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ABSTRACT 
 

The objective of this study is to ascertain the financial ratios, specifically the Cash Ratio, Return on 

Investment (ROI), Return on Equity (ROE), and Net Profit Margin (NPM), of Financial Distress in 

Manufacturing Companies within the Consumer Goods Industry Sector that are listed on the Indonesian 

Stock Exchange. This study employs quantitative data. The findings and analysis presented in this 

study are as follows: The multiple linear regression test results indicate that the t-count value is 10.625, 

more significant than the t-table value of 2.03951. Additionally, the significance level of the t-count is 

0.001, which is less than the significance level of 0.05. Therefore, we may infer that the t-count value 

is statistically significant. The ROI multiple linear regression test results indicate that the t-count value 

of 2.886 is statistically significant with a p-value of 0.007, compared to a t-table value of 2.03951 and 

a significance level of 0.05. Therefore, we can infer that the t-count value of 2.886 is significant. The t-

value is 2.03951, and the significance level is 0.007, less than 0.05. The multiple linear regression 

analysis shows that the t-count for ROE is -2.897, which has a significance level of 0.007. Comparing 

this with the t-table value of 1.69552 at a significance level of 0.05, we may infer that the t-count value 

of 2.897 is greater than the t-table value of 1.69552, and the significance level of 0.007 is less than 

0.05. The multiple linear regression analysis shows that the t-count value for NPM is -1.095, with a 

significance level of 0.282. Comparing this to the t-table value of 1.69552 at a significance level of 0.05, 

we may conclude that the t-count value of 1.095 is less than the t-table value and is not statistically 

significant. The F-table test yielded a result of 2.67 with an error rate of 5%. The acquired F-count was 

50.596, more significant than the F-table value of 2.67, indicating a significant difference with a 

significance level of 0.002, less than the threshold of 0.05. 
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INTRODUCTION 

 

The globalization of the international economy in the present period has led to a decline in 

company operations due to the Global Financial Crisis. In order to ensure the survival of a 

company amidst intense competition, the company must enhance its performance, foster 

product innovation, and devise new strategies. These measures will help maintain the 

company's competitiveness and profitability, thus ensuring its continued success. Intense 

competition exists among enterprises in the consumer goods industrial sector. 

Manufacturing companies in the consumer goods industry have the potential for growth, 

development, and intense competition due to their involvement with profitable individuals 

and companies, making them resilient to economic crises. Regardless of the affordability 

or high cost of the selling price, products manufactured by enterprises in the consumer 

goods industry sector are consistently in demand and essential for the public. Each year, 

the proliferation and expansion of food and beverage enterprises in Indonesia serve as a 

potent catalyst for rivalry among these companies. Manufacturing companies in the 

consumer goods industry sector encounter various challenges as they expand, including 

scarcities of raw materials and auxiliary materials, inadequate infrastructure, exorbitant 

investment interest rates, the depreciation of the rupiah exchange rate impacting production 

costs, and reliance on imported raw materials, rendering Indonesian products uncompetitive 

due to the limited availability of domestic natural resources.  Failure to achieve economies 

of scale in the manufacture of consumer goods by manufacturing enterprises in the 

industrial sector could jeopardize the company's financial stability and potentially lead to 

bankruptcy.  

Manufacturing companies in the consumer goods sector frequently encounter adverse 

issues related to their products in circulation in Indonesia. These issues include the presence 

of hazardous ingredients in food and beverages available in the market, as well as the 

presence of mercury in certain products. Cosmetics, among other things. Adverse factors 

such as these can diminish people's inclination to consume these products. If there is a 

decline in public demand for the product, the company's revenue and profits will also 

decline, making the company highly susceptible to financial distress. This can threaten the 
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company's survival in the competitive industry and lead to significant losses for investors, 

as they would be unwilling to invest in companies at risk of bankruptcy. Financial distress 

is an initial indication of a firm facing financial challenges before bankruptcy, which might 

arise from the company's financial issues. Financial difficulty is an indication of potential 

bankruptcy that a firm may face. 
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Upon reviewing the financial reports of PT. Unilever Indonesia Tbk. During the past 

three years, it is evident that there was a rise in liabilities amounting to 1.4 trillion in the 

fourth quarter of 2019, which subsequently reached 1.1 trillion in 2020. PT. Unilever 

