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Abstract

The study is an invitation to reflect on the leading (internal
and external) causes of the crisis for SMEs while taking
their corporate age into account, and act as a useful tool
when identifying the critical areas that require interven-
tion to prevent or mitigate the crisis. A questionnaire was
administered to the legally appointed bankruptcy trustees
that managed 228 bankruptcy procedures. Descriptive
statistical analysis and exploratory factor analysis have
been employed. Data shows that planning activities, gov-
ernance, and ownership issues (as internal factors), in
addition to economic and industrial crisis (as external de-
terminants) are recognized as a prerogative for a firm bank-
ruptcy procedure activation. The main limit concerns the
reduced sample size due to challenges in the data gathering
process while also considering the “bankruptcy status” and
the reference context; these are characterized by small-sized
enterprises, hilly and mountainous landscapes, and fairly
secluded locations with poorly developed infrastructures.
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1. Introduction

The current economic, social, and political system is facing numerous
challenges due to the COVID-19 pandemic. Society is experiencing social
distancing and isolation, public health systems are showing their strengths
and weaknesses, and governments are providing recovery programs. In
the meantime, small and medium-sized enterprises (SMEs) have been ex-
tremely affected by a supply and demand shock, causing, in turn, liquidi-
ty shortages. Forecasts show dire projections. There is a possible risk that
over 50% of SMEs will not survive in the short term, especially due to li-
quidity shortage, and it has been estimated that SME unemployment will
reach about 60-70% . That being said, in all OECD countries, SMEs repre-
sent the vast majority of companies where a widespread downfall of these
enterprises will lead to a global reduction of economic and social growth
prospects (OECD, 2020).

In Italy, SMEs provide 66.9% of overall value-added, surpassing the EU
average of 56.4%, with an employment rate of 78.1%, compared to the EU
average of 66.6%. The share of employment generated by SME:s is even hi-
gher in micro firms, which provide 44.9% of employment compared to the
EU average of 29.7%. Moreover, these enterprises have been affected the
most in terms of the drop in demand, problems along the supply chain,
and/or transport/logistics (European Commission, 2019). Compared to
larger companies, SMEs show less resilience and flexibility when dealing
with the costs these shocks entail, and these companies can rely on fewer
tangible and intangible resources, facing the worst conditions in acces-
sing capital (Quintiliani, 2017). Therefore, the SME survival rate is lower
compared to larger companies (European Commission, 2019). The recent
reform of the Italian bankruptcy law has approved the “Crisis and Insol-
vency Code” with Law 155/2017, aiming to provide significant changes to
the discipline of corporate crisis and insolvency. This legislation was ex-
pected to come into force in September 2021, but has been postponed one
year because of the COVID-19 pandemic.

Several studies have investigated the causes that lead to the failure of
a firm, in particular: management/entrepreneur features, company cha-
racteristics, reference environment, corporate governance, relationships
with stakeholders and corporate policies (Altman, 1968, 1984; Thornhill
and Amit, 2003; Ciambotti, 2005; Ciampi and Gordini, 2013; Ciampi 2015,
2017, 2018; Gabbianelli, 2018; McNamara et al., 2017).

Notwithstanding the growing interest in enhancing the theoretical
foundation and the practical approach to a firm’s crisis, studies providing
a comprehensive investigation into crisis origins in SMEs are still scarce.
This study tries to fill the existing gap in the literature which examines the
external and internal causes of bankruptcy in Italian small and medium-
sized enterprises, while also factoring in corporate age.
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Therefore, this study wants to bridge the divide between theory and
practice. This research investigates the determinants of the bankruptcy of
SMEs within the January 1994 - November 2017 time frame that filed for
bankruptcy at Urbino’s Bankruptcy Court.

A survey was administered to the 228 bankruptcy trustees . It was de-
signed to gather background information on the firms, along with data
pertaining to the external and internal causes of bankruptcy. Hence, de-
scriptive statistical analysis and factor analysis were employed to identify
the main financial distress factors for Italian SMEs.

