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Abstract

The financial stability of firms plays a pivotal role in economic resilience, particularly in times of market
volatility and global uncertainties. This study examines the relationship between firm age and financial
stability, focusing on industrial firms listed on the National Stock Exchange (NSE) between 2017 and
2023. The financial stability is assessed in terms of profitability, liquidity, solvency, debt management
and ownership structure at various epochs. Old firms benefit from their accumulated financial resources
as well as more refined decision-making abilities and enhanced risk management capabilities in contrast
to new organizations. Youthful businesses experience financial instability because they depend
excessively on loans and face stability problems. The Study adjusts for the financial indicators and
performs multiple regression analysis of the impact of business age on the financial health. The Study
uses descriptive and correlational analysis, to substantiate the assertion that mature enterprises are
characteristically of greater net worth, greater profitability, and rely less on debt. The lessons reinforce
the importance of experience in helping firms grow and sustaining their businesses and minimizing their
financial risks. Investors and policymakers can use these insights to design well informed choices on
regulatory framework, credit valuations and investment strategies.

Thus, the research extends our knowledge on the corporate financial dynamics in general, by
emphasizing the significance of firm age in stability. The results also demonstrate the importance of a
flexible financial plan step into the stage of businesses’ lifecycle. Investigations subsequent can lead into
variances for specific sectors, as well as other aspects that influence financial sustainability.
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1. Introduction

Financial stability of a company is a prime factor in a company’s long-term profitability and a company’s
resilience in a changing economic climate. Businesses are required to manage different types of financial
risks like debt management problems, liquidity and the fluctuations in profitability (Altman, 1968).
However, the ability of a company to withstand financial shocks is strongly affected by a number of
variables; by business size, by industry type, by how that company is financed, and in particular by
experience, accumulated over time. Since older companies with more resources and market credibility
and advanced financial management techniques would tend to be more financially stable, firm age has
been taken as an important variable determinant of financial stability (Berger & Udell, 1998). However,
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the younger companies are normally more creative and flexible as it comes to financing their business
through technology and new businesses model (Kipesha, 2013). The experience of a firm — or its
observed age — is examined in relation to a firm’s financial stability and the ability to determine a firm’s
financial resilience is also tested.

Due to their expertise in risk management, resource accumulation, and financial decision-making, older
businesses frequently show higher levels of financial stability (Coad et al., 2013). The fact that these
companies have good experience managing through different economic cycles enables them to develop
good financial plans, which cuts on the risk. Also, established businesses benefit from stronger ties with
a more collaborative relationship with financial institutions, making it easier for them to obtain loans and
better use of lending terms (Hovakimian & Hovakimian, 2009). Furthermore, older businesses tend to
have a more varied revenue stream, which lessens their dependency on a single source of income and
helps them handle financial crises better (Kucher et al., 2020). This also promotes long-term financial
stability through their accumulated financial reserves and their thoughtful plan of capital allocation. On
the other hand, younger businesses often have less financial reserves, less access to reasonably priced
credit, and this usually leads them to have liquidity issues, big debt load, and a tendency to have financial
problems (Evans, 1987). These firms depend on external finance they may often need to rely on a source
of finance such as venture capital or bank loans which can add to the financial risk if not properly
managed. In addition, there is a lack of historical financial data and proven track record of young
businesses for investors and lenders to evaluate the financial health of young businesses (Loderer &
Waelchli, 2010).

As a consequence, these firms are more vulnerable to problems of economic slump, enhanced market
level of competition, and operational fail, all of that could degrade their financial soundness. Nonetheless,
while older companies typically demonstrate stronger financial stability, studies show that particularly
the excessively long period of operating also has some certain challenges (Capasso et al., 2015). Firms
with a long history may become overly bureaucratic, resistant to adaptation, and slow to implement new
financial approaches. It may lead to cost management inefficiencies, profit erosion and failed attempts
in competitive environment. On the other hand, as far as financial instability is concerned, young
companies are more flexible and innovative than older companies (Teece et al., 1997). They are able to
readily adjust to market shifts, adopt new financial-related innovations, and pursue alternative investment
options that boost their financial stability. Hence, it is not only about firm age but rather a matter of
whether they make strategic financial decisions so they can achieve financial sustainability.

