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ABSTRACT 
 

Firms that are listed on the Nairobi Securities Exchange are looking for more cash to support their 
business operations and carry out particular development projects, thus they are gradually 
increasing the amount of debt finance that makes up their capital structure. This study aimed to 
investigate the effect of firm age on short term debt of firms listed on Nairobi Securities Exchange. 
This study was underpinned on form life cycle theory and pecking order theory. The study used 
secondary data which was obtained from the listed firms from 2007-2011. Panel data was used and 
the result showed a positive and significant relationship between firm age and short term debt of 
firm. From the results, the study recommends that management of companies should carefully 
consider the company’s age and the impact on debt maturity structure. They should also align short 
term debt strategies with company’s prospect and long term financial goals. Older firms with stable 
growth patterns may find short term debt suitable, while younger firms with higher growth 
expectations may benefit from other debt financing. 
 

 

Original Research Article 



 
 
 
 

Pyoko and Muchiri; Asian J. Educ. Soc. Stud., vol. 50, no. 1, pp. 98-104, 2024; Article no.AJESS.110455 
 
 

 
99 

 

Keywords: Firm age; firm life cycle theory; pecking order theory; short term debt. 
 

1. INTRODUCTION 
 

Short term debt is an element of the financial 
system. Short-term assets and liabilities 
are broadly speaking, funds and obligations that 
will be utilized, liquidated, matured, or paid off 
within a year. Short-term assets ought to be 
financed by short-term debts [1]. Short-term 
thinking is primarily concerned with evaluating 
options that impact existing assets and 
commitments. Short-term debt is calculated as 
short-term liabilities divided by total assets. 
Garcia-Terul and Martinez-Solano [2] discovered 
a relationship between a company's ability to 
grow and its level of short-term debt. Anecdotal 
proof suggests a positive correlation between 
financial performance and short-term debt 
financing Yazdanfar & Hman, [3]. A firm that 
employs more short-term debt is more inclined to 
encounter financial limits and be impacted by a 
shock to the credit supply since it must 
renegotiate more frequently. 
 

It has been observed by several scholars and 
researchers that short-term debt affects 
profitability. Businesses can employ short-term 
finance, which may have an effect on their 
profitability based on how costly that particular 
funding source is for that particular business, 
according to Bursa's [4] research. Businesses 
may think that increasing performance and 
profitability in their financing structure requires a 
particular percentage of short-term obligations. 
According to Diamond and He [5] German 
companies that have a high proportion of short-
term debt in comparison to long-term debt did 
better than their peers. Using short-term 
liabilities, such as trade payables and accrued 
costs, can boost a company's profitability 
because they might be less expensive to use 
than potential sources of finance, claims Tailab 
[6]. 
 

In the United States of America, there is a 
noteworthy decline in debt maturity among 
companies with larger cash holdings, but not 
among those with smaller cash holdings. As of 
June 2023, the value of short-term debt was 
8,017.1 USD billion, down from 8,129.6 USD 
billion in June 2023 Clarfelt, [7] In the United 
Kingdom, businesses' short-term debt load grew 
to more than 100% of their yearly revenue in 
2022 Schomberg, [8]. In 2022, short-term debt 
comprised 208.6% of the nation's nominal GDP, 
up from 207.3% in 2021 Rizzo, [9] China's short-
term debt value increased from 1,338.0 USD 

billion in 2022 to 1,399.7 USD billion in 2023 
(Tang, 2023). 
 

Numerous African governments used a range of 
measures to mitigate the COVID-19 pandemic's 
consequences on the continent's economy and 
society, which significantly affected the 
continent's ability to sustain debt [10]. Ghana's 
fiscal and external circumstances have 
significantly gotten worse following the Covid-19 
epidemic, the global financial markets' decline, 
and the conflict in Ukraine [11]. In addition to pre-
existing fiscal and short-term debt worries, all of 
these external shocks have resulted in an 
increase in public and external debt in the 
majority of firms.  
 

