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Abstract: The aim of this paper is to determine the effect of the structure of funding sources on
liquidity of companies in energy sector in the Visegrad group from 2006 to 2015. With the purpose to
fulfill the aim, we examine existence and character of relationship between the structure of funding
sources (debt equity ratio, equity ratio, return on equity, return on assets and fixed assets to total
assets) and liquidity of the companies in energy sector in Visegrad group. The existence
of relationship between the structure of funding sources and liquidity of companies is tested by
correlation analysis and generalized method of moments (GMM). The results show that there is the
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Introduction

The enormous development of the theoretical and empirical literature on corporate finance in
recent years has brought a wealth of insights into how the capital structure is important for the
value of the firm and for its investment decision-making. Equally important is the company's
liquidity. Liquidity of company may be related and may be affected by its capital structure to
a certain extent. According to Titman and Wessels (1988), the capital structure of items from
which the company finances its assets through foreign resources and own resources. Based on
economic theories, a companies should use a balanced combination of both equity and debt
capital to finance its business activities.

Ghasemi and Razak (2016) believe that the dilemma between equity and debt capital is one of
the most important managerial decisions. More equity increases the demands on external cash
flow, which will consequently reduce the value of the company. Conversely, more debt
capital increases costs and may exacerbate the financial distress that is associated with
bankruptcy. These are also related to the conclusions of Lipson and Mortal (2009), who
concluded that companies use less debt capital and prefer equity financing when they have a
higher liquidity.

The aim of this paper is to determine the effect of the structure of funding sources on liquidity

of companies in energy sector in the Visegrad group from 2006 to 2015. With the purpose to
fulfill the aim, we examine existence and character of relationship between the structure of
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funding sources (debt equity ratio, equity ratio, return on equity, return on assets and fixed
assets to total assets) and liquidity of the companies in energy sector in Visegrad group
including the Czech Republic, the Slovak Republic, Poland and Hungary.

In order to achieve the goal, the following research questions will be identified and evaluated:

. What is the impact of own funding sources on the liquidity of companies in the
the Visegrad group?

. What is the impact of debt funding sources on the liquidity of companies in
the Visegrad group?

The first part of this article will include a literature review. The second part of this article will
focused on methodology and data. The third part of this article will contain results. Last part
of this article will conclude results and discussion.

1 Literature review

Williamson (1988), Schleifer and Vishny (1992), Anderson (2002) believe that more liquid
companies are less costly to monitor and liquidate therefore higher liquidity growth leverage.
On the contrary, De Jong et al. (2008), Lipson and Mortal (2009), Sarlija and Harc (2012)
argue that more liquid companies are less indebted, because they could use the additional
liquidity to internally finance their activities.

Anderson (2002) examined the relationships among the firm's financial structure, its choice of
liquid asset holdings and growth on UK and Belgian companies. Using regression analysis he
examined the factors determining liquid asset holdings and the link between firm liquidity and
capital structure using the following variables: liquidity (dependent variable, sum of cash,
bank balances, and investments in current assets di-vided by total assets) and independent
variables such as cash flow (earnings before taxes and interest divided by total assets), long
term debt, medium term debt, short term debt, R&D expenditures and market value to book
value. The results revealed positive associations between leverage and liquid asset holding.

One of funding sources are depreciation that are related with fixed assets. For this reason, it is
appropriate to examine the relationship between liquidity of companies and depreciation
through fixed assets. Unfortunately, there is only minimum specific studies that focus on this
relationship. For this reason, study of Mehar (2005) was selected to the literature review. He
examined whether equity financing plays a central role in determination of the liquidity
position of a companies in Pakistan. The relation between the equities and working capital has
been observed. He analyzed relation be-tween liquid assets (dependent variable) and
independent variables such as fixed as-sets at historical cost, net profit after tax and retained
earnings. There was found that liquidity is positively correlated with fixed assets. An increase
in the fixed assets will lead to the increase in depreciation expenditure, so, availability of the
funds will be in-creased without a decline in the cash balance. He found that depreciation
fund has been classified as a source of liquidity. The long-term debt may deteriorate the
liquidity position of a firm. The results show that profit and liquidity have significant positive
relation where relation between liquidity and retained earnings was found as negative.

