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© 1 - INTRODUCTION.

In our ‘age of giant corp0rations; national
.corporations whose productionhand diStribution networks
. cover the whole country, to say nothing of the multi-
national corporations with dozens of foreign sub31d1ar1es
- whose assets and turnover are reckoned in billions of |
dollars,-the-small and medium~size businesses,(SMB) many
of whom have a turnover which scarcely reaches into the _
hundreds of thonsands of dollars, certainlytappear to be”'.
poor relations, if not negligible'quantities; The disparity -
is even more striking when the comparlson 1s extended to
'production technlques and above all administratlon. On
*the one hand, we find the large corporations which usually
jdo a great deal of research, use advanced production
‘techniques, are to the fore in matters of planning,
organisation, control - in a word "management""on the
other hand a number of small businesses Wthh make very
little use of modern management technlques.‘ Under these
conditions, it is evident that the maJor part of organlsat-
ional theory and, in a general way, of what has been wrltten
about organisation, ‘has been devoted to the study of large
'fmodern businesses. This does not mean, howeVer, that small
businesses have been- neglected. On the contrary, a vast
“literature" dealing with various aspects of the S.M.B.

exlsts, but the~great,major1ty of these studies are of
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‘an essentially practical nature and relate more to case
history than organisational theory. o
It is tempting to conclude from the above that

"the S.M.B. are of only marginal economic importance in.an

industrial netion as‘advanoed as Canada, but this is not soQ
Statistics show_ that in 1970, in the manufacturing sector, |
businesses with less than 100 employees, that 1s, small
businesses, represented 89.7% of the total number of busin-
esses in Canada, and employed 31.5% of the total Canadian

~ labour foroe‘(l).lTheir importance is slightly more marked
in Quebec, but hardly so, which may=mofeover be surorising;
thus, still in 1970, and for the maﬁufacturing‘seotor alone,
bu51nesses of lcss than 100 people repr °ented 00% of +he,to ll
number of establlshments, and 33 7% of employment in the “
Prov1nce of Quebeco If a less restrlctlve deflnltlon of
small and medlum-size bu51nesses (S M.B. ) is adopted that
1s, if we 1nclude businesses w1th up to 200 employees and
omit the craft businesses with less than five emloyees, whose

economio lmportance\is marginal, we can say that the S.M.B.

(1) Statistics Canada: Annual Census of Manufactures,,lQ?O{_
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_ ahounting to hundreds of millions of dollars every:yearo
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of Quebec embraced, in 1970, 64+5% of all the establishments
in the province, employed L9.6% of all production workers;

and accounted for 41.3% of the values of all deliveries (sales)

‘and 39.4% of the added value (APPENDIX 1). Their economic

importance is thus far from negligible and it 1is easy to
understand the importance that the Canadlan government
attaches to them._ _ |

From another point of view, the SOM,B..are in
much more danger of dlsappearlng than are the large bu51n=_.

esses. Thus, in July 1973, about 1 OOO new bu51nesses were

'registered in Quebec, for the mosk part small bu51nesses,

.durlng‘the same month, 100 bankruptcy cases came before the

courts, and the majority of theee bankruptcies related

to small bu51nesses. Accordlng to Professor Henry Tutsch
of NcGlll Unlver51ty in Montreal, at least one bu31ness in
seven goes ban&rupt in the first three years of its exista
ence (l), this report applies prin01pally to small and "
medlum-31ze bu31nesses._u1ven the numerical and economic
1mportance of-the S.M.B., it is 1mportant to reallze ‘the i

losses caused for‘Quebec by such a mortality rate, losses

(1) Reported'by Dave Chenoweth:l“Students.help salvage
floundering small firms", The Gaiette, p,l9,.AuguSt 31, 1973.
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To avoid such a waste of resources, it would be fundamental
to determine the factors affecting the success and failure

of the S.M.B. and thus to be able to predict the chauces of

success for a business. Similarly, it would be possible to det-
71 . ermine the weak pointsiof a business, that is to sey,_the
I | factors which could cause it difficulties and, in extreme
cases, bring about its bankruptcy. Once these weak points
are brought to light, it would be possible to eliminate

them, and set the business back on its-feet. This is the
long-term obgectlve of the report we have undertaken, our

present objective is, however, much more modest.

IT:i~ OBJECTIVES AND BASIS‘OF THE STUDY. -

The 1mmedlate aim of thls study is to determlne

the principal factors which seem to play a role in the

_ success of}certaln S.M.B. The weaknesses of these same

4 ' ' S.M.B. will be only treated indirectly, in the sense that

' | - we will consider as weaknesses ‘the absence of success factors
. in a glven business, A number of studies exist, which have

1 ‘ attempted to determine dlrectly the principal causes of

:; * bankruptcies, principally those occurring in small businesses,
‘and thence to predict the probabllltles of fallure for

a given business. Our study will adOpt a radlcally dlfferent
approach, since it w1ll be based prlnclpally on the factoxs

of success and not on the causes of failure. Again, we will

e s e e b s
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limit our research to a very particular group of S.M.B.:
those which, in the manufacturing-sectbr alone, use edvanced
preduction techniques; We will define a little\leter what
must be understoodAby this and we will indicate the criteria
which have lead us to choose the eight industries_to whichu

our study relates.

" A secondary aim of our study is to provide data
on the principal federal programmes of aid to small businesses

and on their distribution among‘the'firmskbf the eight

- industries that we are studying. Most of | the~businesses

. studied have only recently learned of these- programmes, and

it is thus not p0551ble to determlne precisely the influence
of federal aid on the success of these buslnesses. It “isy
hewever;~interestiug to compare the distribution of this

aid by industry,.characteristics of the business, etc.,.

Flnally, this study is d1v1ded into three main parts in

R (Chap. III); we will describe the methodology,

that 1s, we will deflne the populatlon studled the sample

.used, and we will talk about the method of analysls used

In the second part (Chap. LV) we will dlscuss 1n detall the
varlables. Last in the thlro part (Chap. V) ‘we w1ll |
present the results of our analys1s. We will close W1th a

brief conclu51on resumlng the essentlal facts of this research.

Al - Bhiaion e dae Comoleatted Can s Vet LU : Y PET IES TT S ,mgﬁmwmﬂzww' o
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III - METHODOLOGY.

- this part may be divided into threeeSections:
-~ 1) Definition of the population. |
2)'Methods used to collect the information.f

3) Methods used to analyse the data collected.

1) Definition of the population:

- In this section we will deal with two problems:

first to define what we mean by a small or medium-sized

business (S.M.B.) and then what we consider to be businesses
_uslng advanced productlon technlques. The combination of

these two criteria Wlll permlt us to determlne w1th precision

the populatlon that we Wlsh to study.

Several deflnltlons of these buslnesses exlst,
some are based on the external and physlcal characterlstlcs
of the buslness, such as the amount of turnover or assets
for a reference year the number of employees, etc...,

others are based on 1nterna1 characterlstlcs, such as.

structure, or management phllOSOphV. BecaUse at’ the beglnnlng.

we have no indication of the businesses to be studied and
we. wish to cover as many businesses as possible, we cannot

use ardefinition based on internal criteria. Finally, our
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choice of a definition has been determlned by practlcal
considerations; in effect, the only statistical 1nd1cat10ns
available for businesses operating 1n‘Quebec are those whmch
relate to the number of employees. Thus, we ha#e cnosen tﬁis
criterion and nave defined the S.M¢B; as being those busin- 1 |
esses with between 10 and 250 employees. We have eliminated
businesses with less than 10 employees because this category
consists of skilled trades and craft businesses whose
economic importance is negligible (in 1970, these~establish~
ments contrlbuted only about 3% of all business sales in
Quebec, 2. 6ﬁ of added value) The upper limlt 1s more dlS-t
putable, and several authors cons1der that bu51nesses wmth

950 °mplo"ce° and an annual *uraever of seversa l mllllon \

'dollars are by no means small, or even medlum-51zed busln—

esses. However, a report of the 0.E.C. D. on "The Froblems

and POllCleS relatmng to Small and Medlum-81zed nus1nesses" (1),
underllnes that in certain countrles the upper limit on thls
class of business is quite high; thus, in Japan (300 employees)

in Great Brltaln and the Unlted States (500 employees)

(1) 0.2.C.D.7 Froblems and Policies relating to Small and

Medium-Sized Businesses. pp 41 and 42Analytical Report

- established by the Industry Committee of the 0.E.C.D.,
Paris, 1971.
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b) Determlnatlon of businesses and industries using

.—————u————n——m—mm——-‘—au—m.—o—-——

w—e  wvwe  wvwe  me weie  wom mem e

It soon became evident, alwaye for reasons
involving the availability of statistical data, that it would
be 1mp0551b1e to make an a priori selection of bu51nesse5'
with advanced technology which alone 1nterested us, in. fact

the only statistical information that it was possmble to

obtain concerning technical data related to entire industries;i

It was then decided to choose advanced teChnologyfindustries
and toaoonSider.all the buSineeses-whioh oomprised it -as
ueing advanced technology. e will see from a study of the

ults fhat fhe da*a of the ennLlry seem to "onf;rm th1°
hypothe513' in fact, the great maJorlty of thp bu31nesses
constltutlng the sub sample from Wthh we have extrapolated
most of the results, con81der themselves "technologlcal"
bu51nesses. Moreover, there seems to be. a strong relatlonshlp
between the degree of technology in the 1ndustry and the
degree of technology of the bus1nesses of thlS 1ndustry
whlch our sub- sample embraces., |

Statletlcs Canada, in 1ts Annual Census of

Manufactures,as well as in several other publlcatlons,

d1V1des the manufactur:m7 sector 1nto twenty industries.

We have thus based our choice of 1ndustr1es on thlS description.
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It remains to define an industry (or business)
that is "ﬁechnological" or "uses advanced prpduction tech-
niques"; It is obviously not a question of determining, for ' 
each industrlal group, the type of technlques it really uses,
and of dec1d1ng whether these technlques are advanced or not.
We have thus used the criterion which seemed to be most
reasonable to glve us a good idea of the degree to which

the industry took advantage of technblogy, to know the

research crlterlon. In fact, we were only following the example

of many authors., '

To Judge whether an 1ndustry was "technologlcal"

we have used three criterla relatlnp to research to knOW'

1) the amount spent on research( R and D) for every. $100 of
sales. Thls sum 1nc1udes both "1ntra-mural" eXpenses, i. e.,
expenses made within the flrm, and extra-mural ones. It
also includes simultaneously current,expenses and Capltal

expenditure,

'2) The number of employees engagedgin research, for 15000

employees. .
3) The number of s01entif1c and technlcal personnel enoeoed

.1n reearch, for l ,C00 employees§
. t

For each one of the criteria;, we have deten-'

mined the mean for all the manufact&rlng 1ndustr1es (APP II)




(9/10) e L

and we have chosen the industries above this mean for at
least 1 of the 3 criteria used, the first .criterion being;'
however, considered the_most-important: The statistics were

obtained from the Statistics Canada publication entitled:

"Tndustrial Research and Development Expenditure iniCanada, i

19674 (1), and are reproduced in-APPENDIX II.eFinally, we”-.
'have chosen 8 industrles which we will consider in future as.
technological 1ndustries, these are: |

_a)l»the rubber industry,

b) ‘the}non-ferrous metal industry,
c) the non-electric machine ;nduetry,
u)-‘theeairpiane and parts industry,

_e) tue.eleotric apnllance 1ndustrv,.”.
'f):vthe“petroleum and coal 1ndustry ,11‘
g)ifthe pharmaceutlcal products 1ndustfy,
h)“»tﬁe.lndustry for other chemlcal produets.

With the exceptlon of the petroleum 1ndustry, all
these industries shOwed a higher.total research expenditure
(per QlOO of sales) than the mesn for the manufacturing ind-
ustrles, thlS factor is considered tc be of the first 1mport-f

ance, As for the petroleum industry, it exceeded the mean in

(l) StatlelCS Canada Industrial Research and Develooment

Expenditures in Canada, 1967. Ottawa, February, 1970.

AT T T TN SRAO0 o ol BERRAG S b i 2 e LR N altor £ pta 10k L AT S
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the number of scientific and technical personnel, which also
indicates a certain effort made in research. Ancther indust-
rial group could have been included in our population, since it

lay above the mean for one of the three criteria: we refer to.

‘"Other manufacturing industries". However, thistcategory :

does not. correspond precisely to any one industry but
embraces'various sectors that it has not been possible to

attach to other industrial groups: it was such a hetero-

: geneous group, that we preferred to ellminate it.

| The use of these criteria as a ‘basds: for ‘the
selectlon of "technologlcal" 1ndustr1es in Quebec calls for
caution, since the figures obtalned are valid for the totallty
of all the businesses in Canada. The obaectlon could then be
made that the intenslty of research that is, he percentage
of sales devoted to research expendlture mayﬂvary withln the
same 1ndustry, first by provlnces, and then accordlng to the
slze of the buslnesses. On the flrstvpolnt, 1t is unllkely
that there would be important variations from one province
to another. The second p01nt 1s more 1mportant since the
large businesses have the hlghest research budgets in terms

of absolute value; thus the flgures obtained for each’

1ndustrv reflect above all the research expendltures 01

the large buslnesses. Thus, it 1s posslble that the inten51ty
of research for the S.M.B. d&ffers from that of the large

bu51nesses. In this case, a dlfferent selection of industries

BRI 2 n Albic oo
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would have been made if it had been possible to USereata
relating~solely to businesses mith"less:than 250‘employeeeh_
Unfortunately, n0“su£ficienely‘detailed statistice'exiep

by industry and by size of business to test this:hypothesis, '
Hewever, it is unlikely that the research intensity°for smallm

businesses is radically different from the mean intensity

for all businesses; %e havé thus ground for believing that

our selection criterion is valid, especially as the~eight
industrles chosen appear to do notably more research than
the other 1ndustr1es. We note in passing that the research

Veffort of the 5 M.B., whether measured by dollars of intra-

~mural expendlture for each <h100 of the bu51ness' sales, or

by class of employees, is notably higher than that of the large_
bu31nesses. ' _
_ Finally, the criteria proposed allow for a precise

deflnltlon of the populatlon which wzll be the obJect of the

' present study

From the 1nformation obtalned from sectlons of the

Manufacturlgg StatISulcS, publlshed for each 1noustry by -

the Mlnlstry of Industry and Commerce of the Provmnce of
Quebec,:lt has been possible to evaluate our total populat—
1on of S B .B. manufacturers using advanced productlon tech-
nlques from 410 bu31nesses, of,whlch the dlstrlbutlon by

1ndustr1es is glven in APFENDIX IlI.

Mttt ksl
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'2) Methods used to cellect: the information:

a) The almost total absence of published
statistics .on the S.M.B. has been a decisive constraint

in the method used to collect the basic .data on.t;he-popul--l

ation that we wish to study. As aresult of this deficiency,

we had to decide to collect the statistics ourselveso In-

these circumstaences, the most practlcal and least: onerous

method was a questionnaire. We thus sent questlonnaires to_'

the 410 businesses which made up our population. Thanks to
this method, we were able to reachia considerable number
of businesses,-and at a reasonable cost; on’the'other hand,
thls method presents ‘some 1nconven1ences flrst ﬁhe |
1mp0351b111tv of controlllng the return rate of uhe
completed questlonnalres, next the fact that several

of the quest1onnalres returned had gaps in them 51nce the

bus&nesses had not replled to all the questlons, and also,_

the p0551b111ty of a wrong 1nterpr°tat10n of questlons,
and flnally and above all, the rlgldlty of~the questlon-
naire, which did not take into account the paftieular '
condltlons of each industry and even leqs those of each
bu31ﬂe°s. Some of these 1nconven1ences caused problems

when we came to analyse the reults.

o
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To_limic the inconveniences_as much as possible
we decided toiinterview, as soon as the.basic‘infOfnacion
had been obtained by &n analysis of the questionnaires,_

a number of selected businesses. Ve thus had(abouteforty |

direct interviews with managers of S.M.B., as well as a

considerable number of telephone interviews on precise

points. These interviews had'a‘thfeefold purpose: first,
to complete the information left blank in the questionn-
aires, particularly in the field of financial data; next, o

to obtaln a sanple whose comp951tlon by 1ndustry was an

_appre01able reflectlon of that of the populatlon - we

Aaccordlngly orlented the 1nterviews tOWards those sectors

whncn udd been r latlvely less replied to in the questlon-

naires = and flnally, we trled to establish a direct

contact wlth the bu51nesses and thelr problems. In thls way,

we were able to eliminate a part of che 1nflex1b111ty and

-1mpersona11ty 1nherent in- the questlonnalre method

It was p0551b1e her= to take account of the partlcular

condltlons of each 1ndustry and to collect the comnents

of several nanagers.

b) After the questlonnaires had been sent
and followed up by two mailed remlncers:anc a certain
number of telephone calls, we obtained 173 completed and

usable questionnaires. Of the 178.businesses‘replying;

3 lanecn dadiae 2180+ 0 Cog oy e bl s e -yt
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7 did not identify their industry or themselves, thus,
for practical purposes our sample consists of 171 busin-

esses whose cistr;butlon by industry is given in APPEND»

IX III. This sample covers h?% of thehpopulation;:which 1

is very good. On the other hand, its composition does not

~differ greatly from that of the population. Column (7)
‘of AFPENDIX III gives the ratio of the percentage7of each

industry in relation to the total, on the one hand for the
sample and on the other for the populatlon. Ideally,

thls ratlo should be 1: this would glve the same ComposS=
1t10n for the sample and for the populatlon. The table
shows that the petrol and coal 1ndustry is. clearly over-
represented in the samnle while the rubber and other
chem1ca1 products 1ncustr1es are rathermore under-repres-
ented. However, in these last two cases, the dlvergence

with the comp051t10n of the populatlon is not excess1ve.

