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1.THE SCOPE OF FINANCIAL MANAGEMENT IN AN ECONOMY WHICH IS  FACING RECESSION

A recession is a general downturn in any economy. A recession is associated with high unemployment, slowing gross domestic product and high inflation.

Economic recession on the other hand is a significant decline in economic activity spread across the economy, normally visible in real GDP, real income, employment, industrial production and wholesale retail sales typically accompanied by a drop in the stock market, an increase in unemployment and a decline in the housing market.


FACTORS THAT CAUSE RECESSION
· Inflation
· Reduced real wages
· Reduced consumer confidence
· High interest rate
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Many factors contribute to an economy’s fall into recession, but the major cause is inflation. Inflation refers to a general rise in the prices of goods and services over a period of time. The higher the rate of inflation, the smaller percentage of goods and services that can be purchased with the same amount of money. Inflation can happen for reasons as varied as increased production costs, higher energy costs and national debt.

In an inflationary environment, people tend to cut out leisure spending, reduce overall spending and begin to save more. But as individuals and business curtail expenditures in an effort to trim costs, this causes GDP to decline. Unemployment rates rise because companies lay off workers to cut costs. It is these combined factors that cause the economy to fall into a recession.

Reduced real wages, is another factor, refers to wages that have been adjusted for inflation. Falling real wages means that a worker’s pay check is not keeping up with inflation. The worker might be making the same amount of money, but his purchasing power has been reduced.

Reduced consumer confidence is also another factor that can cause a recession. If consumers believe the economy is bad, they are less likely to spend money. Consumer confidence is psychological but can have a real impact on any economy.

High interest rates are a cause of recession too because they limit liquidity, or the amount of money available to invest.

Recession and Gross Domestic Product
An economic recession is typically defined as a decline in gross domestic product (GDP) for two or more consecutive quarters. GDP is the market value of all goods and services produced within a country in a given period of time. GDP only takes into account new products that have been manufactured. Therefore if a firm is selling pre-owned products, they would not be included in the GDP calculation.

During a recessionary period, some businesses experience difficulties in managing their cash flow and working capital and this is sometimes exacerbated because of the difficulties in obtaining support from banks to deal with cash shortfalls. As a consequence, many businesses have made efforts to improve their arrangements for the management of cash and working capital which had somewhat deteriorated over a period of years. Moreover, the continuing problems being experienced with the banks coupled with the potential future liquidity problems means that effective cash and working capital management is still seen as a managerial priority.

[bookmark: _GoBack]Generally, a recession is less severe than a depression. The blame for a recession generally falls on the federal leadership, often the president himself or the entire administration.
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2. THE ROLE OF ACCOUNTING IN FINANCIAL MANAGEMENT

Accounting and finance play an existential role in the management of any business. By properly accounting for your company’s income and expenses, you can manage the flow of money and thereby direct the course of your business.

CREATING BUDGETS
By understanding the flow of money through your business with proper accounting practices, you can begin budgeting. In budgeting, one can anticipate revenues and use that knowledge to make decisions about how to maintain and grow the business. Budgets are the culmination of good financial record keeping. One can think of them as blueprints in that they take a lot of hard work and information to create but ultimately allow him to build the business to greater stability and success.

OBEYING THE LAW
Good accounting practices have a practical advantage. They keep the company in compliance with the law. Without good accounting, one could violate a number of laws, such as not paying the right amount of taxes. The sloppiness of poor accounting can also cause one to overlook many minor details that collectively keep a business on the level, like carrying out facility improvements to comply with safety laws. Additionally, if you ever find yourself under legal scrutiny, as many businesses eventually do, having poor financial records can create a lot of unnecessary trouble.

ANALYZING PERFORMANCE
It is hard to improve upon a business if you do not have a means to understand the past and learn from it. Good accounting means reviewing your company’s financial records, you can see not only where the money went but what good it did in the long run. In this way you can begin to assess how much value your company’s various expenses contribute to the overall position. With that kind of information you can make informed decisions about which operations to downsize and which to grow. You will also be able to identify new areas where a little expense up front can pay big dividends later.

DEVELOPING STRATEGY
The goal of most companies is to make profit, but the road to get there is one you have to build yourself. Financial data from within your own company comprises one of the chief tools you have in understanding the economic landscape of the market you are operating in. If your customers are buying more widgets and fewer gizmos, that’s something your records can tell you. And if your records tell you are not getting enough returns from an outside advertising firm, you can make a decision to bring advertising in house, hiring a whole new department and fundamentally reshaping your business. Good strategy will take your business to richer destinations, but good strategy requires good information.
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