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This exercise with the dictionary is meant to emphasize a

- . . - . R

Investment continuis to

" .definition and a premise in this paper.
be the’placing(of wealth'in an enterprise for the purpose of-

*securing a long-term gain. The earlier usage of the word ;S_bf

' 1N

note because it lends an important conrotation to financial

The “investment”

investment --corntferring money confers éower.
implied here@is that cepital which must bé dedicated permamently e
to an enterprlse in order to cet it startea and, often, to help

In enterprlSes 3ust belng establlshed thls means finding

it grow.

savings from one's own economy or from the ppb}lc economy and’

»

dedicating them as the foundation capital of+the concern.
§ : -

. Capitalism has grown in-thrée forms over the g%st 500 years.:

=

The original caﬁitalie&\igefging from the Renaissance involved

©//3

[ 5

.

enterprlses owned and controlled by individuals." The tradition

x
L] *

CE 03

. ' LRI | . ' .

many of our giant enterprlses.

o

s
= L4

l business, real estate, stocks,"bonds,,etc., for the'purpose of ° 1
- - N ~ v ¥

of individual entrepreneurshlp continues to this day and 'has spawne(

J01nt or‘torporate capltallsm began.

Q . .\
- . . . ment do nqt necessafily represent officual NIE
C\' . - - - : posmonoﬂ:npobcv . o
o~ ' N
O The Role of Investment Capltal lltRural Development . (’
o ‘ -
o : . . ) At.:ﬁ\(\ L% 8/'-0-1-'-
S i DefJ.nltlons/Preamble/Premlses o * Ié\ld Brace. ’
1 Ll et T ‘ . : }///
SN "Invest" in ﬁy'office dictionary ieaches'the*fourth order of ; ]
T — : o . ! Y
. Sense before it relates, to our topic.- "to furnish with power, e.?
L] . - ; > {
: privilege or authority" -. and then goes on to the sixth order of |
e sense to reaiﬁ thefmeaning we have in mind, "to but monef into :
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almost as long ago, with the best known large examples being the

. ‘ ‘ ) ? i o' )

'.royally chartered trading companies of England and the Netherlands
in the 17th century. State capitalism, ‘the third stream of .

development, was first experienced in the American colohles in

-such government monopolistic enterprlses as the productlon of.
hY

Naval stores,(pine tar) and Naval spars (the tall straight pine

N [

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

— e ek

——— v w

recently, state cap1tallsm appears in everything from subway

systems, airports, nuclear’.fuel production and most of the world's

¢ ‘\

Government cap1tallsm can be a forceful lnstrument of pollcy

overseas airlines. .

The gradual development of the U.S. Federal Government s rode in

Amerlcan capital market is an example.

- -

. the hlgh personal and corpora<e 1ncome taxatlon rates developed

during the Second World War’ and continued to this day. The

importance of the income tax "bite" wasgthat it .has been.in the

s -

s R N

Federal Government s power to affect pr;vate investment dec1510ns

The 1ndustr1al revenue bond
4 \

by adjustlng their tax impact.

-

More

The mechani'sm arose out oﬁ

ex15ts beoause the lnternal revenue code permits lnstrumentalltles'

of- staté and local governments to issue debt whose 1nterest stream
\\‘

iS'exempt from Pederar income taxatlon. Comblned w1th another

€. ¢ .

expre551ontof governmental capltallsm, the loan,guarantee, this

revenue bond appea%s to a large segment of the lndLV1dual and

corporate taxpayers as hav1ng good se

-

an’attract;ve net (after tax) yield.

-

force in capltal markets. One compone

taxatlon, reduces the attractlveness o

because their current ylelds are taxed.
L4 * .

curlty (the guarantee) and
This represents a formldable
nt of this ,force, income

£ prlvate equlty lnvestments

Another part of the force J:

<

.
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. attracts tle investor, to guaranteed, effecfively‘hlgh4y1eld fixed

: .. .
income debt investments. ~Thfrdly, "this -forck presents to state 3
i) 3 .

" and local entities a strpng J.ncent‘fve to offer debt—based mvestment projects. °
Fourthly,zthls debt means of securlng investment capltal with its
deductibility of interest costs, is mqre attractive than the
prospect of paydng dividends after high income taxes. iContrast

these attractions with the prosnect of losing all in a'tetally‘ - .

at-risk. private wyenture, taxable on the "upside" and one seesLthat
state- capitalism is'pervasive. y v

’ If we are to distuss the roleAdf-investhenb capital in rural
deVelopmént; we will need to keep separate~the notions of private

equity capital investment and publi¢ debt capital’ investment .
. . % . . . ‘
hecause they are competitive with each other and, because their
ivailabilities are not always complimentary as seen by the developers

.

of a particular’ project. e o T e -
- \ N * . . ) N .
. One interesting effeét of taxation and the state's'intercessien

in capital markets has been tHe re—emergehce, or at .least. the

A Y

uncovering, of our “underground economyt. fmericans have "always
. A 7, .

had 'a barter econony. I let‘you~use‘my‘snbwbldwer, you let me use
v N : ‘;—
your garden tiller. I glve you the pulpwood stumpage on my small

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

. .

my stove. More recently, orthodontlst Agflges the teeth of.

electrician B's daughter in'return“for.the wiring of A's vacation’,

house at the lake. No money changes hands. I am watching this .
N » '

:phenomenon wi}h ngxed emotlgns.QrAs a c1tlzen, I ha&; the fear that ,
‘tﬁe‘ critical fx‘nass‘ of 'voJuntaiy canpllance tI:at facilitates our tax system may
be erroded QS the. point of failure. As a oongeniéalientrepreneur, |
republican and\demodrat, L am cheerlng because\we Zr; wltnesslng

k]
. s . B
. to “ A .
14 @ . * ! . " \[
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a bopqlar referendum. Every day.people and businesses are vating

with their asetions on the "%%tablishment's“ rules for the economy .

and the way it is run. If our ggovernment can catch the sense of
3 * = -

what is happenlng,'and reformulate its 1mpact on the private

-

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

of those healthy groundswells whlch produce positive change in

=

the country. If the phenomenon is misperceived or misintefpreted,

£ & . -

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

3

- ' ' s
. Premises for Private Investment

-

- . 'i' \
In -the private sector, money is committed to investments to

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

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

i

. Other partgfof this principle include: '

1. The relationship to existing investments and/or
operations. An investment may be made to expand
. a plant or to provide balapce in an investment *
' portfolio so as to spread risk. A4 .