Ganesan (2007), through correlation analysis and regression analysis, examined the

relationship between profitability, operating capital and liquidity in telecommunication
equipment. The findings of the study showed a negative impact between liquidity and
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profitability. Correlation analysis as a suitable method for completing the regression analysis
was used, for example, in Franzoni, Nowak and Phalippou (2010), dealing with the
relationship between equity and liquidity of US and European companies in particular.

Shah (2012) examined relationship between profitability and liquidity trade off through the
application of working capital analysis in India. This study undertakes the identification of the
key variables that influence the working capital management and its impact on profitability
and liquidity of pharmaceuticals manufacturers. He examined the relationship between
liquidity (dependent variable, including current ratio) and independent variables (components
of working capital) such as gross operating cycle period and quick ratio. It has been found that
there is a positive relationship between liquidity and variables such as quick ratio and gross
operating cycle period. He examined the relationship between liquidity (current ratio) and
profitability (earnings be-fore depreciation, interest, and tax as a percentage of assets). It has
been found that there is a negative relationship between liquidity and profitability.

Sarlija and Harc (2012) investigated the impact of liquidity on the capital structure of
Croatian firms. Pearson correlation coefficient was applied to the test on the relationship
between liquidity ratios and debt ratios, the share of retained earnings to capital and liquidity
ratios and the relationship between the structure of current assets and leverage. The results
showed the existence of a statistically significant negative correlations between liquidity
ratios and leverage ratios. The results showed that there are statistically significant
correlations between leverage ratios and the structure of current assets. The relationship
between liquidity ratios and the short-term leverage is stronger and negative than positive
relationship between liquidity ratios and the long-term leverage. The more liquid assets firms
have, the less they are leveraged. Long-term leveraged firms are more liquid. Increasing
inventory levels leads to an increase in leverage. Furthermore, increasing the cash in current
assets leads to a reduction in the short-term and the long-term leverage.

Trippner (2013) analyzed the relationship between liquidity (cash ratio, current ratio and
quick ratio) and profitability (return on assets - ROA, return on equity - ROE) in the Polish
companies from 2002 to 2012. Using correlation analysis it has been found that there is a
positive and negative relation between liquidity and ROA and ROE.

Milo$ (2015) analyzed the determinants of capital structure of the Romanian companies using
panel data. He used variables including ratio between total debt and total liabilities,
profitability (return on assets), liquidity (ratio between current assets and current liabilities),
tangibility (ratio of tangible assets divided by the total assets) and size (natural logarithm of
total sales). The results show that there is a negative connection between liquidity and
leverage. The results suggest that less liquid companies obtain the necessary capital by
borrowing. Companies often prefer and use a short-term loans when there is a lack of
liquidity.

Rickova (2015) analyzed the impact of liquidity and profitability on use of deb finance
sources of companies in manufacturing industry in V4 countries. She examined the
relationship between using debt sources (debt/equity ratio) and liquidity. The study results
showed a positive relationship between liquidity and using debt sources in the Czech
Republic. It can be stated that the increasing liquidity of companies is also increasing the
using debt sources.
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2 Materials and Methodology

Given that the article focuses on liquidity of companies in the Czech Republic, the Slovak
Republic and Poland, it is appropriate to mention that various sectors of the economy are
involved to varying degrees in the consumption and production of the national economy. The
sectors such as mining and quarrying, manufacturing, construction, service sector and energy
sector represent the largest proportion of the performance of the Czech, Slovak economy and
Polish economy. For this reason, the article focuses on determine the relationship between the
funding sources and liquidity of the companies in energy sector.

All financial date are taken from Amadeus database. This database includes data from the
annual reports of individual companies in energy sector the Czech Republic and Slovak
Republic. The sample of analysed companies includes 172 companies in the energy sector
from the Czech Republic and 68 companies in the energy sector from the Slovak Republic
and 163 companies in the energy sector from Poland. Because of missing data and errors, it
was not possible to include Hungary in the research.

To determine the relationship between selected financial indicators and liquidity of
companies, medium sized companies, large companies and very large companies were
selected. The sample of companies includes combination of public limited company and
private limited company.

