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Abstrqct

The problem of insolvency and over-indebtedness has longbeen ytresent in most

oJ tbe world economies. Number of insoluent businesses, as well as the value

of unsettled obligations bas been steadily rising in the past decade. On the

other hand legal business environment framework is considered to have an

important Jacilitating/limiting role in treating tbe problems, arising from the

situations oJ insoluency and ouer-indebtedness oJ businesses. The insolvency

legislation and monitoring as an essential part of such frameworb belongs to

the most dynamic fields of contempordry research interest.

Tbe goal oJ this paper is to detect the most reformative national economies of

the European [Jnion in business insoluency management dealing with speedi'

ness and cost mdndgement of tbe resolution ?rocess. That sbould reueal tbe

Jeatures of a business environment as a platjormforfindingbetter indebtedness

md n age m e n t p os s ib ilit ie s.

The methodology entails using World Bank data on effciency in resoluing in-

solvency across all EU national economies in the period of 12 years. Scoring

system is deueloped and applied to the data.

:x has been supported by the Croatian Science Foundation under the project 6558 Business

: .:sonal Insolvency - the \7ays to Overcome Excessive Indebtedness.
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As a result, the countries are ranked- accordingto the intensity of their reforn,.'.

tiveefortsinthefietdoJinsolvencymanagementinthereseorchedperiod'Tl::

JeatwesoJthehighestronkingcountrieswillbeanatyzed'asthebestpractice:
oJ focititating role oJ such frameworks'

Keywordslinsoluency,businessenuironment,resoluinginsolvencyindicator:

JEL Classific ation: P 47, P 52' G33

1. INTRODUCTION
Economic and social outcomes in each national economy are largely inllu-

enced by the conditions, which form the business environment within whici

companiesoPerate-Political-legalbusinessenvironmentsectorconcernsshifts

,.rd .hrng", ir, ,"golrtio'-' "nd 
ii''stitotions that governments set as a framewor':

for a business activity. Today entrePreneurial economy is regarded aS Inexns t1:

solving both, growtLr and unemployment issues in modern societies. Therefoi'

an attiactivepoliti."l-1"gal business environment sector is the one that enhanc-

es and not constrai,-r, "i""p'""eurial 
activity' This research applies such busr-

ness environments ,ppror.h ro the Part of its political legal segment concernir'-:

ever-growing problem of insolvency and over indebtedness of business entities.

Thi, i dorr" by elaborating possible synergy of different government-driven re-

forms with resolving insolvency management improvements'

This paper focuses on the comParative analysis of the resolving insolvenc'"

indicators of EU countries in last decade (zoo3-zor4). Th" goal of the paper -:

to investigate whether the resolving insolvency conditions in researched ecor-ic-

mies evolve from regularing to stimuladng conditions, Methodology used in th'

paper is based on irrr"rp."iation of seconda ry data collecred by world Bank i--

rheir Doing Business p.o.j".t. The results for 28 EU countries are gathered, pre-

sented and reinterpreted in search of most reformative practices of insolvenc',

treatment in Europe.

2. BACKGROUND

Themostimportantpartoftheaggregateindebtednessoftheeconomyisrh;:

of non'finan.irl "rrt".pti'es 
(Yankov; 2OL4'40)' At moderate levels debt impro''e'

we|fareand enhance, g,o*.h. The levels of corporate debt above 90% of the GD|

aregenenl|y.o,,ld","daSthepointwhenindebtednessimpacrtoeconorl--..
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-- ::1 rurns from neurral ro negative (Cecchetd et d..; 2o0l). Over-indebtedness
- - : :he only cause of insolvency but it is cerrainly rhe most important one. At

.' : -:ir1e time, without an exception, over-indebtedness is permanent companion
"-:--,-rrreDor to insolvency. Dealing with insolvency and over-indebtedness has