Therefore, the research formulates the following question: (RQ1) What
external factors determine the crisis of SMEs? (RQ2) What internal factors
cause the crisis of SMEs? (RQ3) Is there a correlation between the firms’ age
and specific causes of the crisis?

This paper can be considered original for several reasons: it tries to map
the causes of the crisis for all SMEs that were declared bankrupt by a speci-
fic court; moreover, it tries to investigate the association between the firms’
age and the causes of the crisis, given that previous studies consider firm
age only as a variable to predict SMEs’ default (Zanda and Lacchini, 1995;
Abdullah et al., 2016; Lugovskaaya 2010); finally, the results are interpre-
ted considering the actual COVID-19 crisis and the chances of survival for
most SMEs, trying to suggest public interventions to support SMEs.

This paper is structured as follows. Section 2 reviews the literature on
factors influencing the firm’s failure. Section 3 describes the research me-
thodology, then section 4 presents the findings, followed by a final discus-
sion and conclusion.

2. Literature background

The Italian “Crisis and Insolvency Code”, ultimately approved in Fe-
bruary 2019, was created to promote better conditions for creditor satisfac-
tion, as well as safeguarding entrepreneurs’ rights by helping overcome
the crisis (Riva and Comoli, 2019). Among the interventions envisaged, the
Code provides a legal definition of the “crisis” concept and introduces a
compulsory early warning system to detect symptoms before the onset of
the crisis.

The term “crisis” refers to a situation in which a company faces nu-
merous challenges in terms of economic and financial difficulties that in-
crease the probability of insolvency brought on by a cash flow shortage,
which, subsequently, leads to a future inadequacy to comply with the pre-
vious obligations (Carter and Van Auken, 2006; Poli, 2020). Furthermore,
the corporate crisis is characterized not only by economic distress but by
inadequate strategic and managerial approaches on behalf of the gover-
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ning bodies that undermine the firm’s survival (Ciambotti, 2005; Cesaroni
and Sentuti, 2016). Strategic monitoring must be periodically carried out
to verify the company’s health, through the control that should be adap-
ted according to the degree of turbulence and environmental uncertainty
for the effective management of strategic emergencies (Ciambotti, 2005).
Generally, SMEs are unprepared when it comes to managing the negative
consequences produced by an unforeseen strategic setback. The latter, to
which SMEs are more vulnerable, are unpredictable by nature.

Consequently, once the crisis has been identified, it will be necessary to
evaluate the opportunity of recovering (or not) the economic and financial
viability. In other words, there will be the need to evaluate whether the
crisis is irreversible; as a consequence, it will lead to the enterprise exiting
from the market or setting off a liquidation process, or even whether there
is the chance to undertake recovery processes (Brugger, 1984, 1986; Coda,
1986; Camacho-Mifano et al., 2015).

The dynamic of a crisis is characterized by several interconnected pha-
ses: a reduction of revenues and/or increase of costs, worsening of mar-
gins, a need for liquidity, the extension of payment time of suppliers/cre-
ditors, an increase in financial costs, the inability to generate cash flow for
debts, additional financial needs, delayed or missed payment of tax-related
debts, deterioration of bank rating, reduction of the credit line, inability to
face bank or supplier debts, and insolvency.

Therefore, the crisis can be seen as a severe deterioration process of a
firm’s vitality structure that can take place either progressively, with a con-
tinuous and ever-increasing decline, or caused by sudden external factors
(i.e. global economic crisis, industry-specific crisis, natural or health cata-
strophe, etc.), internal factors (i.e. the disengagement or the sudden pas-
sing of the entrepreneur-founder, changes of ownership and governance
structures, accidents not adequately covered by insurance, etc.) or changes
in the strategy structure (Altman, 1984; Thornhill and Amit, 2003; Ciam-
pi and Gordini, 2013; McNamara et al., 2017).The strategic problem stems
from the incoherence of the company within the reference context. The
adequate and complex management of the dynamic relationship between
enterprise, strategy, and the environment is the key factor for a firm’s suc-
cess or failure (Ciambotti, 2005).

