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Company Financial Strategy's Instituonalization: Theoretical Aspects

Under today’s conditions of exogenous and endogenous challenges for economic agents,
the problem of ensuring value creation for stakeholders on a long-term horizon is becoming
more acute. The lack of adequately formed institutions within Ukraine’s market infrastructure
adds additional complexity to the task. The aim of this paper is to identify the features of an
effective financial strategy institute in Ukraine. This paper examines issue of forming and
further functioning of financial strategy institute at company, industry, and state level. The
problems of Ukrainian corporate sector genesis in the context of the formation of market
institutions are described. The effect of information asymmetry and principal-agent conflict
on the process and results of value creation for stakeholders is highlighted. Ways to reduce
the influence of the principal-agent conflict through institutionalization are proposed. Paper
also considers financial strategy s institutionalization as a factor influencing investors’ interest
in the company is considered. It is noted that the existing incentive tools for the company’s
managers are aimed at the short-term horizon. It is emphasized that the financial strategy’s
institutionalization would contribute to overcoming excessive fixation on the company’s
short-term results, instead, an adequate balance would be formed regarding short- and
long-term priorities at the company level. Financial strategy institute’s placement in the
company’s management architecture is defined. The conducted research may be useful for
researchers in the field of corporate governance and corporate finance, private and state-
owned companies, industry associations, and state authorities. Prospects for future research
are an in-depth analysis of the financial strategy institute’s infrastructure, in particular, in
terms of its quantitative analysis and evaluation.

Keywords: institute; financial strategy, stakeholder; principal-agent conflict; corporate
governance, short termism

I. O. AJIEKCIH

KAHOUOAm eKOHOMIUHUX HAVK,

doyenm Kagheopu KopnopamusHux QiHancie i KOHMpPOoiney,

Kuiscoruil Hayionanvhull ekonomMiyHuil yrieepcumem imeni Baouma I'emvmana

Incruryuionanizaunis gpinancoBoi crparerii koMnaHii:
TeOpeTHYHI aCIIeKTH

YV cyuacnux ymosax exzocennux i eHOO2eHHUX BUKIUKIG 011 eKOHOMIYHUX A2eHMI8
3aeocmproemubcs npodaema 3abe3neuents CmeopeHts aapmocmi O CMelKkxo10epie Ha
00820CMPOK0GOMY 2opu3oHmi. Jlooamrosoi ckiadnocmi 3a0aui 000ae OPax adeK8amHux
chopmosanux incmumymie 8 YKpaincovKil ingppacmpykmypi punxy. Memoio cmammi €
susigienHs ocobausocmetl no6y0osu 0icgoeo incmumymy inancogoi cmpamesii @ Yxpaini.
B cmammi eusueno npobremamuxy ¢opmyeanns ma nooaibuioi pobomu iHCmumymy
Qinancosoi cmpameeii Ha pieHi Komnauii, 2anysi, depocasu. Onucano npodoIeMamuxy 2eHe-
3U KOpROpamueHo2o cekmopy Yxpainu 6 konmexcmi oopmy8anHs iHcmumynie puHKo8020
ynpaeninna. Budineno ennue acumempii inghopmayii ma KOHGAIKmMY npuHyunai-a2eHm Ha
npoyec i pe3yIbmamu CmeopenHs eapmocmi. 3anponoHo8aHo WAXU CKOPOUEHHS GNIUGY
KOHQIIKIMY NPUHYUNAT-A2EHM 34 PAXYHOK pO30y00su iHcmumymy Qinancoeoi cmpamezii.