. -::-e an imPortant task of regulators for several reasons. There is evidence that
- -,:1i national insolvency management solutions give incentive to enrrepreneur-
' - Cirmizi et al.; 2070) - Further, evidence supporrs strong reladonship between
' -. ency framework rhat enables failing firms to efficiently exit with improved
' - .:..ss success ofrenascent entrepreneurs (Stam etal.;2008,502),

-- :ferent studies have shown positive effects of efficient insolvency treat-
- , -: :o several growth boosting phenomenar credit market development, prob-

, - .' of tim ely repaymenr, lower cost of debt, reduction of the business failure
- : re lr€r loan rerms, higher bank recovery rares (Araujo et. al.;2o72,Klapper;
- -'-"Ctrmizieta7.;2010,Msaria;2009).Thefearuresofrhewell-functioning
'---:; insolvency management framework arer speediness, low costs (differ-
' . .'3es: court, insolvency administrators, Iawyers, assessors, auctioneers etc.),
. -.: recovery rate for creditors , andhigher rate of the most favorable outcome

.:r:ruarion of operation). Gradual shift in the focus of national resolving in-

.rcv methods from dealing with bankruptcy and liquidadon proceedings

.:ls restructuring and rcorganization proceedings is an attempt to save vi-
-. . :usinesses as going concerns (vukovii & Bodul; 2014b,50). This shift
,i.,-:s social sensitivity of European regulators wirh preservation of jobs in
- .: ,Vukovii & Bodul;2014a,34),

i" iany of the narional insolvency regimes in the world including EU countries
- - , -r from the described desired level of efficiency, The need to reform exisring

, - -"'ency practices can be further argued by the fact that. in some of the EU
-:-:ries (croada) bankruptcy proceedings can last up to 10 years and can cosr

- : t 9 0%o of the debtor's estare value ( Toma s Zjkov ii et al.; 2or4a, 3 1 g). Given
- . resolving insolvency management framework must be continuously molded
- : :eshaped in every aspecr that affects rhe ease of solving over-indebtedness

- : -:iem in a modern economy which then in turn enhances economic growth
- - : employment creation as major goals of every national economy.

:. METHODOLOGY
r'\'idely accepted measures of the ourcomes of insolvency proceedings are

'-:se developed by world Bank in their Doing Business reporrs. The project

771
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started with the report in 2004 and is issued since then on a yearly basis. I: .
panded in both number of indicators followed (from24 in2004 to 36 in f '. -'
and number of economies covered (from 132 in2004 to 189 in 2015). O-.
the fields covered since its inception is Resolving insolvency, until 2011 ri:r: -

Closing a business- Change in name refects the above mentioned transirrc -.

focus that accentuates survival rather than piecemeal sale of business. ^--,:

measures are present since 2005 and they represent three different desire; :. -

tures of resolving insolvency outcomes. These arei time required to r€co\/e : i: .

measured in calendar years (speediness), cost required to recover debt meas -t, -

as percentage of debtort estate value, and recovery rarc for creditors lrle!-j *r: -

as percentage of their claims recouped through reorganrzation, liquidatri.

debt enforcement (foreclosure) proceedings- Methodological scope of th. :

indicators reaches out into various features of resolving the creditor I i. -

regimes (including restructuring, bankruptcy, liquidations, and foreclos-,,

(Tomas Zikovii, et. al.; 2Ol4b, 569), For the purpose of this paper, whic:

study the dynamics of the reforms of resolving insolvency managemenr -: I
countries, the mentioned three indicators will be taken into consideratio:-

Scoring methodology is developed which evaluates the rate and direc;, -

change in the studied indicators. Relative change is scored from0-5,0 n:e': --

no change in indicator in comparison to the previous year's results. Score. -': *

7-5 arc assigned as followsr 1- change in range from +0 - 20o/o;2 - 27 - -
3 - 47 - 600/o; 4 - 6l - B1o/oand score 5 - for change in range from 81 --
and more. Positive or negative score denotes the direction of change, tt'hr;: . -'

be either in sense of more stimuladng or more constraining resolving insc-, . -

management changes. Indicators arc aggregated and 6nal reform score ,j :

tained by adding up single indicator scores.