Ghana lost access to foreign markets in late 
2021, and by 2022, the country's economy had 
severely deteriorated as a result of sharp drops 
in international reservations, a sharp devaluation 
of the currency, and rapidly rising inflation [12]. In 
Uganda, the global decline in coffee prices made 
it more difficult for Uganda's economy to 
generate foreign exchange, which had a 
detrimental effect on the country's capacity to 
service its debts and accelerated the accrual of 
arrears. With a debt-service ratio of about 80%, 
the anticipated total amount of outstanding and 
paid-out debt is 105% of GDP. This poses a 
serious obstacle to Uganda's economic recovery 
and future expansion [13]. 
 

Firms undergo modifications during their life 
cycle. Regarding performance, every stage has 
its own special characteristics [14]. Being 
physically fit from birth or in the early stages 
gives businesses a competitive edge. Growing 
older brings experiences, but as time passes, 
physical infrastructure loses value and tends to 
generate lower rent a situation that could 
become bad at some point [15]. The 
accumulation of experience over time can lead to 
"routinization" or "set in," resulting in inertia, 
resistance to change, and permanent sunk costs 
[16]. Age-related increases in a company's 
profitability are limited; after reaching a peak, 
strategic advantages wear down and the 
company may eventually ossify [17]. 
 

The firm's age is a crucial component in 
determining its foundation [18]. The age of a 
firm is determined at the time of study; as a firm 
age and achieves economies of scale, it 
can produce a good at a lower cost. However, in 
order to compete with their rivals, established 
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businesses must modify their operating practices 
to fit the new environment, as stated by 
Chinaemerem and Anthony [19]. A firm's age-
uniqueness affects managers' propensity for risk 
and decision-making, particularly rapid change 
[20]. 
 

In Kenya, short-term debt increases a company's 
ability to raise capital to improve efficient and 
seamless operations and more than 70% of jobs 
and greater than 50% of company funding in 
Kenya are generated through short-term loans. 
The National public sector debt reached 33% by 
the end of 2020 Fedelino, Kaufman, & Estevao, 
[21]. The total amount of Kenya's governmental 
debt as of May 2023 was around 9.68 trillion 
Kenyan shillings (Ksh), or roughly 66.4 billion US 
dollars. Kenya's short-term debt was valued at 
USD 2.4 billion as of December 2021 Kiprotich, 
[22].  In general, Kenya's public debt has been 
rising. 
 

Nairobi Security Exchange is one of Kenya's 
public exchanges where securities of publicly 
traded firms can be traded [23]. It was founded in 
1954 as a non-profit association of brokers under 
the Society Act. It was in charge of fostering the 
securities industry and managing trade [24]. 
Significant changes have occurred to the NSE 
since its establishment, such as the 
implementation of trading laws, the Central 
Depository System, market automation, and the 
division of shares from mutual company-to-
company Ltd [23]. When it comes to market 
value as a percentage of GDP, it ranks fifth, 
whereas when it comes to the volume of shares 
traded, it ranks fourth. 
 

Firms that are listed on the Nairobi Securities 
Exchange are looking for more cash to support 
their business operations and carry out particular 
development projects, thus they are gradually 
increasing the amount of debt finance that makes 
up their capital structure. The capital market 
regulator (CMA) estimates that right offerings 
raised $988 million for the companies listed on 
the Nairobi Stock Exchange between 2004 and 
2014 Anyanzwa, [25]. Big public businesses' 
debt-to-equity-to-equity ratios seem to be rising, 
whereas small companies' ratios seem to be 
falling. 
 

2. THEORETICAL REVIEW 
 

2.1 Firm Life Cycle Theory 
 

This theory is based on Mueller D's  
[26]  invention of the firm life-cycle theory. 

