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I have been looking forward with particular pleasure 

to coming h re tonight because I believe that securing broad 

participation of minority groups in business enterprise is 

auch an important and challenging task. 

'lhe Chicago Economic Development Corporation has a 

record of accomplishment in making opportunity available to 

all. But as you know better than anyone, the task is larg . 

Only a aodea t beginning has been made. We need more success 

stories like Quinco and San Juan Sales. We need more 

organizations like CNA and Ford Motor Stamping. We need 

1110re men like George Gregg, Dempsey Travis, Jesse J ckson , 

Bertal Daigre and Gordon Sherman. 

0th rs are accepting the challenge, too. Not the 

least of these are the Federal Government and the banking 

industry. 

The Federal Government is attempting to present a 

balanced strategy. It consists of three different components : 

'l'he first of these is an effort to re-direct the 

Fi deral Government's participation in the marketplace. 

Olanges in the Federal procurement program ar expected to 

divert $100 million in purchases to minority-own d businesses 

this year--more than double last . year 1 s record. This is a 

logical extension of a long-standing Federal policy of 

encouraging market development for small business enterpris s. 

A new r development in this area is the practice of 

depositing Government funds in minority-owned banks. Not 
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only will this expand the lending potential of banks in 

rainori ty neighborhoods, but it will help to reduce the operat·

ing cos ts of thes banks , which typically ave an above 

average proportion of their deposits in expensive-to ·· 

s rvice small personal accounts. 
I 

The second component of the Federal Governmen strategy y 

is to pr s for more active role by businessmen and by tbe 

companies the elve . Under the leadership of the Offic 

of Minority Busines Enterprise, for example, the nation's 

major oil companie are seeking to create thousands of new 

minority-owned service station dealership. 

1he Offic of Minority Busines Enterprise has be n 

criticized because it lacks funding authority. We ust 

bear in mind, how v r, that it is only o part of the 

Federal strategy and it has o far provided a useful 

function. 

'lhe ulti at ucc ss of this component of tho strategy 

depends heavily on th private ector. 'lbc going will not be 

easy. 'l'he Wall St~et Jou~nal carried a story last Tuesday 

about the difficulties ncount red by the utomobile manu

facturers in expanding th number of minority-own d dealer

ships. 'lhe difficulties w r typical of business s located 
~ 

in leas prosp rout neighborhoods. 

However, it is gratifying to learn from this rticle 

that 0 many auto n now f vor placing black dealers on the 

fringe of the ghetto--or in the suburbs-- instead of_ locating 

them in troubled inner city areas . " 
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Direct pro rs action is the t ird component of 

the Federal Gover n ent ' str tegy. It re uir .s , 1 r in 

xi tin progra le nt s and ding new ones to fill 

1 orta t g p . Fore mple there are cle rly jor 

roles for t e 5 11 nusines A minis tration , the Economic 

Develop nt 

and Urb n evelo nt 

to fulf illin the . 

ion nd t he Dep rt nt f Ho in 

these ag nci are co i tted 

A o f ul ro ra i s a coop rative effort etw n 

th Federal Gov mm nt and t e priv te . ec t or to provide 

quity capital to minority buai nes e t hrou nority 

Enterpri e S 11 usine s Invest t Co nie I ' 

for short . 

'1111s program is not novel- it i s another version 

of th ol r Smal l Business Invc tment Co oration program 

- - but it 1 important. '!be lack of sufficient equity 

c ital can ante pr 

b in ss ventu~ or it 

n v r even get st rted. 

ature e of an oci rwi pro isin 

ay ea t 1at th bu. i es wi ll 

You h ve recognized this probl by fo ing one 

venture capital organization to oper t i n 10d 1 Cit i s areas. 

You ave al so beco e t he organizing focus for Chicago 

MESBIC. 

ile I wa i n asl in ton, I worl d closely 1th 

Secretary of Commerce Stans and I can ure you of his 

personal conviction of t he importance of the entire inority 

ent rprise focus . 
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Before I went t o Was ingt on> I a alrea y convinced 

of the ceyin nee f or activ co rci 1 a n encoura ement 

t.f> minority ent rprise . Ti e bauki i ndustry n e ds ffor t 

lie yours i f it is t realize ita full t ential for financing 

minority ""'0wned • u i ne es . 

