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Abstract-.The liquidity is important in company performance and 

might influence on its profitability. The main goal of this paper 

was to recognize the liquidity impact on profitability in polish 

listed IT companies. The paper consists of two sections. First part 

encloses the research expectations, while second section is related 

to empirical hypothesis verifications. The empirical results 

provide the basis to conclude about the existence of liquidity 

impact on profitability in polish listed IT companies. 
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I.  INTRODUCTION  

The liquidity is essential for company existence. It 
principally has an effect on financial costs reduction or growth, 
changes in the sales dynamic, as well as it influences on 
company risk level. The decisive significance of liquidity 
means that it is important for company development and at the 
same is one of the fundamental endogenous factors which are 
responsible for company market position. 

The significance of liquidity to company performance 
might lead to the conclusion that it determines the profitability 
level of company. This issue was the subject of many 
theoretical and empirical studies which were conducted, among 
others, by Smith [1], Shin and Soenen [2], Deloof [3], Eljelly 
[4], Lazaridis and Tryfonidis [5], Padachi [6], Gill, Biger and 
Mathur [7], Attari and Raza [8], Baňos-Caballero, Garcĭa-
Teruel and Martĭnez-Solano [9], Owolabi and Obida [10]. 
Hence, it should be emphasized that although a number of 
studies, the nature of liquidity impact on profitability is still not 
entirely recognized. 

The issue of liquidity importance for the performance of 
polish companies is considered in many studies. For example 
A. Zygmunt investigated the level of liquidity in polish 
companies from the sector of light industry [11], whereas A. 
Zygmunt and Szewczyk studied the liquidity level in mining 
and quarrying polish companies [12], as well as in metal goods 
producers [13]. Furthermore, Szewczyk regarded the liquidity 
level in low-technology manufacturing industry [14] and J. 
Zygmunt described liquidity level in polish metals companies 
[15]. It should be stressed though, that the issue of possible 
relationship between liquidity and profitability in polish 
companies has not been broadly explored yet. The sparse 
studies related to the issue in question were done, among 
others, by Michalski [16], Guzik [17], Bolek and Wiliński [18]. 
Moreover, not much attention was paid to observe the liquidity 
– profitability issue in polish listed IT companies.  

Thus, the principal goal of this paper is to identify the 
existence of liquidity influence on profitability in polish listed 
IT companies. The paper structure is as follows: part I regards 
the discussion over research expectations concerning the 
liquidity impact on profitability, whereas part II contains the 
empirical verification of expectations in question. 

II. RESEARCH EXPECTATIONS 

Both theoretical and empirical studies provide arguments 
that the liquidity might impact on company profitability. 

Chamberlain and Gordon [19] maintain that company 
decisions concerning liquidity considerably determine 
company achievements. This opinion was followed, among 
others by Jose, Lancaster and Stevens [20]. They argue that 
liquidity management is fundamental first of all for growing 
companies. The above mentioned observation was proved also 
by Shin and Soenen [2], Raheman and Nasr [21] who 
confirmed that company profitability might be increased 
through improved management of working capital. Moreover, 
Eljelly [4] states that the management in question might lead 
to the reduction of risk level connected with short term 
payments. 

The nature of liquidity – profitability relationship might be 
different. The results of most studies enable to conclude that 
the impact of liquidity on company profitability might be 
negative. This statement was verified for instance by Deloof 
[3] who used cash conversion period to study the impact of 
liquidity on profitability while Samiloglu and Demirgunes [22] 
employed account receivable conversion period, inventory 
conversion period and cash conversion period to confirm that 
the relationship between liquidity and profitability is negative. 
This conclusion was also regarded among others, by 
Zariyawati, Annuar, Taufiq and Rahim [23]. On the other hand 
Padachi [24] claims that the liquidity influence on company 
profitability is positive. It should be also emphasis that some 
researchers argue that relationship between liquidity and 
profitability might be both positive and negative. For instance 
according to Narware [25] who used inter alia account 
receivable conversion period, inventory conversion period, 
accounts payables conversion period, cash conversion period 
and current ratio to investigate the liquidity impact on company 
profitability, the nature of relationship in question is different, 
depending on liquidity variables. 

The research expectations concerning liquidity influence on 
profitability in polish listed IT companies are described as 
follows: 
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The level of current ratio expresses company ability to pay 
debts in short time. It is important to remain current ratio on 
certain level which means that the company is able to pay 
current debts without delay. Therefore, the company should 
assure the current assets level on higher level than current 
debts. It might be anticipated than, that current ratio decrease 
entails profitability decrease. Nevertheless, it should be 
emphasis that very high level of current ratio signifies the over-
liquidity which with relatively high probability effects the 
profitability decrease. This statement is in accordance to the 
observation of Eljelly who claims that the relationship between 
liquidity (measured as current ratio) and profitability is 
negative [4]. Then, because of research expectations 
ambivalence, in research process there is expected to observe 
the empirical nature of relationship between current ratio and 
profitability in polish listed IT companies. 

