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Abstract

:

This paper aims to present a benchmarking framework for short- and long-term risk of enterprises in emerging markets that seek integration in global value chains. The benchmark instrument aims in particular to assess short- and long-term risk based on accounting data and estimations of key financial ratios for enterprises located in the Western Balkan region and operating in the materials, industrials, and customer-discretionary industries. In total, the paper considers 310 enterprises. Given the geographical proximity of the region, the benchmark instrument for short- and long-term risks serves to assess the outsourcing potential these enterprises have toward foreign enterprises dominating larger markets such as the European value chain. The framework is applicable to a large-scale annual data series collected on subindustry level in order to obtain a more granular analysis of a particular industry and its respective value chain. The benchmarking instrument indicates that those subindustries performing better both at short- and long-term risk display a higher outsourcing potential and more opportunities for integration in global value chains.
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1. Introduction


The COVID-19 pandemic disrupted global value chains and increased risks in production networks spread in several volatile markets (Manta et al. 2021). More resilient and agile production networks can be achieved through better risk management strategies occurring at the enterprise level, especially by achieving a balance between short- and long-term risks. In times when enterprises leading global value chains are rethinking placement of operations sites, new outsourcing opportunities arise for enterprises located in the countries of the Western Balkan region (Albania, Bosnia Herzegovina, Kosovo, Montenegro, North Macedonia, and Serbia) (Yang et al. 2016). Outsourcing opportunities arise especially from European enterprises that, due to the lengthy delivery times and ever-increasing transporting costs, are relocating production segments to geographically closer regions, such as the Western Balkan one. Identification of potential outsourcing partners undergoes a thorough evaluation that includes, among others, the financial performance of enterprises. Similar to underlying research from McKinsey, Organization for Economic Co-operation and Development (OECD), United Nations Conference on Trade and Development (UNCTAD) (Horvathova et al. 2021), this paper considers the financial performance as a key determinant for outsourcing in global value chains, with particular focus on the trade-off between the short- and long-term financial risks (Brochet et al. 2015; OECD 2020; Lund et al. 2020; and Kasasbeh 2021).



In the literature, benchmarking is considered as one of the most widely used instruments for measuring enterprise performance, given the insights that can be generated from accounting and financial indicators (Ruiz and Sirvent 2019). The analysis is based on a benchmarking framework concerning short- and long-term risk. Another usefulness of benchmarking comes from the fact that the required information is easily accessible and publicly available as enterprises are required to periodically publish their financial statements, for at least once a year (Hatami-Marbini 2019). As such, enterprises have the opportunity to build reference points with virtually any other enterprise worldwide, in a relatively short period of time, and without major investment (Fridson and Alvarez 2022).



In financial analysis, short-term risk relates to how liquid an enterprise is in responding to short-term obligations, while long-term risk refers to how solvent an enterprise is to pay back its long-term debt or payables (Karim et al. 2021). The existing literature contains reports that significantly analyze the short- and long-term risk based on financial ratios of various industries in developing countries such as those in the European Union (OECD); United States, including studies undertaken by Harvard Business School; and in Asia (UNCTAD). However, similar research of industries and enterprises in the Western Balkan countries is still in its early stages. Owing to lack of detailed analysis for the Western Balkan countries, the main contribution of this paper is to bring additional insights on the financial performance of enterprises in this region given the increasing interest of European enterprises in the region for outsourcing production activities (Brochet et al. 2015).



In line with similar research undertaken by McKinsey, OECD and UNCTAD that evaluate inter- and intra-industry financial performance in 23 industry sectors based on financial ratios, this paper considers in total six financial ratios in three main industries, materials, industrials, and customer discretionary for a total of 310 enterprises (UNCTAD 2020; OECD 2020). The financial ratios considered for short-term risk include (i) current ratio, (ii) acid ratio, and (iii) short-term debt coverage ratio. On the other hand, financial ratios related to long-term risk are: (i) debt-to-equity ratio, (ii) debt ratio, and (iii) debt service coverage ratio (Alnori 2020; Tran et al. 2020). Benchmarking of these ratios shows that this instrument can be a very beneficial source of information for evaluating the financial health of enterprises when considering them as potential outsourcing partners in production networks of global value chains (Lund et al. 2020).



Given that the main industries in the Western Balkans are industries such as manufacturing, production, delivery, and transportation (Vasa and Angeloska 2020; Vasa et al. 2017), the findings of this study are primarily based on these industries. Industries that are mainly categorized as service provision are subject to another research project. In addition, enterprises related to the financial industry are not included in the study due to a large number of mergers and acquisitions occurring in the financial sector with many banks that were present in the region before the pandemic are no longer in the market. Additionally, one of the major Austrian banks currently operating in all six Western Balkan countries is in the process of selling its operations to another bank. Under such conditions, this study tries to address the following research question:



RQ1. 