Flnally, the sample is representatlve enough of the popul-‘

Aatlon, at least as far as its comp031t10n by 1ndustry is

ooncerned.' |
| \1 c)' ‘e have 1ndicated above that a con51der-
able number of the bu51nesses did not answer all the'
quectlons on the questlonnalre, partlcularly in those
parts deallng with financial questlons. Thls caused

serwous problems of analysis. Thus, only 77 busmnesses

PATTIPMTR ¥ Artreeay
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provided enough data about their turnover to allow calcul- .
ation of the long-term growth rate of their sales, whlch
rate is the principal criterlon we have used to measure
success. In consequence, much of the f6llowing analysis

is based on a sub-sample representlng only 19% of the

- population. However, this percentage is SUfflClent, as long

as the sub-sample is represehtative of the populatlon°

d) In fact, the sub~samp1e'used*often comprises
less than 77 businesses, because as methods.of-anaIySIs,
‘we have sometimes used double;entrywtables,iand*sometimes
multiple regressions, Most of the problems have:occurred

with theé latter method, since the regression-eQuationsf

- sometimes. included -about ten independent variables; as well

as the dependent variable ( long-term growth-rate of sales).
Then, if 77 businesses have pravided-enough data to
establish the dependent varlable, they have not however,
always replled to all the questlons from whlch we have
calculated the 1ndependent variables. Flnally, the-ﬁ j
multlple regr9531ons have ‘been ueed with a sub sample of
_50 busmnesses, representing only lB%-of the populatlon.
Thls percentage is a llttle low, but 1t is stlll enough.
On the other hand, APPENDIX III shows that the dlstrlbut-

Ion of'bu51nesses.by industries in this sub—sample does

Cha et bt Ay e 3 4 Abdshl SIS 8 BRI st il ias i ul D = v T A SURRACL ) b Stk
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“not differ noticeably from that of the popalation.'Oniy

the "Other_chemical‘products" industry is uhdér4fepresent-

ed. »
As'far as the double~entry tables are concerned,

they relate to sub-samples of 50 to 77 businesses,

depending on the questions analysed.

Finally, there is no reason to suppese:that:our_

sub-samples are blased or non-representative.

3) DMethcds used to analyse the data collected:

To study the success factors of the S. M.B
and to eStabllSh the questlonnalre, we set up a model wan
which we w111 speak in more detail in the next chapter, |
a model 1ncorporat1ng both qualltatlve and quantitatlve’
elements. To take both these elements into account at the

same time; we decided to use twoAmethods:of,analysisE

a) an analysls made with the help of doublem

'entry table which takes all the elements. into account

to use all the information. - This table should permit a study
of the relationships between all the. dlfferent variables,
taken two-at a time. From the fact that we 1isted'aboutA
forty factqrs affecting the success:of a busiﬁesS; the
possible number of combimations of ail these‘variables'

taken two at a time was quite fantastic. To reduce the




. the present moment. We will thus only use scattered

IV “THE _MODEL: STUDY OF TF“'DEEFERENT VARTIABLES -

:actlon of a certain namber of factors Wthh can be isolated
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analysis'to'more reasonable dimensions, one of the two

~entries has been, for the most part, the depenaent

varlable (i.e. long-term grouwth-rate) which we have applled

to each_oﬁ the .indepandent variables; further, some of

- the tables show the relationship between two independent'h

- variables, when these relationships seem to .be particularléf

ly important. . B
b) Independant of this first approach ‘we had
to use asecond method ef analysis based on multiple-

regressions relating to a number of quantifiable variables,

\Judged to be the most 1mportant. he thus hoped to conflrmh_
\the prlnclpal results preV1ously ebtalned Unfortunately,

“varlous difficultles have made the complete presentatlon V

of thls model based on multlple regresslons 1mpossible at~

elements of this method in combination with the one
discussed above. ' : |

| | Finally, we w1ll mostly use the double-entry ‘
table method. |

The baslc 1dea of thls model 1s that the success

of a bu81ness is not the result of chance, but of the

and thrown into relief. We wish to add stralghtway that

some of these factors are of a malnly qualitatlve kind,
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If.this model proves to be accurate, 1t~should'be possible
to determine, at the time a bu31ness is set up,_if the
? - prin01p1e factors for success are present or not and then,
\ : 'l - f;nally,»to.foresee its success or fallureo The second .
| postulate of this model is that a limited number.of factors
exist for success which are the same for all businesses,:no
matter what they be or to what indbstry they belohga'_' |
Beyond these general success factors,'there.are,obviously
Sp801f10 factors for thlS 1ndustry, for that type of
business, etc,... Wlthin the llmited framework of thls
study, there can be no questlon of trylng to- determlne th°
relatlve 1mportance of each category of factorso All that |
‘we .can hope to do.is to blaSbLLY all Lhe f tcr Ain one
w? : Co category or the other. We should note, however, that to be
absolutey sure thaf general factors for success ex1st, it |

{ - ’ would ‘be necessary to make comparlsons with the S M»Bo in

iagikid,

other indostrles, in other provinces of Canade,»and in
other countries. Such an lh;depth5Study does not fall into
the framework of the present study. The“mahy stodies

Wthh have been devoted elsewhere to the S. M.B. allow us

.

to think, however that a pr10r1 thls hypothe31s 1s
{- _ reasonable and that it is thus p0551b1e to aggregate the -
results obtalned for all the bu51nesses in our sample,

bu31nesses which belong to eight different 1ndustr1es.
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Althoﬁgh we do not intend to demonstrate our
analysie based on multiple regression at this stage, it
is useful, for purposes of explanation, to think of our
model in terms. of a,dependeht variable (the sﬁccees of

an&8:M.B.) and a certain number ofEexplicaﬁive'or indep;>"

.'endeht variables. We should note in passing that the

multiple regression model supposes the existence of a
linear relatiohship between the-dependent~variable and
the explicatlve variables. Now some indications: lead us to

suppose the existence of more complex relatlonships

between these varlables.

‘ To return to our present mpdel we Wlll descrlbe
succes51vely the éependentfvaniable, and then the varlous

explicatlve varlables retelned.

A) The dependent variable: the idea of euccess'cf a small

business:

Few ideas in economy or in administration are
as'embivuous as the idea of suc¢cess. Without going so
far as to say that each researcher has his own deflnltlon,

we must recognlze that very many crlterla for success nave

been proposed, some qualltatlve, some quantltatlve.

V1thout w1sh1ng to push this question too far, it seems to_
us to be indispensable that four aspects of the idea of-

success be-examined: first, the question of the dlmenelons
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of success, then the idea of time, next the question of
‘whether the success is static or dynamic, and last the

idea of an absolute or a relative level,

a) The study of the criteria for success can
be approached in two ways. It could first be reckoned that
success has'several independent dimensions and can only be
deflned in terms of several distinct factors: thus apart |
from the traditional quantitative criteria ‘such as -
‘profitability or growth, one can add qualitative factors'
“(such as reputation) which'have"hardly been:mentiOned up
to this point};In*this case,’the appropriate method of
analysis would be a multiedimensional analysis.
“ The other approach’WOuld:consist.of admittinv
'that a s1ngle factor can be found to reflect the influence
of all the many factors which define success. Thus, one
may recken that, whatever ‘the ba51c factors are, they
.w1ll combine, if present, to allow the business to
;_make hlgher proflts. Consequently, a varlable such as
.return on 1nvestments will finally gather together all
the effects of the different oa51c factors. In other
words, success can be expressed in terms of one dlmen51on.
We will use this latter approach in the present study,

despite the7promise shown by the former;
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b) The second problem to be resolved"is that';* |
of time. success, yes, but at whatlmoment or during what i
perlod of time? From the fact that the econmmy of the
country passes through a succession of periods of.prosp=:
-erity and depression, it is highly likely that the'profit%
abillty of the business, or any. other quantltatlve crlterla
of success, will move through highs and lows. To eliminate
these temporary fluctuatlons, a certaln perspectlve must |

be achleved,or,.lf you prefer, the success must‘be

measured over a Sufficiently 1ong'period for the 1ong__'

term tendency to emerge from the short-term varlatlons,

and it is th1s tendency that we w1ll try to measure..
_kosu anhOfS have 1ndlcated thau 1t 1s necessary. to ‘cover
a perlod of at 1east five years to reveal th1s tendency,‘
we have deC1ded to take a perlod of ten years, Wthh Wlll--
be that stretchlng from 1961 to 1971. | | |
'§ : ' “c) The question of whether the success is
| static or dynamlc follows from th1s 1dea of tlms. Is the
»success a state or a process° Is it enough to reckon that
a business has been successful that at a glven moment it
! | achleves a certaln level of profltablllty, that it occup-
1+ ' 1es a certaln share of the market or even that it is above
the mean for other businesses? That would be\the‘statlc'

view of success. Cn the other hand, must there be a

i EP T,
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‘ certain evolution over a given period for success to be

‘éstablished? In this case, success would be a dynamic

process. We have just indicated that we will examine the
evolution of certain variables over a“periOd-of.ten-years,”'
and are thereby ad0pting a djnamic view of success.,

. d) A last point to cons1der' is success
measured in terms of an absolute, or'a relative, level°
For example; if we consider that'success is measured by~~
the proflt ~sales ratlo, can we say that a business is
successful if it reaches a certaln percentage,vsuch as
10@, 15m or 20%, or shall we cons1der that 1t has. succeeded
1f it has out-performed 1ts competltors,‘for example 50“' B
or 75p of the bu51nesses in the same 1ndustry° If we follow .
most authors, it seems that success 1s relatlve, that is,
it can only be properly oefined in relation to others.

-Many specific cr1ter1a for success have been

proposed for some, the age of a buslness is already one.
It is on th1c ba51s that authors like Lawrence Stelnmetz (1)
show that about 50% of those who launch a small bu51ness
lose lose thelr money as a result of the bankruptcy of |

thelr bu51ness. The 51mp1e fact of surv1va1 in thls _ »

{1) Lawrence Stelnmetz Crltlcal StaUeS of Small Bu51ness

Growth Bu51ness Horlzon, February 1969, pp. 29~36
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hecatomb would be a sign of success. In fact, almost

all the businesses created are small_businesses; if‘they
survive they are induced to grow; thus, the'COmbination
.of age and size would also be a good 1nd1cator of success.
For others, however, success is above all a questlon of .
profltablllty‘and various financial ratios have been
proposed as-.indicators of this profitabiiity:( afterutax'f"
profits as a percentage of sales, profits iuhrelatioh'to.
mnet value, etc...). o | | :

We agree with Lawrence Stelnmetz 1n believ1ng
that the success of a bus1ness 1s above all a questlon of -
surv1val and growth For Steinmetz, the S M.B category» ~ :

‘1s ve:y unstaole, from the momenL it is cre t d, the - .
bus1ness must struggle to surv1ve, whlch 1nduces 3t. to'
develop progress1ve1y, if it does not grow, it 1s constant-
1y threatened w1th dlsappearance. Those Wthh succeed are
thus golnq to grow, moving through a succession of stages
which will make them pass progresslvely from belng the
very cmall bus1ness to the ‘medium-sized business, and then
.to the 1arge‘bus1ness. Stelnmetz thlnks that a small
bus1ness passes through three stages before becoming a‘_

large bus1ness
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‘ 1):At Stage l,'the business has, at least in the Unitede

States, an average of 25 to 30 employees and assets of

the order of $500,000 to $700,000,

2) .If it succeeds in surviving the organizational problems'3'

of the first stage, it moves to category 2, where it has
between 30 and 300 employees and assets of the order of

$5 to $10 milljon.

- 3) If it is lucky and well-managed its continued growth

will move 1t into the third category. Here, 1t W111 have

'between 750 and 1, OOO employees and assets varying from

‘. $25 to $30 million. If it contlnues to grow,. it becomes

a large business,

Accordlng to Stelnmetz, thls process is
1neluctable, the bu51ness haV1ng no ch01ce. it either

grows or dlsappears. In some cases, it vegetates, but

" according to Steinmetz, this-possibility has little

chance of realisation; on this point, he writes: WAt this
stage,-unfortunately; either-the~small~businessman will
succeed or he will fail. Statistics show that he cannot
'stegnate and stay small, nor can he even entertain.the

notion of hoplnn that his business w1ll stablllze° He

’must pzess on or hlS bu51nebs w1ll dle."(l)_In flne,

(1] L. Steinmetz: op cit., p..32u
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success is survival, heénce, growth._It is the‘criterion

that we have adopted. A business is more successful than

1o ‘. | another if it grows faster. In praétical terms9 we have_"

| defined success, that is, our dependent variable,yas being
the business' 1ong-term growth-rate, measured by the growth
of its turnover between 1961 and 1971, i.e.;_over‘a'period o
of ten years. Some businesses had not yet beenhcreated'in
1961: for them, growth is the rate at which their sales_

increased from their inception until 1971.

Ve have also used another crlterlon of success
in certaln regressions of Wthh we Wlll only speak brlefly,
k ' we have chosen as the dependent varlable the relatlenshlp“
ef the bu51nese' turnover growthorate to the grthh raté
bffthe 1ndustry to Wthh 1t belongs that growth also 5:':'
belng measured from 1961 to 1971~ Thls new dependent varlable
allows better account to be taken of differences whlch may

| ﬁ' _ ' - exist between the eight 1ndustriesAchosena

B) The-explicative variables:

The various authors. who have studled the problem
of the success of the S.M.B. have“preSented a considerable
3 ' - number of factors which, according to them}‘can at least
| | partially explainzthis suceess;‘The main'fault‘Of nost of
‘these studies is their 1ack;ofﬁscientifiC'rigeury~The<:y'
{i o imperfections encountered in these workshcan.be'Classified

in three main categories:

ST v i § )
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a) Methodological weaknesses;

b) back of precision of the definitions and methods used ’h‘
to evaluate the explicative factors; - s
¢) ' An insufficient and often biased sample.
The methods used often relate much more to the
case‘method, that is, to description purevand simple,
Athan to the scientific search for an explanatione It is
rare to find, if not a model, then at 1éast“a theoretical
scheme of explanation, verification of which is being
attempted by real data. Otherw1se, the: expllcatlve factors
' are. often badly deflned and the methods of measurement ‘used
only very vaguely 1nd1cated thls is the case, for example,

of the factor "capaclty for adaptlng to market changes"

which recurs often but which is rarely deflned 1n operatlonal

‘terms. Flnally, because even of the method of observatlon
‘used, the sample chosen is often weak and but llehtly
representatlve of the populatlon. ‘ '

- As far as we are concerned the multitude'of
factors which can have 1nfluence on the success of a |

bus1ness may be d1v1ded 1nto three large categorles

———-——.-—-—————-———_———mmu_—_-_

-thiat is, of thé economlc;'soc;oacultural-and legal.context

of the market structure. Obviously, this context is a little

~different from one industry to anotherL'On:the other hand,
it varies unceasingly and the-bpsiness mustvattempt to

‘adapt to it as well as possible. Because of its slight
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importance, the S.M.B. cannot pretend to modify the context,

and so can only adapt to it,

2) The characteristlc factors of the bu51ness

e e e ammeves s e wma e See e et el e e

itself.

a4 . —

These factors are the results of the policies |

. of the business, that is,'of the way in which the manag-

‘ement perceives\the environment and attempts to adapt to it.

If the management has little influence on the environment,
it has,'om the other hand, a_great-influence‘on the busin- -

ess, which ‘it can modify at its wish. Obviausly, some

modifications, like, for example, a complete change in the

range of products offered, can_only be achieved over a
considerable period of time. Since we are messuring the
growth OL the bu81ness over a perloo of ten years, these
mOdlflCotlonS w111 have had time t1 take effect The
growth rate of the turnover is then to a certaln extent
the crlterlon of the skhll of the managers of the business
under con51deratlon of their ability to predlct demano
accurately and to adapt to 1t. Cne questlon oceurs does
this skill depend on the tools used, modern mcnagement
methoos, or simply on the "flalr" of the managers In other
woros, is the growth-rate 1nfluenced by the technlques

of manaoement used, or do these technlques, on the other
hand achleve nothlng but the add1t1on of extra welght

to the structure and a bluxrlng of the v1ew that the

TS
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“managers must have of the mafket? We will attempt to

answer this question.
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A.significant number of specialists belieVe'

that the deciding factor in the success of a small busina.

ess is the businessman, his ablllty and his "’lalr" The.
deflnltlons of the businessman differ a llttle, but
generally this term is understood to mean the person Who
undertakes the risk of the operation, who isiable'ﬁo
transform a theoretical idezs into a:produet’adapted to the
needs of the market, who has enough persplca01ty to / :
sense what the consumers want. A clstlnctlon is: Eenerally :

drawn between the bu51nessman and the manager, a slmp;e

organlsatlonal technocrat. “hatever he 1s, 1f there is

any area where the buslnessman can 1n¢luence tke econo:x y,
it 1s the small buslness, Slnce the bus1ness is smasl

the bu51nessmdn can control all the sectors dlrectly,

_execute all his 1deas without the clstortlon sometimes

caused by different levels of conmond Thus, Clalm the
qpe01allsts, in the S.M.B. tbe QUolltleS of the ous1qess=i
man have a alrect 1nP1uence on tke results of the tus -ness,
and 1£ the manaeer is a good-bu51nessman, the~bus1ness'

must succeed. If we extend this rationale a little, itj

PO Dut i 14y 2 £ Sl e P OGRS o2 3 TSt S5 AR L2 ot L n i bt i ARSI S Sc L hi F A T W 7 AT e Lr S 3 e s




(28/29) - 30

wiii be enough to determine the qualities.that:make for
a good businessman, then to see if these»qualities arejj
in evidence in such-andfsuch a managerdofhan.S;MonD
to foresee accurately enough the chances_of success of
the business; We will try our utmost to prove'this .
.hypothe51s. | A o
Flnally, the, model whlch vie propose nay ‘be
described thus: the success of a small business, measured
bv its long-term growth-rate,-depends essentially‘on the
prevalllng condltlons of'the 1ndustry to Whlch 1t belon?s,
pr1n01pally the condltlons of the demand for the products
of fhe 1ndustrv on the characterlstlcs of thls bu51ness -
phy510a1 characterlstlcs, management methoos used, policies
'followed and applled durlng the course of the ten years
stuoled - and, flnally, on the characteristics of the -
'bu51nessman who manages the bu51ness. | o
| Let us now look in more . detail 1nﬁo the individ;
ual factors maklng up each of these t.hree‘cavt.egories° As
we have 1nd1cated. a very vreat number of explicative |
factors have been proposed and there can be no questlon
of 1nclud1ng all of them in our study, and so we have _;‘
chosen trose comblne in the ereatest unanlmlty’° Some of
the factors proposed were of & purely qualltat;ve oroer,

and not directly measurable, so we have tried.to find
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‘to find others to represent them or-eliminated*thémo

DETAILED DESCRIPTION OF THE MODEL:

'If, in theory, the threé:categories studied
are clear and distinct, practiceuoftenfpfoves otherwise.
There are of necessity cross-references, since some factors

‘belong to several categories; such is the case, for example,

with the number of a business' customers, which can equala"

jf; , 1y well be classified as a characteristic of the business

or of the environment. In fact, thlS may relate to the
consequences of the'business' policies, which may. seek

to conceﬁtrate or to diversify itsfcustomers. It may

-3 B ' ' equally be a consequence of the structure of the industry,
? S mhose clleptele is concentrated 1n the hands of a* few g "

| large companles, or, on the other hand spread out among
many small buS1nesses. The class1flcatlon adopted 1s thus R

often somewhat arbltrary.
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Here, we are dealing with factors outslde-the :
business and over which it has practically no influence,
but which play a large role ih'the success of thé'buSihe_ss°
‘There are hundreds of extefnal constraints whichiihfluepce

e : . the’growth‘of the busiheSs; however, we are only interested

e g
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in those which vary from one business or»one_industry to
anoﬁner and which thus allow us to explain the‘differences
in érowth‘established between the bﬁsinésSes, Thus, legel
cdnsteinﬁs certainly have an”influenCe,,butrnney'are not
nhe'samevfor all S.l.B., and do not thus permit us %o

distinguish between successful businesses and others.

