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What s It?

Healthy local businesses are a basic component of strong, sustainable communities. They generate job
opportunities for residents, and that keeps money circulating within the neighborhood rather than draining
outward. In urban communities of color, businesses owned by people of color (known to most government
programs as "minority-owned" businesses) are particularly important. Research shows that minority
businesses hire much greater percentages of minority employees than majority-owned firms do.

Small businesses and minority-owned businesses face many challenges, however. Compared to their
numbers, they receive a proportionately small percentage of public contracts. In Virginia, approximately 15
percent of businesses are minority-owned, but in 2001 only 1.4 percent of state contracts were awarded to
them. Legal actions and voter initiatives to dismantle or weaken affirmative action programs are
exacerbating such trends. Seattle, Washington, eliminated any race-targeted programs in 1998; by 2001, the
number of black-owned construction firms with city contracts had declined from 25 to four.

To support the economic health of urban neighborhoods and level the business playing field, many
governments and community organizations have created policies and programs to increase opportunities for
minority-owned and other emerging small businesses. Most of these programs focus on the construction
industry, because it receives a large amount of public money and offers well-paying jobs for people without
advanced education. Connections and prior experience are also very important in the construction world,
which makes disparities more stubborn. This tool will focus on minority-owned contracting firms, but many
of the lessons could be applied to other areas of small business support as well.

There are three major approaches to achieving parity for minority-owned businesses:

1 Legislation that creates institutional mechanisms to ensure ample and consistent opportunities for
minority contractors;

1 Community-benefits agreements that require publicly-subsidized developments to take up
demonstrated community needs, like hiring local firms and residents; and

1 Efforts by government and community-based organizations to both build the capacity of, and enhance
access for, targeted firms.

These measures can have a demonstrable effect. Since 1990, Chicago has consistently met or exceeded its
goal of awarding 25 percent of contract dollars (on contracts over $10,000) to minority-owned

businesses. The city also directs 5 percent to women-owned businesses. The Port Authority of New York and
New Jersey, which operates aggressive outreach efforts in Queens, Washington Heights, and Newark,
increased contracts to small minority- and women-owned firms by 113 percent between 1998 and 1999. This
translated to $189 million in construction, architectural and engineering, and goods and services contracts,
which supported 2,770 jobs and $108 million in wages.

With targeted efforts to break through the isolation of minority-owned firms and build capacity and
connections, development projects can begin to return more of a benefit to urban neighborhoods.
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Why Use It?

Address Disproportionate Representation

Minorities make up more than 20 percent of the U.S. population but own only 9 percent of all construction
firms and receive only 5 percent of all construction contracts. The impact of such a divide is particularly
devastating because construction is affected by a capacity catch-22: firms with little capacity are unable to
bid on big projects, but without working on bigger projects, companies will never sufficiently expand their
capacity to bid on big projects in the future.

This cycle of lack of opportunity and low capacity is too pervasive to be solved by promises of equal
opportunity and too deep to be solved by market forces. But even moderate intervention can make a
dramatic difference. Assistance on even one contract can dramatically increase a disadvantaged firm's
capacity - helping it to break out of the low capacity/lack of opportunity cycle.

Create Community Wealth

Healthy, successful businesses are a basic component of strong, sustainable communities. But many of the
businesses within urban communities of color have been devastated by redlining, job flight, and
disinvestment.

Job engine
Most minority owned firms employ over 75% minority workers.

Increasing the capacity of these local businesses creates wealth in the community by generating job
opportunities for residents. Research shows that minority businesses hire greater percentages of minority
employees than majority-owned firms do. A report prepared by the Regional Alliance and New York Building
Congress in the mid-1990s found that 90 percent of minority-owned firms rely on a labor force that is at least
50 percent minority, and most had a labor force of at least 75 percent minority workers. As businesses of
color are given greater opportunity to grow, they will train and employ more minority residents, who can
then reinvest in their communities.

Link Development with Community Benefits
Leverage Public Money

Much neighborhood revitalization investment comes in the form of construction projects. Assuring
that local, disadvantaged businesses and workers work on those projects strongly increasing their
impact.

