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Abstract:
Chinese firms currently face severe financing constraints 
and debt maturity mismatch problems. Existing literature 
primarily focuses on the cause and influencing factors 
of debt maturity mismatch, while the transmission 
mechanisms and consequences remain lacking a systematic 
synthesis. Drawing on domestic and international 
literature, the paper adopts a literature review approach to 
synthesize the transmission mechanisms and consequences 
of debt maturity mismatch on firms. These influencing 
mechanisms proceed through four channels: refinancing 
pressure, financing costs, cash flow volatility and signaling. 
In terms of consequences, debt maturity mismatch can lead 
to a decline in firm operating performance, distortion of 
investment behavior and impairment of firm value. Based 
on the above analysis, this paper offers the following 
implications. Banks could consider increasing the supply 
of long-term debt for SMEs to avoid refinancing risks 
when they face cash flow constraints. At the policy level, 
policymakers could promote the development of bank 
competition and digital inclusive finance to broaden 
financing channels and alleviate maturity mismatch 
problems.

Keywords: Short-term debt for long-term use; refinanc-
ing risk; financing constraints.

1. Introduction
Chinese firms have long faced the problem of lim-
ited financing instruments. By the end of 2025, the 
total assets of financial institutions in China reached 
538.86 trillion yuan, of which the banking sector ac-
counted for 480.01 trillion yuan, while the securities 
sector was only 17.54 trillion yuan. This indicates 
that banks still dominate the allocation of financial 
resources. However, under a bank loan-dominated 
system, while firms can obtain a certain level of fi-

nancing, it is mainly in the form of short-term, small-
scale, and collateralized loans, with credit loans 
and long-term loans accounting for a relatively low 
proportion. Even for listed firms with access to the 
bond market, they face long approval cycles for me-
dium-and long-term bonds or long-term loans, which 
often make it difficult to match the maturity of their 
long-term assets. For SMEs, the financing threshold 
is higher. Because of a lack of credit history and col-
lateral, and banks prefer short-term working capital 
loans and provide insufficient support for long-term 

The Impact of Debt Maturity Mismatch on 
corporate

TSZ YAN WANG *

School of Stantistics and 
Mathematics, Zhongnan 
University of Economics and Law, 
Wuhan,430073,China
*Corresponding author: 
202523170354@stu.zuel.edu.cn

1



Dean&Francis

TSZ YAN WANG

projects. SMEs get long-term loans become harder. There-
fore, there is a contradiction between the need for long-
term loans and only being able to get short-term loans, 
leading to maturity mismatches. Data from 2025 show 
that the year-on-year growth fell to 8.7%, and the borrow-
ing term of firms became shorter, indicating that using 
short-term debt for long-term has become the norm.
Academic research on maturity mismatch generally falls 
into three categories: the causes, influencing factors and 
consequences. Studies on the causes indicated that Chi-
nese firms' maturity mismatches are commonly attribut-
able to institutional deficiencies such as the incomplete 
structure of the Chinese financial market [1]. Moreover, 
“short-term debt for long-term investment” primarily 
manifests as an alternative financing mechanism for firms 
to cope with financial repression, rather than a result 
of their own choices [2]. Building on causality studies, 
scholars have further explored the factors that alleviate or 
worsen debt maturity mismatch. Great bank competition 
[3], and the development of digital inclusive finance [4] 
can both alleviate maturity mismatch. While firms’ uncer-
tainty perception [5] and cybersecurity risks [6] tend to 
exacerbate the problem. Existing studies have extensively 
discussed the cause and influencing factors, yet research 
on its consequences remains insufficient. Diamond argues 
that short-term debt exposes firms to rollover risk [7], and 
some studies show that maturity mismatch has a signifi-
cant negative impact on stock returns [8]; the transmission 
mechanisms and consequences of maturity mismatch on 
firms still require a systematic synthesis.
The paper systematically reviews and summarizes the 
literature on financing constraints, maturity mismatch, 
and cash flow risks for firms and synthesizes transmission 
mechanisms and consequences systematically, then breaks 
it down into four parts specifically: refinancing pressure, 
financing cost, cash flow volatility, and signaling. On this 
basis, the paper further explores the consequences of cash 
flow risk on firm operating performance, investment be-
havior, and firm value, forming a logical chain from occur-
rence to transmission to consequences.Existing research 
on the transmission mechanisms of maturity mismatch 
primarily focuses on three pathways: refinancing pressure, 
financing costs, and cash flow volatility, all of which rep-
resent direct transmissions at the funding level. Signaling, 
by contrast, works differently: it reveals that debt maturity 
structure itself conveys signals about a firm's credit quality 
to external stakeholders such as banks, and these signals 
in turn influence banks' lending decisions and the firm's 
financing conditions.   This paper  incorporates signaling 
into a unified analytical framework alongside the three 
traditional channels, providing a systematic discussion of 
how this information-based "soft mechanism" operates in 
conjunction with the finance-based channels in the context 
of maturity mismatch In practice, this paper helps firms 

understand the risks of maturity mismatch and provides a 
reference for preventing liquidity risks.

