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| By A. J. Williams, Senior Lecturer in
| the Department of Accounting and Fin-
# ancigl Management, University of New
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Englond, Armidale, N.S.W. Sccond of a
{wo-part serics on “Why So Many Small
i Businesses Fail™,

In the first part of 1this article (April
fournal) it was indicated that small firms
we involved in a significant proportion of
the nation’s business activity, but they also
sepresent over 909% of all business failures
i this country,

Available studies of the problem of small
business failure gencrally sugpest that the
feal couse is related to the quality  of
ownership and managerial performance.

Small business ventures are initiated and
aperated by persons who difer widely in
taeir  motivation, aptitude, ability, experi-
<iee and compelence.

Careful study of small business initintion
aid operation indicates at least two distinet
phiases, each with its own particular prob-
s, and charocteristics.

The indtiation phase, the start-up, is o
ceeative act. Tor large numbers of new
frms, the possession of an idea, invention,
sew product possibility or new Production
Jrucess s the reason behind -the new ven-
e,

The development of such idea, invention,
- possibility, to the point where it is a
easible and  marketable proposition, re-

wives entreprencnrial netivity i, innov
bon, organisation, challenge, imagination,
sponsibility and a degree of risk taking.

Onee the firm is functioning as an ou-
simenterprise, and  through the initial
nd most diflicult phase, there is usually a
marked change in the type of aclivity re-
uived of the owner manaper,

There is pencrally o real need for eflici-
momansgement of what ecun become, in
Wt routine-type  operations, e.t. general
ipervision of increasing numbers of em-
lovees, costing, record keeping and sales,
wd - possibly  supervision  of production
proCcesses,

Among the many thovsands of indivi
duals who  become owner/managers of
sl business  ventures every year, there
appear 0 be  several recognisable
_mj‘axies:

1. those who are hoth good entrepre-

neurs and eflicient managers,

2. those who have ability in
area, .
those wha are good enlreprencurs,
but poor managers, and
4. those who are efficient managers but

have little entreprencurial ability or

cale-

neither

inclination,
Individuals in category 1 ought 10 be
tlentified and encouraged -— they will he

frand in the most suceessful ventures, Un-
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fortunately such people are scarce, prob-
ably  no more than 105 of the total
population of small business owners in this
country having a desirable combination of
both entreprencurial and managerial capac-
ities and  propensities.  Such  persons are
able 1o recopnise profitable opportunities,
bring the innovation to fruition and eflici-
ently manage the on-going venture.

Those  persons  with  neither  entrepre-
neurial nor managerial abiilty (category 2)
are prabably happier in employment, They
should be encouraged not 1o enter small
husiness ownership since they are seriously
ansnited  for the effective undertaking of
both small business initiation and ¢ontinu-
ation, For those presently in business it is
predicted that failure is practically certain,
since it is doubtful if remedial action can
offset the serious deficiencies.

Category 3 small business owners have
the ability and motivation 1o start new ven-
tres but dack the necessary managerial ex-
pertise to follow through and operate
sneeessful - business,  Substantiul - remedial
action iy necessary to train and develop the
reguired skills and techniques for effective
management,

It is clearly recognised that the owner/
manager of o small venture needs some

- PERFORMANCE

expertise in, and understanding of most (if
not all) management functions which are
appropriate to his enterprise. There is a
stage when he cannot afford 1o employ
specialised  management services, but even
when he can and must o so, he still ought
1o be able 1o oversee the total scene.

Category 4 encompasses the many thous-
ands of small business firms which are
owned and operited by individuals who
fack the necessary creativity, motivation,
imagination and energy to lift their ven-
tures out of the ranks of the marginals, and
give them stimulation, growth and vigour,

These “non-entreprencurs” can be helped,
ds o overseas programmes have clearly at-
tested,  Entrepreneurial management s es-
sentinl for real success in a small business.
What Factors Are Found in Successfol
Entrepreneurs?

The awthor's research has been aimed a1
identifying the personal characteristics of
both  successful  and  unsuccessful  small
business owners. The intention is to derer-
mine which of these characteristics are
valid and reliable as predictors of success-
ful entrepreneurial activity,

Once this is known training and educa-
tional programmes to develop the necessary
skills tfor category 3 owners), attitudes and
motivation (for category 4 owners) can be
plinned and implemented.