How does financial performance of enterprises regarding short- and long-term risk in the Western Balkans affect their outsourcing potential and integration in global value chains?





This research question is crucial to be investigated given that foreign enterprises such as European enterprises often need to make investment choices and target developing countries such as the Western Balkans to explore new investment opportunities. Appropriate choices can help European enterprises create appropriate expansion frameworks to identify new sustainable destination for the right investments.



To respond to the research question, this paper is organized as follows: the first section introduces the importance of the study, the second section presents an overview of the literature, and the third section explains the data and methodology applied in the study. The final sections of the paper discuss the main findings of the paper followed by results and conclusions of the study.




2. Literature Review


In the literature, financial ratios are considered as key indicators to evaluate the financial health of enterprises operating in any industry. In particular, financial ratios provide good insights on short- and long-term risk exposure of enterprises. Investors regard financial ratios as robust tools to determine the operating financial conditions and the growth potential of an enterprise (Tran et al. 2020). Through financial ratios, investors are able to evaluate whether enterprises have the necessary financial resources to maintain their operations and to attain their development objectives. Financial ratios are used to measure not only the current health of enterprises but also the forthcoming financial prospects, including expansion or bankruptcy (Baule 2019). In addition, financial ratios are used to analyze the historical financial performance of an enterprise and how it compares with competitors in the same industry. According to Laitinen (2018), financial ratios are used for two main purposes. The first purpose relates to accountants and analysts that use financial ratios to forecast forthcoming financial variables such as returns, profits, and payment delays or defaults. The second purpose is to use financial ratios in order to make comparisons within or across industries known differently as benchmarking analysis (Arrfelt et al. 2018).



Several studies in the literature rely on financial ratios to evaluate the current financial health and future financial prospects of enterprises. Short-term indicators such as the current ratio or acid ratio together with long-term indicators such as the debt ratio are used to predict the ability to meet payment obligations of 52 enterprises in the chemicals industry listed in the Indonesian stock exchange (Nurhayati et al. 2017). Similarly, financial performance of enterprises operating in the industrial food industry and listed in the Amman stock exchange is evaluated through financial ratios. The study determined that fluctuations occurring in the long-term debt ratio are one of the main factors that affect investment decisions of potential investors (Durrah et al. 2016). A large study of 418 enterprises in the Vietnamese stock exchange uses short- and long-term financial ratios to assess the financial position of enterprises based on the mid-year accounting information obtained from interim financial reporting. The study concludes that in particular return of investment together with liquidity ratios help investors to understand the financing structure and growth prospects of enterprises (Tran et al. 2020).



To continue, financial ratios are used to measure the financial risk of over 120,000 Slovak enterprises and to construct a forecasting model for future expansion. Despite variations in the capital structure, size, organizational structure, etc., prediction models based on estimations of financial ratios enhance investors’ knowledge on financially adverse situations that might question the ability of enterprises to meet their payment obligations (Valaskova et al. 2018). Another study on Slovak enterprises examines financial ratios by a mean-position comparative-base construct based on industry indicators of enterprises operating in Western Europe. In this study, industry estimations serve as reference points for investors and lending institutions to evaluate the creditworthiness of enterprises (Bartošová and Kráľ 2017). Comparably, financial ratios have been used to forecast bankruptcy of 50 Greek enterprises listed in the Athens stock exchange. The study highlights the role of financial ratios in detecting elements of financial short- and long-term risks in enterprises, categorizing them into healthy and unhealthy ones (Giannopoulos and Sigbjørnsen 2019). Additionally, enterprises in South Asia have been subject to financial ratio analysis in order to determine whether they will become bankrupt under volatile economic conditions. The study concludes that short- and long-term financial indicators are good predictors whether in the future enterprises will become insolvent (Karim et al. 2021). Another study explores the changes in the numerator and denominator of financial ratios for a sample of 9160 active and 81 bankrupt enterprises. The main objective of this study is to determine fluctuations and trends in profitability, liquidity, and long-term solvency of enterprises and understand how they affect investment decisions (Laitinen 2018).