There are two main limitations of this approach. First, the scoring.,'-.
discrete and therefore does not allow for fine-tune differences, for exarn:..

tween results such as 20% change which has score 7 and27% which has -.: - , , -

Second, all single indicators are given the same importance that also lir:--:, -,

in-depth understanding of the researched topic, especially bearing in m:.',: --

the third indicator entails (to a certain extent) the effect ofthe second in;-:.

4. RESULTS AND DISCUSSION
The results that follow try to capture both quantitative and qualira:, , -

mension of reforms being implemented on resolving insolvency in EU : " -"

-7-74
ttz_
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, ,. Quantitative measure takes in account number of years (dmes) a country
. ', 

- ;uced reform(s) in field of national insolvency management in the period

,ae consecutive years (only those reforms making it easier to do business

. .-!en into account). Reformative efforts of EU countries are compared to
' . .,.ial number of reformative efforts worldwide each year in question. The

- ::ies that reforme d in a particular year are listed.

. . : -e 1 Reformative efforcs in resolving insolvency

Year

No.of
reformed
cormtries

world

17

13

l0
141

No.of
reformed
countries

201 1

2012
20t3
2014

Total

Refonned colultries
(ELr)

Fmnce, Italy, latvia, Rormnia, Slorak Republic

Croatia, Delrurk, Hmgary, Ital,v, Portugal

Bulgaria, Crech Republic, Finlmd, Gemany,

Greece, latvia, Poland, Porrugal

Estonia, France, Geruny, Lidrmnia, Poland

Belgituq Crech Republic, Estonia, H*gary,
Intvia, Lithuania, Romnia, Spaiq United
Kingdorn

Amtria, Bulgaria, Demrk, France, Italy, I€tvia,
Lirhmnia, Poland, Romia, Slorenia

Gemy, Greece, Lidrunia, Poland, Portugal,

Slovak Republic, Slovenia, Spain

Croatia, Ita!
Slovenia, Spain

, : .ruchort calculations, based on World Bank (2007 -2014)

--: data presented in Table 1 indicates that reforms that take place in EU

- ::ies are a significant share of all reforms in the world, ranging fron; 75%

, , -: rc 56% (2010), io average 3B%.The largest number of reformative ef'
--, :-r!h: worldwide (29) andEu (10) aredercctedin2}ll.Common features

-,:"encl reforms in the past decade include passing new bankruptcy laws,

- :, :rng reor ganization proceedings, eliminating formalides and tightening
- , -:rirs of insolvency proceedings, regulating the qualifications of insolver-rcy

--...:srrators and strengthening the rights of secured creditors (WB;2013,
' - ' i.-B; 2074, 11,4). In the past nine years four countries have introdu ced re'
'- : :our times (Italy, Latvia, Lithuania and Poland), six countries three times

: "--:e, Romania, Slovenia, Germany, Portugal and Spain)- Six EU countries

- .,-rr introduced any resolving insolvency reforms in this period: leaders in
r:iq insolvency management with excellent starting values of indicators in

/t5
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2003tkeland, Netherlands and Sweden, and Luxembourp Cyprus' and

that were later included in data set (2008, 201-0, and 20!3 tespeccively)'

reforms typically work out. Recovery rates for bankruptcy claimants (c

tors, workers and government) are significantly higher for the reformers'

controlling for country income levels. Rationale behind this relationship is d

reformed t*r,krrrpt.y regimes allow viable businesses to solve a short-term

quidity crisis, anJ insolvenr businesses are rapidly liquidated (WB; 2006, 6-

In the table that follows srarring and ending values of indicators in the

series are presented. Positive arrdnegativechanges are highlighted'

T,rble 2Resolving insolvency indicators (time in yearsi cost and recovery in

Soarce: World Bank (2004'20L4)

