfolio of Section 8(a) firms to effect a match between

the procurement requirements and business firm capabilities.

When a firm is found with the set of capabilities required for

performing the contract , the Procurement Center Representative

certifies to the procuring agency that the Small Business

Administration -is capabl e of performing the contract work. A

contract is negotiated between the Small Business Administration

d~~~ the procuring agency ; then a separate contract is

48Letter from General Services Admini stration Legal
Counsel , Interagency Procurement Task Force for Minority
Bus~nessc~’~en ,” December 3, 1969, p. 3, a copy of this l etter was
transmi tted to the Assistant Secretary of Defense (Installations
a.-d Logistics) by Memo from the General Counsel , General
Services Administration on December 11 , 1969.
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negotiated between the Small Business Administration and the

Section 8(a) firm.

Procuring agencies are prohibited by statute usually

in the annual appropriations acts from paying price

differentials to alleviate economi c dislocations . This

restriction has been interpreted to mean that price

differentials could not be paid to Section 8(a) firms .49 Vet

sane small , minority-owned businesses , especially those which

are totally new , have costs which preclude them from offering

goods and services at a price as low as their fair market

value. In recognition of these facts the Congress appropriated

Business Development Expense (BDE) money to the Small Busi ress

Administration beginnin~ in fiscal year 1972.
50 The SBA is

authorized to make BDE expenditures to Section 8(a) firms -o

cover the difference between what the procuring agency wou d

pay for the product under competiti ve bidding and the amount

that SBA determines to be necessary .

Business devel opment expense funds are inc luded in the
contract pri ce ~n situations determined essential to thefulfillment of program objectives such as: The need for
additional equipment or tooling ; low labor productivity
due to inexperience , expected hi gh waste or rejection
rates ; need to develop quality cog~rol systems; improvement3f supplier relati ns, et cetera.

- 
t i C .

50Genera 1 Accounti -u Office , op. cIt., pp. 4-5.

“Testimoiy . A&ninisr.rator, ~‘ral1 Business Admin istration ,
U.S. , Congress , House, Select Committee on Small Business ,

i- .-- ~-4~~~~-,- ~- , - , , -  ‘— r - r —  r ,- , .., -~~~~~~
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BDE is paid to the 8(a) firm by the procuring agency as
deliveries are made. The Small Business Administrati on then
reimburses the procuring agency for the BDE portion of the
contract. Congress appropriated 30 million dollars in
Business Development Expense for fiscal years 1972-1974.

The Small Business Admini stration paid out 16.1 mi llion

dollars of this amount in payments to 284 Section 8(a) firms.52

52General Accounting Office , op. cit. , p. 5.
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CHAPTER VI

ANALYSIS OF THE EC0N~IIC DEVELOPMENT IMPPCT AND COSTTO THE AIR FORCE OF THE SECTION 8(a) PROGRAM

Introduction

This chapter presents an evaluation of the Section 8(a)

Program. The program evolved in a manner typical of social

programs implemented by the Federal Government. It has

grown in both scope and expend itures devoted to it since

fiscal year 1968. Precise expenditure amounts for program

Implementation are unavailable , however commitment of resou ‘
~~~~~~

to ‘increase the number of contractors in the program and

the number of contracts awarded to them have risen. Contrary

~ the development of many govenment programs , the Section

8(a) Program was implemented on a test basis prior to

full-scale implementation (the fact bears reiteration that the

test program was different than the current program in that

the latter cancentrateri on producing jobs rather than

prnducinq ownershio) It is this tyne of program evaluati on

tP~rOJgh a test effort which is suggested by Williams ard
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Evans. ’1 The program has undergone several changes in

direction as more has been learned about the environment in

which minority business enterprise was to be perpetuated .

Williams and Evans argue that this is an important part of

social program evaluation .

No previous comprehensive attempt has been made to

?‘-“II’ate the Section 8(a) Program ’s overall effectiveness.

This study bridges that gap by analyzing the economic

development effectiveness of contracts awarded in the program

by the United States Air Force. An ana lysis of the cost to

the Air Force for program participation is also conducted .

The contribution which the program has made to the perpetuation

of self-sustaining minority owned businesses is used as a

standard of effectiveness.

Goals of the Program

The Section 8(a) Program in its initial implementation

as a business ownership and development program concentrated

on creating and providing growth opportunities for as many

minority-owned businesses as possible. This task agreed in

, .~s-cance wi th the view President Nixon expressed during the
‘i~68 election campaign that :

‘
~Wa1ter Will iams and John W. Evans , “The Pol it ics of

Evai~ation : The Case of Head Start,” The Annals of the
Americ~n Academy of Pol itical and Socill Science, 38~~
~September 1969), 118-32.

_ _ _ _ _ _ _ _ _  _ _
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What we have to do is get private enterprise into the
ghetto, and get the people of the ghetto into private
enterprise--not only as workers, but as managers and
owners .

Nixon also expressed the view that federa’ policy should be

directed at improving private employment incentives and

increasing the availability of job information for ghetto

dwellers for the sake of improving job mobility .3 Three

issues relating to program goals will be discussed . The first

of these relates to the number of businesses helped by the

program as opposed to the size growth of those businesses

which were helped . The second issue revolves around whether

the dol lar vol ume of contracts or the number of contracts

awarded is a better measure of program effectiveness. The

third ‘Issue is whether contracts of one type are preferabl-

to other types in developing viable businesses.

Quantl~y Versus Q~~1i~y of Business

The authority contained in Section 8(a) was first

used in fiscal year 1968. The Section 8(a” Program has beon

used to funnel government contracts to only those businesses

owned and controlled by socially or economically disadvantaged
-~nd v1dua1s, The majority of Section 8(a) contracts have

beer awarded to buslnes~es owned and control led by members

2Rich~rr1 M . Nixon , ‘Capital 4n the Ghettos ,” Race a~d
~~~~~~ ed Jorri F . Kain (~nglewocd Cli~~s : Prentice~~aTT .
Inc ~T969), n. 16€.

, p .
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of minority groups , however, 58 contracts which totaled 5.7

million dollars were awarded to white owned firms during the

period fiscal year l973-l975 .~. This contracting activity

appears to confi rm the Small Business Administration (SBA) view

expounded since the program ’ s inception that it was to be used

as a tool to allevi ate social and economic disadvantage ,

regardless of racial identity . The program was implemented to

co.~R ter the trend among mi nori ty groups to own a
S 

disproportionately small number of businesses which had

disproportionately smal l receipt size. There was a trade-off

to be made regarding whether the Section 8(a) Program would

concentrate on providing what contracts it could acqui re from

other government agencies to many small mi nori ty-owned firms or

to a few select firms with a view toward bri nging them quickly

to their bus iness plateau . In the initial stages of the program

the Small Business Administrati on (SBA) acquired as many

contracts as the other agencies were willing to make available

to it and for which it had contractors capable of performing

contracts. Section 8(a) contract availability has always

depended upon other agencies ’ requirements and willingne ss to

::,iomi t contracts for Section 8(a) Program consideration . In —

4Testimony by Administrat or , Small Business Administration ,
U.S. , Congress , House , Committee on Smal l Business , Subcommittee
or SBA Overs ight and Minority Enterpri se , Small Bus iness
Adninistration Programs, Hearing , 94th Cong., 1st Sess.,
Marcn 4, 1975 (Washington : Government Printing Office, 1975),
p. 21.
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some instances the inability of SBA to secure additional

contracts when needed has led to business deterioration for

firms in the program .5

The issue of social and economi c disadvantage is

related to business quality through the impact of the

socioeconomi c cl imate. The major reason for the predomi r’at-~
award of Section 8(a) contracts to minority group firms is

that , “ . . .minorities make up the bulk of persons who have been

socially or economi cally disadvantaged.”6

The primary goal of this program is to create successful ,

self-sufficient firms . The concept of “graduation ” from t.~”

Section 8(a) Program has always been one facet of its

implementation . The contracts awarded tc Section 8(e) fircrr

are intended to helo these firms attain the goals specified

in the business plans which are approved by the Smal l Busir-ess

Admiristration pr~~r to award of the first contract to eac~
firm . The business plan:

5See U.S., Comrtroller General of the United States ,
General Cccounting Of f~ce , Questionable Effectiveness of the
8.(~ Procurement Proqr~m (Washington: Compt’oller General ef
the B~i p. 9.

