[image: BOLC_Logo]                                                                  
   Assignment Cover Sheet





	Student Name:
	CHIU KA WA　

	Student Number:
	22397

	Course:
	Diploma in Accounting and Finance

	Assignment NO:
	Financial Management
Assignment#11



Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate. 
	1. In economics, a recession is a business cycle contraction. It is a general slowdown in
economic activity. Macroeconomic indicators, such as GDP (gross domestic product),
investment spending, capacity utilization, household income, business profits, and inflation fall, while bankruptcies and the unemployment rate continue to rise.
Recessions generally occur when there is a widespread drop in spending (this is considered an adverse demand shock). This may be triggered by various events, such as, a financial crisis, an external trade shock, an adverse supply shock, or even, the bursting of an economic bubble. Governments usually respond to recessions by adopting expansionary macroeconomic policies, such as, increasing money supply, increasing government spending, and decreasing taxation.

Discuss the scope of financial management in an economy, which is facing a recession.

Cyclical fluctuation in economic activity is the common features of every free market economy. This fluctuation in economic activity is generally termed as business cycle or trade cycle. Every business cycle has four phases namely expansion or boom, recession, depression or trough and recovery.
The basic characteristics of recession are 1) fall in income or output, 2) increase in unemployment, 3) low prices, 4) low wages, 5) fall in profit, 6) fall in investment, 7) reduction in demand for consumers goods and the overall business optimism is replaced by pessimism.
The monetary and fiscal policies are the effective tools to fight against the recession. During the recession a cheap money policy of the central bank will raise the overall economic activities.
During the period of recession the central bank reduce the rate of interest, the government securities are purchased in the open market, the cash reserve ratio and liquidity ratio of the commercial banks are reduced. Also the requirements of margin are slashed.
The use of all the above tools of monetary policy leads to an increase in reserve or liquid resources with the banks. Since the reserves are the basis on which banks expand their credit by lending, the increase in reserve raises the money supply in the economy. Thus and appropriate monetary policy at times of recession can increase the availability of credit and also lowers the cost of credit. This leads to more private investment spending which has an expansionary effect on the economy. Thus it is clear that monetary policy can play an important role in stimulation the economy and ensuring stability.
But there are several weak links in the full chain of increase in money supply achieving a significant expansion in economic activity. Keynes was on the view that monetary policy is not an effective instrument in bringing about revival of the economy from a depressed state. In fact, he laid stress on the adoption of fiscal policy to overcome a recession or depression. The reason is that during severe recession, people have a high elastic demand for money with them. Hence during time of recession, the rate of interest may fall so low that most of the people expect the interest rate to rise in future and therefore they hold on their money with them. This makes the demand for money absolutely elastic at a low rate of interest making it impossible the recovery of the economy.
But a fiscal policy is an effective tool to fight against the recession. During recession the economy experiencing decrease in aggregate demand due to fall in private investment and consumption. Private investment fall because of the businessmen becomes highly pessimistic about making profit. The consumption spending will also be low due to low level of disposable income. Thus the aggregate demand curve shifts down creating deflationary gap or recessionary gap. Here the task of the government is to close this gap by increasing its expenditure or reducing taxes. Therefore there are two fiscal methods to get the economy out of recession and they are the increase in government expenditure and reduction in taxes.
During times of recession, the government may increase expenditure by starting public works such as building roads dams, ports, irrigation works etc. For this the government buys various types of goods and materials and employs workers. This increased expenditure increase the income of the people who are linked with the projects. Thus increased disposable income of the people raise the consumption spending which boost up the price level and bring more profit to the private businessmen. During recession there exists excess capacity in the consumer goods industries. The excess capacity will be utilized to meet the increased demand for consumer goods bringing more output, income and employment in a multiplier effect. Thus the increased spending, increased consumption, increased output and employment cause the recovery of the economy from recession.
Alternative to increased government spending, the government can use its tax policy to overcome recession. If the government follows a reduction in taxes, the disposable income of the people increase which cause an increase in consumption spending. If along with the reduction in taxes, the government expenditure is kept unchanged, aggregate demand will increase. This will have an expansionary effect and the economy will be lifted out of recession.
Both monetary and fiscal policies are likely to have more scope to fight against a recession, but comparatively fiscal policy is having larger scope and effectiveness in lifting the economy from recession.
2. Discuss the role of accounting in financial management.

Accounting is an important input in decision making. In other words, accounting is a necessary input into the financial management function.
Financial accounting generates information relating to operations of the organization. The outcome of accounting is the financial statements such as balance sheet, income statement and the statement of changes in financial position. The information contained in these statements and reports helps the financial managers in gauging the past performance and future directions of the organization.
[bookmark: _GoBack]Financial Management begins where accounting ends. Statement of Financial Position and Income Statement which are result of accounting process are further used in analyzing financials (by way of calculating various ratios such as current ratio, net profit ratio, debt equity ratio, DSCR, etc.) and knowing the credit worthiness/profitability of the organization.






















Student Statement:

By submitting this assignment, I confirm that this is my own work.



	Student Signature
	CHIU KA WA
	Date
	




For Tutor / Assessor Use Only
	Total Marks
	

	Marks Obtained
	

	Percentage / Grade
	













image1.png
ﬁ
o R