It is hypothesized that effcctive entre-
prencurial behaviour will result in rational
decision-making, balanced judgment  and
appropriate interpersonal relationships —
in shorl, management and leadership skills,
appropriate to, and effective in, the role of
small business owner/manager,

l'o provide answers to the many ques-
tions about which personal characteristics
are associated with successful entrepreneur-
ship, the author interviewed 250 small busi-
ness owners, from all industries.

Included in the sample were 75 ex-
awners who had recently. failed, to provide
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4 broader range of performance scores and
a close look at the personal chiracteristics
of failures. Data were collected on all pos-
sible_factors, and then processed by com-
puter,

The findings are illustrated in the dia-
gram, and can be discussed in groups.
GROUP 1: RELEVANT PATTERNS OF

EXPERIENCE. AN PREPARATION

(0) Pre-decision Experfence — all work
telated experience gained  before making
the decision to start a small business, in-
cluding:

(i) occupational, trade, professional c¢x-

perience,

(i) management experience, and

(ili) ownership (entreprencurial?) experi-

ence.

Por cuch of these possible areas of cx-
perience, both the duration and relevance
(to the present business) of the experience
were investigated.

(b) Post-decision Preparation — all speci-
fic prepuration for the start-up, including
finance, location, market appraisal, ac-
counting system, ctc. Again both the dura-
tion and relevance of such preparation
were looked at.

Adequate and (particularly) rclevant cx-
perience and prepatation provides the new
owner with the necessary  skills, expertine
and competence 1o do his work well, and
the essential facilities (e.g. finance, loca-
tion) to ensure o sound start to the ven-
ture.

v om
i \
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GROUP 2: PERSONALITY TRAYTS

(@) Achievement Motivation — 4 general
and fundamental psychological drive, char-
acterised by

—— R strong
and excel
moderate risk-taking
energetic and innovative activily
preference for  tasks  where  results
are due more to ability than chance
a substantial streak of independence
organisational skill
interest in excellence for its own suke,
rather  than  consequential  muaterinl
rewards, prestige or poswer
realistic self-confidence
long-range time perspective
- desire for quick and objective Teed-

back on results of decisions  and

actions.

A high level of achievement motivalion
is a most important factor for entrepre-
neurial success,

(b) Interpersonal Response Traits - (he
¥ individual's method of responding 10, and
, dealing or coping with others. There are
V> three broad types of responses:

(i) complinnt  (sensitive

need to compele, succeed

1o others, un-
selfish, conformist)
(i) ageressive (¢ titive f-interest-
edmanip
detac ficmotional,

(iit)
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FACTORS (BY GROUPS)

GROUP 1: EXPERIENCE AND
(a) Pre-decision Experience
(i) Occupational-—Duration
Relevance
(i) Management- -Duration
Relevance
(i1) Ownership--Duration
Relevance ‘
(0 Post-decision Preparation - Duration
Relevance
GROUP 2: PERSONALITY TRALTS
(2) Achicvement Motivation
() Interpersonal Response Traits
—- Compliant
Apgressive
—-Detached
(¢) Role Perception
~-Inner-Directed
—QOther-Direcled
() Role Success Motivation

i) Marital and Family Responsibilitics
thy Another job
(e Club, Association involvement
GROUTP 942 OTHER FACTORS
(a) BEducatton— duration
~-—-relevance
(b) Age of Starting Business
(¢) Religious Afliliation
W) Family Hackpround
(¢) Sex

Iy Physical Health

PREPARATION

GROUDP 20 CONCURRENT ROLE ()lH,l(i.-\'l'I().NS

© 5 signifies CRUTTICALLY INPORTANT. 1 signifies NOT INMPORTANT.
Rankings based upon Pearson product-moment correlations.
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(¢) Role Perception —

nonconformisiy,

ostosuecessful entieprencins tend 1o be

vpressive, detached, tather than compliant,

their interpersonal This

some of  the lueh
motivalion,

TesPONSes,

featres  of
how realistically
i person sees the requirements of his work
tole. This can be clussilied as:

(i) inner-directed (forceful, imaginative,

independent, self-confident, decisive)

(i} other-directed  (co-operative, adapt-

able, cautious, agrecable, tactful).

The more suceesstul owner (i.e. the more
“enlrepreneurial™) sees his role as requir-
ing inncr-directed activity.

