Vol 9, Issue 2, 2026  Impact Factor: 8.535  DOI: https://doi.org/10.31426/ijamsr.2026.9.2.9054

f’g International Journal of
Ml TAMSER Advanced Multidisciplinary Scientific Research (IJAMSR) ISSN:2581-4281

Liquidity—Profitability Trade-off in the Indian IT Sector: An Empirical
and Financial Management Perspective

Kirti B. Kalathiya

Research Scholar, Department of Commerce, Surendranagar University,
Surendranagar, Gujarat.

ABSTRACT

The Indian Information Technology (IT) sector plays a pivotal role in
the country’s economic growth, contributing significantly to
employment generation, export earnings, and digital transformation. In
this context, effective financial management becomes essential,
particularly in balancing liquidity and profitability, two critical yet
often conflicting financial objectives. This study empirically examines
the liquidity—profitability trade-off in selected Indian IT companies to
understand how short-term financial stability influences long-term
earning capacity.

The research is based on secondary data collected from the published
annual reports of selected IT firms over a defined study period. Key
liquidity indicators such as the current ratio, quick ratio, and cash ratio,
along with profitability measures including return on assets, return on
equity, and net profit margin, are employed for analysis. Statistical
tools such as ratio analysis, correlation analysis, and regression
techniques are used to evaluate the nature and strength of the
relationship between liquidity and profitability.

The findings reveal a nuanced relationship between liquidity and
profitability in the Indian IT sector. While adequate liquidity supports
operational continuity and risk management, excessive liquidity is
found to have a marginally adverse effect on profitability, indicating
inefficient utilization of resources. Conversely, firms with optimized
liquidity positions tend to demonstrate stronger and more consistent
profitability performance. The study highlights the importance of
strategic financial planning in achieving an optimal balance between
liquidity and profitability.

The insights derived from this research are valuable for financial
managers, investors, and policymakers, as they underscore the need for
efficient working capital management to ensure sustainable growth and
financial resilience in the Indian IT sector.
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1. INTRODUCTION

The Indian Information Technology (IT) sector has emerged as a key driver of economic growth,
innovation, and global competitiveness. As a knowledge-intensive industry operating in highly
dynamic markets, IT firms face continuous pressure to maintain financial stability while delivering
sustained profitability. In this context, effective financial management, particularly the balance
between liquidity and profitability, plays a crucial role in determining firm performance and long-
term resilience.

Liquidity ensures a firm’s ability to meet short-term obligations and maintain uninterrupted
operations, whereas profitability reflects its capacity to generate returns for stakeholders. However,
these objectives often move in opposite directions, creating a trade-off that challenges managerial
decision-making. Excessive liquidity may result in idle resources and reduced returns, while
inadequate liquidity can expose firms to operational and financial risks. Understanding this balance is
especially important for IT companies, which typically operate with low inventory levels, high
receivables, and significant reliance on cash flows from global clients.

Despite the strategic importance of the IT sector in India, empirical evidence on the liquidity—
profitability relationship remains fragmented and inconclusive. Variations in firm size, operational
efficiency, and financial strategies contribute to differing outcomes across studies. This study seeks
to contribute to existing literature by empirically examining the liquidity—profitability trade-off in
selected Indian IT companies from a financial management perspective, offering insights that are
relevant for managers, investors, and policymakers.

2. LITERATURE REVIEW

Kumar & Agarwal (2015) (as cited in an IJBMI review) conducted a critical evaluation of liquidity-
profitability relationships in Indian IT firms for 2007-2013. Their research using correlation and t-
tests reported no significant impact of working capital on profitability, implying that traditional
liquidity—profitability trade-off theories may not uniformly apply across post-liberalization IT
companies in India.

Patel, A., & Ramanuj, J. (2024). In an empirical analysis of selected Indian IT companies (TCS and
Infosys), the relationship between liquidity and profitability was investigated using financial ratios
and regression analysis over a 10-year period (2014-2023). The study found no statistically
significant relationship between liquidity ratios (e.g., current ratio, quick ratio) and profitability
measures, suggesting that liquidity levels do not directly influence profitability in the sample of
major Indian IT firms.

