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Abstract 

Financial distress is a condition where a company experiences financial difficulties and caused 

company into bankruptcy. The purpose of this research is to investigate the impact of liquidity, 

profitability, and total assets turnover on the level of financial distress experienced by 

manufacturing companies that are listed on Indonesia Stock Exchange during 2019-2022. This 

study using purposive sampling based on particular criteria, thus sample of 617 data were 

acquired which obtained from 165 companies. The analysis technique in this research uses 

logistic regression analysis. This research indicates that liquidity, profitability, and total assets 

turnover have a strong negative effect on financial distress. 
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1. Introduction 

According to Masdiantini & Warasniasih (2020), the primary objective of every company is to 

generate profits. This action is taken with the intention of enabling the company to expand and 

sustain operations for a long time. In order to prevent the risk of bankruptcy, businesses that are 

actively conducting their activities need to be able to effectively manage their financial 

resources. Pryangan & Payamta (2020) states that the status of being financial distress is a 

defining characteristic of bankruptcy. An organization said to be in a state of financial distress 

when it is unable to fulfill its debt obligations, whether they are short-term or long-term (Ashraf 

et al., 2019). Many companies are unable to make a profit so they suffer losses and file an 

insolvency or bankruptcy (www.idx.co.id). Not a few companies from various sectors end up in 

the "Special Notation" category, data from the Indonesia Stock Exchange (IDX) regarding 

companies in the "Special Notation for the First Semester of 2023" is stated in the following 

diagram on figure 1.1 below, manufacturing companies are the companies that are most in the 

"red zone" of the Indonesia Stock Exchange, followed by service companies and raw material-

producing companies. This phenomenon should be able to encourage companies in Indonesia, 

especially companies in the manufacturing industry, to increase productivity, and know the 

http://www.idx.co.id/
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factors that cause financial distress to avoid the risk of bankruptcy, so that companies are able to 

survive without having to file a bankruptcy declaration, asset release, and business closure. 

 

Figure 1.1 Data of Companies Included in the Special Notation 

of the Indonesia Stock Exchange 

 
 

The uncertainty of global economic conditions and the prolonged impact of the Covid-19 

Pandemic have caused the world economy to be shaken, especially the economies in developing 

countries (Natalia & Arni Rudiawarni, 2022).  Research related to financial distress has been the 

focus of academics for the past few decades (Maulidina, 2014). Various kinds of research results 

may have been widely used as a guideline for companies to run their business so as not to 

experience financial distress, but the phenomenon shows a different fact that there are still many 

companies that experience financial difficulties or financial distress and are unable to fulfill the 

company's obligations in paying debts, so that it goes bankrupt and have to be delisted from the 

Indonesia Stock Exchange (Aryani et al., 2023). 

 

The gap phenomenon proves that although there has been a lot of research on the theme of 

financial distress, there is still a research gap about the most appropriate financial distress 

measurement model and the main factors that cause financial distress that must be further 

elaborated. Researchers use this in order to obtain the most appropriate model to predict financial 

distress so that the results of the research can be useful, especially for companies. To the best of 

the author's knowledge, there are currently two major clusters that focus on financial distress 

measurement models. The first cluster is a research group that measures financial distress using 

the Altman Z-Score model, the Springate model, the Taffler model, the Zmijewski model, the 

Ohlson O-Score model, and others. The second group uses the traditional model of measuring 

financial distress, which is by looking at negative net income for several consecutive periods. 

The first group of researchers, as conducted by Iqbal & Asyriana (2020), compares the financial 

distress measurement model using the Springate Model with the Taffler Model, while  

Meiliawati & Isharijadi (2017) compare the financial distress measurement model of the Altman 

Z-Score model with the Springate model. The results of the study show that the Springate model 

is more accurate compared to the Altman Z-Score model in predicting financial distress. The 

results of different studies are shown by Ashraf et al., (2019), which suggests that Zmijewski's 
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model is the most accurate in predicting financial distress. The second group of researchers, as 

conducted by Juniarti (2013), measuring financial distress using the condition that companies 

have negative net profit for two consecutive years in companies in the infrastructure, trade, 

transportation, hotel, and service sectors. Fachrudin (2021) Testing financial health using 

conditions, namely companies that have negative equity for 3 consecutive years. Kordestani et 

al., (2011) measuring financial distress using the terms of companies with negative net profit for 

three consecutive years. This research will focus more on the research model developed by 

Altman & Peck (1995) to see in more detail the most appropriate measurement of financial 

distress because in previous studies the Altman Z-Score measurement model still showed many 

different research results. 

