


demographic, economic, and
political milieu?

» What are the relevant strategies
for positioning African-American
enterprises in the New
Millennium? (Presented in the
full report)

Il1. Background

In November 2000, the
Community Development
Technologies Center published
The Southern California Minority
Business Atlas (www.cdtech.org).
The purpose of this comprehen-
sive study was to better under-
stand the composition, roles, and
contributions of small ethnic busi-
nesses in the region's economy.
Funded by a research grant from
the Merrill Lynch Foundation, the
base study entailed in-language
surveys of 1,200 minority busi-
nesses with less than 100 employ-
ees in Los Angeles and Orange
County. In addition, it included
12 in-language focus groups rep-
resenting Latino, African-
American, Japanese-American,
Chinese-American, Korean-
American, and Vietnamese-
American entrepreneurs from Los
Angeles and Orange Counties.

This special topic report on
African-American businesses
builds on The Minority Business
Atlas. It provides more in-depth
information, however, regarding
the factors leading to African-
American business growth.
Moreover, the full report includes
in-depth case studies of various
African-American businesses
operating within Los Angeles and
the broader regional market. The
case surveys sought to answer
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more specific questions regarding
how these businesses are adapting to
changes in the region's political and
social economy.

I11. Methodology

The Next Generation study examines
Southern California African-
American enterprises using a compre-
hensive set of data. The research
includes primary and secondary data
from numerous sources. Primary
research data includes survey data
from The Minority Business Atlas
conducted by CDTech in Fall/Winter
1999-2000. The survey sample
includes 130 African-American busi-
ness owners in both Los Angeles and
Orange County, which is part of a
broader survey of 1,200 minority
businesses in the region. The database
also includes a sample of 100 white-
owned businesses.

Disproportionate sampling methods
were used to "oversample” (except
for Latino and white-owned business-
es) the different ethnic groups to
increase the reliability and generaliz-
ability of the data.

The complete study also includes
findings from three focus groups with
African-American business owners,
and 7 in-depth case-studies.

A variety of secondary data was also
used and include The U.S. Census
Bureau's Economic Census and the
California Economic Development
Department.

IV. African-American
Businesses in Southern
California.

Southern California is nationally
recognized for a highly diverse econ-

omy fueled primarily by small,
minority businesses.
Considerable attention is espe-
cially given to the recent, phe-
nomenal growth of Latino, Asian
and immigrant owned enterpris-
es. The contributions of African-
Americans to the Southern
California economy are largely
unknown or unrecognized. In
fact, popular belief suggests that
African-Americans are not enter-
prising, and have little appetite or
wherewithal to engage in free
market endeavors. Alternatively,
they operate in segregated,
unprofitable markets.

This study of Southern California
African-American enterprises
fills an important information gap
about the past, current and future
role of African-American busi-
nesses in the region's economy.
More importantly, The Next
Generation (full report) suggests
ways to ensure the continued
growth and competitiveness of
African-American firms with a
focus on the prerequisites for the
New Economy.

The historical and contemporary
records reveal a long and robust
history of African-American-
owned businesses in Southern
California. This is despite the
irrefutable finding of intentional
underdevelopment of the African-
American business sector - both
locally and nationwide.
Specifically, slave codes followed
by black codes, Jim Crow laws,
labor policies, redlining, and
other legal and administrative
policies purposefully inhibited
African-Americans from owning
a business and achieving
economic independence.
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Despite de-facto and legal dis-
crimination, African-Americans
throughout the region have a
track record in a full range of
commercial enterprises. They
have distinguished themselves as
industrialists, skilled artisans, real
estate developers, professionals,
bankers, merchants, and as play-
ers in every other conceivable
area of commercial enterprise.

Moreover, there is a strong
appetite, as well as cultural and
political mandate among African-
Americans for enterprise devel-
opment. It is avidly embraced by
and unifies - historically and
today -- all segments of the polit-
ical spectrum. It is supported by
African-American churches,
nationalist groups, conservatives
and liberals. Enterprise develop-
ment is considered the answer to
not only personal wealth and
achievement, but also the larger
historical, political and social
agenda of black economic and
community development.

African-Americans in Southern
California are also uniquely posi-
tioned for the New Millennium
business environment. A larger
percentage of today's African-
American entrepreneurs hold
advanced degrees, are computer
savvy, and are active in cross-
class and cross cultural networks;
important assets in the knowl-
edge-based, networked economy.

Businesses, financial institutions
(public and private) and business
assistance providers need the
insights and tools to help retain,
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grow and expand southern California
African-American owned businesses.
At stake are local and regional eco-
nomic objectives, including the provi-
sion of basic goods and services, job
creation, neighborhood improvement,
wealth creation, among others.

V. Findings

A. Since 1972, Los Angeles County
has been home to more African-
American businesses than any
county in the United States.

The most reliable data on number of
firms at the local level comes from

Figure 1

the Census Bureau's Economic
Census, conducted every five
years. From 1972 to 1997 (the
most current Economic Census
release), Los Angeles County has
been home to more African-
American firms than any county
in the U.S. Figure 1 compares
Los Angeles County to second-in-
size Cook County. In 1997, Los
Angeles County had 38,277
African-American businesses
compared to 32,377 for Cook
County.

