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To those whom I love 

iv 

I went in search of my art, often in danger of my life. 

I have not been ashamed to learn those things which to me have 

seemed useful—even from vagabond, barbers and executioners. 

For we know how a lover will go a long way to meet the woman 

that he loves. How much the more, then, will the lover of 

wisdom be tempted to go in search of his divine mistress— 

Paracelcus 



INTRODUCTION 

With the concepts of "Scientific Management" beginning to 
take shape with the revolutionary ideas of Fredric S. Taylor, 
management is becoming increasingly conscious of quantifica-
tion. A qualitative approach to a problem is being replaced 
by a quantitative and mathematical procedure. 

According to Taylor, "Scientific Management" is management 
based on measurement plus control. Controls can be no better 
than the measurements upon which they are based, and, without 
some kind of measurement, control is impossible. Many manage-
ments find this out the hard way—they go bankrupt. 

That business with the best control of costs will survive; 

that with relatively poor cost control will go under. The 

recorded history of mankind is one of bankruptcies of nations. 

Nationalism has always followed the "law of the jungle," with 

the inevitable result that the high cost producers among nations 

have succumbed to the low cost producers, just as the inefficient 

corner grocery store has succumbed to the super-market. 
The "survival of the fittest" is still ruling strong in the 

twentieth century, weeding out the weak, diseased and unhealthy. 
However, from a different viewpoint, the weak and the unhealthy 
are not the ones diminutive in form or structure, but the ones 
who have failed to keep pace with the changing era. 

There have been rapid advances in the field of communication 
and technology, and those concerns which have not updated them-
selves, but adhered to methods, procedures and policies of days 
gone by soon put up signs of "Going out of business." 
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GENERAL CONSIDERATIONS 

Why Small Business 

Small business is considered primarily because any activity 

must start from stages of infancy: man grows from a child; huge 

empires and civilizations are built from small groups of people; 

elementary ideas and notions germinate into intricate and complex 

thought processes; modern giant industries of today were small 

business of yesterday. 

Secondarily, small business is part of the American heritage. 

The legislators responsible for devising United States govern-

ment's assistance to small business in its existing forms did 

not envision spending large sums with no recognisable future. 

Their efforts to aid, counsel and assist were aimed at preserving 

"free competitive enterprise." In any appraisal of the condi-

tions prerequisite to the growth and survival of a system of 

private enterprise, the role of small enterprise is a strategic 

factor. It is natural, in thinking of American industry, to be 

impressed with large scale operations; but these corporate 

giants did not start full grown, nor can they stand alone. 

Large-scale industries are fed by and feed thousands of smaller 

suppliers and customers that link the chain from raw materials 

to consumers. 

Collectively small business might be termed as the "biggest 

business" in America. They make up more than 4,500,000 of 

4,700,000 businesses, employ about 30 million people, and account 
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for about forty percent of the total business activity. Nearly 

one out of every two persons employed in the United States today 

is either owner, manager or worker in a small business. 

Virile, competitive small businesses are a safeguard against 

concentration of political and economic power and consequent 

loss of individual freedoms, including freedom of the ambitious 

to risk capital in a venture of their own. 

Still another and major reason is the essentiality of small 

business concerns in times of national emergency. During World 

War II, for example, small businesses manufactured some 30 per-

cent of the war production. If another war should come, the 

larger plants almost certainly would be among the first targets 

of an enemy aggressor. In that event, small plants might well 

have to produce an even greater share of the needs than in the 

past. 

Definition of Small Business 

We have dealt at length with the indispensibility of the 

"small business" in relation to the total economy, but the in-

evitable question arises, "What is a small business?" 

Many attempts have been made and are presently being made 

to define "small business" in explicit terms, but the task is 

not a simple one. Narrowing it down in terms of number of 

employees is not adequate. A steel rolling mill employing 950 

workers, for example, is a 'small' firm in its industry, whereas 

a cheese factory with 250 employees is relatively large as 
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compared to other firms engaged in the same activity. Hence 

the Small Business Administration has set several breaking 

points between large and small manufacturing firms, varying 

with the type of industry and ranging from 250 to 1000 employees. 

