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Abstract

As a result of the research it was determined that, the main causes of bankruptcy in the current economic conditions is a
violation of financial stability; decline in business activity; significant debt; low liquidity assets, etc.; socio-economic consequences
of bankruptcy is the fall in GDP, the decline in industrial and other products; reducing the supply of goods and services in the mar-
ket; decline in innovation and capital investment; a negative multiplier effect and others; the main types of bankruptcy inherent in
national enterprises — a fictitious bankruptcy; deliberate bankruptcy; technical failure; real bankruptcy. In recent years, fictitious
bankruptcy is most typical for production assets of corporations that serves as cost centers; actual bankruptcy — in small and medium
business; it had been found, that the overall socio-economic consequences of bankruptcy in Ukraine are negative; it has been found
that, the nature of the relationship between bankruptcy and indicators of socio-economic development is fairly close, which suggests
that domestic enterprises are essential curative measures, measures of financial rehabilitation of enterprises; simplification of the
tax regime for small and medium businesses. The model of communication process of bankruptcy and socio-economic indicators of
Ukraine demonstrated a significant correlation between the present bankruptcy and tax revenues to the state budget. The impact of
bankruptcy on the overall economic development of the country is a scientific and reasonable, which makes recommendations for
further research.

I have proved the important meaning of bankruptcy in the treatment of various scientists. There were presented internal and
external causes of bankruptcy and its types. The next things were developed: the clarification of the external and internal in relation
to the subject of business factors affecting its activities; the order of the enterprise is declared bankrupt; the main socio-economic
consequences of the bankruptcy of enterprises in Ukraine.

The research results can be used in the planning of government measures to prevent the bankruptcy of enterprises and devel-
oping strategies to improve the socio-economic development. In future we plan to continue the study and to determine the nature of
the model applied to the process of bankruptcy and socio-economic indicators of Ukraine.
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1. Introduction

Today, bankruptcy shall be recognized as a common phenomenon. Bankruptcy is the reali-
zation of the company’s catastrophic risks in the course of its business, resulting in failure to meet
time-bound claims of creditors and fulfill budget liabilities. The main causes of this phenomenon
are the following: significant noncompliance with financial soundness of companies in case of ex-
cess of liabilities over assets; prolonged insolvency of the company; low liquidity of assets; signifi-
cant imbalance of positive and negative cash flows and others. Bankruptcy in the market economy
serves as a regulator “rejecting” unprofitable, inefficient and insolvent businesses. Nevertheless,
bankruptcy causes a number of negative socio-economic consequences, spread of unemployment
in the country being the most important of them. The growing number of liquidated and bankrupt
companies in Ukraine encourages finding ways to address this issue at the national level, in turn
creating the need to study the main problems and causes for bankruptcy of Ukrainian companies.
So, the issue of bankruptcy of businesses in Ukraine is undoubtedly topical.

2. Review of recent studies and publications

Topicality of the problem of bankruptcy in Ukraine is aggravated due to the crisis in the
economy. The results of theoretical analysis of present scientific achievements in the field of bank-
ruptcy have shown that modern scientists consider bankruptcy as one of the issues of theory and
practice of anti-crisis management. Besides, they specify the nature and reasons of bankruptcy and
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improve the mechanism of state regulation of the financial recovery of debtors and elimination of
bankrupt [1, 2]. The results of their proposals and improvements have been introduced in the pro-
cess of development of bankruptcy regulations. The similarities and differences in the bankruptcy
laws of Western and former Soviet countries have been analysed in numerous sources. Some re-
searchers [3—5] outline the problems of adaptation of national legislation in the context of European
integration. The numerous researches deal with this problem, but due to European standards in
economic terms, the issues of adaptation of domestic bankruptcy procedures have not been studied
completely, causing its topicality and necessity of in-depth investigation [6, 7]. However, the anal-
ysis of system consequences of the bankruptcy effects on the social and economic situation in the
country, changes in gross production and markets are not sufficiently studied by scientists.

3. The aim and objectives of research

The objective of the research paper is the analysis of the socio-economic consequences of
bankruptcy of domestic companies in the present conditions.

To achieve this aim it is necessary to solve the following objectives:

— to analyse the causes, criteria and factors of bankruptcy in the current economic condi-
tions of domestic enterprises;

— to identify and give appropriate characteristics to different types of bankruptcy arising
from business activities in the current business environment;

— to define results and socio-economic consequences of bankruptcy in Ukraine;

— to determine the level of link of bankruptcy process and socio-economic indicators of Ukraine;

— to develop a link model of bankruptcy process and socio-economic indicators of Ukraine.