2. The Concept and Causes of Maturi-
ty Mismatch
Maturity mismatch refers to a state where the maturity 
of a firm’s liabilities is shorter than that of its assets. The 
2013 liquidity crisis in China clearly illustrates the sig-
nificance of this issue. Many banks relied on short-term 
interbank borrowing and wealth management products to 
fund long-term assets. When the central bank unexpect-
edly tightened liquidity, the chain of short-term rollovers 
broke, and long-term assets could not be sold quickly. In-
terbank interest rates surged above 30%, and some banks 
nearly failed. This incident highlights the core threat of 
maturity mismatch: when short-term debt matures and 
cannot be renewed, companies face the risk of a cash flow 
disruption. In the early stages of development, firms are 
small in scale, have low information transparency, and 
experience unstable cash flows, which make it hard to get 
external investment [9]. Due to a lack of sufficient col-
lateralizable assets, the availability of long-term debt is 
extremely low; firms can only opt for short-term debt [1,2].
Regarding why firms adopt “short-term debt for long-
term use”, there are two main theoretical explanations in 
the academic literature. The first is the active choice the-
ory,  which suggests that firms with higher credit quality 
voluntarily choose short-term debt to reduce financing 
costs or signal their quality to the market [7].The second 
is the alternative financing hypothesis, which suggests that 
firms may be affected by external constraints such as pol-
icy shocks, the COVID-19 pandemic, or financial market 
conditions. Banks driven by risk control and performance 
assessment pressures tend to provide short-term rather 
than long-term loans, and resulting in maturity mismatch 
[3]. For most firms, however, the active choice is less fea-
sible due to limited credit access and higher refinancing 
uncertainty, making the alternative financing hypothesis 
more applicable. But no matter the cause, firms may face 
refinancing pressure due to debt maturity mismatch.The 
following section will examine how this pressure is trans-
mitted.

3. The Transmission Mechanism of 
Debt Maturity Mismatch on Cash Flow 
Risk

3.1 Refinancing Pressure
Bolton’s research points out that maturity mismatches can 
lead to liquidity demand [10]. This demand can only be 
met two ways: consuming internal cash reserves or selling 
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assets for cash. For firms with tight financing constraints, 
both options are hard to sustain, which creates refinancing 
pressure. Refinancing pressure is the primary way that 
maturity mismatches impact a firm. When short-term debt 
is due, if a firm’s long-term projects haven’t generated 
enough cash flow, the cash reserves aren’t sufficient to 
pay off the debt [7]. At this point, the only way for the 
firm is to apply for a new loan from the bank before the 
debt matures to repay the old debt. However, whether the 
loan can be successfully renewed mainly depends on the 
bank’s assessment of the firm’s future cash flow stability. 
If the bank thinks the firm’s operational risk is high or 
anticipates insufficient cash flow, it may refuse to renew 
the loan, and the firm will face refinancing risk [3]. Once 
the loan renewal fails, the firm’s already fragile cash flow 
will break down directly, potentially causing a debt crisis 
or even insolvency. In fact, the concerns of investors and 
banks about the firm’s liquidity risk are the main reason 
for the negative impact of maturity mismatch [8].

3.2 Financing Cost
Refinancing pressure isn’t just about the uncertainty of 
whether a loan can be renewed; it also shows the extra 
costs incurred even after a successful renewal. This means 
that even if a firm passes the bank’s renewal review, it 
still faces the ongoing erosion of rising financing costs. 
When short-term debt is due, even if the firm can renew 
it, it still faces cash flow problems. Rolling over the 
loan itself requires paying interest, and sometimes banks 
might also charge fees in the process. The costs of each 
renewal add up and accumulate more and more [11]; these 
accumulated costs put continuous pressure on the firm’s 
cash outflow. After cash flows out, the firm’s disposable 
cash decreases, and long-term investments are limited. If 
long-term investment lags, the firm’s development will 
be restricted. Wang and others’ study actually reinforces 
the logic from the opposite perspective—extending debt 
maturity can reduce financing costs and relieve liquidity 
pressure, showing that frequent short-term debt rollovers 
do indeed increase a firm’s actual financing costs [12].

