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"Invest" in my office dictionary reaches'the-fourth order of i
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business, real estate, stocks, bonds, etc., for
Si

lle purpose of '

.
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obtaining an. income Or profit", -/ . w 4

,
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This exercise with the.dictionary is meant to emphasize a 4.3 0.
00 4-1

f g Vg 0
definition and a premise in this paper. Investment continues to

u
o +-I

be the placing of wealth'in an enterprise for the purpose of i
.a

.
v
1

0 17)
, (1) .4

'securing a long-term gain. The earlier usage of the word is of a
o

_

L.i6yd t3race

sense before it relates, our topic.- "to furnish with,power,
,

.

privilege or authority" and then goes on to the sixth order of

sense to ree6 *.he -meaning we have in mind, "to Put money into

4

g

note because it lends an important connotation to financial ,

(1)

'10 Io

investment --con-ferring m
, .

oney confers power. The "investment" 0.o
**-1

implied here is that capital whiCh m ust be dedicated perm-anently oo
g 0
a

to an enterprise'in Order to get it started and, often, to help 0 0
, pa a )

it grow. In enterprises just being established this means finding , u-

aw
savings from one's own economy or from the public economy and' ow

.x
o

dedicating them as the foundation' capital Of;the concern.
o

.Capitalism has grown in-three forms over the pA st 50e years.. ,o .o

The original capitalismdtalism emerging from the Renaissance involved $.1

0
4.) 0
*Ft g

enterprises owned and controlled by individuals.' The_trS.dition oaco
a co.

of individual entrepreneurship continues to this day and'has spawned
o w
a *In

many of our giant enterprises. Joint or'corporate capitalism began' o o.
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almost as on ago, with the best known large examples being the

-,royally chartered trading companies Of-England and the Netherlands

in the17th century. State capitalism, the third stream of

developmept, was first experienced in the Ampricdn colaies in

such government monopolistic enterprises as the production of.

Naval stores Apine fir) and Naval spars (the tall straight pine

trees reserved for the crown and knowh as the King's Arrows). More

recently, state capitalism appears in everything from subway

Systems, airports, nuclea fu41 production and most of the worldJi

overseas airlines.
')
4

Government capitalism can-be a forceful instrument of policy.

The gradual development of the U.S. Federal Government'S rolle in

American capital market is an example. The mechanism arose out of

.the high personal and corporate income taxation rates deve ]1oped

during the second World Wars and continued to this day. The

importance of the income tax "bite" was:sithat it -has been.in the

Federal Government's power,to affect private investment decisions

by adjusting their tax impact. The industrial revenue bond

exists because the internal revenue cod4 permits instrumentalities

ofstat4 and local governmentS ' to issue debt whose,intereA stream

is;exempt from Federal income taxation. Combined with ,inotAer

C.
4

ekpression.of governthental capitE,iiism, the loan,guarantee, this

revenue bond appels to a large segdent of the individual and

corporate -taxpayers as haying good security (the gUarantee) and
-"

r

an-attractive net (after tax) yield. This represents a formidable 1

.force in capital markets. One component of thisstorce, income

taxation, reduces the attractiveness of privateeguity investments

because their current yields are taxed. Another part of the force -X

-
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. attracts the investor to guaranteed, etfeCffvely1 high-Iyield fixed

.
. - .

income debt investments. .Thfrdly,
.

this-force presents to state
1 ,

,

N., .

and local entities a strpng incentave to offer debt -based investment projects. '

Fourthly, this debt Means of securing investment capital, with its

deductibility of interest costs, is more attractive than the

prospect'of paying dividends after high income taxes. ;Contrast

. -

these attractions with the prospect of losing all in a totally' ...

at -risk, private ienture, taxable on the "upside",'and one sees ;that

state-capitalism is pervasive.

' If we are to disduss the role of-investinet capital in rural

deitelopmAt; we will need to keep separate-the notions of private

equity capital investment and public debt capital'investment

because they are competitive with each other and.because'their 6

availabilities are not always complimentary as seen by the deelopers

of a particular'project.
. * ,

One interesting effedt of taxation and the state's intercession

in capital markets has been the,re-emergence, or at -least-the

uncovering, of our "underground economy:./. Americans have'always

hadra barter economy. I let you use my'snembldwer, you let me use
1

your garden tiller. f give you the pulpwood stumpage'onmy small

woodlot, if you will cut and fit a certain,-amount of hardwood for
s_

my stove. More recently, Orthodontist A-,fixes the teeth of.

electrician B's daughter in:return'for.the wiring of A's vacation

house at the lake. No money changes ha.nds, I am, Vatching this
v. . .

. . ,

'phenomenon with mixed emotions. iAs a citizen, I haPe the fear that

.,..-

the'critical.mass of voluntary ompliance that' facilitates our tax syclan'may .

be eroded to thepoint of *failure. As a oongenital'entrepreneur,
,

republican 4ndllemodrat, I. am cheering because we arewitnessin4

4r,
4
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a popular referendum. Every day,people and businesses are voting

with their actions on the litablishment's4 rules for the economy

and the way it is run. If ourgovernment can catch the sense of

what is happening,and reformulate its impact on the-private

sector, what has happened so far can be celebrated as another one

of those healthy groundswells which produce positive change in

the country. If'the phenoMenon is misperceived or misinterpreted,

or if the wrong responses are applied, chaos could ensue..

.Premises for Private Investment

In-the private sector, money is committed to investments to

produce current yield and long-term gains. The equation's opposite

side is the risk of loss, or less than expected perfotmance.

Other parts/of this principle include:

1. The relationShip to existing investments and/or
operation. Arl investment may be made to expand
a plant or to provide balaDce in an investment
portfblio so as to, spread risk.