6Test imcny by Adrr~nistrator, Small Business
A~1mi ni~tratinn , !J.S., Conr’ress , House . Permanent Select —

~orrin ttee on Sm~U Busin,.; , Subcommittee on Minority Sma~Business Enterpr i se ~nd Fr-~nchising, Government_Mi norityr n t.t’r’,~~ se Pr~~ asn~.-riz.ca Year 1974 ~~~ t~, ~ieir ’iig, ~,rd&r~ ~~~~~~~~~~~~~~~~~ 1973’ W lT,~’t~T Government
~~~~~~~r~~Y r ~~~ C’ff ce , 19 74 ) ,  ~‘ . c L .

I’-
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.projects , on a multiyear basis the amount of
subcon tracting assistance needed to reach self-sufficiency .
Each firm also projects the growth in commercial
[non-government] sales which it believes it needs to
become self-sufficient. 7

When a firm has reached self-sufficiency it is “graduated ”
from the program and should no longer need Section 8(a)

contract support . Twenty-nine fi rms had graduated from the

Dr~ iram by 1973.8 Some Section 8(a) firms may r~ave been

se ~ sufficient when they entered the program .9

Wh ile some firms might not have had a genuine requirement

for Section 8(a) assistance to become self-sufficient at

optimum size , some fi rms were also entered into the program

w~1ich could not be helped by it. Accor ding ~o the Administrator

of the Small Business Administration :

In the early years of program operation , there was ,
perhaps too little attention given to the selection of
firms for program participation. As a consequence , SBA’ s
8(a) portfolio included firms which the program could not
s ign ifi cantly assist . There are severa l factors which
i denti fy this type of fi rm : (1) absence of the
availability of suitable contracti ng opportunities ;
(2) a disproportionate number of firms approved in relation
to the potential market for their collective services or
product; (3) lack of interest in the program; (4) lack of
potential management and technical skills; (5) financial

7General Accoun ting Office , op. cit. , p. 2.

8Testimony , ~dministrator , Small Business Administrat ion ,
Coverr.ment Minority Enterprise Programs , op. cit. , p. 11

9General Accounting Office , qp~ cit. , p. 8.

j
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problems that could not be resolved by SBA ’s resources ;
and (6) an unwilli ngness to supp l y SBA w ith requisite
information .10

In its attempt to garner program support from other

agencies the Small Business Administration may have actually

overextended its capability to provide for self-sufficiency o-’

firms in the program .

Dollar Volume Versus Number of Contracts

One of the factors which determines whether a firm w~1i

surv i ve and become competitive in the marketplace is its sates.

Some new businessmen will choose to produce a good or service

~,hich is not conducive to surviv~’. in their localit i es. Des~~Lt

the best efforts ut screening by whate iir experts , some w~

~ inept at management or change their COrn t!9eflt to ~~ . - ir~’~ ~
9oaL. The Section 8(a) Program could not be expected to

help those disadvantaged bus’nessmen achieve se1f-su-~ficie” -y

who should not have been ‘~n the program because of personal

or m~trket miscalculations. Too many contracts in too s’~ort a

timE~ period could jeopardize the Section 8(a) contractor ’s

dLl~ ty to develop th~ private market which would have to

~;~~.;in t’ie f ir~i a~~e~ ~t h~d gr ’c - i - i~t~d ~roi i the Sect loii S

(5 - - .
-
~~~~~~~~~~

‘
~~~~~~~ ~rL~ !, 

‘ 

~ -r~t ~~‘rr; ~~~ :~r ~Bus,r’ess , Small Business Jmini stracion 8 a) Contract
~~~ ‘r~- j ~n r~ea~ q ~~ th ~~~~~ .nd ess

j3j~ ~
‘ , , ‘: Y , ’~ W c 1 S i~ in~’tL-~ : ‘io ’ierr-~rrrt ~ri!itin~ )

~fice,
~~~~ ~ - . :cc.

_ _ _ _ _ _  
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Program. On the other hand , insufficient contracts could delay

the achievement of self-sufficiency .

The dollar volume of contracts awarded and the number

of contracts awarded increased in every year between 1968 and

1975. This contrasts wi th the average contract amount which

has vari ed considerably with a downward , then slightly upward

trend . Table IV sumarizes the history of the program. The

.1j .’ - :t:r of contracts awarded decreased for the first time in

— Fiscal year 1975.11 This decrease was consciously insti tuted

at SBA in an effort to provide more management and marketing

assistance to Section 8(a) firms to help them develop their

commercial and competitive government procurement markets)2

The Small Business Admini stration still uses the busi ness plan

as the device to promote self-sufficiency but provides more of

the traditional SBA services to Section 8(a) client firms.

~ lbid , p. 221.

2lbid. , pp. 304-5.

— - -~~~ -- — -- — —-—-------------— - -- ~~ -—--——- ----- -- --- - .  rn—~ - - - ----.- A
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TABLE IV

SUMMARY OF SECTION 8(a) CONTRACT AWARDS
FISCAL YEAR 1968 TO 1974

-Average Companies
Fiscal ‘Contracts -Dollar Value Contract Awarded
Year Awarded of Contracts Amount Contracts

1968 8 $10 ,493 ,524 $1 ,311 ,690 7

1969 28 8,857,771 316 ,348 21

1970 199 22,520,209 131 ,166 145

1971 813 68,624,077 84,654 50€

1972 1646 142,319,905 86,464 924

1973 1976 212,963,115 107,774 1097

1974 2246 272,141 ,414 121 ,167 l13~

Source: U.S.. Srnal~ Busines s Administration , Status
i~eport of 8(a) Contracts: June 1974.

Types of Contracts

The types of Section 8(a) contracts awarded are

~iportant in determin ing the business develonment nrospects ~~~~~

disadvantaged firms. The type of contract available for award

impar.ts on the capabi li+ y of a firm to survive in the

nnst-.Sectir,n 8(a~ envir~mment at the same time that it

lffpr *s the r~rr~~nt nrod;’--t choice. The incentive feature

a Section B (a) contract which is set aside noncompet itiv - ly

~ay irr~
1 uer~ce co nt racto r ~o expand into a :roduct line ~hich

~ c unrl ’cir3bl e from a ‘~ moetitive ma ’-’~ t standpoint anr whi~ h

~~ ‘ .rc 1 r ~~~~~ 
- : ,

~ 
i — .

- - -
~~~ ~ ~~~~~~~~~~~~ ~-: o; o r ic
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~ieve1opment. In addition the contractor’s ability to maintain

his business in future years may depend critically upon the

continued existence of a particular contract requirement and

his ability to bid successfully on it.

Minori ty-owned businesses have had a tendency to be

less sophisti cated than business as a whole because of

ca’-ital availability , management potential and market access.13

~ 
~ection 8(a) Program attempted to capitalize on the

bus i ness experience which did exist by providing contracts

which did not requi re sophisticated equipment or managerial

expertise in their performance. Consequently the majority of

contracts awarded under the program have been service or small

construction contracts. Table V depicts the number and

cumulati ve dollar amounts awarded for the last three fiscal

years. The average contract amount , by contract type, shown

in Table V is 148,249 dollars for service contracts; 76,585

dollars for construction contracts; and 540,238 dollars for

manufacturing and supply contracts . There were seven times as

many service as manufacturing contracts awarded but manufacturing

coctracts contributed three times as much per contract to

~-~ iness sales volume .

13 dward H. Jones , Blacks in Business (New York :
Grosset and Dunlap Company , 1971), Cha. 5-6.