‘a) The industry and the demand for its products: -

We have indicated above that our population
is made up of the businesses of eight different industries..
It is very likely that we will‘find:differentﬂbeheviour :
and different growth-rates for’differenﬁ-indnstries.In
fact, in the sense in which wejuse'it,'this:term "induStry"
is a'very broad one, and cen*berpracticelly"assimilated
into‘theteof:them&enyironment";-what'we mean“isfthat in
fact eight different.environments‘exist correspondlng
to each. of the 1ndustries studled In thls broad sense,
the word "1ndustry“ embraces the condatlons of competltlon,_
' demand 1mportance of the nerket etc...speo;flc_to each;
1nduspry, conditions which we.wlll describe'oelowuin;detailg

| _' In this paragraph, 'ne will use fhe Word
"industry" in a much narrower sense, as. a synonym for tbe
demand for the products of t.hp industry. For some econom-

'1sts, demand is the essentlel factor in the success of
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businees, that which explains by far the greates part

of the variange of the dependent variable defined aboves
All other factors will be but secondary,"and‘will oniy
stightly relnforce or attenuate the influence of the
demand. Takeh to the extreme, this theory would. show thatd
the success of a business depends in no way on its effic-
iency, or on the.quality of its managers. If it is lucky
‘enOUgh to be part of an industry in the prccess cfvfull_
exoansion and the demand for its products~is very strcng,"
it w1ll experlence a high growth rate, even if 1ts manag—
ers make mlstakes, if proauctlon costs are hlgh or if
obcolete methods of management are used Demand w111 be a

~BOTL - af $wUBI~WeVb sWaepl g‘everyth;jz.else away..Tn she
contrary case, if demand falls drastlcally, the 1nduetry
1sclnnanddpre551on (an example is the aeronautlcs 1ndustry
in the Unlted States) anc even the best run bu51nesses
will dlsappear or stacnate. Thus, it is the Elobal demard
for all the products of an- 1ndustrv, 1ts general level and
its fluctuatlons from one year to anotner, which would -
determlne the growth rate of a bu51nees. ThlS theory is
certelnly a 11ttle exaggerated 1n that most 1ncustr1e<
could not experlence a sustalned perlod of expan5¢on, no
~ more than that they could not be subJected to a perpetual
-depre551on w1thout dlsappearlng. hOSt industlres are.

characterlsed by hlchs and lows, by varlatlons, sometlmeo

con51derable ones. 1in demand. It is here that the Ocher

ey » oal e s s s




factors should intervene: during a period of prospefity,
ﬁhe best-run businesses will be those with the’highesﬁ.
rate of profit; in-a pefiod cfdrecession;'theywwill be best
be able to absorb the drop in demand, which'meens‘that in
the long tefm, they will show the best performance,-This is
true, but‘abcve all withih a-single industfy;'it.is ﬁd

less true that the difference between the growth fates

of twc‘businesses in different industries.may be due iﬁ'

a very large part to the differeﬁces in demand for the‘.

two industries in question. The success of a business is

_~thus linked, toda certain extent, to the success“cf.theﬂ_i.

industry to whlch 1t belongs.
o Ve . hafe nokt lHtIOudCE .t; udsmaﬂd fer_th"
products of each 1ndustry d1rect1y 1nto our moael instead,

we have used dummy varlables in our multlple regre5°1ons,

one for~each of the industries studied. ThlS dummy varlaole

.has a value of 1 when the business beiongs ﬁo the indust-

fy that the variable represents,eCtherwise.it;has;a value
of 0. | | o o

| e have not made demand expllclt in our doublem
entry tables becsuse we thought this factor sufflcientlv
important to Justlfy an 1naustry by-lndustry analysms, and
that we should above all detefﬁine thevinfiuehce of the

other expllcatlve variables for each 1ndustry. Unfortunatelx

as a consequence of the weak .response from certaln 1naustr1es}
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it was not ;oo31blc to make this analysis by sector, except

for one or two of them,

‘o) Number of customers: » A
méﬁy studies»insistlon the importance of the

number of customers. For example, the 0.E.C.D. report .
guoted above; which presents a synthesis of -several -
studies on the S.K.B. made in different_countries, shoWs>
that, in many cases, the S.M.B. uere successful becauseg
they specialised. and produced spec1f1c products for one
customer,’ products that it would not be profitable for
this customer to-make hlmself, given the low consumption
he had of it. In the automobile industry,lfor example,
several small manufacturers ex1st in the Unltea States
and Canada which produce very spe01a11sed parts for'the
blv companles like General motors and ﬂord.

| To take this p01nt further, we have attempteo
to d1scover if there is a relatlonshlp between the growth—
rate and the number of customers. Ve have also trled to
olscover relatlonshlps exist between the dependent
varlable and on the one hand, the percentage of a bu81n-
.ess' turnover attrlbutable to its three pr1nc1pal custom-
ers, and on the other hand, the percentage of the turnover
claimed by the principal'cuetomer. In other WOrds,’is'the
concentratlon of relatlons with a few customers (and hence,

the spe01allzatlon of the business) a factor for success'
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Considered from this angle, the factor of the
number of customers seems rather to belong to.the folloﬂing
'category,‘that of the characteristics of the bu51ness, tnat
is, of the factors determined by the p10lcy of the manaoers
of the bu51ness. From another point of view, the concent-
ration of customers factor is equally determined by the.

A structure of the industry. If but few large bu51nesses
\eXlSt in these industries, the attachment of the S JM.B.
to a few big customers will be’less llkely. This questlon
<of'the structure of the 1ndustry ano of 1tsllnf1uence on
‘growth has been studled with the problems of competltlon, j
which are problems of the enV1ronment.. Because of the
'slmllarmtv of the two questlons, we have 1nclua°d them

both in the section on the enV1ronment.

c) Compet1t10n°

Most studies of thlS subJect insist’ that that
competitlon-stlmulates a business, for01ng it to be const-
antly on its guard and to remein dynamic;vwhich;-in~the:
long term, would bring benefiCialveffects; Thus, in. those
industries where“competition is»strongest,‘only the ﬁost
dynamic and profitable businesses can-survive{ the others
will be rapidly eliminated. As a result, businesses in
mdustrlec where competltlon is strong will be generallv
- more profltable than those in indutries where competltlon
is weak. But too much competltlon can also force the members

to 1ower their prlces and.compress,tnelr profit margins,

;
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making them less profitable. By the same tekeh, if the
competltlon is very strong, the sales 1ncreaee of each
business will be fairly llmlted unleso the 1ndustry as

a whole experiences & marked groth. The influence of
competition on the growthffate'is ﬁhus not clear and
eimpleo Let us note that compétition.can~éome.from two -
sources: first, from businesses in the same'countfy (that
is, Quebec end, by extension, Canada), and then from |

forei n bdsinesses. e will distinduish between these two .
g : g _ 4

sorts of competltlon.

A priori, we believe that competltlon proflts
the growth of businesses, that is, that there should be
a p051t1ve relationship between these two factors.

Tn our. study, we have not measured the intensity

of competltlon dlrectly, but 1n the questlonnalre, we.

have asked the resoonaents to eValuate thlS 1nten81ty. vé
will thus be comparing the managers' perceptlon of the
>eompetition to the.sales growﬁh-rate. vaiousiy, we assume
ﬁhat tﬁese managers are able to make an accurate evaluetien

of the competition, and that their perception coincddes

d) Government aid:

For some years now, governments, provincial but

principally federal, have.initiated aid programmes_to
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businesses, particularly to small businesses. Some of these .
; | ‘programmes are general, that'is, they are applicable

without distinction to all sorts of small businesses and

. ;_'_,‘

finance the general needs of the businesses. Others are
‘ﬁ more specific,.like programmes'for research‘assistance,>

"not almed specially at small bu51nesseo, but of whlth

g

some small businesses can ava11 themselves because of thelr .
technologlcal nature. Nevertheless,-we can expect that

these programmes, by helping small businesses, contribute

at least in some measure to the growth of a bus1ness.
however we should note that some of. these nrozrrammes are
i very recent and most of the buslnesses 1n our sample have
. ~onJy nanelltedctrom Them - for -two -er tﬂree years at tht mOOt.
: Conoequently, it is premature to evaluate the 1nf1uence of
_these proorammes on the 5rowth of the beneflclarles._we have_
_therefore de01deo not to teake thls factor into account in
our model.'On the other. band ‘we will devote a sectlon in
the analy51s of the results to the study of these prOaran-
mes and thelr beneflclarles.
- These are the env1ronment factors that we have
used in our model. Others certalnfy exnst, but ‘we belleve
i wé uave'covered the most important ones. | |

.
!

" These factors can be'dlvlded 1ntovtwo main

T Meemaspay
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groups; first, those that can be called physical variables,

which describe the business at a given moment: its age and

size, for example. Then there are the vsriables representingz.

the "management philosophy", which express the guiding
principles used to approach.the business' preblemsﬁ the
methods of planning, general policy on the range of

products manufactured, research policy, exporpfpolicy,ete.go'

A) The physical variables:

a) The age of the bUSLHGSS-

It may seem strange to 1nclude a factor so

statlc, S0 pa551ve as age, as a craterlon of success. Yet

'many autxors have done so, and apparentlv, w1th gooa\rﬂsultso

Aee is a varlable 1ncorporat1ng the effectS’OI ‘many oth

Notaoly, there is arelationship between the age and the size

of a bu51ne°s, the younger businesses being generally the

small ones. But, and this is most important, we have secen °

tnat the simple fact of surV1val of being able to accumula

ate years, is already s 81gn_of success. It is du ing its

first yesrs that & business is most threatened w1th benk-

‘ruptcy; those whieh menage to develop enfficientlyitoffound
‘fhis ulf 1eu4t cape will Have the best chances of surv:v—

al ana success. In this case, the relatlonsulL oyeratve in
.two wayS' fqut the growth-rate explalns the age, but,

equally, he age explalns the grow»h rate in ehe sense

..... vy X - T AN PR e I, TV e TR W
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that,a-young, small and djnamic business will grow quickly,

~while an older, generally larger business will increase its

turnover more slowly. There is thus an inverse relation=-

. ship between age and growth.

b) The size of the business:

Ve have already mentioned Steinmetz' theory. on -

the growth of small bus1nesses and the relatlonshlp between.*

this growth and size. Ve return to it only to show that,

‘even if Steinmetz predlcts three phases of growth, the first

being characterised by a fairly slow start, theEsecond‘by
accelerated growth and the.third_by.a‘more*regular ang -
moderate rate of increase, these three‘phases can be
reduced to two, ano a negatlve relatlonshlp between size.
and growth foreseen.-

‘ In practlce, size may be measurea 1n several
ways by the amount of sales, or of the assets, or by the
number of employees. FOP~StdtlStlcal reasons, we w1ll us
the crlterlon of the number of employees. It remalns to
oeclde mhat year to choose as a reference to measure the
81ze of the buslness. It is obv1ous that the only really
valld year 1s that from Wthh the growth-rate 1s to be

calculated 1n our case, 1961. If .the most recent data are

‘used we woulo be measuring, not the 1nfluence of the size

RULTRR N
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on the growth-rate, but rather that of the growth-rate on

Athe size of the bu51ness.

¢) Subsidiary or indeépendent business:

-¥We are not here deallng, strictly speaklng, with
a phy51cal characteristie of thie business, but ‘with a
situation over which it has no control. That is why we
discuss it Here. The existence in Quebeciof akeonsiderabie
number of subsidiaries of foreign (or even Uanadian)»firms'
poses a number of thorny problems. First of'ell5tone may".-"‘
wonder if small business is a troperevdescription-for the
subs1d1ary of a multlnatloncl corporatlon whose assets
and turnover reack into the bllllOnS of dollars, and thls
‘even if the subs1olary 1tse1f is small Phe subsldlary uoes‘
>1n fact have access to all the admlnlstratlve expertlse
of the parent company, to the results of 1ts res earch
'the beneflts of its credlt etc..;_Tn thls may 1t enJoys‘CV
1ncontestable odvdntages over the 1ndependent bu31ness.
Further, can the manager of a sub5101ary reaaly be descrlb—
ed as a ouslnessman° Is he not rather a senlor employee
who merely executes decisions made by tre parent compaan

Cn the other hana, shoulc the subcldlcr es be

' completely ellmlnatea from our samplef That would be

equlvalent to ellmlnatlng 30 to hOﬂ of the buslnesses'
consulted whlch respond to the crlterla that we have set
up for ‘the S.M.B. To what extent would th1S~new sub-sample

1
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be representative of the population? Ioreover, along31de
the subsidiaries of the multlnatlenal parert companles,
A | there are many subsidiaries of medlum-31aed bu51nesses
% o which enjoy considerable independence and which in many
| ,ways to independent bus1ne=ses. |
. The ideal would be to make. two models, one
with the subsidiaries, the other with the independent .
‘ businessee; but that would reduce the size of the sémple;
and, for lacx of time, we have not been able to do it.
In the flnal analysis, we have Juused 1t preferable to

1nclu0e the sub51dlar1es in our sample ana attempt to '

determlne thelr impact. Do the sub81d1ar1es meet w1th more

in

uceess than the indepehde 1t busdnesses?t %e~M111 tly to

decide.

B) Management philosophylandfthe policies which result from it:

a) General management and planning:

It is generally“adhitﬁed thet ﬁhe greatest
Weekness of the 'S.M.B. lies in the area‘ofigeneral-managem-
ent, and more particularly, in that7of planﬁinga As Steinmetz;
s explains so well, at the beginning, the'busineSSman% |
proprietor is at the head of the business and must play the

part of the leader, not because he possesses the qUélities
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which fit him for this role, bot because'he‘is the owner,
He is a man who has an idea or a product which he believes

to be important, who has but little knowledge of adminlstro

'atlon and who dellberately pushes aside all oroblems of

thls sort in,order to concentrate on productlon-and,sales,

as Steinmetz puts it: (he) " experiences no real manage-

_ment_problems other than buying low and selling high"e(l)s
:But.as his‘business grows, the administrative'problemsr -
' take.on ever greater importance: the»organisation becomesll-pp
too blg for him to control himself. He must learn to deleg- .”
-ate hlS authorlty and lead from behlnd "to fly on 1nstruments
and not on sight" He must learn to use ever more compllcated*~

:and iﬂﬂlrecf methods of management. He can ‘no. 1onger give

rders dlrectly to everybodv but must delegate part of_p

'hls authorlty. For the bu51ness to functlon, and for him.

- .to keep control of it, he must f1x obJectlves, plan, and

control the results. We w1ll return in more detall to the
problems of delegatlon in the 3rd section whlch deals w1th

the Characterlstlc factors of the busznessman. For the moment |

we will treat other factors."
| The flrst p01nt is to set the obJectlves of tre
bu51ness, to show the d1rect10n which the whole organls-

atlon must follow. Accordlng to many studles, most S. M.B.

'(1)«L. Steinmetz, ibid. p. 31.
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do not set precise written obJectives. However,'oue.
méy_wonder 1f the existence of such cbjectivesfhaS'a

significant‘influence on the development-ofgthe buSiness,

~that  is, on its growth-rate. We will attempt to verify;this, 

Once the overall objectives are set, they must "
be transformed into precise, concrete directives by the |

planning process, first for the long term, then for"thee_

‘short term. There again, the "literature" indicates that

few S.M.B. haveflong-tefm plans _but\the question is to

‘aiscover if the exzstence of an elaborate plannlng mechan-

vism 1s a factor of success. ‘e will attempt to establlsh

the usefulness of plannlng by relatlng the ex1stence of

short- and long- term plans in the three maJor functlonS;

-of Finance, Marketing and Froduction, to the,sales growth-

'r'_at'e o

Flnally, a check must be made to dlscover.lf
the results are fazthful to the plans. ve W1ll return to
'the questlon of control in dlSCUSSlng flnance ratlos. On'
’thls topic, ‘a knowleoge of exact productlon costs is | |
_fundamenta}. It is in fact dlfflcult to 1mag1me that a -
business could hsve a coherent‘pricing pclicy-eud be able,
in a general uay,’to make 10gicaludec1sious}abcut the

development or withdrawl of its main products, and, more
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generally, about its whole marketing pdlicy, if it has only

a vague idea of its production costs. There should be a

~ fairly clear link between knowledge of costs and the

>y

. business' development.

