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BACKGROUND OF THIS PAPER

Beginning more than twenty years ago with the work
of William H. Hoad (who has written various texts
and case books on small business administration),
the Bureau of Business Research has shown a continu-
ing interest in the relation between economic growth
and small business development. In 1969, two
studies were completed, each emphasizing the role
of fundamental business functions in successfully
launching a new business enterprise. Sidney L.
Jones (Legislating for Economic Expansion, Part II)
examined the unique problems of small business
financing and the specific programs and institutions
in Michigan which provide assistance to small busi-
nesses seeking financial support. At the same time,
Lawrence M. Lamont (Technology Transfer, Innovation,
and Marketing in Science-Oriented Spin-Off Firms:

A Conceptual Model) analyzed the use of marketing in
the small, young, technologically-oriented spin-off
firm and was able to identify two types of new
enterprises: those which are commercially oriented
and committed to growth, and alternatively, those
which are research and production oriented and
which either reject growth or lack the managerial
talent required for growth.

Currently, an effort is being made to extend the work
of Lamont by developing a predictive measure capable
of discriminating successful and unsuccessful new
enterprises on the basis of both objective financial
criteria and the subjective criteria supplied by the
entrepreneur.

A second program of research will be undertaken in the
near future, extending the previous research on
financial assistance to small business. In addition to
examining requirements of loan officers and decision
criteria used to allocate investment funds, the study will
attempt to define problems unique to minority enter-
prises and generate solutions for them.

(Continued)



BACKGROUND (Continued)

The study proposed here is a part of the third research
program designed to describe the communication
channels used by entrepreneurs in decision making.

This study will monitor information sources, uses, and
effectiveness within minority enterprises, while a
second study will monitor the same process within
technology-based firms. The results of the current
effort are expected to provide a basis for critically
examining the existing managerial assistance programs
and agencies and to supply guidelines for needed revisions.
This program is being jointly sponsored by the Bureau
of Business Research of the Graduate School of Business
Administration and the Industrial Development Division
of the Institute of Science and Technology. The

initial study on minority enterprises is scheduled for
completion in September, 1971,
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Research Needs

Introduction

fThere are many social and economic reasons that entrepreneurship,

i
especially minority entrepreneurship, should be encouraged and assisted.
Though minority entrepreneurship is not proposed as a panaceavfor social
ills, it is a realistic means of generating local capital and manpower for
future economic development.{ In an attempt to provide assistance in
development, federal, state, and local governments, universities, and
private groups have organized many educational and financial programs
and are proposing new ones.l/ The basic assumption underlying these
programs is that they will provide the assistance necessary to catalyze
the economic growth of minority enterprises.

Because of their social impact, it is legitimate to question whether

or not these programs do in fact meet any of the important needs of

minority entrepreneurs, Historically, many such agencies and programs

_1_/ Jon R. Blyth, Educational Needs and Resources for Minority
Economic Development (Detroit, Mich.: Economic Development Cor-
poration of Greater Detroit, Aug. 7, 1970).

-1-
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have been overpublicized by society as a whole and underemployed by

the minorities. For example, in the fiscal year 1969 not all federal
assistance monies allocated to such programs we_ie used. The fact

that many technical enterprises fqunded by persons with a higher education
do not use these formai channels for aid—%/ seems to be sufficient evidence
to suggest that the existing programs may not meet the needs of the
minority entrepreneur. If these programs are not fully used because

they do not meet existing needs, then the vast collection of human skills
and economic resources being channelled into them is largely wasted.
More significantly, these programs thus hold forth only empty promises
to those who enlist their aid, and their inadequacies may perpetrate
further social injustices.