. e b nkin . i ustry ha j us t i t he as t t w ye rs 

egun t i ndi cate its wi l l i n nes a ent us as t o articipate 

full¥ i n t e e .. au.id n o.f busine s op ortunities for minorities . 

The d e n Ban ~ r s Aasociation , act.in on t he recommendation 

of it C • t t • e on Urb n Affairs. h s ndors ed a f i ve-year 

oal of . 1 bi lli on i n len ing t o minority o ned bus i e s-

app.rox t el ouble t he estimated r a t of l ending over the 

la t five years. As you all k ow , Do Graha , Chair an of 

t Contin nt al Bank , was the first chair an of tha t committee. 

To n cour ge banks to h l p meet t i s 

Associa tion is conductin s e inar s in 5' cities ac oss 

the 

the country . Ban rs ho ,av ~ b en p rticularly uce >aful 

i n t l E? ar a of minority l endin . are train1n othe r s t hro gb 

t he e s min rs. At . e seminar held h re in Chicago , .o r e 

than 40 ba ks wer e represented, many by senior officers . 

. etin t le 1 bil ion goal will require a ma.j or 

effort; but the na tion • s ba nks are equal to it . A y ar 

ago, half of the nation ' s major banks reported having 

adopted an official policy-- tabl ished throu 1 formal board 

or n gm t action- favoring i nner city econo ie development 

or expanded min rity business 1 nding . 
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Many more than half of the major banks reported 

havin initiated special procedurea to lend to minority

owned busines es which would not qualify for a loan under 

conventional 1 n ing standar . 

If we can gener lize from the lending experience 

of the major banks which hav knowledge of their borrow rs' 

rac , about on - fifth of all commercial loans made to 

minority busine es in fi cal 1969 were made using 

pec1 l lending st ndards and without involving the Small 

Business d nistration. 

Although 40 percent of all commercial loans were 

made using conventional sta cards. also without SBA involve

nt, delin uency nd charge-off rates h ve been high on 

minority loan portfolios. 

'lhese risks were anticipat d by the ABA when the 

$1 billion lending goal was adopted. When ABA president 

at Rogers explai ed tbc goal to the Board of Governors 

of th F d ral P.eserve System, the Comptroller of th 

Currency, and the Federal Deposit Insurance Corporation, 

he requested that each one issue a stDtcment to its 

examining personne~ establishing criteria for evaluatin 

the soundnes of minority loans in bank portfolios. 

The official reply of the Board of Governors of 

the Federal serve System was dated August 27. I quote 

from it in part: 

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



6 

''We believe the propos d program of the b nking 

industry is worthwhile and are pleased to see that 

the Association's undertaking has the needed support 

oft e co ercial banks. '!'he problems of the nation•s 

cities and its disadvantaged minorities are areas 

in which commercial banks can make a most important 

contribution to progress. 

0 In the Board•s judgment the more loans to disadvan

taged minorities the better, provided they are sound .•.• 

llo ever, in examining banks a disadvantaged person or 

firm must be evaluatad just as any other loan - that 

1 , on the basi of the ability of the borrower to 

aka timely rep yment and his record of performance. u 

I ubmit that there is a crucial distinction to be 

ma e between evalu ting a lo n before it is 

it is ade. 

de, and after . 

Those w o have urged banks to becom more respon ive 

to the needs of minorities • ave suggested that in o 

sense, bankers are not wall qualified to judge the prospects 

of a minority-owned business. They rea. on that cultur 1 

differences may prevent proper communication between the 

ban"er and t he loan applicant. 

This kind of urging has prompted a re- thinking of 

the acceptad reasons for certain lending practices. and at 

the same time it has encouraged experimentation with alterna

tives. These are healthy responses that the noaTd's reply 
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i d ign d toe courage. B nks tat have become leader in 

the industry re always re- evaluating d1eir policies ad 

innovating. 

It is not incoru istcnt for the Federal 

to cour c bans to experi ent in making re 

loans, and still insist that the so e standard 

be p 11 d to all lo ns alre dy on th book . 

erve Sy te 

nority 

of undne 

One a loan is 

m , the perforroanc of the borro r in nakin repay nt 

i pr unt. 

'I e ultimate reason for expanding buainea opportuni ~w 

ties a ong minorities io to breed succe sful busine s ventures. 