.
3

¢ 2. Investments are often made for satisfaction,
although the investor will usually be at pains. .
ta pcdint out his bu51ness ~-like purposes. Many '
site selection di:lSlonS by industrial firms ’
revolve around the personal prefefences of a
chief executive officer. " There are industrial

. establishments in various parts of Maine which TN

are there because the chief executive officer

grew up in the state, ,went to camp in the state, e

‘ has relatives there or had a’”particularly

memorable vacation there. True, good cases were

made for ava1Lab111ty of labor, pure water, low

tost land and the like, buwt when it 'is shown that

up-statae: New York or ‘southern Wisconsin might

flave offered similar attractions, the truth seems

;Q " .. to emerge. . L. “rs ssemesercW

3. Competition -by onher capltal uses world-wide is
a vital factor in investment decisions. Many
N capital gources today, either individual or .
large institutions, sit astride jlarge deal streams
of extreme variety. An active investor could be
simultaneously considering the details of an

#

-
s . E

.
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- investment ih gold, & nursing home partnership .

‘share, ‘a jojoba plantation or founder's shares ,
in a high teéchnology 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. This' means that' the
proposal from ruraldom must be every bit as well : .
_presented and documented as any other private - '

W ) offering might be. . .

- 4. Community attitudes can have a significant effect
- on the investment decision.’ " An investor whose
project will impact the local society, environment,
property taxation patterns, and preexisting
employment conditions looks to learn how those B £
‘impacts wili condition the prospects for a ’
’/l_ successful project. Quite often, ah investment
'+, project might run into strong environmentalist
resistance. Further investigation then g{urns up
-the real cause of resistance ih the fact that the
', projg@ct represents an incursion into-what had Been
' an employment monopoly for an existing enterpftse.

»

5. cultural and life 'style attitudes may affect P
investment decisions for functional%gnvestors, i.e. -

b those who will move with their money*to the location

' where the physical investment is being made. There

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

5

gualities. “;

6. Finally, traﬂ%ﬁortatron fggtors are especiafly
. 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 materialyg,
’ . _Site location close to heavy shipping facilities
o becomes important. These and other enterprises may.
3 *  also be concerned with the pérsonal mobility 6f highly
. - skilled or responsible individuals involved with the
_»  projects ' ' |
~ [

'Premises for Public Investment

o 'So far a? I knpw, we don't yet have public investment on a
. for-profit basis. ) - *

b *

R 1. . The first ‘and oldest model for public investmeht, has Lj*
L concerned the development of our basic infrastructure,
of roads,.sewers, water systems, schools, security and

e fire protecgioq. Infrastructure investments are widely

[

-
o . -
Y ‘i
B - » . .
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N
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believed to be the prerequisite for industrial ’ .
expansions in rural areas. Today's sogial contact . -
has the public underwriting- these expenditures :
« + because the broadly. beneficial effects that infra-
, structure facilitates are not easily assesable in .
. i , detail. ' . - . '_ .o
- A\l t .
. : 2. Another important factor An public, inVestment could,
be called the seed or leveraging concept where stdte
or local government and the federal yovernment, in
"the case of the SBIC program, provide attractive
financ1ng terms fotr 'investments which are 'led off by
private capital corfe commitments, of w which, mere—— " |

- — > @

latern. N
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3. There are often humanitarian premises for public
3 investment, all generally falling unhder the general

, . category of "dignity of jobs and thbse. who hold
' ' them".. The underlying concgpt is that it is unagcept-
able to society to support a- large unemployed popula-
tion. More practically, we find that a public
investment dollar goes farther agalnst the plight 'of - ..
the unemployed than does. direct support.r : :

» . ‘
-~

4, Some planned societies make public 1nvestments with an
. ‘ eye to the development of human resources, in‘ connectian '

with national strategic goals. In the U.S.A., we have -
4 number -of- training incentive pro rams connected with

- * industry with such objectives in m In most cases,

. the investment is made in free-standing programs such-/

. as CETA with concomitant investments {provided as grants)

| or labor subSidies to the employers connected with the,

programs. _ . STy
Taxation Considerations Relating.to- Investment : . AN
. 'Some lofig-standing conditions of our economy have led to a

"borrow-spend” psychology of 1nflation. The federal government as

- i

well as state and local governments have been major participants

.

[} e > ‘ [} hd ‘ . r >
¢in this development. Large, well financed corporations see€m to be
’ « . ¢ R . EN -

. -

. able to adapt to these new condgtions.' Small companies everywhere -

- h s

and enterprises connected with property-based rural economies seem
less able to endure. The rural parts- of our country afre’ filled
. _ \ .

R
with land-rich, dollar—poor-people and enterprises who would make
. 2 N * 3

useful investments and who know best how to, but caQnot} Unless

' L N 0 N ‘ RS
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oot the land jtself car be used as the equity- and the collateral in
. . ‘ “ 2

finanéing,‘these people cannot muster the start-up. "nut" with

' 'which most™ investment finance works.

2
0 .~ . i I~
Kl N v

GeOgggﬁhic/Gebpplitical Concerns N Lo .

l - .’ L] -." -7 - -‘ . L]
Investment priorities tend to.yun 1into a planning or philo- .

.

sophical "argument as to where %mpbrtant investment—shouldtake
". place. The argument runs about as follows:- \
Thesis - "Where there i& choice, we will get the most .
- from our investments in urban areas." Only
’ in urban areas with a variety of high achieve- N

ment iInstitutions in education, medicine,
research and finance do we get the kind of
S "idea soup" that leads to fruitful growth.
: . This school of thought can point proudly to

-t . the Bay Area;.Greater Boston, North arolina'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
L of refuse, playgrounds, the "boonies”.

: Antithesis ~ "Cities are the new dinosaurs" is the opposing .
- . view. The vitality of their early growth is :
oL ' 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. v
Synthesis - "Diversity is fruitful®. The corollary is
A "We'd better learn to be flexible" because the
_,_\// microproceséor chip and the communications
' .cable appear to be creating new intellectual
N foci or commqpicationS'nodes which do not depend
o K on ibng:egations of talent in cities. However,
there are other enterprisgs which will always
y concentrations in cities and yet other
s which need to be :fairly near. A
€ I synthesis @f' these views will look at
) an invesStmept project and ask why it's being
. put where it is and how long-standing will the .
- good sense of the resultimg decision be. A case -
__ " v . 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 case
- can be made for siting sawmillsfclose.to the
point of lumber use now that all of the log is
utilized #in—some way. Several Sawmills in
. _southern Maine have expanded as a result of °
‘ thinking along these lines. The logs simply
- stay on the truck for more miles. On the othef -
\ . . hand, one must-thén carry much contained water
} * in the logs. 5, . /7

;

: | ) The‘Eransportation of:coal from western fields
.- . .has been-proposed by pumping a coal~water slurry .
. . - in pipelines. Potential loss of the vast volumes '
- . . « Of water reguired has forced a new look at the
problem. One possible emerging solution: partial
. . liguefaction of the coal itself  to an oil that ‘can
.. S act as a carrier. . N .
J . , ( ‘ o !
{
Another more complex example: .