Indonesia Tbk saw a marginal profit rise, averaging roughly 1.5 trillion in the last quarter 

of 2019, 2020, and 2021. The company's poor financial performance was partly attributed 

to the declining household consumption growth. Before the manifestation of financial 

difficulty, a corporation must analyze prevailing conditions consistently. The root cause of 

financial distress is the company's incompetence in effectively managing and sustaining its 

financial performance. This incompetence stems from its failure to execute product 

promotion initiatives, leading to decreased sales and suboptimal revenue. In the past two 

decades, there has been a rise in financial difficulties in numerous companies across 

developed and emerging nations (Almamy et al., 2016). Several research has been carried 

out to identify the variables that can forecast financial difficulties, encompassing 

macroeconomic, financial, and company governance factors. A study conducted by Ragab 

and Saleh (2021) revealed that the financial metric of leverage significantly predicts the 

likelihood of financial hardship. In contrast, liquidity, profitability, coverage, and activity 

do not have any impact. Consequently, the corporation incurred operational losses during 

that specific time frame. In a separate study conducted by Mohamed (2020), it was 

discovered that combining financial factors with market and macroeconomic variables 

yielded superior results in forecasting the likelihood of financial hardship. This study 

examines the impact of cash ratio, ROI, ROE, and NPM on financial distress in the 

manufacturing companies within the consumer products industry sector listed on the 

Indonesian Stock Exchange between 2019 and 2021.  
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Financial report analysis refers to transforming data from financial reports into 

meaningful information that can be used to make informed decisions (Chalmers et al., 

2019). Companies release financial reports to provide information about their financial 

status, including any changes in their financial situation and overall performance. Assessing 

the organization's financial state and performance necessitates conducting an audit of its 

finances, utilizing financial ratios as an analytical instrument. A financial ratio is a 

quantitative measure that relates two accounting figures and is calculated by dividing one 

figure by another.  

Financial ratio analysis examines financial reports using financial ratios to analyze and 

evaluate a company's financial performance. (Syukur et al., 2021) Financial ratios serve as 

a valuable tool for forecasting corporate success, including the ability to anticipate financial 

challenges in firms. (Hosaka, 2019; Kartikasari et al., 2023) The purpose of financial ratio 

analysis is to normalize the company's financial data into a statistical summary, which can 

then be used as input for decision-making. Financial ratio analysis also has limits, primarily 

due to the challenge of comparing a company's calculated financial ratios with industry 

averages. (Marbun & Malau, 2022) 

Financial ratios are categorized into different types, including liquidity ratios, leverage 

ratios, activity ratios, profitability ratios, growth ratios, and valuation ratios. This research 

utilizes profitability, leverage, liquidity, and activity ratios. This research utilizes the Cash 

Ratio, Return on Investment (ROI), Return on Equity (ROE), and Net Profit Margin (NPM) 

financial ratios.  

The financial state of a firm is significant for several stakeholders, including internal 

and external parties such as investors, creditors, and other entities. Hence, it is imperative 

for organizations to diligently maintain their financial standing to avoid encountering any 

financial adversity. The concept of financial distress differs among academics due to the 

differences in accounting rules and practices among countries. (Anggraini & Mulya, 2017; 

Eugenio et al., 2023; García & Herrero, 2021) Nevertheless, experts widely acknowledge 

that corporate failure inevitably results in a gradual decline in company profitability.  

Financial distress serves as a first indication and precursor that a company will likely 

face bankruptcy due to financial difficulties. (Iwan Firdaus, 2023) Financial difficulty 

typically arises from heightened reliance on debt. As the debt level increases, so does the 

weight of interest expenses—the potential for decreased revenue leads to the company 

experiencing financial hardship. Financial distress refers to a scenario in which a firm's 
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operating cash flow is insufficient to cover its obligations, such as trade payables or interest 

expenditures. As a result, the company is compelled to implement remedial measures. 

Financial distress refers to a highly critical situation where a firm cannot meet its financial 

obligations and requires a resolution that involves altering its operations or structure. 

Financial distress information is an early indicator of bankruptcy, enabling management to 

address issues and avert bankruptcy before it happens proactively. Bankruptcy, 

characterized by financial difficulty, can be avoided by timely action. Specifically, this 

refers to a scenario in which the company struggles to generate profits or consistently 

experiences a financial deficit. (Affandi & Meutia, 2021; Hosaka, 2019) 

 
METHOD 

 
This study employs a quantitative methodology to examine the impact of financial ratios 

on the likelihood of financial distress in manufacturing companies within the consumer 

products sector listed on the Indonesian Stock Exchange between 2019 and 2021. We have 

chosen a subset of industrial companies that are publicly listed and have extensive financial 

information accessible. We gather essential financial indicators, including Cash Ratio, 

Return on Investment (ROI), Return on Equity (ROE), and Net Profit Margin (NPM), from 

the annual financial statements acquired from the Indonesia Stock Exchange and the 

companies' websites.  

