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ABSTRACT

The relevance of offering a second chance is determined not only by the need to mitigate the
consequences of business failure and motivate the entrepreneur to continue his entrepreneurial activity,
but also by the impact on the country's economy, as business closure leads to job losses, a worsening of the
financial possibilities of the national and local budgets, reduction of competition and other negative trends
in the internal market. The importance of these issues has increased significantly in the context of the
COVID-19 pandemic, leading to significant deterioration of the Moldovan business environment.

The aim of the paper is to identify the barriers and needs of entrepreneurs, who face financial or
other difficulties, are in a state of insolvency, have gone through restructuring/bankruptcy proceedings and
would like to benefit from a second chance in Moldova. The research methodology is based on the analysis
of legislative acts in the field; statistical data analysis; the results of 16 semi-structured interviews with
entrepreneurs on elucidating the factors that favor and hinder the entrepreneurial activity, related to
obtaining a second chance in business. The interviews were conducted between April and August 2018.

The research results showed that both internal factors (insufficient financial resources, knowledge of
crisis management, mismanagement, insufficient staff qualification, including the entrepreneurial skills /
experience of the owners, the lack of people with certain professions) and external (related to insolvency
legislation, limited information on the possibilities that can be used in case of failure) are determining for
taking a second chance.
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Relevanta oferirii celei de-a doua sanse este determinatd nu doar de necesitatea atenudrii
consecintelor esecului in afaceri si motivdrii antreprenorilor sd-si continue activitatea antreprenoriald ci, de
asemenea, de impactul asupra economiei, deoarece inchiderea intreprinderilor conduce la reducerea
locurilor de muncd, inrdutdtirea posibilitdtilor financiare ale bugetelor nationale si locale, reducerea
concurentei si la alte tendinte negative pe piata internd. Importanta acestor probleme a crescut semnificativ
in contextul pandemiei COVID-19, ducdnd la deteriorarea semnificativd a mediului de afaceri moldovenesc.

Scopul cercetdrii este de a identifica barierele si necesitdtile antreprenorilor, care se confruntd cu
dificultdti financiare sau alte probleme cu caracter nefinanciar, sau se afld in stare de insolvabilitate, sau
au trecut prin procedurile de restructurare sau faliment si ar dori sd beneficieze in mod rapid de a doua
sansd. Metodologia de cercetare se bazeazd pe analiza actelor legislative in domeniu; analiza datelor
statistice; rezultatele a 16 interviuri semi structurate cu antreprenorii privind elucidarea factorilor, care
favorizeazad si Tmpiedicd activitatea antreprenoriald, legate de obtinerea unei a doua sanse in afaceri.
Interviurile au fost realizate in perioada aprilie-august 2018.
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Rezultatele cercetdrii au ardtat cd atdt factorii de ordin intern (insuficienta resurselor financiare, a
cunostintelor in gestionarea crizelor, management defectuos, insuficienta calificdrii personalului, inclusiv a
abilitdtilor/experientei antreprenoriale a proprietarilor, lipsa persoanelor cu anumite profesii, etc), cdt si de
ordin extern (ce tin de legislatia privind insolvabilitateq, informatii limitate privind posibilitdtile care pot fi
utilizate in caz de esec, etc) in diferite situatii sunt determinanti pentru a beneficia de o a doua sansd.

Cuvinte cheie: a doua sansd, antreprenoriat, faliment, esec in afaceri

AxkmyasnbHocmbs npedocmas/ieHusl 8Mopo2o WaHca onpedensiemcsi He MmoJbKo HeobX00UMOCMbHO
cMsizyeHusl nocaedcmauli Heyday 6 6u3Hece 0/151 YACMHBLIX npednpuHumameseli u ux momueayuell K
npodoiceHU0 NPednpUHUMamMeabckol desimeabHOCMU, HO MAKXce U 8AUSTHUEM HA IKOHOMUKY CMpPAHbl 8
Ye/10M, NOCKO/bKY 3aKpblimue npednpusimuil Mas1020 U cpedHezo 6usHeca npugodum K pe3koMy COKpawjeHuro
pabovux mecm, cyujeCmeeHHOMY yXyouleHur GUHAHCOBLIX 803MONCHOCMEU HAYUOHA/LHO20 U MECIMHbIX
610021cemo8, HeMUHYEeMOMY CHUXCEHUI0 KOHKYPEeHYUU U OpyauM He2amu8HbIM MeHOeHYUSIM Ha 8HYyMpeHHeM
pblHKe. Baj)cHOCMb yKa3aHHbIX NP06.eM 0CO6eHHO 803POCAd 8 YCA08USIX AKMYyaabHOU naHdemuu KOBH/]-19,
Komopoe hpuees10 K cyujecmeeHHoMy yXyduweHuro 6usHec-cpedsl 8 Pecnybauke Mosidosa.

