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Abstract: The purpose of the study is to determine how different financial instruments including credit
facilities, bonds, convertible bonds and derivatives influence the cost of capital and risk management.
In this case, the study uses 50 enterprises to conduct quantitative analysis in order to evaluate the
effects of these instruments on capital costs and financial sustainability. The findings also show that
the use of more financial instruments is effective in cutting down on capital costs and enhancing
financial risks management where derivatives are the most efficient. The results of this research
suggest that the improvement of the capital management efficiency and stability requires the usage
of the multiple approaches.
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Introduction

The management of capital is one of the most important components in the success of an organization
in the current dynamic economic environment. This paper aims to identify the importance of financial
instruments in capital management with regard to the optimization of capital structure, risk
management and profitability. But challenges like globalization, financial crisis, and markets chaos
require the improvement of the management of financial resources on a regular basis.

The effect of financial management on the performance of enterprises has been of interest in studies
with different works focusing on working capital management and capital structure. Altaf and Shah
(2018) investigate the relationship between working capital management and firms' profitability in the
Indian context, to stress the importance of this measure in boosting financial performance. Likewise,
Anton and Afloarei Nucu (2020) also utilize Polish firms as sample to prove that efficient working
capital management enhance firm'’s profitability.

Bafos-Caballero, Garcia-Teruel, and Martinez-Solano (2020) carry forward this strand of research by
examining the cross-country link between net operating working capital and firm value as a way of
underlining the universal applicability of effective working capital management. Boisjoly, Conine and
McDonald (2020) also elaborate on the financial and valuation effects of working capital management,
and it is important to note that working capital management has a direct bearing on the financial
outcome of a firm.

In their study, Guney, Karpuz, and Komba (2020) look at board structure in East African markets and
the effect it has on company performance thus implying the significance of accounting and financial
management practices on the performance of companies. In a study conducted by Habib and Kayani
(2022), the authors establish the relationship between working capital management and financial
distress indicating that efficient working capital enhances the chances of financial distress.

Recent research by Koldovskiy (2024) on strategic infrastructure transformation in the financial sector
underscores the need for innovative management practices to enhance success, aligning with the
broader trend of integrating advanced financial tools into capital management. Li et al. (2020)
examines green governance structures and corporate financing constraints, offering insights into how
sustainability considerations intersect with financial management.

Prokopenko, Chechel, Koldovskiy, and Kldiashvili (2024) focus on green entrepreneurship and its
social impact on sustainable local economies, reflecting a growing interest in how financial strategies
can support sustainable development. Finally, Mardones and Cuneo (2020) analyze capital structure
and performance in Latin American companies, adding to the understanding of how capital
management influences corporate performance in diverse economic contexts.

A review of prior works in this field shows that bonds, stocks, bank loans, and derivatives are some of
the financial tools used in capital management. Research done in the recent past has shown that the
effective application of these tools has a direct impact on the value of a company as well as its ability
to respond to the challenges in its environment. However, the choice of the most effective tools and
instruments in the context of the numerous strategies that are available to be implemented in various
industries is still an issue.

Consequently, this study aims to assess the efficiency of applying financial tools in the management
of capital in enterprises with a view of determining the most appropriate strategies and their
consequences on the financial health of firms. This research topic is useful from a scientific point of
view since it helps to reveal the connection between financial instruments and the effectiveness of
capital management.



Results

An investigation of 50 industrial enterprises in Ukraine is used to provide an understanding of the
effects of different financial tools on capital management. The study also discloses important findings
concerning the impact of these instruments on the cost of capital and risk management effectiveness.

Theoretical aspect of capital management reveals the following concepts. As suggested by the
Modigliani-Miller theorem, the value of a firm in a perfect world where there is no transaction cost is
irrelevant to the capital structure of the firm. But in the real world, there are other factors like taxes,
bankruptcy costs, agency costs and many others which brings about the importance of capital
structure decision. Jensen and Meckling’s Agency Theory also underlines the need to manage capital
efficiently so as to ensure that managers and shareholders are in the same page to reduce on agency
costs.

The review of literature shows the following trends in the application of financial instruments. The
utilization of hybrid financial instruments including convertible bonds and preferred stocks enable
companies to be more versatile and engage investors with different investment preferences.
Furthermore, using stocks and bonds for institutional investment, creates a stable capital and also
minimizes financial straining.

The findings of this research support these trends. Table 1 shows how various financial instruments
affect the average cost of capital. Credit lines and bonds have been proven to cut down capital costs
by 12% as compared to the conventional methods. Convertible bonds are, however, not as efficient
as convertible securities - they cut costs by 8%. Most significantly, derivatives applied for hedging
purposes lead to the highest decline of 15% proving the significance of such products in managing
financial risks.

