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Amer Morshed (Jordan)

STRATEGIC WORKING CAPITAL
MANAGEMENT IN POLISH SMEs:
NAVIGATING RISK AND REWARD
FOR ENHANCED FINANCIAL
PERFORMANCE

Abstract

This study examines the impact of operating capital management (WCM) strategies
on the monetary execution of small and medium-sized enterprises (SMEs) in Poland,
with a particular focus on finding the correct equalization between liquidity and ben-
efit. The review utilizes relapse investigation to survey the effect of forceful and conser-
vative (WCM) techniques on the benefit and fluidity of 4,891 Polish SMEs from 2012
to 2021, as measured by an informational index of budgetary and operational informa-
tion. The results demonstrate a noteworthy connection between WCM improvements
and budgetary results. However, aggressive actions do not just mean higher earn-
ings; they also involve heavier financial risks. On the other hand, cautious methods
are linked with stronger financial stability but may lead to lower profit. According to
the survey, when cash conversion cycle (CCC) days fall by 1%, return on total assets
(ROA) can increase by approximately 1:0 percentage points. This demonstrates again
that WCM is very important in improving company profits. These findings have impli-
cations for academics, practitioners, and government officials.

Keywords working capital management, financial performance,
SMEs, Poland, liquidity, profitability, risk, cash
conversion cycle

JEL Classification G32, G31, M13,1.25

INTRODUCTION

A substantial portion of the marketplace consists of small and medi-
um-sized enterprises (SMEs), especially in Poland. This paper aims
to study the effects of different working capital management (WCM)
techniques on the financial performance of SMEs in Poland through
an empirical investigation. This is an improperly overcome broad ana-
lytical pit, and it fills the sometimes neglected atmosphere by taking
stock of those new circumstances.

The success of a WCM is vital for SMEs, having a direct effect on their
ability to operate efficiently as well as the outlook for growth. In to-
day’s rapidly changing economy, with a continental market right next
door for SMEs in Poland everywhere, a variety of financial problems
remains as continue to arise. Individual WCM policies are also re-
quired to address these problems. Using a comprehensive dataset cov-
ering the years 2012 to 2021, a series of empirical investigations are
carried out to elucidate the impact on SME profit and liquidity posi-
tions through bold and careful WCM strategies.

With Polish SMEs, the focus of this study on how SMEs respond to
economic changes has a wider significance. It offers indispensable da-
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ta for scholars, professionals, and policy-makers. This study analyzes the financial behavior that leads to
the successful operation of SMEs in confused markets and contributes to academic debates while also
giving pointers for strategic decisions likely to raise financial health and performance in fast-developing

European economies.

1. LITERATURE REVIEW

AND HYPOTHESES

Achieving the balance is a task particularly critical
for Polish SMEs as they interact with both domestic
and international financial ecosystems. Each and
every analysis adds something fresh to the total
human knowledge about working capital manage-
ment in various industries. In a field of this nature,
famous experts believe that effective working capi-
tal management plays a decisive role in strength-
ening companies’ ability to meet short-term debts
as Babichet al. (2017). Global studies provide the
basic concepts of working capital management as
defined by Baker et al. (2019) and Nawrocki and
Jonek-Kowalska (2023). Both advocate strategic
working capital allocations that balance variabil-
ity needs with the profits to be made in Poland and
worldwide. A better empathetic of these core find-
ings is provided by Mahmood et al. (2023), Deb et al.
(2023), and Liu and Wei (2024). A case study from
the secondary literature, upon closer examination,
divides them into two key strategies which are ag-
gressive and conservative. In handling accounts
receivable, Jabbouri et al. (2023) and Mahmood et
al. (2024) highlight the need to focus on aggressive
tactics, such as inventory cutbacks, quicker claim
realizations, and payment delays. This will boost
revenue soon while exposing you to higher risk. As
De Menno (2023) and Pant et al. (2023) have point-
ed out, conservative tactics aim to achieve financial
stability and security. To insure against market vol-
atility (Akbar et al., 2020; De Marchi et al., 2023;
Sargon, 2024); ensure businesses try The literature
also stresses the importance of risk assessments
when WCM operations are being carried out. Toth
et al. (2022) and Wu et al. (2023), Each give an ex-
ample of how important measuring financial health
is using indicators like the cash conversion cycle.
Chang (2018), but Leuschner et al. and Figlioli et al.
(2024) found that the higher quality of this cycle de-
clines, so too end calls for external funding. Firms
manage to persist with expenditure directly out of
cash flows and accumulate a stable financial posi-
tion instead. Czerwonka and Jaworski (2023), as
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well as Morshed (2020), studied inventory manage-
ment in WCM. They continue to stress the need to
achieve unison between meeting demand and hav-
ing a quantity of sufficient inventory. This equilib-
rium is perilous to enhancing working capital, stav-
ing off privation from inventories that cannot be
sold, and upholding continuous operations (Ikpe
and Shamsuddoha, 2016; Sunjoko and Arilyn 2015;
Wau et al.,, 2024). There are whole volumes such as
those by Bhattacharyya et al. (2023) and Errico et
al. (2022), in fact a rich record of business practices
with which priorities are placed on the rational al-
location of working capital. Cooperativeness in the
fast payment and receipt of bills creates conditions
necessary both for abundant cash flow as well as
strong relations with both suppliers and customers
(Choi et al. 2023; Mishra et al. 2024; Wang, 2024).
This literature survey focuses on the varied and
intricate aspects of WCM in Polish SMEs. It also
discourses the strong need for SMEs to properly
manage their risk, efficiency and profitability. This
synthesis provides the basis for future empirical re-
search on WCM trends in Polish SMEs. The major
objective is to compare the relative effectiveness of
aggressive versus conservative tactics, to discuss
their accompanying risks, and measure the com-
bined effect on corporate performance.

