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ABSTRACT 

 
 

This research examines the causes of business failures in Croatia. Much previous research around the world Dun & 
Bradstreet, 1992; The Bureau of Business Research of the University of Pittsburg, 1954 and 1956, (Newton, 2010) 
and domestically (Roška, 2012) has confirmed that the primary cause is incompetence or management inexperience. 
Lack of managerial skills, knowledge, or experience in the identification of the causes of business failures over time 
is leading society straight into bankruptcy. The present research surveyed accountants about the causes of business 
failures. The results confirm the findings of all domestic and foreign research that inefficient management also is the 
leading cause of business failure in Croatia. 

 

I. INTRODUCTION 
 

In Croatia in 2010, 24,541 companies have blocked account over 360 days and 586 bankruptcies procedures 
were begun. At the end of February 2012, the total debt of companies with blocked account was 42.8 billion Kuna 
($7.5 billion). Of the debt, 46% were from companies that have been blocked for more than one year, without any 
employees.  

The companies end in business failure or bankruptcy because of many economic, financial, organizational, or 
some other causes. The new government has tried to save the companies in business failures by enacting many 
changes in legislation. Questions remain about whether these changes are enough, the causes of business failure, and 
the importance of the role of management. These questions are the subject of this research. 

 

II. THEORETICAL BACKGROUND OF BUSINESS FAILURES IN CROATIA 
 

Business failure, insolvency, or bankruptcy of companies in Croatia is determined by the Companies Act (2007, 
2012) (CA), the Court Registry Act (2010), the Enforcement Law (2010), the Law of Obligations Act (2008), the 
Law of Fulfillment of Financial Obligations (2011), and the Bankruptcy Law (2006, 2010, 2012). 

The general lack of liquidity and financial discipline in the country has held companies to legal regulations that 
stipulate that a company is liable for its obligations with only all of its assets (article 9 of the CA). When the 
company is in business failure, its total debt is much larger than its assets and creditors cannot obtain what is owed 
to them. Owners and management boards are not responsible for the debts of the company and they have no 
obligation to the creditors. Although the statutory provisions confer criminal liability on board members, this has 
option has rarely been used in the past. Members of a limited liability company, the shareholders of joint stock 
companies, and the partners in a limited partnership are only liable for company debts if (article 10, para. 4 of the 
CA) the company used it to achieve otherwise prohibited goals, used the company to damage the creditors, or 
contrary to the law that governs company property, used it as if it were personal property, or in the owner’s favor or 
in favor of another person's reduced the company assets, despite knowing that the company would be unable to meet 
its obligations. 

The Companies Act implements criminal liability for board members for breach of duty in the case of loss, 
insolvency, or inability to pay (Article 626 of the CA). In that case, management needs to call the Assembly and 



notify it of the loss or inability to pay debts. Also, management has an obligation to open the bankruptcy 
proceedings within 60 days of the existence of conditions, but this part has been used very rarely over time. As 
board members are not exposed to criminal liability and because owners have no responsibility to report a company 
in difficulty, they can create large debts in one company and then create a new company and new debt. For these 
reasons, the government has started to change legislation, introduce more financial discipline, and disable the 
establishment of a new company if the owner has outstanding obligations from a former company. 

The latest amendments to the Court Registry Act added a new Article 40a, which requires that the application 
for the establishment of the new company must attach a statement certified by a notary public, the founder of the 
company, no outstanding debts on the basis of taxes and pension contributions or health insurance. These 
amendments attempt to prevent the owner to cause the bankruptcy and then continue to operate under a new 
company that has been established without hindrance. 

The new Act on the terms of fulfillment of financial obligations started January 1, 2012, and requires payment 
from businesses transaction within 30 or 60 days. The Act introduced the fines of 10,000.00 to one million Kuna 
($1,700-$175,000) for companies and 1,000.00 to 50,000.00 Kuna ($175-$8, 700) for the responsible debtor. 
However, the large and generalized lack of liquidity has not met the basic requirements for implementation of this 
law because the state itself has not yet begun to pay in the legal framework. 

Changes to established laws and legislations, such as the general tax law changes that allow public disclosure of 
tax debtors, are not enough. Future changes will forbid the owners of insolvent companies and close family 
members to establish a new company and will place the burden on their personal liability for bad business. Changes 
to the law will prohibit the establishment of a new company by anyone who leaves the company in debt and also for 
their family members for the following 10 years. Another new measure is the introduction of reduced administrative 
procedures in the enforcement procedure, with a decision within 60 days to allow blocked creditors an account of all 
debtors’ companies or to obtain compensation from the assets of other companies or personal property. 