The amount of current assets decreased of inventory might 
determines the company ability to pay quickly current debts. 
The possible influence of the level of assets in question in 
relation to current debts on company profitability is similar as 
described above. Accordingly, in research process it is 
expected to observe the empirical nature of relationship 
between quick ratio and profitability in polish listed IT 
companies. 

Profitability might be dependent on company activities 
connected to inventories and receivables. High level of 
inventories and receivables might signifies the company cash 
constraints. On the other hand, more profitable company might 
afford to have relatively high level of inventories and 
receivables. Therefore, it is expected that together with the 
growth of receivable conversion period and inventory 
conversion period, the profitability increases. 

According to Deloof less profitable companies wait longer 
to pay their debts [3]. It might be concluded then, that the 
relationship between liquidity and profitability in polish listed 
IT companies is negative. 

The dependence between liquidity measured as cash 
conversion period and profitability might be different. For 
example Gill, Biger and Mathur [7] proved that the alongside 
the cash conversion period growth, the company profitability 
increases. On the other hand, Shin and Soenen [2] argue that 
together with the increase of cash conversion period, the 
profitability diminishes. However, Baňos-Caballero, Garcĭa-
Teruel and Martĭnez-Solano who use cash conversion period as 
the proxy to measure working capital claim that ”the relation 
between working capital and profitability is positive when 
firms hold low levels of working capital and becomes negative 
for higher levels of working capital” [9]. Therefore, in research 
process it is anticipated to observe the dependence direction of 
relationship between cash conversion period and profitability 
in polish listed IT companies. 

III. EMPIRICAL RESULTS 

The empirical researches concerning the liquidity impact on 
profitability in polish IT listed companies were conducted on 
those companies in question which were continuously quoted 
on Warsaw Stock Exchange in period 2003-2011. The research 
sample includes all of the companies which accomplished the 

foregoing condition and contains the following companies: 
Asseco Poland S.A., CD Project S.A., Comarch S.A., Calatrava 
Capital S.A., Zakłady Urządzeń Komputerowych Elzab S.A., 
Macrologic S.A., Sygnity S.A., Simple S.A., Talex S.A., 
Wasco S.A. 

The data sources were the financial statements of the 
companies which were the subject of research. The research 
period was 2003-2011. 

The research methods used to identify and describe the 
relationship between liquidity and profitability in polish listed 
IT companies were in accordance to the methods used by e.g. 
Deloof [3], Eljelly [4], Lazaridis and Tryfonidis [5], Shin and 
Soenen [2]. Therefore, the Pearson correlation coefficient was 
employed to describe the dependence between liquidity and 
profitability in polish listed IT companies. The identification of 
the connections between variables was done by the usage of 
linear regression models described as follows: 

  xY 10
  (1) 

where: 

Y – dependent variable, 

α1 – correlation coefficient variable Y in relation to variable X, 

α1 – intercept, 

x – independent variable, 
ε – error term. 

The estimations of models parameters were conducted by 
the usage of ordinary least squares method. 

Dependent variable represents the level of the profitability 
in polish listed IT companies. The studies over the previous 
research concerning relationship between liquidity and 
profitability provide the conclusion that usually the company 
profitability is represented by one variable. For example Deloof 
[3] proposes to employ gross operating income in researches in 
question. The same measure of profitability is used for example 
by Baňos-Caballero, Garcĭa-Teruel and Martĭnez-Solano [9], 
Gill, Biger and Mathur [7]. However, it should be underline 
that the complexity of profitability might entail the necessity to 
use several measures to describe company profitability. In this 
field, for instance Attari and Raza [8] argue to use such proxies 
to measure profitability as return on assets, as well as return on 
equity, whereas Owolabi and Obida [10] suggest to use 
additionally return of investment ratio to describe the company 
profitability. 

Hence, in the research over the liquidity – profitability 
relationship in polish listed IT companies the proxies to 
measure profitability were: return on assets and return on 
equity. Since the sales scale is one of the indication of 
company profitability, the return on sale ratio was used also as 
one of the profitability proxies. Therefore, the dependent 
variables were determined as follows: 

Y1 – return on assets (ratio between financial result and total 
assets), 

Y2 – return on equity (ratio between financial result and 
equity), 
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Y3 – return on sales (ratio between financial result and net 
sales). 

Preliminary tests indicated that there is no evidence of 
strong random dependence

a
 between dependent variables. 