Financial distress is the dependent variable, identified by declining profitability, 

indications of liquidity crises, and leverage levels above the usual industry benchmarks. 

The variables we are analyzing are the financial ratios that represent these organizations' 

financial well-being and operational effectiveness.  

By employing logistic regression, we analyze the predictive impact of individual 

financial measures on the occurrence of financial distress. We also consider variables like 

firm size and market conditions to isolate the specific influence of the financial ratios. We 

validate the accuracy of our model by assessing fit indices and the area under the ROC 

curve, assuring the reliability of our predictions.  

Our approach's objective is to elucidate the correlation between financial performance, 

as shown by various ratios, and the probability of encountering financial trouble. This 

research aims to offer valuable insights that can assist stakeholders, such as investors and 

company management, in making well-informed decisions and avoiding financial 

catastrophes in susceptible firms. This study contributes to the wider discourse on financial 
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well-being in the consumer products manufacturing industry, underscoring the significance 

of regularly monitoring crucial financial metrics. 

 
 

RESULTS AND DISCUSSION 
 

Descriptive statistics are employed to elucidate the data acquired for each research variable 

without drawing overarching generalizations. The table presents descriptive statistics for 

the dependent and independent variables of three companies: PT. Unilever Indonesia Tbk, 

PT. Mayora Indah Tbk, and PT. Kino Indonesia Tbk. The data covers the years 2019, 2020, 

and 2021. 

Table 1. Descriptive Statistical Analysis 

 N Valid Minimum Maximum Mean Std. Deviation 

Cash Ratio 36 0.0261 0.7296 0.224278 0.2107324 

Return On Investment 36 0.0032 0.3580 0.103428 0.0972064 

Return on Equity 36 0.0066 1.4509 0.319322 0.4115403 

NetProfit Margin 36 0.0176 0.3034 0.110375 0.0638503 

Financial Distress 36 0.5101 7.1456 3.923011 2.0560144 

 

The analytical output yields a Durbin-Watson statistic of 1.7323. This number lies 

inside the range defined by the top and lower boundaries (dU = 1.7245 and 4-dU = 2.2755) 

of the Durbin-Watson critical values table. More precisely, when the difference (d) is more 

significant than the lower bound (dU) but less than the upper bound (4-dU), it suggests that 

the hypothesis stating that there is no autocorrelation in the residuals is accepted. This result 

is crucial since it verifies the autonomy of the residuals, hence confirming the dependability 

of the regression model. It guarantees that the results obtained from the logistic regression 

analysis are solid and reliable, increasing the trustworthiness of the conclusions regarding 

the financial ratios and their influence on financial hardship. 

The coefficient of determination, computed as 0.867, signifies a significant amount of 

variability in the financial distress latency that can be accounted for by the independent 

variables in the model, namely Net Profit Margin (NPM), Return on Equity (ROE), Return 

on Investment (ROI), and Cash Ratio. This number indicates that these financial parameters 

explain 86.7% of the variation in financial distress seen in the enterprises under study. 

Therefore, this significant percentage emphasizes the powerful influence that these 
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particular financial measurements have in forecasting financial turmoil within the industry. 

Nevertheless, it is crucial to acknowledge that the remaining 13.3% of the variability can 

be attributed to additional factors not considered in this study. The remaining percentage 

indicates the possible impact of external factors or industry-specific circumstances that 

could contribute to financial difficulties but were not accounted for in the current research 

model. This observation can provide direction for future research to investigate additional 

factors that could enhance our understanding of the intricacies of financial hardship in 

manufacturing firms operating in the consumer products sector. 

By doing the analysis at a significance level of 0.05 and calculating the residual degrees 

of freedom as \( n - k - 1 = 12 - 4 - 1 = 7 \) (corrected from the previous paragraph), the 

results of the partial hypothesis testing on the financial ratios are as follows:  

1. The t-value for the Cash Ratio variable is 10.625, which is higher than the critical 

t-value of 2.03951, indicating a statistically significant result with a significance 

level of 0.001. Based on the comparison of the values 10.625 and 2.03951, as well 

as the values 0.001 and 0.05, it can be inferred that the cash ratio has a statistically 

significant influence on financial distress. This outcome emphasizes the 

significance of liquidity as an indicator of financial well-being.  