- 
~~1
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Analysis of Program Effectiveness

The remainder of the present chapter presents the

quanti tative portion of the study . The data used to evaluate

the effectiveness of the progrma were obtained from Small

Business Administration reports on the Section 8(a) Program ,

Department of the Air Force data tapes on contract awards ,

~~~~~ ~~-eau of the Census publications on population . The

va l ues for variables generated from these sources are used to

conduct a multiple linear regression analysis to indi cate the

economic development effectiveness of the Section 8(a) Program.

The complete array of data could not be found for all

contracts written by the Department of the Air Force to support

• the Section 8(a) Program. Some data were not available on 32

contracts awarded to 19 firms. These contracts were awarded

in cities for which the Bureau of the Census did not provide

statisti cs on population . Although the primary data source for

population was the 1970 General Social and Economic Characteristics

Pçj~j series for each state published by the Bureau of the

Census , the Census Bureau ’s 1973 County and City Data Book was

~ ed when information for a city could not be found in the

former source. The cities for which i nformation could not be

‘o~nd apparently did not exist when statisti cs were compiled

for the County and City Data Book. For the sake of coii~parabilfty

none of the data were analyzed for contractors (or contracts)

when po. ulation data were not available. —

~~~ ~
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The Model

The mi nority group sector of the United States is

underdeveloped from the standpoint of income which accrues

to it. The Section 8(a) Program was implemented to overcome

one aspect of that underdevelopment--underrepresen tation of

minority group members in prosperous bus -~ness enterprises.

The Section 8(a) Program is designed to provide guaranteed

sales of sufficient quantity to increase the likelihood that

individual minority-owned businesses w il l survive and to

improve the chances for their owners to enter the economi c

Tlainstream .

The analysis of Section 8(a) Program effectiveness

considers the relationship between twelve variab’es associat~-c .

with the Section 8(a) contracts written by ~eiar ti~eri L c~ ~~~~€

Air Force procurement offices between fiscal years 1968 and

1976 and awarded t~ disadvantaged firms . A multipl e recres~~~!~

3nalysis was performed on these contracting fi rms and on

indiv idual contract awards to determine the relati onship

between total amount of award to the firms and the other ten

variables ; and dollar value of contracts and the other elev~n

var i~ibles, including tot -~1 awards to each firm . The

regress ion equa ti ons attempt to quant i fy the effec ti veness ~-f

the ~ection 8(a) Program ~~~~ an economic development tool .

h~ rPqre’;~~oo e~ t ;~- . on postulates a iin &~ re’ati~n: .hir~
5etween the ‘~ari ab1ec and t~~r~s the ~~r~1: 

- 
~~~~~~~~~ . —•

A _~~~~~~ - —— • - -
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Development

Effectiveness ~~~ S = f(N,Y ,T,D,G,M ,V ,P,C,R) (Equation 1)

Where :

S = Total dollar amount of Air Force Section 8(a) contracts

awarded this fi rm since Fr 1968

N = Number of Air Force Section 8(a) contracts awarded the firm

V = Fiscal year in which the first Section 8(a) contract was

3warded the f i rm

Type of contracting done by the firm:

1 = Manufacturing
- 

- 
2 = Service

3 = Construction

o = Percentage of the population nonwhite in the city of

contract award

G = Minority group of the firm

1 = Black

2 = Puerto Rican

3 = American Indian

4 = Spanish ,~merican

S = Asian

6 Eskimos and Aluets

7 = Undetermi ned (None in the sample analyzed)

8 = Others - including whites

Total number of Section 8(a) contracts awarded this firm by

all other federal agencies

- - -- - - -

~

- •

~

- ~~~~~~~~~~~~ -~~--•“• ~~~~~~~~~~~ ---~~~ - -
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V = Total dollar value of Section 8(a) contracts awarded this

firm by all other federal agencies

P = Popul ation size in 1970 of the city of award

C = Business class of the firn

= Manufacturing

2 = Construction

3 = Services

R = Small Business Administration region in which the firm is

located (Regions are numbered 1 through 10)

An alterna tive formulation of the model specifies the

dependent variable as the dollar amoun t of each Sec ti on b (~~
contract written. In this fornIul~tion , (Y) is the year of

o~ -t -a ct  award . The other variabl es 4 n the equ.3~~- : - ~~~
same a r~d CS) i~ ar~ irldependent v1-

~ lable. The a1terrat~ve

fo-~i -j1ation is expressed as:

Developmen t

Tf~e~tiveness ~~ A f(S,N ,Y ,T,D,G ,M ,V S P ,C,P.I (E~uatic -~ 2)

= Doll ~r a-nc- !nt of this c~ntra~t.

There were 36E observat4ons on Section 8(a) firms when

~~‘ _~~ 2or~s on equa~i’~ • was as ~reci~
4
~ i ~~~~ equation 1 . TN~

r .
~~ :~~~r of ~~ -orv~t~ons ‘.‘creased t~~i 935 when the regre~sior

~~ P’ ~~~~~~~~~ 2 ~~~~~ ~~~~~~~ ~• i -~~i

~ ho do~l’r va jr of •‘~ch Section 8(e) contrac.t awv-I1e~ by

- 
~ ~~~~~~~~~~~ ‘ .)‘ D ’ -J ’

~ ~ :~p1 ~n~r ~ ~It ~~ On t~~- )~~~h -ftr- -~ ob€ ~O

1 ~~ 
— — •~~•~ 

• - •~ •• ~ - e f l •  5•) ~•) )~~•~~~ • ••• ~~~~ - . • I - -

• • 
~ )

__ ) • 
~
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contracts awarded to each fi rm as the dependent variable for

the same period .

The l inear form c- the regression equations may be

expressed as follows :

For equat i on 1, S = Al pha + b1N -
~~ b~Y + b3T + b4D +

b5G + b6M + b7V + b8P + b9C + b10R + u ;

For equation 2; A = Alpha + b1S + b2N + b3Y + b4T +

•
-
,-

~ 
~5G + b7M + b8V ÷ b9P + b10C + b11 R +u

‘- - 

~~-~-e: Al pha is the intercept term , b1 through b11 are beta

- 
-- coefficients , and u is a randomly distributed error term with

mean zero.

Theoretical basis of the model. The problems that minori ty

businessmen have in generating sufficient sales to support a

business and raising the required revenue to meet operating

expenses are directly alleviated by the Section 8(a) Program.

Sales are funneled directly to the business with the

consequence that they reduce uncertainty about the disposition

of output prior to production . Minority-owned fi rms face

cifficulties in growing to optimum size given thei r market

imitations . This program insures sales volume through

:Qvernment contracts and thereby serves to stabilize business

receipts sufficiently to permit growth.

Total Mr Force contrac t support for Sec ti on 8(a) firms. One

of the dependent variables in this analysis is the total dollar

cortract amount awarded each contractor through the Small

--

~

-

~

-

~
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Business Administrat ion by the Department of the Air Force C S).

This value is considered one measure of the effectiveness ~
the Section 8(a) Program . If sales which would otherwise have

gone to nonmi nority group firms are diverted to mi nori ty group

fi rms it should strengthen the business prospects of the latter

relative to the former) other things equal . The dollar va1~e

of the total contract amount becomes sales to the f irm . Whi le

larger sales volume does not guarantee success, it provides one

of the success ingredients most often lacking in minori ty sme ll

business enterprises . Total dollar amount of contracts awa - ded

(~~~~ 
could be the difference between survival and failure of t~’e

business enterpri se.

Am oU nt of individual contract awards. The other dependeni.

variable used in this analysis is the dollar va l ue of each

Section 8(a) contract awarded through the Small Business

Administration by the Department of the Air Force (A). Ths

value js likewise c1n~idered one measure of the effectiveness

of the Section 8(a) Program . Each Section 8(a) contract b~s

economi c development potential for firms in the program . Whil e

tota ’ contract amount ‘) measures the efrrctiveness of tm

procram i rom the standpo nt of the firm , the amount of ind vidua l

cti’) : - ‘act ~wa~ o~ ~A ) m~a~ - -Cs the ~e v r ’~~o e~ ~~~~ ie~~~ of

~~ ~- .qrar foo -- a d~’~~ —-ega ted Derspec~i -ir .

‘;~:ri -~~r -i~~ Y r  r-.’.-.--- -i~~—~rt’- ~warr~-- 1 Tbn n’~’ihp~- ~~ 3fl t ~~~tE.
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di rectly to business activity . A contract award might be

crucial to the continued existence of a firm at certain times.

The Smal l Business Administration ’s Business Development

Specialist is in the best position to determi ne what this

critical timing is. He should ensure that suffici ent work is

likely to be available to provide contracts for the fi rm before

enteri ng it in the Section 8(a) Program.

