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There are a lot of businesses operating in Australia — 2.15 million of them in 2013 and nominal-
ly one in every five homes, after allowing for multiple business ownership by many households.
By the middle of the century, of course, all workers will be their own enterprise anyway as con-
tractual arrangements supplant the concept of being an employee (which involves constraints
on freedom and innovation). So there would be 11.6 million businesses in 2013, if that eventu-
ality was a reality now.

Around 40% of the businesses that were operating in 2009 have dropped out, but these have
been replaced by more than that number of new entrants. Over the course of 2012-13, 48,000
to 50,000 went broke (2.25% of all businesses) and another 150,000 or more (7.5% of all busi-
nesses) just closed up shop.

Most businesses are small: 62% have annual revenue of less than $200,000 and 28% have
revenue of less than $50,000. Most are small employers too: 75% employ less than 5 peo-
ple and 61% have no employees at all apart from the owners. However, when we turn to the
source of the nation’s over $4.2 trillion in revenue, the picture changes dramatically. The big
end of town dominates, as we see in the first chart.
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Just 35 corporations account for 17% of the nation’s entire revenue, and around 1,800 corpo-
rations account for over half the nation’s revenue. So Australia’s businesses are dominated in
numbers by small enterprises, but dominated in output by the big enterprises.

The preferred ownership structures are shown in the second chart. Companies account for just
over one-third of all businesses, but are more than matched by unincorporated businesses in
the form of sole proprietors (28%) and partnerships (15%).

Ownership Type of Enterprises in Economy
% of operating businesses, 2012

33.9%

Companies
Survival rate
last 4 years:
66.4%

22.4%

Trusts
Survival rate
last 4 years:

69.4%

Total enterprises: 2,141,280
(employing 39 %, non-employing 61 % )

SOURCE: ABS AND IBISWORLD 31/07/13

Trusts have proven popular over recent decades, and now account for 22% of the businesses
in the nation. Their existence and growth are signs of increasing financial planning in an ageing
society, and increasing financial literacy.

Australia’s economy, as with most nations in the OECD, is increasingly a services-oriented
one. At the same time, it is always well to note that all industries in any economy are services
based. The industries that produce products that you can touch (which we call “goods”) are,
of course, the result of free raw materials being moved (i.e. mining) or altered by humans with
labour, depreciation of equipment, profits and taxes (i.e. agriculture or manufacturing). But
they are all the result of service industries be they agriculture, mining, utilities, manufacturing
or construction. Wholesaling, retailing and transport are service industries that move tangible
products. So, we need to be careful in thinking that “goods” industries produce wealth that the
“service” industries depend on! Codswallop and twaddle, of course.
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All industries are service industries. Goods are simply products where the value-added is “fro-
zen” into the product, temporarily (if consumed) or for a long time (if a capital good, like build-
ings, equipment or appliances).

That said, it is interesting to see the mix of businesses across the industries that make up our
economy and the wealth (value-added) that they contribute to make up our economy with its
GDP of $1.5 trillion and revenue of over $4.2 trillion.

The two charts below show the 2.15 million businesses across the nation’s industries and the
allocation of GDP across the same industries.
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Value-added by Businesses in the Economy
Shares of GDP in current price terms, year to March 2013
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There are some interesting apparent anomalies, but, in fact, differences are based on the prev-
alence or otherwise of very small or very large enterprises. Agriculture, for example, is domi-
nated by small businesses; Mining by very large corporations.

This leads to the interesting question of the attrition rate in the various industries: businesses

that either close up shop, so to speak, or go bust. The following chart shows the survival rate
across the nation’s 19 industry divisions over the 4-year period to 2011-12.
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Business Survival Rate by Industry

4 years to June 2012
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Health, Agriculture, Real Estate and Manufacturing shed the least number of businesses.
Hospitality, Administration & Support Services, Arts & Entertainment and Information Media &
Telecommunications shed the most. That Government Administration, Defence & Safety sits
at the top of the list of the most vulnerable is actually a result of the tiny number of business in
that public sector industry, and many closing down through outsourcing to the private sector.

Which leads to the question of insolvency. As said earlier, around 50,000 businesses go broke
each year (business bankruptcies and company insolvencies). Some 15,000 of these are com-
panies and the number is growing, as the chart below reveals. This number does not include
companies under other schemes of arrangement to avoid liquidation.
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Company Insolvency Appointments
1999-00 to 2012-13
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This number is growing at around 7% per year. The losses are not yet each year quantified to
our knowledge, but the total would almost certainly exceed $100 billion of the business world’s
total investment of over $3.5 trillion. And ASIC suggests the following warning signs for looming
insolvency.

Signs that a company is at risk of insolvency

» Ongoing losses

« Poor cashflow

» Absence of a business plan

« Incomplete financial records or disorganised
internal A/C

» No cashflow forecasts, other budgets

e Increasing debt (liabilities > assets)

e Problems selling, or collecting debts

» Unrecoverable loans to assorted parties

e Creditors unpaid outside usual terms

e Solicitors’ letters, demands, summonses,
judgements or warrants issued against company

e Suppliers placing company on cash-on-delivery terms
o Issuing post-dated cheques or dishonouring cheques

 Special arrangements with selected creditors

o Payments to creditors of rounded sums that
are not reconcilable to specific invoices

o Overdraft limit reached or defaults on loan or
interest payments

 Problems obtaining finance

« Change of bank, lender or increased
monitoring/involvement by financier

o Inability to raise funds from shareholders

« Overdue taxes and superannuation liabilities

 Board disputes and director resignations, or loss
of management personnel

o Increased level of complaints or queries raised
with suppliers

« An expectation that the ‘next’ big job/sale/contract
will save the company

SOURCE: ASIC
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Insolvency is a healthy sign for any nation’s economy. A failure to allow inept (and sometimes
unlucky) businesses go under is to damn the economy to mediocrity. Australia has a fairly healthy
dose of annual attrition of businesses, which is more than made up by new start-ups.

That is reason to be confident for the future.
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