Because of the importance of the basic assumption that these
programs communicate vital information to minority businessmen, we
propose the research set forth in this report to test empirically this
assumption. Formal and informal communication channels will be
examined separately to determine both long-run (educational develop-
ment) and short-run (problem-solving) informational needs, but in each
case an attempt will be made to identify the channel of communication
used to reach the information source and to evaluate the effectiveness

of the information received. The results of the research will provide

E/ Arnold C. Cooper, "Entrepreneurial Environment,'" Industrial
Research, Sept., 1970, pp. 74-76.
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~direct implications for determihing the best structure of long- and
short-run formal assistance programs. The research will also furnish
a means of assess*ing the importance of informal communication channels
in minority development and suggest possible structure;s which could be
used to employ this alternative communication channel to full advantage.
The research proposed here is part of a larger framework for
research in entrepreneurship within which the information flow among
entrepreneurs, the social and psychological characteristics of entre-
preneurs, and the characteristics of potential éntrepreneurs have been
identified as relevant factors requiring definitive empirical research.
Additional research will allow comparisons between technical and
minority entrepreneurs in an effort to determine whether fundamental
differences in background, skills, or operating procedures are associated

with varying levels of success.

New enterprise and economic development

While the concept of small business is a familiar one, the role
4

of small business in economic development has been largely ignored.
While the limits of the role of the small businessman are difficult to
circumscribe, three immediate functions can be identified: first, the
small businessman provides a sound base for community growth; second,
the managerial experience of small businessmen develops civic leaders;
and third, a second generation of responsible managers is attracted

by successful small business. It is known that small businesses pro-

vide over 66 million jobs in today's labor market, but it is not so well



knowﬁ that successful small businessés add over $3>OO billion in assets
to the economic base of the nation. This capital accumulation in local
communities is the springboard used by aspiring entrepreneurs to
finance new. enterpriées, which in turn bring new opportunities for
employment and capital formatioﬁ to the locale. By thus stimulating
activity in the local economy, small business becomes an impetus for
community growth which cannot be ignored when plans are made for a
healthy community.

Community planning is a second function which could not be per-
formed adequately without the active participation of small businessmen.,
The small businessman has an investment in the future of the community
which cannot be equalled by larger corporations. No large corporation
stakes its entire fortune on the fate of a single community. Though it
shares in the future of each community in which it is located, its managers
do not feel the same level of commitment as the local businessman to
the cultural and civic development of the community., Since the small
businessn;lan cannot be removed from his location by transfer, he
must strive to improve the quality of his family's everyday life by
actively participating in the operation and improvement of the civic
and cultural environment,

A healthy community, in turn, attracts and holds qualified junior
managers who promote new business ventures and assure continued

3
success to existing businesses.—/ It has already been noted that

3/ Ibid., p. 76.
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successful enferprise pr‘orﬁotes new enterprise by making venture
capital available to ;spiring entrepreneurs through the community's
existing financial insti’nutions. Small business is indeed an integral

part of a prospering community, but is small business a required
element of an economically healthy community? If the reader doubts

that small business is necessary for community growth, he need only
reflect on the fate of Cairo, Illinois, and many other cities in which
small business failed to prosper in the shadow of a larger corporation.
The promising youth of the community, having no investment in its future,

left for more promising environs, draining the local economy of both

human and financial resources. As the city became less economically

active, the larger corporations began looking for a more hospitable

location, leaving only the old and unskilled behind.

Minority enterprises and community development

This phenomenon has a striking parallel in the problems of
community development experienced by minority groups today. "To
have a viable economy, it is essential to have a production and a
distribution sector, the development of which requires both capital

and expertise. ' With no community investment in the factors promoting

4/ Ali S.M. Fatemi, '"Black Capitalism as a Strategy for Economic

Development of the Ghetto, ! University of Akron Business Review, I
(Fall, 1970), 47.




-6-

the growth of small business, the technically qualified minority

youth leaves his community to find more promising business oppor-
tunities elsewhere. "However, the community he leaves behind is not
unchanged by his leaving. The decline in the general community welfaré
reflects the very real loss of human resources as well as potential
income and capital ac cumulation;iz Once the youth of the community
leave, the replenishment of the capital base of the economy ceases

and venture capital for sponsoring new entrepreneurial efforts is with-
drawn, all of which merely accelerates the rate of decline in the general
community Welf.;tre.

