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ABSTRACT 

The existing literature links poor financial performance among non-financial listed firms 

in Kenya to long-term funding conduct of these firms. However, as important as long-

term financing decisions are, they are made less frequently, while the day-to-day 

decisions involving the management of short-term financing components consume 

tremendous amounts of management time. Poor short-term financing decisions impair the 

firm’s ability to remain operating. This study therefore investigates the effect of short-

term financing decisions on financial performance of non-financial firms listed at the 

Nairobi Securities Exchange, Kenya. This thesis also seeks to determine the interaction 

effect of short-term financing on the financial performance of non-financial firms listed at 

the NSE. The study further investigates the moderating effect of firm characteristics 

namely firm size, growth opportunities and financial leverage on the relationship between 

short-term financial decisions and financial performance of non-financial firms listed at 

the NSE. In order to provide a holistic solution, the study evaluates the mediating role of 

cash holdings on the relationship between short-term financing decisions and financial 

performance of non-financial firms listed at the NSE. The research employs explanatory 

research design, which is non-experimental in nature. The study has adopted a census of 

26 non-financial firms listed at the NSE. The study uses panel data extracted from the 

annual reports and financial statements of non-financial firms obtained from the NSE 

handbooks, Capital Markets Authority library, and company websites for the period 

2001-2014. The study has applied panel data models (random and fixed effects) on the 

basis on the results the of Hausman specification test. The mediating effect of cash 

holdings has been tested using the step-wise regression technique by employing a four-

step approach by Baron and Kenny (1986). In addition, the study has used Modified Wald 

and Wooldridge tests to test for heteroscedasticity and serial correlation respectively. 

Moreover, the study has performed Bera and Jarque and Fisher-type tests to test for 

normality and unit root in panel data respectively while the study has tested the presence 

of multicollinearity by the Variance Inflation Factor test. Finally, the study has used 

Feasible Generalized Least Squares to approximate the regression model owing to the 

presence of heteroskedasticity problem. The FGLS regression results reveal that 

inventory turnover decisions have positive effect on financial performance measures. 

However, only the relationship between inventory turnover decisions and return on assets 

is significant. The study also establishes that accounts receivable turnover decisions are 

have significant negative effect on all financial performance measures while accounts 

payable turnover decisions have significant positive effect on all financial performance 

measures. The study further determines that cash holding has significant mediating effect 

on the relationship between short-term financing decisions and financial performance of 

non-financial firms listed at the NSE. Additionally, the study finds that the interaction 

between the short-term financing decision components had a significant effect on 

financial performance. Finally, the study determined that the relationship between short-

term financing decisions and financial performance when using return on assets and 

Tobin-Q is moderated by firm characteristics. The study, therefore, recommends that 

managers of non-financial listed firms at NSE should lessen the accounts receivable 

period to a sensible minimum in order to generate worth for their shareholders; and 

increasing inventory holding and accounts receivable periods to reasonable levels. This 

study further recommends that managers should maintain an optimal cash ratio. Finally, 

the study recommends that the policy makers of should consider the firm characteristics 

such as the size of the firm, leverage and growth opportunities affect short-term financing 

decisions which in turn affects firms’ performance. 
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CHAPTER ONE 

INTRODUCTION 

1.1 Background of the Study 

The financial performance of the listed firms in any country is central to the performance 

of the stock market and of that economy at large (Maina & Sakwa, 2012). On the 

contrary, the non-financial firms listed at the Nairobi Securities Exchange (NSE) have 

been performing poorly in recent years (Ngugi, Amanja & Maana, 2009). Whereas there 

are about 61 firms listed at the NSE, some of them are not in health financial position. In 

addition, some of the quoted firms have suffered decline in financial performance and de-

listed by Capital Markets Authority (CMA). It is necessary to note that many of the 

tribulations facing these companies were largely to do with insufficient funding (Chebii, 

Kipchumba & Wasike, 2011). Yet, spotlight has been on the long-term financing 

decisions, for instance capital structure and rarely on short-term financial decisions (Ray, 

2012; Autukaite & Molay, 2013). Dandapani, Chang and Prakash (1995) notes that the 

current assets constitute 40 percent of the total assets of an average firm, and the day-to-

day management of short-term financial resources consumes 80 percent of the time of a 

financial manager. 

Short-term finance constitutes the working capital (WC) of the company directly 

connected to trade-off between liquidity and performance (Pamasivan & Subramanian, 

2009). Working capital management (WCM) augments the free cash flow of the firm, 

which in turn enhances the firms’ intensification prospects and value to shareholders 

(Christopher & Kamalavalli, 2009). WC is a significant aspect in sustaining the 

continuity, solvency, liquidity, and productivity of the firm (Akash, Khan, Hamid, & 

Hussain, 2011). Holding high levels of current assets in form of account receivables and 
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inventory may render the firm incapable of paying its short-term obligation when they fall 

due. Also high levels of short liabilities increase chances of bankruptcy (Ricci & Vito, 

2000). Thus, efficient management of WC entails attaining best possible level of working 

capital that exploits growth opportunities (Afza & Nazir, 2007). Padachi (2006) points out 

that a great number of businesses collapse due to the incapacity to plan and organize 

appropriately current assets and liabilities of firms. 

In order to free up funds to meet shot-term financial requirements, it is imperative for 

companies to focus more on working capital management efficiency (Ernst & Young’s 

Working Capital Report, 2009). Strategic management of the current assets and liabilities 

results to shorter cash conversion cycle, which generates sufficient funds to firms and 

boosts the cash holding levels. Nonetheless, this exposes the firms to the risks of stock-

out situations, default by customers, and risk of trade credit from suppliers (Zeitun & 

Tian, 2007). Too little working capital might result in the firm’s incapability to take care 

of its financial obligations. On the other hand, locking up a great amount resources in 

working capital minimizes the return on capital employed. Therefore, firm can reduce 

risk, plan for uncertainties, and build a stand by cash reserve to assist in hard times in 

order to advance financial performance of firms (Nobanee & AlHajjar, 2009). 

Sartoris and Hill (1983) points out that the decisions made in any one short-term 

financing component have effects on the other components. Ban˜os-Caballero, Garcı´a-

Teruel, and Martı´nez-Solano (2012) also underscore the importance of considering the 

three components at the same time because they influence each other as well as firms’ 

profitability and value. However, studies on short-term financing as detailed in the 

empirical review in chapter two mostly focuses on the direct effect of short-term 

financing decisions on financial performance but fails to appreciate the indirect 
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mechanism through which the short-term financial decisions are able to influence firm 

performance. An understanding of the mediating role of corporate cash holdings on the 

relationship between short-term financing decisions and financial performance of non-

financial firms listed at the NSE is thus imperative.   

1.1.1 Short-Term Financing Decisions 

Short-term finance is primarily concerned with the analysis of decisions that affect 

current assets and current liabilities (Ross, Westerfield & Jordan, 2008).). It involves 

multiple crucial decisions, which involve management of account payables and 

receivables, cash conversion cycle, preservation a definite level of stock and the 

investment of available cash (Deloof, 2003). Decisions about working capital 

management are generally associated with simultaneous financing of short-term 

investments of both current assets and current liabilities (Damodaran, 2002). Hence, 

working capital management is reasonably termed short-term financial management most 

of the time (Fisman & Love, 2003). The performance of working capital offers an 

important view of the state of the financial position of a company (Financial Executives 

International Canada, 2013). Companies can cut dependence on external funding by 

effectively managing working capital, and utilize the freed cash for additional 

investments, which results in added financial flexibility (Autukaite & Molay, 2013). 

The liquidity crisis experienced by large companies, particularly during the 2008 

worldwide financial turmoil, increased consciousness among firms to let loose the 

valuable cash locked up in the net trading cycle. A firm needs to retain a certain level of 

net working capital in order to obtain debt financing from most financial institutions 

(McGuigan, Moyer, Rao & Kretlow, 2012). Thus, short-term financial management for 

the most part is the fundamental occupation of corporate management since it is a life 
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giving force for any business. For that reason, both profit and non-profit leaning 

organizations, regardless of their size and business type, needs a certain level of working 

capital (Mukhopadhyay, 2004). Financial decisions of short-term assets and liabilities 

management are critical because they lay bare the financial stability of the firm and the 

market. These decisions moreover ensure that a business has ample cash flow to take care 

of operating expenses and short-term debt obligations (Afza & Nazir, 2008). 

The working capital components carry with it benefits and costs. For example, inventory 

holding lessens stock-out situations but raises the carrying costs. Conversely, holding 

insufficient inventory could lead to loss of sales, benevolence among customers and 

production interruptions (Ross et al., 2008). Concerning receivables, Salek (2005) points 

out that the conditions for permitting credit requires should relaxed up in order to 

heighten sales. However, thinning it would decrease receivables and losses due to bad 

debt but leads to sales reduction. On payables, firms may be capable of getting cash 

discounts for paying their trade credit early (Berk, DeMarzo & Harford, 2009). Berk et al. 

(2009) suggests that a company should opt to make use of accounts payables only if it is 

the least expensive source of financing. This, therefore, requires the proficient 

management of working capital aspects. 

It is essential to manage inventories efficiently since most firms maintain huge 

inventories; hence, considerable sum of an organization’s fund is being committed to 

them (Kumar & Bahl, 2014). On average, inventories represent approximately 44 percent 

of the current assets and 18 percent of the total assets of most firms. Maximizing the 

returns on investments in inventories is therefore, one of the key objectives of a finance 

manager (Mathuva, 2013). Excess investment in inventories may depict inefficiencies in 

inventory management. Reducing the level of inventories is in line with lean production 
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concept, although variation in demand patterns limits the application of this concept 

(Nobanee, 2010).  

Accounts receivable management is a decisive field of corporate finance because of its 

effect on risk and financial performance, and accordingly on the firm’s market value 

(Mihajlov, 2012). Accounts receivables are among the most significant elements of short-

term financing. They normally embody large investment in total assets of the firm and 

absorb noteworthy amount of transactions and decisions. On average, firms invest 25 

percent of their total assets in accounts receivable (Giannetti, 2003). For instance, the 

proportion of accounts receivables in total assets varies from 39 percent in Spain, 29 

percent in France, and 19 percent in Finland (Pedro & Martínez, 2010). Kimutai (2006) 

asserts that, accounts receivables account for a big proportion of assets in businesses 

averaging 15 percent to 20 percent of the total assets of a typical business in Kenya. 

Accounts payable is an essential substitute for both short-term and long-term financial 

debts (Deloof, 2003). It is an important source of funding for many firms (Chowdhury & 

Amin, 2007). Indeed, trade credit constitutes 41 percent and 35 percent of the total debt 

for medium sized firms in the United Kingdom and United States respectively (Cun˜at, 

2007). The utilization of trade credit as a source of short-term financing has a number of 

advantages. To begin with, firms opt for trade credit to get through financial constrictions, 

particularly when credit from financial establishments is not accessible (Ge & Qiu, 2007). 

Next, trade credit permits firms to trim down the transaction cost associated with the 

procedure of making payments for invoices, and the confirmation of the quality of 

products prior to paying (Pike, Cheng, Cravens & Lamminmaki, 2005). Lastly, trade 

credit affords a higher level of financial flexibility than bank loans (Huyghebaert, Van de 

Gucht & Van Hulle, 2007). 
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The cash conversion cycle (CCC) embodies an excellent indicator of working capital 

management efficiency (Nobanee & AlHajjar, 2012). CCC is an all-inclusive indicator 

which relates with the management of account receivables, inventory and account 

payables (Hutchison, Farnis & Anders, 2007). CCC entails the duration starting with the 

raw materials purchases used in production until the debts collection related to the sale of 

the products (Besley &Brigham, 2005). It is traditionally argued that a shorter CCC 

improves profitability and vice versa (Mathuva, 2010). Jamming resources at various 

phases of the supply chain lengthens the cash conversion cycle and though this may 

enhance profitability (owing to improved sales), it may unfavorably affect profitability if 

the benefits of holding extra inventory and/or conceding additional trade credit to 

customers go below the costs engaged in working capital (Padachi, 2006).  

1.1.2 Cash Holdings 

Cash holdings are seen as the accessible cash and assets readily convertible into cash, 

such as financial receivables and securities with maturity not exceeding three months 

(Gill & Shah 2012). Firms can take advantage of extra investment opportunities without 

being too limited by capital from high cash holdings (Ogundipe, Ogundipe & Ajao, 

2012). Cash holding comprises a security safeguard, which permit firms to shun the cost 

of mobilizing funds from outside or selling the available assets to fund their growth 

prospects. On the other hand, inadequate cash balance pushes companies to miss 

investment projects that are profitable or go for abnormal cost of financing (Ogundipe et 

al., 2012). However, businesses should come up with thorough, sound and logical 

decisions  in order to avoid the negative effect of holding too much cash (Elkinawy & 

Stater, 2007). Short-term financing presents an enormous opportunity for businesses to 

discharge cash to operate more successfully. In fact, efficient management of cash 
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presents companies with growth opportunities exclusive of additional financial support 

(Frankfurt Business Media, 2012).   

The variation in working capital management components determines the cash holding 

levels (Almeida, Campello & Weisbach, 2004). Moreover, the short-term debt changes 

can be a proxy for cash as companies may employ short-term debt as a financial source. 

Efficient management of working capital reduces the requirements for external funding 

thereby improving financial performance of firms (Paramasivan & Subramanian, 2009). 

Ferreira and Vilela (2004) reveal that the amount of liquid asset surrogates is adversely 

affected by the cash held by firms. Ozkan and Ozkan (2004) further points out that 

companies can substitute cash holdings with non-cash assets namely net working capital 

less cash and marketable securities. This study, therefore, explores the mediating effect of 

cash holdings on the relationship between short-term financing decisions and financial 

performance of non-financial firms listed at the NSE.  

1.1.3 Firm Characteristics 

Different firm characteristics such as size, financial leverage and growth opportunities 

might lead to diverse investment strategies in working capital based on the role played by 

each these characteristics in infuriating and/or plummeting the problem of asymmetric 

information and the cost allied to the level of asymmetric information (Wasiuzzaman & 

Arumugam, 2013). To begin with, large companies can afford to have relaxed policies on 

inventories and account receivables since they have access to external funding and less 

borrowing limitations (Hill, Kelly & Highfield, 2010). Larger companies have higher 

sales volumes and therefore, need bigger investments in working capital. They also have 

sophisticated bargaining power with creditor and customers and tend to be more 

diversified (Moussawi, LaPlante, Kieschnick & Baranchuk, 2006). 
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Another firm characteristic is financial leverage. Firms with increasing debt ratios would 

pay extra consideration to their working capital since external funding is more costly than 

internal funding. This could prevent trapping cash in the operating cycle which could be 

exploited for more beneficial investment opportunities (Nazir & Afza, 2009). In addition, 

investing high cost funds in the working capital cycle would not appear to be an excellent 

idea since the return on working capital investment is little. Alternatively, companies with 

high debt ratios tend to need more cash flow from operation in order to repay its debt or 

renew it (Nwaeze, Yang, & Yin, 2006). 

Finally, companies that expect more expansion opportunities needs added funds in the 

future and accordingly require extra internal financing. In expectation of this, companies 

then amplify their short-term investments and cash holdings. Expectation of soaring 

growth in sales may perhaps result in firms accumulating more inventories, which can 

overshadow the effect on trade credit (Moussawi et al., 2006). Therefore, companies with 

elevated growth rate maintain low levels of operating working capital and hence the 

negative relationship between the requirement of working capital and growth 

opportunities (Charitou, Elfani, & Lois, 2010). It is, therefore, worthwhile to establish the 

moderating effect of firm characteristics on relationship between short-term financing 

decisions and financial performance of non-financial firms listed at the NSE. 

1.1.4 Financial Performance 

Financial performance is a measure of efficient utilization of assets by a firm from 

principal business mode to generate revenues. The return on investment, return on assets, 

market value, and accounting profitability reflect financial performance of firms (Naser & 

Mokhtar, 2004). Financial performance is a general a general measure of the overall 

financial health of a firm over a given period when compared with similar firms (Ricci & 
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Vito, 2000). High financial performance reflects management effectiveness and 

efficiency in making use of company’s resources, and expressed in terms of growth of 

sales, profitability, employment, or stock prices. Efficient management of various 

economic resources has a direct effect on the financial performance of firms (Njanja & 

Pellisier, 2011). 

The effectiveness and efficiency in making use of company’s resources and growth of 

sales is reflected in its financial performance as measured by profitability and stock 

prices. For instance, profitability is a measure of the amount by which a firm’s revenues 

exceeds the corresponding expenses (Naser & Mokhtar, 2004). Liquidity, profitability, 

and shareholders wealth are the recommended measures of financial performance. 

Therefore, monitoring these measures as a group is more important than focusing on only 

one or two measures at the exclusion of others (Niresh, 2012). To put in plain words, 

financial performance is a pointer to the skillful administration of available resources of 

the business. There are various ways of classifying the production resources. Time is the 

basis of one of the categorization where long-term resources consist of fixed assets, which 

are necessary for production use while short-term resources comprises raw materials and 

labor cost. Thus, the most important guiding standard in production by a company is the 

assumption of profit maximization. Escalating the total revenue or reducing the total 

expenses results in corporate profitability (Dey, 2009). 

The development of the economy is dependent on the performance of the financial sector 

and the stock market. The depth of the financial sector supports economic growth and a 

properly working capital market enhances economic effectiveness (Ngugi et al., 2009). 

This implies that the performance of the stock market and the economy in general is 

reliant on the financial performance of the listed firms. The analysis of the performance 
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of the stock market in Kenya shows that has not made momentous contribution to the 

economic growth (Ngugi et al., 2009). Thus, the motivation to undertake this study is due 

many corporate failures in the Kenyan capital market and those that have gone into 

receivership, only a handful of companies have managed to come of out of it in sound 

financial health. For example, Uchumi Supermarkets, Kenya Cooperative Creameries 

(KCC), Nyaga Stock Brokers, Bulk Medical Limited, and A Baumann and Company are 

case in point of these firms (Maina & Sakwa, 2012). 

1.1.5 Short-Term Financing Decisions and Financial Performance 

Maintenance of liquidity, solvency, survival, and profitability of companies is the most 

important role of working capital management (Mukhopadhyay, 2004). The promotion of 

the well-being of the business on the market in terms of liquidity and growth of the value 

of shareholders is dependent on efficient management of working capital. The ineffective 

short-term financing management not only decreases financial performance but 

eventually might also lead a business to financial crisis and as a result, every organization 

regardless of its size, profit orientation, and type of business, requires necessary amount 

of WC (Jeng-Ren, et al., 2006). Efficient management of short-term financial resources, 

thus, has massive influence to the financial performance of a firm (Siddiquee & Khan, 

2009).  

Arnold (2008) observes that working capital management unambiguously affects both the 

financial performance and the desired level of liquidity of a company. The profits that are 

generated by investing these resources in long-term assets are reduced if a company 

invests deeply in working capital, that is, in excess of its requirements. Furthermore, the 

cost of storing inventory for longer periods and handling of excessive inventory put up 

with by a firm. Raheman and Nasr (2007) add that each company, for its continued 
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existence, needs short-term financing. Short-term financing is a very important 

component of company investment that is indispensable for uninterrupted company 

operations. Therefore, to uphold its liquidity, solvency, and financial performance, a firm 

requires a certain level of working capital. At times, erroneous procedures of working 

capital management may possibly result in bankruptcy, albeit the profitability of a 

company may continually be positive (Samiloglu & Demirgunes, 2008). For instance, a 

company may realize inferior return on investment due to disproportionate levels of 

current assets (Raheman & Nasr, 2007).  

Short-term financing decisions require exceptional consideration since the management 

of working capital largely affects a firm’s financial performance (Chowdhary & Amin, 

2007). A firm may face a financial crisis since inefficient management of working capital 

reduces profitability. Both insufficient and unwarranted working capital is injurious for a 

firm. The unwarranted working capital can lead to redundant funds used for earning profit 

while the insufficient working capital disrupts the operations and harms profitability 

(Ganesan, 2007). Working capital management efficiency actually boosts cash flow to the 

firms, which sequentially boosts the return to the investors and growth opportunities for 

the companies. Working capital management is an incessant function associated with the 

continued existence of firms. In fact, companies in which working capital management is 

not accorded due deliberation cannot continue to exist for longer periods (Dong & Su, 

2010). It is against this background, that present study seeks to establish the effect of 

short-term financing decisions on financial performance of non-financial firms listed at 

the NSE. 
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1.1.6 Nairobi Securities Exchange 

The stock market and financial sector are important players in the development of the 

economy of the country. A capital market, which is functioning efficiently, enhances 

growth, investment, and economic efficiency. Thus, the financial performance of the 

listed firms is critical to the performance of the stock market and the economy of the 

country generally (Ngugi et al., 2009). There is only one stock market in Kenya namely 

Nairobi Securities Exchange (NSE) established in 1954. The NSE has categorized the 

listed companies listed into 11 sectors consisting of automobiles and accessories sector, 

agricultural sector, banking sector, insurance sector, construction and allied sector 

commercial and services sector, manufacturing and allied sector, energy and petroleum 

sector, investment sector, investment service sector, and telecommunication and 

technology sector (see Appendix I).  

To end failures of businesses, companies listed at the NSE should be financially health 

(Ngugi et al., 2009). Despite the fact that there are about 61 firms listed in NSE, some of 

them are not in sound financial position. At the point of listing, companies have to fulfill 

rigorous listing requirements. However, with time the company’s financial status and 

direction of the business may change for better or worse. This may be due to changes in 

management, governance, risk profile, or financial appetite (Maina & Sakwa, 2012). The 

analysis of the annual reports of companies listed at the NSE (2015) shows that some 

companies do not pay dividends regularly, and when they pay, the level of payout is very 

small against the expectations of the shareholders.  

There is an increasing trend of failure of Kenyan firms where A Baumann and Company, 

KCC, Nyaga Stock Brokers, Bulk Medical Limited, and Uchumi chain of supermarkets 

are examples of such firms (Maina & Sakwa, 2012). According to the NSE (2010), the 
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Capital Markets Authority (CMA) has put under statutory management several public and 

private companies. These companies include the Standard Assurance (2009), Kenya 

Planters Co-operative Union (KPCU) (2010), Hutchings Beimer (2010), Uchumi 

Supermarkets (2006), Invesco Assurance (2008), Pan Paper Mills (2009), and Uchumi 

Supermarkets (2006). Uchumi Supermarket Limited Annual Report (2005) reported that 

the company had a tight cash flow position that made it difficult for the company to 

maintain supplier relations and consistent supplies. This condition led to loss of 

customers to competition and worsened the cash flow position, which resulted into 

receivership. It is therefore important investigating the effect of short-term financing 

decisions on financial performance of non-financial firms listed at the NSE. 

1.2 Statement of the Problem 

Various stakeholders including the shareholders, lenders, suppliers, and government have 

invested greatly in the listed firms by providing financial resources and favorable 

business environment (Ngugi et al., 2009). Consequently, these stakeholders are hopeful 

of good financial performance among listed firms and, indeed, some companies have 

performed well while others have experienced decline in financial performance. The 

regulator has delisted some companies such as CMC Holdings from the NSE due to 

financial causes (Chebii et al., 2011). Besides, the regulator has put a number of public 

and private companies such as Hutchings Biemer and A Baumann under statutory 

management (Nairobi Securities Exchange [NSE], 2010). To exemplify, the Capital 

Markets Authority put Uchumi Supermarkets Limited under receivership between July 

2006 and March 2010 due to its inability to pay suppliers (Michira, 2015). Besides, 

supermarket chain sought a bank in loan 500 million Kenyan Shillings in 2015 to pay its 

suppliers (Masinde, 2015). Remarkable efforts to revitalize the companies in poor 

financial health have paid attention to financial reorganization (Kibet, Kibet, Tenei & 
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Mutwol, 2011). However, poor short-term financing decisions are largely the cause of 

many of the predicaments faced by the companies put under statutory management 

(Chebii et al., 2011). This state of affairs has led to loss of wealth and confidence 

investors in the stock market in Kenya (Maina & Sakwa, 2012).  

Corporate managers often overlook working capital, which encompasses short-term 

financing and investments, when making financial decisions (Ray, 2012). Because of that, 

studies on short-term financing decisions have received less attention from empirical 

evidence (Sharma & Kumar, 2011; Mwangi, Makau & Kosimbei, 2014). Nonetheless, the 

existing studies on the effect of short-term financing decisions on financial performance 

of listed non-financial firms have produced varied results (Falope & Ajilore, 2009; 

Mihajlov, 2012; Nyamweno & Olweny, 2014; Khan, Rasheed, Ahmed & Rizwan, 2016). 

Most of the existing studies have focused on the direct effect of short-term financing 

decisions on firm performance (Nyabwanga et al., 2012; Langroudi, Biabani & 

Somesaraei, 2013; Hassan, Imran, Amjad & Hussain, 2014). Furthermore, the studies 

carried out in Kenya have not addressed the relationship between short-term financing 

decisions and financial performance comprehensively. For instance, Mwangi et al. (2014) 

considers short-term financing decisions in terms of aggressive/conservatism working 

capital management policies while Mathuva (2010) considers short-term financial 

management in terms of the operating cycle. On the other hand, Nyambwaga et al. (2012) 

viewed working capital in terms of efficiency of cash, inventory, and receivables 

management.  

In consequence, the discrepancies in the findings on the same subject have motivated the 

present study. The present study explores not only the direct effect of short-term 

financing decisions on financial performance but also the intervening process that link 
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short-term financing decisions and financial performance of non-financial firms listed at 

the NSE using panel data for 14 years period ranging from 2001 to 2014. Further, the 

study examines the interaction effect between the various components of short-term 

financing decisions. Finally, the study investigates the moderating effect of firm 

characteristics on the relationship between short-term financing and financial 

performance of non-financial firms listed at the NSE. The study, therefore, takes a holistic 

approach in evaluating the effect of short-term financing decisions on financial 

performance of non-financial firms listed at the NSE, Kenya. 

1.3 Objectives of the Study 

1.3.1 General Objective 

To determine the effect of short-term financing decisions on financial performance of 

non-financial firms listed at the Nairobi Securities Exchange, Kenya. 

1.3.2 Specific Objectives 

The specific objectives of the study are: 

i. To determine the effect of Inventory Turnover Decisions on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

ii. To establish the effect of Accounts Receivable Turnover Decisions on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

iii. To determine the effect of Accounts Payable Turnover Decisions on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

iv. To establish the effect of Cash Conversion Cycle Decisions on Financial 

Performance of non-financial firms listed at the NSE, Kenya. 
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v. To establish the interaction effect of Short-Term Financing Decisions on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

vi. To determine the mediating effect of Cash Holdings on the relationship between 

Short-Term Financing Decisions and Financial Performance of non-financial 

firms listed at the NSE, Kenya.   

vii. To establish the moderating effect of Firm Characteristics on the relationship 

between Short-Term Financing Decisions and Financial Performance of non-

financial firms listed at the NSE, Kenya. 

1.4 Research Hypotheses 

The study seeks to test the following null hypotheses: 

HO1: Inventory Turnover Decisions have no significant effect on Financial Performance 

of non-financial firms listed at the NSE, Kenya.  

HO2: Accounts Receivable Turnover Decisions have no significant effect on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

HO3: Accounts Payable Turnover Decisions have no significant effect on Financial 

Performance of non-financial firms listed at the NSE, Kenya.  

HO4: Cash Conversion Cycle Decisions have no significant effect on Financial 

Performance of non-financial firms listed at the NSE, Kenya. 

HO5: There is no significant interaction effect between Inventory Turnover Decisions, 

Accounts Receivable Turnover Decisions, and Accounts Payable Turnover Decisions on 

Financial Performance of non-financial firms listed at the NSE, Kenya.   
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HO6: Cash Holdings do not have significant mediating effect on the relationship between 

Short-Term Financing Decisions and Financial Performance of non-financial firms listed 

at the NSE, Kenya. 

HO7: Firm Characteristics do not have significant moderating effect on the relationship 

between Short-Term Financing Decisions and Financial Performance of firms listed at the 

NSE, Kenya. 

1.5 Significance of the Study 

The study has brought to light matters regarding short-term financing decisions. It 

informs the government policy interventions on how to spur growth of businesses in 

Kenya. The findings of the current study would guide the corporate managers of non-

financial firms listed at the NSE on how to promote sound business environment 

especially during economic instability times, which could in result in job creation in the 

economy. 

It is constantly a challenge for the chief executive officer of a firm to determine the 

optimum level of working capital. The study therefore, has suggested various short-term 

financing strategies the managers can use to measure the performance of their companies 

in terms of financial performance. By understanding the relationship between short-term 

financing decisions and financial performance, the management is able to plan their 

working capital strategies based on working capital management policies that enhance 

profitability.  

The study has attempted to contribute to the growing body of knowledge in financial 

management on the interaction effect of short-term financing decisions on corporate 

financial performance. The study also attempts to contribute to the theory of finance by 

testing the mediating effect of cash holdings on the relationship between short-term 
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financing decisions and financial performance of firms. Further, the study tests the 

moderating effect of firm characteristics on the relationship between short-term financing 

decisions and financial performance of firms. 

1.6 Scope of the Study 

The study has focused on the effect of short-term financing decisions on financial 

performance. In this regard, the study has covered the non-financial firms listed at the 

NSE, Kenya. The study is has further confined itself to a period of 14 years ranging from 

2001 to 2014. The banking, insurance, insurance, some commercial and service firms and 

telecommunication firms are disqualified from the study due to their distinctive 

characteristics, such as liquidity and financing rules by the Central Bank of Kenya and the 

requirements of the Banking Act, which do not pertain to other firms (Pratheepkanth, 

2011). The study on short-term financing decisions is further restricted to inventory 

turnover decisions, accounts receivable turnover decisions and accounts payable turnover 

decisions.  

1.7  Organisation of the Study 

This study is organised into five chapters. The first chapter presents the background of the 

study, the statement of the problem, the objectives of the study, research hypotheses, 

scope of  the study, and significance of the study in that sequency. The second chapter 

reviews the theoretical and empirical literature on the study topic, identifies the research 

gaps and presents the conceptual framework. The third chapter describes the research 

methodology that has been utilised to achieve the objectives of the study. The fourth 

chapter presents and discusses the results of the analysis of data. The fifth chapter 

presents the summary, conclusions, policy recommendations, contribution to knowledge, 

limitations and delimitations of the study, and areas for further research. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

This chapter presents the theoretical review, empirical review, summary of research gaps 

and the conceptual framework. The theoretical review provides an overview of theories 

underpinnings of the study. The empirical review gives a critical review of related studies 

on short-term financing decisions and financial performance. The conceptual framework 

depicts the relationship between short-term financing decisions and financial performance 

hence demonstrating the researcher’s conceptualization of the variables investigated in 

the study. The study has identified the research gaps for contextualizing the current study 

based on the literature review. 

2.2 Theoretical Review 

The precautionary motive theory, financing advantage theory, liquidity theory, pecking 

order theory, and the free cash flow theory underpin the study. The precautionary motive 

theory attempts to explain the reason why firms keep inventory and its relationship with 

profitability. On the other hand, the transactions cost theory explains the widespread use 

of trade credit (accounts receivable) and financial performance. The liquidity theory tries 

to explain companies resort to suppliers’ credit as a source of finance while the pecking 

order theory links short-term financing decision components with cash holdings and 

ultimately firm performance. Finally, the free cash flow theory explains the reasons why 

managers hold cash.  

2.2.1 Precautionary Motive Theory  

The first version of this theory is that higher inventory holding period circumvents the 

possibility of a stock out situation (Wen, 2003), which could result in the decline of 
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profitability. A stock out is a situation whereby a company runs out of stock and it has a 

disastrous effect on the profitability of a company because a company devoid of stock 

may lose its goodwill (Bhattacharya, 2008). The absence of inventory pushes both current 

and potential customers away to competitors. This not only affects both current and future 

profitability of the company, as it leaves an appalling reputation about the company. Wen 

(2003) argues that the stock out avoidance theory hold more truth than any other theories 

explaining the association between inventory holding period and profitability.  