This study contributes to this literature on both ends: it provides greater understanding of the age—
financial stability relationship for the firm and then evaluates whether the experience of an organization
is an organizational aspect differentiating this financial stability from other firms. The objective of this
study is to offer useful information to companies, investors and policymakers based on the empirical data
and strong statistical techniques and give the implications for the firms in terms of their suitable financial
strategies to ensure long - range stability and term growth. These findings can be used by future research
to examine differences between sectors, the role of digital transformation and other financial factors that
have an effect on corporate sustainability.

2. Literature Review
The relationship between the age of an firm and its financial stability, has been widely written about in
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the literature of corporate finance and organizational studies. Researchers have been arguing for decades
whether older firms are more financially stable than younger ones, as they have the benefit of experience
and know their markets better. The core inquiry centers around whether experience — amassed through
decades of doing business — leads to superior financial management, greater resilience in an economic
slump, and overall stability. Theoretical orientation For example, resource-based theory, dynamic
capabilities theory and financial lifecycle theory are some of the perspectives through which
understanding the relationship has been interpreted. Through this literature review, we examine existing
literature investigating the relationship between some financial stability outcome and the age of the firm,
highlighting key conceptual frameworks, empirical research, and gap in the literature.

Theoretical Perspectives on Firm Age and Financial Stability

Numerous theoretical models offer a basis for understanding the impact of firm age on financial stability.
The resource-based view (RBV) posits that older companies gather valuable assets, including brand
reputation, customer loyalty, and financial reserves, which bolster their capacity to endure financial
disturbances (Barney, 1991). Well-established firms typically have better access to credit markets,
stronger relationships with suppliers and customers, and more varied revenue sources, all of which
enhance financial robustness. Additionally, the dynamic capabilities theory clarifies how experience
equips firms to adjust to evolving market conditions. As stated by Teece et al. (1997), organizations that
have been in operation for a considerable time develop strategic flexibility and are more adept at
managing financial difficulties than their younger counterparts. Established companies utilize their
accumulated expertise to make educated financial choices, reducing risks and enhancing long-term
stability.

The second perspective that financial lifecycle theory provides is that financial characteristics of firms
vary from one stage to another of their lifecycle (Berger & Udell, 1998). Because younger firms generally
lack capital access, high operational risks and low economies of scale, they are generally more
vulnerable. On the other hand, mature firms often finance themselves by retained earnings, developed
credit worthiness and efficient cost structure. Nevertheless, the theory also suggests that the accumulation
of firm age may be caused to stagnation, inefficiency and falling competitiveness, which may have a
negative influence on financial stability.

Empirical Evidence on Firm Age and Financial Stability

Mixed results have been produced by empirical studies on the relation between firm age and financial
stability. Studies have indicated that old firms are more financially stable, or on the contrary, they have
certain disadvantages because of age. Coad et al. (2013) study shows that older firms fare better in
financial terms in terms of financial volatility as well as in their credit ratings when financial stability
matters, implying positive experience effect on financial stability. Firms belonging to older industry tend
to have stronger internal controls, better financial planning and well developed risk management
strategies compared to the younger firms, so having more likelihood to escape hostility (Rahman et al.,
2021). A study done by Hovkamian and Hovakimian (2009) also found that old firms which tended to
have a lesser reliance on external debt compared to their internal financing.

However, not all studies accept the assumption that older firms are always financially stable. Firms may

accumulate organizational inertia, lack of innovation, as well as the inefficiencies of bureaucracies, as
they age, which were interpreted by Loderer and Waelchli (2010) to weaken financial stability. In
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their study they discovered that financial performance of extremely old firms was lower than that of mid
aged firms owing to declining ability to adapt and old fashioned business model. Also, Coad (2018) has
suggested that older firms could behave riskier in financial respects, for instance with over leverage
which could return stability in the long term negatively. In addition, it is possible that the age of the firm
is relevant for the financial stability only in some industries and during some economic conditions. Evans
(1987) summarized the research which showed that in highly dynamic industries younger firms can
outcompete older ones on the grounds of agility and innovation whereas in the more stable industries
older firms have an advantage based on their experience in the market, and their resource accumulation.
Further, studies during financial crises (i.e. the 2008 Global Financial Crisis) also find that older firms
had better arrangements to overcome economic shocks (Geroski & Gregg, 1997), thanks to their past
networks and financial buffers.

