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Factors that Influence the Liquidity–Profitability 

Relationship in Companies Listed on the WSE

Abstract 
This article examines the relationship between financial liquidity and profitability among non-financial companies 
listed on the Warsaw Stock Exchange (WSE), exploring the factors that influence this dependence, such as net 
working capital strategy, sales volume, and asset levels. To achieve this, companies were categorised into portfolios 
based on their working capital strategy, sales volume, and asset levels. Correlation and regression analyses were then 
conducted within each portfolio to identify variations in the liquidity-profitability relationship across these categories. 
The research reveals that the relationship between financial liquidity and profitability is not uniform, demonstrating 
that it varies significantly depending on a company‘s net working capital strategy,      sales volume, and asset level. 
These observed differences across portfolios highlight the specific factors that shape this relationship. The findings 
support the applicability of theoretical assumptions regarding the liquidity-profitability relationship to the specific 
context of the surveyed non-financial companies listed on the WSE. However, the study‘s focus on publicly listed 
companies on the WSE excludes private companies, which may exhibit a different liquidity-profitability relationship.      
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 1. Introduction

The intricate relationship between liquidity and 
profitability is a cornerstone of corporate finance 
theory. This relationship is often market-specific due 
to competitive pressures and benchmarking, which 
limit the generalizability of findings. In emerging 
markets, like Poland, with less developed inter-firm 
relationships (e.g., supplier, customer, competitor), 
the link between liquidity and profitability may be 
less stable (Dong et al., 2021). However, with market 
maturation, these relationships are hypothesised to 
solidify.  The Warsaw Stock Exchange (WSE), after 
30 years of operation and with companies having a 
relatively long market presence, provides a suitable 
context to investigate this relationship among listed 
companies.  Research on emerging markets also 
indicates that factors like financial constraints can 
influence financial policies, such as the optimal level 
of cash holdings (Anton, 2019), highlighting the 

importance of understanding firms’ financial policies 
in these economies.

Prior domestic and international research has 
yielded inconsistent findings regarding the strength 
and direction of the liquidity-profitability relationship, 
underscoring the need for more granular analyses.  
Specifically, the literature lacks consensus on the 
precise definition and measurement of liquidity and 
profitability, the direction of their interdependency, 
and the influence of salient factors such as firm size, 
industry affiliation, and capital structure (Dong et 
al., 2021).  Furthermore, studies on emerging markets 
emphasise the influence of less stable inter-firm 
relationships on the liquidity-profitability nexus. This 
study addresses this gap by examining the relationship 
between financial liquidity and profitability among 
Polish public companies listed on the WSE.

This research hypothesises that the relationship 
between financial liquidity and profitability depends 
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on working capital management strategies (aggressive 
vs. conservative), sales levels, and asset size.  
Specifically, it is theorised that a company’s operational 
characteristics, such as working capital management 
strategy, significantly influence the liquidity-
profitability link. Companies adopting an aggressive 
strategy are expected to exhibit more dynamic 
operations and proactive liquidity management than 
those employing a conservative approach. Similarly, 
firm size is hypothesized to play a moderating role. 
Larger companies, potentially possessing greater 
access to capital markets, may exhibit less sensitivity 
to effective liquidity management than smaller firms, 
where such management can be a key driver of growth 
(Bolek, 2018). Through an analysis of WSE-listed 
company data, this article empirically examines the 
validity of theoretical assumptions regarding the 
interdependencies between liquidity and profitability.  
The categorisation of firms into portfolios based on 
working capital management strategies, sales, and 
asset levels verifies these theoretical underpinnings.  
This builds upon prior research examining the 
intricate relationship between liquidity and 
profitability to address existing gaps and empirically 
validate theoretical assumptions within the specific 
context of the WSE.