A major change was the introduction of regulations of the personal responsibility of all management and 
supervisory boards of companies. This measure also will apply to owners of company if management proves to have 
abused its position, in which case they could lose their personal assets. 

In Croatia, there are more than 19,000 companies with blocked account for more than five years. The 
Commercial Courts have started to clean up the register of so-called dead companies that have no employees or 
property. If such companies have no assets or employees, or if they did not provide mandatory annual statutory 
financial statements for last three years, commercial courts will remove the company from the register. 

In Croatia, as of the end of November 2011, 53,175 businesses have blocked account for more than 360 days. 
Of these, 21,079 companies have not had any employees. The total outstanding long-term debts of blocked 
companies amounted to 33.9 billion Kuna ($5.9 billion). By blocking the debtor's bank account, a small number of 
creditors are able to get their money back. The implementation of the new, proposed enforcement law is an 
extremely important and comprehensive project that changes the current mode of execution. Advantages of the new 
system of enforcement of regulations regarding relations between debtors and creditors include increasing legal 
certainty, protecting of creditors, harmonizing Croatian legislation with the regulated financial markets, improving 
the speed of collection of receivables, basing payment delivery at one place, and creating a unique database to open 
accounts and other funds that businesses and citizens have in banks. The government will establish a registry in to 
record the debentures of all citizens’ debts. Parallel with the establishment of the Register will be networked public 
notary offices, financial agency, and courts; creditors will use forms that will require immediate enforcement. The 
major goal for changes in the Enforcement Act is to introduce quick and effective enforcement and to protect 
debtors.  

Finally, the last option allows creditors to put debtors in bankruptcy. Reasons for the initiation of bankruptcy 
procedures in Croatia are similar to those of other countries and are described by article 4 of the Bankruptcy Act. 
These reasons include inability to pay and excessive indebtedness. Debtors are not enabling for payment if they 
cannot settle their monetary obligations over a longer period of time. In the bankruptcy, creditors can collect only a 
small fraction of the total debts owed them. 

In a survey of the causes of bankruptcy in Croatia performed by Roška (2012), bankruptcy trustees identified 
the following causes of bankruptcy: 

(1) Inefficient management: 39.58%, 
(2) Expenses too large: 25%. 
(3) Market too small: 18.75%, 
(4) Fiscal policy: 6.25% 



(5) Knowingly poor management: 4.18%; 
(6) Insufficient production: 2.08%. 
(7) Embezzlement, theft: 2.08%; and 
(8) No educated creditors: 2.08%.  
This research indicates that trustees believe that inefficient management is the chief cause of bankruptcy in 

Croatia (Figure 1). 

 
Figure 1. The causes of bankruptcy – according to trustees 

 

 
III. THEORETICAL BACKGROUND: BUSINESS FAILURE 

 

Companies end up in business failure or insolvency when they are unable to settle their outstanding payment 
obligations in a timely fashion. This may be temporary insolvency, in which the company has certain delays in 
payments of arrears, or permanent insolvency, in which the company has completely stopped payments and faces 
bankruptcy. Also, the term insolvency means the situation in which debts exceed the fair value of the company’s 
assets; that is, when the company’s net assets become negative, which is referred to as legal or balance sheet 
insolvency. 

Because the problem of business failure is extremely complex and international, there is a need for 
harmonization of this subject. For this reason, the United Nations and UNCITRAL (United Nations Commission on 
International Trade Law) issued a general model of bankruptcy law that should apply between member states and 
the European Union. This Center of Main Interest (Comi) is one of the most important model laws of UNCITRAL.  



The whole world faces debt crisis, financial lack of discipline, and late payments; all government try to solve 
this problem. The European Union issued a new Directive, 2011/7/EU, to combat late payments in commercial 
transactions. The new directive will be effect at the latest starting March 16, 2013. The provisions of the new 
directive are: 

(1) Public authorities will have to pay for the goods and services that they procure within 30 days or, in very 
exceptional circumstances, within 60 days. 

(2) Enterprises will have to pay their invoices within 60 days, unless they expressly agree otherwise and if it is 
not grossly unfair. 

(3) Enterprises will automatically be entitled to claim interest for late payment and will also be able to obtain a 
minimum fixed amount of €40 as a compensation for recovery costs. They can claim compensation for all 
remaining reasonable recovery costs. 

