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=X 1,224 1,224 1,224 1,224
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. ~4.627%% ~4.632%% ~4.930% ~9 0745
(1.120) (1.132) (1.199) (3.103)
iz 0.8305" 0.826* 0.7253" 1.169
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Current Status and Policy Challenges of Financially Distressed
Companies in Jeonbuk State

Hee-Un Ko - Miseon Jeong

1. Research Background and Purpose

Given the ongoing impact of the triple high phenomenon (high interest rates,

inflation, and exchange rates) and global economic slowdown following COVID-19,
the number of companies in financial distress has been increasing, necessitating
an assessment of the financial stability of small and medium-sized enterprises
(SMEs) in Jeonbuk State.

To facilitate the effective implementation of corporate support policies, this study

analyzed the current conditions and life cycle of companies in financial distress,

aiming to identify appropriate directions for such policies in Jeonbuk State.

2. Research Scope and Methodology
B Research methodology
The spatial scope of this study was limited to Jeonbuk State.

While the temporal scope extended from 2009 to 2022, based on the definition of
companies in financial distress (firms with an interest coverage ratio below 1 for

3 consecutive years), the period analyzed covered from 2011 to 2022.
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In terms of content, this study focused on companies in financial distress.

Definitions from literature reviews were examined, and based on these findings,
SMEs within Jeonbuk State were identified as companies in financial distress,

serving as subjects for subsequent analysis.

Literature reviews, policy analysis, data acquisition, and statistical analyses were

conducted.

Domestic and international discussions on defining and identifying companies in
financial distress were reviewed, research on financially distressed firms was

examined, and SME support policies were analyzed.

Data were acquired from an external data provider (Value Search), with a specific

focus limited to externally audited firms located within Jeonbuk State.

Statistical analyses were performed on the acquired data to examine the current
conditions, life cycle, and determinants of financially distressed firms. Furthermore,
SMEs' financial status and trends were comparatively analyzed by region and industry

and categorized according to financial ratios.

3. Conclusion and Policy Suggestion

B Companies in financial distress typically exhibit low profitability, high debt, and
low growth, which constrain corporate earnings, increase costs, and negatively

impact financial performance indicators.

(Financial Analysis) Financially distressed firms appear more prominently in the
manufacturing sector than non-manufacturing sectors and are characterized by
high debt dependence, heavy interest expenses, low liquidity, low operational

efficiency, and persistently low profitability and growth.

(Life Cycle Analysis) Companies in financial distress strive to overcome financial

difficulties by enhancing cost management and asset operational efficiency;
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however, they still face significant limitations in sales growth and employment

generation.

(Determinant Analysis) Factors increasing the probability of a firm becoming
financially distressed include a lower return on assets (ROA), a higher debt ratio,
lower sales, and a higher average borrowing ratio, and the significance of these

determinants varies by industry.

B Beyond restructuring, there is a pressing need to fundamentally improve corporate
structures. It is essential to establish systematic monitoring and proactive response
mechanisms at the provincial level, complemented by selective, tailored policy
support, to progressively reduce the proportion of companies experiencing

financial distress.

Establishing a sustainable evaluation framework for firms benefitting from the

policy support and operating an insolvency crisis response system

Establishing an evaluation framework will maximize the efficiency of policy resource
allocation, ensure corporate sustainability, and effectively prevent market distortions
and chain reactions caused by insolvency contagion. Additionally, operating a robust
insolvency crisis response system will facilitate the early identification of financially
distressed companies, enabling timely policy interventions that significantly buffer

against economic shocks.
Providing selective support for the normalization of financially distressed firms

The establishment of a system capable of assessing and selectively identifying firms
with potential for turnaround must precede other measures. In addition, clear
classification criteria distinguishing financially distressed firms from healthy firms
should be developed, considering specific economic conditions and industry

characteristics.

Strengthening policyfinancial institution linkages and enhancing financial

accessibility for firms
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To rapidly detect insolvency risks, corporate financial data management must be
seamlessly integrated with existing financial systems. Additionally, enhancing
relationship banking will support the delivery of tailored financial solutions precisely
aligned with corporate profiles and individual business requirements.

Key Words Financially Distressed Companies, Jeonbuk State, Life Cycle Dynamics, local linear

projection regressions, determinants, corporate support policies
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2018 54.4 80.8 11.6 163 | 1975 | 2795 7.5 57.3 2.0 32| 1631.2 | -91.3

2019 54.0 80.0 141 9.1 2231 161.0 7.3 53.7 2.0 32| 10738 | -13.0

2020 53.3 80.4 7.0 75| 2021 | 1814 7.2 52.8 1.8 29| 2309.6 | -153

2021 53.1 78.0 15.7 106 | 1963 | 1388 59 49.6 1.6 29| 55045 | -241

2022 52.8 75.0 10.6 3.1 209.1| 250.0 4.8 454 1.9 3.2 | 4621.9 | 4454

BIUBIARN | oy
HiS op0[ojE

"
T
-
o
bl

ROA igmle | mEMmlE | ENMEE

T2 | BY | Bl | ®BY | BHHl | Y | BMH | ®Y | B | WY | A | Y | W

2011 6.3 25 56| -534 4.2 -4.0 12.7 13.8 378 | 879.0 16.0 7.0

2012 5.8 2.6 59| -13.2 3.8 -4.4 12.1 5.7 30.7 29.5 11.8 3.8

2013 6.1 2.5 56| -278 33 5.6 12.0 6.9 133 42.9 9.1 33

2014 6.2 2.8 72| -31.0 3.2 5.7 1.2 -0.7 14.1 14.4 8.6 1.5

2015 7.0 33 73| -56.8 3.2 -4.7 10.3 2.1 12.5 33 9.8 45

2016 7.0 3.3 74| -39.1 3.7 -3.7 7.6 75 9.7 444 9.2 43

2017 7.0 3.6 451 -283 3.7 -35 94 6.0 13.3 53.3 7.3 55

2018 7.0 38 -86 | -19.6 3.0 -7.5 3.8 1.8 6.3 22.1 6.5 2.6

2019 7.7 40| -114.0 | -56.7 2.7 -53 2.2 -0.3| 3195 65.6 7.1 5.1

2020 8.7 4.6 3.7 | -1275 2.6 -7.8 1.5 1.4 133 | 1287 53 35

2021 9.1 4.7 5.7 | 4253 4.1 -4.1 6.2 2.7 374 | 2574 1.2 5.0

2022 8.0 4.2 49 | -4285 36 -4.6 7.6 0.2 16.1 | 1262 9.1 1.5
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