4. Materials and Methods

Research methodology of the negative socio-economic impact of bankruptcy of the companies
in Ukraine includes the following methods: systematization and synthesis regarding generalization
of causes and consequences of bankruptcy, procedure for announcing the company bankrupt; system
approach, synthesis, induction and deduction — to identify negative social and economic consequenc-
es of bankruptcy for the economy of the state and to form a system of indicators evaluating these
negative effects; statistical analysis — to study the state of bankruptcy of the companies in Ukraine
and socio-economic processes in Ukraine; correlation and regression analysis — to study the impact
level of bankruptcy of the companies in Ukraine on socio-economic processes.

5. Result of the research

Unstable economic and political environment in the country, inadequate legal and tax reg-
ulations have increased the number of insolvent companies which go bankrupt, leading in many
cases to liquidation of such companies. Bankruptcy issues are particularly topical in times of finan-
cial instability. The subject of bankruptcy is a debtor which failure to cover its financial liabilities
is established by the commercial court. Individual structural units of the legal entity (branches,
representative offices, etc.) cannot be the subjects of bankruptcy [4, 8]. In analyzing the process of
bankruptcy of the companies it is important to understand the causes and consequences of bank-
ruptey (Fig. 1).

There are also internal and external factors with respect to the business entity affecting
its activities. External factors are the most dangerous due to the fact that the possibility of impact
on them is minimal, and the consequences of their realization can be devastating [9]. The main
ones include:

1) economic (inflation rates, tax rates and bank loans rates, exchange rates, income levels, etc.);

2) political — are caused by the actions and intentions of the central and local governments,
their attitude to different sectors, regions of a country and forms of ownership, various groups of
influence in public authorities and business administration;

3) market (trends in demographic situation, life cycles of products, competition, etc.);

4) technology — resulting from the impact of technological progress on the economys;
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5) social and cultural — those covering such phenomena and processes as the customs and
traditions, attitude to work dominant in a society, welfare, public education, attitude to private
business and the possibility of independent entrepreneurial activity;

6) International — related to the globalization of the economy, activity of multinational com-
panies, economic and military-political associations [10].

[ Reasons of bankruptcy ]
Internal External

J Types of bankruptcy: L

Real bankruptcy — full failure of the company to resume its financial
stability and solvency because of the actual loss of capital. The company is legally
declared bankrupt.

Technical bankruptcy — bankruptcy caused by a considerable past-due
accounts receivable and exceeding of these accounts receivable over accounts
payable, and the amount of assets considerable exceeds financial liabilities. The
company is not legally declared bankrupt, efficient anti-crisis management is
provided.

Deliberate bankruptcy — intentional creation of increase of insolvency by
the manager or the owner of the company, causing economic damage to personal
interests of other persons, deliberately incompetent financial management. All
elicited facts are nrosecuted bv criminal law.

Fictitious bankruptcy — deliberately untruthful declaration by the company
of its insolvency for the purpose of deceiving the creditors to get an extension for
fulfilling its liabilities or discounts on the amounts payable. All elicited facts are
prosecuted by criminal law.

[ Result: ]

Fig. 1. Causes and results of bankruptcy of a company
Note: composed by the author

The procedure of declaring the company bankrupt is the following:

1) the procedure of establishing the fact of the debtor’s insolvency and the creditor’s claims
cogency (if it/he is the initiator of filing a suit);

2) identification of all creditors and potential insolvency turnarounds;

3) readjustment (if possible) or drafting a settlement agreement;

4) finding a debtor bankrupt;

5) the procedure for satisfying the creditors’ claims by liquidation of the debtor’s property
assets [11].

The consequences of finding the company bankrupt are the following;:

1) termination of business activities;

2) transition of the title in the bankrupt’s property of its/his property rights and responsibil-
ities to the liquidation committee;
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3) all the bankrupt’s debts are deemed due;

4) accrual of penalties and interest on all types of debt is terminated;

5) transaction to sell the property may be deemed invalid three months before the date of
application for bankruptcy and up to a year, before initiation of a case on the sale of property or
taking liabilities that led the company to the state of crisis;

6) funds raised by a liquidation committee from the sale of the bankrupt’s property are
transferred to satisfy creditors’ claims [12].

As to the consequences of bankruptcy, they are unfortunately disappointing, but that is due
because our legislation is aimed not at overcoming the crisis but at the liquidation of the compa-
ny [7]. The consequences of bankruptcy for businesses of Ukraine are considered in terms of the
following key trends (Table 1).