Llesnvlo uccaedosaHus s18.15emcsl 8blsie/eHUe npensimcmeutl U nompe6Hocmeli hpednpuHumameset
YacmHoz20 6uU3Hecd, Komopvle CMAajaKugarwmcsi ¢ onpedesieHHbIMU PGUHAHCOBbIMU MPYOHOCMSIMU UAU
dpyeumu HePUHAHCOBLIMU NpOobAeMAMU, AU6O HAXOOSAMCS 8 COCMOSIHUU HecocmosmesabHocmu, Ju6o
npowiiu npoyedypy pecmpykmypusayuu uau 6aHKpomemaa u xomeau 6bi 6bICmpo nosyuums 8Mmopoil WaHc
8 Pecnybauke Moadosa. Memodosaozus uccaedo8aHUSI OCHOBAHA HA AHAAU3E HAYUOHA/AbHbLIX
3akKoHOdamesIbHbIX AKMO08 8 OaHHOU 06/acmu; aHa/au3e cmamucmuyveckuXx JaHHbIX; pe3yibmamax 16
Yeny6eHHbIX NOJYCMYyKmMypupo8aHHbIX UHMEPEbI0 ¢ NpednpuHuMamensiMu No 8blsi8/AeHU PAKMOpPOos,
cnoco6cmayruux U npensimcmeayouux npednpuHuUMamensCckoll 0essmeabHOCMU, C8SI3AHHbIX C NO1Y4YeHUeM
8mopo2o waHca 8 6usHece. HHmMepabio nposoduuck 8 nepuod ¢ anpess no aszycm 2018 2oda.

Pe3ysabmambl uccaedogaHusi nokasasu, 4mo, Kak eHympeHHue dakmopbl (HedocmamovHbie
@uHaHcosbvle pecypcobl, y3Kue 3HaHUsl 8 064acmu aHMUKPU3UCHO20 yNnpas/eHusi, n/0Xoe ynpas/eHue,
Hedocmamoy4Has keaau@ukayus NepcoHasd, 8 mom 4vucjae npednpuHuUMamesibCKue HABbIKU/ONbim
co6cmeeHHUK08, omcymcmaue awdell ¢ onpedeseHHbIMU hpogeccusim, U m. 0.), mak u BHewHue
dakmopbwl (c8s13aHHbIE C 3aKOHOOAMENbCMBOM 0 HECOCMOSIMEALHOCMU, 02PAHUYEHHAS] UHHOPMAYUst 0
B03MO}CHOCMSIX, KOMOpble MO2ym 6GblMb UCN0/1b3080HbI NPEONPUHUMAMENSIMU 8 CAyYAe HEyOaqu 8
6usHece u m. d.) 8 pasHbIX CUMYAYUSIX MO2ym UMemb pewaroujee 3HavyeHue 019 6bIcmpozo noayYeHus
8Mop020 WaHca 8 6usHece.

Kouesvlie ca08a: 8mopoll waHc, npednpuHuMame/ibCmeo, 6aHKpomcmaeo, Heyda4da 6 6usHece

INTRODUCTION

Giving entrepreneurs a second chance in business is a relatively new idea. In Europe, in practical
terms, this idea was for the first time proposed for examination about 13 years ago. The importance of
this issue is reflected in the EU framework document, which sets out the main priorities for supporting
the SMEs sector - the Small Business Act for Europe. Principle II of the Small Business Act states that
Member States ensure that ,honest entrepreneurs who have faced bankruptcy quickly get a second
chance” (Commission Communication ‘Think Small First’ - A ‘Small Business Act’ for Europe, 2008). The
importance of supporting the second chance in European countries was also reflected in the following
document, aimed at the entrepreneurship and SMEs development, approved by the European
Commission - the Action Plan “Entrepreneurship 2020” (2013). Measures to create an environment in
which entrepreneurs can grow include removing barriers, as ,bankruptcy proceedings and giving a
second chance to honest entrepreneurs” (European Commission - Entrepreneurship 2020 Action Plan,
2012). In the context of the Association Agreement between the Republic of Moldova and the European
Union, the Government of the Republic of Moldova has made similar commitments to comply with the
principles and mechanisms for supporting SMEs, provided in the “Small Business Act” for Europe.