In addition, financial ratios in existing literature are seen as solid indicators to measure the financial sustainability of enterprises. A study analyzing financial ratios of European enterprises for a period of thirty years concludes that financially sustainable enterprises have lower long-term risk and are able to obtain above-average returns. These enterprises are attractive to investors; because of lower risk, they are able to gain returns that are at least equal to an alternative investment (Gleibner et al. 2022). Financial sustainability in 40 listed Jordanian enterprises indicates that short- and long-term debt ratios adversely affect the return on assets and return on equity (Kasasbeh 2021). Additionally, a study of nonfinancial enterprises listed in Saudi Arabia’s stock exchange concludes that sustainable enterprises have in-place liquidity and cash management strategies and are able to mitigate long-term financial risk (Alnori 2020).



Moreover, the onset of the COVID-19 pandemic followed by severe global financial constraints increased the importance of financial ratios in determining whether enterprises are in good health and able to survive the harsh business conditions caused by the pandemic. Financial ratios related to short- and long-term risk of small and medium size enterprises in Nigeria are used to identify future prospects to increase their survival potential through access to alternative financing resources (Umadia and Kasztelnik 2020). The differences in the management of financial risk between family and nonfamily enterprises during the COVID-19 pandemic are also considered in the literature. A large study of 1090 family-owned enterprises and 557 nonfamily-owned enterprises concludes that family-owned enterprises give more importance to financial risks during global economic uncertainty (Santos et al. 2021). Financial recovery in the post-COVID-19 pandemic of the restaurant industry in the United States shows that the survival potential is higher in restaurants that are able to manage long-term risk, especially in preserving cash and delaying capital expenditures (Yost et al. 2021). Additionally, owing to the COVID-19 pandemic, United Kingdom is giving more attention to ease financial regulations that are likely to facilitate and improve the burden of long-term risk in small and medium enterprises




3. Data and Methodology


To respond to our research questions, this paper is based on the financial indicators for short- and long-term risk in 310 enterprises that currently perform their operational activity in the countries of the Western Balkan region. The financial data collected were extracted from annual statements submitted in the national registration/business centers. Annual financial statements were collected for the five-year period between 2016 and 2020. The main criteria for selection of enterprises to be included in the sample were to have an annual turnover of 10 million/Euros and that have been present in the market for at least 15 years. The selection criteria tried to identify enterprises that were able to survive the fragile business environment in the Western Balkan region resulting from a market economy established only in the early 1990s. Similar selection criteria are also present in the literature (Laitinen 2018). With reference to the selection criteria, Table 1 presents the main characteristics of selected enterprises. The majority of enterprises currently operate in Serbia, as it is the largest market in the region. The average annual turnover and the years of operation in the market are above the selection criteria.



Enterprises in the sample are categorized into industries and subindustries in order to obtain a more granular analysis for a specific industry. Their activity is identified based on the activity description of enterprises written in the official registration forms. Owing to the distribution of enterprises and sometimes overlapping activities, the final categorization of the operational activity is based on the global industry classification standard (GICS) concerning the three main categorizations materials, industrials, and customer discretionary (Table 2) (Shewell and Migiro 2016).



Categorization of the enterprise is not based on standards used by national institutions as they differ across the Western Balkan region; avoiding this eliminates any additional limitations in selection of enterprises. National standards do not accommodate the needs for classification of enterprises operating in multiple industry fields, e.g., an enterprise involved in the construction of a power plant and also operating as an electricity producer; enterprises operating in multiple fields of customer business such as production of food products, distribution, and wholesale (Kiselakova et al. 2018). In the sample, most enterprises fall into the customer discretionary category. Customer durables, apparel, and leisure products is the subcategory with the highest number of enterprises, while ground transportation (cargo and passenger) has the lowest number.



Benchmarking refers to the procedure of measuring the performance of an enterprise to an estimated standard or reference point. Referring to the American Productivity and Quality Center (APQC 1993), the concept of benchmarking relates to a methodological and continuous measurement of operational processes of an entity, in relation to the same processes of established market leaders both locally, regionally, and globally, in order to retrieve valuable information which would help the enterprise to improve its performance (Aparicio et al. 2014). In essence, benchmarking can be simplified into “learning from the best”, and it has been a successful instrument for surviving and flourishing after major economic crisis and for better integration into global value chains.



Several methods are used for calculating industry benchmarks based on financial ratios that measure short- and long-term risks in enterprises. The two main methods are “the average of ratios” and “the ratio of averages”. Similar methodologies have been applied in studies undertaken by the World Bank and OECD, and also reported in Kasasbeh (2021). Initially, for every enterprise, each financial ratio listed in Table 3 is calculated for a period of five years. The formula applied for each financial ratio is presented in Table 3 (Brigham and Houston 2016).