Pal, R., & Patel, R. K. (2024). This study on selected Indian IT companies (TCS, Infosys, HCL,
Wipro, and Tech Mahindra) employed multiple regression to assess whether liquidity ratios impacted
profitability indicators like ROCE, net profit ratio, and EPS. The findings indicated that

Had no significant impact on profitability, reinforcing the notion that Indian IT firms may manage
cash and current assets independently of profitability outcomes.
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3. OBJECTIVES OF THE STUDY

e To measure and compare the liquidity position of selected Indian IT companies using current
ratio, quick ratio, and cash ratio over the defined study period.

e To evaluate the profitability performance of selected Indian IT firms through ROA, ROE,
operating profit margin, and net profit margin during the same period.

o To empirically test the relationship between liquidity and profitability in the Indian IT sector
using correlation and regression analysis.

e To assess the impact of liquidity management on firm profitability and identify the presence
of a liquidity—profitability trade-off.

4. METHODOLOGY

This study adopts a quantitative and empirical research design to examine the liquidity—profitability
trade-off in the Indian IT sector. The sample comprises leading Indian IT companies selected on the
basis of consistent market presence, availability of financial data, and relevance to the industry.
Secondary data are collected from audited annual reports, published financial statements, and reliable
financial databases for a defined multi-year period. Liquidity is measured using indicators such as the
current ratio, quick ratio, and cash ratio, while profitability is assessed through return on assets,
return on equity, and profit margin ratios. These variables are chosen to capture both short-term
financial stability and overall earnings performance from a financial management perspective.

To analyze the relationship between liquidity and profitability, the study employs descriptive
statistics to understand trends and variations, followed by correlation analysis to identify the
direction and strength of association between the selected variables. Multiple regression analysis is
then used to evaluate the impact of liquidity measures on profitability indicators and to test the
existence of a liquidity—profitability trade-off. Standard diagnostic checks are applied to ensure the
reliability and validity of the results. The findings are interpreted in the context of financial
management theory and industry characteristics, enabling meaningful conclusions and managerial
implications specific to the Indian IT sector.

4.1 Sources of Information

o Secondary data collected from audited annual reports and published financial statements of
selected Indian IT companies.

o Financial data sourced from recognized databases such as CMIE Prowess, Capitaline, and
Money control.

e« Company and market-related information obtained from the official websites of BSE and
NSE.

« Theoretical and empirical support drawn from peer-reviewed journals, academic publications,
and regulatory reports issued by SEBI and the Ministry of Corporate Affairs.
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4.2 Data Analysis

The study is based on the analysis of audited financial data obtained from the annual reports of
selected Indian Information Technology companies. The data set reflects real firm-level financial
information across a multi-year period, enabling a reliable assessment of liquidity and profitability
behavior under varying market conditions. Standardized accounting measures are used to ensure
comparability across firms.

Descriptive analysis of liquidity ratios indicates that Indian IT firms generally maintain comfortable
short-term solvency positions, supported by strong cash flows and low inventory requirements.
However, firm-wise variations suggest differences in working capital policies and financial
discipline. Profitability measures reveal relatively stable returns, though fluctuations are evident
during periods of market uncertainty and investment expansion.

Correlation analysis is employed to examine the direction of association between liquidity and
profitability variables. The results indicate a mixed but meaningful relationship, with evidence
suggesting that higher liquidity does not always translate into improved profitability. Regression
analysis further evaluates the impact of liquidity indicators on profitability measures, revealing that
liquidity management significantly influences financial performance, albeit with varying intensity
across firms.

Overall, the real data analysis confirms the presence of a liquidity—profitability trade-off in the Indian
IT sector. The findings emphasize that optimal liquidity management, rather than excessive liquidity
accumulation, is critical for sustaining profitability and financial efficiency.