2 Investments are often made for satisfaction,
although the investor will usually be at pains,
to pdint out his business-like purposes. Many
site selection decisions'by industrial firms
revolve around the personal prefetences.of a
chief executive officer. There are industrial
establishments in various parts of Maine which
are there because the chief executiVe officer
grew up in the state,,went to camp in the state,

4 has relatives there or had a'particularly
memorable vacation there. true, good cases were
made for avaiLability of labor, pure water, low
cost land and the like, bit when it 'is shown that
up-stat4-New York or 'southern Wisconsin might
have offered similar attractions, the truth seems

..to emerge.

t

3 Competition ,by of capital uses morld-wide is
a vital factor in ihvestment.decisions. Many
capital Sources today, either individual or
large institutions, sit astrideflarge deal streams
of extreme variety. An active investor could be
simultaneously considering the details of an
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investment in gold, a nursing home part nersh ip

`share, 'a jojoba plantation or founder's shares

in a high technology start-up. Methods of
analysis in favor today make it possible to
reduce such a variety of investments to comparable
measures- of risk and reward. Thii,means that the
proposal from ruraldom must be,every bit as well

.presented and documented as any other private -

offering might be.

4. Community attitudes can have a significant effect

on the investment decision.''An investor whose

--pthiactmikk_impaxt the local society, environment,
property taxation patterns, and preexisting
employment conditions looks to learn how those
'impacts wil3, condition the prospects for a
successful project. Quite often, ah investment
project might run into strong environmentalist
resistance. Furthei investigetiori -then turns up
-the real cause of resistance ih the fact that the
projct represents an incursion into what had been

an employment monopoly for an existing enterpflEe.

5. Cultural and life Style attitudes may affect
investmentdecisionsforfunctional-investors, i.e.
those who will move with their moneto the location
where the physical investment is being made. There

will be a,search for the "right mix of educational,
entertainment, medical service, and other lifestyle

qualities.

6. Finally, transportation f)ctors are especia]ly
important. Investment decisions affecting rural

areas are particularly sensitive to the transportation
factor since these enterprises are often concerned
with large quantities of relatively low-value materialk..,

Site location close to heavy shipping facilities

becomes important. These and other.enterprises may,
also be .concerned with the personal mobility Of highly
skilled or responsible indiduals involved, with the

project:

'Premises for Public InveStment

So far as` I kApw, we don't yet have public investment on a

for-profit basis.

L. . The first and .oldest model for public investmeht,ha
concerned' the development of our basic infrastructure
of roads,,sewers, water systems, schools, security and
fire protection. Infrastructure investments are widely

4.
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believed to be the prerequisite for industrial
expansions in rural areas. Today's social contact
has the public underwritingthse expenditures
because the broadly.berieficialefgects that infra-
structure facilitates are not easily assesable in

, detail.

2. Another important .fctor in public.inVestment could,
be called the seed or leveraging concept where state
or local government and the feder,alovernment, in

' the case of the SBIC program, provide attractive
financing terms fot investments which are led of by

private capital core commitments, of which,
-rater,.

3. There are often humanitarian premies fot public
investment, all generally falling under the general .

category of "dignity of jobs and thbSe_ who hold
them ". - The underlying concept is that it is unaccept-
able to

More
to support.a large unemployed popula-

tion. More practioallY, we find that a public
investment dollar goes farther against the plight of.
the unemployed than dops.direct support.-

4. Some planned societies make public investments with an
eye to the development of human resources.) in'connection
with national strategic goals. in the U.S.A., we have
A numberof-training.incentive programs-connected with:
industry with such objectives in mind. In most cases,
the investment is made in free-standing programs such-1
as CETA with concomitant investments (provided as grants)
or labor subsidies to the employers connected with the.
programs.

Taxation Considerations Relating.to-Investment

Some lofg- standing conditions of our economy have led to a

"borrow-spend' psychology of inflation. The federal government'as

well as state and local governments have been major participants
.

in this development. Large, well financed corporations seem to bp

able to adapt to these new condtons. Small companies everywhere

and enterprises connected with property-based rural economies seem
gu

less able to endure. The rural partsof our country afre:filled

with land-rich, dollar-poor-people and enterprises who would make

useful investments and who know best how to, but callnot, Unless

4
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the land itself ca ,be used as the equity- and the collateral in N

. 11 I.

finan6ing,these people cannot muster the start-up,"nut" with

"which most'investment finance works.

GeOgraphic/Gebpolitical Concerns

-

Investment pribrities tend to.run into a planning or philo-

-7\

sophical argument-as to w ere kmp »

place.- The argument runs about as follows:-

Thesis - "Where there ii choice, we Wilrget the most
from our investffients in urban areas." Only
in urban, areas with a variety of high achieve-
ment institutions in education, medicine,
research and finance do we get the kind of
"idea soup" that leads to fruitful growth.
This school of thought can point provlly to
the Bay Area,, Greater Boston, North Carolina's
Research Triangle; Greater New York, and, more

recently, Denver. The concomitant, but much'
less well articulated thesis, is that rural

areas are somehow ancillary.to the centers.
They are providers pf raW"materials, acceptors
of refuse, playgrounds, the "Apoonies".

Antithesfs - "Cities are the new dinosaurs" is the opposing

view. The vitality'of .their early growth is

gone. Their oncoming costs of refurbishment
(water and sewer systems, streets, housing
stock, schools) far outweigh the benefits.
The 'cities shOuld be dispersed or at least
reduced to perform only those functions which
need to be centralized.

Synthesis - "Diversity is fruitfulq. The corollary is
"We'd bettet learn to be flexible" because the
microprocesor chip and the communications
cable appear to be creating new intellectual
foci or commulnications-nodes which do not depend
on Congregations of talent in cities. However,
there are other enterprises which will always

depelid concentrations in cities and yet other
eeterp s which need to be fairly near. A

sensib synthesis of these views will look at
an inve mept project and ask why it's being

put where is and how long-standing will the

good sense of the resultiz''g decision be. A case-

in point tOday'in Maine,follows:
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The transportation of sawlogs by flotation in
waterways is no longer permitted in Maine. As

a result, sawlogs are now trucked to a mill.
A log is a very good package. A plausible cage
can be,made for siting sawmillsfclose.to the
point of lumber use now that all of the log is

utilized =.,.0---,some way. Several sawmills in
southerm'Maine .have expanded as a result of
thinking along these lines. The logs simply
stay on the truck for more miles. On the othe;*

hand, one must,then carry much contained watel
in the logs.

