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The Causes of Failure in the Retail Trade

The business man, even more than the professional man, needs not only to
be trained, but to have aptitude for the business as well

By W. W. SWANSON, Ph.D.

I'resent high prices have beeén unjustly laid upon
the retailer, who in the vast majority of instances,
is the victim and not the cause of the present |itua-
tion. lspecially in the West a rise of two or three
cents per unit of commodity cannot be easily shifted
1o the consumer, owing to the fact that the nimble
penny is not in general use. foverywhere through-
out the country those lines that retail at two or
three packages for a quarter have advanced in price,
and it s exceedingly difficult to make the consumer

| that they mus=t now sell at ten or fifteen

utiderstund

cenis strighit, Added to the war difficulties, and
Fisong mannfacturing  costs in the Joast, the rail-
Pl hive just announced  that general freight

Clirees on o western shipments will o be advanced
twenty per cent. nder hese circumstances it is a
real achicvement that retaalers throughout the coun-
(v lave been able to keep the prices of goods s
Jow as they have In view of the fact that bhusiness
$n the retaal trade has hecome doubly difficult since
(the outhreade of war, and notwithatanding the appar-
Iy high profits that are being made by the larger
retall conderns, qbo1s more than ever important that
retailer shonld mike a careful calenlation, not only
of original costs, but ol selling  expenses as well,

(o the end that they nmay know precisely where they

sland. Many o lary retailer has increased the

volumie of his sales and his apparent profits only
to diccover later that he has been selling at a Joss,
The old conception thal volume of sales is the im-

portant factor in bhusiness suecess, contains a large

element of truth: but at the same time 1t is also
fraught wath much danger to {the business man who
considers sales alone loveryone Knows the story

of the chartered accountant who, after investigating
the hookhs of a Lrge corporation and discovering that
the profits were mere paper profits, being caten away

by selling costs, asked the head of the husiness how

it is was possible to continue the undertaking under
those conditions,  The reply was, that he could sell
for less than his competitors owing to the volume of
hie sales. It is just here that the ordinary retailer,

s well as the big dealer, usually falls down on his
calculations, 1 goes without saying, therefore, that
a carcfu] scrutiny should be made, from time to time,
and af definite intervals, of every aspect of the busi-
ness in order that it may be known definitely

account discloses a real

whether the profit and Jos:
or ficthitions wain
IN THE RETAIL TRADE.

As thic article is to deal with business failures,
however., nd especially with failures in the retail
trade, it will be necessary first of all to define pre-
¢isely what is meant by failure or insolvency. It
js the weneral conception  that insolyvency occurs
where (he debits of o business exceed the assets; hut
nevertheless it is apparent that such @ condition
necd not necessarily lead to failure, Of ¢ourse, a
condition of this nature in any business could not
e permanently maintained without leading to dis-
aster: and yet every retailer can recall cases where
a concern owed more than it owned and nevertheless
pulled itself out of its difficulties. Insolvency oc-
curs - legal insolvencey —not when the debits exceed
assets but when the firm is unable to meet its
Jiabilities wx they fall due.

The total assets of a company often over-halance
Jtg total liabilities, and yet it ‘may he torced into
liguidatiom if it cannot promptly meet its current
liabilities,  In that case 1t makes no immediate dif-
ference as to how large a concern's real assels may
pe. 1t is just here that many retailers get into dif-
ficulties theipr resources are large enough to take
care of all obligations; bul too Jarge a part has been
‘jml up in a form that makes it unavallable to meet
obligantions as they accerue, l.egal insolvency of this
pature inevitably leads (o a suspension of business,
or to some form of compromise with creditors.

“TRUE"” INSOLVENCY.

