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ABSTRACT: The study aims to measure the impact of financial resilience on the financial failure caused by the 

Corona pandemic, and 12 of the companies listed on the Iraq Stock Exchange were selected as a sample of the 

study, and the study was based on a nine-year time series (2010-2018). The problem of the study was that studies 

and intellectual problems among researchers and intellectuals did not reach the level of cognitive maturity in trying 

to explain the failure of companies, and a number of statistical methods and methods were used to analyze the 

study variables and test hypotheses, the coefficient of multiple linear regression and test (f) and the coefficient of 

interpretation (R2) and through the outputs of statistical programs adopted in this field (EViews-9). After analyzing 

the data and hypotheses of the study, a number of conclusions were reached, most notably the existence of a 

morally significant adverse effect of financial resilience in financial failure, and based on the conclusions a set of 

recommendations, the most important of which is the need to increase the debt capacity and retain cash holdings 

to face negative shocks (due to low stock prices) and to face crises caused by abnormal circumstances. 
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I. INTRODUCTION 

The topic of financial flexibility has become one of the topics that have aroused the interest of researchers and 

specialists in the field of management science in general and financial management in particular (Byoun, 2007) if 

the attention and search and search for sources of financial flexibility and through the exploitation of debt 

capacity(Smith, 2014), to increase the ability of companies to face all emergency conditions and in order to reach 

the required levels of performance and this keeps the company from reaching the stage of financial failure 

Especially after the Corona pandemic and the paralysis it caused in the economy, According to a study carried out 

by the German company Covas, there is a significant increase in the number of bankrupt companies in the world 

due to the repercussions of the Corona pandemic crisis and the number of companies that will declare bankruptcy 

worldwide this year is expected to increase by 25%. The problem with the study was its intellectual dimension by 

answering the question (what is the impact of flexibility on the financial failure of companies resulting from the 

Corona pandemic?), In addition, many recent studies have consistently emphasized that financial failure requires 

more research to achieve the real impact of the causes leading to financial failure. The purpose of the study was to 

determine the influence of financial flexibility in financial failure. 

 

II. LITERATURE REVIEW 

(Fliers, 2019, p.100) defines financial flexibility as the ability of the company to adjust the structure of capital, 

while (De Jong et al., 2012, p. 244) defines Financial flexibility as the ability of the company's untapped debt, or 

the amount of debt that a company can issue before losing its place in the investment. The American Institute of 
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Certified Public Accountants (AICPA, 1993) defines financial flexibility as "the ability to take actions that reduce 

the required and projected excess cash payments (Byoun, 2007, p. 5)." From the point of view of (Gamba and 

Triantis, 2008) that financial flexibility is the ability of any company to access its sources of financing and 

restructuring at a low cost. Based on this view, there are two main points through which financial flexibility 

becomes a value for companies. First, financial resilience can mitigate the problems of underinvestment in the case 

of restricted access to capital. Second, financial flexibility can help avoid the costs of financial hardship (Rapp et 

al., 2014). Refer (Lambrinoudakis et al., 2019) that financial flexibility is the company's ability to cope with the 

negative shocks that occur as a result of the depreciation of shares, resulting in companies classified as "financially 

flexible" and more likely to avoid financial hardship in the face of negative shocks (Sayyad and Ulvenäs, 2012). 

 
2.1 Financial flexibility indicators 

2.1.1 The Concept of financial flexibility 

The concept of financial flexibility is a contemporary concept that has attracted the attention of many researchers 

(Byoun, 2007), and the growing literature on financial resilience has begun to explore the impact of cash and debt 

capacity on various corporate activities, and in particular, the recent global financial crisis has created an 

opportunity for researchers to better explore the impact of financial flexibility on various aspects of the company's 

performance (Smith, 2014), (Duchin et al., 2010). 

