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CHALLENGES OF CORPORATE RISK MANAGEMENT
AFTER GLOBAL FINANCIAL CRISIS

Karina Benetti

Abstract

This paper discusses potential challenges of Corporate Risk Management after global
financial crisis. Global financial crisis has negative effect to the financial health of world
economies, which have been affected by the financial health of operating firms. By the
Pittman & Ivry (2009) was the value of the world’s companies which has been wiped out by
this crisis in the amount of $14.5 trillion, or 33%. The most common reason for the
bankruptcies of global firms were poor quality risk management within these companies.

One of the positive effects of this crisis was the creation of the 1SO standard ISO 31000:2009
Risk Management — Principles and guidelines (with supporting standard IEC 31010:2009 —
Risk Management — Risk assessment techniques). Corporate risk management has emerged as
one of the most important corporate activities. Influence of ISO 31000 to the company was so
fundamental that it published, in effect, there was also a significant change in the revised
standard 1SO 9001: 2015 — which in itself involves a new risk management system. Whether
these measures will help in the future to help improve the financial health of companies is an

important issue that deserves our attention in further research.
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Introduction

The effects of the recent financial crisis can be divided into positive and negative effects. The
negative effects have already been published many scientific but also non-sicentific works.
One of the negative effects of the recent financial crisis, the number of bankruptcies, not only
personal, but also corporate. In the Czech Republic published analysis results of personal
bankruptcies in recent years Boksova et al (2014), Hospodka et al (2015) and Maixner et al
(2014). According to a study Pittman & Ivry (2009) the total value of bankrupt companies at

the end of 2008, in amount of 14.5 trillion USD. The predominant reason for these
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bankruptcies Barbulescu et al (2015) was the absence of risk management in interim
management or its poor quality. Application of quality risk management into internal
enterprise policy can mean early detection of financial problems of these companies. In this
view are very important bankruptcy models (Camska, 2012) and basic characteristics of
enterprises which are in insolvency (Camska, 2013). Absence of quality risk management was
one of the main reasons to the creation of 1ISO 31000 for risk management in business
practice, which can be considered a positive effect of the recent financial crisis. With regard
to the reasons for the changes in risk management in corporate practice, this paper will focus
precisely analysing the number of corporate insolvency proposals in the Czech Republic after
the crisis period. The research question is whether the issue of 1SO 31000 and 1SO 31010 had
an impact on reducing the number of corporate bankruptcies in the Czech Republic. To
answer this question, it is necessary to analyse the development of proposals of corporate

insolvencies in the Czech Republic for the period January 2008 to December 2015.

1 The Analysis of Corporate Insolvency Proposals in the Czech
Republic
The main motive of creating ISO 31000 — Risk management in corporate practice, was the

number of bankrupt companies worldwide. According to the published results, the value was
in 2008 of 14.5 trillion USD (for comparison, see Fig. 1).

Fig. 1: Losses and Bailouts after New Global Financial Crisis
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As the picture above shows that the amount of bankrupt companies worldwide is 145
times greater than the budget of the Marshall Plan to rebuild Europe after World War Il. The
volume of bankrupt companies worldwide (data until the end of 2008) was even higher than
the US GDP. Cannot be determined what was the total amount of bankrupt companies in the
Czech Republic due to the impact of the recent financial crisis, but it is possible to analyse
trends in the number of corporate insolvencies proposals for the period of years between 2008
and 2015. First will be performed a fundamental analysis of the number of corporate
insolvencies proposals — data on an annual basis, then the data on a monthly basis. After that
will be performed the analysis of time series with subsequent prediction for data based on a

yearly basis and for data based on monthly basis.

1.1  The Basic Data Analysis

Now attention will be devoted to the analysis of corporate insolvency proposals and
bankruptcies in the Czech Republic from 2008 to the present. Further analysis of trends in the
number of corporate bankruptcies in the crisis years have dealt Kislingerova et al (2014). Data
will be analysed since 2008, because in this year came into force Insolvency Act (no.
182/2006 Coll., On bankruptcy and its solution) is a significant milestone in the business but
also in personal bankruptcies (Smrcka, 2012 and 2013). For the analysis was used secondary
data which are taken from company Creditreform, s.r.o. (creditreform.cz, 2016). The time
series covers the period from 1% January 2008 to 31 December 2015. The results of basic
statistical analysis of yearly data see in Fig. 2 which include dynamism of values (Hindels et
al, 2000) — first difference (1Ay).

Fig. 2: Development of Corporate Insolvency Proposals (data in years)
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The picture above shows declining trend in the number of insolvency petitions filed
companies are for a period of 2012. These results cannot be assumed that the release of 1SO
31000 and ISO 31010 had an impact on reducing the number of corporate bankruptcies in the
Czech Republic since these standards were released in 2009. If we assume that the
implementation of these 1SOs to internal company policies (including also a change of
strategy) would take about a year (it would also depend on company size), then the downward
trend in the number of insolvency proposals had lag is calculated from publication of this
norms, two years.

