



FIRM CHARACTERISTICS AND FINANCIAL STABILITY OF COMMERCIAL AND SERVICE FIRMS LISTED AT THE NAIROBI SECURITIES EXCHANGE, KENYA
ABSTRACT
The study sought to investigate how the characteristics of companies trading at the NSE impact their performance in Kenya. The research was anchored by stakeholders’ theory and efficiency structure theory and liquidity shiftability theory.  The target population was the 12 currently active businesses that are listed on the Nairobi Securities Exchange and a census approach was used. The survey concludes stating the significant effect of operational efficiency on financial stability, underscoring the critical role that efficient operations play in ensuring the long-term viability and performance of firms in the Kenyan market. Therefore, firms that are able to optimize their processes, reduce costs, and enhance productivity are more likely to achieve greater financial stability and resilience in the face of economic challenges. It was concluded that capital levels do not play a significant role in determining the financial stability of the firms. It was concluded that the alteration in the liquidity levels if the firms play an irrelevant role in determining the firms’ financial stability. It was concluded that firm size does not play a significant role in determining the firms’ financial stability. Management of NSE should encourage the development and implementation of industry-wide standards and best practices for operational efficiency in commercial and service firms. The management of NSE should encourage commercial and service firms to adopt robust liquidity risk management practices, including regular monitoring of cash flows, stress testing, and contingency planning. Provide guidance and support to firms in developing effective liquidity risk management frameworks to ensure they are adequately prepared to handle liquidity challenges. The management of NSE should shift the regulatory focus from firm size as a determinant of financial stability to a more comprehensive and risk-based approach. 
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INTRODUCTION
1.1 Background of Study
The banking, insurance, and fintech sectors are just a few examples of the complex industries that make up the global economy's service sector. Recent worldwide occurrences like the pandemic have brought attention to the necessity of managing and preventing corporate business failures (Oyamienlen, 2023). The stability of the service sector is a major priority for regulatory organizations and other stakeholders since it is essential to the growth and stability of economies (Oyamienlen, 2023).Between 2000 and 2021, the service sector's share of China's GDP increased from 39.79% to 53.31%, reaching 60% in 2020 (China Statistics Yearbook, 2022). Nevertheless, on a worldwide level, developed countries in the West usually showcase a greater percentage, with the service sector's contribution to GDP typically exceeding 70%. This suggests that the commercial and service sector is a key driver of overall service sector growth, as the proportion of its output to the sector's total value can exceed 70% (Peng, Elahi & Khalid, 2023). 
African countries are prioritizing the enhancement of financial stability of firms to bolster their capacity to engage in the global economy and sustain long-term economic growth amid increasing global competition and challenges (Ali & Isak 2019). Egypt for instance has dedicated significant efforts to improve the stability and performance of its corporate financial system (Ali, Yassin & AbuRaya, 2020). Even with the effort by African countries, there have been challenges in terms of maintaining the stability of commercial and service firms. It has been noted, for example, that in numerous developing nations, like Nigeria, macroeconomic issues such as excessive inflation and rising currency rates have a substantial impact on the prosperity of businesses (Egbunike & Okerekeoti, 2018). Also, while numerous new service firms have emerged, the rate of failure remains high in several African countries, primarily due to ineffective management practices. In Somalia, the development of service firms faces a significant obstacle caused by the absence of practical knowledge and efficient management procedures. This challenge is further compounded by the difficulties in establishing and sustaining their stability (Ali & Isak 2019).
Kenya's retail and service industries are essential to the country's development. According to According to Mburugu (2020), for the most part of Kenya's post-independence history, the commercial and service industry have generated foreign exchange earnings, enhanced GDP, and created jobs, all of which have contributed considerably to the nation's economic expansion and development (UNCTAD, 2018). Furthermore, MURAGURI (2022) maintained that in Kenya there are three major ways in which commercial and service companies trading on the NSE add to economic growth. The first is that they provide these goods and services to customers, so offering things to the final users. This is because these businesses know what the market needs are and are in regular communication with the end user. They are also in charge of creating demand by identifying the particular needs for the products they promote and make available to the customer. Ultimately, they meet the need by giving the customers what they require.Despite effort to ensure the stability of the sector, there have been several challenges that negatively impact the stability of firms in the sector. Odundo (2018) reports that, despite the government's efforts, several commercial banks listed in the service sector, which have traditionally played a crucial role, have encountered challenges related to stability. Additionally, the introduction of initiatives to enhance stability has been hindered by inadequately implemented financial inclusion policies, further impacting stability negatively(Aluoch, Kaijage, Iraya & Ogutu, 2019). Kenyan publicly traded service and commercial firms' financial metrics point to a downturn in their performance. Over the past ten years, a large number of these industries' listed businesses on the Nairobi Securities Exchange (NSE) have experienced performance-related issues(Nyangweso & Wepukhulu, 2019).
1.2 Statement of the Problem
Kenyan publicly traded service and commercial firms' financial performance metrics show a declining trend. In the past ten years, several organizations operating in these sectors and listed on the NSE have faced difficulties with their operational performance (Nyangweso & Wepukhulu, 2019).ADAN (2022)reported that listed firms listed in the commercial and service cartegory have experienced problems with stability recently as Based on yearly reports from the NSE, Kenya Airways has consistently reported losses, amounting to Kenya Shillings 25.7 B, 26.2 B, 10.22 B, 7.5 B, and 12.9 B during the course of the successive years from 2015 to 2019. Additionally, Sameer Africa has seen a decline in wealth, with a Ksh 686.4 M loss in 2018 compared to a Ksh 104.7 M profit. Two commercial services businesses, Kenya Airways and Deacons (EA) Ltd, have been suspended from the NSE at some point in the last few years due to ongoing financial concern(NSE, 2020). 
Recent years have seen a large amount of research on firm characteristics and how they affect the success and stability of businesses. Khalid, Razzaq, Ming and Razi (2022)It has been suggested that firm characteristics, including a robust liquidity position, are associated with improved financial performance. The study however placed emphasis on just performance ignoring overall stability. Furthermore, Li and Qiu (2020) contended in a different study that, while firm characteristics are important in influencing a company's decision to finance debt, they can also vary depending on the circumstances or context and are related to better reporting of environmental, social, and governance (ESG) issues. The reality of the United States of America served as the study's foundation. Additionally, firm characteristics affect the financial health of the companies listed on the Egyptian stock exchange as well as accounting-based economic achievement, which is defined by market-driven company performance as measured by major financial matrices, according to Ali, Yassin, and AbuRaya's (2020) analysis. However, the analysis focused exclusively on companies listed on the Egyptian Stock Exchange.
Onsongo, Muathe, and Mwangi (2020) evaluated the effects of financial risk on the financial stability of businesses listed in the Nairobi Securities Exchange (NSE)'s commercial and services sector. The results showed that these businesses could accept more credit, which improved their performance, but that during the study period, they had severe liquidity issues because their current liabilities exceeded their current assets. The study was however on financial risk and performance thereby leaving a conceptual gap.Using the resource-based mode, the efficient market hypothesis, and the market power hypothesis, Munga (2019) examined the influence of corporate attributes on the equity returns of companies listed on the NSE. In every case, they found, there was a significant and positive correlation between the variables connected to the firm characteristics and the share returns. However, the study only looked at share equity, which left an information vacuum. Issak and Oluoch (2023) examined the connections between firm size, turnover, profitability, and activity among manufacturing enterprises listed on the Nairobi Security Exchange (NSE) and financial hardship as determined by the B-Ratio. The results of the study demonstrated the importance of these variables in predicting the level of financial distress. The study left an institutional gap because it was grounded in the realities of the manufacturing industry.
1.3 Objectives of the Study
1.3.1 General Objective