(4) The statutory interest rate for late payment will be increased to at least eight percentage points above the 
European Central Bank’s reference figure. Public authorities are not allowed to fix an interest rate for late 
payment. 

(5) Member States may continue to maintain or to bring into force laws and regulations that are more favorable 
to the creditor than the provisions of the new directive (EU: The New Directive). 

According to Creditreform (2012), in 2011, the 15 old EU member states plus Norway and Switzerland reported 
174,917 insolvencies, which is 0.3% more than in 2010. This figure reflects differences between individual 
countries: in Greece, the number of insolvency enterprises jumped to 27.3%; in Spain, to 18.7% and in Italy to 
16.9%; in Austria, the number decreased to 7%, in Germany, 5.8%, and in France by 3%. In Croatia, the number of 
insolvent companies decreased to 3.4%. In Eastern Europe, the number of insolvent companies has increased. An 
analysis of the problems of liquidity, another symptom of the crisis, found that one in four German exporters in the 
last year reported late payments by clients from Italy, Spain, or Portugal for more than a month. In the case of 
Eastern Europe, the situation is far worse: 9 of 10 German exporters reported late payments from clients Romanian, 
Croatian, Czech, and Hungarian clients. The problem of late payment is a common throughout the whole world. 

Failure is “the state or fact of being lacking or insufficient, “falling short” (the Webster’s definition, as cited 
Newton, 2010, p. 21). Dun and Bradstreet used the term failure to refer “to those businesses that ceased operations 
following assignment or bankruptcy; ceased doing business with a loss to creditors after such actions as foreclosure 
or attachments, voluntary withdrew leaving unpaid debt) were involved in court action such as reorganization under 
chapter 11, or voluntarily compromised with creditors” (Newton, 2010, p. 21). 

Dun and Bradstreet’s 1993 research (as cited in Newton, 2010), the major causes of business failures are 
finance and economic causes (47% financial causes, of which burdensome institutional debts were 3.6%, heavy 
operational expenses at 40.5%, and insufficient capital at 3.2%); 37.1% economic causes (industry weakness; 
21.6%; insufficient profits, 11.6%; and fraud, 3.8%); and other causes 15.9% (experience causes were only 0.6 % 
like as lack of business knowledge, lack of line experience, lack of managerial experience). 

In 1992 research (Newton, 2010), about 24% of business failures resulted finance causes, 64% were economic 
causes (60 % was insufficient profits) and 12% were other causes. Insufficient profit can be caused by economic 
conditions or incompetence of management (as suggested in earlier Dun and Bradstreet studies; Newton, 2010). 
Business often fails because of incompetence or inexperience of management, which includes managers’ lack of 
training, experience, ability, adaptation, or initiative. Every accountant or financial adviser interviewed in the course 
of preparing of Newton’s book listed inefficient management as the number one cause of business failures (Newton, 
2010).  

The Bureau of Business Research at the University of Pittsburg conducted a detailed study of 10 unsuccessful 
manufacturing plants in western Pennsylvania between 1954 and 1956 (Newton, 2010) and found that the main 
causes of failures were management error (lack of organization and efficient administrative practices).  

The Society of Insolvency Practitioners (UK) reported that bad management and slack demand during recession 
cause more companies to fail than banks. Its survey of 1,700 businesses that collapsed during 1992 found that 
management failure was the single largest cause of insolvency in the United Kingdom; more than one third of the 
total fails (Newton, 2010). 

Jassie Hagen of U.S. Bank (Newton, 2010) stated that the main reasons for company failure are: 
(1) Lack of a solid business plan:78%, 
(2) Being overly optimistic about sales and required funds: 73%, 
(3) Not recognizing or ignoring the weaknesses and not seeking help: 70%, 
(4) Having insufficient or irrelevant business experience: 63%, 



(5) Having poor cash flow management skills: 82%, 
(6) Starting the business with too little money: 79%, 
(7) Not pricing properly: 77%, 
(8) Not promoting the business properly: 64%, 
(9) Not understanding or ignoring the competition: 55%, 
(10)  Too much focus on one customer: 47%, 
(11)  Not delegating properly: 58%, and 
(12)  Hiring the wrong people: 56%. 
David Birch (Newton, 2010) identified nine reasons for business failures: starting the business for the wrong 

reason, poor or no management skills, insufficient capital, poor location, lack of planning, overexpansion, no Web 
site, low product quality, and health/sudden illness. Many business failures occur because of management issues 
such as managers’ lack of training, experience, ability, adaptation or initiative. Very often the problem is that 
management fails to adjust to very fast changes in technology. 