After World War II, a substantial body of research sponsored by
the Small Business Administration of the U,S. Department of Commerce
was devoted to identifying the effects of the presence of venture capital
and managerial assistance in promoting the development of small
business enterprise. The direct results of the research suggestéd
that ""knowledge pools' of experts and '"profit pools' of venture capital
should be made available to the small business community to spur
economic growth. In 1958, the Small Business Administration began
making venture capital available to disadvantaged groups. Yet nearly
a decade later, little improvement was found in the rate 6f economic
development of these disadvantaged groups. ‘/It was readily apparent
that, although capital was available, relatively few members of dis-
advantéged groups used these resources,|and virtually all such groups

developed business problems as the result of a lack of managerial

training and expertise.
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In 1964, efforts were initiated to develop managerial assistance
pr‘ograms to benefit small businessmen, The Small Business Admin-
istration encouraged independent groups to join the effort, and after six
years over 300 organizations—s-/ had initiated local managerial assistance
- programs, Yet, few programs have achieved general recognition in the
business commul;lity for their success in aiding and developing healthy
business enterprise. Though minority entrepreneurs have historically
had difficulty aggregating venture capital and have few acknowledged pools

of expertise within their own community, many efforts have been made to

assist business development by making the resources of the general business
community available to them.
Ali S.M, Fatemi reports:

The value of the multiplier in the ghetto doesn't
seem to exceed one by very much., Any income injected
into the ghetto quickly dissipates into outlying suburbs
and outside investment., Instead of remaining in the ghetto
to generate production of goods or services, whatever is
brought into the ghetto in the form of either wages or wel-
fare checks very often gets spent in a white-owned store
and, by evening, leaves the neighborhood. It is obvious
that such a short income cycle prevents accumulation of
any savings as a prerequisite to investment.

The lack of significant ownership by the indigenous
population thus accounts for part of the leakage of capital
from the ghetto. What is required is the development of

5/ U.S., Department of Commerce, Office of Minority Business
Enterprise, Directory of Private Programs Assisting Minority Business
(Washington, D.C.: Government Printing Office, 1970).
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black-owned distribution centers in the form of wholesale
and retail outlets, but more important is the development
of a black-owned-and-operated production sector, capable }
*  of developing and manufacturing goods for sale both in’cernallg
and export, which would enhance the value of the multiplier.._/
The failure to bring about improvement in the general community welfare

5 to 10 years after these programs were begun indicates that a problem

exists beyond that of providing outside capital and expertise.

The research problem

The availability of a "knowledge pool' and a ''profit pool' does not

ensure that they will bé tapped correctly, or that they will be tapped at all.

Efficient communication of opportunities to potential entrepreneurs and of

T . vt AR RS
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assistance to operating businesses is a prerequisite for utilization of these

B

resources. Communication of ideas and opportunities is an implicit factor
in the efficient use of resources in the community at large. Yet the commu-
ication network which carries this information through the larger business
society bypasses stagnant communities which show little promise of using

. .1/ . : .
the information.— The successful businessman approaches a decision or
problem with a background of information inputs from business and economic
literature, professional friends, consultants, and educators. He feels free

to tap any of these resources for informal assistance or to engage in pro-

fessional activities which provide formal exposure to ideas and opportunities.

6/ Fatemi, "Black Capitalism as a Strategy, " p. 47.

7/ Cooper, '"Entrepreneurial Environment,'" p. 76.
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The minority bﬁsinessman in the disadvantaged community may not have
had exposure to the formal institutions which are charged with the task of
disseminating information to the larger community, and little is known
about his exposure to or use of informal channels of commﬁnication with-
in the minority business community. The research proposed here is intended
’;o explore the use of formal énd informal channels of communication avail-
able to the minority businessman and to assess the effect of information use
on the financial success of the enterprise.