Table 1
Socio-economic consequences of bankruptcy in Ukraine
Item No. Consequences of bankruptcy
1 Decline in GDP. Decline in the production volume of industrial and other products causing a GDP decline
2 Decreased supply of goods and services in the market causing the increase in imports.
3 Decline in innovation and capital investment volumes
4 Reduced tax revenues from companies (income tax, excise tax, etc.)
5 Reduced funding social and cultural spheres due to reduction in tax revenues.
6 Reduced jobs causing increase in the unemployment rate
7 Formation of a negative multiplier effect

Note: composed by the author

Reduced number of businesses primarily causes: decline in total production volume which
adversely affects the GDP of the country as a whole and GDP per capita particular, in addition
commodity supply in the market declines significantly reducing commodity segments and can lead
to increased dependence on imports. Drop in capital investment in terms of accumulative values
and partial drop in the rankings of making business in the country are obvious. Technically, the
decrease in the production volumes of a company may affect tax deductions to the state budget
and therefore adversely affect budget expenditures. In addition, the situation in the labour market
become aggravated and drop in purchasing power may be observed. All these trends lead to overall
adverse socio-economic multiplier effect.

Accordingly, let us present trends in key indicators of socio-economic development of Ukraine
for the period from 2010 to 2016 that can characterize improvement or worsening of socio-economic
situation. In our opinion, the most important of them include: Real GDP per Capita, Industrial Pro-
duction Growth Rate, Industrial Production Sales Volume, Tax Revenues and State Budget Expendi-
tures, Unemployment Rate (Table 2).

The deviations show that the values of Real GDP (in USD) per Capita and Industrial Produc-
tion Growth Rates declined, that should be interpreted negatively. Nevertheless, Unemployment
Rate declined. Rather, these results are associated with the establishment of many new businesses
that are still at the early stages of their life cycle. Let us examine the dynamics of bankruptcy and
liquidation of Ukrainian companies from 2010 to 2016 (Table 3).

It should be noted that the number of businesses during a certain period of time substantially
reduced, while the number of bankrupt companies increased, though slightly. The largest number
of bankrupt companies is registered in 2011 and 2014. Attention should also be paid to the share
of businesses that were unprofitable, because due to systematic loss they are subjected to risks and
will be found bankrupt in future.
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Table 2
The main indicators of economic and social development of Ukraine

Deviation

Years 2010 2011 2012 2013 2014 2015 2016 (2016-2010)

Real GDP (in USD)

per capita 2974.0 3570.8 3856.8 4030.3 3014.6 2115.4 2234.4 —7039.0

Industrial Production

Growth Rate. % 119.7 104.9 123.2 102.0 111.9 119.9 101.2 -18.5
, /0

Industrial Production
Sales Volumes, 402.9 1365.6 1939.1 2242.6 2530.3 2597.2 3536.3 3133.4

min. UAH

Tax Revenues to
the State Budget, 179.5 261.6 274.7 262.7 280.2 409.4 502.6 323.1
mln. UAH

State Budget
Expenditures, 225.8 238.6 271.2 287.6 299.6 402.9 511.6 285.8
mln. UAH

Unemployment Rate
in % to the working age 20.1 239 19.5 214 19.7 20.9 18.2 -1.9
population

Source: [8, 13]

Table 3
The dynamics of bankruptcy and liquidation of Ukrainian companies from 2010 to 2016
Deviation
Years 2010 2011 2012 2013 2014 2015 2016 (2016-2010)
_ Numberof - ag0 010 375605 364,935 393327 341,001 343440 343477 35,333
business entities, units
Number of bankrupt =5 ggq 3488 2801 2,655 3488 3399 3409 521

business entities, units
Share of bankrupts out _
of the total number, % 0.8 0.9 0.8 0.7 1.0 0.9 1.0 0.7
Companies at a loss, % 46.3 42.6 37.0 35.0 34.5 26.7 333 -13.0

Source: [13]

5. 1. Research findings

As one can see, socio-economic consequences of bankruptcy of the companies in Ukraine
are negative. Reduced number of businesses causes a reduction in production, which in turn causes
the decline in gross domestic product, increased unemployment rate that requires additional pay-
ments, reduced tax revenues, etc.