A significant challenge in this research area 
arises from the diverse approaches to defining and 
measuring financial liquidity.  Liquidity encompasses 
multiple dimensions, including the ability to convert 
assets to cash, meet short-term obligations, generate 
cash flow, the speed of cash conversion, and the 
absolute level of cash holdings (Haro et al., 2023; 
Rezabala et al., 2023). The choice of liquidity measure 
influences the interpretation of results. While 
static ratios, often derived from balance sheet data, 
provide insights into working capital management, 
dynamic measures incorporate information from 
the income and cash flow statements.  Research also 
highlights the importance and determinants of cash 
holdings (Anton, 2025).  Furthermore, the direction of 
influence varies; for example, while increases in most 
static or cash flow-based liquidity measures suggest 
improved liquidity, an increase in the cash conversion 
cycle indicates a decrease in liquidity. The relationship 
between liquidity and profitability can be positive 
or negative, depending on the liquidity indicators 
(Bwacha & Xi, 2018). Profitability is assessed using 
return on assets and return on equity, which provide 
insights into a company’s financial health (Olufemi 
& Olatise, 2020; Kumar & Joshi, 2019; Prasad, 2019; 
Samo & Murad, 2019; Iqbal, 2019; Hristova et al., 2019; 

Abbas et al., 2019; Apostolos et al., 2019; Zamil et al., 
2023; Markoná et al., 2020; Miranda & Fiel, 2022).

 The relationship between liquidity and profitability 
has been extensively studied . Yet, existing research 
primarily focuses on diverse samples of companies 
at varying developmental stages and sizes, typically 
measured by sales and asset levels, often employing 
different operational strategies. A crucial gap remains 
in understanding how this relationship is modulated 
by a company’s working capital management strategy, 
specifically the distinction between aggressive and 
conservative approaches in smaller and larger, more 
mature companies. This study addresses this gap 
by investigating the relationship between liquidity 
and profitability across distinct company groups 
categorised by size and operational dynamics, and 
crucially, by implemented working capital strategy. 
This nuanced approach offers a novel contribution 
to the literature. It provides insights into how the 
liquidity-profitability nexus varies depending on a 
firm’s strategic choices regarding working capital 
management and their size, thereby shedding light on 
the complex factors influencing financial performance. 
This study aims to show that theoretical assumptions 
shape the dependence of liquidity and profitability on 
the Polish market.

The article is structured as follows: Following 
this introduction, a literature review is presented, 
followed by a description of the data and methodology. 
The research results are then presented, followed by a 
discussion and conclusions.

2. Literature Review

The relationship between liquidity and profitability 
has been a subject of extensive research, yielding a 
complex and often contradictory body of evidence.  
Early work suggested a negative trade-off : increased 
liquidity, measured by ratios like the current ratio 
and cash conversion cycle, comes at the cost of 
profitability. This view is echoed in some later studies 
(e.g., Eljelly, 2004; Wawryszuk-Misztal, 2007 ; Bolek 
et al., 2021), which further emphasise the importance 
of industry context and firm size as moderating 
factors.  Specifically, Eljelly (2004) found the negative 
relationship more pronounced in firms with high 
current ratios and long cash conversion cycles, while 
firm size significantly impacted profitability at the 
industry level.
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Prior research in Poland and internationally has 
yielded inconsistent findings regarding the strength 
and direction of the liquidity-profitability relationship, 
highlighting a need for more nuanced investigation 
into the moderating factors. Liquidity, which measures 
the ability to cover current obligations using current 
assets, has a positive and statistically significant effect 
on profitability (Nigussie, 2022; Mohammed, 2021; 
Mohanty & Mehrota, 2018; Chasha et al., 2022; Ashbin 
& Sindhuja, 2021). On the other hand, the findings 
established in studies conducted and published by 
different researchers showed that liquidity does not 
affect profitability (Abdelaziz et al., 2020; Alarussi & 
Alhaderi, 2018; Martami & Panji, 2020).

However, the one-directional relationship is 
not universally supported.  Mun and Jang (2018) 
proposed a parabolic relationship, suggesting an 
optimal liquidity level that maximises profitability.  
Tan and Tuluca (2023) further complicate the picture, 
demonstrating that the liquidity-profitability link 
can be positive or negative depending on the specific 
dataset. This ambiguity highlights the importance of 
contextual factors in shaping the relationship. 