Strategies that increase minority contractors' access to and capacity for contracts are

one way of building additional community benefit into any community development or revitalization
project. Minority contracting programs are part of a larger community benefits movement, where
communities are organizing around publicly subsidized development projects to leverage community
benefits like agreements to pay workers a living wage, hire local residents, provide sufficient affordable
housing, or provide for displaced homes and businesses. The construction activity generated by new
housing, new transportation infrastructure, or any physical community improvem
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ents can pump economic benefit into depressed areas with little additional spending.
Target an Industry that Has Both Opportunity and Need
Strategies to support minority-owned businesses focus on construction for several reasons:

1. Construction is an industry that relies heavily on public money. Federal, state, and local governments
are responsible for building roads, schools, transportation systems, etc. Anywhere public money is
being used, there is a leverage point for community benefits agreements.

2. Construction is a profitable industry that can support workers with good wages even at basic levels of
education. Once the skills are mastered, they can become keys to life-long employment
opportunities.

3. Even more than other industries, construction has historically been dominated by white men, due to
restrictive union memberships, discriminatory hiring practices, and heavy reliance on exclusive
networks. Achieving equity within this industry requires outside intervention.
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How To Use It

Encouraging greater economic participation by minority firms has two key components: increasing
opportunity and increasing capacity. The best programs combine at least one approach from each category.
But for any strategy, the first step is to determine who is being targeted, and what the goals are.

Identify Constituents and Goals

Alphabet Soup

SDB

Small Disadvantaged Business (a Small Business Administration term)
MBE

Minority-owned Business Enterprise

WBE

Woman-owned Business Enterprise

DBE

Disadvantaged Business Enterprise (a Department of Transportation term)

To craft a truly successful local minority contracting policy, the participation of the businesses that would
benefit from it is essential. So first, the main targets need to be identified. Will the program focus on certain
types of businesses within the construction industry, certain types of contracts, very small businesses, etc.?
Or will it be focused on all aspects of a particular large construction project? How will eligibility be
determined?

Many programs choose to borrow eligibility definitions from federal programs. They usually have a
size/income limit, and some definition of the owners' membership in a disadvantaged group.
"Disadvantaged" usually casts a wider net than just racial minorities; it could include, for example, someone
with a physical disability.

The Small Business Administration considers general building and heavy construction contractors "small" if
they have less than $28.5 million in average annual receipts. For special trade construction contractors the
number is $12 million. To qualify for SBA's "Small Disadvantaged Business" certification or its 8(a) technical
assistance program, a small business must be "unconditionally owned and controlled by one or more socially
and economically disadvantaged individuals who are of good character and citizens of the United States," and
have a personal net worth of under $750,000.

Once advocates have identified who the targets are, they should bring together an organized group of
representatives from among those targeted minority businesses. These business owners are the best suited
to identify what barriers they are facing and what sorts of solutions they would like to see. The needs and
experiences they identify should be the foundation for any policy plan.

Prove the Need
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Once a coalition is organized, research should be done on local agencies and their history of contracting with
minority firms. What percent of contracts go to minority firms, compared to the existing number of those
firms? Are there particular areas in which they are particularly under-represented? Being able to identify a
pattern of neglect will be valuable for two reasons: convincing officials of the need for such a program, and
defending its constitutionality once instituted.

In the process, identify any large public subsidies to construction projects. These are potential opportunities
for developing agreements to increase participation by local and minority contractors.

Programs to Increase Opportunity

Small disadvantaged businesses are often caught in a catch-22 in trying to achieve parity with more
established or non-minority firms. It is easier to get large contracts when you have already gotten large
contracts. And the personal connections and networks that have been established are hard to break into,
carrying past discrimination into the present. Programs to increase opportunity attempt to break through
these patterns by changing the way those selecting contractors do business.

Set Aside or Affirmative Action Programs. The most common approach to increasing opportunity for
minority contracting is affirmative action or set-aside programs. An affirmative action minority contracting
program needs to include a clear definition of eligibility and a mechanism for checking on the progress
toward that goal. There are two major ways that these programs go about encouraging participation: setting
target goals for the percentages of contracts going to minority firms, or applying a discount to minority firms'
bids so they have a leg up in competing for contracts.

Affirmative action contracting programs take many forms:

1 City ordinance. An ordinance makes goals for minority participation a matter of citywide policy and
generally applies to all or most city contracts. The city of Durham, North Carolina, passed a W/MBE
ordinance in 1994 that directs the Equal Opportunity/Equity Assurance director to establish MBE and
WBE goals for each contract to be awarded by the City. The goals are stated as a percentage of the
total value of work for each contract. The goals take into account the availability of MBEs and WBEs to
provide the goods and services to be furnished.

1 Agency policy. Sometimes a particular agency will commit itself to minority firm participation, and
include DBE goals in its Requests for Proposals (RFPs). Most local transportation agencies have some
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