In management and accounting literature, there are two main branches
of research regarding the factors influencing a firm’s failure: subjective-
behaviourist and objective (Guatri, 1995).

The subjective-behaviourist approach sustains that the crisis is brought
on by subjective (internal) variables related to managerial and entrepre-
neurial characteristics (Novak and Sajter, 2007). These factors regard the
company’s characteristics, such as the resistance to change, succession pro-
cesses, inability to adapt to environmental changes due to insufficient stra-
tegic and operational flexibility, as well as structural rigidity.
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According to some authors (D’Aveni and MacMillan, 1990; Greening
and Johnson, 1996), factors related to the management sphere are conside-
red the most influential determinants for bankruptcy. Lack of management
skills and competences, as well as patterns of reluctance and inertia, re-
duce the probability of long-term survival, leading to missed opportuni-
ties through strategy changes (D’ Aveni and MacMillan, 1990; Ceccacci and
Devetag, 2014; Ooghe and De Prijcker, 2008; Gilbert, 2005). Companies’
distress can also be caused by excessive optimism and risk behaviours,
where risks are neither considered, nor managed. These risk behaviours
threaten the firm’s wealth and stakeholders’ interests.

In addition, managers and entrepreneurs making wrong choices concer-
ning strategy, investments, commercial areas, financial policy, or operatio-
nal aspects can lead to a corporate crisis (Ooghe and De Prijcker, 2008; Pace,
2013; Pierri et al., 2013). Finally, the age and size of companies should also
be taken into account. Younger firms can be lacking in: managerial skills,
financial management abilities (Thornhill and Amit, 2003), tangible and in-
tangible resources, legitimacy, and stable relationships with stakeholders.
These are all forerunners of the crisis.

The older the firm, the lower the probability of bankruptcy (Carter and
Van Auken, 2006). However, changes and evolution of the competitive en-
vironment are recognized as the factors which bring older organizations
to their demise. Thus, older firms would seem incapable of adapting to
environmental changes (Thornhill and Amit, 2003).

According to the objective approach, several external causes can pro-
duce a crisis: environmental turbulence and complexity, industry-specific
crises, supply and demand shock, deterioration of relations with stakehol-
ders, and changes in the competitive, legislative, social, and technological
reference context (Haldma and Laats, 2002, Szychta, 2002).

Numerous studies (Colombelli et al., 2013; Martinez et al., 2019) suggest
that the probability of business failure is very high during a global eco-
nomic crisis, seeing as firms face a turbulent and uncertain environment.
These unstable situations are characterized by high inflation, unfavourable
exchange rate changes, and supply and demand shock leading to the firm’s
bankruptcy (Bhattacharjee et al., 2009). These factors lead to declining re-
venues, profits, and liquidity that highly influence the firms’ survival (Cer-
rato et al., 2016). However, Martinez et al. (2019) highlight the critical im-
portance of human capital in mitigating the effects of the financial crisis on
a firm’s failure, especially for service companies.
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4. Methodology

This study was developed in collaboration with Urbino’s Bankruptcy
Court, and it aims at investigating the factors leading to a firm’s failure.
The total population is composed of 228 companies that, during the Janua-
ry 1994 - November 2017 time frame, were declared bankrupt by the court.
The primary data concerning the failed companies and their bankruptcy
were collected from the Registry of the Urbino Bankruptcy Court. Also,
a survey was developed and forwarded by email to the legally appointed
bankruptcy trustee to manage the procedure.