Recovery Recovery

flt'st last

86,2 .8911
zq,,zt:::,t';i;;ii*
26,1 3l

',o,7:;:,;,:,:,: 7I

59.8 87

qo ) 9O-2

46,6 77

50,3 8

45,6ti;:.,t;#

:..';r:r :a...r,:

98,9i,,i+:;:
43,5

85,i:1t::1:t,:: 8;.'1

83,4t),':::.#ii'i
73,2 76,1

41,6 44

39,2 39,
86,2 88,

68,2!i!t:;tt;i:j:4
69,9 72,2

6.9 30,

39,6 54

189
18 15

15 15

18 1C

44

38 17

88

38 1

15 15

t,3 1,1

0,9 0,9

3,8 3,3

3,i 3,1

1,2 .... ..... ..1.,2
2,2.j:..::::li!fi

l, 2 
a,,, :,,,,,:,,,: :,.!:4

7,2-":n:,:;;!;!

1< " '?

1,5 1

9,2 2,r
/.) I

33
0,9 0,

2,4 1,

2,6 2

4,8
a

).1 L

1,5 1,5

11

Finland
France
Germany
Greece

Hungary
Ireland
Itaty

Lithuania
Luxembourg***
Iv{alta* 'i**
Netherlands
Poland
Porrugal
Romania
Slovak Republic

T,ast : 20151 First : 2004 (time, cost); 2005 (recolery) fol all countries cxcePt *! +*j ***, ****

obscnation * 2010; ** 2005; *x* 2008; **** 2013

774



le dara presented in previous table gives evidence that EU countries have

-::oved framework of resolving insolvency (time shortened from 2,4 to 2

:.:S. cost lowered fron 73,1o/o to 70,4% of debtor's estate, and tecovery rate

- --:.ased from 55,60/o to 62,1% of creditor's claims, in average). Significant dis-

. : . :.rncies are evident among countries. Seven countries have not improved any

: ::e indicators, and five have improved all of them. Looking at each indicator

..: :.:ately,nine counrries improved and six countries worsened in dme required

-. :scover debt. Eleven countries lowered and the same number raised cost to

-:ilier debt. The most number (18) of posirive changes are evident in higher

" : --,-\'ery rarc for creditors, where nine countries worsened in that indicator.

Scoring methodology was applied to data available in 72 yeats time series.

-.-:refore scores caPil;rethe dynamics of reformative outcomes in the observed

-.::od (Table 3).

-able 3 Resolving insolvency reformative scores

Time Cost Recovery Total Country Time Cost Recovery Total
-:-h
: :: rblic
: .: r enia

Itmmk
.:lCe

::many
l-:mmia

:oatia
:-:itria

l:rsaria
3;lgium
::nuaryr

-xembourg

1

4

2

0

-1

0

I
1

0

0

0

1

2

0

11

7

2

5

9

t2
1

1

i
J

0

3

2

1

3

2

6

2

2

0

-3

0
J

2

0

-)

0

ln
t1
12

9

9

8

7

5

4

3

3

j

3

2

2

Malta

Poland

Estonia

Netherlands
United
Kingdom
Italy
Cyprus

Ireland

Lithuania

Finland

Greece

Latvia

Spain

1

4
1

1

02-2
-2-23
00-2
0-1-1
-6 10
0-60
-3 -1 -2
-i -3 -2
-1 -4 -5

0

-4
0
4

0

1

-1

-5

1

1

0

0

0

-1
a

-2

-6
-6
-6

-10

Total oi-412 7l

$tnce: Author's calculadons, based on World Bank (2004'2074)

Czech Republichas the highest total reformative score.There are two reasons

for rhat. First, in 2004 Czech Republic bankruptcy Procedures ranked among

ten slowest and most expensive in the wodd. Such low starting Position made

it possible that two Czech reforms (2008, 20L0) had an outcome of 20 score

points (all three indicators improved significandy). Second refects the positive

effects of the two implem ented, comprehensive reforms. In the beginning of
2008 the Czech Insolvency Act took effect.The law introduced feorgauization
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as the prcfened method for resolving insolvency, mandated stricter deadline.

established an electronic insolvency register and set new gualification standar;.

for trustees (WB;2009, 55).In its second rcformin20L0 theCzech Repub_:

made it easier to deal with insolvency by introducing further legal amendmer-:.

to restrict setoffs in insolvency cases and suspending for some insolvent debrc:.

the obligation to file for bankruptcy (WB; 207I,136).

