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Business failures and their interrelationships with
the economy as a whole are a neglected subject. Most of the
avallable studies of business fallures analyze the internal
but not the external causes of failure. It is, however, the
changes in business conditions, producing different results
in different economic structures, that 1s the determinant
factor in explaining fluctuations in business failure
statistics. There are always vulnerable marginal firms in
existence; their failure or success, nonetheless, is
dependent upon business conditions and the economic
structure,

In this study an attempt was made to explain why and
how the business fallure pattern in Michigan differed from
the national. First the relevancy of a study of external
causes of business failures was discussed. Then failure
statistics for Michigan and the nation were analyzed both in
terms of industrial composition, age, and size of firms, and
in terms of cyclical characteristics of the economy. Next,
the pertinent dissimilarities between Michigan and the
national economies were considered. The analyses here were
based on employment, income, and value added in different
segments of the two economies. Investigation of the
influence of the dissimilarities on the failure pattern was

the next step. At this stage correlation analyses proved

(1)



that it 18 not the number of new entries but income that
correlates more readily with fallure figures, thus ruling
out the proposition that fallures are a function of entries,
While the structure of Michigan's economy makes it rela-
tively more dependent on durable goods production, the
national economy proved to be relatively more dependent on
the production of nondurable goods. Hence, as correlation
analyses showed, when business conditions in durable goods
industries were better, i1.e,, the ratio of inventories to
new plus unfilled orders was going down, or the industrial
productivity index of durable goods was soaring, Michigan's
economy prospered and the fallure rate in the state declined,
Similarly, when nondurable goods industries showed favorable
conditions, the national economy prospered and the U, S.
fallure rate declined,

A discussion of other pertinent factors that might
have important influence on business failures, e.g., credit
avallability, the mood of consumers, wholesale prices,
demographic changes, etc. were presented in the fifth
chapter., In an additional chapter devoted to summary, con-
clusions, and welfare implications, advantages and dis-
advantages of having business failures in the economy, and
the future avenues of further study, were discussed.

Three findings of this study are of major importance:

l. The characteristics of the business population

is one of the major determinants of the basic

(2)




failure pattern.,

2. Economic structure, which is a major determinant
of income, and changing business conditions,
play a very conspicuous role in the formation of
the fallure pattern. This was ascertained from
the part they played in the creation of the
differences between the national and Michigan
fallure scene,

3. There 18 still much remaining to be explored in
the area of business failures, their causes,
their interrelationships with the rest of the
economy, their advantages and disadvantages.

This study may be especially useful in that: 1t

released certain pertinent statistics not previously dis-
closed; it may attract further attention to failure analyses,
which may then shed more light on this comparatively
neglected topic; 1ts approach and method could be used for
further comparative studies in different states; and lastly,
it may be regarded as providing a better understanding of an

economy's overall performance and structural changes,

(3)
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PREFACE

In this study an attempt was made to find out why
and how the business failure pattern in Michigan is differ-
ent from its national counterpart. In the process of
searching for an answer (or answers) four different steps
were taken. PFirst, the relevancy of a study of external
causes of fallure was examined. Second, business failure
statistics for Michigan and the nation as a whole were ana-
lyzed in terms of industrial composition, age and size of
firms, and cyclical characteristics. Third, the pertinent
dissimilarities between the two economic structures were
noted. And lastly the influence of these dissimilarities
upon the failure pattern was investigated.

While the first two steps are relatively separate
entities, the latter two are integrated. One could not
associate disparities in the fallure rates with differences
in the economies without knowing what these differences are.
Thus, this study is composed of four major chapters.
Chapter One consists of a detalled statement of the problem
and a description of the analytical approaches used.
Chapter Two delves into the failure pictures of the two
economies, Here an investigation of similarities and dis-
similarities between the components of the total failure

statistics is presented for four selected years. In the
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same chapter the industrial composition of the fallure
pattern and the slze and age of firms at the time of failure
are emphasized. Included here also is the analysis of the
cyclical differences between the two fallure patterns.
Chapter Three sets forth a structural analysis of the
Michigan and national economies, This analysis is based on
employment, income, and value added in different segments of
the two economies in an effort to bring out the disparities
between the two structures. Chapter Four examines the
associations among the fallure statistics, economic struc-
ture and business conditions. Here a partial answer 1is
given to the question: "Why 1s the fallure pattern in
Michigan different from the national picture?"

Due to the existence of numerous variables playing a
role in the formation of the general falilure pattern,
Chapter Four has only a partial answer to the problem. As a
supplement to this chapter, the fifth one points out the
presence of other pertinent factors and suggests the
possible roles that they may be playing in the formation of
the total failure pattern, Lastly, in the sixth chapter, a
discussion of the findings and their implications 1is

presented.

Significance of the Study
There have been numerous studies of business

fallures. Most of these studies analyzed the failure
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pattern at one point in time, and attributed the cause of
failure to internal weaknesses in the firms. This study
represented a different approach to the same problem by
emphasizing external causes of failure. Instead of studying
fallures in one particular field or in a restricted geo-
graphic area, such as a city or a county, at a given point
in time, an attempt was made to analyze falilures as aggre-
gates, either in different selected years or as a continuum
in the flow of time. A macro rather than a micro approach
is taken and failures were analyzed in the light of economic
structure and business conditions. The major analyses in
Chapter Two were restricted to four selected years. This
facilitated comparisons between failure statistics for pros-
perous and recession years. Analyses, on the other hand, in
Chapter Four pertained to a period of at least fourteen
years which made 1t possible to analyze failures as a
continuum in time.

The significance of this study may be fourfold: 1¢t,
first of all, releases certain statistics never before dis-
closed. The basic data of the second chapter are the result
of special compilations, which the author requested from Dun
and Bradstreet, Inc. Second, the study may attract further
attention to fallure analyses, which may then shed more
light on this relatively neglected topic. Third, its
approach and method may be used for further comparative

studies of the same nature in different states. Fourth,



work of this sort may give a better understanding of an
economy's overall performances and of structural changes in

that economy,
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CHAPTER I
THE PROBLEM AND THE METHOD OF APPROACH

The Problem

A comparison of business failures in Michigan and
the Unlted States revealed significant differences as
presented in Table 1. The table brings forth the fact that
the postwar trend in business failures has been an upward
one in both economies. During the immediate postwar period
the average fallure rate in the U. 3. was a little higher
than in Michigan. In the second five-year period (1950-1954)
this rate doubled in the nation, but Michigan's figure

TABLE 1

ANNUAL AVERAGE NUMBER OF FIRMS, FAILURES
AND FAILURE RATE, 1945-1959

A —— ————— ——
e ——

Average Number of Average Number of Failures as

Years Firms® Failures Percent of Firms
U. S. Michigan U. 8. Michigan U. 8. Michigan
1945-1949 2,337,000 89,000 3,982 140 17 .16
1950-1954 2,646,200 100,200 8,956 191 .34 .19
1955-1959 2,659,600 102,800 13,282 436 .50 42

8Frirms as defined by Dun and Bradstreet, Inc. are not exactly
comparable to the census term of establishments. The difference
betveen the two will be explained elsevhere in this chapter.

SOURCE: Computed from Dun and Bradstreet, Inc. data as
appeared in the Statistical Abstract of the U. 8., U. 8. Department of
Commerce, Bureau of the Census (Washington: U. 8. Government Printing
Office, 1946-1960).



remained relatively low. However, during 1955-1959 the
Michigan fallure rate increased much more sharply than the
national rate. It 18 noteworthy that throughout this 15-
year period the average failure rate for Michigan was con-
sistently lower than the national average.

Figure 1 shows total failures in Michigan and the
United States for the period of 1945-1959, divided for
purposes of comparison into three parts. The first includes
the years 1945-1949, the second 1950-1953, and the third
1954-1959. In the first period it can be noted that
fallures in the national economy had a sharper increase.
Between 1949 and 1953 failures declined in both, with
Michigan displaying the obviously better picture of the two.
In the last period fallures increased in Michigan at an
appreciably faster rate. Differences between the two
fallure patterns can be depicted more easily from the
fallure rates. PFigure 2 portrays the number of fallures
expressed as a percent of total existing firms in Michigan
and the United States. While the overall picture had
improved in Michigan between 1949 and 1953, this trend has
since reversed itself noticeably. Michigan's failure rate,
nevertheless, has been below that of the nation since 1947.

The problem which confronted us here was just what
causes this obvious dissimilarity between the two patterns.
The present study undertook the task of exploring the con-
ditions underlying this dissimilarity. Some major



Figure 1

NUMBER OF BUSINESS FAILURES IN MICHIGAN
AND THE UNITED STATES, 1945-1959

United States (Left Scale)

Michigan (Right Scale)

| | I R | I R B | L1 19
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SOURCE: Dun and Bradstreet, Inc., as reported in
the Statistical Abstract of the U. 3., op. cit.



Figure 2

BUSINESS FAILURES AS A PERCENT OF THE TOTAL NUMBER OF FIRMS
(Mich. and the U. S., 1947-1959)

0 A

1 ] 2

1947 1949 1951 1953

L )
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' 1
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SOURCE: Dun and Bradstreet, Inc., as reported in
the Statistical Abstract of the U. 8., op. cit.



subquestions were: 1in which commercial and industrial
fields are businesses likely to experience higher faillure
rates? What is the size distribution of the firms that
falled? Is there a significant pattern in so far as life
span 18 concerned? What is the interrelationship between
the economic structures and the failure pattern? What are
some of the major changes in the economy reflecting on the
business fallure picture? How do these affect the begetting

of business casualties?

Failures Defined

It 1is a truism that fallure 1s caused by losses in
business transactions. Two classes of losses may be dis-
tinguished. Economic loss comes about whenever receipts are
short of the sum of contractual obligations, depreciation
charges, and implicit interest, wage, and rent costs. If on
the other hand receipts are not large enough to cover even
the contractual obligations plus depreciation, the situation

may be described as a business loss in an accounting sense.l

Businesses experiencing economic losses may liqui-
date because of the lack of desirable return on original
investments. Many firms incurring business losses may dis-
continue business activities without causing a loss to

creditors, but nevertheless depleting thelr own assets.

lJohn F. Due, Intermediate Economic Analysis
(Homewood: Richard 6.'Irwfn, Inc., 1956), pP. EHS.



Either one of these two groups might resort to a merger also
as an avenue of exit. When broadly defined, failures can
include these two cases; however, in this study, a much more
limited definition of fallure was utilized. A fallure
throughout the present study was deflined as any business

discontinuance that causes a loss to 1ts creditors.

According to this definition incurring economic or business
losses 18 not enough to be included in fallure statistics; a
firm must also entall a loss to 1ts creditors. Fallure,
then, in this thesis includes more than bankruptcies as it
also includes firms that did not go bankrupt but yet
entalled losses to creditors. A firm can cause losses to
its creditors without resorting to bankruptcy in two basic
ways: voluntary arrangements with 1ts creditors outside the
court or involuntary arrangements with its creditors through
court action.2

In summarizing, while our definition of fallure goes
beyond 1ts common usage which emphasizes only bankruptcy, 1t
must be stressed that 1ts scope still is very limited, This
limitation 1s due to the exclusion of firms closing shop
because of economlc or business losses but not entailing a

loss to their creditors. For instance, of 347,000 firms in

2Por a detalled description of the mechanics of
these avenues of exit see Francis J. Calkins, "Liquidation
and Bankruptcy" and "Involuntary Reorganization," in Karl A.
Boedecker et al., Essays on Business Finance (Ann Arbor:
Masterco Press, 19 , PP. 350-383.



the U. S. which ceased existence in 1959, approximately half
were considered to be discontinuances due to unsatisfactory
results and other types of failures.3 However, in the same
year only 14,053 firms, or 4 percent of all the discontinued
firms, falled in the strict sense of causing a loss to credl-
tors. The reason for using the limited definition obviously
is the absence of detalled statistics on the broader concept.
Elsewhere in this chapter, when the data are discussed,
speclal reference will be made to the contents of the

failure statistics to point out what specific cases are

included.

Two Approaches to Analysis

Two different methods may be used in studying busi-
ness fallures. At any given time a number of fallures can
be analyzed through interviews and by compiling opinions of
thelr creditors as to why the fallure took place. The
second method involves accumulation of statistical data and
their analyses in terms of their characteristics (type,
size, and age) and in respect to the particularities of the
economy in which they occurred.

In the complexity of the business world where many

variables interact quite inseparably, 1t is almost impossible

33ee Melville J. Ulmer and Alice Nielson, "Eusiness
Turnover and Causes of Fallure," Survey of Current Business,
April, 1947, p. 10. The authors here estimated that
approximately half of total discontinuances are involuntary.




to single out one certain cause which is solely responsible
for the failure.4 There are actually as many difficulties
to which failure is attributed as there are problems of
business.5 Nonetheless, it has been customary to give a
reason for fallure, The following are general factors that
are commonly accepted as the major causes of fallures, The
factors listed here are in the main internal and derived
through the first method cited above,

Deficiencies in management: Managerial deficiency
is generally claimed to be the most important among all

factors.6 This involves an ineptness of the management

uA. M. Woodruff and T. G. Alexander, Success and
Failure in Small Manufacturing (Pittsburgh: University of
PI%ESBufEH Press, 1950), p. 12.

5U. S. Congress, Temporary National Economic Com-
mittee, Problems of Small Business, Monograph No. 17, 76th
Cong., 3d Sess, (WEbEingfon: . 0. Government Printing
Office, 1941), p. 81.

6See, for instance, U. S. Congress, Report to the

Committee on Banking and Currency and Select Committees,
Financing Small Business, Parts 1 and 2, 85th Cong., 2d

ess, (Washington: U, 5. Government Printing Office, 1958),
especially p. 7. Kaplan said: ". . . the determining
factor in discontinuances of very small business enterprises
is not the business cycle so much as it is the personality,
experience, and abllity of the enterpriser." A, D. H.
Kaplan, Small Business (New York: McGraw-Hill Book Company,
Inc., 19 . P. b8, Janzo stated: More than 50 percent of
all fallures are among relatively new concerns whose primary
lack is experience and business know=how. Richard Sanzo,
"What 18 Behind the Rise in Business Failures," Dun's
Review, December, 1957, p. 40. Sadd and Williams In their
study wrote: "The methods of production and of distribution
undergo frequent revolutionary changes, and the consequent
affects are disastrous to many businessmen who are slow to
heed and to conform to inevitable economic transition. The
business executive whose training and experience give him a



which may reflect on the general product, sales, adminis-
trative, and financial policies and strategies. Both
inability to cope with competitors' policies and inability
to satisfy market needs are considered the basis for fallure.

Insufficient capital: Most studies have considered
inadequate capital as one of the most important causes of
failure, ". . . if an enterprise 1s established on a 'shoe=-
string! it may logically be classified as lacking economic
reason for existence."? 1In fact it has been established
that "there is a negative correlation between capital

invested and rate of failure."S

static conception of business problems, can have but little
hope of success., The slightest misjudgment of the actual
course of events often means for the business but one out-
come, failure." Victor Sadd and Robert T, Williams, Causes
of Commercial ruptcies, U, S, Department of Commerce,
PomestIc Commerce Serles No. 69 (Washington: U. S. Govern-
ment Printing Office, 1932), p. 7. See also Emmet E,
Barbee, "Reason for Failure," Credit and Financial Manage-
ment, November, 1941, Ooff,

Tp.N.E.C., Monograph No. 17, op. ¢it., p. 87.

8Ibid., p. 92. An opposing hypothesis asserts that
insufficient capital is not a cause but a symptom or an
effect of some other inadequacies in the management,
Woodruff and Alexander had the following to say on this
aspect: ". . . the early general feeling that a shortage of
working capital was the underlying reason for most bankrupt-
cies was strengthened by much published material, As the
study progressed, however, this hypothesis was disproved"
(Woodruff and Alexander, op. cit., p. 4). Sanzo said: "it
is difficult to make a case for . . . the lack of capital as
an important cause of fallure. Here and there fallures
occur among small concerns which borrowed money heavily at
the start and were unable to repay or renew loans. By and
large, however, failures result from lack of know-=how, not
from lack of capital" (Sanzo, op. cit., p. 47). A study of
business failures concluded: ck of capital was not an
important cause of failure in the cases studied. In most
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Increased competition: This factor refers in part
to incompetency in management since many failures occur
because of inability to cope with increased competition.
However, apart from managerial incompetence this concept
also pertains to a declining market share for the individual
£irm.9 It 1s claimed that increasing competition arising
from a growing number of new firms creates an ever difficult
and growing cost-price squeeze in which all businesses find
themselves.l0 Furthermore increased competition enhances
the changing patterns in demand and corrollary changes in
methods of approaching business problema.ll These changes
are, in some cases, almost impossible for some firms to keep

up with; thus, they have an increased fallure susceptibility.

of these cases where fallure was attributed to lack of

capital, something else was the cause." U, S. Department of

Commerce, Domestic Commerce Series Causes of Business

Fallures %QPNew Jersey in 192 'éT as ngton. U. S.
vernmen IntIng fl—e

9Sadd and Williams about 30 years ago, wrote: "The
existence of surplus producing and distributing facilities
is evident through the whole of our economic system. Conse-
quently, the consumer's dollar is being sought by a larger
number of business units, and with much greater zeal and
effort than ever before" (Sadd and Williams, op. cit., p.
6). Thirty years later Sylvia Porter wrote: e funda-
mental reason ., . . for excessive failures . . . 18 that our
economy has entered the tougheat, roughest phase of compe-
gsgion in modern times," Detroit Free Press, February 22,

.p. 7.

1°Sanzo, op. cit.
1l1piq.
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Adverse domestic and personal factors: Sanzo said

that "nearly all fallures reflect some element of personal
wealmess, human, moral, physical frailty, etc."1l2 Similarly
Barbee attributed 80 to 90 percent of failures directly to
the man who fails,13 Extravagance, intemperance, indolence,
gambling, and other habits are shown as important causes of
fallures, Family problems, dishonesty, and fraud, and
lastly "acts of God" are all factors causing many commercial
failures,l¥

There i8 no one commonly accepted 1list of factors,
A classification of causes of failure bearing some resem-
blance to the above is used by Dun and Bradstreet, Incorpo-
rated (D. & B.) which is shown in Table 2, This agency
1ists as the "underlying causes" of fallures such factors as
neglect, fraud, lack of experience, and disaster., As the
"apparent causes" such factors as poor health, irregular
disposal of assets, competitive weaknesses, and others are
listed., The table 18 derived from the annual surveys of the
agency's credit reports and the opinions of informed
creditors, The D. & B. analyses illustrate the tendency to
ascribe a single cause for the fallure of any given firm,

Probably the one cited is most readily detectable among the

121p314,
13Barbee, op. cit.

143244 and Williams, op. cit., p. 25, 26 and Kaplan,
op. cit., p. 68.
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many complex forces resulting in failure. Besides the
difficulty of determining the cause of fallure, another
shortcoming to this type of study is the extreme subjece
tivity involved. Some people, for instance, may attribute
the fallure of a concern to lack of managerial skills
whereas others may hold economic conditions responsible. Or
again heavy operating expenses may be simply a reflection of
inadequate sales, or inventory difficulties. Similarly,
excessive fixed assets can come about because of inadequate
sales, for if sales volume is satisfactory, fixed assets may
not seem excessive, The picture, therefore, 18 not at all
clearcut;

In the table managerial inability is given primary
importance as the cause of fallure., If survival is considered
to be a test of managerial superiority, it logically follows
that managerial incompetence is the major cause of faillure.
Contrariwise it is reasonable to assume that the supply of
managerial ability in a society does not vary erratically
from one year to the next. Assuming that the total supply
of potentially good or bad managers does not vary sub-
stantially, then among numerous entrants each year there is
an equal probability of having an average number of quali-
fied or nonqualified managers. Claiming that fallures are
mainly due to a lack of managerial skills, therefore, is far
from being the best approach. Since human weaknesses are

ever existent they are not very useful in explaining ups and
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downs in the aggregate failure statistics.1> Wnhat causes,
then, the wide variations in fallure rates?

Because of lack of managerial ability, knowledge,
inadequate records, poor location, etc. some firms are
particularly vulnerable to falilure when adverse conditions
appear in their environment. These are basically high cost,
inefficient, or otherwise handicapped concerns. There are
always many of these in existence, and from this point of
view the basic causes of failure are ever-present.16 How=-
ever, basically changes in the economy trigger failure,17
causing ups and downs in aggregate fallure statistics. Most
fallures occurring in prosperous years take place among
submarginal firms. However, when business conditions at

large worsen additional troubles arise and factors beyond

15victor Zarnowitz and Lionel J. Lerner, "Cyclical
Changes in Business Fallures and Corporate Profits," in

Geoffrey H. Moore (ed.), Business Cycle Indicators, Vol, I
(Princeton: Princeton Unlversity Press, 1961), p. 364.

16yimer and Nielson, op. cit.

17This statement emerges from assuming that the
managerial factor is not an erratically changing cause of
failure., Naturally, however, the managerial supply is not
homogeneous; hence, there might be certain disadvantages
involved in this approach. These disadvantages, nonethe-
less, are minimized by using business entry data. There are
always a number of fallures due to obvious lack of mana-
gerial and other properties necessary to compete; absence of
these qualities cause almost immediate withdrawal. Every-
thing being the same, the number of these casualties would
stay the same unless the number of entries fluctuates
appreciably, in which case casualties will follow suit.
Thus, by including the entry data in our analyses as an
external factor, the shortcoming of analyzing changes in
failure number caused by a lack of managerial ability 1is
minimized.
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the firms' control force them out.l8 If let us say, the
economy were in equilibrium with no immediate tendency to
change, it could be assumed that a certain minimum number of
falilures would take place, but probably there would be no
drastic change in this number from one year to the next. In
the event of disequilibrium, there would still be a certain
number of failures, but changes from one year to the next
would vary at times rather drastically. These changes are
basically external or environmental and beyond the reach of
individual firms.

The impacts of economic changes differ from one
economy to another, which ultimately lead to differences in
the overall failure patterns, not only in terms of rate but
also with respect to composition.19 It 1s then clear that
not the absolute number of fallures per se but the relative
fallure rate and its variations provide the sound basis for
study. We must see the changes in failure rate in time so
that certain associations can be made with other significant
changes in the economy.

These facts Justified the use of the second method:
analyses of aggregate failure statistics within their

18wesley Mitchell, Business Cycles, Part II
(Berkeley: University of Callfornlia ¥reas, 1913), p. 438.

19Throughout the present study the pattern of
fallures refers to changes in the fallure rate as well as to
age, 8ize, and the composition of failure statistics,
Patterns of failures and the fallure picture are used in the
study interchangeably.
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respective economic sectors, not however at a given point in
time, but as a continuum or at least in a number of points
in time. This method basically was employed throughout the
present study. The analyses of the failure patterns were
made in terms of their composition, size groups, age, and
cyclical characteristics. Also total fallure rates were
analyzed as a continuum in time and divergencies between
this pattern and other major changes in the economy are

brought forth.

Some Major Causes of Failure
There are a great many factors that play pertinent
roles 1n the formation of the buslness fallure patterns.
Among these, there are a few that many consider especlally
important., This section presents a survey of the meanings
and workings of some of-these factors.

New Entries

New entries have a twofold effect on the failure
rate; first they increase competition, thus forcing out some
competitors, and also amongz the new entrants are some
incompetents who soon fail., It 1s claimed by many that most
of the failures occur among the marginal parasitic firms who
manage to survive as long as they are not challenged by
pressure created by economic forces or by modern methods
introduced by competitors.20 These marginal parasitic firms

may be new as well as old, Newcomers in many cases

2°T.N.E.C., Monograph No. 17, loc. cit., p. 122.
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introduce new and more efficient techniques or products; and
also they bid up resources and hence increase costs, making
1t more and more difficult for weaker firms to continue
existence. On the other hand, mortality among new estab-
lishments is much greater, relatively speaking, than among
those establishments that have succeeded in fighting the
destructive diseases of youth.21 The second impact of new
entries on failures, 1.,e., exit of incompetent new firms,
seems to be more significant., Fallure, in this case, is
caused by dislllusionment concerning market opportunities or
lack of knowledge for their exploitation.22
In explaining the interrelationship between fallures
and entries, many have asserted that mortality is a function
of entry.23 It 1s of course implied here that an increasing
number of entries beget an increasing number of failures,
Kaplan wrote: "birth rates determine mortality . . . the

rate of discontinuances 18 not generally far from the birth

rate of new enterprises, whether the year is a good one or a

2lp N,E.C., Monograph No. 17, ibid,, p. 81. K. S.
h
Lomax stated that ". . . it 18 fairly well established that
with most types of business the early years are the most
difficult. It is then the mortality is highest., The longer
a business survives, generally, other things being equal,
the smaller becomes the probability of failure." K. S,
Lomax, "Another Example of the Analysis of Fallure Data,"
‘§%g Journal of the American Statistical Association,
cember, 1954, pp. =50.

22p N.E.C., Monograph No. 17, ibid., pp. 81-84.
231bid., p. 20.
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bad one."2% ' In practice, entry "relates to the ease or
difficulty with which a firm becomes a member of a group of
competing firms by producing a close substitute for products
they are offering."25 In this practical sense it is now
generally believed that entry into some sectors of the
economy has become "prohibitively difficult" because of
large capital requirements, patents, secret skills and
processes, monopoly over raw materials, and cartel restric-
tiona.26

In certain sectors of the economy, on the other

hand, it is rather easy-—in fact too easy-—to enter. The

24Kaplan, Small Business, op. cit., p. 58.
25y, 8. Congress, Joint Economic Committee Hearings,

The Effects of Monopolistic d Q¥gsi-mono olistic Practices
iﬂaggingfon: V. 5. Uavernmen% Prin ng UfgIce, 1959), p.
»9063.

261bid., P. 1,978. There is a rich body of litera-

ture on this specific aspect. See for example: Joe S.
Bain, "Economies of Scale Concentration and the Condition of
Bntry," in R. B. Heflebower and G. W. Stocking, Readings in
Industrial Organization and Public Policy (Homewood:
Richard V. Irwiln, Inc., 19587, Pp. » Wwhere he claimed
that heavy concentration and economies of large plants
create strong barriers to entry. Vatter stated: ‘"risk
involved in the original investment, prospect of losses due
to going prices, increasing technical complexities of pro-
duction, existing product differentiation through sales
promotion, differential advantage of the existing leaders by
virtue of their plant and product diversification are all
factors hindering entry," Harold G. Vatter, Small Enterprise
and Oligopoly (Oregon: Oregon State College, 1955), pp. T4-
KTHa ralth wrote: ". . . in an established industry,
where the scale of production 18 considerable, there 18 no
such thing as freedom of entry," J. K. Galbraith, American
Capitalism (Boston: Houghton Mifflin Company, 1956), p. 35.

ee also Wroe Alderson, Marketing Behavior and Executive
Action (Homewood: Richa . Irwin, Inc., 1957), especlally
p. 110.
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entries into these sectors offset the prevailing forces
which tend to reduce the number of existing f1irms.27 An
indication of this is the ratio of the numbers of establish-
ments to population, which has been quite stable for a
number of years.28
According to Scitovsky:

To establish a new firm always involves the risk of

failure; and the cost of bearing this risk may be

regarded as a cost of entry. The greater the initial

investment in the firm, the greater is the cost; and it
is to minimize this cost that businessmen prefer to

2TThe following statement by Galbraith explains the
working of these forces oriented towards reducing the number
of establishments: "Weaklings may still fail and disappear,
especially in more difficult times. Good times make it easy
to finance consolidations and tempting for the strong company
to expand and the weak to sell out" (Galbraith, op. cit., p.
35). See also Phillips who listed the forces reducing the
number of small firms as: the economy of large-scale
organization, pressures of monopoly, market imperfections,
capital structure and financial needs of small firms,
Joseph D, Phillips, Little Business in the American Econo
Urbana: The University of Illinols Press, 1958), pp. bb-
3.

28The number of businesses per 1,000 population has
been quite steady, as the following figures show:

gatima:ed gumber of B Ngmber of
opulation usinesses usinesses per
Year iooo) (000) 1,000 Population
1953 159,636 4,180 26.2

1955 165,270 4,287 25.9

1957 171,198 4,471 26.1

1959 177,103 4,583 25.8

SOURCE: U, S. Congress, Status of Small Business in
ggtail Trade, Staff Report to the Select Commlittes on §maIT_
usiness ashington: U, S. Government Printing Office,
1960), p. 5, and Statistical Abstract of the United States,

1960, op. git., p. .
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start new firm on a small scale and expand it gradu-
ally.2

Some types of retailing and many service businesses,
particularly, require almost no capital; from this stand-
point their cost of bearing risk 1s negligible. In addition,
many of these trade groups need very little technical know-
how, Therefore, the entrepreneurial risk is not high and
entry or exist 1s easy. Small owner-managers in these
fields simply try their chances since there i8 not much to
lose. Thus, students contend that a main determinant of
death rate among retallers and service establishments 18 the
birth rate.3°

Business Conditions

In dealing with business conditions, two groups of
movements in the economy may be distinguished: c¢yclical and
noncyclical. While the former deals mainly with economic
changes of relatively short duration, the latter refers
generally to structural changes.

There 18 a significant interrelationship between the
business failure picture and the cyclical oscillations of
the economy. Therefore, to know the state of business is
pertinent in a study of failures. However, contentions

about the interrelationship of business cycles and failures

2571bor Scitovsky, Welfare and Competition (Chicago:
Richard D. Irwin, Inc., 1951), p. 333.

303tatus of Small Business in Retail Trade, op. cit.,

P. 7.
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differ appreciably. At one extreme 1s the assertion that

". . . 1t 18 one of the truisms of the economic world that
business fallures suddenly traglically expand during a
depression, like helium gas in a stratosphere belloon in the
warmth of morning sun."3l This 1s, of course, in full agree-
ment with the classical theory of the survival of the
fittest., When demand declines and business conditions
worsen, only the fit would remain., At the other side of the
spectrum, a reversed relationship is stated: '"fallures
usually increase steeply when business tides are running
high."32 This, in one sense, 1s a logical continuation of
the hypothesis that business fallures 1s a function of
entries, When there 1s a decline in business, new proprie-~
tors tend to postpone entry and closures tend to decline
also. As soon as optimism among the potential entrants 1is
restored, a large group of insolvent delinquents and
closures appears,33 Another line of reasoning for the same
fact was advanced by Mund:

In a period of business expansion, profits tend to rise
with rising prices. Increased borrowings occur, and the

31Ro A, Foulke, Behind the Scenes of Business
revised ed, ¥New York: Dun and Bradstreet, Inc., » PP.
97-98. This opinion is also shared by Shirley Hoffman, who
found similarity between the failures and the cycles
although the two never overlap. Shirley Hoffman, "Business
Failures and Business Cycles, The Conference Board Business
Record, February, 1961, pp. 38-G41.

32"Shaking Out the Weaklings," Business Week,
December 21, 1957, p. 38.

33T.N.E.Co’ MOnOgraph NO. 17. %. CItO’ po ut
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balance of outstanding debt rises rapidly. The case of
making profits tends to promote excesses in the use of
credit and in speculative investment. Finally, the rate
of earnings declines with rising costs, the security for
outstanding credits i1s weakened, business failures and
bankruptcies 1ncreasﬁ, prices fall, and widespread
liquidation ensues,3
Looking into the noncylical aspects of business
conditions, one must consider the wide variations among
different sectors. In a recession, for instance, certain
segments of the economy, despite the overall slump, may be
prospering. Also, there are certain changes in the total
economy that are not brought about by cyclical oscillations,
These may be either of a secular or nonsecular nature,
While, for instance, continuous dispersion of a previously
centralized industry 1s a secular change, period to period
changes in the federal government expenditures can be con-
sldered as a nonsecular noncyclical change. Both changes
are important because they have a direct influence on the
economic prosperity which in turn reflects on the failure
picture,

The Economic Structure

As the endowment of natural resources and the
temperament of inhabitants vary, economies of different
localities vary also. There are basically ten patterns of
economic structure that can be witnessed in the process of

area development. An economy may be: predominantly

34vernon A. Mund, Government and Business (New York:
Harper & Brothers, 1955), p. ©3.
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manufacturing, manufacturing with little wholesaling and
retalling, predominantly retailing, significantly diversi-
fied, mainly wholesaling, relatively high on transportation
employment, mainly mining, university town, resort or
retirement town, and lastly agricultural.35 The national
economy also can be identified by its stage of development
within the framework of the above listing. If two economies
are not alike in terms of various characteristics thelr
particular failure patterns also are likely to be dissimilar.
Among these characteristics are: major product of the
economy, varying degrees of concentration in different
economic sectors, diverging importances of economic sectors
in income generation, total value of products in the
economy, price sensitivity of demand, etc.

