
Small Business: 
Linchpin for the Southeast? 
About 58 percent of all jobs in the Southeast are in small 
businesses. What's more, small businesses create a 
large portion of all new jobs each year. The Southeast's 
many service-oriented small businesses are faring better 
than housing and auto related businesses during the 
recession. 

Most newspaper accounts paint a worrisome 
picture of how small businesses in the Southeast 
are faring during the recession. Lumber mills, 
building material suppliers, and carpet mills have 
been forced to pare employment and have cut 
back on hours worked. Real estate offices have 
consolidated to gain strength, and some res-
idential construction firms have gone out of 
business altogether. 

On the other hand, certain service-oriented 
small businesses appear to be holding up well. 
For example, dry cleaners, printing and copying 
firms, or small computer software companies 
appear to have escaped the troubles of the 
housing-oriented small manufacturers. In fact, 
for some service firms business is as good or is 
better than ever. What role do small businesses 
play in the Southeast's economy, and what is 
the likelihood of an improved outlook for small 
businesses in the future? 

How Important is Small Business in the 
Region? 

Approximately 58 percent of the Southeast's 
employment falls within the small firm range 
(see Graph 1 ).1 It is clear that the small firm is a 
major economic force in the Southeast. As 
Chart 1 points out, the relative importance of 
each sector varies considerably wi th firm size. 
Trade establishments play the leading role in 
the small business sector, although growth in 
this area lags the nation. Medium- and large-
sized firms appear to have a firm hold on the 
manufacturing sector, however, when compared 

'S ince only numbers of establ ishments are reported in the latest census 
"Country Business Patterns," the employment data gap was br idged by 
using a ratio of employment to establ ishments in previous census data 
and applying it to the current report to arrive at an approximate figure. In 
this article, the "Southeast" refers to the six states all or partially wi thin the 
Sixth Federal Reserve District-Alabama, Florida, Georgia, Louisiana, 
Mississippi, and Tennessee. 
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to other divisions; Table 1 reveals that, in the 
region, small manufacturing firms are growing 
three times faster than in the nation.2 Florida's 
explosive growth leads the region, but every 
state in the Southeast also exceeds the national 
rate. Manufacturers, trying to f ind locations 
with relatively low-cost labor and a favorable 
business climate, have in many cases chosen 
southeastern sites.3 

Individual service establishments tend to 
maintain fewer employees than manufacturing 
establishments but are numerous enough to 
occupy the second most important position for 
small establishments. The finance, insurance, 
and real estate category represents one of the 
fastest growing areas for small business concerns 
in the Southeast. Florida dominates the region 
in the industry; the number of small firms in the 
field grew 22.8 percent from 1974-79. 

The total number of small business establish-
ments is growing faster in the Southeast than in 
the nation as a whole (see Table 1). High-
growth industries for small business in the 
Southeast compared to the nation include 
services, manufacturing, and finance, insurance, 
and real estate. The subsets of these broad 
categories indicate that concentrations of par-
ticular industries vary widely across the region. 

21974 was chosen for tracking and comparison because, prior lo 1974, a 
different report ing method was used, making the more recent data 
inconsistent with previous records. 

3See August 1981, Economic Review, statistics. "The Sunbelt 's Growth: 
Industrial Decentralization." 

SMALL BUSINESS PROFILE 

Smal l f i rms e m p l o y a b o u t half o f t h e na t i on ' s 
w o r k f o r c e a n d c rea te 4 0 - 5 0 p e r c e n t of t h e n e w 
jobs . 

T h e y are h i g h l y c o m p e t i t i v e a n d p r o d u c e a w i d e 
var ie ty of p r o d u c t s a n d services. 

The i r o p e r a t i o n s are, fo r t h e m o s t part , local in 
na ture . 

The i r f e w o w n e r s genera l l y re ta in a pe rsona l 
s take in t h e bus iness. 

The i r o w n e r s ac t i ve l y p a r t i c i p a t e in t h e day- to -
day o p e r a t i o n s of t h e f i rm, in m a n y cases, 
dea l ing face t o face w i t h customers and suppliers. 

Sources include: David Birch, "The Job Generation Process," C. Arrington, 
"Sources ol Employment Growth," and "Small Enterprise in the Economy," 
Small Business Administration, December 1978. 
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Chart 1 . Most small businesses operate in the service producing sectors. 