Business failures and bankruptcy are very often caused by several connected factors, so that it is very often 
impossible to determine which of them caused the failures. Many causes of business failure result from insufficient 
management skills and knowledge. 

 

IV. THE GOALS, BASIS, AND HYPOTHESIS OF THE RESEARCH 
 

The principal goal of this paper is to determine the primary cause of business failures or bankruptcy in Croatia. 
The research is based on information obtained from a survey of 140 companies and their accountants in the Republic 
of Croatia. The research includes small, medium, and large companies and excludes bank and insurance companies.   

In the research, enterprises are represented according to their size, as defined by the article 3 of the 2007 
Accounting Act: 

(1) Small: Does not exceed 2 of the following 3 criteria: total assets of 32.5 million Kuna ($5.7 million, 
earnings of 65 million Kuna ($11.4 million), and 50 employees; 

(2) Medium: exceeds 2 of the 3 criteria for small enterprises and never exceeds 2 of the following 3 criteria: 
total assets of 130 million Kuna ($22.8 million), earnings of 260 million Kuna ($45.5 million), and 
250 employees; and  

(3) Large: exceeds 2 of 3 three criteria for medium enterprises. In addition to classification by financial 
indicators and the number of employees, some enterprise activities also may classify them as large. 

The working hypothesis is as follows: Inefficient management is the primary cause of business failure in 
Republic of Croatia. To test the working hypothesis, the following statistical hypotheses were used:  

 
H0 = In Croatia ≤ 33% of accountats indicate that companies end in business failures or bankruptcy because 

of inefficient management, and 
H1 = in Croatia > 33% of accountats indicate that companies end in business failures or bankruptcy because 

of inefficient management. 
 

V. RESULTS 
 

The sample of 140 companies in Croatia consists of 23 large companies, 13 medium-sized companies, and 104 
(75%) small companies. According to research the companies’ activities, 19% conducted small production activities, 
33% of trade activities and 48% various service activities. This sample of companies, in both size and activities, 
realistically represent the situation of the business scene in Croatia. 

The survey of 140 accountants from Croatian companies revealed the following causes of business failure: 
(1) Inefficient management: 35.70%, 
(2) Insufficient production: 19.70%, 
(3) Expenses too large: 17.20% 
(4) World crises: 7.30% 



(5) Market too small: 7.00% 
(6) Fiscal policy: 6.70% 
(7) Credit policy: 4.50% 
(8) Gray economy: 1.90%. 
These figures indicate that Croatian accountants believe that the primary cause of business failure is inefficient 

management (Figure 2). In total, 35.7% of accountants put on the first place inefficient management, as did 39.58% 
of trustees in previous research by Roška (2012).  

These findings suggest a conclusion that confirms alternative hypothesis H1: in Croatia > 33% of accountants 
believes that companies end in business failures or bankruptcy because of inefficient management and confirm the 
main hypothesis that inefficient management is the primary cause of business failure. 

All other causes of business failure, according to the accountants surveyed, were insufficient production in 
second place at 19.7%, expenses too large is in the third place at 17.2%. It is very interesting is that world crises 
ranks fourth at 7.30% and before other causes including the market being too small, domestic fiscal policy, inability 
to obtain, credit and so on. 

The none of the mentioned the problem of bureaucracy as one of the key causes of business failures and only 
6.7% of the respondents thought that fiscal policy is one of main factors in business failure. Similarly, credit policy 
received only 4.5% of the responses. Fiscal and credit policies are part of the bigger problem shown by this research. 
All small companies and companies in the first few years after they are established encounter big problems in 
obtaining credit for the development of some projects and with all taxes that they need to pay regardless of whether 
their customers pay them for goods or services. 

 

 
Figure 2. The causes of business failure according to accountants. 

 
 



This exploration of the size of the company and the causes of business failures has found is a statistically 
significant correlation (I = .009) between company size and causes of business failures (Table 1).   

For the large companies, the primary cause of business failure is inefficient management (26.7%), followed by 
expenses being larger than revenue at 23.3%, and then insufficient production at 16.7%. For medium-sized 
companies, the leading cause of business failure was expenses being larger than revenue at 24.3%, followed by 
inefficient management at 21.6%, then the market being too small at 18.9%. For small companies, the leading cause 
of business failures was inefficient management at 40.6%, followed by insufficient production at 22.6%, and then 
expenses being greater than revenue at 14.3% (see Figure 3). 