Hence, the final group of dependent variables consists of Y1, 
Y2 and Y3. 

To measure liquidity many proxies might be used. For 
instance Deloof applies receivable conversion period, 
inventory conversion period, accounts payables conversion 
period, as well as cash conversion period as the measures of 
company liquidity [1]. The same measures of liquidity were 
employed in many other studies done, among others, by Gill, 
Biger and Mathur [7], Lazaridis and Tryfonidis [5]. On the 
other hand Eljelly suggests to use current ratio as the proxy to 
measure liquidity [4]. Hence, to describe the liquidity level in 
polish listed IT companies, various variables were used. They 
were coherent to the variables used in previous studies. The 
quick liquidity ratio was enclosed to allow for company 
abilities to pay debts in short period. Finally, the independent 
variables were defined as follows: 

X1 – current ratio (ratio between current assets and current 
debts), 

X2 – quick ratio (ratio between current assets decreased of 
inventory and current debts), 

X3 – receivable conversion period (ratio between receivables 
and sales revenue multiplied by 365 days), 

X4 – inventory conversion period (ratio between inventories 
and sales revenue multiplied by 365 days), 

X5 – accounts payables conversion period (ratio between 
payments for suppliers and sales revenue multiplied by 365 
days), 

X6 - cash conversion period (the sum of receivables conversion 
cycle and inventories conversion cycle minus payments for 
suppliers conversion cycle). 

Preliminary tests concerning the dependences between 
independent variables proved that there is the evidence of 
strong random dependence between variables X1 and X2. The 
high multicollinearity between these variables was the ground 
for necessary exclusions. Hence, the group of independent 
variables which were considered in further researches includes: 
X1, X3, X4, X5 and X6. 

The research process was conducted in three stages. The 
subject of each stage was to verify the independent variables 
influence on every dependent variable separately. The 
verification of these influences significance was based on t-
Student test with n-(k+1) degrees of freedom.  

In research process, it was taken into consideration that the 
impact of independent variables on dependent variable might 
be delayed. 

First stage of research was connected with the verification 
of independent variables influence on dependent variable Y1. 
The research results showed that: 

                                                           
a
 when |R|>0,9. 

 for variable X6, the Pearson correlation coefficient 
with variable Y1 was the highest in period t, 

 for one period delay, the influence of variable X5 on 
variable Y1 was the strongest, 

 variables X1, X3 and X4 had the highest dependence 
on variable Y1 for two periods lag. 

On the ground of research results it should be said that the 
variables X3 and X4 with periods lag were statistically 
significant in relation to variable Y1. Hence, the variables in 
question were the subject for further studies connected with the 
verification of liquidity influence on return on assets in polish 
listed IT companies. 

Table I shows the results of estimation Pearson correlation 
coefficient, as well as linear regression models. 

TABLE I.  THE RESULTS OF ESTIMATION PEARSON CORRELATION AND 

LINEAR REGRESION CONCERING VARIABLE Y1 

 Source: own empirical studies. 

 

On the base of research results it might be concluded that 
the model concerning independent variable X3t-2 has the 
reasonable adjustment to empirical data. The second model 
characterizes with the lower degree of changeability 
explanation of dependent variable Y1. 

Second stage of research was related to the verification of 
independent variables influence on dependent variable Y2. The 
research results provided the following conclusions: 

 for two periods lag, variable X4 had the highest 
dependence on variable Y2, 

 for the other independent variables, the Pearson 
correlation coefficients with variable Y2 were the 
highest in period t. 

The researches results proved that only variable X5t was 
statistically significant in relation to variable Y2. Therefore, 
this independent variable was further used in the process of 
verification the existence of liquidity influence on return on 
equity in polish listed IT companies. The results of Pearson 
correlation and linear regression estimation are shown in table 
II. 

TABLE II.  THE RESULTS OF ESTIMATION PEARSON CORRELATION AND 

LINEAR REGRESION CONCERING VARIABLE Y2 

Variable R R
2 tei p-value

0.2449 4.3851 0.0071

-0.0019 -3.8786 0.0117

0.0671 3.2841 0.0219

-0.0012 -2.1495 0.0843

X4t-2 0.6930 0.4803

X3 t-2 0.8663 0.7505

î

0̂

1̂

0̂

1̂
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 Source: own empirical studies. 

 

The research results based on coefficient of determination 
lead to the conclusion that model related to independent 
variable X5t in relatively restrained degree explains the 
changeability of variable Y2. 

Third stage of research was related to the verification of 
independent variables influence on dependent variable Y3. The 
research results concerning the possibility of delayed impact of 
independent variables on dependent variable Y3 proved that: 

 variables X1, X3 and X4 had the highest dependence 
on variable Y3 in period t, 

 for two periods lag, the influence of variables X5 and 
X6 on variable Y3 was the highest. 