Share of District Establishments by Employment, Industry, 1979 

Manufacturing 

Small (1-99 Employees) Medium (100-499 Employees) Large (500+Employees) 

For example, Florida's small manufactur ing 
specialties include electronic component-making 
firms and boatbuilders. In fact, Florida outpaced 
all states in the region for small business growth 
in manufacturing, services, and trade. The 
Sunshine State had 36 percent of the region's 
small business establishments in 1979. Travel 
and tourism provide incentives for regional 
growth in the service sector. For example, 
motels and nearby restaurants and service 
stations have provided numerous opportunities 
for small businessmen. 

Louisiana and Alabama count a large number 
of small oil field machinery and equipment 
manufacturers. The majority of Mississippi's 
apparel manufacturers and Georgia's tuf ted 
carpet mills are also small. Small computer 
software firms, a relatively new growth area in 
the service sector, are gaining greater impor-
tance in the region. Many lumber mills and 
food manufacturers are examples of typically 
small firms dispersed throughout the region. 

Service establishments must often be located 
close to customers, one reason why the service 
sector and the finance, insurance, and real 
estate sector are weighed toward small busi-
nesses. According to a revealing study by Jack 
Blicksilver at Georgia State University in Atlanta, 
growth in Southeastern franchise operations, 
especially convenience stores and fast food 
outlets, has offered opportunities for individual 
owners to minimize risk through association 
wi th a large national firm. He notes that, by 
1979, Munford Inc., a convenience food store 

chain based in Atlanta, had grown to 1,300 
outlets. The 7-Eleven chain, based in Dallas, 
has also expanded rapidly in the Southeast. 
The study points out that, by the mid-1970s, 
Georgia supported 1,207 fast food restaurants, 
only 150 fewer than New York state. Dry 
cleaners and laundries, car and truck leasing 
firms, and printing and copying firms are also 
high on the list of small business establishments 
in the region. 

Sole proprietorships are a form of business 
organization used almost exclusively by small 
businesses. Often, these are small family-run 
establishments passed on from generation to 
generation. Table 2 gives a state-by-state break-
down of sole proprietorships by industry. It is 
clear that trade and services comprise the bulk 
of sole proprietorships. Residential construction 
firms rank in third position. The statistics also 
reflect state specializations in this type of 
business organization, with Alabama exhibiting a 
high share of manufacturing compared to other 
states, Georgia specializing in construction, 
and Florida in finance, insurance, and real 
estate. 

Recession's Impact on Small Firms 
Although there is a differing pattern among 

the states, Internal Revenue statistics on sole 
proprietorships reveal an interesting phenom-
enon. For the six states as a whole, when 
nonfarm employment growth is compared to 
sole proprietorship growth during the 1974-75 
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Tab le 1 . G row th of Smal l Bus iness 1 Establishment by Industry 

Alabama 
Total Small 

Establishments Manufacturing Construction Trade* 

Finance, 
Insurance and 

1974 
1979 

Percent Charige 

58,980 
65,065 

10.3 

4,096 
4,244 

3.6 

5352 
6,331 

18.3 

24,450 
15,338 

3.6 

14,794 
16,610 

12.3 

4,487 
5,580 

24.4 

Florida 

1974 
1979 

Percent Change 

173,131 
205,298 

18.6 

8,901 
10,087 

13.3 

18,177 
21,421 

17.8 

62,422 
71,333 

14.3 

48,304 
59,226 

22.6 

17,354 
21,310 

22.8 

Georgia 

1974 
1979 

Percent Change 

91,735 
101,429 

10.6 

6,204 
6,501 

4.8 

9,198 
9,560 

3.9 

37,627 
39,888 

6.0 

23,102 
26,818 

16.1 

7,944 
9,101 

14.6 

Louisiana 

1974 
1979 

Percent Change 

65,273 
74,611 

14.3 

3,128 
3,213 

2.7 

5,502 
7,141 

29.8 

25,623 
24,986 

2.5 

16,627 
19,579 

17.8 

6,055 
7,128 

17.7 

Mississippi 

1974 
1979 

Percent Change 

38,822 
42,522 

9.5 

2,257 
2,387 

5.8 

3,484 
3,910 

12.2 

16,638 
16,818 

1.1 

9,161 
10,378 

13.3 

3,090 
3,758 

21.6 

Tennessee 

1974 
1979 

Percent Change 

74,622 
81,549 

9.3 

4.412 
4,641 

5.2 

7,214 
8,138 

12.8 

30,269 
31,754 

4.9 

19,414 
22,014 

13.4 

6,171 
7,226 

17.1 

District 

1974 
1979 

Percent Change 

502,563 
570,474 

13.5 

28,998 
31,073 

7.2 

48,927 
56,501 

15.5 

197,029 
210,117 

2.1 

131,402 
154,625 

17.7 

45,101 
54,103 

20 

United States 

1974 
1979 

Percent Change 

4,024,763 
4,434,020 

10.2 

272,772 
280,370 

2.3 

367,803 
442,817 

20.4 

1,536,705 
1,600,502 

4.2 

1,087,026 
1,239,572 

14.0 

365,036 
418,793 

14.7 

'Def ined as less than 100 employees 

'Trade = Wholesale + Retail. 