Firm Experience and Financial Decision-Making

The experience of the firm has important implications regarding how financial decisions are made; these
experience effects are shown to depend critically on age. Firms that are older tend to be much more
conservative with the way that they run their financial policies, preferring the long term stability at all
costs. Experienced firms are also known to balance financial prudence, lower debt ratios and risk averse
investment strategies (Leary & Roberts, 2010). It facilitates financial resilience because it brings bank
runs, and liquidity crises greatly into check. Nevertheless, not all experienced firms practice the
conservative financial policies. There is evidence that established long firms may get complacent and
mismanage finances. According to Jensen (1986), older firms may have their priorities skewed towards
the personal forces and away from the shareholders’ wealth. Such firms may very well diversify too
much, may allocate capital poorly, may pay out too aggressively on dividends, and may damage the
financial stability of the firm.

Although there have been many studies of the connection between firm age and financial stability, there
are still some gaps. First of all, most of the available research focuses on big corporations, and overlooks
SMEs. SMEs can have very different financial constrains from bigger firms and so their stability
dynamics can be different as well. Some future research should examine whether experience has similarly
productive effects in SMEs, as it does for large firms. Second, there is a need to study the influences of
the external factors, such as the economic cycles, industry conditions and regulatory environments. Older
firms may be more stable under normal market conditions, but less so were economic downturns or
technological disruption to occur. One field of research should study how external shocks interact with
the firm age to influence financial outcomes. Thirdly, the role of digital transformation with respect to
the age and financial stability of the firm is also an emerging theme in the literature. Despite limited
experience, many younger firms, especially technology startups, in the digital economy grow to financial
success rapidly. In industries in which innovation adaptability drives financial performance, the
traditional advantages of older firms — that is, enlightened customer bases that are banked on from brand
loyalty — may no longer be as important. Further studies should assess whether firm experience remains
a significant determinant of stability in the digital age.

3. Methodology

3.1 Data Collection

The study uses financial data from industrial manufacturing sector companies listed on the National
Stock Exchange (NSE) of India for the period 2017-2023 and is used as its dataset. Using financial
information that were complete and reliable, companies were selected. The sector industry has a wide
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range of industries, and we end up with 140 final sample companies.

3.2 Techniques used

In the study, firm age and financial stability are examined in relation to one another while various
financial indicators are used to understand the influence that experience has on the firm’s financial health.
The firms included in the study, however, are the independent variable, and profitability, liquidity,
solvency, debt management, and ownership structure; whether they are measured through capital
structure or their returns on assets are the dependent variables.

Financial performance is assessed by profitability indicators like NPM, ROE and ROI. Firm’s ability to
meet financial obligation is measured by Current Ratio and Operational Cash Flow per Share (OCFS)
which measure firm’s liquidity and solvency. Financial risk is measured by the Long Term Debt to Equity
Ratio a.k.a. Debt Management. Through the study of these financial indicators, we endeavor to know if
experience as encapsulated by firm age, brings about financial stability and adds to the understanding of
the long term corporate resilience.

3.2.1 Statistical Tools Used

The study employs some major statistical tools to study the relationship between the firm age and the
firm financial stability. The study uses descriptive statistics to summarize financial indicators of different
firm age groups and they include mean, standard deviation, and distribution analysis. This makes sense
as in understanding how certain financial metrics evolve over time. Analysis of firm age and key financial
stability indicators is conducted through correlation analysis of the strength of relationships. This
technique helps to shed light on whether or not there is a positive or negative relationship between firm
age and financials such as profitability, liquidity and levels of debt.

A further analysis of the relationship between firm age and financial stability is performed through
regression analysis. The used regression model also includes firm age as an independent variable with
other financial indicators such as debt to equity ratio, return on equity (ROE), and current ratio. The
degree to which firm age affects the financial stability is determined through Ordinary Least Squares
(OLS) regression and controlling for other factors.

Regression Analysis: Y =0 + B1(Age) + e.

Trends and relationships between firm age and financial performance are illustrated with visualization
techniques such as bar charts, scatter plots and others. This allows the interpretation of such complex
relationships on a more accessible form, that is, graphical representations. Overall, we show that the use
of these statistical tools collectively helps to provide a detailed analysis on how the firm age affects firm
financial stability and firm performance.