 
 
Table 1. Chi-square Test Between Causes of Business Failures and Company Size 

Causes of Size 

Total % Business Failure Large % Medium % Small % 

Inefficient management 26.7 21.6 40.6 35.7 

Expenses too large  23.3 24.3 14.3 17.2 

Insufficient production 16.7 8.1 22.6 19.7 

Market too small 6.7 18.9 5.1 7.0 

Credit policy 10.0 8.1 2.3 4.5 

Fiscal policy 6.7 8.1 6.5 6.7 

World crises 6.7 8.1 7.4 7.3 

Grey economy 3.3 2.7 1.4 1.9 

Total 100.0 100.0 100.0 100.0 

Note. Pearson chi-square value = 29.480a; Asymp. Sig. (2-sided) = .009. p = Significant level or Asymp. Sig. 
(2-sided); df = degrees of freedom. 

 
Figure 3. The causes of business failure by company size.  
 



A comparison of different activities and causes of business failure suggests the conclusion (Table 2, Figure 4) 
that there is a statistically significant correlation (p = .001) between company activities and causes of business 
failures. For production companies, the primary cause of business failures is inefficient management at 31%, then 
insufficient production at 27.6%, and then expenses greater than revenue at 13.8%. For trade companies, the leading 
cause of business failures also was inefficient management at 31.9%, then expenses greater than revenue at 19.5%, 
and then insufficient production at 14.2%. For service companies, the leading cause of business failure also was 
inefficient management at 40.6%, then insufficient production at 21%, and then expenses greater than revenue at 
16.8%. It is clear that for all activities, the leading cause of business failure was inefficient management. 

Research into all of the other causes of business failures, such as insufficient production, costs too large, and 
market too small, suggests the question of how much management is involved in all of these causes.    
 

 
Figure 4. The causes of business failure by company activity. 

 
Table 2. Chi-Square Test for Causes of Business Failures and Company Activities  

Causes of Activities 
Total % Business Failure Production % Trade % Services % 

Inefficient 
management 

31.0 31.9 40.6 35.7 

Expenses too 
large  

13.8 19.5 16.8 17.2 

Insufficient 
production 

27.6 14.2 21.0 19.7 

Market too small 5.2 2.7 11.2 7.0 
Credit policy 6.9 8.0 0.7 4.5 
Fiscal policy 5.2 9.7 4.9 6.7 
World crises 8.6 13.3 2.1 7.3 
Gray economy 1.7 0.9 2.8 1.9 
Total 100.0 100.0 100.0 100.0 

Note. Pearson chi-square value = 36.141, degrees of freedom = 14, 2-sided asymp. Sig. = .001, p = Significant 
level or Asymp. Sig. (2-sided).  
 



VI. CONCLUSION 
 

Every day in the business world, several thousand companies are created and vanish from the business scene 
with only the strongest and the most competent surviving. Many causes of business failure, including economic, 
financial, and others exist in the world. Most of the causes of business failure are based in management issues.  

Many foreign and one domestic study of causes of business failure have found that the leading cause of business 
failure is inefficient management. In previous research on causes of bankruptcy (Roška, 2012), 39.58% of 
bankruptcy trustees in Croatia stated that inefficient management was the primary cause of business failure. In the 
present, 35.70% of accountants surveyed stated that inefficient management was the primary cause. 

To minimize the impact of all of the causes mentioned, the Croatian government should change many laws 
related to business financial discipline. Also, work is needed on the project improve openness and accountability of 
Croatian companies. The government introduced the e-business in all business segments to improve and simplify 
business operations and reporting. Also, the government announced the adoption of the Investment Promotion Act, 
which is intended to make Croatia more competitive for investment.  

To preserve jobs and company assets, new legislations is needed to guide financial administration and 
prebankruptcy settlements. New laws should strictly define terms of payment, deadlines for compromises with 
creditors and for prebankruptcy settlement; if these measures fail, then the company goes into bankruptcy and 
liquidation. 

The changes in the laws are not enough. The Government needs to put a lot of effort into increasing levels of 
management knowledge in all areas necessary for successful conduct of business. To solve the problem of 
inefficient management, the Croatian government, together with the Croatian economy chamber and faculties, need 
to improve the knowledge of Croatian managers and owners. Many small company owners also are managers of 
their companies but lack proper education in sales, finance, or management.  

With the implementation of all of the new laws in the practice and with increases in the education of managers 
in Croatia, it may be possible to reduce the high percentage of business failures. 
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