 

The second research gap in financial distress research is the factors that affect financial distress. 

Research on factors that affect financial distress has been carried out a lot, for example research 

conducted Balasubramanian et al., (2019); Safitri & Yuliana (2021); Rahmat (2020); Wardhani 

(2007); Tinoco & Wilson (2013) and Ashraf et al., (2019). Based on the results of the initial 

literature review conducted, previous research has discussed more about two main factors, 

namely corporate governance and financial ratios to financial distress, or factors that combine 

both between financial ratios and corporate governance to financial distress. Besides liquidity 

that still shows different results, the profitability ratio (return on assets) also shows inconsistent 

results. Mafiroh & Triyono (2016) and Fahlevi & Mukhibad (2018) finding research results that 

are different from Muflihah (2017) and Dance & Made (2019) that profitability measured using 

return on assets has no effect on financial distress. Liquidity and profitability still show 

inconsistencies in the results of the study, another financial ratio that is still rarely researched and 

still relevant to be further elaborated on the impact on financial distress is the activity ratio. 

One type of activity ratio is TATO (Total Assets Turnover). Maulidina (2014) analyzing the 

impact of the business’ effectiveness in using its resources as measured by the TATO ratio found 

that Total Assets Turnover had a positive effect on financial distress. Different results are shown 

by research Heniwati & Essen (2020) which found that the ratio of activities measured using 

TATO had no effect on financial distress. 

 

1.2 Literature Review 

Signal theory explains how a corporation communicates with shareholders or investors as users 

of financial statements, which are distributed in an open and transparent manner (Brigham & 

Houston, 2014). This signal intends to convey information regarding the company's status, 

enabling investors and the market to formulate varied evaluations of financial success (Ghozali, 

2020). A key indicator that offers investors insight through financial statements is the company's 

financial status. Investors may receive information as either favorable or unfavorable (Dance & 

Made, 2019). Differences in information lead to information asymmetry between managers, who 

possess knowledge and risks associated with the company, and shareholders or investors, who 

have limited information on issues that appear within the company (Spence, 1973). 
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1.2.1 Financial Distress 

Financial distress represents a deterioration in a company's financial status preceding bankruptcy 

or liquidation (Platt & Platt, 2002); which results in the company's performance being disrupted. 

Mselmi et al. (2017) defining when a company’s cash flow is inadequate to cover its essential 

short-term obligation is known as financial distress. According to Platt & Platt (2002), 

information when a company experiences financial distress has the use of being able to 

accelerate the company's actions before bankruptcy occurs and as an early warning in the event 

of bankruptcy in the future, and the company can take other action steps such as mergers or 

takeovers so that the company is able to pay debts and remanage the company's operations 

properly. 

 

The Altman Z-Score model serves as a metric to assess a company's likelihood of insolvency. 

The significance of financial ratio analysis in predicting a company's insolvency or bankruptcy 

has been extensively researched. One of the methods employed is the Z-Score technique created 

by Altman. Altman's justification for employing discrimination analysis stemmed from the 

constraints of ratio analysis, which necessitated the independent evaluation of each ratio 

(Wulandari & Musdholifah, 2019). 

