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THE IMPACT OF FINANCIAL LEVERAGE  

IN THE COURSE OF INVESTMENT PROCESSES IN THE STOCK MARKET 
Abstract. The article clarifies the possibilities of using financial leverage in investment 

processes on the stock market. The main condition for obtaining such an effect is the acquisition of 
shares of leading US corporations through the issue of bonds. The US stock market is recognized as 
contributing to the effect of financial leverage. The possibility of issuing bonds only by legal 
entities (public companies) determines their exclusivity in the matter of obtaining the effect of 
financial leverage. The possibility of using the effect of financial leverage justifies the economic 
feasibility of creating investment funds. In working with using quantitative methods of estimation, 
the advantages of those corporations that use such an effect over competitors are proved. The basis 
of this valuation method is a comparison of the average annual growth rate of shares of 
representatives of two types of investment companies. Berkshire Hathaway and the Vanguard S & P 
500 ETF investment fund were selected as these representatives. Berkshire Hathaway was a 
representative of corporations using financial leverage, and the Vanguard S & P 500 ETF was the 
opposite.  

In particular, regarding the investment company Berkshire Hathaway, it is determined that 
the use of financial leverage allows it to outperform the dynamics of the S & P 500 stock index in 
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terms of the growth rate of its own shares. Moreover, such a result is achieved even when in the 
structure of the assets of Berkshire Hathaway there are many shares of companies that have lagged 
behind this stock index. It is clarified that in practice, the use of the effect of financial leverage is 
not common, since ETF funds dominate the stock market. Such entities do not have the practice of 
issuing bonds. The rare nature of the use of the effect of financial leverage in investment processes 
made it possible to identify not used reserves for intensifying these processes. 

Keywords: financial leverage, stocks, bonds, stock market, stock index, investment 
processes.  

JEL Classification G30, G31 
Formulas: 5; fig.: 3; tabl.: 1; bibl.: 13. 
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 .          
: Coca-Cola Company, Bank of America Corp, Wells Fargo & Company.  
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