1. Debt capacity: (Hess and Immenkötter, 2014) defines the debt capacity of the company as the minimum debt 

ratio to maintain the target debt level, and is called the distance between the debt capacity of the company and the 

debt ratio of the debt off the debtor (temporary debt storage), and refers to the amount of additional debt that the 

company can issue, and explains the company's financial position after investment and financing (Lemmon and 

Zender, 2010, p11169). Debt capacity is calculated through the following equation: (Woodruff, 2007) . 

𝐷𝐶 =  
𝐸𝑇

𝑇𝐶
 

DC: Debt capacity. 

ET: Tangible assets.  

TC: Total assets. 

 
2.2 Cash holdings 

Cash holdings are defined as cash and highly liquid investments (securities) (Chen et al., 2020), in what (Zhang, 

2020) cash holdings are defined as those held as ready cash. Cash holdings are calculated as in the following 

equation: (Marwick et al., 2020), (Tran, 2019), (Xie and Zhang, 2020). 

𝐶𝐻 =
𝑇𝐶 + 𝑀𝑆

𝑇𝑆
 

CH: Cash holdings. 

TC: Total cash. 

MS: Marketable Investments . 

TS: Total assets. 

 
2.3 Net cash flow 

Net cash flow is defined as cash that the company does not have to retain or reinvest to generate future cash flows, 

and net cash flow is produced from operations and other sources such as interest income and asset sales, in other 

words, available cash paid to shareholders (Pratt and Grabowski, 2014) net cash flow is calculated through the 

following equation : (Zhang et al., 2019), (Arslan-Ayaydin et al., 2014). 

NCF =  
𝑁𝑂𝐶𝐹

𝑇𝐴
 

NCF: Net cash flow. 

NOCF: Net operating cash flow.  

TA: Total assets. 
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2.4 The Concept of financial failure 

The financial failure of companies has become one of the main topics that have been discussed in various business 

literature (Lukason, 2018), and that corporate failures (including legal processes for the reorganization of corporate 

bankruptcies) are a real economic reality that reflects the uniqueness of most global companies (corporate deaths), 

and this phenomenon will remain understudy and analysis in the future for as long as it will work in an environment 

that is shrouded in uncertainty and uncertainty with many sudden events (Altman and Hotchkiss, 2006). The term 

failure was associated with the researcher (Beaver, 1966), who defined failure as the company's inability to pay its 

financial obligations, and the company is considered to have failed when it faces bankruptcy, default, or unable to 

pay dividends (Dhamayanti, 2016). Beaver introduced another term for predicting financial failure called 

"predictability", which is essentially the usefulness of the data element in determining failure before it occurs 

(Wilson, 2012). (Parkinson, 2018), (Walsh and Cunningham, 2016) argue that there is no specific definition of 

financial failure, as the legislator uses the term "inability to repay the debt" to describe a situation in which a 

company may be subject to formal insolvency proceedings such as termination of judicial intervention. 

 
2.5 The Causes of financial failure 

(Abbas, 2010) refer to the causes of failure and its relative importance as described in table 2. 

 
Table 1: The Causes of Failure and the Relative Importance of it 

Cause Relative Importance 

Weak administrative efficiency 93% 

Negligence 2% 

Forgery 1.5% 

Natural factors (disasters) 0.9% 

other causes 2.5% 

 

Source: Abbas, Ali, (2010). Identify the administrative and financial reasons for the failure of an analytical study 

on Jordanian solidarity companies. Journal of the Baghdad College of Economics University, 25, 185-112. 

 
2.6 The Economic consequences of the corona pandemic 

The disaster caused by the Corona pandemic is more influential than natural disasters (earthquakes, volcanoes, 

tsunamis), as all the countries of the world have completely or partially closed their countries, and the series of 

measures taken to address the economy has been questioned.  

And the world markets have been paralyzed, so this scenario requires the adoption of appropriate mechanisms and 

plans to deal with this pandemic (Koirala and Acharya, 2020), Among the economic consequences of the Corona 

crisis are: (Koshle et al., 2020). 

• Reduction in the workforce results in a discount in output capacity. 

• Reduction in consumption (people staying at home) results in a decrease in demand. 