A medium-sized companies includes less than 250 employees, an annual turnover of less than
50 million EUR or an annual balance sheet total of less than 43 million EUR. A large
companies and very large companies can be considered as a companies that exceed the above
mentioned criteria for medium-sized companies. The detailed structure of companies in
energy sector includes electricity, gas, steam and air conditioning supply such as electric
power generation, transmission and distribution, production of electricity, transmission of
electricity, distribution of electricity, trade of electricity, manufacture of gas; distribution of
gaseous fuels through mains, manufacture of gas, distribution of gaseous fuels through mains,
trade of gas through mains, steam and air conditioning supply, steam and air conditioning
supply. It is clear from the foregoing that it is an inhomogeneous group which includes
entities of a productive nature, of a commercial nature and of a distributional nature. In order
to meet the objective of the article, the impact of the structure of sources of financing on the
liquidity of V4 enterprises across the industry will be examined. For the purpose of further
research, it will be necessary to divide the non-homogeneous group of companies into
individual groups according to their manufacturing, commercial and distributional nature and
to examine the impact of the structure of sources of financing on the liquidity of V4
enterprises for each group separately.

The dataset cover the period 2006-2015. All data and time series are on annual frequency. The
data are the basis for the application of correlation analysis and panel regression analysis,
specifically generalized method of moments (GMM).

Correlation analysis and generalized method of moments (GMM) is used to determine the
relationship between liquidity of companies and the structure of funding sources. First, we can
determine the relationship between liquidity of companies and the structure of funding
sources using correlation analysis. The correlation relationship can be expressed using the
Pearson correlation coefficient, which may take the following form:
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Where X represents the mean value matrix of liquidity of companies, Y is the mean of the
matrix of the values of the individual variables related to the structure of debt funding sources
(explanatory variables) and n is the number of observations. Pearson's correlation coefficient
is based on the calculation by entering the covariance of the variables X and Y into the
numerator and then by the denominator product of the standard deviations of the variables X
and Y, which are defined as the root of the variance of the random variables X and Y.
Covariance describes the degree of mutual variability of the two variables X and Y. If the
variables X and Y are in no relation, the covariance is zero.

Pearson's correlation coefficient values range from -1 to 1, Values close to 1 suggest a
positive dependence between the dependent variable and the independent variable, the values
approaching -1 have a completely opposite negative relationship. Values approaching 0 show
the mutual independence of the variables, where it is not possible to determine unequivocally
the dependence between the analyzed variables (there is no linear dependence confirmed here,
but it can be a non-linear dependence between the analyzed variables). The variables are
uncorrelated in this case. The statistical significance of the correlation coefficient, which can
be tested at 1%, 5% and 10% significance, plays an important role in determining the
relationship between variables.

Correlation and correlation coefficients can be used to determine the relationship between the
variables, including the resulting effect, ie whether it is a positive, negative or neutral
relationship. However, we are not able to determine how strong the dependence between these
variables is, and how is a causal relationship or link between them, when we examine the
relationship between the cause and its consequences within the variables analyzed by us.

For this reason, the generalized method of moments (GMM) will be used to determine the
impact of the structure of debt funding sources on liquidity of medium-sized companies. The
generalized method of moments (GMM) is used in econometrics and statistics. The
generalized method of moments (GMM) is a generic method for estimating parameters in
statistical models. It is applied in the context of semiparametric models, where the parameter
of interest is finite-dimensional, whereas the full shape of the distribution function of the data
may not be known, and therefore maximum likelihood estimation is not applicable. The
method requires that a certain number of moment conditions were specified for the model.
These moment conditions are functions of the model parameters and the data, such that their
expectation is zero at the true values of the parameters. The GMM method then minimizes a
certain norm of the sample averages of the moment conditions. Hansen (1982) claims that the
GMM estimators are known to be consistent, asymptotically normal, and efficient in the class
of all estimators that do not use any extra information aside from that contained in the
moment conditions.

In order to ensure sufficient reporting ability, all variables will be tested for their statistical
significance (for significance levels of 1%, 5% and 10%). In addition, the robustness of the
model using the Sargan / Hansen J-test, first proposed by John Denis Sargan (1958) and
subsequently extended by Lars Peter Hansen (1982), will be verified. The Sargan / Hansen
J-test determines to what extent the method is able to provide the same results even when
loaded with slight parameter changes. The model is robust in this regard if the results of the
Sargan / Hansen test are greater than 0.05.
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In connection with the test, we calculate the value J from the data when the resulting value is
expected in the form of a non-negative number. The resulting J value is then compared, for

example, with 0.95 of the distribution X If] = cjr;f;gf, the zero hypothesis Ho is rejected at

95% confidence. If [ < q;ggf, the zero hypothesis Ho can not be rejected at 95% confidence.

