TRADE-OFF BETWEEN LIQUIDITY AND PROFITABILITY
A COMPARATIVE ANALYSIS BY INDUSTRIES
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ABSTRACT

Profitzbility and Fiquidity are the most prominent issnes that fimanos management of czch
ergmizztion should tzke studyimg and thinking about them mito account as their mast
imporizn dutics. Profizakility &s a measure of the amount by witich a fimm's Tevemnss
exozeds its Televant expenses. Liquidity refers to the akiliy of 2 finm to mest its shor
{zrm cbligations. Profitability is measured by accounting base measurements Retur: on
sssets mnd liquidity measured on Currenit Ratio.

Firms with high Equidity may have low risk and then low prefitability. Comversely, i
that has low liquidity may face high; Industries are requized fo moainmaim z trade-off
balance between liquidity and profitability in its dey to day operations. However, too
mmeh attention en profitzbility may lead the finm inte a pitfall by dilutirg the hiquidity
pesition of the arganization. Trade<off level is of majar imporiance o botth the imtzrmal
and exizrmal apalysis because of fs close relationship a business. Hemoe, the present
sudy is initiated to identify the trade-off Between liquidity and profitability of =
somparasive apalysis by indmstrres in Sri Lamka.

This research has foctsed on wihat extent does the trade-offf lewel between Profitatnlty
and Liquidity vary by imdustrial types. To identify the significant variation in Tiquidiny
and profitability trzdes off level amonp manuBacturing sector, services secior, and toading
b i .

The siudly covered 25 listed Companics in the Colomibo Stock Exchange a period of past
frur years from 2000 tv 2003, All the detz were collected from’ anmual repors of ach
company and dete were analysad by using Ratio amalyfls, desfriptive statisiics znd
ANOVA fest Analysis. . s

[
L

Acconding to study results, trade-off level bemwezn Profinability and Liquidity vary by

industrial types. Marnufacturing secter trade off level is very high. Sesvice sector and
tradiing sector trade off low level.
f
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