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Abstract: In contemporary economic conditions characterized by frequent
global disruptions, the issue of indebtedness and financial leverage is gaining
increasing importance. This paper analyzes the role and effects of debt
utilization within the capital structure of companies in the context of economic
crises, inflationary pressures, and geopolitical instability. Particular attention
is given to the relationship between risk and return, as well as to the ability of
companies to maintain financial stability under conditions of heightened
uncertainty. It is indicated that appropriate leverage management can serve as
a driver of growth, but at the same time increases sensitivity to external shocks.
The aim of this paper is to examine how changes in the global economic
environment influence the choice of the level of indebtedness, as well as to
highlight approaches that contribute to long-term financial sustainability.
Special emphasis is placed on understanding how factors such as inflation,
changes in interest rates, and market instability affect financial decision-
making and the shaping of a company’s capital structure. The paper draws on
relevant professional and scientific literature, as well as an analysis of key
economic indicators, in order to examine different models of capital structure
management and their applicability in changing business conditions. In
addition, attention is focused on identifying practices that enable greater
flexibility in financing and easier adaptation to uncertain market conditions,
with the aim of preserving stability and ensuring sustainable business growth.
The results indicate the need for a flexible approach to financing and timely
adjustment of borrowing strategies. In conclusion, the paper emphasizes the
importance of a balanced relationship between debt and equity as a key factor
in preserving stability and competitiveness in the modern business environment.
Keywords: indebtedness, financial leverage, global challenges, risk, capital
structure, financial stability

INTRODUCTION

Financial leverage represents the relationship between borrowed and
equity sources of financing. Its primary function is to increase the return on
owners’ equity, provided that the return on invested assets is higher than the
cost of borrowing. However, higher leverage also implies greater financial
risk.
In capital structure theory, leverage is viewed through the optimization of the
relationship between debt and equity. Companies aim to find a level of
indebtedness that maximizes firm value, but this level depends on numerous
factors, including market conditions, interest rates, and the regulatory
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framework. From a practical perspective, financial leverage is a tool that can
significantly accelerate business growth. By using external funds, a company
can implement investments that would otherwise not be possible solely
through its own capital. This creates opportunities for business expansion,
entry into new markets, or technological advancement. However, such an
approach requires careful planning, as every form of borrowing implies an
obligation to regularly service debt, regardless of whether the business
generates expected revenues.

It is important to emphasize that the effects of leverage are not the same
in all situations. In favorable economic conditions, when interest rates are
stable and revenues are predictable, debt can have a positive impact on overall
profitability. In contrast, during periods of instability, even a moderate level
of indebtedness can become a burden. A decline in revenues or an increase in
financing costs can quickly lead to reduced liquidity, potentially threatening
regular business operations.

The importance of financial leverage becomes especially evident in
strategic decision-making. Management must continuously assess how much
debt is sustainable under current conditions, taking into account the long-term
goals of the company. This is not merely a mathematical relationship between
debt and equity, but a broader understanding of risk, market dynamics, and
internal capacities. Companies with stable cash flows can sustain higher levels
of leverage, while those with more volatile revenues must act more cautiously.

In addition, the structure of debt plays a significant role. The difference
between short-term and long-term borrowing can have a major impact on
financial stability. Short-term debt often carries lower interest rates but
requires quicker repayment, while long-term debt provides greater
predictability in planning but may be more expensive. A well-balanced
combination of these sources can reduce overall risk and improve the
resilience of a company.

Furthermore, financial leverage also affects investment decisions.
Companies with access to favorable financing sources are often more willing
to undertake larger projects and risks, which can lead to faster growth and a
stronger market position. However, such a strategy can be a double-edged
sword, as unsuccessful investments leave the debt burden in place and further
strain the business.