Keeping in mind that we have drawn a distinction

between what might he termed  ‘“‘true” insolvency

and “legal” insolvency, we may inquire how a con-

¢ern gets into a position where true insolvency aris

-~ that is, where the liabilities exceed the firm's
assets,  This may have been a condition that has ex-

{sted from the foundation of the business; the pro-

prictor too often over-estimates the value of his as-

sets, expecially when he has hought assets at second
band, or where he has acquired real estate during
a boom perfod. These conditions have obtained very

in {he prairie provinces where a considerable

Jarg
pumber of retailers bought land und bullt stores dur-

A

ing the height of the boom, only to find at its col-
lapse that their business was weighed down by a
permanent overhead charge that absorbed nearly all
profits. Then again, the business man, in many cases,
has foolishly expended borrowed funds in expensive
showcases, silent salesmen, store fixtures, and so
forth-—appliances that have their value, it is true,
but that too often merely typify “conspicuous ex-
penditure.””  Of course, muany i good business man
has found his permanent assets greatly reduced in
value through no fault of his own, as when a pro-
longed business depression occurs, reducing the value
of all property; including stocks and fixtures; or when
through some act of nature—such as a cyclone or a
flood — his property is destroyed. This latter was
the case in Regina a few yedrs dgo; and merchants
wlio held no insurance were ruined. Acide from fire
and flood. however, which may he adequately pro-
vided for by insurance, Cunada, fortunately, has not
heen compelled to meet many such disasters,
BAD MANAGEMENT.

The majority of retail businesses that fail  are

forced out of line, undoubtedly, by bad manuage-

particularly

ment in buving and selling goods. It
jmportant i this juncture that merchants should be
careful in stocking their shelves with high-priced
commodities; for without doubt there will he a de-
¢line in many staple lines at the coneluding of peace,
Although  consumers must not expect o find any
creat and immediate decline in the cost of  food.
Owing o (he complexity of modern business, as
Las been already remarked, it has become impera-
tively necessary for business men to make a search-
ing analysis of all costs of production in their busi-
ness, including selling and administrative expenses,
And especially is this true under the abnormal con-
ditions that prevail to-day.

The “two great commercial agencies, Bradstreet's
and Dun's. annually present their customers and the
public with uan analyzed statement of the causes of
husiness failures, This stutement varies from year
to yeuar, but the following may be accepted us typical:

CAUSES OF BUSINESS FAILURES.
100 PER CENT,

TNCOMPeLence .. wuiv ees ser aan 22.6
Inexperience .. 4.9
l.ack of capititl. .. cee cee 0o cer s 37 .
Unwige CreditS coo coe wee aee aee aes -

Failure of OHers (.. eee ooe oee s oos 1.4
FIXtTAVAZANCE sas eoe sas ser see oee 0.9
NegleCt e vee ses tes eee saa een

Competition. ..

Specifie conditions in business ... ... 16.
Speculation ... cee see wee see ses wee 0.7
VRAHA o6 w@heve o on www e FHE oo e 10.1

1t is interesting to note, in examining this table,

that the usual explanation of business failures
namely, speculation, extravagance and neglect of
business - isx, comparatively speaking, quite inade-
(quate to meet the case. The truth is that lack of
capital, incompetence, and specific conditions that
affecf business in particular localities, are the main
factors making for husiness failures. The table makes
abundantly clear that the business man, even more
than the professional man, necds not only to be
trained, but to have aptitude for the business as
well,  The old idea that almost any tyvpe of man
will make a success in the retail trade is ready to
be thrown upon the scrap-heap of forgotten things.
The truth is that incompetence, inability to manage
the business, accounts for more than one-fifth of
failures in this country and in the TUnited States.
The biggest single source of failure, however, is
to Le found in what Bradstreet's survey calls “lack
of capital.!” In this case “capital” must be inter-
preted, manifestly, as lack of “working" capital; for
as already explained very few businesses are forced
into liquidation through impairment of assets alone.
It is inability, rather, to meet obligations on demand,
that causes by far the greatest number of business
failures.

Since this is true, it is evident that, as a general
propesition, the merchant should mever permit his
accounts payable to exceed more than from seventy
to eighly per cent of his accounts receivable, More-
over, he should take care that his bank loans are
balanced bLy a correspondingly large deposit; and
that his stocks on hand are not offset by current or
long-time liabilities. It really requires no emphasis,
at least in the case of the careful merchant, to de-
monstrate that working capital is essential to the
l.x]\inglud\;wla;;v of cash discoynts anhd other econ-

omies that may make all the difference hetween
success and failure. The merchant who permits h}s
working capital to be unduly decreased must depend
too much on current sales and accounts receivable
to meet his own demand obligations. 1f sales sudden-
ly fall off—as they did at the outbreak of war in
August, 1914—or if debtors do not pay him promptly,
the retailer must face difficulties immediately. A
concern that neglects these two precautions will fail,
although Its assets may be otherwise thoroughly
sound and may far exceed .total obligations, and al-
though its business may be large and growing, and
its profits apparently great.