Both methods have their limitations; however, based on the information gathered, we decided to use “the ratio of averages” as a better approximation for the relatively small number of enterprises included in the sample and to determine the percentile in which enterprises in the sample belong to (refer to Equation (1)). This way, outliers do not affect the result much. In addition, to mitigate the bias toward relatively extensive categorization of enterprises at the industry level, the results are also presented in subindustry segments (Vasilic 2014).



The other method, ratio of averages, follows a different path to aggregation. It consists in the aggregate of ratio components calculated to individual ratios. This method takes into account the weights of the denominator, resulting in a weighted average. However, it also has its limitations, the most important being a bias on enterprises with a relative high weight compared to other enterprises operating in the same industry (Sultan 2014).


   ( t )  =    ∑ i t   A i   ( t )     ∑ i t   B i   ( t )    =   E  [   A i   ( t )   ]    E  [   B i   ( t )   ]     



(1)




The ratio is represented by r, t represents the industry, A and B represent ratio components. Following the categorization of enterprises, their outsourcing potential is determined on benchmarking criteria presented in Table 3 (Lukacova et al. 2020). Similar criteria are also applied in the studies undertaken by McKinsey (Lund et al. 2020) and UNCTAD (2020).



In this paper, the main objective of benchmarking is to identify within the sample the industry, subindustry, and enterprises with the best short- and long-term risk financial indicators and with the highest potential for outsourcing their activity into different segments of global value chains (Bartošová and Kráľ 2017). As such, enterprises in the sample are categorized into (i) low potential for outsourcing, (ii) middle outsourcing potential, and (iii) high outsourcing potential (Brochet et al. 2015). Regarding the interpretation of financial ratio values, the criteria used to make this categorization reflect the principles of financial statement analysis. For example, as presented in Table 4, when an enterprise has a debt ratio with a value greater than one, it means that its liabilities are greater than its assets. When this happens, an enterprise has a high possibility of becoming insolvent and has little potential to attract any investor that would inherit the high amounts of debt (Fridson and Alvarez 2022).



The outsourcing potential for each enterprise within a specific subindustry/industry is determined on the category with the highest number of financial ratio results (Table 5). For example, if for enterprise A, three of the six estimated financial ratios fall into the middle outsourcing potential, two financial ratios fall within the high outsourcing potential, and the remaining one is within the low outsourcing potential, then the enterprise is categorized as a middle performer. In the case of enterprise D, when an even number of financial ratios falls within each category presented, then the decision is based on the values of ratios that have the highest values among the six (Sutia et al. 2020).



After estimating financial ratios for each enterprise, the ratio of averages formula was then implemented to estimate benchmarking results for the subindustry/industry level and judge whether each enterprise performs below or above estimated industry level. This comparison allows for a better judgment where each enterprise is positioned. For example, two enterprises individually can be categorized with middle outsourcing potential. However, one of the two enterprises can have four financial ratios that are above the subindustry/industry estimated benchmark values, while the other enterprise can have only two ratios above benchmarking values. In this case, the enterprise with the highest number of financial ratios above estimated industry levels has a dominant middle outsourcing potential (Wood and McConney 2018).




4. Results


The majority of enterprises in the sample demonstrated generally a medium to low outsourcing potential. Overall, in the sample, 67% of enterprises operate below estimated subindustry and industry levels for short-term risks and 71% of enterprises with regard to long-term risk. Industry sectors mostly affected by short-term risk are the materials and industrials (Table 6). In the materials industry, subcategories having the highest degree of short-term risk and lower outsourcing potential are those in metal, mining, and chemicals with 73% of enterprises. These economic sectors are characterized mainly by lengthy operational cycles and high inventories and possession of a small amount of current assets. In the industrial industry, the higher degree of short-term risk is in the construction and engineering subsector with 81% of enterprises given the lengthy delivery times of a specific project, high amounts of borrowings to complete a project, and the high number of contractual engagements that cause potential delays. The customer discretionary industry displays a lower level of short-term risk, as it relates mostly to customer goods where goods are quickly converted into sales. Results related to short-term risk presented in Table 6 address the research question as they identify which industries are more attractive to foreign enterprises for outsourcing services. In addition, the results indicate that despite the tight selection criteria of enterprises included in the sample, only a few demonstrate a healthy financial performance having a higher potential for integration in global value chains. Similar short-term risks results are in line with research undertaken on management studies related to the management of short term risks in the abovementioned industries (Stefko et al. 2021).