The survey asked a variety of questions in three sections as follows (ta-
ble 1): the first section refers to the firms’ characteristics in terms of sector
of activity, legal form, size, and age at the date of bankruptcy; the second
section gathered information regarding the entrepreneur’s profile (age,
educational level, and previous work experiences); finally, the third section
investigates the external, and internal causes determining the firms’ cri-
sis. The judgement of the bankruptcy trustee was requested and measured
through a Likert scale that ranges from 1 (uninfluential) to 7 (profoundly
affecting the bankruptcy).

An exploratory factor analysis (EFA), with Promax rotation, has been
applied to aggregate the several external, and internal causes to identify
the main components associated with the corporate crisis and consequent
bankruptcy procedures.
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Table 1 — The questionnaire design

Questionnaire sections

Area of investigations

Firm general information

Sector of activities

Legal form

Size

Age at the bankruptcy’s date

Entrepreneur’s profile

Age
Educational level
Previous work experience

External and internal causes

External environmental causes

Industry-specific crisis

Global economic crisis

Market-specific crisis

Stakeholder relationship quality

High procurement cost of raw materials

Internal firm-specific causes

Inadequate management of financial needs
Debt increase

Under-capitalization

Wrong strategic choices
Inappropriateness of credit management
High fixed costs

Lack of data analysis

Excessive optimism in strategic plans
Liquidity shortages

Lack of cost control

Opversized fixed assets

High warehouse stock

Insufficient mandate processes
Ownership conflicts

Governance conflicts

Business succession conflicts
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4. Findings
4.1 The descriptive statistics

The sample is composed of 105 firms (46% of the total population) that
filed for bankruptcy between 1994 and 2017. These enterprises mainly ope-
rate in the manufacturing sector (55%) and, to a lesser extent, in the sectors
of services (16%), wholesale trade (15%), and construction (14%). Based on
the legal form, 76% of the firms are limited liability companies, 19% are
partnerships, and 5% are one-person businesses. Table 2 shows the profi-
le of enterprises in terms of the number of employees and members. The
number of members is, on average, equal to 2.14 with a minimum value
of 1, for one-person businesses, and a maximum of 8 for limited liability
companies or partnerships.

The number of employees is, on average, equal to 7.68, with a standard
deviation of 12.98 and a median value of 3; the minimum and maximum
values are respectively of zero and 70 workers.

Table 2: The firms’ profile

Variables Total Mean Median Dev. St Min Max
Members 225 2.14 2 1.22 1 8
Employees 776 7.68 3 12.98 0 70

Figure 1 shows the company’s age at the starting date of the bankruptcy
procedure. Specifically, 13 enterprises filed for bankruptcy before 2008
and 92 during the 2008-2017 time-frame. On average, companies filed for
bankruptcy after 13.68 years. This means that a firm’s age could be a varia-
ble that potentially affects a firm'’s ability to overcome a crisis by avoiding
the bankruptcy procedure.

Thus, bankruptcy could mainly concern younger firms, while older
firms seem to be more likely to successfully cope with the crisis.
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Figure 1: The age of failed enterprises
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On average, the entrepreneurs involved in the bankruptcy procedures
were around 50 years old (data refers to 144 entrepreneurs out of a total of 225).

As far as the entrepreneurs’ education is concerned, 2 attended elemen-
tary school, 61 reached middle school, 60 attained their high school diplo-
ma, and 8 held a Bachelor or Master’s degree (data are related to 131 en-
trepreneurs out of a total of 225). Interestingly, a significant portion of the
entrepreneurs (70 out of 122 respondents) declared that they had previous
professional experience in the same sector in which they were running
their current business. In contrast, 52 entrepreneurs declared not having
any previous work experience in the industry.

Table 3 highlights the external causes that contributed to the crisis and
determined a firm’s insolvency and bankruptcy. The external causes that
obtained the highest scores are: industry-specific crisis (4.65), global econo-
mic crisis (4.04) and market-specific crisis (3.49). Other causes, such as the
quality of the relationships with stakeholders (2.73), the high procurement
cost of raw materials (2.17) seem, on average, to have had less importance
when dealing with corporate crisis.

