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ABSTRACT 

This study sought to examine the relationship between debt financing and financial 

performance of listed manufacturing firms in Kenya. Pecking order and tradeoff theory 

were used to underpin the study findings. Descriptive research design was adopted in this 

paper. The study targeted 10 manufacturing firms and financial reports between 2017 to 

2021 were used as the unit of analysis. iIt iwas determined ithat there was an insignificant 

relationship between a combination of the independent variables (debt financing, interests 

tax shield and liquidity) and dependent variable (financial performance) (F (1,34) = 1.678; 

p =0.204) and they could explain 98.2% variation of financial performance (Adj R2 

=0.982). It was further determined that a unit increase in debt financing contributed to 

14.9% decrease in financial performance but the relationship was insignificant, since p-

value > 0.05 (β=--0.149; t=-0.879; p=0.389). It was further determined that a unit increase 

in interest tax shield contributed to 11.2% decrease in financial performance but the 

relationship was insignificant, since p-value > 0.05 (β=--0.112; t=-0.659; p=0.515). It was 

further determined that a unit increase in liquidity contributed to 43% increase in financial 

performance and the relationship was statistically significant, since p-value < 0.05 

(β=0.430; t= 2.777; p=0.009). It can be concluded ithat ithere iis ia iweak inegative iand 

iinsignificant irelationship ibetween idebt ifinancing iand ifinancial iperformance. The 

study recommends that managers of these firms should formulate policies that will improve 

capital management practices and sustain accounts payable as this will improve ROA. This 

will make manufacturing firms more attractive to investors.  Further regulators such as 

NSE and CMA and by extension ministry of finance should enforce regulations and rules 

on debt financing of the listed firms to avoid bankruptcy situations of the listed firms. 
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CHAPTER ONE: INTRODUCTION 

1.1 Background of the Study  

Financial performance is the immediate goal that informs existence of the firm.  Financial 

performance arises from the investments that require heavy outflow of funds (Subagyo, 

2021). Thus, firms are forced borrow debts to finance investment projects aimed at 

enhancing financial performance. Any form of firm’s capital structure is critical for 

management to make corporate financial decisions. The rationale behind this that it directly 

linked to profitability as determines firm’s revenue maximization and cost minimization 

(Sheikh & Qureshi, 2017). Debt financing is an important source of capital to the firm, 

since retained may be unavailable or insufficient to support firm operations and improve 

its financial stability (Momanyi, 2018). 

To link the relationship between debt financing and performance, two theories were used. 

These theories include; Pecking order theory, which was first advanced by Donaldson 

(1961) and later modified by Myers and Majluf (1984), the theory prefers debt financing 

over other sources and considers equity as the last resort of financing. This study was also 

be underpinned by trade off theory, which was initiated by Modigliani and Miller (1958). 

The theory predicts optimal capital structure through striking a balance between costs of 

debts and tax benefits, considering other factors to be constant. The theory further opines 

that business organization should substitute equity with debt or debt with equity until 

organisation’s value is maximized.  

Financial performance and debt financing issues are reflected on some of firms listed in 

the Nairobi Stock Exchange, thus pushing these firms into survival mode. Huge debts has 

resulted into low prospective return for firms like Home Africa, Mumias Sugar, Uchumi 

Supermarket, ARM Cement and Kenya Airways (CMA, 2018). Debt can boost financial 

performance of not only manufacturing firms but also other companies, in terms of return 

on equity but can also results on the firms’ bankruptcy. Companies like Apple and General 

motors are some of the examples that have come out of bankruptcy through debt financing 

(Hayes, 2020).   
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1.1.1 Debt Financing  

Financing business activities using debt is related to acquisition of capital from financial 

institutions with a commitment to repay plus interest (Ni, et al., 2017). The advance 

expense that ought to be paid on the obtained cash, alongside a repayment plan will be set 

out in the arrangement between the bank and the borrower (Mazikana, 2021). If the 

borrower doesn't fulfill their responsibilities set out in the arrangement, it can 

antagonistically influence on their financial assessment, which in this manner can make it 

all the more difficult for them to obtain reserves later on and it can similarly provoke 

finance related disappointment (Phan, 2018). Whether or not a firm suffers fiscally and 

can't make the arranged portions, they really have a responsibility towards the commitment 

suppliers. 

Debt Financing is the ratio of debt reported in a company’s financial statement to total 

assets (Giannetti, 2019). Most short-term or long-term debt components include bank 

borrowings, corporate bonds, bank overdrafts, and finance leases. Based on the outcomes 

obtained, low rates result will lead to the conclusion companies prefer more equity than 

debt. However, the most important factor of consideration is the balance between debt and 

equity that firm managers can attain as it is impossible to finance all business activities 

from equity (Andrieu et al., 2018).  The study measured debt financing using debt asset 

ratio and interest tax shield. Debt asset ratio, indicates the proportion of the firms’ assets 

that is being financed by debt, rather than equity. Further utilization of debt in the capital 

structure will lead to increased gearing ratio due to the benefit of tax shield. These two 

measures were proposed in the Trade-off theory as an important explainer of debt financing 

measurement (Luigi & Sorin, 2019). 

1.1.2 Financial Performance  

Financial performance “is a general measure of a firm's overall financial health over a given 

period of time” (Pandey & Sahu, 2017, p 45). The monetary situation of an organization 

can reveals its stability and competitiveness when compared to others in the market. The 

financial status of a firm is based on such factors like firm earnings, profits, expenditure 

and resources that have been accumulated periodically (Ahiadorme, et al., 2018). In most 

cases, financial performance is assessed using quantitative techniques and presented in 
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accounting reports, financial statements at quarterly, half year or in a calendar year to 

inform investors the financial position of the firm (Ahiadorme, et al., 2018). 

Financial performance is reflected by firm benefit that is influenced by leverage. Higher 

benefit typically gives more interior financing and subsequently a lower level of borrowed 

cash by the firm (Cole & Sokolyk, 2018). Less borrowed finances are expected to back 

effectively arranged investments. The executives will avoid building of empires and 

excessive utilization of perquisites, when enormous amounts of cash should be paid to 

lenders every year (Andrieu, et al., 2018). High profitability brings about higher influence 

as per the free cash flow theory, yet a high leverage would bring about high benefit in view 

of the hierarchy hypothesis (Andrieu, et al., 2018). 

The financial performance of an organization is estimated utilizing accounting key 

execution markers. Return on resources, (a pointer of how advantageous an association is 

near with its all-out resources), Return on sales (a proportion of how effectively an 

organization turns sales into benefits) and Earnings before Interest and Tax (an 

organization net income before pay tax expense and interest expenses are deducted).The 

benefit of these estimations is their overall accessibility, since each benefit oriented 

association creates these figures for their yearly monetary reporting (Fredrick, 2018). The 

study used return on assets measurement to assess the gain manufacturing have realized 

after investing borrowed funds.  