A single industry economy, which may be predominantly
manufacturing, mighf enjoy a larger rate of growth in boom
times than an economy of a greater diversification. The
opposite will also be true when the economic conditions are
reversed. In a recession, unless it is enjoying a highly
income inelastic demand, the least diversified economy 1is
likely to be hardest hit, Thus, while a greater diversifi-
cation may safeguard an economy from the adverse effects of

economic slumps, it alao may hinder growth in good times.

35Here no sequential order is implied. For a brief
description of these patterns see D, C. Miller and W. H,

Form, Indust Labor and Community (New York: Harper &
Brotﬁers, T§§ 5.
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In business slumps or when the level of business
activity 1s low, the firms in a single industry economy will
be hurt immediately, and among them the ones with less
resistence to business hazards will be eliminated. Next on
the 1line are their vendors who will be hurt also., Lastly,
the adverse effects of recession will be felt by the rest of
the economy as a result of the harm done to the major income
generating sector. Thus, weaklings in other sectors, namely
retailing and services, will follow suit.36 In considering
the economic structure and its impact on the fallure picture,
special attention must be pald to economic concentration
because of its unique influence on the overall failure
pattern,

Economic Concentration

The concept 'economic concentration' has been used
in many different senses., It basically refers to having "a
small number of firms account for a large proportion of an
industry's output,"37 employment, net capital assets, value
added, total research, etc. It, in other words, involves

measuring inequality in the distribution of economic power.

36This sequential order might not necessarily hold
true in all situations; however, no matter what the sequen-
tial order is, these events are more readily detectable in a
single industry economy.

37a1deon Rosenbluth, "Measures of Concentration," in
Business Concentration and §r1ce Polic A Report of the
Natlonal Bureau of Economlc Research, Hew York (Princeton:
Princeton University Press, 1955), p. 57.
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It also means existence or increase of monopoly power.38
From this latter point of view concentration can affect the
business failure pattern in two different ways. It first of
all is a hindrance for new entries, and if the proposition
that fallure 18 a function of entries is accepted then it
follows that failure in highly concentrated industries will
be relatively low. If a few firms handle a large majority,
if not all, of their total volume in the industry, i.e., if
it 18 oligopolistic in nature with high concentration and
diversification, new entries may become mainly commodity
extensions of large firms. They enter a new field by
expanding their operations.39

In highly concentrated oligopolistic markets failure
is not only curbed by the lack of numerous entries but also
because of the size and the nature of the firms involved.
Large firms in many cases are extensively diversified and

because diversification safeguards against falilure, a high

38M. A. Adelman, "The Measurement of Industrial Con-
centrgﬁion," in R, Heflebower and G. W. Stocking, op. cit.,
PpP. 3-4.

3%Haro1d @. Vatter, o cit., p. 77. See also H. H.
gowardﬁ "Effective?ess of En gg B§_hlreagy Established

irms, Quarterlx ournal of Economics inter, 1957, pp.
132-50, where he classifled specilic factors that are neces-
sary for entry as: information about opportunities for
profitable entry, access to productive resources, access to
markets, and ability to overcome immobilization and other
frictions that slow the rate of adjustment; also he stated

that these factors are more readily within the scope of
large enterprises.
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mortality rate does not exist in these industries. Fallure
becomes only the unsuccessful introduction of some new
products or the discontinuance of some 0ld ones and not
collapse of the whole firm.uo
The above two situations are true for highly concen-

trated industries where the process of concentration 18 more
or less completed and oligopolistic characteristics already
established, such as the automoblile and steel industries.
If, on the other hand, the process of concentration 1is
actively going on then the large firms get larger and axio-
matically some others get smaller. The marginal firms that
cannot get any smaller will naturally be forced out:."‘1

The total possible amount of expansion of an economy 1is

not unlimited at any one time, and when the absolute

growth of a few firms becomes greater than the absolute

‘growth of the economy as a whole there must bﬁ a decline
and eventual elimination of some other firms,

4Orhe Effects of Monopolistic and g%%si- nopolistic
Practices, U. S. Congress: Hearings, op. cit., p. 2,100,

4lrn fact, while discussing the reduction in the
number of flour mills and the growth of certain others,
Vatter said: "Inability of the small firm to retain its
market in the face of the requirement of modern technology
with its concomitant large fixed plant, the superior pro-
curement and marketing facilities of the more powerful
competitor . . . are the causes of the shrinkage 1n the
number of plants . . . . Flour milling appears to provide a
classic illustration for those who argue that mature capi-
talism involves the numerical demise of small enterprise"
(vatter, op. cit., pp. 61, 65).

42g41th T. Penrose, The Theory of the Growth of the
Firm (Oxford: Basil Blackwell, 1959), p.
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In times of economic slump, this process may become
more visible. As a few large firms grow faster than the
economy itself, more and more participants in the same
economy become marginal and when the economic activity
slackens these may fail easily.

While concentration comes about by the growth of
certain firms in industries where there are external and
internal economies leading to a decreasing cost curve,
another method of growth is through mergers and acquisitions,
Generally speaking, the underlying factors of merger move-
ments are desires to eliminate vigorous competition, to
achleve market control or monopoly profits, to make the most
of expected favorable business conditions in early cyclical
expansions, or technical revolution leading to economies of

large scale operations.43

Basic Hypotheses
The basic hypothesis of this project was that the
variation in the failure rate 18 mainly a function of busi-
ness conditions which reflect differently on different
economic structures, The difference, then, between the
state and national business fallures pattern shown in Figure
1l was caused by the structural dissimilarities between the

two economies on which business conditions reflected

43Raiph L. Nelson, Merger Movements in American
Industry 1895-1956 (Princeton: Princeton University Press,
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differently. Other emerging hypotheses from this were as
follows:

1. The characteristics of the business population
is one of the major determinants of the basic
failure pattern. There will be a general
resemblance between the industrial composition
of the total business population and that of the
business failures,

2. Income and basic economic structure are also
major contributors. Thus, Michigan's dependency
on durable goods industries makes its economy
and income more erratic than the national. As a
corollary, Michigan's failure rate also 1s more
erratic.

3. With regard to Michigan, the prevailing extreme
importance of the durable goods industries in
the state makes its economy too dependent on the
national business conditions since these indus-
tries are engaged in the production of goods
that are mainly exported from the state. Thus,
changes in the national demand for Michigan's
products would amplify fluctuations in the
state's income as well as the total business

failures.
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The Data

A number of statistical series compiled by D. & B.
were utilized for this study:

Total listed concerns: These data represent enter-
prises listed in each July issue of the D. & B. Reference
Book. The scope of these listings are limited to manu-
facturers, wholesalers, retailers, bullding contractors and
certain types of services including public utilities.
Branches are listed separately when they act as individual
business units, although chain retall stores are not listed
individually. Obviously, this series does not cover all
businesses in the country, for it excludes financial enter-
prises, insurance and real estate companies, railroads,
terminals, amusements, and professions. It furthermore does
not include many small one-man services.

New enterprises: This series includes the numbers

of the names added to the six Reference Books published

during each year. As soon as the first credit report is
written on a concern, it 18 included in the listing. This
series includes also successions which are newly listed
firms because of a change in their legal form or ownership.
Business failures: These are industrial and com-
mercial enterprises which ceased operations following
assignments, voluntary or involuntary bankruptcy, attach-
ment, execution, and other similar legal procedures. Also

included are voluntary withdrawals from business that caused
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loss to creditors, enterprises involved in court action such
as receivership, reorganization or arrangement which may or
may not end in discontinuance, and lastly, businesses making
a voluntary compromise with creditors out of court.uu

A business failure then, as defined by D. & B.,
entails a loss to creditors. D. & B, data are composed of
cases belonging to any one of three situations, First,
enterprises which ceased operation as a result of legal
action. Second, businesses involved in court action which
does not result in a cessation of activity. Third, volun-
tary compromises with creditors, that may or may not result
in cessation of activities.

Although business failure statistics were the most
important for our purposes, the others also were used on

various occasions,

Failures vs. Discontinuances
We have already mentioned that fallure statistics
are relatively limited in scope for they represent only
about 4 percent of total discontinuances, of which half are
assumed to be fallures even though there is no loss entalled

to creditors. It was then important to establish the

Mistatistical Abstract of the United St tes 1252,
U. S. Department of Commerce, op. cit., p. ta
Statistics or Indust d Commerce, D. & B., Inc., July,
y PP. 3=%; 5555 5 hnrc Recent Business Popu-
i;;ion Mo;;ments, Survey of Cg;rent Business, Janiary,
» P
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similarity or dissimilarity between these two serlies so that
when discussing certain patterns in fallure pictures it

would become possible to have a rough notion about how far
these might be from the patterns occurring in the discontinu-
ance statistics,

Despite the differences in the scope of the two
groups of data, there 18 a substantial resemblance between
them. The overall similarity between fallure data and the
Department of Commerce discontinuance series can be observed
in Pigure 3. These two series are quite alike, with the
exception of the war years during which store owners shut
down their businesses either because they were drafted or
because material and manpower were inadequate. While the
number of closures ran high during the war years, the
fallure rate was very low as business conditions were
satisfactory for those who managed to stay open. The dis-
continuance pattern, however, i1s not as oscillatory as the
failure pattern. The more stable nature of discontinuance
figures may partly be attributed to the stable nature of the
other nonfailure factors involved in discontinuances. For
instance, there is no reason to believe that the number of
closures due to the death of owner-managers fluctuates
markedly from year to year. Another factor that makes the
discontinuance picture relatively smoother is the fact that
the timing of discontinuances may not coincide with the
timing of failures., While the failure record keeps pace
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with the oscillatory movements of the economy fairly we11,45
discontinuances may noticeably depart., In the case of
failure, the firm is actually forced out because of
insolvency created by one of a host of reasons, However,
the fact that a firm is not functioning satisfactorily does
not necessitate withdrawal as long as solvency is main-
tained. Especially when the outside prospects for a better
Job 1s slim the owner-manager would remain in his field,
even if he were to pay himself only a subsistance salary.
Moreover, availability of unpaid family labor and the
absence of rents, in a household business, make it attractive
to continue the present work until alternative employment
opportunities become brighter.46 The fact that the pro-
prietor may pay himself much less than the going rate may

suffice to keep the concern alive.47 This picture, however,

usThe National Bureau of Economic Research studies
dealt with business failures time series as an indicator.
In these studies, failure series are considered to be lead-
ing the cycles, See, for instance, Arthur F., Burns and
Westley C. Mitchell, Measuring Business Cycles (New York:
National Bureau of Economlc Research, inc., 47). Also
Geoffrey H, Moore, Measuring Recessions, Occasional Paper
61 (New York: National Bureau of Economic Research, Inc.,
1958). Shirley S. Hoffman stated, "cyclical changes in the
number of business failures bear important resemblances to
past fluctuations, but are never precisely the same."
'Business Failures and Business Cycles," The Conference
Board Business Record, February, 1961, pp. 38-01.

46pn1111ps, op. eit., p. 64.

47The average income of active proprietors of unin-
corporated nonagricultural businesses computed by Phillips
substantiates this point. These incomes for selected years



35

may be completely reversed in good times., Those marginal
businesses that managed to survive may decide to close if
outside prospects seem brigl'xt:er.u8 Because, however, of

these stabilizing factors the total discontinuance picture

were:
Year Income
1947 $3,414
1949 3,123
1951 3,702
1952 3,683

SOURCE: Phillips, . cit., p. 51. By paying very
low salaries and by putting in long hours, some entrepre-
neurs manage to survive despite the undesirable economic
conditions.

uBDuring the two years from December, 1941, to
December, 1943, nearly a million enterprises (mainly in
distribution lines) closed shop. Only about half a million
new firms were started during the same period, so there was
a net drop of half a million enterprises in the business
population. Kaplan, Small Business, op. cit., p. 45. While
some of these were forced to do so because of the draft,
control of material supplies or explicit mandate, others
shut down their businesses and moved into more lucrative
employment existing in industry. Melville J. Ulmer, "The
Postwar Business Population,"” Survey of Current Business,
January, 1947, p. 10. In boom years, closures of this kind
can be witnessed very often as greater opportunities attract
marginal store owners whose businesses do not yield enough
to cover their reservation price. These people usually make
much less than thelr counterparts working in industry. One
major exception to this, of course, is the case where the
individual proprietor is not in business on his own free
will but due to a continuous lack of opportunity to move
elsewhere, As Mabel Newcomer wrote: 'The larger part of
the 1little businesses in Poughkeepsie afford a very meager
living, and most of the proprietors who are willing to oper-
ate such marginal concerns indefinitely are likely to be
those of mediocre ability or those handicapped by some form
of discrimination who have difficulty in finding well-paid
employment." Mabel Newcomer, "The Little Businessman:
Study of Business Proprietors in Poughkeepsie, New York,"
Business History Review, Winter, 1961, p. 511,
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looks somewhat smoother than that of failures. Neverthe-
less, there exists a substantial resemblance between these
two series of statistics as portrayed by charts 4, 5, and 6
where comparisons of fallures to discontinuances are shown
separately for the wholesaling, retailing, and manufacturing
sectors. A similar attempt to i1llustrate the similarity
between data relating to services was not made because of
basic discrepancies in the definition, composition, and

scope of the two sets of figures,
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Figure 4

U. S. WHOLESALING FAILURES
AND DISCONTINUANCES

U. S. Wholesaling Discontinuances

U. S. Wholesaling Fallures

] A | i A e | d | L ] Jd
1946 '47 '48 49 '50 '51 '52 '53 'S4 155 156 57 158 159

SOURCE: Dun and Bradstreet, Inc., as reported in
the Statistical Abstract of the U. S., op. ¢it., and Busi-
ness Statistics, op. cit., p. 3.
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Figure 5

U. S. RETAILING FAILURES
(000) AND DISCONTINUANCES

150.0,

135.

105.

U. 8. Retailing Failures

15—

i | 3 _ 4 I ) 4 [ 4 [ 1

U. 8. Retalling Discontinuances

1986 ‘KT ‘W8 'hg  '50 ‘51 '52 ‘53 'sh's5 ‘56 '5F 'S8

SOURCE: Dun and Bradstreet, Inc., as reported in
the Statistical Abstract of the U. S., op. cit., and Business
StatIstics, op. cit., p. 8.
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Figure 6

U. S. MANUPACTURING FAILURES
AND DISCONTINUANCES

(000)
30.

25.
U. S. Manufacturing Discontinuances

20,
3.

2.

U. S. Manufacturing Fallures

| ) N | | | | | | | [l |
1946 '47 48 M9 150 '51 '52 '53 'S5k '55 56 57 58 159

SOURCE: Dun and Bradstreet, Inc., as reported in
the Statistical Abstract of the U. S., op. cit., and Busi-

ness Statistics, op. clt., p. 8.



CHAPTER II

THE COMPOSITION AND CHARACTERISTICS
OF BUSINESS FAILURES IN MICHIGAN
AND THE UNITED STATES

In the preceding chapter, it was established that
there 18 a significant difference between the pattern of
fallures in the state and the nation as a whole. Not only
do differences exist in the aggregates but also in the
composition. Some appreciation of the underlying causes of
differences may be obtained from an examination of the dis-
parities in the composition of casualties in different
economic sectors,

Significant points next to be brought into focus for
better understanding of the overall picture were: the kinds
of businesses more likely to fall, their relative share of
the total mortality picture, the changes in this relative
share, the rate of fallure of significant economic sectors,
the size distribution of establishments and their age at
fallure, and the cyclical ramifications of the fallure
pattern. '

The present chapter undertakes the task of investi-
gating the failure picture in Michigan and the United States

within the framework of the above problem areas.

40
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Manufacturing, wholesalling, conétruction, retailing, and
services sectors were consldered individually. Four
selected years were chosen for study: 1953, 1954, 1958, and
1959, Of these four, 1953 and 1959 were prosperous years
for both Michigan and the nation; whereas, the other two
were recession years. Referring, once again, to Chart 2 in
Chapter One, it can be seen that 1953 was relatively the
most favorable year in Michigan, as the rate of fallure was
as low as 11 casualties per 10,000 firms in existence, as
opposed to 33 per 10,000 for the nation. In 1958, on the
other hand, the rates of failure i1n both economies came the
closest together since 1947.

Of course, it should be remembered that four obser-
vations in a seven year period are not enough to derive
definite conclusions. Hence, all the findings and analyses
made in this chapter are more suggzestive than definitive,.

Throughout the chapter, Dun and Bradstreet (D. & B.)
fallure statistics are used. The concern or the business
enterprise 1s the baslc unit in these statistics., As was
noted previously, the D. & B. reports involve a highly
restrictive definition of failure. Consequently, all
fallure figures used in this chapter are in a sense under-
statements of the true situation. Moreover, the use of D. &
B. figures, based upon the number of firms failing, in con-
Junction with U, S. Census figures consisting of the number

of establishments 1n operation, results in especially gross
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understatements 1in the computation of fallure rates. How-
ever, the resemblances found between the fallure and discon-
tinuance statlistics made it likely that the trends and
developments presented by the fallure data are duplicated by

discontinuance statistics, but upon a much larger scale,l

Who 1s Likely to Faill?

D. & B, has analyzed over 1,000,000 business failures
during the past 100 years. It reports that retallers made
up about 50 percent of the total casualties, and food stores,
eatiny and cdrinkinz places together, accounted for about one-
third of this total retail toll. The averaze casualty was
small in terms of 1llabllity size, the typical one beilng in
the $5,000 to $25,000 ranze. Usually, the fallure was in
1ts second or third year ot operation and almost three-
fifths were less than five years old. The average business
casualty was llkely to be located in a nonmetropolltan area.®
These basic propertles of the typical fallures were as
relevant for Michigan as for the nation as a whole.

Table 1 shows the number and percentage breakdown of
business railures both in Michigan and the United States for
the four years considered. In both economies the largest
number oif fallures occurred in the retalling sector; manu-

facturing was second, followed by construction, wholesaling,

IFor definitions, description or the data and com-
parison of fallure statistics with discontinuance data see
Chapter One, especially pp. 28-33.

°Rowena Wyant, "Least Likely to Succeed," Dun's
Review and Modern Industry, November, 1957, ©. 31.




43

and services,

TAELE 1

NUMBER AND PERCENT DISTRIBUTION OF BUSINESS FAILURES
IN MAJOR INDUSTRIAL AND COMMERCIAL CATEGORIES,
MICHIGAN AND THE UNITED STATES2

e ——
——

————

———

Michizan United States
Total Percent Total Percent

Number DistributionP  Number DistributionP

Manufacturing 227 16.6 9,024 18.5
Wholesale Trade 144 10.5 4,883 10.0
Retall Trade 705 51.6 24,259 4g9.8
Construction 205 15.0 6,555 13.5

Commercial
Services &4 6.2 3,984 8.2
Total 1,365 100.0 48,705 100.0

8Includes totals of four selected years (1953, 1954,
1958, and 1959).

Ppetail may not add to total because of rounding,

SOURCE: Dun and Bradstreet, Inc., specilal tabu-
lations and The Faillure Record Throuzh 1999.

Despitc the resembtlance between the relative magni-
tudes of failure statistics in the five major sectors, the
composition within each sector varied when Michigan was com-

pared to the nation as a whole,

lanufacturing Fallures
An examination of the composition of total manu=-
facturing failures in both economies revealed certain
interesting facts. Failures in the Iron, steel and products,
and Machinery groups in Michigan, relatively speaking, over-

whelmingly exceeded their national counterparts. The case
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was reversed for the Food, Textlle, and Lumber and products
sectors, where during the four years studied the death per-
centagze, as can be observed in Table 2, was higher in the
national scene. The relative share of Textlle mill products
and apparel in the nation (24.4 perccnt of the total) and
the share of the Machinery sector in Michizan (34.4 percent
of the whole) were strikinz evidences of the dissimilarity
existinm 1in the makeup of total manufacturinzg fallures 1n
the two economles,

This difference in the compositions of manufacturing
fallures could be accounted for malnly by the divergencles
of the 1incdustrial structures. As can be noted in Table 2, a
large portion of the manufacturing population in Michigan 1is
concentrated in durable goods industries, In fact, 1t will
be seen in the third chapter that this sector in the state
absorbs a very substantlal share of the total manufacturing
employment and generates a substantial amount of total
personal incomec. The total share of the Machinery and the
Iron, steel and products categories of the general industrial
population was 42.5 percent in the state as opposed to 23,2
percent in the natlon as a whole. Nondurable goods pro-
ducers, on the other hand, constitutcd a larger share of the
total in the national economy than in Michigan. Food and
kindred products, Textile mill products and apparel, and
Lumber and lumber products, which are all nondurable indus-
tries, composed 42.0 percent of all manufacturing establish-

ments In the Unlted States as opposed to Michizan's 25.0
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percent,

A comparison between percentage distributions in
Tables 2 and 3 revealed striking resemblance. This
resemblance sugzested that to a substantial extent the busi-
ness populatlion plays an imbortant role in the overall
formation of fallure statistics. In Michigan a significant
percentage of fallures (49.9) took place ln the Iron, steel
and products, and Machinery categories which together also
accounted for 43.5 percent of the total manufacturing popu-
lation. In the United States failures 1n Food and kindred
products, Textile mill products and apparel, and Lumber and
lumber products categories all together accounted for 50.7
percent of the total. Forty-two percent of all manufacturing
establishments existed in these categories.3

Since the relationship between fallures and popu=-
lation was not one to one, it was important to analyze the
rate of fallure in different manufacturing categories,
Table 4 i1llustrates how the rates of failure compare in

different categories in the same year and in different

3The coefficients of variation (V) ithe ratio of
standard deviation (0) and arithmetic mean (X) multiplied by
100), for failure statistics and manufacturing population in
Michigan, were 30.8 percent and 23.8 percent respectively.
For the nation as a whole these figures are 21.5 percent and
16.2 percent. As can be noticed there is somewhat more
scatter among fallures than among the manufacturing popu-
lation; however, the coefficients of variations were not far
apart either in Michigan or in the United States. Further-
more, the Chli Square test proved that the differences in the
coefficients of variations was insignificant at the 5 percent
confidence level., Thus, the basic rcscmblance between the
fallure data and business population was demonstrated more
effectively.
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years, and how these rates compare in Michizan and in the
United States. One of the most important facts that this
table brings out 1s that whille the national fallure rate
chanzed little (from .64 percent in 1953 to .&3 percent in
1959), Michizan's rate was more than tripled. This net
increase in Michlizan was mainly due to the more than pro-
portionate rise of failure rates in Lumber and lumber
products, Iron, stecl and products, Machinery, and Miscel-
lancous manufacturlin: categories. These four categories
were rmore important in Michlzan's failure plcture for they
constituted 61 percent of the total manufacturing failures
as I1ndicated 1in Table 2,

The major portion of the failure rate growth in the
national scene was attributable to Textile mill products and
apparel, Lumber and lumber products and Miscellaneous manu-
facturing catemories which comprised almost 60 percent of
the total manufacturing fallures., A slight increase in the
rate of fallures 1n these categories means a substantlal
Jump in the total fallure number because of their large
Share of the total.

A comparlson between Tables 2 ard ﬁ dlscloses that
most failures do not occur 1In the 1ndustrial categories where
the hizher failure rates prevailed. Fallures in the Leather
and leather products cateqory, for instance, accounted for
albout one percent of total manufacturinz fallures in Michlgan

althouzh the fallure rate In thls category was over 2.5
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percent. In the economy as a whole, about 4 percent of total
manufacturing failures occurred in this category althouzh the
fallure rate was very high during the four years consldered.

Michigan's relatively more failures in durable goods
manufacturing can substantially be explalned, as already
discussed, by 1ts manufacturing population structure, The
relatively greater number of durable goods manufacturing
establishments increases the probability of having more
fallures in these categories. However, since the failure to
population ratio i1s not one to one, the industrial popu-
lation structure does not explain the increase in the total
failure rate as revealed in Table 4,

The total fallure rate in Michigan went up from .16
percent in 1953 to .51 percent in 1959, A number of develop7
ments in Michigan's economy were considered as contributing
to this acceleration. Among these were: a decline in the
Lumber a?d lumber products industry, increasing integration
in the aﬁtomobile industry, the dispersion of the auto indus-
try, and a decline in the demand for durable goods.

The Lumber and lumber products industry has been
losing its relative importance, This decline is reflected
in the decrease of the number of establishments,“ as well as
the numter of employees engazed in this type of work.

Furthermore, the industry's direct contribution to the total

1
*From 1,635 in 1953 to 1,452 in 1959, County Busi-
ness Patterns, op. cit.
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value added by manufactures declined during the period of
1947 to 1958.5

In recent years the auto giants in Michigan have
been making efforts to integrate different phases of manu-
facturing under one administration, instead of subcontracting
the work to smaller firms. The major reasons for this trend
are maximizing profits, avolding the uncmployment expenrses
stemming from the nature of thelr labor contracts, and
encouraging stabllity of employment within the manufacturing
operations.6 More than a fourfold lncrease in the Michigan
failure rate far Iron, steel and products between 1953 and

1959 can be partially attributed to this development, Both

SThe following table 1llustrates these points:

NUMEER OF ZVPLOYEXS AID THX VALUE ADDED
IN LUMEIR AND WOOD PRODUCTS> INDUSTRY
AS A PERCENT OF MANUFACTURING TOTAL

Michigan Urited States
No. of Bmploy- Value Added No. of Employ- Vidlue Added
Y ees as a % of a8 a % of ces as a » of as a b of
€ar8  State Manu- State Manu- National Monu-  National Manue

facturinzg Total facturing Total facturing Total facturing Total

1947 1.7 1.3 h.i 3.4
1954 1.4 .8 L.1 2.7
1958 1.3 .8 3.8 2.2

COURCHS: Computed from Census of Munufactures, 1947, 1354,
1958, op. cit.

B S 6John L. O'Donnell,gg_g;,, Economic and Population
ase Study of the Lansing Tri-County Area (East Lansing:
Bureau o usiness and Economic Research, Michigan State
University, 1960), p. 76. Although this study dealt with
only one geographlc component of the state of Michigan, the
problems have been the same all over the state.
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in Drop forginz and the Tool and die industries, for

instance, the integration in the automobile industry has
been harmful, especlally to undiversified small concerns,
for whom the large auto firms had been major customers.’

It 1s very likely that the tendency of the auto
industry to relocate outside Michigan also caused hardship
to hundreds of small exvendors, and probably forced a few
out of existence.8 The decllining business that the local
vendors have been experiencing because of the dispersion has
been an acute problem in special cases llke the drop forging
industry where about 80 percent of the total output 1is
destined for the auto 1ndustry.9

During the latter part of the fifties demand for
consumers' durables declined constantly. While, for
instance, the growth in this sector was 5.1% per annum 1in
the first part of the fiftles, thls growth slowed down to
0.5% per annum between 1955 to 1960.10

TThe above statements are based upon interviews with
a few executives in the fleld. Also, a colleague who is
presently doing a study on the small tool and die manu-
facturers in Michigan confirmed the convictions of this
writer in an informal discussion,

8This point will be discussed in greater detail in
Chapter III,.

9Economic and Population Base Study of the Lansing
Tri-County Area, op. cit., p. 7+.

10Business 1in Brief, The Chase Manhattan DBank, Necw
York (May-June, 1961), p. 4.




Akin to this overall decline, Michizan also suffered
a great deal because of the decreased slzes of federal
defense contracts. These sizes have been below thelr 1951-
1953 level since 1954, DNichizan's share declined partly
because of the hish costs occurring in Michlimsan manu-
factures. However, more important were the chanzes in the
composition of federal contracts.ll In either case small
vendors were hurt directly or indlrectly because of the
declining business.

Size Distribution of Manufacturing Fallures

A number of criteria may be used in determining the
size of a firm: number of employees, total assets, and
total salcs., In collecting the fallure data D. & E. has
found it suitatle for thelr purposes to use liablilities as
an indicator of size.l2 Ordinartly, it is likely that it a
larser firm falls 1t will probably have a larger liability
size. Thus, this measurc could reasonably be used for the
analysis of size of fallures.

Table 5 compares Michizan and United States manu-
facturing falilures according to their respective 1liability

8ize group. In the years analyzed, few manufacturing

1lgee Chapter III.

12The liabilities reported are primarily current
indebtedness, And for our purposes here "are defincd as
includinry all accounts and notes payable, also all obli-
gations whether in a secured form or not, known to be held
by ban«s, officers, afflliated corpanies, suprlying
companies, or the zovernment." Dun and Fradstreet, Inc.,
personal correspoundence.
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TABLE 5

LIAEILITY-SIZE DISTRIBUTION OF MICHIGAN AND
UNITED STATES MANUFACTURING FAILURES®&

—____——  — —— — —  — ———— ———— ————— —

Michigzan United States
Liability size group Number Percentb Number Percentb

Under $5,000 12 5.2 801 8.6
5,000 - $25,000 63 27.6 3,641 39.2
25,000 - $1oo 000 92 4o, 4 3,169 34,1
100,000 and over 61 26.8 1,673 13,0

Total® 226 100.0 9,2t 100.0

8Includes mining fallures also. Figures here repre-
sent total of four years (1953, 1954, 195&, and 1953).

Ppetail rmay not add to total because of rounding.

cMichivan total here is 228 as opposed to 22
reported in Table 1; this 18 because one mining fallure was
omitted in that table. Here, however, it was not possible
to separate mining and manufacturing fallures to analyze
liability size group.

SOURCE: Dun and Bradstreet, Inc., Speclal tabu-
lations for Michigan; and U. S. figures as reported in the
Statistical Abstract of the U. S., op. cit.

fallures in Michigan were in the $5,000 or less category;
however, in the two largest groups the state had, relatively
speaking, more fallures. In other words, the state's manu-
facturing failures were, on the average, larger than their
natlonal counterparts. This difference can be attributed to
the nature of Michigan's failures: from the previous analy-
ses We know that casualtlies in Michlgan manufacturing
occurred more often among the concerns engaged in durable

and seml-durable goods production which require relatively
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larzer capital investments. Thus, it was likely that these
{irms were zenerally larzer than the averasze national manu-
facturings fallure which is more often enzazed 1In nondurable
zo00ds manufacturing requirinz less capital. Of the 227
Michizan fallures durinyg the four years analyzed, 120 were
in the Iron, steel and products, Machinery, and Transpor=
tation equipnent categories. Of these, 75 percent were in
the two larzest, and 30 percent were in the largest lla-
bility size catezory. On the cother hand almost 50 percent
of the nondurable goods manufacturinz fallures were of the
two smallest liabllity size catesories,

Life Span of Manufacturinz Failures

An analysis of the azes of fallures 1s presented in
Table 6. Comparison of manufacturinz casualties in the two
economies discloses that the fallures amonz Michizan con-
cerns lived lonzer thin thelr national counterparts. For
instance, while 43.4 percent of the Michi:izan fallures lived
five years or less, thls was true of 52.0 percent natlonwlde.
Similarly, 20.%5 percent of the manufacturiny casualties in
the state had survlived over 10 years, while the national
f1rure was only 26.3 percent. Furthermore, in both
economies manufacturing faillures outlived those 1n other
sectors.

The fact that rmanufacturins casualtles In the state
survived lonzer may be occaslored by a number of factors.

The firrs that falled, first of all, werc on the averase
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larger than the national as is discussed above. This size
differential might have contributed to the longer 1life span

as has been conceded by many writers.13

TABLE 6

A COMPARISON OF THE AGES OF MICHIGAN AND
UNITED STATES MANUFACTURING FAILURESa

A T e e e . e T e ———

Fercent of the Total F s

Age 1n Years United States Michigan
One year or less 3.1 2.7
Two years 16.8 10.2
Three years 14,2 13.3
Total three years or less 34.1 26.2
Four years 10.3 8.8
Five years 7. E.4
Total five years or less 52.0 43,4
Six years 6.7 8.4
Seven years 4.8 6.2
Eight years 3.9 5.8
Nine years 3.0 3.1
Ten years 3.3 2.7
Total six-ten years 21.7 26.2
Over ten years 26.3 30.5
Total 100.0 100.0

@Michigan figures represent the total picture of the
four years studied, whereas U. S. figures are only for 1959,
It would have been possible to use only 1959 figures for
Michigan also but as the total fallure number in the state
is not large, one year's data may present a bilased picture.

