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Abstract

Liquidity and profitability management are very important issues in the growth and
survival of business entity. The ability to hold the trade-off between the two elements
concerns the financial managers because either inadequate liquidity or excess liquidity
may be damaging to the smooth operations of the organization as well as profitability.
The primary aim of this paper is to see empirically the overall liguidity and profitability
condition of textile industry and finding out whether there is any significant relationship
between liquidity and profitability based on performance ofsome selected manufacturing
companies in textile industry listed with Dhaka Stock Exchange Limited. The analysis is

~ based on a sample of five manufacturing companies of textile industry listed with Dhaka
Stock Exchange Limited for the period 2009-2012, i.e., fifteen firm years. Correlation
analysis and descriptive statistics were used in the analysis. Findings suggest that there
is no statistically significant relationship between liquidity and profitability and have a
relatively weak liquidity conditions among listed manufacturing companies of textile
industry. Besides, the study suggests that the liquidity has low degree of influence on the
profitability and there exist an inconsistency in liquidity and profitability management
among the selected manufacturing companies.
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1.0. Introduction

Profitability and liquidity can be considered as most high up issues that management of
every organization should take these as their major business decision areas. Liquidity refers to the
ability of a firm to meet its short-term obligations. The liquidity of an asset means how quickly it can
be transformed into cash. When referring to company’s liquidity one usually means its ability to meet
its current liabilities and is usually measured by different financial ratios. A study of liquidity is of
major importance to the financial analysts because of its close relationship with day to day operations

of a business (Bhunia at al., 2011). A weak liquidity position poses a threat that business firm faces
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when paying their short-term liabilities that ultimately leads to a negative impact to the profitability
of the concerned firms.

Profitability is a measure of the amount by which a firm’s revenues exceeds its relevant
expenses (Niresh et al.,, 2012). Potential investors are interested in dividends and appreciation in
market price of stock. So, they pay more attention on the profitability ratios. Managers on the other
hand are interested in measuring the operating performance in terms of profitability. Hence, a low
profit margin would suggest ineffective management of resources that company has and also
demotivate investors to invest in the company.

The liquidity and profitability goals are contradictory to each other in most of the decisions
which the finance manager takes. For eXample, the firm by following a lenient credit policy may be
in a position to increase its sales, but its liquidity may tend to worse. In addition to this, referring to
the risk return theory there is a direct relationship between risk and return. Thus, firms with high
liquidity may have low risk and then low profitability (Falope et al., 2009). Conversely, firm that has
low liquidity may face high risk results to higher return. Consequently, a firm is required to maintain
a balance between liquidity and profitability in its day-to-day operations.

Cash is the lifeblood of organizations. An organization having a proper set of liquidity
management policies and procedures will improve profits, reduce the risk of corporate failure and
significantly improve its chances of survival. It also provides a strategic advantage especially in
difficult economic times. Effective liquidity management will enable an organization to derive
maximum benefits at minimal cost. As early stated, the survival of a business entity depends
extensively on its ability to meet its current obligations as they fall due. This study has shown overall
liquidity and profitability condition of textile industry and further shown the degree of relationship
between liquidity management and profitability in the selected manufacturing companies listed with
Dhaka Stock Exchange Limited (DSE).

2.0. Literature Review

Liquidity and profitability are the two main purposes of Working Capital Management
(WCM) and relates to the matching of assets and liabilities movements over time. The general claim
in literature centers on liquidity/profitability tradeoff hypothesis which posit that these two financial
terms pose conflicting ends to an organization. Hence, a pursuit of one will mean a tradeoff of the
other (Mihir et al., 2009). However, the other side of thinking holds that managers can pursue both
liquidity and profitability goals as these two objectives have a direct relationship. These two views

were observed by Mihir et al. (2009) in their works: liquidity and profitability model of WCM. They
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