It is currently confirmed by statistics and some research that giving a second chance to "honest"
entrepreneurs is important not only for the business environment, but also for the society. The need to
pay special attention to this issue is conditioned by a number of premises, such as:
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e Bankruptcy in practice is rarely associated with dishonesty. Studies conducted in the EU show that
only 1 in 20 bankruptcies involves fraud (5%). In the EU, 200,000 companies go bankrupt every year, resulting
in the loss of 1.7 million jobs. Thus, the problem proves to be important not only for entrepreneurs, but also for
the socio-economic development of states, regions;

e Overcoming business failure makes entrepreneurs stronger. In particular, different research
confirms the increased efficiency of the entrepreneurs’ businesses, who previously had and overcame a
negative insolvency experience, compared to other businesses.

Creating a business environment conducive to growth and economic viability is a long-standing
goal of policy makers. However, the crucial roles of effective bankruptcy law and, in particular, of a
culture that accepts entrepreneurial failure have been given insufficient attention in the process of
creating a favorable entrepreneurial environment.

In the Republic of Moldova until recently, the measures regarding the second chance for
entrepreneurs and small and medium-sized enterprises, whose businesses have gone bankrupt,
have remained outside the legal framework. However, in recent years, a number of concepts and
procedures have been clarified in the Insolvency Law, which can potentially contribute to the
improvement of the enterprises activities in a crisis situation. Although the legal framework does
not in any way prevent bankruptcy business owners from starting new businesses, in reality they
face major problems, especially in accessing financial resources and participating in public
procurement. They face such a phenomenon as stigma, which inhibits them and prevents them from
restarting a new business. For example, in 2015, the Organization for Economic Co-operation and
Development, evaluating the implementation of the Small Business Act, had surveyed 310 SMEs in
the Republic of Moldova and over 50% of respondents indicated that it is ,very difficult” to start a
new business after a previous failure, and that the access to finance represent the main obstacle for
them (OECD et al., 2015).

The relevance of this study is due to the fact that knowing the barriers and needs of
entrepreneurs who have failed and want to benefit from a second chance aims, first of all, to mitigate
the consequences of business failure for the entrepreneurs and motivate them to continue their
entrepreneurial activity in the pre-existing business or a new one. Based on the scientific
publications and statistical data analysis, as well as in-depth interviews with entrepreneurs, the
authors revealed the specifics of the local entrepreneurs’ activity, who face financial difficulties or
other non-financial problems, are in a state of insolvency, have gone through restructuring or
bankruptcy procedures and would like to benefit quickly from a second chance. The generalization
of the interviews results allowed to identify and analyze the main constraints and the need of this
group of entrepreneurs who would like to benefit from a second chance in the Republic of Moldova.

LITERATURE REVIEW

In the scientific literature there is not a common definition accepted by the most of scientists,
which would reflect the various processes related to business failure, which represent an obstacle both
in researching the topic and in solving the practical problems. Usually, several notions are used in
scientific papers and policy documents to characterize business failure: business difficulty, inability to
pay, insolvency and bankruptcy. Business difficulties (financial and non-financial) are reflected in the
worsening of financial and economic indicators, although the company is still able to meet its financial
obligations to creditors. The concepts of inability to pay, insolvency and bankruptcy are differently
defined, but all means that the debt of a legal person exceeds its assets, respectively, it is not possible to
meet its financial obligations (at least in time). At the same time, the inability to pay is not related to
court proceedings, and bankruptcy and insolvency are always achieved through a court decision. Also,
insolvency can be overcome by restructuring the business, without leading to its bankruptcy.

Researchers focus on various theoretical and practical aspects of offering businesses a second
chance. Many of the studies indicate an increasing importance of the need to offer a second chance for
honest entrepreneurs. For instance, according to Stam, Audretsch and Meijaard, entrepreneurs who
start a second business are more successful and can survive longer than small businesses; they grow
faster and employ more workers(Stam et al,, 2006). Thus, a failure in entrepreneurial activity should not
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prohibit any future entrepreneurial activity, but rather should be seen as an opportunity for lifelong
learning and improvement.

According to some empirical studies, bankruptcy laws that are more friendly to entrepreneurs
(in terms of the possibility of obtaining discharge) lead to higher levels of entrepreneurship through
a greater number of potential entrepreneurs. A more forgiving bankruptcy law provides partial
insurance against the consequences of failure and reduces the risk tolerance threshold for
entrepreneurs who are more reluctant to take risks (Armour and Cumming, 2008). At the same time,
there is empirical evidence that risk reduction attracts entrepreneurs with higher education,
previous experience and, in general, more qualified. And this, in turn, results in the formation of
high-performing companies (Eberhart et al., 2012).