- b) Froduction and Marketinp Policy:

A s1m11ar controvcrsy exists over marketing
pollcy to that wnich divides experts on the concentratlon
or dlver51f1catlon of clientéle. Some authors 1n51st that -
it 1s by spe01allslng, that 1s, bv concemtratlng its effortsV.
on a limited number of_procucts, that the small business
maximises.its chances of'success._The main reason would be
that'the small business, because of its size, has‘only.a
wsmallﬂrssearchfbudmet;-Eachno&ogiCal-research~réqnirec ,

vgreat effort to be profltable, thus, 1t is by concentratlng"
1ts funds and efforts in a few well deflned ulrectlons that’
the S.h.B has the greates chance of remalnlng 1n the fore—
front technlcally. Other authors 1ns1st that tnls pollcy
is very danperous because it does not sufflclently d1verc~
1fy the risks and because the 11fe of the business is
t1ed to the success of a very llmlted number of products.
Nevertheless,‘lt has been apparent to us that in the comain
of advanced techniques whlch characterlses the 1ndustr1es
-selected the dlscoverles are SO numerous that the technlques

~evolve very quickly, and that a ba81ness Cannot stay lonv in

the forefront (and thus be suCcessful) 1f it does not

e M STt e e o AR
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frequently renew the range of its products, whether chis'
‘range be cencentrated or diversified.. e haVe even wendf
=2 - ' i ered if a cennection exists betneen the number of new

‘ products and the success of a business. Incidentally'we
wished to_determine the relationship‘between the numher'
of new products offered and the success rate of»these
products. - | | |

c) Research anc Uevelopment Pollcy

‘When one speaks of new products and of 1rqust«
Ty u81ng advanced technlques, one is 1neV1tably eoeaxlna
; o of research. Tt has been abundantly shown, 1n the case of
| large bu51nesses, that a close\connectlon ex;sted betmeen'
‘sales development and research'effort, On the other_hana,
we must remember that research effort dcesinot payfimmed-
1ately several years may pass'befere the eumsiinrestecl
g : _ in research allow the creation of a commercial}y useful
| product. Noreover;"the cost'ofhreaearch‘increases in a
fantastic way, such that ncw even the big ;merican
companles are beglnnlnp to 11m1t their expenses in this
{ | ’ . area. One is drawn to the idea that for a. cr1ven buelnees,_
a relatlonshlp exlsts between the research ef ort anc hence
1ts cost, on the one hand and the beneflts 1t w111 prod;
uce, on the other. How coes thls apply to the small busin-

ess° IL is 1mportant to realise that many S.“.B. do nct

Rana bt
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perform basic research, but rather applied research, to
develop or improve products. One must alsovremember thaﬁ‘a
great number of.the S.M.B. in Luebec are subsidiariee of
large foreign firms and benefit from this by'enjoying the
fruits of the paremt compahyis'research. Thgs,sthey do nqt»
need to do much research themselves to remain up-to-date.

In this way,\the’existence of the subsidiaries. slightly

falsifies the relationship between sales grbﬁth and reseéreh. :

Ve will make an effort to separate these relationships a

little.

d) Expprt Policy'

This pollcy can be con51dered part 01 marketlnv_

strategy, altnouvh m0at buelnesses make a clear separatlon

between domestlc sales ano marketlnv and thelr 1nternatwon-

al act1v1t1es. It has often been repeated that, in manv |
1nuuatr1es, the ULa nadlan market and, even moreeo, the
Quebec market have been 1nsuff101ent to reach an optimmm.
productlon volume, in terms of costs, prortatlon allows'ad
increase in the market size, and thus a reduction in eoéts.

It is normal, consequently, to expect a positive rzlation-

ship between success and export volume. e have not, however,

extended the analysis of these relaﬁionships far;AVe have

|

|
|
|
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- contented ourselves with seeing il the businesses which .

exported have significantly hiQher'growtharates~than the

others and with determining the dimportance of the country

of destination of these exports for the success of the
business. |

e) Financial Folicy:

The flnanC1al results are, in one way, the
business' pulse they reveal whether it is febrile or |

limp. Every_aétion taken by the business, infwhatever |

area, will affect the profitability of the business, its

liquidity, etCeeay. that is, it w1ll be transformed at a

given moment into a "finanCial symptom." Initially ue

-wfeve'e rmntned six iinanCial ratiov wniCh snould pernlt

us to measure the ,ain aspects of the business' financial

actiVity, these ratios were the "quick ratios" (depreciated

ounrent stock assets, div1ded by carrent 118b111tles) the

oebt - total assets ratio, ‘the rate of’ rotation of stock
the rate of rotation of accounts receivable, the sales -

total assets ratio, the net profit - sales ratio and last

the net profit - shareholders‘ holdings ratio.,uany stmdies

have shomn that from the . evolution of various flﬂaﬂCla
ratios, it is possible to predict the likelihooc of

business soing 1nto ban&rurtcy, 1nversely, they can be

‘used to predict its success. To these s1x ratios shoulo be

added six dummy variables which are used to measure the
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evolution of these ratios-(%grdwth or diminution),

‘Uhfortunately, too many businesses.refusedato answer the

financ1al section of the quectlonnalre to. allow us to‘

1nst1tute a series of ratios Wthh could be used in the
l

analysis.

~3) Characteristic faétors of the businessman:

It may seem strange to add to ﬁhe tWo_preceéd~

ing categories factors describihg.the~phySicaI'éﬂd"ihteli-

‘ectual characteriétics of an-indiVidual.iIt:is‘not'p05si51e

to see how the age or the income of thehfathef{df‘the»

person described as the businessman -can influence the

growth-rate of the business. This influenéé,iéfcertain1y 

not -direct. The use of the. Lﬂm;abt’“xublCa of the businszs-

man to predlct the success of the busmness ie based on

“two p01nts

a) It is a self-ev1dent truth that some o

1nd1V1duals are glfted for bu31nebs, Just as others are )

glfted for th° nrts, that they have an. 1nherent g+ft for
aamlnlﬂtratlon, a clft which may nonctheless be deveIOpeco
e know that sone peoyle bucceed in all thelr conmerc1al
or 1nduqtr1al cnterprlses and that thelr ckances of makln—
a bu51nLSo prosper are vroater than those of the average

person - from this, we oeveloP the idea of acsembllnv
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thelr principal characterlstlcs and dec101ng Wthh woula
be connected with their admlnlstrotlve ablllty. By extra—
polatlon, it would be possible to foresee that a person.
possessing most of these characterlstlcs has more chance
of success in business than another. | .
| .b) In a small bu51ness, the manager can affect
the activities of the business d;rectly, because Of_ltSt

limited number of employees and its small Size. The

personality of the manager may thus exert a dec151ve 1n¢luencc,

may determine the success or fallure of the bu51ness ThlS
:section will then attcmpt a sort of mechanlcal portralt

.of the successful:bu51nessman,vto determlne his pr1nc1pa1
characterlstlcs from the many stu01es devoted to the sub ject,
ang" to submlt thlS portralt to the test of reallty. aker
alone, no one of" the characterlstlcs generally quoted is
enoush to ensure the success of the bu51ness,_on tre other
hand, the ensemble of those.most often found in successful
:buslnessmen skould allow us to create a typlcal portralt |
of the man who has the beSb chance of 1ead1“g a bUSlnLSS

to success. “e will rapldly reV1ew these pllﬂClpal charact—
eri tlcs. | | | |
»i) Aee' in eeneral _tusinessmen of mi&dle‘age (35-55 yeafs)

Sy

are tke most successful

2) uthnlc orloln and language reny studies have shown that,
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1n general French- Canaalans do not seem to have the

quallties necessary to cre"te the good Lu51nessman that

they have 1e=s business sense than Znglish Canadlans. Other
studle partlcularly valid for Cntario, sbow that there is "

a strong representatlon of New L'anaulans.among,~t;ne business—

Vman who have been reasonably successful in'that province.'“

From these studies, one might expect to ilnd a hlgh proport- o

‘ion of New Canadians anong the businessmen managing the

businesses with the stronpest arowth—rates. engllsh Canadlans,

~ana ‘then rrencb b na01ans, would follow in- order of 1mport-

ance..

3) Level and areas of studies pursued: The~leVe1 of educ-

atlon re a hed bv the busines aman is n

i@port nt
factor 1n the good management of the ou31ness uncer Hls

control. ne more advanceo are the studles he Has completed

the better able he w1ll be to resolve the complex problems"

of the bus1ness world and the better w111 be hlS knowledve
of admlnlstratlve technlques, or hls abillty to acqulrc it

rapldly. On this baels, unlverelty graduates, and partlcul—

arly those from the administrative, ‘scnentlflc and technlcal

d1c1pllnes, shoule have an advantaae over thoee who have

'.not been to unlver51ty. rurther, the cc1ent1flc ano fech

nlcal nature of the rncustrles stu01ed skou’d favour graduates

from these last-mentloned 01501p11nes..
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L) The type of experience acquired by the businessman

before he enters business should also be an important

factor. Here again, experience in administration or in

the fields of sciencé and technology should be a valuable .

asset.

5) Some authors think thet the social class from which

the businessman’comes should also play a role, since

businessimen come mainly from the middle class,'that is to

say, the bourge01s1e. To determlne this class, we hsked uh
respondents to classify the 1ncome of thelr fathers as 1ow,
middle or con81derab1e. |

6) Some authors believe thut appetlte for work is a necess-

my.

Aws;y Cuﬂﬂlb¢on of success. The number of b ours d xote to:

the buslness would then become an 1ndicator of the chances

of success.

7) A taste for rlsk shown by the busmnessman 1s probaoly

more. 1mpoxtant stlll. Varlous studles shou that the man vho
'succeeds is the one who knows how to take an average rlsx.
=The bus1ness world is an uncertaln one, and the bus1ns SS=

man must be ready to take rlsks, but colculated risks. 10

measure thls tdste for risks,. we asked ‘the repondents to
1mag1ne tnat they ‘had just rece1ved an 1mportant ‘sum vllch
could not be 1nvested in their bus1ness. e then offered

3 cholces with very dlfferent risks: government bonds,

' perfectly secure, ordlnalry shares of blue Chlp stocks,

1and ordlnairy speculatlve shares, whlch would be rlgh 1<k."
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Then we: asked h1m to dlstrlbute his present wealth»amoné'
these three pos81b111t1es with each choice expressed as

a percentage of the total sum 1nvested. By weighting thel~
secured bonds at 1 the blue chips at 2, the speculatlve‘
‘shares at 3 and then multiplying the-percentages attributed
by the businessman to the three pfoposed'categories by‘the'
corresponding weighting, thenvaddlng the figures obtained,
an index varying between 1.00 and!BIOO‘is obtained, which
can be used to measure the bu51nessman’s taste for r1sk
o8) A last factor whlch seemed 1mportant to us . is the .l;

ablllty to delegate authorlty._Aslwe have 1n01cated t‘the _

p01nt when the buslness becomes aJllttle 1mportant the
bu31nessm n can no longer see eve;ytnlng, or dlrect evewy
operatlon, and h= must delegate al part of h1s authorlty.
Some are unable to do this. e beﬁleve that the chances of

a business',success are higher 1f the.bu31nessman shales his -

responsabllltles with others thanfif he takes all decisions.

'upon hlmSle alone. |
Such are tne characterlstlcs we have chosen
-as a ba31s for evaluatlng the bus1nessman. As for hlS
personallby, we must reemphaslbe the problcT already
ralsed in the flrst part on the questlon of subslo arles.
To what extent can the manager of the sub5101ary of a large
buS1ness be compared to a bus1nessman° This problem is

certalnly ﬁ01ng to fa131fy the results somevhat Fowevnz,

‘we must note that one of the condltlons for the success of
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a bu51ness is the progressive transformation of ‘the
owner-manager, from the businessman that he must be at . the'
beginning, to adminlstrator whlch he must become when tue
business reaches a certain size. At this moment? there ;s

hardly any difference between the;administrator'of an

.independeht business and that of a subsidiary, as long as

this latter enjoys a modicum of autonomy. This is not always

the case, and so we cannot expect very clear results in
this area.

i

All the varlables descrlbed above have been

'1ncorporated 1nto a series of questlone Wthh constltute

the questlonnalre we sent to all the bus1nesses in our

~Fopulaticn, and hblcb _reproduced:in AFPSﬂ“IY VT

V - ANALYSIS OF THZ BESULTS:

This section is divided into three parts:

A) Analysis of the results'with the help of = double-entry

tableb N
B) Some comments on the multiple regre551on models
‘which we tested.

C) Conclusion on the models used.

A) Analysis of the results with the help of double-entry

tables.
In order not to overload the text, we have

gathered all the tables in APPENDIX V.- o
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- 1) The dependent vasriable: the long term salee erowth rat :

e have defined avove our criterion for succeos,
that ie; our dependent variable. This criteriOn is the mean
annual growth-rate of the buclness' turnover for a perlod
of 10 years, from 1961 to 19/l 1f the buelness ‘was created :
‘after 1961, we have used the perlOO oxtendlnd from that of
its creation to 1971. There is nenetheless~a very small
number of businesses born after 1961 we must make it clear
that this annual mean rate is a synthetlc one, obtalneo by
determlnlng the loncr term sales tendency.A From now on,.

.when we talk of the erowth rate, thla wlll 1ndlcate the

mean annual rate. Ve received 78 replles thh sufflclent

" hfor{ t on. to CalCUlnue thls rate. The average annual
‘growth-rate was 61 22p with a standard dev1at10n of AS./B,A:
"whlch 1nd1cates w1de1y spread resh;ts. Gne bus:ness, in- par =
tlcular, utOOO out with a rate of <62m‘ con31derably hleher
hthan 1ts nearest competltor (182p)' Thls in itself wou‘d
increase the varlatlon greatly, ﬁno we d901ded to ellmrnate
1t in order to. have & more nomogeneous eample. .oreover, uhlS'i
ousiness falled to re}ly to most of the questlons.-mhe HGN .‘
-sample of 77 businesses had an ave;age vrowth—rate 01

58 61% with & standard dev1at10n of L3 AS, which’ is stlll

con51de1aole. The 1n31v1dual rate= Vaxy from -18 6p (\hlch _

corleopondc to a arop in qales of 18 6 durlng the ten years
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_studied) to 4182%. These arowth—rates have been grouped

1nto twenty categories of 10% each and const:tute the _

.hlstogramme of AFPENDIX V. e notlce that flrst three

businesses had a negatlve growth-rate. It the rectﬁnvles

of the h1stocramme are: replaced by a contlnuous curve we.
see that the curve thus obtalned is far from,normal. there
is a clear asymmetry'betweeh_the sharp incline-of the left--

-hand:side and the gent1e~incline\of the right—hand side \The

~mode, that is, the category whlch 1nc1udes the greatest

i

number of bUS1nesses, is in fact oouble it 1ncludes the

categorles of 20 ?Q and 30 39%. nore than a quarter ( eXaCt—}'

' ly &%) of the bu51nesses 1n the Sample have a growth-rate

falllng between 20 and h9p. Those bu81nesses whose arowth

averaoed less than 20% ourlng the perlod can be reuarded

- as ou51ne5ses hav1nd dlfflculty keeplne up . and not develop-

ing and, to a certaln extent, &s’ fallln Let us not lorvet,'

however that the average growth-rate, calculated from the

-growth-rates of 77 bu51nesses 1s about 59n, well above the

mode. The rate Wthh d1v1des the sample 1nto two equal parts,.

in terms of bu51nesses, is probably more 1mportant than

' the average rate, whlch ?1ves an exaggerated reflectlon of

t}e extremes. ThlS rahe ;s 51% thls means that half the

bu51nesses experienced a growth-rate of less than 51p th
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other half, a higher one. According to our definitioo, all

the latter should be considered as successful. The'number'

of businesses achieving or surpassing 80% drops oonsider-'

ably: we can say that these are in the category of bu51nesss
es with a very strong growth. Flnally, three bu51nesses hed
an exceptional growth having achleved or surpassed 17ON. |
TOysum up, in the double-ehtry tables, we have grouped all
the growth-rates into three categories, each~with aprrox-

| : ) ’

1mately the same number of buSLnesses the first contaihs, o

31 weak~growth businesses (rates V8TY1HE from —18% to hO/,

‘the second includes 28 medlum—crowth bu51nesses (from hlp

to SOﬂ) he last 17 strong- growth bu51nesses (more than

B

2) Analy31s of the exnllcatlve vahlabWes

We have descrlbed earller our . methodology for tneA’

expllcat‘ve variables used. It onlv remains to. present th

|
results complled from the questionnaires filled 1n,by.the
businesses. These results are presented\ih~the form:on

double-entry tables, one of whose enties is generally the

dependent»variable, that is, the:growth—rate.

.—..—-—-————--—.—-—.————_—.—.——-—.—.——-.

1) The factor of the industry and the plobal oemand 10"'

1ts prooucts.

As we explalned above, we have not developed
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this factor in the double-entry tables, but we will gire
details of its 1nfluence when oeallnv with the multlple o
revresslons. For the moment, we shall be content to p01nt out
ithat gloval demand seems to pay a very 1mportant role in

a business' success. “ o

2) Number of customers:

We have indicated earlier that itJmigKt'be in
the 1nterest of the S.M.B. to spe01a11ze in the productlon :

of merchandlse destlned for a restlcteo number of customers

or to operate as a sub—contractor. The bu51nesees 1n our

sample co. not seem to have followed thls pollcy. In fact of -
‘the 77 bus1nesses Wthh replied to this questlon (Table A-l) '

_only had less ‘than 50 customers, among whom three hao less

-than ten. In these conoltlons, it is dlfflcult to draw

concluslons about the 1nfluence of thlS factor on succecs.‘
Goinc further, we attempted to oetermlne the 1nfluence on
success of, on the one hand, the percentage of the: turnover;a'
attrlbutable to the three pr1n01pal customers of the buswn-_f
ess‘(Table n—2}, and on the other hund ‘to the prlne;pal

customer. (*able 4-3). In bot cases, the rel 1onshir is

_ aenerully neﬂdtlve that 1is, 1t does not seen tkat th

.bu51nesoes w1tl the stronrest vrowth have contentratec

their eflorts on & few customers.llable A-2 shows that in
the case of relatlons with the three prlnc1pal custoners,

'the optlmum seens to lie at s haypy nedlum, at wnlcl the

e e S ]
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business receives between 20 and 50j% of its business from

them, Table A-3 shows that less than half the samplé_feceive“

“less than 10% of their buolness from the pr1n01pal custom~

er ‘and that 81p of the bu51nesses receive less than 30% of

their bus1ness from him. There 1s no 81gn1flcant dlfferance

from the point of view of erowth beween those which focus
on a single customer and‘those'which prefer greéter dispers-
ion of their efforts, exbept that one notices a slightlj
hlgher proportlon of weak growth bu51nesses among the 1atter.?”