According to Ryu and Won's [14] theory, 
organizations undergo four distinct life-cycle 
stages, which are start-up, growth, maturity, and 
stagnation, just like products. Each stage is 
characterized by unique features. According to 
the hypothesis, businesses that are just getting 
started or are in the introduction stage are 
typically small and struggling due to high capital 
costs da Silva Roma, [27]. organizations in the 
growth stage tend to be larger and more 
established than those in the birth stage. They 
benefit from cheaper external capital-
raising costs than companies that are just 
starting up [28]. Firms that face external 
challenges during the decline  stage  suffer  from 
falling returns and encounter  stagnation. When 
profitability falls, they attempt to increase their 
short-term performance by reviving or shutting 
down business lines [16]. Furthermore, older 
businesses are less able to react quickly to 
adverse market   conditions   that   could   have a 
negative   impact on   returns   due   to   their 
more bureaucratic   organizational   structure. At 
this   point,   the   company   wants   to   
maximize earnings by avoiding costly 
modifications  and  keeping  competitive product 
prices, while innovation  is  waning.  At  this 
point, businesses are cautious and want to 
safeguard what they've already managed to 
achieve.  
 

2.2 Pecking Order Theory 
 
This theory was put forward by Myers [29]. The 
premise of this argument is that managers of 
companies possess more information or 
understanding about their businesses than do 
investment specialists. An asymmetric 
discrepancy in the information is implied. All 
other things being equal and taking information 
asymmetry into account, management will raise 
capital through debt when they are optimistic 
about the company's future. However, in order to 
show that the business expects steady cash flow, 
managers who envision an uncertain future will 
issue equity and pledge to repay debt holders in 
the form of bonus and principal [30]. Along the 
same lines, this demonstrates that companies 
routinely utilize their own funds when 
accessible, and, in the  event   that  more  capital 
is required,  they  choose   debt  rather   than   
fresh stock issues. Myers   called it the "pecking 
order theory" since there was no explicit aim for 
equity debt and there was both internal and 
external equity, with the first one at the highest 
level and the other one at the bottom of the 
theory. 
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2.3 Empirical Review 
 
Yilun [31] aimed to elucidate the impact of 
business size and age on Chinese firms' 
profitability. Utilizing secondary data to 
obtain stock data from China's public enterprises 
between 2008 and 2018, the study employed a 
fixed effect model to investigate the different 
associations. Firm age was the independent 
variable, and profitability was the dependent 
variable. The study's conclusion showed that 
there is a negative correlation between the 
profitability of the Chinese enterprises that were 
chosen and the age of the company. 
 
In the business sector, Mallinguh, Wasike, and 
Zoltan [32] assessed the relationship between 
firm age and financial leverage performance. The 
study examined 146 medium-sized enterprises 
(MEs). The study adopted a cross-sectional 
research design. The results showed that, in 
addition to ownership, the percentage of foreign 
ownership, firm age, industry, and financial 
leverage all significantly affect performance. The 
relationship between firm age and performance 
is greatly impacted by foreign ownership, but not 
by leverage. Both foreign ownership and 
leverage do not significantly alter the relationship 
between the company sector and financial 
performance. 
 
Firm age was utilized in a study by Solanke and 
Mohammed [33] to evaluate the leverage of 
listed financial enterprises in Nigeria. The study 
examined the relationship between firm age and 
the leverage of Nigerian financial enterprises that 
are listed. Data was collected from annual 
reports of 49 financial firms during the course of 
a 12-year period (2008–2019). Inferential 
statistics and descriptive data are used to 
estimate a firm's age, and leverage. The study 
discovered age positively and significantly affects 
the leverage used by the financial sector. The 
report indicates that companies commonly use 
loan funding to gain access to readily available 
tax havens, which ultimately increases 
profitability. 
 
Rwakihembo, Aryatwijuka, Kalinda, and 
Nimusiima [34] investigated how firm age 
affected Ugandan private limited firms' financial 
performance. The research employed a positivist 
paradigm and a cross-sectional design. A 
systematic self-administered questionnaire was 
utilized to gather quantitative data from carefully 
selected accountants, auditors, CEOs, and board 
members. 394 private companies in Central and 

Western Uganda were included in the sample. 
The connection was assessed using both 
Pearson correlation and standard regression 
analysis techniques. The study found significant 
relationships between financial performance and 
firm age. 
 

3. METHODOLOGY 
 

This study used descriptive research design 
because of the nature of the problem and the 
quantitative data that are already available. The 
study used a panel data model to investigate 
how the firm age affect the short-term debt of the 
company. The study investigated companies 
listed on the NSE from 2007 to 2011 this made 
up the study's target population.  
 