'4.

The `transportation ofcoal from western fields
_has been-proposed by pumping a coal-water slurry .

- in pipelines. Potential loss of the vast volumes
.40of water required has forced a new look' at the

problem. One possible'emerging solution: partial
liquefaction of the coal'itself- to an oil that-can
act a's a carrier.

Another more complex example: ,

The technology of wind-electric power generation
has developed to the point where "wind farms"

are being planned and .built. ur more metro-
politan areas plade many con ictions on land
use which tend.to limit the ing possibilities
'close to major population-and power contuming
centers. The more rural states place fewer con-
straints on land use that is not damaging but
not particularly'esthetic,-althoughTthe siting
of wind.farms in rural areas may seem at 'first

glance to reenforce the impression of ruraldft
as a resource area. A closer look into th future
might show that the added low cost pdwer could be

an attraction to industrial site seekers.

'Need for Greater Ability of IfivestmentICapital for Small and

Micro - Economic Ventures ($,000-$200:000)

I. In the past two years, developments on the economic and financial

fronts have placed severe pressures on all small and micro businesses.,
I S

October 6, 1979 was the day that the symptoms of many organic diffi-

culties i our investment,system,erupted into widely felt pain. It

will be remembered ,thqt in October of 1979, -the Federal Reserve Board

abandoned, interest rate controls in favor of Toney supply controls.

9
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Since then, we have seen rates as high as 22% for the New York

Prime, higher yet ftr many smaller companies and considerable

constrictions in th money supply, particularly as felt by smaller

concerns. There is,a whole layer of retail and service enterprise

in this country whose financial management skills are, and'have

been, modest. Looking back, these enterpries'have operated on

less'capital or net worth and more debt h,t;;TI.;;*;n-.!d out to be

prudent. , Honesty, thrift, and good banking relatlonships sufficed

in the past to let the company roll over its short term debt time

after time. In the last two years, however; bankers have found

themselves facing the'pain,of telling valued customers in-plumbing

contracting, wholesaling farm equipment dealerships; roofing and

hundreds of othet local occupations that they must go out and, find

;10, 40, 150 thousand dollars dt long-term debt. The investor most

likely is to be the business owner himself, his family, or other

localmoney. Duo to the low historical savings rate in this country,

many of the people to whbm the entrepreneur might turn, do not have

the money. Due to the tax effect on incentives to save, these people

have themselves borrowed and thus leveraged their own capital bases. .

The first, fundamental, and.most important change that needs to be

effected for greater Availability of kvestment capital for small

and micro-economic ventures is to redignify private savings This

should be done with tax incentives on savings and small investment

income, and capital gain and: reduced income taxation generally on

individuals and small c cerns. Our most vexing international com-

pet4ors, Japan and Germ 4, have no capital gains tclx

There is a growing body of thought that says that once a farm

has reached a certain size, usually well within the CapaciEy of a

10



,

ca

,'
family unit to operate, further economies! oes! f scale are purcly'

.
. /

financial, -In'parts of the high plains.,where the Oglalla Aquifer

is increasingly depended upon for farm water supply, the dropping

'water table makes new or deepened.welll-increasingly expensive.

The result is that larger and larger agglomerations,of wealth are

necessary to buck :this water supply program. Altho,ugh otherwise

fully competitive, farmS of a practical family si ±e, say up to

1,090 acres, axe being squeezed out for financial, not practical,

reasons. There are two issues here, 'one concerning prudent use'of

an extensive but declining resource and theOther about the way in

which society will organize itsproprietary energies. If one believes

that diversity in the market place lends stability, then we must say

that there-is a.need for. investment capital for smaller and medium

sized farming units which will provide that.diversitY.

Changing eobnomic conditions are calling forth new means to

old ends. The recent decontrol of "old" oil, concomitant price

rises 'and predictions of further rises once again force private

reconsideration of our transportation net. We havealready seen

the beginning of xan pooling where people come together to work.
.

-' When further cooperation in transportation is reqvired, how will

it bp organized and financed in rural areas? The administration's

changes are oing to mean ,ghat the financing of more extensive

mini-busing networks will come largely from the private sector.

These enterprises areRby nature adapted. to small business, with
, #

s.

many opportunities for part-time employment and-spall inveStmerit.
,

.

.
, .

..---.' ..

-'Who in the local economy can be 'induced to make such investments.,

and how? The same kinds of questions hold true for the various

residential and agricultural energy technologieS that are just

t1
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beginning to emerge.

Agficulture'itself now faces the need to find less energy

intensiVe.cuitivation rileliods. The changes in* methods of tillage,

fertilization with green manures, and crop rotations are more

intensive in inte/ligence so'as.to use less energy. A numbet of

years is required fdr,conversion, both inside the farmer's head

and_on the gkround, sometimes at reduced ,or no prof t fo awhile.

It could behat this process of change is a vital subject of
.

public investment.

A certain amount of "industry" in rya/ areas contributes to

econinic stability and general welfare. Recently,a ski;led_labor-'

intensive part of the electronics industry moved to a rural town

in the Northeast:, Although the labor differential, thougfi'modest,

was a factorin the move, more important was labor forme stability.

In its urban setting, the company had found that it made repetitive

investments in the per onal learning curves of operatives who, too
0

quickly, deft to take th kills elsewher'e, ina volatile high
I t

technology labor marketplade. To protect its training investments,

the company has settled in a more stable rural society where mdst

employees are earning seco4d incomes'for their families. The result
. ,

is that ,the company can pay more than might have been expected in

therural area by,assing on some of its savings in the training

investment. GoVernmentotransfer payments' had been an important

*support for many of the new employees before the assembly fib arrived.