SOURCE: Dun and Bradstreet, Inc., special tabula-
tions, and The Failure Record Through 19%9.

13Here the causal relationship was not very clear-
cut. Many writers assert that size 1s a determinant of
longevity. However, an argument can also be made by stating
that longevity causes size differentials. This implles that
as the firm for some reason manages to survive it would grow



Another possible explanation is the risk that entry
involves.l4 The greater the risk the more thorough the
investization is lilkely to be prior to entry. Generally
speakling, manufacturers of durable goods would need larger
capital requirements 1in order to function and compete ade=-
quately. Since larger capital investments basically imply
greater risk, starting the business ordinarily would be only
upon the entrants' assurance of the presence of unexploited
market potentials. This better pre-entry investigation
probably reduces the risk and shortens the dangerous begin-
ning staze that newcomers commonly go through, Also having
larger sums invested in the enterprise mizght be an incentive
to struggle more vigorously before giving up.

Furthermore, the fallure rate in Michigan being
lower, may be in part indicative of less competition or
better prevailing conditions (although they may be worsening
faster than those of the nation). In either case, the
average manufacturing concern would have a better opportunity

for longer survival.

bigger. Of these two propositions, the former seems to be
more plausible. In many cases, expansion would necessitate
conditions that can be attained only by largze firms. Since
attainment of these conditions are beyond the reach of small
firms they would not grow. On the other hand, small firms
can survive in some special markets because of certain
special advantages even thougzh they never become large.
Penrose, op. cit., pp. 99-100.

1b’See Chapter One, p. 20.



Lastly, in Michlgan the industrial pattern 1s such
that there 1s relatively more durable goods manufacturing.
Entry here 1s somewhat limited because of the baslc capital
requirements. This partial hindrance to entry often keeps
out some incompetents who would otherwise enter freely, but
withdraw imrmedlately, because of the lack of certain mana-
gerial sk111s.12 The absence of these quick fallures helps
keep the average age higher in Michigan.

Wholesallinz Fallures in Michigan
and the United States

The pattern of fallures in wholesaling in Michigan,
on the whole, was quite like that of the nation (Table 7).
Dry goods fallures in the state had a relatively lower share
of the total, whereas the Food and farm products, and the
Lumber, bullding materlals and hardware categories had rela-
tively larger shares, Table 8 contrasts the rates of
fallures in different wholesaling categories. Unfortunately,
because of the absence of Michizan total wholesalling estab-
lishment figzures for 1954, a similar table could not be
produced for that year. Among the various categories it was
found that Apparel and dry goods had the highest fallure

rate. This was partly because of the distorted picture

15Along with the carital requirements and concen-
tration there are a number of factors in Michigan claimed to
be hindering further attraction of industries and causing an
outflow of industrial concerns; in Chapter Three these will
be consldered.
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presented by the small number of total establishments in
this category. The Lumber, bullding materials and hardware
category had a high rate in both economies; accordingly, the
relative share of fallures in this category‘was also high.
As a whole, the rate of casualties in Michigan wholesaling
was 8lightly higher than the national in 1958, but it was
lower in 1959,

TABLE 7

DISTRIBUTION OF MICHIGAN AND UNITED STATES
WHOLESALING FAILURESa

Michigan United States
Total Percent Total Percent

Number of Distri- Number of Distri-
Failures bution® Failures butionP

Food and farm

products 29 20.1 1,183 24,2
Apparel 5 3.5 188 3.9
Dry goods 2 1.4 192 3.9
Lumber, building

materials and

hardware 21 14,6 544 11.1
Chemicals and drugs 9 6.2 192 3.9
Motor vehicles and

auto equipment 11 7.6 233 4.8
Miscellaneous 67 46,5 2,351 48,1

Total 144 100.0 4,883 100.,0

a@Includes totals of four selected years (1953, 1954,
1958, and 1959).

PDetail may not add to total because of rounding.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Fallure Record Through 1959.
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TABLE 8

NUMBER OF WHOLESALING FAILURES EXPRESSED AS
A PERCENT OF NUMBER OF ESTABLISHMENTS IN
WHOLESALING IN MICHIGAN AND THE
UNITED STATES, 1958, 1959&

— e ————— —————e —
Michigan Unlted States
1958 1959 1950 1959
Pood and farm products .T1 .33 .55 .52
Apparel, dry goods 2.73 2.50 .90 .70
Lumber, building materials
and hardware 1.03 .79 1.52 .6g
Chemicals and drugs 1.21 1.04 g Tie) A
Motor vehicles and auto
equipment .36 .60 .29 .35
Miscellaneous U6 34 .33 .49
Total .59 Ll .50 .50

@The note under Table 4 applies to this table also.

SOURCE: Computed from 1953 Census of Business
Volume IV, Wholesale Trade Area atIstics, U. 3. ﬁepartment
ol Commerce, Bureau of the Censu3s (Washington: U. S.
Government Printing Office, 1961), pp. 1-5, 1-10, 22-5, and
County Business Patterns, 1959: Dun and Bradstreet, Inc.,
special tabulations and The Failure Record Through 19%93.

Akin to this decline in the failure rate, the number
of Michigan wholesaling fallures declined in relative as
well as in absolute terms as Table 9 points out. The same
table reveals that variations in Michigan wholesaling
failures were more erratic than their national counterparts,
probably because of the small absolute number in Michigan in
any one year., Because of the small numbers involved,
changes in percentage figures between any two years may not

be accurate indicators of underlying conditions.
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TABLE 9

WHOLESALING FAILURES AS A PERCENT OF TOTAL,
IN MICHIGAN AND THE UNITED STATES

e — = _—

Michigan United States

Number Number Whole- Number Number Whole-

of of saling of of saling

Total Whole~ Fallures Total Whole- Fallures
Fallures saling as a Failures saling as a
Failures Percent Fallures Percent

of Total of Total
1953 114 16 14.0 g,862 933 10.5
1954 209 19 9.1 11,036 1,132 10.2
1958 547 64 11.7 14,964 1,431 9.6
1959 496 45 9.1 14,053 1,387 9.9

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Failure Record Through 1359.

Liability Size of Wholesaling Fallures

There were relatively more wholesalers who falled in
Michigan, during the four years investigated, in the smallest
liability group, $5,000 or less. Similarly, there were
relatively more faillures in the state who belonged to the
largest llability group, $100,000 and over. Thus, in both
extremes, the wholesaling casualties in Michigan outstripped
their national counterparts, as seen in Table 10.

Aze of Wholesaling Failures

Table 11 illustrates the apge pattern of falled
wholesalers in both economlies. As shown here there were
more United States fallures that had not survived over thiee
years and also more fallures that had survived over ten

years. The largest number of Michizan firms that were ten
{
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TAELE 10

LIABILITY-SIZE DISTRIBUTION OF MICHIGAN AND
UNITED STATES WHOLESALING FAILURES2

p———

S —— ——
—~— —

Michigzan United States
Liability Size Group Number PercentD Number Percent?

Under $5,000 16 11.1 413 8.5
5,000 - $25,000 53 36.8 2,054 42,1
25,000 - $100,000 L& 33.3 1,785 36.6
100,000 and over 27 18.7 631 12.9

Total 144 100.0 4,883 100.0

8Fizures here represent the total of four years
(1953, 1954, 1958, and 1959).

bDetail may not add to total because of rounding.
SOURCE: Basic data from Dun and Bradstreet, Inc.,

special tabulations for Michigan, and U. S. figures as
reported in Statistical Abstract of the U. S., op. cit.

TABLE 11

AGE OF WHOLESALING FAILURES IN
MICHIGAN AND THE UNITED STATES&

— ]

Percent of the Total

Age in Years Michigan United States
One year or less 7 3.3
Two or three years 25.0 24,6
Four or five years 24,0 19.4
Six - ten years 26.4 24 .4
Over ten years 22.9 28.3
Total 100.0 100.0

8See the note under Table 6 which applies here also.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
speclal tabulations, and The Fallure Record Through 12%9.
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years or older at the time of fallure was in the manufactur-
ing sector with the next largest number in wholesaling. In
the national scene, however, wholesalling was ahead of even

manufacturing as indicated in Table 12,

TABLE 12

PERCENT DISTRIBUTION OF BUSINESS FAILURES BY
LIFE SPAN IN MICHIGAN AND THE UNITED STATES2

l Year or Less 5 Years or Less 10 Years or Less

Sector Mich. U. S. Mich. U. S. Mich. U. S.
Manufacturing 2.7 3.1 43,4 52.0 69.5 73.7
Wholesaling T 3.3 50.7 47.3 77.1 T71.7
Retailing 3.7 4.3 55.8 62.2 79.9 E2.7
Construction 1.0 2.0 47.0 51.9 77.5 79.8
Services 7.3 3.6 46.0 59.0 81.7 80.6

Total 2.9 3.6 51.9 57.1  77.6 79.4

(
‘8See the note under Table 6 which applies here also.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Fallure Record Through 1953.

The same table 1ndicates that although there were
almost no fallures in the wholesale group at the age of one
year or younger, a substantial number did not live more than
five years. In the national scene wholesaling after the age
of one had the fewest fallures of all sectors.

There are a number of reasons for the general
greater life span of wholesaling fallures. Along with the
relatively larger capital requirements in many types of

wholesalinyg, the requlirement of technical know-how also
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hincers entry. DMoreover, new entrants probably study the
prospects carefully tefore entering, for some types of
wholesallng are costly propositions. Thus, limited entry
coupled with prelnvestigation reflects not only on the aze
of wholesalingz fallures as Just discussed but also on the
average aze ol wholesaling establishments; life expectancy
as illustrated in Table 13 1s the hilihest in thils sector.
The table, however, 1s based on 1347-1954 experience; since
then the tencency ol the limited 1runction wholesalers to

increase in riumber has become more and more notliceable, As

TAILD 13
LIF: . P.CTANCY FCR BUSLIESS POPULATION I DINFURLINT
INDUSTRY DIVILUION, PURC I OF FIRS
SURVIVILNG 70 JPICIFTIZ) ACS
(13L7-1254 experience)

Age in Al Contract Manuface~ Wholesale Retodl Service

Yeirs Inlustrics Construction turing Trade Trade Industries
0.5 7 &2 g2 85 Th 17
1.5 el £2 €o 67 49 53
2.5 L1 51 L5 56 36 Lo
3.5 3h iy 33 L3 29 33
4.5 29 e} 33 W3 25 20
5.5 2¢ 37 29 Lo 22 25
6.5 24 35 25 37 20 23
7.5 23 33 2 35 19 =2
8.5 21 1 23 34 18 21
9.5 20 3¢ 22 32 17 20

19.5 19 29 20 31 18 19

JOUR L Detuy C. Churchill, "Age and Life Bxpectancy of Iusireas
Fiis," Survey of Curr:nt Iusin-ss (Dece ber, 1959), p. i8.




entry 1s often easier for many of these limited function
wholesalers, incompetents may have been entering in progres-
sive numbers which eventually may reverse the 1947-1954
experience,16 and 1life expectancy for the average whole-

saling establishment may become shorter,

Retailing Fallures

Probably the most troubled and yet most dynamic
sector in our economy 1is retall trade. As seen 1in Tables 12
and 13, the shortest life span of faillures (and shortest
life expectancy) occurred in this group. A large body of
literature is avallable to explain why "The average retaller
exists in an atmosphere of disaster."17 "The Wheel of
Retalling" on one hand 18 in action, through which "low-
status, low-margin, low-price operators in time become high-

cost, high-price merchants vulnerable to newer types,"18

16Entry i1s easier for limited function wholesalers
because of the limited capital requirements. The number of
this type of wholesalers has been growing relatively faster
than that of the conventional type. This 18 especially true
for Michigan; possibly that is why Michigan had more fallures
in the smallest lilability-size group than the nation as a
whole.

17Victor Lebow, "The Crisis in Retailing," Journal
of Retailing (Spring, 1957), p. 17.

18M, P. McNair, "Significant Trends and Developments
in the Postwar Period," in A. B. Smith (Ed.), Competitive
Distribution in a Free, High-Level Economy and Tts Impll-
cations for the University (Pittsburgh: niversity of
Pittsburgh Press, 1958), cited in Stanley C. Hollander, "The
Wheel of Retailing," Journal of Marketing (July, 1960), p.
37. Although Professor Hollander 1n dealing with this
vulnerability concept put more emphasis on the declining
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(and probably to new entries as well). The theory of
"Institutional Replacement" on the other hand emphasizes the
fact that new types of retall institutions are 1ncessantly
entering the field and forcing the old ones out.19 Further-
more, the so-called "Cost Squeeze" in retalling stemming
from changes in population, production and merchandising,20
coupled with structural trends such as the increasing share

of larger chains?l or increasing economic concentration,22

relative share of the old operators rather than fallures,
this wheel action, most probably, also forces out some of
the old high-cost, high-price merchants.

19Lawrence Lockley, "Favorable Implications of
Inter-Firm Competition at the Retail Level," Martin L. Bell

(ed.), Marketinz: A Maturing Discipline (Chicago: American
Marketing Assoclation, 1961), pp. 152~ .

20por a detalled discussion of the cost squeeze con-
cept, see a serles of articles in Lynn H. Stockman (ed.),
Advancin: Marketin Efficienc% (Chicago: American Marketing

KRssoclation, 1953J), PP. 5=234,

21 PERCENT OF TOTAL RETAIL SALES ACCOUNTED
FOR BY SINGLE AND MULTIPLE
STORE RETAILERS

amm— e S ——— S ———— —————e——
——— ———————

Percent of Total Retall Sales

|

1948 1954 1953
Single Units Total 70.4 69.9 66.3
Multi-Units Totald 29.6 30.1 33.7

dMulti-Units include two or more units.

SOURCE: Status cf Small Business in Retall Trade,
op. cit, Table shows the declining share of single unit
retall establishments, a situation wnhich would increase
pressure and force the weaker ones out.

22yictor Lebow remarked that supermarkets, for
instance, which represent only 7.2 percent of all stores,
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1s making 1t harder for the little men in retailinz to sur-
vive.23 These small men in the fleld operating without
employeces constituted almost half of all the establishments,
This fact may be accounted for by the comparatively low
investment requirements and relative ease of entry attracting
new competitors, who in most cases are very vulnerable,24
All these factors, plus the fact that in retalling there are
more establishments than any other sector, contribute toward
making the fallure record in this category the largest of
all.

Between 1953 and 1959, Michigan retailing failures

increased in absolute as well as in relative terms, This

account for close to 60 percent of total sales volume,
Lebow, op. cit.

23See Wall Strecet Journal, "Businesses Wanted"

(March 28, 1962J, p. 1. Also see Mabel Newcomer, "The
Little Businessman," op. cit., p. 502. The relatively con-
stant position of sma retallers in the total retaliling
population, it may be said, refutes this statement. But,
although the relatlve numnber of small firms have tecen growing
proportionately to the total, there are two facts that sub-
stantiate our point of view. First, is the increasing
number of multi-unit retall stores, which implies a relative
security on the part of the chain members despite their
small size. And secondly, the short life span of retailers
which 18 indicative of a high replacement rate. As the
small firms cease existence equally weak and vulnerable new-
comers come into belng. For a discussion of the constant
position of small firms see Eugene C. McKean, The Per-
sistence of Small Business (Kalamazoo: Upjohn Instiftute for
ommunity Research, 1950). The second point will be dis-
cussed in greater detail in the final chapter of this study.

2ilockley, op. cit., p. 154.
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increase was not only more than fourfold in size, but the
relative share of retailingz fallures went up from 46.5 per-
cent 1n 1953 to 55.4 percent in 1959, as seen in Table 14,
In the meantime, United States fallures in this category
increased in absolute terms with no change in thelr relative
position as revealed by thelr stable percent share of the

total (Table 14).

TABLE 14

RETAILING FAILURES AS A PERCENT OF TOTAL
IN MICHIGAN AND UNITED STATES

NMichizan United States
No, of Retall Percent No., of Retail Percent
Years Failures of Total Fallures of Total
1953 53 6.5 4,381 49, 4
1954 106 50.7 5,491 49,5
1958 271 49.5 7 514 50.2
1959 275 55.4 6,873 43,9

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Fallure Record Throuzh 1359.

What were the categories in which faillures occurred
more often? As brought forth by Table 15, two particular
categories—=Lumber, bullding materials and hardware, and
Eating and drinking places—have noticeable differences
between the two economies., While relatively more failures
occurred in Michizan during the years studlied in the former
category, natlonal failures by far outstripped their
Michigan counterparts in the latter., Of all retalling

fallures in Michigan, 10.5 percent belonged to the Lumber,
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bullding materials and hardware category as opposed to 6,1

percent in the nation.

TABLE 15

DISTRIBUTION OF MICHIGAN AND UNITED STATES
RETAILING FAILURESa

p—— - - - ____—— - - _— - — __ — - -
Michigan United States

Total Percent Total Percent

No, of Distri- No. of Distri=-

Failures bution? Failures butionP

Food and liquor 130 18.4 4,132 17.0
General merchandise 25 3.5 913 3.8
Apparel and accessories 118 16.7 3,556 14,7
Furniture and home

furnishings 124 17.6 3,474 14.3
Lumber, building

materials and hardware T4 10.5 1,489 6.1
Automotive group 79 11.2 3,252 13.4
Eating and drinking

places 66 9.4 b,s548 18.7
Drug stores 23 3.3 571 2.4
Miscellaneous 66 9.4 2,324 9.6

Total 705 100.0 24,259 100,0

8Includes totals of four selected years (1953, 1954,
1958, and 1959).

Ppetail may not add to total because of rounding.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Faillure Record Through 1959.

This dissimilarity between the composition or
Michigan retalling failures and United States retailing
fallures cannot be wholly attributed to thelr particular
retalling population. As can be observed in Table 16, there

1s a remarkable resemblance between the compositlon of the



two retalling porulations and also they show very similar

chanes between the two census years.

TAELE 16

PERCENT LCISTRIEUTION OF RETAILING ESTABLISHMENTS
IN MICHIGAN AND UNITED STATES, 1954, 19582

4
<

1954 195¢
Michigan U. S. Michigan U. S.
Food and 1liquor 23.3 25.3 20.7 22.9
General merchandise 3.4 4.6 3.5 5.1
Apparel and accessories 7.2 7.3 6.5 6.1
Furniture and hone
furnishings 6.2 5.9 6.4 6.0
Lumber, bullding
materials, and hardwarc 7.5 6.1 7.0 6.3
Automotive group 12,0 16.3 19.4 17.5
Eatiniz and arinking places 20.7 19.5 21.5 20.1
Druz stores 3.7 3.4 3.0 3.3
Miscellaneous 10.1 11.6 10.4 11.9
Total 100.0 100.0 100.0 100.0

8Detall may not add to total because of rounding.

SOURCE: Computed from 1958 Census of Fusiness,
Volume II, Retall Trade Area Statistics, U. S. Department of
Commerce, Eureau ol the Census (Washington: U. S. Govern-
ment Printing Office, 1961), pp. 1-5, 1-6, 22-5, 22-7.

Table 17 polints out that those catesories which
experlienced a greater relative number of failures were not
necessarily the ones that were suffering from the highest
fallure rates, The Food and liquor group, for instance in
1958, in Michizan had the largest number—-13.4 percent—of
all retalling fallures, but had the third lowest fallure

rate, However, the second largest category in the state,
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Furniture and home furnishings also had the hizhest faillure

rate,

TABLE 17

NUMBER OF RETAILING FAILURES EXPRESSED AS A PERCENT
OF THE NUMBER OF ESTAELISHMENTS IN RETAILING
IN MICHIGAN AND THE UNITED STATES, 1954

AND 19562
1954 1923

Mich. U. S. Mich. U, S.
Food and liquor .16 24 .27 .29
General merchandise .13 .25 37 .34
Apparel and accessories .26 .67 1.03 .96
Furniture and home furnishings .52 .93 1,22 1.01

Lumber, bullding materlals, and
hardware .37 .31 46 A7
Automotive group® .07 .23 .22 .37
Eating and drinking places .06 .31 .22 A2
Drug stores A7 .29 4 .29
Miscellaneous .12 27 .36 .35
Total .16 .33 .39 L4

8Number of total retailing establishments are taken
from the Census of Business. The census definitlon of
establishment 1s not periectly comparable to that of "Firm"
or "Enterprise" of the Dun and Bradstreet, for the former
counts every unit as a separate entity whereas the latter
does not count units of retail chains separately; therefore,
there 18 a downward bias in the figures. If Dun and
Bradstreet had used the census definition of establishment,
concelvably the figures in this table would have been
greater,

PIncludes gasoline service stations.

SOURCE: Computed from Dun and Bradstreet, Inc.,
special tabulations and The Failure Record Through 1959; and
1958 Census of Business, op. cit.

In both economies, the Apparel and accessories, and

the Furniture and home furnishings categories experienced
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the hizhest failure rates; the increase, however, in these
rates Jas by far greater in Michi:ian. Although relatively
speaking fallures 1n Eatin; and drinking places in Michigan
were much fewer than thelr national counterparts, the rate
grew faster (2/0 percent as opposed to only 35 percent). In
spite of thils zrowth, the fallure rate in thls catezory
along with the Automotive group was the lowest in Michigan.

Table 15 1llustrates that in Michigan the Lumver
catezory relatively had substantially more fallures; Table
16 polints out that one rcason was simply relatively more
establishments in the state. Another cause for Michigan's
relatively more fallures may have been the poor performance
of state retall sales in this category. Thirdly, Michigan
bulldinz activity has been considerably behind the national
since 1954,¢5

2DENGINEERING CONSTRUCTION CONTRACTS AWARDED?

—

Years Michizan United States
1953 $ 672,626 $15,170,893
1954 666,179 14,412,033
1956 1,132,257 21,711,981
1957 827,240 17,985,845
1958 598,017 19,164,634
1959 526,028 20,422,508

8Fizures include both public and private building,
but exclude residentlial constructlon and some small awards.

SOURCE: Engzineeringz News Record, as reported in The
Statistical Abstract of the U. S., op. cit.

In Michigan not only did the value of the awarded construc-
tion contracts decline as 1ncdicated in the above table, but
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Even thoush still lower than the natioral, the

failure rate in retailinz in Michi~an (Takle 17) increased

more than twofold between 1954 and 1958,

This increase,

compared with 33 percent at the national 1level,

1s indicative

of the poorer overall performance of the total retailing

sector 1n the state.26 This poorer performance can be

also retail sales of Bullding Materlals,

RETAIL SALES OF BUILDING MATERIALS,

lumber and harcdware
have been rather stagnant (if not declining) since 13496.

LUMBER AND HARDWARE IN MICHIGAN

b - - - . _ - . ___— _— - - ____— ./}

Years Value in Millions of Dollars
1954 839
1955 926
1956 946
1357 226
1358 755
1959 11

SOURCE: Mi:Ml.;an Department of Revenue, differcnt

issues of the Monthly Bulletin,

26y comparison of Michizan and United States total
sales of retall stores will illustrate tnis point.

TOTAL RETAIL SALES AND THEIR AVERAGE GROWTH

neeem———

’l

—————

——

Sales of
Retail Btores
(Millions of Dollars)
1948 1954 1958

———

Average Annual
Rate of Growth
(Percent)
17451958 19541958

Michizan 5,854 8,168 8,893
United States 128,849 169,968 199,646

i
4

2
5

2,2
L.1

SOURCE: "Retall Trade and Use of Services," Survey

ol Current Business, May, 1961, p. 25.

It is obvious from the above table that the retalling sector
in the state had been doing quite poorly in comparison with
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1llustrated by the smaller share of the effectlive buying
income spent on purchases at the retail level 1n Michigan.
The Michizan consumer on the average spent @ smaller share

of his income on retall purchases than the averaze American

consumer, 27

Liability Size

In Table 13 it 1s observed that casualties in
Michigan retailing were significantly larger than their
national counterparts during the years studied. Nine point
nine percent of fallures in the state belonged to the
smallest llability size group as opposed to 17.3 percent
nationwide, Also, while 36.8 percent of Michigan failures
belonged to the $25,000 and over liability size group,
nationally the figure was only 28,4. This difference

stemmed from two major factors. First, the state Furniture

A

the national performance. This especlally has been the case
since 1954,

27Propensity to spend at the retaill level in
Michigan and the Nation were as follows:

RETAIL SALES AS A PERCENT OF
EFFECTIVE BUYING INCOME

Years

dMichigan United States
1955 T0.4 69.9
1956 67.8 67.8
1957 65.7 67.1
1958 63.2 65.3
1959 61.5 64.9

SOURCE: Computed from Sales Management, Survey of
Buring Power data.




and hore furnishinzs sector, 1n which fallures on the averaze
were much largzer than in other cate:;or':les,28 had a larger
share of the total. Secondly, the Eating and drinking places
group, with the smallest averaze fallure size of all cate-
gories,29 had a smaller portion of total failures in the
state. Relatively speakinz, then, fewer fallures in Eating
and drinking places and numerous fallures in the Furnlture
and home furnishinz lines of retailing in Michlgan caused

the state's failures to have an average larger fallure size,

TAELE 18

LIABILITY-SIZE PISTRIBUTION OF MICHIGAN AND
UNITED STATES RETAILING FAILURESa

-4

e —

Michigan United States
Liability-size Group Number PercentP Number PercentP

Under $5,000 70 9.9 4,192 17.3
5,000 - $25,000 376 3.3 13,170 54,3
25,000 - $100,000 202 28.7 5,777 23.8
100,000 and over 57 g.1 1,130 4,6

Total 705 100.0 24,259 100.0

8Incluces totals of four selected years (1953, 1954,
1956, and 1959).

PDetatl may not add to total because of rounding.

SOURCE: Dun and Eradstreet, Inc., special tabula-
tions; United States fl:ures as reported in the Statistical
Abstract of the U. S.

—

288 1most 52 percent of Michizan fallures 1in this
catezory belonged to the 325,000 and over llabllity size
gXroufg.

29Sixty-sevcn percent of the fallures occurring 1n
this group were of less than $25,000 liabllity size.
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Lile Spon

Mizhi j;an retallins fallures generally lived lonzer

than thelr nationel counterrarts, as 1ic Lrouzht out by Table
19. This fact was consistent wlth their larzer avera;:e
size, (Tatle 1), It is especially intcrestiny to note that
In those cate jories where the averaze fallure slze was
larzer, the 1ltfe span was also longer., This is basically
true for the Apparel and accessoriles, and Furniture and home
furnisning catexories, where more than half of the failures
beloned to the $25,000 and over liability size catesgory and

lived six years or more.

TAELE 19

A COMPARISON OF THE AGES OF MICHIGAN AID
UNITED STATES RETAILING FAILURES?2

b
=

Percent o7 the Total Fallures

Agze iIn Years Michigan United States

One year or 1lcss 3.4 4.3

Two or three years 25.1 3.5

Four or five years 17.3 19.4

Six to ten ycars 24.1 20.5

Over ten years 20.1 17.3
Total 100.0 100.0

aRichi:an fizures represent the total plcture of the
four years stucled wiereas Unlted States figures are only
for 1993. It would have beecn possible to use only 1959
fizures for Michizan also, but as the total fallure numter
in the state 13 not large, one ycar's data may present a
blased picturc.

Pheta1l nay not add to total because of roundlng.

SOURC#: Dun and Eradctreet, Inz., speclal tabu-
laticns, and The Failure Record Throu=a 1)075,
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Fallures in the Construction Industry

Of all five industrial and commerclal sectors
stucdled, the least 1s known abtout construction, a ficld in
which no census is taken. Relatlively speakins, more
failures in this sector took place 1n Michizan than the
nation as a whole (Table 1). Fifteen percent of all
fallures in the state belonzed to thls sector as opposed to
13.5 percent in the nation. Tnls may be accounted for
partly by Iiichlizan's having relatively more establishments
in this 1ndustry.3o Between 1G53 and 1953 the national
fallure rate in this sector almost doubled ard Michlzan had
more tnan a three fold incrcase (Table 20). his relatively

faster Increase in Michlsan's fallure rate can be explalned

TABLE 20

RAT® OF CONSTRUCTION FAILURES IN
MICHIGAN AND UNITED STATES

Michi.an United States

————d e,

1553 1959 1953 1959
Number of establishments 10,839 11,689 262,198 300,423

Number of fallures 17 73 1,024 2,064
Fallures as a percent of
establishments .16 .62 .39 .69

SOURCE:  County Business Patterns 1953 and 1959, op.
cit., and Dun and Eradstreet, Inc., Tne Failure Record
Through 1)59, and speclal tabulations.

30According to £E.0.A.S5.1I, data aprearing in County
Business Patte:ns, 10.1 percent of all reporting firms 1n
Michizan were engaged in the construction business in 1956;
whereas, 9.4 percent was the fizure for the nation as a
whole.
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by the fact that the construction activity in the state has
been relatively slow for at least the past four years.3l

Indications are that Michigzan failures in this
sector were larger than those of the nation. Not only did
6.3 percent of state casualties belong to the $5,000 or less
liabllity size group, as opposed to the nation's 11.1 per-
cent, but also 18,1 percent of fallures here belonzed to the
two largest sizes, compared to only 11.3 percent in the

nation (Table 21).

TABLE 21

LIABILITY-SIZE DISTRIBUTION OF MICHIGAN AND
UNITED STAT<S CONSTRUCTION FAILURESa

s — ]

Liability Size Group MichiganP United Statesb
5,000 or less 6. 11.1
5,000 - $25,000 41.5 42.9
25,000 - $100,000 34,1 34.6
100,000 - $1,000,000 16.6 11.0
1,000,000 and over 1.5 .3

8Includes totals of four selected years (1953, 1954,
1958, and 1959).

Ppetail may not add to total because of rounding.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Fallure Record Through 1959.

Many state casualtles in this category lived longer
than theilr national counterparts, as indicated in Table 12,

which was consistent with thelr larger size. Throuchout the

31lsee footnote 25 above.



analyses 1t has been true that 1n those categories where
relatively many large fallures are present, averaze life

span also has been longer.

Commercial Services

Of the two types of business firms, 1.e., those
selling goods and those sellling services, the latter has
been experiencing a steady growth during the past decade,
both in Michigan and the United States. It is usually
stated that a3 an economy becomes wealthler service indus-
tries gain more importance.32 It 1s not why the service
industries are growing but the fact that they are growing
which is important for our purposes. In the American
economy as a whole, consumers decvoted 34,9 percent of their
expenditures to services in 1948, 36.3 percent in 1954, 3E.0
percent in 1958, and 39.3 percent in the first quarter of
1960.33

32This statement is consistent with the "Clark-
Fisher hypothesis." Although this hypothesis is widely
recognized and cited, there are many who disagree. For a
brief description of the hypothesis and some of the discus-
sions see Stanley C. Hollander (ed.) Explorations in
Retailin~ (East Lansing: bBureau of Business and Economic
Research, Michisan State University, 1959), pp. 52=-62.

33Roger L. Bowlby and A, Coskun Samli, "Selected
Services in Michigan," The Michiran Economic Record, July-
August, 1960, p. 3.

Although it 1s conceded that a rising proportion of
money 18 spent on services as income rises, 1t 1s also
argued that two other factors might cause a similar
reaction: (1) Certain demographic changes, and (2) the
slowed growth of consumer income., The demographic fact that



There 1s a huze variety of service producinz indus-
tries. Of this wide selectlon the Pureau of the Census uses
a more or 1less arbitrary division of the standard industrial

classification under the title of Selected Services, which

includes only a part of the service industries. D. & B.
uses this sclected services classification excluding the
Amusement sector and includinz Passenzer and frelzht trans-
portation, and Miscellaneous public services. This classi-
fication 1is called comrierclial services by D, & L,

In this section, in the analysis of the fallure rate
of different groups, we were concerned with the part of
selected secrvices that D, & F, uses. Also, the concept of
commerclial services was used in the analyses of 1life span
and size distribution,

Table 22 shows the substantial resemblance betwcen
the meneral structure of selected services in Michizan and
the nation as a whole. Not only are the breakdowns of total

selected service establishments quite alike, but also the

population 1s gettinz both younzer and older has a very
strony impact on tne demand for services. These people,
because of the nature of thelr aze, neec certaln services
more than averaze individuals., Similarly as the growth of
the family income slows, a relatively larzer proportion is
spent on services. Consurers postpone purchases which they
miht have made i1f income had grown faster. Hence, they
misht not buy a new car, but will rather pay the rent and
the doctor's till. See, for instance, U. S. Congress, Joint
Economlc Cormittec, Staff Report on Emplo,ment, Growth and
Price Levels, 36tn Congz.,, 1st Scss., (Washington: U. S,
Government Frintiny O{fice, 1959), pr. 79-83.
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changes that took place from one census to another were
somewhat parallel, e.g., a significant increase in Business
and repalr services enterprises, and modest gains in the
relative share of the Hotel and motels category.