N < e . .

Vo The technolagy of wind-electric power generation
- , - Ras developed to the point where “wind farms" o
are being planned and .built. ur more metro- °
. politan areas place many congictions on land
use which tend .to limit the, ing possibilities N
. ‘olose to major populatien and power consuming
. . cenhters. The more rural states place fewer con-
_ ' straints on land usg that is not damaging But |
. ‘ ) not particularly esthetic, although the siting '
- . . of wind .farms in rural areas may seem at first
- : glance to reenforcé the impression of ruraldoém
as a resource area. A closer look into th€ future
might show that the added low cost power could be
- an attraction to industrial site seekers.

¥

. . '
'Need for Greater Ability of Investment Capital for Small ‘and
Micro-Ecomomic Ventures ($5,000-$200,000) SR \

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

fronts have placed severs pressures on all small and micro Businesses..

October 6, 1979 was the day thh; the symptohé of many organic diffi-

» .

s

culties in our investment, system, erupted into widely felt pain. It
will be remembered thgt in ‘october of 1979, -the Federal Reserve Boaxrd
abandohed_intérest rate controls in favor of money supply controls.

!.m’,' A
R J -
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Since then, we have seen rates as hﬁ%h as 22% for the New York

-

Prime, h1gher yet fbr many smaller companles and considerable

v constr1ctlons 1n the{money supply, partlcularly 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 o
- - ’ % — 3 / N l

been, modest. Looking back, these enterpriges ‘have operated on

" less®capital or net worth and more debt than has‘ﬁurned out to be
. . t
prudent. . Honesty, thrift, and good banking relationships sufficed

\J . ; - . ) ,
.in the past to let the company roll over its short term debt time -

after time. In the last tw0\years, however, bankers have found > ‘

themselves facing the pain of telling valued customers in” plumblng

.. contracting, wholesallng farm equipment dealershlps, roofing ahd

-

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

I

710, 40, 150 thousand dollars of long-term debt. The investor most
llkely is to be the business owner h1mself his family, or other
local - money Dud to the low historical savings rate in this country,

many of the people to whom the entreoreneur might turn, do not have
the money. Due to the tax effect on 1ncent1ves to save, these people

4 - {
have themselves borrowed and thus leveraged their own capital bases.

-

The flrst, fundamental, and most 1mportant change that needs to be

effected for greater dvailability of Mivestment capital for small

\

and micro-economic ventures is to redignify private saving? Thls

should be done with tax incentives on savings and small investment Co

. =
.

income, and capital gain ands reduced income taxation generally on

individuals and small copcerns. Our most vexing 1nternatlonal com-
. petl@ors, Japan and Ge § have no capltal galns tax at’ all._
<, . .
There is a growing body of thought that says that once a farm

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

“ N
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family‘unit to operate, further economfes,of scale are purely‘

financial. . In parts ‘of -the h1gh plains. where the Oglalla Aqulfer

i's increasingly depended upon for farm water supply, the dropplng .

~ , ,

i water table makes new or deepened wells 1ncrea51ngly expen51ve.‘

e L]

The result is that larger and larger agglomerations, of wealthkare - -

- s

'necessary to buck’this water supply program. Although otherw1se

3

’

="Who in the local economy can be induced to make such investments;

LY

fully competltlve, farms of, a practlcal family siZe, say up to

1,000 acres, are be1ng squeezed out for financial, not practlcal,
reasons. There are two issues he;e, ‘one concernlng prudent use' of

an exten51ve but declining resource and the other about the way in

!

whlch soc1ety will organlze 1ts~propr1etary energies. If one belleves

[y

\
that d1ver51ty in the market place lends stability,then we must say

that there is a_need for. investment capital for smailer and medium '
sized farming units which will provideé that- diversity.

. A4 ,
¢hanging ecbnomic 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 Eransportation net. We have-already seen

the beginning of xan pooling where people come together to work.
L4

When further cooperation in transportation is required, how will .
o R it

it be organized and financed in rural areas? ‘The, administration's

changes are Joing to mean #hat the financing of more extensive

mini~busing networks will come largely from the private sector. .
These enterprlses are’by nature adapted. to small buSLness, with T
many opportunities for part-time employment and small 1nveétment.

and how? ‘The same kinds of questions hold true for the various
. - . ! 4 N

residential and agricultural energy technologies that are just

T . ) . -
v _' L > ,1 oA, , ) -
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beginning to emerge. ° -

Agficnlturefitse}f now Faces the need to find less energy ™

intensive cultivation methods. The changes in’methods of tillage,
fertilization with green manures, and crop rotations dre more’

fntensive in intelligerce so as.to use less energy. A numbef of

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

RS

fhvestment GoVernmentetransfer payments' had been an 1mportant

- R} [}

and.on the groung, sometimes at reduced or no profit for-awhile.

I

It could‘bquhat this process'of change is a vital subject of

pub}ic investment.
. . . ° « < o
A certain amount of "industry" in ryral areas contributes to

ecoanic stability and general welfare. _Recently a ski%led/labor-7
=
intensive part of the electronlcs 1ndustry moved to a rural bown

’ »

in the Northeast: Although the labor dlfferentaal, though modest,

was a factor-in the move, more 1mportant was labor foﬂEe Stablllty‘

In its urban setting, the company had found that it made repetltlve
/ A
investments in the perqiiii learning curves qf operatives who, too
h

LIS

quickly, .left to take t skills elsewhere, in a volatile high
: ‘ R ’ An a

technology labor marketplace. To protect its training inveetmente,

" the company has settled in a more stable rural society where most

" employees are earning secopd 1ncomes for the1r famllles. The result

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

o,

4+

the™ rural area by.passing on some of its saV1hgs in the tralnlng

‘support for many of the new employees Before the assembly firm arrived.

.

Reductlons in localaexpendltures oi publlc funds for unemployment "

’compensatlon, welfare, and the llke have been of immediate help. A

#

longer term benefit?ié the. avoidance of cost to thews&tial fabric

~

incurred when individuals move to the cities in search™f ron-existent

» . M . L. - N [ v
- . , R L
> ‘ 3
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N ‘The probBléem of investment capital for new small and "micro" ,
/. . . . * "

»
-

. ventures in the rural world is in three areas: <t ;
ares . .

> b Gettind enough knowledge and skills- together *in one

=,

- . ) entrepreneur. . . .