 

The variables employed in the analysis of Altman's model for discrimination include Net 

Working Capital to Total Assets (WCTA), which indicates the firm's capacity to generate net 

working capital from its total assets; Retained Earnings to Total Assets (RETA), reflecting the 

firm's ability to produce retained earnings from its total assets; Earnings Before Interest and Tax 

to Total Assets (EBITTA), which shows the firm's capacity to generate profits from its assets 

prior to interest and tax obligations; the Market Value of Equity to Book Value of Debt, 

signifying the firm's ability to fulfill obligations based on market capital value; and Sales to Total 

Assets, which illustrates management's efficiency in utilizing the firm's total assets to generate 

sales and profits. During its evolution, Altman adjusted the Z-Score to accommodate various 

modifications in indicators, such as Net Working Capital to Total Assets (WCTA), Retained 

Earnings to Total Assets (RETA), Earnings Before Interest and Tax to Total Assets (EBITTA), 

and Market Value of Equity to Book Value of Debt (Dewi & Wahyuliana, 2019). The 

classifications of companies facing financial trouble or not, as indicated by the Z-Score value, 

are as follows: 

1. The Z number less than 1.81 signifies that the organization is experiencing financial distress. 

2. The Z rating between 1.81 and 2.99 signifies that the company is in a grey zone condition. 

3. The Z value over 2.99 indicates that the organization is in good health. 

 

1.3 Hypotheses Development 

1.3.1 The Effect of Liquidity on Financial Distress 

Liquidity serves as a management tool for ensuring accountability to the principle (Saputri & 

Asrori, 2019). A higher liquidity ratio indicates a more favorable financial position for the 

company, hence reducing the likelihood of financial trouble. This study employs the Current 

Ratio to assess liquidity, as a favorable current ratio signifies sound financial health. Conversely, 



    International Journal of Economics, Business and Management Research 

Vol. 9, No.02; 2025 

ISSN: 2456-7760 

www.ijebmr.com Page 215 

 

an excessively high current ratio may suggest adverse conditions, indicating an excess of 

inventory relative to sales, resulting in diminished inventory turnover (Fahmi, 2012). The 

liquidity ratio is represented by the current ratio, which assesses the company's capacity to fulfill 

short-term obligations using its current assets. Altman (1968) shows that the liquidity ratio 

significantly impacts the identification of financial trouble. A higher liquidity ratio indicates a 

more favorable financial position for the company, hence reducing the likelihood of financial 

trouble. The subsequent hypothesis is supported by studies from Maulidina (2014) and Dance & 

Made (2019), indicating that the liquidity proxy, represented by the current ratio, exhibits a 

negative correlation with financial distress. A greater current ratio indicates that the company is 

unlikely to encounter financial trouble, since it can fulfill current liabilities with its current 

assets, so enhancing the company's value and signaling positively to investors. 

 

H1: Liquidity has a negative effect on financial distress. 

 

1.3.2 The Effect of Profitability on Financial Distress 

The profitability ratio, represented by return on assets (ROA), serves as a basis for decision-

making as it reflects the company's profit (Saputri & Asrori, 2019). Elevated profitability 

signifies robust corporate success, as seen by substantial operational profits. When the 

company's profits are substantial, it can diminish its reliance on debt, so decreasing the 

likelihood of financial distress. This hypothesis is confirmed by studies conducted by Muflihah 

(2017) and Dewi & Wahyuliana (2019), which indicate that a lower ROA value correlates with 

diminished efficacy in a company's asset utilization for profit generation, potentially leading to 

losses that result in negative cash flow and subsequent financial distress over time. This results 

from the disparity between operational expenditures and generated revenue. 

 

H2: Profitability negatively affects financial distress. 

 

1.3.3 The Effect of Total Assets Turnover on Financial Distress 

The activity ratio, represented by total assets turnover (TATO), evaluates the efficiency and 

effectiveness of a company's operational activities, hence assessing its capability to conduct daily 

operations. A low total asset turnover signifies the company's ineffectiveness and inefficiency 

lack managing its assets during operational activities, leading to low performance and financial 

distress. This hypothesis is strengthened by studies conducted by Maulidina (2014), Mashudi et 

al. (2021), and Mafiroh & Triyono (2018), which indicate that TATO influences financial 

distress. If a company fails to leverage its assets to enhance sales, it will not generate income, 

thereby increasing the likelihood of financial distress. 

 

H3: Total Assets Turnover (TATO) has a negative effect on financial distress. 