1.1.3 Debt Financing and Financial Performance  

From the pecking order theoretical point of view, more profitable firms have a strong 

incentive of using less debts and more retained earnings.  Thus, negative relationship is 

predicted under this pecking order theory between debt financing and financial 

performance (Donaldson, 1961).  This negative nexus implies that as a firm improves on 

its financial performance, more preference will be given to internal as opposed to external 

source of funds like debts (Donaldson, 1961). External sources of funds like debts are 

highly prone to information asymmetry as compared to internal funds.  From the tradeoff 

theoretical perspective, firms may have a strong incentive to use more debts because of the 

associated tax advantage that leads to wealth maximization (Myers, 1984). Thus, in light 

of the tradeoff theoretical stance, a positive relationship was predicted between debt 
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financing and financial performance.  This positive nexus implies that as the firm utilizes 

more debts, as the tax advantage increase which helps to improve on financial performance 

(Myers, 1984).  

Empirical evidence by Koskei (2017) indicates existence of positive nexus between debt 

financing and financial performance. However, studies by Onchonga, Muturi and Atambo 

(2016), Gabrijelcic, Herman and Lenarcic (2016) and Kibunja (2020) provide evidence 

that debt financing and financial performance are inversely linked with each other. 

Rahman, Kakuli, Parvin and Sultana (2020) established an insignificant nexus between 

debt financing and performance at firm level. Based on this, it was asserted that debt 

financing has mixed relationship with financial performance which can either be positive 

or negative.  This inconsistent in literature provide inconclusive evidence and calls for 

further studies.  

1.1.4 Manufacturing firms Listed at Nairobi Securities Exchange 

Currently, there are 63 listed firms in the Nairobi Securities Exchange, according to the 

2020 – 2021 handbook by the Nairobi Securities exchange. These firms can be categorized 

into: exchange traded fund, real estate investment trust, telecommunication and 

technology, investment services, insurance, energy and petroleum, construction and 

allied, automobiles and accessories, commercial and services and banking. In the 

manufacturing and allied category there are 10 listed firms. These manufacturing activities 

of these firms range from gas production, tobacco items, brew and spirits, natural product 

canning, flour processing and sugar refining (NSE, 2021). Compared to their counterparts 

in other sectors, manufacturing firms always a have a need to raise more capital owing to 

the huge capital requirements. Being listed in the NSE provides them an opportunity to 

raise the funds through equity however, this is not always sufficient and, on most 

occasions, have had to resort to debt financing (Olweny, Mutua & Mukanzi, 2020).  

The high capital investment requirement of manufacturing firms has seen many firms being 

stifled by the unsustainable debts. A situation that has also affected their financial 

performance and posed a threat to their survival. This was demonstrated by firms like 

Mumias Sugar Ltd that is currently under receivership due to an outstanding debt of Ksh 

545 million to Kenya Commercial Bank (Kivuva, 2019). Eveready East African Ltd on the 
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other hand, liabilities exceeded its assets by Ksh 2.1 billion in the first quarter of financial 

year 2022 due to long-terms and shot-term debts. This was indicative that it had no assets 

to back up its Ksh 178.5 million capitalization. The debts have also seen the company 

making losses over the years reporting a loss of Ksh 25.9 billion in 2021 Financial year 

(Andae, 2022).  

This trend in performance of these firms in Kenya was wanting since the sector was 

envisioned to propel Kenya to a middle-income status by 2030. The Kenyan Vision 2030 

blueprints envisages increasing the manufacturing contribution to GDP to 15 percent up 

from the current 7.5 percent. If this trend was left unchecked, the manufacturing sector risk 

collapsing and Kenya was likely to miss out its industrialization aspiration targets (Olweny 

et al, 2020).  

1.2 Research Problem 

The impact of debt financing on the profitability and financial performance is of 

considerable significance to not only manufacturing companies but also all business 

enterprises. Debt financing in most cases is usually less costly compared to equity 

financing and at the same time the company is still able to retain its control compared to 

issue of equity shares which contributes to dilution of membership. Further debt financing 

is subject to interest tax shield benefits and it also allows firms to leverage on small 

amounts of capital to create business growth (Chen, et al., 2022). Despite the significance 

of debt financing listed manufacturing firms in Kenya are facing financial distress due to 

debt management and are gradually facing imminent demise (Mukoma, 2020).  

Currently it is evident that manufacturing firms listed in the NSE are facing financial 

problems. For instance, Mumias Sugar Company Limited among others that have 

consistently been positing financial losses and placed under receivership by KCB due to 

an outstanding debt of Ksh 545 million (Kivuva, 2019). Similarly, Eveready East African 

Ltd liabilities exceeded its assets by Ksh 2.1 billion in the first quarter of financial year 

2022 due to long-terms and shot-term debts (Andae, 2022). Generally, manufacturing is a 

bedrock of Kenyan economy and if this situation is unresolved, it is likely to stifle Kenya’s 

economy and attainment of vision 2030 aspirations. Despite all these concerns about 

financial performance of the listed manufacturing firms, little has been done to reverse this 
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trend. The government of Kenya envisages these manufacturing firms as one of the key 

pillars in realization of Vision 2030 (Chinaemerem & Odita, 2018).   

Despite the existing problems, the preceding studies have producing contradicting results 

on the relationship ibetween idebt ifinancing iand ifinancial iperformance. iWambua i(2019) 

istudied ihow ifinancial iperformance iof ilisted iNSE ifirms iwere iaffected iwith idebt ifinancing.  

iThe istudy iused idescriptive iresearch iand isecondary idata ifrom ifinancial ireports. iThe istudy 

ifound ithat ithere iwas ia iweak inegative irelationship ibetween idebt ifinancing iand ifinancial 

iperformance. iMuiruri i(2020) ialso istudied ithe irelationship ibetween ifinancial iperformance 

idebt ifinancing iamong ifirms ilisted iin ithe iNSE. iThe istudy itargeted iall ithe ilisted ifirms iin ithe 

iNSE iand ipanel idata iwas iused. iThe istudy ifound ithat ithere iwas ia isignificant ipositive 

irelationship ibetween idebt ifinancing iand ifinancial iperformance. iFinally, iKaruma, iet ial., 

i(2020) istudied ithe ieffect iof idebt ifinancing i(corporation itax irate, iinterest irates, ilong iand 

ishort-term idebt) ion ifinancial iperformance iof ilisted imanufacturing ifirms iin ithe iNSE. iThe 

istudy iused icorrelation iand ipanel iresearch idesign, iwhere isecondary idata ibetween i2013 ito 

i2017 iof inine icompanies iin ithe iNSE iwas iexamined. iThe istudy ifound ithat ithere iwas ia 

isignificant iand ipositive irelationship ibetween iaccounts ipayables iand iROA. iBased ion ithe 

ireviewed istudies iit iwas ievident ithat ithere iexist ia icontextual iand imethodological iresearch 

igap. iHence ithis istudy iaimed ito ianswer ithe iresearch iquestion i“what is the effect of debt 

financing on financial performance of manufacturing firms listed at the Nairobi Securities 

Exchange?” 