Research on Warsaw Stock Exchange (WSE)-
listed companies reflects this broader debate.  While 
some studies (e.g., Paździor, 2009; Bolek & Wolski, 
2011; Wawryszuk-Misztal, 2013) have explored the 
relationship, often using various financial ratios, the 
findings remain inconclusive, with both positive and 
negative correlations reported.  Kowerski (2016) even 
suggests an inverted U-shaped relationship for Polish 
public companies, indicating that profitability initially 
increases with liquidity up to a point, after which it 
declines.  This inconsistency may be attributed to 
the dynamic nature of the WSE’s developing market 
context, which is transitioning from a centrally 
controlled to a free market economy.  As noted, a 
comprehensive analysis of the full 30-year period 
since this transition is crucial for understanding 
how competitive pressures have influenced these 
relationships. Pluskota et al. (2020) analysed the 
liquidity-profitability relationship with the Granger 
causality test on WSE-listed companies on the main 
and alternative markets. It was found that profitability 
has a greater influence on financial liquidity in both 
markets.

Further WSE-focused research has explored the 
influence of various factors, including working capital 
management strategies (Kuciński, 2017; Jaworski & 
Czerwonka, 2022; Bolek, 2016b), dividend payments 
and buyouts (Wrońska, 2010; Bukalska, 2013), 

logistics (Rogaczewski, 2017), Economic Value Added 
(Bolek et al., 2012), stock prices and rates of return 
(Łon, 2009; Bolek & Wolski, 2012) and indebtedness 
(Lyroudi, 2021).  Studies have also examined specific 
sectors, such as the food industry (Maślanka, 2003), 
chemical sector (Merta & Piosik, 2009; Kowalik, 2018), 
and mining and metallurgy industry (Nesterowicz 
et al., 2022), further emphasising the importance 
of industry-specific characteristics.  Alom (2018) 
highlighted the long-term cointegration relationship 
between liquidity, profitability, firm size, and long-
term debt, reinforcing the interconnectedness of 
these financial variables.  Bolek (2016a) emphasises 
the role of managerial decisions in optimising current 
asset levels to maximise an enterprise’s sales, profits 
and value. The Polish market seems well analysed, 
but the results in the changing environment may be 
inconclusive. The analysis of the dataset covering 30 
years of the market may bring results that the theory 
can explain.

The trade-off theory suggests an inverse 
relationship between liquidity and profitability.  The 
business life cycle theory suggests that a company’s 
priorities change with its development stage, with 
profitability being more important in early stages 
and liquidity in later stages.  Research has also 
identified moderators of the profitability-liquidity 
relationship, such as private sector credit and capital 
market development (Jaworski & Czerwonka, 2021), 
and the impact of firm size and liquidity management 
on profitability (Bagchi, 2013), which support the 
hypothesis tested in this research paper.

In conclusion, the literature on the liquidity-
profitability relationship, particularly within 
the context of the WSE, reveals a complex and 
multifaceted dynamic.  While some studies suggest 
a negative trade-off, others point to a more nuanced 
relationship, potentially moderated by factors such 
as firm size, industry, working capital management 
strategies, and macroeconomic conditions.  The 
evolving nature of the WSE as a developing market 
further complicates the analysis.  A comprehensive 
investigation considering these multiple dimensions 
is necessary to draw more definitive conclusions 
about the nature and strength of this crucial financial 
relationship.
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3. Data and Methods

3.1 Data

The study is conducted on the annual data, derived 
from Notoria Service, of non-financial companies 
listed on the WSE since it began operating in 1991 
until 2021. 

This study employs a selection of fundamental 
financial indicators to assess both liquidity and 
profitability. Liquidity is evaluated from both 
static and dynamic perspectives.  Static liquidity 
is operationalized using the current ratio (CR), 
calculated as the quotient of current assets and 
short-term liabilities. The CR indicates a firm’s 
ability to meet its immediate obligations, and it is 
an indicator of net working capital strategy. The CR 
serves a dual purpose in this study.  First, it informs 
the categorisation of companies based on their 
NWC management strategy, facilitating portfolio 
construction. Second, it functions as a static measure 
of liquidity for analysing the relationship between 
liquidity and profitability.  Dynamic liquidity is 
assessed using the cash conversion cycle (CCC), which 
quantifies the number of days required to convert 
inventory into cash through operational activities.  
The CCC is calculated by summing days inventory 
outstanding (DIO) and days sales outstanding 
(DSO ) and subsequently subtracting days payables 
outstanding (DPO).   Consistent with prior research, 
this study acknowledges the importance of multiple 
liquidity dimensions. Two indicators were selected 
for profitability testing: return on equity (ROE) and 
return on assets (ROA). In addition, the analysis 
considered the volume of sales (S) and assets (A).