3.3 Cash Flow Volatility
The accumulation of rollover costs can reduce the cash 
flow available to a firm, making its working capital highly 
unstable. This instability happens because the maturity 
dates of short-term debt are uncertain, renewal conditions 
are unpredictable, and the cyclical fluctuations of firm’s 
operating cash flow. Cash flow volatility will increase a 
firm’s financial difficulties and the risk of default, weak-
ening the firm’s ability to repay debt. Studies have found 
a significant negative correlation between cash flow vol-
atility and debt maturity structure—firms with high cash 
flow volatility tend to have short debt maturity [13]. The 

finding shows that rolling over short-term debt will lead to 
cash flow fluctuations, and these fluctuations further exac-
erbate the reliance on short-term debt and make it hard to 
obtain long-term debt, forming a vicious cycle. Converse-
ly, reducing short-term debt can increase a firm’s cash 
flow and reduce future cash flow volatility [14]. Once 
this cycle forms, banks will be concerned about the firm’s 
ability to repay debt, and this concern in turn intensifies 
the volatility.

3.4 Signaling
Signaling refers to the path through which internal issues 
such as refinancing risk, financing costs, and cash flow 
volatility are perceived by external parties, and in turn 
increase a firm’s cash flow risk. Under information asym-
metry, a firm’s borrowing choices will send signals to 
banks. High-quality firms actively choose more short-term 
debt to signal their quality to the market [15]. On the other 
hand, for firms that are forced to borrow frequently, banks 
and other suppliers observing frequent short-term debt 
rollovers and unstable cash flows tend to interpret these 
as signals of deteriorating credit quality. This will make 
banks tighten loan conditions and shorten debt maturities 
[7]. As a result, the firm’s cash flow fluctuations aren’t 
eased by refinancing; they may actually worsen as banks 
further tighten credit. When banks assess the firm as risky, 
banks may demand shorter repayment period and higher 
collateral ratios. These external reactions work together to 
place greater pressure on the firm, ultimately increasing 
the firm’s cash flow risk.

4. Effects on Financial Risk

4.1 Operating Performance
Debt mismatched maturities affect a firm’s profitability 
and return by refinancing pressure, financing costs and 
cash flow volatility. This logic has been validated in ex-
isting empirical studies. Hu finds that maturity mismatch 
negatively affects firm operating performance by using 
data form Chinses listed firms, and pointed out that matu-
rity mismatch is one of the main transmission mechanisms 
through which economic policy uncertainty affects firm 
performance, with a greater effect on non-state-owned 
enterprises [16]. Yan further finds that the negative impact 
of maturity mismatch on financial performance is more 
pronounced in small-scale firms [17]. This indicates that 
improving short-term debt management can help boost 
operating performance and reduce financial risks.

4.2 Investment Behavior
Maturity mismatch not only affects operating perfor-
mance, but also leads to distorted long-term investment 
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decisions. For asset-heavy firms, short-term debt for 
long-term investment will increase agency costs, reduce 
investment efficiency, and mess up investment decisions. 
Managers may pursue high-risk projects or engage in 
excessive expansion to boost performance, and intensify 
the tendency for overinvestment [18]. While supply chain 
finance can effectively reduce a firm’s short-term debt for 
long-term use, improve the firm’s investment efficiency 
[19], and enhance operating performance. Notably, firms 
with high ownership concentration and close institutional 
attention are more effective at controlling the negative ef-
fects of maturity mismatch compared to asset-heavy firms. 
However, for firms that are low in institutional attention, 
the negative impact of short-term debt for long-term in-
vestment to investment efficiency is more severe, as the 
lack of external monitoring makes it easier for managers 
to use short-term funds for high-risk investments.

4.3 Firm Value
Firm value is measured by total factor productivity (TFP). 
The higher the TFP, the stronger the firm’s long-term val-
ue creation capacity. Zhang and others find that maturity 
mismatch significantly inhibits firm total factor productiv-
ity by increasing agency costs and reducing capital allo-
cation efficiency [20], and corporate financialization will 
amplify this negative effect. When firms face profit shrink-
age, investment distortion, and a decline in value-creation 
ability due to maturity mismatch, market expectations for 
the firm’s future cash flows drop, lower firm valuation 
and higher financing costs, further exacerbating cash flow 
pressure.

5. Conclusion
This paper identifies four channels through which ma-
turity mismatch transmits to cash flow risk: refinancing 
pressure, financing cost, cash flow volatility and signal-
ing. These four pathways progress step by step, forming a 
complete causal chain from “debt maturity” to “external 
reaction”. The ultimate consequences of maturity mis-
matches appeal on three levels: a decline in operating per-
formance, investment behavior’s distortion and an erosion 
of firm value. Implications: for SMEs, it’s important to 
proactively optimize the debt maturity structure and avoid 
over-reliance on rolling short-term debt. For financial 
institutions, they should carefully assess a firm’s refinanc-
ing ability and cash flow volatility risk, avoiding sudden 
withdrawal of loans when the firm’s cash flow is already 
stressed. For policymakers, they should further improve 
the mechanism of long-term credit supply and broaden the 
long-term financing channels for SMEs. Policy-based fi-
nancing tools can be considered, and pay attention to two 
moderating factors of maturity mismatch: bank competi-
tion and digital inclusive finance.