Another version of the precautionary motive hypothesis proposes a higher performance 

because of an enlargement in the inventory-holding period given the vagueness in the 

lead-time of delivery (Modigliani, 1957). Even though companies may have a contractual 

agreement with suppliers in terms of delivery of inventory, unforeseen circumstances can 

cause a delay in the delivery. A holdup in the delivery can end result in loss of prospect 

for potential sales, which condenses the profitability of a business. The normal lead-time 

period also means that companies must hoard inventory in-between the time of placing a 

new order and the time of receiving inventory in the store. Due to the uncertainty in lead-

time and the time gap between placing an order and receiving inventory, companies are 

required to keep a safety or buffer stock (Blinder & Maccini, 1991). The precautionary 

motive theory suggests a positive relationship between inventory holding period and 

financial performance. Based on the arguments of the precautionary theory, therefore, this 

study seeks to establish whether increasing the inventory-holding period has any effect on 

the financial performance of non-financial firms listed at the NSE. The study also 

investigates the nature of such an effect.  
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2.2.2 Financing Advantage Theory  

Schwartz (1974) first proposed the financing advantage theory of trade credit. According 

to the theory, the supplier might have an advantage over financial institutions in screening 

the credit worthiness of his customers, over and above a greater aptitude to observe and 

compel repayment of the credit. This could provide him a cost benefit over traditional 

lenders in advancing trade credit to a purchaser. This theory predicts a positive 

relationship between accounts receivable period and financial performance because 

suppliers assume the position of financial institutions and therefore extend finance to 

customers in the form of higher credit sales. The financing advantage theory sees the 

granting of credit purely on financial grounds, therefore viewing trade credit as a 

substitute for institutional financing (Bhattacharya, 2008).  

There are no less than three basis of cost advantage. The first argument is that suppliers 

have a number of advantages above financial institutions (Jain, 2001). Suppliers are able 

to shrink the information asymmetry between the customer and themselves, thereby 

reducing the rate of default. Suppliers are in the best position to evaluate the credit 

worthiness of their customers because of the constant and continuous trading relationship. 

They are also in the better position to monitor their customers than financial institutions 

because of the frequent trade transactions (Van Der Wijst & Hol, 2002). 

The second argument of the financing theory is that the increase in accounts receivable 

period leads to greater control over customers. This is because a supplier is able to 

threaten to discontinue supplies should the customer fail to pay. This threat can 

particularly be plausible if the customer accounts for a small segment of the supplier’s 

sales. By contrast, a financial institution could have restricted control since the threat to 

vacate future finance may well have modest direct effect on the buyer’s operations 



22 

 

 

 

(Petersen & Rajan, 1997). According to Garcia-Teruel and Martinez-Solano (2010), the 

control over customer becomes even more vital when there are a small number of 

suppliers in the market. Because in this instance customers will be, weary of a default due 

to lack of supplies from another source. McMillan and Woodruff (1999) contend that the 

control even becomes stronger if the supplier is a member of an association and the 

grouping en bloc can make those sanctions.  

The final argument is that suppliers have more effective and quicker ways to collect and 

sell assets of defaulting customers, especially, in the case of durable goods it is easier to 

repossess and sell them. The more durable the merchandise supplied the superior security 

they offer and the better the credit the dealer is capable of providing (Mian & Smith, 

1992). The financial theory of accounts receivable may improve companies’ profitability 

because it will forge a good supplier-customer relationship. A good supplier-customer 

relationship may enhance profitability because it guarantees future sales. In addition, it 

will lead to increase in profitability because it will entice customers to purchase more 

(Petersen & Rajan, 1997). Based on the transaction costs theory, the present study seeks 

to establish the effect of accounts receivable turnover decision on financial performance 

of non-financial firms listed at the NSE, Kenya. 

2.2.3 Liquidity Theory  

This supposition, first recommended by Emery (1984), propose that credit rationed firms 

make use of more trade credit more than those with access to credit from financial 

institutions. The essential position of this proposal is that when a company is financially 

inhibited, trade credit can compensate for the decrease of the credit from financial 

institutions. In agreement with this observation, those businesses boasting excellent 

liquidity or superior access to capital markets can fund those that are starved of credit. 
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Another variation of the liquidity theory is that companies with negative cash flow or 

fallen sales are most likely to request for trade credit (Petersen & Rajan, 1997). Following 

the aforementioned argument therefore, in times of restricted monetary policy, trade 

credit make amends for the decline in credit from financial institutions. Due to the 

negative correlation between financial institution lending and trade credit, an excellent 

affiliation with banks curbs the exploitation of trade credit (Bastos & Pindado, 2007).  

The liquidity theory explains the relationship between accounts payable and company 

profitability. This is because a company with liquidity problems may delay payment to 

suppliers in order to use that money to settle other expenses as and when they fall due, 

which may improve profitability (Nilsen, 2002). Thus, trade credit is a substitute for 

institutional financing. Given that, financially unrestrained firms are less likely to require 

trade credit and more likely to advance it, and therefore, a negative relationship between 

access of a purchaser to other sources of funding and trade credit utilization is projected 

(Petersen & Rajan, 1997). Berk, DeMarzo and Harford (2009), points out that a company 

ought to select to borrow by means of accounts payables on condition that it is the 

inexpensive basis of financing. The liquidity theory suggests a positive relationship 

between accounts payable and financial performance. Based on the arguments of the 

liquidity theory, this study seeks to determine the effect of accounts payable on financial 

performance of non-financial firms listed at the NSE, Kenya. 

2.2.4 Pecking Order Theory 

According to Myers and Majluf (1984), pecking order presumption supports for an order 

in the selection of finance owing to diverse levels of asymmetry and agency costs present 

in different sources of funding. The supposition suggests that companies ought to first 

fund investments with internal funds, then with secure debt, followed by chancy debt and 
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lastly with equity to lessen the unfavorable pointers that might be produced. The theory 

further opines that businesses do not have optimal cash holdings except cash is a bulwark 

between preserved earnings and investment requirements (Ferreira & Vilela, 2004). This 

furthermore implies that when a company raises its internal funds, its leverage falls. As a 

companies go on with maintaining an excess of internal funds for the intention of 

decreasing undesirable selection costs, it amasses surplus cash, which it employs to pay 

off its debts when they fall due. Thus, working capital constitutes obtainable internal 

source of funding which can serve as an alternating source of funding to external funding 

(Opler, Pinkowitz, Stulz & Williamson, 1999). 

Almeida et al. (2004) affirm that working capital can be a replacement for cash and the 

alterations in net working capital influences the cash holdings. In addition, the alterations 

in short-term debt might be a surrogate for cash, as company could exercise short-term 

debt as financial source. Shin and Soenen (1998) indicate that the efficient management 

of working capital by firms reduces the requirement for external financial support and the 

healthier financial performance. External finances may be very expensive thanks to 

floatation costs and the problem of asymmetric information. Additionally, the high 

amount of cash stock amplifies problems of opportunism and agency, causing an 

inefficient use of the resources and, therefore, adversely affecting firm performance (Lau 

& Block, 2012). It is against this background that the study sought to establish the 

mediating role of cash holdings on the relationship between short-term financing 

decisions and financial performance of non-financial firms listed at the NSE, Kenya.  

2.2.5 Free Cash Flow Theory 

The Free Cash Flow Theory by Jensen (1986) presuppose that managers mount up cash 

so as to augment the amount of resources they can be in command of and to get 
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unrestricted authority over the investment decisions of the firm. Hence, managers fancy to 

cling to more cash and soaring amounts of investment in working capital to lessen the 

investment risk of the firm so as to reduce the likelihood of insolvency and consign 

excess import to deterrent motivation of holding cash (Opler et al., 1999). Amassing of 

cash and having a bulky collection of liquidity accessible when wanted throughout the 

working capital cycle decreases the anxiety on the managers to execute their 

responsibilities efficiently and permits them to select projects that make them contented 

however may not necessarily keep shareholders pleased (Drobetz, Gruninger & 

Hirschvogl, 2010). Moreover, the managers are not subject to scrutiny of the capital 

markets when funding new projects internally because they do not have to get new funds 

externally, which could as well be very costly (Ferreira & Vilela, 2004).  

There several implications derived from the Free Cash Flow theory. Companies with 

larger agency problems are inclined to build up cash and have exceedingly liberal 

working capital policies to facilitate adequate liquidity even if they do not have excellent 

investment prospects. Thus, cash holdings increase mostly in firms with soaring free cash 

flows produced and well-established management, which does not face a great deal of 

demands to pay out the amassed cash holdings to shareholders in form of dividends 

(Bates, Kahle & Stulz, 2009). Such firms might in fact be sloppy in collecting its accounts 

receivables and may markedly invest in inventories, as the demands are not there to free 

the cash and heighten exploitation of it (Jensen, 1986). Opler et al. (1999) points out that 

business might be holding surplus cash with the intention of shielding themselves from 

superfluous takeover endeavors and that these firms may be more hard to assess as a 

result of liquidity. Equally, firms may have high levels of investments in working capital. 

It is against this backdrop that the study sought to determine the mediating role of cash 
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holdings on the relationship between short-term financing decisions and financial 

performance of non-financial firms listed at the NSE, Kenya. 

2.3 Empirical Literature Review 

Many researchers and scholars alike have studied short-term financing decisions from 

different standpoints and in different environments. This section reviews studies on the 

effect of short-term financing decisions on the financial performance of listed firms. The 

section also presents an empirical review on the mediating effect of cash holdings as well 

as the effect moderating effect of firm characteristics. 

2.3.1 Short-Term Financing Decisions and Financial Performance 

Bagh,  Nazir, Khan and Razzaq (2016) explores the impact of working capital 

management on performance of 50 non-financial listed in Karachi Stock Exchange (KSE) 

for the period ranging from year 2005 to 2014. The firm performance as indiacted by 

return on asset (ROA), return on equity (ROE) and earning per share (EPS) has been used 

as dependent variable. The results of multiple regression articulates that the Average 

Payment Period, inventory turnover and Cash Conversion Cycle have negative and 

significant impact on ROA but Average Collection Period has positive and significant 

impact on ROA. The results also indicates that Average Payment Period has negative 

significant impact on ROE while Inventory Turnover has negative significant impact on 

EPS. The results further show that Average Collection Period has positive and 

statistically significant impact on. The study, however, has been carried out in Pakistan, 

which has different economic, social, and political structures from those prevailing in 

Kenya.  

Khan, Rasheed, Ahmed and Rizwan (2016) investigates the impact of working capital 

management on firm financial performance of 38 listed firms of non-financial sector of 
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Pakistan for the period of five years from 2011 to 2015. Financial performance has been 

measured by the gross profit margin (GPM), return on assets (ROA) and return on equity 

(ROE). The results show that Average Collection Period has positive and highly 

significant impact on GPM and ROA but it has insignificant impact on ROE. The impact 

of Average age of inventory and Average payment period  on GPM and ROA is positive 

but insignificant. The results also indicate that only Average Payment Period has positive 

and significant impact on ROA. This study, however, adopts Pooled ordinary least 

squares (OLS) regression model. As argued by Baum (2006), pooled OLS regression can 

have a complicated error process such as heteroskedasticity across panel units and serial 

correlation within panel units. The study has taken a decision in this thesis to consider 

only the fixed and random effect models due to severe limitations of pooled OLS 

regression model. 

Takon and Atseye (2015) investigate the effect of working capital management on 

profitability of Nigerian listed companies during the period 2000–2009. The study utilizes 

panel data, pooled OLS regression, and fixed effects. The results show that Cash 

Conversion Cycle has a negative and significant effect on financial performance as 

measured by Return on Assets (ROA). The results further indicate that Accounts 

Receivable has a significant negative effect on Return on Assets of Nigerian firms. 

Inventory shows a significant negative effect on profitability.  Growth Opportunities, 

Firm Size, and Leverage have significant positive effect on ROA. This study, however, 

uses ROA as the only measure of performance. Saeedi and Mahmoodi (2011) argue that it 

would be improper to employ one indicator of financial performance or even a composite 

index, as this would confer a deceptive conclusion about the correlation between the 

variables. The present study therefore, uses both accounting profit and market valuation 

as measures of firm performance. 
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Salempour and Vaez (2015) establishes whether working capital management has 

significant effect on company’s profitability. To this end, using data for 471 companies 

listed on Tehran Stock Exchange during 2002–2013, and two models are. They use 

correlations analysis, and the fixed effects regression models. The research findings 

shows that Working Capital Management Components namely Inventory Holding Period, 

Account Receivables Period and Account Payables Period have effect significant inverse 

effect on profitability as measured by Return On Assets (ROA). The study, however, has 

been carried out in Iran, which has different economic, social, and political structures 

from those prevailing in Kenya. It is, therefore, necessary to test these conclusions in the 

Kenyan market context. 

Hoang (2015) investigates the relationship between working capital management and 

profitability of 98 manufacturing firms listed on Ho Chi Minh City Stock Exchange, Viet 

Nam for 6 years period from 2009 to 2014. The results of Pearson’s correlation and fixed 

effects multiple regression analysis found significant negative relationships between 

average inventory period, average payment period, average collection period, net trade 

cycle, cash conversion cycle and Return on Assets. Further, the control variables 

including liquidity, leverage, firm size and firm growth also have significant effect on 

firm profitability. The study however, has covered a limited period, which does not allow 

meaningful conclusions, and the macro-economic conditions in Vietnam could be 

different from those prevailing in Kenya. 

Nyamweno and Olweny (2014) investigate the effect of working capital management on 

performance of 27 firms listed at the Nairobi Securities Exchange, Kenya for the period 

2003 to 2012. The Generalized Method of Moments (GMM) regression model results 

reveal that cash conversion cycle and days of accounts receivables have an indirect but 
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insignificant effect on performance measured by gross operating profit. The days in 

inventory and accounts payable in days have a direct significant effect on performance. 

Firm size and Inflation variables have significant direct and indirect effect on 

performance respectively. This study, however, has not considered the interaction effect 

of short-term financing decisions on financial performance. The study has also failed 

consider the mediating effect of cash holdings on the relationship between short-term 

financing decisions and financial performance which is the subject matter of the current 

study. 

Hassan, Imran, Amjad and Hussain (2014) investigates the effect of working capital 

management on performance of non-financial listed firms in Pakistan using pooled 

ordinary least squares. The data is obtained from the financial statements of non-financial 

firms listed on the Karachi Stock Exchange, Pakistan during period between 2007 and 

2010. The study utilizes three measures of performance namely return on asset (ROA), 

return on equity (ROE) and gross profit margin. The empirical results indicate that the 

average collection period has significant positive effect on gross profit margin and a 

negative effect on return on assets but the effect is not significant. However, average 

payment period has significant positive effect on return on equity. Nonetheless, the sudy 

failed to appreciate the interaction effect of short-term financial decisions on financial 

performance.  

Gachira, Chiwanzwa, Nkomo and Chikore (2014) examines the impact of working capital 

management on the profitability of 39 non-financial firms listed on the Zimbabwe Stock 

Exchange (ZSE) for the period between 2009 and 2013. The regression results show that 

debtors’ days has positive but not significant effect on  profitability as measured by return 

on assets. The study also shows that creditors’ days has significant negative effect on 
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profitability while cash conversion cycle has positive but insignificant effect on 

profitability. The results further reveal that natural logarithm of sales and inventory 

turnover days have significant positive effect on profitability. The study, however, covers 

a short time horizon, which is too short, and macro-economic conditions in Zimbabwe 

could be different from those prevailing in Kenya given the fact that the Zimbabwean 

economy has been operating under the multicurrency system.  

Mwangi, Makau, and Kosimbei (2014) investigate the effect of working capital 

management on the performance of 42 non-financial companies listed in the Nairobi 

Securities Exchange (NSE), Kenya for the period 2006-2012. Feasible Generalized Least 

Square (FGLS) regression results reveal that an aggressive financing policy has a 

significant positive effect on Return on performance as measured by Assets and Return 

on Equity while a conservative investing policy a significant positive effect on 

performance. However, the study considers short-term financing decisions in terms of 

aggressive/conservatism working capital management policies. The current study 

considers all the three components of short-term financing decisions namely inventory 

turnover, accounts receivable turnover and accounts payable turnover decisions. Ban˜os-

Caballero, Garcı´a-Teruel, and Martı´nez-Solano (2012) underscore the importance of 

considering the three components at the same time because they influence each other as 

well as firms’ profitability and value. 

Langroudi, Biabani, and Somesaraei (2013) examine the effect of working capital 

management on performance of firms listed on Tehran Stock Exchange for the period 

from 2006 to 20011. Using fixed and random effects, and generalized methods of 

moments, this study finds that profitability as measured by GOP and Tobin-Q is affected 

positively by cash conversion cycle. However, the effect on Tobin-Q is not significant. 
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The results also reveal a significant positive relation between gross operating income and 

the number of day’s inventory. Finally, size of the firm and financial leverage have 

significant positive effect on firm performance as measured by GOP and Tobin-Q. 

However, the study has not considered the mediating effect of cash holdings in their 

model as well as the moderating effect of firm characteristics. 

Nzioki, Kimeli, Abudho, and Nthiwa (2013) analyze the effect of working capital 

management on the profitability of six manufacturing firms listed on the NSE for a period 

of 5 years from 2006 to 2010. The multiple regression and correlation results from the 

analysis reveal that average collection period and average payment period have 

significant positive effect on gross operating profit (GOP). Nevertheless, cash conversion 

cycle has significant negative effect on GOP. The effect of inventory turnover in days on 

GOP is insignificant. The study, however, has focused on the manufacturing sector alone. 

The present thesis therefore, covers all non-financial firms listed at the NSE to determine 

the effect of short-term financing decisions on financial performance. 

Napompech (2012) examine the effects of working capital management on profitability. 

The regression analysis is based on a panel sample of 255 companies listed on the Stock 

Exchange of Thailand from 2007 to 2009. The study suggests that managers could 

improve the profitability of their businesses by reducing the cash conversion cycle, 

inventory conversion period, and receivables collection period. However, they cannot 

amplify profitability as measured by Gross Operating Profits (GOP) by increasing the 

payables deferral period. The findings also demonstrates that industry characteristics have 

an impact on gross operating profits. However, the period covered is too short to establish 

meaningful patterns among the data. The current study covers a period of fourteen years 

from 2001 to 2014. 
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Vahid, Elham, Mohsen and Mohammadreza (2012) studies the effect of working capital 

management over the performance of 50 firms Listed in Tehran Stock Exchange (TSE) 

during the time period between 2006 and 2009 by using OLS multiregression model. The 

results shows that there is a negative and significant relationship between the variables of 

Average Collection Period, Inventory Turnover in day, Average Payment Period, Net 

Trading Cycle and the performance. There are no evidences to prove the existence of a 

significant relationship between Cash Conversion Cycle and the companys’ performance 

as measured by NOP. The study by Vahid et al. (2012), however, has been carried out in 

Iran, which has different economic, social, and political structures from those prevailing 

in Kenya. It is, therefore, necessary to test these conclusions in the Kenyan context. 

Nyabwanga, Ojera, Lumumba, Odondo, and Otieno (2012) investigate the effect of 

working capital management practices on the financial performance of 113 small-scale 

enterprises (SSEs) in Kisii South District, Kenya. The study has adopts a cross-sectional 

survey research design and questionnaires to collect primary data. The study reveals that 

efficiency management of cash, receivables, and inventories have significant positive 

effect on financial performance. However, the study relies on biased primary qualitative 

data to study the effect of working capital management practices on financial 

performance. The present study measures the relationship between Short-term financing 

decisions and financial in terms of WCM components using secondary quantitative data. 

The findings of the study by Nyabwanga et al. (2012) also require validation and among 

non-financial firms listed at the NSE, Kenya. 

Mihajlov (2012) investigates the effect of accounts receivables on financial performance 

of 108 firms listed at the regulated market in the Republic of Serbia during the recession 

period between 2008 and 2011. The study shows that the relationship between accounts 
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receivables financial performance as measured by Return on Assets (ROA) and operating 

profit margin is positive but not significant. This suggests that effect of account 

receivables on financial performance of a frim varies in times of a crisis. However, these 

findings may not apply to a non-crisis period. 

Sharma and Kumar (2011) examine the effect of working capital on profitability of Indian 

firms. The data is obtained from 263 non-financial firms listed at the Bombay Stock 

(BSE) from 2000 to 2008 and analyze the data using Ordinary Least Squares (OLS) 

regression model. The study shows that numbers of day’s accounts payable and inventory 

of number of days have significant negative effect on firm profitability, while number of 

days accounts receivables and cash conversion period have significant positive effect on 

corporate profitability as measured by return on assets (ROA). This study however, 

contradicts other studies (Mathuva, 2009; Langroudi et al., 2013; Gachira et al., 2014; 

Nyamweno & Olweny, 2014). These contradictions in the findings on the same subject 

have motivated the present study, which examines the effect of short-term financing 

decisions on financial performance of non-financial firms listed at the NSE, Kenya. 

Mathuva (2010) examines the influence of working capital management components on 

corporate profitability of 30 firms listed on NSE for the periods 1993-2008. The results of 

the pooled ordinary least squares and the fixed effects regression models show a highly 

significant negative relationship between the time it takes firms to collect cash from their 

customers and profitability. The study further reveals that there exist a highly significant 

positive relationship between the inventory conversion period and profitability. Finally, 

the study established that there exists a highly significant positive relationship between 

the average payment period and profitability. The relationship between firm size and 

financial performance is found positive and significant while leverage is negatively 
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related to financial performance. However, the study has used Gross Operating Profit as 

the only measure of financial performance. For robustness of the analysis, this study uses 

three measures of financial performance namely Return on Assets (ROA), Return on 

Equity (ROE), and Tobin-Q (TQ). In addition, the study considers the moderating effect 

of firm characteristics on relationship.  

Falope and Ajilore (2009) investigate the relationship between WCM components and 

profitability of 50 quoted companies in Nigeria for the period between 1996 and 2005. 

The study shows that the inventories holding period, accounts receivable period, and cash 

conversion cycle have significant negative effect on profitability measured by Return on 

Assets. They have translated the negative coefficient of the inventory-holding period to 

denote blocking the inventory in working capital cycle affects profitability adversely. On 

the negative effect of accounts receivable period, they contend that a more restrictive 

credit policy potentially improves profitability. They also conclude that the negative 

coefficient of cash conversion cycle shows that firms that are more profitable minimize 

their cash conversion cycle. Finally, their results indicate that accounts payable period has 

a significant positive effect on profitability. However, the study has not considered the 

effect of the interaction terms in their model as well as the moderating effect of firm 

characteristics. 

2.3.2 Mediating Effect of Cash Holdings 

Rashvand and Tariverdi (2015) investigate the effect of working capital management on 

operating cash flow of 184 companies listed on Tehran Stock Exchange during the period 

2009–2013. Using the fixed effect regression model to test the hypothesis, the results 

show that the current ratio has a significant effect on the operating cash flows of the 

companies. They explain that by increasing liquidity level, the company is able to fulfill 
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its obligations before third parties, and to expedite the value chain of the company that 

includes purchasing raw material, transferring raw materials for production, producing, 

and finally selling productions and receiving cash. This result is in agreement with the 

results reported by Nobanee (2010). The current study extends the study by Rashvand and 

Tariverdi (2015) by considering the mediating effect of cash holdings on the relationship 

between various short-term financing components and financial performance. 

Abushammala and Sulaiman (2014) examines the effect of cash holdings level on firms’ 

profitability using a panel data of 65 non-financial firms listed in Amman Stock 

Exchange (ASE) during the period from 2000 to 2011. The regressions results show a 

positive significant relationship between cash holdings and profitability as by Return on 

Assets (ROA), Return on Equity (ROE) and Earning per Share (EPS). This means that a 

good financial performance of the firm is an outcome of vast corporate cash holdings. 

Palazzo (2011) also finds evidence of a positive relation between expected return on 

equity and cash holdings, however, the study by Wang (2002) which examines the 

relationship between liquidity and firm profitability of Japanese and Taiwanese listed 

firms and establishes the existence of a negative and significant relationship between 

liquidity and profitability. 

Anabestani and Shourvarzi (2014) assess the relationship between cash holdings, firm 

value, and corporate governance of 99 listed companies on Tehran Stock Exchange over a 

6-year period from 2006 to 2011. The regression results indicate that there is no 

significant relationship between cash holdings and firm value. This finding contradicts the 

study by Raheman and Nasr (2007) using a sample of 94 Pakistani listed firms, which 

finds a significant negative relationship between liquid assets and profitability during the 
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period from 1999 to 2004. These inconsistencies in the previous studies motivate the 

current study.  

Autukaite and Molay (2013) asses the significance of short-term financial decisions to a 

company’s worth by testing whether an extra euro invested in cash or in net working 

capital is valued at less than one euro. By running panel data regressions, the presented 

evidence proves that shareholders underrate cash holdings and net working capital. The 

findings of this study create awareness among managers not to undervalue the value of 

cash holdings and working capital management. However, this study considers the 

relationship between cash holding and working capital and firm value separately. The 

present study considers the relationship between cash holding and working capital and 

financial performance jointly by considering the mediating effect of cash holdings on the 

relationship between working capital management components and financial 

performance. 

Yeboah and Agyei (2012) ascertain the relationship between working capital management 

and bank cash holding in Ghana using panel data covering ten-year period from 1999 to 

2008. The random effects results show that while debtors’ collection period, cash 

conversion cycle, capital structure, bank size have significantly negative relationship with 

the cash position of banks while creditors payment period and profitability have 

significantly positive relationship with the cash position of banks in Ghana. However, the 

researcher cannot generalize these findings to non-financial companies as Central Bank of 

Kenya and banking regulations monitor their financing and liquidity. These rules do not 

concern non-financial firms (Mwangi, et al., 2014). Thus, the current study investigates 

the mediating effect of cash holdings on the relationship between short-term financial 

decisions and financial performance of non-financial firms. 
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Prahalathan (2010) investigates the relationship between working capital management 

and cash holding of 30 manufacturing companies listed in the Colombo Stock Exchange 

Market, Sri Lanka for the period of 2003 to 2007. Cash holding of the firm measured by 

the liquid fund to total assets is the dependent variable. The results show that relative day 

of sales inventory has significant negative effect on cash holding while sales outstanding 

and days’ payable outstanding have significant positive effect on cash holding. The 

current study extended the study by Prahalathan (2010) by investigating the intervening 

effect of cash holdings on the relationship between various aspects working capital 

management and financial performance. 

Abel (2008) examines 13,287 manufacturing SMEs in Sweden and establishes that 

management efficiency speeds up the conversion of current assets into cash resulting in 

high cash holdings. On the other hand, Capkun and Weiss (2007) scrutinizes the 

operating assets and cash holdings of manufacturing firms in US for the period 1980–

2005 and determines a reduction in operating assets and enhancement in cash holdings. 

They explicate the enhancement of corporate cash holdings because of reduction in 

inventory and the boosting in accounts payable raises exposure to trade credit risk. The 

current study extends the study by Abel (2008), Capkun, and Weiss (2007) by 

incorporating cash holdings as a moderating variable on the relationship between short-

term financing decisions and financial performance. The studies also focused on only one 

sector. The present study covers all non-financial firms listed at the NSE. 

2.3.3 Moderating Effect of Firm Characteristics 

Zariyawati, Annuar, and Pui-San (2016) provide evidence regarding the determinants of 

working capital management among small and large firms listed on the Bursa Malaysia 

Stock Exchange for 2009 to 2013 period. Results of random effects model demonstrate 
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that firm leverage, firm performance, capital expenditure, operating cash flow, executive 

compensation and economic conditions are the most significant determinants working 

capital management. The current study extends the study by Zariyawati et al. (2016) by 

considering the moderating effect of firm size, financial leverage and growth 

opportunities on the relationship between short-term financial decisions and financial 

performance. 

Azeem and Marsap (2015) investigates the factors determining the working capital 

requirements in Pakistani non-financial companies listed at Karachi Stock Exchange over 

a period of six years (2004–2009). A Pooled Ordinary Least Square (OLS) regression 

results indicate that return on assets, leverage and firm size is negatively and significantly 

related to working capital requirements of a firm whereas sales growth is positively and 

significantly related to working capital requirements. The current study extended the 

study by Azeem and Marsap (2015) by considering the moderating effect of firm 

characteristics namely firm size, financial leverage and growth opportunities on the 

relationship between short-term financial decisions and financial performance. 

Wasiuzzaman and Arumugam (2013) examine the determinants of the level of investment 

in net operating working capital of 192 firms in Malaysia spanning a period of 8 years 

(2000–2007). The OLS regression results reveal that during period of economic growth, 

smaller and younger businesses with fewer tangible assets, soaring sales growth, modest 

leverage, less explosive revenues, elevated operating cash flows and low levels of 

asymmetric information are likely to have the highest investments in working capital. The 

current study extends the study by Wasiuzzaman and Arumugam (2013) by considering 

the moderating effect of firm size, financial leverage and growth opportunities on the 

relationship between short-term financial decisions and financial performance. 
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Iftikhar (2013) determines the determinants of working capital management efficiency of 

four automotive and five engineering firms listed in Karachi Stock Exchange of Pakistan 

for 5 years period from 2006 to 2010. The results of the fixed effect model show that 

explanatory variables have positive and significant on firm’s working capital management 

as measured by CCC. The debt equity ratio and sales growth have positive and negative 

but insignificant effect on DSI while the Sales Growth has significant negative influence 

on DSI. The results further show that Debt equity Ratio, Firm Size and Sales Growth 

have significant effect on DSO. Finally, the Debt equity Ratio and Firm Size show 

significant positive and negative relationship with DPO respectively while Sales Growth 

has negative but insignificant effect on DPO. The study however, focused on two sectors 

only. 

Mansoori and Muhammad (2012) investigates the determinants of working capital 

management of 94 firms listed at Singapore Exchange for 8 years period from 2003 to 

2010. The result of random effects show that the size of the firm has significant negative 

effect on Cash Conversion Cycle (CCC). The results also show that Leverage and growth 

in sales have significant positive effect on CCC. However, the effect of Leverage on CCC 

is not significant. The current study extended the study by Mansoori and Muhammad 

(2012) by incorporating firm characteristics namely firm size, financial leverage and 

growth opportunities as a moderating variables on the relationship between short-term 

financial decisions and financial performance. 

Zariyawati, Annuar and Sazali (2010) investigates the determinants of working capital 

management of listed firms in Malaysia for the period 2000-2006. Based on the 

fixed/random effects model, the results reveal that firm size, debt ratio, growth of the 

company, and inflation are significantly and negatively related with working capital 
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management. Economic growth is significantly and positively related with working 

capital management. The result of the study, however contradicts other studies (Iftikhar, 

2013; Wasiuzzaman & Arumugam, 2013). The divergent result gives room for examining 

the moderating effect of firm characteristics namely firm size, financial leverage and 

growth opportunities on the relationship between short-term financial decisions and 

financial performance. 

2.4 Summary of Empirical Literature and the Research Gaps 

Firstly, the existing studies relating to short-term financing decisions and firm 

performance have not considered the interactive effect of different short-term financing 

decisions namely inventory turnover decisions, accounts receivable turnover decisions 

and accounts payable turnover decisions on firm performance. The studies have failed to 

consider if the effect of one short-financing decision depends on the value of another 

short-term financing decision. Friedrich (1982) argues that an interactive model can 

provide an accurate and more detailed description of relationships in a set of data, 

increased explanatory power, and an improvement on the prospects for statistically 

significant results. The present study, therefore, contributes to the knowledge gap by 

adding a new dimension in the determination of the relationship between short-term 

financing decisions and firm performance. In addition, this thesis considers the 

moderating effect of firm characteristics on the relationship between short-term financing 

decisions on financial performance of non-financial companies listed at the NSE. 

Secondly, previous studies only looked at the direct relationship between short-term 

financing decisions and financial performance but failed to appreciate the mechanism 

through which the short-financing decisions are able to influence financial performance. 

The current study, thus, endeavored to bridge this knowledge gap in the literature by 
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analyzing the mediating effect of cash holdings on the relationship between short-term 

financing decisions and performance of non-financial firms listed at the NSE, Kenya. 

According to Peyrot (1996), a mediator variable represents an intervening variable or, 

stated differently, a mechanism through which an independent variable is able to 

influence a dependent variable. 

Thirdly, studies on the relationship between various short-term financing decisions and 

performance have produced mixed results. In spite of numerous studies, the exact nature 

of the relationship between inventory management and firm performance is not clear. 

Some studies have produced a positive relationship between inventory management and 

firm performance while others have established a negative relationship. On the 

relationship between accounts receivable management and performance, some studies 

indicated a positive relationship while others established a negative relationship. Studies 

relating account payables turnover and performance have not provided conclusive results 

either. These inconsistencies in the findings on the same subject have motivated the 

present study, which examines the effect of short-term financing decisions on 

performance of non-financial firms listed at the NSE, Kenya. 

Fourthly, the review of previous studies has established that the majority of the existing 

studies on the effect of short-term financing decisions on firm performance have taken 

place in advanced countries where capital-markets are well established. The capital 

market in Kenya is comparatively underdeveloped (Ngugi et al., 2009) and therefore, the 

circumstances in these developed countries could be different from those in Kenya due to 

different economic, social, and political settings. Also in the past literature on corporate 

finance has paid more attention to the study of long-term financial decisions (Sharma & 

Kumar, 2011; Autukaite & Molay, 2013). However, a number of surveys have pointed 
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out that managers expend substantial time on day-to-day issues that entail working capital 

decisions (Rao, 1989; Dandapani et al., 1995). Furthermore, the previous studies have 

failed to establish the trends of short-term financing decisions, firm characteristics, and 

financial performance of non-financial firms listed at the NSE. This study therefore 

contributes to the existing literature the evidence on the trends, which shows the 

movement of the variables under study. 