Portrayed in Table 23 is the rate of failure for
selected services and 1ts chanze between the two census
years in both Michigan and the nation. The striking fact 1n
the table 18 the extremely low failure rate. The number of
fallures per thousand establishments in this category was
about five times lower than in retalling, which had the
second lowest rate. In Michigan this failure rate was only
.05 percent in 1958. Although tnis figure had increased
since 1954, the number of fallures in this sector was so
small that one or two incidental fallures could make a
Ssignificant difference 1n the percent rate.

The unusually low rate of fallure either in the
nation or in the state may be explained by a number of
factors. PFirst and probably most important is the tre-
mendous demand for services, which provides substantial
Security to even the most vulnerable participant in the
market., Whether it 1s a sign of increasing prosperity or
not, the demand for services in the United States during the
past decade grew about 4.1 percent a year in constant
dollars, as‘bpposed to 2.7 percent per year growth of com-

modities.3% The prospects in Michigan are even greater, for

34J01nt Economic Committee, Staff Reports on
Employment, Growth and Price Levels, op. ¢it., p. 79.




TABLE 23

NUMBER OF FAILURES IN SELECTED SERVICES

EXPRESSED AS A PERCENT OF THE NUMBER OF

ESTABLISHMENTS IN SELECTED SERVICES IN
MICHIGAN AND THE UNITED STATES®

Michizan United States
19 958 5
Funeral services, crematories 14 —_— .03 .03
Laundries, laundry services,
dyeing .05 .13 .18 .18
Pressing alterations,
garment — .07 .09 .10
Other personal servicesb —_ .02 .03 .03
Business and repair services .02 07 .10 .11
Hotels, motels, tourist
courts, and camps — .05 .06 .09
Total .02 .05 .08 .08

8Pailures as a percent of total establishments.,
Number of total service establishments are taken from the
Census of Business, The census definition of establishment
1s not strictly comparable to that of "Firm" or "Enterprise"
of Dun and Bradstreet for the former counts every unit as a
separate entity whereas the latter does not count units of
retall chains separately. Therefore, there is a downward
blas in the figures. If Dun and Bradstreet had used census
definition of establishment conceivably the figures in this
table would have been greater.

bIncludes mainly Beauty shops, Barber shops, Photo
studios, Shoe repair, shoeshine, and Miscellaneous personal
services categoriles,

SOURCE: Computed from Dun and Bradstreet, Inc,,
specilal tabulations, and The Fallure Record Through 1959;
and 1958 Census of Business, Volume VI, op. cit.
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service industrles here have been receivinz a smaller share
of the consumer's income.35

Another reason for a low fallure rate in this sector
1s the prevalling ease of entry énd exit. Entry into the
service industry ordinarily requires a minimum of capiltal
and technical know-how. Brown and Cassady, in describing
the barber trade, for instance, sald ". . . in the absence
of artificlal restriction, entry into the trade 1s fairly
easy (the practice of barbering requiring only a limited
amount of skilll and training and the lnvestment necessary to
open a barber shop belng smalll"36 If the business is not a
success the owner-manager probably will not lose more than

his time and original, concelivably small investment. Under

35 TOTAL RECEIPTS OF SELECTED SERVICE
INDUSTRIES AS A PERCENT OF
TOTAL PERSONAL INCOME

Years Michigan United States
1948 5.6 6.4
1954 7.2 0.2
1958 t.l 9.1

SOURCE: Computed from Census of Business, Volume
VI, op. cit.

As can bc seen from the above table, although
selected services have been growing faster, their total
share of personal income in Michigan is behind the national
level. This, coupled with the fact that income 1in Michlgan
1s relatively higher than the nation, establishes that
Sservices in the state have greater potentials.

30w1111am F, Brown and Ralph Cassady, Jr., "Guild
Pricing in the Service Industries," Quarterly Journal of
Economics, PFebruary, 1947, p. 326. Also cited in Phillips,

220 _cj-_t.o’ p. 33’
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these clrcumstances hls business will not be the type of
fallure that causes a loss to creditors, aﬁd hence will be
excluded from D, & B, statistics. The fact that these types
of falilures incur no loss to creditors is true for two
reasons. First, seldom do these little men have the oppore
tunity to borrow for the initial investment; and secondly,
they rarely can obtain credit without collaterel and a well
established business, Thus, even though there may be a high
turnover rate in this field (in fact this is the actual case
as indicated in Table 18), failures in the strict D. & B,
sense are rare,

Yet a further reason lies in the nature of D. & B.
statistics. Many one-man service businesses are not included
in these data. Since a significant portion of all service
establishments have no paild employees,37 it is likely that
if these 1little men go bankrupt they will be listed under

personal bankruptcies and will never enter failure data,

37 PERCENT SHARE OF SELECTED SERVICE
ESTABLISHMENTS WITH NO PAID
EMPLOYEES IN MICHIGAN
AND THE UNITED STATES

e
Michigan United States

1954 1958 1954 1958

Number of Establishments 29,699 38,521 785,589 975,250
Number of Establishments

with no Employees 14,572 20,863 410,440 532,666
Percent Share of No-employee

Establishments in Total Lg,1 54,2 52,2 54,6

SOURCE: Basic data from Census of Business, Volume
V;I’ op. cit.
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Unfortunately, there 18 no readlly available information
about this part of the failure picture.

The selected services failure rate in the United
States remained the same between 1954 and 1958 while it grew
in Michigan; as in other sectors already considered, except
wholesaling, Michigan's rate here also was lower despite its
faster growth (Table 23). The Laundries and laundry services
category had the highest rate in both economies. On the
other hand, other personal service categories, which
include Beauty Shops, Barber Shops and other related serv-
ices, enjoyed the lowest rate both in Michigzan and the
nation.

The two categories which are included in the com-
mercial services by D. & B., but excluded from selected
services by the Bureau of the Census, both in Michigan and
the United States, proved to be the groups suffering the
largest relative mortality. The four years average shows
that failures in the Passenger car and freight transpor-
tation category were 33.4 percent of the Michigan total and
23.8 percent of the national total. The Miscellaneous
public services group had rélatively few failures in both
economies. The size of fallures in these two categories
were relatively larger than the other service groups, and
they had survived longer.

Liability Size Distribution and Life Span
An analysis of the li1ability size distribution of

the commercial services sector revealed that Michigan



fallures on the whole were of larger size than on the
national level (Tzble 24). As a whole, service establish-
rents in Michigzan had the smallest average eriployee size of
all the major cormponents of the econonmy. Similarly, this
sector 1n the state had more fallures belonegin:; to the

srallest 1lilabllity size category.

TAELE 24

LIABILITY SIZE DISTRIBUTION OrF COiMERCIAL SERVICZS
FAILURES IN MICHIGAN AND THE UNITED STATES2

Mi-h! ran United States
Liability Size Group Number PercentP Nurter Fercent?

Under $5,000 14 16.7 759 10.1
$5,000 - $25,000 39 46.4 1,956 43.1
$-5,000 - $LUV,0U0 2o 353.3 91 24.6
$100,000 anc over 3 2,6 290 .3

Total L4 100.0 3,304 10G.0

8Includcs totals of four selected years (1953, 1554,
1356, and 1252), and they include failures in Passenzer and
frei:ht transportation and Miscellaneous public scrvice
catezorics.

)

PDetail rnay not acd to total becausc of rounding,

SOURCE: Easic data from Dun and Dradstreet, inc.,
cspecial tatulations, and The Failure Record Throuzh 1247,

Desplte their slizhtly larser size, Michlizan
failures had shorter life spans than thelr national ccuntcre-

™
e
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parts (Table 12). The fact that this incustry hac cv
sreater prospects in Michlzan than in the nation sujzjests a
posslible weakness or incapacity amonz the Michigan operators.

Despite the prevailins potentlal cdemand, these firms were so



inefficient that they could not survive,

Cyclical Patterns of Business Fallures
It has been noted by many observers that Michigan
has a greater cyclical sensitivity than the nation as a
wr.ole. An analysis of personal income in the three postwar

recessions shows this sensitivity as presented in Table 25.

TAELE 25

THREE POSTWAR RECESSIONS: MICHIGAN
AND THE UNITED STATES

Percent Chanze in Personal Income

Michigzan United States
I 1948 - 1949 - 0.6 -0.9
I1 1949 - 1950 +13.5 +9.7
III 1948 - 1950 +12.3 +8.7
I 1953 - 1954 - 2.7 +0.8
II 1954 - 1955 +11.7 +7.4
III 1953 - 1955 + 8.7 +8.3
I 1957 - 1958 - 2.0 +2.5
IT 1953 - 1959 + 5.5 +6.5
I1II 1957 - 1959 + 3.4 +9,2

SOURCE: David I. Verway, "Personal Income," The
Michigan Economic Record, September, 1960, p. 2.

The Table also indicates that since 1349 Michigan's reces=-
sions have become progressively deeper with corresponding
weaker recoveries,3® Although it 1s known that the 1958

recession was more severe and the 1959 recovery 1in the state

38David I. Verwa " "
. y Personal Income Michigan
Economic Record, Septembe;, 1360, p. 1. ’
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was not as effective as could be hoped, it still is not
known whether this 1s due to temporary causes or 1s sympto-
matic of a long run grim tendency for Michigan.39

The erratic nature of Michigan's economy can be
accounted for mainly by its basically one industry ec:onomy,l’lo
and also by the cycle sensitivity of certaln manufacturing
categories,

Strong impacts of business cycles can be detected on
Michigan's economy not solely as a result of the high con-
centration 1n durable good industries, but specifically on
account of the very important role of the auto industry.
Auto sales as well as production are very erratic and evi-
dently coincide with cycles. Many sectors of Michigan's
manufacturing supply mainly the needs of this 1industry.
Large auto producers buy from thousands of small vendors,
Hence, the impact of the health of the auto industry on the
viability of these little vendors 1s very obvious; they can
go out of business rather easily when automobile sales or
production slackens,

Cyclical Patterns in Manufacturing Fallures

The manufacturing sector, it has been contended, is
qulite sensitive to cyclical oscillations in the economy. A

measure of this sensitivity was obtained by deriving a

39Dav1d I, Verway, op. cit., p. 2.
uoSee Chapter Three.



relationship "between the chances in number of firms in
operation in each 1industrial sezment, and corresponding
changes in the grand total number of firms of all industries
during the years 1929-41."™1 Table 26 portrays thls sensi-
tivity. If the sensitivity of the business population to
the level of business activity is high 1t may mean that
either the industry's demand 18 very volatile or the ease of
moving in and out of the industry 1s exceptlonally great.

The greater sensitivity of the business population
in manufacturing as compared with retaill trade may, in
fact, be explained primarily in terms of two factors:
(1) On the whole, demand fluctuates more widely in manu=-
facturinz industries., The sales of the average firm in
manufacturing are much less diversified than the sales
of the averarse flrm in retail trade. Moreover, for the
production of many industrial commodities such as
machinery, other business equipment, or the materials
used for construction, demand in a depression year may
under-o an extreme contraction. (2) The very presence
in the manufacturing industries of a number of flrms of
widely diverse size operating in the same market
increases the average volatility of the business popu-
lation in these sezments, for in good years many
thousands of small manufacturers are required to
Supplement the capacity output of the large oncs, while
in poor years, when demand can no longer support the
Operations of all, the small producer frequently 1is

Unable to weather the storm.

Hence, 1in retall trade, where neither of these two
factors impinges so heavily, there is a considerably
hi gher degree of stability in the business population-—a
I'e]atlive stablility which is not belied by the fact that
@l1lmost all closures in retail segments are publicly
gistinnexished with the well known 'Going out of Busi-
ess,'

————

4lMeivilie J. Ulmer, "Industrial Patterns of the

By m
p‘81Jiess Population," Survey of Current Business, May, 1943,

42Melville J. Ulmer, op. cit., pp. 11-12,
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TABLE 26
INDEXES OF SENSITIVITY®

—
Percent Chan%e in Group Associ-
Industry ated with 10 Percent Change
in Total Business Population

Major industry groups:

Manufacturing 31
Contract construction 19
Wholesale trade 10
Retail trade 8
Finance, insurance, and

real estate 8
Service Industries 4

Manufacturing industries:

Lumber and lumber products 57
Stone, clay, and glass

products 45
Metals and metal products 28
Printing and publishing 26
Food and kindred products 25
Textile and textile

products 24
Leather and leather

products 24
Chemicals and allied

products 21
Paper and allied products 13

@Based on the linear least squares regression of the
logarithms of the number of firms in operation in each group
and the total business populatlion and time for the years
1929-41, In the case of wholesale trade, service industries,
food and kindred products, textiles and textile products,
and chemicals and allied products, the year 1941 was omitted
from the relationship.

SOURCE: Melville J. Ulmer, "Industrial Patterns of
the Business Population," Survey of Current Business, May,
19438, p. 11.

Unfortunately, there are no avallable data on the
sensitivity index of durable goods industries as such, but

it has been repeatedly stated that they are more sensitive
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to cycles,“3 than nondurables mainly because of the higher
volatility of their demand. Consequently, the cycllical
fluctuations of Michigan manufacturing falilures reflecting
this sensitivity should be more noticeable than those of the
national failures,

If we considered the increase 1n the total business
failure figures between 1953 and 1959 as the normal increase,
the 1954 and 1958 fizures appear to be quite above this
trend line. Both in Michigan and the nation as a whole
casualties climbed substantially between 1953 and 1954, as
shown in the Appendix to Chapter Two and also in Figure 1 in
the first chapter. Also, the fizures declined noticeably
between 1958 and 1959. Therefore in both recession years,
1954 and 1958, increase in the failure rates was more than
proportionate. In view of this fact, 1t was important to
analyze the percent distribution of total failures. If in
recession years the relative share of certalin sectors were
higher than those of prosperous years, then it can be
claimed that these 1ndustries are relatively more cycle -
sensitive. Table 27 portrays the breakdown of fallure
statistics both in Michigan and the United States. The most
obvious pattern appears among Michigan's Manufacturing
fallures. In both recession years the relative share of

this sector increased even faster than the total number of

————

43See for instance: John P. Henderson and A. Coskun
gamli, "Nondurable Goods Industries,”" The Michigan Economic
lécord, June, 1953, p. 3.
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failures. Manufacturing failures in the nation as a whole
do not conform to the cycles in the same manner, An
analysis of fallures 1n particular manufacturing categories,
however, showed the same conformity. These selected cate=-
gories are also those which are most important in Michigan,
i.e., Iron, steel and products, Machinery, and Transpor-
tation equipment. The relative share of total failures in
these industrics was larger in the recession years as

indicated in Table 28.

TABLE 28

FAILURES IN SELECTED INDUSTRIAL CATEGORIES
AS A PERCENT OF TOTAL FAILURES IN
MICHIGAN AND THE UNITED STATES®

= 4

Michigan United States
Years Percent Percent
'1‘323 12’2 23
1958 10.8 3.7
1959 6.0 2.6

8Includes Iron, steel and products, Machinery, and
Transportation equipment sectors.

SOURCE: Computed from Dun and Bradstreet, Inc.,
Special tabulations, and The Failure Record Through 1353.

Of the four categorles in which most fallures
occurred in Mi:chizan, i1.e., Lumber and lumber products;
Iron, steel and products; Transportation equipment; Miscel=-
laneous, the second group showed the most sensitivity in
terms of the above analysis. The failure rate in this cate-

Z20ry was hicsher in both recesslon years than the prosperous,



as can be observed in Table 4, In the other three cate=-
gories fallure rates for 1958 were very high; however, 1359
rates were not lower than those of 1954, While high 1958
rates might indicate the negative impacts of the recession,
having higher rates in 1959 than 1954 might indicate the
lack of satisfactory recovery in the state economy.

In the United States as a whole the category in
which the largest share of manufacturing failures occurred,
i.e., Textile mill products and apparel, only a slight cycle
sensitivity was observed (Table 4). In both recession years
fallure rates were relatively higher than the two prosperous
years. The second largzest group is Lumber and lumber
products which experienced the highest failure rate, indi-
cating an upward trend and lack of cycle sensitivity. The
machinery category also seemed to be relatively cycle
sensitive and lastly the Miscellaneous category had tne same
trend as the Lumber group.

Cyclical Patterns in Other Sectors

As was noted in Table 26, wholesale trade is not
very sensitive to cycles, Table 27 demonstrated that there
was no relative increase in the relative share of wholesaling
failures in recession years which also indicates the relative

lack of sensitivity in this sector, t4 However, wholesaling

uaIt should be remembered that we have examined only
two cycles, and we made no lead or lag analysis., With such
a short time analyzed and only to a limited extent, 1t is
not possible to pass any conclusive judgement. If it were



fallure rates both in Michizan and the United States
decreased in 1959 in many catezories 1indlicatinz the whole-
saling sector 1s not completely insensitive.

It 1s conceivable that because of Michigan's
cyclical sensitivity as a whole, the wholesalling sector also
1s more sensitive than its national counterpart. This 1is
due to the exlstence of those wholesalers whose viabllity is
dependent upon customers located in Michizan; they can be
harmed readily when business slackens, In other sectors as
can be observed firom Table 27, there is little to discuss in

terms of cyclical patterns.

Concluslons

This chapter has presented a discussion of simi-
larities and dissimilarities of failure pictures in Michigan
and the United States. Analyses were based on D. & B.
fallure statistics. Three major points of emphasis were
covered: (1) the number and kind of faillures in difflerent
major industrial and commercial sectors; () liability size
distribution of failures in the same catezories; (3) the age
of failed businesses. Within thc scope of these three
problem areas an attempt was made to compare Michigan
patterns with those of the nation. Also incorporated into

the analyses were the cyclical aspects of fallures which

possible to analyze in detall different lines in wholesaling
for a number of years, it could probably have been possible
to observe some cyclical sensitivity especially in durable
goods wholesaling.
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proved especlally important in manufacturing.
From the analyses attention may be called
following points:
1. The composition of fallure statistics
stantial resemblance to the structure

commercial and industrial population.

to the

had a sub-
of the

The manu-

facturing sector, in particular, displayed this

tendency. In Michigan, for instance,

an

important portlon of the manufacturing popu-

lation was concentrated in durable goods pro-

duction, and, as expected, an important portion

of state manufacturing fallures was found among

these. In other major economic sectors also, an

overall resemblance was noticed between the

business population and the composition of

business deaths.

2. Although fallures increased 1n both economies 1in

all sectors, the rate of increase was

faster in

Michigan. Manufacturing in both economies

experienced the highest rate of failure, and

services the lowest. Despite the faster growth

of the fallure rates in Michigan, they were

nonetheless lower than their national

counter=-

parts in all but one category. It was brought

out that there are certain tendencies

in the

Michigan economy that have adverse effects on
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the sectors where especially high rates of
fallure prevaliled. In the manufacturing sector,
for instance, there was: a decline in the
Lumber and lumber products industry, and
increasing integration in the Automobile 1indus-
try, a continuing dispersion of the Automobile
industry, and a decline in the demand for durable
goods, In the retailing sector, the high

fallure rate in the Apparel and accessories, and
Furniture and home furnishings categories coupled
with their relatively sizeable number of fallures
led to a continuous growth of fallures in
Michigan., Total retail sales in the state has
been growing at a slower pace than their national
counterparts. The increase in the failure rate
in Construction over that of the United States
can be traced back to the overall performances
of the industry in both economles. Michigan's
construction business has been contracting for
the past three years or so.

There was no spectacular difference between the
composition of Michigan fallures in 1953 (the
best post-war period year) and 1958 (the worst
year since 1947). The composition of 1953
fallures in the state showed cbnsiderable

difference from that of 1959, The Retall trade



had experienced a considerable Increase in {its
share of the total failures. The composition or
failures in the national scene had hardly
changed between these years. The Michigan
pattern, therefore, proved to be more erratic
than that of the nation (Table 27).

The analyses of 1lilabllity size distribution
revealed that manufacturing fallures had a
relatively larger size in both economies. At
the other extreme 1s the services sector which
in Michizan proved to have failures with the
smallest 1liability size. In the nation on the
other hand, failures with the smallest size
occurred in retalling. As a whole, the average
liabi1lity size of business casualties in
Michigan exceeded 1ts national counterpart
(Table 29). '
In all sectors where liability slze, on the
averagze, was greater, Michigan failures lived
longer before the closure of the business. 1In
wholesaling and services relatively speaking,
there were more fallures that were older than
ten years 1n the nation than 1in Michigan. In
other sectors, Michigan fallures seemed to have
lived longer.

Consistent with thelr larger overall liability

size, businesses that failed in Michizan also
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TABLE 29

LIABILITY SIZE DISTRIBUTION OF TOTAL MICHIGAN
AND UNITED STATES BUSINESS FAILURES2

e R
Michigan United States
Liability Size Group Number Percentb Number Percentb

Under $5,000 125 9.2 6,892 14.1
5,000 - $25,000 616 4s, 23,636 48,3
25,000 - $100,000 Lyo 32.2 13,979 28.5
100,000 and over 185 13.5 4,458 9.1

Total 1,366 100.0 48,965 100.0

@Includes totals of four selected years (1953, 1954,
1958, and 1959).

Ppetail may not add to total because of rounding.

SOURCE: Basic data from Dun and Bradstreet, Inc.,
special tabulations, and The Fallure Record Through 19%59.

lived longer than their national counterparts as
indicated in Table 30. As opposed to 57.1 per-
cent of all fallures that lived no longer than
five years in the national scene, only 51.9 per-
cent of the total did so in Michigan., Further-
more, more than 24 percent of the total survived
six to ten years in the state, and 22.4 percent
over ten years; in the national scene these
figures were 22.3 and 20.6 percent respectively
(Table 30).

5. As observed in Tables 6, 11, and 30, there were

very few deaths before completion of the first
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TABLE 30

A COMPARISON OF THE AGES OF MICHIGAN
AND UNITED STATES BUSINESS FAILURES2

- - — - - ——— e
Percent of the Total Failures

Age in Years Michigan® United Statesb

One year or less 2.9 8.6
Two years 14,8 13.8
Three years 15.6 15.3
Total three years or less 33.3 37.0
Four years 10.5 11.5
Five years 8.1 6.6
Total five years or less 51.9 57.1
Six years 6.9 6.9
Seven years 6.8 3.2
Eight years 5.1 .2
Nine years 3.6 3.0
Ten years 3.3 3.0
Total six - ten years 25.7 22.3
Over ten years 22.4 20.6

Total 100.0 100.0

@Michigan figures represent the total picture of the
four years studied whereas United States figures are only
for 1959, It would have been possible to use only 1959
figures for Michigzan also, but as the total failure number
in the state i1s not large, one year's data may present a
distorted picture.

bpetail may not add to total because of rounding.

SOURCE: Dun and Bradstreet, Inc.,, special tabu-
lations, and The Failure Record Through 1959,

year of existence;u5 however, almost 40 percent

u5As was discussed in the services sector above,
this fact stemmed mainly from the definition of failure used
by D. & B. Although a large number of new entrants ceased
existence before the completion of their first year, 1t was
less likely that these incurred losses to their creditors;
therefore, they are not considered business fallures by D. &
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of fallures occurred among those three years of
age or younger,

Manufacturing, especlally the durable goods
industries, showed a high sensitivity to busi-
ness cycles. In Michizan during the recession
years the number of manufacturing fallures
Increased relatively as well as absolutely. The
same thing haprened in the natlional scene among
manufacturers of durable goods. The other
sectors dld not reveal any noticeable cyclical

pattern.
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Appendix to Chapter II
NUMEER OF BUSINESS FAILURES IN MICHIGAN

——
——

Years
Division of Industry and Trade 1953 1954 1958 1959
Manufacturing
Food and Kindred Products - 9 2 6
Textile Mill Products and Apparel 1 - - 1
Lumber and Lumber Products 3 5 15 8
Paper, Printing, and Publishing - 2 6 5
Chemicals and Allied Products - 2 - 3
Leather and Leather Products - 1 1 -
Stone, Clay, and Glass Products 2 1 1 3
Iron, Steel and Products 1 8 19 5
Machinery 8 13 37 20
Transportation Equipment 1l - 3 5
Miscellaneous 3 5 13 9
Total Manufacturing 19 46 97 65
Wholesale Trade
Food and Parm Products 5 4 14 6
Apparel 1 - 2 2
Dry QGoods - - 1 1
Lumber, Buillding Materials, and
Hardware 4 2 10 5
Chemicals and Drugs - 1 4 4
Motor Vehicles and Auto Equipment - 1 4 6
Miscellaneous 6 11 29 21
Total Wholesale Trade 16 19 64 45
Retall Trade
Food and Liquor 15 24 39 52
General Merchandise 2 3 9 11
Appliance Accessories 6 12 46 54
Furniture and Home Furnishings 5 21 54 44
Lumber, Building Materials, and
Hardware 4 18 25 27
Automotive Group 10 8 29 32
Eating and Drinking Places 3 8 32 23
Drug Stores 3 4 11 5
Miscellaneous 5 8 26 27
Total Retail Trade 53 106 271 275

Construction
General Building Contractors
Building Sub-Contractors
Other Contractors
Total Construction

Ly
- - 6

(]
~ 1O ®
(]

(0 0]

N
w



10+

Appendix to Chapter II—=Continued

Years
Division of Industry and Trade 1953 1954 1958 1959
Commercial Service
Passenger and Freight Transpor-
tation 3 7 5 5
Miscellaneous Public Services 1l - 2 3
Hotels - - 1 -
Cleaning, Dyeing, and Repairing 1 1 5 9
Laundries - - 1 3
Undertakers 1 1 - -
Other Personal Services - - 2 4
Business and Repair Services 3 3 10 13
Total Commercial Service 9 12 26 37
Total Michigan 114 209 547 495

SOURCE: Dun and Bradstreet, Inc., and special tabu-
lations,



CHAPTER III

DIFFERENCES IN INDUSTRIAL PATTERNS AND
THEIR IMPACT ON INCOME GENERATION

In the preceding chapter it was concluded that there
are certain differences between the nature and composition
of Michigan and U, S, failure patterns. It was established
that in 1958 manufacturing failures and in 1959 retailing
fallures were exceedingly high in Michigan. In both years
the total failure rate was almost as high as its national
counterpart. In 1953, however, the postwar year in which
the state had its lowest fallure rate, the number of casual-
ties in these two above-mentioned categories were relatively
smaller, This fact suggests that the erratic nature of
manufacturing failures, which mainly caused the high overall
failure rate in 1958, coupled with the more than proportion-
ate increase in the retailing death toll, are in the main
responsible for raising Michigan's failure rate. In the
same chapter, certaln basic differences in the composition
of failures (especially in manufacturing) and also in the
size distribution and 1life span in major economic sectors
were brought into focus.

The objective of the present chapter is to examine

and compare the characteristics and components of the

105
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Michigan and national economies. In the course of this
examination the employment pictures, industrial character-
istics and income generation in particular industrial
sectors will be consideréd. These discussions will facili-
tate the analyses of the succeeding chapter, in which an
attempt will be made to explain why the economies' failure
patterns differ,

The Composition of Employment

Analyses showed that the most important single
characteristic of Michigan's employment picture was the very
large share of manufacturing employment in durable goods
industries. As can be observed in Table 1, durable goods
industries in 1959 provided more than 33 percent of all
state employment as opposed to 17.9 percent in the nation.
In the same year almost four out of every ten persons
employed in durable goods industries (or 13 percent of the
total) in Michigan were engaged in the production of motor
vehicles and equipment as compared to 1.4 percent in the
national scene (Table 2). This represents what is probably
the most distinctive difference between the two overall
employment pattemmns.

Another important difference was in the scope of
nonmanufacturing nonfarm employment. Although its rate of
growth was greater, this portion of total employment in the
state was behind its national counterpart. Approximately 69
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percent of all employed in the nation were engaged in some
kind of nonmanufacturing occupation as contrasted to only
58.2 percent in Michigan (Tables 1 and 2).

During the fifties certain significant changes took
place in the employment picture of both economies. While
Michigan's employment in durable goods declined in absolute
terms, the opposite was true nationally. Between 1950 and
1959, as opposed to a 15.7 percent decrease in Michigan's
durable goods employment, a 14.9 percent increase was
experienced in the national economy (Tables 1 and 2). In
both economies this sector's relative share of total employ-
ment dropped. This decline in Michigan, however, was not
large enough to change the state's dependency upon the
durable goods industries,

In one state industry, motor vehicles and equipment,
employment declined appreciably both absolutely and rela-
tively. Here a 37.6 percent decline between 1950 and 1959
was experienced, while at the national level, the industry's
loss was only 11.3 percent. In Michigan this industry in
1950 provided Jjobs to 20 percent of all employed; in 1959,
however, its share of total employment was down to 13 per-
cent (Table 1).

During the fifties the most dramatic increase in
employment among all Michigan durable goods industries
occurred in the transportation equipment industry, which,

excluding motor vehicles and equipment, rose a spectacular
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133.3 percent. Electrical machinery employment also grew
significantly both in the state and nation.

Nondurable goods industries gained in scope, expand-
ing their employment by 12 percent in Michigan, while
practically no change took place at the national level
(Table 2). The growth of employment in nonmanufacturing
industries was almost the same in both economies with
Michigan having a slight edge. Among nonmanufacturing
industries, while the Govermment, and Finance, real estate
and insurance sectors grew relatively faster in the state,
the growth in Wholesale and retail trade and construction
industries lagged behind the nation.

By and large, then, the overall employment pictures
of the two economies, throughout the fifties, had the
tendency to become more alike; nondurable and nonmanu-
facturing employment grew faster in Michigan, and employment
in durable goods industries declined here in contrast to the
changes in the national picture. Nonetheless, all the data
indicate that manufacturing, especially durable goods
industries, and among these the motor vehicle and equipment
group, is still of the utmost importance in Michigan's
employment picture.

Income and Value Added
The importance of manufacturing in Michigan's economy

becomes most obvious when the percent of personal income
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generated in manufacturing is taken into consideration.
Tables 3 and 4 present data on industrial sources of
civilian income for participation in production., As
expected when the two economies were examined, the most
dramatic difference between the distribution of civilian
income generated by participation in production was seen in
the manufacturing sector. While in Michigan this sector's
share of income generated was as high as 45.5 percent of the
total for 1959, it was only 30.2 percent in the nation
(Table 4). Manufacturing in Michigan 18 the most important
economic activity, and the state can Justiflably be called a
factory state. There are only six states in the nation that
employ more people in manufacturing, and in terms of income
generated by this sector, Michigan is the number one state.l
The wholesale and retall trade was second in magnitude,
making similar contributions to the income generated in both
economies,
Changes in Income

An analysis of the changes that took place in the
generation of income, with the exception of the manufacturing
sector, revealed no significant dissimilarity between
Michigan and the nation during the fifties. The growth of
the proportion of manufacturing in the total income gener-

ated in Michigan was 47.7 percent between 1950 and 1959,

lRoger L. Bowlby, "Manufacturing in Michigan," The
Michigan Economic Record, September, 1920, p. 7.
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TABLE U4

PERCENT DISTRIBUTION OF CIVILIAN INCOME RECEIVED
BY PERSONS FOR PARTICIPATION IN PRODUCTION

b ]
Michigan United States
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SOURCE: Computed from the statistics in Table 3.

This figure indicated that the industry lagged behind in the
total growth of average income received by persons for their
participation in production, which was 57.6 percent during
the same period (Table 3). In the nation, on the other hand,
growth in income generation in this sector kept ahead of the
average with a growth of 73.6 percent as opposed to 67.9.
This led to a notable decline in Michigan's share of income
generated by manufacturing in the nation as a whole,
NMichigan in 1950 had contributed 8.4 percent to the total
whereas this share dropped to 7.1 percent in 1959, On the
basis of percent share of the income received, a slight
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decline (from 48.6 percent in 1950 to 45.5 in 1959) in the
contribution of state manufacturing to the total income was
experienced, though this did not lessen the sector's great
importance. At the same time there was a negligible increase
nationally (Table 4).