There are several barriers that limit the second chance. For example, some researchers note
that business success or failure depends on internal or external circumstances. Internal factors can
refer to managerial incompetence, overconfidence or excessive risk taking (Hayward et al., 2006).
External causes can be related to inadequate economic circumstances, government policies or lack
of financial resources (Liao et al., 2008). Also, offering a second chance is limited by lengthy and
costly bankruptcy procedures. Faster processes for honest entrepreneurs are therefore important,
given that according to research there is a relationship between the length of insolvency procedures
and the loss of the company value (Doing Business, f.a.,2019).

Many concepts and approaches argued in scientific research find practical implementation in
the European countries policy. In particular, in European policy documents referring to the second
chance 10 years ago (including in the SBA for Europe), the notion of bankruptcy was mainly used.
In recent years, however, in the European Commission Recommendations and Regulations, the
notion of insolvency is more and more common. Moreover, in the text of these documents is
recommended to support enterprises in different stages of business failure (the occurrence of
problems, but without debts; existence of debts, but without claims from creditors; creditors’ claims,
but without legal implications; examination of the case in the court). It should be emphasized that
attention is paid not only to financial problems, but also to other problems of the enterprises (of a
non-financial nature), which can lead to difficulties in the debt recovery.

In the Republic of Moldova, in the scientific literature, there are separately developed the
issues of the SME support policy assessment (Aculai et al,, f.a.,2018), various aspects of the problems
faced by SMEs (Levitskaia et al., 2015), anti-crisis management and the stages of the organization's
bankruptcy(Burlacu, f.a.,, 2009), the assessment of the bankruptcy risk of domestic companies
(Bancila & Mihalachi, f.a.,, 2012). However, the research gap lies in the fact that the study of the
entrepreneurs’ challenges, which face financial difficulties or other non-financial problems, are in a
state of insolvency, have gone through restructuring or bankruptcy procedures and would like to
quickly benefit from a second chance in the Republic of Moldova, is poorly reflected in the national
scientific literature. In fact, the study from which this article is based is the first national study in
this direction.

In the present study, a second chance for entrepreneurs is examined in a fairly broad context,
not limited to the bankrupt companies. So, the whole period is actually subject of the analysis,
related to the failure in business - the occurrence of problems (not necessarily financial), but
without debts; the existence of debt, but without claims from creditors; creditors' claims, but
without judicial implications; examination of the case in court - with the subsequent restructuring
or bankruptcy of the enterprise (Figure 1).
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The occurrence of problems (not necessarily financial), but without debts

The existence of debt, but without claims from creditors

Creditors' claims, but without judicial implications

Business failure

Fig.1 The context of business failure to offer entrepreneurs a second chance
Source: elaborated by authors

Thus, this paper contributes to the literature on entrepreneurship in Moldova by empirically
investigating the specifics of the activity of local entrepreneurs, who face a business failure and would
like to benefit from a second chance, based on interviews with entrepreneurs.

DATA SOURCES AND METHODS

The data for research in the present article was obtained in the framework of several research
projects carried out at the National Institute for Economic Research of Moldova with the active
participation of the authors. The following methods were used in this paper: analysis and generalization
of the specialized literature, analytical materials, legislative acts and policy documents, which ensure the
regulation of entrepreneurship and support for entrepreneurs. The primary data for the entrepreneurs’
activity analysis, who have faced financial / non-financial difficulties and intend to restructure their
business or set up a new one, was obtained using the in-depth semi-structured interview method, given
that the research of this entrepreneurs group in the Republic Moldova is at the initial stage (until now,
no studies of these groups of entrepreneurs were carried out in the Republic of Moldova). The purpose
of the interviews - to identify the circumstances (factors), which favor and hinder the entrepreneurial
activity, related to obtaining a second chance in business. In total 16 interviews were conducted, with
the participation of the authors. The interviews were conducted between April and August 2018. The
survey was conducted with the following groups of small entrepreneurs (owners / co-owners and top
managers), whose business is facing financial difficulties or other non-financial problems, are in a state
of insolvency, have gone through restructuring bankruptcy procedures and would like to quickly benefit
from a second chance. All respondents hold key positions in the companies, being (co-) owners and/or
employees/managers of the company, so that they are well acquainted with the situation in the
company, which is discussed in the interviews.