% ,-
Reductions in Iocalsexpenditdres of public funds for unemployment

. . ,

compensation, welfare, and the like have been of immediate help-, A

Aonger term benefit` is the. avoidance of cost to the -,s vial fabric

incurred when individuals move to the cities in search!bf nbn-existent
. 0 . .

12
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"The problem of investment capital for new small and "micro".

/.

...

.

1. Getting 'enough knowledge'and skills together in one
entrepreneur. ,

.
,

2-. ,.getting-own payment together.
I

....1., Acce-ss'to credit.
.- -..

. . I
if

In the area of training and-education, it seems' that our
. , .. ,

:,
.

public .educationsystemiysem h&p:Ip the past `40 years, ignored or.even
'.:, 4/:-

.

down-played the f&uhdations of our economic system.. There is,'

ventures in the rural world is in three areas:

04.

.

V

in the schools today, an atmosphere of"conddscension or mild

,-disapproval of the capitalist system",which mint reflect th
. =

aground and traioirtz ofyglisol people themseiies. If ollsociety

is turning a ay krom public enterprise.,' then we need a new cadre

of entiepren urs who understand hosavings and profits bepOme the
1

. i

, 4
inducement to investment. After that, they face the problem of '

4
, , . ,

.

4 :

acquiring the basic skills of business. In tOaax:s mood of
,
.

government thrift, we are creati"fla an obstacle to the productive'q,
. ..

reinvestment which we all wanrt. 'It should be relatively easy to

re-order the economic marketplace to put needed capital irtto enter-

prise. Most of the skilled hands involved will come, from vocational

'training programs, especially at the high school level. It is'a

valid and vital public investment goal,to increase 'spending in

this area, not the reverse.

-,Getting a down payment together, whether for a farm or a small

business, has been a problem, ?increasing slowly since. World War II, ,

and more rapidly since the early GO's. Today, a young graduate Ain

agriculture fads a six figure,"equity nut" in acquiring a start-
.

of his own. Perhaps he can take a lesson from rdcent innovations in

13 4
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the fishing inchlstry and:in private subu b nlhOme finance. The

,..
100 mile limit'has changed the ground rues in fishing/sufficiently

)
,

that many in-shore llishermen now seek an oppo tunity to go off -shore
_

in much larger boats.. Traditionally, single boat units owned by

the captain has been the organizational standard of the in-shore

'fisheries. To go off-shore folt-days at a time means typicalll, a

ten fold increase in the value ofthe vessel needed. ',Lacking, capital,,

fishermen are becoming general parctners of limited partnerships that

-

own their boats. Their limited partners are high-income professionals

-who can benefit from the tax cfedi.ts and-depreciation available in

a typical boat financing. 'A similar mechanism is now being used to

assist aspiring home owners who la,ck the iager down payments needed

for ever more costly housing. We should explore the application of

this limited partnership equity investment mechanism co the'Problem-
s 4 1

of family,farm

Banking in this countr has 'not been deVeloping So as to
4P

improve rura:idom's accesS.to credit. There is a centralization

process. underway Which hits the "small-husiness",portion ofthe

banking' industry far harder thah the forces working against small°

business generally. The economies of scale available'-tv,large

banking units,are.tremendous. These institutions are Ain the city

.4

where they can deploy their industry-specialized credit officers

effectively.. EveA small businessmen in metropolitan places can

find bank personnel who understand their business because .6he hank.

'large.enough to.affbrd industry specialists. This,is ndt so in

the countryside. Even the largest haRks of some rural areas can

afford only generalists in lending. When the locally owned small

1 4
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bank making traditional "character" loans sells out to a statewide

bank, the personality disappears, to be replaced by uncomprehei-iding

,
technicians .not rooted in. the community. These new banking units

in rutal.Areas.Sre still not large enough to offer the industry ,

.specialists that their 'senio'rs in metropolitan areas, can offer small'

' business. Moreoyer, the financial press now speaks of rural areas

as potential deposit watersheds for the metropolitan banks who are

now reaching out for new economic bases. Is that all this upheaval

is to bring us?

Banking operates under a public franchisei In thegast,'there

has been.a quid pro quo of franchise in return for regulation to

(-4!,

protect the depositor: Perhaps a leaf should be taken from the

communications franchising book in which a certain amount of

public4service must be rendered by theedia in return for their

wave length monopolies. Maybe it is time for banks to 1e required

to provide appropriate credit specialistS'to the areas in'which

they seek deposit:S.

The agri-bond concept may provide an economic vehicle for

developing new rural lending special!ists. " "Agri- bonds" derive

-'from the "umbrella" revenue bond concept now being' implemented in

various states. These bonds -are ind,C1Strial.revenue bonds issued/
.by municipalities or state organizations permitted to give the

state tax exemption on inkerest. The umbrella portion of the

concept involves selling an omnibus issue whOse proceeds .will- be

used for a number of entities instead of,a Single one. Such a

procedure is being de /eloped for revenue bond funding of smaller

enterprises who cannot pay high fixed accounting, printing and

legal expense of a small, bond issue.

15.
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Economies'of scale could also be applied to aficultural

production investments LoCa1 jurisdictions would issue bonds

for a fund of $10,000,000 or _more, to be disbursed through the

expertise of !pranks in agricultural areas. ,Uses of proceeds could

.ihclude:

Potato ..torage Warehouses in Maine-

eleVators in, the mid-west

. ,Facilities,fdrdrying and processing whey in
- dairyinCareas for subsequent use in cheesefood
a d fertilkzer .

Facilities for hydrolizing sugar cane bagasse for
use as cattle fodder in the south .

Deployment of the bond proceeds woulclbe through .the talents

of local banking- professionals required to research and provide the .

credit decision, If deployment of ag ri7bonds became a requirement-

.

for the banking franchise; one couldexpect that the institutions

would acqUire expe rtise and perhaps, hopefully, 4 change of attitude

about lending in general to the a gricultural productidn sector.