More specifically, short-term obligations coming from business cycle activity seem to not be adequately covered from short-term liquidity. There is a noticeable difference in short-term stability among financial health categories not only in terms of cash flow management, but also in the coverage of short-term debt through short-term assets. In the analysis of the financing structure of the operational activity, there is a positive relation between equity share and financial health rating: the lower the rating, the lower equity shares. Similarly, short-term debt reveals additional financial risks that may come with financing more assets through short-term liabilities. Industries that use risky strategies to manage short-term operations and expansion through debt are less likely to attract foreign enterprises, become involved in global value chain, and, most importantly, try to achieve sustainable financing structures (Wettstein and Suggs 2016).



Financial and supply chain threats are linked tightly with high risk performers. They tend to finance their business more through short term liabilities. The most exposed subindustry is customer durables, apparel, and leisure products, which are characterized by short-term supply chains with seasonal changes in customer demand and inventory. Borrowings, even though on lower shares than equity, comprise a larger overall volume relative to other groups of rating. Financing assets mainly through short-term debt indicates higher ties in the supply chain through payables and far stretched days’ payables outstanding to cover for cash (Yang et al. 2016). A lengthy short-term payment cycle identified from values of financial ratios clearly indicates that an enterprise is most likely to suffer from long-term risk exposure.



In addition, similar trends occur in long-term risk results (Table 7). In the sample, 68% of enterprises in the sample operate at relatively low solvency rates. Even though the long-term debt has a lower share in financing of enterprises (i.e., at 44% of total debt), the financial risk resulting from short-term coverage coupled with low solvency rates may quickly transform into difficulties in servicing long-term debt.



Since most long-term debt is made of loans from the financial sector, the mechanism can quickly produce an effect on the sector, resulting in a high level of nonperforming loans (Horvathova et al. 2021). The subindustries that show the highest level of long-term risks include those in the materials industry, including both materials and engineering with 82% of enterprises, metals and mining with 71% of enterprises, and household durables with 51% of enterprises. The industrial machinery, supplies, and components subindustry sector depends on large amounts of long-term borrowing to finance lengthy development projects such as public works, including road construction, water supply plants, and electricity transmission lines, or construction of large projects that face numerous risks until full completion. The subindustry household durables with 64% of enterprises having high long-term risk is interconnected with the financial performance of the industrial machinery, supplies, and components subindustry, as the majority of customer sales happens when construction projects are completed (Ruiz and Sirvent 2019).



Similar to previews analysis, enterprises displaying short- and long-term risks operate on large volumes of borrowing with a share of 45%. The low amounts of operating cash flows bring difficulties in meeting short-term debt requirements that may quickly affect long-term debt repayments. As a chain reaction, this would affect other enterprises in the supply chain to which these groups of enterprises owe payables, thus negatively affecting integration in global value chain and future expansion opportunities (Sultan 2014). Additionally, similar studies by OECD indicate that industries face long-term risks as enterprises operate within ties among them, thus spreading a disruption in the value chain or difficulties in the management and planning cash flow disbursements (OECD 2020).



Overall, analysis in the sample indicates that enterprises operate in an environment of tight ties with each other. This is manifested in the high share of payables and receivables, especially those stemming from their respective supply chain. Such interdependence exposes the whole industry sector to quick financial risk transmission mechanisms. This domino effect may at the same time place upward risk pressure affecting the majority of industries. Obviously, such effects are further multiplied as the financial sector in the Western Balkan region demonstrates a high level of nonperforming loans and banks as the main borrowing institutions in the region apply tighter lending activity, thus further restricting the liquidity available in the market. Lower levels of liquidity in the market negatively affect both short- and long-term risk, making enterprises more volatile and narrowing the number of enterprises that can have a high degree of outsourcing potential (Hatami-Marbini 2019).



To continue, industry distributions of short- and long-term risk have variations. Each industry shows different trends from their enterprises; this is also due to variations on financial management among enterprises. Aggregate industry values show broader industry results; meanwhile, the rating for outsource potential is more enterprise-specific and reveals better industry risks related to market players’ interrelations (Barbuta-Misu et al. 2019). Results indicate that, despite industries overall may face several difficulties with short- and long-term risk, individual enterprises can outperform the industry, thus having a much higher potential for outsourcing potential and better partnership with European enterprises (Sutia et al. 2020).




