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ABSTRACT 
 
Private business in the Republic of Croatia developed during state formation in the 1990s. Some companies 
have successfully stepped into the future, although many have proved unable to survive the open global market. 
The goal was to determine the state in Croatia relative to Small Business Administration (SBA) research, which 
states that new businesses most often have difficulties during their first 2 years such that 50% of companies are 
liquidated within their 5 five years.  Unlike research in other areas of the world, less than 20% of companies in 
Croatia end in bankruptcy within first five years of business. 
 

I. INTRODUCTION 
 

       Bankruptcy or insolvency, regardless of which term is used, represents the end of their existence for many 
companies and their disappearance from the business scene. Bankruptcy is often compared with the death of a 
person. 
       The research performed to date confirms that most companies vanish from the business scene within the 
first 5 years of their existence. The object of the present research is to confirm the hypothesis that less than 50% 
of companies in Croatia do not survive their first 5 years. The research was performed on sample of 472 
companies that had completed the bankruptcy procedure and were liquidated between 2008 and 2010. 
 

II. COMPANY LIFECYCLES 
 
       According to Ballinger (as cited in Tintor, 2000), each company completes the following phases of growth 
and development in its lifecycle: (1) incorporation, (2) development and concentration, (3) diversification and 
innovation (4) rationalization, (5) contraction, (6) crisis, (7) sanction, and (8) liquidation. Zuberbuehler (as cited 
Tintor, 2000) differentiated between five phases: (1) development, (2) growth, (3) differentiation, (4) 
consolidation, and (5) liquidation. A company pass through each phase during its development and it is only a 
question of when a company will enter each phase, whether in the first year, third, tenth, or hundredth years; 
fortunate and successful companies may resist for centuries. 
       Crisis for a company may emerge from very different positions and situations. Some of the elements that 
cause a crisis are most often wrong decisions or management style. Many possibilities allow conversion of a 
successful business into an even more successful or an unsuccessful one, even to a company’s final breakdown 
or development of an unsuccessful company into a successful one. To know the state of crises and their 
numerous causes and indicators is required to avoid or contain crises. 
       Companies may become bankrupt for many reasons. Approximately 85 % of indicators point to the lack of 
capital. Approximately 85% of indebted companies struggle under the weight of high interest rates. 
Approximately 50% of companies did not anticipate or compensate for decreases in demand, approximately 
45% have demonstrated shortcomings in their accounting departments, and approximately 45% have no control 
over personnel costs (Hauschild, 1988, as cited in Tintor, 2000). 
       Clime and Schott (as cited in Tintor, 2000) researched public relations in crisis situations with specific 
accidental causes (the Hippenstiel- Imhausen affair, Sandoz AG, and others). The authors described five phases 
and possibilities connected therewith of negative effects: potential, latent, acute, ambivalent acute and 
irreparable acute crisis. 
       Hauschildt et al. (as cited in Tintor, 2000) assumed that crises exhibit the following phases: accumulation of 
causes, latent crisis, manifestation of crisis, and insolvency. In the phase of accumulation of causes, many 
symptoms manifest; that is, business problems that do not manifest the possibility of danger in their initial 
phases. Because of this, no corrective actions are taken, and the problems become deeper and more serious. In 
the second phase of latent crisis, the problems continue to pile up and grow deeper. Mutual interactions of 
problems become established and then combine to form a so-called explosive compound. However, their effect 
still does not raise sufficient alarm about the coming crisis. The existing problems at this point are visible only 
to the inner circle of experts. In the phase of crisis manifestation, the interaction of individual causes is 
amplified by what may seem to be an insignificant cause, which in turn activates the explosive compound. In 
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this way, the emergence of a crisis becomes known to a larger circle of business partners. This phase marks the 
destruction of assumptions of growing concerns and approaches breakdown. This creates conditions for clear 
manifestation of the crisis, which also nay be clearly reflected in accounting/financial reports. In the fourth 
phase, ambivalent acute crisis, possible outcomes (survival or breakdown) are revealed. The fifth phase, 
irreparable acute crisis, also is marked by great insolvency of the company. Pursuant to the provisions of the 
law, in this case, either bankruptcy or liquidation is initiated. 
 