The general objective of the study is to investigate the effect of firm characteristics on financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
1.3.2 Specific Objectives

The study was guided by the following objectives;

i. To determine the effect of operational efficiency on financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya. 
ii. To determine the effect of capital level on financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
iii. To determine the effect of liquidity on financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
iv. To determine the effect of firm size on financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya. 
1.4 Research Hypotheses
H01:
Operational efficiency has no significant effect financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
H02:
Capital level has no significant effect financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
H03:
Liquidity has no significant effect financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
H04:
Firm size has no significant effect financial stability of commercial and service firms listed at the Nairobi Securities Exchange, Kenya.
2.1 Theoretical Review
The stakeholder’s theory was advanced by Freeman (1984). This groundbreaking research in 1984 brought attention to the concept of stakeholders in business, which also underscored the necessity for a management structure that recognizes their significance. The foundation for many later publications on stakeholder theory in management was laid by this research. Stakeholder theory was viewed as a replacement for the conventional input-output paradigm that had previously been widely employed. Stakeholders, according to Freeman and Evan (1990), are people or organizations with legal stakes in the material and procedural elements of corporate operations. Interested parties are recognized based on their investment in the organization, regardless of the company's direct interest in them, understanding that each party's issues have inherent relevance. This suggests that each stakeholder group should be taken into account for their own gain, rather than just for the benefit of another group, such as the shareholders.
The Efficient Structure Theory was developed by Demsetz (1973). The research established the foundation for comprehending the connection between market structure and efficiency in various industries, especially in the area of industrial organization. The contributions of Baumol, Wolff, and Panzar have had a considerable impact on research on efficiency and market performance, offering insightful information on the factors that determine economic efficiency and how market structure affects it. According to Bikker and Bos (2008) Efficiency is commonly understood in the context of a two-output setting, represented by the feasible production set. While closely associated with productivity, it possesses a key differentiation: Efficiency is the difference between the actual and ideal input/output combinations. Or, to put it another way, efficiency measurements are in relation to the production frontier, which denotes the highest output that can be obtained for a given level of input (or the lowest input needed for input minimization). It measures the effectiveness resulting from a bank's placement relative to the production frontier inside the feasible production set.
The liquidity Shiftability Theory was articulated by Moulton (1913). This concept challenges the notion that liquidity is an issue, instead emphasizing the ability to transfer assets without incurring significant losses. According to Moulton's perspective, maintaining minimum reserves does not necessitate reliance on maturing bills. Instead, it entails holding a significant amount of assets that are easily transferable to other banks without suffering any loss. In the case of a general liquidity crisis, Moulton contends that banks should place a higher priority on maintaining liquidity by retaining assets that are simple to transfer to the Central Bank (Sanghani, 2014). According to Nwankwo (1991) an organization is said to have sufficient liquidity when it has assets that may be exchanged and traded to other financiers or investors for capital, especially under challenging or distressed circumstances. This strategy emphasizes the debts component of the financial statement and contends that a company's commitments can help create more liquidity. 
2.2 Empirical Review