 

2. Research Methods 

This study used financial distress as the dependent variable, with liquidity, profitability, and total 

assets turnover as independent variables. Sekaran & Bougie (2017) assert that the unit of analysis 
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refers to the level of aggregation of data gathered in the subsequent phase of data analysis. This 

study's population consist of manufacturing companies registered on the Indonesia Stock 

Exchange from 2019 to 2022. The sample for this study comprises manufacturing companies 

listed on the Indonesia Stock Exchange from 2019 to 2022, selected according to specific criteria 

using the purposive selection approach, resulting in a total of 165 manufacturing companies as 

the research sample. 

 

Table 2.1 Samples 

No Sample Criteria Total 

1 
Manufacturing companies listed on the Indonesia Stock Exchange in 2019-

2022 
227 

2 
Manufacturing companies which not report an annual reports during 2019-

2022 
(43) 

3 Companies that have complete information needed in the research sample (19) 

 Total number of companies 165 

 Number of Years of observation 4 

 Total Data 660 

 Outlier Data (43) 

 Total sample after outliers 617 

   Source: Data Processed, 2023 

 

2.1 Operational Definition and Measurement of Variables 

2.1.1 Dependent Variable 

This study assessed financial distress by a dummy variable, assigning a score of 0 to companies 

deemed healthy and a code of 1 to those experiencing financial distress, as determined by the 

Altman Z-Score algorithm. Altman & Peck (1995): 

 
Z represents the bankruptcy index. X1 represents Working Capital as a proportion of Total 

Assets, X2 denotes Retained Earnings relative to Total Assets, X3 signifies Earnings Before 

Interest and Taxes in relation to Total Assets, and X4 indicates the Book Value of Equity 

compared to the Book Value of Debt. 

 

Determination of dummy variables: 

1. The Z value of < 1.81 is categorized as a company that experiences financial distress given a 

number of 1. 

2. The Z value of > 1.81 is categorized as a healthy company or does not experience financial 

distress given a number of 0. 

 

     The grey zone, defined by the range 1.81 < Z < 2.99, falls under the category of healthy 

companies. This indicates that, while the company is anticipated to have challenges in the near 

future, it now maintains a sound financial status. 
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2.1.2 Independent Variables 

Liquidity (Liquid) 

Liquidity is a ratio that shows the company’s ability to pay its short-term obligations. The 

measurement proxy used to measure the liquidity ratio in this study is the Current Ratio (Saputri 

& Asrori, 2019). Here is the calculation formula: 

 

Profitability (Prof) 

Profitability is a ratio that evaluates a company's capacity to generate profits and serves as an 

indicator of managerial effectiveness. This study employs Return on Assets (ROA) as the 

measuring proxy for the profitability ratio (Dance & Made, 2019). Presented herein is the 

formula for calculation: 

 

Total Assets Turnover (TATO) 

Total Asset Turnover is classified as an activity ratio. The activity ratio evaluates the company's 

capacity to do operational or everyday operations. A greater asset rotation rate signifies that the 

organization has utilized its assets effectively to generate sales revenue (Heniwati & Essen, 

2020). The formula for calculation is as follows: 

 

2.1.3 Control Variables 

This study uses leverage and firm size as control variables. The measurement proxy used to 

measure the leverage ratio (Lev)  in this study is the debt-to-assets ratio or the ratio of total 

liabilities to total assets (Gunawan et al., 2019). Meanwhile, Firm size is an indicator that reflects 

the entire value of assets possessed by the organization. The magnitude of a firm can be assessed 

by the extent of its assets. Asset size is quantified as the logarithm of total assets (Annither et al., 

2020). 

 

2.2 Research Model 

Logistic regression analysis is employed when the dependent variables in a study are assessed 

qualitatively (Ghozali & Ratmono, 2013). Logistic regression analysis is a statistical method that 

evaluates the likelihood of dependent variables being predictable based on their independent 

factors. Logistic regression methodology does not necessitate normality testing for independent 

variables (Ghozali, 2016). This work presents a model of regression equations: 
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Explanation: 

  = Financial Distress of the company i year t, 

 = Company liquidity i year t, 

  = Company profitability i year t, 

 = Total Assets Turnover of the company i year t, 

  = Company leverage i year t, and 

 = Company size i year t. 