When planning for the future gi‘owth of the community, people outside
the minority community have assumed that the minority community, though
undeveloped, uses the same sources of information as the white community.
Yet, if evidence exists at all, it exists to the contrary. The channels of
communication used by the white community are sophisticated networks
which have been refined from use over two centuries.é/ Formal organiza-
tions seed contacts which are later drawn on for assistance in specific

problem situations, James Rovelstad-?/ suggests that the appropriate role

8/ Lee L.J. Crampon, Communicating Information to Small Business-
men, Small Business Management Research Report prepared under a Small
Business Administration grant awarded to the Denver Research Institute
(Denver, Colo.: Bureau of Business Research, University of Denver, 1963);
and Richard J. Stevens, Methods and Channels for Effective Communication
of Management Information to Small Business, report prepared under a
Small Business Administration grant awarded to the Florida Development
Commission (Tallahasee, Fla.: Florida State University, 1963).

9/ James Morton Rovelstad, '"An Investigation into the Role of Buyer-
Initiated, Formal Communication in Marketing R & D to the Government"
(unpublished Ph. D. dissertation, Graduate School of Business Administration,
University of Michigan, 1970),



of forma‘l channels of communication is to reach those with whom the.
businessman is not normally in contact, Informal channels, alternatively,
permit direct exchange of technical ideas under conditions where concepts
that are often difficult to describe can be explored until understanding

is obtained. Minority groups, however, have no heritage of business
enterprise, and, therefore, no well-documented procedure for receiving
information on the entrepreneurial opportunities recently made available
to them, Nor are the informal contacts available to explain the advantages
of the various programs and pro{ride personal assistance in implementing

them.

Research Plan

Methodology and hypotheses

The assumption that the channels of communication existing in
the white community are the appropriate vehicles of communication for -
a minority commﬁnity may not be warranted, To determine the validity

of such an assumption, the research plan will investigate not only the

S e e e o

use of various types of information in business applications, but also
managerial characteristics commonly associated with the propensity

to engage in information-seeking behavior and measures of the economic
wealth of each firm., By developing comparisons between managerial
characteristics, information-seeking behavior, and economic wealth

it becomes possible to assess the efficiency of present patterns of
communication channel use in providing information critical to the

growth of minority enterprises. Though modification of the channels
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currenfly being used may be in order, the nature of any such change

cannot be determined until the patterns of channel use are known. At

least three items of information are required before decisive action
can be taken to alter the flow of information.

ngﬁ of information currently used by minority

businessmen must be identified. It has already been acknowledged that
/_/""—'\ .
alternative structures are available to gain access to information sources.
On the basis of the rudimentary theory of the area, it seems justified

to make the following hypothesis:

Hypothesis 1

Informal contacts are used at a greater rate

than formally structured channels of commu-

ication.
The research plan proposes to monitor the frequency with which both
formal and informal channels are utilized in problem solving and the
criteria used to select the channel. In addition, the number of formal
sources of information known to the businessman will be used to develop
the set of formal channels perceived to be open to the minority business-
man, while the usage rate will be developed as a measure of the total
number of known sources used to contribute information to the solution
of any one problem. Usage rates will be developed for both formal
and informal contacts, and a comparison will be made of the mean and
modal usage rates of formally structured sources and informal contacts,
as well as the dispersion of the usage rate for the two alternative

channel structures. Despite the outcome of the test of the hypothesis,



-12=-

the criteria for choosing each alternative channel must be investigated
to deterfnine whether certain channels are chosen as sources of informa-
tion for structurally dependent reasons, e.g., whether informal contacts
are chosen because of pers?nal gttention. It is possible that the method
of presenting information réther than the information itself determines
the channel used.

@The second item required to determine the nature of decisive
action that is necessary to modify existing channels of information is
the type of inf§rmation the minority businessman requests from each
source. Though the information available from each alternative source

may be either general or specific, it is hypothesized that:

Hypothesis 2

The problems discussed, information desired, and

information received from formally structured channels

of communication will be perceived as general to the

businessman's problem, but will be perceived as specific

to the businessman's problem when received from in-

formal contacts.