2.2.1 Operational Efficiency and Financial Stability
Helal and Miah's (2017) research examined how the Gulf Cooperation Council (GCC) countries' banks' operational efficacy and financial stability relate to one another. For the study, data was acquired from 48 traditional financial institutions and 38 Islamic financial institutions that operate in the Persian Gulf. The research employed an Ordinary Least Squares (OLS) model of regression and examined data from 2004 to 2014. The immediate health of banks was assessed using the ratio of financial assets to deposits, and operational efficacy was determined using stochastic frontier analysis (SFA). A statistic to assess the stability of finance was the Z index. According to findings Islamic financial institutions in the GCC countries were more stable than conventional banks. Furthermore, it was discovered that operational efficiency negatively affected the ability of Islamic financial institutions in the GCC to maintain their financial stability. This effect was statistically significant. It is important to remember that the study was conducted in the Middle Eastern context, which has quite different socioeconomic conditions than Kenya.
Alemayehu and Belete (2019) investigated the relationship between operational effectiveness and the fiscal health of Ethiopia's commercial financial institutions, including those that are privately held and state-owned. Examining the financial profiles of particular institutions was the main goal of the study. As secondary data, several financial institutions' annual statements from 2012 to 2017 are used. Only public and private banks having a minimum of 12 years of history were included in the sample. To review the data, the researchers employed descriptive statistics.The study's findings demonstrated that state-owned banks' success in the commercial banking industry is significantly influenced by operational efficacy. The study just looked at operating efficiency; this one will also look at firm size, liquidity, and capital value.
Research was conducted by Wamalwa, Mungai, and Makori (2020) to find out how operational effectiveness affected Kenyan commercial banks' ability to remain financially stable. The study, which was done on a sample of 17 commercial banks in Kenya that were deemed susceptible, spanned the years 2011 to 2018. Using dynamic panel regression, the Generalized Method of Moments (GMM) model was employed in the investigation. The panel regression analysis's findings demonstrated a statistically significant positive connection between operational performance and the financial stability of the Kenyan commercial banks (p=0.037, β=0.3104109). The research focused on financial institutions in the region, however this study will focus on businesses and service groups registered on the NSE in Kenya.
2.2.2 Capital Level and Financial Stability
Karugu, Achoki, and Kiriri (2018) undertook a study to look into how capital level ratios affected Kenyan commercial banks' ability to maintain their financial stability. The amount of capital to total asset classes with greater risk, the overall capital to overall valued assets, and total equity to total deposits were all taken into account in the analysis as explanatory factors.The Z-index was used as a stand-in for determining how financially stable mainstream banks were. The study investigated the association between ratios of asset adequacy and the Z-index using a regression model based on logistic regression. For the study, data from secondary sources were gathered from 43 commercial financial institutions statements of operations covering the years 2009 to 2015. Results showed that the fundamental capital to deposits ratio had a statistically noteworthy beneficial impact on the Z-index of Kenyan commercial banks. The primary focus of the investigation was on commercial financial institutions in the financial sector of the economy.This research, on the other hand, will focus on commercial and service companies, which are a different industry from the financial industry.
Durand (2019) looked at how capital and liquidity ratios affected financial stability between 2005 and 2016, examining an estimated 1600 financial institutions from 23 different countries. In response to the global economic crisis of 2007–2008, the Group of 20 (G20) tasked the Committee of Basel with implementing the Basel III accords, a series of prudential measures intended to improve financial stability. Examining the possible nonlinear consequences of this legislation was the research's main goal. It used a panel smooth transition regression and a polynomial model with interaction terms. The study also made distinctions between various bank types based on the systematization of each. According to the study, the correlation between prudential ratios and financial stability is nonlinear. It has been found that having less capital improves financial stability; but, as capital's value rises, its influence tends to lessen. The period frame for the study is between 2005 and 2016; the time frame for this study is between 2017 and 2022. Hence providing up to date empirical evidences. In variation to the previous study which was on banks across 23 countries, the current study will centre on listed commercial and services in firm which in turn documents country specific findings and recommendations
Olugbenga and Oluwakemi (2020)carried out a factual examination of the variables affecting the financial stability of Nigeria's deposit-taking banks. A group of eight institutions that accept deposits was selected for a five-year period from 2013 to 2017, employing an ex-post facto research approach. To evaluate the mortgage lending procedures and capitalization foundations of Nigerian financial institutions, respectively, proxies such as the lending percentage and capital ratio were used. The study's financial stability metric was return on assets. The analytical strategy of the investigation used panel regression estimations. According to the regression's findings, capital level affects DBMBs' ability to maintain their financial stability. While the evaluation employed an ex-post facto investigative design, this study will employ a research that is descriptive.
2.2.3 Liquidity and Financial Stability