It should be noted that the growth of income in the
national scene exceeded Michigan's, a fact which can be
accounted for by adverse economic conditions in the state
since 1955, As will be seen in another section, total
personal and per capita income in Michigan grew faster than
that of the nation until 1955. Since then the picture has
reversed itself and the growth rate of income in the state
has fallen behind that of the nation. As a result, while
Michigan had received 5.1 percent of the total personal
income in 1950, its share went down to 4.7 in 1959 (Table 3).

Two particular categories, Government and Finance,
and Insurance and Real Estate, experienced the largest
growth in terms of total income creation. These seétore,
both in the state and the national scene, showed a spectacu-
lar growth rate of over 100 percent, as seen in Table 3. In
the other economic sectors on both levels almost the same
changes took place with similar categories gaining or losing
ground in the generation of income,

Value Added by Manufacturing
Value added 18 a very useful tool in assessing the

role of different manufacturing sectors in the overall
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income creation. This figure is arrived at by "subtracting
the cost of raw materials, parts and components, supplies,
fuels, purchased electric energy and contract work from the
value of the shipments of manufacturing establishments,"?
Thus, value added measures the contribution of different
manufacturing sectors to gross product. It is composed of
two principal components——wages and profits,

- The most recent value added figures for Michigan
revealed that in 1958 over 70 percent of the total value
added was generated in durable goods industries (Table 5).
The total share of these industries in the nation, on the
other hand, did not exceed 50 percent of the total (Table
5). As expected, in 1958, the transportation equipment
industry in Michigan contributed the largesat value added by
a single industry, 34.5 percent of the total. Almost 90
percent of this 34.5 was created by the auto industry. The
scope of the transportation equipment industry in the
national scene was far less, being 10.5 percent of the
total, as seen in Table 5. Only 45 percent of this was
generated by the auto industry. Nonelectrical machinery
Producing industries placed second in terms of value added
in the state, providing 15.5 percent of the total., In the
nation this 1n&uatry was third in 1959, next to the food and
kindred products which contributed 11.8 percent of total

po—

2Ibid., p. 7.
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TABLE 5

PERCENT DISTRIBUTION OF VALUE ADDED BY MANUFACTURING
IN MICHIGAN AND THE UNITED STATES2

Michigan United Stétee
1950 1958 1950 1958
Food and kindred products 4.8 7.5 11.3 11.8
Apparel and related products - .g 4.7 .2
Lumber and wood products 1.3 . 3.5 2.2
Furmniture and fixtures 2.0 2.0 1.9 1.7
Pulp, paper, and products 2.9 3.1 3.8 4.0
Printing and publishing 2.4 3.1 g.s 8.6
Chemicals and products 5.4 7.2 .1 9
Rubber products 1,3 1.4 1.8 1.6
Leather and leather products - .3 1.7 1.3
Stone, clay, and glass
products ' 1.6 2.3 3.5 3.9
Primary metal products 8.3 7.8 8.9 8.0
Fabricated metal products 10. 7.8 6.9 6.3
Machinery, except electrical 12,7 15.5 9.8 10.
Electrical machinery 1.4 2.2 5.4 6.6
Transportation equipment 42,1 34,5 9.5 10.5
Instruments and related
products o4 .9 1.5 2,0
Total 100.0 100.0 100.0 100.0

2petails do not add to total not because of rounding
only but also because of the omission of some minor manu-
facturing categories.

S8OURCE: Computed from Annual Survey of Manufactures
%3593 U. 8. Degartment of Commerce, Bureau of the Census
ashington: U. S. Government Printing Office, 1952), pp.
17, 58; and the 8 Census of Manufactures, Vol. III, op.
.C_Lt.O’ ppo 6’ 21 » l-IIl

Value added, and the transportation equipment industry,
which had a share of 10.5.

A substantial decline in the share of value added by
the transportation equipment industry between 1950 and 1958
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can be seen in Table 5. In 1950, this industry generated
42,1 percent of total value added in the state whereas it
was 34.5 percent in 1958. This decrease was not mainly due
to the growth of other industrial sectors, but rather to an
actual decline in the contribution of this industry to the
gross product. Of course it should be kept in mind that
1958 was a recession year and was especially bleak for the
auto industry. However, even by 1957 the relative share of
the industry had already started declining, which 1s indi-
cated by the 39.7 percent of total value added it generated
as opposed to 42,1 in 1950.

In the national scene the transportation equipment
category had gained slightly, despite the recession, in
total value added by 1958, mainly because of the soaring
demand for transportation equipment other than automobiles.
Along with this category almost all of the durable goods
industries contributea an enlarged share to the total value
added, at the expense of some of the nondurable goods indus-
tries.

On the whole, between 1950 and 1958, value added by
all the nondurable goods in the state increased slightly
whereas in the nation the opposite trend took place and the
relative share of nondurable goods industries went down.

An analysis of Michigan's share in the total value
added in the nation reveals that there was a slight tendency
to decline (Table 6), for while in 1950 Michigan had
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generated 6.8 percent of total national value added, this
figure for 1958 was no more than 5.9. The most striking
change occurred in the transportation equipment industry.
While Michigan had been creating 31.8 percent of the total
value added in this particular area, by 1958 it had dropped
down to 17.6 percent. Despite the overall decrease in
Michigan's share, some industries in the state prospered
more than their national counterparts. These industries
were: the electrical and nonelectrical machinery; stone,
clay arnd glass products; and food and kindred products; the
relative total share of each increased slightly between 1950
and 1958 (Table 6).
The Auto Industry

One out of every seven Michigan workers is employed
by the auto industry. Not only does this industry absord
about 13 percent of all employed workers, but also it gener-
ates about 25 percent of total value added by manufactures
in the state. The definition of the automobile industry
utilized here is the one that corresponds to the standard
industrial classification (S.I.C.) category 'Motor vehicles
and equipment.' According to the 8.I.C. it includes "firms
making passenger cars, trucks, buses, and trailers and firms
making parts for such vehicles (except some major parts,
such as tires, batteries, glass and ignition systems, which

are classified elsewhere)."3

3Roger L. Bowlby, "Michigan's Position in the Auto-
mobile Industry,”" The Michigan Economic Record, March, 1961,
P. 3.
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Although still by far the most important in the
state, the relative importance of the auto industry declined

as indicated in Table 7. This fact coupled with the decline

TABLE 7
TRENDS IN THE AUTO INDUSTRY2

Michizan Auto Value Added Auto Employment as

Employment as Michizan as Percent of All

Percent of Percent of Factory Employment
Year U. S. U. S. U. S. Michigan
s By e n B
1958 Z0.6 38.6 4.1 311

8Employment figures quoted here are taken from the
Census of Manufactures. Estimates by the Bureau of Labor
Statistics and the Michigan Employment Security Commission
differ from these, mainly because they are averages over
time while the census figures are observations at a point in
time,

SOURCE: Bowlby, "Michigan's Position in the Auto-
mobile Industry," op. cit.
at the national level relative to the rest of the manu-
facturing segment, presents a serious problem for Michigan's
economy. The table indicates that since 1947 the number of
people employed in this industry declined from 5.0 percent

\

to 4.1 percent of the total in the nation, and Michigan's
percentage of this declining figure dropped from 39.6 in
1947 to 31.4 in 1958. While the cyclical volatility of the

demand for automobiles 1s a fact,u the three postwar

" lUsee for example Geoffrey H. Moore (ed.), Business
Cycle Indicators, Volume I (Princeton: National Bureau of
Economic Research, 1961), p. 1T74.
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recessions did not have the same impact as indicated by the
following statement:

If the recession nationally has not been much more
severe than those experienced earlier in the postwar
period it is apparent that Michigan and the automobile
industry would have been affected quite differently.
Between 1948 and 1949 total industrial production
slipped six per cent, but auto assemblies increased by
30 per cent as bottlenecks were broke and deferred war-
time demand was satisfied. At that time the trend in
the motor industry acted as a powerful offset to the
deterioration in general business. Between 1953 and
1954, total industrial production declined seven per
cent and car assemblies dropped by somewhat more about
ten per cent. In the present situation (July 1958) the
comparison is much less favorable. Whereas total
industrial production was eleven per cent lower in the
first five months of 1958 than in the same geriod of
1957, auto assemblies were off 34 per cent,

Thus, in 1958 Michigan was hit much harder than the
national economy, and harder than any other industrial
state. "The slump in car sales was the main villain."6 By
mid-1959 Michigan experienced the biggest recovery in the
nation,7 as seen in the large jump in personal income, From
the above remarks it 18 clear that the auto industry 1is
becoming more cycle-sensitive, This situation can be at
least partly explained by the return of the market to
normal. Once the unsatisfied excess demand immediately

after the war disappeared, automobliles started playing the

SRussel A. Swaney, "Scans Michigan's Business Con-
ditions," Michigan Manufacturer and Financial Record, July,
1958, p. 6.

6"Michigan Makes a Fast Pickgﬁ as Auto Sales Spurt,"
Business Week, August 29, 1959, p. 104,

TIbid.
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role of any other consumer hard goods, i.e., in the case of
change in income it 13 one of the very first to be affected.
Michigan's dependence on this industry therefore enhances
the cyclical volatility of the state's economy. Besides
this enhancement, there were certain néncyclical develop=-
ments taking place in this industry which had adverse
effects on the Michigan economy.

The first of these was the lack of an adequate rate
of growth in the auto industry. As our analyses thus far
indicated, the auto industry is on the decline, This fact
can be inferred from the lessening share of this industry in
total value added in the nation as a whole. Furthermore,
national employment in the industry 1s contracting and
Michigan's employment is shrinking even faster,

This lack of growth in the auto industry was mainly
due to a relatively stagnant or declining aggregate demand
for automobiles. According to Stolper, the ratio of one car
for every three Americans may be just about as many cars as
people want to buy. Future demand, then, probably would
depend mainly on replacement, additional family formation
and the growth of two-car families. He further said that
even if the average scrappage age 1s reduced by one-third,
if no change took place in technology, the export level
stayed the same and Michigan maintained 1ts 1955 share of
the total production in the industry, then the state

employment in this industry could still fall to 75 percent
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of the 1955 level. This would occur mainly because expected
annual production would be about 6 million compared to the
7.7 million of 1955. He concluded by saying ". . . 1t is
clear that even under the best of circumstances the industry
is not likely to provide as much employment as it has in the
past."8

The second setback that Michigan's economy experi-
enced stemmed from the dispersion of the automobile industry.
As the auto industry relocated outside of Michigan, hundreds
of small firms who used to be vendors to this industry were
damaged and many forced out of existence. Michigan's share
of total United States auto employment was declining as was
its share of the total value added by this industry. The
illustration of this dispersion was further seen in that
state employment in this sector has been declining in
absolute terms at a greater pace than the national, which
cannot be accounted for solely by increased automation.
Table 8 1llustrates this: between 1950-1959 while the
nation's auto employment declined by about 100,000,
Michigan's employment shrank to almost half by losing
approximately 170,000 workers, presenting a net gain for the
rest of the nation.

Moreover, Table 7 indicates that Michigan's shares

of the national employment and value added have been

8Uolfgang F. Stolper, "Economic Development, Tax-
ation, and Industrial Location in Michigan," Michizan Tax
Study, Staff Papers (Lansing: 1958), p. 75.
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TABLE 8

WAGE AND SALARY WORKERS EMPLOYED IN THE MANUFACTURE
OF MOTOR VEHICLES AND EQUIPMENT AND VALUE ADDED
IN TRANSPORTATION EQUIPMENT INDUSTRIES,
MICHIGAN AND UNITED STATES

m——— ——
——

Value Added in

Transportation

Michigan Equipment Indus-

In Thousands as a try, Michigan as

United Percent of a Percent of

Year Michigan States United States United StatesP
1950 468.0 825.2 56.7 36.4
1951 473.0 844.,5 56.0 30.8
1952 435.0 790.2 55.0 27.2
1953 503.0 928.9 54.2 25.6
1954 L17.0 775.6 53.8 23.5
1955 467.0 903.8 51.7 27.1
1956 404.0 809.9 49.9 23.3
1955 395.0 786'8 20.2 22.5
19584 278.1 630. 4,1 19.5
1959 291.9 731.6 39.9 n.a,

aMichigan and U. S. figures prior to 1958 are not
strictly comparable because of minor differences in the
techniques of data collection.

bPHere the obvious decline in Michigan's share 1s not
Strictly attributable to the dispersion of the auto industry.
Because of the changing importance of some of the subgroups
in this industry, Michigan's declined share is dramatized
unjustifiably. For instance, the aircrafts and parts indus-
try has been gaining importance more than proportionately
and 1s glready concentrated outside of Michigan. As the
lmportance of this subgroup increases, Michigan's share in
the total value added by the transportation equipment indus-
try W11l decline accordingly. This decline 18 not to be
8cCounted for by the dispersion of the auto industry.

SOURCE: Michigan Statistical Abstract (3rd ed.;

ﬁgst Lansing: Bureau of Buslness and Economic Research,

coiMlgan State University, 1960), p. 124; the data for

of umn four are from different editions of the Annual Survey

Ta. Manufactures, op. ¢it., and from the Census ol Manu-
Sturer, op. cit.
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shrinking and hence, other areas outside of Michigan have
been enjoying a net gain in their shares of this industry.
Between 1957 and 1959 Michigzan's overall share of national
automobile production also declined, In 1957, 34.3 percent
of the total output of the industry in the nation was pro-
duced in Michigan, whereas in 1959 this share went down to
28.3 percent.9 As the markets expand or technology changes,
economles of s8cale become exhausted and profit motives per-
suade industries to expand closer to consumers.10 This
inherent tendency in location factors to decentralize quite
probably was playinz its part in Michigan also.

Along with the above factors there was also the cost
differential in different locations, PFreight charges, labor
costs, taxes, and raw material prices all vary from one
locality to another, impinzing upon location decisions,
Many ex-Michigan firms which relocated elsewhere, or those
which intend to relocate outslde of the state, complained

about one or more of the above, or similar factors.ll The

9a1though this share in 1960 was a little larger
than 1n 1959, it still lagzed behind that of 1357. U. S.
Department of Commerce, Business and Defense Service
ﬁdmi!listration, Automotive and Transportation Division,
lutonu>b11e Industry Outlook for 1961 and Review of 1960,
:EE%% (Washington: V. S. Government PrintIng Offlice, 19061),

P. *

loStolper, op. cit., p. 78.

th 11For an interesting discussion of the impact of
ouQBE! factors on possible relocation or expansion decislons
ts1de of Michigan, see: Eva Mueller, Arnold Wilken and

MaI“?a
Zaret Wood, Location Decisions and Industrial Mobilitﬁ in

%%Eﬂ%ﬁggg, 1961 TAnn Arbor: Institute for Social Research,
© University of Michigan, 1961), especlally pp. 52-64,




possibllity 1s that adverse effects similar to those which
forced these firms out may also become a decisive factor in
the relocation or dispersion of the auto industry. With
compact cars galning an increasing share ol total sales in
the industry, Michigan's economy may suffer even further
because most o these compacts are produced outside of the
state, Dispersion may take place in one of threc forms:

el ther the local plants are closed and new ones are opened
elsewhere, or local plants are kept while all new ones are
bullt in other areas, or while the q,klocal plants are kept the
same ones located elsewhere may be expanded. The dispersion

in the auto industry more often seems to take either one of

the 1latter two forms.

The Impact of Defense Contracts
Defense contracts played a vital role in our

economy. As Senator Hart stated: ". . . because the magni-
tude of the defense budget and the rate at which large sums
are spent affect not only the armament industries, but
nearly every other industry in the country."l2 Between
fiscay 1953 and fiscal 1960 the defense procurement outlays
declined by one-sixth, from $17 billion to $14 billion, as

Table 9 indicates. Also during this period an important
———————

A 12Special release from the office of Senator Phillip

th Hart entitled "Remarks of Senator Hart on the Floor of

ofe Senate on Introduction of Resolution Authorizing Study
the Economic Impact of National Defense."
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TABLE 9

DEPARTMENT OF DEFENSE EXPENDITURES
FOR PISCAL YEARS 1953 and 19592

_  —  —— — —  —  — _—— ———————

1953 1959
Millions of Millions of
$ % $ %
Total procurements 17,197 100.0 14,409 100.0
Aircraft 8,189 47, 7,730 53.6
Missiles 245 1. 3,337 23.2
Ships 920 5.3 1,491 10.3
Ordnance, vehicles, and
related equipment 4,636 27.1 399 2.8
Electronics and comuni-
cations 937 5.4 720 5.0
Other equipment 2,320 13.4 730 5.1

8petail may not add to total because of rounding.

SOURCE: Economic Report of the President and the
Economic Situation and Outlook, Jamusry, 1961 (Weshington:
. S, Government Printing ice, 196§¥, p.
reallotment of these expenditures took place as seen in the
table, While outlays on aircraft, missiles, and ships were
54.0 percent of the total in 1953, their proportion by
fiscal 1959 rose to 87.1 percent. On the other hand, the
relative share of the ordance, vehicles and related equip=-
ment category, which is the most important from Michigan's
Polnt of view, shrank from 27.1 percent of the total in
1953, to 2.8 in 1960; its dollar volume contracted more than
ten times. The state's benefits from defense procurements
Were at their peak when tanks and ordnances were very

important 1tems in these procurements.l3
\

Ee 13w1111am Haber, "The Outlook for the Michigan
Onomy," Michigan Business Review, May, 1959, p. 14,
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Along with the adverse effects of this change, it 1is
also claimed that Michizan manufacturers have been losing
their bidding power relative to those of the rest of the
nation. Although without substantiation, this point 1s
counted as one of the factors causing the contraction in
Michigan's overall share of defense contracts,

The end result of the above-mentioned factors was a
downfall in Michigan's share of defense procurements from
about 5 percent of the national total in fiscal 1953 to
approximately 2.5 percent in fiscal 1960 (Figure 1).
Michigan's stake in these contracts 1s undisputable. The
loss in the relative position of the state in defense con-
tracts caused not only a direct deterioration in the portion
of income generated by these contracts, but also adverse
effects on the state's economy occurred through a smaller
defense employment. As Brimmer put it: "The changing
Pattern of defense demand 1s engraved in the trend of
defense employment in the state."l4 Table 10 1llustrates
this point. As opposed to a 70 thousand increase between
1951 and 1952, the number of Michigan workers, since
Decelnber, 1952, engaged in defense production declined
continually until the end of 1958,

Impacts on Income

Thus far our analyses reaffirmed the dependency of
\

T™h 4andrew F. Brimmer, "Durable Goods in Michigan,"
==& Michigan Economic Record, July-August, 1359, p. 6.
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Figure 1

MICHIGAN'S PERCENT SHARE OF
MILITARY PROCUREMENTS

15% ]
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SOURCE: Data derived from "Net Value of Military
Procurement Actions," Office of Secretary of Defense, as
appeared in the speclal release from the office of Senator
Phillip A. Hart, op. cit.
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TABLE 10

DEFENSE EMPLOYMENT IN MICHIGAN, 1951-1958
(In Thousands)

-

Date Defense Employment Annual Change

December 1951 145

December 1952 215 +70
December 1953 157 =58
December 1954 88 -25
December 1955 63 -25
December 1956 59 - 4
December 1957 4g ' -10
December 1958 46 -3

SOURCE: Brimmer, "Durable Goods in Michigan.,"

Michigan's economy on the durable goods industries. This
situation creates a number of problems for the state's
economy. First the durable goods industries are character-
ized by wide variations in production levels during boom and
recession periods which reflect on prosperity. Thus, the
more dependent an economy is on the durable goods indus-
tries, the more erratic 18 its nature. From the unemploy-
ment point of view this means that when in recession, the
state economy would have a larger unemployment and in
recovery years this figure would be lower than in economies
that are less dependent on durable goods. As shown by Table
10, in the recession years of 1949, 1954, and 1958,
Michigan's unemployment problem was considerably more acute
than the nation as a whole.

Another problem that emerges from excessive

dependency on the durable goods industries is the chronic
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unemployment in the state. Table 11 indicates that in
recovery years since 1953 the state's unemployment picture

has not looked very encouraging.

TABLE 11

UNEMPLOYMENT AS PERCENT OF THE TOTAL LABOR FORCE
IN MICHIGAN AND THE UNITED STATES

_

Michian United States
1949 7.3 5.9
1951 4.0 3.3
1952 5,1 3.1
1953 2.6 2.9
1954 7.1 5.6
1955 3.7 4.4
1956 6.4 4.2
1957 6.8 4.3
1958 13.6 6.8
1959 &.9 5.5
SOURCE: Various i1ssues of Employment and Earnings,
op. ¢cit.; and various 1ssues of Micﬁigan‘g Labor Market, op.
cit.

After the 1954 recession the rate of unemployment in
the state did not come near that of 1953, and after 1955 it
started lagzing behind the national rate also (Table 11).
This situation was basically due to three distinct develop-
ments; first, the manufacturing employment in the nation was
growing less rapidly than total employment, as indicated in
Table 2, and Michigan has a heavy reliance on manufacturing.
Second, automobile employment was zrowing even less rapidly

than manufacturing. And lastly, Michigan's share of the
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auto industry was also declining.15

All these factors put tozether formed a certain
pattern in the state's income picture which was quite dise
tinctive from its national counterpart. Per capita personal
income in the state has always been above that of the nation
for the period analyzed. In examining Figure 2, for discus-
sion purposes two major periods can be distinguished. The
first period is tnat up until 1953. With one noticeable
recession as an exception, income in the state rose faster
than nationally. The second period 1s that between 1954 and
1959, durling which the Michigan income picture looked rather
bleak. Even outside of the two recessions in 1954 and 1958,
the state's income dld not rilse as snarply as its national
counterpart. In 1959 despite the recovery which was not
nearly as good as the one which took place 1n 1949, Michigan
and tne natlonal per capita personal lncome were the closest
together of all the 13 years consldered. A similar picture
can be seen when total personal income f{igures are

analyzed.16

Concentration of Industrial Power
Before closing the analyses of the industrial

structure in both economies, it is appropriate to discuss

15Bowlby, "Michigan's Position in the Automobile
Industry," op. cit.

161n Chapter Four when we use total personal income
{'1gures this point will be demonstrated., Also see The
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FER CAFITA Pi:RSONAL INCOME IN MICHIGAN
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briefly the industrial concentration. The analysis of con-
centration in itself 1s a very controversial subject, and it
would hardly be justifiable to handle this involved topic
within the framework of a few paragraphs. However, in this
section an attempt will be made to show that with the
exception of manufacturing it 1s likely that concentration
in Michigan's economlc sectors had 1little impact on the dis-
parity that exists between the state's failure pattern and
its national counterpart.

As was mentioned in the first chapter, one way of
measuring the concentration of economic power is simply the
investigation of size, which, like concentration of income
or wealth among individuals or households, 1s fundamentally
a measure of inequality of distribution. The usual practice
in measuring inequality is to arrange the units in order of
increasing size, and to express inequality in terms of per-
centages: thus, the highest x percent of all the units hold
y percent of, say, the total income of all the units,17

Speculations as to how concentration might affect
the total fatality picture in business have already been
presented in the first chapter. Here we shall briefly look

at the size distribution of firms in different sectors and

Michigan Economic Record, September, 1959, in which total
personal income figures are plotted in terms of index
numbers, which substantiate the above statements.,

17Adelman, op. cit., p. 4.



137

their share of the sector's total sales or employment, In
these analyses census data were employed, The statistics
compiled in the above manner, when plotted, are called
Lorenz curves; the straigher these curves, the more homo-
geneous 18 the size distribution of industrial concentration
whereas the more u-~shaped they are, the poorer is the size
distribution, hence, the higher 1s the concentration.,

Lorenz curves, although very simple and usable, have
a number of shortcomings. First, they do not distinguish
between the presence of many firms having similar sizes and
that of a few firms of equally well-distributed magnitudes,
Another and probably more serious shortcoming is that this
method of analysis presents what Adelman calls "a spurious
concentration" during recessions, while an equally spurious
decrease in concentration 1s displayed in revivals. This
fact stems from the declining size of the business popu-
lation in recessions and 1ts soaring number in boom year8.18
This latter shortcoming was somewhat mitigated since both
the 1954 and 1958 censuses were taken in recession years,
and only data from these censuses were utilized here.
FPurthermore, the intention here is to point out that the
differences between the concentration patterns of the two
economies are based on the data avallable for the nearest

census year, Therefore, the data show the same biaes at the

181b1d., pp. 4, 5.
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state as well as the national levels; hence, no harm is done
to their comparability. Among a number of alternatives,
employee size distribution for manufacturinz firms and
receipt size distribution for wholesaling, retailing and
service sectors were utilized as indicators of size.

Tables 12, 13, 14, and 15 point out that the only
economic sector where a distinct difference between Michigan
and national concentration exists 1s the manufacturing
sector. Although data for 1958 are not yet available, it is
unlikely that there is a spectacular change. From Table 12
it 18 readily noticeable that in Michigzan fewer large busi-
nesses employed a larger bulk of the total employment than
their national counterparts. Also, more smaller firms in
the state employed a relatively smaller percent of total
manufacturing employment. This difference in thc concen-
tration picture could very well have contributed to the dis-
similarity between the patterns of fallures in the two
economies. In recessions Michigan manufacturing composed of
relatively more small firms, may experience a higher death
toll among these 1little men, This is another factor that
could contribute to the greater conformity of Michigan manu-
facturing fallures to recessions; this was previously illus-
trated by pointing out the fallure rate in the durable goods

industries increased more than proportionately in 1954 and

1958,
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The concentration pictures in other sectors not only

demonstrated a high similarity in both of the economies but

also showed a similar slight increase. These comparable

magnitudes and changes in the concentration pattern sug-

gested no impact, from this point of view, on the differing

failure patterns of the two economies.

Conclusions

Throughout the entire analysis in this chapter we

have established the following:

1.

Durable goodé industries, and particularly the
motor vehicles and equipment sectors, lost their
relative importance, to a limited extent,
between 1950 and 1959. However, these indus-
tries, especially the one mentioned, are still
of the greatest importance to the prosperity of
the state's economy, because of their share of
the total employment and their share of the
total income generated in the state.

In the national scene the durable goods indus-
tries, relatively speaking, were only half as
important as their Michigan counterparts. Thus,
Michigan's relative as well as absolute depend-
ence on durable goods manufacturing i1s obvious,
The data indicated that durable goods industries
nelther in Michigan nor in the nation showed the
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growth experienced by the rest of the economy.
In Michigan especially, the long term tendencies
indicated that, mainly due to the declining
share of defense contracts and due to the con-
traction in the size of defense contracts,
durable goods industries were facling a shrinking
demand.

Furthermore, the decentralization occurring in
the automoblle industry reflected adversely on
the state's economy to a large degree,.

Michigan 1s relatively more dependent on durable
goods 1industries, and since these industries
display a more cyclically erratic nature than
the rest of the economy, personal income in
Michigan showed sharper ups apd downs than 1its
national counterpart. '

Because of the adverse effects of these long
term developments as set forth above in item 4,
personal income in Michigan seems to have become
relatively more stagnant than in the nation as a
whole,

Concentration of the economic power in different
sectors displayed no significant difference
between the state and the national economies,
with the exception of the manufacturing sector.

The concentration in this sector was more
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detectable, and it 1is likely that this differ-
ence contributed to the state's business
fallure pattern which departs noticeably from
that of the nation.




CHAPTER IV
BUSINESS FAILURES AND THE ECONOMY

In the previous chapter we contended that the
capacity of the Michigan economy to generate income 1s
heavily dependent on the durable goods industries. Because
of the particular properties of these industries the state's
income is more erratic than that of the nation. The present
chapter aims to establish certain interrelationships between
income, the nature of the economy and the failure pattern.
In 8o doing it seeks to explain the disparity between the
state and national business fallure patterns.

Magnitude of the Economy and
Business Fallures

It 1s a fact that there is a very strong tendency in
those states where income payments to individuals are rela-
1th‘-ly high to also have a relatively larger business popu-
lation; 1.e., there 18 a proportionality between the size of
the economy and the number of firms. In Vermont, for
instance, in 1959 total personal income was 694 million
dollars with a business population of 6,784 as opposed to,
for example, New York's 45,103 million dollars personal

income ang 263,292 business population. This proportionality

bet"een income and business population is very close to

146
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being perfect, for it represents a correlation coefficient
of almost 1.00 and has been tested for a number of years and
found to be stable.l It is axiomatic that a large popu-
lation, in absolute terms, would have a large death toll.
This axiom applies readily to the business failures picture,
for the states with a large number of firms also were found
to have a large number of falilures; by the same token small
states with a small business population had a small number
of failures.?

An equally detectable interrelationship was found
between income and the number of failures. In 1959 the
state of New York for instance had the highest income of all
the states (42,157 million dollars); the highest number of
failures also occurred in this state, On the other hand,
Vermont had the lowest income—645 million dollars—with
the 2lowest number of failures.3 Thus, the greater the total
income in the economy, the greater is the business popu-
lat1on, and equally great 18 the death toll among the firms.
It must be remembered that these relationships do not neces-
8axrily indicate causation, What is stated here is simply

o lBetty C. Churchill, "State Distribution of Business
‘Nncerns," Survey of Current Business, November, 1954, p. 16.

fa1 2A correlation analysis between the number of
co lures and the number of firms ylelded a high correlation
eff1cient of .8626, which substantiates our statement.

ser 3'1‘he correlation coefficient between these two
iles (income and the number of fallures) was found to be

9307 for 1959 and .9140 for 1958.
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that when there is high income there is a large business
population and therefore there is also a large number of
fallures,

Two questions then came to mind: what significant
impact does a change in income have on fallures? and is
there any relationship between the change in the number of
failures and new entries into the business world?

Although failures and income were positively corre-
lated in terms of magnitudes, changes in income and number
of failures were inversely related. When income rose the
number of failures shrunk and vice versa. This covariation
was substantiated by the data presented in Tables 1 and 2.
In most of the years analyzed, both in Michigan and the

nation, the above relationship held. In correlating the
change in income in Michigan to the change in the number of
fa1lures a correlation coefficient of -.6051 was obtained.
A similar analysis ylelded a correlation coefficient of

~.8165 for the nation as a whole.*

[ —

“Applying correlation analysis to time series has
tex*tain shortcomings. The trend factor may be cited as the
Iumber one problem: if the two series happen to have the
Same kind of trend a high correlation coefficient may be
derl ved despite the inexistence of interrelationship. A
mi‘,mber of similar problems prevail because of the existence
:1 rcertain trends in the time series. Another important
th Ticulty in using correlation analysis on time series is
the lack of logical basis for estimating the reliability of
th: Coefficient of correlation. The problem emerges from
seriabsence of randomness in the observation. In time
ins tes each observation is related to the preceding one
com €ad of being random. For further detail on these short-

ings gee, for example: F. E. Croxton and D. J. Cowden,



149

TABLE 1

NET INCREASE OR DECREASE IN MICHIGAN'S PERSONAL
INCOME AND IN FAILURES, 1947-1959

————— ———— mp— S———————— S——
e ——————— ——— R ———

Number of Change in Personal Change in

Business the Failure Income the Personal
Year PFailures Number (in Millions) Income
194 139 8,832
194 157 + 18 9,579 + T4T
1949 337 +180 9,522 - 87
1950 280 - 57 10,803 +1,281
1951 181 - 99 12,103 +1,300
1952 170 - 11 12,902 + 799
1953 114 - 56 14,516 +1,014
1954 209 + 95 14,127 - 289
1955 211 + 2 15,737 +1, 60
1956 413 +202 16,587 + 800
195 512 + 99 16,923 + 326
195 3&7 + 35 16,581 - 31
1959 96 - 51 17,493 + 912

SOURCE: PFailure figures are from Dun and Bradstreet,
Inc ., as reported in different issues of the Statistical
Abstract of the United States, op. cit. Income data are
Irom Personal Income by States {nce 1929, op. cit., p. 163;
and the Statistical Abstract of the U. 3., 1'361, p. 307.
Columns Two and four are computed,

This close association between the number of

fal 1 ures and income created two unique conditions in

—

{-Bg.é%&d General Statistics (New York: Prentice-Hall, Inc.,
t d p. o

L In our analyses the trend factor is not very

c'ngI‘tant for three reasons. First, when the correlation

eI.?,fflciem‘, is negative, the trend factor becomes less

o €ctive in distorting the results. Second, correlation of

tlrme lges automatically eliminates an important part of the

oy NA ., And lastly, for our analyses, it is not even neces-

th;'y to eliminate the trend factor for it 1s likely that

ma, 8 may actually be caused by income, and elimination of it
Y mean distortion of the real picture.
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TABLE 2

NET INCREASE OR DECREASE IN PERSONAL INCOME
AND IN FAILURES OF THE U. S., 1947-1959

Change in

Number of Change in
Business the Failure Peraonal Ino the Personal
Year Failures Number in Billions Income
194 3,474 191.6
194 5,2 +1,776 210.4 +18.8
1949 9,2 +5,2go 208.3 - 2.1
1951 ,058 1,104 256.7 +28.2
1952 7,611 - 447 273.1 +16.4
195 8,862 +1,251 288, +15.2
195 11,086 +2,224 289, + 1.2
1955 10,969 - 117 310.2 +20,
1956 12,686 +1,717 332.9 +22.7
195 12,739 +1,053 351.4 +18.5
195 14,964 +1,225 360.3 + 8.9
1959 14,053 - 911 383.3 +23.0

SOURCE: Failure figures are from Dun and Bradstreet,
Inc ., as reported in different issues of the Statistical
Abstract of the United States, op. cit.; and Business

Statistics 1 Edition, U. S. Department of Tommerce,
OffTce of Business Economics (Washington: U. 8. Government
Printing Ofrice, 1961), p. 5. Columns two and five are

computed.