• Lower revenues resulting in reduced profits and then financial failure, leading to a reduction in taxes paid. 

• Reduction in income results in further consumption declines and consumption focused on necessities 

(healthcare insurance may become a luxury). 

• Low income and hence reduced consumption and concentration of consumption on necessities. 

• Business bankruptcies medium and little businesses will feel the pain because they need limited cash 

reserves. 

 
2.7 Predicting financial failure 

The study is based on a model (Grover, 2001) to predict financial failure as it is the most appropriate model for 

predicting corporate failure as the prediction accuracy of this model is 100%, while the prediction accuracy of the 

model (Altman) (80%), Springate (90%) and the prediction accuracy of the model (Zmijewskis) (90%) (Verlekar 

and Kamat, 2019).  

The formula for this model is the following equation: (Aminian et al., 2016). 
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𝐺 = 1.650𝑋1 + 3.404𝑋2 − 0.016ROA + 0.057 

According to the Grover model, if the value (G ≥0.01), the company is considered not to be a failure, but if the 

value (G ≤-0.02) the company is considered to be a failure (Verlekar and Kamat, 2019). 

III. THE STUDY DATA AND METHODOLOGY 

(Chang and Ma, 2019) indicates that the controversy over the puzzling impact of financial flexibility on the 

company's capital structure is still under consideration and study. This dimension is reflected in the conceptual 

aspect, which indicates that the variables of the study (financial flexibility, financial failure) are topics that are still 

under discussion, both on the theoretical and the applied side. 

The primary focus of this study was to answer the following questions: 

• What are the philosophical trends of the current study topics and intellectual debate between them? 

• Does financial flexibility affect financial failure? 

• What are the models by the study sample companies to predict financial failure? 

There is one main Hypothesis that will be investigated in this study as listed below: 

There is a significant effect of financial flexibility in the financial failure caused by the Corona pandemic. 

The study main hypothesis can be broken into the following sub-hypotheses: 

• There is a significant influence of debt capacity in financial failure. 

• There is a significant influence of cash holdings in financial failure. 

• There is a significant influence of net cash flow in financial failure. 

The hypothetical study plan was designed by looking at many of the literature and sober modern studies that are 

related to the variables of the study, as the hypothetical study plan represents a picture resulting from the ideas and 

visions generated by analyzing the reality of the working environment (in addition to conducting a survey of 

intellectual products) and seeking to address the problems experienced by companies. Figure (1) below represents 

the hypothetical study plan. 

 

 

Figure 1: Hypothetical Study Model 

 

This study was generated using a set of statistical tools for collecting both theoretical and practical data. This can 

be reviewed as listed below: 

 
1. Theoretical data collection methods 

The researchers in this study relied on a wide range of research and literature related articles to generate an 

understanding of the variables involved in this study. Also generated through credited Online Electronic Libraries 

(Databases). 

 
2. Practical data collection method 
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The researcher relied on financial reports and publications issued by the Iraqi Stock Exchange, it also included 

face-to-face interviews with key stakeholders to detail the study variables involved in the workplace. The study in 

financial analysis relied on a range of indicators including, debt capacity, cash holdings, net cash flow and to 

measure financial flexibility, in addition to which the Model (Grover) was adopted to measure financial failure, 

For the analysis of this data, statistical software (EViews-9) was used to provide some statistical measures of 

relationships. The target community is determined in the study before the selection of the sample so that its 

vocabulary enjoys the same characteristics, as the study community is determined in the light of the achievement 

of the objectives of the study, and the study community is represented by industrial companies listed on the Iraqi 

Stock Exchange. The sample of the study was selected in accordance with the requirements of the current study, 

as a sample of (12) industrial companies listed on the Iraqi Stock Exchange was selected in the light of cooperation 

regarding the provision of the required information that needs to be reviewed by companies, and the availability 

of financial data for the time period from (2010) to (2018) and table (1) shows the industrial companies sample the 

study. 