-~ = a - s
* ’ v

2 gGettlng 3, down payment togethér. . 35'.;

‘ ..~3 - Access to credit. - > ' o
Q : -~ f”x‘ .'/ Co-

. . In the area of tra1n1ng and.educatlon, it seems' that our

. . \ \ . b v

) public.educatlon system has 1n the past - 40 years, 1gnored or. even

down-played the, foundatlons of our economlc system.. There is,*

s L

in the schools today, an atmosphere of ’ condescens1on br mild
i ’

¢d1sapproval of the cap1ta11st system, whioh must reflect thé back- .

ground and training of /sqhool people themse-lves. If ox’ soclety

* »

1s turnlng agay from publlc enterprise, ' then we need a new cadre'

urs who understand how: sav1ngs and proflts bepome the Ty
& '
A .

inducement to 1nvestment. . After that, they face the problem of !

of entrepren

acqu1r1ng the baslc skllls of bu51ness. In today s mopd of

- PR z N .

. government thrift, we are creathgg an obstacie to the productlve\\\ —

reinvéstment which we all want. It should be relatlvely easy to

.

re—order the economic marketplace to put needed capital irnto enter-

i

-

- prlse. Most of the skilled hands involved will comeg, from‘vocational

LA

. 'tralnlng programs, espeflally at the h1gh gchool level. It is' a

.

valid ané vital publlc investment goal;to increase spending in Ty
[ s - —— - .

. . ) .
this area, not the reverse. . e . .

4

Gettlng a down payment together, whether for a farm or a small

—

bus1ness, has been a problem, hncreasing slowly since. World War II,

and more rapidly since the early 60's. Today, a young graduatezln . N

agriculture faces a six figure -"equity nut" in acquiring a start-
g \ S

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

‘

il

R

N ~




%00 mile llmlt ‘has changed thnground rules in flshlng*suff1c1ently"

that many 1n—shore flshermen now seek an oppo tunlty to go off-shore

3

4in much larger boats.: Tradﬂtlonally, slngle boat units owned by

the captaln has been the organlzatlonal standard of the 1n—shore
'fisheries. To go 6ff-shore for days at’ a time means typically a

ten fold increase in the value ofgthe vessel needed 'OLacklng capltal,
flshermen are becomlng general partners of llmlted partnershlps that l

own thelir boats. Their llmlted partners are high- 1ncome profess1onals

J

z

-who' can benefit from the tax cred;ts and depreciatlon available in
!

a typlcal boat flnanclng " A slmllar mechanlsmzls now being used to .

assist aspiring home owners who lapk the larger down payments needed

- ot

for ever more costly housing. ' We should explore the appllcation of

%

this limited partnershlp equity 1nvestment mechanlsm co the problem-

. -+ .o \

of family, farm capltal.. N ) ' S e
Banking in this country has ‘not been developing so as to
& : y .
improve ruraldom's access .to credit. There is a centralization " »

-

"t
process .underway which hits the. "small‘business" portion of"the

banklng 1ndustry far harder than the forces worklng against small°
T

business generally. The economies of scale avallable “ter large

-

banking units, are*tremendous. These 1nst1tutlons are®in the city .

1 -

where they can deploy their 1ndustry-spec1allzed credlt off1Cers

¥ 1

effectlvely EVeﬂ small bus1nessmen in metropolltan places can

- ~

‘find bank personnel who understand their buslness because £he bank-

is’ large’enough to afford 1ndustry speclallsts. This is ndt so 1n
¥ e

the countryside. Eyen the largest banks of some rural areas can

L ~ T

'afford only generallsts in lendang. When the locally owned small

-
A
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bank making traditional "character" loans sells out to a statewide

. . bank, the personality disappears,to be reg\aced by uncomprehandlng

technicians .not rooted,in.the community. " These new banking units
in rural.areas' are still not large enough to offer the industry

‘specialists that their 'seniors in metropolitan areas.can offer smalt’
B i N

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

as potential depOSlt watersheds for the metropolitan banks who are
I , —
now reaching out for new economic bases. 1Is that all this upheaval

»
.
.

$s to bring us? L d _ o
Banking operates under a public franchise. 1In thefpast, there

has been.a quid pro quo of franchise .in return for regtlation to
* . "‘Il ’

protect the depositor.- Perhaps a leaf should be taken from’ the

communications franchising book in which & certain amount of

¢

. - Bd
public,, service must be rendered by the media in return for their

wdve- length monopolies. Maybe it is time for banks to he required

- to provide appropriate credit spec1alists to the areas in"which

they seek deposits. . . T, ] .

B ' .
The agri-bond concept may provide an econpmic vehicle for

. deveioﬁing new rural lending speciafists. "Agri—bonds" derive
‘from the "umbrella" revenue bond concept now being implemented in
various state;. These bonds are, 1ndﬂstr1al revenue bonds issued

.by munic1palit1es or state organizations permitted to give the
state tax exemption on 1nhﬁrest The umbrella portion of the .
conqept 1nv91ves sellkng an omnibus issue whose proceeds will be
used for a number of entities instead of.a Single one. Such a
’procedure is being deVe}oped for revenue bond funding of smailer

‘enterprises who cannot pay high fixed accounting, printing and
P ! ,

.legal expense of a small bond issue. ' o .

t

’ - . M o
S - 5} :
. . f . s
R .




T st ‘ ‘ S ., e

. Economies“df scalé could also be applied to agficultural ‘
proéuction inyestments; Loéai jurisdictions-would issue bonds
for a fund°of'$lOZdOg,000 or .more, to be disbursed through the

5 ® N
¢ “- -

expertise pf_b%nks in agricultural areas. .Uses of proceeds could
- FE -

- ©
- include: - . P ; o T
! Potato stbrage warehouses in Maine T e
‘% . Grain eleyators in. the mid~west y

. ,FaCilities for.drying and process1ng whey in

T ~ dairying dareas for subsequent use in cheesefood -
- and fertiltzer . ..
; . Facilities for hydroliZing sugar cane bagasse for ' - .

» use as cattle *fodder in the south . s

.

: -
Deployment of the baond proceeds would be through,the talents

of local banking professionals required to research and provide the .

. 'credit decision. If deployment of abri-bonds became a requirement-

Lt *

< ror the banking ﬁranchise, one could- expect that the institutions

1Y

A would acquire experéise and perhaps, hopefully, a change ‘of attitude

- [

about.lenQing in general to the agricultural production sector.
e ’ - . :

II. On the Uevelgpment of Realistic Incentives for Public/Private

N . .