2. Return on Investment (ROI) refers to measuring profitability or financial gain from 

an investment. It is a metric used to evaluate the efficiency and effectiveness of an 

investment by comparing the amount of return generated to the cost of the 

investment. The ROI has a t-count of 2.886, which exceeds the t-table value of 

2.03951. At a significance level of 0.007, this finding (2.886 > 2.03951 and 0.007 

< 0.05) demonstrates that ROI considerably impacts financial distress, hence 

validating its importance in assessing investment efficiency.  

3. The Return on Equity (ROE) has a t-value of -2.897, higher than the adjusted t-table 

value of 1.69552, indicating a significant difference with a significance level of 

0.007. These findings indicate that -2.897 is more significant than 1.69552 and 

0.007 is less than 0.05, demonstrating that ROE is a strong predictor of financial 

trouble. Although the negative sign is present, the magnitude implies a robust 

correlation.  

4. The Net Profit Margin (NPM) has a t-count of -1.095, below the t-table threshold 

of 1.69552, and a significance level of 0.282. Since -1.095 is less than 1.69552 and 
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0.282 is more significant than 0.05, it may be concluded that NPM does not 

significantly affect financial distress in the study setting.  

The results demonstrate the diverse impact of several financial measures on the 

probability of experiencing financial difficulties, offering detailed insights into practices 

related to financial management. The significance of each component underscores certain 

areas of attention for forecasting financial well-being, underscoring the crucial function of 

thorough financial analysis. 

After doing a multiple linear regression analysis to assess the influence of several 

financial ratios on financial distress in manufacturing enterprises operating in the consumer 

products industry between 2019 and 2021, the following findings have been obtained:  

1. The cash ratio (CR): The regression analysis shows that the t-value for the Cash 

Ratio is 10.625, statistically significant at a level of 0.001, significantly lower than 

the threshold of 0.05. The obtained result exceeds the critical t-table value of 

2.03951, thus demonstrating that the Cash Ratio significantly benefits financial 

distress among the enterprises included in the study.  

2. Return on Investment (ROI): The t-count for ROI is 2.886, higher than the t-table 

value of 2.03951. At a significance level of 0.007, the return on investment (ROI) 

positively and significantly impacts financial distress, emphasizing its importance 

in comprehending financial well-being during the specified years.  

3. The t-count for Return on Equity (ROE) is -2.897, higher than the t-table value of 

1.69552 with a significance level of 0.007. This discovery demonstrates a 

substantial adverse effect of Return on Equity (ROE) on financial distress, implying 

that a greater ROE is linked to reduced financial distress.  

4. The Net Profit Margin (NPM) has a t-value of -1.095, lower than the threshold value 

of 1.69552 from the t-table—additionally, the significance level of 0.282 is above 

the threshold of 0.05. Therefore, the research period reveals that NPM has minimal 

impact on financial distress, suggesting that it has limited predictive ability.  

5. Overall Model Significance: The F-test yielded an F-count of 50.596, significantly 

more significant than the crucial F-table value of 2.67 at a 5% error rate, with a 

significance probability of 0.002. These findings indicate that the combined 

financial ratios of NPM, ROI, ROE, and CR have a substantial influence on the 

financial difficulty experienced by the investigated organizations.  
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CONCLUSION 

 
The research "The Impact of Financial Ratios on Financial Distress in Consumer Goods 

Manufacturing Companies Listed on the Indonesian Stock Exchange" examined the ability 

of different financial ratios to predict the probability of financial distress. From 2019 to 

2021, the study examined the financial information of publicly traded manufacturing firms 

operating in the consumer products industry.  

The key findings indicate that specific financial ratios are significant indicators of 

financial difficulty. The study determined that the Cash Ratio (CR), Return on Investment 

(ROI), and Return on Equity (ROE) had a notable influence on financial distress. The Cash 

Ratio, characterized by its elevated t-count value, emphasized the significance of liquidity 

as a fundamental measure of financial well-being. The positive correlation between ROI 

and financial health demonstrates capital's effectiveness in generating returns. In contrast, 

the negative association between ROE and financial hardship suggests that higher returns 

on equity can help reduce the risk of financial problems.  

In contrast, the Net Profit Margin (NPM) did not have a notable impact on financial 

distress during the analyzed timeframe. This condition indicates that although profitability 

is essential, it may only sometimes serve as a dependable predictor of distress under specific 

economic conditions or industry dynamics.  