The tested hypothesis is that factors such as the 
net working capital management strategy, volume of 
sales, and size of assets affect the relationship between 
liquidity and profitability. First, the data were divided 
into portfolios based on the factors influencing this 
relationship. Table 1 presents the methodology for 
portfolio construction according to each specific 
factor.

The mean values of the data for the portfolios on 
the NWC strategies are presented in Table 2.

Statistical analysis makes it possible to identify 
differences among the surveyed groups. Companies 
with the highest sales levels exhibit the lowest level 
of liquidity in the static sense while demonstrating 
the highest liquidity in the dynamic sense. However, 

these same companies also tend to have the lowest 
profitability. Those with the highest level of assets 
implement a moderate strategy for managing NWC. 
The smaller the company in terms of sales and assets, 
the lower its liquidity and the higher its profitability.

In the next step, the portfolios representing the 
data based on the sales volume and asset levels were 
examined, and the results are presented in Table 3.

As a result, larger companies are characterised by 
lower liquidity in the static sense and higher liquidity 
in the dynamic sense, and they are also more profitable.

Table 1. The construction of portfolios based on determinants

Factor  Range

Aggressive net working 
capital strategy 

CR<1

Moderate net working 
capital strategy

CR <1;2>

Conservative net working 
capital strategy

CR>2

High level of sales S > 1,204,375 (average value 
for a whole sample)

Low level of sales S < 1,204,375 (average value 
for a whole sample)

High level of assets A > 2,964,799 (average value 
for a whole sample)

Low level of assets A < 2,964,799 (average value 
for a whole sample)

Source: Own study

Table 2. Mean values for portfolios related to net working 
capital strategies

Aggressive 
strategy

Moderate 
strategy

Conservative 
strategy

No 
observations

509 650 573

S 1,845,840 1,468,680 340,971

A 7,131,500 15,457,106 893,946

ROE -0.0303 0.057 0.0749

ROA -0.1097 0.0282183 0.0577

CR 0.5874 1.41579 20.9465

CCC 7.2225 447.072 2315.95

Source: Own study
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3.2 Methods

The study was carried out on the cross-sectional data 
of all yearly observations in the surveyed period. 
To examine the relationship between liquidity and 
profitability, we tested Spearman’s nonparametric 
rho correlation coefficient and OLS models in the 
following forms:

ROE
t

=a+a1CCC
t

+a2At

+e
t

(1)

ROA
t

=a+a1CCC
t

+a2At

+e
t

(2)

ROE
t

=a+a1CR
r

+a2At

+e
t

(3)

ROA
t

=a+a1CR
r
t

+a2At

+e
t

(4)

ROE
t

=a+a1CCC
t

+a2St

+e
t

(5)

ROA
t

=a+a1CCC
t

+a2St

+e
t

(6)

ROE
t

=a+a1CR
r

+a2St

+e
t

(7)

ROA
t

=a+a1CR
r
t

+a2St

+e
t

(8)

Where: ROA – Return on assets, ROE – Return on 
equity, CR – Current ratio, CCC – Cash conversion 
cycle, A – Assets, S – Sales.

Model diagnostics included tests for normality 
of residuals and heteroscedasticity, where 
heteroscedasticity was detected, the models were 
corrected. Multicollinearity was assessed with 
Variance Inflation Factor (VIF) values consistently 
near 1, indicating no significant multicollinearity. Tests 
for normality (Chi-squared statistic) revealed that the 

residual distributions were not normally distributed. 
This non-normality limits the generalizability of the 
findings and suggests avenues for future research.

4. Results

This section presents the results of the analysis. The 
analysis was conducted in three groups based on the 
factors influencing the relationship between financial 
liquidity and profitability under the theory that 
liquidity influences a company’s profitability. The 
results for companies in the portfolios constructed 
according to their NWC management strategy, sales 
volume, and asset size are examined and presented in 
order.

