Journal of Advances in Finance and Investment
Volume 6, Issue 2, 2025

pp. 31-64.

Paper type: Research paper

Analysis of factors affecting financial bankruptcy using a meta
synthesis approach

Ali Lalbar, Maryam Sharifnejad?, Maryam Asadi?

Received: 06/11/2023 Accepted: 23/06/2025
Extended Abstract

Introduction

Bankruptcy is a complication that is inextricably linked to the modern market
economy. Every action, including the action taken in the economic sphere, is
aimed at achieving certain results. But economic activity is often accompanied by
uncertainties associated with risk, which It is difficult to detect and can cause a
crisis in a company. Underestimating or not recognizing such critical conditions
in the organization or adopting an inappropriate strategy may lead to a crisis that
is a prelude and basis for economic bankruptcy (Pasternak-Malicka et al., 2021).
Not knowing the variables affecting bankruptcy leads to problems in its
prediction. By knowing the main and effective factors in bankruptcy, it is possible
to predict the financial crisis in the company and to think about its control and
reconsider. The importance of this issue has encouraged managers, creditors,
researchers and other people to study the causes of corporate bankruptcy. In this
regard, they either use the experience and researches of others or select some
factors from among different and important variables. The problem is the
existence of many effective variables in bankruptcy and the recognition of each
of these effective variables. Researchers are facing a lot of problems in order to
correctly choose the effective and important variables on bankruptcy. For
example, a corporate manager pays attention to the factor of liquidity ratios and
believes that proper liquidity ratios prevent the company from going bankrupt.
While another manager states that debt ratios are the main cause of corporate
bankruptcy. This difference of opinion affects the long-term and medium-term
plans of the company, and this is due to the lack of proper ranking of bankruptcy
factors. Determining the exact cause or causes of bankruptcy and financial
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problems in each specific case is not an easy task. In most cases, several reasons
lead to bankruptcy.

In addition to this, to avoid huge losses caused by bankruptcy, it is necessary to
conduct scientific research and extensive studies in this field.

Based on the studies conducted, no research has been found that examines the
factors affecting financial bankruptcy using a Meta synthesis approach, so this
research intends to fill this research gap.

Literature Review
The word "bankruptcy™ has Italian roots and is related to the Middle Ages. This

term is derived from the word "broken bench." Breaking the bench was an Italian
custom and related to the destruction of the position of a merchant who did not
pay his obligations (Pasternak-Malicka et al., 2021).

Bankruptcy may occur in a small retail shop that is unable to pay its rent obligation
and therefore closes, or in a large manufacturing company due to lack of adequate
liquidity and continuous annual losses (Setyesh and Rahimi, 2023).

The topic of bankruptcy has been the subject of attention of science and business
enterprises for more than half a century due to the high economic and social costs
of economic units. The first research on this macro-scale complication was started
by Edward Altman, who was the first to identify a set of macroeconomic variables
that are strongly related to the causes of corporate bankruptcy (Jenkova et al.,
2021).

In scientific publications, the term bankruptcy is often used alongside the word
helplessness. Using these two terms interchangeably is not always completely
acceptable, so it is necessary to distinguish them (Dankiewicz and Simionescu,
2020). Financial helplessness refers to a situation where the company is not able
to fulfil its obligations towards financial providers completely or when it faces
problems in fulfilling these obligations.

Argenti (1976) is one of the first people who conducted a comprehensive study on
bankruptcy. He investigated and analyses the possible causes of bankruptcy that
were presented by other researchers. Beaver (1966) proposed the intuitive theory
of financial ratio analysis.

Zmijewski (1984) presented a model with 92% accuracy for the financial health
of companies through the performance of financial ratios and liquidity. A review
of studies by Rinofah et al. (2022), Wing et al. (2003), Brewer et al. (2012),
Vaghfi (2019), Raei and Falahpour (2009), Esmaeilzadeh Moghari and Shakeri
(2015); Pindado et al. (2008); Chen (2011); Sun et al. (2011), Rafiei et al. (2011);
Hu and Sathye (2015) and Zohra et al. (2015) show that financial ratios can be
used as a tool to determine financial health and predict financial bankruptcy.
Researchers are also trying to discover the external effective factors in company
bankruptcy, and in this regard, they pay more attention to macroeconomic
variables. For example, Christidis and Gregory (2010) found that the power of
predicting bankruptcy can be increased by combining macroeconomic and
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accounting variables. Tinoco and Wilson (2013) found that adding
macroeconomic data to a model is beneficial in terms of statistical validity. They
presented models that can combine company-specific data and macroeconomic
data to predict corporate bankruptcy. Empirical studies also prove that the
uncertainty of economic policies is an important factor for the existence of risk
(Brogaard and Detzel, 2015) and the increase of market volatility (Liu and Zhang,
2015). On the other hand, high uncertainty strengthens behavioural biases and
speculative prices are affected by short-term limitations. In fact, the cause-and-
effect relationship between systematic risk and company bankruptcy may be
caused by the simultaneous effect of the third variable called the uncertainty of
economic policies; Because this uncertainty affects the behaviour of all economic
factors, including businesses and financial intermediaries (Stolbov and
Shchepeleva, 2020). As Pasteur and Veronsi (2012) state, according to theory, in
periods when economic policies are associated with high uncertainty, due to the
existence of risk, investors want higher expected returns in order to hold stocks;
Therefore, stock prices should decrease so that the required rate of return increases
when the uncertainty of economic policies increases.