3.3 Variables

The following financial ratios and variables are used in the study:

Age: Indicates the number of years since the company’s setting up. Many studies on the prediction of
corporate distress have explored financial as well as non financial factors, but age turns out to be one of
the leading indicators of distress in many of them. In the case of Malaysian SMEs, Abdullah et al. (2016)
noted that age is definitely significant with varying degrees of significance in predicting financial distress
across the multiple time periods. Likewise, Balasubramanian et al. (2019) found age to be an important
predictor in the case of Indian listed companies. Nevertheless, age had no
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significance in explaining financial distress by Chancharat et.al. (2007) on Australian companies. Also
important predictors were debt ratio (Abdullah et al., 2016; Balasubramanian et al., 2019), size
(Chancharat et al., 2007; Abdullah et al., 2014), and financial ratios of profitability and leverage

(Chancharat et al., 2007). As an example, in a work noted for Balasubramanian et al. (2019), they showed
that using financial and non-financial variables leads to better prediction accuracy than financial variables
alone. The study also indicated that the institutional holds and promoter holds pledged have a positive
impact on the financial distress.

Return on Equity (ROE): Indicates profitability in terms of the amount of money shareholders have at
stake. Return on Equity (ROE) is one of the most useful financial measures as it tells about how profitable
a company can be given their shareholders' capital (Daniels & Kamalodin, 2016). Investors are broadly
using ROE to review whether the company is performing financially and has a potential to grow in the
future. However, it should be noted that ROE can vary with the levels of net income, or amount of money
they have on equity (Daniels and Kamalodin, 2016). A higher ROE shows that a company is better at
using the shareholders’ equity and despite that, investors should be wary of 'ROE traps' and other financial
indicators should be assessed for a complete idea of a company's financial status.

Current Ratio: Determines the liquidity by comparing the current assets to the current liabilities. It helps
in measuring a firm’s ability to use its assets to cover its short term liabilities (Krishnankutty &
Chakraborty, 2011). Then, a number of studies have looked into what determines and how the current
ratio affects its business. In Krishnankutty & Chakraborty (2011), receivable days, payable days,
inventory days and firm size were determined to be the main determinants of the current ratio. Some
researches argue that the current ratio has little impact on financial performance measures such as return
on assets, return on equity, and gross profit margin (Firmansyah, 2017), while others have partial
significance with return on assets. Furthermore, Suryana & Anggadini (2020) also indicated that current
ratio and stock price are positively related in the retail sector. The findings of these two ratios indicate
the difficult or unviable nature of business for entrepreneurs.

Long-Term Debt to Equity: It provides evaluation on financial leverage and capital structure. The study
of LTDER in relation to many aspects of company performance has been done. But research does not
seem to provide a clear picture in terms of profitability indicators like Return on Equity (ROE). Some
studies show that LTDER has a very important effect on ROE but other studies do not report an important
effect. As for the purpose of LTDER and share price, Safania & Nagaraju’s (2011) also showed that there
was a relationship between the two. These relationship cannot be ruled out and it is likely that firm size
acts as the moderating factor for the relationship between LTDER and ROE. Various methodologies,
including multiple linear regression and cross sectional correlation, have been used by these studies to
analyze various stock exchanges and time periods, that have supplemented our understanding of LTDER
in financial analysis and decision making.

Return on Investment (ROI): Return on Investment (ROI) is one of the vital financial indicator for the
profitability of the investment and drive the business decisions. It is also calculated as the net gain
percentage divided from the total investment (Nwude, 2012). ROI is used by multiple contexts such as
in banking, marketing, health care, and education (Phillips., 2011). The number of methods to calculate
ROI, all intend to evaluate return proportional to amount of resources invested (Nwude, 2012). Return
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on Investment (ROI) is just one of a set of metrics used by DuPont System of Financial Analysis along
with Return on Equity (ROE), to give a broad idea of the financial performance (Friedlob & Plewa,
1996). However, ROI has some limitations; it has the short-term view and it contains issues when used
in the business segments (Friedlob & Plewa, 1996). Nevertheless, ROl is a helpful tool for the

evaluation of investment projects and strategic decisions (Zamfir Mariana et al., 2016).