This is in conformance with the Small Business Act of 1953. 

Which states a small business as one which is not dominant in 

its field of operation. 

In classifying wholesalers as "small business", Small 

Business Administration uses annual sales of $5 million or less, 

for construction concerns $7.5 million, for retailers $1 million, 

and for service industries $1 million. 

In "small business" management is independent and usually 

managers are owners. Area of operations is mainly local, though 

markets need not be local. This conglomeration of definitions 

place 95 percent of American business in the "small business" 

category. 
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WHY BUSINESSES FAIL? 

Definition of a Business Failure 

Business failures are the result of many divergent factors, 

but before we deal with them we should define a business 

failure. 

A business failure is often used interchangeably with 

bankruptcy, but bankruptcies are those businesses wherein 

individuals have actually filed petitions under the Federal 

Bankruptcy Act. Inasmuch as bankruptcy statistics refer to 

individuals who are not in business as well as those who are, 

it is necessary to eliminate the former before the figures can 

make much sense. The important point is that many failing 

businesses do not file under the Bankruptcy Act. 

Others refer to "business discontinuances" as the answer to 

the question, but the number of situations that can be so clas-

sified is a far from accurate gauge of conditions as reflected 

in the number of business failures. Business, for example, may 

be discontinued because of death, better opportunities elsewhere, 

a change in the family situation, the need to move to a different 

location, or simple boredom. 

Hence a commercial failure is one in which a business has 

ceased operation following bankruptcy or assignment for the 

benefit of creditors, or which has ceased operation with a loss 

to creditors after such action as execution, foreclosure or 

attachment, or which has been involved in court actions such as 
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receivership, reorganization or arrangement, or which has volun-

tarily compromised their obligation with creditors. 

It should be pointed out that the statistics developed by 

Dun and Bradstreet on this basis include only businesses which 

failed with losses to creditors. Not counted are those failures 

which liquidated voluntarily and paid whatever obligations were 

outstanding at the time they closed their doors. There is of 

course a great deal of such activity going on. Below the rela-

tively stable surface of a business population of about 4.2 

million firms, some 350,000 to 400,000 discontinue business 

every year, only to be replaced by an equal or larger number. 

External and Internal Factors 

In a study which purports to analyze causes of business 

mortality, one must mention that a business failure reflects 

conditions internal and external to the firm. The external 

factors are usually unmanageable by management. They include 

policies of government and natural calamities like wars, fire 

and floods. It is the internal factors that this report is 

primarily concerned with. The variables involved are manipulable 

by management, and only those businesses survive wherein those 

manipulating the variables are thoroughly conversant with them. 

Business failures are caused by incompetence in one form or 

another: inexperience, lack of working capital, the increased 

intensity of competition, changes in the technique of production 

and distribution, changes in styles,fads and habits, the intro-
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duction of substitute products, overtrading and undertrading, the 

personal extravagance of officers or partners and general in-

ability. 

The cause, more than any one other single factor, has been 

considered by many diligent students to be "lack of working 

capital". This cause has been singled out, emphasized and 

delicately played upon in contrast to many other causes, in-

cluding incompetence, mental inertia and inexperience on the 

part of those guiding a business enterprise. 

A few examples will indicate that the finest plant, the 

most meritorious product, the greatest potential market are 

liabilities under a poor management and that the multitude of 

collateral factors is not fundamentally responsible for the 

success or failure of a business enterprise. Other factors help 

or retard progress in a competitive economy, but they are in 

truth on a secondary plane. 

If a business enterprise began operation, for example, on a 

net working capital of $20,000 when a minimum of $50,000 was 

essential at a particular location, was not the very organization 

of that concern with insufficient working capital the result of 

incompetence, inexperience, and poor management and a lack of 

financial knowledge regarding the minimum of working capital 

needed to start operation with a reasonable expectation of 

success? 

On the other hand, if the business began operation with a 

net working capital of $50,000, and in three years losses reduced 