Again, the ideal solutlon for our bu51nesses seenms: to be to

‘avpld extremes, that is, to spread their efxorts aang.too

many customers or to depend excessively ¢nia:restricted

number of users,

3) Competition:

Competition can come either from domestic (i.e.,

Canadian) businesses or from foreign ones. %e have deter-

mined the influence of these two sorts of competition

on the S;R.B._separately. Tables A-L and A-5 deal,with 
domestic competitien. Wé should»ﬁirStwnote that.Sh%56f~the
respondents (65 businesses out of 77) declared that
comgpetition was sironé in their'éectofs;«of these 65
businesses, L3 even found it~Verf strong. Cnly 9 businesses

found competition to be of medium strength and 3 found it
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relatively weak. The disoroportion.in the quantities
expressed in each category makes oomparison difficult."
However, it appears that those buSinesses facing strong
competition are relatlvely more successful than the. others.

To develop: the point a llttle further we W1shed to know

if the domestic competltlon came pr1n01pally from large or S

small busmnesses. In fact the 1m£ortance of these two
sources is about equal (35 bu51nesses competlng.above all
against large flrms, 28 agalnst small ones), as‘shoWn*inn
Table A-5. OCn the other hand, 1t was clearly apparent
that there are~re1ative1y more successful-bu51nesses among>
.those competlnv‘ agalnst large flrms than amone the others.
'orelgn competltlon (Table A 6) seems clearly lecs strong _
tran the. oomestlc variety: 27 buslnesses out of . 77(35%)
found 1t strong, 18 (23 ) descrlbed it as average ‘and 34
(h %) JucFed 1L to be weak. here agaln, that category of
bu51nesses facing the greatest pressurn 01 competltlon .
contalns a greater proportlon of lqtrong growth bu51nesses,
nowever, this- PelathhShlp was not very dlstinct In .
general, strong competltlon seems to stimulate buslnesses
,exposed to it but the factor is probably not de01s1velfor

the businesses studied.

' L) Government aig:

s
Government aid, in the form of 01rect sub51cy,
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‘establish if this aid has contrlbhted to the development

‘adopted (double-entry tables or multlple regre551on) ieble

e a

research aid, etc... can help the S.K.B. to solve some

~5f1nan01ng problems, However, ve have not been able to

determlne the 1moact of thlS aid on the growth of the

bu51nesses~stud1ed since, 1n most cases, the bu51nesses

‘have not been enjoying its benef:ts for more than a year o

or two. Thus, of the flfty businesses of our sample Wthh

have made requests, L6 have recelved the aldﬁrequested. Ofif A
these 46, 31 (67%) obtained aid between"l97053nd 1971 while s
N

the other 15 had obtained it between 1965 and 1969 On .~

“the basis of the results obtalned it is not, possmble to'

.of the benef1c1arles.

e - w1ll Petunn To- trls queet10n of governﬁent

a1d 1n greater detall smnce an entlre sectlon of thls o

chapter w1ll be devoted to it.

-..—_—-—-—--—_—--_———.—.———.—-————

1) The age of the business: »
Strangely enough,'the age of the bdeiness-is
alwaysfput forward as one df‘the~most significant'of the

expllcatlve variables and this no matter what, the method

B-1 shows that for our sample of.75,tu31nesses,.the

coefficient:of'simple correlation between age (that is, the
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date of creation) and the sales growth-rate -is 0.38L, one
of the highest in our analysis. The same table ShOWS that

~most ‘of the businesses 1n thls sample are young, since L3%

of them (32 out of 75) are 20 years old or less, 35% are
approximately between 20 and 4O yesrs oid and only 22% are
more than 4O. The data from the questionnaire also shows
that most of the busimesses in the sampleA(2S, or l/3 of

the total) were created in the fifties. These results are

~ confirmed by Table B-2, whlch gives a more pre01se -

clstributlon of the ages of the bu51nesses, classed by

1ndustr1es, and thls is for the gross sample of 172

' bu51nesses whlch we spoke of 1n the methodology. Nearly a

‘tthO -of ° these bu91nesses were” created in tne flftles, oOp

have been founded since the end of the Second ”orlo V r.

-If the number of bu51nesses is. plotted against u1me on a

graph (APPENDIX VI), we can see that the nunber of buslness-
es createa in the eight 1ndustr1es studled érew more or

less regulurly from 1910 to 1945 | w1th homever, slow~
downs durlhg the First World Warlano_agaln in the bepression
of the 1930's). The Second Yorld Var but.elconsiderable
check on this drive, which; however, recommenced with |

renewed vigour from 19h5 to 1960. uurlng the last decadc,

we have deduced a sharp decllne in the number of small

bu51nesses. This may be the result of techﬁlcal causes,

such as a bac distribution of businesses 1n our sample in
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relation to the population if the younger businesses had
systematically refused to reply to the questionnaire, but

this is hardly likely. Table B-2 shows that the four most

important industries in terms of numbers of personnel

(Chemical products, electrical appliances, machinery and
pharmaceutical products) are also those which account for
the highest number of long-established businesses. The<most

recent sectors are those of energy (petroleum and coal) and

of aeronautics_(airplanes and parts).,To réturn to Table~

B—l it is quite clearly apparent that the Businesses with
the hlghest provtr-rates are, for the most part the very
young ones: among the four w1th a. growth-rate hlgher than
11 (65 ) were created since that date. It should never-

theless be noted that a QU1te remarkable number of olde;

'bu31neeses (created before 1930) also enJoy hlgh growtwa

rates. BV contrast, the mlddle-aged bu81nesses (created

between 1930 and 1950) are general not very successful
how should this result be explalned° The

explanatlon may come from the relatlonshlp betmeen the age

|
and the size of a busxness. Taole ~-3 explores these

relatlonshlps. Two warnings, however: as a consequence of v

the computer programme used, the categries used for size
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eovered a range of $5 million each, so that 8n% of'the
businesses (54 out of 6L) are in the first category. From
this, the two other categofies eontain only a few business-
es, which makes comparisons precarious and percentages |

hazardous. Another shortcoming of this table is that the

'size has been measured by the sum of ‘the assets in 1971,

a2t the end of the period studied. It would have been
preferable to use a year at'the beginnine - 1961. for
example. However this may be, the data are encugh to show

that a relationship exists between 31ze and age

(coefflc1ent of correlatlon r = O 186) the olie"t busineSSeS"”

are the blggest the youngest are the smallest ~To see the

success/age/51ze Teldthnbulp, let "us now lOOn at tne_

-1nfluence of size on growth.

'2) The size of the business:

The influence of the size of businesses on |
their growth-rates is much less clear than that of their
age; we should.point out that we have used as the criter-
ion of size the number of employees in the service ef the.
business at the beginning of the period under considerst-
ion, .that is; inf1961. The coefficient of correlation
between‘size.and'growth-rate is quite low: r = 0,110, In
Table B-4, we have divided the businesses into three greups,
each of azpproximately the same-number, where one group has
bpsinesses with less than 25_e;ployees, a second.those with;

25 to 49 employees and a third, those with more thah'50}
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It may seem‘surprisingthat; with regard to Steinmetz'

theory which we developed above, we state_that; in our
sample, it is among the largest businesses'(eskof 1961)

that we find the highest proportlon (50%) of businesses -
whlch were later to experlencela high growth-rate. Ve also T
found an equally strong proportion (40%) among the. very
small businesses (less than 25 employees) which were

‘about to enjoy a rapid growth. By contrast, the middle -
category contained fen businesses heading for}sucice__ss° In
fact these results agree nerfectly with thevvarious

,phases oescrlbed by Stelnmetz, glvon that the data we used
covered only the flPSu two stages in the process 1ndlcated
by .tha t author. He C1&lm;,w d our statistics co nfirm this,
- that small bu31nesses grow fast (less than 25 employees)
until they face the flrst series of admlnlstratlve probleus.
This occurs when the buSJness has 25~ 30 employees, accord-
1np to %telnmetz, and with 25 to 50 1n terms of our flgures;
-'At thls point, the bu51nees encounters some sort of slow—'
down in gromth If the owner-manaeer succeeos in solv1nv
these problems com fortably, the bu51ness moves 1nto»the )
second stage, which is that of rdpld growtl Tnls second
‘stage ends when the business meets a second serles of
problems: it then has 250 to 300 enployees. in our sample
_practlcally none- ot the buslnesses arrlved at that p01nt

because, in 1961, there were.very few which had 250 to
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300 employees. Our results thus point in exactly the same
direction as those oi Steinmetz: the smalleSt~businesses
have a very high effective growth-rate, at least ‘most of them,':
do; on the other hand, the med ium=-sized bus1nesses, that is,
those in the sharpest conflict with the first serles of |
problems, form the majority of the category of weak gro~th—‘
rate businesses. Once this growth crisis is regulated
those bu51nesses, which are now of large size, agaln
enaoy a high growth-rate,

e may now assemble the 1nformatﬂon glven
by Tables B- l B 3 and B- h to determlne the relatlonshlps
between age, size and growth-rate, Comparlson is always dif-
llcult lrom tne fact that ‘some taoles use the nunber of
employees as a crlterlon of 81ze, whlle others use the sum
total of ‘the assets. |

Generally, the‘young enterprmses (20 years of
existence_or less) dominate the small and medium-siZe sector.
The smallest are.probsbly the riost dynamic and Have the -
strongest growth~-rates, the more so because *t is much

easler to double a turnover: of tens of thousands of

dollars than to double one wklch runs 1nto the mllllons.

L
In Table B- 1, the 11 yound businesses w1th : Prowth~rates

of more than 809 are probably the small ones.th must be
the same for some of the 16 businesses whose growth-ratcs'

varied between L0% and 80%. The rest of this group of
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young bosinesses consists of mediumusized firms (between"
$5 million and $10 million) with eeak growth-rateso.'
Thelmiddle-aged businesses (between 20 énd~u0_&eérs) are
spread through the three size.c"ategoriee° If we only
consider the peroentage of middle-aged busihesses_in,each.
of the three size categoriee, Qe find that they are ﬁoste
important in the large business categofy; they repreeente.
50% of all the businesses in this cetegory (howeﬁef; this
only represents two businesses).lTbeseVtwo_pusinessee have
' probably enjoyed hiéh growthQrates. The-other middle~eqed
bus1nesses are Spllt between the small ana the medlum-v
'51zed bu51nesses with weak growth rates, whlch Eenerally
‘explains wHy ‘these businesses do not-seem to have succ-
eeded as well as the others. A quarter of ohem eXperlenced
hlgh gromth-rates, for the others, gromth was relatlvely
-weak.‘ | , ._

It.is interesting to stuoy the 1nflLence, not
of the size on>the‘vromth rate, but 1nversely, of th
growih—rate on the 51ze, by compsrlnv the dlstrwbutlon by
the size category in 1581, that 1s, at the bevlnnlnc of
ths perxod, ané in 1971 at the end [Table B-5). In se beral,
the size of the busine sses Hac grown ooneloerably, wheuce
the necessity of changing the size categories used in Table Z2-4.

The class of small businesses (less than 50 employees) has
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diminished considerably in absolute value; but above all,

in relative value: in 1961, it included 69% of all

businesses; in 1971, it included no more than 26%. MNost
of the small businesses of 1961 reappeaf in the middle

category, which has increased its share by 25% (rising

from 18% to 43%),.but some, more dynamic, have joined the

ranks of the large businesses.

,ﬁ, e -u

3) Status of the business: subsidiary or indevpendent?

o

We have indicated that, a priori, subsidiaries

i o

might be expected to perform better thén;ihdepéndent
businesses‘because they have:access to allvtheftechnidal,
4 . financial and administrative expertise ofvﬁhe-pafent‘company,'
which is sometimes a giant. Théy also have acéeSS to the
results of the parent'company's research and enjoy‘its '
credit when they borrow. All these factors give them an
‘1ncontestable advantage over. the 1ndependent bu51ness,

~% which can only count on 1ts own resources, whlch are often

very llmlted Varlous studles, llke that of Safarlan (1) anc

the watk;ns:repgrtA(2) have shown 'that, in general, the

‘ (L) aA. G Safarian: Forelgn Ownershlp of Canddldn Industry.

Toronto, MelGraw Hill of Canada, 1966.

(R) Foreign Ownership and the Structure of Canadian

1 : - Industry. Report of the Task Force on the sStructure
"of Canadian Industry, Frivy Council Office, Ottawa,

1968,
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sub31dlarlec of foreign businesses, which is the case for
most of them, succeed better than purely Canadian.independ~
eht businesses. With even greater reason, subéidiaries‘ |
should be more successful than small independent businesses.
Table B-6 shows that overall this is indeed so, but we
must nonetheless note sorie shadings in these resuits. Tbe
subsidiaries, in the overall, have a less spectacular growth
than do some independent businesses, but’a-mdre régular
one: 66% of the subsidiaries (about 38% of the sample)
have a.growth rate of between 20% and 80%, againsﬁ‘only
56% of the‘independénts. The latter ?reseht many more
&ariations: 5 independent businesses have_a'growth-rate
3_is'either negative or zersc (no subs idiar y'norfnrme
as badly)' on the other hand, 7 inaependent bu51nesses
kave more than ooubled thelr sules (growth—rate hlgher th
lOO%) every year, an three of them have had a rate grecter
‘thcn 160%. No sub51clary has hcd a growth of more uhan iQO,,
In general Table B-6 shows thct the sub51dlarles have an
-average growth-rate slightly hl;her tban that of the 1“dep~
endents; this may be due to the fact that their'size is, on
the avérage, greéter than that of the independents. .

Yhen ue sﬁeek of éubsidiafieé,jwe teﬁd to
ﬁhiﬁk that the parent company is foreigﬁ, usually American.

This is)not alweys so. Table B-7 shows the geographic
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distribution<of the head offices for the.subsidiaries in
our sample.Three businesses did not'reply to.the_sectionv
preceding the question; but replied about their parent
companies, which gives us a sub-sample of 32 avainst.only
29 in Table B-6.It is quite clear th"t the sub51dlar1e=

of foreign firms(in. the United States or other coumtrlea)
which represent 56% of all the subsidiaries, are more
"successful than the:Canadian companieS‘(inclnding thosehfirms
whose parent companies are in~Quebec).aThe‘subsidiaries?of
Quebec companles have,,ln general - very weak gronth-rates.
-If we: compare the data of Tables B-6 and B -7, it is shown

that»the subsidiaries of foreign firms are_usually more

e

suce cessfnl than the inderendent businesses, in that they
include a higher percentage of stronguarowth buSinesses.

On the other hanc, sub31d1ar1es of “an dlan flrms, partlc-
ularly those whose parent companles are in Quebec, are less
successful lhe buslnesses whose parent companles are uan-
adlan but based outside Quebec enJoy a more average and

more repular growtt between 1961 and 1971 half of them. ;ﬂ
had growth rates of between hOh and oOV. g can see that'
there is a_clear difference of behaviour between‘sdbsid—
iaries and independent businesses; and we will often return
to this distinction in the analysis of the next ekplicative

vericbles,

FOREE Tt
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L) Jen=ral menagem@nt and plannlng.

We have already indicated that one of the main

| weaknesses of the S.i.B. lies in their lack of plannlng and

the insufficiency of their management methods, It remains

to discuss this in detail. A

a) It is geﬁerally considered important fer a business to: .
set itself precise objectives which reveal its_aims and |
the directien it wishes to follok.‘It.is further\reeomm—-
ended that they be set down.om”paper.-However; the problem -
remains of knowing whether'theifect of setting objeetives
creates enough 1mprovement 1n the efflclency of the managem—j
ent teem for them to be reallsed 1n the" results. In a word
daes the d cterminstion nf prec1se objectives 1nf1uence the

long~term growth«rate If we can trust Table B- 8 the ansmerf

‘1s noj; at least the relatlonsklp between these two factors

is not clear: the coeffic1ent of correlataon between *rese

two factors is practlcally nil. At the most it can oe Sdld

“that there seem to be slightly more strong—growth businesses

.among thoSe which have written objectives;‘butAit'is not
#ery significunt. A | A o . '.

If it is not fundamental to have wrltten 3
ebjeetives, it seems on the other hand olfflcult to do
without planﬂlng. T*e have thus exllored the relatlonsrlpsl

which exlst between a bu51ness' Frowth-rate and the
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presence or absence of short- or 1ong=term plans in the
three principal functions, which are flnance (Table B- 9)
marketing (Table B-10) end proouctlon ( Table B- 11)o Neny
1mportant points will emerge from the analys1s of these
tables.

First, something quite surprisef”tWelve or

thirteen businesses in our sample seemed to have no kind

of planning whatsoever, if we can believe their replies;

- Next, the distribution of,thefbu51nesses between the aroups'

which had only short-term plans (that is, - for one year. or
less) and‘those whieh also have long—term plans,nVarles.
according to the functions. Theohlghest percentage of'long»
term plans wss‘ in merketing (made by.hoﬁ of the-businesses
in Lhe group)' and the lowest 1n productlon (made by Xy )
Cne mlght expect that those bus1nesses wlth the

most Cerefully worked out plannlns systems, that 1s, haV1np

"both 1ong- and short term plans, woulo have the strongest

'gro“th -rates, follo”ed by those which only h d short term

plans and then finally would come those with no plans at
all, In reality, the only clear alstlnctlon is between_those'
which have planning systems and those which do not: the
firstvhave incontestably higher growth?rates than the
second. Cn the other hand there seems to‘be no‘adrantaze

in planning more than a year ahead. The buslnesses ‘with only




(69 /70) o | N

short term plans constitute the greater part of the
strong -growth businesses; most of the busmnegses W1th
1ong—term plans experienced growth nearer to the average°
Marketing seems to be the area in which it is most
profltable to plan more than one year ahead; long-term planm.a'
‘ning of productlon, least profitable. ' |

ﬁe'have shown above the differehces in‘behaviourf
between subsidiary. and independenthbusinesees._Weljﬁdgedeit
to be of‘interestvto;see if the differences touched;upon
planning. Tables B-12, B-13 abd B-1i are most r"evealifngjon
this subject. It is immediately;apparenp_thatlfundamental
differences exist between subsidiaries«and-independente
in reference to.planning.'Very neafly‘every!eneNOfkthe
businesses which heve.no planning-process is an independ-
ent. In the same wéy, there is a higher proportioh of
subs1dlar1es than of 1ndepencents among those bu31nes ee
Wthh create long—term plans. ”elrdly enough there is a
much stronger proportlon of 1ndependents than of sub31d1er1es
_among those bu31ness with lomg-term plans for marketlng.
The indeﬁehdents seem to gi#e greethimpbrtaﬁce hohmérketing,
to the detrlment of productlon ana, above all, of finance.