5. Discussion


Enterprises vary on the share of short-term assets and short-term liabilities, composed of receivables and payables, which in turn affect current ratio significance by putting more risk on the supply chain and spreading its effects widely in the industry, causing fluctuations in financial operations and narrowing prospects for expansion and exposure to global value chains. However, limitations arise as estimation of the current ratio does not include in the analysis the operational activity of enterprises, but it is based on only values received from balance sheets (Vasilic 2014). Another indicator considered for short-term risks with particular attention on meeting creditors obligations is the acid ratio that measures the ability of an enterprise to pay off short-term liabilities with quick assets. This ratio also relates that inventory moves slowly and thus cannot readily be converted into cash. Based on benchmarking results, customer discretionary has the best financial ratio indicators as the industry in itself operates on a short inventory cycle and on a large number of quick assets making it easier to make payments (Wood and McConney 2018). The benchmarking instrument indicates that only few industry and subindustry players are able to manage short-term risk, thus limiting potential partners available in the Western Balkan region. Additionally, this financial ratio does not take into consideration the activity of enterprises but it is based only on balance sheet entries. An indicator that would combine both elements from a number of financial statements including data from the balance sheet and cash flow statement would provide more in-depth insights on short-term risk industry trends and overall attractiveness of the region to participate in global value chains.



In addition, the short-term debt coverage ratio that takes into account operational cash flow directly impacts the operational activity of enterprises and reveals short-term financing needs. The liquidity indicators reveal tight relations of the enterprise in the supply chain, showing that enterprises have important shares of receivables from customers as well as payables to suppliers. As such, it is important to have stable cash influxes to cover payments and drive new investments, thus making the short-term debt coverage ratio an indicator of financial stability (Kiselakova et al. 2018). Referring to similar results in the literature, only a limited number of enterprises in the sample are not exposed to tough liquidity constraints, making them able to quickly adapt to fast-paced operations demanded for participation in global value chains (Kacani 2020).



Regarding long-run, overall enterprises tend to have low shares of long-term debt; however, total debt-to-equity ratio tends to be relatively high in the majority of enterprises, indicating strong presence of long-term risks in the major economic sectors in the Western Balkan region. A high debt-to-equity ratio usually means that a company has been aggressive in financing growth with debt rather than foregoing ownership, indicating a fluctuating behavior in generating returns and little attraction for outsourcing potential (Stefko et al. 2021). On the other hand, the debt ratio indicates the percentage of assets that are being financed with debt. Numerous well-above industry benchmark values for this particular financial ratio reflect an upward trend in long-term insolvency in the private sector within the Western Balkan region. This upward trend also determines whether financial institutions will extend additional loans to enterprises in the industry (Chiu et al. 2021). Finally, the interest coverage ratio is used to determine how well a company can pay the interest on its outstanding debts and to determine the riskiness of lending capital to the enterprise. The faster enterprises are able to repay liabilities, the healthier they are regarded as potential outsourcing partners in the global value chain activities (Shewell and Migiro 2016).



Based on the findings of the benchmarking instrument on short- and long-term risks, enterprises currently operating in three main industries in the Western Balkan region have demonstrated a medium to weak outsourcing potential toward European enterprises. These enterprises have the opportunity to improve their outsourcing potential if they keep strong margins and asset turnover, and in this way decrease leverage without sacrificing profitability. As the values of financial ratios used to understand liquidity management are below benchmarking levels, it clearly indicates that the majority of enterprises have in-place poor cash management strategies, revealing short-term threats that might have implications in the long-term operability due to low solvency and high leverage (Horvathova et al. 2021).



Most enterprises in the Western Balkan region still finance assets mainly through short-term risk exposure coupled with a high concentration of borrowing and low liquidity ability. High levels of borrowing indicate ties that these enterprise have within supply chain through mutual debt in the form of payables and receivables that might spread financial threats, especially associated with those enterprises that have high risks (Karim et al. 2021). On the other hand, enterprises that operate based upon large contracts or billing generation do not have a strong financial operational structure and call for a more complex analysis and availability of more accounting data on their financial management (Sutia et al. 2020). From industry approach based on the available data subsectors with the highest outsourcing potential are those in the retail and customers goods. Outsourcing potential is higher in these sectors as it is easier for European enterprises to delegate low value-added services such as packaging, cutting, and assembly to emerging markets such as those operating in the Western Balkan countries (Kacani 2020). Compared to the metals, chemicals, and mining or transportation infrastructure sectors, subindustries in retail and customers goods are also characterized by a lower degree of long-term investments and risks, making them more attractive for outsourcing and inclusion in global value chains. Industries requiring long-term investments financed mainly through loans and credits show a lower outsourcing potential, given the high risks associated with them (Wood and McConney 2018). Similar findings have been obtained by major international organizations, emphasizing the increasing long-term risks experienced in construction, mining, and chemical industries due to the COVID-19 pandemic (Yost et al. 2021).