Table 3 - The external causes of bankruptcy

External causes Obs. Mean Dev. St Min Max
Industry-specific crisis 104 4.65 2.03 1 7
Global economic crisis 104 4.04 1.99 1 7
Market-specific crisis 100 3.49 1.96 1 7
Stakeholder relationship quality 101 2.73 1.69 1 7
High procurement cost of raw materials 101 217 1.40 1 7
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The internal causes contributing to the corporate crisis and to the conse-
quent bankruptcy are shown in table 4: inadequate management of finan-
cial needs (3.84), debt increase (3.62), under-capitalization (3.56), wrong
strategic choices (3.54), the inappropriateness of credit management (3.46),
high fixed costs (3.41) and lack of data analysis (3.1). These obtained the hi-
ghest scores. The internal causes deemed less important are the following:
excessive optimism in strategic plans (2.78), liquidity shortages (2.73), lack
of cost control (2.24), oversized fixed assets (2.2), high warehouse stock
(2.2) and insufficient mandate processes (2.04). Conflicts related to owner-
ship, governance, and business succession do not appear to be relevant
internal causes.

Table 4 - The internal causes of bankruptcy

Internal causes Obs. Mean  Dev. St Min Max
Inadequate management of financial needs 103 3.84 1.73 1 7
Debt increase 100 3.62 1.75 1 7
Under-capitalization 101 3.56 1.90 1 7
Wrong strategic choices 102 3.54 2.01 1 7
Inappropriateness of credit management 103 3.46 1.79 1 7
High fixed costs 102 3.41 1.97 1 7
Lack of data analysis 103 3.1 1.72 1 7
Excessive optimism in strategic plans 101 2.78 1.97 1 7
Liquidity shortages 100 2.73 1.59 1 6
Lack of cost control 100 2.24 1.49 1 7
Oversized of fixed assets 101 2.2 1.57 1 6
High warehouse stock 100 2.2 1.57 1 7
Insufficient mandate processes 100 2.04 1.55 1 7
Ownership conflicts 101 1.78 1.33 1 7
Governance conflicts 101 1.75 1.29 1 7
Business succession conflicts 101 1.36 0.86 1 7
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4.2 The correlation between company age and causes of the crisis

In order to answer the following research question - “Is corporate age
associated with specific causes of the crisis?” — Pearson’s and Spearman’s
correlations were employed to investigate the positive or negative associa-
tion between age and external and internal causes of the crisis.

Table 5 shows only the significant Pearson’s correlation values between
company age and the causes of the crisis. Corporate age is positively as-
sociated with the global economic crisis (0.263**), industry-specific crisis
(0.308**), and market-specific crisis (0.388**). But corporate age is nega-
tively correlated with governance conflicts (-0.253*), ownership conflicts
(-0.239%), insufficient mandate processes (-0.242*), and lack of data analysis
(-0.256*%).

Table 5. — The Pearson’s correlation matrix between company age and causes of the crisis

Variables Global Industry Market Gover- Owner- Insuffi- Lack
economic crisis crisis nance ship cient of data
crisis conflicts  conflicts  mandate analysis
processes
Firm age 0.263** 0.308** 0.388** -0.253* -0.239* -0.242* -0.256**

*, ** significant at 0.05 and 0.01 levels (two-tailed test), respectively

Table 6 shows only the significant Spearman’s correlation values betwe-
en company age and the causes of the crisis. In particular, corporate age is
positively associated with external-environmental corporate causes such
as the global economic crisis (0.269**), industry-specific crisis (0.319**) and
market-specific crisis (0.289*). Instead, by focusing on internal firm-speci-
fic causes, corporate age is negatively correlated with insufficient mandate
processes (-0.268*%), ownership conflicts (-0.270**), and governance con-
flicts (-0.306™%).