Michigan's failure pattern. As was established in the
Previous chapter, Michigan's income is more erratic than the
natlonal aggregate and also has been rising more slowly
during the past three years. Corresponding to these two
Special properties, the state's failure pattern also proved
Y0 be pmore erratic, as seen in Figures 1 and 2 in Chapter
One . Furthermore, during the past three years the state
fallure rate increased faster than that of the nation (Table
1, chapter One). Also during this period the faillure rate
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in the state reached a high plateau which was substantially
higher than the 1951-1953 level and quite close to the
national rate of fallure.

The Role of New Firms
Our analyses thus far substantiated the theory put

forth in the first chapter, namely, that when business con-
ditions worsen, falilures increase while the reverse also 1s

true., Here we have stated that there is a definite corre-

lation between the size of an economy and the number of
firmms; in addition there is a correlation between the number

of failures and the size of the economy. We were now con-

cerned with the interrelationship between the new entries

and the number of fallures. According to many, there must

be a positive correlation between the number of new entries

and the variations in the number of fallures;> hence, when

—

S5Kaplan, already cited in the first chapter, con-
ternded that birth rates determine mortality (see Chapter One
g- A16). Thorp a number of years ago stated that "the mor-
w‘-lity rate 18 very largely a function of the birth rate."
Eé-llard L. Thorp, Hearings Before the Temporary National
lcOnomic Committee. Investigation of Economic Power Part I,
uoo\l’lo_gg Prologue, 75th Cong., 24 Sess, (Washington: U. 8.
{ Ve yntment PrIn%Ing Office, 1941), p. 89. The probable
v“terrelationshipa between the number of new entries and the
&X*31 ations in the number of fallures were discussed in the
Claiming a positive correlation between

g‘tt‘at chapter,
ofeBe two variables actually is contrary to the above finding
&an inverse relationship between changes in income and
more

¢ ges in failures, Because there are generall
(for this point see Betty C.

8{:‘:1‘195 in prosperous years

c hill, "Rise in the Business Population,” Survey of

M Business, May, 1959, p. 15), business Tallures must

1 C xrease when income rises, However, we have already estab-
ed that there is a negative correlation between the

elsh
Nk;&nges in income and the changes in business failures,
L ther of these two theories, i.e., business failures is a
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the number of entries goes up fallures also soar, Two
series of computations were made to test the relevance of

this particular proposition.
The net increase in the number of failures (Table 3)

was correlated to the net increase in the number of firms
(Table 1), as the first test, both for Michigan and the
United States, The end results of this first degree differ-
ence analysis were strikingly low correlations, At the
state level the correlation coefficient did not exceed

.2182 vwhereas in the national economy a little higher corre-

lation coefficient of .4160 was obtained. Both cases showed

that the effect of new firms on the increase or decrease of

fallures was not nearly as high as the effect of changes in

income,
There were two shortcomings to this type of analysis.

Fil"et, the yearly number of firms are given as of July each
Yeax-, in the D. & B. Reference Book. These figures, there-
f°r‘e, did not include all the new entries that survived less
than a year,6 which represented an inherent blas in the

fig\lres. Also, as we have already discussed in the second
————

g“uf{" tion of entries, and business failures is a negative

re < Tion of income, can be completely substantiated or

leg‘-lted; however, as our analyses showed, the first one 1is
8 gignificant,

th 6Not only those newly entered who failed but also
ovoae who entered and ceased existence before the year was
€X yere excluded from the net change in the total firms

Er‘:'a-'ileti.cs.




153

TABLE 3

NET CHANGE IN THE NUMBER OF PIRMS IN MICHIGAN
AND THE UNITED STATES, 1947-19592

Michigan United States
Number Increase or Number Increase or

Year of Pirms Decrease of Firms Decrease
19% 93,933 2,404,88

19 97,949 +4,016 2,550,01 +145.185
1949 100,243 +2,294 2,679,306 +129,288
1950 104,231 +3,988 2,686,786 +136,768
1951 96:967 '7: 26“ 236071977 - 781809
1952 99,217 +2,250 2,637,004 + 29,027
195 100,366 +1,149 2,666,680 + 29,676
195 100,330 - 36 2,632,312 - 34,368
1955 101,074 + Thy 2,633,063 + 751
1956 102,130 +1,056 2,628,910 - h,lsg
195 101,330 - 800 2,652,248 + 23,33
195 103,842 +2,512 2,675,409 + 23,161
1959 105,432 +1,590 2,708,168 + 32,759

prises of the country.
included are:

8&These numbers do not cover all the business enter-

Certain types of businesses not
financial enterprises including banks, and
mortgage, loan, and investment companies; insurance and real

estate companies; ralilroads; terminals; amusements; many

small one-man services; professions; and farmers,

This lack

of complete coverage, however, does not harm our findings,
for the failure data also are composed of similar types of

businesses.

perfectly comparable to the failure data.

SOURCE:

Thus, data presented in this table are

Dun and Bradstreet, Inc., as appeared in

different i1ssues of the Statistical Abstract of the United
States, op. cit.

chapter the number of fallures that survived less than a

year was very low, mainly because of the D. & B. definition

of failure.

reliability of the above results,

These two shortcomings probably decrease the

In fact, it is quite

possible that 1f the same type of computations were made by
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using Department of Commerce figures on business discontinu-
ances, somewhat different results would have been obtained.”
The second test to check the degree of covariation
between the new entries and the number of fallures was per-
formed by using the change in the number of names added to

the D. & B. Reference Book during a year and the change in

the number of faillures. These figures eliminated one of the
shortcomings of the previous test. They include all the
names added to the Reference Book throughout the year, and
thus, they encompass those firms that lasted less than a
year. But these figures had a different shortcoming., They
did not represent the change in the number of firms solely;
they rather represented changes in the names of the firms
and thus they include successions.8 As a result, a sub-
stantial number of concerns which were included in these
statistics represented nothing more than a change in the
ownership or legal form of an exlsting organization.,9 The

number of new names added in the D. & B. Reference Books

yearly are shown in Table 4., Keeping the shortcomings in
mind, these figures were used for similar types of corre-

lation analyses such as were used in the first test discussed

Tro prove or dlsprove this statement was not within
the scope of the present study.

8 change in ownership or legal form or organization
was recorded as a new enterprise which is known as "suc-
cession.

9Dun and Bradstreet, Inc., Vital Statistics, op. cit,
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above, i1.e., first degree difference analysis,

TABLE 4

NAMES ADDED IN THE DUN AND BRADSTREET REFERENCE BOOK,
MICHIGAN AND THE UNITED STATES2

United Statea

‘ - Michi%an — T
Number ncrease

Number nerease
of New or Decrease of New or Decrease

Year Names in New Names Names in New Names
194 27,468 712,000
1l 25,091 =2,377 651,000 -51,000
1949 21,324 -3,537 61,000 =90, 000
1950 19,443 -2,111 99. -62,000
1951 12,815 : -1, 628 407,000 -92,000
1952 16,795 -1,020 405,000 - 2,000
195 17,321 + 26 403,000 - 2,000
195 17,771 416,000 +13,000
1955 18,330 89 431,000 +15,000
1956 20,712 g 433, 000 + 2,000
195 18,911 g 40 ,000 -19,000

8Includes successions as new entries.

SOURCE: Dun and Bradstreet, Inc,, personal

correspondence,

The first correlation between the change in the

number of the names added to the D. & B. Reference Book in

Michigan and the net increase or decrease of business

failures in the state proved to have a low correlation

coefficient of .1742, Similarly, the same type of compu-

tations for the national economy showed that again a very

low relationship existed between these two times series, as

the correlation coefficient did not exceed ,2864,
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Thus far entry figures and failure statistics in our
analyses were correlated for the same year. In other words
the number of entries in, for instance, 1958 was compared
with the number of fallures for the same year. Thus, only
one year's span was taken into consideration which includes
only immediate (within one year) drop-outs among the new
entrants and also part of the immediate failures among the
old timers due to the competition generated by newcomers.,

In many cases, it may take more than a year for a firm to
fall. By the time the firm gets started, borrows money, and
goes bankrupt or causes a loss to its creditors, it may very
well have been over a year. Thus, it became imperative to
compare not only the entries of 1958 with the failures of
1958 but also the entries of 1958 with the failures of 1959.

So the above-mentioned correlations were computed
again with a one year lag. The net increase in the number
of failures correlated to the net increase in the number of
firms yilelded a correlation coefficient of .3071 for the
nation as a whole and ,0122 for Michigan.

In correlating the changes in the names added with
the changes in business fallure statistics with a one year
lag, a correlation coefficient of .3757 for Michigan, and
.2709 for the nation was obtained., Although further lead-
lag analyses can be made by using two, three or more years,
it becomes rather difficult to distinguish net effects of

new entries from those of economic or noneconomic factors,
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After a two year period it is not possible to tell whether
increased competition or some other factors caused the
failure,

Our analyses then so far suggest that the impact of
new entries on the fallure picture was not nearly as
important as the changes in income. This, however, did not
mean that entries do not have any effect on the formation of
failure statistics. In fact statistics (Tables 18 and 34,
Chapter Two) indicated that the first three years probably
are the most dangerous period in any firm's 1life. But this
fact did not necessarily 1mp1§ a direct relationship between
the number of entries and the number of failures or exits.
In cases of soaring entries the probability of fallure
statistics to increase would grow, but the actual increase
would depend on many other external factors, both economic
and noneconomic. If the need for more firms in the economy
exceeded the number of entries, then despite the soaring

number of new entrants, failure statistics may be low,10

10The following statistics substantiate this point:
BIRTHS AND DEATHS IN BUSINESS POPULATIONZ2

Number of

Discontinued

Number of Discontinued Businesses as
New Businesses Businesses Percent of
Year (000) (000) New Firms
1943 146.0 337.0 230.8
1944 330.9 174.6 22.8
1945 422.7 175.2 1.4
1946 617.4 2086.7 33.8

1947 460.8 239.2 51.9
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Business Conditions

In the first chapter, a distinction was made between
the cyclical and noncyclical aspects of business conditions.
Throughout the previous chapters we established that
Michigan's economy is highly cycle sensitive, a fact
demonstrated by the erratic nature of the state's income and
employment patterns which conformed readily to the cyclical
pattern of the national economy. We also established that
certain noncyclical changes had been affecting the state
economy adversely. These were first, the decline in the

demand for durable goods, second, a reduction in the share

BIRTHS AND DEATHS IN BUSINESS POPULATION2—=Continued

— ————— e - — ——— ———— - ——
Number of Discontinued
Number of Discontinued Businesses as
New Businesses Businesses Percent of
Year (000) (000) New Firms
1948 393,3 282.0 1.7
1949 321.1 306.5 92.6
1950 348.2 289.6 83.2
1951 327.1 276.2 84,4

@These figures have a much broader scope than those
of the D. & B., for they include the total of the service
industry population, as well as finance, ilnsurance and real
estate firms,

SOURCE: U, S. Department of Commerce, Office of
Business Economics, Business Statistics 1 Edition
(Washington: U. S. Uovernment Printing ce, 1959), p. 26.

As can be observed in the table above, especilally
throughout the period 1944-1947, the difference between the
number of entries and exits was very wide which means that
the large number of entries did not result in a large number
of exits, probably because their services were needed by
soclety.
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of state employment in the auto industry, and third, changes
in the nature and.the magnitude of defense procurements.

Our analyses demonstrated that significant covari-
ations exist between income and business failures, Since
the direction of causation or even causation cannot be
determined by the correlation analysis itself, we face three
resultant propositions.

Pirst, the increase in business failures caused a
decline in income; thus, it is not the income that caused
the changes in the failure picture, but the changes in
failures caused ups and downs in income.ll Seoond, changes
in income resulted in changes in the failures, and as income
goes down submarginal firms were forced out. Third, both
income and failure statistics varied under the influence of
some outside forces.

All of these statements have merits and to sub-
stantiate or refute the validity of any one of them 1is not
within the scope of this study. However, the second and
third propositions seem to be more plausible than the first
one, It is unlikely that .52 percent of all firms with
$692,808,000 total liabilities could affect total inoome 8o
adversely that it would create a further slacking in business

llAlthough this first proposition may seem to be an
absurdity in the light of the analysis made at the beginning
of this chapter, i.e., a positive correlation between income
and business fallures, it actually is not if we restate the
fact that this analysis d4id not show causation.
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conditions or cause a recession. On the other hand, income
definitely has a direct bearing on business fallures, Small
firms who are more prone to failure can easily be forced out
of the market by the occurrance of a slump in income which
would practically nullify their already very limited market
demand. This situation could most readily prevail in the
retalling or construction sectors where a decline in
personal income causes postponement of certain planned
expenditures. It can also be argued that income 18 actually
a result of business conditions.l2 The cyclical and non-
cyclical aspects of business conditions Jjointly reflect on
total personal income, and we have established that there is
a strong relationship between income and the total failure
picture. From this point of view the third proposition
above may be accepted as the most relevant.

This distinction between income and business con-
ditions as a factor forming the fallure pattern was con-
venient as a tool for further analyses. It facilitated the
last step of our considerations, which was to distinguish
between business conditions in the durable and nondurable
goods industries and to test the covariations between these

and business fallures in the state and national economies.

12For an economy such as Michigan's which is basi-
cally dependent upon interstate trade, this statement 1is
reasonable. If demand for Michigan manufactures expands in
t?e national economy, naturally income in the state will
rise. ~
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One very good measure of business conditions is the
Federal Reserve Board's Index of industrial production.

This index provides measures of physical production based on
input output analyses in different industries.l3 A negative
correlation must exist between this index and the index of
business failures because an increase in industrial pro-
duction 1s indicative of healthy business conditions and a
concomitant shrinkage in fallures,

A series of correlations based on the first degree
differences revealed a number of important results, Corre-
lating the changes in the Index of industrial production of
durable goods with the changes in business fallures in
Michigan revealed a relatively strong covariation indicated
by a correlation coefficient of -.6069. This correlation
coefficient was significantly greater than that obtalned
from correlating the changes in nondurable goods production
with the changes in the Michigan business faillure index,
which was -.4996, Similar analysis in the national economy
showed just the opposite tendencies. Here the changes 1in
the nondurable goods production and the changes in the busi-
ness failure index showed a stronger tendency to covariate
as shown by a correlation coefficient of -,7403. This was
greater than the correlation coefficient of -.6877 which was
obtained by correlating the change in durable goods

13por a detailed analysis of this index see "Revised
Industrial Production Index," Federal Reserve Bulletin,
December, 1959, pp. 1451-1466.
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production with the change in the national failure index.
These analyses showed that Michigan's fallure picture, rela-
tively speaking, was influenced more noticeably by the con-
ditions in the durable goods sector, whereas in the national
picture the nondurable goods sector played a more pertinent
role. Table 5 presents the basic data utilized for these
analyses,

Although the industrial productivity index is a very
important indicator of business conditions in the durable
and nondurable goods sectors, it does not show the real
picture at the wholesaling and retailing levels, Probably
the analyses of retail and wholesale inventories provide a
better understanding of business conditions. A special
measure was developed here to overcome this possible short-
coming of the industrial productivity indexes. This measure
was the ratio of inventories to new plus unfilled orders

Inventories ). A high level business
New orders + Unfllled orders
activity in most cases leads to a low inventory level
because of excess demand, Furthermore, the size of new
orders runs high. The normal consequence of high level
business activity, therefore, 18 a low ratio of inventories
to unfilled plus new orders. Also the converse is true:
when the level of business activity 1s not very high this
ratio will go up by virtue of the sagging new and unfilled
orders coupled with the heavy inventory accumulation due to

lack of adequate sales,



163

— . 315 *d0 “Bajw3s pejtun ou3
JO 308BJI38QY [BOJ38T3EBAS 9U3 JO sangs] snojIBA 3y3 up paaeadds se ‘°ouy ‘33sx3spsag
pue WOJIJ PIUTE}qO BEEBP Y] WOIJ pojndmod SJB UIA3S PUB AT sumn[o) .mm&
‘6561

*d ‘375 ‘do 893835 Pejfuf 9y3s JO 30BIIBQqY 1€01381363§ oU3 pue Zl41 °d
‘IIqEROYJ ‘UTIITING SAJIBIY [BJISPS WOIJ AIB IAIY3 PUB U0 SUWNTO)H HIUNOS

9°9 - €°201 6°6 - 6°96 ot+ otT ST+ 201 6661
m.m + 6°g0T m.m + 8°90T (o] 00T €r- Xe] G61
Ll + 0°00T 6T+ 0°00T T+ 00T (o} 00T G61
G°2T+ €°26 G 6L+ l°0g h + 66 c + 00T 9661
6° - 8°6.L M. + AR g g + G6 €T+ mm GG6T
2°9T+ L°08 QT+ m.o: o Xe; 6 - 8 G61
1°6 + m.mm 6°01~ °22 h + 18 6 + 96 G6T
€°¢€ - t° GG c'e - 2° €€t T+ 1 Xe] S + Gg 2661
o°g - L°gS €61~ °GE € + e 8 + 1661
9° = b.wm T°11~- M.mm g + 6 eI+ wm 0G6T
T°62+ €°L9 T°GE- m. 9 T - Tl G - 6S 64161
6°2T+ m.mm 9°¢ + ‘0t c + el e + 9 61
€62 1°L2 oL 29 #61
388BAII3(Q ‘S °Nl 988BAIOY] UBITUOTW oOSBAIOT SpoOOp)  IsBVIIIIQ Spoop  Ieax
J0 saIny ey J0 saanrreyg JI0 aTqeamp J0 aTqeInq
98B3JIOUYT €SSUTSNG ISBVIJIOUI SSIUTSNG IseaIduy =UuoN 98B3AJIOUT JO XOpuyl
JO Xxapur JO x3pux JO Xapujg

00T = 1961
SUNTIVL SSINISOH ANV NOILOAAOHd TVIMLSHANI 40 SIXIAANI

S TIAVL



164

Many extraneous factors may interfere with this
relationship. A high rate of production, for instance,
because of positive expectations, might continue even though
the sales level and the inflow of orders are not very
impressive. Similarly, positive expectations on the part of
retallers and wholesalers may raise the ratio by a more than
proportionate increase in their inventories, In cases such
as these high business activity may coexist with the high
ratio, at least temporarily.

The use of this ratio in our analyses was confined
to the durable and nondurable goods industries. Table 6
presents the data used to compute the ratio and the ratio
itself. The figures here include not only manufacturers!,
but wholesalers' and retailers' inventories as well. In the
previous chapter we saw that Michigan has an extreme
dependence on durable goods industries; 6n the.other hand,
nondurable goods play a relatively more important role in
generating income in the national scene. It was, therefore,
important to compute the above ratio on the basis of durable
and nondurable industries.

As expected, correlation analyses revealed that the
ratio based on the statistics of durable goods induetfies
had a relatively stronger relationship with Michigan's
failure record. The rate of failure in the state when
correlated to the above-mentionéd ratio ylelded a corre-

lation coefficient of .5341 as opposed to the correlation
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coefficient of .3814 which was obtained when the ratio was
based on the nondurable goods statistics. On the national
level the picture appeared to be completely reversed. Here
a high correlation of .8357 was found between the rate of
failures and the ratio of inventories to new plus unfilled
orders when this ratio is based on the nondurable goods
statistics. The durable goods industries, in contrast,
showed a low correlation coefficient of .3967 when the same
analysis was made,

From these findings, it became easy to distinguish
the effects of business conditions in the durable and non-
durable goods industries on the business failure picture,
Whed business comditions in the durable goods industries
worsen the ratio would go up as would failures in the state.
For the nation as a whole, the role of business conditions
pertaining to the nondurable goods industries in the for-
mation of the business fallure pattern seemed to be highly
important.

The relative importance of durable goods and non-
durable goods business conditions in the state and nation
were very much parallel to these industries' relative

importance in the two economic structures.l¥ As was

147¢ must be kept in mind that in these two sets of
analyses, i.e., correlations dealing with failures and
industrial productivity, and correlations dealing with the
ratio of inventories to new orders plus unfilled orders and
failures, we have utilized the national data for analyzing
Michigan falilures also. This may seem to be a serious
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concluded in the previous chapter, Michigan's dependence on
the durable goods industries in income generation by far
outstripped the national. Similarly, the national economy
was more dependent on the nondurable goods industries.
Michigan's dependency on the durable goods indus-
tries play a multiple role in the formation of the overall
fallure picture. These industries prosper directly when
they face a higher demand for their output. Furthermore,
through the prosperity of these industries and their contri-
butions to total income, the other economic sectors will
also prosper. In a period of contraction, however, the
whole scheme will be reversed; the durable goods industries
will be adversely affected in the first place, forcing out
the firms with less durability. With the contraction of
income the other sectors also will be hurt immediately or
within a short lapse of time., Expenditures, for instance,
at the retail level or in construction will be limited to
more urgent needs and hence failures in retailing and con-

struction firms, and perhaps}even in wholesaling, will soar,

Conclusions

In the above analyses we have established that

weakness at first sight, However, this 18 not the case as
Michigan's economy, being very dependent upon manufacturing
especially durable goods, is affected very readily by
changes in the national business conditions, If Michigan
were to consume a major portion of its own industrial pro-
duction, then these analyses would have been subject to
severe criticism,
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Michigan fallures are closely related to the conditions in

the durable goods industries. Also, it is stated that the

covariation between income and the number of fallures is

high and readily detectable. These two findings lead to the

following conclusions:

1.

The difference between the industrial character-
istics of the state and national economies,
which the prevalling business conditions affect
differently, plays a very important role in the
formation of the failure pattern. This mainly
accounts for the difference between the overall
picture of business failures in the state and
the nation.

Income and its variations is one of the main
factors forming the overall failure pattern.
This factor 18 far more effective than new
entries as a cause of fallures. An inverse
relationship exists between the number of
failures and income.

Two basic factors reflect on the absolute magni-
tude as well as the fluctuations of income.
These are business conditions and the industrial
structure. Everything being the same good busi-
ness conditions at the national level would
yleld more income in both the state and the

national economies, and probably would keep the



169

business failures to a minimum. However, the
changes in and the magnitude of the state income
is not dependent on business conditions solely:
the nature as well as the magnitude of the
existing demand is of utmost importance., As was
seen in Chapter Three, certain noncyclical
developments in business conditions have a
negative impact on the state's economy,
especially on income. The structure of the
state's economy, as we have seen, is such that
the durable goods industries play a vital role,
If the overall demand for durable goods is high
then income in the state would be relatively
higher than the nation. This situation can be
witnessed throughout 1951 and 1953, when accumu-
lated postwar income coupled with the needs of
the Korean war created a very satisfactory
demand picture for Michigan's durable goods., As
a result the personal income increased, and
unemployment as well as failures were kept to a
minimum. During this period, the ratio of
inventories to new plus unfilled orders averaged
2.2, which was relatively low compared to the
average of 78.8 for the period 1957-1959, In
this latter period Michigan did not enjoy a high
rate of growth in income mainly because of the
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contraction in demand for durable goods,
especially Michigan's specialties.

Thus, business conditions or national demand for
Michigan's output is one of the major causes
forming the falilure pattern here. However, 1t
should be stressed that Michigan's output is
strongly influenced by its industrial structure.
In other words, the state's economy has certain
specialties limited by its economic character-
istics., If the demand for these products expand
then the economy prospers.

Consequently, in the main, business conditions
in conjunction with the industrial structure of
the economy are two major determinants of the
level and fluctuations of income, and/or the

overall failure pattern.



CHAPTER V
OTHER FACTORS

In Chapter Three we dealt with the structure of the
economy and business conditions as the decistve factors in
the changes and magnitudes of income. Income, furthermore,
has a significant relationship to the overall failure
pattern. As was gstated, the correlation coefficient between
these two varlables, 1.e., income and failures, was in
Michigan -.6051 and in the U, S. -.8065. There are two
questions which then came to mind: first, why this differ-
ence between the Michigan and national correlation coef-
ficlents, and secondly, what other factors might be func-
tloning in the formation of the overall pattern of business
fallures? Thils latter question emerges from the fact that
these correlation coefficients are not unity (r = 1.00),
which indicates the existence of some other outside inde-
pendent factors interfering with the relationship between
these two varilables,

In the present chapter an attempt is made to discuss
some important factors other than business conditions,
economic structure, and income and new entries, which have
already been examined. These other factors are belleved to
play an 1mportant role in the fate of existing firms as well
as of newcomers in the economy.
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Although thelr role 1s not as yet exactly known, the
intentlon here 1s not to provide an exhaustive list of
factors. Our contentlon is that the factors considered in
this chapter contributed relatlively to the overall fallure
pattern more than the large number of others that are not
discussed here. The lack of information on the relation-
ships between the factors mentioned in this chapter and
business fallures necessitated the discussions beinz kept at
an extremely broad level. Special reference to the state
and national situations are made whenever data were
avallable, There were two objectives of this endeavor: to
focus attention on the existence and proposed impact of
these factors, and by so doing indicate the lack of knowl-
edge and the need for further research. One last effort
will be made in the latter part of thls chapter to point out
why, throughout the period under examination (1947-1959),
the Michigan failure rate has been below that of the nation.
Credit Avallability and Liquidity

Whether it i1s a cause or an effect, lack of liquidity
plays the final role in the failure, Hence, to have access
to further credits not only may postpone fallure but in some
cases may also avold 1t completely. This latter i1s true, of
course, only i1f the lack of liquldity 1s due to some
temporary factoirs.

If lack of 1liquldity i1s a cause of faillure, then

having access to more funds would act as a preventive factor.
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However, when lack of liquidity is only an effect rather
than the cause of failure, avallablility of credit would not
be effective in the fizht for survival. In this case the
duration of the cause of fallure plays the major role.
Assuming the failling firm finds new sources of funds, which
are not depleted before the cause of fallure disappears, the
firm will manage to exist. If, on the other hand, these new
sources are short llived, or if the cause of fallure 1s
permanent, the firm will not survive. Thus, avallability of
credlt in the cconomy whether local or national, in some
cases3, would contribute significantly to the fight for

survival.l

lParadoxically many small businesses, which may
already lack endurance cannot get the type of credit that
they need most: credit for long-run growth. O0lin S. Pugh
lists some of the characteristics of small business firms
which affect theilr capacity to attract funds from outsiders
as follows:

1. Rellance upon personal qualities of the manager

2. Undiversified business operation

3. Limitation to a single market and financial
locality

4, Keen competition with other firms

5: Preferences of individual owners.

0lin S. Pugh, Financinz 689 Small Business Firms in South
Carolina, 195--1359, Sma usiness Management Research
Reports lNashIngton: Small Business Administration, 1961),
P. 121, Whatever credit they can get for short terms costs
them relatively more. DMoreover, this credit picture may be
worsened durlng a business slump, for creditors act more
cautiously and try to elimlnate bad risks as far as possible.
As a result, small businesses prove to be at a disadvantage
in fighting for survlival. Kaplan, Small Business, op. cit.,
chapter 7. See also, T.N.,E.C., Monograph No. 17, op. gIE:,
chapter 13; U. S. Congress, Financingz Small Business, op.
clt. For an opposite point of view see: Edwin B. George,




Althougzh there are many proposed measures of
liquidity, a study of the differcnces in state and national
credit availability would be very difficult. Indications
are such that since 1956 industrial and commercial credits
have decllined 1n lichizan while remaining relatively con-
stant in the nation as a whole.2 This situation may be due
to a declining liquildity or credlt availlabllity in the state
as well as due to a lack of interest in borrowin.;. Althouzh
harmful to the economy in either casc¢, it would be important
to distinsuisn ketween these two causes and to dlscover the

more relevant onc, 1in order to determlne the rignt remedy.3

"Can Small Busincsses Get the Capital They Need?," Dun's
Review, Octover, 1922, p. 11/. Here he ar-ues that small
cucinesses ¢o not nave much difficulty in obtalning finances
since, not only have institutions tnat lend moncy to small
tusiness been increasin.;, but also credits in general
(zovernment or private) are pecomin,; more plentiful, If
small businesses are really havlne a hard time finding capl-
tal i1t 1s because of thelr 1znorance of the possible sources,

2The following filgures substantiate this polnt.

TOTAL COMMERCIAL AND INDUSTRIAL LOANS

——
Michigan United States
Years (}i111ions) (fi11ions)
1956 995.1 39.0
1957 95¢+.2 Lo.8
1958 918.0 40.0
1959 855.9 40.5

SOURCE: Different issues of the Annual Report of
the Comptroller of the Currency (Washington: U. S. FPrinting
Office).

3This, however, 1s not within the scope of this
study.



The Mood of Consuners

The relationshlp tetween income and consumption,
i.e., "the propensity to consume," becomes significant when
consldering the overall pattern of fallures. A decline in
the willinsness to purchase, everything else beinz the same,
contracts the aTjrezate market demand, and the financially
weak will be forced out. Thus, whatever the reason may le,
a change in the buylng wood of consumers will soon he
reflccted in business casualtles,

If 1t were possible to calculate propensity to con-
Sume in different sectors of the economy, conceivably these
prorensities would correlate hizhly with the faillure
rattern in cach onc ol tlhicse sectors. Let us, for instance,
assune the two economies have similar conceritration patterns
in retailing, 1l.e., similar changes in the propensity to
consume in retailins would affect both 1n a similar manner,
It can be stated that if the marginal propensity to purchase
At retall 1n the first economy declines at a sharper rate
than in the seccond, the rate of failure in the retailing

8ector of the first economy will be greater than in the

[&]

CZcnd., This situation may be presented symbollcally as

44

foliows:
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where R = retail sales, t = recent period, t-1 rrevious

1

period, F = number of failures in retailing, Y effective
buyinz power, and P = business‘population of that particular
economy.

Avallable data indlcate a decline in the proportion
of income spent in retalling in the state since 1955.4 A
similar but lesser decline was also experienced by the

national economy.

Wholesale Prices

It 1s generally assumed that when buslness activity
is hizh, demand exceeds supply and prices rise, and vice
versa, A8 a result there 1s a nezative correlation between
wholesale prices and the rate of fallure, since wholesale
prices indicate the level of business actlvity.

There are, of course, shortcomings to this type of
analysis. Ours 1s not a perfect market economy where there
is no monopoly power and administered prices. The existence
of imperfections often causcs a loss in downward price
sensitivity; althouzh upward flexibility may be retalned,
prices become downward inflexible. Due to this shortcoming
it becomes necessary to look at the rate of change in prices.
Even if they are not lowered because of downward inflexi-
bility, at least they will not increase significantly in

times of low business activity.

4See Footnote 27 of Chapter Two.
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Another line of reasoning demonstrating an inter-
relationshlp between prices and fallure rate 1is brought
forth by Foulke, who emphasizes the effects of the wholesale
price level on the well-being of a business enterprise. He
believes that a distinct inverse relationship exists between
the wholesale price index and the index of business
failures. The reasoning behind this, he contends, 1s the
ffact that extra profits are reallized on inventorles as
prices go up, and contrarywlise excessive losses occur when
they go down. Whlle an increase 1n realized profits cuts
down the number of fallures as prices go up, the fallure
number, during an opposite shift 1n prices, grows signifi-
cantly. Some firms who already have a heavy inventory are
usually forced out because of hardship created by the price
decline.?