The study utilized census technique. The study 
made use of secondary panel data from the 
corporations' annual reports and financial 
statements Data analysis was performed in order 
to convert obtained data into a format that can be 
used for interpretation and conclusion. Because 
the study was based on panel data, the analysis 
was based on panel regression. As a result, the 
panel regression technique was utilized to test 
hypotheses, and conclusions was drawn after. 
The 0.05 significance level, or 95 percent 
confidence interval, was used to guide the test of 
hypotheses. 
 
The random effect model: 
 

Yit = + Xit + it + it 

 
Where  
 

it = within entity error term 

it = between entity error term 
Yit = Short term Debt for ith firm in tth year.  
Xit = Age (Date of incorporation up to 2011)  

 = Vector of Coefficient 
 

4. RESULTS AND DISCUSSION 
 
The table presents the regression for firm age 
and short term debt. From the table, the overall r-
squares is 23.59% which means overall 23.59% 
of the variations in short term debt were 
explained as shown by independent variable. 
The within r-squared is 33.45% which means that 
33.45% of the variations within variable are 
explained as shown by model. The between r-
squared is 22.92% which means that 22.92% of 
the variations between the variables were 
explained as shown by model. From the above
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Table 1. Panel regression on short term debt 
 

Fixed-effects (within) regression Number of obs         =  520 

Group variable: Company Number of groups   =   52 

R-sq:   within  = 0.3345 Obs per group: min =        10 
  between = 0.2292 avg =      10.0 

overall = 0.2359 max =        10 

  F(9,459)           =     25.64 

Corr(u_i, Xb)  = -0.1377 Prob > F           =    0.0000 

Short term debt        Coef. Std. Err.                T  P>t  [95% Conf. Interval] 
Age    0.0044373 0.0023675 1.87 0.062 -0.0002152 0.0090898 
_cons   0.5774872 0.1326202 4.35 0.000 0.3168691 0.8381053 
sigma_u  0.21772789 

    
  

sigma_e   0.05938035 
    

  

rho    0.9307692 (fraction of variance due to u_i) 

F test that all u_i=0:      F(51, 459) =    15.59              Prob > F = 0.0000 

 
result, firm age is significantly as well as 
positively related to the short term debt. This 
means that a point increase in the short term 
debt would increase firm age by 0.0044. 
 
This finding suggest that firm age plays an 
important role in shaping debt financing 
decisions, with firms demonstrating a greater 
propensity for short term usage. This result is 
consistent with firm life cycle theory as older 
firms having established financial profiles and 
access to financing options hold higher levels of 
short term debts. Also consistent with pecking 
order theory as firms having established 
reputations and transparent financial information 
face lower signalling cost associated with debt 
issuance. The results supports Solanke and 
Mohammed [33] which result showed a positive 
and significant effect between variables.  
 

5. CONCLUSION AND RECOMMENDA-
TION 

 
The study examined the effect of firm age on 
short term debt, using panel regression analysis, 
the study reveals a positive and significant 
relationship between firm age and short term 
debt. This implies that older firms tend to hold 
higher levels of short term debt compared to 
younger firms. This finding suggests that firm age 
plays a crucial role in shaping debt financing 
decisions, with older firms demonstrating a 
greater propensity for short-term debt usage. 
 
From the results, the study recommends that 
management of companies should carefully 
consider the company’s age and the impact on 
debt maturity structure. They should also align 
short term debt strategies with company’s 

prospect and long term financial goals. Older 
firms with stable growth patterns may find short 
term debt suitable, while younger firms with 
higher growth expectations may benefit from 
other debt financing. The NSE authority should 
also monitor the overall level of corporate debt, 
particularly among older firms with higher short 
term debt, to evaluate potential systematic risks 
and implement appropriate measures if 
necessary. 
 
Further studies can be carried out on firm age 
and short term debt on firms listed on various 
east African country securities exchange. Studies 
also can be carried out on banking institutions or 
other financial institution in Kenya. 
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