According Haas a Lelyveld (2010), the relationship between liquidity of companies and
funding sources will be estimated using the following equations in general form (2):

Ly=a;+ P *AL;  + B %Xy + 3% X5 + oo 40, * Xy + 5, (2)

In consistent with studies Anderson (2002), Mehar (2005), Trippner (2013) and Ruckova
(2015), variables include debt equity ratio (DER), return on equity (ROE), share of fixed
assets to total assets (FA/TA) and return on assets (ROA) and equity ratio (ER)

The dependent variable Lt is an indicator of current liquidity (L3) of companies in the Czech
Republic and Slovak Republic at time t, Xnt are other factors that represent funding sources
and which may affect the liquidity of companies in the Czech Republic and Slovak Republic.
These factors include debt equity ratio (DER), return on equity (ROE), share of fixed assets to
total assets (FA/TA), return on assets (ROA), equity ratio (ER). B0 and &t is model constant
and the residual component in the model.

Table 1: Description of used variables

Variables Calculation Expected relationship
Liquidity (L3) Current assets/ current liabilities Dependent variable
Debt equity ratio (DER) Debt/equity -
Return on equity (ROE) Net profit/ equity +
Fixed assets (FA/TA) Fixed assets/total assets +
Earnings before interest and taxes | Earnings before interest and taxes/total +/-
(ROA) assets

Equity ratio (ER) Equity / total assets

Source: Authors’ calculations

Table no 1 represents description of used variables. The funding sources are represented
through the variables (debt equity ratio, return on equity, share of fixed assets to total assets,
return on assets, equity ratio). The financial ratios (variables) are used to determine
relationship between funding sources and liquidity of companies. The choice of variables and
the expected relationship between the variables is based on the above studies.

3 Results and Discussion

This part focuses on the results of correlation analysis, generalized method of moments
(GMM) and their comments. At first it is necessary to pay attention to the selected structure of
funding sources.

First, we can determine the relationship between liquidity of companies and funding sources
using correlation analysis. The following table (2) reflects the degree of interdependence of
monitored parameters in energy sector in the Czech Republic, the Slovak Republic and
Poland.
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Table 2: Correlation between liquidity of companies and selected variables in energy sector
in the Czech Republic, in the Slovak Republic and Poland

Current ratio (L3) DER ER ROA ROE FAITA
Czech Republic -0.0074 0.3164 * 0.0033 0.0028 -0.0428
Slovak Republic -0.0247 0.2509 * 0.0841 *** 0.0053 -0.1805 *
Poland 0.0121 0.2753 * 0.0520 *** -0.0043 -0.2021

Note: = denotes significance at 1% level, =+ denotes significance at 5% level, =*x denotes significance at 10%
level
Source: Authors’ calculations

The results of the correlation analysis confirm that there is a positive average dependency
between the equity ratio and the liquidity of companies in the energy sector in the Czech
Republic. This relationship was confirmed at the 1% level of statistical significance. The
rising values of the equity ratio will be accompanied by rising values of the current liquidity
ratio (L3).

The results showed a weak positive relationship between the equity ratio and liquidity of
companies in the energy sector in the Slovak Republic at 1% level of statistical significant.
Growth of the equity ratio will result in a rise in the liquidity of companies, expressed in
terms of the current liquidity ratio (L3). Within the Slovak Republic, the weak dependence
between the return on assets and the liquidity of companies at the 10% level of statistical
significance was also felt. Negative weak dependence was demonstrated between the share of
fixed assets to total assets and the liquidity of companies in the energy sector in the Slovak
Republic. This established relationship was demonstrated at the 1% significance level.

Table 2 confirms a positive weak dependence at the 1% level of statistical significance
between the equity ratio and the liquidity of companies in the energy sector in Poland. Growth
of the equity ratio tends to rise in current liquidity (L3). The results of the correlation
coefficients show a slight dependence between the return on assets and the liquidity of
companies at the 10% statistical significance. The links between other financial indicators
related to the structure of funding sources were statistically insignificant.