Lastly, few studies have looked at effect of short-term financing on financial performance 

from investors’ point of view and its relevance for investment purposes. While the firm’s 

profitability or accounting profit is an important factor in a management’s performance, a 

direct concern for shareholders is wealth maximization and firm value, which stock 

performance shows (Bana, 2012). Prior studies on financial performance have 

recommended the use of multiple measures to improve validity (Sullivan, 1994). Omondi 

and Muturi (2013) assert that a single characteristic cannot disclose each aspect of 

performance of a firm. The utilization of a number of indicators, thus, allow a better 

appraisal of the financial side view of a company. Besides different stakeholders, 

delineate performance from dissimilar perspectives. Following prior research, financial 

performance is measured by combining three widely used measures namely Tobin Q as a 

proxy for market value, while return on asset and return on invested capital are used as 

the proxies for profitability.  

2.5  Conceptual Framework  

The conceptual framework represents the  conceptualisation of the researcher concerning 

the interactions between the variables of the study. Previous studies led support to the 

significant relationship between short-term financing decisions and financial 

performance. However, this relationship may also be moderated by firm characteristics 
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and mediated by cash holdings and finally firm characteristics are also included as control 

variables. This study also hypothesizes that firms listed at the NSE may enhance their 

financial performance by interacting short-term financing decisions effectively. The 

framework integrates short-term financing, interaction terms, cash holdings and firm 

characteristics into a single model as shown in Figure 2.1. 

 



44 

 

 

 

         Independent Variables                                                                 Mediating Variable                                                   

     SHORT-TERM FINANCING DECISIONS                                                                                                                    

                                                                                                                                                   

                                                                              HO1                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                

                                                                                                                                                                                 HO6                   

                                                                                                                                                                                                             Dependent Variable 

                                                                              HO2                                                                                    

                                                                                                                                

                                                                                                                        

                                                                               HO3 

                                                                                                                                                                                                                                           

                                                                               HO4                                                                HO7 

                                                                                                                                                                                                                                                         

                                                                                                         Moderating Variables 

          INTERACTION TERMS                                                                                  

 

                                                                                          

                                                                                                                        

 

                                                                         HO5 

 

                                                                                                                                                                                                                  

                                                                                      

                                                                                         

 

Figure 2.1: Conceptual Framework 

Source: Researcher (2016)
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From the conceptual framework illustrated in Figure 2.1, financial performance is 

independently affected by short-term financing decisions which includes inventory 

turnover decisions, accounts receivable turnover decisions, accounts payable turnover 

decisions and cash conversion cycle decisions. On the other hand,  cash holdings 

mediates the relationship between short-term financing decisions and financial 

performance. The study also conceptualized that the variation in financial performance is 

explained by the interaction between the various short-term financing decisions 

(interaction terms). Finally, firm characteristics moderates the relationship between short-

term financing decisions and  firm performance. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1 Introduction 

This chapter describes the methodology used to achieve the study objectives. The chapter 

particularly discusses the research philosophy, research design, empirical model, and 

operationalization and measurement of variables. It also covers the target population, the 

sampling design and sample size, and the data collection instruments and procedure. The 

chapter ends with a description of data analysis techniques and ethical considerations. 

3.2 Research Philosophy 

The research philosophy entails the development of knowledge and the nature of that 

knowledge includes imperative suppositions and predisposition about the way in which 

people view the world (Saunders, Lewis & Thornhill, 2007). The collection, analysis and 

application of data about an occurance is informed by the research philosophy adopted. In 

social sciences, there are two main research philosophies namely phenomenology and 

positivism (Coopers & Schindler, 2004). Phenomenology is qualitative in nature which is 

concerned with the acceptable knowledge and how  people are able to know reality and 

use symbols to accurately describe and explain reality. It is based on the belief that 

knowledge is subjective, which focuses on personal experience and knowledge, and 

individual interpretations (Saunders et al., 2007). Hatch and Cunliffe (2006) assert that 

individuals make sense of circumstances based on their individual experiences, 

expectations and memories.  

Positivist philosophy involves the perception of knowledge. It includes theories of what is 

seen to be identified as knowledge and how new knowledge is reached while ontology 

addresses the question of perception of the reality and its existence and how people 
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perceive and influence the social reality (Bryman & Bell, 2011). Positivistic approach 

towards knowledge views the reality as something external and independent to social 

actors. Just like natural sciences, knowledge is acceptable when confirmed by the senses. 

The positivistic stance towards the research is advantageous because it excludes the 

researchers’ personal opinions. The researcher accepts observable objects as knowledge 

and has a focus upon the causality (Saunders et al., 2009). 

The study has considered positivism paradigm as the most appropriate since the study 

examines the relationship between short-term financing decisions and financial 

performance of non-financial firms listed at the NSE by using historical data consisting 

mainly of numbers. By looking at the nature of numbers, there is little room for subjective 

interpretations of the results (Bryman & Bell, 2011). The intention is to  collect and 

analyze the companies’ figures objectively by using already existing formulae and 

statistics. The researcher accepts observable objects as knowledge and has a focus upon 

the causality (Saunders et al., 2009). Moreover, the current study uses existing theories 

from which the researcher has increased his knowledge and understanding of the study 

subject and from which the hypotheses have been developed and tested by statistical 

methods. According to Remenyi (1996), the emphasis within positivism paradigm lies 

upon quantifiable observations based on statistical analysis.  

3.3 Research Design 

The study employs explanatory research design, which is non-experimental in nature to 

analyze the effect of short-term financing decisions on financial performance of firms 

listed at the NSE, Kenya. The design seeks to explain the causal relationship between 

variables (Saunders et al., 2009). An explanatory study design is fitting where the 

investigator is endeavoring to shed light on how the observable fact operates by 
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discovering the core features that create variation in it in which case there is no 

exploitation of the explanatory variable (Kerlinger & Lee, 2000). A non-experimental 

study design is an orderly practical enquiry in which the investigator does not have 

express authority of the explanatory variables for the reason that the symptoms have 

previously happened (Kerlinger & Lee, 2000).  

3.4 Empirical Model  

Consistent with previous studies (Raheman et al., 2010; Mathuva, 2010; Mwangi et al., 

2014), the effect of short-term financing decisions on financial performance of non-

financial firms listed at the NSE is modelled using fourteen modified regression 

equations. Given that the data has both time series and cross-sectional dimensions, the 

study estimates a linear panel regression as proposed by Greene (2008). Thus, the effect 

of short-term financing decisions on financial performance is investigated using balanced 

panel data of non-financial firms listed at the NSE. Panel data contain observations of 

multiple phenomena obtained over multiple periods for the same firms or individuals 

(Hsiao, 2003). The data is preferred because it reveals changes at the individual firms’ 

level, establishes time order of variables, and shows how relationships emerge (Frees, 

2004). Hierarchical regression analysis is used for the estimation of all models. Within 

this procedure, the direct effects are entered first; the mediating effects are entered 

second, and followed by the interaction effects. Finally, the moderating effects  model are 

estimated.  

The study specifies the general empirical model used in the study as follows: 

         
                                       

Where: Yit is the dependent variable denoting financial performance of firm i at time t; t 

denotes the observation (firm), i = 1,……, 26 while t is the time period, t = 2001, ……, 
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2014;  X'it denotes a vector of independent variables, β are coefficients to be estimated, α 

is a constant term, and  εit is a composite error term.  

3.4.1 Direct Effect Model 

The study has expanded equation 3.1 to obtain equations 3.2, 3.3, and 3.4 for estimating 

the study variables. 

                                                                                        

                                                 

                                                                                        

                                                

                                                                                       

                                                

Where: 
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3.4.2 Interactive Effect Model 

The study testes for the existence of any interaction effect of short-term financing 

decisions on the financial performance of listed firms at the NSE. To this end, the study 

has employed the product term interaction-modeling approach recommended by Friedrich 

(1982) and used by Mwangi et al. (2014). The study has achieved this by creating several 

interactive terms between various variables as depicted in Figure 2.1. Thereafter, ROA, 

ROE, and Tobin-Q are regressed on the interactions between inventory management and 

accounts receivable turnover decisions; inventory turnover decisions and accounts 

payable turnover decisions; and accounts receivable turnover decisions and accounts 

payable turnover decisions. To determine whether the coefficient of the interaction term 

is statistically significant, the t-test and the p-values are applied. Hence, to determine the 

interactive effect of short-term financing decisions of non-financial firms listed at the 

NSE, the study has formulated three regression equations namely 3.5, 3.6, and 3.7 as 

follows: 
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3.4.3 Mediation Effect Model 

To establish whether corporate cash holding mediate the relationship between short-term 

financing decisions and financial performance, the study has employed a four-step 

approach as suggested by Baron and Kenny (1986) and used by Mwangi et al. (2014). In 

the first step, the study estimated model 3.2, 3.3, and 3.4 as the base models to determine 

the relationship between the dependent variable (financial performance) and the 

independent variables (short-term financing decisions). In step two, model 3.8 estimates 

the effect of the independent variables (short-term financing decisions) on mediator 

variable (cash holding). 

                                                                                    

                                                 

                                           

In step three, model 3.9, 3.10, and 3.11 estimates the effect of the independent variables 

(short-term financing decisions) including the mediating variable (cash holdings) as one 

of the explanatory variables on the dependent variable (financial performance).  
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In step fourth, a decision is made on whether cash holdings has a complete, partial or no 

mediation effect on the relationship between short-term financing decisions and financial 

performance. Table 3.1 depicts the decision criteria used to address the hypothesis. 

Table 3.1 Mediation Decision Making Criteria 

Result Decision 

1.  β1 – β4 are significant in model 3.2, 3.3 and 3.4  Complete mediation  

 
β1 – β4 are significant in model 3.8 

β1 – β4  are not significant and β8 is significant in model 3.9, 

3.10 and 3.11 

2.  
β1 – β4 are significant in model 3.2, 3.3 and 3.4  Partial mediation  

 
β1 – β4 are significant in model 3.8 

β1 – β4 in 3.2, 3.3 and 3.4 are significant but more than β1 – β4 

in model 3.9, 3.10 and 3.11 are significant or not significant 

and β8 is significant in model 3.9, 3.10 and 3.11 

3.  
β1 – β4 are not significant in model 3.2, 3.3 and 3.4 No Mediation 

β1 – β4 are not significant in model 3.8 

β1 – β4 in 3.2, 3.3 and 3.4 are significant and equal to β1 – β4 

in 3.9, 3.10 and 3.11 and β8 is not significant in model 3.9, 

3.10 and 3.11  

Source: Baron and Kenny (1986) 

3.4.4 Moderating Effect Model 

To test the moderating effect of firm characteristics on the relationship between short-

term financing decisions and financial performance, Keppel and Zedeck (1989) two-step 

procedure is used. In the first step, model 3.2, 3.3 and 3.4, which includes firm 

characteristics namely Firm Size, Growth Opportunities and Financial Leverage as 
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explanatory variables are estimated as the base models to determine the effect of the 

explanatory variables on the response variables. The explanatory variables do not have to 

be statistically significant predictors of the dependent variable in order to test for an 

interaction term (Baron & Kenny, 1986). In the second step, model 3.12, 3.13 and 3.14, 

which captures the interaction terms (the product of the independent variables and 

moderators) are computed. Hence, moderating effect of Firm Size, Growth Opportunities 

and Financial Leverage on the relationship between short-term financing decisions and 

financial performance of non-financial firms listed at the NSE is estimated as: 
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According to MacKinnon, Krull and Lockwood (2002) decision criteria, if β5 to β13, in 

model 3.12, 3.13, and 3.14 are not significant but β5 to β7 in model 3.2, 3.3, and 3.4 are 

significant then firm characteristics are just explanatory variables. However, if β5 to β13, 

in model 3.12, 3.13, and 3.14 are significant then firm characteristics are moderators 

whose effect and direction are given by the βis.  

3.5 Operationalization and Measurement of Variables 

Previous empirical literature on short-term financing decisions and financial performance 

has influenced the choice of the variables in this study. In this study, three measures of 

financial performance have been used as the dependent variables. Return on Assets 

(ROA) and Return on Equity (ROE) are accounting based measures of financial 

performance and are used as proxies of profitability. Tobin Q is used as market based 

measure of financial performance. ROA is a superior indicator for profitability as it links 

the profitability of a firm to its resources (Padachi, 2006). The basis for the application of 

ROA and ROE is their capacity to eliminate size effects, hence permitting inter-industry 

evaluation (Lev & Sunder, 1979). Accounting based proxies for financial performance 

have extensively been employed in earlier studies. Sharma and Kumar (2011), Mansoori 

and Muhammad (2012), and Gul, et al. (2013) have used ROA while Adenkule and 

Sunday (2010) and Rao, Al-Yahyaee and Syed (2007) have used it in their studies. 
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However, a few studies have used Tobin Q as a proxy of market value. Mohamad and 

Saad (2010) and Javid (2014) have used it. 

Short-term financing decisions constitute the independent variables in this study. They 

include Cash Conversion Cycle, inventory turnover, accounts receivable turnover, and 

accounts payable turnover decisions. The Cash Conversion Cycle is a proxy for working 

capital management (Padachi, 2006). Accounts receivable turnover in days (accounts 

receivable period) measures accounts receivable turnover decisions (White, 2008). The 

study has used accounts payable turnover in days (accounts payable period) as proxy for 

accounts payable turnover decisions while Inventory turnover in days (inventory holding) 

measures inventory turnover decisions (Chowdhury & Amin, 2007). 

The study has considered other variables theoretically postulated to affect financial 

performance. They study has adopted them as moderating and control variables in the 

study. These include size of the firm, growth opportunities and firm leverage. Control 

variables are aspects that are not part of researcher’s interest; however, their effect on the 

dependent variable cannot be overlooked (Mwangi et al., 2014). Firm leverage is 

employed in the studies of Samiloglu and Demirgunes (2008) and Karaduman et al. 

(2011). Lazaridis and Tryfonidis (2006) and Sharma, and Kumar (2011) have used size of 

the firm in their studies. The study has made use of growth opportunities variable as an 

indicator of existing investment prospects (D’Mello, Krishnaswami & Larkin, 2008). The 

study has utilized this control variable in studies like Samiloglu and Demirgunes (2008) 

and Zariyawati et al. (2009). Finally, the study has used cash holding as a mediating 

variable in this study. The study has used the cash ratio as an indicator of cash holdings 

(Ozkan & Ozkan 2004, Capkun & Weiss 2007, Teruel & Solano, 2008). Table 3.2 
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presents a catalog of study variables, their operational definition, and the measurements 

formulae exercised to estimate these variables.  
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Table 3.2: Operationalization and Measurement of Study Variables 

Type Variable Operationalization  Measurement Hypothesized 

direction 

Dependent 

Variable 

Financial Performance  Return on Assets (ROA)  ROA = Earnings Before and Interest Tax /Total Assets Positive/Negative 

 Return on Equity (ROE)  ROE = Earnings Before and Interest Tax /Total Equity  Positive/Negative 

 Tobin-Q (TQ)  TQ = Market Value of Equity + Book Value of 

Liabilities/Book Value Assets 

Positive/Negative 

Independent 

Variables 

Inventory Turnover 

Decisions 

 Inventory Holding Period (IHP) 

  

 IHP = 365/Inventory Turnover (IT) 

 IT  = Cost of Goods Sold/Average Inventory 

 Average Inventory = (Beginning Inventory + Ending 

Inventory)/2 

Positive/Negative 

Accounts Receivable 

Turnover Decisions 

 Accounts Receivable Period (ARP)  

 

 ARP = 365/Accounts Receivable Turnover (ART) 

 ART = Sales /Average Accounts Receivable 

 Average Accounts = (Beginning Accounts Receivable + 

Ending Accounts Receivable)/2 

Positive/Negative 

Accounts Payable 

Turnover Decisions 

 Accounts Payable Period (APP)  APP = 365/Accounts Payable Turnover (APT)  

 APT = Cost of Goods Sold/Average Accounts Payable 

 Average Accounts Payable = (Beginning Accounts 

Payable + Ending Accounts Payable)/2 

Positive/Negative 

Cash Conversion Cycle 

Decisions 

 Cash Conversion Cycle (CCC)  CCC = IHP + ARP  APP  Positive/Negative 

Mediating 

Variable 

Cash Holdings  Cash Ratio (CR)  CR = Cash and Cash Equivalents/Book Value of Assets-

Cash and Cash Equivalents 

Positive/Negative 

Moderating 

Variable 

Firm Characteristics  Firm Size, Growth Opportunities 

and Financial Leverage 

 Logarithm of total assets of each firm; Natural Log 

(Revenue for year t/Revenue year year t-1) ; Total 

Liabilities/Total Assets 

Positive/Negative 

Control 

Variables 

Firm Size (SIZE)  Total Assets  SIZE = Logarithm of total assets of each firm Positive/Negative 

Growth Opportunities  Revenue Growth Rate (GROWTH)  Natural Log (Revenue for year t/Revenue year year t-1)  Positive/Negative 

Leverage (LEV)  Debt to Total Assets Ratio   LEV = Total Liabilities/Total Assets Positive/Negative 

Source: Author (2016) 
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3.6 Target Population  

The target population of the study comprises all non-financial firms listed at the NSE for 

a period of fourteen years from 2001 to 2014. The NSE had 39 non-financial firms listed 

at the NSE as at 31st December 2015. The companies are classified into various segments 

namely, agricultural, automobiles and accessories, commercial and services, construction 

and allied, energy and petroleum, and manufacturing and allied (Table 3.3 and Appendix 

I). The reason as to why listed firms at the NSE is chosen is mainly because of the 

availability and the dependability of the financial statements in that they are subjected to 

the mandatory audit by internationally recognized audit firms. Moreover, these firms are 

motivated to post good financial performance to make their shares more striking 

(Lazaridis & Tryfonidis, 2006).  

Table 3.3: Target Population Distribution 

Sector/Segment Number of Listed 

Firms 

Percentage 

1. Agricultural 7 17.95 

2. Automobiles and Accessories 3 7.69 

3. Commercial and Services 10 25.64 

4. Construction and Allied 5 12.82 

5. Energy and Petroleum 5 12.82 

6. Manufacturing and Allied 9 23.08 

Total 39 100 

Source: https://www.nse.co.ke/ (2015) 

Table 3.3 depicts the target population constituting of non-financial listed firms classified 

into six segments whereby 17.95 percent comprised of firms in the agricultural segment 

while 7.69 percent of the firms are in the automobile and accessories segment. Firms in 

the commercial and services sector make up 24.64 percent of the target population while 
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12.82 percent are in the construction and allied segment. Firms in the energy and 

petroleum sector constitutes 12.82 percent of non-financial firms while 23.08 percent of 

the firms are in the manufacturing and allied segment. This distribution shows that most 

of the listed non-financial firms come from commercial and services sector while the least 

number of firms come from automobile and accessories segment. Automobile and 

accessories segment had only three firms listed at the NSE. The distribution nevertheless 

indicates that all the non-financial segments are represented. 

Consistent with Deloof (2003) and Mathuva (2010, 2013), firms in the banking, insurance 

and investment, telecommunications and technology segments, and some commercial and 

services segment were excluded from the study due to the nature of their operations. This 

is because the meaning of working capital is different for these firms. This is attributable 

to unique characteristics of financial service sectors (Lazaridas & Tryfonindis, 2006). The 

working capital of financial institutions consists of deposits and loans, which form part of 

their core business over and above the financial regulatory requirements as compared to 

other firms (Lazaridas & Tryfonindis, 2006). Therefore, working capital may affect their 

performance differently from non-financial firms. In addition, Mathuva (2013) asserts 

that the inventories held by non-financial firms are primarily for trading in the ordinary 

course of the business. Furthermore, the companies in the financial sector are highly 

regulated by the Central Bank of Kenya on matters of liquidity, asset and capital holding, 

and provision for bad debts among other factors (Santos, 2001). In addition, cash is the 

operating asset of banks and so financial firms have considerably high levels of cash 

holdings than for firms in other sectors (Mwangi, et al., 2014). 
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3.7 Sampling Design and Sample Size 

The study has take up a census approach since number of non-financial firms listed at the 

NSE is small. According to Saunders, et al. (2009) a census approach improves 

legitimacy of the collected data by embracing certain cases with rich information. The 

total number of non-financial listed firms at the NSE used in the study are 39. The study 

has further screened these firms against various criteria that included lack of complete 

data and unqualified audit reports. As a result, the study has dropped 13 firms they do not 

meet the threshold and therefore the total number of firms used in this study is 26 

(Appendix II). This forms a balanced panel data comprising of 26 firms and 14 years 

period rannging from 2001 to 2014. These firms represent the drivers of industrial force 

in Kenya and therefore, capture the aggregate working capital behavior in the country. 

Table 3.4 provides the details of the firms selected.  

Table 3.4: Selection of Firms 

Sector/Segment Number of Listed 

Firms 

Firms Meeting the 

Criteria 

1. Agricultural 7 5 

2. Automobiles and Accessories 3 3 

3. Commercial and Services 10 4 

4. Construction and Allied 5 5 

5. Energy and Petroleum 5 3 

6. Manufacturing and Allied 9 6 

Total 39 26 

Source: Computed from NSE Database (2015) 

3.8 Data Collection Instrument  

The researcher uses a document review guide (Appendix IV & V) to extract and compile 

the required financial data for analysis from the annual reports. The data is mined from 
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the specific financial statements namely the income statement, statement of financial 

position and the notes to the accounts. Consequently, the sample data began in 2001 and 

ended in 2014. The extraction of data for all the variables in the study is based on the 

annual published financial reports of non-financial firms listed at the NSE covering the 

years 2001-2014. Consistent with Barako et al. (2006) and Mathuva (2010), the NSE 

handbooks and the Capital Markets Authority provides the required data.  

3.9 Data Collection Procedure 

A study permit (Appendix III) from National Commission for Science, Technology and 

Innovation (NACOSTI) has been acquired to let use of data from published financial 

statements of firms listed at the NSE, Kenya. This yields balanced panel data, which 

consist time series and cross-sections. The cross sectional data consists of 26 companies 

whereas the time series are years between 2001 and 2014. A mixture of time series with 

cross-sections increases the superiority and amount of data to heights that are unattainable 

with only one of the two aspects (Gujarati, 2003).  

A number of reasons have informed the choice of panel data. Firstly, panel data permits 

control of individual heterogeneity, making it probable to eliminate partiality originating 

from the existence of individual effects (Hsiao, 2003). Secondly, panel data yields more 

informative data, more changeability and less collinearity amongst variables than is 

typical of cross-section or time-series data, more degree of freedom, and more efficiency 

(Baltagi, 2005). Thirdly, panel data attains consistent estimators in the presence of 

omitted variables (Wooldridge, 2002). Panel data sets are also capable to distinguish and 

approximate the effects that pure cross-sections or pure time-series data cannot detect 

(Baltagi, 2005). Employing cross-section data only would have given a small sample but 

including the time series of 14 years has extended to 364 firm-year observations since the 
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study focuses on 26 non-financial firms listed at the NSE, The resultant big sample has 

made it feasible for the study to satisfy asymptotic requirements (Gujarati, 2003). 

3.10 Data Analysis Techniques  

The study has computed relevant ratios based on the secondary data extracted from the 

financial statements as defined in Table 3.1. The secondary data encompasses panel data, 

which consisted of time series and cross-sections. The study has derived descriptive 

statistics and inferential statistics from the panel data obtained. Descriptive statistics used 

includes the mean, median, and standard deviation. Inferential statistics used includes 

correlation and panel regression. STATA 14.0 software has supported the analysis of the 

panel data. Excel worksheets have been used to compute the relevant ratios for each firm 

for the period under consideration based on the data extracted from the financial 

statements. Before importing data from STATA software from excel worksheets, it has 

arranged in STATA format. The justification for use of STATA is that it has the capacity 

to work with panel data. The study has summarized and profiled the status of inventory 

turnover decisions, accounts receivable turnover decisions, accounts payable turnover 

decisions, and financial performance among non-financial listed firms at the NSE using 

descriptive statistics. The study has further estimated the Feasible Generalized Least 

Square (FGLS) after accounting for various violations of classical linear assumptions.  

3.10.1 Diagnostic Tests 

It is essential to make certain non-violations of the suppositions of the Classical Linear 

Regression Model (CLRM) ahead of trying to approximate equations 3.2, 3.3, and 3.4. 

The study runs the possibility of getting subjective, ineffective, and contradictory 

parameter estimates for approximating the regression equations without correcting the 

contraventions if any (Brooks, 2008). Consequently, the study has carried out tests of 
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normality, multicollinearity, autocorrelation, heteroscedasticity, and panel unit root to 

guarantee appropriate measurement of equations 3.2 to 3.14. 

3.10.1.1 Normality Tests 

The assumption of normality is necessary to conduct single or joint hypothesis tests about 

the model parameters (Brooks, 2008). To this end, the study has used two different 

methods to check if the data is normally distributed. Firstly, the study has used the 

graphical method to establish whether the data is normally distributed. Normal 

distribution is symmetric about its mean, while a skewed distribution is not, but has one 

tail longer than the other (Brooks, 2008). Secondly, in some cases, it is hard to establish 

the normality of data distribution by just looking at the scatter plot and the study has 

performed Bera and Jarque (1981) tests of normality. The null hypothesis states that the 

disturbances are not normally distributed. The study rejects the null hypothesis if the P–

value is less than 5 percent level of significance. If the data is not normally distributed a 

non-parametric test is most appropriate. 

3.10.1.2 Multicollinearity 

The study has tested for multicollinearity using the variance inflation factors (VIF). 

According to Field (2009) VIF values in excess of 10 is an indication of the presence of 

Multicollinearity. According to William et al. (2013), multicollinearity refers to the 

presence of correlations between the predictor variables. In severe cases of perfect 

correlations between predictor variables, multicollinearity can imply that a unique least 

squares solution to a regression analysis cannot be computed (Field, 2009). 

Multicollinearity inflates the standard errors and confidence intervals leading to unstable 

estimates of the coefficients for individual predictors (Belsley, Kuh & Welsch, 1980). 

Large standard errors affect the correctness of rejection or failure to reject the null 
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hypothesis. The dilemma is not the presence of multicollinearity but its severity (Gujarati, 

2003). 

3.10.1.3 Autocorrelation 

In view of the fact that the data entails cross-section and time-series, it increases the doubt 

of the existence of serial correlation. The existence of serial correlation shows that the 

variables in the model go against the assumptions of CLRM (Anderson et al., 2007). To 

attain the exact model specification, the study should deal with serial correlation since it 

is a widespread dilemma faced in panel data analysis. Accordingly, the study employed 

the Woodridge test to determine whether autocorrelation exists in the panel data. 

According to Wooldridge (2002), the study risks obtaining prejudiced standard errors and 

ineffective parameter approximates for failing to recognize and tackle serial correlation in 

the idiosyncratic error term in a panel model. The null hypothesis of this test is that the 

data has no serial correlation. The study has adopted Feasible Generalized Least Squares 

(FGLS) since panel data contains serial correlation (Appendix VI, Table A.4). 

3.10.1.4 Heteroscedasticity 

Since the data for this research is a cross-section of firms, this raises concerns about the 

existence of heteroscedasticity. The CLRM presumes that the error term is 

homoskedastic, that is, it has constant variance. If the error variance is not constant, then 

there is heteroscedasticity in the data. Estimating a regression model devoid of accounting 

for heteroscedasticity would result in impartial parameter estimates (Brooks, 2008). In 

consequence, the study has tested for heteroscedasticity using the Modified Wald test 

suggested by Ohtani and Honda (2008). The null hypothesis is that the error variance is 

homoskedastic. Based on the results, the study has rejected the null hypothesis thereby 

concluding that heteroscedasticity is present in the panel data (Appendix VI, Table A.3). 



65 

 

 

 

Therefore, the study has dealt with the existence of heteroscedasticity by estimating the 

FGLS regression model. 

3.10.1.5 Panel Unit Root Test 

In view of the fact that panel data have cross-sections and time series dimensions, test for 

stationarity is required. The times series evaluation is based on the conjecture that the 

variables are stationary. Approximation of the models without taking into consideration 

the non-stationary character of the data would result in sham results (Gujarati, 2003). 

Otherwise, if stationarity of the series is present and not checked, the presence of trend in 

the data series would mean that the regression results are spurious (Tsay, 2001). In this 

study, two main methods for testing for stationarity or the presence of unit roots are the 

Augmented Dickey Fuller (ADF) and Phillips Perron (PP) tests. The ADF procedure 

attempts to retain the validity of the tests based on white- noise errors in the regression 

model by ensuring that the errors are indeed white- noise. On the other hand, the Phillips- 

Perron (PP) procedure correctes for serial correlation through a non-parametric correction 

to the standard statistic (Stock, 1994). Therefore, PP test is desirable because it does not 

require estimation of additional parameters that would require additional data and also 

does not exhaust degrees of freedom. The results shows that all the study variables except 

firm size do not have unit root and therefore equations 3.2 to 3.14 are used in levels. Firm 

size is included in the equations after its first difference (Appendix VI, Table A.1).  

3.10.2 Test for Fixed or Random Effects 

When performing panel data analysis, one has to determine whether to run a fixed effects 

model or a random effects model. Whereas the fixed effect model presupposes firm 

specific intercepts and captures effects of those variables, which are particular to each 

firm and constant over time, the random effect model supposes that there is a single 

common intercept and it differs from firm to firm in a random manner (Baltagi, 2005). 



66 

 

 

 

Thus, for approximating the regression equations, it is indispensable to establish whether 

there exists a correlation between the explanatory variables. If the relationship exists then 

a fixed effect model would provide reliable results or else random effect model would be 

an efficient estimator (Garcia-Teruel & Martinez-Solano, 2007).  

The study has used Hausman’s specification test (1978) to decide whether fixed or 

random effect is suitable. The Hausman specification test tries to find whether there is 

significant relationship between the unnoticed firm-specific random effects and the 

regressors. If such relationship is not present then the random effects could be more 

appropriate. In the presence of such relationship, nonetheless, then the random effects 

model would be contradictorily approximated and the fixed effects model would be 

apposite (Greene, 2008). The null hypothesis states that variance across the entities is 

zero implying that there are no panel effects. If the Hausman test rejects the null 

hypothesis, then random effects would be a proficient estimator or else in case of 

rejection the null hypothesis, the fixed effects model would bequeath superior 

approximation of coefficients.  

3.10.3 Ethical Considerations  

While compiling the study report, the investigator has taken due care to ensure that the 

thesis presents correct information on what has been discovered after appropriate 

examination of the entire data extracted from the annual reports of non-financial firms 

listed at the NSE, Kenya. In addition, journals and text books belonging to other authors 

that have been used in any part of this study have been fully acknowledged using APA 

Referencing Style. 

Table 3.5 presents the summary of the data analysis techniques employed to test the 

hypotheses of this thesis. 
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Table 3.5: Summary of Data Analysis Techniques 

 Objective Methodology 

i.  To determine the effect of Inventory Turnover Decisions on 

Financial Performance of non-financial firms listed at the 

NSE, Kenya. 

Panel regression  

(FGLS Regression) 

ii.  To establish the effect of Accounts Receivable Turnover 

Decisions on Financial Performance of non-financial firms 

listed at the NSE, Kenya. 

Panel regression  

(FGLS Regression) 

iii.  To establish the effect of Accounts Payable Turnover 

Decisions on Financial Performance of non-financial firms 

listed at the NSE, Kenya. 

Panel regression  

(FGLS Regression) 

iv.  To establish the effect of Cash Conversion Cycle Decisions 

on Financial Performance of non-financial firms listed at the 

NSE, Kenya. 

Panel regression  

(FGLS Regression) 

v.  To determine the mediating effect of Cash Holdings on the 

relationship between Short-Term Financing Decisions and 

Financial Performance of non-financial firms listed at the 

NSE, Kenya.  

Step-wise regression 

vi.  To determine the interaction effect of Inventory Turnover 

Decisions, Accounts Receivable Turnover Decisions, and 

Accounts Payable Turnover Decisions on Financial 

Performance of non-financial firms listed at the NSE, 

Kenya.  

Panel regression  

(FGLS Regression) 

vii.  To establish the moderating effect of Firm Characteristics 

on the relationship between Short-Term Financing 

Decisions and Financial Performance of non-financial firms 

listed at the NSE, Kenya.  

Hierarchical 

multiple regression 

Source: Researcher (2016) 
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CHAPTER FOUR 

RESEARCH FINDINGS AND DISCUSSIONS 

4.1 Introduction 

This chapter presents the results of the data analysis as per the objectives and hypotheses. 

The chapter is structured as follows: descriptive statistics, trend analysis, diagnostic tests, 

inferential statistics and discussion of results. The results are presented in form of tables. 

4.2  Descriptive Statistics 

4.2.1 Short-Term Financing Decisions and Financial Performance (Sector-Wise) 

Table 4.1 presents the average of short-term financing decisions and financial 

performance measures for six sectors 4.1. 