Table 6. — The Spearman’s correlation matrix between company age and causes of the crisis

Variables Global  Industry Market Insufficient Ownership Governance
economic crisis crisis mandate conflicts conflicts
crisis processes

Firm age 0.269** 0.319"  0.289** -0.268"* -0.270** -0.306**

*, ** significant at 0.05 and 0.01 levels (two-tailed test), respectively
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Both correlations suggest interesting associations between corpora-
te age and the external and internal causes of the crisis. Thus, the posi-
tive association between age and external causes would seem to indicate
that older firms are more vulnerable to external shocks. In contrast, the
negative associations between age and some internal causes (lack of data
analysis, insufficient mandate processes, ownership and governance con-
flicts) would highlight that, for older firms, internal conflicts concerning
governance, ownership and the lack of data analysis are not so relevant
when identifying the firm’s crisis and its consequent bankruptcy.

4.3. The main factors of external and internal causes

In order to answer the following research questions - “What are the key
external causes of bankruptcy?” - and - “What are the main factors of inter-
nal causes?” - an EFA (exploratory factor analysis) was performed to aggre-
gate the several external and internal causes contributing to the corporate
crisis, as shown in table 7.

The EFA has identified three main components for external and inter-
nal causes, such as: planning activities, governance and ownership issues
and economic and industrial crisis. First, to ensure sampling adequacy, a
Kaiser-Meyer-Olkin (KMO) test confirmed a favourable result (External
environmental and Internal firms-specific causes: KMO= 0.815): second,
to ensure internal constancy, a Cronbach’s alpha test was conducted with
favourable results (External environmental and Internal firms-specific cau-
ses: oo = 0.893).

By focusing on the causes, the first factor, recognized as planning and
programming activities, refers to issues pertaining to planning and pro-
gramming activities, both operative and strategic, that cause a rigid struc-
ture, high costs, and raised financial requirements; the second factor, re-
cognized as governance and ownership issues, concerns governance con-
flicts, ownership conflicts, and business succession conflicts; finally, the
economic factor and industrial crisis concerns industry-specific, global
economic, and market crises issues.
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Table 7 - The EFA of the external and internal causes

Pattern Matrix
Items Pla'nr'li'ng Governa‘nc'e and ) Econo.mic and
activities ownership issues | industrial causes
Lack of cost control 0.881
Oversized fixed assets 0.844
High fixed costs 0.794
Insufficient mandate processes 0.730
Excessive optimism of strategic plans 0.724
Liquidity shortages 0.692
Wrong strategic choices 0.691
High warehouse stock 0.65
Under-capitalization 0.629
Inadequacy of credit management 0.586
Lack of data analysis 0.586
Inadequate management of financial needs 0.554
High procurement cost of raw materials 0.515
Debt increase 0.464
Governance conflicts 0.995
Ownership conflicts 0.948
Business succession conflicts 0.547
Stakeholder relationship quality 0.329
Industry-specific crisis 0.927
Global economic crisis 0.840
Market-specific crisis 0.523
Cumulative variance % 13.6 41.6 48.6
KMO=0.815

Extraction method: Exploratory Factor Analysis. Rotation method: Promax with Kaiser Normalization

4.4 Validity checks

Confirmatory factor analysis has been conducted to obtain evidence of
the convergent and discriminant validity of the measurement scales. Re-
sults showed an acceptable model fit, x2 (186) = 371.126, p < .000; com-
parative fit index (CFI) = .92, goodness-of-fit index (GFI) = .74, root mean
square error of approximation (RMSEA) = .09.

We tested for convergent validity by checking that all significant (all
t-values > 3.90) and substantial (all standardized parameters > .56) items
loaded into the latent construct, as expected. Moreover, all constructs sho-
wed satisfactory levels of average variance extracted (AVE; all AVE values
> 46) and composite reliability (all composite reliability values > .82).