This paper has certain limitations when it comes to ana-
lyzing the impact of maturity mismatches on cash flow 
risk. First, as a literature review, this paper does not em-
pirically test the framework with real data. The relative 
importance of the four transmission channels, and how 
they affect each other, need to be examined in future re-
search. Second, this paper does not discuss whether the 
impact of maturity mismatch on cash flow risk might 
differ under different institutional environments. There 
are significant differences between China and other devel-
oped countries on financial systems, legal environments, 
and policy interventions, which may lead to different 
features in the transmission mechanisms of maturity mis-
match. Third, this paper does not consider industry-level 
differences. The firms in different industries also differ in 
asset structure, debt maturities, and cash flow patterns. 
Future research could conduct cross-country comparisons 
or directly examine the impact of maturity mismatch on 
SME cash flow risk using micro-survey data of SMEs.

References
[1] Bai Y X, Qiu M Q, & Li W. Term mismatch of investment 
and financing and its institutional explanation: A comparison 
from the financial markets of China and the United States. China 
Industrial Economics, 2016, (7): 82-97.
[2] Zhong K, Cheng X K, & Zhang W H. The moderate level 
of monetary policy and the mystery of enterprises' "short-term 
borrowing for long-term investment". Management World, 2016, 
(3): 87-98.
[3] Li B, Cheng Y, & Tian G. Bank competition and firm asset-
debt maturity mismatch: Evidence from the SMEs in China. 
Research in International Business and Finance, 2024, 69: 
102240.
[4] Zhang Q, Liu Y, & Xie Y. Digital inclusive finance, digital 
transformation, and the sustainable development of micro and 
small enterprises. Finance Research Letters, 2026, 87: 109079.
[5] Li X, Peng X, Chen L, & Ren Z. Firms' uncertainty 
perception and asset–debt maturity mismatch. Finance Research 
Letters, 2024, 69: 106160.
[6] Wang D, Hu Y, Li Y. Cybersecurity risk and corporate 
maturity mismatch. International Review of Financial Analysis, 
2026, 109: 104757.
[7] Diamond D W. Debt maturity structure and liquidity risk. 
The Quarterly Journal of Economics, 1991, 106(3): 709-737.
[8] Qiu M, Bai Y, & Chen T. The impact of asset-liability 
maturity mismatch on stock returns: Evidence from China during 
1998–2021. Pacific-Basin Finance Journal, 2024, 85: 102359.
[9] Whited T M, & Wu G. Financial constraints risk. The Review 
of Financial Studies, 2006, 19(2): 531-559.
[10] Bolton P, Santos T, & Scheinkman J A. Outside and inside 
liquidity. The Quarterly Journal of Economics, 2011, 126(1): 
259-321.

4



Dean&Francis
ISSN 2959-6130

[11] Dong L, Chen J, Wu W. Corporate maturity mismatch and 
outward foreign direct investment. Journal of Asian Economics, 
94: 101764.
[12] Wang Z, Feng D, & Li C. Pandemic shock, debt maturity 
structure and corporate performance. Accounting & Finance, 
2024.
[13] Naser A, Matemilola B T, & Bany-Ariffin A N. Interaction 
impact of cash flow volatility and fixed assets on debt maturity 
structure in MENA and African countries. Cogent Business & 
Management, 2024, 11(1): 2341842.
[14] Sánchez-Ballesta J P, & Yagüe J. Tax avoidance and 
debt maturity in SMEs. Journal of International Financial 
Management and Accounting, 2024, 35(2): 426-464.
[15] Flannery M J. Asymmetric information and risky debt 
maturity choice. The Journal of Finance, 1986, 41(1): 19-37.
[16] Hu L. Maturity mismatch and disinvestment as transmission 

mechanisms: Linking economic policy uncertainty to firm 
performance. China Economic Review, 2025, 94: 102336.
[17] Li R R, & Yan X L. Research on the impact of investment 
and financing term mismatch on corporate financial performance: 
Based on the mediating effect analysis of financing efficiency. 
Productivity Research, 2025, (12): 140-148.
[18] Zhao Y Z, & Fu M Q. Short-term borrowing for long-term 
investment, agency costs, and investment efficiency of heavy 
asset enterprises. Journal of Nanjing Audit University, 2025, 
22(4): 67-79.
[19] Bu J, Chang Y, Fei T, & Li X. It is a marathon, not a sprint: 
The impact of supply chain finance on firms' short-term debt for 
long-term investments. Pacific-Basin Finance Journal, 2025, 93: 
102885.
[20] Zhang C, Ni J, Wu Q, et al. Mismatch, financialization, and 
productivity: evidence from China. Applied Economics, 2025.

5