Table 1

Impact of financial instruments on cost of capital

No. Financial instrument Average cost of Reduction compared to
capital (%) traditional methods (%)

1. Credit Lines 5.2 12%

2. Bonds 4.8 12%

3. Convertible Bonds 5.5 8%

4. Derivatives for Risk Management 4.9 15%

Source: calculations based on State Statistics Service of Ukraine (2024) and United Nations Industrial
Development Organization (2024).

As presented in Table 2, these financial instruments are effective tools in risk management especially
currency risks. It proves that the availability of credit lines and bonds result in the decrease of the
currency exchange rate risk by 10% and 12% respectively. Convertible bonds give a 8% decrease
while derivatives give the best risk management benefit with a 15% decrease. The average financial
stability score of the enterprises has been found to be higher for those who use derivatives and the
score is 8. 0 which was much higher than the other instruments’ scores.



Table 2

The effectiveness of various financial instruments in reducing the impact of currency fluctuations and
their influence on financial stability

No. Financial instrument Reduction in currency Average financial stability
fluctuation impact (%) score (1-10)

1. Credit Lines 10% 7.2

2. Bonds 12% 7.5

3. Convertible Bonds 8% 6.8

4. Derivatives for Risk Management 15% 8.0

Source: calculations based on State Statistics Service of Ukraine (2024) and United Nations Industrial
Development Organization (2024).

The following are examples from the study which supports these findings. Metinvest that used both
credit lines and bonds and reached 12% of cost of capital optimization as well as an increase of the
financial stability score up to 6. 5 to 7. 2 over a year. Kernel Holding as a company that used financial
derivatives to hedge currency risk, the effectiveness of currency risk management was reduced by
15% and the company’s financial stability score was raised from 6. 9 to 8. 0.

In conclusion, it is possible to identify that the enterprises that use a number of different tools in their

capital management can significantly enhance the effectiveness of the process. The use of hybrid
instruments and derivatives is not only useful in reducing the capital costs but also increase the
effectiveness of risk management. This is a clear indication that there is need to come up with a
balanced approach to capital management that reflects on the specific needs of an organization and
the market conditions.

Therefore, the study shows that strategic capital management is a vital factor in the improvement of
enterprise performance. It proves that more and more firms, which use various types of financial
assets, including base forms of debt financing and sophisticated derivatives, can significantly
decrease capital expenditures and at the same time increase financial reliability. The findings suggest
that financial tools including credit lines, bonds, convertible bonds and derivatives if included in
capital management strategies yield remarkable results. These instruments not only help in reducing
the cost of capital but also assists in managing the financial risk which is related to currency risk and
other market risks.

Another important result of the work is identified synergistic effect of cost reduction and improved
stability provided by the application of financial tools. Organizations that used both credit lines and
bonds experienced a 12 % decline in their average cost of capital. Also, those that applied derivatives
for risk management saw their capital costs decrease by 15%, proving the importance of derivatives
in risk management. These cost reductions along with the enhancement in the financial situation is
crucial in sustaining a competitive edge and financial fitness in the future.

One more important advantage that has been identified is the possibilities of financial derivatives for
the improvement of risk management. The use of derivatives in managing currency risks was seen to
have resulted in a 15% lowering of the effects of currency volatility and had a positive effect on the



companies’ financial stability ratings. This means that modern financial tools are critical in the
management of risks in today’s economy and cannot be done without.

Conclusions

The findings of the research also reveal that the use of a diverse set of financial instruments is
beneficial for the company’s strategy. Hybrid securities like convertible bonds and preferred stocks
can be used and investors are attracted by them while institutional investments give a stable source
of capital. This approach can help companies to better manage financial risks and opportunities and
thus illustrates the value of an integrated capital management strategy.

Suggestions for Future Research

Future research should, therefore, aim at examining the effects of the various financial tools in the
different sectors of the economy. A more detailed assessment might help to elucidate how certain
factors characteristic of sectors affect the efficiency of these tools and to suggest specific
recommendations for their further application. Furthermore, exploring the relation between various
financial instruments and their implications on the capital management may provide significant
understanding in optimizing the strategic frameworks. Further examination is also required to
understand the changing financial environment, in which new financial products and markets are
being developed. It will be important for enterprises that want to change their strategies and achieve
long-term success to know how these developments affect capital management. The research should
try to find out the best practice and produce recommendation that will suit the current economic
changes in the economy so as to help enterprises to improve on their capital management and hence
become more profitable in the future. Thus, extending the research in these fields, the companies
will be able to get a better insight on how to use the financial tools more efficiently, which in its turn
will lead to better management of financial resources and, as a result, to the positive changes in the
financial performance.
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