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METHODOLOGICAL RECOMMENDATIONS OF CARRYING-OUT OF
THE DIAGNOSTICS OF FINANCIAL AND ECONOMIC FLEXIBILITY OF
THE SUBJECTS OF A REAL SECTOR OF ECONOMY

Objective. The objective of the article is development of methodological
recommendations of carrying-out of the diagnostics of financial and economic
flexibility of the subjects of a real sector of economy.

Methods.The following methods were used in the course of investigations:
method of analysis and synthesis, induction and deduction (for detalization and
specification of a subject of research);, methods of statistical analysis (for integral
estimation of financial and economic flexibility of the subjects of a real sector of
economy).

Results. In the course of work and for estimation of financial and economic
flexibility of the subjects of a real sector of economy during the work there was
developed the system of indicators which includes partial indicators of estimation
(classified according to life-cycle stages), presumptive and integral indicators of
financial and economic flexibility with the help of which its level is determined.

Academic novelty. The scientific-methodological approach to estimation of
financial and economic flexibility of the subjects of a real sector of economy has been
improved, which unlike existent ones allows to investigate flexibility holistically
taking into account cyclicality of an industrial enterprise.

Practical importance. The obtained results were directed to formation of an
optimal level of financial and economic flexibility and enhancement of efficiency of
its management by the subjects of a real sector of economy.
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The present-day business climate of real economy entities put forward new
requirements to the diagnostic techniques for their activity. It becomes necessary to
improve already existing decisions and to work out the new ones of theoretical and
applied nature intended to ensure efficiency of analytical and managerial activity of
real economy entities under market conditions.

Analysis of those used in the world practice methods, mechanisms, algorithms
of managing the financial and economic activity of companies showed that they do
not take into account cyclicity in development of an entity in the real sector of
economy. The real economy entities at the same stages even of one and the same
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development cycle have different purposes and priorities that is why depending on
the life cycle stage the evaluation criteria must change in methods.

It is worthy of note that problems of financial activity management of real
economy entities are highlighted in a sufficient quantity of studies of domestic and
foreign scientists, wherein problems of financial and economic diagnostics and
economic and mathematical modeling of financial standing are investigated. The
following authors may be distinguished among them: T. Ye. Unkovskaya [1], V. P.
Savchuk [2], O. O. Tereshchenko [3], A. Utkin [4], I. A. Blank [5], T. S. Klebanova
[6], B. Dreyer [7] and other. Study of literary sources gives an evidence on
insufficient study of methodological support for financial and economic flexibility
analysis of the real economy entities, which confirms the urgency of the problem
under study.

The purpose of this article is to develop methodical recommendations on
holding the diagnostics of financial and economic flexibility of real economy entities.

Diagnostics of financial and economic flexibility of the real economy entities
represents a profound analysis of financial and economic flexibility (qualitative
definition of the level), revelation of reasons for occurrence of problematic situations,
definition of belonging of the real economy entity to one or another zone of financial
and economic flexibility.

The first stage of this diagnostics is formation of scientifically grounded
system of fractional indexes, which correspond to the basic criterion of financial and
economic flexibility of the real economy entity.

In order to evaluate the financial and economic flexibility of the real economy
entities it is necessary to substantiate the choice of any particular indexes relating to
stages of their life cycle. The system of evaluation indexes for financial and
economic flexibility of real economy entities is given in table 1.

At the stage of formation of real economy entities the financial resources
should be distributed in such a way so that in future it will ensure profit earning and
growth of competitiveness.

The stage of real economy entities’ growth is characterized by rational use of
their cash funds.

The stage of market stabilization of the real economy entities is characterized
by investment of additional funds into updating of technical facilities, increasing the
technology and industrial engineering level.

The maturity stage of the real economy entities is characterized by maintaining
its stable activity, viability, ability to achieve efficient results in short term and long
term.

At the stage of ageing the real economy entity becomes less active relating to
long-term opportunities, its capability to response to short-term needs also decreases.