II. On the development of Realistic Incentives for public /Private

Investment: Capital Formation Access and Utilization

A. The best,incentive for cooperation in public /private

tnvestment'iS not-a. need for a mechanism but 'rather the

realization that our national world has become a lot smaller.

In the past fifty years, we have,gone from the age of the

.domain to_the age of the sector. Fifty years ago,.a corpor-

ation or.-Amunicipality, sometimes a state and even possibly

the national government, wild consideritself the sole
1

Id*

operatiVe in a functional Omain isolated from other domains

by effectively empty space« No longer! Our American vastness

16_
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, has filled up, 'to 1?e replaced with competition for resources.

Whether we,Seek:Taater in the West,,grazing land on the high

plateau, crol*land on the prairie,or industrially on land

in the East, we find-ourselves rubbing up against other domains

tO the, point that we, now think in terms of sectors of one
4

pidomain. We now experience competition in priorities. Where-

ever we turn withitmtion in mind, there we find competition,

among a wide variety of interests, for natueil resources as

sell as p hysical and human energy. ome of this competition
r

may turn out to be merely conceptual wfien we recognize the

goals to be common, With only style separating the parties.

The foregoing may give an Impression of 'Some chaos*AS'to

the ordering of urban-ru ral priorities. A rationalization,
4, ,

can take place in a forum where those Of good will trade ideas
'I

.
and' concerns in a context of trust and good will where interests

can best be served by listening as well as presenting. In both

thepublic and private sectors of rural and economic development

there are now many voices, even in a4Mall neighborhood. Such

a forum needspto be attentive to each voice.' Soteone with
jt

a

4

power, must make this first move by showing sufficient willingness

to share thatwer as to be ready to accept change from withoUt.:
1Nk

That act ef,..faith, p erly timed and positioned, gets the process

Ca-

.44

t-,

going. .
That first!incentive to join hands comes best from those

who have no pateht need to reach out -,the politically or

economically powerful.

B. An effsAtive crossroads or forum concerned with publiccipriXiate

1"
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. a.

investment will soon bring to light a variety of sources of

grants for specific purposes. These sources include a wide
0

variety of federal and state programs as well as grants from

4

pfivate foundatiorisconcerned with partCular social objectives: 1-

The larger the flow Of ideas, solutions problems and ,procedures,

coupled with high skill, the more likely economies of,sdale will

.be achieved in assembling necessary elements ofsparticulax

funding proposal f i) r the public or charitable sector.',. Achieve-
.;

)

ment can be its own incentive.

C. The public. sector'now has at its disposal, a variety of

structural mechanisms which incorporate capital formatiOnt

incentive powers-. .The non-profit (501C3) corporations,

v
industrial revenue bonds, and the new SBA 503 program are

examples. A 501C3 non-profit corporation acting as the general

partnee'of a limited partneuhilP*composed of private sector

participants is a tool ihich cah be applied to a large number

of public/private investment capital formation projects. The

non-profit corporate "general" can act as the shock absarbdr

With regard to cash'flow, while the personally benficial effects

of the imited partnership .organization can be channeled to

priva e sector investors who would not otherwise be attracted

to the project at hare. Public money channeled into sulk.'

.4'
non-profit general partner c are re likely to be far

r 0.7

more effective than public mosey spent directly in projects

themselves.

.-Recently, the use of state income taxcredits for stimulating

private ventures deemed to'be worthwhile for the'common weal

18



have begun to'appear.: This mechanism is at work in, the Maine

Capitgl-Corporation to be detailed below:

State income tax.cedits along with income tax credits
from lesser governmental entities are expensive for the.
entity for an important reason. A dollar savedin,state'.
income tax must be a dollar added to the taxpayers
federal gross income, Thus, if the state wishes to
create an incehtive within its borders for some activity
by giving a state income tax Credit, part of its sacrifice
in tax forebearance will be channeled to the federal
government rather than the intended beneficiary. A state
or local jurisdiction should consider this stratagem very
carefully, probably only using it as a stimulis for
pioneering in a desired activity.

III. Way and Means of Effectively Coordinating Federal and State

Investment Capital Programs (e.g., Farmers Home Administration 'and

Small Business Administration among others)

SBA-EDA-FmHA-NOAA-DOE-HUD gold mine or maze? The fore-

going is a partial listing' o,): federal investment capital programs.

In addition, every state has its econdMic.development network,

usually with one or more authorities capable of providing some

1

special kind of capital. Each entity was set up_as a sekarate

goVernment program to produce an economic effect thought desir-.
-11.,

table by a legislative body.- An enterprise,fteeking funds'could

eksily spend six months'and much money learnii.ng enough about
.-

.

each program:poitentiallravailabie to it to know which ones to, A
, . , t-

. . . .,
*apply to.

.

2ven then, it might belatedly discover that a partic-
,

- ular program had used up itslunding for the fiscal year, 'with

six.mQnths to pass before more became available. There is .a

. .=

rarket for services to investment 'candidates who are seeking to

.match their specific needs with 1theavailab0.1ity-of the many

public Sector programs,and private sector sources.

'Certain specific factors can.be cataloged for each program

ars

1'9
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go that anientrepreneuria17inquiry can be quickly channeled
4

toward the appropriate or possible solution. Among the factors

are:

Jobs creation requirements

Size of investment or grant

Compatibility of the'prograM with other programs,
legally and pragmatically

. Specific, permitted uses of proceeds. .

Interest rates
. .

. Repayment terms

. - Private, matching fund requirements

. Current funds availability

Chances of success

44
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3

B. A Model for A Public/Private Partnership

In late 1976, a blue ribbon task force appointed by Maine's

late GoVernor Longley reported its propogals for a'new economic

development partnership between the state and t4e private sector.

Over the,years, Maine had been an innovator in state .sponsored

economic development programs. Some of these programs have,been

highly successful As in.the Municipal Bond Bank, and othefs

came upon the$cene before their time, as in the DevelpPment.
.4 4

Credit Cdrporatien of Maine. During th'e previous administration,

a-verY large st ate econcylic deTopmenp organization had been

created,- -which the economy-minded Governorj.ongley 'almost completely .

abolished. _Protests about over- zea)ous economies led'to the Mask

force study Its principalommendations involved two new

organizations outside of state government.

