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Implications for Cooperative Extension.  Often the closing of a business is interpreted by a community and its leadership that the business was not successful.  The research reported in this study challenges that view finding that there are several reasons why successful businesses may close their doors.  The local Extension educator, by knowing this information, can encourage his or her local community to look deeper into each situation and, in the case of successful business closure, to consider alternatives that may allow the owner to get out of the firm but yet retain a solid business in the community.  Remember, the sign on the door may not be at all reflective of the success of the business. 
Overview.  The common practice among researchers and the general public is to equate business closure with business failure.  The literature on this topic has used value-laden terms such as death and failure as well as neutral terms such as exit and closure.  
The authors of this study wanted to determine if such a link was accurate. They viewed setting up a new business as an active learning process and that a decision to close down a business could be made even if the firm was considered successful at the time of closure.  

In framing the questions for their study, the authors pointed to several reasons why owners of successful businesses may make a decision to close.  One such argument can be based on the economic idea of opportunity costs.  If a better alternative comes along, the entrepreneur may decide to move in that direction even if his or her business is exceeding expectations.  Similarly certain traits, such as a low level of education, ethnicity, and gender, may limit other alternatives thus pushing the owner into remaining in a business that may be only marginally profitable.  
A second influence on whether or not an owner remains in business may depend upon the owner’s capital investment.  This does not mean human capital such as suggested in the first argument but actual dollars put into the business.  The larger the owner’s investment, or sunk costs, the more difficult it would be to close a business and leave that investment behind if the business were viewed as being successful.  

Other variables that the authors wanted to test included: 

· owner’s age - being older would make closing less likely

· age of the firm 

· number of hours worked by the owner

Methods.  Firms that started business between 1989 and 1992 were analyzed.  Of those firms, 1425 had closed by 1996, 526 considered the business successful at closure and 899 were unsuccessful.  
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Owners were forced into choosing between only those two options.  
Results.  As noted, 38% of firms considered themselves successful at closure.  There were marked differences with successful firms most often service firms (48%) with owners who had experience in this particular line of business (70%).  The owners tended to work 250 hours per year on the business.  On the opposite side, firms that were unsuccessful at closure differed in that they were more likely in retail or “other” industries.  Often the owner had not finished high school (13%), were male (76%), and a minority (13%). 
When analyzing the data through a regression model to determine which, if any, factors were significant in predicting successful businesses that closed, many of the predicted variables remained in the model.  These variables included education (positive), being female (positive), being a minority (negative), the size of the capital investment (negative), being a retail business (negative) and being a skilled services business (positive).  Owner’s age gave a mixed 



picture.  Increasing age did negatively influence the owner from shutting down a successful business, however, as retirement age was approached, increasing age then had a positive impact on the likelihood of closing a successful business.  
Summary.  Certainly one of the most important findings of the study was the fact the business owners do close successful businesses.  Thus it is important, when evaluating a business community’s growth or decline, that no judgment be made as to the reasons why businesses are closing without further study.  It also would be wise for the community to determine if other alternatives might be found for a transfer rather than a closure of the successful businesses.  

Opportunity costs do seem to play an important role in the business owner’s decision making process as do the sunk costs gone in setting up the business.  Communities can look at their own business make-up and perhaps evaluate the likelihood of losing successful businesses from the information presented in this study.  
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