 
Table 2: Study Sample 

No. Company Name Establishing Date Listing Date The company's capital(ID) 

1 Iraqi Date Processing and Marketing 1989 2004 17,250,000,000 

2 Modern Sewing  1989 2004 1,000,000,000 

3 Metallic Industries and Bicycles 1964 2004 5,000,000,000 

4 Iraqi Engineering Works 1985 2004 1,500,000,000 

5 Iraqi For Tufted Carpets 1989 2004 500,000,000 

6 AL- Kindi of Veterinary Vaccines 1990 2004 5,940,000,000 

7 Modern Chemical Industries 1964 2004 180,000,000 

8 Al-Mansour Pharmaceuticals Industries 1989 2004 6,469,267,350 

9 Ready Made Clothes 1976 2004 1,593,000,000 

10 Baghdad Soft Drinks 1989 2004 133,000,000,000 

11 Baghdad for Packing Materials 1962 2004 1,080,000,000 

12 Iraqi Carton Manufactures 1972 2004 7,590,000,000 

 

IV. RESULTS AND DISCUSSION 

4.1 Results 

4.1.1 Financial analysis of study variables 

1. Analysis of financial flexibility 

This paragraph includes the presentation and analysis of the results of financial flexibility indicators (debt capacity, 

cash holdings and net cash flow) for the period (2010) to (2018). 

 
Table 3: Analysis of Debt Capacity for Iraqi Industrial Companies Sample Stud 
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Source: Preparing the researchers based on the output of the electronic calculator. 

The general sectorial average of the industry is adopted as the basis for measurement, and the results of table (3) 

show that the overall rate has reached (0.340), and companies (Iraqi engineering works, Ready-made clothes, 

Baghdad soft drinks, Baghdad for packaging materials, Iraqi cartoon manufactures) achieved a higher average than 

the general sectorial average, and the Iraqi Engineering Company was the highest among the sample companies 

study, as the general company's average of debt capacity (0.754).  

While the companies (Iraqi Date Processing and Marketing, Modern sewing, Metallic Industries and Bicycles, 

Iraqi For Tufted Carpets, AL- Kindi of Veterinary Vaccines, Modern Chemical Industries, Al-Mansour 

Pharmaceuticals Industries) achieved a lower average than the general sectorial average, and Iraqi For Tufted 

Carpets company was the lowest among the sample companies study, as the general company average for debt 

capacity (0.095). 

 
Table 4: Analysis of Cash Holdings for Iraqi Industrial Companies Sample Stud 
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Source: Preparing the researchers based on the output of the electronic calculator. 

Table 4 shows that the general average has reached (0.267), and companies (Iraqi Date Processing and Marketing, 

Iraqi For Tufted Carpets, AL- Kindi of Veterinary Vaccines, Iraqi Carton Manufactures) achieved a higher average 

than the general sectorial average, and the Iraqi For Tufted Carpets company was the highest among the sample 

companies study, as the general company average (0.800). 

While the companies (Modern sewing, Metallic Industries, and Bicycles, Iraqi engineering, Modern Chemical 

Industries, Al-Mansour Pharmaceuticals Industries, Ready Made Clothes, Baghdad Soft Drinks, Baghdad for 

Packing Materials) achieved a lower average than the general sectorial average, and the Modern Sewing company 

was the lowest among the sample companies study, as the general company average (0.095).  

Table (5) shows that the general sectorial average has reached (0.003), and companies (Modern sewing, AL- Kindi 

of Veterinary Vaccines, Modern Chemical Industries, Al-Mansour Pharmaceuticals Industries, Baghdad Soft 

Drinks, Baghdad for Packing Materials) have achieved a higher average than the general sectorial average, and the 

Modern sewing company was the highest among the sample companies study, as the general company average 

(0.059). 

Table 5: Analysis of Net Cash Flow for Iraqi Industrial Companies Sample Stud 
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Source: Preparing the researchers based on the output of the electronic calculator.  