Based on ideas drawn from the literature, this
study presents three hypotheses to guide empiri-
cal research:

HI: Aggressive working capital management in
Polish SMEs leads to better profitability but
more financial risk than cautious solutions.
H2: A shorter cash conversion cycle improves
Polish SMEs’ liquidity and operational effi-
ciency, which has a substantial influence on
their financial health.

H3: Effective inventory management supports
Polish SMEs financially, implying that
matching inventory to customer demand im-
proves working capital.

http://dx.doi.org/10.21511/imfi.21(2).2024.20
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These hypotheses form a clear and simple struc-
tured basis for further exploration of the complex
impact of implemented WCM strategies on the
financial performance of Polish SMEs across all
forecasting dimensions. Therefore, there are dif-
ferentiated potential outcomes driven by the sug-
gested approaches that could be analyzed using
panel data extracted from Polish SMEs in the pe-
riod between 2021 and 2021.

2. METHOD

The analysis begins with a detailed explanation of
the data sources and variables used in this study.
It is then followed by the estimating processes.
Following this, a statistical summary of the sam-
ple is provided.

This study employs panel data from the years 2012-
2021 sourced from the Central Statistical Office of
Poland database, together with additional financial
records gathered by the MEU Business College. The
dataset comprises financial and accounting data
from 6,272 SMEs in Poland, adhering to the re-
quirements defined by the European Commission.

The study explicitly excludes entities inside the
banking sector and narrows its emphasis to pri-
vate SMEs in Poland that have the objective of gen-
erating profit. This selection streamlines the task
of comparing this study to previous ones, focus-
ing only on the fiscal well-being and accomplish-
ments of these companies over a span of ten years.
In order to secure the integrity of the dataset, var-
ied screening methods were employed to remove
organizations that do not have the necessary data
or have not demonstrated any operation through-
out the research timeframe. Thus, companies with
negative total assets and sales, as well as the ones
in the non-profit sectors, such as health and edu-
cation, were excluded. Furthermore, the apparent
inconsistency among different types of data, such
as the difference between the total value of assets
and the sum of the value of stock and debt, was al-
so removed. Lastly, to safeguard the research from
the influence of outliers, the most extreme values,
which equaled to 0.5% of the total dataset, were
removed. After all modifications were applied,
the final dataset included 4,891 firms, with a total
number of 48,910 observations.

http://dx.doi.org/10.21511/imfi.21(2).2024.20

An overview of the variables used in the analysis
is provided:

o Dependent Variable: The study investigates
the performance metrics of Return on Assets
(ROA) and Return on Invested Capital (ROIC).
It defines ROA as the net income before inter-
est expenses subtracted from gross income, all
over the sum of all assets. Meanwhile, ROIC
is determined by dividing the net operating
income post-tax by the total invested capital’s
book value.