To sum up, the su051d1ar1es use more modern

management methods than the ;ndependents, partlcularly in the

field of planning. It is unquestionned that this is one of |

the reasons for their higher performance levels.,
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5) Froduction and marketing podicy.

After the Second “orld War, there occurred.
an acceleration in science and technology, an acceleration '
marked psrticularly by the constant appearance of new

products using the latest discoveries. Several studies

. (X1 T e - R : "
. - * .} .
have shown that in the areas of Lo N R A

J
have completely changed the range of their: products
during the last h or 5 years. To mlthstand competltion,.
which 1s-very strong in these areas, obusinesses must
'contlnually renew and modernlze their products. In these
c1rcumstances,,one wonders if the growth—rate does not

depend on the rhythm at which the range of products is

ren

fl)

| g
;-d, Wa thus. attemtted‘told;scoveruif signifdeant: |
relationships existed between growth and the number of . : ‘
new products 1ntroduced into the market by the buslness

in the course of the last three years ( that 1s, from 1968
to 1971) It is quite surpr1s1ng to flnd in analy31ne

Table B- 15, that ‘there seems to be no relatlon between these
two factors, which is conflrmed by a coefflclent of correl-
atlon near zero (in fuCt slishtly neeatlve) The table
allows a more detailed examlnatlon of +he data, mhlch
reveals that the strongest grow h&rates are found among
those buslnesses whlct have 1ntroducec less than ten new

products Gurlng the last three years, here, there are 9

£ ! '_ * —t T
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businesses with growth-rates higher than 100% ( equal to
175 of the 52 businesses in this Cate?ory) while.there sre
only 2 with a comparable growth-rate among~those which
have introduced more than 10 new products (94 of 22 firms).
We shcould note in passing that the'great majority of husin— |
esses (70%) presented less than 10 new products duriug the'.
last three years. inother quite important number-( 11 busin4
essés, or 15% of the total) offered betweeh-iO‘audx20.new |
broducts; four must have'introduced some 9Q new products,
but their growthfrates were quite.iimiteds -

Finally, the fact of presentirg t00 many new

products could be a negative factor for the development

cf“cnc business., lhls reeult is 1ndeed surprlslng, hon ShOuiQ

'1t be explalneo° It could be assuned perhaps, that the
bu31ness 1s forced to offer new products constantly in order
to meet competltlon, end that most of these products do not
succeed on the market To 1hat should thls conslderabWe rate
of proouct fallure be attr1buted° Pr1nc1pally, to the fact
that bu51nesses which constantly produce new products rave
no time for renewed research. vhat‘they produce are not
reallv new products, but more or less’i"provad»Vardaticas

- on a bas;c model., In these c1rcumstanceq all the ‘models.
respond more or less‘to the same:heeds; and are thus
competlng w1th each other. To develop thlS 1cea further,'h

vie mlvht say that the more a buslness produces new mooels,
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the lower is its percentage of successful products,‘
Another possibility is that a busihess, faced'with-eVidence
that its products are not sellimg; will Be pracﬁically |
forced to withdraw them and offer pew ones. According to this -
version, a very high number,wouldv$e e'sign chat the

ousiness wae failing: those with the least success would
have the highest number of new products. In fact, .+he data A
given in Table B-16 show that the relationships between the
number of new_products and the success percentage~of_the
products are quite complex. The anelysis of theée relaticn-
ships is further compllcated by the falrly reStricted

number of bu81nesses which have 1ntroauced uore tﬁan iO prod-
uets. Amone the-}r,ter, the ﬁ Jﬂilby (57%) have & ueulu
success rete:.between 30% and 90% cf their new productsﬁ‘
have beenfcommercially profitable; “e.should.note that cwo
businessee; which show that they have produced more than 90
new products in thfee years, claim a succese rate of more
fhan‘90%. Among the businesses‘wﬁich havejintroduced 1e$s
than 10 new products, the two extremes are found: for e third,v_
success bas been limited, less tkan 30% of the ten products

hav1ng succeeded in contrast, for 56%, success has bee

outstandlng, with more than 90ﬁ_success. In & word,

(y]

businesses which ahve rresented maeny new products have =z

mecium rate of commercial success; those which have presented
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a limited number have either a very high or a very low

‘success rate.

“e can conclude, from the data in Table B-15,

that commercial success, or the percentage of successful

new products, is undoubtedly a good thing, but it is not .

enough to ensure the general success of the_busihess}bln.a
word, it is not enough to sell, even a great deal, but the
total costs of-production (production, research and édmip_
istration) must not rise faster than the income. In Table
b~l7, we have attemptec to flnd a relationship between
commerc1al success ano overall success (the growth-rate of

the business) A prlorl, there seems to be no 51gn1f1cant

relatlonshlp, Among the bu51nesses mhlcn hac a high

percentage of commercial success for tbel; new prouucts,

we can note a sllghtly hlgher percentaqe of stronc-growth

bu51nesses thon in the other categorles but also a h*”ber
percentave of weak-growth bus:nesses. ThlS tends to surcort

the explanatlon offered above. To‘be able to present»e

great number of new products, the business must incresse

1ts research expenses quite cons 1cerab1 it must also
retool frequently. All this tends to increase costs and to

;bus1ness.

dlmlnlsh the prorltaolllty of ‘the
Thus there does not seem to be, in the rlnal
dﬂolYSlS, a lineer relatlonsblp betmeen tbe nunioer of new

products and tl growth of the ous1ness.
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6) Pesearch and development policy:

The research policy is entirely bound up with,
on the one hand, the technological nature of the business
(and the industry), and, on the other hand, its marketing

policy relating to new products and defence against comﬁe

~etition. As far as the technological nature of the industry

is concerned, we have indicsted in the methodology that we

had: not been able to verify directly, before making eur_
enquiries, if the businesses choesn and‘the‘indusfries-to
which they belonged reallytlay'in . | | .
The 8 1ndustr1al groups which we used embrace clfferent
sectors of whlch some are probably less technolovlcal than
others., beyond this, even within a |

there may be businesses whlch do not use very advanced
technlques. We then dGCIded to check a posterlorl, if
our sample included as many sectors and bu51nesses using
advanced technolovy as we had foreseen at the beolnnlnga
For thls, we asked the responalng bus1nesses dlrectly if
tbey conslcered thelr buslness -and thelr 1ndustry to be
tecknologlcal The .respronse was a very clear afflrmatlve .
Table p=13 shows that 7845 of the businesses reolylng
fonsidered their industry to be technological (36 out of

L6). The remaining 22%, who replied to this question in

.



(74/75) | 79

the necsative, are probably in much less technological
sectors than‘the rest of the industries to which they -
belong. e presume, of course, that the managers Who
replied'are able to Jjudge correctly the degree to.which
their businesses and their 1ndustr1es are technological,

and that in consequence, their perceptlons of this’ deuree' B
are in concert with reality. If we agree that this concert
is perfect, it emerges that, among the businesses'in.indust—.
rial sectors strongly infuenced by technolOgy,‘there is a
much greater prOportion of strocgéprowth businesses than
among'those situated in the less technlcal sectors 25% as‘
against 10%. From Table B-19, we flnd the same phenomenon |
at the level of the bu81nesses.r1rst of‘all, the businesses
which claimed to use advanced techniques ano which we have
also Judged to be dolne so, represent 78% of our sample.
Here aualn, there is a much more welghty proportlon of high
growth rate bu81nesses among the"technologlcal buslnesses"
than among the others. Flnally, theso data support our bvasic
hypothesls, that the buslnesses of our sample, selected on
the basis of the degree of technology 1n the 1ndmstr1es of
which they are a part, are, by a strong maJorlty,."techno-
lo~1cal 1ndustr1es" o | |

Research is expen51ve and it is wegl known

that most small or medium-sized businesses do almost none..
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Even in industries as technical as the eight we have chosen,
industries which, taken as a whole; spend more'cn research
(per dollar of sales) than the_everage for all Eanadian
industries, one cannot expect all the smallvbhsiﬁeeses to

perform research, %hat proportion among;the‘S.E.B;fof our

sample do and what influence -does it exercise on their

development? |

Table B-20 tries to enswer'these queStichs;
Of,the 73 businesses which answered the_qﬁestien, L8, or aboute
76%, 'perform reseerch This corresponds #eﬁyrnearly to tﬁe
proportlon of bus1nesses whlch con31dered themselves to be
"technologlcal". It seems that there is a sllghtly hlvher
pre;;rﬁién of businesses with o AJFH growth-rate amony t&ese.'
whlch co research than among those whlch oo not howe;»rer,
the presence of some very strong growth-rates among the latter'
group gives a nenatlve coeff1c1ent of correlatlon to the
relatlon betneen these two varlables. F1nallv,»1t does not

seem that research is a dec181ve element 1n the success of a

~bu51ness, even though it may have some 1nfluence. The

follow1no tavles Llll allow th is nuestlon to be studled

more deeply, but first it is 1ntee—est1nz to. point out the

dlfference between 1ndependents and su051dlar1es as recards

the question of résearch. Table b-ml shows that in nucbers,
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the subsidiaries do much more research than the independ-
ents. Asmong the subsidiaries studied, there were only 19%

not doing any research, as acainst 4L2% of the independents.

To return to the relationships between research expenditure

and growth and development, we wished to establishztheseas

relationships more closely: in lableB;22, we have establsh-:

‘ed the correspondence between research expenses, evaluated

in percentages of sales (hoth‘for=197l), ana the long-
term growth of these sales.'Surprisingly, the.relationship
is oaearlyenegative. Businesses which spent-less than 15
of tkelr sales on research 1n 1971 had the hlrhest groxth~

rates. “e should note that these represented SSP of the

‘COﬁpdnlbb ;nciudto in the sample. -oreover, 38 ous:nesses
out of 50 or about 3 of them, spemt'less than 2% of their ¢

total sales on rtsearch Only tvo bu51nesses Spent about 1GV _

of the1r turnover on research this was the maximum wn"
observed Tt is clear that because of ‘the Iestrlcteo s:ze
of the1r turnover, there can be no questlon of the maJOTlty
of these bu81nesses daing real research notably 08810 '
research. “e are talking above all of the perfectlng of
new products, of ‘the practical app11Catlon of discoveries
mede 1n other laboratories. e sh0u]d note, however, that
AP}BJJIA v hao shown prev1ously that in 1957, the averaae:

research expenolture for all Vanadlan 1ndustr1es was 1 6,.
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of saies. 17 businesses of the 50 in the sample (3&%)
surpassed this average percentage; which is réMarkable for
small businesses. If the researcﬁhexpenses, ekpeessed as’
a percentage of turnover, is Qerywmodest for the‘sample as a
whole, they are certainly quite. 11m1ted in.:absolute value.“~‘ 
Tables B-23, B~ 2h B-25 and B-=26 show the evolutlon of researcn'
‘expenses from 1961 to 1971 in perlods of three years, They - (
reveal the distribution among three categofiés‘more«sxactly:
the first consists of businesses Spend;ng'relatiﬁsly,little
on research (less than $10,000),uthe sscond, thosé‘with-
med ium exrendlture ($10,000 to ¢5O OOO) and’ last those
which spend a lot ( more than ¢SO OOO) At the beginnlnv
ln 1961, 6bp ol them spent less than &lu OUO and 15p more
than »50 000. In lQou, the flrst category 1ncludea only SVN
of the bu51nesses, and the third had rlsen to 23h In 1907,_
those rercentages were L42% and 26% respectlvely. rlnally,
in 1971; they were 3%% as éaalnst L0Os:. The croportlons vere
éimost reversed, fefiectlng the con51oerable growth of mOSt
of the businesses during the ten years.>Incideﬁtally, web
. Ielated tre research budgets to tke growtn-rates of the
businesses. Strange to relate, that catepory of bus1nessss

whose research budget was less than ¢10,00C experlenced'a

faifly weak growth—rate.—ln contrast, in the category of

M KAV S e ey s e .
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intermediate budgets ({10,000 to $50,000), most of the
businesses had quite high growth-rates. In the high budget
category, most had a medium growth-rate. There thus seems

to be a sort of optimum for research budgets, which is

‘situated between §10,000 and $50,00C, velow $10,000, the

budget budget would be too small to allow 1mportant results -

to be obtained, since the research would be on too small a
scale, while above $50,000, research expenses'would’weigh
to heavily on the general costs and produce an unfavourable
effect on prlces.

. Resedrch effort can be measured in oollars Spent

but 1t can also be measured in the number oﬁ speC1allsed

that bu51nesses Wthh assign more than 5 employees ﬁo.
research have more chance of success than the others. In.
fact, for research to be fruitful, it must be performed on
a certain scale’ the minimum of specialists who could be
ass1gned to it would be about 5. But 65% of_the busiuesses
in our sample were below this level Q2% of them assigued
less than 25 employees to research and tmo had more than 40
worklnz in this act1v1ty. A» |
It is very Glfflcult to. reconc1le all these

results, but once again, it seems that the optlmal 51tudt10n

lies between two limits.
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The source of t he research is another aspect of
the questlon. The bu51ness can, 1n fact, spend a great deal
on research without actually d01ng any 1tself, and thus
employ oniy a minimum of specialists. It can ﬁbuy“ research “
outside,that is, it can have research done by other organé'-
isations and,apply the results to.its products. Qoes the
source of these results affect the usefulness.of the |
research and, in the final instanve, the success of the
business? Table B-28 explores this problem. We can see at
once that manufacturlng permits are a low- profltablllty
research source: the four bus1nesses which had recourse to
this source had‘very low growth—rates. The effectiveness
0? the othsr sourcee-(p rent conpanles, the otusinesse
themselves, other organlsatlons) seems to be almost the ‘same;
at the most we notlced a sllghtly hlcher proportlon of
medlum and high growth- rate bus1nesses among those whlch
obtalned thelr research from the parent companv. Th1s makes

us thlnk 1nmed1ately of the dlfference between the subsld-

jaries and the 1ndependents. Table . B 29 shows that these

two cateporles differ ereatly in thelr ways of procurlna
research results. In the 1ndependents, research is done
primarily uithin the business itself; this is so for &l
of the independents. For the others, research comes mainfy
from outside organisations (ljﬁ of cases) or is obtalned

by manufacturlng products under 11cence. In the case of the

[ ey
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internal research piays the major role in only‘A7% of tha
businesses; L2% of the subsidiaries obtain‘their.results-
dlrectly from the parent company, while the other ll

obtain it through manufacturing llcences.-

7) Export Folicy: . !

The Canadian market is qu1te llmwted by
its size. One would think that businesses Whlch extort, and.
thus enlarge their market, will have'more'chance of success
than those which limit themselves to the national market. In
fact, Table o-30 shows that there iSﬂrelatively little differ- -
ence between them as far as growth is concerned. ¥e did, -
hoWever;}nOtice adefinitely.higher”prdpoftion of strong-
growtn businesses amon?-thoee who exported to countries
other than the United States. On the other hand -it does not
seem that the fact of exporting to the Lnlted States is a.
success factor. Are there dlflerences, as far as exports are
concerned between sub51olar1es and Lndependent bus1nesses |
Relatlvely 11ttle accordlng to Table D= 31 the 1nderenaents‘_
have more of a tendency to stay w1th1n the nat onal rar<et
whlle the sub51dlar1es tend to exnort to the Lnlted Stateq,

probably to their parent companies,

g) r1nanc1al policy:

We indicated at thﬂ2 beginning that many .

businesses had not answered the questions pertaining teo

B ittt SR R T ———
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their finsncial activities. It is thus not possible to

calculate f1nanc1al ratlos nor t determine their 1nf1uence‘
’ ?

.on the growth of the businesses. All we have is some data

on the profits and on the holdlnes of the owners. For: the

profits, we fkave established that in 196u 30 bus1nesses

out' of 64 (47%) made less than 20 CCO profit, 20 (34#)_

made between $20,000 and $100,000, and that 13 (21%) made
more than $lOO,OOO.AIn 1971, 33% of 63 businesses.replyiné
made less than $20,000, 37% between @20 OOO and $100,0C0,

and 30%, more than nlOO 000. Flnally, it ‘is offen sald that
one of the weaknesses of the S.M. B. stems from the 1nsuff-

iciency of the personal funds 1nvested by the owner or

“owners. Table B~32 ‘seens to Show that a positlve linear rela-.

tlonshlp exists between the erowth—rate and the -sum .of the
owner's holdlngs in 197] This last factor, evaluated in
1971, may be as much the result of the growth as its cause.

o : : ,
c) Characteristic factors of the busihessman:

Does the personality of the businessman have
any influence at=all on the business he~manages? Can we’
determine’ in advance the physical and intellectual charact-
eristics, as well as the type of practical.expefience_wnich
make a geod businessman and which will rebound as garantuees

of the hiech chances that the business he has created will .
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succeed? e are assuming the affirmative as a working
hypothesis and the data we have collected in our enquiry

will allow us ta verify this. The‘following'tables-show‘

the relationships between the priﬁcipal characteristics

of the manager who replied to our enguiry (and who We_suppose'Q:

[N

to be the owner) and the success of the business. The
definition of what a businessman is has créated theorétiéal-
guestions; the search for the person who can'be'considered
the businessman in the business studied, poséd-a_praétiqal 
ong . - - o

l) Tne age factor

e have grouped all the bu31nessmen ‘in three

age categories, of approximatelY-equal numefiéalfimpCrtanoe. 