To assess the content of the information passed through the
various channels of communication, the respondent will be requested
to select a recent business problem which he faced and identify the
general nature of that problem. He will be asked to list separately
the sources he contacted for information on his problem and to list
for each source: (1) the information requested, (2) the information
received, (3) whether or not the information was used in decision

making, and (4) the effectiveness of the information. (A sample

of this set of questions is illustrated in Figure 1.) A mention of a
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Figure 1

INSTRUMENT DESIGNED TO MEASURE
INFORMATION CONTENT FLOW

Nature of your most recent business problem:

1) Problems financing a new business

2) Difficulty getting business insurance

3) Problems finding and keeping qualified
personnel

4) Suppliers and wholesalers slow

5) Difficulty getting short-term business loans

6) Problems finding outlets and selling products
or services

7) Having trouble collecting from customers

8) Other problems:

T

List each source of information you contacted, and under-
neath it relate the information you wanted, the information
you received, whether the information was used to solve the
problem, and how effective it was.,

1. Information source:
How did you find out about the information

source?
3. Did you know the individual you contacted before
seeking assistance? 1) Yes 2) No

4, Information requested:

5. Information received:

(Continued)
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Figure 1--Continued

Did you use information to solve your problem?
1) Yes 2) No

If you used the information, please rate its

effectiveness from -5 to +5 using the following

scale:

+5 Most helpful information received

+4

+3 Information helped make right decision
+2

+1

0 Didn't help, didn't hurt, or didn't use

information
=1
-Z
-3 Information led to wrong decision
-4

-5 Most harmful information received



problem constraint will identify the request for or receipt of specific
information, while no mention of a constraint will be interpreted as a
request for or receipt of general information, For example, a request

such as, "How can I get a short-term business loan?" will be interpreted
as general, while "How does a fii'm with a net loss package a loan request?"
will be interpreted as specific.

Likewise, the information source will be coded according to
whether it was contacted as a formally structured organization or through
an individual--that is, informally. The chi-square test of association
will then be applied to determine whether a significant degree of
association exists between the type of source contacted and level of
information requested or the level of information received,

The third type of information required for an informed modifica-
tion of communication channels is the degree of effectiveness of the
information received., Effectiveness may be either perceived or
objective. Objective effectiveness is measured according to whether
or not the information was applied in de ciéion making., Perceived
effectiveness--or the effectiveness of the information as it is perceived
by the user--is measured by a scale which ranges from most detrimental
to most helpful information received. (See Figure 1.) The scale is
designed to elicit a measure of effectiveness for information used in
problem solving, Where the information was not used to make a decision,

it will receive a value of zero. It is hypothesized that:



Hypothesis 3

Information from formally structured sources will be

used less often and rated less effective when used than

information from informal contacts.

Hyfothe.sis‘.' 3 will be tested by averaging both the number of
respondentvs who used the information sources and the effectiveness
ratings for fhe information sources over all formal and informal sources
and by performing a test of means to determine whether the average
number of applications of information from the source varies significantly
by type of source. Measures of dispersion must also be tested to
determine whether variations from the average application differ by
type of information source.

In addition to requesting information concerning the use of the
various types of information in problem solving, the study instrument
will be designed to include measures of managerial and firm characteristics
commonly associated with both growth potential and the propensity to
engage in information-seeking behavior. Nine primary characteristics
will be investigated:

1. The product or service offered by the company

2. How the business was initially financed

3. The annual gross sales of the business

4, Whether or not the firm is a sole proprietorship,
partnership, or corporation

5. Whether the respondent is the owner, owner-
manager, or manager of the business

6. The length of time the respondent has worked with
that business
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7. The respondent's age

8. The level of formal education attained by
the respondent

9. The number of years of business experience
the respondent gained working for others and
in business for himself

If relative growth is measured on the basis of the net profit

of the firm, it is hypothesized that:

Hypothesis 4
The length of employment with the business, age,
educational level, and years of business experience
of the respondent will be positively associated with

net profit

It is also hypothesized that:

Hypothesis 5

Incorporated firms, manufacturing firms, and

firms which were financed by formal financial

institutions will show higher net profits than

any other group.