 

3. Results 

3.1 Test Assumptions in Logistic Regression 

The subsequent phase involves testing assumptions in logistic regression. The requisite 

assumption tests are the Hosmer and Lemeshow Goodness of Fit, Overall Model Fit, and 

McFadden R-Squared. This is an evaluation of the Hosmer and Lemeshow Goodness of Fit test 

scores, presented as follows; 

Table 3.1 Regression Model Feasibility Test 

H-L Statistic 14.6396 

 

Prob. Chi-Sq(8) 0.0665 

Andrews Statistic 12.2718   Prob. Chi-Sq(10) 0.2673 

Source: Data processed, 2024 

 

The results of the regression model feasibility test, as indicated in table 3.1, reveal a statistical H-

L value of 14.6396 with a significance probability of 0.0665. The significance probability value 

exceeds 0.05, indicating that the model is acceptable and capable of accurately predicting its 

observational data. 

 

The Overall Model Fit in this test uses a likelihood ratio (LR) statistical test, which aims to 

assess whether the hypothetical regression equation model is consistent with the data or not. 

Table 3. 2 Likelihood Ratio Test Results 

McFadden R-squared 0.251     Mean dependent var 0.303 

S.D. dependent var 0.460     S.E. of regression 0.387 

Akaike info criterion 0.955     Sum squared resid 90.981 

Schwarz criterion 1.033     Log likelihood -283.488 

Hannan-Quinn criter. 0.985     Deviance 566.976 

Restr. Deviance 756.999     Restr. log likelihood -378.499 

LR statistic 190.022     Avg. log likelihood -0.459 

Prob(LR statistic) 0.000     

    Source: Data processed, 2024. 
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The examination of table 3.2 indicates that the probability value (LR statistic) is 0.0000, which is 

below the significance threshold of 0.05. This indicates that independent variables collectively 

influence dependent variables. 

 

In Eviews, the coefficient of determination for logistic regression use McFadden R-Squared. A 

small value of the determination coefficient indicates that the independent variable has limited 

capacity to explain the dependent variable, whereas a large value suggests that the independent 

variables can fully account for the information used in predicting the dependent variable. The 

subsequent results pertain to the determination coefficient test conducted in this study. 

 

Table 3. 3 Determination Coefficient Test Results 

McFadden R-squared 0.251     Mean dependent var 0.303 

S.D. dependent var 0.460     S.E. of regression 0.387 

Akaike info criterion 0.955     Sum squared resid 90.981 

Schwarz criterion 1.033     Log likelihood -283.488 

Hannan-Quinn criter. 0.985     Deviance 566.976 

Restr. Deviance 756.999     Restr. log likelihood -378.499 

LR statistic 190.022     Avg. log likelihood -0.459 

Prob(LR statistic) 0.000     

Source: Data processed, 2024. 

 

The McFadden R-Squared value is 0.251, as seen by the results above. The results indicate that 

independent variables, including liquidity, profitability, and TATO, account for 25.1% of the 

financial distress variable in manufacturing companies listed on the Indonesia Stock Exchange, 

with the remaining variance attributed to external factors not included in the research model. 

 

3.2 Logistic Regression Model 

The subsequent phase in data analysis involves formulating a logistic regression equation once 

the requisite assumptions of logistic regression are satisfied. This study presents the outcomes of 

the regression model equation test. 

Table 3. 4 Logistic Regression Equation Model 

Variable Coefficient Std. Error z-Statistic Prob.   

C 1.501 0.819 1.832 0.067 

Liquid -0.216 0.089 -2.426 0.015 

Prof -12.175 1.933 -6.298 0.000 

TATO -0.533 0.194 -2.745 0.006 

Lev 1.870 0.708 2.641 0.008 

FirmSize -0.124 0.031 -3.954 0.000 

 Source: Data processed, 2024. 
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Based on table 3.4, the results of the logistic regression model test can be made with the 

following model equations. 