recession, employment growth fell more rapidly 
than proprietorship growth (see Graph 2). Fol-
lowing the recession, proprietorships expanded 
faster in region than employment. It can be 
argued that proprietorships help stabilize cycli-

FEDERAL RESERVE BANK O F ATLANTA 

cal swings, an important consideration in fast-
changing economic times. 

Business brokers report that their business 
picks up dur ing adverse economic times. 
Unemployed workers are interested in buying 
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T a b l e 2. Share of Sole Proprietorships 
By Industry and State (Percent) 

AL FL GA LA MS TN 

Construction 11.8 12.0 14.3 11.6 13.0 14.1 

Manufacturing 4.4 2.0 2.8 2.2 2.2 2.5 

Trade 30.1 25.7 30.9 28.2 32.9 32.2 

Finance, insurance 
and real estate 9.7 15.6 9.4 9.3 8.3 11.7 

Services 36.0 36.3 35.6 37.7 32.8 33.5 

Other 8.0 8.4 7.0 11.0 10.8 6.0 

Source: Internal Revenue Service, Statistics of Income. 

a business to provide themselves a job; on the 
other hand, people are selling their businesses 
because they are worried about the economy. 
The net effect in many cases is that ownership 
changes while a firm continues to function. The 
new owners may bring fresh ideas and capital 
to stimulate a marginal business. 

One indicator of how small business is faring 
is the level of business failures. Reports do not 
define failure filings by size of business but 
since small businesses vastly out-number large 
ones, it is reasonable to assume that most 
failures are small businesses. Dun and Bradstreet 
figures indicate that business failures are in-
creasing sharply in the region, following the 
national trend. The balancing effects of new 
starts should also be considered (see Graph 3). 
However, starts have been trending downward 
since the mid-70's. Another discouraging sign 
is that lending by the Small Business Admini-
stration in the Southeast is down substantially. 
The number of loans in 1981 fell 63 percent 
from the fiscal year ending in September 1980, 
according to an official at the agency. 

The March 1982 Heller/Roper Small Business 
Barometer, a survey of chief executive officers 
of more than 1,000 small firms, gives some 
interesting insight. According to the survey, the 
recession has hit small businesses least severely 
in the South when compared to other areas of 
the country. Retailers have been hurt the most 
and service firms the least. Executives of young 

Chart 2. Small firms dominate. 

Percent of Employment and Estab l ishments 
by Size of Work Force 

District, 1979 

Number 
of Workers 

. I I . I I I , I , I , 
0 1 0 2 0 3 0 4 0 5 0 

firms are much more optimistic about future 
prospects than those of older firms. 

What are Some of the Problems of 
Small Businesses? 

Until recently, inflation was considered the 
single most important problem facing small 
business; interest rates now occupy the number 
one position according to a National Federation 
of Independent Business survey. Other problems 
are also now beginning to attract more attention. 
Small businesses have always been able to 
provide jobs for teenagers, part-time workers, 
the elderly, and the disabled, but the current 
minimum wage level plus severe inflation in 
other costs along with sluggish economic activity 
has forced small business owners to cut back 
such hiring drastically. These restraints were 
undoubtedly related to the fact that the small 
business share of GNP has slipped from 43 
percent in 1963 to 39 percent in 1976. 

The major sources of start-up capital available 
to the small business entrepreneur are loans 
against personal assets, funds from friends and 
relatives, or money from private investors. 
Access to U. S. capital markets generally has 
been open only to the nation's big companies. 
Institutional investors, the primary purchasers 
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C h a r t 3 . Propr ietorship g rowth is a stabi l iz ing inf luence. 