Table 4.1: Short-Term Financing and Financial Performance (Sector-Wise) 

Sectors ROA ROE TQ IHP ARP APP CCC 

1. Agricultural 0.081 0.122 0.725 73.0 64.5 72.8 64.7 

2. Automobiles and  

Accessories 

0.031 -0.001 1.08 168.8 77.2 128.7 117.2 

3. Commercial and 

services 

0.116 0.215 1.89 67.9 72.7 202.0 -61.4 

4. Construction and Allied 0.108 0.218 1.74 103.3 59.2 82.7 79.8 

5. Energy and Petroleum 1.048 -0.084 1.02 38.5 57.1 67.1 28.6 

6. Manufacturing and 

Allied 

0.164 0.296 1.94 98.8 56.6 130.6 24.7 

Overall 0.101 0.1571 1.457 91.07 63.53 113.71 40.89 

Source: Study Data (2016) 

As can be seen from Table 4.1, non-financial firms have an average Cash Conversion 

Cycle of 41 days during the study period 2001 to 2014. The Cash Conversion Cycle 



69 

 

 

 

components consisting of the accounts receivable period, inventory holding period and 

accounts payable period for non-financial firms indicates that the average time for the 

non-financial firms during which receivables remain outstanding is 64 days while it takes 

relatively more time to settle their financial obligation in the terms of payables which is 

114 days on average. The inventory for non-financial firms on average takes 91 days to 

be converted into sales. The average return on assets (ROA) and return on equity (ROE) 

for non-financial firms is 10.10% and 15.71% respectively. The average Tobin Q for non-

financial firms is 145.7%. The performance of various measures of working capital of the 

sectors show that the Cash Conversion Cycle, a comprehensive measure of efficiency in 

working capital management, is lowest for commercial and services sector. It is negative 

on average for the Commercial and Services sector which indicates that the Accounts 

Receivable Period surpasses the operating cycle. According to Gitman (1991), while the 

likelihood of negative CCC are uncommon but non-manufacturing firms are probable to 

have negative CCC than manufacturing firms because firms in these sector carry fast 

selling inventories and normally sell for cash. 

Commercial and Services, Energy and Petroleum, and Manufacturing and Allied sectors 

come on the top in the ranking in form of Cash Conversion Cycle. These sectors have 

CCC of -61.4, 28.6 and 24.7 days respectively. The outputs reflect that the laggard sectors 

in form of CCC together with Automobiles and Accessories, Construction and Allied and 

Agricultural sectors require focusing on their management policy regarding short-term 

financing. One more fascinating finding is that the sectors with higher CCC are 

experiencing this predicament largely because of their sluggish inventory turnover in 

days. These sectors are taking longer to sell their inventory, which elongates their Cash 

Conversion Cycle. Another imperative feature of investigation is that the sectors with 

shorter Cash Conversion Cycle are additionally doing better in form of financial 
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performance as measured by return ROA, ROE, and TQ. For example, Commercial and 

services sector with an average CCC of minus 61 days, and Manufacturing and Allied 

sector with 25 days, are in addition superior in terms of average efficiency in cash 

conversion in relation to other sectors and are the greatest performers in terms of financial 

performance. This indicates that efficiency in short-term financing decisions is associated 

with healthier financial performance in terms of profitability and market value. 

4.2.2 Descriptive Statistics of All Variables (Overall) 

Table 4.2 shows the mean, minimum, and maximum values with standard deviation of 

various variables used in the model during the period 2001–2014.  

Table 4.2: Descriptive Statistics of All Variables  

Variable Observation Minimum Maximum Mean Std. Dev. 

ROA 364 -0.30609 0.37953 0.10112 0.10842 

ROE 364 -4.1226 1.75003 0.15713 0.41739 

TQ 364 0.26875 7.563 1.45721 1.10881 

IHP 364 3.72683 284.513 91.0702 55.3861 

ARP 364 13.4303 202.865 63.534 32.3132 

APP 364 14.6931 499.215 113.709 84.1947 

CCC 364 -270.9470 244.6110 40.8949 79.3277 

CR 364 -0.3132 0.75167 0.06993 0.1672 

SIZE 364 12.7017 19.2133 15.4932 1.3296 

GROWTH 364 -0.8678 1.00298 0.09263 0.198 

LEV 364 0.10461 7.43108 0.47168 0.40905 

Source: Study Data (2016) 
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Table 4.2 shows the summary statistics of the variables included in the regression models. 

All the variables share the same sample size of 364 firm-year observations. Overall, the 

mean score of return on assets (ROA) is 10.112% with a standard deviation of 10.842% 

indicating small variability in ROA over time. The mean value of return on equity (ROE) 

is 15.713% with a standard deviation of 41.7389% indicating small variability in ROE 

over time. Further, the results show that the mean value of Tobin-q (TQ) is 145.721% 

with a standard deviation of 110.8811% indicating small variability in TQ over time. The 

positive values of ROA, ROE, and TQ indicate that, on average non-financial firms listed 

at the NSE are profitable even though some firms are operating at a loss as indicated in 

the negative minimum observed scores of ROA and ROE. 

The results in Table 4.2, also shows that, on average, non-financial firms listed at NSE 

take up to 91 days (approximately 3 months) to turn their inventories into sales with 

standard deviation of 55 days. Maximum time taken by firms to sell inventory is 284 days 

(approximately 9 months) while the minimum time is 4 days. The results further indicates 

that, the average accounts receivable period is 64 days (approximately 2 months) with 

standard deviation of 32 days. The lowest time taken by non-financial firms listed at NSE 

to collect cash from customers is 13 days while the highest time for this objective is 203 

days (approximately 7 months). Moreover, the average time of paying suppliers is 114 

days (approximately 4 months) and the standard deviation is 84 days. Maximum time 

taken by a firm to pay its suppliers is 499 days (approximately 1 year and 5 months) 

while the least time taken for this object is 15 days. Additionally, the average of cash 

conversion cycle (CCC) used as a proxy to verify the effectiveness of short-term 

financing decisions is 41 days (approximately one month and 2 weeks) with a standard 

deviation of 79 days. This implies that the average time lag between tangible cash 
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expenditures on purchase of direct materials and tangible cash receipts from the sale of 

goods or services by non-financial firms listed at the NSE is 41 days. 

Table 4.2 further indicates that the mean value of cash holdings as measured by the cash 

ratio (CR) is 0.069929 with a standard deviation of 0.167196. The minimum and 

maximum values of CR are 0.31321 and 0.75167 respectively. The negative observation 

implies that some companies operated with negative cash holdings which indicate that 

they were operating on overdraft. Table 4.2 shows that on average each firm has a size of 

15.49318 with a standard deviation of 1.329604. The minimum and maximum values of 

log of total asset of time support this finding, that is, 12.70173 and 19.21334 respectively. 

The total mean of revenue growth for the period is 0.092628 with a standard deviation of 

0.198. The minimum and maximum values of revenue growth over the same period were 

-0.86778 and 1.002976 respectively. The negative scores show that there is a company, 

which has a negative growth. Finally, the average of leverage is 47.168% with standard 

deviation of 40.9053%. The minimum and maximum scores of leverage are 10.4614% 

and 743.1084% respectively. The minimum leverage shows that there is a corporation 

that makes little use of long-term debt in its operations. 

4.3 Trend Analysis 

This section presents the analysis of the trends of the variables. The study has conducted a 

trend analysis to establish the movement of the variables overtime. This helps in carrying 

out unit root tests as the trend analysis graphically indicates the blueprint of movement in 

the variables.  
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Figure 4.1: Trend of Return on Asset for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.1 shows the return on assets (ROA) trend for the 26 firms from the year 2001 to 

2014. The trend line indicates that ROA trend of the non-financial firms listed at NSE has 

been fluctuating though with an increasing trend. It is observed that there is a sharp 

increase in the ROA from 2003 to 2004. Then it stagnates between the year 2004 and 

2007 and starts decreasing from the year 2008 to 2010. In the year 2011 it increases 

significantly and then falls down sharply in the year 2012. It rises slightly in the year 

2013 and then decreases in the year 2014. 
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Figure 4.2: Trend of Return on Equity for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.2 shows the return on equity (ROE) trend for the 26 firms from the year 2002 to 

2014. The trend indicates that on average the ROE trend has been on the increase. There 

has been an increasing trend between 2001 and 2002 after which it decreased 

significantly in the following year 2002-2003. Then it rises slightly in the year 2004-2005 

and shows decreasing trend from the year 2006-2010. It rises in the year 2010-2011 and 

then a slight decrease in the year 2012-2013 and falls down in the year 2014. 

-0.15 

-0.1 

-0.05 

0 

0.05 

0.1 

0.15 

0.2 

0.25 

0.3 

2
0
0
1

 

2
0
0
2

 

2
0
0
3

 

2
0
0
4

 

2
0
0
5

 

2
0
0
6

 

2
0
0
7

 

2
0
0
8

 

2
0
0
9

 

2
0
1
0

 

2
0
1
1
 

2
0
1
2

 

2
0
1
3

 

2
0
1
4

 

M

e

a

n

 

Year 

Return on Equity 

mean 

Линейная 

(mean) 



75 

 

 

 

 

Figure 4.3: Trend of Tobin-Q for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.3 shows the Tobin-q (TQ) trend for the 26 companies from the year 2001 to 

2014. The trend indicates that on average TQ has been fluctuating from the year 2001 to 

2014. It is observed that there is a decrease in the TQ between the year 2001 and 2002 

and then starts rising till year 2007 when starts falling down till the year 2009. In the year 

2009-2010 it slightly increases and  decreases in the year 2010-2011. Then in the 2011-

2014 it exhibits an increasing trend. So the TQ of the non-financial firms listed at the 

NSE can be said to be unsatisfactory. 
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Figure 4.4: Trend of Inventory Holding Period for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.4 shows the trend of inventory holding period (IHP) for the 26 non-financial 

firms listed at the NSE from the year 2002 to 2014. The analysis reveals an uneven but 

decreasing trend in IHP. The trend line indicates that IHP decreased from the year 

20012007 after which it increased slightly in the year 20072009. Then it declined in 

the year 20092010, stagnated from the year 2010 to 2012 and increased slightly in the 

year 20122014. A higher inventory level means that inventory is held for longer period 

whilst a lower inventory indicates that inventory is sold more quickly (Gill et al., 2010). 

One of the arguments in favor of a positive effect of high-level inventory on financial 

performance is the increase in sales (Deloof, 2003). On the other hand, the high level of 

inventory represents amount of capital locked up which could have been invested in more 

profitable projects (Chowdhury & Amin, 2007). Generally the decreasing trend is 

considered good since it indicates higher efficiency in managing inventory (Deloof, 

2003). 
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Figure 4.5: Trend of Accounts Receivable Turnover for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.5 shows the accounts receivable period (ARP) trend for the 26 non-financial 

listed firms at NSE from the year 2001 to 2014. The analysis reveals an uneven but 

increasing trend in ARP. There has been a decreasing trend till the year 2005-0 after 

which it increased significantly in the following year 2005-2008. Then it starts decreasing 

and increased  from the year 2011-14. The increasing trend in accounts receivable period 

shows firms are using liberal credit policy and it may have resulted in tying up substantial 

funds of the firms in the form of trade debtors. Therefore, the accounts receivable period 

of the non-financial firms listed at the NSE is slightly longer in most years which implies 

slow payment by debtors. Ching, Novazzi, and Gerab (2011) argue that a reduction in the 

level of accounts receivable period may result more in financial performance 

maximization than the increase in accounts receivable period. 
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A higher accounts receivable show that the company takes longer time to collect amounts 

owed by customers whilst a shorter accounts receivable means that the company is able to 

collect amount owed by customers at a faster time period (Garcia-Teruel & Martinez-

Solano, 2010). An increase in the level of accounts receivable can aid stir up the sales of a 

business by supporting the lasting rapport with customers (Wilner, 2000). However, 

Cheng and Pike (2003) maintain that accounts receivable means that the company is 

financing the buyers’ inventory and bearing the credit risk.  

 

Figure 4.6: Trend of Accounts Payable Turnover for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.6 shows the accounts payable (APP) trend for the 26 non-financial firms listed at 

NSE from the year 2001 to 2014. A higher value of APP indicates that the companies 

wait longer before settling suppliers and a lower value of the accounts payable period 

denote the short time frame that it takes a corporation to settle its debts to suppliers (Ng et 
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al., 1999). The trend line indicates that APP has been increasing overtime since 2001 to 

2014. This is in line the liquidity theory by Emery (1984) which explains that firms that 

are more profitable wait longer to settle their debts. This means that longer accounts 

payable period enables businesses to prevail over financial restriction (Pike & Cheng, 

2001). Garcia-Teruel and Martinez-Solano (2010) maintain that accounts payable 

embodies a source of short-term financing employed by firms to fund a considerable part 

of the current assets of a firm. However, Ng et al. (1999) points out that loss of discount 

for early payment affects the profitability of the companies.  

 

Figure 4.7: Trend of Cash Ratio for the Year 2001-2014 

Source: Study Data (2016)  

Figure 4.7 shows the trend of cash conversion cycle (CCC) for the 26 non-financial firms 

listed at the NSE from the year 2002 to 2014. The analysis reveals a decreasing trend in 

CCC between the year 2001 and 2003 followed by a constant trend between 2004 and 

2007. Then it increased sharply in the year 20072009,  and decreased from the year 2009 
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to 2014. Generally the decreasing trend of CCC is considered good since it indicates 

higher efficiency in managing working capital as a source of short-term financing 

(Deloof, 2003). The cash conversion cycle is extended if resources locked up at various 

points of the supply chain. While this may increase profitability (as a result of improved 

sales), it might negatively affect the profitability if the costs blocked in working capital 

go beyond the advantages of holding more inventory and/or giving way more trade credit 

to customers (Padachi, 2006). Thus, the longer the CCC, the more the funds tied up in 

working capital. 

 

Figure 4.8: Trend of Cash Ratio for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.8 indicates the cash ratio (CR) trend for the 26 firms from the year 2001 to 2014. 

The trend line shows that CR has been changing though with a rising trend. There is a 

sharp increase in the year 2001-2002 followed by a sharp decline in the year 2002-2004 

and then a significant rise in the year 2004-2006 after which it decreased significantly in 

0 

0.01 

0.02 

0.03 

0.04 

0.05 

0.06 

0.07 

0.08 

0.09 

0.1 

2
0
0
1
 

2
0
0
2
 

2
0
0
3
 

2
0
0
4
 

2
0
0
5
 

2
0
0
6
 

2
0
0
7
 

2
0
0
8
 

2
0
0
9
 

2
0
1
0
 

2
0
1
1

 

2
0
1
2
 

2
0
1
3
 

2
0
1
4
 

M
ea

n
 

Year 

Cash Ratio 

CR 

Линейная (CR) 



81 

 

 

 

the year 2006-2008. Then it starts increasing and it decreased in recent year 2013-2014. 

According to the pecking order theory by Myers and Majluf (1984) firms do not have 

optimal cash levels but cash is in fact applied as a shield between retained earnings and 

investment requirements. 

 

Figure 4.9: Trend of Total Asset for the Year 2001-2014 

Source: Study Data (2016)  

Figure 4.9 shows the total asset trend for the 26 firms from the year 2001 to 2014. The 

trend line shows that the total assets measured by logarithm of total assets have been 

increasing overtime since 2001 to 2014. It means  that the resources controlled by the 

non-financial firms listed ate the NSE for which economic benefits are expected to flow 

to the firms are sufficient. 
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Figure 4.10: Trend of Revenue Growth for the Year 2001-2014 

Source: Study Data (2016)  

Figure 4.10 shows the revenue growth trend for the 26 companies from the year 2001 to 

2014. The trend indicates that revenue growth has generally been fluctuating over the 

years with a major rise and drop in the year 2002-2005 and in the year 2011-2014 

respectively. It implies that the revenue of the 26 companies is in decreasing trend. 

According to the pecking order theory by Myers and Majluf (1984) a company which 

expects plenty growth opportunities requires more capital in the future and so needs 

greater internal financing. In readiness for this, it then raises its cash holdings and short-

term investments.  
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Figure 4.11: Trend of Leverage for the Year 2001-2014 

Source: Study Data (2016) 

Figure 4.11 reveals the leverage trend for the 26 companies from the year 2001 to 2014. 

The trend line shows that leverage trend has been constant overtime. This implies that the 

non-financial firms listed at the NSE are financing their long-term investments with 

internal and external financing in almost equal proportions. This is encourage considering 

the fact that according to Nazir and Afza (2009) external financing is expensive compared 

to internal financing.  

4.4 Diagnostic Tests 

As explained in chapter three, the researcher has carried out different diagnostic tests to 

make sure that the postulations of Classical Linear Regression Model (CLRM) are not 

contravened and to select the appropriate models for investigation in the event that the 

CLRM postulations are violated. Thus, prior to running a regression model pre-estimation 

and post estimation tests have been conducted. The pre-estimation tests conducted in this 

case are the multicollinearity test and unit root tests while the post estimation tests are 
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normality test, test for heteroscedasticity, test for autocorrelation, and Hausman 

specification test. The study has performed these tests to avoid spurious regression 

results. 

4.4.1 Test for Multicollinearity 

Table 4.3 present results for multicollinearity test using the variance inflation factors 

(VIF).  

Table 4.3: Multicollinearity Results 

Variable Proxy VIF 
1
/VIF 

Inventory Turnover decisions IHP 1.41 0.707910 

Accounts Receivable Turnover Decisions ARP 1.28 0.783411 

Accounts Payable Turnover Decisions APP 1.67 0.597560 

Cash Conversion Cycle Decisions CCC 1.11 0.897975 

Cash Holdings CR 1.76 0.568436 

Firm Size SIZE 1.22 0.822165 

Growth Opportunities GROWTH 1.27 0.787372 

Leverage LEV 1.45 0.689331 

Mean VIF = 1.40 

Source: Study Data (2016) 

As presented in Table 4.3, the study used variance inflation factors (VIF) to test for 

multicollinearity. The explanatory variables used in this study are inventory turnover 

decisions (indicated by IHP), accounts receivable turnover decisions (indicated by ARP), 

accounts payable turnover decisions (indicated by APP), cash conversion cycle (indicated 

by CCC), firm size (SIZE) (measured by logarithm of total assets), growth opportunities 

(GROWTH) (measured by revenue growth rate) and leverage (LEV)  (measured by debt 
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to total assets ratio). The results indicate that  the overall VIF is 1.40 which is less than 10 

implying that the study data did not exhibit multicollinearity problem as recommended by 

Field (2009). Thus, all the variables based on the VIF indicators have no severe 

multicollinearity problem. 

4.4.2 Panel Unit Root Tests 

Panel unit root test is applied for all variables used in the analysis in order to avoid 

spurious regression results. The Augmented Dickey Fuller (ADF) and Phillip Perron (PP) 

test results are presented in Table A.1 in Appendix VI. The Fisher-type tests including 

inverse chisquared, inverse normal, inverse logit and modified inverse chisquared 

reported p-values that are less than 0.05 except for model of firm size. These results leads 

to rejection of the null hypothesis that all panels have unit root for return on assets, return 

on equity, Tobin-q, inventory turnover holding period, accounts receivable period, 

accounts payable period, cash conversion cycle, cash ratio, growth opportunities and 

leverage as recommended by Choi (2001). The study therefore concludes that all the 

variables under consideration do not have unit root and are therefore used in levels except 

for firm size which was included after its first difference. This means that the results 

obtained are not spurious (Gujarati, 2003). 

4.4.3 Test for Normality 

To test for normality the study employs two approaches namely the graphical method and 

the Jarque-Bera test. Figure 4.12 presents the results from the graphical method. 
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Figure 4.12: Histogram of Residuals 

Source: Study Data (2016) 

The results in Figure 4.12, indicates that the residuals are normally distributed. According 

to Brooks (2008), a normal distribution is symmetric about its mean, while a skewed 

distribution will not be, but will have one tail longer than the other tail. If the residuals are 

normally distributed, the histogram should be bell-shaped. Thus, the results in figure 4.11 

show that data is normally distributed since the histogram should be bell-shaped and the 

tails have the same length. To verify the above results, study has conducted Jarque-Bera 

test. The results are as presented in Table A.2 in Appendix 5. The null hypothesis under 

this test is that the disturbances are not normally distributed and since the p-value 

(0.0000) is less than 5 percent level, the study rejects the null hypothesis of normality and 

concludes that the residuals are normally distributed. 
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4.4.4 Heteroskedasticity Test 

The study testes for panel level heteroskedasticity using the Modified Wald test as shown 

in Table A.3 in appendix 5. The null hypothesis of this test is that the error terms has a 

constant variance (homoskedastic). The test has produced a chi-square score of 1267.61 

with a p-value of 0.0000. The chi-square score is statistically significant at 5 percent level 

and thus the null hypothesis of constant variance is rejected to indicate the existence of 

heteroskedasticity in the study data as suggested by Poi and Wiggins (2001). The study 

has consequently used the FGLS prediction model to address this problem. 

4.4.5 Test for Autocorrelation 

The study has employed the Wooldridge test for autocorrelation to detect the existence of 

autocorrelation in the data, that is, whether or not the residual are serially correlated over 

time and the results are shown in Table A.4 in Appendix VI. The null hypothesis of this 

test is that there is no first order serial/autocorrelation existed in the data. The test statistic 

reported is F-test with one and twenty five degrees of freedom and a value of 0.629. The 

P-value of the F-test is 0.1918 indicating that the F-test is not statistically significant at 5 

percent level. Hence, the null hypothesis of no autocorrelation is supported and the study 

concludes that residuals are not auto correlated. 

4.4.6 Hausman Test  

When performing panel data analysis, one has to determine whether to run a random 

effects model or a fixed effects model (Baltagi, 2005). In order to make a decision on the 

most suitable model to use, coefficients are estimated by both random and fixed effects. 

Appendix VII provides the results of the tests. The study has used the Hausman’s 

specification test (1978) to choose between fixed and random effect models. Table 4.3, 

4.4, and 4.5 shows the results of Hausman test. 
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Table 4.4: Hausman Test for ROA 

 Coefficients  

 (b) (B) (b-B) Sqrt (diag (v_b_B) 

Fixed Random Difference S.E. 

IHP 7.08e06 0.0000688 0.0000759 0.0000628 

ARP 0.0003929 0.0005234 0.0001305 0.0000943 

APP 0.0000688 0.000039 0.0001078 0.000054 

CCC 0.0001396 0.0001592 0.0000196 0.0000447 

CR 0.1328695 0.1450628 0.0121933 0.0148383 

DSIZE 0.1436003 0.1432033 0.000397 0.0004272 

GROWTH 0.0493544 0.0516467 0.0022924 0.0036183 

LEV 0.1235444 0.1205873 0.0029572 0.019563 

b = consistent under Ho and Ha; obtained from xtreg 

B= inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test: Ho: difference in coefficients not systematic 

               Chi2 (7)  =  (b-B)’ [(V _b-V _B) 
 

(-l)] (b-B)  =   18.52 

            Prob>chi2  =   0.0176 

Source: Study Data (2016) 

In order to choose between fixed and random effect models, where the return on assets 

(ROA) is the dependent variable, the Hausman test is utilized and the results are provided  

in Table 4.4. The null hypothesis of the Hausman test is that the random effects model is 

preferred to the fixed effects model.  For ROA model, Hausman test reveals a chi-square 

of 18.52 with a p-value of 0.0176 indicating that at 5 percent level, the chi-square value 

obtained is statistically significant. Thus, the researcher rejects the null hypothesis that 

random effects model is preferred to fixed effect model for ROA as suggested by Greene 

(2008). Therefore, the fixed effects model for ROA is therefore adopted. 
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Table 4.5: Hausman Test for ROE 

 Coefficients  

 (b) (B) (b-B) Sqrt (diag (v_b_B) 

Fixed Random Difference S.E. 

IHP 0.0005783 0.0000921 0.0004863 0.0004677 

ARP 0.0020743 0.0028731 0.0007988 0.0007138 

APP 0.0006982 0.0006937 4.47e06 0.0003811 

CCC 0.0014138 0.0009515 0.0004623 0.0003257 

CR 0.1945929 0.98468 0.0961249 0.119868 

DSIZE 0.4128961 0.4324082 0.0195121 0.0198331 

GROWTH 0.1834171 0.2052557 0.0218386 0.0321019 

LEV 0.3935668 0.3536862 0.0398806 0.1457061 

b = consistent under Ho and Ha; obtained from xtreg 

B= inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test: Ho: difference in coefficients not systematic 

                 Chi2 (7)  =  (b-B)’ [(V _b-V _B) 
 

(-l)] (b-B)  =   5.52 

        Prob>chi2  =   0.7009 

Source: Study Data (2016) 

In order to select between the fixed and random effect models, where return on equity 

(ROE) is the dependent variable, the Hausman test is applied and the results are shown in 

Table 4.5. The null hypothesis of the Hausman test is that the random effects model is 

preferred to the fixed effects model. Hausman test results indicates a chi-square value of 

5.52 with a P–value of 0.7009 meaning that the chi-square value is statistically 

insignificant at 5 percent level of significance. Hence, the study fails to reject the null 

hypothesis as suggested by Greene (2008). Thus, the study has adopted the models using 

random effects. 
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Table 4.6: Hausman Test for TQ 

 Coefficients  

 (b) (B) (b-B) Sqrt (diag (v_b_B) 

Fixed Random Difference S.E. 

IHP 0.0019739 0.0012261 0.0007478 0.0005303 

ARP 0.0068376 0.0072364 0.0003988 0.0007897 

APP 0.0022345 0.0033259 0.0010914 0.0004678 

CCC 0.0011873 0.0014265 0002392 0.000383 

CR 0.0054636 0.237311 0.2427746 0.1175179 

DSIZE 0.3488475 0.3492395 0.000392 . 

GROWTH 0.0594602 0.1062271 0.0467669 0.006399 

LEV 0.9506366 0.9257976 0.0248391 0.165236 

b = consistent under Ho and Ha; obtained from xtreg 

B= inconsistent under Ha, efficient under Ho; obtained from xtreg 

Test: Ho: difference in coefficients not systematic 

               Chi2 (7)  =  (b-B)’ [(V _b-V _B) 
 

(-l)] (b-B)  =   16.87 

            Prob>chi2  =   0.0315 

Source: Study Data (2016) 

In order to select between the fixed and random effect models, where Tobin-q (TQ) is the 

dependent variable, the Hausman test is applied and the output is given in Table 4.6. The 

null hypothesis of the Hausman test is that the random effects model is preferred to the 

fixed effects model. Hausman test output shows a chi-square value of 16.87 with a P–

value of 0.00315 indicating that the chi-square value is statistically significant at 5 

percent level of significance. Thus, the study has rejected the null hypothesis that random 

effects model is preferred to fixed effect model as suggested by Greene (2008). Hence, 

the study has adopted the models using fixed effects. 
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4.5 Correlation Analysis 

Before running regression models as per the objectives, the study has conducted the correlation analysis for the various variables in order to 

examine the nature of the statistical relationships between each pair of variables. Table 4.7 shows the correlation matrix of all the variables 

included in the study.  

Table 4.7: Correlation Matrix Results 

 ROA ROE TQ IHP ARP APP CCC CR SIZE GROWTH LEV 

ROA 1.000           

ROE 0.6454* 1.000          

TQ 0.5998* 0.3541* 1.000         

IHP 0.1373* 0.0838 0.1593* 1.000        

ARP 0.2367* 0.2528* 0.1784* 0.1294* 1.000       

APP 0.2228* 0.0727 0.3705* 0.3894* 0.3196* 1.000      

CCC 0.1901* 0.2063* 0.1428* 0.2464* 0.0982 0.2221* 1.000     

CR 0.4724* 0.1855* 0.2864* 0.998 0.1034* 0.3008* 0.1021 1.000    

DSIZE 0.2512* 0.2326* 0.0980 0.0706 0.0044 0.0451 0.0408 0.0081 1.000   

GROWTH 0.2507* 0.2075* 0.1029* 0.1740* 0.2173* 0.1412* 0.0408 0.0615 0.3811* 1.000  

LEV 0.1453* 0.0576 0.2529* 0.0597 0.0550 0.0574 0.1314* 0.1942* 0.1337* 0.0158 1.000 

 (*) denote 5% level of significance  

Source: Study Data (2016)  
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The results in Table 4.7 show that IHP, APP, CCC, CR, SIZE, and GROWTH have a 

significant positive relationship with ROA while ARP and LEV have a significant 

negative relationship with ROA. The results also show that CCC, CR, SIZE, and 

GROWTH have significant positive relationship with ROE, while ARP has significant 

negative relationship with ROE. Lastly, correlation results indicate that IHP, APP, CCC, 

CR, GROWTH, and LEV have significant positive relationship with TQ while ARP has 

significant negative relationship with TQ. The negative and significant relationship 

between ARP and financial performance as measured by  ROA, ROE and TQ is 

consistent with the view articulated by Mathuva (2010) that the fewer the time taken by 

customers to settle their debts, the more cash is accessible to replenish the inventory 

accordingly resulting in more sales which lead to improved financial performance. The 

positive relationship between IHP and financial performance as measured by both ROA 

and TQ implies that firms, which keep high inventory levels, decrease the cost of 

probable disruptions in the production process. This aids in averting loss of business 

because of shortage of products and decreasing the cost of making available the goods 

(Blinder & Maccinni, 1991).  

The positive relationship between APP and financial performance as measured by ROA 

and TQ implies that delaying payments to suppliers guarantee that the firm has sufficient 

funds to acquire more inventories for sale hence growing its sales levels thus advancing 

its financial performance (Deloof, 2003). The positive relationship between all financial 

performance measures and CCC, however, is inconsistent with the view that a longer 

CCC decreases profitability and vice versa (Nobanee, 2010). The positive relationship 

therefore suggests that the resources are locked up at different phases of the supply chain 

prolongs the cash conversion cycle. This may enhance profits due to improved sales, 
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particularly where the costs of blocked capital is fewer than the gains of holding more 

inventories and allowing more trade credit to customers (Padachi, 2006). Finally, the 

positive relationship between firm size and TQ means that larger firms achieve higher 

firm value compared to smaller counterparts due to the capability of larger firms to take 

advantage of their economies of scale (Mathuva, 2010). 

4.6 Regression Analysis 

This study is based on the premise that there is a relationship between short-term 

financing decisions and financial performance of firms but this relationship is mediated 

by cash holdings and moderated by firm characteristics. In addition, the growth 

opportunities, leverage and size of the firm directly influence the financial performance 

firms. Further, it was hypothenised that interaction between various components of short-

term financing decisions influence the financial performance firms. To establish the 

statistical significance of the respective hypotheses, regression analysis is conducted at 

95% confidence level.  

The results of the regression models used to test hypotheses and the discussions are 

presented in the subsequent sections. The discusssion provides the interpretation of the 

empirical results by comparing them to the theoretical background; and findings of 

previous studies on short-term financing decisions and financial performance of listed 

non-financial firms presented in the literature review. It focuses on the major findings of 

the study and is structured according to the specific objectives of the study.  

4.6.1 Test for Direct Effect 

The first four objectives of the study are to determine the direct effect of Inventory 

Turnover Decisions, Accounts Receivable Turnover Decisions, Accounts Payable 

Turnover Decisions, and Cash Conversion Cycle Decisions on Financial Performance of 
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non-financial firms listed at the NSE, Kenya. Inventory Holding Period (IHP) measures 

inventory Turnover Decisions, Accounts Receivable Period (ARP) indicates Account 

Receivables Turnover Decisions, Account Payables Period (APP) measures Accounts 

Payable Turnover Decisions while the Cash Conversion Cycle (CCC) is a proxy for Cash 

Conversion Cycle Decisions. Return on Assets (ROA), Return on Equity (ROE) and 

Tobin-Q are used as Financial Performance measures. Consequently, ROA, ROE and TQ 

are regressed on IHP, ARP, APP and CCC including the control variables namely firm 

size (SIZE), growth opportunities (GROWTH) and financial leverage (LEV). The results 

are presented in Table 4.8, 4.9 and 4.10,  and the discussions are provided subsequently. 

4.6.1.1 Effect of Short-Term Financing Decisions on Return on Assets 

Table 4.8 presents the results of FGLS regression Model 3.2 on the direct effect of Short-

Term Financing Decisions on Return on Assets. 