o Independent Variables: The review encom-
passes different indicators like the duration
of inventory turnover, determined by the ra-
tio of inventory costs, and the period for ac-
counts receivable, calculated after modifying
the ratio of accounts receivable to sales for tax
adjustments and then dividing by the number
of days in a year. Additionally, the cash con-
version cycle (CCC) is a crucial metric, formu-
lated by adding the inventory turnover period
and accounts receivable period, then subtract-
ing the accounts payable period.

o Control Variables: To understand the broad-
er impacts on working capital investment,
the study includes variables such as firm size
(SIZE), sales growth (SGROW), firm leverage
(DEBT), current assets ratio (CAR), and cur-
rent liabilities ratio (CLR), considering the ef-
fects of economic cycles.

The study employed four regression models with
fixed effects to analyze the influence of various
factors on ROA, taking into account time-specific
and firm-specific variations.

For models (1) through (4) assessing the relation-
ship of various factors with ROAM, where ROAM
represents the return on assets at time ¢ for entity i,
the general form can be expressed as:

ROA,, = f3, + B,SIZE,, + B,SGROW,,

+B,DEBT,, + B,CAR,, + B,CLR,
+B,GDPR, , + B, -(UniqueVariable)

O

+V; +8i’t,
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where (UnlqueVarlable) , represents theunique riods. This summary provides insights into the
variable introduced in each model, which are: financial status and efficiency of the firms in the
sample.
e Model (1): IN V., (Investment)
Table 2 offers a detailed comparison of financial
e Model (2): ACRi,t(Accounts Receivable Ratio) ~ and operational characteristics across various
industries in Poland, showing differences in size,
«  Model (3): ACP, , (Accounts Payable Ratio) profitability, and efficiency.

e Model (4): CCC,, (Cash Conversion Cycle) The Pearson correlation matrix in Table 3 details

the relationships between different financial indi-
Descriptive statistics are presented in Table 1, out-  cators, highlighting significant correlations that
lining key financial metrics and operational pe- corroborate findings from earlier research.

Table 1. Descriptive findings

Description ROA INV ACR ACP CCC SIZE SGROW DEBT CAR CLR

00054 | 4.68995 @ 15296 . 23373 . 3.88225 . 0.8342 = 0.00265 . 0.0334 : 0.04185 . 0.0265

. 0005 ‘ ©0.03445 . 0.0456 = 0.02595
000795 00106 : 001115
~0.0265 ' ' R S o
0.04825 | 147. 93, 147022 -100763 © 117715 ° 0053 . 0 . 0053
| 00002 - 13287 | 04362 11257  0.87715 078495 - -0.00265 . 0.02595 - 0.03605 . 00175
3rdQuartile 0,01 219475 | 28111 | 58014  0.87505 | 00069 @ 004185 : 0.05035 | 0035

Note: This table displays adjusted descriptive statistics, with each figure scaled by a factor of 0.05. Metrics like INV, ACR, ACP,
and CCC are denoted in days, while measures such as ROA, SIZE, SGROW, DEBT, CAR, and CLR are presented without specific
units or dimensions.

Table 2. Classification of figures by sector

{ No. i No.of: %
‘of obs: firms :of total’ R0A§ INV

Industry CP CCC SGROW SIZE DEBT: CAR | CLR

Supplying water, managing
sewage, handling waste disposal,
and conducting environmental
_restoration services

£ 700§ 70 i 1.43 0.011i19.597:2.487:5.195:16.893: 0.012 i1.552 0.047 : 0.045 } 0.022

Building and constructlon
activities.

112800 1,280 | 26.18 10.009

Mining operauons mvolve the
removal ofmmerals andstones : 740 : 74 : 1.51 :0.008:13.002:3.156:9.69 :6.466: 0.008 : 1.4 :0.049 : 0.049 : 0.03
the e : : : : : : : : : : : :

Assnstance in fields invo vmg
specialized skills, scientific

) ) E 1720 E 172 E 3.51 E0.00926.84423.54925.603244791E 0.006 E 1.3 E 0.05 E0.066 E 0.043
understanding, and technological

PrOV|5|on of power fue B vapor

10,003
_and climate control systems. :

630 63 | 129

Transportation and distribution S 4460 0 146 | 298
~of goods and services i :

005 4.