Ngaira and Miroga (2018) undertook a study to look at how liquidity affected Kenya's 11 listed commercial banks' financial stability. The research collected data through questionnaires distributed to 356 employees working in these banks. The analysis was supported by a multiple regression model. The genuine currencies concept of liquidity administration theory, the framework of economic inclusion, the philosophy of financial institution lending avenues, the concept of systemic vulnerability, and precautionary banking oversight were all integrated into the study. The results showed a strong correlation was found for liquidity and bank stability. It is important to highlight that, unlike the previous study that focused exclusively on 17 financially vulnerable commercial banks in Kenya, the present analysis will encompass all companies listed on the Nairobi Securities Exchange (NSE) in the commercial and service sectors.
Gweyi, Olweny, and Oloko's (2018) study sought to determine how liquidity susceptibility affected the financial health of Kenya's deposit-taking savings and credit cooperatives, or DT Saccos. The empirical investigation used the descriptive study approach, and its target population was made up of 164 deposit-taking Sacco organizations that were allowed to do so in Kenya during the fiscal year that ended on the last day of 2016.A census approach was used, encompassing all deposit-taking Saccos. Secondary data came from audited accounting records of 135 deposit-taking Saccos, which showed an 82.32% accuracy percentage. Inferential as well as descriptive statistics were applied to the data analysis. The outcomes demonstrated how seriously and negatively liquidity risks affect financial performance. Although the prior study focused mostly on liquidity risk, this study will also look at firm size, capital value, liquidity, and operational efficiency.
In their research, Otekunrin, Fagboro, and Femi (2019) conducted research into how well-performing Nigerian deposit money banks were affected by liquidity. The inquiry concentrated on 17 money transfer businesses that listed on the Nigerian Stock Exchange (NSE) between 2012 and 2017. Using secondary data taken from audited financial statements of fifteen financial institutions over a six-year period, the research used the ordinary least square (OLS) approach. The administration of liquidity was assessed using comparables such the capital ratio (CTR), current ratio (CR), and cash ratio (CSR), with return on assets (ROA) acting as a measure of efficiency. The study found a significant relationship between the performance of financial institutions and liquidity. Based on these findings, the study by way of conclusion stated  that efficient liquidity management is essential for firm operations and eventually raises profitability.It's crucial to remember that this research was largely concerned with Nigeria, which has a distinct economic outlook compared to the current study's focus on Kenya.
2.2.4 Firm Size and Financial Stability
Egbunike and Okerekeoti (2018) conducted a study that explored the interplay between macroeconomic factors, business characteristics, and the financial stability of registered production enterprises in Nigeria. The research employed an ex post facto research methodology. The target population comprised all manufacturing companies publicly traded on the Nigerian Stock Exchange. A sample was selected from the end-user commodities industry using a non-probability sampling technique. To test the study's hypotheses, multiple linear regression analysis was utilized. One of the results realized was that firm size, among other business attributes, significantly influences firm profitability. However, it should be noted that the study’s sole aim was exclusively on manufacturing companies, whereas the present study will concentrate on commercial and service organizations in Kenya.
The goal of the study by Walela, Omagwa, and Muathe (2022)was to find out how firm size influences the likelihood of financial problems among Kenyan businesses listed between 2009 and 2018 on the Nairobi Securities Exchange. The Wreckers theory of financial trouble, Altman's Z-Score model, the trouble Theory, the Trade Off hypothesis, and the Early Bankruptcy Theory were among the several theoretical frameworks that were included in the study. A mixed research designs was employed, with adherence to a positivist research ethic. A total of66 companies as of 2018 formed the study population as registered on Kenya's Nairobi Securities Exchange.The research utilized secondary data from a representative sample, employing time series analysis. Descriptive statistics, inferential statistics, and binary logistic regression modeling were the data analytical techniques employed in the study. The study's findings indicate that, for companies listed on Kenya's Nairobi Securities Exchange (NSE), there is a statistically significant link between firm size and financial troubles at a significance level of 5%. The research only focused on firm size whereas this study will adopt operational efficiency, capital value, liquidity and firm sizeas the predictor variables. 
Thoha, Nugraha, Suryoko, Nadhifah and Rhosyida (2022) studied how sound corporate governance affects a company's financial stability, with specific focus on the magnitude of the company.  A sample of 11 firms featured on the Jakarta Islamic Index during 2016 and 2018 was chosen for the purpose of research, and their overall assets were assessed. To guarantee the precise inclusion of these samples across a three-year period, purposeful sampling was used. The process of data analysis included multiple linear regression. According to the findings, there was no discernible relationship between business size and corporate financial stability (p > 0.05). The study was based on realities in Jakarta Indonesia which has different outlook to Kenya.
3.1 Research Methodology
In this study, a descriptive research design was employed. The twelve (12) companies that are listed on the Nairobi Securities Exchange's commercial and services were the target population of the study and a census approach was used. The period 2017 to 2022 was covered. A panel regression model was used and the equation for the model is:

FISit = β 0 + β 1OEit + β 2 CLit + β 3 LQit + β 4 FSit + ε
Were
FIS = Financial Stability 
OE = Operational Efficiency

CL = Capital Level

LQ = Liquidity

FS = Firm Size

β 0 = Intercept

i= Firm

t= Time Period

β 1, β 2, β 3, β 4 = Estimated Parameters

ε = Error Term.

4.1 Data Analysis and Discussion
4.2 Descriptive Analysis

Descriptive analysis is essential in data analysis, acting as a fundamental element for summarizing and illustrating the key features, patterns, and trends present in the collected data. Its core function involves the organized arrangement, presentation, and interpretation of data to derive meaningful insights regarding the research variables. The results that follow document the statistical properties of the factors being studied, including metrics such as the mean, standard deviations, and the minimum and maximum values. These findings are illustrated in Table 1.

Table 1: Descriptive Results

	Variable
	Obs
	Mean
	Std. Dev.
	Min
	Max

	Financial Stability
	64
	4.691327
	8.164714
	-1.17394
	51.32032

	Operational Efficiency
	64
	2.44941
	8.377331
	-33
	53.52632

	Capital Levels
	64
	.2595272
	.2251916
	-.18539
	.83645

	Liquidity
	64
	.2360205
	.1469809
	.06542
	.9261

	Firm Size
	64
	6.204721
	1.337172
	3.974595
	9.105164


Source: Study Data (2025)

The outcome uncovered a mean score of 4.691327 for financial stability which indicates a moderate level of financial stability among the firms, with a substantial standard deviation of 8.164714. This wide variation suggests that while some firms exhibit strong financial health, others may be struggling significantly, as evidenced by the minimum value of -1.17394. This negative figure highlights potential financial distress in certain firms, which could be a concern for investors and stakeholders despite some of the firms reaching a maximum value of 51.32032 financial stability among the listed commercial and service firms in Kenya. The mean operational efficiency score of 2.44941 reflects a lower average performance, with a high standard deviation of 8.377331. The range from -33 to 53.52632 indicates significant disparities in how effectively firms are managing their operations. The negative minimum value suggests that some firms may be operating at a loss or facing severe inefficiencies, which could hinder their competitiveness in the market. The average capital level of 0.2595272 with a standard deviation of 0.2251916 shows that firms have varying capacities to leverage capital for growth. The minimum value of -0.18539 indicates that some firms may have negative capital levels, potentially raising red flags about their financial sustainability and ability to fund operations or investments while those with maximum capital levels of 0.83645 spells out the firms’ ability to withstand shocks that may arise from market dynamics in Kenya. 

With a mean liquidity score of 0.2360205, firms appear to have a moderate ability to meet short-term obligations. The standard deviation of 0.1469809 suggests that while some firms maintain healthy liquidity ratios, others may struggle, as indicated by the minimum value of 0.06542. This variability in liquidity can affect firms' operational resilience, particularly in times of economic uncertainty. However, the firms with high liquidity as demonstrated by the maximum value of 0.9261 indicate the firms’ ability to meet short term obligations even in the midst of economic uncertainty in Kenya. The average firm size of 6.204721 indicates a moderate scale of operations, with a standard deviation of 1.337172. The range from 3.974595 to 9.105164 suggests that there is a diverse mix of small to larger firms within the sample. Larger firms may benefit from economies of scale, while smaller firms might face challenges in accessing resources and capital which could affect their financial stability in Kenya.