Therefore, it is useful to mention the main problems of bankruptcy of Ukrainian companies:
imperfect legislative framework for regulating bankruptcy issues, which, despite reforms, requires
revision; lack of any public statistical and analytical data on the dynamics of bankruptcy in Ukraine
(excluding paid sources) to assess the real scale of the phenomenon and understand the urgency of
solving the problem; insufficient government control over bankruptcy of the companies in Ukraine
and implementation of measures to reduce it; lack of methodology for determining and preventing
bankruptcy of companies by the types of economic activity; lack of government support to insol-
vent private companies; lack of counseling centers to help insolvent companies; lack of funds and
qualified professionals to create separate divisions for crisis management in the company [7].
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Based on the above data we would graphically represent relation of unprofitable and bank-
rupt companies (Fig. 2).
——Share of bankrupt companies, %
——Share of unprofitable companies, % 08

] 08— 463
1 0,9 &L 42,6

\q( 34,5 35 37

33,3 ,

2010 2011 2012 2013 2014 2015 2016

Fig. 2. Relation of unprofitable and bankrupt companies
Source: [8, 13]

As we see, the close relation is observed in 2011 and 2014. The largest number of companies
declared bankrupt was recorded in these years. To determine the effect of bankrupt companies on
the economic and social development of Ukraine the correlation analysis is carried out. Correlation
factor (r) is calculated by the formula 1:

r,=>d +d Y d+d. )

The calculated factors are formed in Table 4. When interpreting the results of correlation
analysis, the error is p>0,70.

Table 4
Closeness of relation of the bankruptcy process and indicators of socio-economic development of Ukraine

Real GDP Industrial Industrial Produc- Tax Revenues State Budget Unemployment level
Indicators (in USD) Production tion Sales Vol-  to the State Budget, Expenditures, in % to the working
per capita Growth Rates, % umes, min. UAH min. UAH min. UAH age population
m*c_ 1843.788 22.393 2441.8 265.943 250.755 4
m"‘csy 856.906 856.906 856.906 856.906 856.906 856.906
Pearson
Correlation 0.611 0.196 0.388 0.505 0.415 0.023
r
xy

Note: composed by the author

As one can see, there is always relation of the process of bankruptcy with indicators of
socio-economic development of Ukraine, the indicator of GDP (r=0.611 with p<0.05) and the in-
dicator of GDP tax revenues (r=0.505 with p<0.05) are particularly exposed. This is schematically
shown in Fig. 3.

Relation of the bankruptcy process with industrial production growth rate and unemploy-
ment rate is slight, but still exists. Moderate relation is observed with the indicators of industrial
products sold and expenditures of the state budget. There is a significant relation between bank-
ruptcy and tax revenues to the state budget. And the rate of Real GDP per Capita is adversely
affected by the process of bankruptcy of the companies in Ukraine to the largest extent that should
be interpreted negatively. Thus, the effect of bankruptcy on the overall economic development of
the country is scientifically justified.
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Real GDP, USD
084,60

0.6

Unemployment Rate, % Growth Rate, %

0,186

0415 0,388

State Budget Expenditures, min.UAH Sales Volume, min. UAH

0,505
Tax Revenues, min.UAH

Fig. 3. Relation of bankruptcy process and indicators of socio-economic development of Ukraine
Note: composed by the author

6. Discussion of the results

In research, the following methods have been used: theoretical generalization, system-
atization, correlation analysis, modelling that are reliable and have significant benefits. They
helped to prove that growing number of bankrupt enterprises has a significant impact on the
deterioration of the socio-economic development of a country in general, and conversely, the
complications of conditions of small and medium businesses by the state, increase of the mini-
mum wage trigger the process of closing or elimination of the business, i. e. it stimulate bank-
ruptcy processes for entrepreneurs. The results of the research may be used in the planning of
government measures to prevent the bankruptcy of enterprises and developing strategies for
improvement of the socio-economic development of a country. In future, we plan to continue
the study and to determine the applied nature of the developed link model of bankruptcy pro-
cess and socio-economic indicators of Ukraine.

7. Conclusions and recommendations for further research

During investigation, the following results have been determined:

The main causes of bankruptcy in the current economic conditions is a violation of financial
stability; decline in business activity; significant debt; low liquid assets, etc.;

Socio-economic consequences of bankruptcy is the fall in GDP, decline in industrial and
other products; reduction of the supply of goods and services in the market; decline in innova-
tion and capital investment; formation of negative multiplier effect and others. The overall socio-
economic consequences of bankruptcy Ukraine have been found out to be negative;

The main types of bankruptcy inherent for national enterprises are fictitious bankruptcy;
deliberate bankruptcy; technical failure; real bankruptcy. In recent years, fictitious bankruptcy is
the most typical for production assets of corporations that serve as cost centres; actual bankruptcy
is observed in small and medium businesses;

The relationship between bankruptcy and indicators of socio-economic development has
been found out to have close nature. It shows that domestic enterprises are in necessity of curative
measures, measures of financial rehabilitation of enterprises; simplification of the tax regime for
small and medium businesses.

The developed link model of bankruptcy process and socio-economic indicators of Ukraine
has demonstrated a significant correlation between the present bankruptcy and tax revenues to the
state budget.

The impact of bankruptcy on the overall economic development of the country is scientifi-
cally justified giving the ground for further research.
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