Although Foulke establishes a strong argument, his
Point of view does not represent the complete picture. When
Prices rise the fallures decrease not only because non=-
€Conomic profits arise but also because there is enough
business for everyone. On the contrary, at times when
Prices fall businesses do not fail solely by losses on
inVentories; in such times contracting demand also causes
€lim1nation of those who cannot cover elther their accounting

°T their economic costs.
\

SFoulke, op. ¢it., p. 57.



In short tnen 1t is not really known how much
Importance must be attributed to the wholesale price index
as a factor causing fallure and how much welght this concept
carries as an economic indicator. Our contention is that
the latter 1dea of the wholesale price index carryinz more
welght as an economic indicator 1s more important. Thus,
the wholesale price index and fallure statistics show a
negative correlattion.

Denmogzrarhic Chanzes

Changes 1in population afrect the viability of busi-
nesses (mainly retallers), in two major aspects. First, the
absolute changes in population have a direct bearing on
fallure statistics. Some years ago a study stated that when
pPopulation increase was slow the life span of tusliness con-
cerns was grcatest.6 This indicates that when population
Increases very fast businesses may increase even faster and
Some of these sooner or later fall. Also population increase
€nlarges demand for certaln items which in turn forces costs
up, and the retaller who falls to raise his price accord-
Ilngly, faces a cost squeeze which might be detrimental.

The second effect of population on business failures
€merges from its movements. The tendency among people to

Move to suburbia definitely affects the success or fallure

Of small urban retail and service stores. Along with the

————

6Ruth G. Hutchinson, Arthur R. Hutchinson, and Mabel
Newcomer, "A Study in Business Mortality," American Economic
Eﬁéview, September, 1938, p. 511,
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population movements, chanzling; shopplng hablts are also
important. A recent study, for instance, proposed that
populations 1in standard metropolitan areas are becoming more
and more dense. However, retall sales in nonstandard metro-
politan areas were 1lncreasing more rapidly than sales 1in
standard metropolltan areas.! This implies that some stores
in standard metropolitan areas may eventually face fallure
because of contracting demand.

Examination of the statlistics su;sgzested that the
dezree of dispersion of retall sales in Michigan was
8lightly more noticeable than 1n its national counterrart.
While concentration of population in the standard metropoli-
tan areas in the state between 1954 and 1958 increased
faster than in the nation, the proportion of total retail
Sales taklng place in these areas has decllined whereas there
was a slight increase in the national scene.® This migcht

actually have contributed to the relatively faster increasing

——

TE11 P. Cox, "The Decline of Metropolitan Retailing,"
Business Topics, Sprinz, 1961, pp. 32-i42,

aThe following table 1illustrates this point,

PERCENTAGES OF POPULATION AND RETAIL SALES CONCENTRATED
IN STANDARD METROPOLITAN AREAS

—_— ——— ————
Michigzan United Statesa

1954 1958 1954 1958

Population 72.19 72.83 60.19 61.55
Retail Sales 76.19 75.16 67.10 67.56

8Includes totals of SMA's of 42 states.

SOURCE: Cox, op. cit.



retalling fallures in the state,

Other Factors

Urban renewal projects should also be considered as
a factor with a deflnitive impact on the viability of small
retallers and q@ther establishments., During the 1960's at
least 150,000 businesses are goine to be forced to move
because of urban renewal rrojects in citles throughout the
United States. About 75 percent of tnese, according to a
rccent study, relocate successfully whereas 25 percent of
them will either disappear or fall. Approximately one-
fourtn of this latter poitlon 1s expected to be failures.d

A second point to be considered 1s that of super
hirhway developments and thelr lmpact on business failures.
These hiszhway developments distort the present state of
affalrs for small stores by forciny them either to relocate
Or to try to attract traftic from outside. In either case
some casualtles occur,lO

There are also other special problems occurring on
difrerent occasions which have certain distinctive effects
On business fallures, During the war years, for instance,
Probvlens confrontingz business firms such as the scarcity of

Materials, merchandises, and employees,ll were much diftcrent

—————

o 9William N. Kinnard and Zenon S. Malinowski, "How
T'ban Renewal Frojects Afrect Small Eusiness," Manarement
Research Summary, January, 1961.

101144,

N 1lponald w. Paden, "Life Span of Discontinued FPusi-
©Sses," Survey of Current Fusiness, December, 1945, p. 19,
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from those ~enerally prevalling in pecace time. Any of these

can easily beret fallures.

Other Characteristics of the
Business Population

In the first chapter we stated that the character-
Istics of the business population 1s onc of the major
determinants of the btasic failure pattern. In Chapter Two
we tried to prove this by analyzinz D, & B, data and com-
paring them wlth the census data in different economic
sectors. In that chapter we malnly examined the composition
of the business population and failures. There are two
other characteristics which must be consldered, the size
distribution and the lezal form structure of the business
population. Given a different size distribution and legal
form structure, similar extraneous factors would beget
di fferent outcomes in two different economies. If, for
example, in the filrst of two economies the averace firm size
1s smaller, then a similar drop in income may cause more
fajlures due to size inefficiency.

Size Distribution of Business Population

We have already mentioned in the second chapter that
In those catezories where the average liabillity size of
failures was larger the longevity also tended to be longer.
This 1s in 1line wth the prevalling contentlion that the
larzer concern has a siznificant advantaze over the smaller

In surviving business hazards. While several studies
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comment on this speciflc 1ssue, there is not, unfortunately,
a very preclise measurement of relationship between size and
longevity. 1In one of these studies it has been stated that
43 percent of those firms with capltal exceeding $10,000

survived more than five years as opposed to only 18 percent

of those with less than $500.12

12T.N.E.c., Monograph No. 17, g%, cit., pp. 32-33.
Also see U, S. Department of Commerce, Bureau of Foreign and
Domestic Cormecrce, How Long Do Retail and Wholcscale Estab-
lishments Tend to Survive Economlc (Small Buslness) Series
No. 57 (Wasnin, ngton U. 5. Government Printing Office). It
1s stated that "a comparison of the averaze annual salcs of
establishments showed that older f(lrmg, 1n general, had a
hizher averaze sales than newer ones." p. 5.

Another indicator of size, of coursec, 1s the number
of employees of a firm. From this point of view also large
Slze and longevity sinow a hizh correlation. The following
table 1llustrates this fact effectively.

ENTRY AND DISCONTINUANCE RATESA
AND SIZE OF FIR, 1945-1940

Entry Rates Discontinuance Rates

Size Class

1945 1946 1947 19LE

1945 1946 1947 1948

ALl industries

O <« 3 employees
+ = 7 employees
5 <19 employees

20 or more
employees

134 176 123 99
155 206 143 115
t6 124 & 75
55 74 51 W

33 36 26 22

63 64 76 QU
73 76 88 111
34 35 48 53
235 22 41 46

26 24 29 29

——

@Number of new and discontinued firms each calendar
yYear per 1,000 firms in operation March 31.

SOURCE: M. F. Foss and B. C. Churchill, "The Size
Distribution of the Postwar Business Population,' Survey of
Current Business, May, 1950, p. 17. Low rates of turnover
here are indicative of longevity among large firms,
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Since small enterprises make up the bulk of the tusi-
ness population, a large part of the fallures 1s likewise
composed of small businesses.13 or course, if

the opportunitles for expansion in the econonmy
increase at a faster rate than the larpge firms can take
advantaize of them and 1f the larze firms cannot prevent
the entry ol s.nall firms, there will be scope f{or the
continued srowth in size and number of favorably endowed
small firms.lu

Not only basic differences in the size distributions
tut also chan,ses in size dictributions may in time cause
differences in fallure pattcrns.15 There !s no evidence as
such but it 1ls protable that the decline 1n the average slze
of t'irms in Michizan might have caused a more than propor-
tlonate increace in the state's fallures durln; the latter

rart of the fiftles.

Le a1 Form Structur»

Of the three major lecal forms, proprietorship,

Fartnershlp and corporations,l6 the last one 1s more likely

——

13Kaplan, Small Business, op. cit., p. 60.

14Penrose, op. c¢it., p. 223.

15Changes in relative size may come about from
dif'ferentlal rates in the growth of individual firms as well
48 mergers, Differential rates of crowth of individual
firms may be due to differences in management skills and
goals, dlfferent rates of growth 1ln diiferent markets, and
EGCMnological chanres., Norman R. Collins and Lee E, Preston,
The S1ze Structure or the Largest Industrial Firms, 1900-
195¢," American Economic Review, December, 1961, p. 996. If
wWe were to taie the managzerlal ckills as well as goals as
Zlven, then diffcrences 1n the srowth rates in different
markets and technolcgical chanses would be reasons enough to
Change the size didtribution of the tusiness population.
See also Fenrosc, op. cit.

16Thcre are a number of other forms of buslness
°rzanization, amonx which are: 1limited partnership, joint



to survive business viclssitudes. A few reasons may be
slven for this tendency. The averagze corporation usually is
larzer than the averase partnershilp and proprietorshlp, and
larzer firms generally survive longer. Secondly, corpo-
rations are more sophlsticated 1n solvinz complex business
problems and usually arec better equipred wlth technlcal
know-how, Furthermore, corporations usually have a better
chance of accunulating necessary funds and finding extra
credits 1in cases of emersency. Another reason why corpo-
rations, relatively speakinsg, live longer is that many
orranizations become corporations after they have entered
and survived a few years. Thus, survival 1s almost insured
since these firms have alrcady passcd the most dangerous
period of thelr lives. And lastly, unlike the case of the
proprietor wno dles leaving an lnexperilenced helr to take
over and fail, corporations with thelr diverse and scattered
ownership are corunonly free of thls risk.

It 1s very difficult to distinsulsh ktetween the
longevity of partnershlips and that of proprietorships. One

would be inclined to assume that the former, on the averarpe,

———

venture, the syndicate and the business trust. See
Theodore J. Shielaff and John W. Aberle, Introduction to
Business (San Francisco: Wadsworth Publishingz Company, Inc.,
» EP. 43-53, The number of these 1s no more than about
1.3 percent of all firms in the national economy. Eetty C.
Church11l, "Business Population by Lezal Form of Orgzani-
2ation," Survey of Current Business, April, 1355, p. 1lC. It
1s not only unimportant but also very speculative to comment
On each one of these legal forms in terms of 1ts longevity.




may live lonzer because of several declislion makers who can
consult with each other in faclingz complex business problems,
and possibly because they have access to larger sums of

caplital.

Positive Considerations

Thus far, our efforts have been focused mainly on
explaining why the rate of fallures in the state has been
increasin.s faster than that of the nation; however, there 1is
one very 1mportant aspcct of the comparisons between the two
fallure plctures which requires special attention. That 1s
the fact that since 1947 the failure rate in Michizan has
been always lower than the national. Although during the
rast fow years these two have been approachinz one another,
Michizan's rate is still lower.

A number of reasons may be glven for Michigan's
lower failure rate. Among these the first one to be con-
sidered i1s the size difference between the state and national
firms., Previously, 1t was argued that everything being the
Same the larger firm would have a tendency to survive
longer. The state firms are on the average larger than
their natlonal counterparts in terms of the number of
employees (Table 1). Thus, the lower failure rate that
eXxisted in lMichigan may be partially at least accounted for
by the larger size of state firms.

The next factor to be considered 1s income. As was

Séen previously, per capita personal income has been and is
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TABLE 1

EMPLOYEE SIZE OF MICHIGAN AND THE
NATIONAL ESTABLISHMENTS,2 1956

e e e ———
\ Number of Bmployees

Per Reporting Unit
Michigan United States

Industry and commerce total 16.6 18.0
Contract construction 7.5 .6
Manufacturing 91.0 58.4
Public utilities 27.3 25.9
Wholesale trade 12,1 11.6
Retall trade T.T 7 g
Finance, insurance, and real estate 9.2 8.

Services 5.9 5.8

A5 opposed to the firm or the enterprise concept of
D. & B,, here reportinz units or establishments are used as
the basis for the business population count. A firm listed
in D. & B, statistics may have more than one reporting unit
and thus, the statistics here are not strictly comparable to
those of D, & B. However, the general picture presented
here 18, in general, also applicable to D. & B. statistics.

SOURCE: Computed from County Business Patterms,
First Quarter 1956, op. cit.
higher in Michigan than the nation. Again, everything being
the same, this situation provides more security to estab-
lishments especially in retailing and services, because of

the more favorable demand.l7 1In addition to higher income

17Phis statement at first sight appears to be con-
trary to the statements made at the beginning of Chapter
Four but actually 18 not. In Chapter Four we have estab-
lished that there is a tendency in those economies with a
large total income to have also a large number of failures
in absolute terms. In other words, the larger the economy
the more sizeable 13 the absolute death toll among busi-
nesses, But this statement does not say anything about the
causation of failure, and neither does 1t say anything about
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in the state, i1f we consider the fact that the number of
retall and selected service establishments in the state per
thousand population 1s lower than that of the nation, we
probably have the major portion of the answer to Michigan's
lower fallure rate. The small number of establishments
indicate relatively less competition and thus again more
security. Table 2 presents factual data showing the smaller
relative number of establishments per thousand population in
the state. While in 1958 there were 9.63 establishments per
thousand Michiganders, there were 10.26 establishments per

thousand Americans.

the relative changes in the failure rate. In Chapter Four
we also stated that the greater the number of firms the
greater is the tendency to have a larger absolute number of
failures., However, when we look at the relative magnitude
of fallures, 1.e., fallures as a percent of all firms, and
compare this with the relative magnitude of income, 1i.e.,
income per establishment, the picture reverses itself, for
no correlation can be obtained. Considering the relative
relationships 1t can be stated that in two economies of
similar size and structure the one that has greater income
per store and/or a greater number of consumers per store
enjoys a relatively lower failure rate. This is why in
analyzing the changes from one year to the next we obtained
negative correlations between the changes in income and
changes in failures, and also between the changes in busi-
ness conditions and the changes in failures. Thus, once
again it must be emphasized that although in absolute terms
the magnitudes of income and business fallures correlate
highly and positively, the relative changes in these corre=-
late highly and negatively.
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CHAPTER VI

SUMMARY CONCLUSIONS AND
WELFARE IMPLICATIONS

A comparison between the rates of business fallure
in Michigan and the United States for the past 15 years
indicated that Michigan's rate is more erratic than its
national counterpart., Also, the fallure rate in the state
for the past five years has been increasing, on the average,
faster than the national. Despite these two tendencles,
Michigan's rate, with the exception of 1949, has been below
the national since 1947, Some appreciation of the under-
lying causes of fallures as well as the overall functioning
of theilr respective economies can be attained by examining
the disparity between these two fallure patterns.

Two major causes of fallures can be distinguished—
internal and external. While the former deals mainly with
managerial ability and other internal properties of the
business enterprise, the latter relates fallures to business
conditions and the economic structure.

Both of theae\approaches have merits in explaining
fallure., At any giveﬁ time there will be certain firms with
submarginal managers entering into the race and probably no
matter how good business conditions are they will not long
stay in business. However, basically the external causes

superimposed upon the internal would form the general

189
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failure pattern. In other words, there will always be some
internally weak firms which cannot combat the adverse
effects of certain external factors. Since the most
important internal factor, managerial skills, does not
change from one year to the next and also are more difficult
to analyze objectively, the external factors are more
suitable for quantitative as well as qualitative analysis.
In this typf of approach time spans greater than one year
must necessarily be considered.

Of these two approaches the second one was employed
in this study. Aggregate Michigan and national failure
statistics were considered within their respective economies
as a whole, and also in respect to different economic
sectors. The analyses were based not only on time series
but also on special selected points in time. The discus-
sions of fallure patterns were restricted to their compo-
sition, size groups, age, and cyclical characteristics.

When treated as a continuum, fallure rate analyses were
related to other major changes in the economy to attain
further understanding of business fallures in the aggregate
economy.

By the analyses of external changes it is possible
to explain significant changes in the failure rates from one
year to the next. Among the external factors considered
here business population, income, business conditions, and

new entries were given speclal consideratlion as being
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important in the formation of the overall failure patterns.
Establishing interrelationships between these factors and
business failure statistics contributes substantially to the
explanation of the disparity between Michigan and the
national business fallure rates.

Business failures in this study were defined as
voluntary or involuntary cessation of business activitles
entailing a loss to creditors. The data used here are
limited because of their very definition. It 1s possible
that many firms going out of business because of poor per=-
formance may not entaill a loss to creditors; these are by
definition left out of the study. One very important
characteristic of the fallure statistics, however, 18 their
resemblance to the discontinuance figures, Despite their
limited scope the movements in failure statistics are
generally duplicated by discontinuance figures.

It 18 then the main contention of this study that
basically the differences between the business failure
patterns in Michigan and the United States are traceable to
the very nature of these respective economies. This, in
conjunction with the changes in business conditions, forms

the overall bisiness failure pattern.

Business Fallure Patterns
A comparison of business fallure patterns in

Michigan and the United States for 1953, 1954, 1958, and

PI i ‘wmj
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1959 revealed the following patterns in terms of kinds of

failures, size of fallures, life span, and cyclical changes,

1,

The overall resemblance of business population
and the composition of business fallures was the
first important observation in our analyses.
Generally speaking, in the economic sectors and
industrial groups where the number of existing
firms is large, the probability of having a
larger number of failures is proportionately
high. In many cases this was observed to be
true. However, the similarity between the
composition of business population and that of
business failures was not perfect. In some
industry groups there were more than proportion-
ate fallures, which 1is chiefly explained by
specific adverse business conditions in these
categories. For instance, when the manufacturing
fallures were analyzed it was found that there
were, relatively speaking, more fallures 1in
Michigan which were producing durable goods
prior to cessation. Similarly, a larger portion
of the national manufacturing fallures belonged
to nondurable goods industries, Although still
behind the national rate, Michigan's failure
rate showed a sharper increase. This was con-

sistent with the relatively slower performance
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of the state economy as a whole which was
reflected by higher state unemployment rates and
relatively slower increasing personal income,
especially during 1954-1959. During 1954-1959
not only was there a temporarily lessened demand
for the state's major durable goods but also
certain long term tendencies prevailed. Among
these were the dispersion of the auto industry,
shrinking defense contracts and changes in their
composition, All of these, no doubt, played
pertinent roles in the slower performance of the
state economy relative to the national,
In all but one category Michigan failure rates,
i.e,, failures expressed as a percent of total
firms, were lower than their national counter-
parts. However, comparisons between 1954 and
1958 revealed that failure rates in the state in
all categories increased faster (Table 1). This
fact mainly could be accounted for by certain
developments in the state economy, among which
were:
a., A decline in the lumber and lumber products
industry.
b. Dispersion and integration in the automobile
industry.
c. A decline in demand for major consumer

durable goods,
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d. Less than proportionate increase in retail
sales relative to the rest of the economy.

e. A slowdown in the construction industry.

TABLE 1

NUMBER OF FAILURES EXPRESSED AS A PERCENT OF NUMBER
OF ESTABLISHMENTS IN DIFFERENT ECONOMIC SECTORS
IN MICHIGAN AND THE UNITED STATES, 1954, 1958

" Michigan States
Sectors 1954 1958 1954 1958
Percent Percent Percent Percent

Manufacturing .36 .T2 .78 .87

Wholesaling — 59 — .20

Retailing .16 .29 .33 Jy

Construction .16 .62 .39 .gg
Services .03 .05 .08 .

Total .21 .52 42 .54

SOURCE: Tables 4, 8, 17, 20, and 23, Chapter Two.

3. The size of business casualties was analyzed by
considering their liability size on the basic
assumption that larger firms have greater lia-
bilities. These analyses revealed that Michigan
failures in general were more sizeable than
their national counterparts. The smallest sizes
prevailed in the services sector in the state,
while retalilers were the smallest fallures in
the national picture, Both of these sectors are
relatively more easy to enter in terms of low

capital and know=how requirements, The average
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liability size of manufacturing fallures was the
largest in both economies, and were somewhat
greater in Michigan. This latter fact is most
probably due to relatively more durable goods
manufacturing fallures in the state. Generally
speaking, durable goods manufacturers are rela-
tively larger than nondurab;e goods manufacturers
because of lower capital and manpower require-
ments., Analyses indicated that in those sectors
where falilures had relatively the greatest size,
life spans were the longest. Manufacturing
falilures, for instance, the largest in terms of
liability size, survived the longest both state
and nationwide. Michigan failures experienced a
longer life span, in general, than their
national counterparts, and their liability size
also was greater. Relatively fewer state
falilures in service industries and relatively
more in durable goods industries can account for
the major disparity in life spans between
Michigan and the United States.

Both Michigan and national manufacturing failures
showed a high sensitivity to business cycles.

In Michigan this sensitivity was noticeably
higher, especially among failures in durable
goods industries. The Michigan failure rates in
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recession years increased faster in these cate-
gories and in general faster than their national

counterparts.,

The Economic Structure

A comparison of Michigan's economlc structure with
the national provides a partial answer for the dissimilarity
between the fallure patterns in these two economies, An
analysis of income and its composition in both economies
showed a more erratic pattern in Michigan and similarly
Michigan's fallure picture also has been more erratic. The
basic single cause for this instability was the lack of
diversity in the state economy. Michigan's extreme
dependency on durable goods, and specifically on the auto-
mobile industry, helped the state's economy to grow (gster
than the national in good times as was the case between 1950
and 1953. Contrarywise, when demand for these industries'
outputs slackened, Michigan was hit harder. Thus, while
during 1950 - 1953 Michigan's failure rates were sub-
stantially below their national counterpart, they increased
during 1956 - 1959 much faster than in the nation.

Another observation was the slowly decreasing role
of manufacturing in Michigan's income and employment picture,
which suggested that the two economies are becoming more
alike. Akin to this trend were the income and failure
plctures of the two economies which also are tending to come

closer together.
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Besides being extremely sensitive and thus having
short-term implications, the durable goods industries played
a negative long-term role in the state's economy. PFirst,
the durable goods industries in the national economy
suffered a decline in thelr relative importance. The
growth in the rest of the economy since 1955 was not experi-
enced in this sector, a fact which was more harmful for the
state than the nation as a whole. Second, Michigan's share
in defense contracts declined, both because of the cone
traction in their size and more important because of the
changes in their nature.

Lastly, the dispersion of the automobille industry
also seemed to be an lmportant factor with adverse effects
on the state economy., The very structure of Michigan's
economy with 1ts relative lack of diversity and heavy
dependence on durable goods seemed to be a major cause of
the more erratic nature of the state's income. Significant
disparity was witnessed between the state and national
income, the former being more erratic and growing at a
slower pace during the latter part of the 50's. Failure
rates also in the state were more erratic than the national.

Correlation analyses established the relationship
between these two phenomena, i.e., income and failure rate,
Analyses of correlation éetween the change in income and the
change in the failure rate ylelded correlation coefficients
of -.6051 and -.8065 for Michigan and the nation as a whole,

respectively.
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As stated previously, despite the sharper increase
in Michigan's failure rate between 1954 and 1959 the state's
rate was still lower than its national counterpart. The
average larger size of establishments in Michigan coupled
with the higher per capita income in the state along with
larger population per existing establishment, were in the
main, major causes of the lower rate., These conditions made
the state economy, on the average, more desirable for the

marginal firms,

Business Conditions

Although business conditions can hardly be separated
from economic structure and income generation, an attempt
was made toward this end. Such a distinction is important
in an economy such as Michigan's which is very dependent
upon conditions in the national economy. When national
demand for certain consumers' durable goods contracts, two
distinct impacts can be witnessed. First, those manu-
facturing firms which lack capital, know-how and diversifi-
cation fail and secondly, the shrinking demand brings about
an income contraction which further contracts local demand
for consumer's goods and services. Consequently, some local
firms in wholesaling, retailing, construction, and services

ra11,l

llt is extremely difficult to pass a jJjudgment on the
timing of these two groups of occurrences, Although
possibly they might take place in a sequential order of some
sort, it 1s equally possible that they occur concurrently.
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A special measure was devised to test the relative
impact of conditions in the nondurable and durable goods
industries on business failures, This measure is the ratio
of inventories to new and unfilled orders. Fluctuations in
this ratio indicate ups and downs in the economic sectors. —
A series of correlation analyses showéd that in the nation Fﬁ]
a8 a whole the state of business in the nondurable goods
industries had relatively more bearing on the failure

picture. In Michigan, on the other hand, conditions in the : j

durable goods industries affected the failure pattern more
noticeably. Business conditions in general had more impact
on fallures than the new entries, This finding, however
limited, refutes the basic premise that failures are a
function of entries., A series of correlations between
fallures and new entries substantiated this statement by
showing very low correlation coefficients. There are also a
number of other factors which have bearing on the overall
formation of the failure pattern. While detalled analyses
of these are not within the scope of this study it has been
asserted that the size of firms, the legal form, credit
avallability and liquidity in an economy, the mood of con-
sumers, wholesale prices, population changes and others are
all pertinent factors which must be considered. Just how
significant these factors are in the formation of the
overall fallure pattern, and how they actually affect the

fallure pattern are two specific questions needing to be
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answered, and therefore, further research is needed in these
areas,

Our analyses thus far indicated a number of
functional relationships between the economy, business con-
ditions, and failures, It i1s necessary for our purposes to
take a brief look at the welfare aspects of business
failures., Only by adequate understanding of these aspects
can areas needing investigation be identified, In the
following few pages the welfare aspects of business failures

are briefly discussed.

Welfare and Failures

There are basically two extreme approaches to the
failure problem, The first and probably most advocated
maintains that failures manifest the veto power of the
market place. In the free enterprise system the unwanted
firms are bound to fail. Thus, failure usually means the
elimination of weaklings; the economy becomes sounder and
more efficient. The other view, in contrast, contends that
above a "certain" rate failures become costly for the
economy, sSince the resultant waste and malutilization of
resources may indicate not good health but a certain type of
economlc malaise,

Choosing one of these two approaches is very
important in terms of determining what to do about failures.
If the first point of view is correct then there will be no

need to be alarmed when failures increase, However, if
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failures do not contribute anything to competition or wel-
fare why continue carrying the burden? To investigate the
validity of either point of view one may take a retrospective
approach by looking at the types of businesses, when they
ceased existence, how long they survived and whether they
really had anything to offer to society.

. Just how costly then are fallures? Are advantages
obtained from fallures more than enough to offset their
cost? Present economic knowledge is not adequate to answer
these questions, However, some observations can be made
here which would be of value, Oxenfeldt distinguished four
specific cases in which new firms will be beneficial to the
economy, New entrants will benefit the society if they.
bring about:

1. Reduction in prices by partially eliminating
excessive pays to factors of production.

2. Reduction in cost without underpaying the pro-
ductive factors mainly by innovations in pro-
duction and distribution.

3. Reductions in profits without compelling the
extsting producers to leave but forcing them to
reduce their profits thus attaining normalcy.

4. Reductions in the number of concerns by elimi-

nating the marginal or inefficient producers.2

: 2Alfred R. Oxenfeldt, New Pirms and Free Enterprise
#zashington: American Council on Public Affalrs, I§u§§. P.
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If, however, the prices of the established firms are
not affected by the new firm or none of the existing firms
are compelled to leave and the total sales of the industry
remain the same, the profitability of the existing firms
declines because of the decline in per establishment sales
volume, Hence, the ultimate effect 18 an increase in cost
because of the increased idle capacity. A social cost
commonly associated with unused capacity is the depletion of
irreplaceable natural resources .3

In many cases the fact that about two-thirds of the
total failures take place during the first five years of
operation, may indicate that the newcomers actually do not
have a chance to contribute much to total welfare., They
cease existence without becoming beneficial to the economy.“
The smaller than normal size places the new entrants in a
disadvantageous position at the very beginning.

As already discussed, there is a positive relation-
ship between survival and size., Oxenfeldt wrote:

The fact that new firms, on the average, are consider-
ably smaller than established firms in an industry has

extremely significant implications. It implies that new
firms are generally not erected of a size permitting

3oxenteldt, op. cit., p. 69.

uIn one sense this might be compared with biological
fertility. The increased infant mortality causes a smaller
proportion of the population to survive to the reproductive
age. An interesting discussion of population functions,
mortality, and fertility is presented in K. E. Boulding, A

Reconstruction of Bconomics (New York: John Wiley & Sons,
1950), Chapter 1, especlally pp. 17-21.
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profitable operation and that their invested capital
will therefore be dissipated. The relatively small size
of new firms also brings into question the rationality
with which entrepreneurs select the scale of their oper-
ations., Moreover, it suggests that, despite the
existence of many producers and the entrance of many
firms each year, industries often are not highly com-
petitive because of the uneconomical scale of the new
operators,5

Furthermore, although competition may keep some prices 1low,
which to a certain extent, is the case in retailing, yet as
fallures take place the public pays 1nd1rectly.6 Especially,
even 1f the unfit and inefficient were to be eliminated,
they would be replaced by others probably equally as bad,
thus eliminating all the advantages that might be gained by

the occurrence of failures.7

Soxenfeldt, op. cit., p. 139.

;6Prices in the retailing sector of our economy are
relatively more stable as was found by Helen B, Junz and
Theodore R. Gates, "Do Retail Prices Follow Wholesale
Prices?," National Industrial Conference Board, Business
Record, June, 1957, pp. 271-276.

7Boer wrote: "If our system as presently consti-

tuted eliminated the unfit and inefficient, not to be
replaced by others equally as bad, there would be no point
in raising a question regarding either the method or the
results., However, the system apparently perpetuates the
dissipation of capital, encourages a waste of the services
of labor, results in lessened purchasing power, and causes
inconvenience to the consuming public. A. E. Boer,
"Mortality Costs in Retail Trades,"” The Journal of Marketing,
July, 1937, pp. 59-60. On this Cox had This to Bsay:
"Freedom of entry in practice 1s costly because people do
make mistakes. They do not know whether they are going to
Succeed or fall, and the screens set up to separate the
Probable successes from the probable fallures are far from
exact and accurate. In fact, the available evidence indi-
cates that fallure is considerably more common than success
among new business ventures. The fact that the business
Population 18 maintained through a costly process offsetting
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Our analyses in Chapter Four showed that failures in
the strict sense are not a function of new entries since the
two did not correlate highly. This means that neither new
entrants due to extreme incapability go out of business
immediately nor due to superior competitive power do they
soon force existing firms out of the market,

Analyses, on the other hand, also showed a close
inverse relationship between buaineés conditions and busi-
ness failures by indicating high correlation coefficients,
It necessarily follows that in recession or depression years
failures soar., If by this process 1t were possible to
guarantee the elimination of the inefficient then the result
naturally could be beneficial to the general welfare., How-
ever, marginal and inefficient firms in an imperfect economy
are not synonyms as would be the case in perfect competition.
In many cases the inefficient large firms can easily survive
a recession or depression by simply absorbing the losses
incurred. As Corwin Edwards stated:

Where big companies have small competitors, small
suppliers, or small customers, there may be a sube

stantial inequality of bargaining power between the big
and those who must deal with them or compete with them.

against each other a high disappearance rate and a corre-
spondingly high rate of inflow indicates that opportunity in
at least one sense is very great for individuals in this
country . . «. «+ In the real world, this extreme form of
opportunity is not wholly desirable. Legs costly ways are
qeeded for winnowing the fit from the unfit." Reavis Cox,
"Quantity Limits and the Theory of Economic Opportunity."

In Reavis Cox and Wroe Alderson (eds.), Theory in Marketin
(Chicago: Richard D, Irwin, Inc., 1950), pp. 242-243.,
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Whether or not the large concern has an advantage over
the small in productive techniques and operating costs,
it 18 likely to be able to outwit its smallacustomer or
supplier, to outbid its small rival , . . .

Thus, despite the fact that it is not inefficient,
the small firm might go out of business mainly due to the
size of its capital and assets.