- Investment: Capital Formation Access and Utilization -

’

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

invéstment‘is ‘not “a need for a mechanism but ‘tather the . ’
realization that our national world has become a lot smaller.
¥ . Y . -

In the past’fifty years, we haveygode-from the age of the
e

«domain to. .the age of_ the sector. Fifty years ago,‘'a corpor-

. ation or.a municipality, sometimes a stdte and even possibly

L

LY

. )
the nationai government, cofild consider ‘itself the sole ‘t' . ,

-

operatiVe in a funct onal @omain isolated from other domains

. »

v ' by effectively empty space. No longer! Our American vastness
-' ,-‘, - Wt g
b
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has fllled upy to be repIaced with competition for resources., A

. -

Whether we ,seek water in the West, graz;nc land on the high

E

p%ateau, crog-land on the prairie .or lndustrlally zoned land .
- - ‘. i . o ) ’ . X
in the East, we find-ourselves rubbing up against other domainsy:

il ~

£o the, pOlnt that we. now think ln terms of sectors of one
[

»

.domaxn. We now experlence competltlon in prlorltles Where- »

-

ever we turn w1th'hctlon in mlnd there we find competltlon,

" -

among a w1de varlety of imterests, for natufgd resplurces as

¢

well as phy51cal and human energy. Some of thlS competltyon
»
may turn out to be merely conceptual when we recognlze the

-

goals t6 be common, with only style separating the parties.

3

The foregoing may give an fmpression of Some chaos '3s to »
the ordering of urban- rﬁral priorities. h rationalizationa
P .
can take placelln a forum where those of good w111 trade :deas'
*and‘concerns in a context of trust and good will where lnterests

~
——

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

h ’ F B -

the publlc and pravate sectors of rural and &conomic development

there are now many voices, -even in a. émall néTghborhood Such

*

a forum needsgto be attentivelto each vpice.* Someone ith' &
. - - éﬂ‘ b ~ . Vs :
power.must make the first move by showing sufficient willingness

=

. - . . . . . , . L

to share that-power as to Be ready to accept change from without,:-
\ : \ AN ' N , N

That act of.faith, praperly timed and positioned, gets the prdcess

1? A o "

e

*

That firstiincentive to join hands comes best -from those '

who have no. béteht need to reach out - the politically or

a

economlcally powerful

- b

. - .
. ’

B. An effeatlve crossroads or forum concerned with publﬂc/prlvate

0

3 : I .-
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investment will soon bring to light a variety of sources of
* »

grants for specific purposes. These sBurces include @ wide
¢ ®
varlety of federal and state programs as ‘well as grants from

.

rivate foundations concerned with part;gular social objectives:
P ions ;

The larger the flow of ideas, soldtions,,pfoblems and ptrocedures,
- > . f

"coupled with high skill, the more likely econdmies of scale will

° ,‘.‘

.be achieved in assembling necessary elements of particular '

funding proposal ffr the public or charitable sector.. Achieve-
5o - : ~ .
. . ) )
ment can be its own incentive. _ .

C. The publie sector now has at its diSposal: a variety of

-

structural mechanisms which incorporate capital fqrmatibn‘
incentive poqern The non-profit (501C3) corporations,

'indnstrial revenue bonds, and the new SBA 503 program are

#

examples. A 501C3 non-profit corporation acting as the general
partnexsof a limited partnegshiﬁ”bomposed of private sector

participants is a tool which cah be applied fo a large number

.

of public/private investment capital formation projects, The

non-profit corporate;"general" can act as the shock absorber

with regard to cash flow, while the personally bengficial effects

of the Aimitéd partnership .organization can be,channeied to
pri&a e sector ihyestors who would not otherwise bé attracted

to the project at ﬁa;a. Euﬁric.money channeled into suih

non-profit general partner .corporations dre likély to be far

t &

more effective than public mofiey spent‘directly in projects

*

themselves. . - 5%’ :

-Recently, the use of state income tax-.credilts for stimulating

private ventures deemed to be worthwhile for the common weal
[N . . . - - »
A -
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I

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

*

~

Capitgl -Corporation to be detailed below:

[y
v

State income tax.credits along with income tax credits
from lesser governmental entities are expensive for the.
. entity for an important reason. A dollar saved- in stater’ .
income .tax must be a dollar added to the taxpayer' s
federal gross income, Thus, if the state wishes to
) creaté an incehtive within its borders for some activity
i : . 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 loc¢al jurisdietion should consider this stratagem very
carefully, probably only using it as a stimulis for
pioneering in & desired activity.

» [
-

ITI. Way and Means of Effectively Coordinating Federal and State

Ifvestment Capital Programs (e.g., Farmers Home Administration ‘and

Small Business Administration among others)

-

A. SBA—EDA-FmHA-NOAA:DOE-HUD.‘n....gold mine or maze? The fore-
‘ ¥
. going is a partial listing of féderal investment capital programs.
In addition, every state has its econdmiCJdeveiopment network,
’ , " .

t < usually with one or more authorities capable of provfding some
1] f
—- special kind of capital. Each entity was set up.as a separate

\ - government program to produce an economic effect thought de51r-

.able by a leglslatlve body An enterprlseleeeklng funds " could

] LS

. easlly spend 51x months and much mqney learning enough about , %
e \: " s ’each program potentlally avallable to it to know whlch ones to. ¢
. apply to. Even then, 1t mlght belatedly dlscover that a partic-~
‘%, ) " ular program had used up 1ts'£nnding for the fiscal year, w1th.
‘ - six«months to pass before more became avallable. Tbere is a

mérket for services to lnvestment candldates who are seeklng to

t match their specific needs with Fhe‘availabpllty-of the many

- ‘ ' S ) ) -

N . public sector programs and private sector sources.
SO0 o -

.

" Certain speclfic factors can.be cataloged for each program
- ! ¥ -
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so that an entrepreneurial inquiry can be quickly channeled

-t

toward the gppropriate or pOSSible solution. Among the factors

a - -
-

are:
L e ) ., ’
o Job creation requirements ) )

. "-." size of investment or grant

Lo Compatibility of the program with other programs, - .

& I legally and pragmatically

L 4 v
. L4

. Specific, permitted uses of proceeds. .
— ‘Intexest rates o ) "
. 'Repayment terms . o . '
- Private, matching fund requirements
. Current funds avaﬁlability .. ) .
.+ Chances of success
Ca 4

B. A Model for A Public/Private Partnershrg

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

late GOVernor Longley reported its proposals for a'new economic

.

devélopment partnership between the state and the private sector.
\

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

economic development programs. Some of these programs have .been

1

highly successﬁul é; in:the Municipal Bond Bank, and‘others .

i

came upon the'scene before their time, as in the Deve%bbment‘ gy,

8

Credit Corporatidn of Maine. During the previous administration, ]
P § .