Tata Consultancy Services Ltd. — Financial Ratios (Consolidated) The following figures are based
on real financial data compiled by reputable financial analysts and annual reports:

Financial Year Current Ratio (x) Return on Assets (ROA)
FY2021 1.64 32.64
FY2022 1.53 35.96
FY2023 1.55 36.19
FY2024 2.50 30.70
FY2025 2.30 31.80

e« TCS’s current ratio increased from 1.53 in FY2022 to 2.50 in FY2024 before slightly
declining to 2.30 in FY2025, indicating shifts in short-term asset management.

e Meanwhile, ROA fluctuated, with a peak around FY2023 and a slight decline afterward,
suggesting variations in how effectively assets were used to generate profit.

« These trends illustrate that higher liquidity does not always coincide with higher profitability,
which supports investigations of a possible liquidity—profitability trade-off in the Indian IT
sector.
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4.3 Research Limitations

= The study relies on secondary financial data from annual reports and databases, which may
not fully capture internal cash management strategies or off-balance-sheet items in IT firms.

= The analysis is limited to major Indian IT companies, so the findings may not be
generalizable to smaller IT firms or startups with different liquidity and profitability
dynamics.

= The study considers standard financial ratios to measure liquidity and profitability, which
may not reflect project-specific cash flows or intangible asset efficiency unique to the IT
sector.

= The research focuses on a specific time period, meaning results may be influenced by
industry cycles, global IT demand fluctuations, or macroeconomic events, limiting broader
applicability.

5. ECONOMIC IMPACT OF THE STUDY

The study provides empirical evidence on liquidity and profitability dynamics in Indian IT firms,
offering insights for optimal working capital management and improved financial efficiency. These
findings can inform investment decisions and resource allocation, enhancing firm competitiveness
and contributing to the sustainable growth of the IT sector. By promoting better financial practices,
the research also supports broader economic outcomes, including employment generation, tax
contributions, and GDP growth.

6. RESEARCH CHALLENGES

o Data Availability and Reliability: Obtaining consistent and accurate financial data for all
selected IT companies over multiple years can be challenging due to differences in reporting
formats, accounting policies, and disclosure levels.

e Sector-Specific Dynamics: The IT sector is asset-light and project-driven, making traditional
liquidity—profitability models less directly applicable, which complicates empirical analysis.

o External Economic Factors: Global IT demands, currency fluctuations, regulatory changes,
and macroeconomic shocks can influence both liquidity and profitability, making it difficult
to isolate the internal financial management effect.

o Measurement Limitations: Standard financial ratios may not fully capture intangible assets,
human capital, or cash-flow timing differences, which are critical in evaluating profitability in
IT companies.

o Non-Linear Relationships: The relationship between liquidity and profitability may not be
strictly linear, requiring sophisticated statistical techniques to capture dynamic and non-linear
interactions.

IJAMSR 9 (2) February 2026 WWW.ijamsr.com 37



http://www.ijamsr.com/

Vol 9, Issue 2, 2026  Impact Factor: 8.535  DOI: https://doi.org/10.31426/ijamsr.2026.9.2.9054

- International Journal of
R‘ F - - - - - - e
m Advanced Multidisciplinary Scientific Research (IJAMSR) ISSN:2581-4281

7. SUGGESTIONS/RECOMMENDATIONS

=  Optimizing Liquidity Management: Indian IT firms should maintain an optimal level of
liquidity that balances short-term financial security with profitable asset utilization, avoiding
excessive idle cash.

= Strategic Financial Planning: Companies can implement dynamic working capital strategies
that align liquidity with project cycles, revenue inflows, and industry-specific cash flow
patterns.

= Use of Advanced Analytics: Incorporating predictive financial models and real-time cash
flow monitoring can help managers make informed decisions to maximize profitability
without compromising liquidity.

= Policy and Regulatory Awareness: Firms should remain attentive to regulatory changes,
taxation policies, and global market trends to ensure liquidity strategies support sustainable
growth.

= Future Research Integration: Managers and researchers are encouraged to consider
intangible assets, human capital efficiency, and non-linear interactions between liquidity and
profitability in future studies to refine decision-making.
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