Table 4.8: Regression Results with ROA 

Variable Coefficient Standard Error Z P> ∣z∣ 

IHP 0.0001125 0.0000938 1.20 0.230 

ARP 0.0011288* 0.0001514 7.46 0.000 

APP 0.0003515* 0.0000611 5.75 0.000 

CCC 0.0001696* 0.0000599 2.83 0.005 

DSIZE 0.1705* 0.0287589 5.93 0.000 

GROWTH 0.0669415* 0.02577 2.60 0.009 

LEV 0.2109442* 0.0262705 8.03 0.000 

Constant 0.1915064* 0.0183334 10.45 0.000 

Wald Chi Square (7) = 227.31               Prob > chi2 = 0.0000 

(*) denote 5% level of significance  

Source: Study Data (2016) 



95 

 

 

 

The results presented in Table 4.8 show that inventory holding period (IHP) has a positive 

but not statistically significant effect on return on assets (ROA) (P=0.230>0.05). The 

results in Table 4.8 also indicate that accounts receivable period (ARP), and financial 

leverage has statistically significant negative effects on return on assets (ROA) of non-

financial firms listed at the NSE (P<0.05). The results shown in Table 4.8 further show 

that accounts payable period (APP), cash conversion cycle (CCC), size of the firms as 

measured  by logarithm of total assets of each firm (SIZE), and growth opportunities as 

measured by revenue growth rate (GROWTH), have statistically significant positive 

effect on ROA of non-financial firms listed at the NSE (P<0.05). The Wald Chi square is 

highly significant at 5 percent significance level (P=0.0000<0.05). 

4.6.1.2 Effect of Short-Term Financing Decisions on Return on Equity 

Table 4.9 presents the results of FGLS regression Model 3.3 on the direct effect of Short-

Term Financing Decisions on Return on Equity. 

Table 4.9: Regression Results with ROE 

Variable Coefficient Standard Error Z P> ∣z∣ 

IHP 0.0002766 0.0003648 0.76 0.448 

ARP 0.003198* 0.0005887 5.43 0.000 

APP 0.0006403* 0.0002378 2.69 0.007 

CCC 0.00074188* 0.000233 3.18 0.001 

DSIZE 0.4666131* 0.1118498 4.17 0.000 

GROWTH 0.2504875* 0.1002254 2.50 0.012 

LEV 0.3270136 0.1021719 3.20 0.001 

Constant 0.3259225 0.0713026 4.57 0.000 

Wald Chi Square (7) = 97.18     Prob > chi2 = 0.0000  

(*) denote 5% level of significance  

Source: Study Data (2016) 
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The results in Table 4.9 reveal that inventory holding period (IHP) has positive but not 

statistically significant effect on return on assets (ROE) (P=0.448>0.05). The results in 

Table 4.9 also show that accounts receivable period (ARP), and financial leverage (LEV) 

have statistically significant negative effect on return on equity (ROE) of non-financial 

companies listed at the NSE at 5 percent level (P<0.05). The results presented in Table 

4.8 further indicate that the coefficients of accounts payable period (APP), cash 

conversion cycle decisions as measured by cash conversion cycle (CCC), size of the firms 

(SIZE), and growth opportunities (GROWTH), have statistically significant positive 

effect on ROE of non-financial firms listed at the NSE at 5 percent level (P<0.05). The 

results additionally indicate that Wald Chi square highly significant (P=0.000<0.05),  

suggesting that jointly all the independent variables determine return on equity. 

4.6.1.3 Effect of Short-Term Financing Decisions on Tobin-Q 

Table 4.10 presents the results of FGLS regression Model 3.4 on the direct effect of 

Short-Term Financing Decisions on Tobin-Q. 

Table 4.10: Regression Results with TQ 

Variable Coefficient Standard Error Z P> ∣z∣ 

IHP 0.008635 0.0010195 0.85 0.397 

ARP 0.0111736* 0.0016453 6.79 0.000 

APP 0.0061682* 0.0006646 9.28 0.000 

CCC 0.0015428* 0.0006513 2.37 0.018 

DSIZE 0.6459203* 0.3126074 2.07 0.039 

GROWTH 0.3287514 0.2801185 1.17 0.241 

LEV 0.1394947 0.2855586 0.49 0.625 

Constant 1.196227* 0.1992825 6.00 0.000 

Wald Chi Square (7) = 147.16                Prob > chi2 = 0.0000 

(*) denote 5% level of significance 

Source: Study Data (2016) 
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The results presented in Table 4.10 show that inventory holding period (IHP) and 

financial leverage (LEV) has positive but not statistically significant effect on Tobinq 

(TQ) at 5 percent level (P=0.397>0.05). The results in Table 4.10 also indicate that the 

coefficient of accounts receivable period (ARP) has statistically significant negative 

effect on Tobin-q (TQ) of non-financial firms listed at the NSE at 5 percent level 

(P<0.05). The results depicted in Table 4.9 further reveal that the coefficient of accounts 

payable period (APP), cash conversion cycle decisions as measured by cash conversion 

cycle (CCC), and size of the firms as measured  by logarithm of total assets of each firm 

(SIZE) have statistically significant and positive effect on TQ of non-financial firms listed 

at the NSE at 5 percent level (P<0.05). The results additionally indicated that Wald Chi 

square highly significant 5 percent level, implying that jointly all the independent 

variables determine TQ (P=0.0000<0.05). 

4.6.2 Test for Interaction Effect 

The sixth objective is to determine the interaction effect of short-term financing decisions 

on financial performance of firms listed at the NSE, Kenya. The interaction terms are 

included as shown in equations 3.5, 3.6 and 3.7. The study has interacted inventory 

turnover decisions with accounts receivable turnover decisions; inventory turnover 

decisions with accounts payable turnover decisions; and accounts receivable turnover 

decisions with accounts payable turnover decisions. In order to estimate the interaction 

effect of the interactive terms, the study used the marginal effects since the interaction 

results into non-linear model. The results of these interactions using return on assets 

(ROA), return on equity (ROE) and Tobin-q (TQ) as the dependent variables are 

presented in Table 4.11, 4.12 and 4.13. 
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4.6.2.1 Interaction Effect of Short-Term Financing Decisions on ROA 

The study seeks to determine the interaction effect of the short-term financing decisions 

on return on assets of non-financial firms listed at the NSE. The regression results on the 

interaction effect of short-term financing decisions on ROA are presented in Table 4.11. 

Table 4.11: Interaction Effect of Short-Term Financing Decisions on ROA 

Variable Coefficient Standard Error Z P>∣Z∣ 

IHP 0.000649* 0.0002437 2.66 0.008 

ARP 0.0003441 0.0003125 1.10 0.271 

APP 0.0009171* 0.0001994 4.60 0.000 

CCC 0.0001932* 0.0000592 3.26 0.001 

DSIZE 0.1578678* 0.0280836 5.62 0.000 

GROWTH 0.0584203* 0.0250823 2.33 0.020 

LEV 0.1946851* 0.0257259 7.57 0.000 

IHP*ARP 4.76e06 2.95e06 1.62 0.106 

IHP*APP 2.50e06* 1.18e06 2.12 0.034 

ARP*APP 3.54e06* 2.29e06 1.55 0.121 

(*) denote 5% level of significance  

Source: Study Data (2016) 

The regression results presented in Table 4.11 indicates that the effect of the interaction 

term between inventory holding period (IHP) and accounts receivable period (ARP) on 

return on assets (ROA) was statistically insignificant at 5 percent level (P>0.05). The 

results also shows that the coefficient of the interaction term between inventory holding 

period (IHP) and accounts payable period (APP) has a negative and statistically 

significant effect on return on assets (ROA) at 5 percent level (P<0.05). The results 

further indicates that the coefficient of the interaction term between accounts receivable 

period (ARP) and accounts payable period (APP) has no statistically significant effect on 

ROA of non-financial firms listed at the NSE at 5 percent level of significance (P>0.05). 
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The negative coefficient of the interaction term between inventory holding period (IHP) 

and accounts receivable period (ARP) implies that an increase in IHP by 1 day results to a 

decrease in ROA by 2.50e06 percent subject to ARP and, an increase in ARP by 1 day 

leads to a decrease in ROA subject to IHP by 2.50e06 percent. 

4.6.2.2 Interaction Effect of Short-Term Financing Decisions on ROE 

The study seeks to establish the interaction effect of the short-term financing decisions on 

return on equity of non-financial firms listed at the NSE. Table 4.12 presents the 

regression results for the interaction effect of short-term financing decisions on ROE. 

Table 4.12: Interaction Effect of Short-Term Financing Decisions on ROE 

Variable Coefficient Standard Error Z P>∣Z∣ 

IHP 0.0009291 0.0009714 0.96 0.339 

ARP 0.0041922* 0.0012455 3.37 0.001 

APP 0.0022338* 0.0007948 2.81 0.005 

CCC 0.0008092* 0.0002361 3.43 0.001 

DSIZE 0.458148* 0.1119453 4.09 0.000 

GROWTH 0.2270563* 0.0999816 2.27 0.023 

LEV 0.3318649* 0.1025473 3.24 0.001 

IHP*ARP 8.93e06 0.0000117 0.76 0.447 

IHP*APP 0.000016* 4.69e06 2.48 0.013 

ARP*APP 1.98e06 9.11e06 0.22 0.828 

(*) denote 5% level of significance  

Source: Study Data (2016) 

The results presented in Table 4.12 reveal that the effect of interaction term between 

inventory holding period (IHP) and accounts receivable period (ARP) on return on equity 

(ROE) is statistically insignificant at 5 percent level (P>0.05). The results also indicate 

that the interaction term between inventory holding period (IHP) and accounts payable 
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period (APP) has negative and statistically significant effect on ROE at 5 percent 

significance level (P<0.05). The results further indicates that the effect of interaction term 

between accounts receivable period (ARP) and accounts payable period (APP) on return 

on equity (ROE) is statistically significant at 5 percent significance level. The negative 

coefficient of the interaction term between inventory holding period (IHP) and accounts 

payable period (APP) implies that for every 1 day increase in IHP, the slope of ROE on 

APP decreases by 0.000016 percent and, for every 1 day increase in APP, the slope of 

ROE on IHP decreases by 0.000016 percent. 

4.6.2.3 Interaction Effect of Short-Term Financing Decisions on TQ 

The study sets out to determine the interaction effect of the short-term financing decisions 

on Tobinq (TQ) of non-financial firms listed at the NSE. Table 4.13 presents the 

regression results for the interaction effect of short-term financing decisions on TQ. 

Table 4.13: Interaction Effect of Short-Term Financing Decisions on TQ 

Variable Coefficient Standard Error Z P>∣Z∣ 

IHP 0.0021688 0.0026143 0.83 0.407 

ARP 0.0039852 0.0033521 1.19 0.234 

APP 0.0173962* 0.0021391 7.84 0.000 

CCC 0.0167605* 0.0006354 2.54 0.011 

DSIZE 0.4360507 0.301286 1.45 0.148 

GROWTH 0.2615275 0.2690873 0.97 0.331 

LEV 0.2830062* 0.2759925 1.03 0.305 

IHP*ARP 0.0000245* 0.0000316 0.77 0.438 

IHP*APP 0.0000329* 0.0000126 2.60 0.009 

ARP*APP 0.000886* 0.0000245 3.61 0.000 

(*) denote 5% level of significance  

Source: Study Data (2016) 
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The results presented in Table 4.13 reveal that the effect of the interaction term between 

inventory holding period (IHP) and accounts receivable period (ARP) on Tobin-q (TQ) is 

statistically insignificant at 5 percent level (P>0.05). The results also shows that the 

interaction term between inventory holding period (IHP) and accounts payable period 

(APP) has negative and  statistically significant effect on TQ non-financial firms listed at 

the NSE at 5 percent level (P<0.05). The negative coefficient of the interaction term 

between IHP and APP implies that an increase in IHP by 1 day results to a decrease in TQ 

by 0.0000329 percent subject to APP and, an increase in APP by 1 day leads to a decrease 

in TQ subject to IHP by 0.0000329 percent. The results further indicate that the 

coefficient of the interaction term between accounts receivable period (ARP) and 

accounts payable period (APP) has negative and statistically significant effect on TQ at 5 

percent level. The negative coefficient of the interaction term implies that for every 1 day 

increase in ARP, the slope TQ on APP decreases by 0.000886 percent and, for every 1 

day increase in APP, the slope TQ on ARP decreases by 0.000886 percent. 

4.6.3 Test For Mediating Effect  

The fifth objective of the study is to establish the mediating effect of cash holdings on the 

relationship between short-term financing decisions and financial performance of non-

financial firms listed at the NSE, Kenya. In order to achieve this objective, the Baron and 

Kenny (1986) approach in testing for mediation has been employed. The mediating 

variable is included in the model as shown in equations 3.8 to 3.11. 

4.6.3.1 Mediating effect of Cash Holdings on the relationship between Short-Term 

Financing Decisions and ROA 

The study sets out to assess the mediating effect of the cash holdings on the relationship 

between short-term financing decisions and return on assets of non-financial firms listed 

at the NSE. The regression results are presented in Appendix VIII.  In the first step, 
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model 3.2 is estimated as the base model to determine whether inventory holding period 

(IHP), accounts receivable period (ARP), accounts payable period (APP), and cash 

conversion cycle (CCC) have statistically significant effect on ROA. The regression 

results presented in Table A.11 reveal that the effect of IHP on ROA is not statistically 

significant at 5 percent level. The results also indicates that the effect of accounts 

receivable period (ARP) on ROA is negative and statistically significant at 5 percent 

level. The results further show that effect of accounts payable period (APP), and cash 

conversion cycle (CCC), is positive and statistically significant at 5 percent level. 

Therefore, the effect of ARP, APP, and CCC on ROA meets the first mediation condition 

that the effect of the independent variable on the dependent variable in the absence of the 

mediating variable should be statistically significant.  

In step two, model 3.8 is estimated to establish whether the independent variables namely 

inventory holding period (IHP), accounts receivable period (ARP), accounts payable 

period (APP), cash conversion cycle (CCC) and the control variables of size of the 

company (SIZE), growth opportunities (GROWTH), and financial leverage (LEV) have 

statistically significant effect on the mediator variable namely cash holdings (CR). The 

results presented in Table A.12 reveals that the effect of IHP and ARP on  CR is negative 

and statistically significant at 5 percent level. The results also indicate that the effect of 

accounts payable period (APP) on CR is positive and statistically significant at 5 percent 

level. However, the effect of  CCC on CR is negative but not statistically significant at 5 

percent level. Thus, the effect of IHP, ARP, and APP on CR satisfies the second 

mediation condition that the effect of the independent variable on the mediator variable 

should be statistically significant.  
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In step three, the study has estimated model 3.9 to determine the effect of the independent 

variables (Short-Term Financing Decisions) including the mediating variable (cash 

holdings) as one of the explanatory variables on the dependent variable (Return on 

Assets). The regression results presented in Table A.13 show that the effect cash holding 

on Return on Assets is positive and statistically significant at 5 percent level. The results 

also reveal that the effect of IHP, APP and CC on ROA are positive and statistically 

significant at 5 percent level. The results presented in Table A.13 further indicate that the 

effect of accounts receivable period (ARP) on ROA is negative and statistically 

significant at 5 percent level. Therefore, the third condition which states that the effect of 

the mediator variable on the dependent variable should be statistically significant is 

satisfied. However, the effect of IHP, ARP, APP, and CCC on ROA does not fulfill the 

fourth mediation condition that the effect of the independent variables on the dependent 

variable in the presence of the mediating variable should be statistically insignificant. 

In step four, a decision is made on whether cash holdings has a complete, partial or no 

mediation effect on the relationship between short-term financing decisions and financial 

performance as measured by ROA. The results of the three regression models 3.2, 3.8 and 

3.11 are summarised in Table 4.14. 
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Table 4.14 Regression Results for the Mediating Effect (Dependent Variable: ROA) 

Variable Model 3.2‒Base 

Model (Step 1) 

Model 3.8 (Step 2 

Mediation) 

Model 3.9 (Step 3) Significance of 

Change 

β P-Value β P-Value β P-Value β P-Value 

Inventory Holding 

Period 

.001125 0.230 -.00091 0.000 .00027 0.006 -.000855 .006<.05 

Accounts 

Receivable Period 

-.00113 0.000 -.00128 0.000 -.0009 0.000 -.00023 .000<.05 

Accounts Payable 

Period 

.000352 0.000 .000874 0.000 .00021 0.002 -.000142 .002<.05 

Cash Conversion 

Cycle 

.000170 0.005 .000075 0.408 .00016 0.007 -.00001 .007<.05 

Cash Holdings – – ‒ ‒ .16804 0.000 .16804 .000<.05 

Source: Study Data (2016) 

Table 4.14 shows that the first results under model 3.2, the coefficient of Inventory 

Holding Period is positive and but not significant (β=0.001125 and P-value = 0.230 

>0.05),  the coefficient of Accounts Receivable Period is negative and significant 

(β=‒0.00113 and P-value = 0.000 < 0.05),  the coefficient of Accounts Payable Period is 

positive and significant (β=0.000352 and P-value = 0.000 < 0.05),  while the coefficient 

of Cash Conversion Cycle is found to be positive and significant (β=0.000170 and P 

value = 0.005 < 0.05). In the second model 3.8, the coefficient of Inventory Holding 

Period is negative and significant (β=‒0.00091 and P-value = 0.000 < 0.05),  the 

coefficient of Accounts Receivable Period is negative and significant (β=‒0.000128 and P 

value = 0.000 < 0.05),  the coefficient of Accounts Payable Period is positive and 

significant (β=0.000874 and P-value = 0.000 < 0.05),  while the coefficient of Cash 

Conversion Cycle is found to be positive and but not significant (β=0.000075 and P-value 

= 0.408 > 0.05).  
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In the third model 3.9, the regression output shows that the mediating variable coefficient 

is positive and significant at 0.16804 and P-value = 0.000 < 0.05. According to Baron and 

Kenny (1986) the results of the three regression models are interpreted using the 

coefficient of the independent variables before and after the mediation and the 

significance level of the mediator variable after mediation. The results in Table 4.14 show 

that Inventory Holding Period coefficient in model 3.2 is 0.001125> 0.00027 in model 

3.9, where in model 3.2 it is not significant with a P-Value of 0.230 but significant in 

model 3.9 with a P-Value of 0.006.  Accounts Receivable Period coefficient in model 3.2 

is ‒0.00113 > ‒0.0009 in model 3.9 and significant with a P-Value of 0.000 in both 

models, while Accounts Payable Period coefficient in model 3.2 is 0.000352 > 0.00021 in 

model 3.9 and significant in both models (P-value<0.05). Finally, the coefficient of the 

Cash Conversion Cycle in model 3.2 is 0.000170 > 0.00016) and significant with a P-

Value of in both models (P-value<0.05), while the coefficient of the mediating variable is 

positive and significant at 0.16804 and P-value = 0.000. 

By combining the results in Appendix 8 and Table 4.14, and applying, the decision 

criteria depicted in Table 3.1, the models satisfies three conditions of partial mediation. In 

model 3.2 the coefficients are significant (except inventory holding period coefficient), 

and in model 3.8 the coefficients are also significant(except Cash Conversion Cycle 

coefficient). Finally, in model 3.8, the coefficients are expected to be greater than 

coefficients in model 3.2 and whether significant or not but the mediating coefficient 

must be significant. Based on these results, the study therefore, concludes that cash 

holdings partially mediates the relationship between accounts receivable period and return 

on assets of non-financial firms listed at the NSE. The study further deduces that cash 

holdings partially mediates the relationship between accounts payable period and return 

on assets of non-financial firms listed at the NSE. However, it is established that cash 
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holdings has no mediating effect on the relationship inventory holding period and cash 

conversion cycle on one hand and  return on assets as recommended by Baron and Kenny 

(1986). 

4.6.3.2 Mediating Effect of Cash Holdings on the Relationship between Short-Term 

Financing Decisions and ROE 

The study sets out to establish the mediating effect of the cash holdings on the 

relationship between short-term financing decisions and return on equity of non-financial 

firms listed at the NSE. The regression results are presented in Appendix IX.  In the first 

step, model 3.3 is estimated as the base model to determine whether inventory holding 

period (IHP), accounts receivable period (ARP), accounts payable period (APP), and cash 

conversion cycle (CCC) have statistically significant effect on ROE. The regression 

presented in Table A.14 results show that the effect of IHP on ROE is not statistically 

significant at 5 percent level. The results further revealed that the effect of accounts 

receivable period (ARP) on ROE is negative and statistically significant at 5 percent 

level. The results further show that effect of accounts payable period (APP), and cash 

conversion cycle (CCC), is positive and statistically significant at 5 percent level. Thus, 

the effect of ARP, APP, and CCC on ROE fulfils the first mediation condition that the 

effect of the independent variable on the dependent variable in the absence of the 

mediating variable should be statistically significant.  

In step two, model 3.8 estimates whether the independent variables namely inventory 

holding period (IHP), accounts receivable period (ARP), accounts payable period (APP), 

cash conversion cycle (CCC) and the control variables of size of the company (SIZE), 

growth opportunities (GROWTH), and financial leverage (LEV) have statistically 

significant effect on the mediator variable namely cash holdings (CR). The results 
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presented in Table A.15 reveals that the effect of IHP and ARP on  CR is negative and 

statistically significant at 5 percent level. The results also indicate that the effect of 

accounts payable period (APP) on CR is positive and statistically significant at 5 percent 

level. However, the effect of  CCC on CR is negative but not statistically significant at 5 

percent level. Thus, the effect of IHP, ARP, and APP on CR satisfies the second 

mediation condition that the effect of the independent variable on the mediator variable 

should be statistically significant.  

In step three, model 3.10 estimates the effect of the independent variables (Short-Term 

Financing Decisions) including the mediating variable (cash holdings) as one of the 

explanatory variables on the dependent variable (Return on Equity). The regression 

results presented in Table A.16 show that the effect Cash Holding on Return on Equity is 

negative but statistically insignificant at 5 percent level. The results also reveal that the 

effect of IHP on ROE is positive but statistically insignificant at 5 percent level. The 

results present in Table A.16 further indicates that the effect of accounts receivable period 

(ARP) on ROE is negative and statistically significant at 5 percent level. Finally, the 

output shows that APP and CCC have positive and statistically significant effect on ROE.  

Thus, the third condition which states that the effect of the mediator variable on the 

dependent variable should be statistically significant is not fulfilled. Furthermore, only 

the effect of IHP on ROE satisfies the fourth mediation condition that condition that the 

effect of the independent variable on the dependent variable in the presence of the 

mediating variable should be statistically insignificant. The results reveal that the effect of 

accounts receivable period (ARP) on ROE is negative and statistically significant at 5 

percent level. Additionally, effect of APP and CC on ROE is  positive and statistically 

significant. Hence, the effect of ARP, APP, and CCC on ROE does not fulfill the fourth 

mediation condition. 
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In step four, a decision is made on whether cash holdings has a complete, partial or no 

mediation effect on the relationship between short-term financing decisions and financial 

performance as measured by ROE. The results of the three regression models 3.3, 3.8 and 

3.10 are summarised in Table 4.15. 

Table 4.15 Regression Results for the Mediating Effect (Dependent Variable: ROE) 

Variable Model 3.3– Base 

Model (Step 1) 

Model 3.8 (Step 2 

Mediation) 

Model 3.10 (Step 3) Significance of 

Change 

β P-Value β P-Value β P-Value β P-Value 

Inventory Holding 

Period 

.000277 0.448 -.00091 0.000 .00025 0.514 -.000027 .514>.05 

Accounts 

Receivable Period 

-.00320 0.000 -.00128 0.000 -.00323 0.000 -.00003 .000<.05 

Accounts Payable 

Period 

.000640 0.007 .000874 0.000 .00066 0.013 .00002 .013<.05 

Cash Conversion 

Cycle 

.000742 0.001 .000075 0.408 .00074 0.001 -.00002 .001<.05 

Cash Holdings – – ‒ ‒ -.02705 0.848 -.02705 .848>.05 

Source: Study Data (2016) 

Table 4.15 shows that the first results under model 3.3, the coefficient of Inventory 

Holding Period is positive and but not significant (β=0.000277 and P-value = 0.448 > 

0.05),  the coefficient of Accounts Receivable Period is negative and significant 

(β=‒0.00320 and P-value = 0.000 < 0.05),  the coefficient of Accounts Payable Period is 

positive and significant (β=0.000640 and P-value = 0.007 < 0.05),  while the coefficient 

of Cash Conversion Cycle is found to be positive and significant (β=0.000742 and P-

value = 0.001 < 0.05). In the second model 3.8, , the coefficient of Inventory Holding 

Period is negative and significant (β=‒0.00091 and P-value = 0.000 < 0.05),  the 

coefficient of Accounts Receivable Period is negative and significant (β=‒0.000128 and 

P-value = 0.000 < 0.05),  the coefficient of Accounts Payable Period is positive and 
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significant (β=0.000874 and P-value = 0.000 < 0.05),  while the coefficient of Cash 

Conversion Cycle is found to be positive and but not significant (β=0.000075 and P-value 

= 0.408 < 0.05).  

In the third model 3.10, the regression output shows that the mediating variable (cash 

holding) coefficient is negative but not significant at ‒0.02705 and P-value = 0.848 > 

0.05. According to Baron and Kenny (1986) the results of the three regression models are 

interpreted using the coefficient of the independent variables before and after the 

mediation and the significant level of the mediator variable after mediation. The results in 

Table 4.15 further show that Inventory Holding Period coefficient in model 3.3 is 

0.000277> 0.00025 in model 3.10 but not significant with P-values greater than 5 percent 

level in both models. Accounts Receivable Period coefficient in model 3.3 is ‒0.00320 > 

‒0.00323 in model 3.6 and significant with a P-value of 0.000 in both models, while 

Accounts Payable Period coefficient in model 3.3 is 0.000640 > 0.00066 in model 3.10 

and significant in both models (P-value<0.05). Finally, the coefficient of the Cash 

Conversion Cycle in model 3.3 is 0.000742 > 0.00074 and significant with a P-value of 

0.001 in both models, while the coefficient of the mediating variable is negative but not 

significant at ‒0.02705 and P-value = 0.848.  

By combining the results in Appendix 9 and Table 4.15, and applying, the decision 

criteria depicted in Table 3.1, the models do not satisfy the four conditions of partial 

mediation. In model 3.3 the coefficients are significant (except inventory holding period 

coefficient), and in model 3.8 the coefficients are also significant(except Cash Conversion 

Cycle coefficient). Finally, in model 3.10, the coefficients are expected to be greater than 

coefficients in model 3.3 whether significant or not but the mediating coefficient must be 

significant. Based on these results, the study therefore, concludes that cash holdings do 
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not mediate the relationship between short-term financing decisions and return on equity 

of non-financial firms listed at the NSE as recommended by Baron and Kenny (1986). 

4.6.3.3 Mediating Effect of Cash Holdings on the Relationship between Short-Term 

Financing Decisions and TQ 

The study seeks to determine the mediating effect of the cash holdings on the relationship 

between short-term financing decisions and Tobinq (TQ) of non-financial firms listed at 

the NSE. The regression results are presented in Appendix X.  In the first step, model 3.4 

is estimated as the base model to determine whether inventory holding period (IHP), 

accounts receivable period (ARP), accounts payable period (APP), and cash conversion 

cycle (CCC) have statistically significant effect on TQ. The regression output presented 

in Table A.17 results show that the effect of IHP on TQ is not statistically significant at 5 

percent level. The results further indicates that the effect of accounts receivable period 

(ARP) on TQ is negative and statistically significant at 5 percent level. The results further 

show that effect of accounts payable period (APP), and cash conversion cycle (CCC), is 

positive and statistically significant at 5 percent level. Therefore, the effect of ARP, APP, 

and CCC on TQ satisfies the first mediation condition that the effect of the independent 

variable on the dependent variable in the absence of the mediating variable should be 

statistically significant.  

In step two, model 3.8 is estimated to determine whether the independent variables 

namely inventory holding period (IHP), accounts receivable period (ARP), accounts 

payable period (APP), cash conversion cycle (CCC) and the control variables of size of 

the company (SIZE), growth opportunities (GROWTH), and financial leverage (LEV) 

have statistically significant effect on the mediator variable namely cash holdings (CR). 

The regression results presented in Table A. 18 indicate that the effect of IHP and ARP 
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on  CR is negative and statistically significant at 5 percent level. The results further reveal 

that the effect of accounts payable period (APP) on CR is positive and statistically 

significant at 5 percent level. However, the effect of  CCC on CR is not statistically 

significant at 5 percent level. Thus, the effect of IHP, ARP, and APP on CR fulfills the 

second mediation condition that the effect of the independent variable on the mediator 

variable should be statistically significant.  

In step three, model 3.11 estimates the effect of the independent variables (Short-Term 

Financing Decisions) including the mediating variable (cash holdings) as one of the 

explanatory variables on the dependent variable (Tobinq). The regression results 

presented in Table A.19 show that the effect Cash Holding on Tobinq as measured by 

the cash ratio (CR) has positive and statistically significant effect on TobinQ (TQ). The 

results presented in Table A.19 also reveal that the effect of IHP on TQ is statistically 

insignificant at 5 percent level. The results further indicate that the effect of accounts 

receivable period (ARP) on TQ is negative and statistically significant at 5 percent level. 

Finally, the results showe that APP and CCC have positive and statistically significant 

effect on TQ.  Therefore, the third condition which states that the effect of the mediator 

variable on the dependent variable should be statistically significant is satisfied. 

Furthermore, only the effect of IHP on TQ satisfies the fourth mediation condition that 

the effect of the independent variable on the dependent variable in the presence of the 

mediating variable should be statistically insignificant. 

In step four, a decision is made on whether cash holdings has a complete, partial or no 

mediation effect on the relationship between short-term financing decisions and financial 

performance as measured by TQ. The results of the three regression models 3.4, 3.8 and 

3.11 are summarised in Table 4.16. 
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Table 4.16 Regression Results for the Mediating Effect (Dependent Variable: TQ) 

Variable Model 3.4 –Base 

Model (Step 1) 

Model 3.8 (Step 2) Model 3.11 (Step 3) Significance of 

Change 

β P-Value β P-Value β P-Value β P-Value 

Inventory Holding 

Period 

.000864 0.397 -.00091 0.000 .00198 0.062 .001116 .062>.05 

Accounts 

Receivable Period 

-.01117 0.000 -.00128 0.000 -.00959 0.000 -.00158 .000<.05 

Accounts Payable 

Period 

.006168 0.000 .000874 0.000 .00509 0.000 -.001078 

 

000<.05 

Cash Conversion 

Cycle 

.00154 0.018 .000075 0.408 .00145 0.024 -.00009 .024<.05 

Cash Holdings – – ‒ ‒ 1.2132 0.001 1.2132 001<.05 

Source: Study Data (2016) 

Table 4.16 shows that the first results under model 3.4, the coefficient of Inventory 

Holding Period is positive and but not significant (β=0.000864 and P-value = 0.397> 

0.05),  the coefficient of Accounts Receivable Period is negative and significant 

(β=‒0.01117 and P-value = 0.000<0.05),  the coefficient of Accounts Payable Period is 

positive and significant (β=0.006168 and P-value = 0.000<0.05),  while the coefficient of 

Cash Conversion Cycle is found to be positive and significant (β=0.000154 and P-value = 

0.018 < 0.05). In the second model 3.5, the coefficient of Inventory Holding Period is 

negative and significant (β=‒0.00091 and P-value = 0.000<0.05),  the coefficient of 

Accounts Receivable Period is negative and significant (β=‒0.000128 and P value = 

0.000 < 0.05),  the coefficient of Accounts Payable Period is positive and significant 

(β=0.000874 and P value = 0.000<0.05),  while the coefficient of Cash Conversion Cycle 

is found to be positive and but not significant (β=0.000075 and P value = 0.408 < 0.05).  

In the third step (model 3.11), the regression output shows that the mediating variable 

(cash holding) coefficient is positive and significant at 1.2132 and P-value = 0.001<0.05. 
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According to Baron and Kenny (1986) the results of the three regression models are 

interpreted using the coefficient of the independent variables before and after the 

mediation and the significant level of the mediator variable after mediation. The 

regression output in Table 4.16 further reveal that Inventory Holding Period coefficient in 

model 3.4 is 0.000864<0.00198 in model 3.8 but not significant in both models with P-

values greater than 5 percent level. Accounts Receivable Period coefficient in model 3.4 

is ‒0.01117 > ‒0.00959 in model 3.11 and significant with a P-values of 0.000 in both 

models, while Accounts Payable Period coefficient in model 3.4 is 0.006168 > 0.00509 in 

model 3.8 and significant in both models (P-value=0.00<0.05). Finally, the coefficient of 

the Cash Conversion Cycle in model 3.4 is 0.000154 > 0.00145) and significant with a P-

value of 0.001 in both models, while the coefficient of the mediating variable is positive 

and significant at 1.2132 and P-value = 0.001. 