An znalysis of Table C-1 shOWS:cléérly that a negétive
relation exists between the success ofithé:bUSinesshahd the
age of the man who manages it. There is a much higher prop-
ortion of successful businesses a@ong'ﬁhose.managed ijpefsons
younger than LO years old, thandamong‘the bthers;'inverseiy,
there is a much higher proportion of businesses with a low
growth -rate amonv those where the bu51neqsman is older than
50. It seems, then, thct the youth and, probably, the‘
dynamlsm of the manager count a creat ‘deal towaros‘ths -

success of the bu51ness.

*lranslator's note: In this sectlon, the: uﬂ?llSh usage oi the
‘French Yentrerreneur" is perhaps more arposlte. I have stayead
with "businessman" for consistency's sake.
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2)Ethnic oriein and lanpuage:

"Several studies have shown that French- Canadlans
e

T i

~are not particularly gzifted for business and that they are

less successful as businessmen than iZnglish-Canadians. Cn

the whole, the data in Table C-2 agrees with these studies:
the anslophone Canadians have far.%ore of the strong-growth
industries. Howeyer, L2% of'the businesses with anglophone
managers had development rates ofvless than L2%, which is the
same percentage as that representing the businesSes with H
francophone managers. For these last the most strlklnv thlng

is the leers1ty of experlence' of the 5 bus1nesses w1th a

negative or zero growth-rate, foun were manaped by French-

Canadlans. In contrast, a French Canadlan bu31ness had tbe

hlghest growth-rate of the grouo,lw1th 181%. As for the

bus1nesses managed by New Canadlans, their growth rates were

~aVerage, erylng, for the most part (that-ls 57% of them)

between h % and 80%. Very few of them are to be found
among the hloh growth-rate businesses. |
rlnally, the ethnlc fattor seems to play a part

but it is in general a secondary one. The relatlonshlps

between ethnic origin and succecs are far from being clstlnct.

-3) Level and sreas of studies:

As mirht be expected this factor of "level
and area of studies" presents mucr clearer relatlonshlps

with the success of the business than the precedlng factor.
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vie should first note that 3/4 of the managers replying.
!

to our enquiry had studied, either st the university or

higher technicai 1eVels,'which is not surprising,>given"

the technical nature of the bnsinesseslstudied. Overall,
three main catégories‘can\be-dist{hguished on this basis;~s
a minority (25%) which did not gotfurther than the seeono—'
ary level, a slipghtly more weighty group (30%) which hadt-
done higher scientific or technical studies; and a majority
(,5%) with university studies in commerce or administration.

It is surprlslng that there are not more. graduates from

the sclentlflc and technical" seotors, It is clear from

Table C-B,'that the businessmen who did not go beyond the

‘secondary level are mainly trapped in low-growth businesses.

On the other hand, there is very little difference betuieen
the performances of the ousinesses run by those from th
s01ent1flc and technlcal d1s01plines, and the ones run oy
graduates from the admlnlstratlve courses,»except for a
slnght advantage to the 1atter. ) - .__' :

How should these results be expla1ned°‘Tables

C-L ana C 5 give at least a partlal explanatlon. TaFle C~L

shows that university graduates are present in much erester

numbers in the more "technological™ industries thad the

'-hlgh school graduates. The 1atter, because of a 1ack of

' edqutlon, are less able to percenve the 1mportance of

ot
1
1
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technolopy and tend to create or manage businesses which are

less advanced technically than thode of their competitors.

Table C-5 confirms these data: more.than LO% of the busineseesfl

' managed by unlver51ty graduates spend more than lo of thelr

turnover on research, as opposed to only 27p of the busin~
esses run by high-school graduates; The.univer51ty graduates:A:~
afe thus much more conscious of tbe importanoe of research T
than the othere. ¥e have seen that the'reiation'betwemn
growth rate and research effort is|not as 51mple as it

seems at first 81ght but there no doubt that thls effort

has some 1nfluence on success. It &s surprlslnq to flnd

that admlnlstreulon graduates are more con501ous of the
l

importence of rese ch than are those from the 501ent1f10

and technlcal d1501p11nes. E
Table C-6 offers anotqer eXplanatlon. In thls
table, we related the 1evel of 1nstuotlon attalned by the

bu81nessman to the sum of the proflts achieved by hls bu51n—‘

'ess in 1967. In fact, this last factor (1967 proflt) snould

not be redo as a measure of profltablllty, but rather as an

1ndlcatlon of the size. of the bu51ness. The relatlon is very

clear. It 1s qulte obv1ous that the admlnlstratlon graduatee
are located malnly in 1arge and meoium sized bus1ne%ses, the
tbose from the sciences in the med1um—sxzed bu51nesses, and
the others, who did not go beyond the hizh school 1evel in

small bu51nesses. We should remember that the person we call
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Mthe businessman" is not necessarily the creator‘of the
businees; he may simply be the present manager, the one who,
at tnie point in time, seﬁs the‘direction‘and'takes.the_risks;;‘
A;‘ ' It would indeed be interesting to,know to nhat}extent"tne
| "businessmen" questioned were responsible for the oreation\of~'
all parps and elements of their businesses. Whateverfmay be
the reason, the administration graduates, whether thei were
attracted to the large bu51messes whose dlrectlon ‘has flnally"
fallen into their hands, or they created small bu81nesses
\whlch their abllitles succeedea 1n maklng grow rapldly, are
malnly located in the large bu51nesses, which are also
-generally those W1th the stronyest crowth There 1s a sort of'
'cycllc phenomenon the ]argesf bu51ne5ees have the hlEheSt

growth-rates, Wthh makes them grow even blgger.

L) Frevious experience:"

Experience accumulated from other Jobs 1is
certainly going to‘influenceya.businessman,.in'the‘style
of management he is going to adopt,~in the ‘way he sees
business, in his taste for‘riek,‘etc.o.lt may thueyhave
an indirect influence on the supcess'of thejousinessm »
Table C-7 shows that 29% of businessmen come from administ-
" rative careers, 93 from sales; Z4% from the technical sector

and 38% from various other careers, mainly from academic or

TR et AT e
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military careers. It is this variegated group which seems

to be most successful, approximately equal to that of those
-eoming from administration. On the other hand, businessmen

coming from sales or technology seem to be less successful.

5) Number of hours devoted to the business:

Some traditionalist authors believe that the

success of the business is above all a function of the work

done by the businessman and the attention he gives to his
problems. In fact, Table C-8 shows that the coefficient of

correlation between the number of hours of wbrk_aﬁdvthe'

‘growth of the business is practically zero. Most. of the

businessmen (50%) worked 46 to 60 hburs a week on their
‘ r

: businesses; it is in this categoryithat we find the highest

proportlon of bu51ne smen whose flrms have strong growth—
rates. The flgures do not seem to. show that success groms

w1th the numbers of hours of work,lfar from it..
6) A taste for risks: :

We have shown.in the m%thodology'section how

we made up an index to measure the risk factor. ¥e have

grouped all the indices in four ‘large categories:

Category 1 contains the indices corresponéing

to a low taste for risk-(scoresAbe%ween 1 and l.4),

category 2 those for a low-medium taste (1.5 to 1.9),
category' 3 those with a méddum-high {2.0 to 2:k) and

eategory'u those with a strong taste (2.5 to 3.0).

i
|

N |
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Here again, the coefficient of correlation is very weak,

but this may be explained in several Ways.

Table C-9 shows first that the relation

‘between a taste for risk and the success of the business

is not 1inear. It is among the ou51nessmen wlth a mooerate'

taste for TlSk that we find most of those who have been very

successful. Those with avery pronounced taste for risk have_

businesses with moderate growth, and in contrast, those with

a low taste for risk have, for the most part, weak-growth

bus1nesses. This is easy to understamd it is necessary'to«

take-some risks 1n order to succeed, but W1Et1ngly so, it

is also 1mportant to av01d risks WhICh are too gredt anc

index 1s but an imperfect measure of the bu51nessman s

taste for risk. It is obv1ously qulte rudlmentary, but 1t o

. of no purpose. The other posslble explanatlon 1s that our

seems nontheless to have some connectlon m1th success, anc

thus a certaln usefulness,

7) Caracity to delegate authority:

The last point which seems toius to have

some bearine. on the success of the businessman is his

ability to delegate authority.. In fact,rwhenythe tusiness

reaches ‘a certain size, the businessman can no longer take

all the de01slons upon hlnself he rmust delegate a part. of

his authority to subordinates, reserv1n9 for himself
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after-the-fact control of the soundness ef their decisions.

‘Table C-10 shows that, here again, the relations are not -

Quite distinct or, more exactly,'are probably n'ot-l'ineaf°
Ve should first note that most of the respondents (52 out
of 76 or 6 ») do not delegate authority. Further, the
proportion of businessmen whose firms have enjoved_nigh
growth~rates is much higher among those who do not deleaate

respon81b111t1es, than among those who do. This result seems

to go against all principles. However, it can be explained

by the fact that most businesses in our sample afe'small

ones and thus respond more easily to the orders of one ‘man .

than can the blg ones. The personal qualltles and Juegement

are thus very important for these buslnesses. The fact that

those businesses where the power is concentrated in the hands

of a single mansger succeed better than the others, implies

that the managers are very capable men. However, it is possible

that the.question has been put badly; it'would_prObably be

necessary to go into more detail to do this factor juetiée._A

3) Use of double-entry. tables for different‘industries;_.

We have frequently indicated that there seem

to be important differences among'theieight,industriesl

- studied in the irmportance attached to the different

explicative veriables used. To get to the.bottcm ef this,

we: have used the same method of double-entry tables and
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the same variableés that we have just studied on an overall

basis,_but applying them to each industry. In reality;:we

most 1mportant because the six others 1ncluded too few
bu51nesses or had provided too llttle 1nformat10n for valld
conclusions to be drawn. The three 1ncustr1es studled are
the electrical appliance industry ( sub~sample of.aboutcgh
'buSinesses), chemical products (14 businesSes)fand non-
ferrous.primary metals (lO businesses), Among them3 these.
three‘industries embrace 48 of.the 77 vusinesses (or~62%
of the businesses in the whole sample) for thCh we have

been able to calculate long term a'rowth rates.

It is obv1ously 1mposs1ble to reproduce the :

taoles obta1ned in the same way that we have done for tho
overall sample. e mlll content ourselves mlth polntlna out
those factors wh1ch for each 1ncustry, seem to be most

closely connected W1th the prowth rate.

~-I~- The electrical appliance_industry:

a) gegegdgnt_variablgi In this industry, the average prowth-

rate is 59.33¢% (APPENDIX VIII), slightly higher than the

averace for the whole .sample (58, 61 ) The~rates vary from

Q. 3, to 175, AO,, there are thus no businesses with ZerC or
negative growth, About BOm of the bu51nesses have a: rrowth-

rate. less than LO,, agalnst AO for all the industries.

: have only been able to do this for three of the numerlcallyv"
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Similafly, 88% of the businesses making electricei
appliances had agrowth-rate of less than 120%, as:
against 90% for all the.industries together;.uenefally,
theogrowth-rates are'mofe homogeneous and more closely

grouped than for thesztotal Sample.

_ l) The most important, i.e., that with the highest coef-
ficient of correlation to the success of the busineSs was
its age. | | ‘ |
2) Next came a:-series of factors related.toiresearch_effort:
ressarch’ costs in 1961, number of employeés engagedhin~
‘reSeafch;”
3) In third place, we noted the importance of-the Concent-
ration of sales with the principel customer; however, the..
relatlon was negatlve.

) heXu came the competltlon variables in pefticular;.the

1nten51ty of forelgn grovth

-JI- Chemical Products Industry:-

a) Jegenden& zaglgb;e_ The everage prowth-fate is weak in
this incustry; at only 41. 29y, it is much lower than the
average ior all the 1ndustr1es. It also has many varlatlons,
randlne from -le to +139V. The hl?hest growth is alqo a

weak one. If the two buelneqsee Wlth the hlghest rates’

are removed the others all have rates lower tnan 78P, which
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is very little. It is thus a weak4§rowth industry, which
is confirmed by the statistics for the whole 1ndustry, e
statlstlcs which 1nc1cate a prowth rate of only 7.3% ror ,

the 10 years for all the bu31nesses.

— e m— e e e et e e

l) The concentration of sales to .a small number of
customers heads the list: the percentage of turnover

attributable to the threé main customers, and td the

‘principal customer. 1"elrdly enough, the relation between

this concentration and sﬁccess seems to be positive, whlle
in general, it is negative.

3 relating to research are

notlced

v3) Flnally come the ethnlc orlgln of the bu31nessman,

the state of competltlon, the ablllty to delegate

authority. “ \

L

~III- The non-ferrous prima rv metals. 1naustry

— e wm St em e deea eea

a).gerendent vsriable: lhe average erowth rete in this
indnsfry is also very low, at about hhﬁ. The rates report-
ed vary between -19% and +139%}jﬁere again,_if'one<buein-
ess is excepted the othere all lie below 75%. ‘he statist-

ics show that, for *he industry in general,‘ahe growth-rate
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has only been'8.3%'during thello_years studied; this is not
| S

an industry in full expansion.

b) ExLl;cgtivg larlgble§ The most 1mportant varlable qeems e

to be the concentratlon of sales w1th a llmlted number

of customers, but on this occasion the relation is necative. -

- 2) The different‘Variables relating to research are equéllyv'“v

prominent.,

To close, some variahles seem to emerge from
‘the analysis of these duta, such as the research variables.
However, one finds many differences in detall between one
1ndustry ‘and another which explalns the great varlatlon
remarked in the overall: sample. The fact of ‘carrying uflb
analy81s ‘over to the level of the 1ndustrlal sectors reduces
tthis variance con51oerably, Finally, a variable which we;
have hoﬁ introduced directly into our model'seems to play
a preoomlnsnt role, thls is the demanc for the Spec1f1c'
prooucte of -each" 1ndustry. A number of 1n01ces seem to

suggest that thls variable is very 1mportant.

B The multlple regression models:

We will preeent brlefly two models. in the flrst

‘thelvériable is the absolute growth-rate»of the turnover; im

the second, we have used a relative growth-rate.

T L I TV M I T o W R T STOO™ ey




il i A i

TN b o s

(94/95) o | 99

1) Absolute growth-rate model (AFFENDIX VII)

‘The multiple regression was applied to a sample

- of 44 businesses whose distribution by‘industries_did not

differ noticeably from the proportions shown in,APPENuIXhIlI o

for what we have called the sub-sample. %e included in it

30 explicative variables, as well as the dependent variable.

The latter was identical to the one we have_used up'to
now to fiind the sales 9rowth-rate from 1961 to 1971, Ve

should note that the average growth rate for this sample

- was 5? 66- (w1th a standard aeV1atlon of hO h5) as agawnst
‘58 6ﬁ for the sample of 77 bu81nesses. It would be tedlous
_to enumerate all the 1ndependent varlables used T"e hlll
hmentlon below the four most. 1mpo”tant. Let us . s1mp1y sav trat

these 30 varlables include most of those mhlch we dlscusseo

in the prev1ous section, as well as elght 8) dummy varlables,

representlng each of the elght 1noustr1es chosen. Ve have

used a method of regre531on knomn as "stepmlse" whlch

1ntroduces the variables one ov one, in order of 1mportance.
Tn AP ENDIX VII, we have 1ndlcated the flrst four staees in
the "stepmlse" regress1on.

he stopped the process when the 1ncreasm 1n

.the coeff1c1ent of multlple determlnatlon dropped belou 5%,

each of the addltlonal varlables mould have explalned less

than 5% of the total varlance, which would produce a

negligible effect. ¥ith the first four variables, we explain
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LL% of the total variance, which:is enough. These four

“variables, in the order in which they were'intrOduced‘into o

the regression, are:

X25

anglophone or New Uanadian)

the ethnic origin of the businessman (francophone, -

XQA airplane and parts industry
XlO date of creation, measuring the'age bf"the business.
X electronic appliance'industry.

W

'dummy'variébles representing industries. Uthers are to

be found among the.first 10vvariables intrbduced"by;the"

mechanism of_the regression in successive stages. This

ébnfirms»the coﬁclusions‘of the previous chapter about

the importance of specific sﬁCcess-faétqrs in each‘industfy.
In fact, of the four variables mehtioﬁed,.bﬁiy

three éEe signifidant, among whicH are the ethnic origin

of the businessman and, to a certain degrée, the age of

the business{ The:othef variablés~omitted,_béYohd.the:faéﬁ

that they would only haﬁe'é tiny effec£ on the_overall

explaﬁétipn)are not significanﬁ. Finally,.£he main

conclusion which emerges is the difference’ shown between the

e should note at onCeTthat, of the four, two sre
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industries, a difference marked by the importance of the

t

A 2) Relative growth-rate model:

To eliminate the influence of the industry,

we divided the long-term growth-fate of each business by.

the sales growth-rate of the industry to which the busin- -

ess belongs. This last growth-rate was calculated in the

same way for the business and over the same perlod of tlme.

We thus obtain a relative crowth-rate. that of the buswnu
ess in relation'to its industry. All the relatlveegrowuhs
should.then be directly comparable, without there‘beiﬁg
differences between industries. j
e made a multiplejregeeeioh:with_these
relatlve rates, applying to them a 11m1ted nqmber:of
expllcatlve varlaoles, we chose only elght varlébles'ffom
those %hlch 1ooked most promlslng, namely. age; number of

procucue. mar&etlnz strdtegv, mheuher the buelness vas,

1noependent or a subeldldrv, the excort factor, t“e et“nlc‘

1

orlgln of the bu51nessman the total assets in l9“h (tne'
size veriable), the amount spent!on research in 196L, and ,
lest, the percentage of the turnever ottrlbutdble to the
princ1pal_customer. e should flrct note *hat the aver:ve
relatlve growth-rate was $.22% (standard dev1atlon, .36),

Wthh shows that the 50 bu31neeses usec 1n tkls regree51on
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" had, on the average, a growth-rate 5 times higher than tliat

of the eipht industries represented in the sample,~whichA
is considerable. Uespite the change in the dgpehdeht
variable, the dispersal of the results is.Still'very
important. Overall, the results were disappdinting._
Together, the .9 variables chosen explainedvpnly 2L% of
the variance, which is a weak result. horebVer,.ﬁo single
varlable explains more than 7% of this varlance. Flnallv,.

only one varlable had any 51gn1flcance, and that was tn

age of the bu51ness. There seemed no use. 1n ElVlng the deta;

ils of this regression here.