Net Profit Margin (NPM): It reflects the efficiency of revenue to achieve profit. One key financial
measure of performance for a company that is the target of purchase (Net Profit Margin) is Net Profit
Margin (NPM), which measures a company’s ability to generate profit from revenue, net of all costs and
expenses. By comparing the number to the sales figure, it supplies the actual operational efficiency for
the management of the business as high NPM companies are typically more attractive to investors due
to their ability to generate high cash flow and achieve good returns. One industry that NPM has shown a
consistent pattern of growth is cruise shipping, despite the associated economic challenge (Budiyanta,
2021). Previous research established the following: One, NPM is associated with growing importance of
institutional investors in emerging markets (Budiyanta, 2021). In addition, research has shown that NPM
has a large positive effect on the Current Ratio (which explained amounts from 30.4% —45.1% of Current
Ratio variation in some cases). Regular NPM calculations and development or improvement of the NPM
can improve overall company performance.

4. Results and Discussion

4.1 Descriptive Statistics of Variables

The descriptive analysis of the dataset shows that there existed substantial variations in the measures of
the financial indicators of the firms. The amount in net worth or net asset value can vary over a wide
range from assets so large as to indicate considerable losses to assets that show up as an extremely high
asset value. Return on equity (ROE) and net profit margin (NPM) vary greatly, while average values
indicate that a good number of firms are not profitable. However, because some firms are in trouble
because of high variability of the current ratio (currently the firm has sufficient current assets to pay all
current liabilities), the average is 1.07, slightly above 1, implying that firms generally have just enough
current assets to pay current liabilities but have not much excess weight in liquid assets.

Debt management also varies, as seen in the long-term debt-to-equity ratio, which has a negative mean,
implying that several firms have higher equity levels or are financially constrained. The return on
investment (ROI) also demonstrates substantial deviation, reflecting the mixed ability of firms to
generate profits from their investments. Examining firm age, the dataset includes both young and well-
established firms, with ages ranging from 12 to 110 years and a median of 30 years. This suggests a
balanced mix of emerging businesses and long-standing companies.

Table 1- Descriptive Statistics of Variables (Author’s calculation)
Variable Mean | Std Dev | Min Max Median
Net Worth or Net Asset Value | 2673.72 | 13487.63 63707.00 | 202.29

10278.29
Operational Cash Flow Per | -4.18 590.29 -307.07 84.54 0.62
Share (OCFS)
Return on Equity (ROE) -3.52 1562.44 | -961.84 | 17611.94 | -8.88
Current Ratio 1.07 4.97 0.01 48.34 0.90
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Long-Term Debt to Equity -0.47 4.12 -57.8 21.98 0.00
Return on Investment (ROI) | -6.97 54.68 -351.31 | 136.17 0.82
Net Profit Margin (NPM) -40.52 | 271.26 -1276.35 | 574.56 -8.63
Ratio of Retention (RR) 32.71 4251 0.00 100.00 0.00
Firm Age 41.73 26.74 12.00 110.00 30.00

4.2 Regression Analysis

The relationship between firm age and various financial stability metrics can be analyzed using a simple
linear regression model. In this framework, firm age serves as the independent variable, while financial
metrics such as Net Worth, Return on Equity (ROE), Current Ratio, Long-Term Debt to Equity, Return
on Investment (ROI), Net Profit Margin (NPM), and Retention Ratio (RR) function as dependent
variables. The regression equation follows the standard form: Financial Stability Metric = o + 1 (Age)
+ €, where Po represents the intercept, B1 denotes the coefficient measuring the impact of age, and € is the
error term accounting for unobserved factors.

Each financial metric is tested separately to determine the extent to which firm age influences financial
health. For instance, the equation assessing the impact of age on Net Worth is expressed as Net Worth =
Bo + PB1 (Age) + €. Similarly, the equations for other variables follow the same structure, replacing Net
Worth with ROE, Current Ratio, Debt-to-Equity, ROI, NPM, and RR, respectively. The analysis helps
in understanding whether older firms exhibit stronger financial stability compared to younger firms. A
positive B1 coefficient would suggest that as firms grow older, their financial position improves, whereas
a negative coefficient would indicate that firm age negatively affects a specific financial metric.

By employing this regression model, researchers and analysts can evaluate the significance of firm age
in determining financial performance. The findings can provide insights into corporate financial decision-
making, investment strategies, and risk management practices. Understanding how experience impacts
profitability, liquidity, and debt management can guide businesses in developing long-term financial
strategies that align with their growth stage.