~i:- .al_year of first contract award. The fiscal year of first

contract award (equation 1) or fiscal year in which this

contract was awarded (equation 2) (Y) is important for separate

analysis. The trend of contract types and amounts are indicati ve

of the strength of commitment to the success of the program by

contracti ng offi cers and SBA personnel . It should be expected

that the number and amount of awards, and consequently, the

individual and total Air Force contribution to the program

would increase as it becomes established and is perceived as a

permanent fixture by procurement contracting officers.

Type of contracting done by the firm. The type of contract (T)

contributes to the effectiveness of the Section 8(a) Program

through its impact in determining the types of firms in the

iruqram . Manufacturing enterpri ses are likely to be the most

desirable types of bus inesses for mi nority group members to

engage in both because of the potential versatility in meeting

general production requi rements and because they might have the

greatest growth potential. Contract construction appears to

~
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offer the next best alternative . Service contracts offer

limi ted opportunities for long term remuneration because of the

limi tations in market size. Manufacturi ng contracts also tend

to be larger in size than those for construction or services.

Nonwhite population. Proportion of the population of the city

of award which is nonwhite (D) should affect the amount of

contract dollars awarded to mi nority groups under Section 8(a)

because of the availability of minority group members who could

own businesses . Unless the propensity to own businesses among

thi s group Is perverse In a particular location , the value of

Air Force contracts awarded should increase wi th increases in

this vari able. The dollar amount of contracts awarded should

also be positively related to this variable since an increasirrl

business population should produce. more highly competent

businessmen.

Minority group of the contractor. The minority group of the

contracting firm (G) is expected to impact on the dollar value

of contracts for primari ly sociological reasons. The perception

of the minority groups in an area as more or less responsible

~r~d the amount of insti t jtional contact which has taken place

he*ween mi nority group members and members ~ the majority

rare will go a long way toward determining to what extent

contracts will be set-aside for the program . In addi tion the

h~stnry of business ownership among minority qroups in the area

Ii “ -‘ ~~ ~n ~~~~~~~~~~~~~~~ ‘inn b~~t- bus ~;~c’~ces mich t ~~~~ 
m r - ~ ke 1 y 
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to be perceived as being capable than ghetto businesses

because there has been less institutional contact between

ghetto businesses and the procurement establishment.

Number of non-Air Force contracts. The total number of Section

8(a) contracts awarded by other federal agencies (M) is closely

related to the number of Air Force contracts. A fi rm will

~robably be better off if it receives contract awards from

several , rather than just one government agency since the

chances of receipt of a contract when it is most rueeded will be

improved. Quality performance for one agency is likely to lead

to an increase i,i both the number and dollar val ue of contracts

for Section 8(a) firms.

Dollar value of non-Ai r Force contracts. The total dollar

value of all Section 8(a) contracts from other federal agencies

(V ) is a corollary of (M) . This variable permits an assessment

of the non-Air Force monetary impact of the program on firms -~~~

whi ch have been awarded Air Force contracts.

Population size. The population or the city of award (P)

improves the chances that Section 8(a) contracts will be awarded

by increasing the availability of businesses willing to perform

contract work . This variaMe assumes a relationship between

ausiness participation and sophistication , and population size .

~j- , - nes5 class. The business class of the contractor (C) is

oorollary of the type of contract (T). The difference
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--e tween the vari ables is that a contractor assigned to one

business class may perform contracts of another type . For

example, a contract construction fi rm may perform a service

contract such as building maintenance (janitorial).

- - . Reiion. The region of contract award (R) affects the amount of

contract work performed through availability cif minority grcup

members and consequently mi nority group firms. There are

relatively fewer minori ty group members in the northern plains

and Northwest areas of the country . This vari able is cioseTy

related to the minority group (G) of the contracting firm since

different mi nori ty groups are prevalent in different sectl o r-s

of the country.

Overall results. Regression analyses were conducted usin ci - ;

equation 1 and equation 2, above. The overall results of tne

i~iei were statisticall y significant fc- r Each sp~cifi a t i c i ;  of

rhe dependent vari ab~e- The R ’~ value o~~~ned wa~ .273 when

~ was specified as th~ dependent vari able (equation 1), and

- ~(1i when A was so s p~- t9ed 11 t uat lOl l  . 3o~ l dependent

.ariabies were sensltiv~ to changes In the system of independent

1 J € ‘~- I f - C i ..- -- 1 ;‘: Ui-. i()( .

ftc F—~’-’.~~ci ~~s~ s -~ null ~y2 -t hPs1s , ~l :R -: 0. ~~~~~~~ t

i~ , ~n iT l J e  mul tl p1e co-r e~at1on is zero ~n the populat’oo 
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showed statistical signi fi cance in each formulati on of the

model. The F- test ratio was statistically significant at the

99 percent confidence level for each specification of the

dependent variable. The F- test ratio was 5.10 for equation 1,

and 15.51 for equation 2. The critical number for a sample of

this size and number of degrees of freedom at the 99 percent

confidence level is 2.70 for equation 1 and 2.66 for equation 2.

The overall regression results led to rejection of the null

hypothesis. That is , the overall system of i ndependent vari ables

were determined to be significant in explaining deviations of

both dependent variables from their mean values .

Results for individual independent variables. Dummy variables

were created for type of contract (1), minority group of the

Section 8(a) firm (G), business class of the fi rm (C), and

region of contract award (R) because the differences between the

sub-categori es of these vari ables were non-cardinal. The

regression results and theoretical expectation regarding the

sign of the beta coefficient will be discussed for each

independent vari able. A t-statistic is computed for each

independent variable. The t-test statistic is used to determine

the statistical significance of i ndependent variables in the

regression equations. The t-test stat4~tic is computed as

_  
--~~~~~~~~~~~~~~~~ - --. ~~~~~~~~~~~ ~~--—~~~~~~~~ - -~ - —
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beta divided by the standard error of beta and is considev~ed

signifi cant when the absolute value of this ratio exceeds two

(2). 14
(1) Number of Air Force Section 8(a) Contracts 1N).

The beta values for this variable were statisticall y si gnif cant

for both specifications of the dependent variable using the

t~test statistic. A positi ve si gn was expected for both

re’jression equations. However, the sign was negative for

equation 2 indicating that the dollar amount of contracts

decreased as the number of contracts increased. This resnl:

probably obtained from the fact that large contracts are not

trequently awarded in the program aria when they are dWd~’t1c~

the awards are fQr ler gthy periods.

~2) Year of first Section 8(a) contrart ~~~J r j  ~~~~~

for equation I and year in which this contract was awarded (v)
~~~~~~ equation 2. The beta values for this variable were

statistically si ywficant for both specifications of the

~ :jet1d~nt var iab e. The positive si~ri on thc beta ~ .
- f f i c~ent

~lr equation 2 is e-~-- ~ted s irce a~ fhcr~ u~~ uflStrate ~~~~~
capabi lities in per~ ..-- I~in g contracts in the program , procw emert

I ; - ~e. 
~ ~4~u d  ~~-: ed to ~~~~~ la~-~ aL~prEJ~~rsi~ t j r -

- ‘J r i~ng cc~Iltr~cts. IL- negative sign on the beta coeffiL~ent

~~Src ~~~. :~~~sto n , Tcor~mctric ~rtbod~ (~~r~ 
-
~~~~~. . sc -- - ~

~~ . r~ v-- -~i1l 9ook C c ~ri~ ar y, 72~ .~~W a.~~ , see also r~:o,-m~r
~~ - , - ~~~~- F S  ~~~~~ ~ ti cc C a~ka~e for the Suci ~l SC ien l e.

~~‘i~
’ e~~.: ~~~~~~~~~~~~~~~~~~~~ 1975), p c 3 ~~~ C ” 
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1 for equation 1 is likewise expected since fi rms which entered

the program l ate would not be expected to have been awarded as

much in total contract amount as firms which began earlier .

(3) Percentage of the population which was nonwhite

in the city of award CD). The beta values for this variabl e

were not statistically significant for either specifi cation of

the dependent vari able. In addition , the coefficients had

negative signs which indicates that there was an inverse

relationship between this variable and each dependent variab le.