4.1 Net Working Capital Strategy 

and the Liquidity–Profitability 

Relationship

The first step presents the portfolios of observations 
related to the NWC strategy. The nonparametric 
correlation matrix using Spearman’s rho was calculated 
for the liquidity–profitability pairs of observations 
and presented in Table 4.

When CR is used as a static measure of liquidity, 
the liquidity–profitability relationship is positive for 
companies in the aggressive and moderate NWC 
management portfolios (although the correlation with 
ROE is not significant). In contrast, for companies with 
a conservative NWC strategy, the correlation between 
CR and profitability is negative. The correlation 
between the CCC and profitability is always negative 

Table 3. Data statistics based on the sales and asset levels

Sales < average  Sales > average  Assets < average  Assets > average  

No observations 1467 203 1612 124

S 172,490 8,661,400 289,860 12,608,600

A 360,058 22,677,400 338,439 37,107,500

ROE 0.0324 0.1283 0.0320 0.1266

ROA -0.0046 0.0375 -0.0076 0.0474

CR 8.5807 1.2657 8.1184 1.3483

CCC 55.0209 21.6628 50.6639 35.7730

Source: Own study
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and significant, indicating that a longer CCC, which 
represents reduced liquidity, is accompanied by a 
decrease in profitability.

The impact of liquidity on profitability was 
examined about the company’s NWC management 
strategy. We first examined the aggressive strategy ; 
the results are presented in Table 5.

In the aggressive strategy model, where the CCC 
is the explanatory variable and assets are included 
as the control variable, the CCC’s significant and 
negative impact on profitability , measured by both 
ROE and ROA, was found. Additionally, company 
size positively influenced profitability. A significant 
positive impact of CR on ROA was found in the model 
where CR is the explanatory variable. Company size 
also positively affected both ROE and ROA. The 
results of the OLS regressions are in line with the 
results of the correlation analysis. 

The moderate NWC strategy was examined in the 
next step, and the results are presented in Table 6.

Table 4. Correlation matrix for portfolios based on NWC 
management

Aggressive strategy of NWC CR CCC

ROE 0.2163 *** -0.2396 ***

ROA 0.3319 *** -0.2152 ***

Moderate strategy of NWC CR CCC

ROE 0.0196 -0.1873 ***

ROA 0.1107 *** -0.1396 ***

Conservative strategy of NWC CR CCC

ROE -0.1722 
***	

-0.1351 ***

ROA -0.1248 *** -0.1661 ***

It was assumed that the parameter was statistically 
significant for any p-value less than 0.1, corresponding to 
increasing confidence intervals of 1% (*), 5% (**), and 10% 
(***).
Source: Own study

Table 5. OLS model for aggressive strategy and liquidity influencing profitability

Aggressive strategy CR<1

Endogenous Constant CCC lnA Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE -0.6374 *** -0.00004 *** 0.0487 *** 0.0799 19.3458 *** 423 No

ROA -0.3433 *** -0.00004 *** 0.0249 *** 0.7777 819.7838 *** 469 Yes
Endogenous Constant CR lnA Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE -0.8031 *** 0.1832 0.0532 *** 0.0461 11.6674 *** 442 Yes

ROA -0.2784 *** 0.1671 ** 0.0117 * 0.0159 5.0455 *** 500 Yes

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study

Table 6. OLS model for moderate strategy and liquidity influencing profitability

Moderate strategy CR <1;2>
Endogenous Constant CCC lnA Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE 0.0151 -0. 000002 *** 0.0049 0.2222 90.8459 *** 630 Yes

ROA 0.0290 -0.00001 *** 0.0010 0.0755 26.8555 *** 634 Yes
Endogenous Constant CR lnA Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE 0.0029 0.0140 0.0042 0.0018 0.5951 635 Yes

ROA −0.0584 0.0469 *** 0.0026 0.0096 4.1209 * 640 Yes

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study



 CEEJ  • 12(59)  •  2025  •  pp. 157-170  •  ISSN 2543-6821  •  DOI: 10.2478/ceej-2025-0010    164

In the context of the moderate NWC management 
strategy, the CCC had a negative impact on profitability 
measures , while the CR had a significant positive 
impact on ROA. Notably, none of the models indicated 
a significant impact of company size on profitability. 
The moderate strategy is a transition strategy between 
this study’s aggressive and conservative strategies.