The research results provided the conclusion about 
statistically significance of variables X3t and X4t in the relation 
to dependent variable Y3. According to this, the independent 
variables in question were considered in further studies 
connected with the verification of liquidity impact on return on 
sales in polish listed IT companies. The results of these studies 
are shown it table III. 

TABLE III.  THE RESULTS OF ESTIMATION PEARSON CORRELATION AND 

LINEAR REGRESION CONCERING VARIABLE Y3 

 

 Source: own empirical studies. 

 

On the base of models coefficients of determination it 
might be said that both estimated models explain with 
relatively not high degree the changeability of dependent 
variable Y3. 

The significance of models structural parameters was 
proved by the usage of t-Student test. 

IV. CONCLUSIONS 

The main goal of this paper was to identify the existence of 
liquidity impact on profitability in polish listed IT companies. 

The empirical studies proved that together with the growth of 
accounts payables conversion period, receivable conversion 
period, as well as inventory conversion period, the profitability 
of polish listed IT companies increases. The influence of 
liquidity on profitability was in some cases delayed. According 
to research expectations, the dependence direction between 
receivable conversion period and profitability is positive. At 
the same time, it should be noticed that the empirical results 
confirmed the expectations about the occurrence of positive 
relationship between inventory conversion period and 
profitability of polish listed IT companies. The empirical 
results provide also the conclusion that the profitability can be 
increased alongside the growth of number of accounts payables 
days. It should be emphasized that the dependence direction 
between accounts payables conversion period and profitability 
is positive and consistent with the research expectations. 

The empirical research over the liquidity impact on 
profitability in polish listed IT companies proved the existence 
of statistically significant relationship between liquidity and 
profitability. It should be stressed that further studies should 
consider the existence of trade-off between liquidity and 
profitability in polish listed IT companies. Because liquidity 
might be described also by cash flow indicators, there is 
necessity to research liquidity-profitability relation on the 
ground of these indicators. It seems also important to employ 
panel data method to verify the results achieved. 

REFERENCES 

[1] K. Smith, “Profitability versus liquidity tradeoffs in working capital 
management” in Readings on the management of working capital, K. 
Smith (ed.), St Paul: West Publishing Company, pp. 549-562, 1980. 

[2] H.H. Shin, L. Soenen, “Efficiency of working capital and corporate 
profitability”, Financial Practice and Education, vol. 8, pp. 37-45, 1998. 

[3] M. Deloof, “Does working capital management affect profitability of 
Belgian firms”, Journal of Business and Finance Accounting., vol. 30, 
pp. 573-587, 2003. 

[4] A. Eljelly, “Liquidity-Profitability Tradeoff: An empirical Investigation 
in an Emerging Market”, International Journal of Commerce & 
Management, vol 14 (2), pp. 48 – 61, 2004. 

[5] J. Lazaridis, D. Tryfonidis, “Relationship between working capital 
management and profitability of listed companies in the Athens stock 
exchange” Journal of Financial and Managerial Analysis, vol.19, pp. 26-
35, 2006. 

[6] K. Padachi, “Trends in working capital management and its impact on 
firms’ performance: an analysis of mauritian small manufacturing 
firms”, International Review of Business Research Papers, vol. 2(2), pp. 
45 – 58, 2006. 

[7] A. Gill, N. Biger, and N. Mathur, “The relationship between working 
capital management and profitability: evidence from the United States”, 
Business and Economics Journal, Volume 2010: BEJ-10, pp. 1-9, 2010. 

[8] M.A. Attari K. Raza, “The Optimal Relationship of Cash Conversion 
Cycle with Firm Size and Profitability”, International Journal of 
Academic Research in Business and Social Sciences, vol. 2, pp. 189-
203, April 2012. 

[9] S. Baňos-Caballero, P.J. Garcĭa-Teruel, and P.J. Martĭnez-Solano, “How 
does working capital management affect the profitability of Spanish 
SMEs?”, Small Business Economics, vol. 39, pp. 517-529, 2012. 

[10] S.A. Owolabi, S.S. Obida, “Liquidity Management and Corporate 
Profitability: Case Study of Selected Manufacturing Companies Listed 
on the Nigerian Stock Exchange”, Business Management Dynamics, vol 
2 (2), pp. 10-25, August 2012. 

[11] A. Zygmunt, “The financial situation estimation of enterprises belonged 
to light industry in Poland” in Proceedings of the International Scientific 
Conference on MMK 2011 International Masaryk Conference for Ph.D. 

Variable R R
2 tei p-value

-0.4718 -2.6326 0.0338

0.0056 3.0775 0.0179

X5 t 0.7583 0.5750

î
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