The main notions used in the study - enterprise in financial difficulty, inability to pay, insolvency,
bankruptcy- are stated in the local legislation as follows:

e enterprise in financial difficulty - enterprise whose potential of managerial and
economic viability is in a decreasing dynamic, but whose holder executes or is able to execute
the due obligations;

e inability to pay - the debtor's financial situation characterized by his inability to
execute his due pecuniary obligations, including fiscal obligations. Failure to pay is usually
presumed if the debtor has ceased to make payments;

e insolvency - the financial situation of the debtor characterized by the inability to honor
its payment obligations, ascertained by a court order;

¢ bankruptcy procedure - the collective and equal insolvency procedure, which is applied
to the debtor in order to liquidate his patrimony to cover its debts.
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RESEARCH RESULTS AND DISCUSSIONS

Insolvency law, main public institutions and implemented projects. The main document,
which regulates the insolvency procedure in the Republic of Moldova, is the Insolvency Law,
adopted in 2012, most recently amended by the Law No. 141 of 16.07.2020. The gravity of the
problem is explained by the fact that during the independence period in the country were
elaborated 4 laws in this field, respectively, in 1992, 1996, 2001 and 2012, in each of them later
were introduced significant changes. In the process of the legislation developing, not only the
procedures related to the recovery of corporate debts were concretized and completed, but also
the key notions were modified. In particular, instead of the notion of bankruptcy in the law of 2001,
the notion of insolvency was introduced, which is considered to be “something more forgiving and
easier to bear” for entrepreneurs.

The most recent amendments to the Insolvency Law concern the extrajudicial restructuring
of the companies, the streamlining of the financial circuit and the access to finance of economic
agents in respect of which the insolvency procedure was initiated, including by regulating the
possibility of post-initiation financing, maximizing the recovery rate of creditors' claims.

Analyzing the currently in force Insolvency Law from the second chance point of view, it is
worth mentioning that the law provides for two restructuring procedures (Chapter VI, art. 182 -
226). One is the general procedure and the other is the accelerated restructuring procedure. The
accelerated restructuring procedure can be applied to the financially distressed company and aims
to protect the company, providing the opportunity to continue the activity, keep jobs and cover
debts by implementing a concrete plan.

The main institution, which regulates all aspects of the SME sector development in the
Republic of Moldova is the Ministry of Economy and Infrastructure. At the same time, the state
policyin the field of enterprises’ insolvency and bankruptcy is carried out by the Ministry of Justice.

At the same time, some modest steps are being taken to facilitate the access to second chance
for entrepreneurs. Thus, starting with July 2018, the government agency the Organization for SMEs
development (ODIMM) started an international project co-financed from European Union funds:
“Accepting failure to facilitate the access to second chance for entrepreneurs in the Danube region
- Danube Chance 2.0” (within the Transnational Program Danube 2014-2020). The project
duration - until 30.06.2021. This is the first project in the Republic of Moldova, focused on
entrepreneurs in difficulty, in a state of insolvency or bankruptcy and who would like to start a
new business.

Analysis of the importance of the phenomenon based on quantitative data. Based on the
available data (of the State Tax Service, the Public Services Agency and the National Bureau of
Statistics) was identified the number of the problematic enterprises, which are facing difficulties
in recovery debt, or which are already in a state of bankruptcy.

v’ The data of the State Tax Service reflects the number of economic agents declared
insolvent. Starting with 2013, the number of economic agents declared in a state of
insolvency shows a constant growth trend. In particular, a significant increase was
registered starting with 2017, when their number exceeded the cumulative number of
agents declared insolvent in the period 2013-2016 (by 4.6 times). Over the next 3 years
(2017-2019) the number of economic agents declared insolvent continues to increase.
Thus, in 2019 the number of economic agents declared in a state of insolvency reached the
maximum registered in the analyzed period, constituting 11183 economic agents,
increasing by 24.3% compared to the previous year. The significant increase in the number
of economic operators declared insolvent is explained, first of all, by the simplification of
the liquidation procedure.
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Table 1.
Number of economic agents declared insolvent, period 2013 - 2019

Average Average number of
number of employees in
Total per year employeesina enterprises
company, declared insolvent,
ers. €ers.