Table 3: Estimation results between liquidity of companies and financial indicators related to
the structure of funding sources in energy sector in the Czech Republic

Variable Coefficient Std. Error t-Statistic Probability
ER 7.178679 1.309279 5.482925 0.0000
ROA -1.964857 1.055425 -1.861674 0.0630
ROE 0.013036 0.007639 1.706541 0.0883
FAITA -3.204574 0.719724 -4.452505 0.0000

Note: = denotes significance at 1% level, =+ denotes significance at 5% level, =*x denotes significance at 10%
level
Source: Authors’ calculations

Table 3 presents the impacts of individual financial indicators related to the structure of
funding sources on corporate liquidity in the energy sector in the Czech Republic.

The regression coefficient indicates the change of Y at the change of the X. If the regression
coefficient value is an independently variable positive, it means that the growth of this
independent variable will lead to the growth of the dependent variable. Conversely, if the
value of the regression coefficient is somewhat negative, it means that the growth of this
independent variable will lead to the drop of the dependent variable.
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The standard error of the estimate is a measure of the accuracy of predictions. Standard error
is the approximate standard deviation of a statistical sample population. Standard error is a
statistical term that measures the accuracy with which a sample represents a population. In the
statistics, a sample mean deviates from the actual mean of a population; this deviation is the
standard error.

The statistic is a measure of how extreme and statistical estimation is. You calculate this
statistic by subtracting the hypothesized value from the statistical estimate and then dividing
the estimated standard error. T-statistics are compared with the value of the test criterion at a
given significance level (1%, 5% and 10%). By comparing t-statistics and test criteria, we
reject or accept a zero hypothesis. These conclusions can be obtained by determining the
values of the probability coefficient in the table.

Using probability we determine whether the resulting regression coefficients at the
significance level of 1%, 5% and 10% are statistically significant or not. If the resultant
probability value is less than 0.01 (1%), 0.05 (5%) and 0.1 (10%) for the selected regression
coefficient, the regression coefficient can be considered statistically significant. If the
resultant probability value is greater than 0.01 (1%), 0.05 (5%) and 0.1 (10%) for the selected
regression coefficient, the regression coefficient can be considered statistically insignificant.

Using the generalized method of moments (table 3), it is clear that there is a positive influence
of the equity ratio indicator on the liquidity of companies in the energy sector in the Czech
Republic. This relationship was demonstrated at the 1% level of statistical significance. If the
equity ratio is increased by one unit, the current liquidity indicator (L3) is also likely to
increase by 7.178679 units. The negative impact of return on assets on liquidity of companies
was shown at the 10% level of statistical significance. Return on assets growth will be
associated with a decrease in current liquidity (L3). If the return on assets is increased by one
unit, the current liquidity indicator (L3) is also likely to decrease by 1.964857 units.

In terms of profitability, the positive effect of return on equity on liquidity of companies was
demonstrated at the 10% level of statistical significance. If the return on equity is increased by
one unit, the current liquidity indicator (L3) is also likely to increase by 0.013036 units. If the
economic efficiency of businesses increases, this will lead to greater security of their
solvency. On the contrary, the negative effect of the indicator of the share of fixed assets to
total assets on the liquidity of companies was shown at the 1% level of statistical significance.
If there is a decline in fixed assets, the depreciation value will also decrease, which will
encourage normal liquidity. If the indicator of the share of fixed assets to total assets is
increased by one unit, the current liquidity indicator (L3) is also likely to decrease by
3.204574 units. All established relationships were tested at a significance level of 1%, 5% and
10%. The results are also in line with the Sargan/Hansen test, which points to the robustness
of the resulting model. Table 4 shows the effects of individual financial indicators related to
the structure of funding sources on corporate liquidity in the energy sector in the Slovak
Republic.
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Table 4: Estimation results between liquidity of companies and financial indicators related to
the structure of funding sources in energy sector in the Slovak Republic

Variable Coefficient Std. Error t-Statistic Probability
ER 3.020023 0.449429 6.719691 0.0000
ROA 1.249220 0.434477 2.875224 0.0043
FAITA -2.107302 0.650677 -3.238632 0.0013

Note: = denotes significance at 1% level, =+ denotes significance at 5% level, =*x denotes significance at 10%
level
Source: Authors’ calculations

It was found that corporate liquidity is affected by the following ratios: equity ratio, return on
assets and share of fixed assets to total assets. The positive effect of the equity ratio on the
liquidity of companies has been demonstrated to the 1% level of statistical significance in the
Slovak Republic. Growth of the equity ratio raises pressures on corporate liquidity growth,
expressed by the current liquidity indicator (L3). If the equity ratio is increased by one unit,
the current liquidity indicator (L3) is also likely to increase by 3.020023 units.