Finally, as suggested by Fornell and Larcker (1981), the condition for
discriminant validity among constructs has been verified. All AVEs were
larger than any squared correlation among constructs (largest squared cor-
relation = .29), suggesting that discriminant validity was achieved.
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Therefore, table 8 shows confirmatory factor analysis results and table 8

reports correlations among latent constructs.

Table 8 - Confirmatory Factor Analysis Results

Standardized Avu?rage Composite
Items loadin Construct Variance Reliabilit
8 Extracted y
Lack of cost control 0.808
Oversized fixed assets 0.843
High fixed costs 0.731
Insufficient mandate processes 0.743
Excessive optimism of strategic plans 0.693
Liquidity shortage 0.670
Wrong strategic choices 0.640 .
Planning
High warehouse stock 0.655 0.468 0.924
tiviti

Under-capitalization 0.666 activities
Inadequacy of credits management 0.662
Lack of data analysis 0.593
Inadequate management of financial 0.645
needs
ngh procurement cost of raw ma- 0.561
terials
Debt increase 0.605
Governance conflicts 0.985
Ownership conflicts 0.967 Governance

and owner- 0.583 0.831
Business succession conflicts 0.542 ship issues
Stakeholder relationship quality 0.371
Industry-specific crisis 0.981 Economic and
Global economic crisis 0.760 industrial 0.629 0.829
Market-specific crisis 0.569 causes

Table 9 - Correlations Among Latent Constructs

Governance and

Planning activities o
ownership issues

Economic and
industrial causes

Planning activities 1
Governance and ownership issues 0297 1
Economic and industrial causes 0129 -0.342
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5. Discussion and conclusion

In light of the COVID-19 pandemic and the new Italian Crisis and Insol-
vency Code, this research sets out to investigate the causes, both external
and internal, that lead to corporate crisis and consequent bankruptcy, and
to acquire knowledge and act pre-emptively before the crisis becomes an
irreversible insolvency. The main external factor causing the crisis is repre-
sented by the economic and industrial crisis. Rapid changes in technology,
markets, politics, and social factors characterize the context in which the
firms operate, increasing the complexity of firm management and under-
scoring the need to adapt to the environmental changes. Globalization has
created a unique system where both financial and economic crises, along
with health emergencies, spread throughout the world very quickly.

Instead, planning and programming activities, along with governance
and ownership conflicts, are recognized as the main internal factors affec-
ting a firm’s crisis. Inappropriate planning activities may lead to expensive
under/over-estimation as well as ineffective investments. In turn, wrong
strategic choices may cause the over-optimistic plans, oversized assets as
well as high warehouse stock, that increase financial needs. SMEs are of-
ten under-capitalized, and they must meet their ever-increasing financial
needs through mostly bank debts. SMEs require developed management
accounting systems, adequate administrative and organizational arrange-
ments that guarantee timely information flows to support the decision-ma-
king processes (Palazzi et al., 2019; Bogarelli, 2020). The new Code of the
crisis has properly identified the critical areas that make SMEs vulnerable.
But the hurdles facing the spread of management accounting systems and
adequate administrative and organizational arrangements are numerous
(Sgro et al., 2020) and are not to be underestimated.

It is clear that SMEs are exposed to a wide range of external and in-
ternal factors of varying complexity, which can lead to a crisis situation
if their early signs are ignored or go unmanaged, such as issues related
to the economic and industrial crisis, or market changes that are strongly
characterized by unpredictability. Therefore, every company should im-
plement an effective risk management system to ensure their survival and
increase their ability to overcome uncertainties in order to reach their goals
(de Aratjo Lima et al., 2020).