An important aspect that is often overlooked is the perception of
investors and creditors. The level of indebtedness sends a signal to the market
about a company’s financial health. Moderate leverage may indicate rational
resource management and confidence in future earnings, while excessive
indebtedness can raise concerns and increase the cost of financing. Therefore,
borrowing decisions are not isolated actions, but factors that influence
reputation and long-term positioning.
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In modern business conditions, additional complexity arises from
changes in the global economic environment. Interest rate movements,
inflation, and capital availability directly affect the profitability of using debt.
Companies are increasingly required to monitor these changes and adjust their
financial strategies accordingly in order to avoid the negative consequences of
sudden market fluctuations.

Finally, it should be noted that financial leverage is neither inherently
good nor bad. Its effect depends on how it is used and the environment in
which a company operates. When applied thoughtfully and with a clear
strategy, it can be a powerful driver of development. However, if mismanaged,
it can quickly lead to financial difficulties and threaten the survival of the firm.
For this reason, leverage management represents one of the key issues of
modern financial management.

1. Impact of global challenges on indebtedness

Global challenges, such as the 2008 financial crisis or the COVID-19
pandemic, have shown how quickly financing conditions can change. Reduced
liquidity, rising interest rates, and declining demand directly affect companies’
ability to service their debt obligations. In such circumstances, highly
leveraged companies face a greater risk of illiquidity and insolvency. On the
other hand, firms with moderate leverage have greater flexibility and are better
able to adapt to changes. This highlights the importance of a more conservative
financing approach during periods of increased uncertainty (Damodaran,
2019).

The contemporary global context is further complicated by
geopolitical tensions and armed conflicts, such as the war in Ukraine, as well
as instability in the Middle East. These events disrupt the supply of energy and
raw materials, leading to rising prices and inflationary pressures worldwide.
As a result, central banks are forced to increase interest rates, making
borrowing more expensive and riskier.

In addition, global inflation and instability in capital markets reduce
the availability of external financing sources. Banks and investors become
more cautious, meaning that companies find it harder to obtain loans or receive
them under less favorable conditions. In such an environment, companies with
already high levels of debt often face additional pressure, as refinancing costs
increase.

A further challenge is the changing dynamics of global supply chains.
Transport disruptions, rising logistics costs, and limited availability of key
inputs can negatively affect corporate revenues. When combined with high
debt obligations, this leads to an increased risk of financial distress.

On the other hand, crises often create new opportunities for those who
manage to maintain stability. Companies with lower levels of indebtedness or
higher liquidity reserves can more easily survive crisis periods and even take
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advantage of investment opportunities when competitors are weakened. This
further confirms the importance of careful leverage management in the long
run.

Table 1. Impact of global challenges on key financial indicators

. Stable Crisis .
Indicator Conditions Conditions Impact on Companies
Interest rates Low and stable R1s1ng and Increased cost of borrowing
volatile
CreF11t B High Limited More fhfﬁcult access to
availability financing
Liquidity Stable Reduced Risk of delayed obligations

payment

Profitability Predictable Decreased Lower debt repayment

capacity
Insolvency risk |[Low Increased nghe? prqb ability of
financial distress
In\{egtment Active Cautious or Slower business growth
activity postponed

Brealey, R. A., Myers, S. C., & Allen, F. (2020). Principles of Corporate Finance. McGraw-
Hill Education, New York, p.221

The data presented in the table clearly highlight the differences
between stable and crisis economic conditions. During stable periods,
companies benefit from favorable financing conditions, which encourage
investment and growth. In contrast, crisis situations lead to higher capital costs
and reduced availability of financial resources, directly affecting business
performance (Damodaran, 2019). It is particularly important to note that
the effects of crises are not limited to a single segment but spread throughout
the entire financial system. Rising interest rates increase the burden of debt,
while reduced liquidity further complicates debt servicing. As a result, highly
leveraged companies become significantly more vulnerable.

This analysis confirms that global challenges have a strong and
multidimensional impact on indebtedness and financial leverage, and that
successful financial management in such conditions requires timely
adjustment and cautious decision-making.