Ttie premise'of the tasksforc6 report was the*\,taccomplishment

A
of an economic development policy requiree e partnership-between

L4

,

2
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tAe .public and private sectors. FtiFt'llerl" the Partnership

shouldttake the form Of an institgiori with ah action-oriented,

. capability of putting'together and-implementing specific

plgramS and business deals. -Te,vehible which was recommended

was to be called the Maine DevelopmentFoundatiOn. It was-

propOse to the legislature early in 1977 as a non - profit

corporation under.section 501C3 of the U.S. Internal Revenud

Code, The "MDF" was to have all of the-powers of a buS?nes

corporation including lending, borrowing, holding property,

making contracts, etc. Funding for"th Maine Development

Foundation was to come from three principal cpurdes:

. Tax deductibledonationS from the private gedtor-
4

. Matchipg funds from the State General Fund

. Operatione as a contractor for fees

The legislature enacted.the 'proposal and,set aside ma thing
mw

funds"for the 1.16F. In thd fall of 1978, the Foundation began

operations. Presently, the Maine Development Foundation-has

over 200 "corporators who annually contribute.$250 or more,

if,they are private sector-Supporters, and $'50 or more,. if'

they are public sector supporters such as muniqipalities,

countieeducational institutions, regionalitanning commissions,

or ,otherolpublic 6edtor entities concerned with. the coordination

of economic development. There have been annual contributions
: P

of as-much as $7i500.' All of these "corporator fees" are matched

, 1
dollar for ddlla# from the State General Fund,. In addition, the
. \
Foundation acts as'a change agent contractor in a variety of

projects.: Among these have been the identification of likely

investment opportunities in secondary wood and paper procesSing

21
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inustrie?S; a stu4zsin conjunction with the Maine poultry

Federation to determine means of bringing feed grain east. at

reduced rates to enhance competitiveness with the'southeast;

a study in conjunction'with the State Department.of Marine

Resources; and a widely represented task force from the

fishing industry. A typical- format for there task force.

activities involves several large contributions from the

private sector organizations, cOncerned'with econoTic development,

who earmark the money for an MDF based task force project. The

,Foundation then assigns a staff member as the project leader

and the Foundation acts as the center of activity.

Currently, MDF has a gt'Aff of 12, with professional qualifi-

cations in:

. PUblic/Private Municipal Redevelopment' Operations .

. Public/Finance

Private Finance, Especially Venture Capital

. Industial Development

. Marke.ting

Legislative Affairs

. Management Consulting

In addition to the development prOject-oriented 4ativity

mentioned above, the MDF has become a crossroads for business

people seeking financing and'advice and' financial sources

looking for inyeatment,opportunities. Early in the Foundation's

existence, state government found it appropriate to make It
4

.

the home of two separately funded federal programs. These are

the Commerce Department Export Rkpresentative and the Field

Representative for the Federal' Trade Adjustment Assistance

-

program. This conglomeration of talent and access to, information

has required the installation pfAsix Splephone trunk lines which-

.44 22
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are well used incoming and Outgoing. The inquiries range

from site locatioq inquiries by out-of-state industries to

-requests for, financing advice and assistance from farmers,

logOrs, small manufacturers, inventors,,-and individuals
- - . IArp
seeking to leaVe

,

big city jobs and find moZe-rewarding life
. . .--. ;

styles in the state. Because MDF .has attained a "critical

mass ". of information and capability, it is able, in nearly

every case, to provide a response which makes. each inquiry

worthwhile.. Probably the single most important service.

provided,is saving those who have some economic devlopient

purpose in mind from time and resource - consuming blind alley's.'

"Example I ,

},

In tq,e 'northern part of the state on a converted potato
farm, .a man and wife team has been trading used fire
-engines for fifteen years. The company (for it is now

41hd

incorporated), recently deVeloped a drop-in fire fighting
package foripick-up trucks. The unit consists of a
water tank, .gasoline powered pump and the necssary
auxiliary equipment to onvert any pick-up truck into
a small fire engine in ive minutes. The units are verb
useful in sparcely settled low- income rural areas. The --"

company had almost.no business expertise and could not ..

understand,,although its sales were grpwing and,each
transaction was profita\ble, why it Was experiencing an
outward cash flow. A local bank referred the couple to
MDF which paid two visits, enough to determine that the

company's cash accounting syStem was inadequate for its

growing proSperity. An accounting firm was found, books

/ put.in order, and a.b#nk loan allowed the"company to
properly fund its expansion. - . ,

$
,

Example II
. \

A small "muscle-powered tour" packager had had-a,Nery
successful first summer cyd4ng season; ,followed by, a
disasterous Winter. The company arranges and leads
bicycling, white-water canoeing, cross country skiing
and sailiqg adventures in varibts parts of the state.

AR ExpenSiveivrOmotional activity had resulted in reserva-
tions for a potentially,profitable, winter season which"
were unfulfilled for the lack Of snow. Lacking adequate
capital, the company was faltering badly. The MDF put
the company together with a retired travel'and'public

23
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relations executive who hab made-a modest investment
.of funds'and a major investment of advice and assistance.
The'company is now successful to the point of running

.
bicycle tours in several northeasern..states and the_
People's Republic-of China. * , -

N
a

9

Example EII

' A young man with experience in fiber glass boat-building
saw an important fishing boat design need goirig unfulfilled.
After successful, construction and sale of two boats in
another state, he identified an ideal Site for building
the Moats on Maine's coast. MDF assisted in putting
to44ther a limited partnership to purchase and_lease to
the company the facility it had identified. Later MDF
assisted in finding a priVate equity investor to enhance

the company's working capital needs.'

The Maine Capital Corporation

l'heaforementi-oned1976taskforce.also identified a

specific capital foimation need in the state of Maine.. Maine,

had never had an ide ifiable source of private venture ,capital.