Services related to various
busmess functlons

§1900§ 190 3.89 0.009'

Transm|55|onofmformat‘lonand §2040§ 204 418
_communication H H :

001

“Farmlngandforestryacﬁvmes 1210; 121 2.47 ;0.006

Managing facilities within the real
_estateindustry

A760§ 76 156 10005

Hospitality services, |nc|ud|ng ‘

13690 369 : 754 001 :3.058 0.854:4.485-0.572 0.003 10,058 | 0.051 : 0.044
hotels and accommodations H : : : i i i i i : : :
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Table 2 (cont.). Classification of figures by sector

" No. | No.of %
Industry H . H ° i ROA i INV : ACR : ACP: CCC :SGROW:SIZE: DEBT : CAR | CLR

‘of obs: firms :of total: : : : : : : : : :
Production and manufacturing 5115 911 1362 0008  8.998 3.039:3.914: 8124 0.004 1.356 0.049 . 0.06 : 0.036
Bt OO AT OOL ASUSO SO ST SO TSSO OO SO FOO SN SOV SIS SUNE SN
_Commercial fishing activities  © 190 @ 19 0.39 :0.008 : 4.549 :2.881:4.474: 2,957 0.009 1457 004 : 0052 ;0032
Trade in bulk and at the ; ; ; ; ; ;
consumer level, encompassing 1,950 1195 | 2445 0,008 8.249 1673 3.017.6.905. 0.003 1315 0.053 . 0.07 | 0.043
the maintenance and repair of
vehicles and machinery
Total {48910 4,891 : 100

Notes: The metrics ROA, SIZE, SGROW, DEBT, CAR, and CLR are not associated with particular units. Meanwhile, INV, ACR, ACP,

and CCC are quantified in terms of days.

Table 3. Explanation of the correlation matrix

Description . ROA  INV ACR AcP ccc SIZE_ SGROW . DEBT _ CAR . CLR
‘Mean 1000756 : 656593 : 214144 327222 . 543515 | 116788 : 0.00371 : 0.04676 @ 0.05859 = 0.0371
Median 00595 | 4.50247 © 1.82532 : 2.54282 : 400757 : 115752 : 0.00224 004823 : 0.06384 : 0.03633
Standarddev. 001113 = 675297 . 203973 328629 671734 010241 = 001407 001484 = 001561 = 0.01561
‘Minimum © =00371 0O 000077 @ 0.00819 @ -316077  -0.05936 | £ 00742 0

Maximum 06755 | 206.8154 : 130.4646 = 205.8308 = -141.068 : 1. 0.07714 0 0.0742
“stqusrcie 000028 | 1ac0rs | Osios | 1s7sse | La2s0n | 1053 000371 00363
3rdquartle | 0014 | 9.01082 . 3.07265 | 3.93554 . 8.12196 . 1.22507 . 0.00966 : 0.05859 = 0.07049 : 0.049

Note: Symbols **** *** ** and * represent statistical significance levels of 99.9%, 99%, 95%, and 90%, respectively.

The study utilized a regression analysis with robust
standard errors to address the impact of industry-
specific characteristics while also maintaining
consistent industry categorization throughout
time. The OLS technique was employed to esti-
mate aggregated data across multiple years.

DEP, = B+ B,SIZE, + B,CAR,,
+B,GDE + BIND, + B,SGROW,,
+B;DEBT, + B,CLR, +3,ID;+0,.

@

This technique involves a complete analysis of
the financial performance and operational effi-
ciency of Polish SMEs. The analysis is supported
by extensive statistical data and industry-specific
assessments.

3. RESULTS

This section examines the relationship between
WCM management and profitability over a period
of ten years, with a specific focus on analyzing sev-
eral financial metrics. The assessment evaluates
the coherence of these data, investigates varianc-
es specific to the industry, and examines the po-

http://dx.doi.org/10.21511/imfi.21(2).2024.20

tential for non-linear interactions between these
components.

The primary objective of the study is to distinguish
between organizations with different levels of profit-
ability by examining their ROA over a period of ten
years. The study uncovers patterns by comparing the
mean values of the top and bottom quartiles of ROA.
The findings indicate that shorter CCC and higher
profitability are achieved by reducing the durations
of inventory levels, accounts receivable, and accounts
payable. This observation confirms the anticipated
inverse correlation between these variables, albeit
the association with accounts receivable implies an
intricate and dynamic interaction.