S.E. Employment Growth Compared to 
Proprietorship Growth 

1 9 / 3 1 9 7 4 1 9 7 5 1 9 7 6 1 9 7 7 1 9 7 8 1 9 7 9 

C h a r t 4 . N e w i n c o r p o r a t i o n s he lp o f f se t fa i lu re ra te in 
in Sou theas t . 

of equity securities, rarely consider investing in 
small- and-medium sized companies. The poten-
tial small businessman, having limited access 
to conventional sources of capital, may face 
severe problems in establishing a business. 
Once established, a distressing fact is that 
about 80 percent of all businesses in the 
United States slip into bankruptcy or receiver-
ship within 10 years of their founding.4 

Inflation has hit small businesses particularly 
hard, given their l imited means for absorbing 
the impact of increasing costs and prices. 
Credit is vital for the established small firm. The 
SBA estimates that one of two small businesses 
borrows regularly and depends on bank and 
trade credit for their cash flow. Liquidity pro-
blems (lacking enough cash to pay bills when 
they are due) are a leading cause of small 
business failures. Small businesses are often 
thinly capitalized and have slim profit margins 
that are quickly eroded when credit costs rise 
sharply. Inflation multiplies the need for cash, 
and at the same t ime pushes up the cost of 
financing. 

Credit availability as well as credit cost has 
become an urgent problem. An increasing num-
ber of bankers are reluctant or refuse to lend to 

"See H. Hand and J Ray, "Taxes, Inflation, and the Smaller Business," 
Business Horizons, May/June 1981, p 65. 

financially strapped, and therefore high risk, 
small firms. Firms with typically high inventory 
levels such as retailers, wholesalers, and manu-
facturers, fall in this category. Adding to the 
problem, a numberof small independently oper-
ated banks, which account for a significant portion 
of the credit to small businesses, have merged 
with larger banks. 

The small firm's lack of economic power 
prevents it from exerting any substantial control 
over its prices and cost and, therefore, its 
returns. The need for slowing the inflationary 
spiral is especially urgent since years of inflation 
have sapped the vigor of small business. 

The labor intensity of small businesses makes 
them especially vulnerable to increases in the 
Social Security tax. Since this is a payroll tax, it 
applies directly to the number of people em-
ployed. Because small businesses typically are 
labor intensive, they are hit particularly hard by 
what is in effect an increase in the cost of labor. 

Hope for the Future 
Some positive steps have been taken at the 

national level recently to deal with small busi-
ness problems. Tax reforms, for instance, include 
reducing corporate income tax rates at the two 
lowest brackets; reducing the capital gains tax to 
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make capital gains more attractive to the investor 
and therefore channeling funds into new "start 
ups"; simplifying the depreciation schedule to 
encourage investment in capital equipment and 
easing the use of L.I.F.O. accounting procedures. 

In addition, Congress has passed a regulatory 
flexibility bill which requires federal agencies 
to assess separately the impact of regulations 
upon large and small entities. A recent study 
conducted by the Battelle Human Affairs 
Research Center found that just the costs of 
permits, licenses, and filing fees are expo-
nentially higher per unit sales for firms with 
fewer than 50 employees than for larger firms. 

The Equal Access to Justice Act is another 
major effort to ensure that government regulation 
does not fall more heavily on small businesses 
or on individuals. This bill allows an individual 
or a small business, within certain guidelines, 
to be reimbursed for court costs and associated 
expenses if successful in a regulatory squabble 
wi th the government. In contrast to a large 
corporation with an in-house staff of lawyers, a 
small firm is i l l-equipped to deal with a possibly 
lengthy court battle. Finally, another law wil l 
enable small firms, hurt by the high cost of 
liability insurance, to form pools to self-insure 
or buy group coverage. Since many small firms 
deal one-on-one with the public (restaurants 
for example), the probability of problems is 
high, and insurance is costly. 

At the state level, small business programs 
have been expanding quite rapidly. Most states 
in the region have a procurement program 
specifying that a fair portion of their purchases, 
contracts, or subcontracts wil l be placed with 
small business. In Florida, a division of the State 

Department of Commerce is charged with 
such responsibilities as providing information 
and assisting small businessmen in dealing 
with federal, state, and local governmental 
agencies. The Mississippi Research and Develop-
ment Center, a state government agency, works 
with small businesses by assisting enterpreneurs 
wanting to organize new companies or by 
helping existing companies that want to diversify 
or expand. Tennessee is developing a governor's 
small business task force to identify the needs 
of small business in Tennessee and to study 
how state government can best address those 
needs. 

Conclusion 
Although huge corporations draw more atten-

tion, it is the small, independent firms that create 
a significant portion of the Southeast's new jobs. 
These firms, diverse, and volatile, are particularly 
concentrated in the servece sector, a speciality 
of the region. Itcan beargued thatany policy that 
would encourage and stimulate the development 
of small business would help ease the unemploy-
ment situation and boost productivity. It may be 
that small businesses are benefited most by 
policies that control inflation and stimulate growth. 
Because small business is so important to the 
Southeast, such policies would be likely to pro-
duce benefits throughout the region's economy. 

— David Avery 
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