While the companies (Iraqi Date Processing and Marketing, Metallic Industries and Bicycles, Iraqi Engineering 

Works, Iraqi For Tufted Carpets, Ready Made Clothes, Iraqi Carton Manufactures) achieved a lower average than 

the general sectorial average, and the Metallic Industries and Bicycles company was the lowest among the sample 

companies study, as the general company average (-0.039). 

 
2. Analysis of financial failure 

 
Table 6: Analysis of the Financial Failure for Iraqi Industrial Companies Sample Stud 

 

Source: Preparing the researchers based on the output of the electronic calculator. 
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The model (Grover, 2001) is used to predict the financial failure of the sample companies study, because the 

accuracy of the prediction of failure for this model is very high compared to other financial failure prediction 

models. 

Table 6 shows that the general sectorial average has reached (0.901), and companies (Iraqi Date Processing and 

Marketing, Modern Sewing, Iraqi For Tufted Carpets, AL- Kindi of Veterinary Vaccines, Modern Chemical 

Industries, Al-Mansour Pharmaceuticals Industries, Baghdad Soft Drinks) achieved a higher average than the 

general sectorial average, and Iraqi Date Processing and Marketing company was the highest among the sample 

companies study, with the general company average (2.104).While the companies (Metallic Industries and 

Bicycles, Iraqi Engineering, Ready Made Clothes, Baghdad for Packing Materials, Iraqi Carton Manufactures) 

achieved a lower average than the general sectorial average, and the Metallic Industries and Bicycles company 

was the lowest among the sample companies study, with the company's general average (-0.949), which is lower 

than (-0.02) so the company is considered a failure. 

 
4.1.2 Statistical analysis of study variables 

1. The Main hypothesis 

This hypothesis indicates that there is a statistically significant influence relationship of financial flexibility in 

financial failure. 

The used (debt capacity, cash assets, and net cash flow) to measure financial flexibility, The (G) value is used to 

measure financial failure, and any increase in the value of financial flexibility will increase the value of (G) for 

companies, (EViews-9) program is used to extract results by extracting the effect factor, value (t) and the level of 

morale that determines the acceptance or rejection of the hypothesis. As well as the coefficient of interpretation, 

which explains the extent to which financial flexibility is explained by the disparity in financial failure, Assuming 

there is a dalia relationship between the real value of financial flexibility and financial failure (FF) and can be 

expressed in the following equation: 

𝑭𝑭 = 𝜷𝟎 + 𝜷𝟏𝑫𝑪 + 𝜷𝟐𝑪𝑯 + 𝜷𝟑𝑵𝑪𝑭 

FF: Dependent variable (financial failure). 

β0: Hard limit . 

βi: The relationship to the impact of financial flexibility in financial failure . 

DC: Debt capacity. 

CH: Cash holdings . 

NCF: Net cash flow. 

It is clear from the table (7) and in the light of the multiple regression equation, the results indicate that the constant 

(C =0.24), which means that there is a financial failure of (0.24) when the value of financial flexibility is equal to 

zero.  

The results of table (7) indicate that the value of the (R2) factor was (0.57), which means that financial flexibility 

explains the ratio (0.57) of the variation in financial failure and that (0.43) of the variation is due to variables that 

did not enter the regression model, It is an acceptable indicator when comparing the calculated value (F) of (5,149) 

which is greater than its tabular value of (2.21) and according to the results of the level of significance of the value 

of (F) which amounted to (0.000) which is less than the level of significance determined by the researcher (0.05) 

and through that The results accept the first main hypothesis. 

 
2. Sub-hypothesis No.1 

Indicates a relationship of influence of statistical moral significance to the debt capacity in financial failure, The 

results of table 7 indicate that the value of the marginal tendency of debt capacity has reached (β1=0.475) and 

accompanying (DC) indicates that a one-unit change in debt capacity (DC) will lead to increase in the value of (G) 

by (0.475).  

The level of significance (0,000), which is less than the level of significance determined by the researcher (0.05), 

and through these results, the hypothesis is accepted at the level of debt capacity. 