Moreover, it is observed that substantial increases
in sales rates have a beneficial impact on profit-
ability, emphasizing the significance of assertive
sales tactics. The influence of control variables,
such as firm size and debt levels, on profitability
is not statistically significant, suggesting that their
impact is restricted.

The study’s findings indicate that companies that

engage in significant short-term financial bor-
rowing often demonstrate elevated profit margins.
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Table 4. Performance indicators by ROA categories

Variable

1st Quartile

2nd Quartile

3rd Quartile

4th Quartile

t-value and sig.
level

_ROARange

—0.4505to 0. 00425

0.0034 t0 0.0714

0.0714 t0 0.16065

-0.07225
(~0.04505)

0.0357 (0.0357)

0.1173 (0.1173)

- 0.16065 t0 0.77385 :

| 0.27965 (0.25245)

—371.562 (0.000)

100.3357 (73:‘8548)

87.4514 (62.9571)

72.4761 (50.7263)

58.66445 (37'.‘7521)

47.32035 (0.000)

25.78645 (20.876)

27.91365 (22.6695)

26.4265 (22.98485)

24.64185 (22.32695)

4.66735 (0.000)

46.7891 (35.9494)

43.00555 (32.6434)

36.39155 (29.56215)

33.2826 (27.4261)

31.88605 (0.000

79.33305 (61'.‘1422)

72.12505 (54'.‘6278)

62.51155 (47.}4015)

50.02335 (35:‘3464)

~-0.01785 (-0.01785)

0.0357 (0.01785)

0.0629 (0.04505)

0.10795 (0.07225)

-66.1606 (0.000)

13.9655 (13.8394)

14.30805 (14:‘1457)

14.3254 (14A1H9O75)

14.15505 (14. 04625)

0)....
33.61665 (0.000)

)

)

—14.9566 (0.000

0.62135 (0. 6664)

0.55845 (0.58565)

0.52275 (0.5406)

0.55845 (0.5678)

35.5623 (0.000')“

0.44115 (0.43265)

0.40545 (0.3961)

0.43265 (0.4233)

0.5134 (0.5134)

—33.13895 (0.000

0.6579 (0.73015)

0.6851 (0.7565)

0.73015 (0.7837)

0.76585 (0.8109)

-54.05015 (0.000)

“Number ofﬁrms 4,891

Number ofobservatlons ; 48,910

Thriving businesses commonly utilize short-term
loans to support their growth and necessitate read-
ily available assets to aid sales operations within a
ten-year timeframe.

The analysis compares financial metrics - some
unitless, others in days — between the highest and
lowest ROA quartiles using the t-statistic, with av-
erages and medians (in parentheses) noted annu-
ally, along with p-values.

Table 5 shows how important good financial man-
agement is, especially when it comes to lowering the
CCCpartslike INV by -0.0775%, ACR by -0.7569%,
and ACP by -0.1196% so that ROA goes up.

Control variables also have a substantial impact.
Companies with a larger size, accounting for rough-
ly 13.3104% of the sample; those experiencing con-
siderable sales growth, around 20.0784%; and those
with a strong capital adequacy ratio, approximately
28.6512%, are more likely to have a greater ROA.
On the other hand, a rise in debt (about -41.736%)
is associated with a decrease in ROA, suggesting
the negative consequences of using leverage.

The consistent findings from Table 5 highlight the
significance of strategic financial decisions in en-
hancing business performance. The fixed-effects
models further strengthen the evidence that these
factors influence profitability.

Table 5. Analysis of working capital’s effect on ROA using fixed effects method

Variable MODEL 1

MODEL 2

MODEL 3 MODEL 4

—0.000077494 **

0133104 ****
0.200784 **++*

0. 286512 R
0.138744 ****
—2 033784 R

F—test Pooled OLS
b tH usman

e
48,910

|xed ef‘fect preferred?