This suggests that the Section 8(a) Program probably did not

take full advantage of contracting opportunities afforded in

areas with large concentrations of minori ty group members to

the detriment of the minori ty group economi c development

- I contribution of the program.

(4) Number of Section 8(a) contracts awarded the firm

by all other federal agencies C M) . The beta value for this

variable was not statistically significant for equation 1, but

was stati stically signifi cant for equation 2. The coefficient

carried a negative sign in both equations which suggests for

equation 1 that one agency tended to provide the contracts

which made up the total contract value for fi rms in the program ;

and for equation 2 that contracts were awarded by other

agencies less frequently as the dollar amount of Air Force

contracts increased.

(5) Dollar value of Section 8(a) contracts awarded to

tnis fi rm by other federal agencies (V). The beta values for

_ _ _ _ _  
_ _ _ _  ~~~~~~~~ - - -~~ - _ _
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this variable were statistically significant for both

specifications of the dependent vari able. The beta values were

positively related to the dependent variables . This result

was expected since a good reputation should increase confidence

in the firm’s ability to perform and thus lead to larger

contract awards .

(6) Population of the city of award in 1970 (P). The

beta values for this variable were not statistically significant

for either specification of the dependent variable. The sign

of the beta coeffi cient was positi ve for equation 1, but

negative for equation 2.

(7) Type of contract (7). This variable was subdivic~--:-

into the three types of contracts and analyzed as three due r~
variables . The var Iable 73 was used as the reference catii -~ - -

— The beta values for Ti and T2 were statistically signi-ficart lo r

equation 1; only ‘? was statistically significant for equation

2. The beta coeffic 4 ent was positive for both specifi cations of

the dependent variable.

(8) Minority group of the contracting fi rm (G) . rhis

variable was subdivided into the eight racial groups and

analyzed as eight dummy variables . The variab le G~ was used

~s t :,e reference category. (Category G7 was also left out of

the analysis since it haQ no contract awards. ) The b-eta ~- lue

~o’ 4 ~as t,i~ on!y st~t ’~~ical1 y sign it ’ Ica rt  va r i -~~le fc- - ’
?n’jatlr)i 1. Both G~ and G5 were sta ’~ist ically s ig nif ica nt 
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for equati on 2. The beta values for all 13 values , except 132,

had positive signs for equation 1. Only 133, G4 and 138 had

positive signs for equation 2.

(9) Business class of the contractor (C) . This vari able

was subdivided into the three business classes and analyzed as

three dummy variables . The variable C3 was used as the

reference category . The beta values for neither Cl nor C2 were

statistically significant for either specifi cation of the model .

The beta values for Cl were positive and those for C2 negative

for both specifi cations of the model .

(10) Region of contract award (R). This variable

was subdivided into the ten Small Business Administration

regions and analyzed as ten dummy variables . The variable Ri

was used as the reference category . None of the beta values

for the dummy variables (R2 to Rio) were statistically

significant for either specification of the model . The beta

values were negative for R3 , R8 and RlO for equation 1; they

were negative for all except R4 and R6 for equation 2.

(11) Total dollar amount of Air Force Section 8(a)

contracts awarded the firm C S ) .  The beta value for this

variable was statistically signifi cant when A was specified as

the dependent variable. The beta coefficient was positively

related to the dependent variable.

___ 
~~~~- - - - -~~~~~~~~~~~~~~~~~ -—~~~~~~~~~~~ --~~~~~~~~~~~ --m ~~ - -~~~~~~~~~
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Observations on Program Effectiveness

The analysis presented here suggests that the Section

8(a) Program has been somewhat effective in alleviating one

aspect of the economic underdevelopment problem of the United

States minority group sector. It has provided support which

helps the fi rms in the program. On the other hand the program

has helped a limi ted number of minori ty group businesses.

The program does not appear to provide either dollar

amount of contracts or total contract value which is responsive

to fi rms located in areas where minority çroup members are

concentrated. It should be noted that agencies whose opera - i r q

locations are in large cities more often than Mr force bases

would probably have a different distri bution of contracts .

~tiP , If SBA concentrated ~~ efforts or- i ncreas i ng ~-~a -~~

in areas of high minority group concentration it niight better

serve the cause o~ minori ty group economi c development.

An attempt to involve several agencies in the contracting

needs of firms in the program would probably increase the

economic development contribution of the program. While S~A

is limited in the number of contracts which it can make

available to firms , greeter effort to i nvo i ve severa l agen ;ies

~hn’ik make adequate contract support more readily atta inal-le

for its client firms .

_
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Section 8(a) Program Cost to the Air Force

As noted in chapter one , the Section 8(a) Program is one

of several programs appended to the procurement process which

are designed to accomplish socioeconomic objectives. The

matter of the costs of such programs has been debated in

military circles for several years. This was especially true

‘~ver the last few years when constant dollar defense expenditures

have tended to decline. 15 This section of the study attempts

to estimate the cost of the program to the Air Force, and by

implication to other federal agencies . The subsequent cost

analysis assumes that the contract price negotiated wi th the

Small Business Administration under Section 8(a) is fair and

reasonable and that contracts are terminated so as to minimi ze

costs to the Air Force to the same extent under Section 8(a)

as for other contracts in cases of substandard performance.

An analysis was conducted of the cost to the Air Force

of Section 8(a) Program implementati on. The analysis was

based upon a survey questionnaire which was sent to the Base

Procurement Office at eighty one active Air Force installations .16

After follow-up on the questionnaire a total of seventy six

quati onnaire answer sheets were returned. This analysis was

15Barry M. Blackman , Edward M. Gramlick , and Robert
W. Hartman , Setting National Prioriti es: The 1976 Budget
(Washington : The Brookings Instituti on , 1975), p. 91.

16A copy of the questi onnaire is included as Appendix D. 

~~~~~~~~~~~~~~~~~
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desicned to construct a rough estimate of the cost of the

program to the federal agencies which awarded Section 8(a)

contracts .

The questionnaire contained 39 questions which asked

for responses primarily on a fiscal year basis so that the

‘phase-in ” features of the program could be discerned . It

was also expected that resource commitment would increase in

the later years of program operation.

The questionnaire began by trying to gather information

necessary for a determination of agency expenditures In

support of the Section 8(a) Program. The first eleven

questions were committed to this goal . It became necessary to

make assumpti ons about the within-grade distr ibution of

~iersonne l and percent of ~~~ spent oeca use ~f daLe a~a~ - i-.L

limi tations . The mid-poi nt of the modal cl asses for grade

and time spent on the Section 8(a) Program were used as the

measures to obtain cost fi gures.

Question number 1 asked for the grade of the individua ’
di rectly responsible ~or operation of the program at the ic-cal

level ( the Small Bus iness Specialist). The modal response

to this question was Genera l Schedule Employee grade twe i vr ’

~~ 12). The midpoint ~ the salary schedule for that ~~~~~~~~~

before October ~~, 1976 wa~ GS 12, step ~ at an annual sa~ary

‘~t ?l.~ ~ dYJa r~.

Question numbers 2 through 9 reau”sted f n - ~~t~ ci -n

-~~ , ~~~~~~~~~~~ r, I’ ~~~~~~ $ , .~~
- .  h~~~ ~ r. IS
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Specialist on the Section 8(a) Program for each fiscal year from

1969 through 1976. The modal response was ‘ 0-5 percent” for

each fiscal year. Fifty four procurement offices responded in

this category for 1969 and the number steadily decreased to

thirty nine for 1976 . The decrease in the “0-5 percent ”
category was due primarily to an increase in the “6-16 percent”

category . The midpoi nt of the modal class is 2.5 percent .

In addition , the information obtained from question

numbers 10 and 11 provides a measure of the grade and time

spent by the assistant to the Small Business Specialist. The

modal grade for assistants was GS 9-lO ($l7 ,523) and the modal

time spent was 0-5 percent. When this information is combined

with that obtained from question number 1, a summary of program

cost to the eighty one Air Force installations surveyed is as

follows :

Salary paid to Small Business Specialists $21 ,970
— Percent of time spent on Section

8(a) procurement 2.5

Salary paid to other procurement

personnel $17,523

Percent of time spent on Section

8(a) procurement 2.5;

Estimated dollar cost of time spent per installati on per year

($21,970 X .025) + ($17,523 X .025) = $549.25 +$438.08 = $987 . 33.
The aggregate dollar cost of the program to the Air Force is

then: $987.33 X 81 = $79,973.73.