The next step involved examining the portfolio 
with companies with a conservative NWC strategy, 
and the results are presented in Table 7.

In the case of the conservative strategy of 
NWC, the impact of liquidity on profitability is 
less significant. Only CCC positively impacts ROA, 
while company size negatively affects ROA. It can 
be concluded that, within the group of companies 
adopting a conservative approach to NWC, the 
impact of liquidity on profitability for both static and 
dynamic approaches is positive but, in most cases, not 
significant. 

4.2 Sales and the Liquidity–

Profitability Relationship

The next step is to analyse the impact of the sales level 
on the liquidity–profitability relationship. The results 
of the correlation matrix are presented in Table 8.

The correlation analysis shows that the 
relationship between CR and profitability ratios was 
positive, regardless of sales volume. However, this 
correlation is lower in companies with lower sales. 
The relationship between ROE and ROA with the 
CCC is negative and statistically significant only in 
companies with lower sales.

In the next step, we examine the impact of 
liquidity measures on profitability ratios in relation to 
the lower-than-average sales volume, and the results 
are presented in Table 9.

In the group of companies characterised by lower 
sales levels, the CCC had a negative impact on all 
profitability measures. Additionally, for ROA, assets 
had a positive and statistically significant impact on 
profitability. CR positively impacted ROE, ROA, and 
the size of assets. The results are in line with the 
correlation analysis.

In the next step, we examine the impact of 
liquidity measures on profitability ratios in relation to 
higher-than-average sales volumes, and the results are 
presented in Table 10.

Table 7. OLS model for conservative NWC strategy and liquidity influencing profitability

Conservative strategy CR>2

Endogenous Constant CCC lnA Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE 0.0084 0.000001 0.0076 0.0021 1.5601 513 Yes

ROA 0.1753 *** 0.000003 *** −0.0079 ** 0.0421 12.4182 *** 520 Yes

Endogenous Constant CR lnA Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE −0.0828 0.000006 0.0147 0.0030 1.8209 * 541 Yes

ROA 0.0252 0.0002 0.0035 0.0009 1.2633 550 Yes

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study

Table 8. Correlation matrix for portfolios based on sales 
levels

Sales < average CR CCC

ROE 0.1386 *** -0.0748 ***

ROA 0.2513 *** -0.0514 ***
Sales > average CR CCC

ROE 0.1969 *** -0.0672

ROA 0.3528 *** 0.0426

It was assumed that the parameter was statistically 
significant for any p-value less than 0.1, corresponding to 
increasing confidence intervals of 1% (*), 5% (**), and 10% 
(***).
Source: Own study
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In enterprises with high sales levels, only liquidity 
in the static sense positively affects ROA. Size does not 
influence profitability in any of the cases.

1.3. Assets and the Liquidity–

Profitability Relationship

The next step analyses the impact of asset levels on the 
liquidity–profitability relationship. The results of the 
correlation matrix are presented in Table 11.

In the group of smaller enterprises, a significant 
positive relationship between CR and profitability 
was found, along with a negative one with the CCC. 
For large companies, only the correlation between 
ROA and CR is positive and stronger than the other 
results in this sample.

Table 9. OLS model for lower-than-average sales and liquidity influencing profitability

Sales < average

Endogenous Constant CCC lnA Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE −0.0519 -0.00005 *** 0.0084 0.9799 33383.3 *** 1365 Yes

ROA −0.1053 ** -0.000001 *** 0.0113 *** 0.8613 4418.782 *** 1423 Yes
Endogenous Constant CR lnA Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE −0.0952 0.0001 ** 0.0120 * 0.0039 3.7423 ** 1372 Yes

ROA −0.1668 *** 0.0003 * 0.0162 *** 0.0085 7.1338 * 1431 Yes

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study

Table 10. OLS model for higher-than-average sales levels and liquidity that influences profitability

 Sales > average

Endogenous Constant CCC lnA Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE 0.4132 −0.0004 −0.0181 0.0081 1.8168 201 No