Table 7: Results of the Relationship Test of the Influence of Financial Flexibility in the Financial Failure of 

Industrial Companies Sample Stud 
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Source: Preparing the researchers based on the output of the electronic calculator. 

 
3. Sub-hypothesis No.2 

Indicates a relationship of influence of statistical moral significance to the cash holdings in financial failure, The 

results of table 7 indicate that the value of the marginal tendency of cash holdings has reached (β2=0.280) and 

accompanying (CH) indicates that a one-unit change in cash holdings (CH) will lead to increase in the value of 

(G) by (0.280), The level of significance (0,000), which is less than the level of significance determined by the 

researcher (0.05), and through these results, the hypothesis is accepted at the level of cash holdings. 

 
4. Sub-hypothesis No.3 

Indicates a relationship of influence of statistical moral significance to the net cash flow in financial failure, The 

results of table 7 indicate that the value of the marginal tendency of net cash holdings has reached (β3=-0.164) and 

accompanying (NCF) indicates that a one-unit change in net cash holdings (NCF) will lead to decrease in the value 

of (G) by (-0.164), The level of significance (0,07), which is higher than the level of significance determined by 

the researcher (0.05), and through these results, the hypothesis is rejected at the level of net cash flow. 

 
4.2 Discussion 

The study aims to measure the influence of financial flexibility in the financial failure caused by the Corona 

pandemic, and the study showed that both debt capacity, cash holdings, and net cash flow adversely affect the 

financial failure of industrial companies caused by the Corona pandemic. 

 Studies in the field of financial management indicate that financial flexibility reduces the likelihood of financial 

failure under the influence of negative cash flow shocks (Sang, 2018). (Gamba and Triantis, 2008) noted that 

financially flexibility companies are able to avoid financial distress in the face of negative shocks. Financial 

flexibility is the most important factor in determining the company's capital structure and is reliable for the future 

development of the company or to avoid financial failure during crises (Mirkhalili and Mahmoudabadi, 2018). The 

results of the study show that industrial companies sample the study seeks to store the debt capacity and hold cash 
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holdings and aims to achieve high levels of financial flexibility to cope with future negative shocks and emergency 

conditions. The results of the study show that the reason for some companies enjoying financial flexibility is the 

result of companies relying on retaining profits and issuing shares and not resorting to increasing leverage, and 

this is what showed that companies have a large debt capacity. 

 

V. CONCLUSION 

1. There was a negative influence of financial flexibility in financial failure. 

2. The companies of the study sample tend to store debt capacity, to maintain the target debt level and to face 

emergency conditions. 

3. Financial analysis of the sample companies showed that they had assets that were easily cash and quickly. 

4. According to the model adopted to measure financial failure, it is clear that the study sample is away from 

the gray area and that it is working properly (not failed). 

5. According to the approved (Grover) model for measuring financial failure, the value of (G) of the Metallic 

Industries and Bicycles Company has reached (-0.949), and therefore it can be said that this company is 

financially failure. 

6. Companies do not set target levels of leverage, and leverage adjustment swells at these levels. 

 

VI. RECOMMENDATIONS 

1. The researchers recommend that officials in the research companies need to maintain specific levels of 

financial flexibility to face the emergency conditions and crises resulting from the Corona pandemic. 

2. The necessity of increasing the debt capacity to face negative shocks (low stock prices), as a result of the 

Corona pandemic. 

3. The researchers recommend that the study sample companies should maintain cash holdings that are easy 

to convert into cash quickly, to avoid liquidity risk. 

4. The researchers recommend failing companies to adopt modern Prediction models to measure financial 

failure during specific time periods, to take the necessary measures within the framework of increasing 

financial flexibility. 

5. The researchers recommend to officials at the Metallic Industries and Bicycles Company, the need to 

increase capital and go towards storing debt capacity and setting target levels for leverage, and not to rely 

heavily on debt in the financing, as well as adopting modern Prediction models to measure financial failure 

periodically if these measures would Reducing financial failure. 

6. The need to determine target levels of leverage and not exceed these levels, and expand by leverage, as 

this increases the risk of default. 
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