~ 
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While this estimate is not precise it does indicate

the approximate dollar cost to the Air Force of partici pati rn

in the Section 8(a) Program. Since the pay grades and amount

of time spent increases more slowly than contract awards , the

cost per contract decreases as the number of contracts increase.

The nonmonetary costs of the Section 8(a) Program are

more difficult to estimate . The questi onnaire asked the

respondents to give their subjective appraisals of the cost of

the program to the Air Force and to evaluate whether the program

had adverse impacts on the primary mission . When the

respondents were asked to rate the program on a scale from to

10 in terms of excessive cost to the procurement process ,

relative to normal procurement , the responses were bimod~i .

k-ireteen percent rated it ‘s” and 24 perc~~t r~’~~c~~’ i $  ‘ 1 . - —

is likely that procurement personnel would have rated any

program designed to accomplish socioeconomic goals through - he -:

procurement process fairly high. When asked i-f the progra~i had

adverse impacts on the missions of their organizations and ‘he

mission of the Air Force, 72 and 74 percent respectively

thought it did not. i~~ty seven percent thought that the

vroc~rar1 ~iad more ~a-ior~ ~e than unfavorab le impacts .

_ _ _ _ _ _ __ _ _ _  j
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CHAPTER V II

SUMMARY AN.D CONCLUSIONS

This study has analyzed the economi c development aspects

and cost to the Department of the Air Force of the imp lementation

of the Section 8(a) Program. The program was pressed into

service to counter the persistent tendency for nonwhite minority

group members to own less businesses proportionately and to

receive less income from businesses which they did own than

white members of the society . The Section 8(a) Program was

designed to promote economi c development among nonwhite

minori ty group members by increasing their opportunities to

participate in the mainstream of the American economy.

This study began by recounting the conditi ons which

gave rise to the need for national socioeconomi c policies to

combat mi nority group underdevelopment in the United States.

The minority group underdevelopment problem goes beyond the

poverty problem and the issues of the functional or size

distri bution of income . Minority group members receive less

income in all categories because their “life chances ” for

economic success are less than average. Nonwhite mi nority

group members experience inferi or economic positions on

k~ ~-k - - - ~~~~~~~~~~~~~~~~~~~~~~~~ ——. - — - —--_ -- ----- --
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virtually all counts relevant to measurement of economi c

success -in American society )

For purposes of this study an underdeveloped sector is

defined so as to include members of any group with common ,

identifiab le characteristics which experiences incomes lower

than average for the society. Defined in this manner , the

minority group sector of the United States, though part of an

advanced economy, exhibit the underdevelopment characteri stics

• of underdeveloped countries . One of the prima ry indicators of

its underdevelopment is the persistence of an income level

l ower than that for the society as a whole . The reasons f~ r low

income are undoubtedly the partial result of the iriteract i-~nc

of many social and economic variables . This study conc1u1~~

~~~ a part of the i o ~~ V1r -~~~;Ce ti~ t~ ~~ IH ’W I L~ ~~~~~~

majority group races is the result of discrimin atior. which r~~.

resulted in restricted access for minority yro~p members t--

institutions and the more remunerative of the society ’s

economi c activities . One of the activities to w hich acces~
has been limi ted because of historical circumstance or

institutional discrim ination is business ownership. Se~er~l

~rH~rz. have conclude~ hat the elimination of disrrim ir~~~D~

~~~~~~~~~~~ ~~s~ Jt i~ a larger’ Gross National product for th” sc- ~~~~~~~~~~

See ~1cm ~s -~~~~~ r , Fhe ~~~~~~ and ~-~~~ress rf  ~1 ‘c~
-‘  ~~- ~~~, ~ .~mlcs , c.c . ~~~~~ - id ~~r- ;~’~~t~-- n  (New York: ~~~~~- --~~~e , Inc fl~~c ) , 

~n. 2g7-3 0 7.
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In addition a reduction in discrimination should result in

decreased public expenditures for income maintenance . The

market will not rectify income dispari ty to the extent that

market imperfections or monopoly elements are present in the

• economy .

Income disparity based upon limited institutional and

market access exhibit the characteristics of a public good

since an increase in such access increases the competition for,

and thus threatens , individual economic positions. Although

there woul d be an increase in economi c welfare (income) if

income disparity were reduced , the incentive to do so only

exists at the national level because only at that level are

the externalities associated wi th income dispari ty captured.

A review of economic development theory indicates that

many of the problems which confront the majority of persons in

underdeveloped countries also confront the majority of persons

in underdeveloped sectors. Their economi c positions are

influenced by a series of variables which interact in a

circular causation pattern so as to influence the tendency

for their incomes to remain low . Some of these variables are

human and physical capital formation , entrepreneurial skill ,

self-perception , and socioeconomic mobility . The primary

attempts to combat underdeveloprnent in the mi nority group

sector of the United States have been through public policy

programs designed to increase institutional access by promoting

equality of opportunity and minority group business ownership.

_ _  — - -~~~~~~~~~~--~~~~~~~~~~~~~~~~~~~~~~~
..
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This study has been pri marily concerned wi th the economic

development impact of one facet of the program which attempts

to promote minority business ownership. The Section 8(a)

Program attempts to promote minority business enterprise by

diverting government contracts for goods and services to firms

which are owned and controlled by socially and economically

disadvantaged persons (primarily minority group members). The

Minority Business Enterprise Program calls for comitment of

resources by the Small Business Administration and the Office

of Minori ty Business Enterprise to provide management and

technical assistance as wel l as financial assistance and

training to minority owned firms to help them overcome the

obstacles to growth and survival .

The Minority Bu~.in ’~. ~~t~rp ;e (
~ ~~~~~~~~ t~~~

Section 8(a) Program is a part) was an outgrowth of an

awareness that rnl ncrity group members owned and ccntrolled an

exceptionally small proportion of the economic resources of

t e country. It evol ved out of the concept of black capitalism

which sought to help overcome the institutional obstacles to

survi val faced by black businesses. These obstacles are eve~

~~~~~ for miiiorit1 grc~..i small bus ine~smen than for small

a~ a ~ ole. ~ nor~ty capit3lism h~s not been ve’~
ucce~.;fu I as an ‘~conoml c ~ve1opment tool . The convent4on3 ’

ncr~ ~~~ ~ Hi t ~ ~1 o~ ~lo~~~nt anc~ rr~~~~t si z~

~q pa’tia~l~ to a lack of v~st~tut~onal access and i

~~~ 
r 1! ‘ 1 ~ .1 ‘ 1 t~~. 1 ~ 1 1. ’ ~ 1
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barri ers wnich have confronted minority businessmen incl ude

sources of credit and finance , entrepreneurial education and

training opportunities , and distribution channels. In order

to be successful in creating viable bus inesses and raising

income for the minori ty group sector, mi nority capitalism

might have to be complemented by activiti es which are

compensatory in nature and which are designed to account for

:~ist overt and institutional discriminati on in the ability to

obtain the necessary requisites for a reasonable chance for

success on the part of minori ty group firms.

The major thrust in implementation of the Section 8(a)

Program came in response to the racial unrest in the nation ’s

ghetto areas between 1965 and 1968. That racial unrest was

the result of a perception by ghetto dwellers that they had no

real stake and no voice in the economic decision of the country.