© G. Aleksin, 2022

HAYKOBUWI BICHUK HALIOHANBHOI AKAOEMIi
CTATUCTUKMW, OBJIIKY TA AYOUTY, 2022, Ne 3-4 87



I'pomir y OIHAHCH 1 KPE/ITUT

Posensanymo incmumyyionanizayiro cmpameeiuno2o (iHAHCO8020 YRPAGIIHHI K (AKMopy
BNAUBY HA THMEPeC 00 KOMNAHIL 3 OOKY TH8eCmopis. 3ay8aiceHo, wo iCHYOUI IHCmpyMenmu
CMUMYTIOBAHHS MEHeOdcepie KOMNAHIT € MAKUMU, WO HANPABIeHi Had KOPOMKOCPOKOBU
eopusonm. Hazonowerno, wo incmumyyionanisayis (inancogoi cmpameeii cnpusmume no-
O00JIaHHIO0 HAOMIPHOI (iKcayii Ha KOPOMKOCMPOKOBUX Pe3YIbmamax OisLIbHOCI KOMNAHI,
Hamomicmos cpopmyemscsi adekgamuuii 6aIanc Mixie KOpomrko- ma 00820CMPOKOBSUMU
npiopumemamu Ha pieHi Komnanuii. Busnaueno micye incmumymy @inancosoi cmpameeii
8 apximexmypi YnpasiiHusa KoMnawuicio. 30itichene 00CaiOAHCeHHs MOdce OYMU KOPUCHUM
NPOQPITLHUM OOCTIOHUKAMU, NPUBATIHUM | OEPHCABHUM KOMNAHIAM, 2AIY3€8UM ACOYIAYIsIM,
opearam depotcasroi enaou. Ilepcnexmusamu MatloymHix O0CIIOHCEHb € NOTUOIEHULL AHANT3
iHghpacmpykmypu incmumymy inancogoi cmpamezii, 30Kpema, 8 YaCMuUHI 1l020 KilbKiCHO20
ananizy ma oyiHKu.

Knwuosi cnosa: incmumym,; ¢inancosa cmpamezisi; cmeukxonoep, KOHQAIKm
NPUHYUNAN-A2EHM,; KOPNOPAMUGHe YNPAaGIIiHHA, WOPMMEPMI3M.

Problem setting. Current volatile business environment causes a lack of strategic focus
among key economic agents. Instead short-term solutions come forward as a response to
market volatility, constrained resources, and lack of understanding the future in the light of
growing uncertainty. At the same time, there is a growing expectation on behalf of strategic
stakeholders (e.g., institutional and strategic investors, shareholder activists, local communi-
ties, etc.) for more aligned and forward-looking company management. Hence, there is an
increasing interest in the adequate market management tools and structures that function
autonomously over long time — in other words, institutions.

Literature review. Vast number of research papers consider issues of institutionaliza-
tion. Fleck [1, pp. 67-69] studies institutionalization and organizational long-term, success
issues based on the US companies analysis. Machado-da-Silva [2, pp. 10-12] considers key
enablers of institutionalization and its architecture within organizational architecture. Wahid
[3, p. 4266] overviews ways of supporting institutionalization through digitalization. Dambrin
[4, pp. 179-180] studies ways of mediating conflicts within organizational architecture in the
context of institutionalization. Osho [5, p. 449] analyzes institutionalization as a means for
organization’s long-term survival and success.

Number of papers considers specific to Ukraine issues of institutionalization. Leonov
[6, p. 47] studies dividend policy’s role within market economy institutional infrastructure
in Ukraine. Heyets [7, p. 159] outlines institutionalization’s role in Ukraine’s economy
endogenization. Stetsenko [8, p. 91] studies financial infrastructure institutionalization in
Ukraine. Tolbert [9, p. 1336] overviews institutionalization’s role in stimulating entrepre-
neurship activities. Mohammed [10, p. 59] studies institutionalization’s effect on micro and
small entrepreneurship based on Ethiopian firms’ data.

However, corporate financial strategy institutionalization is not studied sufficiently in
the existing research.

Aim of the study is to outline role of institutionalization as a means of stimulating
efficient financial strategy process of Ukrainian companies. Based on the set aim of this study
the following objectives are formed, namely:

v" Perform an overview of the underlying drivers for Ukraine’s corporate sector

development peculiarities in light of institutionalization;

v" Analyze role of the institutionalization as a means for stimulating effective and

balanced long-term development for Ukraine’s corporate sector;

v" Propose solutions of applying institutionalization toolkit for more efficient financial

strategy process of Ukrainian companies.