4.3 Model Specification Results

Model specification involves the careful selection of the appropriate modeling framework and variables to effectively capture the connection concerning the explained and regressors within a panel dataset. As per Bell, Fairbrother and Jones (2018) Hausman technique is a statistical test commonly used to determine whether to use fixed or random effects. It evaluates the correlation between individual-specific effects and the independent variables. A significant result suggests that fixed effects should be used, while a non-significant result indicates that random effects may be appropriate. The resulting outcomes from the test are unfolded in Table 2.

Table 2: Hausman Test Results

	
	(b)

Fixed
	(B)

Random
	(b-B)

Difference
	sqrt(diag(V_b-V_B))

S.E.

	Operational Efficiency
	.6210872
	.6155745
	.0055128
	.0533719

	Capital Levels
	-7.637887
	-4.045719
	-3.592169
	3.119567

	Liquidity
	-.459744
	.0822666
	-.5420106
	1.374894

	Firm Size
	-.4728337
	.8463528
	-1.319187
	2.775178

	Chi2(3) 
	1.53
	
	
	

	Prob>chi2 
	0.8220
	
	
	


Source: Study Data (2025)

The test results reveal a chi-square statistic of 1.53 and a p-value of 0.8220. This indicates that the difference between the fixed effects (FE) and random effects (RE) coefficients is not statistically significant at conventional significance levels. Consequently, there is insufficient evidence to assert that one model is significantly more effective than the other in accurately capturing the associations concerning the explained and regressors within the panel dataset. Therefore, these findings support the conclusion that the random effects model is appropriate for estimation.

4.4 Regression Results

To unveil the influence of firm characteristics on financial stability, regression analysis was found suitable. This approach allowed the researcher to quantify the effect of independent firm characteristics on the dependent variable, financial stability, for commercially-oriented and service-based firms listed on the Nairobi Securities Exchange in Kenya. The detailed findings are contained in Table 3.
Table 3: Regression Results

	Financial Stability
	Coef.
	Std. Err.
	z
	P>z
	[95% Conf.
	Interval]

	Operational Efficiency
	.6155745
	.0969656
	6.35
	0.000
	.4255254
	.8056235

	Capital Levels
	-4.045719
	3.795109
	-1.07
	0.286
	-11.484
	3.392558

	Liquidity
	.8463528
	5.513758
	0.15
	0.878
	-9.960413
	11.65312

	Firm Size
	.0822666
	.6382707
	0.13
	0.897
	-1.168721
	1.333254

	_cons
	3.523309
	4.055957
	0.87
	0.385
	-4.426221
	11.47284

	Wald chi2 (4)
	42.53
	
	
	
	
	

	Prob > chi2
	0.0000
	
	
	
	
	

	R-Square
	0.4189
	
	
	
	
	


Source: Study Data (2025)

The analytical output revealed a constant term of 3.523309 with an associated p-value of 0.385. This finding suggests that the baseline level of financial stability, when all independent regressors are held fixed, is not statistically distinguishable from zero at conventional significance levels. The Wald chi-squared statistic of 42.53, coupled with a corresponding p-value of 0.0000, indicates that the model as a whole exhibits statistical significance. This result lends credence to the joint explanatory power of the independent variables included in the specification. The coefficient of determination, or R-squared, attained a value of 0.4189, implying that approximately 41.89% of the observed variation in financial stability can be accounted for by the independent variables incorporated into the model. While this moderate goodness-of-fit statistic suggests a reasonable degree of explanatory power, it also intimates that additional factors not captured within the current model framework may exert a substantive influence on the listed firms’ financial stability.

The coefficient for operational efficiency is 0.6155745, with a p-value of 0.000, indicating a highly significant positive effect on financial stability. The outcome suggests that improvement in operational efficiency by a percent would enhance the listed firms’ financial stability by 0.615%. Capital levels unveiled a -4.045719 coefficient which has a 0.286 p-value. The survey outcome signifies that capital levels increase by a percent would amount to 4.045% decline in the listed firms’ financial stability noting statistically insignificant. Liquidity unveiled a coefficient of 0.8463528 corresponding to a p-value of 0.878 signifying that liquidity has no statistical significant effect on financial stability. This lack of significance suggests that increment of a percent in liquidity levels would amount in 0.846% in the listed firms’ financial stability. Notably from the outcome is a 0.0822666 coefficient for firm size yielding a p-value of 0.897. This result demonstrates that firm size does not significantly influence financial stability. The findings imply that increasing the firm size by a percentage would results in enhancing the firms’ financial stability by 0.082%.