Table 1 — System of evaluation indexes for financial and economic flexibility
of a real economy entity

Life cycle Management indexes Index title
stages

1 2 3
Liquidity management | current liquidity ratio
index quick liquidity ratio or “critical assessment”

g ratio

g absolute liquidity ratio

g Financial equity capital concentration ratio

=% independence financial dependence ratio
management borrowed-to-own funds ratio
index
Business equity capital turnover
activity aggregate capital turnover

S management index mobile means turnover

; Financial economic growth resilience ratio

) resources equity capital manoeuvrability ratio
management borrowed capital concentration ratio
index

g Fixed long-term investments structure ratio

"5 capital capital renewals ratio

E management capital consumption ratio

3 index capital depreciation ratio

= Profitability operating margin of profit

ffe management investment activity profitability

S index financial activity profitability
Profit profit margin

. margin equity capital profitability

'é $322gement production facilities profitability

S Debt
management receivables turnover

index




Continuation of table 1

1 2 3

payables turnover

current payables turnover

Solvency endowment of material operating capital
o0 management with own financing sources
g index Ratio of actual value of industrial purpose
jﬂﬁ property

Financial and economic | reliability ratio
reliability ratio

Has been developed by the author based upon [8,9,10].

At the second stage of financial and economic flexibility of real economy entities
the choice is made of comparative base and standardization of fractional indexes of
financial and economic flexibility evaluation. One of the main research tasks is formation
of integral index of financial and economic flexibility level, which combines fractional
evaluation indexes. As a comparative base it is reasonable to use limit values on each
fractional index, it is necessary to establish the limits depending on the nature of index.

The third stage of diagnostics provides for calculation of significance (weight)
of each index in the general evaluation of financial and economic flexibility of the
real economy entity and individual fractional indexes at each stage, which is
determined by experts.

At the fourth stage of diagnostics the calculation of generalizing indexes of
financial and economic flexibility of real economy entities by life cycle stages is
made, according to the following formula:

n

n *
El"(ft,gt,mst,m;,ag,) Yet> Pps PG 5¢-cmp) (1)

IFEK f, g,ms,mag)= P

,Z]V(f,g,ms,mag)
1=

where [FEF f,IFEF g,IFEF pg,IFEF . IFEF q¢ — are generalizing indexes of

financial and economic flexibility at the stages of formation, growth, market
stabilization, maturity, ageing, accordingly;
ara,a.a,da, - actual value of i" fractional index at the stages of

formation, growth, market stabilization, maturity, ageing, accordingly;
VoV Ve Vo Ve - Weight of the i" fractional index at the stages of formation,

growth, market stabilization, maturity, ageing, accordingly;

n — quantity of indexes, which evaluate the influence of fractional indexes of
financial and economic flexibility of real economy entity.

At the fifth stage of diagnostics of financial and economic flexibility of the real
economy entity the calculation is made for integral index of the financial and
economic flexibility ( 7,,, ). Based upon the formula of geometric mean of values of




five integral indexes we shall calculate the general integral index of financial and
economic flexibility:

ror = 5\/(1+IFEF ) # (14 IFEF )% (14 IFEF )% (14 IFEF ,)*(1+ IFEF &) =1  (2)

Addition of units to values of integral indexes is necessary to prevent from the
cases, when the zero value of any such index automatically converts [, = into 0O

irrespective of values of other indexes, is not logic. Approximation of the [ value

to the unit gives an evidence of increase in financial and economic flexibility of the
real economy entity, and approximation of this value to zero — vise versa.

At the sixth stage of diagnostics we determine the dynamics of the financial
and economic flexibility level and nature of economic development of the real
economy entity. Value indexes of financial and economic flexibility are to be
calculated for several periods for the purpose of their comparison against each other
and definition of the tendency of real economy entity development.

This approach to diagnostics of financial and economic flexibility of real
economy entity has a series of advantages:

e distinguishing of life cycle stages and their indexes, respectively, that
ensures complexity of financial and economic flexibility evaluation;

e simple and descriptive procedure of calculation of system of financial and
economic flexibility evaluation indexes and their interpretation;

e calculations are made using each index weight ratio;

e possibility to study financial and economic flexibility at different
enterprises (i.e. this method is universal).

Hence, the proposed recommendations for holding the diagnostics of financial
and economic flexibility of real economy entities allow to determine the level of
financial and economic flexibility, and also to determine how correctly they can
manage their resources at their life cycle stages.
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