Number of observations

0138744 ****
0190632 ****

3 O 294408 ****::
3 O 142128 ****
—2.10936 ****

48,910

—0.000119568 ****
O 134232 ok
0.201912 * i

iiib"iééi‘ié';*;*ff
—2 042808 R
48,910

48,910

Note: The results were derived using fixed effects estimation, with significance levels marked as **** **¥ =¥ gnd *,
for 99.9%, 99%, 95%, and 90%, respectively, based on F-test and robust Hausman test p-values, with t-statistics in parentheses.
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Table 6. Impacts of WC on ROIC and ROA analyzed through the application of fixed effects models

ROA

Variable ROIC
INV
AR .
ACP —0.000076513 (—1.4288) ****
CCC
Constant .
Control variables Yes
ml'\‘l'L‘JHmber of"ébservaf‘i'(‘)“ns

...70.000080174 (-1.9048) x| ¢
.. 70:000677099 (~27824) 77T ..

....~000008928 (-2.344) ***
Xes

48,910 :

Notes: Statistical values are presented in parentheses. Each analysis includes the robust Hausman test results and the p-values
from the F-test. Significance thresholds of 99.9%, 99%, 95%, and 90% are represented by **** *** ** and * respectively.

When analyzing earnings using the ROIC and
the ROA as a component, this study observed
outcomes that were less significant but none-
theless comparable in nature. Table 6 presents
the models for ROA and ROIC, excluding coefhi-
cients for control variables and constants. To be
brief, it specifically focuses on the coefficients
of independent variables among the eight mod-
els. The analysis revealed that the coefficients for
control variables had a high level of statistical
significance, meeting the 99.9% threshold in all
models.

The study employed a two-stage least squares
(2SLS) regression method with robust standard
errors to address potential endogeneity issues.
Lagged INV, ACR, ACP, and CCC were used as
instruments, and the primary variable of inter-
est was ROA. This approach was based on previ-
ous research conducted by Moudud-Ul-Huq and
Rahman in 2023. The Durbin-Wu-Hausman test
corroborates the findings presented in Table 7.

If the null hypothesis is accepted, the variables
under examination can be deemed exogenous
(Anwar et al., 2024), and the inverse correlation
between the coefficients and profitability will
persist, notwithstanding potential endogeneity
concerns.

Various industries display distinct characteristics
that influence their CCC and profit margins. The
analysis employed a centering technique to exam-
ine the impact of different sectors on key metrics
such as ROA, ROIC, and CCC components. This
technique involved removing the mean values of
these metrics (Panagiotidou et al., 2024). The re-
sults recorded in Table 8 are consistent with those
obtained from a fixed effects analysis, emphasiz-
ing the corrected CCC as the main variable in the
study.

Due to spatial constraints, Table 9 displays mod-
els that use ROA and ROIC as dependent variables
but do not include control variables and constants.

Table 7. Results of the analysis performed to evaluate endogeneity

Variable MODEL 1

MODEL 2

MODEL 3 MODEL 4

-0.000257 (~25.26)

~0.000256 (-8.479)

-0.000545 (~18.978)

~0.000188 (-17.863) _

0.008832 (16.019)

0.009936 (-17.388)

0.009936 (-16671) 0.009936 (-17.046)

0.218592 (—64:109)

0.230736 (~67.002)

0.2219504 (—64:629) 0.22411'“2.(—.65.489)

0.12144 (-7.01)

0.120336 (~10.278)

0.1104 (-9.35) 0.09936 (-8.314)

-0.267168 (~54.228)

—-0.294768 (~60.576)

-0.289248 (—5'?.693) —OA276‘.(T5”6.283) L

0.0828 (~18.084)

0.054096 (—1‘2.52)

0.029808 (—6856) 0.083904 .(717'675)

0.218592 (~36.266)

0.26496 (~46.236)

0.278208 (-48.058) 0.227424 (~36.785)

e TD032016 (22.915) | ~0.048576 (-4516) 0012144 (1148)  ~0.04968 (-4.637)
U S 0. S Lo
Wu—Hausman 0 0 0 0
ObservationNo 48910 48910 48910 48,910

Notes: The t-statistics are shown in parentheses. The Durbin-Wu-Hausman value indicates the test’s p-value. The asterisks,
*¥*kxk xkx ** and *, denote significance levels of 99.9%, 99%, 95%, and 90%, respectively.
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Table 8. Investigating the impact of working capital on ROIC and ROA using centered CCC