According to Figure 2, Los
Angeles County stood first in not

Number of African-American Firms by County
California and lllinois, 1972-1997

Number of Firms 1972 ( 1977 1982 | 1987| 1992 1997
LA County 11,057 | 14,576 | 23,520 | 23.932| 32645 | 38277
Cook County 9,284 | 9,731 12,688 15,011| 21,937 | 32,377
Source: Economic Census (1972 - 1997)

Figure 2

Number and Sales Receipts of African-American Firms

by U.S. County, 1997

County State [ Firms | Sales & Receipts ($1000s)

Los Angeles California | 38,277 3,322,000
Cook Illinois | 32,377 2,981,000
Kings New York | 24.629 1,090,000
Harris Texas | 20.440 1,605,000
Prince Georges Maryland | 20,040 1,703,000

Source: Economic Census (1997)
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only number of firms in 1997, but
in Sales and Receipts
($3,322,000,000). In short,
African-American firms in Los
Angeles County have consistently
outperformed their counterparts
nation-wide.

In both total U.S. and in L.A.
County the number of African-
American firms have grown in
every five-year period, 1972 to
1997. Since 1982, however, the
rate of growth has been greater in
other parts of the country.

B. African-American busi-
nesses, as a whole, are rela-
tively stable and sophisticat-
ed operations.

Close to 40% of African-
American firms in Los Angeles
and Orange County have been in
business for 16 years or more.
This exceeds the 25% for other
minority-owned firms. Another
26% of African-American firms
have been in business for nine to
15 years.

African-American business own-
ers have incorporated their opera-
tions at a sizeable rate (45% of
the total), especially when com-
pared to other groups. (Figure 3)
In fact, there are an equal number
of corporations as there are "mom
and pop" (i.e., sole proprietor)
businesses, exceeding the per-
centage of both white corpora-
tions (39%) and "other minori-
ties" (23%).

African-American business own-
ers are highly educated. Per
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Figure 3

Legal Structure by Race:
L.A and Orange County, 2000
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Figure 4, more African-American
owners have completed graduate
school (28%) than either white
business owners (15%) or "other
minority" owners (17%).
Moreover, educational attainment
has a sizeable impact on revenue
growth for African-American
firms. (See Figure 5) Owners
who have completed college and
graduate school witnessed the
most growth.

African-American firms do not
rely on outside institutions to
finance their business. For exam-
ple, around 50% of these firms
have used credit cards while 25%
have used personal loans to
finance their business.

C. African-American firms
generally mirror trends in
the larger economy.

Over the last few decades, the
American economy has witnessed
a major increase in the number
of, and employment generated by,
service sector firms. This has
come primarily at the expense of
manufacturing. Likewise, from
1972 through 1997 African-
American businesses in L.A.
County have experienced a
growth in services (from 41% to
60% of the whole), but with a
concomitant decline in retail
(27% to 8%) rather than manufac-
turing. (Figure 6)

An even more dramatic change
occurred in employment. Here,
74% of all employment in

African-American firms in L.A.
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Figure 5
Revenue Growth of African-American Businesses
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Figure 6
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County was located in services in
1997, a major growth spike from
the 32% in 1982. (Figure 7) This
reflects similar, but less dramatic,
shifts in employment in the gen-
eral economy in L.A. County.
Overall, it would seem that
African-American firms are
adapting well to the changing
economy.

D. African-American busi-
nesses are successfully adapt-
ing to many of the business
practices of the new econo-
my.

The use of technology and net-
working are essential tools for
effectively working in a "net" or
"new economy.” Figure 8
demonstrates that African-
American firms use the latest
computer technology in their
business at a far higher rate
(68%) than either other minority
(49%) or white (51%) businesses.

While Internet and technology
use are success factors for all
minority-owned firms, the use of
the latest computer technology
particularly benefits employment
growth of African-American
firms. (Figure 9)

African-American business own-
ers participate on civic organiza-
tions or boards (33%), govern-
ment task forces (9%), and civic,
volunteer or public affairs (45%)
at a far higher rate than other
minority owners and higher than
white owners. (Figure 10)

Such participation has had a posi-
tive impact on business success
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Figure 7

Percernt Em ployment of African-American
Firms hy Sector: L.A County, 1932 and 1937
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Figure 8
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Percent of Businesses Using Latest Technology
by Race: L.A. and Orange County, 2000
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factors. For example, 44% of
African-American firms that partici-
pate in civic organizations have
grown, while just 31% of African-
American businesses that do not par-
ticipate have experienced growth.

E. The underlying demograph-
ics of South Los Angeles - the

core African-American business
community - have changed dra-

matically over the past
decade.

South Los Angeles has historical-
ly been home to the greatest con-
centration of African-American
businesses in Southern California.
From 1980 to 2001, the
racial/ethnic composition of the
general population of South Los
Angeles changed extensively. In
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1980, for example, 64% of the
geography was comprised of
African-Americans and just 19%
of Hispanics. By 2001 the picture
had reversed: African-Americans
now totaled just 39% of the whole
while the Hispanic population had
grown to 51%.