A similar effect was demonstrated in the return on assets indicator. There was a positive effect
of return on assets on liquidity of companies at the 1% level of statistical significance. Return
on assets growth will lead to a larger volume of liquidity. If the return on assets is increased
by one unit, the current liquidity indicator (L3) is also likely to increase by 1.249220 units.
Using the generalized method of moments, the negative influence of the share of fixed assets
to total assets on corporate liquidity was demonstrated at the 1% level of statistical
significance. Fixed asset growth will lead to an increase in depreciation costs, which will
cause a drop in liquidity of companies. If the indicator of the share of fixed assets to total
assets is increased by one unit, the current liquidity indicator (L3) is also likely to decrease
by 2.107302 units. The Sargan/Hansen test demonstrated the robustness of the model and the
above mentioned relationships. Table 5 shows the effects of individual financial indicators
related to the structure of funding sources on corporate liquidity in the energy sector in
Poland.

Table 5: Estimation results between liquidity of companies and financial indicators related to
the structure of funding sources in energy sector in Poland

Variable Coefficient Std. Error t-Statistic Probability
L3(-1) -0.342915 0.006384 -53.71326 0.0000
DE 0.000720 8.07E-05 8.912979 0.0000
ER 4.512277 0.546349 8.258972 0.0000
ROA -2.780829 0.454931 -6.112635 0.0000
FAITA -3.948755 0.609738 -6.476148 0.0000

Note: * denotes significance at 1% level, = denotes significance at 5% level, == denotes significance at 10%
level
Source: Authors’ calculations

The resulting values (table 5) show that current liquidity is negatively affected by past current
liquidity. If a company records an increase in current liquidity in the previous period, this is
reflected in the decrease in the current liquidity ratio in the current period. This relationship
was demonstrated at the 1% level of statistical significance. If the current liquidity indicator in
the previous period is increased by one unit, the current liquidity indicator (L3) is also likely
to decrease by 0.342915 units. In addition, the positive influence of the debt equity ratio on
the liquidity of companies was demonstrated at the 1% level of statistical significance.
Greater use of debt funding will lead to corporate liquidity growth. If the debt equity rattio is
increased by one unit, the current liquidity indicator (L3) is also likely to increase by
0.000720 units. On the contrary, the positive impact of the equity ratio indicator on the
liquidity of companies has been demonstrated. Growth of equity ratio will lead to corporate
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liquidity growth. If the equity ratio is increased by one unit, the current liquidity indicator
(L3) is also likely to increase by 4.512277 units.

The results of the GMM method have shown that return on assets and the share of fixed assets
to total assets negatively affect the liquidity of companies in the energy sector. Growth of
return on assets and the share of fixed assets to total assets decrease in liquidity of companies.
If the return on assets is increased by one unit, the current liquidity indicator (L3) is also
likely to decrease by 2.780829 units. If the indicator of the share of fixed assets to total assets
is increased by one unit, the current liquidity indicator (L3) is also likely to decrease
by 3.948755 units. All resulting relationships were demonstrated at a 1% significance level.
Based on the Sargan/Hansen test, the robustness of the model was confirmed.

Conclusion

The aim of this paper was to determine the effect of structure of funding sources on liquidity
of companies in energy sector in the Visegrad group from 2006 to 2015. With the purpose to
fulfill the aim, we examined existence and character of relationship between structure of
funding sources (debt equity ratio, equity ratio, return on equity, return on assets and fixed
assets to total assets) and liquidity of the companies in energy sector in Visegrad group
including the Czech Republic, the Slovak Republic and Poland. The existence of relationship
between structure of funding sources and liquidity of companies was tested by correlation
analysis and generalized method of moments (GMM).