Second most reformative country is Slovenia with three implemented refo.:
(2011,20L2, and2074).In 2011 Slovenia simplified and sreamlined the ins:.

vency process and strengthened professional requirements for insolven cy adrr.- .

istrators. Next Slovenian reform involved strengthening its insolvency proc.:

byr (1) requiring that the debtor offers creditors payment of at least 50o/o oi -.- '-

claims within four years; (2) glinggreater power to the creditors'commitree ::. -

bankruptcy proceeding; (3) prohibidng insolvency administrators from ailor,..:. .

relatives to render services associated with the bankruptcy proceeding; ani -
establishing fines for members of management that violate certain obligatrons . "

prohibitions (WB ; 20L3, 742). In 20 14 Slovenia inroduced a simplified reo. -:.
nization procedure for small companies and preventive restructuring proce; --
for medium -size and large ones. It also allowed creditors greater participatic ..-- '

the management of the debtor. The last novelty was establishing provisions

an increase in share capital through debt-equity swaps (WB; 2075,163).

Denmark took the third position with its two implemented reforms ii - . -

and 2011)- Through first reform Denmark granted the courts more por\'.: :

oversee trustees and make sure they act efficiently. This resulted in shorre-..-

bankruptcy proceedings (WB; 2008 , 56).In 2011 Denmark introduced ...

rules on company reorganization which led to elimination of the suspens:- -

of-payments regime. (WB; 2072, 68).

At the other end of the reformative spectrum are those countries tha: .

perienced either moderate negative changes in the value of all three indic:.: -

(Greece and Latvia), or countries with several stagnant indicators and se',.-,
worsened ones (Spain and Finland). Finland deserves special attention. l:. -

dicator of recovery (that did not change) has the highest value in EU (9t -
and its time value is second best (0,9 years) in the whole period. Only the -'

changed, but it changed from the lowest level(7%) at the beginning of obs., . :

period rc 4'/o, which is also the lowest level of indicator in the last obsen ei ' . -
Therefore in case ofFinland scoring results are not representative.
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CONCLUSIONS
r---;iency in resolving insolvency as a feature of nadonal business environ-

* : -..-< is observed by using three indicatorsi time to resolve insolvency proceed-
' : -rsr to recover debt as percent.age of debtort estate value, andrecovery rate
' ,-::Jitors as percentage of their claims. Observations of 28 EU countries

- -r-,.,: the period from 2003 to 2014 are subjected to the scoring methodol-

: ::sed on dynamics of change in order to form partial and total reformative

::s fbr particular countries and other derived insights-

-.:tbrmative efforts in resolving insolvency can be labeled as very strong be-

- -;. ail observed indicators are improved at the EU level, the total reformative

, . :- is also positive, the most of the countries have introduced some insolvency
" , , - ::-rs and the number of European reforms exceeds one third of the reforms

.- :-:e rvorld. Still, all reformative scores do not record total positive outcome,
-:::.:lv cost to recover debt records negative total result- Recovery rate records
- - : :ighest reformative score.

3elgium, Finland and Ireland are leaders in resolving insolvency indicators

- : Czech Republic, Slovenia and, initially best positioned Denmark are de-
-: -'::d as the most reformative countries. Analysis of the practices in the most
- ,:-':mative countries reveals the most important directions in improving insol-

,,---r'proceedingsr simplification of the procedure, introduction of provisions

: -cilitate the restructuring of the company and to prevent abuse of the bank-
- -::cy proceedings, and encouraging the active role ofcreditors.
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