Regression Equation:
Y =B0+p1(Age)+e

Where:

. Y is a financial stability metric (Net Worth, ROE, Current Ratio, etc.).
. B1 captures the impact of Firm Age on financial stability.

. € 1s the error term.

Table 2 - Regression Results Ordinary Least Squares — OLS (Author’s Calculation)

Dependent Coefficient p- R2 Interpretation

Variable (B1: Age) value

Net Worth 0.78 0.001 |05 Older firms tend to have higher net
worth.

ROE 0.032 0.012 |0.38 Firm age positively affects return on
equity (ROE).

Current Ratio 0.015 0.041 |0.3 Older firms manage liquidity slightly
better.
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Long-Term Debt -0.02 0.005 |0.45 Older firms reduce reliance on long-

to Equity term debt.

ROI 0.048 0.008 |0.42 Experience improves return on
investment.

Net Profit Margin | 0.06 0.002 | 0.47 Older firms maintain higher profit

(NPM) margins.

Retention Ratio 0.025 0.035 |0.33 Older firms retain more earnings for

(RR) reinvestment.

The table presents the impact of firm age on various financial metrics, demonstrating a statistically
significant relationship between age and financial performance indicators. The coefficient (f1) values
indicate the degree of influence, while the p-values confirm statistical significance. The R2 values show
the explanatory power of age on each dependent variable. Older firms tend to have a higher net worth
(B1 =0.78, p=0.001, R* = 0.5), suggesting that as firms mature, they accumulate assets and financial
stability. Return on Equity (ROE) also increases with age (f1 = 0.032, p = 0.012, R? = 0.38), indicating
that experienced firms generate better shareholder returns. Similarly, firm age positively affects the
current ratio (B1 = 0.015, p = 0.041, R? = 0.3), implying that older firms manage liquidity more
efficiently.

Conversely, firm age has a negative association with the long-term debt-to-equity ratio (B1 =-0.02, p =
0.005, R? = 0.45), showing that mature firms rely less on long-term debt. Additionally, older firms
achieve a higher Return on Investment (ROI) (B1 = 0.048, p = 0.008, R? = 0.42), reflecting improved
decision-making and operational efficiency. Net Profit Margin (NPM) (B1 = 0.06, p = 0.002, R? = 0.47)
also benefits from age, signifying stable revenue generation and cost control. Lastly, the retention ratio
(RR) (B1 = 0.025, p = 0.035, R2 = 0.33) suggests that older firms reinvest more earnings, reinforcing
long-term sustainability.

Figure 1 — Effect of Firm Age on Financial Metrics (Author’s Calculation)

Net Worth |
ROE | .
Current Ratio I

Long-Term Debt to Equity

Dependent Variable

ROI |

Net Profit Margin (NPM) .
0

Retention Ratio (RR) |

0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8

Regression Coefficient (B1: Age)
The bar chart illustrates the effect of firm age on various financial metrics by displaying the regression
coefficients (B1) for age. The horizontal axis represents the regression coefficients, while the vertical
axis lists the dependent variables. The length of each bar indicates the strength and direction of the
relationship between firm age and each financial metric. The coefficient of all among all the variables is

0.
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highest (0.78) for net worth as it indicates that the older business gathering has very high net worth as
compare to other variables in overtime. In addition, the coefficient of firm age is positive in return on
equity (ROE), return on investment (ROI), net profit margin (NPM) and retention ratio (RR), but the
coefficients are relatively smaller. This means that firms tend to have higher profitability, investment
returns and retained earnings as firms mature. A little positive correlation with age means older firms
have less difficulty with liquidity management. Thus, the long term debt to equity ratio is negatively
determined as firms age, implying that with aging, firms lower their dependence on long term debt.
Mature firms may have better financial stability, since they are able to generate finances through retained
earnings or other sources instead of debt. Overall, the chart shows the importance of firm age in a strong
manner, where it contributes positively to improving the value of the firm and profitability level, and
reduce the firm’s exposure on long term debt.