{
afvery large state econgylc dew\lopmen; organization had been

h ]
created, which the economy-minded Governor Longley ‘almost completely

“1”[

abolished. PProtests about over~zealous economies led €0 the kask

\]

I 1Y s
force study. Its prinCipalsrecommendations involved twWo new
- , .
organizations outside of state government. ’ : .
\
The premise ‘of the task forcé report was the, accomplishment

fa
L

of an economic’development policy requirea a partnership between

. ¢ f M - . ‘e ’
‘a P . *

if‘én?c




,the.public and private sectors. derther’ the partnership

L r J | g21 . | -

o o 230~ o N ' -
\ o :

kY

. should take the form of an 1nst1tution w1th ah action-oriented,

[y

capability of putting together and 1mplement1ng SpeC1fic

prbgrams and business deals. vThe,vehiéle which was recommended :

. ﬁ: ,
was to be called the Maine Deveiopment Founaation. It was'

-proposgﬁ to the legislature early in 1977 as a ‘non- ‘profit

corporation under section 501C3 of the U. s. Internal Revenué
Code. The "MDF" was to have all of the-powers of a busgness

corporation including lending, borrowing, holding property,

(Y

making contracts, etc. Funding for "the Maine Development

. . . 4
Foundation was to come from three principal sourdes:

.. Tax deductible -donations from the private dector- .
Matching funds from the State General Fund ’ .

Operations’ as a contractor for fees 3
The legislature enacted-thé’proposel and, set aside ma%ghing

funds’ for the MDF. In the fall of 1978, the Foundhtion began

. R Y

operations. Presentiy, the Maine Development-Foundation ha%’

2

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

)

y
Al

if they are private seator supporters, and §50 or more,. 1f
1 Lt s

they are public sector supporters such as muniq1palities, e

v

-

' >

2

countieg%?educational institutions, regionaL'i!anninq commisSions,

g
or ptherypublic sector entities concerned with the coordination

\

of economitc development. There have been annual contributions

.
. ’

of as much as $73500. All of these "corporator fees" are matched

* ]
H

dollar for ddllar from the State General Fund, . In aédition, the
. . - ~

~ .
-

Foundation acts as’a change agent contractor in a variety of

. 3 -

projects. . Among these have been the identification of likely

investment opportunities in secdndary wood and paper processzng

.

h
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industrié%; a studw in conjunction with the Maine Poultry
L4 . : \ -
Federation to determine means of bringing feed grain east at

reduced rates to enhance competitiveness with the southeast;
a study in conjunction'niﬁh the State Department,of Marine
Resources; and a w1dely represanted task force from the o
f}shing industry. A typical format for these task ferce.
activities involves several large contributions from the
-private sector organlzatlons concerned with economlc development,
who earmark the money for an MDF based task force pro;ect. The
_Foundation then ass1gns a staff member as the project leader

and the Foundatlon acts as the center of act1v1ty

Curréntly, MDF has a GLAff of 12, w1th professional qualifi-

L

. .
r -

cations in:

. Public/Private Municipal Redevelopment Operations .

v

. Publlc{Flnance g

., Priwate Finance, EspeC1ally Venture Capital

. Industklal Development - L
X

- ‘

. Marketlng . .
. Legislatiye Affairs =~ - - I
. Management Consultlng

-

In addltlon to the development project-oriented iot1v1ty

-

mentioned above, the MDF has become a crossroads for business
4 .
people seeking financing and 'advice and financial sources

b

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

t L] - ’ N
existence, state goVernment.found it appropriate tonake it

the home of two separately funded federal programs. These are
the Commerce Department Export Répresentatlve and the Field ] v

Representatlve for the Federal Trade Adjustment Assistance
¢

program. This conglomeratlon of talent and access to 1nformat10n

has requlred the lnstallatmon of six Qplephone trunk 11nes whlch
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. are well used incoming‘and butgoing. The inquiries range . .

— : . \from site loeation inqniries py omt-of-state industries to
-requests for financing advice and asslstanoe from farmers,

- ‘ loggers,.small manufacturers, inventors,'and indlviduals .

seeklng to leave b1g city jObS ahd f1nd mS?E rewaéding life

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

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

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

\

) vy . ; . o .
worthwhile.. Probably the single most 1mportant service -

prov1ded is saving those who have some economic development

purpose in mind from time and resource-consuming blind alleys

\

"_ii@ml_e_l . o

- In tne northern part of the state on a converted potato
. farm, .a man and wife team has been tradlng used fire - =
"> -engines for fifteen years. The company (for it is now ’
. incorporated), recently developed a drop-in fire fmghtrng
package for.plck up trucks., The unit consists of a
water tank, gasoline powered pump and the necessary
auxiliary equlpment to konvert any pick-up truck into
a small fire engine in ffive minutes. The units are very
“useful in sparcely settled low-income rural aréas. The
_ company had almost no business expertlse and could not-
» understand,.although its sales were growing. and veach
’ transaction was profltéble, why it was exper1enc1ng an
- outward cash flow. A local bank referred the couple to .
- MDF whlch paid two visits, enough to determine that the ’
/ company s cash accounting system was inadequate for its
growlng prosperity. An accounting firm was found, books
s put.in order, and a bgnk loan .allowed the’ company to
properly fund its expam51on. o ) .
Y. -
Example II , ' T L. : '
' - « .\ . - . N
A small "muscle- -powered tour" packager had had -a. very -
"~ successful first summer cyéI;ng season; folloWed by a
disasterous winter. The company arranges and leads
bicycling, white-water canoelng, cross country skiing .
K and- Salll?g adventures in varidls parts of the state. ~
) . Expensive/promotional activity had resulted in reserva-=

i tiohs for a potentially,profitable winter season which’

o . 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
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" relations executive who has 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 northeastern.states and the _

People's Republic’ of China. v S

~

& “ -
Example f£II ' )

.
-

A young man with experience in fiber glass boat—building
saw an important fishing boat design need goirg unfulfilled.
After successful construction and sale of twe boats in
another state, he identified an ideal g&ite for building
thgépoats on Maine's coast. MDF assisted in putting
tog€ther a limited #artnership td 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.’ ' . “. .

13 5

The Maine Capital Corporation

L - . ~ : )
The aforementioned 1976 task forcezglso identified a

speéific capital formation need in the state of Maine. Maine,

:had never had an ide ifiable gource of private vgnturé,capital.
As 5 result, out—dﬂgzzate enEEeéfengurs starting compaﬂies 6r
.'..thdﬁe'requiriqg larger quar;eré éndafiﬂqpcing hever thouéht of.
Maine as ,a site for their comp;nie§ while some Maine firms moved

_away- in brdgr to find the business support they ﬂeeded. The =

™

+

legislative package suggested by the task force preésente& to

. Governor Lbngley in 1977 included a venture, capital company to

»

be calIEd the Maine Capital Corporation. Although venture funds
, Have been put together for large sums for many years«in other .4
¢ - . . ’ .
parts of the country, the task force determined that it would

N )
be very difficult to assemble investors in a qu9 in Maine on

) y :
a cohventional basis., Accordingly, the Maine Capital Corporation

e

. .
was granted a_special legislative charter which\pade it possible ~*

to provide investors in the fund with a state income tax credit

L3

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

¢

yééré so as to not oyverly impact state tay colllectiong. The
- e V' . - s "
* * - -~ *

\1”"‘

=
0 s - v
N -
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02 / A
4 . .
implementation plan for the Maine Capital Corporation was
»

=
closely, interwoven.with The Maine Development Foundation. :
The Capital Corporation was conceived as an unstaffed,gntity

to be managed under contract by The Maine Development

Foundation. After the

-

Foundation had been securely estébllshed
in 1979, Janizi

the organizing gioup for the Cdpital Corporation
determined that the Mai

ine Capital Corporation could and Should

-

2.
be a Small Business -InVestment Company,unz?r the Federal Small
Business Act of 1958.