6. Conclusions


This paper introduced a short- and long-term risk benchmarking framework to evaluate the outsourcing potential for enterprises operating in the materials, industrials, and customer discretionary economic sectors in the Western Balkan countries. As the operational activity of enterprises in the Western Balkans is still in its early stages, this paper generates new insights on the outsourcing potential-based accounting data and financial ratio analysis (Gleibner et al. 2022). Given the results of the study, in which most enterprises are characterized by low to medium outsourcing potential, policy makers and financial institutions can jointly implement several policies to further increase this potential. Such policies can include soft loans to finance long-term investments without causing liquidity shortage in the market (Lukacova et al. 2020). In additional, several co-financing grand schemes for short- and long-term investments can ease the burden of enterprises and lower their credit level, thus reducing payment delays and any disruption in the supply chain. Similar policies are previously implemented in the latest joiners of the European Union, making it a successful formula to mitigate risks experienced by enterprises in emerging economies (Lund et al. 2020).



Enterprises and policymakers need to take additional steps to mitigate risks and foster a stimulating business environment driven by quick cash exchanges in the supply chains and a stimulating growth driven entrepreneurship climate. Further research is needed to draft such strategies based on current and historical accounting data that require transparency in reporting and disclosure (Tran et al. 2020). Further improvement of reporting accounting and financial data through standardized and complete information will be crucial to extend future studies on establishing casual relationships between financial ratios, outsourcing potential, and sustainable participation in global value chains (Morina et al. 2020; UNCTAD 2020).



Furthermore, as an adequate response of companies and organizations of various types to complex challenges is integrated as a defining element of business strategies, a principle of responsible management called social responsibility is established (Popescu et al. 2022), which is carried out by most companies in the EU (Hysa et al. 2020; Khan et al. 2021; Matei 2013; Panait et al. 2019, 2021, 2022a; Voica and Stancu 2021). These companies have to discover balanced treatment between the fulfillment of their own financial objectives and the social obligation contributed by these entities to the sustainable development of the economy in which they operate. Additionally, the functioning of all companies in the realities of the present times, characterized by volatility, uncertainty, complexity, and ambiguity (VUCA), requires significant efforts and resources on their part, so that, by collecting an important and comprehensive volume of data, there is the possibility of generating reliable forecasts (Manta et al. 2022; Panait et al. 2022b; Popescu et al. 2022).



Finally, there are some limitations in this research especially related to the information. Financial statements, where the main data are obtained, are purely for taxation purposes, thus neglecting insights on business and financial processes occurring within a particular enterprise or industry (Brochet et al. 2015). Informality also serves as a limitation on analysis based on public financial statements. Financial statements are public; therefore, to some extent these statements hide the actual activity of enterprises, affecting estimations in the degree of short- and long-term risks, in outsourcing potential for enterprises, and in the integration of global value chains (Ruiz and Sirvent 2019). Despite limitations in this study and the need for further elaboration in the areas described, this study demonstrates that short- and long-term risk prospects of enterprises in the Western Bank region possess outsourcing potential that through adequate policy implementation can increase participation in global value chains.
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Table 1. Main characteristics of enterprises in the Western Balkan region according to the selection criteria.






Table 1. Main characteristics of enterprises in the Western Balkan region according to the selection criteria.





	Country
	Number of Enterprises
	Average Yearly Turnover (Million/EUR)
	Average Years in the Market





	Albania
	60
	11.2
	17



	Bosnia Herzegovina
	45
	10.6
	16



	Kosovo
	35
	10.2
	16



	Montenegro
	40
	11.1
	15



	North Macedonia
	50
	10.8
	17



	Serbia
	80
	11.7
	17
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Table 2. Categorization of enterprises based on GICS.
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No.

	
Industry

	
Subindustry

	
Number of Enterprises Subindustry Level

	
Total Number of Enterprises






	
1

	
Materials

	
Industrial machinery, supplies, and components

	
19

	
73




	
Metals, chemicals, and mining

	
21




	
Paper and plastic packaging products and materials

	
18




	
Manufacturing paper and forest products

	
15




	
2

	
Industrials

	
Human resource and employment services

	
25

	
89




	
Data processing and outsourced services

	
29




	
Transportation infrastructure

	
22




	
Ground transportation (cargo and passenger)

	
13




	
3

	
Customer discretionary

	
Internet and direct marketing retail

	
32

	
148




	
Hypermarkets and supercenters

	
29




	
Food and staples retailing

	
42




	
Customer durables, apparel, and leisure products

	
45








Source: GICS (2022) 
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Table 3. Calculation of financial ratios related to short- and long-term risks.
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Component