Results. Ukraine’s economy ongoing crisis has an institutional nature, which trinspred in
formal creation of institutions and attributes of the market economy, which at the same time
are inherently inefficient. For instance, Ukrainian companies’ corporatization process was of a
formal nature [12, p. 30]. This point of view is supported by the dominance of internal sources
of financing in Ukrainian corporate sector. That was caused, firstly, by the desire to avoid the
loss of control over the company and, secondly, resulted from companies’ low transparency,
which significantly limited access to other sources of financing. The above mentioned is also
supported by heavy usage of bank loans (often within the corporate structure of financial and
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industrial groups) — to the detriment of other sources of borrowed capital (i.e., bond emis-
sion, etc.). There is also avoidance of such a modern form of financing as debt securitization
[13, p. 64]. In turn, these outlined above peculiarities of market economy formation process
in Ukraine are revealed in a sizeable shadow economy. In particular, Tereshchenko [14]
indicates a «specific subculture of shadow business, which does not imply implementation
of clear, fair and transparent corporate governance standards that are understandable to all
game rules» [14, p. 383]. That indicates that Ukraine’s market economy formed over last
three decades was not fully “market” by its nature with relics of centrally-controlled economy
with additional layering of basic capital accumulation.

Furthermore, Ukrainian companies’ IPOs and SPOs were often of quite a specific na-
ture, de facto being not open to participation on behalf of the general public and professional
investors [15, p. 69], and held exclusively for the needs of a single controlling stakeholder.
Moreover, there is de facto a limitation of minority interest rights in Ukrainian corporate
sector, and a chronic non-payment of dividends. Hence, stakeholders controlling Ukrainian
companies pursue other motives than those defined both by the theories of corporate finance,
and best business practices (e.g., Value Based Management). In our opinion, the explanation
for this behavior is an excessive focus on achieving short-term goals to the detriment of long-
term priorities for objective, aggravated by absence of institutional structures which could
support a balanced approach towards company management.

Among the factors that contribute to the spread of short-termism in developed countries
are the rapid development of technologies, reduction of the time required to execute a
transaction on the stock market, lowering costs of a financial transaction, higher market
volatility, increase in media activity, rise of shareholder activism [16]. In particular, 78% of
CFOs surveyed by US National Bureau of Economic Research are inclined to sacrifice future
growth in value for the sake of achieving forecasted financial indicators in the short term [17,
p. 37]. In Ukraine’s economy context, we assume that short-termism is caused by significant
uncertainty regarding the medium and long-term horizons, which pushes stakeholders to seek
short-term benefits.

Strengthening information asymmetry and the principal-agent conflict are key results
of short-termism. It should be noted that in Ukrainian practice there is a lack of study of
stakeholders’ interests in management decision-making process. As a result, there is also a
lack of research on stakeholders’ rational and irrational reactions in response to company’s
actions. The stakeholder in its own way interprets the company’s actions and forms opinion
on its prospects. Hence, even with a company’s management decisions being right and
managerial actions being aimed at value creation — yet incorrectly articulated and communica-
ted — stakeholders could interpret the consequences of those actions in an erroneous way and
react inadequately. In practice, that leads to formation of an unattractive investment policy
on behalf of long-term strategic investors, lack of intentions on doing business on behalf of
suppliers and customers, reluctance of high-skilled professionals to be employed with such
a company, lack of support from the public authorities (i.e., subsidies, public procurement
contracts), etc..

The solution lies in the study of motivations and opinions of stakeholders with further
consideration of these aspects in the planning, implementation, and communication of com-
pany’s management decisions. In particular, the study [18] highlights the characteristics of
the company’s activity that are noted by long-term investors as important in decision-making,
namely:

v" reputational risks due to questionable supply chain management practices (15% of
respondents);

a sharp reduction in the level of consumer satisfaction (14%);

inadequate response to changes in company’s external environment (13%);

a weak corporate leadership program (10%);

significant changes in the company’s assets or capital structure (9%);

a sharp reduction in the level of employee satisfaction; reductions in R&D program
and usage of funds for shares buy-back (8%).