<

An SBIC is a' key element in any public/
private schemg for economic development

urban .or "rural. The
4
. : ]
Maine Capital Corporation is a classic venture SBIC interésted

L. * . -
growth cycle.

v

in profiting from financing the steepest part of entrepreneurial

~
W

-

Maine Capizal Corporation has now considered at least forty
£ o o

-

investment proposals, and at this writing, is committed QD pne
and likely to be committed to two more shortly

In the few
months since, llcenslng, a state-wyide financial community unused

1

to venture financing has begun to think of Maine Capital as a
particularly adapted source for certaln situations.

if the
experlence of’pther areas (Rhode Island, Vermont and New Hampshire

is any guide, the presence of venture funds will enggqnder new
business activity )

.

-

Another part of the Small Business Administration investment
division's activity involves MESBIC's, Minority Enterprise Small
+

Business Investment Companies.

As will be sgen from the'appendix

of this chapter, MESBIC s alse provide venture capital for small

- Y
bu51nessféﬁtrepreneurs under the unigue circumstances of mlnorlty

disadvantage in their communities.

¥

‘ With a homogeneous white

=
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populatlon and minority consisting, of some 4,000 Indians . .

Aee
. 5

just now being enfranchlsed economlcally, Malne may see &

- < »
-

northern, rural MESBIC soon. - ) . . >

.
N

The Malne Development Foundatlon.has been prov1ded through

-

( [N . »
the Maine Capltal Corporatlon, with a magnet that attracts

publicity and ;nterest from the prlvate sector, A fund whlch

is managed on 'a’ business~ llke basis for proflt, w1th a purpose

.
<

-of lnvestang in developlng enterprlse, attracts the\attentzon o

N N »«"—E.;

‘not ohly- of active change agents in the economy but also of
thought leaders who are concerned w1th effect1Ve brldqlng /7

mechanisms hetWeen the public and prlvate-sectors.

) C. Factors Requ1s1te for Viable SOl3C Development Companies

A 5013C development corporatlon is an ap§30pr1ate response,
. to an economlc development need that is clearly felt ‘and readily
1dent1f1able in a cohe51ve, polltlcal or geographical area.

Obtalnlng tax exempt status may become exceedingly dlfflcult
. N s
. - under the new administration. The premises behind a quasi-public )
. . 5
development entity are founded on the principle that-.a political

and governmental input, is often appropriate in satisfying the -

need of the constituency for economic development. For the

concept to prevail henceforward in today's national political

.

atmosphere w1ll requlre a clearly 1dent1f1able need, where "market

I\ R

force” solutlons alone will not sufflce. If one views such a

development corporatlon as an econom1c development cooperative,

\—.

¢

. one need not search far for 1mportant antecedents. "The rural

parts of our country are very famll;ar"w1th agrlcultural and

+

-

electrlc cooperablves. -

Another requlslte for a successful] non-profit development (ﬂ\\eu
\i’_;‘/u ’ * ' X 0y
. ‘ o 26 4 Y‘ .\ * . ’
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corporatlon is an atmosphere of communlcatlon between the-

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

3

-

)

- . - ,
. ~ . . _26_‘ . N . 1) \“‘

» ‘

.

pyblic and prlvate sectord. ' Usually the condition w111 be . -

£ . “

met when a few key leaders in the community understand on

b th sides, that they hdve something more .important to gain
b;Jquiet cooperation tha they mfght lose through noisy “
dlsagreement. Sometimes this probablllty of transactlon arlses
from stark need. 1In the CLty of Boston, inm the late 50's and
60's, "a group of buslnessmen and municipal and state government

officials was formed at’'the suggestion of a businessman who

recagnized all of the factors needed for a viable public/private

.

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

at a local bank. As a result®® the group become know as‘"The

Vault". ?hrough“the mediation efforts of thig group were born,

- L4 + o

the changes in zoning and taxatipn regulations coupled with the

daring financial departures necessary to create what has becdme r
.. j”,

ﬁuring\¢onstrdction of .the city's first majoxr  downtown renewal |

pro;eét. Such publlc/pr1Vate jOlnt Venturrng has bden repeat
s s P

.

many times slnce, and should set examples for rural (coalition-’

w1thout the perlSégif income statement profits. As such, its ™%

bulldf%g Non-proflt development corporations oper tlng with

A -

methods coqurtable for the prlvate secgtor regulre a measure/of .

— . ) . .
requlatory restraint’ and trust whidq\isﬁusually hard to eligit
% ] * . Df

but worth the effort. -~ . 4 .
L) A S .

_ A public/private development corporation is.a néhlventure

. : . L

)
g

1

-

I éxpect tRat the seed “
L3
dollars can come from either s;de but suspect th qulckest and
LI
most effectLVe means of moving off the starting llne are with a

1y days are dlfflcult to frnance.




N . i . , 2

\ . v ’ N . ‘

v - . r .

) / oLt . ~ .
St \ R ~27~- - > « ' ¢

"
-

’, ' r " " PR i | 2N
\\\\ few publié dollars raised in the enabling legislation of the )
. organization itself. This money, to be numberedein the few '{
i “~

’ tens of thousands of dollars, should be for organiZing an
. entity and,prOViding-a minimum staff to prepare for fund-raising.
- + . B €

No'operational or program dollars shoulg be .provided at this.

——

point. If there are,feount on someoné in the governing group
' ’ ) N = '
_or on the staff’to suggest further appropriations thereby

N

f ! shortcutting the crucial matching public/private fund raising <

L2
o

c o procdess. The principal virtue of this funding scheme is that it -

’ constitutes an ongOing referendum with financial ballots. ff‘ .
the corporation cannot prove its value to’ the satisfaction of

- donors who, after all, are giwing 50 cent dollars from ‘their S
=

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

forced to support the enterprise through taxation.” Too much
-7

public pump priming at the beginning will only induce an earli

.- case of bureaucratic lass1tude and subsequent loss of private
" sector,iﬁferest. A'final factor'in insuring a sutcessful public/

‘ . priuate development corporation is people. A job dommitnent to

’

such an organization .should be somewhat risky, ly should not
" e
be thought of as a permanent career "haven, but' rather as a growth

LY

’step toxbe taken after, previous_considerable growth. Such .