1.3 Research Objective  

To determine the effect of debt financing on financial performance of manufacturing firms 

listed at the Nairobi Securities Exchange. 

1.4 Value of the Study  

The study will also be useful to key stakeholders in the ifinancial ifield iand ibankers iin 

ideveloping imeasures ithat iwill ilead ito iimprovement iof ifinancial iknowledge ion ifinancial 

ileverage iand icapital istructure idecisions. iThe igovernment imay ialso ifind iit inecessary ito igive 

imore iimportance iof ifinancial ieducation ipolicy imakers ito iformulate ibest iways iin iwhich 

ifirms ican itrade iat ithe iNairobi iSecurities iExchange iand iother ifinancial imarkets. i 
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Information ifrom ithe istudy iwill ialso ibe ivaluable ito imanagers iin imanufacturing ifirms iin 

imaking idecisions irelating ito idebt ifinancing ion ifinancial imatters. iFirm imanagers iwill ibe 

iable ito iunderstand iwhen ito iuse idebt, ithe iright istructure iof icapital iand iits ieffects ilike 

itaxation ishields iand ipayment, ibankruptcy iand iprofitability. i 

Academicians iand iresearchers iwill ibenefit ifrom ithis istudy ias iit iwill iact ias an empirical 

source for their research. The findings will be also making most needed information on 

shaping firm manager and financial service provider thinking and opinions on the subject.  
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CHAPTER TWO: LITERATURE REVIEW 

2.1 Introduction 

This chapter covers the study Theoretical review, a Review of financial determinants, 

Empirical review, Summary of literature and Research gap and the Conceptual framework 

of the study.  

2.2 Theoretical Review 

The study theoretical review covered the trade-off theory and pecking order theory will be 

used to anchor the study.  

2.2.1 Trade-Off Theory 

The tradeoff theory was postulated by Modigliani and Miller (1958). It states that a firm 

borrow finances to meet its capital needs while it also considers the amount of equity that 

a firm can raise (Ramli, Ghani, Haron & Embi, 2020). It further imparts that there is a 

benefit to financing utilizing obligation; borrowing attracts tax break and grace period that 

reduces the expense on the part of the firm. Firms enjoy a number of benefits when they 

borrow from banks as they get tax benefits or grace period with zero payback hence 

reducing firm expenses and impacting positively on firm returns. As demonstrated by the 

theory there was an ideal capital design that supports the value of a firm.  

Modigliani and Miller (1958) show that the value of a firm isn't affected by its capital 

design, which exhibits that no ideal capital construction exists. This proposes that there is 

no expansion from deftly trading among commitment and value, because the costs of the 

different kinds of capital don't change autonomously (Obuya, 2017). The later approach of 

joining firm and individual expense into Modigliani and Miller's model shows that an 

optimal capital construction, which could increase the value of the firm may really exist 

(Cole and Sokolyk, 2018). Regardless, it also raises the critical repercussions that firms 

ought to back their endeavors absolutely with commitment to boost the complete worth of 

the firm. This is unreasonable and disavows reality, since firms can't use commitment just 

in their capital construction (Isin, 2018).  

The static tradeoff theory helps firm directors in capital design choices to stay aware of the 

congruity between the potential gains and disadvantages of commitment and value 
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financing (Hang, 2015). Furthermore, the cost of capital can't be restricted by extending 

the commitment level at a specific point, the cost of commitment will end up being more 

exorbitant than the cost of value since it constructs the Leverage level and in view of which 

the peril of loan boss augmentation because of which their necessary speed of return grows 

(Clemente-Almendros and Sogorb-Mira, 2018). The limitations in applicability of the 

theory are connected to the fact that capital costs cannot be reduced through a rise in debt 

levels. This was because to some point, it may become unattainable for the firm to finance 

the increased debt level (Clemente-Almendros & Sogorb-Mira, 2018).  

The preceding studies by Wambua (2019); Muiruri (2020) and Karuma, et al., (2020) have 

used this theory to interlink financial performance and debt financing. This theory was 

relevant in this study, since listed manufacturing firms can use it selecting the optimal 

capital structure that may not lead to bankruptcy through striking debt and equity levels. 

Through this these firms will be able to finance their operations efficiently and generate 

profits as opposed to disregarding equity and debt levels.  

2.2.2 Pecking Order Theory 

Myers iand iMajluf i(1984) ideveloped ithe ipecking iorder itheory iwhich ipostulates that firm 

administration strongly prefer internal generation of resources as a source of new funds as 

compared to getting financing from financial institutions. The order was dictated iby 

iasymmetric iinformation, ireleased ionto ithe imarket iby ieach ifinancing icategory ithat ibusiness 

imanagers ianalyze ito imake ia iprudent idecision iof icost-effective isource iof ifinancing 

iregardless iof idebt-equity iratio itarget i(Myers i& iMajluf, i1984). iThis isuggests ithat, ifor ifirms 

ito iimprove ion itheir icash iflows iand iincrease iprofits, ithey ineed ito ifollow ia icertain 

ihierarchical ifashion iof ifinancing itheir ioperations istarting iwith ileast icost isource iof iretained 

iearnings, isafe idebt iand ilastly iequity. i 

There have been various proponents as well as citrics of the theory. Notably among the 

proposer was Teshome, Debela and Sultan (2018) who averred that those who considered 

that organizations should give common stock to raise finance to embrace an important 

investment opportunity. Among the critics is Hamza and Saadaoui (2018) who asserted 

that the Pecking Order hypothesis contrasts from the compromise hypothesis in that there 

was no obvious debt-equity proportion. 
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The pecking order theory is significant in business since data accessible to financial backers 

is topsy-turvy and they think that its troublesome in settling on a decision among outer and 

inward financing (Morozko and Didenko, 2018). Besides, borrowed cash financing was 

superior to equity financing since cost of borrowed cash was a lot lesser than the expense 

of equity.  The major advantage of hierarchy hypothesis was that it thinks about the 

powerful nature of financial decision making that firm managers have to make in day-to-

day operations. The subsequent constraint was that it over-looks the issues related with the 

choices of financial managers to amass such a lot of financial leeway that they become 

ensured to market discipline (Matar & Eneizan, 2018).  

The preceding studies by Wambua (2019); Muiruri (2020) and Karuma, et al., (2020) have 

used this theory to interlink financial performance and debt financing. This theory is 

relevant to this study, since managers of listed manufacturing firms can lean towards the 

arguments pecking order through maximizing internal sources (retained earnings) of funds 

to finance their operations before seeking external financing. The theory can also be used 

by managers of the manufacturing firms in making capital structure decisions of choosing 

debt over equity which can lead to dilution of firm’s control.  