2013 41 64 45 63 213 10.1 2151
2014 83 95 72 124 374 9.9 3703
2015 112 124 103 120 459 10 4590
2016 161 186 125 201 673 9.8 6595
2017 1783 1931 2088 2161 7963 9.7 77241
2018 1996 2126 2318 2559 8999 9.6 86390
2019 2546 2690 2866 3081 11183 9.7 108475

Source: authors’ calculation based on the data of the State Tax Service of the Republic of Moldova
and the National Bureau of Statistics

Considering that on average 9.7 employees were working in a company in the Republic of Moldova
in 2019, the liquidation of insolvent enterprises only in 2019 may leads to the reduction of 108,475 jobs.
Using the data of the National Bureau of Statistics, which shows that the average number of employees
in 2019 was 552,113 persons, we identify the share of jobs, which can be liquidated in connection with
the closure of enterprises declared insolvent - this is 19.6%. Given the trend in 2019 and the negative
effects of the Covid-19 pandemic crisis, we assume that the reduction in jobs this year may be even more
significant.

v’ The State Register of Legal Entities and Individual Entrepreneurs keeps records of all
enterprises that have been registered and deregistered. The data of the State Register show that
during 2015-2016 there was a net growth of enterprises (calculated as the difference between
registered and deregistered enterprises), and during 2017-2019 this indicator had a negative
value. Moreover, in the last 3 years this negative trend has progressed: in 2017 the monthly
reduction in the number of enterprises was -178 units, and in 2019 - 336 units. There are
several factors that explain this trend (in particular, the simplification of the business
liquidation procedure; a more constructive approach of the potential entrepreneurs on starting
their own business), however, the data show the existence of certain problems faced by
domestic entrepreneurs.

Table 2
Number of registered and deregistered enterprises from the State Register of legal
entities and individual entrepreneurs in the years 2015-2019
2015 | 2016 2017 2018 2019
Average Average Average Average Average

Indicators Total Total

Total per Total| per Total per per per
month month month month month

Registered
enterprises, 5985 499 5673 473 6406 534 5751 479 6136 511
un.
Deregistered
enterprises, 3905 325 4055 338 8540 712 8895 741 10166 847
un.
Net growth 2080 173 1618 135 -2134| -178 -3144 -262 -4030 -336
Source: authors’ calculation based on the data of the Public Services Agency
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v" Position of the Republic of Moldova in the international ranking Doing business (on indicators,
which refer to insolvency). According to the World Bank Doing Business Report, ed.2020, the Republic
of Moldova ranked 67th in the “Solving Insolvency” indicator (out of 190 countries included in the
ranking), marking a worsening in the ranking with 9 positions (2014-2020) (Doing Business, f.a., 2019).

According to this ranking, the insolvency procedure in the Republic of Moldova lasts on average 2.8
years, and the costs related to the insolvency procedure constitute 15.0% of the value of the debtor's
patrimony, which is above the average in Eastern European and Central Asian countries (respectively, 2.3
years and 13.1%) and significantly more than in OECD countries (1.7 years and 9.3%).

In order to characterize the legislation on insolvency / bankruptcy in the ranking is used the
Strength of insolvency framework index, which represents the sum of points assigned to the country for
the commencement of proceedings index, management of debtor's assets index, reorganization
proceedings index and creditor participation index. The value of the Strength of insolvency framework
index for the Republic of Moldova is 12.0 points out of 16 possible, or 75%. At the same time, the
insolvency framework does not provide for the possibility of the debtor obtaining credit after the
beginning of insolvency proceedings: the country obtaining 0 points on this indicator, which means
that the enterprise ceases to exist after the completion of the insolvency process.

The barriers faced by small entrepreneurs, oriented in obtaining a second chance in business.
For a deeper investigation of the circumstances (factors), which favor and hinder the entrepreneurial
activity, related to obtaining a second chance in business, the interview method was used.

In the process of interviewing, a second chance means if the company: (1) is in financial or non-
financial difficulty, which poses a threat to paying the debts, or (2) the company is unable to honor its
financial obligations (3) the situation created is not related to fraud, then (4) the entrepreneur should have
areal opportunity to restart his activities relatively quickly and not too difficult or to create a new business.

The generalization of the interviews results with the entrepreneurs allowed to identify the
following barriers, faced by the small entrepreneurs, oriented towards obtaining the second chance in
business:

1. Acute insufficiency of financial resources at the enterprise / entrepreneur. The entrepreneurs
explained this problem by the following:

e Decrease in sales, conditioned by the change of the goods market conjuncture. For example, the
emergence of new competitors in the market, the change in the consumer demand and preferences for
the good of the respondents' businesses;

e Increased expenditures, first of all, increased payments for utilities and rent;

Non-compliance with the financial obligations by customers;

Deficiencies of the state policy to support entrepreneurship;

State policy at macro-level (high level of migration, change in exchange rate, corruption, etc.)
Long and costly bankruptcy procedures, provided by the insolvency legislation;