- .
- LN .

conditions Will automatically presort/applicants, leaving those

-

\\\ most likely to” be. committed intelle/tually to ‘the concept. ‘

v -

k\\\\\ Distribution of talents amongst the personnel should be reasonably /
» - Q . -

B

balanced so that thg g up operates as peers. . : k. _/
{\ P -,
. * V'

EV. Provision and Development of “Appropriate Technical Assistance

for Systainipg and Developing Local Economic Development Ventures
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' However, our extension services no longer match the_needs which °

&
L]

- - . -

A. Education , . - e L .

-

In today's segmented society, it is difficult for yaung
people to understand the economlc n1che ocoupled by their

elders. This 1s espec1ally true of professlonals who deal in

2
.

intangibles in the worlds of educatron, law, flnance and much
: -

- N .

of business management. Educatlng the young-in the prlnc1ples

- ' N

of pﬁslness was once something that took place automatlcally

in a time when the work‘place and’ the home were oné or were
: LT ;"
close *ogether.’ Many young people today display a vague sense

-

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

relate a bu51ness proflt to the concept of 1nd1v1dual savings

- : %

after all personal expenses have been taken from income. For
the long term, elementary and middle school education must“

contain component consclenCely put there to make these facts

) . y

clear. 1In 3unlor\h1gh and hlgh school there may now be em;rglng

a unique opportunlty to restore awareness in young people of the

»

economic and business eguasion as small c¢omputérs proliferate on .

yd -

i : ’ . d . ¢ i ] :
the educational scefie. , Business problems can becaome fascinating

/’/ .

case studies. - :

B. Businegs Extension Services .

At,ﬁﬁtime when a much larger portion of American enterprise:

wa gr;cultural, we established strong unlver51ty extension
serv1ces that now network the counfry with 1nformatlon and
-/ .

assistance from state universities to individual practitioners.

+

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

-

"offered, I suggest that the dollars invested in supplementing

»

o
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- agricultural extension services with*busjness extension ‘o

)

Services wouidzbe well spent: The Small Business Administra-

ve , s -

_ tion has made a start on this w1th their SCORE and ACE programs

* — -
Al

xand thelr Small Business Assistance Centers at.Land Grant .

e - [

/
,univerSities. If the new administration is serious about

‘ .
Al e

building up the country s productive capabilities\ a part of

that pprpose must be long term. This must mean not-reductions

-

in support to the growing university extension movement, but

increased support, géographically and programatically. A -

wouldlge entrepreneur ought to be able to travel no more than - .
Co ~
forty.miles to reach some sort of center where he can obtain . 7

answerSeto such questions as, "Here's my idea of a business. ’ N

Should §“start it now? Hoﬁﬁdo I start it? What should I look

for° What should I aVOid° How do I write a loan application?"

i

The‘adv1ce and answers should be free ag'the out\et, with a

f-smail instalment fee or royalty to be paid later, 1in the event

+

Nt T - by - ‘

C. . fechnical,Assistance Bntrepreneurs
N . )?. . ’ ¢ .
' The business assistance'centers called for in the foregqing
. A
L >
. should be staffed w1th a newly created core of case officer/

packagers who have’ been specially .trained to provide initial
- . ~ . \
and ongoing assistance to would-be entrepreneurs. These "technical

z
.

‘ assistance- entrepreneurs" would be governmentally employed but

would en]oy performance incentives derived from rdyalty payments

- ... by Buc essful caSes.

As’\an ‘example of the worktrgs of this scheme, a rural entre-_ |

<

preneur nght be approached by a firm which manufactures equipment

il Y

for making methane ﬂrom ahimal wastes. Let us assume that the

4 * ) L)

"

e L ) ‘
;iHKU:‘ . a . Tew 3() . ' . ]
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manufaCturer w;shes to plaCe hls equlpment in the fleld on -
..‘ . . ’ ’
a jOlnt venture basis in which an entrepren/pr prov1des houSLng,
{ LY
i ’/\
the raw material supply;/ management, working capital and

markéting. The entrepreneur might' have a conviction that the
L4t )
- methane and by-products represent a wortHwhile new business

A

but he might not possess the analytlcal tools to prége this

even to himself or to those he musq/ehllst for finance and

other backlng a The local technical aSSLStance entrepreneur

.. .~ ’

could* be engaged to help him analyze the opportunity. If
Endications are favorable,'the tecihical assistance entrepre-
newr andfbusinessman would package a deal and effec the

©  gstablishment of an instailat}on; This help would be on the

I .
’

understanding that the technical assistanc¢e entrepreneus would

* A -

receive a defined royalty on sales or earnings for a specified

.

period of time. . : ’

D.--A'New Demand on Banks o ’ .

It may be time for a new quld pro quo for “the banking

franGhlse. As major banks move into the countryside, we
should consideréiequirinq'them to bring appropriate banking
. g 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
: i b

-

of the technical assistance entrepreneurs mentioned previously.

Many perfectly bankable situations go unfinanced bécause loeal\y)

... banks do not understand the proposed business. : .~ ’ ’

V. ' Initiation of a National Education Training and Technical

Assistance Pro§ram for Diversified Rural Finance Development and

-

. R . .
. Managemeént . N . . N R
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- ' The technical assistance entrepreneurs mentionéd above

would be the principal preduct of a new program leading c. ‘

v
-

toward training in technical assistance for rural development. .
b . 7 -

A. Call to Action .

L
0

' Th% f%rét goal in this program is to broadly disseminate
a recogn%fion.of the need to progide a cadreeof talent that
is more than a‘financial or banking'capability.. The individuals
needed in place wiil{have'a blend of\personal experience in

production, operationél knowledge, marketing, financial controls,

planning, gfantsmanship and government regulatory relations.
N &

B. Masters,of Rural, Business

To provide . the technical assistance entrepreneur program

with an educational base, a needed degree course should be

-

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

would.be a blend of the familiar business school curriculum

-

i . o . o : T ezl ta - .
.and a technical grounding in rural enterprises ranging Irom . .

agriculture to forestry to. transportation, energy and services. .

I3

. ’

: 1%
C. Attracting Potential MRB Technical Assistane Entreprenetrs
L}

To create a demand for the'new degree candidates, there- .

should be assembled cooperatively.matthed funding for their
L} . . - \
future positions. Every level of government should be expe?%gd_'

.

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

credit funding by business. It should be understood that the °
- : \

v
N ’

technical assistance entrepreneurs will be working toward .

iqéentimes;for perfofmance to, be paid by their future clients. .
. N g
. ‘ ‘ 13 £ 13
A revolving fund shoudld exist for the tuition and other ,.education

¢ 4 -

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

education”loans from incentive payhehts. "'%g . B

. B
.’ 32
- 1 £ - : . .
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