ROA 0.0620 0.00006 −0.0016 0.0059 0.5885 201 No
Endogenous Constant CR lnA Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE 0.4003 * −0.0167 −0.0164 0.0085 0.8506 201 No

ROA 0.0300 0.0296 ** −0.0019 0.0696 0.0696 ** 201 No

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study

Table 11. Correlation matrix for portfolios based on asset 
levels

Assets < average CR CCC

ROE 0.1195 *** -0.0754 ***

ROA 0.2406 *** -0.0452 ***
Assets > average CR CCC

ROE 0.1154 -0.1021

ROA 0.3069 *** 0.0332

It was assumed that the parameter was statistically 
significant for any p-value less than 0.1, corresponding to 
increasing confidence intervals of 1% (*), 5% (**), and 10% 
(***).
Source: Own study
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In the next step, we examine the impact of liquidity 
measures on profitability ratios for companies with 
lower-than-average asset levels, and the results are 
presented in Table 12.

 The CCC had a significant and negative impact on 
ROA and a positive impact on ROE. For CR, a positive 
impact on both ROE and ROA was observed. In all 
models, sales levels positively influenced profitability.

In the next step, we examine the impact of 
liquidity measures on profitability ratios in companies 
with higher-than-average asset levels, with the results 
presented in Table 13.

 No significant impact of liquidity on profitability 
was found in the group of large enterprises; only sales 
volume had a negative impact on ROA in this portfolio 
of companies.

4. Discussion

Studies examining the relationship between corporate 
liquidity and profitability have yielded complex 
and often ambiguous results. While offering novel 
insights, the portfolio-based approach adopted in this 
study makes direct comparison with prior findings 
challenging.  Our findings regarding the impact of 
net working capital (NWC) management strategies 
partially align with existing research.  We confirm 
the established trade-off: companies with aggressive 
NWC strategies (lower current assets relative to sales) 
can achieve higher profitability at the cost of lower 
liquidity, while those with conservative strategies 
(higher current assets) enjoy greater financial security 
but potentially lower profitability. 

Table 12. OLS model for lower-than-average asset levels and liquidity’s influence on profitability

Assets < average

Endogenous Constant CCC lnS Adj. R2 F-stat N Heteroskedasticity-
corrected

ROE −0.2268 *** 0.00004 *** 0.0252 *** 0.5769 984.2930 *** 1443 Yes

ROA −0.0968 *** -0.000007 *** 0.0114 *** 0.0967 81.3111 *** 1501 Yes
Endogenous Constant CR lnS Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE −0.2357 *** 0.0004 ** 0.0258 *** 0.0243 18.9958 *** 1443 Yes

ROA −0.1218 *** 0.0005 ** 0.0132 *** 0.0156 12.8943 *** 1500 Yes

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study

Table 13. OLS model for higher-than-average levels of assets and liquidity’s influence on profitability

 Assets > average
Endogenous Constant CCC lnS Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE 0.1112 0.0002 0.0003 0.0112 0.6802

ROA 0.1006 * 0.00002 −0.0040 0.0115 0.6993 123 Yes
Endogenous Constant CR lnS Adj. R2 F-stat N Heteroskedasticity-

corrected

ROE 0.2900 −0.0286 −0.0081 0.007 0.4690 123 No

ROA 0.1972 *** 0.0021 −0.0100 ** 0.0256 2.6052 ^ 123 No

It was assumed that the parameter was statistically significant for any p-value less than 0.1, corresponding to increasing 
confidence intervals of 1% (*), 5% (**), and 10% (***).
Source: Own study
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Furthermore, our research supports the 
established influence of firm size (measured by sales 
and assets) on the liquidity-profitability relationship. 
However, unlike some prior studies, we did not 
observe a universally clear-cut relationship between 
these two variables.  Instead, our results reveal a 
nuanced picture: increased liquidity is associated with 
increased profitability only within firms employing 
an aggressive NWC strategy.  Conversely, the opposite 
relationship is observed in firms with a conservative 
NWC approach. 