4.5 Hypothesis Testing and Discussion of Findings

The survey conducted hypothesis testing and presented regression analysis findings to investigate the effect of firm characteristics on the trade firms’ financial stability in Kenya. Through hypothesis testing, the survey sought to determine whether these characteristics significantly influence the firms’ financial stability. The discussion of the implications of the findings involved assessing their alignment with or deviation from the existing outcomes. 

4.5.1 Operational Efficiency has no significant effect on Kenya’s Listed Commercial and Service Firms’ Financial Stability
The empiric examining the effect of operational efficiency on the financial stability of commercial and service firms listed on the Nairobi Securities Exchange (NSE) in Kenya unveiled a positive and statistically significant relationship. This finding compelled the rejection of the null hypothesis positing that operational efficiency exerts an insignificant effect on financial stability. The observed significance indicates that changes in the operational efficiency engender notable variations in the firms' financial stability. This suggests that enhancements in a firm's operational efficiency, such as improvements in resource utilization, cost management, and process optimization, translate into meaningful improvements in its overall financial stability. This implies that firms bolstering operational efficiency would experience concomitant gains in their financial resilience and robustness. Consistency of the outcome is noted in Helal and Miah's (2017) portraying operational efficacy significant effect on financial stability. Similarly, Alemayehu and Belete (2019) disclosed that operational efficacy has a major impact on state-owned banks' performance in the commercial banking sector. Wamalwa, Mungai, and Makori (2020) also uncovered operational performance significance on the financial stability of Kenyan commercial banks. 

4.5.2 Capital Levels has no significant effect on Kenya’s Listed Commercial and Service Firms’ Financial Stability

The effect examination of capital levels on the financial stability of Kenyan listed commercial and service firms yielded that capital levels exert an insignificant and negative effect on the financial stability of these listed entities. This finding lent support to the null hypothesis postulated in the underlying research, which posited that capital levels do not significantly affect the financial stability of the firms under investigation. The implication of this result is that variations in the capital levels of the Kenyan listed commercial and service firms do not translate into substantial changes in the observed listed firms’ financial stability. Therefore, the financial stability of these firms appears to be largely insensitive to the level of capital they maintain, be it high or low. This outcome challenges the conventional wisdom that higher capital levels inherently confer greater financial stability. It suggests that for the Kenyan listed firms in the commercial and service sectors, factors beyond capital levels, such as operational efficiency, asset quality, or risk management practices, may be more salient in determining their financial robustness and resilience. The outcome conflicts with Karugu, Achoki, and Kiriri (2018) noting that capital had a statistically noteworthy beneficial impact on the Z-index of Kenyan commercial banks. Durand (2019) found that having less capital improves financial stability. Olugbenga and Oluwakemi (2020) established that capital level affects DBMBs' ability to maintain their financial stability. The varying outcomes could be due to the financial systems and economies which vary across countries and time periods, which could contribute to different outcomes. The studies mentioned might have focused on different countries, specific time periods, or specific types of financial institutions, leading to variations in the observed relationships between capital levels and financial stability. 

4.5.3 Liquidity has no significant effect on Kenya’s Listed Commercial and Service Firms’ Financial Stability

The liquidity effect on the financial stability of Kenyan listed commercial and service firms yielded an insignificant positive effect of liquidity on the financial stability of these listed entities. This finding led to the retention of the null hypothesis proposed in the underlying research, which posited that liquidity does not significantly impact the financial stability of the firms. This implies that variations in the liquidity levels of the Kenyan listed commercial and service firms do not translate into apparent changes in their observed financial stability. It suggests that for the Kenyan listed firms in the commercial and service sectors, factors beyond liquidity, such as operational efficiency, capital adequacy, or asset quality, may be more salient in determining their financial robustness and resilience. The outcome is inconsistent with Ngaira and Miroga (2018) unfolded that liquidity had a strong linkage with bank stability. Gweyi, Olweny, and Oloko's (2018) results showed how seriously and negatively liquidity risks affect financial performance. Otekunrin, Fagboro, and Femi (2019) instituted a significant connection concerning the performance of financial institutions and liquidity. The studies referenced may have focused on different contexts or sectors, such as banking institutions, while the current analysis pertains to commercial and service firms. The dynamics of liquidity can vary significantly between industries, leading to different outcomes. 