For all analyzed countries, the positive effect of the equity ratio on the liquidity of companies
in the energy sector was demonstrated. If the equity ratio is increased by one unit, the current
liquidity indicator (L3) is also likely to increase by 7.178679 units in the Czech Republic. If
the equity ratio is increased by one unit, the current liquidity indicator (L3) is also likely to
increase by 3.020023 units in the Slovak Republic. If the equity ratio is increased by one unit,
the current liquidity indicator (L3) is also likely to increase by 4.512277 units in Poland. If
there is a growth in own funding sources, corporate liquidity will be ensured. This is not
consistent with the theoretical bases, which have a negative relationship between equity ratios
and liquidity of companies. Own funding sources include profits from past years. In line with
this, the positive impact of return on equity on corporate liquidity in the Czech Republic was
demonstrated.It means that if the return on equity is increased by one unit, the current
liquidity indicator (L3) is also likely to increase by 0.013036 units. Return on equity growth
will lead to an increase in the liquidity of companies. More profitable businesses are much
more able to finance their own business from their own resources, pay dividends and create
reserves in the form of liquidity. It should be noted that compared to other results, the results
of the GMM method showed a weak impact of the return on equity on corporate liquidity. The
value of the regression coefficient (0.013036) is very low compared to other results. The
profitability results identified correspond to the results found in the Slovak Republic, where
the positive effect of return on assets on corporate liquidity has been demonstrated. It means
that if the return on assets is increased by one unit, the current liquidity indicator (L3) is also
likely to increase by 1.249220 units. If a firms reaches a higher return on assets, there will be
a rise in liquidity of companies. These results confirm the study of Trippner (2013), which
found positive relation between corporate liquidity and return on assets. More profitable
companies are those that can use their retained earnings to finance their investment projects.
We can argue that the more liquid the firm is, it is the less leveraged.

The negative impact of return on assets on liquidity of companies has been demonstrated
within the Czech Republic and Poland. If the return on assets is increased by one unit, the

64



2019 Volume XIX(2): 55-67
Acta academica karviniensia DOI: 10.25142/aak.2019.014

current liquidity indicator (L3) is also likely to increase by 1.249220 units in the Czech
Republic. If the return on assets is increased by one unit, the current liquidity indicator (L3) is
also likely to decrease by 2.780829 units in Poland. This resulting relationship can be justified
by the statement that the growth of profitability is accompanied by declining corporate
liquidity values. Funds may be invested by the enterprise in more profitable projects
compared to cash that yields a minimum return or no return. These results confirm study of
Trippner (2013), which also found negative relationship between corporate liquidity and
return on assets. The results of Tripnner (2013) demonstrated both the positive link between
liquidity and ROA and ROE, as well as the negative link between liquidity and ROA and
ROE.

In addition to own funding sources, an enterprise may use debt funding sources to finance its
business activities. The positive impact of the debt equity ratio on the liquidity of companies
in Poland was demonstrated in relation to debt funding sources. It menas that if the debt
equity rattio is increased by one unit, the current liquidity indicator (L3) is also likely to
increase by 0.000720 units. Growth of the debt equity ratio will lead to a rise in current
liquidity. Money transfers through loans can be invested by the enterprise in profitable
projects, thereby under-pinning profitability by which an enterprise can create financial
cushions in case of un-expected events. In the other analyzed countries, no clear relationship
was established. These results are consistent with Milos (2015) who found a negative
connection between liquidity and leverage.

In all analyzed countries, the share of fixed assets to total assets on liquidity of companies was
negatively affected. It means that if the indicator of the share of fixed assets to total assets is
increased by one unit, the current liquidity indicator (L3) is also likely to decrease by
3.204574 units in the Czech Republic. If the indicator of the share of fixed assets to total
assets is increased by one unit, the current liquidity indicator (L3) is also likely to decrease
by 2.107302 units in the Slovak Republic. If the indicator of the share of fixed assets to total
assets is increased by one unit, the current liquidity indicator (L3) is also likely to decrease
by 3.948755 units in Poland. The decline in fixed assets will lead to a decline in depreciation
costs, which is considered as a source of funding. The decrease in depreciation costs will lead
to the growth of corporate liquidity.

To summarize the results achieved, it can be stated that the positive impact of the debt equity
ratio on the liquidity of companies in the Visegrad Group has been demonstrated. On the
contrary, the positive and negative impact of the financial ratios related to the structure of
own funding sources on the corporate liquidity in the Visegrad Group was demonstrated.
These results open up many further questions for further research where it would be
appropriate to examine the impact of financial indicators related to the structure of funding
sources on corporate liquidity within individual sectors or the size of companies. Similarly,
there is area for using other dependent variables to represent the solvency of the business.
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