Accordingly, these aspects of the company’s activity are often outside the key focus
area of the company’s top-management or divisions’ managers, who in turn are focused on
other characteristics of company’s activity due to information asymmetry and the principal-
agent conflict.
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Researchers [16-18] emphasize that there is a sufficient toolkit for motivating company
management to achieve short-term goals, however, such tools for motivating and controlking
company management in terms of creating long-term value are extremely insufficient. This
is confirmed by the McKinsey & Co. research [19], in particular: 79% of respondents feel
pressure to demonstrate high financial results in the horizon of less than two years; 63% of
respondents note the growing pressure to achieve short-term results; 46% of respondents
feel pressure to focus on short-term financial results coming from the board of directors,
which in turn tries to satisfy institutional investors’ demands to achieve short-term results in
this way; 44% of respondents are building a strategy with a horizon of less than three years
[19]. Those findings indicate that there is a need for re-focusing stakeholders on long-term
horizon, which could be achieved through development of adequate institutions, in particular
in strategy and finance aspects both on corporate and state level.

A potential solution to overcoming the consequences of short-termism is to institutional-
ize corporate financial strategy, i.e. evolve infrastructure of strategic management in terms
of company’s market and financial position with a focus on expertise, business-process,
organizational structure, communication, adequate checks and balances. That process could
take form of establishing an independent expert body. Such an institution is built upon
internal entrepreneurship and responsible management principles. We propose the following
framework for the purpose mentioned above (Figure 1).

Coordinate

Check &
balance

Strategize

Support
operations

Figure 1. Framework for functionality of institutionalized financial strategy
Source: constructed by author.

Further we consider the outlined functionality in more detail:

v" Coordinate goals, organizational divisions, operational and strategic plans for the
company;

V' Strategize development and implementation of long-term plans, adopting orga-
nizational structure to the requirements of strategy implementation, carrying out portfolio
analysis, enabling VBM practices;

V" Support operations through insights based on data and information enabling ef-
ficient decision-making process on different corporate levels (i.e., management accounting
system, information flow automation, preparation of consolidated financial statements, lean
analytical reports for different management levels, etc.) [20, p. 35-37];

V' Consult through providing qualified management support regarding operational,
financial, and investment activities; resolving potential conflicts of interest at all levels;
development and coordination of the compensation system and motivation programs based
on KPIs and employees’ individual goals [20, p. 35-37];
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v Check & balance decision making flows within the company with a focus on ef-
ficiency of decision making process, ensuring its reliability, minimizing conflicts of interest.

That requires an efficient and informed board of directors with a specific focus on its
expertise (in particular in independent directors component) — being, an infrastructure of
expert bodies that have control and advisory functions, but act at a strategic rather than an
operational level. Global trends show that supervisory boards increasingly gravitate to the
function of a bearer of expertise, devoting more and more time in their work to discussing
precisely strategic issues [21]. The above-mentioned series of measures directly corresponds
to board of director’s focus on the transition to the role of an expert body at company level.
That occurs in the context of moving away from formal post-control of strategic plans’
implementation to the pro-active involvement in corporate strategic planning. In particular,
in this context efficient board of directors and independent directors have to:

v" cover all components of effective strategic planning with their expertise and establish
their relationship with the process of strategy development and implementation at
the enterprise;
conduct an in-depth analysis of the industry and the market in order to identify areas
of potential opportunities and threats;
carry out an assessment of the company’s ability to conduct strategic changes and
take into account the identified potential opportunities and threats;
effectively support the process of strategy development and implementation;
to communicate progress in strategic changes to managers, as well as external and
internal stakeholders;
act as an effective anti-crisis management institution and mediator body.

Hence, there is a need for building up an adequate infrastructure within a company for
ensuring that strategic financial management and value creation process are functioning both
in short-term and long-term. The above mentioned infrastructure has to reflect the organiza-
tional structure, specific corporate goals, functionality, set of business processes on resource
allocation and change management. All of that could be incorporated within a Financial
Communication Framework [20, p. 182-185].

DS N N N

Stakeholder
Value

Board of
Directors

Financial
Communication

Stakeholder
groups

Signals

Figure 2. Blueprint for institutionalized financial strategy
Source: constructed by author.