(d) Role Suoccess Motivation - a measure
ol how strengly motivated the owner is to
succeed in the specilic role of small busi-
ness entieprencur, Tt should be realised that
entreprencurs do nol have to start new
firms- they wre also found in big business.

The more successful owner wants noth-
ing more than to be o success in his small
husiness,

GROUP 3: CONCURRENT ROLFE

OBLIGATIONS

Successful - performance  as o business
owner depends very much on how many
other concurrent obligations he has. Three
such areas of commitment for many busi-
ness owners are

(a) marital and family responsibilitics

(h) another job

{c) active involvement in club or associ-
ation membership.
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Pressure of demands from any or all
these olher roles may decrease the busy
entiepreneur’s ability (o cope with his work
GROUP 4: OTHER FACTORS

Certain other factors were investigated
for their possible relation to the quality of
entreprencurial performance.

() education — both duration and rele-
vance
(b) age of starting business

()
(d)

religious affiliation
family background
—-socio-economic status
—geographical/occupational
—-parental

agement,
sex

tf) physical health,
THE KEY FACTOR

I is evident that starting and managing
a small business venture is generally very
stressful, having  frustration,  disappoint-

mobility
expectations and encour-

(c)

ments  and  severe physical and mental
rigours. '
It is hypothesized that the quality of

entrepreneurial performance  depends  very
much on the individual's ability and inclin-
ation o effectively cope with such role
stress. A stressed person suffers impairment
of emotional and cognitive functions, and
in a business situation this will almost cer-
tainly resull in faulty judgments, poor de-
cisions, bad timing, inability 10 muake
necessary  decisions, inadequate reasoning

Continued on page 16
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Small business failures

Continued from page 15

impaticnce, bad temper and many more
symploms,

Such behaviour will show up in a whole
range of business problems which, if not
corrected, will result in failure. This stress
coping  capacity/propensity i labelled
Allective Renction, All the factors listed
above, in Groups 1 1o 4 are capable of in-
fluencing  the quality of entreprencurial
performance,  through  the  individual's
Affective Reaction, as shown in the i
eram (columns 2, 3).

THE FINDINGS

Scores on Aflective-Reaction are signific-
antly correlited with Small Business Per-
tormance scores (correlation co-efficient is
8992, indicating that individuals who can
adapt to and cope with the stress of man-
aging a smuall firm are the best performers,
as measured in this study. The table indi-
cates the author's assessment of the im-
portance of each factor in the four groups
as an influence on Aflective-Reaction, and
thereby, on performance as a small business
owner,

The  following  conclusions  may  be
dravwn:

. Experience and preparation

— Management competence s  vital,
particularly in a relevant area

~— relevant occupational experience s
very important

— previous experience as an  owner
does little to improve affective re-
action

- relevance of experience 10 the needs
of the present  business is  much
more important than the lenpth of
that experience

—- a sound foundation is a pre-requis-
ite for any new business venture and
releviint specific preparation for this
is a critical factor.

[£%]

Personality Traits

— A high level of achievement moti-
vation is_essential

=" agpressive/detached interpersonal re-

sponse traits are appropriate and a

compliant  mode is Inappropriate

Expert
gives

reasons

(shown with X to indicate level of
_importance)

—

“~— inncr-directed role perception is ap-
propriate whereas other-directed per-
inappropriate

ception s

==l
3. Concurrent — Role Obligations
-— Family and other work commit-
ments are very important
-— club activity has little impact on
alfective reaction.

4. Other Factors

—— The extent of one's education is

unimportant but its relevance to the
present work is significant

— the most appropriate age to start
~—busingss is_between 30 and 39 yeuss
--- Prolestant  owners ‘pcfl'ﬁFf'tT_ better
than those from other religious
groups [
steeessfut—entreprencurs . tend (o
come from middle socio-economic

status families

-—— males and females are equally suc-

cesslul
— pood health is vital for the job,

By knowing about the background and
personality of any existing or aspiring small
business owner, it is possible to predict
with reasonable confidence, whether he has
the potential for success in that role. Weak-
nesses can  be identified and remedied
before failure occurs. The major problem
to be faced is to encourage such people to
undergo the necessary testing and conse-
quential remedial training and  education
where necessary. = AL
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