By combining the results in Appendix 10 and Table 4.16, and applying, the decision 

criteria depicted in Table 3.1, the models satisfies three conditions of partial mediation. In 

model 3.4 the coefficients are significant (except inventory holding period coefficient), 

and in model 3.5 the coefficients are also significant(except Cash Conversion Cycle 

coefficient). Finally, in model 3.11, the coefficients are expected to be greater than 

coefficients in model 3.4 whether significant or not but the mediating coefficient must be 

significant. Based on these results, the study therefore, deduces that cash holdings 

partially mediate the relationship between accounts receivable period and TQ of non-

financial firms listed at the NSE. The study further deduces that cash holdings partially 

mediates the relationship between accounts payable period and TQ of non-financial firms 

listed at the NSE. However, it is established that cash holdings has no mediating effect on 

the relationship inventory holding period and cash conversion cycle on one hand and  TQ 

as recommended by Baron and Kenny (1986). 
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4.6.4 Test for Moderating Effect 

The seventh objective of this study seeks to determine the moderating effect of firm 

characteristcs on the relationship between short-term financing and financial performance 

of non-financial firms listed at the NSE. The corresponding hypothesis (H07) states that 

firm characteristcs have no significant moderating effect on the relationship between 

short-term financing and financial performance of non-financial firms listed at the NSE. 

The purpose is to verify how firm-specific factors may influence the effect of short-term 

financing decisions on financial performance. The study hypothenizes that firm 

characteristics modifies the sign and intensity of the effect of short-term financing 

decisions on financial performance. To test the moderating effect of firm characteristics 

on the relationship between short-term financing decisions and financial performance, 

Keppel and Zedeck (1989) two-step procedure is used. The regression results are 

presented in Table 4.17, 4.18 and 4.19. 

4.6.4.1 Moderating Effect of Firm Characteristics on the Relationship between Short 

Term Financing Decisions and ROA 

The study seeks to determine the the moderating effect of firm characteristcs on the 

relationship between short-term financing and ROA of non-financial firms listed at the 

NSE.  In the first step, model 3.2, which includes firm characteristics namely Firm Size, 

Growth Opportunities and Financial Leverage as explanatory variables is estimated as the 

base model to determine the relationship between the independent variables (short-term 

financing decisions) and the dependent variables (return on assets). The regression results 

based on model 3.2 are presented in Table 4.8 and reveal that short-term financing 

decisions and firm characteristcs are jointly significant in explaining financial 

performance as measured by ROA. This satisfies the first explanatory condition where 

firm characteristcs should be significant (Mackinnon et al., 2007). In the second step, 
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model 3.12 is estimated where the products of short-term financing decisions (inventory 

holding period, accounts receivable period and  accounts payable period) and firm 

characteristcs are used to estimate the moderating effect. The study has omitted the cash 

conversion cycle due to the existence of collinearity. Table 4.17 presents the regression 

results. 

Table 4.17: Moderation Effect Regression Results with ROA 

ROA Coefficient Standard Error Z P>∣Z∣ 

IHP 0.0002878 0.0002619 1.10 0.252 

ARP 0.0017123* 0.0004628 3.70 0.000 

APP 0.0003178 0.0001749 1.82 0.069 

DSIZE –0.0822905 0.0792236 –1.04 0.299 

GROWTH 0.1308696* 0.0594856 2.20 0.028 

LEV –0.2599198* 0.0704869 –3.69 0.000 

IHPDSIZE 0.0015664* 0.0007613 2.06 0.040 

IHPGROWTH 0.000249 0.000592 0.42 0.674 

IHPLEV 0.0006249 0.0005478 1.14 0.254 

ARPDSIZE 0.0024241* 0.0011912 2.04 0.042 

ARPGROWTH –0.0002679 0.0009412 –0.28 0.776 

ARPLEV 0.0009307 0.0007286 0.83 0.405 

APPDSIZE 0.0004341 0.0004885 0.89 0.374 

APPGROWTH –0.0000977 0.0004801 –0.20 0.839 

APPLEV 0.0003009 0.0004272 0.70 0.481 

Constant 0.2323773 0.036564 6.36 0.000 

 (*) denote 5%  level of significance  

Source: Study Data (2016) 

The regression results in Table 4.17 show that Inventory Holding Period coefficient is 

positive but not statistically significant (β=0.0002878 and P-value = 0.252>0.05) while 

the coefficient of Accounts Receivable Period is negative and highly significant 
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(β=‒0.0017123 and P-value = 0.000<0.05). The results also reveal that Accounts Payable 

Period coefficient is positive but not statistically significant (β=0.0003178 and P-value 

=0.069>0.05) while Firm Size coefficient is negative but not statistically significant 

(β=0.0822905 and P-value=0.299>0.05). The results further reveal that the coefficient of 

Growth Opportunities is negative and statistically significant (β=‒0.01308696 and P-

value = 0.028<0.05) while Financial Leverage coefficient is negative and highly 

significant (β=‒0.2599198 and P-value = 0.000<0.05). 

The regression results presented in Table 4.17 indicate that the coefficient of the 

interaction between inventory holding period (IHP) and revenue growth (GROWTH), and 

the interaction between inventory holding period (IHP) and financial leverage (LEV)  are 

not statistically significant at 5 percent (      ). Therefore, the results show that the 

presence of revenue growth and financial leverage in the companies does not change the 

effect of inventory holding period on return on assets of non-financial firms listed at the 

NSE. However, the coefficient of the interaction between IHP and size of the firm (SIZE) 

is positive and statistically significant (                      The result suggests 

that the size of the firm intensifies the effect of IHP on ROA. 

The regression results in Table 4.17 also show that the coefficient of the interaction 

between accounts receivable period (ARP) and size of the firm (SIZE), is positive and 

statistically significant (                       The result implies that the 

direction of the relationship between accounts receivable period (ARP) on return on 

assets (ROA) changes from negative to positive depending on the size of the firm. 

However, the coefficients of the interaction between ARP and growth opportunities 

(GROWTH), and the interaction between ARP and proportion of debt in total assets are 

not statistically significant at 5 percent (      ). The results suggets that the presence 
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of growth opportunities and proportion of debt in total assets do not change the effect of 

ARP on ROA of non-financial firms listed at the NSE. 

The regression results in Table 4.17 further indicate that the coefficient of the interaction 

between accounts payable period (APP) and size of the firm (SIZE), the interaction 

between accounts payable period (APP) and growth opportunities (GROWTH), and the 

interaction between accounts payable period (APP) and financial leverage (LEV) are not 

statistically significant at  5 percent (      ). The results implies that the effect of APP 

on ROA of non-finacial firms listed at the NSE is weakened by the size of the company, 

their growth opportunities and the proportional of debt in their total assets. 

Mackinnon et al. (2007) asserts that when the coefficients in model 3.12 are not 

significant and the firm characteristics coefficients in model 3.2 are significant, there is 

no moderating effect. Table 4.18 presents the summary in the change of the coefficient 

significance when firm characteristics is introduced in the model as a product of short-

term financing decisions. 

Table 4.18 Summary Results for Moderating Effect (Dependent Variable: ROA) 

Variable Model 3.2 

(Before Moderation) 

Model 3.12  

(After Moderation) 

Significance of 

Change 

β P-Value β P-Value β P-Value 

Inventory Holding Period .0001125 0.230 .0002878 0.272 .0001753 .272>.05 

Accounts Receivable Period -.0011288 0.000 -.0017123 0.000 -.0005835 .000<.05 

Accounts Payable Period .0003515 0.000 .0003178 0.069 -.000337 .069>.05 

Firm Size .1705 0.000 –.0822905 0.299 -.0882095 .299>05 

Growth Opportunities .0669415 0.009 .1308696 0.028 0.0639281 .028<05 

Financial Leverage –.2109442 0.000 –.2599198 0.000 0.0489756 .000<.05 

Source: Study Data (2016) 
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The regression results in Table 4.18 show that Inventory Period coefficient is not 

significant before moderation (β=0.0001125, P=0.230>0.05) and not significant after 

moderation either (β=0.0002878, P=0.272>0.05), Accounts Receivable Period coefficient 

is highly significant before moderation (β=–0.0011288, P=0.000<0.05) and also highly 

significant after moderation at (β=–0.0005835, P=0.000<0.05) while that of Accounts 

Payable Period is highly significant before moderation (β=0.0003515, P=0.000<0.05) and 

not significant after moderation (β=–0.000337, P=0.069>0.05). The results also indicate 

that the coefficient of Firm size is highly significant before moderation (β=0.1705, 

P=0.000<0.05) but insignificant after moderation (β=–0.0822905, P=0.299>0.05), 

Growth Opportunities coefficient is significant (β=0.0669415, P=0.009<0.05) and also 

significant after moderation (β=0.1308696, P=0.028<0.05). The results further reveal that 

Financial Leverage coefficient is highly significant (β=–0.2109442, P=0.000<0.05) and 

also highly significant after moderation (β=–0.2599198, P=0.000<0.05). Based on the 

moderation rule by Mackinnon et al. (2007), Firm Size is just an explanatory variable 

while Growth Opportunities and Financial Leverage are moderating variables.  

4.6.4.2 Moderating Effect of Firm Characteristics on the Relationship between Short 

Term Financing Decisions and ROE 

The study set out to establish the moderating effect of firm characteristcs on the 

relationship between short-term financing and ROE of non-financial firms listed at the 

NSE.  In step one, model 3.3, which includes firm characteristics as explanatory variables 

is estimated as the base model to determine the relationship between the independent 

variables (short-term financing decisions) and the dependent variables (return on equity). 

The regression results based on model 3.3 are presented in Table 4.8 and reveal that 

short-term financing decisions and firm characteristcs namely firm size, growth 

opportunities and financial leverage are jointly significant in explaining financial 
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performance as measured by ROE. This satisfies the first explanatory condition where 

firm characteristcs should be significant (Mackinnon et al., 2007). In the second step, 

model 3.13 is estimated where the products of short-term financing decisions and firm 

characteristcs are used to estimate the moderating effect.  The relevant regression results 

in this regard are portrayed in Table 4.19. 

Table 4.19: Moderation Effect Regression Results with ROE 

ROE Coefficient Standard Error Z P>∣Z∣ 

IHP 0.0001388 0.0009212 0.15 0.880 

ARP 0.0061854* 0.0016277 3.80 0.000 

APP 0.0014436* 0.000615 2.35 0.019 

DSIZE 0.5553583* 0.2786263 1.99 0.046 

GROWTH 0.4099329* 0.2092085 1.96 0.050 

LEV 0.4403092 0.2478995 1.78 0.076 

IHPDSIZE 0.0051777 0.0026774 1.93 0.053 

IHPGROWTH 0.0056517* 0.0020821 2.71 0.007 

IHPLEV 0.0008735 0.0019267 0.45 0.650 

ARPDSIZE 0.0188858* 0.0041894 4.51 0.000 

ARPGROWTH 0.0024909 0.0033102 0.75 0.452 

ARPLEV 0.0252957* 0.0032956 7.68 0.000 

APPDSIZE 0.0054423* 0.0017181 3.17 0.002 

APPGROWTH 0.0015928 0.0016885 0.94 0.346 

APPLEV 0.0069886* 0.0015026 4.65 0.000 

Constant –0.0031102 0.1285942 –0.02 0.981 

 (*) denote 5%  level of significance  

Source: Study Data (2016) 

The regression results in Table 4.19 indicate that Inventory Holding Period coefficient is 

positive but not significant (β=0.0001388 and P-value = 0.880>0.05) while the coefficient 

of Accounts Receivable Period is positive and highly significant (β=‒0.0061854 and P-
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value = 0.000<0.05). The results also reveal that Accounts Payable Period (APP) 

coefficient is negative and significant (β=‒0.0014436 and P-value =0.019<0.05) while 

Firm Size coefficient is negative and statistically significant (β=‒0.5553583 and P-

value=0.046<0.05). The results further reveal that the coefficient of Growth Opportunities 

is positive and statistically significant (β=‒0.4099329 and P-value = 0.05≤0.05) while 

Financial Leverage coefficient is positive but not statistically significant (β=‒0.4403092 

and P-value = 0.076<0.05). 

The regression results in Table 4.19 show that the coefficient of the interaction between 

Inventory Holding Period and Firm Size, and the interaction between Inventory Holding 

Period and Financial Leverage are not statistically significant at 5 percent (      ). 

Therefore, the effect of inventory holding period on financial performance as measured 

by return on equity does not change with firm size and financial leverage. The results also 

reveal that the coefficient of the interaction between Inventory Holding Period and 

Growth Opportunities is negative and statistically significant at 5 percent (  

                           ). This implies that inventory holding period in firms 

with growth opportunities leads to reduction of financial performance as measured by 

return on equity of non-financial firms listed at the NSE. 

The regression results in Table 4.19 show that the coefficient of the interaction between 

accounts receivable period (ARP) and size of the firm (SIZE), is positive and highly 

significant (                     which implies that the effect of ARP on ROE  

increases with increase in firm size. The results also indicate that the coefficient of the 

interaction between ARP and the proportion of total assets financed by debt is negative 

and highly significant (                    . The result suggests that the effect 

of ARP on ROA decreases with increasing debt. However, the coefficient of the 
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interaction between ARP and growth opportunities (GROWTH) is not statistically 

significant at 5 percent (      ). The results thus suggest that growth opportunities do 

not change the effect of ARP on ROE of non-financial firms listed at the NSE. 

The regression results in Table 4.19 indicate that the size of the firm (SIZE) and financial 

leverage (LEV) seems to strongly influence the relationship between accounts payable 

period (APP) and return on equity (ROE). The coefficient of the interaction between APP 

and SIZE is negative and statistically significant at  at 5 percent (               

          ) while the interaction between APP and LEV is positive and statistically 

significant at  5 percent (                        ). However, the interaction 

between APP and growth opportunities is not statistically significant at 5 percent 

(      ). The result implies that the effect of APP on ROE of non-financial firms listed 

at the NSE does not change in the presence of growth opportunities. 

Mackinnon et al. (2007) points out that when the coefficients in model 3.13 are not 

significant and the firm characteristics coefficients in model 3.3 are significant, there is 

no moderating effect. Table 4.20 presents the summary in the change of the coefficient 

significance when firm characteristics is introduced in the model as a product of short-

term financing decisions. 
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Table 4.20 Summary Results for Moderating Effect (Dependent Variable: ROE) 

Variable Model 3.2 

(Before Moderation) 

Model 3.12  

(After Moderation) 

Significance of 

Change 

β P-Value β P-Value β P-Value 

Inventory Holding Period .0002766 0.448 .0001388 0.880 –.0001013 .880>.05 

Accounts Receivable Period -.003198 0.000 .0061854 0.000 .0029874 .000<.05 

Accounts Payable Period .0006403 0.007 –.0014436 0.019 -.0008033 .019<.05 

Firm Size .4666131 0.000 –.5553583 0.046 -.0887452 .046<.05 

Growth Opportunities .2504875 0.012 .4099329 0.050 0.1594454 .050≤.05 

Financial Leverage –.3270136 0.001 .4403092 0.076 0.1132956 .076>.05 

Source: Study Data (2016) 

The regression results in Table 4.20 show that Inventory Period coefficient is not 

significant before moderation (β=0.0002766, P=0.448>0.05) and not significant after 

moderation either (β=0.0001388, P=0.880>0.05), Accounts Receivable Period coefficient 

is highly significant before moderation (β=–0.003198, P=0.000<0.05) and also highly 

significant after moderation (β=–0.0061854, P=0.000<0.05) while that of Accounts 

Payable Period is significant before moderation (β=0.0006403, P=0.007<0.05) and also 

significant after moderation (β=–0.0014436, P=0.019>0.05). The results also indicate that 

the coefficient of Firm size is highly significant before moderation (β=0.4666131, 

P=0.000<0.05) and significant after moderation as well (β=–0.5553583, P=0.046<0.05), 

Growth Opportunities coefficient is significant before moderation (β=0.2504875, 

P=0.012<0.05) and also significant after moderation (β=0.4099329, P=0.050≤0.05). The 

results further reveal that Financial Leverage coefficient is significant (β=–0.3270136, 

P=0.001<0.05) but insignificant after moderation (β=0.4403092, P=0.076>0.05). On the 
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basis of the moderation rule by Mackinnon et al. (2007), Financial Leverage is just an 

explanatory variable while Firm Size and Growth Opportunities are moderating variables.  

4.6.4.3 Moderating Effect of Firm Characteristics on the Relationship between Short 

Term Financing Decisions and TQ 

The study seeks to determine the moderating effect of firm characteristcs on the 

relationship between short-term financing and TQ of non-financial firms listed at the 

NSE.  In step one, model 3.4, which includes firm characteristics as explanatory variables 

is estimated as the base model to determine the relationship between the independent 

variables (short-term financing decisions) and the dependent variables (Tobin-Q). The 

regression results based on model 3.4 are presented in Table 4.9 and show that short-term 

financing decisions and firm characteristcs namely growth opportunities and financial 

leverage are jointly not significant in explaining financial performance as measured by 

TQ. They fail in satisfying the first explanatory condition where firm characteristcs 

should be significant (Mackinnon et al., 2007). However, firm size satisfies the first 

explanatory condition (Ibid, 2007). In the second step, model 3.14 is estimated where the 

products of short-term financing decisions and firm characteristcs are used to estimate the 

moderating effect. The regression results in this respect are depicted in Table 4.21. 
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Table 4.21: Moderation Effect Regression Results with TQ 

TQ Coefficient Standard Error Z P>∣Z∣ 

IHP 0.002082 0.0028318 0.74 0.462 

ARP 0.0210519* 0.0050037 4.21 0.000 

APP 0.0051376* 0.0018907 2.72 0.007 

DSIZE –0.5868829 0.8565281 –0.69 0.493 

GROWTH –0.0918129 0.6431299 –0.14 0.886 

LEV –1.145743 0.7620703 –1.50 0.133 

IHPDSIZE 0.0090027 0.0082307 1.09 0.274 

IHPGROWTH –0.000887 0.0064007 –0.14 0.890 

IHPLEV 0.0038767 0.0059228 0.65 0.513 

ARPDSIZE 0.0260576* 0.00128787 2.02 0.043 

ARPGROWTH 0.0019859 0.010176 0.20 0.845 

ARPLEV 0.0150019 0.0101311 1.48 0.139 

APPDSIZE 0.0123401* 0.0052815 2.34 0.019 

APPGROWTH 0.0081485 0.0051908 1.57 0.116 

APPLEV 0.005213 0.0046192 1.133 0.259 

Constant 1.945234 0.3953129 4.92 0.000 

 (*) denote 5%  level of significance  

Source: Study Data (2016) 

The regression results in Table 4.21 indicate that Inventory Holding Period (IHP) 

coefficient is positive but not significant (β=0.002082 and P-value = 0.462>0.05) while 

the coefficient of Accounts Receivable Period (ARP) is negative and highly significant 

(β=‒0.0210519 and P-value = 0.000<0.05). The results also reveal that Accounts Payable 

Period (APP) coefficient is positive and statistically significant (β=0.0051376 and P-value 

=0.007<0.05) while Firm Size (SIZE) coefficient is negative but not statistically 

significant (β=0.5868829 and P-value=0.493>0.05). The results further reveal that the 

coefficient of Growth Opportunities (GROWTH) is negative but not statistically 
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significant (β=‒0.0918129 and P-value = 0.886>0.05) while Financial Leverage (LEV) 

coefficient is negative but not statistically significant (β=‒1.145743 and P-value = 

0.133>0.05). 

The regression results in Table 4.21 indicate that the coefficient of the interaction 

between inventory holding period and size of the company, the interaction between 

inventory holding period and Growth Opportunities, and the interaction between 

inventory holding period and financial leverage are not statistically significant at 5 

percent (      ). The results imply that growth opportunities, financial leverage, and 

the size of the firm does not affect the relationship between inventory holding period and 

Tobin-q (TQ) of non-financial companies listed at the NSE. 

The regression results in Table 4.21 also shows that the coefficient of the interaction 

between accounts receivable period and size of the firm is positive and statistically 

significant (                     which implies that firm size positively 

influences the relationship between ARP and TQ  of non-financial companies listed at the 

NSE. However, the coefficients of the interaction between ARP and growth opportunities, 

and the interaction between ARP and financial leverage are not statistically significant at 

5 percent (      ). The results thus suggets that growth opportunities and financial 

leverage does not moderate the relationship between ARP and TQ of non-financial firms 

listed at the NSE. 

The regression results in Table 4.21 also indicate that the size of the firm appears to 

influence the relationship between accounts payable period and TQ. The coefficient of the 

interaction between Accounts Payable Period and Firm Size is negative and statistically 

significant (                       which implies that the size of the firm 

changes the direction of the relationship between APP and TQ from positive to negative. 
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However, the interaction between Accounts Payable Period and Growth Opportunities, 

and the interaction between Accounts Payable Period and Financial Leverage are not 

statistically significant (       . The result implies that the effect of APP on TQ of 

non-financial firms listed at the NSE is weakened by the financial leverage. 

Mackinnon et al. (2007) points out that when the coefficients in model 3.13 are not 

significant and the firm characteristics coefficients in model 3.3 are significant, there is 

no moderating effect. Table 4.22 presents the summary in the change of the coefficient 

significance when firm characteristics is introduced in the model as a product of short-

term financing decisions. 

Table 4.22 Summary Results for Moderating Effect (Dependent Variable: TQ) 

Variable Model 3.2 

(Before Moderation) 

Model 3.12  

(After Moderation) 

Significance of 

Change 

β P-Value β P-Value β P-Value 

Inventory Holding Period .008635 0.397 .002082 0.462 –.006553 .462>.05 

Accounts Receivable Period –.0111736 0.000 –.0210519 0.000 –.0098783 .000<.05 

Accounts Payable Period .0061682 0.000 .0051376 0.007 –.0010306 .007<.05 

Firm Size .6459203 0.039 .5868829 0.493 –.590374 .493>.05 

Growth Opportunities .3287514 0.241 .0918129 0.886 –.2369385 .886>.05 

Financial Leverage .1394947 0.625 1.145753 0.133 1.0062583 .133>.05 

Source: Study Data (2016) 

The regression results in Table 4.22 show that Inventory Period coefficient is not 

significant before moderation (β=0.008635, P=0.397>0.05) and not significant after 

moderation either (β=0.002082, P=0.462>0.05), Accounts Receivable Period coefficient 

is highly significant before moderation (β=–0.0111736, P=0.000<0.05) and also highly 

significant after moderation (β=–0.0210519, P=0.000<0.05) while that of Accounts 

Payable Period is highly significant before moderation (β=0.0061682, P=0.000<0.05) and 
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significant after moderation (β=0.0051376, P=0.007>0.05). The results also indicate that 

the coefficient of Firm size is significant before moderation (β=0.6459203, 

P=0.039<0.05) but insignificant after moderation (β=–0.5868829, P=0.493<0.05), 

Growth Opportunities coefficient is not significant before moderation (β=0.3287514, 

P=0.241>0.05) and not significant after moderation either (β=0.0918129, P=0.886>0.05). 

The results further reveal that Financial Leverage coefficient is not significant 

(β=0.1394947, P=0.625>0.05) and not significant after moderation as well (β=1.145753, 

P=0.133>0.05). Based on the moderation rule by Mackinnon et al. (2007), Financial 

Characteristics namely Firm Size, Financial and Growth Opportunities are just 

explanatory variables. 

4.7 Discussion of Findings 

The discusssion provides the interpretation of the empirical results by comparing them to 

the theoretical background; and findings of previous studies on short-term financing 

decisions and financial performance of listed non-financial firms presented in the 

literature review. It focuses on the major findings of the study and is structured according 

to the specific objectives of the study. The discussion is presented in the subsequent sub-

sections. 

4.7.1 Effect of Short-Term Financing Decisions on Financial Performance 

The study seeks to establish the effect of Short-Term Financing Decisions namely 

Inventory Turnover Decisions, Account Receivables Turnover Decisions and Account 

Payables Turnover Decisions on Financial Performance as measured by Return on Assets 

(ROA), Return on Equity (ROE) and Tobin-Q of non-financial firms listed at the NSE. 

The discussion is based on the regression results presented in Table 4.8, 4.9 and 4.10. 
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4.7.1.1 Effect of Inventory Turnover Decisions on Financial Performance 

The first objective sought to determine the effect of Inventory Turnover Decisions on 

Financial Performance of non-financial firms listed at the NSE, Kenya. The regression 

results in Table 4.8, 4.9, and 4.10 indicate that the effect of inventory turnover decisions 

as indicated by inventory holding period (IHP) on all financial performance measures 

used in this thesis is positive but statistically insignificant. These results support 

hypothesis 1       which states that inventory turnover decisions have no significant 

effect on financial performance of non-financial firms listed at the NSE. The positive sign 

is consistent with the findings of Mathuva (2010), Nyamweno, and Olweny (2014), 

Gachira et al., 2014) and Khan et al. (2016). However, this result is in disagreement with 

most existing studies that documented a negative effect of inventory holding period on 

financial performance (Falope & Ajilore, 2009; Sharma & Kumar, 2011; Vahid et al., 

2012; Napompech, 2012; Salempour & Vaez, 2015: Takon & Atseye, 2015; Bagh et al., 

2016). The differences in macro-economic environment in Kenya compared to other 

countries can explain the contradictory result. 

This postive effect of inventory turnover decisions on financial performance can be 

explained by the precautionary motive theory postulated by Modigliani (1957). The 

theory suggests a higher inventory holding period avoids the prospect of a stock out 

situation that could boost financial performance. Bhattacharya (2008) argues that a stock 

out situation would have a disastrous effect on the financial performance of a firm since a 

firm without stock might lose its reputation. Another justification in favor of a positive 

effect of high-level inventory is the increase in revenues, which may enhance financial 

performance. Blinder and Maccini (1991) assert that sustaining high levels of inventory 

cuts the cost of possible interruptions in the production process and the business loss due 

to scarcity of products. Maintaining high levels of inventories also assist in plummeting 
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the cost of supplying the products and protecting the firm against price fluctuations 

because of adverse macroeconomic factors.  

4.7.1.2 Effect of Accounts Receivable Turnover Decisions on Financial Performance 

The second objective sets out to establish the effect of Accounts Receivable Turnover 

Decisions on Financial Performance of non-financial firms listed at the NSE, Kenya. The 

empirical results in Table 4.7, 4.8, and 4.9 indicate that accounts receivable turnover 

decisions as measured by accounts receivable period have negative and statistically 

significant effect on all financial performance measures namely return on assets (ROA), 

return on equity (ROE), and Tobin-Q (TQ). Based on these results, hypothesis 2       

which states that accounts receivable turnover decisions have no significant effect on 

financial performance of non-financial firms listed at the NSE is rejected. In effect, the 

result means that a reduction in the number of days it takes a company to recover amounts 

owed by customers leads to increase in ROA, ROE, and TQ of non-financial firms listed 

at the NSE.  

This result is consistent with the findings of Falope and Ajilore (2009), Napompech 

(2012), Nyamweno and Olweny (2014), Salempour and Vaez (2015) and Takon and 

Atseye (2015). However, this finding disagrees with the findings of Mihajlov (2012), 

Hassan, et al. (2014), Bagh et al. (2016) that indicates a positive effect of accounts 

receivable period on financial performance. The finding also contradicts the Financing 

Advantage Theory by Schwartz (1974) which predicts a positive relationship between 

accounts receivable and financial performance. The result further seems to contradict the 

conventional postulation that extending of deadlines for customers to make their 

payments provides stimulation for increased sales hence profitability. Hence, a more 

restrictive credit policy potentially improves firm’s financial performance. This finding 
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shows that non-financial firms listed at the NSE can enhance their financial performance 

by reducing the number of days accounts receivable are outstanding.  

There are a number of possible explanations as to why the effect of accounts receivable 

period on financial performance as measured by ROA, ROE, and TQ of non-financial 

firms listed at the NSE is negative. In the first instance, the lessening of accounts 

receivable period minimizes or eliminates the prospect of bad debts happening (Martinez-

Sola et al., 2012), which in turn improves financial performance. Reduction in accounts 

receivable period means that a modest amount of cash is locked-up with customers. This 

could result in reduced probability of default and its negative effect on financial 

performance. Additionally, the freed up cash could lead to early payment of bills in order 

to enjoy early payment discounts that improves firms’ financial performance. Moreover, 

the excess free cash flow ensuing from speedy collection of accounts receivable can 

improve financial performance through investment in profitable ventures and thus 

improve financial performance. A reduced accounts receivable period also leads to 

financial performance enhancement because it helps a company to avoid the costly need 

of borrowing to fund investment in customers. 

4.7.1.3 Effect of Accounts Payable Turnover Decisions on Financial Performance 

The third objective seeks to determine the effect of Accounts Payable Turnover Decisions 

on Financial Performance of non-financial firms listed at the NSE, Kenya. The empirical 

findings in Table 4.8, 4.9, and 4.10 shows that accounts payable turnover decisions as 

indicated by accounts payable period have positive and statistically significant effect on 

all financial performance measures used in this study. This finding shows that the 

decision to delay payment to suppliers of goods and services by a company helps 

augment ROA, ROE, and TQ. These results leads to rejection of hypothesis 3       
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which states that accounts payable turnover decisions have no significant effect on 

financial performance of non-financial firms listed at the NSE. This result supports the 

liquidity theory by Emery (1984) which proposes that accounts payable affects financial 

performance positively. Scores of past studies have also found a positive and significant 

effect of accounts payable period on financial performance (Falope & Ajilore, 2009; 

Sharma & Kumar, 2011; Hassan et al., 2014; Khan, et al., 2016). On the contrary, the 

following studies found significantly negative effect of accounts payable period on 

financial performance including Sharma and Kumar (2012), Salempour and Vaez (2015) 

and Bagh et al. (2016).  

The positive effect of accounts payable period on financial performance can be justified 

based on a number of grounds. First, this finding holds that profitable firms wait much 

longer to pay their bills. This means that they withhold their payment to suppliers to take 

advantage of the cash available to boost their working capital investment and 

consequently increasing their profitability. In addition, the ability to delay payment means 

that companies can invest the cash in other profitable ventures (Falope & Ajilore, 2009). 

Second, this result makes economic sense in that it results in a reduction in transaction 

cost thereby escalating profitability. This is because devoid of credit period, companies 

may have to pay for stock as and when they make purchases. This would lead to an 

increase in the number of times a company has to make payments and consequently 

mounting the transaction costs. Another advantage of credit period to firms as far as 

profitability maximization is concerned is the capacity to surmount financial constraints 

as the credit period serves as a financial facility. 
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4.7.1.4 Effect of Cash Conversion Cycle Decisions on Financial Performance 

The fourth objective sets out to establish the effect of Cash Conversion Cycle Decisions 

on Financial Performance of non-financial firms listed at the NSE, Kenya. The regression 

results in Table 4.8, 4.9, and 4.10 interestingly show that cash conversion cycle (CCC) 

has a positive and statistically significant effect on all financial performance measures 

used in this study against the expectation. This finding shows that the decision to lengthen 

the CCC helps improve ROA, ROE, and TQ. These results leads to the rejection of 

hypothesis 4       which stated that cash conversion cycle decisions have no significant 

effect on financial performance of non-financial firms listed at the NSE. This finding 

contradicts most previous studies such as Sharma and Kumar (2011), Napompech (2012), 

Nyamweno and Olweny (2014), Takon and Atseye (2015), Hoang (2015), Bagh et al. 

(2016) and Khan et al. (2016). This finding, however, is consistent with previous studies 

by Gill, Biger and Mathur (2010), Sharma and Kumar (2011), Nzioki et al. (2013) 

Langroudi et al. (2013) and Gachira et al. (2014) that indicates a positive effect of cash 

conversion cycle on financial performance. 

The positive sign of the cash conversion cycle implies that shortening cash collection 

period of non-financial firms listed at NSE harms them rather than improve their 

performance. In a developing economy like Kenya where average per capita income is 

very low and poverty levels are high, it is reasonable to expect that the firms would rather 

embark on sales maximization than aggressive cash collection so as not to force away 

cash strapped customers. The positive sign of the CCC is also consistent with the view 

that resources blocked at different stages of the supply chain prolong the operating cycle. 

This probably increases profits attributable to increase in sales, especially where the 

expenditure of tied up capital is lower than the benefits of holding more stocks and 

granting more trade credits to clients. 
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4.7.1.5 Effect of Firm Characteristics on Financial Performance 

Other variables theoretically postulated to affect firm’s financial performance are also 

considered as control variables in the model. The control variables are used to enhance 

robustness of this thesis. They include firm characteristics namely firm size, growth 

opportunities and leverage. This consistent is with various studies which have utilized the 

control variables along with the main variables of working capital management in order 

to have a robust analysis of working capital management on the firm’s performance 

(Falope & Ajilore, 2009; Mathuva, 2010; 2013; Nyamweno & Olweny, 2014; Hassan, 

Imran, Amjad & Hussain, 2014). 

The empirical results presented in Table 4.8, 4.9 and 4.10 shows that size of each firm has 

a positive and statistically significant effect on all financial performance measures of non-

financial firms listed at the NSE. Thus, the results of both the three financial performance 

measures are robust, because all the regression models show a positive relation at 5 

percent level of significance. The positive coefficient on firm size offers empirical 

support to the findings of Mathuva (2010), Hassan et al. (2014), Gachira et al. (2014) and 

Takon and Atseye (2015). However, this finding contradicts that of Falope and Ajilore 

(2009) and Nyamweno and Olweny (2014) which suggest a negative effect. The positive 

effect suggests that larger companies benefit from economies of scale than smaller firms 

regarding operating and innovation costs, which helps decrease the unit cost of 

production hence financial performance. Furthermore, larger firms may also be able to 

advance their financial performance more than smaller ones due to their effortless access 

to finance. 