2.3 Determinants of Financial Performance   

The subsequent sections detail the determinants of financial performance of manufacturing 

firms 

2.3.1 Debt Financing  

Debt increases financial leverage in the firm and it act as disciplinary tool for managers to 

undertake activities that lead to wealth maximization.  However, a rise in debt within the 

firm can reach a level where it becomes unstable thus negatively affecting the performance. 

Thus, the use of debts raises the level of risks in the firm (Phan, 2018).  From the pecking 

order perspective, a negative relationship is predicted between debt financing and financial 

performance (Donaldson, 1961). On the other hand, the tradeoff theory predicts that debt 

financing enhances financial performance of the firm (Myers, 1984). 
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 2.3.2 Interest Tax Shield  

Modigliani and Miller (1963) worked on their previous recommendation on capital design 

model by including organization charge. They further case that the primary advantage of 

using commitment as a wellspring of financing was the way that the interest portions on 

commitment are charge deductible which makes a "charge safeguard" for firms (Hang, 

2015). This assessment safeguard allows a firm to pay lower charges while using 

commitment capital than they would while using simply their own capital (Rasyid, 2015).  

This infers that by recollecting a colossal piece of commitment for the capital design, it 

will cut down the authentic after-charge cost of capital, which will in this manner raise the 

worth of the firm (Wambua, 2019). Factory administrator's expense assortment proposal 

raises the critical consequences that firms should support their exercises absolutely with 

commitment to intensify the complete worth of the firm (Hang, 2015). This was 

unreasonable and refutes reality, since firms can't use commitment just in their capital 

design.  

So far, the spotlight has been set on the upsides of using commitment, which insinuates cut 

down charges paid by firms as a result of the way that the interest portions on the 

commitment are charge deductible 

2.3.3 Liquidity 

Liquidity was shown by an organization's financial position to avail necessary resources 

that cover all financial and financial obligations that the firm has with creditors. This 

incorporates commitments that developed inside a time of one year and costs of the 

organizations working cycle (Githire and Muturi, 2015). It was figured by secluding 

current assets with the current liabilities. Exactly when a firm can't meet its present 

responsibilities it should be illiquid. Liquidity the board can be cultivated by managing 

assets, current liabilities and long stretch stores. 

At the point when a firm was restricted as far as liquidity it cannot meet the momentary 

commitments and will select to acquire for that reason. In any case, because of the resource 

creation all things considered, the expense of the acquired assets will be high (Chen and 

Strange, 2015). This was on the grounds that the financial organizations propelling credit 
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assessed the firm as unsafe as far as installment of the borrowed cash. Then again, holding 

a lot of liquidity implies the firm won't put resources into different ventures that experience 

the chance cost of holding cash. In both the above cases the advantage of a firm was 

impacted conversely. 

2.4 Empirical Review 

Internationally, Gabrijelcic, Herman and Lenarcic (2016) examined the impact of financing 

through obligation on the monetary efficiency of firms prior and then afterward the 

monetary emergency in Slovenia. The exploration designated a populace of best 

performing firms in Slovenia and information was gathered utilizing optional information 

assortment devices. After the investigation of gathered information, it was determined that 

there was a negative connection between obligation financing and firm efficiency in both 

instances. Through a comparative analysis of firms across sectors, it was further established 

that firms which relied on equity financing performed much better than those which used 

debt. The study recommended that national government should formulate policies that bars 

fragmentation of financial markets during economic crisis. Alkhazaleh and Al-Dwiry 

(2018) set up that money lease has gotten a choice as opposed to medium term and longer-

term financing particularly in finance related business areas when there was a credit pound 

for these sorts of financing. Furthermore, the examination found that cash renting 

influenced benefit from resources anyway no impact on the benefit from value. 

Nazir, et al., (2020) relied on empirical ievidence ifrom ithe iPakistan iStock iExchange, iwhere 

ithe irelationship ibetween ifirm iperformance iand idebt ifinancing iwas iexamined. iThe istudy 

iused ifixed iand irandom ieffects iand iordinary ileast isquares iregression imodels ito ianalyse ia 

icross-sectional idata ifrom i30 ifirms ilisted iin ithe istock iexchange. iThe istudy ifound ithat 

iprofitability iof ithe ifirms iwas iimpacted iby iboth ilong iand ishort-term idebt. iThe istudy ifurther 

irevealed ithat ifirm isize iand isales igrowth isignificantly iand ipositively iaffected iprofitability 

iof inon-financial isector ifirms. iThe istudy irecommended ithat imanagers iof ithese ifirms ishould 

ifocus ion isatisfactory idebt ilevels. i 

Locally, iWambua i(2019) istudied ihow ifinancial iperformance iof ilisted iNSE ifirms iwere 

iaffected iwith idebt ifinancing. iThe istudy iused idescriptive iresearch iand isecondary idata ifrom 

ifinancial ireports iwas iused. iThe istudy ifound ithat ithere iwas ia iweak inegative irelationship 

ibetween idebt ifinancing iand ifinancial iperformance. iThe istudy ifurther ifound ithat ithere iwas 
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ia isignificant iweak ipositive irelationship ibetween iliquidity iand ifinancial iperformance. iThe 

istudy ifinally ifound ithat ithere iwas ian iinsignificant irelationship ibetween ifirm isize iand 

ifinancial iperformance. iThe istudy irecommended imanagers ishould iensure ithe iliquidity iof 

ithe ifirms iwas iat ithe ioptimal ilevel ifor ithem ito imeet itheir idebt iobligations ias ithey ifall idue. i 

Muiruri i(2020) ialso istudied ithe irelationship ibetween ifinancial iperformance idebt ifinancing 

iamong ifirms ilisted iin ithe iNSE. iThe istudy itargeted iall ithe ilisted ifirms iin ithe iNSE iand ipanel 

idata iwas iused. iThe istudy ifound ithat ithere iwas ia isignificant ipositive irelationship ibetween 

idebt ifinancing iand ifinancial iperformance. iThe istudy ifurther ifound ithat iliquidity iand ifirm 

isize iare ipositively iand isignificantly iassociated iwith ifinancial iperformance iof ithe ifirms. 

iThe istudy irecommended ithat iinvestors ishould ilook ifor ifirms ithat iemploy idebt ifinancing  

iand ihave igood iworking icapital imanagement ipractices ito iinvest iin. i 

Finally, iKaruma, iet ial., i(2020) istudied ithe ieffect iof idebt ifinancing i(corporation itax irate, 

iinterest irates, ilong iand ishort-term idebt) ion ifinancial iperformance iof ilisted imanufacturing 

ifirms iin ithe iNSE. iThe istudy iused icorrelation iand ipanel iresearch idesign, iwhere isecondary 

idata ibetween i2013 ito i2017 iof inine icompanies iin ithe iNSE iwas iexamined. iThe istudy ifound 

ithat ithere iwas ia isignificant iand ipositive irelationship ibetween iaccounts ipayables iand iROA. 

iThe istudy ialso irevealed ithat ithere iwas ia isignificant irelationship ibetween iinterest ipayment 

iand ibank iloan iand iROA iof ithe ifirms. iThe istudy irecommended ithat imanagers iof these firms 

should formulate policies that sustained accounts payable as this improved ROA.  