Regardless of the face of the
changing population, a sizeable
34% of African-American busi-
nesses still rely primarily upon an
ethnic customer base.

V1. Conclusion: The Next
Generation

From 1781 until the 1990s,
African-American entrepreneur-
ship in Southern California has
passed through four generations:
the open frontier (1781-1865),
Reconstruction and black codes
(1865-1900), the Jim Crow era
(1900-1964), and black capitalism
(1964-1990s). (Read the full dis-
cussion in the complete report.)
The Next (5") Generation, like its
predecessors, is a very different
political and economic time.
Southern California is a radically
different place than it was 20
years ago, and certainly 200 years
ago. The current economic envi-
ronment has been variously
defined as the new economy, the
net economy, and the knowledge-
based economy.

Regardless of the precise meaning
of these terms, the New Economy
connotes a new economic era as
we shift from an industrial to a
service economy. Knowledge-
based and cultural products are
valued over industrial and other
basic goods and services. The
New Economy also suggests ways
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Figure 9
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Figure 10

Percent Participation in Civic Networks by
Race: L.A and Orange County, 2000
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of doing business. The New
Economy is highly networked and
interlinked. The focus is less on the
local economy and more on regional
and global markets. Technology
plays a role in the New Economy as
not only a core business, but as an
enabler in all aspects of business
operations. Technology creates effi-
ciencies and productivity in finance
and administration, design, produc-
tion, and marketing.

In this analysis, we have demon-
strated the readiness of African-
American businesses to partici-
pate successfully in this New
Economy. African-American
business owners in Los Angeles
and Orange County are highly
educated and their businesses are
stable (with high levels of incor-
poration and longevity of opera-
tions). In addition, these busi-
nesses have become heavily

7
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engaged in the service provision
sector over the past few decades,
reflecting similar changes in the
general economy.

African-American business own-
ers are technically savvy, with
high levels of Internet and latest
computer technology use vis-a-
vis other minority-owned firms
and white-owned firms. They
also participate at relatively high
rates in civic organizations and

business networks. All of these
attributes - high levels of technology
use and business/civic networking -
have proven to be positively related
to revenue and employment growth.

In short, African-American businesses
seemed poised to fully exploit the
New Economy. And yet many chal-
lenges still need to be overcome.
These businesses are overly depend-
ent on an ethnic customer base and
they export at relatively low levels.

They are generally small, with a
median employee size of five.
And they rely largely on self-
financing (credit cards or personal
loans) to maintain and expand
their businesses, a practice which
can limit their growth. In the full
report, several recommendations
for addressing these and other
issues are offered. (Please see
Contact Information below.)
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Data Sources

» The Southern California Minority Business
Atlas, CDTech. Released in 2000, the Atlas
provides a comprehensive description of
minority-owned businesses in Los Angeles
and Orange County. The database of survey
results was reanalyzed for this report.

» Economic Census, U.S. Census Bureau.
Collected in 5-year intervals since 1967 and
before that in 1954, 1958, and 1963, the
Economic Census is the primary source of
information on business establishments in
general and minority-owned and women-
owned businesses as well.

» Employment Development Department,
State of California. Various files reported out
on business trends in California.

Methods Note:

The 1997 Economic Census is not completely
comparable to prior censuses, primarily due to
the inclusion, for the first time, of C corpora-
tions in the database. Also important were dif-
ferences in the way that businesses with 50%
minority ownership were tabulated in the 1997
Economic Census.
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A WORD FROM MERRILL LYNCH gﬁ
Merrill Lynch

The development of Southern California’s minority small business community is critical to the prosperity of the
region. To promote the growth of this key business sector, the Merrill Lynch & Co. Foundation (http://philan-
thropy.ml.com) partnered with the Community Development Technologies Center (CDTech) to produce The
Southern California Minority Business Atlas. Published in Fall 2000, the Atlas provides extensive data on minority-
owned businesses in Southern California.

Following the publication of The Southern California Minority Business Atlas, we embarked on a series of in-depth looks
at key areas, including Special Topic Reports on African-American business owners and minority women business
owners. African-American Businesses: The Next Generation represents a summary version of the full report (with the
same name).

Merrill Lynch is committed to expanding small business development and financial opportunities in California’s
ethnically diverse communities. Through efforts such as our California Partnership for Economic Achievement
(www. CaliforniaPartnership.ml.com), Merrill Lynch is actively working to develop and implement innovative mod-
els for new markets in historically underserved communities. On behalf of Merrill Lynch, I want to thank CDTech
and the many community and business leaders who have contributed to this Special Topic Report. We hope this
study will play a part in increasing the understanding of how minority-owned businesses are using technology today
and the opportunities for growth in the future.

Eddy Bayardette
First Vice President
Global Philanthropy & Community Relations

COMMUNITY DEVELOPMENT
TECHNOLOGIES CENTER
2433 South Grand Avenue
Los Angeles, CA 90007

www.cdtech.org

tel. 213.763.2520
fax 213.763.2729