3. Limited information about the possibilities an entrepreneur, whose business is in a difficult
situation (legal norms, support from institutions, etc.) can use;

4. Insufficient training and experience of persons, who have to solve the problems of creditors
and entrepreneurs / enterprises at the stage of insolvency (mediators, consultants, bankruptcy
administrators, etc.);

5. Insufficient institutions, interested and with the potential to support entrepreneurs that face
financial or other problems in business;

6. The stress of entrepreneurs, who face insolvency or bankruptcy, lack of self-confidence, which
is intensified by the distrust from people (both business partners and family members);

7. Staff difficulties, largely caused by:

o Insufficient qualification of employees (workers and specialists) or even lack of people with
certain professions and qualifications. Consequently, the employment of people with inadequate
qualifications leads to poor quality of work, low discipline, high staff turnover, collective conflicts, etc.

N e e e
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o Insufficiency of professional qualification and entrepreneurial skills/experience of owners,
managers. For example: the owner of the restaurant mentioned that “he started a business he did not
know. It was first necessary to study about the activity related to restaurants.”

8. Unqualified resolution of general issues related to the enterprise management, such as:

e Contradictions between business owners;

e The main owner and manager had other obligations, working as an employee;

The goals of business development were not well thought out; management methods and styles
were used inefficiently;

e The company was simultaneously involved in several projects, which did not have the
necessary financial support;

e The owners of the company were not ready for the risks, or the risks were not taken seriously,
or no measures were developed to overcome them;

e Low attention is paid to some management directions, in particular: business planning,
including financial planning, price formation was incorrect - prices for products were reduced, no
advertising policy, the production control, marketing and supply management were insufficient.

Regarding the success of the new business, after the previous failure in business, the respondents
expressed different points of view, including that the new business is in some cases more successful
compared to the previous one. One of the respondents clearly mentioned that “the new business differs
a lot, in a better sense, from the previous one: it has only one type of activity and a small number of
employees. The respondent, being owner and director, has all the advantages in making strategic
decisions, while in the previous business there was no mutual understanding between owners and
administrators.”

At the same time, during the interviews, the entrepreneurs expressed the need for various state
support measures to quickly get a second chance. These referred primarily to changes in the legislation
and judicial practices related to the bankruptcy procedure, as well as to the financial and institutional
support of entrepreneurs to get a second chance. In addition, entrepreneurs paid attention to the general
problems of SME development in the Republic of Moldova. In particular, it was proposed:

A. As part of the amendments to the legislation on entrepreneurship and legal practices related to
bankruptcy procedures:

e Toreduce the duration and complexity of legal procedure related to the closure of the business
(in the absence of company debts). This does not require additional financial resources, as it depends
largely on the level of bureaucracy.

B. Improving the financial support. Extension of the state support measures, intended for newly
established enterprises, including enterprises, which get a second chance. It is reasonable to implement
these measures in the framework of the SME support programs. In particular:

o to extend the state support under special/target programs for all Moldovan SME, including
those operating in Chisinau (given that 64% of domestic economic agents operate in the capital).
Currently, support under special programs is intended primarily for businesses from the rural areas.

o As possible state support measures for SME in the crisis situations, was proposed: 1) to reduce
the rent payment (if the owner of the area is the state) or to compensate a part of the rent payment,
which is very high at the moment; 2) postponement of the tax payment for the equipment and tools
purchase necessary for the business development. For example, the respondent ordered a computer
program abroad to develop mail delivery models. The cost of the program was $ 9,000, the tax was $
2,000. The respondent refused to pay such a fee and had to go to Moscow alone to bring the program,
significantly reducing the purchasing cost.

C. Within the institutional support. Any opportunities for institutional support of the second
chance were enthusiastically supported by respondents, considering that improving the institutions
activity is the most possible support form for entrepreneurs. In particular, it was proposed:

o Development of institutions that provide services to entrepreneurs:

o at the stage of identifying new complicated problems in the business - by providing assistance
in the restructuring process, in order to keep the company and the jobs. According to the respondents
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“these services must be provided by public institutions, free of charge, given the state's interest in protecting
jobs and paying taxes”;

o willing to set up a new business or restart the previous activity after a forced cessation of
activity or bankruptcy.

o Extending the process of informing entrepreneurs how to overcome the business problems.

e Assistance of professional psychologists in organizing counseling, to reduce the impact of
stigmatization of the “bankrupt”. Organizing the training of entrepreneurs in the field of risk
management, crisis management, staff development; delegation of responsibilities; providing
psychological support. The respondents mention that “it must be free and include rural areas”.

e Development of methodological instructions for entrepreneurs on early prevention of crisis
situations, insolvency management, bankruptcy.

e Dissemination in society of information about the existence of the right to failure in any activity.