2.5 Summary of the Literature Review and Research Gaps 

Study by Gabrijelcic, et al., (2016) in Slovenia created a methodological research gap, 

since it failed to improve the identification of lending channels by banks and establishing 

the relationship of the firm balance sheets and matching bank. This gave more details on 

the potential pass-through to financial performance and credit supply side factors. Nazir, 

et al., (2020) study on Pakistan Stock Exchange, created a contextual research gap since it 

only focused on the major sectors of the stock exchange, thus creating research gap in 

smaller sectors. This study was limited in terms of geographical borders thus creating a 

research gap in other parts of the world.  

Wambua (2019) studied how financial performance of listed NSE firms were affected with 

debt financing. Created a conceptual research gap since asset tangibility, debt finance, firm 
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liquidity and firm size could only explain 4.5% of financial performance. The study also 

created a contextual research gap since it only focused on the non-financial companies. 

Further study by Muiruri (2020) created a contextual research gap since it only focused on 

the listed firms thus creating research on firms like SMEs and was also only limited to the 

Kenyan context. Finally, Karuma, et al., (2018) study on the listed manufacturing firms in 

Kenya, created a methodological research gap since it only focused on the duration of five 

years.  

2.6 Conceptual Framework 

The relationship between debt financing and financial performance, depicted in Figure 2.1. 

Each of these independent variables have causes and effect on the dependent variable, as 

explained in the review of the variables on the literature review. Dwi, (2011) stated that it 

was important to conceptualize variables because it was important in testing hypotheses. 

In this study, independent variable was debt financing (Debt/Asset), liquidity and interest 

tax shield are depicted as control variables, while the dependent variable was financial 

performance (ROA) 

 

Figure 2.1: Conceptual Framework 

  

Independent Variable Dependent Variable 

Debt financing 

 Debt/Assets  

 

CONTROL VARIABLES 

Liquidity 

 Current assets/Current 

liabilities  

Interest tax shield 

 Interest expense/EBIT 

Financial Performance 

 ROA 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Introduction 

The relevant design, itargeted iparticipants, imeans iof igathering iand iprocessing ithe iviews iare 

idetailed iin ithis ichapter. i 

3.2 Research Design  

This research istudy iemployed ia idescriptive iresearch idesign. iThe istudy iadopted ia 

idescriptive iresearch idesign iwhich iattempted ito iobtain iinformation ifrom a part of a 

population to establish the estimate status of the population on a single or more factors 

(Creswell, 2013). This design had the upper hand of stating the exact visualization of the 

population status fully by providing a description of the characteristics of certain scenarios 

as they are. Hence this study adopted this research design as it is more appropriate.  

3.3 Target Population  

Mbokane (2019) defines an objective populace as a bunch of subject or articles that a 

scientist was keen on understanding their elements and can be utilized to clarify the 

connection between concentrate on factors. This study targeted 10 listed manufacturing 

firms listed in the NSE and their audited financial statements from 2017 to 2021, were used 

as the unit of analysis. Because of the modest number of firms to be locked in for the 

review, a census will be used hence all firms will be part of the study. The sample size was 

all the 10 manufacturing firms listed.  

3.4 Data Collection  

The study relied on secondary data and from published financial statements from 

manufacturing firms targeted by this research, the study relied on financial reports for the 

past 5 years, from 2017 to 2021. This period was selected because it is most currently hence 

data would easily be available. Secondary information was the outcome of investigations 

done by other researchers for different purposes apart from the one that the data was being 

used for.  The study gathered secondary data on net income, total assets, debts, interest 

expense, EBIT, current assets as well as current liabilities.  
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3.5 Operationalization of Variables  

Variable Definition Measurement Source 

Financial 

Performance 

A general extent 

of associations in 

every day money 

related to 

prosperity over 

time 

ROA= Net Income 

            Total Assets 

Omete & 

Isabwa 

(2017) 

Debt 

Financing  

Represented by 

financial leverage 

of the firm 

Debt Assets Ratio =   Debt 

                                   Assets 

 

 

Isin (2018) 

Interest Tax 

Shield 

The benefit that 

accrues from the 

use of debt in the 

firms’ capital 

structure 

Interest Tax Shield =Interest Expense 

                                          EBIT 

Kibunja 

(2020) 

Liquidity Financial position 

of the firm to 

enable it meet its 

daily financial 

obligations 

Current Ratios = Current Assets 

                             Current Liability 

Alkhazeleh 

& Al-

Dwiry 

(2018) 

3.6 Data Analysis 

As per Cooper and Schindler (2013), data analysis entails disseminating data into 

manageable units, summarizing it, observing for trends and patterns and the application of 

statistical itechniques isuch ias ifrequencies, imean, istandard ideviation iand ivariance. In order 

to break down the distinctions among bunch implies and their related strategies, 

quantitative data was used inferential statistics to ascertain variable, regression, correlation 

and analysis of variance. The research used the model shown below;  

Y= β0 +β1X1+ β2X2+ β3X3 + ε  

Where:  

β1, β2, and β3 is the relapse coefficient of the independent variables 

Y = Financial performance 

β0 = Constant 

X1 = Debt financing  

X2 = Interest tax shield 

X3 = Liquidity  
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ε is the blunder term typically appropriated about a mean of zero.  

3.6.1 Diagnostic Tests  

Diagnostis tests are usually conducted to test the assumptions of regression analysis. The 

study tested for multicolinearity, autocorrelation and heteroscedasticity assumption as 

discussed in the subsequent sections. 

3.6.1.1 Multicolinearity Test 

Multicolinearity is a situation when at least one of the independent variables are correlated 

with each other (Warner, 1963). Presence of multicolinearity was a strong violation of the 

regression analysis assumptions. Multicollinearity was tested using Variance Inflation 

Factor (VIF) test. If VIF were equal to or greater than 2.5 there it was assumed that 

multicollinearity exists (Sevier, 1957). 

3.6.1.2 Autocorrelation Test 

 Autocorelation arised when there was serial correlation in the data. The condition mostly 

arises in time series data. Autocorrelation was tried utilizing Durbin Watson test. A worth 

of 1.5 to 2.5 meant no autocorrelation distinguished in the example. Values from 0 to fewer 

than 2 highlight positive autocorrelation and qualities from 2 to 4 methods negative 

autocorrelation (Lewis-Beck & Lewis-Beck, 2015) .  