Hence, the proposed framework for institutionalizing financial strategy has to encom-
pass different institutions — first of all, on the micro-level. These institutions are represented
by the following blocks: Stakeholder value, Board of Directors, Financial Communication,
Stakeholder Groups. In turn, these blocks are interconnected by signals. These institutions
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are reconciled within the Financial Communication Framework, which accommodates and
coordinates a set of goals, management decisions focused on achieving company goals, in-
formation flows and business processes which support the decision making process — which
represents strategic process on the company level. Financial communication in turn enables
through signals an efficient link and feedback between corporate strategic process and
stakeholder groups, thus, ensuring a long-term value creation through institutionalization of
strategic finance process. Furthermore, such a comprehensive structure enables proliferation
of financial strategy’s institutionalization not only on company-level (i.e. micro-level), yet
also at industry-level and state-level (i.e., stock market). That could reveal itself in further
adoption of best practices in strategic financial management and corporate governance, and
outlining key directions for corporate sector development in Ukraine.

Conclusions. Summing up, we conducted a research on issues of specific characteristics
of financial strategy institute and peculiarities of its development in Ukraine. This problem
is considered both in the context of market economy development (endemic to Ukraine) and
excessive short-term fixation (which is a world-wide characteristic).

Analysis of exogenic and endogenic environment provided basis for outlining institu-
tionalization’ role as a means of stimulating efficient financial strategy process for Ukrainian
companies. That analysis is based on an overview of the underlying drivers of Ukraine’s
corporate sector development. Lack of adequate institutions is identified as the key issue.
Hence, institutionalization’ role is emphasized as a means for stimulating effective and bal-
anced long-term development of Ukraine’s corporate sector. In particular, institutionaliza-
tion through support of check-and-balances system enables higher transparency, decrease in
short-termism, and overcoming of principal-agent conflict. As a way for implementing these
changes a framework for functionality of institutionalized financial strategy is proposed. These
framework encompasses key tasks of corporate financial strategy, providing a balanced view
of responsibility zones and available influence levers. As a further solution for implementa-
tion a blueprint for institutionalized financial strategy is developed. This solution appears as
an architecture of blocks (Stakeholder value, Board of Directors, Financial Communication,
Stakeholder Groups) targeting long-term stakeholder value creation and interconnected by
signals. That serves a solutions of applying institutionalization toolkit for more efficient fi-
nancial strategy process of Ukrainian companies.Prospects for future research lay in deeper
analysis of infrastructure supporting financial strategy institute in its functional and structural
blocks with a special focus on corporate governance as a tool for enhancing long-term and
short-term results both in strategy and finance respects. Further research would also focus
on quantitative analysis and evaluation of financial strategy institute.

References:

1. Fleck D. Institutionalization and Organizational Long-Term Success. Brazilian Admin-
istration Review. 2007. Ne4(2). P. 64-80.

2. Machado-da-Silva C., Fonseca V., Crubellate J. Estrutura, agéncia e interpretacao: el-
ementos para uma abordagem recursiva do processo de institucionalizagdo. Revista de
Administra¢do Contemporanea. 2005. Ne9(1). P. 9-39.

3. Wahid F., Sein M.K. Steering Institutionalization through Institutional Work: The Case
of an eProcurement System in Indonesian Local Government. 2014 47th Hawaii Inter-
national Conference on System Sciences. 2014. P. 4264—4274.

4. Dambrin C., Lambert C., Sponem S. Control and Change. Analysing the Process of Insti-
tutionalisation. Management Accounting Research, Elsevier. 2007. Nel18(2). P. 172-208.

5. Osho A. Institutionalization: A Contemporary Perspective of the Old and New Institution-
alism for Managers. International Journal of Social Science and Humanities Research.
2017. Ne5(4). P. 447-453.

6. Leonov D.A., Prasolov [.M. Dialektyka dyvidendnoi politky v umovakh zrostannia
zrostannia nevyznachenosti fondovykh rynkiv [Dialectics of dividend policy in conditions
of growing uncertainty of stock markets]. Ekonomika Ukrainy. 2012. Ne7. P. 45-54. [in
Ukrainian].

7. Heiets V.M. Instytutsiina obumovlenist endohenizatsii ekonomichnoho rozvytku [Insti-
tutional conditioning of endogenization of economic development]. Zhurnal yevropeiskoi
ekonomiky. 2018. Ne65. P. 155-166.