From the aboGe discussions it becomes obvious that
the picture is not at all clear-cut. As McKean put it ". .
« « Whether current rates of business turnover are indica-
tive of health or sickness in the small business world is by
no means self-evident from the data."9

The importance of the welfare implications of busi-
ness fallures makes the topic especially important and
necessitates further studies to understand clearly the above
proposed interrelationships, In Cole's words: "Possibly no

inquiry in the area of economics deserves greater support."10

Need for Further Inquiry
Besides the studies made in the 1930's and the

BCorwin D, Edwards, Big Business and the Policy of
Competition (Cleveland: The Press ol Western Reserve GAI:
versity, 1956), p. 10. Also in a peper submitted by H.
Woorhies in the A.M.A. national convention during December,
1961, in New York, it was stated that small concerns do not
have a chance despite their efficiency because they do not
own mass media and cannot advertise nationally. It might de
added that multi-product large firms are better safeguarded
than relatively fewer or single product small firms,

9chean, op. ¢it., p. 33.

105, H, Cole, "A Note on Continuity of Enterprise,"
Business History Review, Spring, 1961, p. 75.
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N.B.E.R, studies, business failures 1s a relatively neglected
topic. A number of reasons can be given for this lack of
interest. For one thing, they are considered by many
students to be beneficial to the economy. Some consider
them a necessary evil, Others accept them on faith, Also
for some, failures is a negative topic and would not be con-
sidered unless the fallure rate becomes very high. Success
stories are more popular topics for detailed study. Until
recently, the lack of data also was one of the hindrances.
In addition, a lack of data reliability might sometimes
present a negative factor,

The studies of the 30's as well as the present
studies by D. & B. consider failures in the micro sense and
attribute casualties to internal, mainly managerial causes,
The N.B.E.R. studies go no further than establishing a rela-
tionship between the ups and downs in the economy and the
total failure data, thus providing a use for fallure
statistics as an economic indicator.

Throughout this study, an effort was made to estab-
1ish a functional relationship between the fallure pattern,
1.e., kind, size, age and cyclical characteristics of
failures, and the nature of the economy in conjunction with
business conditions. Despite the specific findings, the
analyses are not conclusive due mainly to the limited
numbers of years considered. It 1s important in the future

to substantiate further or to refute the findings of this
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study. Thus, more concrete functional relationships can be
established between the economy and the failure picture.

Not only substantiation of these findings but further analy-
ses of the factors suggested in Chapter Five 1s a consider-
ation for future studies. Among these are: the size of
firm, legal form, credit availability and liquidity, the
mood of consumers, wholesale prices, and many other socio-
economic and demographic factors,

Another future avenue for prospective study would be
to establish further relationships between the macro and
micro analyses of fallure studies, It then would be
possible to know under what circumstances, with any given
external conditions firms fail, On the same basis, it may
be possible also to ascertain with any given internal con-
ditions which factors precipitate failure.

By means of these studies 1t would be possible to
appreciate the role of fallures in society, to propose
remedies to minimize the costs incurred, and to maximize
healthier competition, Only at that time will there be
adequate information on failures to guide managerial action

and thus be valuable in a micro sense,
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APPENDIX—TABLE II

NUMBER OF FIRMS AND BUSINESS FAILURES

IN MICHIGAN
Number of Number of Fallures as a
Year Faillures Firms Percent of Firms
1940 361 76,316 T UT
1941 250 79,620 .31
19ﬁ2 226 78,362 .29
19 70 75,659 .09
194 30 70,206 Ol
1945 24 gl, 26 .03
1946 43 1,566 .05
194 139 93,933 .15
19¢ 157 97,949 .16
1949 337 100, 243 .34
1950 280 104,231 27
1951 181 96,967 .19
1952 170 99,217 .17
195 114 100, 366 .11
195 209 100,330 .21
1955 211 101,074 .21
1956 413 102,130 40
195 512 101,820 51
195 247 103,342 .23
1959 96 105,432 AT
SOURCE: Dun and Bradstreet, Inc., as reported in

the Statistical Abstract of the U. 3.

» Op. cit.
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NUMBER OF FIRMS AND BUSINESS PFAILURES

IN THE UNITED STATES

C——

N—

Number of

—

e

Failures as a

Number of
Year Fallures Firms Percent of Firms
1940 13,61 2,156,450 .63
1941 11,84 2,170,615 .22
1942 9,405 2,151,549 -
1943 3,221 2,023,007 .16
1944 1,222 1,855,033 .07
1945 810 1,909,095 Ol
1946 1,130 2,141,807 .Oﬁ
19ug 3,474 2,404,88 el
194 5,250 2,550,011 .21
1949 9,246 2,6g ,306 3
1950 ,162 2,686,786 .3
1951 ,058 2,607,977 .31
1952 5,611 2,637,0 .29
1953 ,862 2,666,680 .33
1954 11,086 2,632,312 42
1955 10,969 2,633,063 A2
1956 12,686 2,628,910 A48
195 1l ,;22 2,652,248 .52
195 14, 2,673,& .56
1959 14,053 2,7038,16 .52

SOURCE:

Dun and Bradstreet
the Statistical Abstract of the U. §

Inc., as reported in
.’ J. cit.



211

*6 °d _‘uoy3Ipe T96T ‘°3710 °d0 ‘BOy3sT3els ssaureng pu® ‘°g °Q U3 JO Joea38qy
TeBOT38T38AS 3yj3 uy pajaodax se ‘°ouy “j8aaxjspeag pue ung :YIHNOS

*epuesnoyy ux,

0°THT 0°8T 0°92 €lg°¢ L8E°T GOt ‘e 6561
o.WMH 0°6T 0°0¢ Hm.m Hmz.ﬁ 089°2 8G6T
o.»mﬂ m.MH 0°62 :m.m wmw.ﬂ mﬁa.m pmmﬁ
8° L4l *LT ®°92 he‘9 ‘T g2‘e 9561
L°2ET €°L1 2°8e 6£E°S :mﬁ.ﬁ - 2022 GG61
0°HET 9° LT G°0¢ Hmm.m ettt 2gz‘e G6T
o2l 0°9t L°l2 Hm .m £E6 L m.ﬁ G61
T1°61T m.mA G°Ge €eg’ gt ﬁm ‘1 2G61
0°€ET1 G ET L22 880t .28 €eGT 1661
0°GTT €°91 L2 6Sh‘h 910°‘T #l0°2 0661
G°GTT 0°8T 0°0¢ U OTT‘T €L’ 6461
G°g6 1°61 f°l2 Ggre 699 ﬂmw.ﬂ gh6T1
G°9L L° LT ‘92 2221 Ly Gl2°t Ly61
G°G9 f°11 ‘%2 #0€ 66 991 961
apeJay, Ipuyy Sutamaoegnusy PRIy, IpvaLy, Bujanjovinusy JeIX
TTe3ay ITesaTOoYM I7833y Iresatoyn
@SIOUBNUTIUOISTQ sunt1e4

——

———

—

—

——
e

6S6T-9%6T ‘°S °n FHI NI
SHONVANIINOOSIA SSANISNT ANV SHUNIIVA SSINISAg

Al TIAVI—XIANAdIV




BIBLIOGRAPHY

Books and Pamphlets

Alderson, Wroe. Marketing Behavior and Executive Action.
Homewood: FIcEarg D. Irwin, Inc., .

Bell, Martin L. (ed.). Marketin§: A Maturing Discipline.
’ Chicago: American Marketing Associla on,€I§gI.
Boedecker, Karl A,, et al. Essays on Business Finance. Ann
Arbor: Masterco Press, 1957.

Boulding, Kenneth E, Economic Analysis, 3rd ed. New York:
Harper & Brothers, 1955.

. A Reconstruction of Economics. New York: John

~— Wiley & Soms, Inc., 1950.

Burns, Arthur F., and Mitchell, Westley C. Measuring Busi-
ness Cycles., New York: National Bureau of Ebonomic
Research, Inc., 1947.

Converse, Paul D,, Huegy, Harvey W., and Mitchell, Robert V.,
The Elements of Marketing. New York: Prentice-
Hall, Inc., 1953.

Cover, John H, Business and Personal Fallure and Readjust-

ment in ChIcago. “Chicago: The Unlversity o
Chicago Press, 1933.

Cox, Reavis, and Alderson, Wroe (eds.). Theory in Marketing-
’ Selécted Essays. ’Chicago: Richard D, Irwin, Inc.,

Croxton, F. E., and Cowden, D. J. Applied General Sta-
ce-Hall

tistics. New York: Prenti , Inc., 1955.
Due, John F. Intermediate Economic Analysis. Homewood:
> " 'Richard D. Trwin, Inc., 1556, 252

Edwards, Corwin D, Big Business and the Policy of Compe-
tition. Cleveland: The Press of Western Reserve
University, 1956.

The Failure Record Through 1 « New York: Dun and
radstreet, Inc.,, 13060.

212



213

Form, William H., and Miller, Delbert C, Industry, Labor
and Community. New York: Harper rothers, 1360.

Foulke, Roy A, Behind the Scenes of Business. Revised ed.
New York: Dun and Bradstreet, Inc., 1952.

Galbraith, John Kenneth., American Capitalism. Boston:
Houghton Mifflin Co., 1950.

Garvy, George. The Development of Bank Debits and Clearings
and Their Use In Economic Analyses. Washlington:
Board of Governors of the Federa eserve System,

1952,
Haber, William, et al. The Michigan Economy. Michigan:
’ The W.’E. UpJohn Institute for Employment Research,
1959.

Heflebower, Richard B., and Stocking, George W. (eds.).
Readin»s in Industrial Organization and Public
Pollcy. Homewood: Richard D. Irwin, Inc., 1958.

Hession, Charles H., Miller, S. M., and Stoddart, Curven.

The amics of the American Economy. New York:
ITT%eg R. Knopl, 19506.

Hollander, Stanley C. (ed.). Explorations in Retail%gg.
T Busl c

East Lansing: Bureau of Buslness and Econom]
Research, Michigan State University, 1959.

Howard, Bion B,, and Upton, Miller. Introduction to Busi-
ness Pinance. New York: McOGraw-HI1l Book Co., Inc.,

Kaplan, A. D. H. Small Business: 1Its Place and Problems.
New York: ~McOraw-HIII Book Co., Inc., 1948,

. Big Business in a Competitive System. Washington:
The Brooklngs idifitu on, .

Mason, Edwards S. Economic Concentration and the Monopoly
Problem. Cambridge:  Harvard University Press,

McKean, Eugene C, The Persistence of Small Business.
Kalgmazoo: Upjohn Institute for Community Research,
195¢.

Michigan Statistical Abstract. 3rd ed. East Lansing:
ureau of Business and Economic Research, Michigan
State University, 1960,




214

Michigan Tax Study. Staff Papers. Lansing: 1958.

Miller, D. C., and Form, W. H. Industry, Labor and Com-
munity. New York: Harper rothers, 1960.

Mitchell, Wesley. Business Cycles. Part II, Berkeley:
6n1versity of CallTornla Fress, 1913,

Moore, Geoffrey H., Measurin Reoesaions. Occasional Paper
61. New York: NatIonal Bureau of Economic Research,
Inc., 1958.

(ed.). Business Cycle Indicators. Vol, I,
Princeton: FPrinceton Unlversity Press, 1961.

Mueller, Eva, Wilken, Arnold, and Wood, Margaret, Location
Decisions and Industrial Mobilit 1n Michi an
rbor: Institute for SocIaI Researc
University of Michigan, 1961.

Mund, Vernon A, Government and Business. New York: Harper
& Brothers, 1955.

National Bureau of Economic Research. Business Concentration
and Price Policy. A conference. Princeton:
Princeton UnIversity Press, 1955.

Nelson, Ralph L Merger Movements in American Induat;x
gg rInceton: Princeton Univers y Press,

O'Donnell, John L,, et al. Economic and Population Base
ty Area,

Study of the lansing Trl-Tou Tansing:
Bureau of Business adH—Ebonoﬁfx”Research, Michigan
State University, 1960.

Oxenfeldt, Alfred R, New Firms and Free Enterprise. Wash-
ington: American Council on Public K%gaIrs, 1943,

Penrose, Edith Tilton, The Theor of the Growth of the
Firm. Oxford: ackwell, 1353.

Phillips, Joseph D, Little Business in the American Econo
Urbana: The Unlversity of 111lnols Fress, 19

Rosenbluth, Gideon, "Measures of Concentration,”" Business
Concentration and Price Policy. A Report Prepared
by the Natlonal Bureau o onomic Research, New
York. Princeton: Princeton University Press, 1955,

Scitovsky, Tibor. Welfare and Competition. Chicago:
Richard D. Irwin, Inc., I§§I.



215

Shielaff, Theodore J., and Aberle, John W. Introduction to
Business. San Francisco: Wadsworth Publishing
Company, Inc., 1961,

Stockman, Lynn H. (ed.). Advancing Marketing Efficiency.
Chicago: American ﬂarkeffng Association, 1 R

Thole, Henry C. Service Station Starts in Kalamazoo, 1957-
12? . A Study of the Problems of Small Busliness.
alamazoo: W. E. Upjohn Institute for Employment
Research, 1959.

Vatter, Harold G. Small Enterprise and Oligopoly.
’ Corvallis, Oregon: Oregon State Co%Iege, 1955.

Woodruff, A. M., and Alexander, T. @, Success and Failure
in Small Manufacturing. Pittsburgh: Unlversity of
PIttsburgh Press, 1953.

Articles and Magazines

Adelman, M. A. "The Measurement of Industrial Concen-
tration," in Heflebower, Richard B., and Stocking,

George W, (eds.). Readings in Industrial Organi-
zation of Public Policy. Homewood: Richard D,
II‘WIH, TY-IC., 1958, ppo 3-1"5.

Alderson, Wroe. "Survival and Adjustment in Organized
Behavior Systems," in Cox, Reavis, and Alderson,
Wroe (eds.¥. Theory in Marketing. Chicago:
Richard D, Irwin, Inc., 1950, pp. 65-87.

"Are You Sure You're Legal?," Changing Times, January, 1960,
p. 23.

Barbee, Emmet E. '"Reason for Failure," Credit and Financial
Management, November, 1941, 9ff,

Boer, A. E. "Mortality Costs in Retail Trades," The Journal
of Marketing, July, 1937, pp. 52-60.

Bowen, Howard R. "Trends in the Business Population,"
Survey of Current Business, March, 1944, pp. 8-13,

, Paden, Donald W., and Wimsatt, Genevieve B, "The
usiness Population in Wartime,” Survey of Current
Business, May, 1944, pp. 9-14.

. "New and Discontinued Businesses, 1940-43,"
Survey of Current Business, July, 1944, pp, 7-13.

Bowlby, Roger L. "Manufacturing in Michigan," The Michigan
’ Economic Record, September, 1960, pp: 7-8.




216

. "Michigan's Position in the Automobile Industry,"
The Michigan Economic Record, March, 1961, 3ff,

and Samli, A, Coskun. "Selected Services in
ﬁichigan," The Michigan Economic Record, July-
August, 1960, 3fTf.

Brimmer, Andrew F. "Durable Goods in Michigan," The
Michizan Economic Record, July-August, 1959, 3ff.

Brown, William P., and Cossady, Ralph, Jr. "Guild Pricing
in the Service Industries," gyarterlx Journal of
Economics, February, 1947, 3 .

"The Buséness Birth Rate," Portune, October, 1948, pp. 86-
T.

“Business Failures," Dun's Review and Modern Industry,
November, i965, PP. 15-16.

Business in Brief. New York: The Chase Manhattan Bank,
ay-June, 1961.

"Businesses Wanted," Wall Street Journal, March 28, 1962, p.
1.

"But Where are the Best Opportunities?,” Changing Times,
November, 1959, p. 21.

Calkins, Francis J. "Liquidation and Bankruptcy," in
Boedecker, Karl A,, et al., Essays on Business
Finance. Ann Arbor:  Masterco Press, 1951, pp. 359-

[ ]

. "Involuntary Reorganization," in Boedecker,
Karl A,, et al., Essays on Business Finance. Ann
Arbor: Masterco Press, 1957, ppP. 307-383.

"Casualties Take Slight Upturn," Dun's Review and Modern
Industry, May, 1959, p. 15,

Churchil%, Bet&ysc. "Age gnd LifeBExpectancgeof Business
irms, urvey of Current Business, cember, 1955,
ppo 15-1 ]

. "The Business Population by Legal Form of Organi-

;af&on," Survey of Current Business, June, 1951, pp.

. "Business Population by Legal Form of Organi-
iggion," Survey of Current Business, April, 1955,



217

. "Recent Business Population Movements," Survey of
Current Business, January, 1954, 11ff,

. "Rise in the Business Population," Survey of
Current Business, May, 1959, pp. 15=19.

. "8ize of Business Firms," Survey of Current Busi-
ness, September, 1959, pp. 14<+20.

. "Size Characteristics of the Business Population,"”
Survey of Current Business, May, 1954, pp. 15-24,

. "State Distribution of Business Concerns," Survey
of Current Business, November, 1954, pp. 14-24,

Cole, Arthur H, "A Note on Continuity of Enterprise," Busi-
ness History Review, Spring, 1961, pp. 75-88.

Collins, N. R., and Preston, L. E. "The Size Structure of
Industrial Pirms," The American Economic Review,
December, 1961, pp. 986-1011.

"Concerns in Business and Their Turnover," Survey of Current
Business, June, 1956, p. O.

"Contractgr Pailure," Engineer News Record, May 19, 1960,
181¢f,

Copeland, Frederick W. "Illusions of Owning a Business,'
Atlantic Monthly, September, 1956, pp. 66-68.

Cover, John H, "Business and Personal Failure and Readjust-

ment in Chicago,” The Jo 1 of Business of the
University of Chicago, July, 1933, 10bIT.

Cox, E11 P, "The Decline of Metropolitan Retailing," Busi-
ness Topics, Spring, 1961, pp. 33-42,

Cox, Reavis. "Quantity Limits and the Theory of Economic
Opportunity,” in Cox, Reavis, and Alderson, Wroe

(eds.), Theory in Marketing. Chicago: Richard D,
Iwin, Inc.. 9§6) ppo "'2)"‘50

Dean, Joel. "Competition Inside and Out," Harvard Business
Review, November-December, 1954, pp. b3=11.

"Death of Business," Business Week, December 24, 1949, 60ff.

Donham, Paul. "Whither Small Business?," Harvard Business
Review, March-April, 1957, pp. 73-B1.

"Pailures Grow as Competition Returns," Business Week,
April 9, 1949, p. 25,



218

Foss, Murray F., and Churchill, Betty C. "The Size Distri-
bution of the Postwar Business Population," Survey
of Current Business, May, 1950, 17ff.

George, Edwin B. "Can Small Businesses Get the Capital They
Need?," Dun's Review, October, 1952, 117ff,

"Growth in Business Concerns," Survey of Current Business,
May’ 1960’ po 130

Haber, William. "The Outlook for the Michigan Economy,"
Michigan Business Review, May, 1959, 1l1ff.

Hasmer, W, Arnold. "Small Manufacturing Enterprises,"
Harvard Business Review, November-December, 1957,
pp. 111-122,

Henderson, John P,, and Samli, A, Coskun. "Nondurable Goods
Industries," The Michigan Economic Record, June,

1959’ p- 3. ‘

Hoffman, Shirley. "Business Falilures and Business Cycles,"
The Conference Board Business Record, February,
1901, pp. 38-%1.

Hollander, Stanley C. "The Wheel of Retailing," Journal of

"How to Raise the Money for a Business of Your Own,"
Changing Times, October, 1959, p. 1ll.

Howard, H. H. "Effectiveness of Entry by Already Established
Firms," %uarterly Journal of Economics, Winter, 1957,
pp . 132" .

Hutchinson, Ruth G., Hutchinson, Arthur R,, and Newcomer,
Mabel. "A Study in Business Mortality," American
Economic Review, September, 1938, pp. 500-51%4,

"It's the Tyros That Go," Business Week, September 8, 1956,
pp . 169-170 .

Jones, Griffith, "Why Do Businesses Fail?," Dun's Review,
March, 1952, p. 21.

Junz, Helen B., and Gates, Thedore R. National Industrial
Conference Board., "Do Retail Prices Follow Whole-
sale Prices?," June, 1957, pp. 271-276.

Kinnard, William N., and Malinowski, Zenon S, "How Urban
Renewal Projects Affect Small Business," Management
Research Summary, January, 1961, pp. 1-4,




219

"Latest Trends in Business Casualties," Dun's Review and
Modern Industry, September, 1958, p. 208.

Lebow, Victor, "The Crisis in Retailing,” Journal of
Retailing, Spring, 1957, pp. 17-26.

Lindgren, Gunnar. "How Long Does a Company Live?," Oxford
Economic Papers, 1953, pp. 235-247.

Lintner, John, and Butters, Keith J. "Effects of Mergers on
Industrial Concentration, 1940-1947," The Revfgw of
Economics and Statistics, pp. 30-48,

Lockley, Lawrence. "Favorable Implications of Inter-Firm
Competition at the Retail Level," in Bell, Martin L.

(ed.), Marketing: A Maturing Discipline. Chicago:
American Marketing Kssoclation, I§EE.

Lomax, K. S. "Another Example of the Analysis of PFailure
Data," The Journal of the American Statistical
Association, Dec., 19504, pp. 84/=-850.

Luclkman, Charles., "America at the Cross Roads," Vital
Speeches, July 18, 1950, pp. 645-648.

Mack, Ruth P., and Zarnowitz, Victor. "Changes in Retaller
Buying," in Hollander, Stanley C. (ed.), Explorations

in Retailing. East Lansing: Bureau of Business and
EEbnzmIﬁBHesearch, Michigan State University, 1959,
pp. 41=43.

McNair, M. P, "Significant Trends and Developments in the

Postwar Period," in Smith, A. B. (ed.), Competitive
Distribution in a Pree, High-Level Econo and 1ts

Implications for the Universify. Pittsburgh:
Ungversiky of Pittsburgh Press, 1958,

Michigan Department of Revenue, Monthly Bulletin,

Michigan Employment Security Commission. Michigan's Labor
Market. 1950, 1959.

"Michigan Makes a Fast Pickup as Auto Sales Spurt," Business
Week, August 29, 1959, pp. 104-107.

"MortalitysFigures for Business," America, May 28, 1955,
g26ff.

Murphy, T. P. "Big Worry for Small Business: Money,"
Fortune, July, 1957, pp. 120-123.



220

Newcomer, Mabel. "The Little Businessman: A Study of Busi-
ness Proprietors in Poughkeepsie, New York," Busi-

ness History Review, Winter, 1961, pp. 477-533.

"Older Firms are Having Rough Time," Sales Management,
April 19, 1957, p. 31.

Odiorne, George S. "How Small Business Cuts Its Throat,"
Harper's Magazine, April, 1960, pp. 46-50,

"Output of Consumer Goods," Survey of Current Business,
September, 1959, pp. 6-8.

Ozga, S. A. "Imperfect Markets Through lLack of Knowledge,"
guarterlx Journal of Economics, February, 1960, pp.

Paden, Donald W. "Life Span of Discontinued Businesses,"
Survey of Current Business, December, 1945, pp. 16-

, and Nielson, Alice, "Recent Trends in the Busi-

ness Population," Survey of Current Business, May,
1946 » PP. 16"23 .

Penrose, Edith Tilton., "Biological Analogles in the Theory
of the Pirm," American Economic Review, December,
1952, pp. S04-813.

Perloff, Harvey S. "Correlations of State Income and
Industrial Structure," The Review of Economicse and

"Recessions Fall 45 to 50 Firms a Day," U. S. News, April 18,
1958, pp. 83-85.

"Retailing Proves More Stable," Business Week, March 11,
1950, p. 104,

"Revised Industrial Production Index," Federal Reserve
Bulletin, December, 1959, pp. 155115566,

Rosenbluth, Gideon. "Measures of Concentration," in Busi-
ness Concentration and Price Policy. A Report of
the National Bureau of Bconomic Research, New York.

grincetonz Princeton University Press, 1955, pp. 3-

"Run Through an Empire Mill," Business Week, September 15,
1956, 8uff,



221

Sales Management Inc. Sales Management, Survey of Buying
Power, 1956-1960.

Sanzo, Richard. "What's Behind the Rise in Business
Failures?," Dun's Review and Modern Industry,
December, 1957, LoITf.

Scitowsky, Tibor. "Economic Theory and the Measurement of
Concentration," in National Bureau Committee for
Economic Research, Business Concentration and Price
Policy. Princeton:” Princeton Unlversity Press,
1955, pp. 101-113,

"Shake Oug the Weaklings," Business Week, December 21, 1957,
338ff.

"Should You Go Into Business for Yourself?," Changing Times,
October, 1959, p. T.

"Signs o§6Ebb1ng Tide," Business Week, November 15, 1958, p.

Silbert, Myron. "Retailing and Economic Stability," in
Hollander, Stanley C. (ed.), lorations in
East Lansing: Micﬁfgan State University,

Retailing.
1959, pp. 26-40,

Simpson, Paul B,, and Anderson, Paul S, "Liabilities of
Business Fallures as a Business Indicator," in The

Review of Economics and Statistics, May, 1957, pp.

Stolper, Wolfgong F, "Economic Development, Taxation, and
Industrial Location in Michigan," in Michigan Tax
Study, Staff Papers. Lansing: 1958, p. .

Swaney, Russel A, '"Scans Michigan's Business Conditions,"
Michigan Manufacturer and Financial Record, July,
1]

Ulmer, Melville J., "Industrial Patterns of the Business
Population,"” Survey of Current Business, May, 1948,
pp. 10-15.

. "The Postwar Business Population," Survey of
Current Business, January, 1947, Off.

and Nielson Alice. "Business Turnover and Causes
of Fallure," Surve of Current Business, April,
1947, pp. 10-"16'._1




222

Verway, David I. "Personal Income," The Michigan Economic
Record, September, 1960, pp. 1-2.

Vital Statistics of Industry and Commerce. Dun and Brad-
street, Inc., July, 1983, pp. 3-0.

"Why Companies Falled in 1958," Steel, May 11, 1959, 104ff,

Winston, Clement. "Retall Trade and Use of Services,"
Survey of Current Business, May, 1961, pp. 22-28.-:

Wyant, Rowena, "Least Likely to Succeed," Dun's Review and
Modern Industry, November, 1957, p.

Zarndwitz, Victor, and Lerner, Lionel J. "Cyclical Changes
in Business Fallures and Corporate Profits," in
Moore, Geoffrey H. (ed.), Business Cycle Indicators,
Vol, I. Princeton: Princeton Unlversity FPress,
1961, p. 364,

U. S. Government Publications

Annual Report of the Comptroller of the Currency. Washing-
ton: U. 5. Government Printing Offlce.

Economic Report of the President and the Economic Situation
and Outlook. January, 19061, Washington: . S,
Government Printing Office, 1961.

Hicks, William T., and Crowder, Walter F. Small Retail
Store Mortality. Economic Series No. 22, Department
of Commerce, ﬁashington: U. S. Government Printing
Office, 1943,

Pugh, 0l1in S, PFinancing 689 Small Business Firms in South
Carolina, - . omall Buslness Managemen
Research Reports. ashington: Small Business
Administration, 1961.

Sadd, Victor, and Williams, Robert I. Causes of Commercial
Bankruptcies. U. S. Department of Commerce, Bureau
of Forelgn and Domestic Commerce, Domestic Commerce
Series No. 69, Washington: U. S. Government
Printing Office, 1932,

Thorp, William L. Hearings before the Temporary National
Economic Committee. Investigation of Economic Power,
Part I, Economic Prologue, 75th Cong., 2d Sess.
Washington: U. S. Government Printing Office, 1941.




S.

223

Congress, Select Committee on Small Business, House of
Representatives, Hearings on Problems of Small-
Business Financing,. Cong., 18t Jess., 1957.

Congress, Hearings before the Joint Committee on the
Economic Report pursuant to Section 5 (A) of Public
Law 304 (77th Congress)., Volume and Stability of
Private Investment., 81st Tong., 2d Sess, Washing-
ton: U. S. Government Printing Office, 1955.

Congress, Hearings before the Temporary National
Economic Committee. Investigation of Economic Power
Part I, Economic Prologue. 75th Cong., 34 Sess,
Washington: U. S. Government Printing Office, 1941,

Congress, Joint Economic Committee, Staff Regort on
Employment, Growth and Price Levels. 8b6th Cong.,
Is% Sess., Washington: U. 5. Government Printing
Office, 1959.

Congress, Joint Economic Committee Hearings. The
Effects of Monopolistic and Quasi-monopolistic
Practices. 8bth Cong., 2d Sess, ﬂasHEngEon: U. S.
Government Printing Office, 1959.

Congress, Joint Economic Committee Staff, and the
Office of Statistical Standards, Bureau of the
Budget. 1960 Supplement to Economic Indicators
Historical and Descriptive Background. 8bth Cong.,

ess, ashington: U. S. OGovernment Printing
Office, 1960,

Congress, Report to the Committees on Banking and
Currency and Select Committees on Small Business,
Financing Small Business. Parts 1 and 2, 85th
Cong., 2d Sess. Washington: U. S. Government
Printing Office, 1958,

Congress, Staff Report to the Select Committee on
Small Business, House of Representatives, Status of
Small Business in Retall Trade. 86th Cong.,

Sess. Washington:™ U. S. Government Printing
Office, 1960.

Congress, Subcommittee of the Committee on Banking and
Currencg. Hearings on Credit Needs of Small Busi-
ness. 85th Cong., 18t Sess. Washington: U. S.
Government Printing Office, 1957.

Congress, Temporary Natlional Economic Committee.
Problems of Small Business. Monograph No. 17, 76th
ong., 3d Sess, Washington: U. S. Government
Printing Office, 1941,



224

Department of Commerce, Bureau of the Census. Annual
Survey of Manufactures, 1950. Washington: U, 5.
vernment PrIanng Uffice, 1952,

Department of Commerce, Bureau of the Census. 1954
Census of Business. Washington: U. S. Government
Printing OffIce, 1960.

Department of Commerce, Bureau of the Census., 1958
Census of Business. Washington: U. S. Government
Printing Office, 1960.

Department of Commerce, Bureau of the Census., 1954
Census of Manufactures. Washington: U. S. Govern-
ment Printing Offlce, 1956.

Department of Commerce, Bureau of the Census. 1258
Census of Manufactures. Washington: U. S. Gowern-

ment Printing Offlce, 1960.

Department of Commerce, Bureau of the Census,
Statistical Abstract of the United States.
WagﬁIngEon' U. 3. Government PrIntIng Office, 1946~
1960.

Degartment of Commerce, Bureau of Foreign and Domestic
ommerce, Domestic Commerce Series No. 59. Causes

of Failure Among Drug Stores. Washington: U, S,
Oovernment Printing Offlce, 1932.

Department of Commerce, Bureau of Foreign and Domestic
Series. How Long Do Retail and Wholesale Establish-
ments Tend to Survive. Economic (Sma usiness
Serles No. 54.” Washington: U. S. Government
Printing Office, 1943,

Departmént of Commerce, Business and Defense Service
Administration, Automotive and Transportation Divi-
sion. Automotive Industry Outlook for 1 61 and
Review of , 19061. WashIngton: "U. vernment
Printing, .

Department of Commerce, Domestic Commerce Series,.
Causes of Business Failures and Bankruptcies of
Individuals In New Jersey in 1929- ;g Washington:
U. S. Government Printing Office, 1931.

Department of Commerce, Office of Business Economics,

Business Statistics, 1 Edition. Washington:
. O vernment Printing Office, 1959.




U.

225

Department of Commerce, Office of Business Economics,
Business Statistics, 1 Edition. Washington'
U. 3. Eovernment‘Prin g Offlce, 1961,

Department of Commerce, Office of Business Economics,
Personal Income by States Since 1929. Washington:
U. 3. Govermment Printing Office, 1956.

Department of Commerce, Office of Business Economics,
Survey of Current Business.

Department of Commerce, Office of Business Economics,
U. S. Income and Output. Washington: U, S. Govern-
ment Printing Office, 1958.

Department of Commerce, U, S, Department of Health,
Education, and Welfare, County Business Patterns.
Part 4, First Quarters of 1953, and
washington. U, S. Government Printing Office, 1955,
1958, and 1961.

Department of Commerce, Business and Defense Service
Administration, Automotive and Transportation Divi-
sion, Automobile Industry OQutlook for 1961 and
Review of i§§§.

Department of Labor, Employment and Earnings, May,
1960, pp. 99-101.

University of Wyoming. Study of the Problems of Small

Retailers in w¥omin5. Small Buslness Management
Research Reports, ashington: Small Business
Administration, 1960.



<

’? I AL s ¥ prommame

AN
v

A SN Pt
o, -

- - ~ B
r&___'__.__—-o—‘-n.» /
I R
v s . -