The decision was made to redistribute the proceeds of the

massive federal procurement process so as to increase the share

of expendi tures going to disadvantaged businessmen. The

procurement process has been used as a device to accomplish

socioeconomic policy goals since 1947. The Section 8(a)

authority was first used in 1968 as a means to increase

employment opportunities for disadvantaged ghetto area residents

L 

by giving preference in contract awards to firms which hired

them; the authori ty has been used since 1969 as a device to

promote viable mi nority owned businesses .
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Data were collected from Small Bus iness Admi nistrat~on ,

Department of the Air Force, and Bureau of the Census sources

on Air Force Section 8(a) contracts awarded between fiscal

years 1968 and 1976. A multiple linear regression anal ys is

was conducted on these data to determine whether the Sect~~
8(a) Program has contributed to the economic development of

the mi nority group sector. The total dollar value of Air Force

contract awards to each fi rm and the dollar value of each

Air Force contract awarded in the Section 8(a) Program were

used as surrogates (dependent variables ) for the economic

development effectiveness of the program . he system of

independent variables in the regression equation ‘ed to t~~~ :

~onc1usion that the SectIon 8(a) Program has been an efT~c~

~:cro1ri c develoo~er.t t”r’. ~rt~ -1~~~~~r~ ~~~~~
particularly sensitive to changes In the number o~ Air ~cir~

c~
contracts awarded and the do’lar volume of contracts awarded

by other federal agencies . This indicates that Smal l Busi~ess

Administration effc~-ts to increase the number and size of

contracts In the early years of program operation were not

misguided. On the ot er hand , a continuation of current

~-~~rc~ emphasis ~f p ..iiding ~he full range 0f Small Busi.~ess j
‘~~~n~~tration ~c~v4ces to a smaller number of Section E a ~
f r ~s should pr’ ve benet :ial to firms in the progrm~. Th~

u~~ ~crm i~. ~ bet~~ s~-.• ;e’-tin~ •~f ~* ~~ ;t~r.c~

~~~~~~~~~ to satisfy the needs of Secti n 8(a) firms ~r

- I L~~ ~~~~ ‘~
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limi tations of the firms . Some of the firms in the program

will fail or not be helped toward viability , but this is

probably true for firms in the universe of small businesses

which receive procurement assistance from the Small Business

Administration . The program should not be expected to do

more (nor less) than provide an equal opportunity to succeed

or fail on their merits for disadvantaged business firms.

The Section 8(a) Program alone does not appear to be

inordinately expensive to the procurement apparatus of federal

agencies which participate in it. It is likely that the total

of socioeconomic programs implemented through the procurement

process is taxing to that process. The political decision

process determines which socioeconomic policies are, and which

are not, sufficiently important to the national interest to

be carried out through procurement and national defense

mechanisms . Programs similar to the Section 8(a) Program

certainly do detract from the capability of federal procuring

agencies to devote all of their effort to carrying out their

primary objectives. For accounti ng purposes, it seems

appropriate that national policies should carry labels wh ich

permit their identification with various national goals.

~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~ 
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APPENDIX A

TEXT OF SECTION 8(a), SMALL BUSINESS ACT

Section 8(a) of Public Law 85-536 (Small Business Act)

as amended reads :

Sec. 8(a). It shall be the duty of the ESmall Business]
Administrat ion and it is hereby empowered , whenever it
determines such action is necessary--

(1) to enter into contracts wi th the United States
Government and any department , agency , or officer thereof
havin g procurement powers obligating the Admini stration to
furnish articles , equipment , suppl ies , or materials to the
Government. In any case in which the Admi nistration• certifies to any officer of the Government having procurement
powers that the Administration is competent to perform any
specifi c Government Procurement Contract to be let by any
such officer , such officer shal l be authorized in his
discretion to let such procurement contract to the
Admin istration upon such terms and conditions as may be
agreed upon between the Administrati on and the procurement
officer; and

(2) to arrange for the performance of such contracts
by negotiating or otherwise letting subcontracts to small
business concerns or others for the manufacture , supply, or
assembly of such articles , equ ipment , supplies , or
mater i als , or parts thereof , or servicing or processing in
connect ion therewith , or such management services as may
be necessary to enable the Administration to perform such
contracts. 
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APPENDIX B

SOCIOECONOMIC PROGRAMS IMPLEMENTED
THROUGH THE PROCUREMENT PROCESS

The followin g brief descriptions of socioeconomic

programs carrie-:! out through the Federa l procurement proces:es

are provided to acquaint the reader with this area of public

policy. The Small Business Set-Aside Program is mandated by

Public Law 85-536 and is intended to assure that small

business concerns receive a “fair ” proportion of the total

r~t:~~:’ 3~~
-
~s and contracts for property and services fo-;’ th~

~~ i~ r~ l Government.

The Buy American Act was enacted to explicitl y- T h r .t
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manu factured or produced by domestic businesses un ie~~ i: cm
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dollars . The contract must stipulate and the contractcr must

comply with the following provisions of law :

(1) The contractor must be a manufacturer or regular

dealer in products used in the performance of the contract;

(2) The contractor must pay not less than the minimum

wage to employees engaged in performing the contract;

(3) No contractor employee may be requi red to work more

‘Jian ei9ht hours a day and forty hours a week without compensation

of one and one-half times his normal rate of pay .

(4) Male employees engaged in fulfilling the contract

must be at least sixteen years old and females at least

eighteen years old , and no convict labor may be used.

(5) Contractors must ensure that the work environment is

neither unsafe, unsanitary , nor hazardous .

The Service Contract Act provides that every contract

in excess of 2,500 dollars for services to the Government must

specify :

(1) That the minimum wage will be paid each employee

engaged in contract performance .

(2) That fringe benefits be furnished employees

• inclusive of hospital or medi cal care , death or retirement

pensions , compensation foroccupational injuries or illn ess or

insurance to provide any of these; unemployment benefits , life

insurance and vacation and holiday pay .
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• (3) That the work environment must be free of conditions

which are unsanitary or hazardous to the health or safety of

emp l oyees.

__  
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APPENDIX C

COURT CHALLENGES TO THE SECTION 8(a ) PROGRAM

The diversion of contracts from other small businesses to

the Section 8(a) Program resulted in a loss of business to

• non-Section 8(a) firms which they sought to recapture through

civil court actions . The Section 8(a) Program had been

;al leriged in court twenty one times as of October 3, 1974)

Most of these challenges were based on the assertion that the

program was unconstitutional in that it denied equal protection

under the Fifth Amendment to other than nonwhite minori ty group

members . The case involving Ray Bal lie Trash Hauling , Inc.

was the major court case in that it went through the entire

appea l procedure to the United States Supreme Court. The

appea l process for this case is recounted in this appendix.

The Small Business Admini stration (SBA) secured a Section

8(a) contract for collection and removal of refuse from

Homestead Air Force Base for a period of two years beginning

on Jul y 1 , 1970. The Small Business Administrati on negotiated

a similar subcontract wi th All American Waste , Inc. for

performance of the services in the prime contract. Upon

learning of SBA intent to award the contract to All American

1U.S., Congress , House , Permanent Select Committee on
Small Busines s , Subcommi ttee on Minority Small Business
Enz~’rprise and Franchising, Governmen t Minority Enterprise
?rnc~rams--Fiscal Year 1974, Hearing , 93rd Cong., 1st Sess.,
~~to~er 3, 1973 (Washington: Government Printing Office , 1973),
pp. 21-2.
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~ast~ for the ~~rond -n ce rut iv~- year , Ray ~‘alli e T rash

Ha’iliig , Inc. 3nd four other contractors enoaged ir s~rni la r

w’ ~ ~ rianded of SBA that they be permitted to bid on the

contract. The plaintiffs initiated court action against the

Admini strator o~ the Small Business Adm~nistrat ion , t~~

~xcretary ~f the Department of the Air Force , the Ho~nest’~ C ~ir

F~rc— Base Procurement Officer and All Am”r’can ~J is:e , T~~.

on June 29, 1971 after SBA executed the second subccntr,~ct w i t h
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determined that the case was not moot since SBA intended to

continue the Section 8(a) Program . The Appeal Court ruling

states that : “The district court held that the Section 8(a)

program is not authorized by statute and violates the equal

protection clause of the Fifth Amendment. We Reverse.”

The case was appealed to the United States Supreme

Court from the Fifth Circuit Court of Appeals. The Supreme

~ ‘-t refused to hear the case in 1974, thus letting the

Appeals Court ruling stand. 
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APPENDIX fl

- 

QUESTIONNAIRE

COST TO THE AIR FORCE OF PARTICIPATIN G
IN THE SECTION 8(a) P~0GRAM

This survey is desi gned to gather informatio n crv l t h W }  n e t
an assessment of the Section 8(a) Minori ty Enterpri~ e
Procuremen t Program. The information requested , when combined
with information extracted from a data file of A i r  Force
Sect~on 8(a) contracts, wi ll permi t a researcher to assess
the probable cost and effectiveness of the program from ~c-~ir Force point of vi~~. The irformatior ; ~~~~~~ -.~~~ ~~~~ ~rL
:~~v”y -~il l attempt to measure the yearly cost of the prc~r~m
~~“ ~~ ~ir Force. The information requested wi l~ be ojcrer~~t~-d
~~r C U ~~~~.eflCy distributions ar- i will not be divu~apd j r  ~~J’

U 

~ to permi t identif~catir.-i of your ~o~-e~~r o~’y’lre
a~ so - it’~d with your procurement ~cci vity . The s~r”~

- questi’~rnaire is being sFnt to each Air r- rce ProLurrr- o~’~ ~~~~~~~~~~~~

i~ t-~e Thntinental United States. It is ~~~~~~~~~ ~‘ror~~r~
~~~ • -~se-~rrh results that r~~ nr,ncp he C~~~~ - ’? ~~~~~~