SCIENTIFIC BULLETIN OF THE NATIONAL ACADEMY
92 OF STATISTICS, ACCOUNTING AND AUDIT, 2022, Ne 3-4



CoMPANY FINANCIAL STRATEGY 'S INSTITUONALIZATION: THEORETICAL ASPECTS

10.

12.

13.

14.

15.

16.

17.

18.

19.

20.

Stetsenko B. Heneza instytutsionalizatsii finansovoi infrastruktury v Ukraini [ The genesis
of the institutionalization of financial infrastructure in Ukraine]. Ekonomichnyi visnyk
Zaporizkoi derzhavnoi inzhenernoi akademii. 2016. Ne5(2). P. 90-93. [in Ukrainian].
Tolbert P.S., David R.J., Sine W. Studying Choice and Change: The Intersection of
Institutional Theory and Entrepreneurship Research. Organization Science. 2011. Ne22.
P. 1332-1344.

Mohammed E.A. Effect of Institutional Pillars on Small and Micro Enterprises Firm
Performance in Ethiopia. International Review of Management and Marketing. 2020.
Ne10(2). P. 56-67.

Cebenoyan S., Cebenoyan K., Papaioannou G. Corporate financial structure under in-
flation and financial repression: A comparative study of North American and emerging
markets firms. Global Finance Journal. 1995. Ne6. P. 2545,

Smyrna O. Upravlinnia strukturoiu kapitalu vitchyznianykh pidpryiemstv pislia prove-
dennia [PO [Management of the capital structure of domestic enterprises after the IPO].
Rynok tsinnykh paperiv Ukrainy. 2013. Ne 9-10. P. 63—67. [in Ukrainian].

Biriuk S., Smyrna O. Evoliutsiia stratehichnykh tsilei pidpryiemstv v protsesi [PO: dos-
vid Ukrainy [Evolution of strategic goals of enterprises in the process of IPO: Ukraine’s
experience]. Rynok tsinnykh paperiv Ukrainy. 2012. Ne10. P. 67—72. [in Ukrainian].
Olesinski B., Opala P., Rozkrut M., Tordj A. Short-termism in business: causes, mecha-
nisms and consequences. EY Poland Research Series. 2014. URL: https://assets.ey.com/
content/dam/ey-sites/ey-com/en_pl/topics/eat/pdf/03/ey-short-termism_raport.pdf. (Date
of access: 31.10.2022).

Graham J., Harvey C., Rajgopal S. The Economic Implications of Corporate Financial
Reporting. NBER Working Papers. 2004. Ne10550. P. 1-72.

Darr R., Koller T. How to build an alliance against corporate short-termism. URL: https://
www.mckinsey.com/capabilities/strategy-and-corporate-finance/our-insights/how-to-
build-an-alliance-against-corporate-short-termism. (Date of access: 31.10.2022).
Bailey J., Godsall J. Short-termism: Insights from business leaders. McKinsey & Co.
and CPP Investment Board Research. URL: http://www .shareholderforum.com/access/
Library/20131226_McKinsey.pdf. (Date of access: 31.10.2022).

Tereshchenko O.0O. Profesiini kompetentsii finansovoho kontrolera ta yoho rol u pryiniatti
finansovo-ekonomichnykh rishen. Finansy Ukrainy [Professional competencies of the
financial controller and its role in making financial and economic decisions]. 2014. Ne9.
P. 31-42. [in Ukrainian].

Aleksin G.O. Finansova stratehiia pidpryiemstv vumovakh ekonomichnoi nevyznachenosti
[Financial strategy of enterprises under conditions of economic uncertainty]: dys. kand.
ekon. nauk : 08.00.08. Kyiv, 2021. 304 s. [in Ukrainian].

Bibliographic description for quoting:
Aleksin G. (2022). Company Financial Strategy's Instituonalization: Theoretical As-

pects. Scientific Bulletin of National Academy of Statistics, Accounting and Audit — Naukovyy
visnyk Natsionalnoi akademiyi statystyky, obliku ta audytu, 3-4, 79-93. doi: 10.31767/
nasoa.3-4-2022.09

HAYKOBUWI BICHUK HALIOHANBHOI AKAOEMIi
CTATUCTUKMW, OBJIIKY TA AYOUTY, 2022, Ne 3-4 93