The number of insolvency proposals developed in individual months by time period
2008-2015 is illustrated in Fig. 3.

Fig. 3: Development of Corporate Insolvency Proposals (data in months)
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According to the results of the baseline data analysis it is clear that the largest decline
in the values of the analysed data for the period was recorded in January 2014 when the value

of insolvency petitions filed in this month was about 403 proposals lower than in December
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2013. Conversely, the biggest increase in the number of insolvency petitions were recorded in
August 2012 — increase in the number of insolvency petitions filed was 115 higher than the
previous month.

For a more detailed analysis including data based on monthly basis again failed to
demonstrate a direct effect of 1ISO 31000 and I1SO 31010 on a declining trend in the number of
bankruptcies in the Czech Republic. For further development of this indicator will be an
analysis of time series prediction followed (see Part 1.2).

1.2 The Times Series Data Analysis
The selection of a suitable model of trend for time series analysis, it is first necessary to
perform basic statistical analysis (see Part 1.1).

For time series analysis will be used software STATGRAPHICS Centurion XVI.
Before it possible to perform time series analysis, will be created seasonal decomposition
(Hindels et al, 2000) of the data and then will be selected appropriate model to compensate for
time series and prediction. The results of seasonal decomposition see in Tab. 1.

Tab. 1: Seasonal Decomposition

Season 1 2 3 4 5 6 7 8 9 10 11 12

Index | 13,356 | 28,245 | 45,304 | 61,234 | 76,569 | 92,68 | 106,766 122,41 137,805 | 154,03 | 171,326 | 190,28

Source: author

This table shows the seasonal indices for each season, scaled so that an average season
equals 100. The indices range from a low of 13,3557 in season 1 to a high of 190,278 in
season 12. This indicates that there is a seasonal swing from 13,3557% of average to
190,278% of average throughout the course of one complete cycle.

For the prediction of the examined indicators will be selected model for balancing
time series using automatic selection according to the selected data. The selection will be
made for monthly data (for which it was performed seasonal decomposition), and then also
for annual data (of course, without seasonal decomposition). It should be recalled that the
main results of forecast of the number of corporate insolvency proposals between 2013 and
2017 published Kislingerova (2013). Now we can compare its results with reality.
Fortunately, the forecast number of corporate insolvencies proposals did not materialize.

There will be chosen forecast for the next six seasons (ie for the first half of 2016).

The results of suitable model for settlement time series will be evaluated by individual
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indices: RMSE (root Mean Squared Error); RUNS (test for excessive runs up and down);
RUNM (test for excessive runs above and below median); AUTO (Box-Pierce test for
excessive autocorrelation); MEAN (test for difference in mean 1% half to 2" half); VAR (test
for difference in variance 1% half to 2™ half).

The results of time series analysis and subsequent forecasts for monthly data are as
follows. The selected model was the model ARIMA (2,1,1). Time sequence plot see in Fig. 4,
forecast to next six period see in Tab. 2.

The results of time series analysis and subsequent forecasts for annual data are as
follows. The selected model was the Quadratic trend; time sequence plot sees in Fig. 5,

forecast to next one period see in Tab. 3.

Tab. 2: Forecast by model ARIMA (2,1,1) Fig. 4: Time Sequence Plot (ARIMA)
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Tab. 3: Forecast by model Quadratic Trend Fig. 5: Time Sequence Plot (Quadratic
T)
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From the above analysis it shows that in the coming years should the value of
insolvency proposals of companies fall. It must be emphasized that the model cannot cover
legislative changes and also no other factors that may affect the number of corporate
insolvencies. So rather than confirm or refute the hypothesis that the issue of ISO 31000 and
ISO 31010 had an impact on reducing the number of corporate bankruptcies in the Czech
Republic since 2012.

Conclusion

The research question whether the implementation of 1ISO 31000 (with implementation of ISO
31010) have influence to decreasing the number of corporate insolvencies proposals since
2012, failed to refute nor confirm. Assuming that the implementation of ISO 31000 in internal
management of companies it lasted an average of one year. The question, that 1ISO 31000
could have an impact on decreasing the number of corporate insolvencies proposals should
have two years’ delay, but it depends on the interpretation.

According to the results of the above analyses of time series, it is clear that depending
on the model should be the number of insolvency petitions companies in the next period of
decline. Despite this downward trend we can recommend the implementation of 1ISO 31000
and 1SO 31010 enterprises regardless of their size or area of their business. In the context with
development in risk management for corporate practice was this year for risk management a
very significant change and important challenge — Risk management has become as a part of
ISO 9001. For further research in this area would be useful to analyse whether and
implementation of risk management to 1ISO 9001 will have the impact on businesses to
increase their financial health and thereby reduce the total number of insolvency petitions
companies. Further development of risk management, can be seen, that it should be an

important part of corporate social responsibility.
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