2. Risk and sustainability of financial leverage

One of the key challenges in managing leverage is balancing risk and return.
While debt can increase profitability in favorable conditions, during crisis
periods it becomes a burden that can threaten a company’s survival.
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The sustainability of leverage depends on the stability of cash flows,
the structure of debt, and the management’s ability to respond to changes. In
this context, risk management instruments such as hedging and diversification
of financing sources also play an important role. It is important to understand
that financial risk does not arise only from the level of debt, but also from its
structure and the conditions under which it was obtained. For example, debt
with a variable interest rate may be acceptable in stable conditions, but during
periods of rising interest rates it quickly increases financing costs. Similarly,
short-term debt may appear more attractive due to lower interest rates, but it
carries higher risk because it requires more frequent refinancing.

Stable cash flows represent the foundation of sustainable leverage.
Companies with predictable revenues can plan debt repayment more easily
and can afford higher levels of indebtedness. In contrast, firms operating in
industries with high demand volatility must be more cautious, as even small
disruptions can lead to liquidity problems.

The role of management is particularly important in these
circumstances. Timely identification of risks and adjustment of strategy can
make the difference between stable operations and financial difficulties. This
includes active market monitoring, negotiating more favorable financing
terms, and, when necessary, reducing the level of indebtedness (Brealey,
Myers, & Allen, 2020).

Furthermore, diversification of financing sources reduces dependence
on a single creditor or market. Combining bank loans, bonds, and internal
funding sources can increase flexibility and reduce overall risk. Hedging
instruments, although often more complex to implement, can help protect
against unfavorable changes in interest rates or exchange rates.

In modern conditions, the sustainability of leverage increasingly
depends on the external environment. Changes in monetary policy, inflation,
and global instability can quickly alter business conditions. Companies that
fail to consider these factors often face unexpected difficulties, while those
that plan ahead have a better chance of maintaining stability.

Table 2. Key quantitative indicators of leverage sustainability

‘ Indicator H Low Risk H Moderate Risk H High Risk |
Debt-to-equity
ratio (D/E) <05 0.5-1.5 >1.5
Interest
coverage >5 2.5 <9
(EBIT/Interest)
Short-term . . , )
debt share <30% 30% — 60% > 60%
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Indicator H Low Risk H Moderate Risk H High Risk
Cash flow / o . . )
total debt > 30% 10% —30% <10%
Liquidity
(current ratio) =2 1-2 <1

Frank, M. Z., & Goyal, V. K. (2021). Capital structure decisions: Which factors are reliably
important? Elsevier, Amsterdam, p.14

The presented indicators provide a clear insight into a company’s
financial position and its ability to maintain a stable level of indebtedness. For
instance, a lower debt-to-equity ratio indicates a more conservative financing
approach and lower risk, while higher values may signal potential financial
difficulties.

The interest coverage ratio is particularly important because it directly
shows how many times operating profit can cover borrowing costs. When this
ratio is low, even a small decline in revenue can lead to difficulties in debt
repayment.

Debt structure, particularly the share of short-term obligations, also
plays a significant role. A higher proportion of short-term debt increases
liquidity pressure, especially in unstable conditions. On the other hand, stable
cash flows and a satisfactory level of liquidity are key factors that enable a
company to service its obligations without major difficulties (Krugman,
2022).

Overall, these indicators should not be analyzed individually but as a whole.
Only their combination provides a realistic picture of leverage sustainability
and the level of risk a company is exposed to.

3. Strategies for debt management in crisis conditions
Effective debt management in the context of global challenges involves
several key strategies:

e maintaining an optimal level of debt,

o diversification of financing sources,

e increasing liquidity reserves,

e active management of the cost of capital.

Companies that apply these strategies are more likely to preserve
financial stability and take advantage of opportunities that arise during market
recovery.

In crisis conditions, debt management is no longer a routine financial
activity but becomes one of the key issues for corporate survival. Maintaining
an optimal level of debt means that a company must carefully assess how much
obligation it can sustain without compromising liquidity. This does not
necessarily imply reducing debt at all costs, but rather adjusting it to realistic
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capabilities and expected market developments (Brealey, Myers, & Allen,
2020).