Hypotheses 4 and 5 will be tested by applying the chi-square test of
association to determine whether a significant association exists.
For the variables included in hypothesis 4, if such an association exists
and appears to be linear, a simple correlation will be applied to expose
the exact extent and direction of the association. If more than one
dependent variable appears to be significantly associated with net
profits, a multiple linear regression will be performed to examine the

extent of the contribution of each dependent variable to explaining the

total variation in net profits.
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| The rneastres of managerial and firm characteristics are alsé'
expected to be related to the amount of information-seeking activity

recalled and reported by the respondent,

Hypothesis 6 . ;

The length of employment with the business, age,
educational level, and years of business experience
of the respondent will be positively associated with
the usage rate and effectiveness rating of informal
information sources and negatively associated with

- the usage rate and effectiveness rating of formal
sources.

Hypothesis 7

Respondents from incorporated firms, manufac-

turing firms, and firms which were financed by

formal financial institutions are expected to issue

higher usage rates and effectiveness ratings for

informal information sources than for formal

information sources,

The informational hypotheses will be tested by applying the same
techniques used on their corresponding financial growth hypotheses
(hypotheses 4 and 5 respectively). If hypotheses 4 through 7 are

verified by investigation, it is clear that the following relationship

might be deduced:

Hypothesis 8

The usage rates and effectiveness ratings given
for informal sources will be positively and
directly related to the firm's net profits, while
those given for formal sources will be unrelated
or negatively related to the firm's net profits.

Hypothesis 8 will be tested by performing a simple correlation

for each type of information source. The verification of hypothesis 8
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w;)uldindigate that the present channels of communication are perform-
ing well but are underemployed in decision-making situations., However,
the rejectioﬁ of hypothesis 8 would indicate that the preseﬁt communicat?on
channeis are inéffectual in decision making which is critical to growth,
and, therefore, they must be modified. The direction for modification
will be provided by the respondents who will subsequently be asked for
suggestions to improve information flow or the value of information
content. These suggestions will be subjectively categorized and reported

to clarify the measured results.,

Sample selection and survey design

The sample will be selected from the population of black-owned
or -managed businesses listed in the recently compiled Directory of

Black Businesses in Michigan and supplemented by additions from the

directories of black businesses published by the Booker T. Washington
Businessman's Association and other concerned organizations. Businesses
to be included in the sample will be determined by type of business and
number of jobs provided. Because of the large concentration of black
enterprise in the service industry and the need to expand the production
capability of the minority sector, all owners or managers of manufactur-
ing and heavy construction firms will be included in the sample. To
eliminate the family businesses with no intentions to grow (commonly
called "Mom and Pop'' operations) which are largely responsible for

the heavy emphasis on service industries, businesses offering services

but employing less than five persons will be excluded from the sample.
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It is expected that a total sample between 150 and 250 minority businesse.s
will be obtained from this selection procedure,
~ The sample members will receive a cover letter and survey

questionnairé by mail, Since a high response rate will be required,
a follow-up letter and duplicate questionnaire will be sent at the end of
two weeks to those who hé.vé not yet responded. The questionnaire will
be oriented to a single problem, This will allow the development of
usage rates and effectiveness scales for information sources individually
and by type. If such a restriction were not included, the usage rates
and effectiveness scales supplied by one respondent would not be com-
parable to those of a second respondent. Therefore, to supply a con-
sistent unit of measurement, the respondent will be asked to report
his short-term information-seeking activities for only his most recent
major business decision. An explanation of the procedures to be used
when filling out the questionnaire will be attached to avoid errors in
interpretation.

As a follow-up procedure, a small sample of respondents will be
selected for personal interviews to validate the responses received in
the mailed questionnaire and to provide additional insight into informa-

tion-gathering difficulties experienced by the minority entrepreneur.
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