rE ; • -
~~~ the Proci~renw , t ‘

~~~~~~~~~~~~~~ . ~‘ea’~ ~~T r~ 
f~

~•:-~~~- ;  - ,~~~
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~•C; iP  U ?~~~~~ i a~~ ku r 1 H WP’JC ’ , y : -  ~- v ~~- 
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quest lmnaire . Feel free to use additional oage~ . if “-or e
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INSTRUCT IONS

1 . Select the response number (0-9) which most closely
corresponds with your answer for each numbered question .

2. Enter the answer number you choose on the answer sheet
(OCR Form 2) opposite the same question number in accordance with
the answer sheet instruct ions.

1

Question
Number

1. What is the grade of your Small Business Specialist?

0. 01-04
• 

1 . 05

2. GS-4 - GS-6
3. GS-7 - GS-8

4. GS-9
5. GS-lO
6. GS-l1
7. GS-12
8. GS-l3• 9. Over GS-l3

What average percentage of his/her time did your
Smal l Business Specialist spend in activities directly
related to the Section 8(a) Program in each fisca l
year? (Use the following percentage classes in your
answers to questions 2 through 9)

0. 0 - 5 percent
1. 6 - 16 percent
2. 17 - 27 percent
3. 28 - 38 percent
4. 39 - 49 percent
5. 50 - 60 percent
6. 61 - 71 percent
7. 72 - 82 percent
8. 83 - 93 percent
9. 94 - 100 percent

2. FY 1969 
_____ 

(0 - 9)
3. FY 1970 

_____ 
(0 - 9)

4. FY 1971 
_____ 

(0 - 9)
5. FY 1972 

____  
(0 — 9)

6. FY 1973 
_____ 

(0 - 9)
7. FY 1974 

_ _ _ _  
(0 - 9)

8. FY 1975 
_____ 

(0 - 9)
9. FY 1976 

_____ 
(0 - 9)

-- ~~~~~~~~~~~~~~~~~~~~~~
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Question
Number

10. If any person in your organization other than the
Small Business Specialist has spent a significant
amount of time on Section 8(a) matters , please
indicate his/her grade.

- 
0. E6 or below ; GS-4 or below
1. E 7 - E 9
2. 01 - 03
3. 04 - 05
4. GS-4 - GS-6
5. GS-7 - GS-8

— 6.  GS-9 - GS-lO
7. GS-ll
8. GS-12
9. GS-l3 or over

Please indicate the approximate amount o+ ~~~ s~-1f r~t
on Section 8(a ) matters for the r~rc-~ r~ d1~ ci~~~’i in
quest i on 10.

C • 0 - 5 percent
1 6 - 14 per cent
~~~
. 15 - 23 percei,~.

LA ~ ~~ :r

4. 33 41 percent
5. 42 - 50 percent
6. 51 - 59 percent
7. 60 - 68 percent
8. 69 - 77 percent
9. over 77 percent



_______ - - 
~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ • -~~~~

I

213

Question
Number

Please estimate the number of Section 8(a) contracts
written by your activity for each fiscal year. (Use
the following number classes in your answers to
questions 12 through 19)

0. 0 - 5 contracts
1. 6 - 11 contracts
2. 12 - 17 contracts
3. 18 - 23 contracts
4. 24 - 29 contracts
5. 30 - 35 contracts
6. 36 - 41 contracts
7. 42 - 47 contracts
8. 48 - 53 contracts
9. over 53 contracts

12 . FY 1969 
_____ 

—

13. FY 1970 
_____

14. FY 1971 
_____

15. FY 1972 
_____

16. FY 1973 
_____

17. FY 1974 
_____

18. FY 1975 
_____

19. FY 1976 
_____

- - - _
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Question
Numbe

How many Section 8(a) contracts written by your
activity have been terminated for the good of the
government in each fiscal year? (Use the following
number classes in your answers to questions 20
through 27)

0. No contracts
1. 0 - 2 contracts
2. 3 - 5 contracts
3. 6 - 8 contracts
4. 9 - 11 contracts
5. 12 - 14 contracts
6. 15 - 17 contrac ts U

7. 18 - 20 contracts
8. 21 - 23 contract~9. over 24 contracts

20 FY 1969
21 . F? 1970 

_____

22. FY 1971
2i . F? 1972

FY 1973
b-V 19/4

— i  Lii~ 
-

F? 1916

Section 8(a) busine ss firms are similar to i i- ”  —
~~tsubject ~o Section 8(a) in terms or si ze , ~~product , etc. Please compare contract to 

for Sect iCr: 8(a) and non-Section 8(~~ 
f -~ 

fiscal year (Use tbL followi n~ rr~ooncr~: 
- 

~

answer to o • -~~t ~~~~~ ~~~~ th~-ou~ h

1. The perce’—tage of S ti-m ~~~) ~~ 
-
~~~ s

ter-rninated wa~; ex cpn d~1c~y hio~i.

~~~. The per~~rt~qr 1t - : Y- ~~i ~~~~~~~~ c - r n  ‘
~~~

~p’- ininated v ’a~ f~r 3h0vp 
~~~~~

- 

~~~~,P~- ’CY’ ~~~~ O~ ~~‘~~~~~‘3 3~ I r~ , t c
- -
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~~~~~ •

-
~~~~~~~.
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Quest ion
Number

6. The percentage of Section 8(a) contracts
termi nated was slightly below average .

7. The percentage of Section 8(a) contracts
termi nated was below average.

8. The percentage of Section 8(a) contracts
terminated was far below average .

9. The percentage of Section 8(a) contracts
terminated was exceedingly low.

28. F? 1969 
_____

29. F? 1970 
_____

30. FY 1971 
_____

31. FY 1972 
____

32. F? 1973 
_____

33. FY 1974 
_____

34. FY 1975 
_____

J5. F? 1976 
_____

36. It has been asserted that , in general , the Section
8(a) Program imposes excessive costs on the procurement
process by delaying procurements beyond the actual
“need” date , unacceptably increasing procurement lead
time , and generating substandard contractor
performance. Please provide your assessment of the
cost to the Air Force of this program compared to
normal procurement . Use a scale of 1 (low cost) to
9 to evaluate the cost of this program to the Air
Force.

37. Jo you believe that the Section 8(a) Program has had
an adverse impact on the mission of your organization?

1 . Yes
2. No

38. Do you believe that the Section 8(a) Program has had
an adverse impact on the mission of the Air Force?

1. Yes
2. No

—-  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ A
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Quest-ion
Number

39. Do you believe that the Section 8(a) Pràgrani has had
more favorable than unfavorable impacts?

1. Yes
2. No

40. The answer sheets for this questionnaire severely
limi ts the scope of the answers which can -be v;:n.
You are encouraged to include any comni~n t s  w h i c h  you
believe to be germane to this investigation cr 3

separate sheet of paper or on the quest~onnaice . If
your comment is related to one of the questions ,

-— pl ease reference the questi on number.

THANK YOU FOR YOUR COOPERATION . PLEASE RETURN HE SURVEY IN THE
E’~CLOSED RFT!JRN ENVELOPE AS SOON AS YOU CAN .

5—--