A retail partnership, also, often gets into difficul-
obligati(msfr-ﬁrrcnt
The profits may

ties by increacing its “guick”
accounts—in order to pay dividends.
have been really earned in this case, but put back
into the business by the partners in a permanent
investment form—in store fixtures angd appliances of
another. This necessarily involves the
or elsewhere, to

part of such

one sort or
borrowing of money at the bank
meet current needs; and sometimes @
borrowed funds is used to declare dividends or
profits.  This is a dangerous practice. 1t is hardly
necessary to say that the distribution of profits

should be prepared for well in advance, and cash
accumutated for that specific purpose, so that work-
ing capital will not be decreased to the danger limit.

A few observations may be made, in conclusion,

concerning the methods of handling insclvency and
hankruptey in Canada and the United States. Both

in this country and in the U'nited States it lies
of the Federal Government to pass

This the United

within the power
legislation dealing with bankrupticy.
States has done; but there lIs as vet no bankruptey
acet in Canada applying to individuals, partnerships
and corporations, :

The reader should remember that insolvency and
hankruptey —where provision is made for the latter

may be either voluntary or involuntary in nature.
That is, it may be asked for by an insolvent person
or company in order to secure i legal discharge from
debt:; or, on the other hand, it may be demanded by
creditors whose claims are unsatisfied, in order that
they may obtain an equitable division of the prop-
erty. 1t may be observed, also, that there is a third
method, of dividing assets among creditors, a method
which is usually followed by corporations; namely,
the appointment of a receiver by the court. This is
done in order to provide for an equitable division of
the property among the various claimants; and, what
is perhaps of as great importance, to continue the
operation of the business. Under the Dominion Wind-
ing-up Act a receiver may be appointed to take
charge of a corporation’s assets, on a petition being
presented to the court by the corporation itself, by
interested stocgholders, or by secured or unsecured
creditors, T# Dominion Winding-up Act, how -
ever, is insufficient to meet the country’s needs, since
it applies only to corporations, and even then not to
all of them. 1t is trie that the several provinces
have Winding-up Acts which apply to individuals
and partnerships: and under these acts an individual,
or partnership, business may g0 into voluntary
liquidation. There is, nevertheless, imperative need
in this country for the passing of a Dominion Bank-
ruptey Act which will, on the one hand, protect
creditors, and on the other, free the debtor from
all future claims, once he has handed over all his
assets to those who have claims against him. This
is possible under the National Bankruptcy Act of

the United States as amended in 1910, and from its

provisions much may be learned that will prove use-=

ful for meeting Canadian need

FEATHERED SENTRIEX.

A sailor recently stated that seagulls are very use-
ful for betraying the whereabouts of a submarine.
When the birds discern a periscope they rige in a
flock from the water's surface, and circle round it
uttering shrill eries. This performance attracts the
attention of the crews of approaching vessels, and
ofttimes results in the submarine being discovered.

Whilst seagulls are unconsciously aiding sailors,
parrots are carrying out equally useful work far
soldiers. It has been discovered that parrots have
an extiraordinary faculty for anticipating the ap-
proach of aireraft. Before an aeroplane has come
within range of the human eye, the feathered alarum
becomes - violently agitated and shrieks incessantly.
In France wild birds often provide artillery observers
with clues as to the whereabouts of hidden batteries.
Birds rise in flocks from trees in the vicinity of
which guns are being fired, and when there is a lull
in the activities of the concealed artillery many of
them return to their former perches. A trained ob-
server can quickly tell, from the erratic movements
of flocks of birds, the approximate locality of gun

batteries hidden from his view. ~-Tit-Bits,
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