Variable ROIC ROA
CCC centered —8.4E—-05(-2.930)** —5E—05(—4.055)****
SIZE """""""""""""""""""" 6&05462(17.438) ook 0.098766(36.949) ****
SGROW """"""""""""""""" 6:‘1"88325(324485) pox 0.149823(64.300) ****
GDPR """""""""""""""""""" 6.674493(3.674) weax 0.09207(12.518) ****
DEBT """"""""""""""""""""""""""""" —0.31053(—39.413) ****

—0.29462(~16.433) ****

.295461(18.116) ****

0.214272(31.127) ****

0.230175(13.485) ****

0.102951(14.880) ****

—1.59951(~37.944) ****

0 0

"""""""""""""""""""" 0 0

effects preferrém; """"""""""""""" Yes Yes
Number of observations 48,910 48,910

Notes: The t-statistics are displayed in parentheses. The Durbin-Wu-Hausman value denotes the test’s p-value. The asterisks,

*¥ERxk xkx k¥ and *, represent significance levels of 99.9%, 99%, 95%, and 90%, respectively.

Table 9. Investigating the impact of working capital on ROIC and ROA by centering INV, ACR, ACP, and

CCC values

Variable

ROIC

ROA

INV centered

—0.000075163 (-2.381)

*%

—0.000057502 (=3.953) ****

% %k ok

-0.000088889 (-5.255

—-0.000561627 (-

)
)
)
~0.000050555 (~4.055)

ok sk sk

_Constant | Yes .. Yes
Control variables Yes Yes
..‘F'{;bust H‘a“usman“{est O """" O
F-test (Pooled OLS) o 0
Fixed effects preferred es . ves
Number of observations 48,910 48,910

Notes: The analysis was conducted using a fixed effects model, with t-statistics provided in parentheses. The study also in-

cludes F-test and robust Hausman test p-values, with significance indicated by **** *** ** gand *,

The coeflicients for the control variables in all eight
models were statistically significant at the 99.9%
confidence level. Although the threshold of signif-
icance for ROIC was slightly lower than for ROA,
the overall findings were essentially consistent.

This investigation specifically examines the re-
sults of a regression analysis that used DEP vari-
ables as indicators of outcomes and focused on
ROA or ROIC as major variables of interest. The
study used the variables INV, ACR, ACP, and
CCC as control variables, and the ID variables
to distinguish between various industries, except
for the water industry. Given the limited space
available, the discussion will mostly concentrate
on the coeflicients pertaining to ROA or ROIC.
Although this study is not going into a full ex-
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amination of control, constant, and industry-
specific coeflicients, it is crucial to highlight that
the control variables exhibited statistical signifi-
cance at a 99.9% confidence level in all models.
This highlights the significant ability they have
to explain differences in DEP. Moreover, the uni-
formity of the industry-specific coefficients in-
dicates that there are only slight variations from
the standard industry.

A crucial finding is the inverse relationship be-
tween working capital management and profit
growth. This suggests that implementing daring
approaches to reduce the CCC can enhance profit-
ability. It underscores the significance of efficient
working capital management in enhancing finan-
cial performance across different sectors.
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Table 10. Details of how pooled regression analysis was used to examine the effect of working capital
on ROA and ROIC

ROA ROIC
-0.000254779 (-19.3005)**

—0.000450684 (7.8066)****

~ -0.000473616 (-11.5038)***

~ —0.000186826 (~14.508)**

Variable

""""""""""""" Yes ) Yes
""""""""""""" Yes Yes
Number of observations 48,910 48,910

Note: Industry dummy refers to variables tailored to sectors, with t-statistics in parentheses. Significance levels of 99.9%, 99%,

95%, and 90% are marked by **** *** ** and * respectively.

4. DISCUSSION

This study conducted an in-depth analysis of
WCM in Polish SMEs and revealed many insights.
Between 2012 and 2021, the impact of WCM on
companies’ profitability and liquidity became
even more apparent.

This section makes comparisons with previous re-
search, analyzes where these findings are derived
from, and proposes new areas for future research
based on detailed data analysis.

This paper’s conclusions are in line with those
of Baker et al. (2019) and Nawrocki and Jonek-
Kowalska (2023), who stress the major impact ef-
fective working capital management has on a
company’s liquidity and profitability.

Hence, this paper focuses on the Polish scene,
which is different in terms of working capital man-
agement from the global stage where large-scale
investigations have been done in the past. This is
due to specific economic conditions in Poland.