C~ Conclusions about the models used:

What conclusions might be drawn from this pile

of information? that in fact are the most'important

" factors in predicting the long-term success oI a business?

Two factors stand out sharply from the rest:

a):First is the specific demand for each industry. Altzourh

this factor -has not been tested directly against success,

its underlying presence is noticeable throughout the study.

b) The ase of the business. This factor appears in almost

~every study we have made, no matter what the method used,

ancé no matter what the sample.
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Beyond thsse two factors,(oné notes é»certain
divsrsity Qf success factors from one industry to‘another,
Among those which seem most important are: _A
1) Amgnz the EhérECEeElith_fﬂcEOES_OE the Snllﬁoﬁnénﬁ

the 1nten51ty of domestic and foreign competltlon, the

number of customers.

-.--—~~..~...—-—.._._.._.__...._.__..__._..~...-_—

the legal status of the bu31ness, that 1s, whether it is
1ndependent or a subsidiary, the ex1stence of a plannlng

system rasedrch pollcy.

_____.—._.-.«—--_4-——.-__.._...._.._‘_.-—._..-..-——4—__.....—.-__.—-

’hls age and in some 1ndustr1es, hlS ethnlc orlgln and

flnally ‘the level ano area of hlS studles..

VI - STUDY OF GOVERNMENTAL. MEASURES IN ATU OF SMALL

BUSINE IP

We have indicabed~pfeviously that most of the

businesses asking for aid, from either federal or Provincial

governments, have done so quite recentlyvand'have thus

only obtainec the aid during the last few years: of 46

replying; 30(65%) had received the aid requested between

1970 and the end of 1971, the other 15 having had it between

1965 and 1970. 1n these circumstances, it is hpp‘poSsible-

to evaluate the influence of government aicd, where it has
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been obtained, .on the growth of the business, since the-

growth-rate has been calculated for the period from 1961

to 1971. On the other hand, it is'possible to see if tbe

| long term growth of the bu51nesses Wthh have made requests

has been a factor in their acceptatlon or refusal, lablv Y. 8

indicates two interesting facts:

1) The proportion of businesses requesting aid under one

programme or another amounts to 71% (5% businesses out of .

73 replying), which is quite a high percentage. Ve will

see a little later that, With*é‘lerger cample, of 172
businessés, we still find a proprtion of.63% making requests.

Howéver, it is not certain that these two samples (of 73

‘and 172 businesses) are Very«representativézef the -

‘population. In fact, the ouestlonnalre ‘that we sent to cll

the bu81nesses of the populatlon began w1tr a con81oereole
number of questions about programmes of ?overnmental a;c

to bu51ness. 1t is qulte p0881b1e that a great proportron of
the businesses, not having made any requests, or hav1nr nad
their reoueSts refused or 81mply not belng 1nterested in
this qu tlon of eid, did not bother to replv to our
enQulrv. In thlS case, our sGmples woulo conteln a muc“»
hleher proportlon of businesses mhlch had requested aig theh
qoes the entire populatlon. | | |

2) It is 1nterest1ng to note tnat the buslnesses hhlcr aid

|
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not make requests are, for the most.parﬁ, businesses with
weak growth-rates. The low number of businesses in this
category muét, howgver, prompt us to be prudent in our use
of these percentages.

There is, then, a higher proportion of strong-
growth businesses among those which have asked the govern-
ment for aid than among those who have not. However, it
is not possible to carry this point too far, nor to deter-
-mihe if there are more strong-growth-businesses among those
l‘whose_reque_s'_ts.were successful than among"those who were |
turned down:in'fact, our figures show the orposite

rhenomenon, but there sre too few businesses in the

Urefused® éategory for us to put any coufidenqe.in this
result.. | I ‘_’ | _.
- :Wé_are ndw going to study the impéct of féueral
programmes of aid to business,iparticularly to small
_bu51neqses ir. four sectlonS'A. |

i):knomledpe of the existence of proerammes;

2) reque,ts for alc' their characterlqtlcs,

3) dcceptance or refusal;

L) coumcnts of businesses questloned about the usefulness

and eff1c1ency of tue nrogrammes.
Lenceforth, since we are o longer ddmparing

the growth-rates to various explicative féctofs, the |

nunber of usable replies will be considerably increased,
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enablinr ‘us to work, in general, from a sample of &bout

178 businesses.

| 1) Knowledge of the ex1stence of programmes';‘

.APPENDIX IX shows that, in gemeral the

-busine ;s knows of the existence of variuos aid programmes,,

rrogrammes offered principally by the Federal Government.

Of 175 businesses replying, 164 were informed of the exist-

ence of these programmes, which represents more than 92%

- of the sample. The'analvsis of- the count by'industries

reveals that the percentage of businesses who have not

hearo of the ald programmes is almost always less than lO

" the only exceptlon is the rubber 1noustry, but thls 15

_refl ction of the very llmltea utub-r\uf buslnesses.ln '

thls 1notstry._Two pomnts to note A |
a)~here again, it is very llkely that we have obtalned our
replles‘maanly from'ou31nesses Wthh knew of the ex1st~
enoe of aid programmes. The percentage of those not
knowing of tﬁese»programmes is thus certalnly an under—
estimatiop. | |

b) Pavina heard of the aid programmes does‘not”necessarily:

imply a knowlcdae of their details and of wh t aid tbey'

'may prowide. The answers supplied by some respondents

ggests in fact that those wko have not made requests have

but a varue idea of the precise contents of these progframnes.

- How have the managers heard of hhem° APPENDIX X SFO\S




(102/103) o 107

that the principal source of information is‘theigoyernment
itself(BB% of cases), followed bVéthekprinted press (4%

of respondents). Banks and Othef‘financiél intermedizries

come far behind (3.6% of cases), as do &olléagues 6r,custg.ﬁ-

omers, radio and television. Aboﬁt_half of the reSpondents 
had heard'frOm several sources, éeherally from periodiéals,:
mégazines,‘journals and the government itself. It is
surprising that so little imfdrmatibn isvcirculaﬁed by~ s
banks and other financial intermédiaries; It should be
possible to mazke an effort. in this area.

2) The requests for aid: a

| . '
a) We have alreadv indicated that 63% of the businesses

~requested'aid, the gréat maajority from the federal
government. APFENOIX XI shows that. only 10.2%. of .the -
businesses requesting aid addressed themselves only to'#he~
GQuebec: provincial government, as ‘against £2.3% who. only

made their requests to Ottawa; and- last, 7.5% of«the-applicé

ants agproached both eovernments. Among the federal program-

mes, one category stands out sharyly: those_of_the vepart-

ment of Regional and Zconomic Expansion (D.R.E.5h.), ment-

“ioned By 9.2% of all the businésses which had made reguests..

The other programmes quoted veried: I.R.u.Il.a., aid to expo-

rts, etc...
b) AFFENUIX XI reveals that importént differences exist.
accordihg-to the industry, in the perbentége of.businésses

making réouests.vThree groups'can be distinguished:
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Group I includes industries at least 75% of whose
members made requests: the prlmaqy metals industry (SLp)
and ‘aeronatitics (90%). -L' | |
" Group II is the iotermediate, Wwith 50%<to 75%

making requests: they include petroleum and coal (675),

non-electrical machinery (69%), and electrlcal appllances (712:

Finally, Group III, with a2 low request-rate (leSS"

than 50%): pharmaceutical products (hu%),'other chemical.
products (hh%) and rubber (AO*). A |
“hat explalns these olfferences° Immedlately, we

see that group III con51sts of 1ndustr1es that can be

descrlbeo as chemical. It is p0551ble that these 1ndustr1es
© would 1“e81tste to ask for aid from the covernment because

they mlght then be obliged to supplv certaln deta;ls on

their products or on tbe processes of.manufacture, inform-
ation whlch they do not wish to dlvulve. In contrast the

1ndustr1es in Group I made great appllcatlon to the

4government probably this D'roup needs con81cerable 1nvest-

ment. They are mainly industries exploltlnz netural resour-

ces, like the non—ferrous metals,blt 1s alSO p0581ble that
if we had more businesses from the petroleum 1ndustry in
our sample, we might also be able to classify this ;ncust-
ry in Group I rather than Group‘II. Group I also includes
the aeronautics industry; workinc in a verv limited‘market
and requlrlnc very heavy funding, thls 1ndustry 1s one
whose pr1nc1pal customer anc flnan01al oacker is the

govelnment.
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c¢) Can differences be noted accordine to the size of’the
businesses? APPLENDIX XII allows us to answer this questlon,
but let us first point out that the businesses.of our ’
sample are mainly concentrated at the two extremes of the
size range: 37% had a turnover of less then-$l million(1971);
16% had more than &5 million. There -is another concentretion!"
in the middle of the range: 25.5% of the businesses had.

saies of between ¢1.5 and &3 million. In order\to determine
if some categories of businesses-meke more requests«than
'thelr nu erlcal 1mportance Justlfles, we need only compere
the flgures civing the distribution (as pereentage) of requ-
ests by size'category, to those ef the_diseributiou»ef
‘businesses across’the'total'popuiation}'Yeeseevfhet the 1erge5
Vbu51nesses make proportlonetely more requests than the

.small ones. This is why those businesses mlth a turnover

of more than 85 million make <O 3u of the requests for dlC,
wben thev only reoresent 16 lp of the populetlon, it is the
~same for the bu81nesses in the two. followlnc catevorles

those wbose turnover lies betw en 3.5 eno Ll mllllon, and
those between &4 and 2L.5 m;lllop, each_represent L.3% o
requests but only 2.8% of the poéulation. The smeil'busin—
esses, on the other hand, make relatiuelyAfew requesfs for

aié;'prebably because they are less well informed about

the'possibilities of ecovernment aid, because they do not
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have the personnel competent to fill in'the'requests

and . because they are afraid of the costs involved in a

request for subsidy.

d) Differences between independent businesses and subsidieries

In previous chapters we hévetpointed out‘u

the 01fferences betwz=en 1ndependent businesses and subsid-

“iaries. ﬂo these differences reflect in the percentave of

businesses in each category which request,government ald?

APFENDIX XIII, containing the results from 162 businesses,

" of which 65 vere subsidiardes (4O% of the sample) and 97
.cindependents;*shoWS that the subSidiéries make a slightly ~

.hlgher proportlon (63%) of requeots than the 1n0ependents

59/ but the dlffefence is hardlv notlceable. Ye shoulo

-p01nt out that the 1ndependents tend more to 11m1t the1r

requests tb the Quebec government, whlle the subs1d1cr1es

are more llkely to make 51multaneous requeqts tbh the .
federal &nd prov1n01al governments. For the rest, thelr
behav1our is practlcally 1dentical Amona the su051d1avles,

the locatlon of the parent companv in cuebac, other prov1n-

_ ces of uanada, the U.S.A. or another forelgn country leads

to no slanlflcant clfferences.

~3) Acceptance or refusal of reouests

e heve seen prev1ouslv that the accmptanca

or refusal of a request does not seen to be based on the

TSR S Ry W e ¢
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.long—term growth of the.buSinees;.It is difficult to‘tell,
“with only the data at our dieposal, what elements the civil
servants responslble for the exahination have used as a
basis for thelr decisions. The only thlng clear from _
‘AFPLNUIX XIv (A and B) is that, on the average, the. rate
of acceptance 13 very high, reachlng as it does 88ﬁ for'
the whole of our sample. Of the llQ.businesses_makinE 3
request, only 13 were refused the aid asked for. The
study by industries of the requeats accepted confirms th
overall resul the percentage of acceptance is very high
varylng between 806 and 100%. ¥wo 1ndustr1es ShOW’25ﬁ ano
‘29w'of-refusals, but this is simply due»to.the‘effect of
averaging, 51nce the number of bu51nesses in- these 1noust-
ries is. very low. There do not seem to be any - very sharp
'dlfferences between industrles. The a1d prov1ded has been
»mostly in the form of d1rect sub51dy thls was the Case
in 68ﬁ of the requests accepted Onlv 1n fhe chemlcal
Droducts 1ndustry was there a noticeable percentage of.
other forms of aid, often combined moreover; With direct
sub51d1es. In the final analyqls, it does not seem tkat
the’ health of the 1naust“y affected the acceptance or
refusal of cuelnees' requests for example, the chevlcal

Alnouetry, whlch haa the low gronth-rcte of 7 3, durlnfr the

perlod‘196l to‘l97l (see_ r?ﬁthK VI;I), has‘exactly_t“e:sa~

B LI LI ——
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same proportion of acceptances as the aeronautics industry,

whose development was much more swift. Government doeS'not

elther to stlmulate the weak- devclopment sectors, or to
‘assist in the further growth of those in full expan51on.
This weapon'would certainly veryaeffective in ‘the armoury
of” 1ncustr1al pollcv.

Finally, we wished to see 1f there were any
dlfferences in the percentage of acceptances and refusals
oetween suboldlarles and 1ndependents. APPnNUIX XV qhows
b: » | ._there 1anone: 85% of the -Tequests made bv sub31d1ar1es
" were succeeeful as aealnst QON for the 1ndependents. The

only clfference we could see was tbat a much hlgher proport—
dlon of subololaries recelved thelr a1d in the form of ‘lf;
dlrect aub51dies (7hm of those rece1v1ng ald) than of |
é | ' 1ndependents (63m)

L) Cowments of bus1nesses questloned about tbe useftlness

anc efflclency of tre programmes

To have the true- oplnlon of the heads of

4\ ; | bu51nesees.on vovernment programmes of aid to bu neqs,i

| and to determlne to nhat extent they apply to snall tu51n—
esses, we compared the 1nformatlon obtalned in the quest—
31onna1re to the comments collected on thio subject in

1nterv&ews. To measure the satlsfactlon of the managers,

e Rt S

seem.to use this ueapon of aid to businesses svstenatlcallv,-
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we.used~a five~point scale: very satisfied, 5: more.or less
satisfied, 4: indifferent, 3: more or less dissatisfied,xzr
__very dissatisfied, 1. | ‘_ |

Cn the whole; managers declared themselves to,
be satlsfled with these government programmes, since the
mean score was u 2 (the mean for the scale being 3) for~.:
a sample of 51 respondents. The scores vary betmeen a mlnlm--l’
um of 3 7 for non-electrlcal machlnery and a ‘maximum of L. 60'5;
.for the chemical products 1ndustry(the petroleum 1ndustry,
with a score of- 5, representlnz only one replv,_was left
out). among the less satlsfled 1ndustr1es were the none
electrioal machinery (3.80) and rubber (A O) among the most_L
satisfled, alrplanes end parts (4. 25) pharmaceut1Cal
products (4.33) and prlmary metals (h 50) |

As far as the renarks are concerned thev can
'be dlvided 1nto 3 categorleS' crltlclsms, declaratlons of
sat1s1act10n, and suvgestlons. “e should note that therev
are sometlmes contradictory replles fxon one - buslness to

another.

a) Criticisms:

. These criticisms were dlrected ostlv at
‘the heaviness of the administration of. the programmes,
~and at the bureaucracy hulCh governed thelr application.

‘Several -companies complained sbout what .they called "red
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tape", They complained about the:difficulty of fiilihg in
the application forms and the considerable time‘tﬁis: |
consumed. r.any- complained about the high oOSts,involved in
making~a“reque3t for aid. In theasame realm of!ideas, businf.
esses criticised the slowness and arbitrary nature.of the
decisions; some claimed that the directions they recived
were sometlmes contradictory.

» Other criticisms expressed the oplnlon that
theffunds‘should be given in preference to_new buslnesses
vhich run a hirher risk of{failure;'while_businessesvwhich
hao already proved‘themselves_shogld ratherrbe gi?eq secono
preference. | | P I

b) uecxsr Llons of satlsiactlon'

| Several bu51nesses oeclared that the ald

programmes are effectlve and allow the rapld realisation
of proposed prOJects. They were 1mpressed oy the(cpeeo of
t e 9overnment serv1ces, arpre01ated the avallcbllltv and
dlscretlon of the civil servants and enjoyed vorklnz 1
close oollaooratlon with these.government services. |

R They recognized that the aid eiven was
a precious stimulant to research and had allov.ed the
creation of new Jjobs.

usrestions:

(0]

c)

These all revolved srounc the idea that
it would be preferable toc give long-term loans, at low .

interest rates, than direct subsiaies. "ithout expressing
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this oireCtly, many businesses indicated-a_desire'for

1 | | lees Girect government intervention; to this.end,.they
§¢ suggested that the.Eanking Actvbe;amended to alloﬁ the
yi: 4financial intermediaries much greater participeﬁion~in
i ~the flnan01ng of emall bus1nesses.

Finally, the comments were clearlv p081t1ve

and satisfied,

VIT - CO\CLUSION

‘ Vhat conclusions can be ordwn from thlS
‘considerable quantity of imformation? wlthout w1sh;nguto
fall back into.the'details, it seems to uskthat;the'
'eesentiel fact to emerge from this-studyfisrthat*there
definitely?exiets,’and cooformirg~to,the hypothesis we
took:as.our point of departure;‘oertain factors closely -
associated with the success of bosinesses; and this no )

~.matter what the businesses considered, or the industry
ih which they work, It is certaln that the 1mportance of eacbv
of these factors varies accordln; fo the 1nduetry and to.
'the ChonCtGTJSthS of tke ou51ness. it 1s also certaln E
Athat there are other success fac%ors over whlch the ou31n-
eseee have no control. It is no }ess true that there are
cereein.factors thch can be 1nf1uenceo,lano thatelt is
~coneecoeh£ly poseible, in a‘reasohable measure;_to control

S, . N A N T L
the destiny of businesses. By improving methods of manage-

. e ey .




T e ——
Biliiabes s Ao T LY

() S e

ment, partlcularly 1n ‘the - area of plannlng, by develop—
ing the technlcal and administrative knowledge of managﬁrs
and; 1n extrenis, by ch0051ng these last w1th care, the._”

“humber of bankrupt01eq among small and medlum-51zed

bu51nesses shoula be able to be con81derab1y dlmlnlshec,, 

in thls way, it shoulu be p0551ole to contrlbute to the

greater well-being of the peorle of uebec, and by

exten81on, of the people of Canada as a whole.
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