III. THEORETICAL BACKGROUND 
 

       The term failures was first used during 1970s, and grew in significance during the recession years from 
1980-1982 during the explosion of problems and bankruptcies of big companies from 1989-1992.  
       It is difficult to determine whether more predispositions for failure exist in a young or an old company. The 
research on speed of decline of the companies was conducted in 1980 and 1990 by Dun and Bradstreet (Altman, 
1993) on a sample of 11,742 failed companies in 1980s and 60,432 companies in 1990s. In the 1980s, very 
small companies had a larger failure percentage in their first year of business, in first three years of business 
25.8% of companies vanished, and more than 50% of failures (53.6%) occurred in the first five years of 
business. The 1990s research showed that 9% of companies vanished within the first year of business; 31.4% 
vanished within three years of opening; and in first five years of business, a total of 49.8% of companies 
vanished from the business scene. The research showed that the first year of business is critical and many 
managers do not adapt to new business conditions. The research also showed that the managers of new 
companies need 3 to 5 years to establish a firm position in the market. Although the situation today is 
unpredictable and nothing can be said with certainty, the causes of failure and the experience of overcoming 
different crisis situations in the market has both value and meaning. 
       The Small Business Administration (SBA) Office of Advocacy concluded that two-thirds of new companies 
survive the first two years of business and stand a 50% chance of surviving the first five years in the market 
(Newton, 2010). Five years experience and the fight for survival in the market confer a much greater chance for 
successful continuation of the business. SBA research showed that only 2-3% of companies enter into 
bankruptcy after surviving five years in the market and that the business results are much better than indicated 
by previous research. After five years, the companies are more experienced, more firmly set in the market, and 
have better access to capital. 
       Crises always make companies disappear from the business scene; only the strongest survive. The recent 
crises fortunately did not have consequences as big large as the crises in the early 1980s and 1990s. The reason 
for this is that the largest portion of those crises relate to the dot-com companies. A large number of retail and 
telecommunication companies went bankrupt under Chapter 11 (Newton, 2010). 
       Dun and Bradstreet’s Business Failure Record (Newton, 2010, 31) found that 42.7% of retail trade 
companies disappeared in their first five years (see Table 1).   
 
Table 1. Age and Failed Businesses by Function (1997)  

 Agriculture, 
Forestry, 

and Fishing  
% 

Construction  
% 

Manufacturing 
% 

Wholesale 
% 

Retail 
Trade 

% 
 

Total 
% 

1 year    0.9 0.8 1.7 1.2 1.8 1.7 
2 years 3.6 3.4 6.4 5.9 8.1 6.2 
3 years 4.5 6.6 10.7 9.5 12.7 9.9 
Total 3 or less 9.0 10.7 18.9 16.6 22.6 17.8 
Total 5 or less 18.5 27.0 38.9 34.0 42.7 35.9 
More than 10 years   54.7    31.9 

 
33.0 34.7 29.4 33.7 

Total 100.0 100.0 100.0 100.0 100.0 100.0 
Source: Business Failure Record (New York: Dun & Bradstreet, Inc., 1998), p. 17 (Newton, 2010, p. 31). 
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IV. THE GOALS AND HYPOTHESIS OF THE RESEARCH 
 

       Research of this nature in Croatia is hampered because no one other than the participants in the bankruptcy 
procedure is permitted to see the bankruptcy documentation. For this reason, the present research was conducted 
using a database of bankruptcy procedures announced in the Official Gazette of Republic of Croatia and 
collected by author of this research. The sample consists of companies that completed the bankruptcy procedure 
in the last three years (2008-2010). The object was to determine in how many years and from which main 
business activities the companies ended in bankruptcy. 
       The working hypothesis is as follows:  
Less than 50% of companies in Croatia end in bankruptcy within first five years. To test the working hypothesis, 
two statistical hypotheses were used:  
 
H0 =  in Croatia > 50% of companies end in bankruptcy within their first five years, and 
H1 =  in Croatia ≤ 50% of companies end in bankruptcy within first five years. 
 