 
 

3.3 Research Hypothesis Testing 

3.3.1 Partial Model Significance Test (Wald Test) 

The partial significance test in multiple linear regression employs the t test, but in logistic 

regression, it is conducted using the Wald test. The Wald test evaluates the Wald statistic, which 

follows a chi-square distribution. The determination regarding the hypothesis is based on the 

significant probability value of the test. If the statistical likelihood value of the Wald test is 

below 0.05, the null hypothesis is accepted. This indicates that the independent variable exerts a 

partly significant influence on the dependent variable. If the significance probability value of the 

Wald test exceeds 0.05, the independent variable does not significantly affect the dependent 

variable. The subsequent table presents partial significance test results. 

 

Table 3. 5 Partial Significance Test (Wald Test) 

Variable Coefficient Std. Error z-Statistic Prob.   

C 1.501 0.819 1.832 0.067 

Liquid -0.216 0.089 -2.426 0.015 

Prof -12.175 1.933 -6.298 0.000 

TATO -0.533 0.194 -2.745 0.006 

Lev 1.870 0.708 2.641 0.008 

FirmSize -0.124 0.031 -3.954 0.000 

   Source: Data processed, 2024. 

 

Based on table 3.5, the results of the hypothesis are obtained using logistic regression as follows: 

H1: Liquidity influences financial distress; a significant probability value of 0.015 is found, 

which is less than 0.05 (0.015 < 0.05), hence the hypothesis is accepted. H1 indicates a 

substantial impact of liquidity variables on financial distress.  

 

H2:  Profitability influences financial distress, with a significant probability value of 0.000. The 

significance value is below 0.05 (0.000 < 0.05), hence hypothesis 2 is accepted, indicating a 

substantial impact of the profitability variable on financial distress.  

 

H3: The Total Assets Turnover influences financial distress, evidenced by a significance 

probability value of 0.006, which is less than 0.05 (0.006 < 0.05); thus, Hypothesis 3 is accepted. 

This indicates the substantial impact of the total asset turnover variable on financial distress. 
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3.3.2 Omnibus Test of Model Coefficients 

The Omnibus Test of Model Coefficients was employed to conduct simultaneous regression 

model testing in logistic regression. This test seeks to evaluate the regression equation model that 

incorporates independent variables concurrently, illustrating superiority over the prior basic 

model that excludes independent variables. In the Omnibus test, decision-making involved 

comparing the significance probability value (Sig.) to a significance level of 0.05. If the 

significance value is below 0.05, the regression model with simultaneously significant 

independent variables is superior in data fitting compared to the simple model. If the probability 

value exceeds 0.05, the null hypothesis is rejected, indicating that the regression model is 

unimportant or inadequate in fitting the data relative to the simple model. The subsequent 

outcomes pertain to the concurrent evaluation of the regression equation. 

 

Table 3. 6 Simultaneous Test of Regression Equation 

McFadden R-squared 0.251     Mean dependent var 0.303 

S.D. dependent var 0.460     S.E. of regression 0.387 

Akaike info criterion 0.955     Sum squared resid 90.981 

Schwarz criterion 1.033     Log likelihood -283.488 

Hannan-Quinn criter. 0.985     Deviance 566.976 

Restr. Deviance 756.999     Restr. log likelihood -378.499 

LR statistic 190.022     Avg. log likelihood -0.459 

Prob(LR statistic) 0.000     

Source: Data processed, 2024. 

 

The table indicates a significance probability value of Prob (LR statistic) equal to 0.000. The 

significance value is below 0.05, hence H0 is accepted. This indicates that independent factors in 

the regression model can concurrently predict financial suffering. The model performs more 

effectively with independent variables like liquidity, profitability, and total asset turnover. 

Table 3. 7 Results of Hypothesis Testing Analysis 

No. Variable Name Β Sig. Information 

1. Liquidity (Liquid) -0.216 0.015 H1 Accepted 

2. Profitability (Prof) -12.175 0.000 H2 Accepted 

3. Total Assets Turnover (TATO) -0.533 0.006 H3 Accepted 

Source: Data processed, 2024. 
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3.4 Additional Analysis 

 

Table 3. 8 Results of Hypothesis Testing Analysis on Basic Industry and Chemicals 

No. Variable Name Β Sig. Information 

1. Liquidity (Liquid) -0.398 0.048 H1 Accepted 

2. Profitability (Prof) -16.479 0.001 H2 Accepted 

3. Total Assets Turnover (TATO) -1.164 0.044 H3 Accepted 

Source: Data processed, 2024. 