3.6.1.3 Heteroscedasticity Test 

When the variance of the error term in the model was constant across predicted values 

homoscedasticity condition was assumed (Williams, Grajales & Kurkiewicz, 2013). 

Heteroscedasticity/homoscedasticity was tried utilizing Glejser test. The Glejser test is just 

legitimate when the arbitrary blunder is evenly disseminated. The resultant p-values above 

0.05 implied presence of homoscedasticity which is desirable (Berry, 1993).   

3.6.2 Significance Test 

F-test was utilized to test the importance and significance of the above equation, where p-

value of less than 0.05 considered significant. The significance of the correlation analysis 

depended on either 0.01 or 0.05. Significance of the regression coefficients was also 
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determined at p< 0.05, to establish the relationship between the study variables.  Data to 

be obtained was assessed through statistical inference to prove acceptance or rejection of 

research hypothesis. The study hypothesis was null hypotheses (H0) which after analysis 

was accepted or rejected, if rejected the alternative hypothesis (Ha) of the study was 

accepted.  The value of R square was interpreted linking financial performance and debt 

financing.   
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CHAPTER FOUR 

DATA ANALYSIS, PRESENTATION AND INTERPRETATION 

4.1 Introduction 

This chapter captures data ianalysis, ipresentation iand iinterpretation ion ithe icollected ifrom 

iNairobi iStock iExchange i(NSE) ibetween i2017 iand i2021. iThe idata iwas ibased ion: financial 

performance (ROA), debt financing (Debt/Assets), interests tax shield (Interest 

Expense/EBIT) and liquidity (Assets/Current Liability). The collected data was aimed at 

establishing the impact of debt ifinancing ion ithe ifinancial iperformance iof ilisted 

imanufacturing ifirms iin ithe iNSE. i 

4.2 Descriptive Statistics 

Table 4.1 describes financial iperformance, idebt ifinancing, iinterest itax ishield iand iliquidity 

iin iterms iof imean istandard ideviation, iskewness iand ikurtosis. 

Table 4. 1: Descriptive Statistics 

 Mean Std. 

Deviation 

Skewness Kurtosis 

Statistic Statistic Statistic Std. 

Error 

Statistic Std. 

Error 

Financial 

Performance 
18.7123 7.79552 -.203 .199 1.382 .395 

Debt Financing 12.5962 4.10217 -.086 .199 -.292 .395 

Interest Tax Shield 10.1040 5.13256 .397 .199 -1.202 .395 

Liquidity 9.4067 4.79859 .388 .199 -1.140 .395 

 

Table 4.1 indicated ithat ithe iaverage ifinancial iperformance iwas i18.7123 iand istandard 

ideviation iwas i7.79552. iWhile iit iwas ialso idetermined ithat idebt ifinancing ihad ia imean iof 

i12.5962 iand istandard ideviation iof i4.10217. iThe ifindings ialso ishowed ithat iinterest itax 

ishield iwas i10.1040 iand istandard ideviation iwas i5.13256. iFinally,  ithe iaverage iliquidity iof 

ithe ifirms iwas i9.4067 iand istandard ideviation iwas i4.79859. iMajority iof ithese ivariables ihad  

ia istandard ideviation iwhich iimplied ithat ithere iwas ia ihigh ivariation ifrom ithe imean isince 

istandard ideviation iwas ihigh. iKline i(2005) iasserts ithat ithe imeasures iof iskewness iand 



20 

 

ikurtosis iare iused ito idetermine ithe inormal idistribution iof ithe idata. iIf ithe iskewness ivalue 

iwas igreater ithan i+ i1.0, ithen ithe idata iwas iskewed ito ithe iright iand iif ithe ivalue iwas iless ithan 

i-1.0, ithen ithe idata iwas iskewed ito ithe ileft. iIn ithis idistribution imajority iof ithe ivariables iwere 

ipositively iskewed ihence ithey iwere imainly iskewed ito ithe iright. iKurtosis ivalues iwere ialso 

iused ito igauge ithe idistribution iof ithe idata. iThe ivalues iranged ifrom i-.552 ito i1.382, ibased ion 

ithe iargument iby iGeorge iand iMallery i(2010), ikurtosis ivalues iranging ifrom i-2 ito i2 iindicated 

ithat ithe ipresence iof iunivariate idistribution, ihence ithe idata ion ithese ivariables iwere inormally 

idistributed.  

4.3 Tests for Regression Assumptions 

Normality, imulti-collinearity, ilinearity, iserial iautocorrelation iand ihomoscedascity itests are 

some regression assumptions tests that were tested in this study. Latan and Ghozali, (2015) 

and Hair, iet ial., i(2010), iasserted ithat ifor ithe iresults ito ibe ithe iactual irepresentation iof ithe 

istudy isample, iregression iassumptions imust ibe imet.  

4.3.1 Normality Tests 

Normality tests was carried out since this study was anchored on the following parametric 

tests; correlation coefficient, coefficient of determination, ANOVA and regression 

coefficient, which are majorly based on the assumption of normal distribution of data, 

based on the arguments by Ghasemi and Zahedisl, (2012). Ghasemi and Zahedisl, (2012) 

recommends Shapiro-Wilk test owing to its higher power, compared to Kolmogorov-

Smirnov test.  

 Table 4. 2: Normality Tests 

 

Kolmogorov-Smirnova Shapiro-Wilk 

Statistic df Sig. Statistic df Sig. 

Financial Performance .337 36 .000 .435 36 .000 

Debt Financing .177 36 .006 .916 36 .009 

Interest Tax Shield .209 36 .000 .820 36 .000 

Liquidity .120 36 .100* .947 36 .045 

*. This was a lower bound of the true significance. 

a. Lilliefors Significance Correction 

From table 4.2, showed that that all the p-values (0.000) of the study variables are less than 

0.05 based on the Shapiro-Wilk tests and their statistical values ranged between 0.435 to 
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0.947, implying data on financial performance, debt financing, interest tax shield and 

liquidity are normally distributed. In iaddition, iKolmogorov-Smirnov itest, iindicated ithat iall 

ithe ivariables iare inormally idistributed, isince iall ithe ivariables ihad ia ip-value iof iless ithan 

i0.05, iexcept for liquidity.  

4.3.2 Multi-Collinearity Tests 

Multi-collinearity problem exists in a regression analysis, if the predictor variables are 

highly (r > 0.9) or perfectly ((r=1) correlated (William, et al., 2013). Belsley iet ial., i(1991) 

iadds ithat imulticollinearity iproblem icontributes ito ithe iinflation iof istandard ierrors iand 

iconfidence iintervals,  iwhich iled ito iunstable iestimates iof ithe icoefficients iof iindividual 

ipredictor ivariable. iTolerance ivalues iand ivariance iinflation ifactor i(VIF) iwas iused ito itest 

imulti-collinearity iassumption. iField i(2009) istates ithat itolerance ivalues iof iless ithan i0.2 iand 

iVIF ivalues of above 10 indicates the existence of multi-collinearity problem.  