4.5.4 Firm Size has no significant effect on Kenya’s Listed Commercial and Service Firms’ Financial Stability

The firm size effect on financial stability of Kenyan listed commercial and service firms yielded that firm size exerts an insignificant effect on the financial stability of these listed entities positively. This output led to the retention of the null hypothesis proposed positing that firm size does not significantly impact the financial stability of the firms. The result implies that disparity in the size of the Kenyan listed commercial and service firms do not translate into discernible changes in financial stability. In other words, the financial stability of these firms appears to be largely independent of their scale of operations, be they small, medium, or large. It suggests that factors beyond firm size, such as operational efficiency, financial management practices, or market positioning, may be more salient in determining the listed firms financial robustness and resilience. The outcome agrees with Thoha et al (2022) who exposed no discernible relationship between business size and corporate financial stability. However, the outcome conflicts with Egbunike and Okerekeoti (2018) realized that firm size significantly influences firm profitability. Walela, Omagwa, and Muathe (2022) also divulged statistically significant link between firm size and financial troubles. The studies mentioned might have concentrated on diverse sectors, countries, or timeframes, potentially resulting in disparate outcomes. The present study, focusing on listed commercial and service firms in Kenya, possesses distinct attributes that could influence the association between firm size and financial stability in a manner distinct from the contexts explored in the other studies.

5.1 Conclusion

The survey conducted a thorough investigation into how firm characteristics influence the financial stability of Kenyan listed commercial and service firms. The study focused on examining the effects of operational efficiency, capital levels, liquidity, and firm size on financial stability. With respect to the objective of assessing the impact of operational efficiency on the listed firms' financial stability, the study revealed a significant effect. The survey concludes stating the significant effect of operational efficiency on financial stability, underscoring the critical role that efficient operations play in ensuring the long-term viability and performance of firms in the Kenyan market. Therefore, firms that are able to optimize their processes, reduce costs, and enhance productivity are more likely to achieve greater financial stability and resilience in the face of economic challenges.

With a focus on examining the impact of capital levels on the financial stability of listed commercial and service firms in Kenya, the study revealed a statistically insignificant and negative effect of capital levels on financial stability. Consequently, the survey concluded that capital levels do not play a significant role in determining the financial stability of the firms. The lack of a significant relationship suggests that merely increasing capital levels may not be sufficient to enhance financial stability. Therefore, firms may need to reevaluate their capital management strategies and consider other factors that contribute to financial health, such as operational efficiency, market positioning, and risk management practices.

The survey sought to investigate the influence of liquidity on the financial stability of publicly listed commercial and service firms in Kenya. Consistent with this objective, the results demonstrated a positive effect of liquidity on financial stability; however, this effect was found to be statistically insignificant. Based on this outcome, the survey concluded that the alteration in the liquidity levels if the firms play an irrelevant role in determining the firms’ financial stability. The insignificant effect of liquidity on financial stability indicates that maintaining high liquidity levels alone may not be sufficient to ensure the financial health of these firms. This result challenges the conventional notion that higher liquidity automatically translates to greater financial stability and resilience.

The survey investigated the impact of firm size on the financial stability of publicly listed commercial and service firms in Kenya. In alignment with this objective, the results revealed a positive effect of firm size on financial stability; however, this effect was found to be statistically insignificant. Regarding this outcome, the survey concluded that firm size does not play a significant role in determining the firms’ financial stability. The lack of a significant relationship suggests that larger firms do not inherently possess greater financial stability compared to their smaller counterparts. This challenges the assumption that size alone is a reliable indicator of financial health and resilience. 

5.2 Recommendations

Based on the findings of the survey, a set of recommendations was developed to correspond with the outcomes of the study. The survey suggests that management of NSE should encourage the development and implementation of industry-wide standards and best practices for operational efficiency in commercial and service firms. This can be achieved through collaboration between regulatory authorities, industry associations, and relevant stakeholders. Establish guidelines and benchmarks that promote efficiency in areas such as cost management, process optimization, technology adoption, and resource utilization.

The management of NSE should shift the regulatory focus from solely relying on capital adequacy requirements to a more comprehensive and risk-based approach. Implement regulations that assess and monitor the overall risk profile of commercial and service firms, including factors such as asset quality, liquidity, and operational risks. This can help identify and address potential vulnerabilities beyond capital levels and ensure a more holistic assessment of financial stability.

The management of NSE should encourage commercial and service firms to adopt robust liquidity risk management practices, including regular monitoring of cash flows, stress testing, and contingency planning. Provide guidance and support to firms in developing effective liquidity risk management frameworks to ensure they are adequately prepared to handle liquidity challenges.

The management of NSE should shift the regulatory focus from firm size as a determinant of financial stability to a more comprehensive and risk-based approach. Implement regulations that assess and monitor the overall risk profile of commercial and service firms, considering factors such as capital adequacy, liquidity, risk management practices, and market concentration. This ensures that regulatory measures are proportional to the actual risks faced by individual firms, regardless of their size.

5.3 Suggestions for Further Studies

This survey examined firm characteristics effect on the financial stability of publicly listed companies in Kenya. While the results offered valuable insights within this specific context, there are still opportunities for additional research. Future studies could investigate how firm characteristics affect the profitability of commercial and service firms listed on the exchange. Furthermore, subsequent research could utilize primary data to better understand the reasons behind the insignificant influence of capital levels, liquidity, and firm size on financial stability.
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