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The Research on Assets Liquidity 1

The Research on Assets Liquidity
(ABSTRACT)

The research on assets liquidity is an important problem in
enterprises’ financial management and accounting management. In
western textbooks about investment, finance and accounting, the
term of liquidity is frequently used,and the analysis and appraisal of
both assets liquidity and firm liquidity also become a very important
approach to manage enterprises. |

This paper is a systematic exploration on assets liquidity with
its choice based on the shortage of funds and stagnation of assets in
enterprises in our country’s economic reality. This research is a com-
prehensive one that contains more than one subjects’ principles and
methods such as economics, finance, accounting , investment , man-
agement and other relative disciplines.

In the past three years, ] have been trying to leap out of the
scope of pure finance and accounting,contributing efforts to make
the research field wider, field of vision more extensive by relating
macroeconomic to microeconomic, and finance, acconuting to eco-
nomics and management. As a result,the research is overlapped.

The paper includes nine sections. The main problems and view-
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points of every section are discussed as follows ;

Section 1 is a starting point to the research of assets liquidity in
which backgrounds of assets liquidity such as firms’ poor operation
performance,shortage of fund,stagnation of assets are discussed.

Section 2 defines asset and other concepts that are related to as-
set, They are capital, property, fund, etc. The goal is to distinguish
these concepts.

Section 3 discusses several asset structure models on the basis
of researching capital structures and capital structure theories, in-
cluding complete equilibrium model, complete unequilibrium model
and partial equilibrium model.

Section 4 analyzes the relation between assets flow and assets
liquidity , viewing assets flow as the premise of assets liquidity,and
assets liquidity as the result of assets flow.

Section 5 establishes the objective, assumptions and principles
of assets liquidity,and at the same time, points out some forms or
channels of assets liquidity.

Section 6 is an analysis of relation between assets liquidity and
cash flow ,with its significance in that the result of assets liquidity is
the increase of cash flow,and the increase and decrease of cash flow
have become an important tool used by accounting information users
and inter - management of enterprises, Based on this,the paper dis-
cusses the relation between a firm’s profitability and liquidity, puts
forward basic balance models of a firm’s profitability and liquidity ,
and compares assets liquidity power with assets liquidity degree,

Section 7 1s the measurement and management of assets liquidi-
ty. First,it probes the choice of measurement attributes. Then it an-

alyzes measuring approaches of assets liquidity of firms under the
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condition of going — concern and firms' liquidation.

Section 8 points out the risks of assets.liquidity and the ways to
deal with the risks. There are some restrictive factors that influence
assets liquidity,-such as economic system,country’s economic poli-
cies ,finance system and settle accounts methods,etc. The main risks
involved in assets liquidity are macro - risk , market - risk ,manage-
ment — risk ,and risk of finance and accounting.

Section 9 is a systematic financial analysis to assets liqudity. It
Explores the roles of assets liquidity in enterprises’ financial analy-
sis,carries out a positive analysis to the relationship between assets
liquidity and profitability ,and designs several financial indexes that
reflect the ability of assets liquidity.

My creative viewpoints in the thesis are described as follows .

1. Distinguishes the connotation between assets flow and assets
liquidity , and explicates the broad sense attribute and the narrow
sense attribute of the two concepts.

2. Establishes several models of assets structure.,which contain
neutral structure,conservative structure,and expansive structure ac-
cording to the features of assets liquidity. Assets structures may be
divided into strong solvency structure,semi — strong solvency struc-
ture and weak solvency structure.

3. Points out the defects of financial objective as profit maxi-
mization , EPS maximization ,and warfare maximization, defining fi-
nancial objective of enterprise as net assets per share maximization.

4. Makes a study on the objective, assumptions, and principles
of assets liquidity. Of these, the objective is determined as liquidity
satisfactory , that is,assets liquidity should pay debts when they are

due. The assumptions are open market, fair market value,and fair
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trade. The principles are meeting paying, keeping net cash inflow,
maintaining the maintenance and appreciation of asset,and matching
with the book income.

5. Reveals the relation between assets liquidity and cash flow,
and defines cash that is used to determine cash flows as pure cash,
which excludes cash equivalents.

6. Puts forward an idea that profitability should balance with
liquidity , and discusses some equilibrium models such as complete
equilibrium model, complete unequilibrium model, and partial equi-
librium model.

7. Puts forward the viewpoint of assets liquidity degree on the
basis of analyzing the relation between liquidity and profitability and
of drawing on the concept of assets liquidity power. Compares lig-
uidity power and liquidity degree of different assets.

8. Discusses macro ~ risk ,market - risk ,management - risk, the
risk of financial and accounting related to assets liquidity,and sug-
gests carrying out credit mortgage »and charging interest to accounts
receivable or overdue accounts.

9. Proposes that the analysis of asset liquidity should be a focal
point of enterprise’s financial analysis.

10. Designs several rates of cash flow. These rates are rate of
liquidity income,guarantee rate of cash paying,and rate of assets lig-

uidity ,and puts forward their standards to judge and appraiseon on.
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