Table 4. 3: Tolerance and VIF Values 

Predictor Variable Collinearity Statistics 

 Tolerance  VIF 

Debt Financing .746 1.342 

Interest Tax Shield .773 1.296 

Liquidity .772 1.298 

Table 4.3, indicated that debt financing, interest tax shield and liquidity as a predictor 

variable in the model had a tolerance value of ranging between 0.746 to 0.773, which is 

less than 2 and value inflation factor of ranging between 1.081 to 1.342 which is less than 

10. This implied that multi-collinearity was not a problem in the regression analysis. 

4.3.3 Serial Autocorrelation 

This assumption implies that the residuals of linear regression are independent (Hair et al., 

2017). Durbin-Watson statistics can be used to test this assumption, where its values range 

between 1 to 4 and the recommended threshold ranges between 1.5 to 2.5 as stated by Hair 

et al., (2017). Table 4.7 indicated that D-W statistics ranged between 1.717, which is within 

the recommended threshold. 

4.3.4 Homoscedascity Test 

This assumption implies that the data must have the same variance or the same scatter. 

There are various tests for detecting homoscedacity as a regression assumption but in this 
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study Bartlett tests was employed, where the significance (p>0.05) of the Bartlett statistics 

was observed. 

Table 4. 4: KMO and Bartlett Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .539 

Bartlett's Test of Sphericity Approx. Chi-Square 93.834 

Df 10 

Sig. .000 

Table 4.3 showed iKMO imeasure iof isampling iadequacy iwith ia ivalue iof itest istatistic ias 

i0.539, iwhich iwas iabove ia ithreshold iof i0.5, iwhich iimplied ithat ithe isample isize iwas 

iadequate. iBartlett’s itest iof ispherecity iindicated i(X2 = [df=10] 93.834; p= 0.000), which 

implied that there was equality (homogeneity) of variance, since p-value < 0.05. 

4.4 Correlation Analysis 

Pearson correlation ianalysis iwas icarried iout ito iexamine ithe inature iand idirection iof ithe 

irelationship ibetween iindependent ivariables i(debt ifinancing, iinterests itax ishield iand 

iliquidity) iand idependent ivariable i(financial iperformance). iTo iassess ithe iassociation 

ibetween ithe istudy ivariables iPearson iCorrelation i(r) iwas iused. iKothari i(2013) iasserted ithat 

iwhen ir iis iabove i±0.50, ithe irelationship iwas iconsidered istrong, iwhen ir iranges ibetween 

i±0.30 ito i±0.49 ithe irelationship iwas iconsidered imedium iand ifinally ithe irelationship iwas 

iconsidered iweak iif ir iranges ibetween i±0.1 ito i±0.29.  
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Table 4. 5: Pearson Correlation 

 

Debt 

Financing 

Interests 

Tax 

Shield Liquidity 

Financial 

Performance 

Debt 

Financing 

Pearson 

Correlation 

1    

Sig. (2-

tailed) 
 

   

N 150    

Interest Tax 

Shield 

Pearson 

Correlation 

.747** 1   

Sig. (2-

tailed) 

.000 
 

  

N 150 150   

Liquidity Pearson 

Correlation 

-.030 -.1150 1  

Sig. (2-

tailed) 

.863 .430 
 

 

N 150 150 150  

Financial 

Performance 

Pearson 

Correlation 

-.149 -.112 .430** 1 

Sig. (2-

tailed) 

.386 .515 .009 
 

N 150 150 150 150 

**. Correlation was significant at the 0.01 level (2-tailed). 

Table 4.6 indicated ithat ithere iis ia iweak inegative icorrelation ibetween idebt ifinancing iand 

ifinancial iperformance i(r=-0.149; ip= i0.386) iand ithe irelationship iwas istatistically 

insignificant since p>0.01. It was further determined that there was a weak negative 

correlation between interest tax shield banks and financial performance (r= -0.112; p= 

0.515) and the relationship was statistically insignificant since p>0.01. On ithe icorrelation 

ibetween iliquidity iand ifinancial iperformance iit iwas idetermined ithat ithe irelationship iwas 

positively medium and significant (r= 0.430; p= 0.009).  

4.5 Regression Analysis 

Simple linear iregression iwas iapplied ito iestablish ia icausal irelationship ibetween 

iindependent ivariables (debt financing, interests tax shield and liquidity) and dependent 

variable (financial performance).  
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Table 4. 6: Regression Analysis  

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 6752.721 106.357  63.491 .000 

Debt Financing -.002 .003 -.149 -.879 .386 

 Interest Tax 

Shield 

-092 .000 -.112 -.659 .515 

 Liquidity .014 .005 .430 2.777 .009 

a. Dependent Variable: Financial Performance 

Adj R2 =0.982; F (3,146) = 1.678; p =0.204; D-W = 1.717 

It was determined that there was an insignificant relationship between a combination of the 

independent variables (debt financing, interests tax shield and liquidity) and dependent 

variable (financial performance) (F (df=3,146) = 1.678; p =0.204) and they could explain 

98.2% variation of financial performance (Adj R2 =0.982). It was further determined that 

a iunit iincrease iin idebt ifinancing icontributed ito i14.9% idecrease iin ifinancial iperformance 

ibut ithe irelationship iwas iinsignificant, isince ip-value i> i0.05 i(β=--0.149; it=-0.879; ip=0.389). 

iIt iwas ifurther idetermined ithat ia iunit iincrease iin iinterest itax ishield icontributed ito i11.2% 

idecrease iin ifinancial iperformance ibut ithe irelationship iwas iinsignificant, isince ip-value i> 

i0.05 i(β=--0.112; it=-0.659; ip=0.515). iIt iwas ifurther idetermined ithat ia iunit iincrease iin 

iliquidity icontributed ito i43% iincrease iin ifinancial iperformance iand ithe irelationship iwas 

istatistically isignificant, isince ip-value i< i0.05 i(β=0.430; t= 2.777; p=0.009). 
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CHAPTER FIVE 

SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS 

5.1 Introduction 

In this chapter the researcher addressed summary of findings, conclusion and 

recommendation on the impact of debt financing on the financial performance of listed 

manufacturing organizations. The chapter also addressed suggestions for further findings 

on these concepts.  