In summary, the research showed that we may create a robust framework for 

anticipating financial hardship by analyzing liquidity, profitability, and investment 

efficiency ratios together. The F-test provided additional confirmation of the overall 

relevance of these ratios, suggesting that stakeholders should actively monitor them to 

foresee and address possible financial difficulties.  

This study enhances the strategic financial management practices of manufacturing 

enterprises in the consumer goods industry by providing valuable insights that can aid in 

the early identification of financial distress and enable informed decision-making to protect 

against financial instability. 

 
REFERENCES 

 
Affandi, M. R., & Meutia, R. (2021). ANALISIS POTENSI FINANCIAL DISTRESS 



Jurnal Ekonomi, Bisnis & Entrepreneurship 

Vol. 18 No. 1, April 2024, 205-215  

ISSN: 2443-0633, E ISSN: 2443-2121 

 

215 

DENGAN MENGGUNAKAN ALTMAN Z SCORE PADA PERUSAHAN 

PENERBANGAN (DAMPAK PANDEMI COVID-19 DENGAN PENUTUPAN 

OBJEK WISATA DAN PSBB). J-MIND (Jurnal Manajemen Indonesia), 6(1), 52. 

https://doi.org/10.29103/j-mind.v6i1.4875 

Anggraini, D., & Mulya, H. (2017). FINANCIAL DISTRESS PREDICTION IN 

INDONESIA COMPANIES: FINDING AN ALTERNATIVE MODEL. Russian 

Journal of Agricultural and Socio-Economic Sciences, 61(1), 29–38. 

https://doi.org/10.18551/rjoas.2017-01.04 

Chalmers, K., Hay, D., & Khlif, H. (2019). Internal control in accounting research: A 

review. Journal of Accounting Literature, 42(1), 80–103. 

https://doi.org/10.1016/j.acclit.2018.03.002 

Eugenio, E., Angeline, A., Lee, B. P., Munthe, H., & Nasib, N. (2023). THE IMPACT OF 

NPM, ROI, ROE AND CASH RATIO ON FINANCIAL DISTRESS (Study Of 

Manufacturing Companies In The Consumption Goods Industrial Sector Listed On 

The Indonesia Stock Exchange In 2019 - 2021).  Jurnal Ekonomi, 12(02), 888–899. 

García, C. J., & Herrero, B. (2021). Female directors, capital structure, and financial 

distress. Journal of Business Research, 136, 592–601. 

https://doi.org/10.1016/j.jbusres.2021.07.061 

Hosaka, T. (2019). Bankruptcy prediction using imaged financial ratios and convolutional 

neural networks. Expert Systems with Applications, 117, 287–299. 

https://doi.org/10.1016/j.eswa.2018.09.039 

Iwan Firdaus. (2023). THE EFFECT OF LIQUIDITY, LEVERAGE AND COMPANY 

VALUE ON Z-SCORE VALUE AS A PREDICTION OF FINANCIAL DISTRESS 

(Case Study of Companies in the Hotel Restaurant and Tourism Sector Listed on the 

Indonesia Stock Exchange for the 2016-2020 Period). EPRA International Journal of 

Economics, Business and Management Studies, 60–68. 

https://doi.org/10.36713/epra12207 

Kartikasari, S., Karmana, D., Nasution, S. M., & Fudsy, M. I. (2023). Financial Ratio 

Analysis at PT. Indocement Tunggal Prakarsa Tbk. Registered on The Indonesia Stock 

Exchange for The 2016 - 2020 Period. Majalah Bisnis & IPTEK, 16(1), 150–162. 

https://doi.org/10.55208/bistek.v16i1.394 

Marbun, B. S., & Malau, H. (2022). The Effect of Profitability and Liquidity on Financial 

Distress in The Sub Sector Property Listed on The Exchange Stok Indonesia (IDX) in 

2018. Jurnal Ilmiah Universitas Batanghari Jambi, 22(1), 642. 

https://doi.org/10.33087/jiubj.v22i1.1816 

Syukur, A., Novianti, A. S., & Karim, A. (2021). Financial Ratio Analysis of Pt. Semen 

Tonasa before and After Joining the Semen Indonesia Group. . . International Journal 

of Engineering Technology Research & Management, 5(1), 11–17. 

 

© 2024 by the authors. Submitted for possible open access publication under the 

terms and conditions of the Creative Commons Attribution (CC Attribution-NonCommercial-

ShareAlike 4.0) license (https://creativecommons.org/licenses/by-nc-sa/4.0/). 
 