Moreover, as shown by Pearson’s and Spearman’s correlations, the
firm’s age does not seem to favour bankruptcy; that is, the older companies
would have a lower probability of being subjected to bankruptcy procedu-
res (Carter and Van Auken, 2006; Palazzi et al., 2018), because of tangible,
intangible, and financial resources’ availability, and previous experiences
that fed the learning process (Cucculelli, 2017; Quintiliani, 2017).
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Conversely, the positive association between age and external causes
would seem to suggest that older firms are more vulnerable to external
shocks (Thornhill and Amit, 2003). In contrast, the negative association
between age and some internal causes (the lack of data analysis, insufficient
mandate processes, ownership and governance conflicts) would highlight
that, for older firms, internal conflicts concerning governance and owner-
ship and the lack of data analysis are not so relevant with respect to the crisis
and the consequent bankruptcy. These findings show that external shocks
could cause distress to older firms. It is a daunting problem in the ongoing
health emergency situation, because the risk of bankruptcy concerns not
only the youngest enterprises but also the oldest ones. Thus, public autho-
rities should take into account these findings and provide support mea-
sures in favour of younger and older firms that have different necessities.

The managerial implications of the study are essential. Unfortunately,
SMEs are characterized by insufficient managerial resources that deprive
them of effective management systems, in addition to organizational and
administrative arrangements. The new Italian Crisis Code and the emer-
gency caused by COVID-19 will force SMEs to undergo a significant cultu-
ral change that will have to make enterprise management more professio-
nal, with more proactive decisions, and a more dynamic corporate system.
The quality of management can make a difference, especially for SMEs.

Regarding the political implications, we can assert that public autho-
rities should identify adequate support measures for both younger and
older SMEs because the internal causes of the crisis seem to concern mostly
younger ones, but external shocks cause distress mainly to older firms.

This study provides new recommendations for government and finan-
cial institutions which need to redirect their efforts towards helping and
supporting young and old firms in overcoming financial distress and pre-
venting a process of decline. These institutions could directly intervene
during the crisis to avoid firms having to face liquidity shortages, especial-
ly with regard to young companies (Serrasqueiro et al., 2018). Firstly, on
one hand, the bank system could ease their lending policy towards young
firms rather than continue to financially support only companies that have
considerable liquid assets. On the other hand, the government could insti-
tute a fund with the aim of helping to stimulate and support young firms’
innovation and R&D to establish the path for potential economic growth.
Secondly, government institutions could help firms promote and nourish
commercial relationships with foreign partners to enrich firms’ ability of
recognizing and exploiting new opportunities. In this way, companies
could gain access to new markets, business opportunities, avoid potential
and temporal difficulties related to the local markets or industries, with the
addition of increasing their survival chances during a crisis (Eggers, 2020).
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Finally, governmental policies could be devoted to spreading knowledge
about management accounting tools and practices capable of detecting
firms’ early signals of recession (Lépez and Hiebl, 2015).

The lessons learnt are several:

 the concurrent causes of bankruptcy are numerous but the internal
ones are referable to inadequate abilities and management systems;
the new Italian Crisis and Insolvency Code tries to solve these de-
ficiencies by fostering an organizational change and cultural deve-
lopment in SMEs;

e the external causes are very relevant and shocking because they
could wipe out both younger and older firms; thus, the consequen-
ces are very risky for our economic system, especially during the
current health emergency situation that represents an unpredictable
external shock;

e the public authorities should take into account the differences betwe-
en younger and older firms and promote ad hoc support measures;

e entrepreneurs should take advantage of this crisis and concentrate
their efforts to favour change towards creating a company capable
of successfully competing in the new context through sustainable
development.

The main limit concerns the restricted sample size due to challenges
in the data gathering process when considering the “bankruptcy status”
of the sampled companies. Therefore, the results could be potentially in-
fluenced by the smaller sample and context, characterized by small-sized
enterprises located in Urbino (characterized by a hilly and mountainous
landscape and fairly secluded locations with poorly developed infrastruc-
tures). It would be interesting to extend the survey to other territories with
different features. Additionally, the sample is drawn from a population of
bankrupt enterprises. The inclusion of surviving firms would allow us to
better understand the mortality dynamics.
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