5.2 Summary of Findings 

On the descriptive statistics, it was found that average financial performance was 18.7123 

and standard ideviation iwas i7.79552. iWhile iit  iwas ialso idetermined ithat idebt ifinancing ihad 

ia imean iof i12.5962 iand istandard ideviation iof i4.10217. iThe ifindings ialso ishowed ithat 

iinterest itax ishield iwas i10.1040 iand istandard ideviation iwas i5.13256. iFinally, ithe iaverage 

iliquidity iof ithe ifirms iwas i9.4067 iand istandard ideviation iwas i4.79859. iMajority iof ithese  

ivariables ihad ia istandard ideviation iwhich iimplied ithat ithere iwas ia ihigh ivariation ifrom ithe 

imean isince istandard ideviation iwas ihigh. iIn ithis idistribution imajority iof ithe ivariables iwere 

ipositively iskewed ihence ithey iwere imainly iskewed ito ithe iright. iKurtosis ivalues iwere ialso 

iused ito igauge ithe idistribution iof ithe idata. iThe ivalues iranged ifrom i-.552 ito i1.382. i 

On ithe icorrelation ianalysis,  iit iwas irevealed ithat ithere iis ia iweak inegative icorrelation 

ibetween idebt ifinancing iand ifinancial iperformance i(r=-0.149; ip= i0.386) iand ithe 

irelationship iwas istatistically iinsignificant isince ip>0.01. iIt iwas ifurther idetermined ithat 

ithere iwas ia iweak inegative icorrelation ibetween iinterest itax ishield ibanks iand ifinancial 

iperformance i(r= i-0.112; ip= i0.515) iand ithe irelationship iwas istatistically iinsignificant isince 

ip>0.01. iOn ithe icorrelation ibetween iliquidity iand ifinancial iperformance iit iwas idetermined 

ithat ithe irelationship iwas ipositively imedium iand isignificant i(r= i0.430; ip= i0.009). 

On ithe iregression ianalysis, iit iwas idetermined ithat there was an insignificant relationship 

between a combination of the independent variables (debt financing, interests tax shield 

and liquidity) and dependent variable (financial performance) (F (1,34) = 1.678; p =0.204) 

and they could explain 98.2% variation of financial performance (Adj R2 =0.982). It was 

further determined that a unit increase in debt financing contributed to 14.9% decrease in 
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financial performance but the relationship was insignificant, since p-value > 0.05 (β=--

0.149; t=-0.879; p=0.389). It was further determined that a unit increase in interest tax 

shield contributed to 11.2% decrease in financial performance but the relationship was 

insignificant, since p-value > 0.05 (β=--0.112; t=-0.659; p=0.515). It was further 

determined that a unit increase in liquidity contributed to 43% increase in financial 

performance and the relationship was statistically significant, since p-value < 0.05 

(β=0.430; t= 2.777; p=0.009). 

5.3 Conclusion 

Based on the study analysis iand ifindings, iit iwas idetermined ithat ithere iis ia iweak inegative 

iand iinsignificant irelationship ibetween idebt ifinancing iand ifinancial iperformance ias iper ithe 

icorrelation ianalysis. iThe istudy ialso iconcluded ithat ian iincrease iin idebt ifinancing iwould  

icontribute ito ia idecrease iin ifinancial iperformance iof ithe ilisted imanufacturing ifirms iin 

iKenya. iThis icontradicts itradeoff itheory iwhich isupported ithe iuse iof idebt ifinancing ito 

iimprove ifinancial iperformance. iThe iconclusion iwas iin isync iwith ithe ipecking iorder itheory,  

iwhich iputs ipriority ion ithe iretained iearnings. i iThis ialso icontradicts ithe ifindings iby iWambua 

i(2019); iMuiruri i(2020) iand iKaruma, iet ial., i(2020) 

The istudy ialso iconcludes ithat ithere iwas ia iweak inegative iand iinsignificant irelationship 

ibetween iinterest itax ishield iand ifinancial iperformance iof ithe ifirms ibased ion ithe icorrelation 

ianalysis. iThe istudy ialso irevealed ithat ian iincrease iin iinterest itax ishield iwould icontribute ito 

idecrease iin ifinancial iperformance iof ithe ilisted imanufacturing ifirms. iThis ihas ibeen 

iattributed ito ithe ifact ithat ian iincrease iinterest itax ishield icontributes ito iincreased idebt iin ithe 

icapital istructure iwhich ihas ia inegative iimpact ion ithe ifinancial iperformance. This 

contradicts the assertion by Rasyid (2015), who opined that tax shield act as a “charge 

safeguard” 

Unlike the other two determinants of financial performance, it can be that there was a 

positive medium relationship between liquidity and financial performance of the listed 

firms. The study finally concluded that an increase in liquidity would contribute to an 

increase in financial performance of the listed firms, this can be attributed to the fact that 

increased liquidity enables firms to meet their financial obligations thus improving 
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financial performance in the long run. This in tandem with the conclusion by Githire and 

Muturi, (2015) and Chen and Strange (2015). 

5.4 Recommendations 

Based on ithe istudy ifindings iand iconclusions,  ithe istudy irecommends ithat imanagers iof these 

firms should focus on satisfactory debt levels. That managers of these firms should 

formulate policies that will improve capital management practices and sustain accounts 

payable as this will improve ROA. This will make manufacturing firms more attractive to 

investors.  Further regulators such as NSE and CMA and by extension ministry of finance 

should enforce regulations and rules on debt financing of the listed firms to avoid 

bankruptcy situations of the listed firms.  

Based on the conclusion that improved liquidity significantly contributes to an improved 

financial performance, this study recommends that managers of listed manufacturing firms 

should ensure the liquidity of the firms is at the optimal level through implementing 

effective working capital management practices, for them to meet their debt obligations as 

they fall due. External stakeholders such as individual investors and investment banks tend 

to prefer firms with optimal liquidity levels.  

5.5 Suggestions for Further Studies 

Based on the study analysis it was evident that liquidity, debt financing and interest tax 

shield does not 100% explain financial performance, which implied that there exist other 

firm factors which could explain financial performance, hence future studies should focus 

on these factors. The study also created a contextual research gap since it only focused on 

the listed manufacturing firms, future studies should focus on all the listed and non-listed 

manufacturing firms to facilitate comparison of the study findings.  
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Appendix I: Data Collection Sheet 

Measurement unit  2017 2018 2019 2020 2021 

Net income      

Total assets      

Debts       

EBIT       

Asset utilization ratio      

Current assets      

Current liabilities       

Interest expense       

 

 

 

 

 

 

 

 

 

 

Appendix II: Listed Firms in the Manufacturing at the NSE 

1. B.O.C Kenya Ltd  

2. British American Tobacco Ltd  

3. Carbacid Investments Ltd  

4. East African Breweries Ltd  

5. Mumias Sugar Co. Ltd  

6. Unga Group Ltd  

7. Eveready East African Ltd  

8. Kenya Orchards Ltd  

9. A. Baumann Co. Ltd  

10. Flame Tree Holdings Ltd  

Source: Nairobi Securities Exchange 
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