The Fed ral 

added that it 

cserve Board, in responding t t Af'>A r que t , 

resumed banl· woul r duce the risk sociated 

with any minority loan by rovidin adequat coun elin~ to 

the cus tamer . 

Couns ling is absolutely s ntinl. For equal opportunity 

to be eaningful ~ ays ust be developed to tranef r 1 sons 

of succ ssful business xpcrienc to ach pot nt 1 nt r

preneur , regardl s of i social bac ground or level of 

formal education. 

i1any banks offer some ind of cial coun eling 

service to their minorl ty custom r . The e eral Re erv 

Bank of Chicago recently conduct d a survey of non- credit 

services offered at Seventh Di trict banl . It reveal d 

th t 32 b nks in th Olicago ar a o tr cial couns ling 

to minority loan pplic nts, and 11 o er p cial man g ent 

counsulti g to their minority customers. 
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Counseling hould do more than simply reduce the 

riskiness of a loan. It should place the minority entre

preneur in a competitive position. The rate of business 

failur is high, even among non minorities. Secretary Stans 

has noted that 50 percent of white entrepreneurs close their 

doors within two years of starting operation. Many of 

these do not default on their bank loans ; they are able 

to cover their costs, but they find working for somebody 

else more remunerative. 

It is clear that there are high risks and low average 

payoff potential in self-employment generally. But thia 

need not discourage efforts to foster minority ownership. 

In an address on black capitalis delivered before 

the American Economic Association last December Governor 

Brimmer of the Federal Reserve Board noted that non-whites 

were under-,represented in the group of self-e ployed 

individuals. Non-white penons account for just over t n 

percent of total employment, but repres nt le a than five 

percent of self-employed individuals. Expanding minority 

ownership is essential if we are to erase the legacy of 

economic and social discrimination. 
:, 

Nor, is it enough to transfer white-owned businesses 

located in black n ighborboods to blacks. Indeed, if this 

is all we do to expand minority enterprise, we are in danger 

of fostering racial separatism. 
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Besides this, successful business ventures are 

generally large.. Your group recognized this when it estab

lished BIG- - Business and lnner·-City Growth- ..-program. I wish 

you w 11.. Helping to fonn SO companies with forecasted sales 

in excess of $100 thousand each in the next year or so is 

indeed a real challenge. 

Awards dinners such as these serve to remind us 

that when we commit our elve to minority enterprise, w 

are co itting ourselves to creating succes storie , not 

marginal businesses. 

'lhe economic climate, too, should be more conducive to 

creating these success stories in the future than it is today. 

'lbere ie no question that our economy and our financial 

system have experienced unusual strains and stresses this 

year. Over the past five ye rs we have been plagued with 

dangerous inflationary pressures. 

Policies designed to dampen these pressures , plus a 

decline in resources devoted to national defense and the 

sp c program, have forced difficult adjustments on business. 

Marginal firms have probably been mre hard-pressed than 

others --but the alternative of letting inflation run rampant 

could have been disastrous . 
. 

the Government• s budget policy and the Federal 

Reaerve's credit policy have together been paving the way 

for resumption of sustainable •conomic growth with stable 

prices. They have b en creating the only type of climate 

in which enterprises can truly be successful. 'this is 
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obviously the type of climate necessary for the sustained 

expansion of opportuniti for minority busine ventures. 

A strong economy in conjunction with the program 

effort of the Fed r 1 Govern nt nd the banking i dustry 

will help create these succ as storic. I foresee no novel 

programs.. But I do see a new spirit and much hard work. 

'lhe F d ral C.overnment is acting mainly throu h 

variations on existing pro ra , and encouraging volunt ry 

action by existing businesses. these programs appear to 

have the capacity to supply all of the Federal in~entives 

needed for the task ah ad of us. 

'the bankinc industry continues to do what it does 

best--·loaning fuuds - but it is doing it in new nd unusual 

w ye. As mor eed capital become availa.bl I am sure 

th t the banking industry vill be providing dequate funds 

for minority enterprises. 

A pot ntially more serious p-roble.m than lack of 

funds, or org iz tional sistance, is the need for new 

ide for bu ine s ventur s arisin within the minority 

community itself. But h n we open th do r of opportunity, 

w bring hope and desire, wbich like flint and steel ignite 

the sparks that beco e the ideas behind succeeeful business 

ventur . 
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