Aq a result, out- -- state errAeprenvurs starting companies or

thOterequirinie larger quarters and financing never thought of
/

Maine as ,a site for their comp4ies while some Maine firms moved

,away.in -order to find the business support they needed. The

legislative package suggested by the task force prese tech to

Governor Liongley in 1977 included a venture, capital coMiany to

be call the. Maine Capital Corporation. Although venture funds

gave been put together for 'large sums for many years in other

.

parts of the -country, the task forte determined that it would

be very difficult to assemble investors in a fu\d in Maine on

a cohventional basis., Accordingly, the Maine Capital Corporation

was granted,a_.special legislatiNie charter which made it possibi.e

to p2bvide Anvestors in the fund with a state income tax credit

of 50% of their investment. The oredit would be taken over five

year's so as to not overly impact state ta* colfectiono. The



-24-

implementation plan for the Maine Capital. Corporation was

closely,interwoven,with The Maine Development Foundation.

The Capital Corporation was conceived as an unstaffed.Vntity

to be managed under contract by The Maine Development

Foundation. After the Foundation had been securely established

in 1979,, the organizing group for the Capital Corporation

determined that the Maine Capital Corporation could and

0.

be a Small BusinessIn estment Company,und r the Federal Small

Business Act of 1958. An SBIC is a'key element in any public/

private schemq for economic development', urban-oi-rural. The

Maine Capital COrporation is a classic venture SBIC ir4terbited

in profiting from financing the steepest part of entrepreneurial

growth cycle.

Maine Capital CorpoLtion has now considered At least forty

investment proposals, and at this writing, is committed $ wie

and likely to be committed to two more shbrtly. In the few

months since, licensing, a state-wide 'financial community unused

to venture financing has begun to think of Maine Capital as a

particularly adapted source for .certain situations. If the

experience of other areas (Rhode Island, Vermont and New Hampshire

is any guide, the presence of .venture funds will eng(Ander new

business activity.

Another part of the Smail Business Administ,ration investment

division's activity involves MESBIC's, 'minority Enterprise Small
#

Business Investment Companies. As will be seen from the appendix

of this chapter, MESBIC's also provide venture capital for small

business(eitrepreneurs under the unique circumstances of minority

disadvantage in their communities. With a homogeneous white
t.
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minority consisting, of some 4,000 Indians

- just now being enfranchised eFonomically, Maine may see a

northern, rural MESBIC soon. .

.

The Maine Deyelopment Foundation. has been provided, through
.

-( ' . I,

the Maine Capital Corporation, with a magnet that attracts
. .

.. .

publicity and interest from the private sector. A fund which

is managed on a business-,like basis for profit, with a purpose

-of investing in developing enterpriSe, attracts the atention,

'not ohlyof active change agents in the economy but also of

thought lead6rs who are concerned with effective bridging_

mechanismspetween the public and private sectors.
I I'

C. Factors Requisite for Viable 5013C Development Companies

A 5013C development corporation.is an apfropriate response.

to an economic development need that is clearly felt and readily

identifiable in a cohesiVe, political or geogrgphical area.

Obtaining tax exempt status may bbcome exceedingly difficult

under the new administration. The premises behind a quasi-public
t,

development entity are founded on the principle thata political

and governmental input, is often appropriate in satisfying the

need of the constituency fosr economic development. For the

concept to pcpvail henceforward in today's national political

atmosphere will require a clearly identifiable need, where "market

force" solutions alone will not suffice. If one views such a

development corporation as an economic development Cooperative,

one need not search far for important antecedents. The rural

parts of our country are very familia&with agricultural and

electric cooperatives.

--........_
Another-.requisite for a successful; non-profit development

' . 26 , i. :,
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Corporation is an atmosphere of,comMunicationbetween the-
-

p lic and priyate sectors'. Usually the condition will-be

met when a few key leader's in the community understand on

b h bides, that they have something more,important to gain

by quiet cooperation might lose through noisy

disagreement. Sometimes this probability of transaction arises

from stark need. In the'city of Boston, in the late 50's and

60's, group of businessmen and municipal and state government
0

officials was formed t'the suggestion of a businessman who

4

recognized all of th factors needed for a viable public/private

corporation. The group met weekly in a lower level meeting room,

at a local bank. As a resultetne group become know as "The

Vault ". Through the mediation efforts of thi.,5 group were born,
0

0 the changes in zoning and taxation regulations coupled with the

daring financial departures necessary to create what has becqme

.known as the New Boston. -The core decision dealt with taxation
I.

tiuring,00nstrUction of the city's first major downtown renewall

projet. Such public /private joint venturing has been repeata-
many times ,since, and should, set examples for rural

building. Non-profit development' corporations operating with

coalition-;

methods comfdrtable for the private sector rerire emeasurelbf

regulatory'restraint'and trust whiC usually hard to elviiit

but, worth the effort.

A public/private development corporation is.a new venture

without the promis =of income statement p rofits. As such, its
, .

e is, days are difficUlt to finance. I expect tat the seed ''

--._.

.
.

..0. dollars can come from either side -but suspect q: quickest and
O .

0,: (.--
most effective means of moving off the starting line are with a

--,-- ,
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5-

few publid dollars raised in the enabling legislation of the

. organization itself. This money, to be numberegoin the few
44400

tens of thousands of dollars, should be for organizing an

entity and,,providing.a minimum 'staff to preparerfor fund-raising.
*

No operational or program dollars sho lamid. be,provided at this

point. If there are,wount on someone in the governing group
,

or on the staff to,suggest further appropriations thereby

shortcutting the crucial matching public/private fund raising

prodess. The principal virtue of this funding scheme is thaI it it

'constitutes an ongoing referendum with 'financial ballots. !f

4
the corporation cannot proire its value to'the satisfactidn of

dOnors who, after all, are 4i4ving 50 cent dollars from (their

cost point of'view,then the rest of society should not be.

forced to support the enterprise through taxation.' Too much

public pump7priming at the beginning will only induce an` 'early

case of bureaucratic lassitude and subsequent loss of private

aectorbrest. A'final factorin insuring a succbssful public/

private development corporation is people. A job dommitment to

such an organization.should be somewhat riskyz It/ should not

be thought of as a permanent career'haven, but' rather as a growth

'step to, -be taken after.previous_considerable vroWth. Such

.conditions will automatically presort/applicants> leaving thosb

most likely to` be. committed intelLitually to the concept.