	
Financial Ratio

	
Formula






	
Short-term risk

	
Current ratio

	
Current assets/current liabilities




	
Acid ratio

	
(Current assets–inventories)/current liabilities




	
Cash ratio

	
Cash and cash equivalents/current liabilities




	
Long-term risk

	
Debt-to-equity ratio

	
Total liabilities/shareholder’s equity




	
Debt ratio

	
Total liabilities/total assets




	
Debt coverage ratio

	
Operating income/total debt service
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Table 4. Short- and long-term risk benchmarking indicators for classification of enterprises.
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Component

	
Financial Ratio

	
Low Outsourcing Potential

	
Middle Outsourcing Potential

	
High Outsourcing Potential






	
Short-term risk

	
Current ratio

	
<1

	
From 1–2

	
>2




	
Acid ratio

	
<0.5

	
From 0.5–1

	
>1




	
Short-term debt coverage

	
<1

	
From 1–2

	
>2




	
Long-term risk

	
Debt-to-equity ratio

	
>2

	
From 1–2

	
<1




	
Debt ratio

	
>1

	
From 0.5–1

	
<0.5




	
Interest coverage ratio

	
<1

	
From 1–2

	
>2
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Table 5. Example on deciding the final outsourcing potential for enterprises based on financial ratio value.
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	Low Outsourcing Potential (No. of Financial Ratios)
	Middle Outsourcing Potential (No. of Financial Ratios)
	High Outsourcing Potential (No. of Financial Ratios)
	Final Individual Categorization of Enterprises





	Enterprises A
	1
	3
	2
	Middle



	Enterprises B
	3
	2
	1
	Low



	Enterprise C
	1
	2
	3
	High



	Enterprise D
	2
	2
	2
	Ratios with the highest value among the six
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Table 6. Short-term risk results of enterprises included in the sample.
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Short-Term Risk

	
Indicator

	
Materials

	
Industrials

	
Customer Discretionary






	
Current ratio

	
Average

	
0.87

	
1.35

	
1.67




	
Standard Deviation

	
0.59

	
0.83

	
0.72




	
Low outsourcing potential (%)

	
72%

	
68%

	
57%




	
Middle outsourcing potential (%)

	
19%

	
21%

	
26%




	
High outsourcing potential (%)

	
9%

	
11%

	
16%




	
Acid ratio

	
Average

	
0.47

	
0.39

	
0.52




	
Standard Deviation

	
0.18

	
0.14

	
0.21




	
Low outsourcing potential (%)

	
69%

	
72%

	
61%




	
Middle outsourcing potential (%)

	
22%

	
20%

	
26%




	
High outsourcing potential (%)

	
9%

	
8%

	
13%




	
Cash ratio

	
Average

	
0.81

	
0.71

	
0.76




	
Standard Deviation

	
0.36

	
0.24

	
0.29




	
Low outsourcing potential (%)

	
76%

	
81%

	
73%




	
Middle outsourcing potential (%)

	
13%

	
13%

	
18%




	
High outsourcing potential (%)

	
11%

	
6%

	
9%
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Table 7. Long-term risk results for enterprises included in the sample.
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Long-Term Risk

	
Indicator

	
Materials

	
Industrials

	
Customer Discretionary






	
Debt-to-equity ratio

	
Average

	
2.1

	
1.89

	
1.75




	
Standard Deviation

	
0.56

	
0.47

	
0.34




	
Low outsourcing potential (%)

	
78%

	
63%

	
67%




	
Middle outsourcing potential (%)

	
21%

	
26%

	
32%




	
High outsourcing potential (%)

	
0.09

	
0.11

	
0.16




	
Debt ratio

	
Average

	
1.3

	
1.1

	
0.97




	
Standard Deviation

	
0.31

	
0.26

	
0.21




	
Low outsourcing potential (%)

	
81%

	
79%

	
71%




	
Middle outsourcing potential (%)

	
13%

	
12%

	
18%




	
High outsourcing potential (%)

	
6%

	
9%

	
11%




	
Interest coverage ratio

	
Average

	
0.64

	
0.78

	
0.81




	
Standard Deviation

	
0.23

	
0.28

	
0.33




	
Low outsourcing potential (%)

	
85%

	
81%

	
74%




	
Middle outsourcing potential (%)

	
10%

	
12%

	
15%




	
High outsourcing potential (%)

	
5%

	
7%

	
11%
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