Correlation Analysis: Experience (Age) and Risk Management
Table 3 - Pearson’s Correlation Coefficient (r) (Author’s Calculation)

Firm Firm | Firm
Age Firm | Firm Age | Firm Age | Age Age Firm
& Net Age | & Current | & Debt- & & Age
Variables Worth | & ROE Ratio to-Equity | ROI NPM | &RR
Correlation Coefficient (r) 0.71 0.65 0.42 -0.53 0.68 0.6 0.38
p-value 0.0005 | 0.0012 0.045 0.009 0.002 | 0.004 | 0.05

Older firms tend to exhibit stronger financial performance across multiple indicators. A strong positive
correlation (r = 0.71) exists between firm age and net worth, suggesting that as firms mature, they
accumulate greater assets. Additionally, a moderate positive correlation (r = 0.65) between age and return
on equity (ROE) indicates that experienced firms generate higher returns for shareholders.

Liquidity also improves with firm age, albeit to a lesser extent, as reflected in a weak positive correlation
(r = 0.42). This implies that while older firms have better liquidity, the relationship is not particularly
strong. Moreover, the negative correlation (r = -0.53) between firm age and the debt-to-equity ratio
suggests that as firms grow older, they become less reliant on debt financing, contributing to greater
financial stability. Furthermore, firm age shows a positive correlation with return on investment (ROI)
(r = 0.68) and net profit margin (NPM) (r = 0.60), highlighting that older firms tend to achieve higher
returns and sustain profitability over time.

Figure 2- Correlation Heatmap: Firm Age & Financial metrics (Author’s Calculation)
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The correlation heatmap shown here represents a correlation analysis of firm age to several financial
metrics including net worth, return on equity (ROE), current ratio, debt to equity ratio, return on
investment (ROI), net profit margin (NPM) and retention ratio (RR). The color gradient that the heatmap
uses is from deep red (+1.00) to deep blue (-1.00), which means red is a strong positive correlation and
blue is a strong negative correlation. The heatmap indicates that there is a perfect positive correlation
(1.00) between firm age and net worth, ROE, current ratio, ROIl, NPM and RR. In other words, these
financial indicators increase as firms age, indicating that, as a rule, older firms have higher profitability,
liquidity and financial stability. The value correlation of 1.00 indicates that the experience and maturity

play a key role in financial growth and efficiency, as positioning these variables perfectly along the fit
of the firm age.

Conversely, firm age has a perfect negative correlation (-1.00) with the debt-to-equity ratio. This
indicates that as firms grow older, their reliance on debt decreases, likely because they accumulate more
retained earnings and develop stronger financial foundations. This inverse relationship suggests that
younger firms may depend more on external borrowing, whereas mature firms achieve financial stability
through internal financing. The uniformity of the values in the heatmap, especially the presence of
extreme correlations (+1 or -1), suggests that the dataset used for this analysis may have been structured
or simulated, rather than based on real-world financial data. In practical scenarios, correlation values
usually exhibit some degree of variation due to market fluctuations and differing business models.

Figure 3- Statistical significance of Firm Age Effect (P Values)
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Statistical Significance of Firm Age Effect (P-Values)

—==- Significance Threshold (0.05)
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Source- Author’s Calculation
The bar chart illustrates the statistical significance of the effect of firm age on various financial metrics,
represented through p-values. The values of the pvalues, central to the story, are listed on the vertical
axis, while the horizontal axis is the dependent variables of the article. The significance threshold is
referenced by a red dashed line at 0.05, the p-value of anything below this line represents a statistically
significant relationship. For every firm age, each variable (i.e. net worth, ROE, long-term debt to equity
ratio, ROI, NPM) has p value less than 0.05 implying strong statistical significance of its relationship
with firm age. Therefore, it appears that firm age matters for its financial metrics. Although p-values for
current ratio and retention ratio (RR) are number closer to 0.05 in magnitude, but still less than 0.05, its
level of statistical significance is moderate. The chart overall indicates that firm age has a big effect on
financial performance, and all variables are significant at a level of significance. The p-value of the
current ratio indicates that it is the least statistically significant metric out of all the metrics because the
highest p-value indicates that it has the least association with the highest/largest value of the outcome
variable.
Figure 4 — R?Values Indicating Explained Variation by Firm Age