Research Methodology

Since the general purpose of this research is to identify the factors affecting
financial bankruptcy, the method of this research is mixed exploratory with an
emphasis on qualitative data. In this research, the qualitative approach was first
followed by the quantitative approach. In order to solve the research problem in
the qualitative part, the Meta synthesis approach was used, and then in the
guantitative part, Shannon's entropy method was used to determine the influence
factor of the identified factors. In the current research, the statistical community
of experts in the field of accounting and financial management consists of
university professors in the fields of accounting and financial management, who
were selected by the available random method during the year 2021.

Results

In the current research, 27 factors affecting bankruptcy were identified and given
to 18 professors and experts. After that, the results were prioritized using
Shannon's entropy method. In this method, the greater the weight of an index, the
more important that index is.

The indicators of asset return, current ratio, ratio of equity to total assets and
working capital to total assets with a weight of 0.075 have had a greater impact
on the financial bankruptcy of companies than other indicators. Also, factors such
as debt to asset ratio, cash to total assets and conservatism with weights of 0.071
respectively; 0.070 and 0.054 have occupied the next ranks. Finally, factors such
as the book value of each share and the inventory of goods to the current debt with
a weight of 0.012 have been assigned the lowest weight and the lowest rank.

Discussion and Conclusion
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In this research, the following two questions were answered by the meta synthesis
and Shannon entropy method: What are the factors affecting financial
bankruptcy? What is the prioritization of factors affecting financial bankruptcy?
The results of this research indicate that the main factors affecting financial
bankruptcy can be divided into four categories: Financial, non-financial, internal
and external factors.

Financial factors include variables of current ratio, debt to total assets, ratio of
equity to total assets, working capital to total assets, cash to total assets, inventory
to current liabilities, book value of each share, return on assets, Profit per share is
the turnover of assets. Non-financial factors include intellectual capital, company
life, type of industry, company size, narcissism, overconfidence, conservatism and
ability of managers. Internal factors include indicators of board size, board
independence, auditor change, ownership concentration, institutional ownership
and the ratio of managers' ownership. Indicators of per capita income, economic
growth, inflation rate are classified as external factors.

The results show that financial, non-financial, internal and external factors all
have the ability to predict the bankruptcy of companies. Therefore, the
characteristics of the mentioned factors contain acceptable information about the
success of a company. In line with these results, Beaver (1966) states in the
analysis of the theory of financial ratios that the company is the source of cash
assets. A resource that increases with cash inflows and decreases with cash
outflows. The possibility of emptying the source leads to the possibility of
bankruptcy. The connection between this concept and the analysis of ratios
requires looking at the size of the source (the bigger the source, the lower the
probability of bankruptcy and liquidity crisis), the net cash flows from operational
activities into the source (the bigger the source, the lower the probability of
bankruptcy) and the amount of debt of the company (the more, the higher the
probability of bankruptcy).

Studies show that the variable of financial ratios can help in diagnosing the
financial health and bankruptcy of a company more than other factors. The
research of Wing et al. (2003), Brewer et al. (2012), Raei and Falahpour (2009),
Imani and Tasaddi Kari (2023), Karimi Pashaki and Ahadzadeh Naminm (2022),
Esmaeilzadeh Moghari and Shakeri (2015), Pindad et al. (2008), Chen (2011),
Sun et al. (2011), Hu and Sathye (2015) and Zohra et al. (2015) confirmed this.
Christidis and Gregory (2010) who found that inflation rate and interest rate can
increase the power of predicting bankruptcy. Tinoco and Wilson (2013) found that
adding macroeconomic data to a credit model is progressively useful and
presented models that incorporate firm-specific data (internal factor) and
macroeconomic data (external factor) in forecasting. Corporate bankruptcies
combine; all are in line with the results of the present study.

The results of Shannon's entropy test show that the indicators of return on assets,
current ratio, ratio of equity to total assets and working capital to total assets have
a greater impact on the financial bankruptcy of companies than other indicators.
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Factors such as the book value of each share and inventory to current liabilities
have been assigned the lowest rank. This means that among the various models
and researches examined, attention to these issues and their reproducibility have
been less.

Due to the high capability of financial variables in predicting bankruptcy, financial
ratios have appropriate characteristics and are considered a better indicator for
predicting bankruptcy. In the financial field, the company reaches the stage of
financial helplessness when it has problems in fulfilling its obligations to lenders.
The company's debts may be used to finance its operations, but by doing so, it will
be more exposed to the risk of financial helplessness, and if the financial
helplessness is not treated, it will turn into bankruptcy.

The findings of the present study are consistent with the research of Liang et al.
(2016), Kim and Kang (2012) and Bahiraie et al. (2016).

It is suggested that investors should pay more attention to the variables of the
current study, which are more important in predicting financial bankruptcy, in
order to make correct and rational financial decisions. In different situations, make
the right and wise choice and avoid emotional and reckless decisions.
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