The empirical results presented in Table 4.8, 4.9 and 4.10 as expected indicate that 

growth opportunities of each firm has a positive and statistically significant effect on 
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financial performance  as measured by return on assets and return on equity. This finding 

is consistent with the previous studies such as Deloof (2003), Falope and Ajilore (2009), 

Karaduman et al. (2011) and Zariyawati et al. (2009) and Takon and Atseye (2015). This 

means that an increase in sales revenue results in growth in profits. It is sensible that sales 

growth has a positive effect on financial performance given that growth opportunities are 

one of the key essentials when it comes to sustainable success. 

The regression results presented in Table 4.8, 4.9, and 4.10 reveal that leverage has a 

negative and statistically significant effect on financial performance as measured by 

return on assets and return on equity. This means that increase in the financial leverage 

leads to decrease in financial performance of firms. The negative relationship between 

leverage and profitability confirms the predictions of pecking order theory which 

proposes that profitable firms tend to borrow less due to sufficiency in internally 

generated funds. Several previous studies reported a negative relationship between 

profitability and leverage include Samiloglu and Demirgunes (2008), Falope and Ajilore 

(2009) and Mathuva (2010). However, this finding contradicts that of Langroudi et al. 

(2013) which suggest a negative effect. The negative effect implies that debt financing 

carries with it obligation for future cash flow concerning periodic interest and ultimate 

payment of the principal sum borrowed. This obligation increases bankruptcy cost of 

firms, which reduces profitability. 

4.7.2 Interaction Effect of Short-Term Financing Decisions on Financial 

Performance 

The sixth objective sets out to establish the interaction effect of Short-Term Financing 

Decisions on Financial Performance of non-financial firms listed at the NSE, Kenya. The 

results presented in Table 4.14, 4.15, and 4.16 show that the interaction effect between 
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inventory holding period (IHP) and accounts receivable period (ARP) on financial 

performance as measured by return on assets (ROA), return on equity (ROE) and Tobin-

Q (TQ) is statistically insignificant. For robustness of the analysis the researcher analysed 

the interpretation of the coefficients of the individual short-term financing decisions in the 

model with interaction terms as recommended by Friedrich (1982). The coefficients of 

IHP and ARP in Table 4.14, 4.15, and 4.16 unlike in the models without the interaction 

terms do not represent the unique effect of IHP and ARP on financial performance as 

pointed out by Friedrich (1982) on interpretation of coefficients of interaction terms. 

Instead, the coefficient implies that the effect of IHP on financial performance as 

measured by ROE and TQ is different for different values of ARP and vice versa. 

The regression results presented in Table 4.14, 4.15, and 4.16 also reveal a negative and 

statistically significant effect of the interaction between inventory holding period (IHP) 

and accounts payable period (APP) on all the financial peformance measures namely 

return on assets (ROA), return on equity (ROE) and Tobin-Q. For robustness of the 

analysis the researcher interpreted the coefficients of the individual short-term financing 

decisions in the model with interaction terms as recommended by Friedrich (1982). The 

coefficients of IHP and ARP in 4.14, 4.15, and 4.16 unlike in the models without the 

interaction terms do not represent the unique effect of IHP and APP on financial 

performance as pointed out by Friedrich (1982) on interpretation of coefficients of 

interaction terms. Instead, the coefficient implies that the effect of IHP on financial 

performance measured is different for different values of APP and vice versa. 

The regression results presented in Table 4.14, 4.15, and 4.16 further indicate a 

statistically insignificant interaction effect between accounts receivable period (ARP) and 

accounts payable period (APP) on financial peformance measures namely return on assets 
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(ROA) and return on equity (ROE). However, the results show that the interaction effect 

between accounts receivable period (ARP) and accounts payable period (APP) on 

financial peformance as measured by Tobin-Q is negative and statistically significant. For 

robustness of the analysis, the coefficients of the short term-financing decisons in the 

model with interaction terms are  interpreted as recommended by Friedrich (1982). The 

coefficients of ARP and APP in 4.14, 4.15, and 4.16 unlike in the models without the 

interaction terms do not represent the unique effect of IHP and APP on financial 

performance as pointed out by Friedrich (1982) on interpretation of coefficients of 

interaction terms. Instead, the coefficient implies that the effect of ARP on financial 

performance measured by ROA, ROE and TQ is different for different values of APP and 

vice versa. 

As pointed out in the literature review, there are no previous empirical evidence to 

compare the findings of this study with on the effect of intractions among various short-

term financing decisions on financial performance. However, there is theoretical 

foundation to explain the effect of the interaction between short-term financing 

components on financial performance either. Ban˜os-Caballero, Garcı´a-Teruel, and 

Martı´nez-Solano (2012) recognize the importance of considering the three components 

of short-term financing namely inventory turnover period, accounts receivable period and 

accounts payable period at the same time because they influence each other as well as 

firms’ performance and value. Schiff and Lieber (1974), also recognizes the importance 

of taking into account the interrelationship between inventory and accounts receivable 

policies for instance. Friedrich (1982) further argue that an interactive model can provide 

an accurate and more detailed description of relationships in a set of data, increased 

explanatory power, and an improvement on the prospects for statistically significant 

results.  
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4.7.3 Mediating Effect of Cash Holdings on the Relationship between Short-Term 

Financing Decisions and Financial Performance 

The fifth objective seeks to determine the mediating effect of Cash Holdings on the 

relationship between Short-Term Financing Decisions and Financial Performance of non-

financial firms listed at the NSE, Kenya. The regression results presented in section 

4.6.2.1 and 4.6.2.3 indicates that the mediation test satisfied all the first three conditions 

to support partial mediation effect. This leads to the rejection of the null hypothesis (HO5), 

hence, the researcher concluded that cash holding partially mediates the relationship 

between short-term financing decisions (accounts receivable turnover decisions and 

accounts payable turnover decisions) and financial performance as measured by as 

measured by return on assets and Tobin-q of non-financial firms listed at the NSE. 

However, the results provided in section 4.6.2.2 show that cash holding does not mediates 

the relationship between short-term financing decisions and financial performance as 

measured by return on equity of non-financial firms listed at the NSE recommended by 

Baron and Kenny (1986). 

In summary, the regression results in Table A.13 and Table A.19 indicate that the effect 

of cash holdings on financial performance as measured by as measured by return on 

assets and Tobin-q of non-financial firms listed at the NSE is positive and statistically 

significant. The finding contradicts the classical view that there is a negative effect of 

firms’ liquidity on profits, and that firms holding more cash are unable to exploit the 

profitable investment opportunities, and probably ending up paying higher taxes on this 

particular asset (Wenyao, 2010). The positive effect of cash holdings implies that the 

more a company manages its internal sources of  liquidity, the less the need for external 

funding, and higher chances of achieving profitability. This finding contradicts the studies 

by Raheman and Nasr (2007) and Wang (2002) which finds a negative and significant 
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relationship between liquidity and financial performance. However, this result is in line 

with the results of Palazzo (2011), Abushammala and Sulaiman (2014) and Anabestani 

and Shourvarzi (2014) which argues that cash holdings increase the ability on competition 

in financial markets and support investment without hindering firm performance. 

The results presented in Table A.12 reveals that the effect of Inventory Holding Period 

and Accounts Receivable Period on  Cash Holding as measured by the Current Ratio is 

negative and statistically significant at 5 percent level. These findings are in line with the 

studies of Capkun and Weiss (2007), Abel (2008) and Yeboah and Agyei (2012). The 

negative effect of Accounts Receivable Period on Cash Holding, however, contradicts the 

finding of Prahalathan (2010). The results also indicate that the effect of Accounts 

Payable Period on Cash Holding is positive and statistically significant at 5 percent level. 

The finding is consistent with the studies by Capkun and Weiss (2007), Abel (2008), 

Prahalathan (2010) and Yeboah and Agyei (2012) but contradicts the study of Zhang 

(2011). However, the effect of  Cash Conversion Cycle on Cash Holding is negative but 

not statistically significant at 5 percent level. 

The negative effect of Holding Period and Accounts Receivable Period on Cash Holding 

is because efficient short-term financing decisions results in a speedy turnover of current 

assets into cash that again should result in lower holdings of inventory and accounts 

receivable. The empirical results thus confirm the theoretical supposition that inventory 

and accounts receivable embody substitute for cash. This implies that firms with less 

inventory and account receivable maintain more cash balance because of shorter cash 

substitute, given that the firms cannot transform them into cash quickly if cash is 

insufficient. Therefore, if firms have less non-cash components of short-term financing, 

equally it possesses more cash holdings. The positive effect of Accounts Payable period 
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on Cash Holding supports the theoretical premise that short-term liabilities characterize 

the opposite of cash substitutes as they correspond to the opposite side of current assets, 

namely current liabilities. The finding proposes elongating the accounts payable period 

increases cash levels for financial flexibility and hedging the risks. In conclusion, these 

results show that non-financial firms listed at the NSE are able to increase their cash 

holdings when they shorten their inventory holding and accounts receivable periods 

relative to their creditors’ payment period. 

4.7.4 Moderating Effect of Firm Characteristics on the Relationship between 

Short-Term Financing Decisions and Financial Performance 

The seventh objective seeks to establish the moderating effect of Firm Characteristics on 

the relationship between Short-Term Financing Decisions and Financial Performance of 

non-financial firms listed at the NSE, Kenya. The regression results shown in Table 4.17–

4.22 indicates that the relationship between short-term financing decisions and financial 

performance measures of non-financial firms listed at the NSE is moderated firm 

characteristics. The results suggest that the presence of financial leverage strengthens the 

relationship between inventory holding period and financial performance as measured by 

return on assets. Moreover, the moderation effect of leverage changes the direction of the 

relationship inventory holding period and return on assets from positive to negative. 

The regression results in Table Table 4.17–4.22 also shows that the moderating  effect of 

firm size on the relationship between accounts receivable period (ARP) and all financial 

performance is positive and statistically significant. The result implies that firm size 

positively influences the relationship between accounts receivable turnover decisions as 

measured by accounts receivable period and financial performance of non-financial 

companies listed at the NSE. The results further indicate that the moderating effect 
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financial leverage on the relationship between financial performance as measured by 

return on assets and Tobin-Q is negative and statistically significant. This implies that 

financial leverage has negative moderating effect on the relationship between accounts 

receivable turnover decisions as measured by accounts receivable period and financial 

performance of non-financial companies listed at the NSE. 

The regression results in Table Table 4.17–4.22 further reveals that the moderating effect 

of the size of the company on the relationship between accounts payable period and 

financial performance as measured by return on equity and Tobin-Q. This results suggests 

that firm size has negative moderating effect on the relationship between accounts 

payable period and financial performance of non-financial companies listed at the NSE. 

Moreover, the results show that the moderating effect of financial leverage on the 

relationship between accounts payable period and financial performance as measured by 

return on equity is positive and statistically significant. The results further indicate that 

growth opportunities has positive and moderating effect on the relationship between 

accounts payable turnover decisions as measured by accounts payable period and 

financial performance of non-financial companies listed at the NSE. 

The regression results in Table 4.17–4.22 additionally shows that the moderating effect of 

firm size on the relationship between cash conversion cycle and financial performance as 

measured by return on equity of non-financial companies listed at the NSE. Moreover, the 

results indicate that financial leverage has significant and positive moderating effect on 

the relationship between cash conversion cycle and financial performance as measured by 

return on assets and Tobin-Q of non-financial companies listed at the NSE. However, the 

results reveal that financial leverage has significant and negative moderating effect on the 

relationship between cash conversion cycle and financial performance as measured by 
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return on equity of non-financial companies listed at the NSE. The results further show 

that growth opportunities has significant and negative moderating effect on the 

relationship between cash conversion cycle and financial performance as measured by 

return on equity and Tobin-Q of non-financial companies listed at the NSE.  

Based on the moderation rule by Mackinnon et al., (2007), the results in Table 4.18 show 

that growth opportunities and financial leverage variables have statistically significant 

moderating effect on the relationship between short-term financing decisions and firm 

performance as indicated by return on assets. The results presented in Table 4.20 also 

indicate that both firm size and  growth opportunities variables have statistically 

significant moderating effect on the relationship between short-term financing decisions 

and firm performance as indicated by return on equity. The results presented in Table 

4.18 and 4.20 further reveal that firm size and financial leverage variables do not have 

statistically significant moderating effect on the relationship between short-term financing 

decisions and firm performance as indicated by return on assets and return on equity 

respectively. Finally, the results in Tabel 4.22 show that firm size, growth opportunities 

and financial leverage do not have statistically significant moderating effect on the 

relationship between short-term financing decisions and firm performance as indicated by 

return on Tobin-Q. By combining the results in Table 4.17–422, the study rejects the null 

hypothesis 7       and concludes that firm characteristics have statistically significant 

effect on the relationship between short-term financing decisions and firm performance as 

indicated by return on assets and return on equity. 

The current findings are consistent with the previous studies (Iftikhar, 2013; Azeem & 

Marsap, 2015;  Zariyawati, et al., 2016). The moderating effect of firm size is due to the 

fact that larger firms have easy access to external financing, less information asymmetry 
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and less borrowing constraints, hence can afford to have relaxed receivables and 

inventories policies (Hill et al., 2010). This results in higher sales levels which in turn 

requires larger investments in working capital hence improved financial performance. On 

the other hand, it is argued that if the firm has been experiencing growth in sales in the 

previous years, it could increase its inventory in anticipation of future sales growth, thus 

increasing investment in working capital (Wasiuzzaman & Arumugam, 2013). In 

addition, sales growth could be stimulated through the granting of credit to customers 

resulting in higher receivables, thus again increasing the working capital cycle which in 

turn affects financial performance. On the moderating effect of financial leverage, it is 

argued that increase in debt financing implies debt repayments have to be made resulting 

in less capital available to invest in working capital. Moreover, since the cost of debt 

financing is higher compared to the return gained from investing in liquidity, a highly 

levered firm invests less of its capital in its working capital cycle (Banos-Caballero et al., 

2010). This is consistent with the pecking order theory, which postulates that only when a 

firm does not have enough internal financing would it go for the next safest source of 

financing which is debt financing. 

Table 4.23: Summary of Hypotheses Tests  

 Hypothesis Reject Ho/Fail 

to reject HO 

    Inventory turnover decisions have no statistically significant 

effect on financial performance of non-financial firms listed 

at the NSE, Kenya. 

Fail to reject HO 

    Accounts receivable turnover decisions have no statistically 

significant effect on financial performance of non-financial 

firms listed at the NSE, Kenya. 

Reject Ho 

    Accounts payable turnover decisions have no statistically 

significant effect on financial performance of non-financial 

firms listed at the NSE, Kenya. 

Reject Ho 

    Cash conversion cycle decisions have no statistically 

significant effect on financial performance of non-financial 
Reject Ho 
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firms listed at the NSE, Kenya. 

    Cash holdings do not mediate the relationship between short-

term financing decisions and return on assets of non-financial 

firms listed at the NSE, Kenya.  

Reject Ho 

 Cash holdings do not mediate the relationship between short-

term financing decisions and return on equity of non-financial 

firms listed at the NSE, Kenya.  

Fail to reject HO 

Cash holdings do not mediate the relationship between short-

term financing decisions and Tobin-q of non-financial firms 

listed at the NSE, Kenya.  

Reject Ho 

    
 

 

There is no statistically significant interaction effect between 

inventory turnover decisions and accounts receivable turnover 

decisions on financial performance of non-financial firms 

listed at the NSE, Kenya.  

Fail to reject HO 

There is no statistically significant interaction effect between 

inventory turnover decisions and accounts payable turnover 

decisions on financial performance of non-financial firms 

listed at the NSE, Kenya 

Reject Ho 

There is no statistically significant interaction effect between 

accounts receivable turnover decisions and accounts payable 

turnover decisions on return on assets of non-financial firms 

listed at the NSE, Kenya 

Fail to reject HO 

There is no statistically significant interaction effect between 

accounts receivable turnover decisions and accounts payable 

turnover decisions on return on equity of non-financial firms 

listed at the NSE, Kenya 

Fail to reject HO 

There is no statistically significant interaction effect between 

accounts receivable turnover decisions and accounts payable 

turnover decisions on Tobin-q of non-financial firms listed at 

the NSE, Kenya 

Reject Ho 

    Firm characteristics do not moderate the relationship between 

short-term financing decisions and return on assets of non-

financial firms listed at the NSE, Kenya.  

Reject Ho 

Firm characteristics do not moderate the relationship between 

short-term financing decisions and return on equity of non-

financial firms listed at the NSE, Kenya.  

Reject Ho 

Firm characteristics do not moderate the relationship between 

short-term financing decisions and Tobin-q of non-financial 

firms listed at the NSE, Kenya.  

Reject Ho 

Source: Research Data (2016)  
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CHAPTER FIVE 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

5.1 Introduction 

This chapter presents the summary, conclusions, policy recommendations and 

contributions of the study to knowledge. It also presents the limitations and delimitations 

of the study, and areas for further research. 

5.2 Summary  

Inspite of the private sector and government effort to create conducive environment for 

conducting business, the corporate sector in Kenya has experienced mixed performance 

with some firms reporting impressive performance while others performing dismally. The 

corporate managers seems to lack guidance on financing decisions more especially in the 

short-term that result in the outcome reflected in financial performance. This study sought 

to empirically determine the effect of short-term financing decisions on financial 

performance of nonfinancial Firms listed at the NSE, Kenya. The study has used an 

explanatory research design which is non-experimental in nature. A census of 26 non-

financial firms listed at the NSE, Kenya have been taken. Panel data of these firms 

covering the period from 2001 to 2014 have been used in the analysis. Three performance 

measures namely return on assets, return on equity, and Tobin-Q have been used to 

estimate the effect of short term-financing variables such as inventory holding period, 

accounts receivable period, and accounts payable period.  

The first objective of the study is to determine the effect of inventory turnover decisions 

on the financial performance of non-financial firms listed at the NSE, Kenya. Using 

FGLS estimation technique, the study establishes that inventory holding period, a 

measure of inventory turnover decisions, has a positive effect on financial performance as 
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measured by return on assets, return on equity and Tobin-q. However, the effect is 

statistically insignificant. The positive sign implies that holding high level inventory 

results to the increase in sales, which in turn improves financial performance. 

The second objective is to establish the effect of accounts receivable decisions on 

financial performance of non-financial companies listed at the NSE, Kenya. The study 

measured accounts receivable decisions in terms of accounts  receivable period.  The 

study determines that accounts receivable period, a measure of accounts receivable 

turnover decisions, has statistically significant negative effect on all financial 

performance measures namely return on assets, return on equity and Tobin-Q. This 

finding validates the estimation that decrease in accounts receivable period improves the 

accounts receivable turnover, which positively affects the firm’s financial performance. 

The third objective of the study is to determine the effect of accounts payable turnover 

decisions on financial performance of non-financial companies listed at the NSE. 

Accounts payable turnover decisions is measured in terms of accounts payable period. 

The study establishes that accounts payable period has statistically significant positive 

effect on all financial performance measures namely return on assets, return on equity and 

Tobin-Q. This finding indicates that stretching the payment period increases the firm’s 

ability to utilize creditors’ money in their operation, which in turn enhances the firm 

value.  

The fourth objective is to establish the effect of cash conversion cycle decisions on 

financial performance of non-financial firms listed at the NSE. The cash conversion cycle 

decisions are measured in terms of cash conversion cycle. The study determines that the 

cash conversion cycle has statistically significant positive effect on all financial 

performance measures used in this study against the expectations. This finding shows that 
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the decision to lengthen the cash conversion cycle helps to improve financial 

performance.  

The fifth objective of the study is to determine the interaction effect of inventory turnover 

decisions, accounts receivable turnover decisions and accounts payable turnover decisions 

on the financial performance of non-financial firms listed at the NSE, Kenya. The study 

determines that the interaction effect between inventory holding period and accounts 

receivable period on all financial performance measures is statistically insignificant. The 

study also determines a negative and statistically significant effect of the interaction 

between inventory holding period and accounts payable period on all the financial 

peformance measures. The study further determines a statistically insignificant interaction 

effect between accounts receivable period and accounts payable period on financial 

peformance measures namely return on assets (ROA) and return on equity (ROE). 

However, the determines that the interaction effect between accounts receivable period 

(ARP) and accounts payable period (APP) on financial peformance as measured by 

Tobin-Q is negative and statistically significant.  

The sixth objective is to establish whether cash holdings mediate the relationship between 

short-term financing decisions and financial performance of non-financial firms listed at 

the NSE. The study establishes that cash holding partially mediates the relationship 

between short-term financing decisions and financial performance as measured by return 

on assets and Tobin-q of non-financial firms listed at the NSE. However, the study 

establishes that cash holding does not mediate the relationship between short-term 

financing decisions and financial performance as measured by return on equity of non-

financial firms listed at the NSE. 
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The seventh objective seeks to establish the moderating effect of firm characteristics on 

the relationship between short-term financing decisions and financial performance of non-

financial firms listed at the NSE, Kenya. The study establishes that firm characteristics 

namely firm size, growth opportunities and financial leverage moderate the relationship 

between short-term financing decisions and financial performance as measured by return 

on assets, return on equity and Tobin-Q of non-financial firms listed at the NSE. This 

finding implies that the presence of firm characteristics may modify the sign and intensity 

of the effect of short-term financing decisions on financial performance. 

5.3 Conclusions 

The study concludes that increase in inventory turnover decisions have a statistically 

insignificant and positive effect on financial performance as measured by return on assets, 

return on equity and Tobin-Q of non-financial firms listed at the NSE, Kenya. The 

positive effect implies that keeping high inventory levels results to increase in sales, 

which in turn improves financial performance. Alternatively, holding high levels of 

inventory diminishes the cost of potential disruptions in the production process and the 

loss of business owing to shortage of goods, which in turn improves financial 

performance. Thus, the management can increase inventories to rational levels in order to 

generate value for their shareholders. 

On the effect of accounts receivable turnover decisions on financial performance, the 

study concludes that accounts receivable turnover decisions as measured by accounts 

receivable holding period has significant negative effect on all financial performance 

measures namely return on assets, return on equity and Tobin-Q. It means that reduction 

in accounts receivable holding period improves the accounts receivable turnover, which 

positively affects the firm’s performance. In other words, by decreasing the accounts 
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receivable period to a practical minimum, the management of a firm builds value for their 

shareholders. 

On the effect of accounts payable turnover decisions on financial performance, the study 

concludes that accounts payable turnover decisions as measured in terms of accounts 

payable period has siginificant positive on all financial performance measures namely 

return on assets, return on equity and Tobin-Q. It implies that extending the payment 

period raises the firm’s ability to make use of creditors’ funds in their operation, which in 

turn enhances the market value of the firm. This study holds that companies that are more 

profitable take longer to settle their financial obligations. This means that companies must 

make an effort to postpone payments to their creditors as much as probable while 

ensuring that their relationship with them is not blemished. 

On the effect of cash conversion cycle decisions on financial performance, the study 

concludes that the cash conversion cycle has significant positive effect on all financial 

performance measures namely return on assets, return on equity and Tobin-Q. This 

finding shows that the decision to lengthen the cash conversion cycle enhances financial 

performance of non-financial firms listed at the NSE. This is consistent with the view that 

in an a developing economy like Kenya, it is reasonable to expect that the firms would 

rather embark on sales maximization than aggressive cash collection so as not to drive 

away cash strapped customers. 

On the interaction effect, the study concludes that the interaction effect between inventory 

holding period and accounts receivable period on financial performance measures is 

statistically insignificant. The study also concludes that there is a negative and 

statistically significant effect of the interaction between inventory holding period and 

accounts payable period on all financial peformance measures. The study further 
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concludes that there is a statistically insignificant interaction effect between accounts 

receivable period and accounts payable period on financial peformance measures namely 

return on assets and return on equity. However, the concludes that the interaction effect 

between accounts receivable period and accounts payable period on financial peformance 

as measured by Tobin-Q is negative and statistically significant.  Based on these findings, 

the study concludes that short-term financing decisions do not only affect financial 

performance directly but  interact with each other to jointly affect financial performance. 

On the mediation effect, the study concludes that cash holding partially mediates the 

relationship between short-term financing decisions and financial performance as 

measured by as measured by return on assets and Tobin-q of non-financial firms listed at 

the NSE. However, the study concludes that cash holding does not mediate the 

relationship between short-term financing decisions and financial performance as 

measured by return on equity of non-financial firms listed at the NSE. These results imply 

that the disruption in production and sales as a result of inventory levels causes a 

technical insolvency represented by the inability to pay the creditors in time due to 

restrictive policies, which in turn affects financial performance. The study further 

establishes that cash holding has a significant direct effect on financial performance as 

measured by return on assets, return on equity, and Tobin-Q contrary to the theoretical 

belief that increased cash holding increases the agency cost and has a negative effect on 

financial performance. 

On the moderating effect, the study determines that firm characteristics namely, firm size, 

growth and leverage moderate the relationship between short-term financing decisions 

and financial performance as measured by return on assets, return on equity and Tobin-Q 

measures of non-financial firms listed at the NSE. This finding implies that the presence 
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of firm characteristics may modify the sign and intensity of the effect of short-term 

financing decisions on financial performance of non-financial firms listed at the NSE. 

5.4 Policy Recommendations 

This section presents a number of policy recommendations derived from the results 

detailed in this study. Firstly, the results show that increase in inventory turnover 

decisions have a positive effect on financial performance of non-financial firms listed at 

the NSE, Kenya. Based on these results, the study recommends that the corporate 

managers need to pay more attention to the inventory holding period since proper 

management of inventory enhances financial performance. The managers of non-financial 

firms listed at the NSE can improve the financial performance by formulating an 

aggressive inventory management strategy where large amounts of inventories are held to 

avoid stock-out cost and maximize sales in the face of emerging opportunities. 

Secondly, the study finds a significant negative effect of accounts receivable turnover 

decisions on financial performance of non-financial firms listed at the NSE. The study 

consequently recommends that the management of non-financial firms should trim down 

the accounts receivable period to a reasonable least amount so as to  engender value for 

their shareholders. This entails a liberal approach to the management of cash receivable 

portfolio of non-financial firms that places emphasis on sales maximization without 

undue pressure on debtors given the low level per capita income, high poverty incidence 

and unemployment in the country. By condensing the accounts receivable period to a 

realistic minimum, the financial managers can invest the accessible cash in more 

profitable business ventures to thwart the cash from being eroded by inflation effects. The 

reduction also enables the firms to access cheap sources of financing in line with the 

pecking order theory. The liberal debt recovery strategy demands the firms to relax trade 
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credit when the sales fall and tighten it when sales are on the rise. The non-financial firms 

listed at the NSE should further forge a good relationship with their customers it 

guarantees future sales and entice customers to purchase more. 

Thirdly, the study found a significant positive effect of accounts payable turnover 

decisions as measured in terms of accounts payable period on all financial performance 

measures namely return on assets, return on equity and Tobin-Q. The study therefore 

recommends that corporate managers should wait longer to make payments to their 

suppliers while make certain not to damage their integrity which may stop future credit 

services and probable court cases from suppliers. The study further recommends that non-

financial firms listed at the NSE should further build a good relationship with their 

suppliers to enhance financial performance. The supplier offers better terms of payment 

when there is a good relationship between a firm and its suppliers. 

Fourthly, the study findings establish a significant positive effect of cash conversion cycle 

decisions on financial performance of non-financial firms listed at the NSE. The study 

thus recommends that corporate managers should lengthen the cash conversion cycle 

since shortening cash collection period harms rather than improving financial 

performance of non-financial firms listed at  the NSE. This recommendation is line with 

the observation that financial resources tied up at various points of the supply chain, 

extends the cash conversion cycle. This may well augment profits because of improved 

sales, mainly where the costs of blocked capital is inferior to the payback of holding 

added stock and giving way extra trade credit to clientele.  

Fifthly, the study establishes that short-term financing decisions have an interaction effect 

on financial performance of non-financial firms listed at the NSE. The study consequently 

recommends that managers of non-financial companies should make short-term financing 
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decisions in relation to each other and not in isolation as their interaction effect on 

performance is significant. Specifically inventory turnover decisions should be made in 

relation to accounts receivable turnover decisions; and inventory turnover decisions and 

accounts payable turnover decisions.  Similarly, accounts receivable turnover decisions 

and accounts payable turnover decisions should be made in relation to each other.  

Academicians in finance should enhance the robustness in analysing short-term financing 

decisions by considering the interaction effect between the independent variables on the 

dependent variable. The traditional working capital management theories should be re-

evaluated using models that incorporate interaction. 

Sixthly, the study has determined that cash holding partially mediates the relationship 

between short-term financing decisions and financial performance of non-financial firms 

listed at the NSE. In addition, the findings show that firms with high cash ratios perform 

better. This can be expalined by the view that firms with high cash ratios are in a better 

financial position to take advantage of arising investment opportunities. This study 

therefore, recommends that financial managers of non-financial firms listed at the NSE 

should maintain a relatively high cash holdings. By reducing the accounts receivable 

period and increasing accounts payable and inventory holding periods to reasonable 

levels, non-financial firms listed at the NSE will have ready cash to undertake projects 

that maximize shareholder value. The cash holdings also lessen the possibility of financial 

distress once the business is not capable of generating enough operating cash flows. 

Lastly, the study determines that firm characteristics namely size of the firm, growth 

opportunities and financial leverage moderates the relationship between short-term 

financing decisions and financial performance of non-financial firms listed at the NSE. 

The study therefore recommends that the policy makers of non-financial firms listed at 
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NSE should consider the firm characteristics when formulating policies on short-term 

financing in order to enhance financial performance. 

5.5 Contribution to Knowledge 

This thesis unlike most previous studies that have investigated the relationship between 

the financial performance and short-term financing decisions of non-financial firms listed 

at NSE, measured different facets of financial performance as they respond differently to 

various short-term financing decisions. Different stakeholders also define financial 

performance from different perspectives which may not be necessarily the same. Further, 

the study uses diverse measures of financial performance for robustness. The study 

exclusively used three dissimilar measures of financial performance for the regression 

analyses, which are return on assets (ROA), return on equity (ROE), and Tobin-Q (TQ).  

The second contribution is that unlike previous studies that have investigated the direct 

effect of short-term financing decisions on financial performance, this study also 

examines the mechanism through which short-term financing decisions are able to 

influence financial performance. To this end, the present study endeavors to fill this 

knowledge gap in the literature by analyzing the mediating effect of cash holdings on the 

relationship between short-term financing decisions and performance of non-financial 

firms listed at the NSE, Kenya. 

The third contribution is that no existing studies have explored the effect of the 

interaction between short-term financing decisions on financial performance. The 

available studies on short-term financing decisions have not considered the moderating 

effect of firm characteristics as well. This research therefore, is important because it 

provides evidence on the interaction effect of different short-term financing decisions 

components on financial performance of non-financial firms listed at the NSE. The thesis 
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also provides evidence on the moderating effect of firm characteristics on the relationship 

between short-term financing decisions and financial performance of non-financial firms 

listed at the NSE. 

Finally, the review of empirical literature has revealed that most of studies on short-term 

financing decisions or working capital management are based on very limited sample and 

study period. The previous studies have also failed to establish the trends of short-term 

financing decisions, firm characteristics, and financial performance indicators of non-

financial firms listed at the NSE. The current study therefore, contributes to the existing 

literature by considering all non-financial firms listed at the NSE with complete data for 

the period from 2001 to 2014. The study further establishes the trends which shows the 

movement of the variables over time. 

5.6 Limitations and Delimitations of the Study 

Firstly, the current study has omitted the banking, insurance, some commercial and 

service firms and telecommunication firms because the working capital of financial 

institutions incorporates deposits and loans that form part of their core business in 

addition to the financial regulatory requirements as opposed to other firms. Therefore, 

short-term financing decisions may perhaps affect their financial performance in a 

different way from non-financial firms. Thus, the elimination of financial firms could 

emanate misgivings on the generalizations of the results of the study. Nonetheless, the 

companies quoted at the NSE have sound financial structures under the supervision of the 

Capital Market Authority and so they have the capability to abide by strict financial 

regulatory requirements. The study of such firms consequently makes available key 

insight into short-term financing decisions and their effect on financial performance of all 

companies operating in Kenya. 
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Secondly, despite the fact the researcher has made effort to collect correct information, it 

is possible that the annual reports relied on contained inaccurate data, as they may well be 

subject to undue influence by companies in order to fulfill the regulatory requirements. 

Therefore, there are chances that the firms have tailored the figures reported in the 

financial statements to satisfy the regulatory requirements and to placate the stakeholders. 