Although the general findings correspond to those
of Deari et al. (2022) and Morshed (2024), the view
is new on risk-reward trade-offs in developing
European markets.

In contrast to larger-scale research, the study finds
a slight and nuanced response among Polish com-
panies to aggressive versus cautious waste and cost
WCM management approaches. This is owing to
Poland’s specific economic conditions.

Nevertheless, the direct result is a positive associa-
tion between aggressive WCM approaches and en-

http://dx.doi.org/10.21511/imfi.21(2).2024.20

hanced profitability, despite the greater financial
risks. This is typical of Poland’s dynamic corpo-
rate environment where small companies follow
financial institutions as well as global trends.

This shows their awareness of the evolving market
dynamics and their proactive response to them.
The strong correlation between a reduction in
the CCC and a rise in ROA highlights the crucial
importance of operational efficiency in financial
performance.

Poland’s economic environment is still in an inter-
mediate stage of transition. In such a transitional
state, the country has unique chances and chal-
lenges. The legal setup and the way in which SMEs
cope with market uncertainties are important fac-
tors. It has been most effective in the case of those
who live among markets that fluctuate violently
and change their character constantly. Many areas
of this study await further comparative research.
For example, a future study investigating the
longer-term effects of aggressive or conservative
WCM policies on the sustainability of SMEs has
considerable potential to promote understand-
ing of the subject. In addition, given the potential
for technological advances in the area of WCM
to improve the process, this offers a field fraught
with uncertainty for future exploration. More spe-
cifically, it is worthwhile to examine how digital
tools could improve both the efficiency of opera-
tions and the quality of financial results. However,
it might be necessary to conduct comparative re-
search under different economic situations. Such
research is paramount for understanding both
the universality and adaptability of WCM strate-
gies. Further research on the link between WCM
and other strategic factors, such as corporate gov-
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ernance and sustainability policy, may further our
understanding of how WCM functions within a
wider strategic framework. By reconciling financial
performance with environmental and social gov-
ernance norms, effective capital management can
help to raise both profitability levels and the sus-
tainable development of a company. The relevance
of universal principles and specific local practices
in the context of WCM in Polish SMEs is where

this study comes in. By investigating the strate-
gic choices that SMEs in Poland must make when
it comes to managing their working capital, this
study provides valuable insights into the intricacies
of finance in that particular context. The results not
only authorize the position of efficient WCM to a
company’s activities but also accentuate the subtle
strategies that SMEs use to preserve this delicate
balance between liquidity and profitability.

CONCLUSION

The study aimed to consider the impact of WCM on Polish SMEs’ profitability and liquidity. Numerous
studies indicate that both the aggressive and conservative WCM strategies can significantly affect the
two crucial financial measures of a company; thus, each has its advantages and disadvantages. On the
one hand, the results show that the active use of the WCM strategy can lead to a significant increase
in profitability. The profitability measure, in this case, implies that companies can obtain additional
benefits from using the aggregated financial short-term opportunities. On the other hand, in many
cases, the company is forced to put some of its current resources into development, which increases
the risk level in the financial sphere. Thus, on the one hand, aggressive actions will lead to additional
profits much faster, but they should be balanced by additional measures to prevent possible instability.
Conservative WCM strategy, nevertheless, is associated with stability and, at every turn, will prevent
the company from making a profit. This is especially the case for SMEs in volatile markets or SMEs that
want planned and controlled development with a minimum level of risk. In conclusion, the results of
the study confirm the extreme importance of a customized working capital management method that
can help to solve the enigma concerning profitability at the expense of liquidity. Therefore, Polish SMEs
offering their products in difficult and changing economic environments must consider their internal
management characteristics and economic environment factors when selecting WCM strategies. This
concerns not only the aspect of financial short-term results but also the long-term aspect of a company’s
operations. These observations indicate that optimizing the working capital management will have a
significant impact on the financial prosperity and operational stability of an SME. The significance of a
dynamic approach in making these decisions ensures proper consideration of not only current market
conditions but also the business’s future strategic development aims. Polish SMEs can benefit from a
better understanding of working capital management, enabling them to facilitate economic difficulties
and take advantage of expansion opportunities. The current study contributes essential information in
the field of strategic financial management in transitioning economies. It lays the groundwork for ad-
ditional research aimed at improving, strengthening, and clarifying working capital methods.
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