Specifically, the relationship between financial 
liquidity (measured by the current ratio, CR) and 
profitability (measured by return on equity, ROE) 
varies across portfolios categorized by NWC strategy, 
sales volume, and asset level. While generally positive, 
the CR-ROE relationship turns negative in companies 
pursuing a conservative NWC strategy, indicating 
that higher static liquidity negatively correlates 
with ROE in this group.  The relationship between 
financial liquidity and the cash conversion cycle (CCC) 
is consistently negative. Notably, the relationship 
between financial liquidity and profitability is 
statistically insignificant for companies with above-
average asset levels, suggesting that large companies 
may not efficiently manage liquidity to maximise 
shareholder value.  Within the aggressive NWC 
strategy group, the CR-ROE relationship is negative, 
consistent with the theoretical trade-off. 

Similarly, the relationship between financial 
liquidity and profitability (measured by return on assets, 
ROA) also varies across portfolios. The relationship 
between financial liquidity and CCC is generally 
negative but becomes statistically insignificant and 

even positive in high-sales companies. The ROA-CR 
relationship is generally positive, becoming negative 
only in companies with an aggressive NWC strategy, 
again consistent with the theoretical trade-off. 

Instead of comparing the results to numerous 
previous studies, which show different results, it 
was decided to compare them with the theoretical 
assumptions of liquidity and profitability. The general 
theoretical relationship, as depicted in Figure 1, posits 
an initial positive correlation, where profitability 
(both ROE and ROA) increases with liquidity up to an 
optimal point. Beyond this point, further increases in 
liquidity are theorised to decrease profitability.

The theoretical assumptions depicted in Figure 1  
were not consistently supported by the existing 
literature, which reports positive and negative 
relationships between liquidity and profitability 
measures. However, the portfolio-based approach 
employed in this study allowed for empirical 
verification of these theoretical underpinnings. 
Specifically, categorising companies by NWC 
management strategy revealed distinct patterns.  
Among companies employing an aggressive NWC 
strategy, increased liquidity was positively associated 
with increased profitability. Conversely, companies 
pursuing a conservative NWC strategy exhibited an 
inverse relationship between these variables.

 The relationship between the current ratio 
(CR) and profitability was consistently positive and 
statistically significant within the low and high 
revenue portfolios.  The relationship between the 
cash conversion cycle (CCC) and profitability was 
only significant and negative for small companies.  
In these smaller firms, increasing current assets or 
decreasing short-term liabilities (thereby improving 
the CR) enhances profitability, potentially through 
a reduction in the CCC. This observation, however, 
does not hold for companies employing a conservative 
NWC strategy, where decreasing NWC (and thus, 
presumably, the CCC) leads to increased profitability.

The models for the aggressive NWC strategy 
demonstrated the strongest explanatory power, 
suggesting that liquidity and profitability management 
are most effective among these enterprises.  This 
finding implies a more direct and responsive 
management of the trade-off between liquidity and 
profitability within this group.  In contrast, the 
relationship between liquidity and profitability was 
largely insignificant for companies with high asset 
levels, suggesting that larger enterprises may prioritise 
liquidity and profitability management less actively.

Liquidity 

Conservative NWC 

Minimum level of liquidity 

Aggressive NWC strategy 

Profitab
 

Figure 1. The relationship between liquidity and profitability
Source: Own elaboration based on Gajdka, J. 
(2000). Zarządzanie finansowe: teoria i praktyka (Vol. 2). 
Fundacja Rozwoju Rachunkowości w Polsce, p. 467
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5. Summary

This study analysed the relationship between 
liquidity and profitability among WSE-listed non-
financial firms (1991-2021), categorising firms by 
NWC strategy (aggressive, moderate, conservative), 
sales, and asset size.  Analysis revealed a contingent 
relationship dependent on these factors.  Specifically, 
the CR’s relationship with ROE and ROA was positive 
for aggressive/moderate NWC strategies and negative 
for conservative strategies.  Larger firms tended 
towards more aggressive NWC policies and higher 
dynamic liquidity. The hypothesis that the liquidity-
profitability relationship depends on NWC strategy, 
sales, and asset size was supported.  This study 
contributes by empirically demonstrating this complex 
interplay in the Polish market, challenging theoretical 
assumptions and enabling the comparison with other 
emerging markets.  Findings offer practical guidance 
for financial managers and investors and insights into 
emerging market dynamics. Future research should 
include sector-specific analyses and consider more 
advanced econometric techniques.
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