 

Table 3. 9 Results of Hypothesis Testing Analysis on Consumer Goods 

No. Variable Name Β Sig. Information 

1. Liquidity (Liquid) -0.197 0.111 H1 Rejected 

2. Profitability (Prof) -7.955 0.002 H2 Accepted 

3. Total Assets Turnover (TATO) -0.108 0.530 H3 Rejected 

Source: Data processed, 2024. 

 

Table 3. 10 Results of Hypothesis Testing Analysis in Miscellaneous Industries 

No. Variable Name Β Sig. Information 

1. Liquidity (Liquid) -0.454 0.078 H1 Rejected 

2. Profitability (Prof) -13.954 0.004 H2 Accepted 

3. Total Assets Turnover (TATO) -5.321 0.000 H3 Accepted 

Source: Data processed, 2024. 

 

4. Discussion 

4.1 The Effect of Liquidity on Financial Distress 

Based on the results, the coefficient value is -0.216 with a significance value of 0.015. The 

significance level of the liquidity variable is smaller than 0.05 (0.015 <0.05), thus H1 is accepted. 

This shows that liquidity has a significant effect on financial distress with a negative relationship 

direction. These results explain that if high liquidity indicates that the company's financial 

condition is good, it will reduce the possibility of financial distress. 

 

Based on the results of hypothesis testing, this study supports previous research which found that 

liquidity has a significant negative effect on financial distress. This study supports the research 

of Maulidina (2014) and Dance & Made (2019) show that liquidity has a significant negative 

effect on financial distress. The results of this study indicate that liquidity proxied by the current 

ratio can predict the possibility of financial distress in manufacturing companies in Indonesia in 

2019-2022. Maulidina (2014) states that a high liquidity ratio value indicates that the company 

can fulfill its short-term obligations well (on time), so that the company can avoid financial 

distress. 
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4.2 The Effect of Profitability on Financial Distress 

Based on the results, the coefficient value is -12.175 with a significance value of 0.000. The 

significance level of the profitability variable is smaller than 0.05 (0.000 <0.05), thus H2 is 

accepted. This shows that profitability has a significant effect on financial distress with a 

negative relationship direction. These results explain that if high profitability shows that the 

company's performance is effective in managing its assets to generate profits and reduce the use 

of debt, it will reduce the possibility of financial distress. 

 

Based on the results of hypothesis testing, this study supports previous research which found that 

profitability has a significant negative effect on financial distress. This study supports the 

research of Muflihah (2017) and Dewi & Wahyuliana (2019) show that profitability has a 

significant negative effect on financial distress. 

 

Profitability is a ratio that shows the company's ability to generate profits. The higher the 

profitability ratio value proxied by ROA (Return on Assets), the more effectively the company 

utilizes its assets so that it can generate optimal profits. If the company has a large profit, it is 

able to minimize costs. Companies with high ROA values have made efficiency which has an 

impact on the adequacy of funds for the company, so that the company avoids financial distress. 

 

4.3 The Effect of Total Assets Turnover on Financial Distress 

Based on the results, the coefficient value is -0.533 with a significance value of 0.006. The 

significance level of the total assets turnover variable is smaller than 0.05 (0.006 <0.05), thus H3 

is accepted. This shows that total assets turnover has a significant effect on financial distress with 

a negative relationship direction. These results explain that if the total assets turnover is high, it 

shows that the company can manage its assets effectively and efficiently in its operational 

activities, so that it will reduce the possibility of financial distress. 

 

Based on the results of hypothesis testing, this study supports previous research which found that 

total assets turnover has a significant negative effect on financial distress. This study supports the 

research of Maulidina (2014), Mafiroh & Triyono (2018), and Mashudi et al. (2021) which found 

that total assets turnover has a significant negative effect on financial distress. A high total asset 

turnover (TATO) value indicates that the company is able to generate high sales from each of its 

assets. If the company is able to generate large total sales, it will have an impact on large profits 

for the company. 