V. THE BASIS AND METHOD OF THE RESEARCH 
 

       The basis for calculation consists of cases completed within the last three years (2008-2010). The date of 
commencement is the date of initiation of the bankruptcy procedure, without consideration of the any 
preliminary procedures, and the date of decision on closure of bankruptcy procedure after the adoption of 
company’s final financial report. The only problem with calculation of time is the fact that bankruptcy does not 
in fact end with a decision on closure of bankruptcy because there are almost always pending litigations or the 
discovery of new assets that need to be cashed in, and so on.  
       The research was conducted on total of 472 bankruptcies: 88 were completed in 2008, 146 in 2009, and 239 
in 2010. All bankruptcies that were executed under a shortened procedure (initiated and closed in the same day) 
are excluded from this research. The age of the business is calculated from year of incorporation until the year 
of initiation of bankruptcy procedures. This research also does not consider companies that entered into a 
shortened bankruptcy procedure as a result of the lack of bankruptcy estate for settlement of bankruptcy costs. 
 

VI. RESULTS 
 

       Analysis and comparison of the samples of companies under bankruptcy indicated that 17.4% of 
companies in Croatia entered into bankruptcy within the first five years of their existence (see Tables 2 and 3). 
 
Table 2. Statistical Results 
  Frequency % Valid % Cumulative % 
Valid 1 82 5.4 17.4 17.4 

2 390 25.8 82.6 100.0 
Total 472 31.2 100.0  

Note: 
1 = Bankruptcy in first 5 year; 
2 = the rest 
 
Table 3. Descriptive Statistics 
 N Minimum Maximum Mean Std. Deviation 
Years of business 472 1 179 14.50 13.443 
Type 472 1.00 2.00 1.8263 .37928 
Valid N (listwise) 472     
 
 
       The tests confirm the alternative statistical hypothesis and the working hypothesis: less than 50% of 
companies in Croatia enter into bankruptcy within their first five years of operation.  
       The research also revealed that 22.67% of companies ended up in bankruptcy in years 6 to 10 after 
commencement of business, and 40.04% of companies ended in bankruptcy within the first 10 years of business. 
The majority of companies (59.56%) ended in bankruptcy after 10 years of business. One company that 
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manufactures paper and cardboard went bankrupt after 179 years of business. Many companies go bankrupt 
after 30 to 40 years of business. 
       Considering the structure of business activities, it is evident that most bankrupt companies are in trade and 
construction (see Table 4 and Figure 1). 
 
Table 4. Years of Business by Business Type (%) 

Activities < 5 6 ≥ 10 > 10 Total 

Manufacturing food 2.44 3.36 7.75 5.72 

Manufacturing clothing and footwear 4.88 5.04 4.80 4.87 

Manufacturing construction materials 6.10 9.24 5.90 6.78 

Other manufacturing 7.32 4.20 9.59 7.84 

Construction 14.63 11.76 14.02 13.56 

Trade 24.39 32.77 36.90 33.69 

Road transport  8.54 7.56 2.95 5.08 

Hotels, restaurants 9.76 5.88 3.69 5.30 

Other services 21.95 20.17 14.39 17.16 

Total 100.00 100.00 100.00 100.00 
 
 
 

 
Figure 1. Bankruptcy by business type in Croatia. 
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VII. 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.  
       Unlike research in other areas of the world, less than 20% of companies in Croatia end in bankruptcy within 
first five years of business. However, the capital market is still young and it will be interesting to perform the 
same research after 10 years to see in which direction Croatia goes. 
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