This may possibly front a challenge to the generalization of findings to both non-listed 

and listed firms. 

Thirdly, the Nairobi Securities Exchange has only a small number of listed companies as 

compared to other stock markets in the word, making the size of the study population 

rather small. Additionally, while some non-financial firms are unlisted in some years, 

others did not have all the financial data and hence excluded from the study. The study 

has used secondary panel data to enlarge the quality and quantity of the information 

available for study to ensure meaningful statistical analysis. The period covered has also 

been increased in order obtain sufficient firm-year observations. 

5.7 Areas for Further Research 

This thesis is among the few comprehensive studies with reference to short-term 

financing decisions in Kenya where financial data at firm level and variables are used for 

investigating the effect of short-term financing decisions on financial performance of 

non-financial firms listed at the NSE. This study has unlocked numerous avenues for 

research in the future specially in the Kenyan context. There are a number of prospective 

avenues for further studies and enhancement. Firstly, a comparative study on the effect of 

short-term financings decisions of both listed and non-listed firms and the effect of these 

decisions on financial performance. 
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Secondly, researchers in the future should carry out surveys on working capital practices 

followed by firms in different sectors in economy by utilizing the data obtained directly 

from the financial managers. Such type of studies will present fresh understanding of the 

financial managers on how they observe and manage the short-term financing 

components of their firms. This will also unearth alternative views on working capital 

management and best tools and practices for short-term financing. 

Thirdly, another interesting area for further research is the short-term financing for the 

financial sector in Kenya. This is  an area where studies in the future require to be taken 

on since the requirements of working capital for the financial sectors are somewhat 

diverse from those of the non-financial firms. The financial performance can be studied 

for financial firms only or both financial and non-financial firms so as to establish if the 

present findings are robust to different sample specifications including development of 

mathematical models for working capital management.  
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APPENDICES 

Appendix I: Non-Financial Firms Listed at the NSE, Kenya 

Sector/Segment Firm 

Agricultural 1. Eaagads Ltd. 

 2. Kakuzi Ltd.  

 3. Kapchorua Tea Co. Ltd. 

 4. The Limuru Tea Co. Ltd  

 5. Rea Vipingo Plantations Ltd. 

 6. Sasini Ltd. 

 7. Williamson Tea Kenya Ltd. 

Automobiles & Accessories 8. Car & General (K) Ltd. 

 9. Marshalls (E.A.) Ltd. 

 10. Sameer Africa Ltd. 

Commercial And Services 11. Express Kenya Ltd. 

 12. Hutchings Biemer Ltd. 

 13. Kenya Airways Ltd. 

 14. Longhorn Kenya Ltd. 

 15. Nation Media Group Ltd. 

 16. Scangroup  Ltd. 

 17. Standard Group  Ltd. 

 18. TPS Eastern Africa  Ltd. 

 19. Uchumi Supermarket Ltd. 

 20. Atlas Development and Support Services 

Construction & Allied 21. ARM Cement Ltd. 

 22. Bamburi Cement Ltd. 

 23. Crown Paints Kenya Ltd. 

 24. E.A. Cables Ltd. 

 25. E.A. Portland Cement Co. Ltd. 

Energy & Petroleum 26. KenGen Co. Ltd. 

 27. KenolKobil Ltd. 

 28. Kenya Power & Lighting  Co. Ltd. 

 29. Total Kenya Ltd. 

 30. Umeme Ltd. 

Manufacturing & Allied 31. A. Baumann & Co. Ltd. 

 32. B.O.C Kenya Ltd. 

 33. British American Tobacco Kenya Ltd. 

 34. Carbacid Investments Ltd. 

 35. East African Breweries Ltd. 

 36. Eveready East Africa Ltd. 

 37. Kenya Orchards Ltd. 

 38. Mumias Sugar Co. Ltd. 

 39. Unga Group Ltd. 

Source: https://www.nse.co.ke/ (2015) 
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Appendix II: List of Selected Firms 

Sector/Segment Firm 

1. Agricultural 1. Kakuzi Ltd.  

 2. Kapchorua Tea Co. Ltd. 

 3. Rea Vipingo Plantations Ltd. 

 4. Sasini Ltd. 

 5. Williamson Tea Kenya Ltd. 

2. Automobiles & Accessories 6. Car & General (K) Ltd. 

 7. Marshalls (E.A.) Ltd. 

 8. Sameer Africa Ltd. 

3. Commercial And Services 9. Kenya Airways Ltd. 

 10. Nation Media Group Ltd. 

 11. Standard Group  Ltd. 

 12. TPS Eastern Africa  Ltd. 

4. Construction & Allied 13. ARM Cement Ltd. 

 14. Bamburi Cement Ltd. 

 15. Crown Paints Kenya Ltd. 

 16. E.A. Cables Ltd. 

 17. E.A. Portland Cement Co. Ltd. 

5. Energy & Petroleum 18. KenolKobil Ltd. 

 19. Kenya Power & Lighting  Co. Ltd. 

 20. Total Kenya Ltd. 

6. Manufacturing & Allied 21. B.O.C Kenya Ltd. 

 22. British American Tobacco Kenya Ltd. 

 23. Carbacid Investments Ltd. 

 24. East African Breweries Ltd. 

 25. Mumias Sugar Co. Ltd. 

 26. Unga Group Ltd. 

Source: https://www.nse.co.ke/ (2015) 
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Appendix III: Research Permit 
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Appendix IV: Document Review Guide-Data Abstraction Tool 

Variable Measurement Formula Data Source: Financial 

Statements 20012014 

Inventory Turnover 

Decisions  

Inventory Holding 

Period (IHP) 

 IHP = 365/Inventory Turnover (IT) 

 IT  = Cost of Goods Sold/Average 

Inventory  

 Average Inventory = (Beginning 

Inventory + Ending Inventory)/2 

Cost of Goods Sold Statement of Financial 

Position  

Beginning Inventory Statement of Financial 

Position 

Ending Inventory Statement of Financial 

Position 

Accounts Receivable 

Turnover Decisions 

Accounts Receivable 

Period (ARP)  

 ARP = 365/Accounts Receivable 

Turnover (ART)  

 ART = Sales /Average Accounts 

Receivable  

 Average Accounts = (Beginning 

Accounts Receivable + Ending 

Accounts Receivable)/2 

Sales Statement of Financial 

Performance 

Beginning Accounts 

Receivable 

Statement of Financial 

Position 

Ending Accounts 

Receivable 

Statement of Financial 

Position  

Accounts Payable 

Turnover Decisions  

Accounts Payable 

Period (APP) 

 APP = 365/Accounts Payable Turnover 

(APT)  

 APT = Cost of Goods Sold/Average 

Accounts Payable  

 Average Accounts Payable = 

(Beginning Accounts Payable + 

Ending Accounts Payable)/2 

Cost of Goods Sold Statement of Financial 

Performance 

Beginning Accounts 

Payable 

Statement of Financial 

Position 

Ending Accounts 

Payable 

Statement of Financial 

Position 

Cash Holding Cash Ratio (CR)  CR = Cash and Cash 

Equivalents/Book Value of Assets-

Cash and Cash Equivalents 

Cash and Cash 

Equivalents 

Statement of Cash 

Flows  

Book Value of Assets Statement of Financial 

Position 
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Firm Size (SIZE)  Total Assets  SIZE = Logarithm of total assets of 

each firm 

Total Assets Statement of Financial 

Position 

Growth 

Opportunities  

Revenue Growth 

Rate (GROWTH) 

 Natural Log (Revenue for year 

t/Revenue year year t-1) 

Sales Statement of Financial 

Performance 

Leverage (LEV)  Debt to Total Assets 

Ratio 

 LEV = Total Liabilities/Total Assets Total Liabilities Statement of Financial 

Position 

Total Assets Statement of Financial 

Position 

Financial 

Performance  

Return on Assets 

(ROA) 

 Earnings Before Tax & Interest/Total 

Assets 

Earnings Before Tax 

and  Interest 

Statement of Financial 

Performance 

Total Assets Statement of Financial 

Position 

Return on Equity 

(ROE) 

 Earnings Before Tax & Interest/Total 

Equity 

Earnings Before Tax 

and  Interest 

Statement of Financial 

Performance 

Total Equity Statement of Financial 

Position 

Tobin-Q (TQ)  Market Value of Equity + Book Value 

of Liabilities/Total Assets 

Market Value of 

Equity 

NSE Handbooks and 

Statement of Financial 

Position  

Book Value of 

Liabilities 

Statement of Financial 

Position 

Total Assets Statement of Financial 

Position 

Source: Researcher (2016) 
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Appendix V: Document Review Guide-Data Entry Sheet 

Name of the Firm: …………………………………………...... 

Segment: ……………………………………………………….. 

Year Inventory 

Turnover 

Decisions 

Accounts 

Receivable 

Turnover 

Decisions 

Accounts 

Payable 

Turnover 

Decisions 

Cash 

Holdings 

Firm 

Size 

Growth 

Opportunities 

Leverage  ROA ROE Tobin-Q 

2001           

2002           

2003           

2004           

2005           

2006           

2007           

2008           

2009           

2010           

2011           

2012           

2013           

2014           

Source: Annual Reports (2016)
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Appendix VI: Diagnostic Test Results 

Table A.1: Panel Unit Root Test Results 

Variable Level Test Unit Roots Tests 

ADF Test PP Test 

Statistic PValue Statistic PValue 

Return on Assets (ROA) Level Inverse chisquared 132.2245 0.0000 132.2245 0.0000 

Inverse normal 5.6939 0.0000 5.6939 0.0000 

Inverse logit 6.2341 0.0000 6.2341 0.0000 

Modified inverse chisquared 7.8667 0.0000 7.8667 0.0000 

Return on Equity (ROE) Level Inverse chisquared 157.5715 0.0000 157.5715 0.0000 

Inverse normal 6.8115 0.0000 6.8115 0.0000 

Inverse logit 7.6429 0.0000 7.6429 0.0000 

Modified inverse chisquared 10.3521 0.0000 10.3521 0.0000 

Tobinq (TQ) Level Inverse chisquared 161.0559 0.0000 161.0559 0.0000 

Inverse normal 5.1285 0.0000 5.1285 0.0000 

Inverse logit 7.6082 0.0000 7.6082 0.0000 

Modified inverse chisquared 10.6938 0.0000 10.6938 0.0000 

Inventory Holding Period (IHP) Level Inverse chisquared 145.8909 0.0000 145.8909 0.0000 

Inverse normal 4.6147 0.0000 4.6147 0.0000 

Inverse logit 6.4173 0.0000 6.4173 0.0000 

Modified inverse chisquared 9.2068 0.0000 9.2068 0.0000 

Accounts Receivable Period 

(ARP) 

Level Inverse chisquared 126.3324 0.0000 126.3324 0.0000 

Inverse normal 3.7496 0.0001 3.7496 0.0001 

Inverse logit 5.1806 0.0000 5.1806 0.0000 

Modified inverse chisquared 7.2889 0.0000 7.2889 0.0000 

Accounts Payable Period (APP) Level Inverse chisquared 101.6809 0.0000 101.6809 0.0000 

Inverse normal 2.8582 0.0021 2.8582 0.0021 
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Inverse logit 3.3638 0.0005 3.3638 0.0005 

Modified inverse chisquared 4.8716 0.0000 4.8716 0.0000 

Cash Conversion Cycle (CCC) Level Inverse chisquared 93.7243 0.0002 93.7243 0.0002 

Inverse normal 2.9496 0.0016 2.9496 0.0016 

Inverse logit 3.1756 0.0009 3.1756 0.0009 

Modified inverse chisquared 4.014 0.0000 4.014 0.0000 

Cash Ratio (CR) Level Inverse chisquared 118.8898 0.0000 118.8898 0.0000 

Inverse normal 4.1371 0.0000 4.1371 0.0000 

Inverse logit 4.7791 0.0000 4.7791 0.0000 

Modified inverse chisquared 6.5591 1.0000 6.5591 1.0000 

Firm Size (SIZE) Level Inverse chisquared 8.4054 1.0000 8.4054 1.0000 

Inverse normal 6.9315 1.0000 6.9315 1.0000 

Inverse logit 7.0494 1.0000 7.0494 1.0000 

Modified inverse chisquared 4.2748 1.0000 4.2748 1.0000 

First difference Inverse chisquared 256.9046 0.0000 256.9046 0.0000 

Inverse normal 11.5691 0.0000 11.5691 0.0000 

Inverse logit 13.7819 0.0000 13.7819 0.0000 

Modified inverse chisquared 26.0926 0.0000 26.0926 0.0000 

Growth Opportunities 

(GROWTH) 

Level Inverse chisquared 287.6217 0.0000 287.6217 0.0000 

Inverse normal 12.7766 0.0000 12.7766 0.0000 

Inverse logit 15.5214 0.0000 15.5214 0.0000 

Modified inverse chisquared 23.1046 0.0000 23.1046 0.0000 

Financial Leverage (LEV) Level Inverse chisquared 186.4286 0.0000 186.4286 0.0000 

Inverse normal 4.2588 0.0000 4.2588 0.0000 

Inverse logit 7.8731 0.0000 7.8731 0.0000 

Modified inverse chisquared 13.1818 0.0000 13.1818 0.0000 

Significant at 5 percent level 

Source: Study Data (2016) 
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Table A.2: Jarque-Bera Test for Normality 

 
Source: Study Data (2016) 

Table A.3: Heteroskedasticity Test Results 

 
Source: Study Data (2016) 

Table A.4: Serial Correlation Tests 

 
Source: Study Data (2016) 

  

           r          338     0.0000        0.0000       73.47         0.0000

                                                                             

    Variable          Obs  Pr(Skewness)  Pr(Kurtosis) adj chi2(2)   Prob>chi2

                                                                 joint       

                    Skewness/Kurtosis tests for Normality

. sktest r

Prob>chi2 =      0.0000

chi2 (26)  =    1673.00

H0: sigma(i)^2 = sigma^2 for all i

in fixed effect regression model

Modified Wald test for groupwise heteroskedasticity

. xttest3

           Prob > F =      0.2728

    F(  1,      25) =      1.258

H0: no first-order autocorrelation

Wooldridge test for autocorrelation in panel data

. xtserial ROA ROE TQ IHP ARP APP ccc CR DSIZE GROWTH LEV
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Appendix VII: Testing for Random and Fixed Effects 

Table A.5: Random Effect Test Results for ROA 

 

Source: Study Data (2016) 

  

. estimates store random

                                                                              

         rho    .40692983   (fraction of variance due to u_i)

     sigma_e    .06442629

     sigma_u    .05336664

                                                                              

       _cons     .1456821   .0284303     5.12   0.000     .0899598    .2014043

         LEV    -.1205873   .0390039    -3.09   0.002    -.1970336    -.044141

      GROWTH     .0516467    .021577     2.39   0.017     .0093566    .0939368

       DSIZE     .1432033     .02335     6.13   0.000     .0974382    .1889684

          CR     .1450628   .0400101     3.63   0.000     .0666445    .2234812

         ccc     .0001592   .0000812     1.96   0.050     2.38e-08    .0003185

         APP      .000039   .0000922     0.42   0.672    -.0001417    .0002197

         ARP    -.0005234   .0001971    -2.66   0.008    -.0009097   -.0001371

         IHP     .0000688   .0001256     0.55   0.584    -.0001774    .0003151

                                                                              

         ROA        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

corr(u_i, X)   = 0 (assumed)                    Prob > chi2       =     0.0000

                                                Wald chi2(8)      =     136.55

     overall = 0.4112                                         max =         13

     between = 0.5722                                         avg =       13.0

     within  = 0.2687                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Random-effects GLS regression                   Number of obs     =        338

.  xtreg ROA  IHP ARP APP ccc CR DSIZE GROWTH LEV,re
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Table A.6: Fixed Effect Results for ROA 

 

Source: Study Data (2016) 

  

. 

. estimates store fixed

F test that all u_i=0: F(25, 304) = 8.98                     Prob > F = 0.0000

                                                                              

         rho    .49741877   (fraction of variance due to u_i)

     sigma_e    .06442629

     sigma_u    .06409454

                                                                              

       _cons     .1595414   .0294419     5.42   0.000     .1016058    .2174771

         LEV    -.1235444   .0436351    -2.83   0.005    -.2094095   -.0376794

      GROWTH     .0493544   .0218782     2.26   0.025     .0063024    .0924063

       DSIZE     .1436003   .0233539     6.15   0.000     .0976446     .189556

          CR     .1328695    .042673     3.11   0.002     .0488978    .2168413

         ccc     .0001396   .0000927     1.51   0.133    -.0000429    .0003221

         APP    -.0000688   .0001068    -0.64   0.520    -.0002791    .0001414

         ARP    -.0003929   .0002185    -1.80   0.073    -.0008229    .0000371

         IHP    -7.08e-06   .0001405    -0.05   0.960    -.0002835    .0002693

                                                                              

         ROA        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

corr(u_i, Xb)  = 0.2022                         Prob > F          =     0.0000

                                                F(8,304)          =      14.30

     overall = 0.3512                                         max =         13

     between = 0.4422                                         avg =       13.0

     within  = 0.2734                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Fixed-effects (within) regression               Number of obs     =        338

.  xtreg ROA  IHP ARP APP ccc CR DSIZE GROWTH LEV,fe



186 

 

 

 

Table A.7: Random Effect Results for ROE 

 

Source: Study Data (2016) 

  

. 

. estimates store random

                                                                              

         rho    .11156365   (fraction of variance due to u_i)

     sigma_e    .30962238

     sigma_u    .10971867

                                                                              

       _cons     .3511016   .1063065     3.30   0.001     .1427446    .5594585

         LEV    -.3536862    .150815    -2.35   0.019    -.6492782   -.0580941

      GROWTH     .2052557   .1001228     2.05   0.040     .0090185    .4014929

       DSIZE     .4324082   .1104688     3.91   0.000     .2158933     .648923

          CR     -.098468   .1664008    -0.59   0.554    -.4246076    .2276716

         ccc     .0009515   .0003042     3.13   0.002     .0003552    .0015477

         APP     .0006937    .000344     2.02   0.044     .0000195     .001368

         ARP    -.0028731   .0007702    -3.73   0.000    -.0043827   -.0013635

         IHP    -.0000921   .0004867    -0.19   0.850     -.001046    .0008619

                                                                              

         ROE        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

corr(u_i, X)   = 0 (assumed)                    Prob > chi2       =     0.0000

                                                Wald chi2(8)      =      68.22

     overall = 0.2179                                         max =         13

     between = 0.4735                                         avg =       13.0

     within  = 0.1348                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Random-effects GLS regression                   Number of obs     =        338

.  xtreg ROE  IHP ARP APP ccc CR DSIZE GROWTH LEV,re
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Table A.8: Fixed Effect Results for ROE 

 

Source: Study Data (2016) 

  

. 

. estimates store fixed

F test that all u_i=0: F(25, 304) = 2.63                     Prob > F = 0.0001

                                                                              

         rho    .21026776   (fraction of variance due to u_i)

     sigma_e    .30962238

     sigma_u    .15976394

                                                                              

       _cons     .3540467   .1414929     2.50   0.013     .0756172    .6324763

         LEV    -.3935668   .2097032    -1.88   0.062    -.8062204    .0190869

      GROWTH     .1834171   .1051433     1.74   0.082    -.0234838    .3903179

       DSIZE     .4128961    .112235     3.68   0.000     .1920402     .633752

          CR    -.1945929   .2050794    -0.95   0.343    -.5981478    .2089621

         ccc     .0014138   .0004457     3.17   0.002     .0005368    .0022908

         APP     .0006982   .0005134     1.36   0.175    -.0003121    .0017085

         ARP    -.0020743   .0010501    -1.98   0.049    -.0041407   -7.86e-06

         IHP    -.0005783    .000675    -0.86   0.392    -.0019067      .00075

                                                                              

         ROE        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

corr(u_i, Xb)  = -0.0726                        Prob > F          =     0.0000

                                                F(8,304)          =       6.30

     overall = 0.1804                                         max =         13

     between = 0.2956                                         avg =       13.0

     within  = 0.1423                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Fixed-effects (within) regression               Number of obs     =        338

.  xtreg ROE  IHP ARP APP ccc CR DSIZE GROWTH LEV,fe
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Table A.9: Random Effect Results for TQ 

 

Source: Study Data (2016) 

  

. estimates store random

                                                                              

         rho    .49044484   (fraction of variance due to u_i)

     sigma_e    .65291825

     sigma_u    .64055776

                                                                              

       _cons     1.026454   .3051918     3.36   0.001     .4282891    1.624619

         LEV     1.173938   .4101823     2.86   0.004     .3699958    1.977881

      GROWTH     .1062271   .2216293     0.48   0.632    -.3281584    .5406126

       DSIZE     .3492395   .2391108     1.46   0.144    -.1194091    .8178882

          CR      .237311   .4161892     0.57   0.569    -.5784049    1.053027

         ccc     .0014265   .0008582     1.66   0.096    -.0002556    .0031086

         APP     .0033259   .0009764     3.41   0.001     .0014122    .0052396

         ARP    -.0072364   .0020689    -3.50   0.000    -.0112912   -.0031815

         IHP    -.0012261    .001321    -0.93   0.353    -.0038152    .0013631

                                                                              

          TQ        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

corr(u_i, X)   = 0 (assumed)                    Prob > chi2       =     0.0000

                                                Wald chi2(8)      =      36.56

     overall = 0.2196                                         max =         13

     between = 0.3108                                         avg =       13.0

     within  = 0.0769                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Random-effects GLS regression                   Number of obs     =        338

.  xtreg TQ  IHP ARP APP ccc CR DSIZE GROWTH LEV,re
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Table A.10: Fixed Effect Results for TQ 

 

Source: Study Data (2016) 

  

. estimates store fixed

F test that all u_i=0: F(25, 304) = 13.06                    Prob > F = 0.0000

                                                                              

         rho    .61888491   (fraction of variance due to u_i)

     sigma_e    .65291825

     sigma_u    .83202367

                                                                              

       _cons     1.173433   .2983741     3.93   0.000     .5862929    1.760573

         LEV     1.283191   .4422131     2.90   0.004     .4130044    2.153377

      GROWTH     .0594602   .2217217     0.27   0.789    -.3768433    .4957637

       DSIZE     .3488475   .2366764     1.47   0.142    -.1168839    .8145788

          CR    -.0054636   .4324626    -0.01   0.990    -.8564628    .8455355

         ccc     .0011873   .0009398     1.26   0.207    -.0006621    .0030367

         APP     .0022345   .0010827     2.06   0.040      .000104     .004365

         ARP    -.0068376   .0022145    -3.09   0.002    -.0111952     -.00248

         IHP    -.0019739   .0014235    -1.39   0.167    -.0047751    .0008273

                                                                              

          TQ        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

corr(u_i, Xb)  = 0.0066                         Prob > F          =     0.0006

                                                F(8,304)          =       3.54

     overall = 0.1077                                         max =         13

     between = 0.1201                                         avg =       13.0

     within  = 0.0853                                         min =         13

R-sq:                                           Obs per group:

Group variable: firm1                           Number of groups  =         26

Fixed-effects (within) regression               Number of obs     =        338

.  xtreg TQ  IHP ARP APP ccc CR DSIZE GROWTH LEV,fe
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Appendix VIII: Mediating Effect of Cash Holding on the Relationship between 

Short-Term Financing Decisions and ROA 

Table A.11: Effect of Short-Term Financing Decisions on ROA (First Step) 

Source: Study Data (2016)  

Table A.12: Effect of Short-Term Financing Decisions on CR (Second Step) 

Source: Study Data (2016)  

                                                                              

       _cons     .1915064   .0183334    10.45   0.000     .1555737    .2274392

         LEV    -.2109442   .0262705    -8.03   0.000    -.2624335   -.1594549

      GROWTH     .0669415     .02577     2.60   0.009     .0164332    .1174499

       DSIZE        .1705   .0287589     5.93   0.000     .1141336    .2268664

         ccc     .0001696   .0000599     2.83   0.005     .0000521     .000287

         APP     .0003515   .0000611     5.75   0.000     .0002317    .0004714

         ARP    -.0011288   .0001514    -7.46   0.000    -.0014254   -.0008321

         IHP     .0001125   .0000938     1.20   0.230    -.0000713    .0002963

                                                                              

         ROA        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             =    360.61          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =     227.31

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls ROA IHP ARP APP ccc DSIZE GROWTH LEV

                                                                              

       _cons     .3268337   .0275383    11.87   0.000     .2728595    .3808078

         LEV    -.4435851   .0394606   -11.24   0.000    -.5209265   -.3662437

      GROWTH    -.0040951   .0387089    -0.11   0.916    -.0799631    .0717729

       DSIZE     .0720687   .0431984     1.67   0.095    -.0125987     .156736

         ccc     .0000745     .00009     0.83   0.408    -.0001019    .0002509

         APP     .0008743   .0000918     9.52   0.000     .0006943    .0010543

         ARP    -.0012822   .0002274    -5.64   0.000    -.0017278   -.0008366

         IHP     -.000909   .0001409    -6.45   0.000    -.0011851   -.0006329

                                                                              

          CR        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             =  223.0926          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =     256.61

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls CR IHP ARP APP ccc DSIZE GROWTH LEV
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Table A.13: Effect of Short-Term Financing Decisions and Cash Holdings on ROA 

(Third and Fourth Steps) 

 
Source: Study Data (2016)  

Appendix IX: Mediating Effect of Cash Holding on the Relationship between Short-

Term Financing Decisions and ROE 

Table A.14: Effect of Short-Term Financing Decisions on ROE (First Step) 

 

Source: Study Data (2016)  

  

       _cons     .1365844    .021115     6.47   0.000     .0951998    .1779691

         LEV     -.136403   .0297951    -4.58   0.000    -.1948003   -.0780058

      GROWTH     .0676297    .024936     2.71   0.007      .018756    .1165033

       DSIZE     .1583894    .027942     5.67   0.000      .103624    .2131547

         ccc     .0001571    .000058     2.71   0.007     .0000433    .0002708

         APP     .0002046   .0000666     3.07   0.002      .000074    .0003352

         ARP    -.0009133   .0001532    -5.96   0.000    -.0012136   -.0006131

         IHP     .0002652   .0000962     2.76   0.006     .0000767    .0004538

          CR     .1680426   .0350389     4.80   0.000     .0993675    .2367176

                                                                              

         ROA        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             =  371.7358          Prob > chi2       =     0.0000

                                                Wald chi2(8)      =     265.78

Estimated coefficients     =         9          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls ROA CR IHP ARP APP ccc DSIZE GROWTH LEV

                                                                              

       _cons     .3259225   .0713026     4.57   0.000      .186172    .4656729

         LEV    -.3270136   .1021719    -3.20   0.001    -.5272668   -.1267604

      GROWTH     .2504875   .1002254     2.50   0.012     .0540492    .4469257

       DSIZE     .4666131   .1118498     4.17   0.000     .2473914    .6858347

         ccc     .0007418    .000233     3.18   0.001      .000285    .0011985

         APP     .0006403   .0002378     2.69   0.007     .0001742    .0011063

         ARP     -.003198   .0005887    -5.43   0.000    -.0043518   -.0020442

         IHP     .0002766   .0003648     0.76   0.448    -.0004383    .0009916

                                                                              

         ROE        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             = -98.46479          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =      97.18

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls ROE IHP ARP APP ccc DSIZE GROWTH LEV
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Table A.15: Effect of Short-Term Financing Decisions on CR (Second Step) 

 
Source: Study Data (2016)  

Table A.16: Effect of Short-Term Financing Decisions and Cash Holding on ROE 

(Third and Fourth Steps) 

 
Source: Study Data (2016)  

                                                                              

       _cons     .3268337   .0275383    11.87   0.000     .2728595    .3808078

         LEV    -.4435851   .0394606   -11.24   0.000    -.5209265   -.3662437

      GROWTH    -.0040951   .0387089    -0.11   0.916    -.0799631    .0717729

       DSIZE     .0720687   .0431984     1.67   0.095    -.0125987     .156736

         ccc     .0000745     .00009     0.83   0.408    -.0001019    .0002509

         APP     .0008743   .0000918     9.52   0.000     .0006943    .0010543

         ARP    -.0012822   .0002274    -5.64   0.000    -.0017278   -.0008366

         IHP     -.000909   .0001409    -6.45   0.000    -.0011851   -.0006329

                                                                              

          CR        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             =  223.0926          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =     256.61

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls CR IHP ARP APP ccc DSIZE GROWTH LEV

                                                                              

       _cons     .3347625   .0848645     3.94   0.000     .1684312    .5010938

         LEV    -.3390114    .119751    -2.83   0.005     -.573719   -.1043038

      GROWTH     .2503767   .1002216     2.50   0.012     .0539459    .4468075

       DSIZE     .4685624   .1123033     4.17   0.000      .248452    .6886727

         ccc     .0007438   .0002332     3.19   0.001     .0002866    .0012009

         APP     .0006639   .0002678     2.48   0.013     .0001391    .0011887

         ARP    -.0032327   .0006157    -5.25   0.000    -.0044395   -.0020259

         IHP      .000252   .0003866     0.65   0.514    -.0005056    .0010097

          CR    -.0270474   .1408268    -0.19   0.848    -.3030629    .2489681

                                                                              

         ROE        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             = -98.44635          Prob > chi2       =     0.0000

                                                Wald chi2(8)      =      97.23

Estimated coefficients     =         9          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls ROE CR IHP ARP APP ccc DSIZE GROWTH LEV
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Appendix X: Mediating Effect of Cash Holding on the Relationship between Short-

Term Financing Decisions and TQ 

Table A.17: Effect of Short-Term Financing Decisions on TQ (First Step) 

Source: Study Data (2016)  

Table A.18: Effect of Short-Term Financing Decisions on CR (Second Step) 

 

Source: Study Data (2016)  

                                                                              

       _cons     1.196227   .1992825     6.00   0.000     .8056401    1.586813

         LEV     .1394947   .2855586     0.49   0.625      -.42019    .6991793

      GROWTH     .3287514   .2801185     1.17   0.241    -.2202708    .8777736

       DSIZE     .6459203   .3126074     2.07   0.039     .0332211     1.25862

         ccc     .0015428   .0006513     2.37   0.018     .0002663    .0028193

         APP     .0061682   .0006646     9.28   0.000     .0048656    .0074708

         ARP    -.0111736   .0016453    -6.79   0.000    -.0143983   -.0079489

         IHP     .0008635   .0010195     0.85   0.397    -.0011347    .0028618

                                                                              

          TQ        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             = -445.8581          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =     147.16

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls TQ IHP ARP APP ccc DSIZE GROWTH LEV

                                                                              

       _cons     .3268337   .0275383    11.87   0.000     .2728595    .3808078

         LEV    -.4435851   .0394606   -11.24   0.000    -.5209265   -.3662437

      GROWTH    -.0040951   .0387089    -0.11   0.916    -.0799631    .0717729

       DSIZE     .0720687   .0431984     1.67   0.095    -.0125987     .156736

         ccc     .0000745     .00009     0.83   0.408    -.0001019    .0002509

         APP     .0008743   .0000918     9.52   0.000     .0006943    .0010543

         ARP    -.0012822   .0002274    -5.64   0.000    -.0017278   -.0008366

         IHP     -.000909   .0001409    -6.45   0.000    -.0011851   -.0006329

                                                                              

          CR        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             =  223.0926          Prob > chi2       =     0.0000

                                                Wald chi2(7)      =     256.61

Estimated coefficients     =         8          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls CR IHP ARP APP ccc DSIZE GROWTH LEV
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Table A.19: Effect of Short-Term Financing Decisions and Cash Holding on TQ 

(Third and Fourth Steps) 

 

Source: Study Data (2016)  

 

       _cons      .793528    .233736     3.39   0.001      .335414    1.251642

         LEV      .686045   .3298212     2.08   0.038     .0396075    1.332483

      GROWTH     .3337971    .276033     1.21   0.227    -.2072176    .8748118

       DSIZE      .557123   .3093086     1.80   0.072    -.0491107    1.163357

         ccc      .001451   .0006424     2.26   0.024     .0001919    .0027101

         APP      .005091   .0007375     6.90   0.000     .0036455    .0065364

         ARP    -.0095937   .0016958    -5.66   0.000    -.0129175     -.00627

         IHP     .0019836   .0010647     1.86   0.062    -.0001033    .0040704

          CR     1.232121   .3878689     3.18   0.001     .4719116     1.99233

                                                                              

          TQ        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

Log likelihood             = -440.8864          Prob > chi2       =     0.0000

                                                Wald chi2(8)      =     161.64

Estimated coefficients     =         9          Time periods      =         13

Estimated autocorrelations =         0          Number of groups  =         26

Estimated covariances      =         1          Number of obs     =        338

Correlation:   no autocorrelation

Panels:        homoskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

. xtgls TQ CR IHP ARP APP ccc DSIZE GROWTH LEV