 

4.4 Additional Analysis 

The novelty value in this study is that in addition to analyzing the effect of liquidity, profitability, 

and total asset turnover on financial distress in manufacturing companies, it also tests the 

manufacturing company sector according to JASICA (Jakarta Stock Industrial Classification) 

including the basic industry and chemicals, consumer goods, and miscellaneous industries 

sectors. 
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The effect of liquidity on financial distress in the basic industry and chemicals sector is accepted 

with a significance of 0.048 where the significance level is smaller than 0.05, while in the 

consumer goods and miscellaneous industries sector shows the hypothesis is rejected. This can 

happen because there are still many companies in the consumer goods and miscellaneous 

industries sectors whose financial condition is categorized as healthy, so the possibility of 

financial distress is very low.  

 

The effect of profitability on financial distress in the basic industry and chemicals, consumer 

goods, and miscellaneous industries sectors is accepted. This result shows the significance of 

each sector below 0.05, namely 0.001; 0.002; and 0.004; and shows the negative direction of the 

influence of the coefficient value of the profitability variable in the three sectors. This shows that 

when the company's profit is high, the company can reduce the use of debt which can reduce the 

occurrence of financial distress. 

 

The effect of total assets turnover on financial distress in the basic industry and chemicals and 

miscellaneous industries sectors is accepted with a significance value of less than 0.05, namely 

0.044 and 0.000, while the hypothesis in the consumer goods sector is rejected. This shows that 

total asset turnover in the consumer goods sector is rejected because of the possibility of low 

total asset turnover during the covid-19 pandemic, so that companies cannot manage their assets 

effectively and efficiently in operational activities which can lead to financial distress. 

 

5. Conclusions 

This study aims to determine the effect of liquidity, profitability, and total asset turnover on 

financial distress in Indonesian manufacturing companies from 2019 to 2022. Additional results 

that analyze each financial ratios on financial distress show interesting results and become a 

novelty in this study. Previous research only focused on analyzing the main sector, while this 

study adds contribution about financial distress in each manufacturing sub-sector in Indonesia. 

Based on the findings from the data analysis and discussion that has been carried out, it can be 

concluded. Liquidity has a significant negative effect on financial distress in manufacturing 

companies. Liquidity also has a negative effect on financial distress in manufacturing companies 

within the basic industry and chemicals sector, while it had no significant effect in the consumer 

goods and miscellaneous industries sector. The results indicate that high liquidity suggests a 

favorable financial condition for the company, it will reduce the possibility of financial distress. 

Profitability has a negative effect on financial distress simultaneously in manufacturing 

companies, and partially in those within the basic industry and chemicals, consumer goods, and 

miscellaneous sectors. The results indicate that high profitability reflects the company's 

performance is effective in asset management to create profits and minimize debt usage, it will 

reduce the possibility of financial distress. 

 

Total asset turnover has a significantly effects financial distress with a negative direction. The 

results indicate that a high total asset turnover signifies the company's successful and efficient 

management of its assets in operational activities, hence diminishing the likelihood of financial 

distress. A high total asset turnover (TATO) value indicates that the company is able to generate 
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high sales from each of its assets. If the company is able to generate large total sales, it will have 

an impact on large profits for the company. 

 

In this study, there are limitations and suggestion for future research. The McFadden R-Squared 

value is 0.251, indicating that 25.1% of the variance in the dependent variable is accounted for 

by the independent variable, while 74.9% is attributed to external factors not included in the 

study model. This indicates that other characteristics must be explored to elucidate the prediction 

of financial distress. 

 

From the findings of this study, the author aims to offer a framework for subsequent research 

about financial distress. The limitations of this study present an opportunity for future research 

by incorporating other independent factors to achieve more thorough results. Additional research 

may use a proxy for financial distress and expand the sample to include entities not listed on the 

Indonesia Stock Exchange to assess financial distress. 

 

The findings of this study may serve as a reference for current and prospective investors seeking 

investment opportunities. Investors must use caution when selecting a company and avoid 

investing in those anticipated to have financial distress. This research can assist corporate 

management in identifying indicators of financial troubles to implement measures that prevent 

financial distress, which may lead to bankruptcy. 
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