Diversification of financing sources is an important risk-reduction
mechanism. Relying solely on bank loans can be problematic when banks
tighten lending conditions. Including alternative sources such as bond
issuance, partnerships, or retained earnings allows for greater flexibility and
reduces dependence on a single financing channel.

Increasing liquidity reserves is often a crucial factor in crisis periods.
Companies that have sufficient cash or easily accessible funds have more
room to respond to unexpected situations. These reserves enable the regular
settlement of obligations even during periods of temporary revenue decline,
thereby avoiding additional borrowing under unfavorable conditions.

Active management of the cost of capital involves continuous
monitoring of interest rates and negotiating better financing terms. In practice,
this may include refinancing existing debt, extending repayment periods, or
switching to more favorable funding sources. Such an approach helps reduce
the overall financial burden and increases a company’s resilience to changes
in the economic environment.

It is important to emphasize that successful debt management in crisis
conditions also requires timely decision-making. Delays in strategy
adjustment can lead to a rapid deterioration of the financial situation.
Companies that continuously monitor their financial indicators and respond
promptly to changes have significantly higher chances of maintaining stability
and even strengthening their market position after the crisis.

Table 3. Debt management strategies and their effects

Implementation Risk if Not
Strategy Description Expected Effect Applied
. Controlling the level of Stability and. Over-indebtedness
Optimal debt level |. lower financial e
indebtedness and illiquidity
pressure

Diversification of ||Using multiple
sources financing sources

Dependence on a

Greater flexibility single creditor

Liquidity reserves Maintaining cash and ||Ability to respond||Inability to meet

reserves quickly obligations
Cost of capital Monitoring and Lower financing |[Increase in
management optimizing debt costs ||costs financial expenses

Frank, M. Z., & Goyal, V. K. (2021). Capital structure decisions: Which factors are reliably
important? Elsevier, Amsterdam, p.19
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The presented strategies clearly indicate that debt management is not a
single process, but a combination of several interconnected activities.
Maintaining an optimal level of debt represents the foundation of stable
business operations, as it prevents excessive financial burden.

Diversification of financing sources further strengthens corporate
resilience by reducing the risk of sudden changes in conditions in a single
market. Similarly, liquidity reserves act as a safety mechanism that allows
companies to withstand short-term shocks without serious consequences. Cost
of capital management has a direct impact on profitability as well as on the
long-term sustainability of business operations. When all these strategies are
considered together, it becomes clear that their combined effect significantly
increases a company’s ability to adapt to crisis conditions and maintain
financial stability.

CONCLUSION

Indebtedness and financial leverage represent important instruments of
financial management that can significantly contribute to the growth and
development of companies, but at the same time they involve a considerable
level of risk. Their role becomes particularly evident in conditions of global
economic disruptions, when market stability changes rapidly and the
availability of capital becomes more limited and more expensive.

aStarting from the aim of the paper, which focused on examining the
impact of global economic changes on the optimal level of indebtedness and
identifying approaches that contribute to long-term financial sustainability, it
can be concluded that there is no universal financing model suitable for all
companies. Instead, the optimal capital structure depends on the specific
conditions in which a company operates, its size, the stability of its cash flows,
and the sector in which it operates. In practice, it has been shown
that the same level of indebtedness that drives growth in favorable conditions
can become a serious burden on operations during crisis situations.

Based on the above, it can be concluded that the key to successful debt
management lies in balancing the benefits of debt with the preservation of
financial security. Companies that adjust their capital structure in a timely
manner, carefully manage risk levels, and develop resilience strategies have a
greater chance of long-term survival and maintaining competitiveness.

Ultimately, financial leverage should be viewed as a tool that requires
careful and responsible management. Its effectiveness depends not only on the
level of indebtedness, but also on management’s ability to recognize changes
in the environment and respond appropriately. It is precisely this adaptability
that forms the foundation of long-term stability and success in modern
business conditions.
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