The generalization of the interviews results with the entrepreneurs and the legislation analysis
allowed to identify a range of directions to support the second chance, the main ones being the following:

e Improving the legislation and the control over its implementation; introducing changes in the
policy documents. In particular, it is proposed: (a) to include in the aim of the Insolvency Law, in line with
the interests of creditors, also - where possible, giving the debtor-entrepreneur the chance to recover it
business; (b) to add in the Law on Small and Medium-sized Enterprises, in particular, to the list of the
target groups supporting SMEs, the group of entrepreneurs, who may benefit from the second chance.

e Facilitating the access to funding sources. In particular, during and after the financial crisis, the
following forms of financial support for entrepreneurs are important: (i) reducing the debt burden for
entrepreneurs, who have got a second chance (lower rates for unpaid debts); (ii) the possibility to
obtain a loan after the initiation of the insolvency process, in particular, within the special programs;
(iii) ensuring the access to state contracts for “honest” bankrupt entrepreneurs; (iv) providing facilities
to entrepreneurs for payments, offered to consultations of lawyers, financiers, accountants and other
insolvency specialists, whose services are usually quite expensive.

e [mproving the training of entrepreneurs; providing advisory and information services. In
particular: (1) training of entrepreneurs regarding the activity in difficult conditions, in particular,
training courses on risk management, crisis management; personnel management; financial
management; (2) training and advisory assistance of business specialists in overcoming crisis issues;
(3) organizing mentoring and coaching activities to help those who want to get a second chance; (4)
informing entrepreneurs from the SME sector about the possibility of using the restructuring
procedure to overcome a business crisis situation; (5) developing and maintaining the website, which
places the information necessary for the second chance.

e Changing the activity of institutions, aimed at giving SMESs a second chance. In order to support
SMEs in overcoming financial insolvency, it is appropriate for the state to initiate or create specialized
support institutions, or to assign new functions to existing public institutions. Certain functions of
granting a second chance to entrepreneurs in the Republic of Moldova are performed by persons with
liberal professions (mediators, bankruptcy administrators) and their professional associations, whose
activities are regulated by the Ministry of Justice. It is very important to provide assistance to
companies in identifying difficulties at the initial stage of their emergence. In particular, as early
warning systems could be the tax authorities, commercial banks, credit bureaus.

e (Changing the attitude in society about entrepreneurs, who have suffered a failure in business, in
order to improve the public image through education and media. In this context, it is relevant to
disseminate information in society: (a) about the right to fail in any activity, especially in the field of
business, characterized by a high degree of risk; (b) the success stories of entrepreneurs who have
overcome crisis situations; (c) in a broader context - about improving the image of entrepreneurs.
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CONCLUSIONS

Giving entrepreneurs a second chance is not limited to companies that have gone bankrupt, but is
examined in a broader context in the politics of European countries. In particular, these are companies
that are in financial difficulty or are facing non-financial difficulties; who have faced insolvency, have
gone through restructuring or bankruptcy procedures.

In order to develop a policy to support the second chance in business, it is rational to identify the
barriers that small entrepreneurs face, which can lead the company to bankruptcy. The constraints of
the local entrepreneurs, who have suffered a failure in business and would like to quickly benefit from a
second chance in the Republic of Moldova are characterized by the following: (a) acute shortage of
financial resources in the enterprise; (b) long and costly bankruptcy procedures; (c) limited information
on the possibilities an entrepreneur whose business is in a difficult situation can use; (d) inadequate
training and experience of specialists who have to deal with business difficulties (mediators, consultants,
bankruptcy administrators, etc.); (e) the insufficient level of training of entrepreneurs in the field of
business, in which insufficient attention is paid to issues related to the risk management; the crisis
management, the human resources management, the financial management, etc.); (f) insufficient
institutions, interested in supporting entrepreneurs, facing financial or other business problems; (g)
stress of entrepreneurs, facing insolvency or bankruptcy procedures, lack of self-confidence, which is
intensified by the distrust of people.

In order to give entrepreneurs a second chance, it is relevant to use a wide range of support
directions, the main ones being the following: (1) improving the legislation and controlling its
implementation; (2) facilitating the access to funding sources; (3) improving the entrepreneurial
training of persons involved in business and improving the professional qualification of other
participants of the insolvency process; (4) changing the attitude in society towards entrepreneurs, who
have suffered a failure in business, in order to improve the public image through education and media.
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