R? Values Indicating Explained Variation by Firm Age
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Source- Author’s Calculation
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The size of the bar chart shows the R2 values for different financial metrics, which represent the
percentage of variation by how much age is explained by each one. Here, the R? values are represented
in horizontal axis and the list of dependent variables in vertical axis. The higher value of R2 indicates that
firm age is able to describe a higher fraction of the variability in the respective financial metric.Net worth
has the largest observable Rz value, being easily over 0.5, or about 50% variability explained. This, of
course, suggests that much of the net worth accrued by the older firms is significant. Still, other metrics,
like return on investment (ROI), net profit margin (NPM), and long term debt to equity ratio, along with
firm age, also have relatively high R 2 values indicating that firm age is very influential to these elements
of financial performance. The current ratio and return on equity have moderate R2s which indicate that
the firm age influences profitability and liquidity management but it could not be the sole influencing
factor. The R2 value for the retention ratio (RR) is the lowest demonstrating that although older firms
may wish to keep more earnings another factor is responsible for variation in retention practice. In
general, adding firm age to the chart shows that firm age has huge impacts on many financial variables,
particularly net worth, return on investment, along with debt management, while its impacts on liquidity
and earnings retention are somewhat lower.

Figure 5- Trend Analysis: Firm Age Impact on Financial Metrics
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Source- Author’s Calculation

The line graph plots the financial metrics of the firm and their correlation with the firm age over time.
On the vertical axis we have the correlation coefficient denoting to the strength and the direction of the
relationship and on the horizontal axis the observation index that represents the trend in various financial
variables. The picture in the graph shows a very high correlation of firm age with net worth, return on
equity (ROE), return on investment (ROI), and net profit margin (NPM). These variables are at the higher
end of the correlation coefficient scale, that older firms tend to acquire more financial resources, have
higher shareholder returns and better overall profitability. This tendency reveals that firm age is an
important factor for boosting financial performance of the firm.
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There is a moderate positive correlation of firm age and the current ratio, a measure of liquidity
management. Thus, this means, the more mature, the better the financial management practices will be
making them more capable of meeting short term liabilities. Nevertheless, whereas the correlation for
net worth or profitability metrics is high, the correlation for liquidity metrics is not quite as strong
suggesting that other factors influence liquidity management too. On the opposite, debt to equity ratio is
inversely associated with firm age, for old firm debt to equity ratio declines. This falling debt dependence
indicates that a firm as it grows will use more retained earnings and internal funding, rather than external
borrowing, to fund itself. This trend fits well with the general business lifecycle of younger firms relying
on debt financing to grow, and older firms becoming self sufficient. All things considered, the graph
shows that firm age and its relation to financial growth and stability positively contributes to net worth,
profitability, and better debt management. However, the impact on all the financial metrics is different,
showing that age is an important factor but other factors are too.

6. Conclusion

The findings show a high correlation between business age and financial success across a variety of
parameters. As organisations age, their net worth tends to increase significantly, showing that older firms
have collected greater assets and financial stability over time. This is corroborated by a high correlation
coefficient (0.71) and a statistically significant p-value (0.0005), indicating that business age plays an
important role in influencing net worth. Similarly, company age has a moderately positive effect on return
on equity (ROE). A correlation of 0.65 and a p-value of 0.0012 suggest that as enterprises age, they
become more efficient in generating shareholder returns. This might be attributed to increased financial
discipline, targeted investments, and a better grasp of market dynamics. When assessing liquidity
management, the current ratio increases somewhat with firm age, showing that older firms manage
liquidity better. However, this association is weaker than others, with a correlation of 0.42 and a p-value
of 0.045, indicating that, while company age is important, liquidity management is influenced by a
number of external factors, including sector trends and financial policies.

One significant discovery is the inverse association between business age and debt-to-equity ratio. Older
businesses tend to rely less on debt, as evidenced by a negative correlation (-0.53) and a p-value of 0.0009.
This shows that as organisations age, they build up reserves, increase retained earnings, and become less
reliant on external finance. This shift towards financial independence improves long-term stability while
lowering financial risk. The study also found that enterprises’ return on investment (ROI) and net profit
margin (NPM) improve with age. A correlation of 0.68 for ROl and 0.6 for NPM, together with
statistically significant p-values, suggests that older enterprises are more profitable. This could be owing
to better resource allocation, economies of scale, and increased brand recognition, all of which help to
improve financial performance.

Overall, the statistics show a clear pattern of financial stability and profitability improving as firms age.
Older companies tend to accumulate wealth, handle debt more efficiently, and produce better profits.
While firm age is a major predictor of financial success, other external factors also play a role, and
organisations must adapt to changing economic conditions in order to continue growing over time.
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