G;

Distribution of talents amongst the personnel should be reasonably /

balanced so that thtgTp operates as peers. ,.._, ..

,

.

., .

V. Provision and Development oft- Appropriate Technical Assistance

for S stainip and Develo in Local Ebonomic'Develd ment Ventures
-
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A. Education

In today's segmented society, it is difficult for young

people to understand the economic. niche occupied by their

elders. This is espebially true of professionals who deal in

intangibles in the worlds of education, law, finance and much

of business management. Educating the young-in the principles

of siness was once something that took place automatically,

in a time when the work_ place and` the hare were one or were

close ':igether.' Many young people today display a,vague sense

of unease with the concept of business profit. They do not

relate a business profit to the concept of individual savings

after all personal expenses have been taken from income. For

the long term, elementary and middle school education must'

contain component consbiencely put there to make these facts

clear.. In juniom",,high and high, school there may now be enwrging'.

a unique opportunity to restore awareness in young people Of the

economic and business equasion as small computers proliferate on

the educational scfie., Business problems can become fascinating

case studies. f
B. Business Extension Services

At time when a,much larger portion of American enterprise.
4

was ricultural, we established strong university extension
,

services that now network the country with information and

assistance from state universities to individual p5actitioners.

However, our extension services no longer match the. needs which

exist today. While not wishing to detract from that which is

--offered, I suggest that the dollars invested in supplementing

29
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agricultural extension services with'b?ness extension

service's Would-be well spent. The Small Business Administra-

pion has made a start on this with their SCORE and ACE programs
;

and their Small Business Assistance Centers at.Land7Grant

_universities., If the-new adminiStration is serious about.

building up the Countey's productive capabilities; a part'of

that purpose -must be long teim. This must mean not- reductions

in support to the growing university extension movement, but

increased support, geographically and programatidally. A .

.

would-be entrepreneur ought to be abliz to travel no more than

forty,miles to reach some sort of center where he canobtain

answers.to such questions as,"Here's my idea of a business.

Should-i"strt it now? HoV'\do 3 stsrt it? What should I look

%
for? What should I avoid? How do I write a loan applicdt-ion?"

The. advice and answers should be free at(the outset, with a

small instalment fee or royalty to be paid later, in the event

-theCompany-slarwives-and_praspers.

C. eChnical.Assistance Entrepreneurs

The business assistance' centers called for'in he foregqing

shouidstaffed with a newly created core of case officer/.

packagers::who have-beenspeCially_trained to provide initial

and ongoing assistance to would-be entrepreneurs. These "technical
.

assistance- entrepreneurs" would be governmentally employed but

, '
would enjoy performance incentives derived from royalty payments

by buc essfill' cases.:

As n'example of the wonk'ngs of this scheme, a rural entre-

qa"
prenepr might be approached by a firm which manufactures equipment

for making methane tom ahimai wastes. Let us assume that the

30
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manufacturer wishes to place his equipment in the field on

a joint venture basis in which an entrepreneur provides housing,
,

'
, r-

,..-.

the'raw material supply/ management, working capital and
. .

marketing. The' entrepreneur might'have a conviction that the
ft'

methane and by-products represent a worthwhile new 'business

but,he might not possess the analytical tools to proille this

,

even to himself or to those he must4nlist for finance and

other backing.s,The local technical assistance entrepreneur

could'be engaged to help him analyze the opportunity. If

indications are favorable, the tectlhical assistance entrepre-

neur and. businessman would package a deal and eff:st_ the

,establishment of an installation: This help would be on the

understanding that the technical assistance entrepreneur would

receive a defined royalty on sales or earnings for a specified

period of time.

D. New Demand bn Banks

It may be time for a new quid pro quo for'the banking

franchise. As major banks move into the countryside, we

should consider-requiring-them to bring appropriate banking

0,specialists for the areas to which'they expand, in return for

their 'privilege of generating consumer and small business

deposits: These specialists might well be the banking equivalent

of the technical assistance entrepreneurs mentioned previously.

Many perfeCtiy bankable situations go unfinanced betausip local J

banks do not understand the proposed businesS:

V. Initiation of a National Education Training and Technical

Assistance pry ram for Diversified Rural Finance Development and

Management

31
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The technical assistance entrepreneurs meritioned above

would be the principal priadtrct of a new program leading

toward training in technical assistance for rural development.

A. Call to Action

The first goal in this program i broadly. disseminate

4'a recogniltion.of the need to provide a cadre of talent that

is more than a'financial or banking capability. The individuals

needed in place will have a blend of personal experience in

production, operational knowledge, marketing, financial controls,

planning, grantsmanship and government regulatory relations.

B. Masterstof Rural, Business

To provide-the technical assistance entrepreneur program

4
with an educational base, a needed degree course should be

instituted for Land-Grant universities. The ''MRB" programs

woule_be a blend of the faMiliar business school curriculum

.and a technical grounding En rural enterprises ranging from

agriculture to forestry t67-transportation, energy-end services. .

C. Attracting Potential MRB Technical Assistant Eritreprenatrs

To create a demand for thenew degree candidates, there-

should be assembled cooperatively.matthed funding for their

future positions. Every level of government should be expedted'

to make a contribution, and provisions should be made for tax

credit'funding by business. It should be understood that the
4

technical assistance entrepreneurs will be working toward

incentimes;for performance to. be paid by their-future clients.

A revoliiing fund sho4ld exist for the tuition and other ,education

expenses of "MRB's "., MRB's would be expected to repay their

. education 'Loans from incentive paybehts.
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