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ABSTRACT

Aims: This study analyses the effect of activity ratios, sales growth, profitability, and company size
on the financial distress of retail companies on the Indonesia Stock Exchange from 2020 to 2023.
Study Design: The study uses data on activity ratios, sales growth, profitability, and company size
as independent variables and financial distress as the dependent variable.

Place and Duration of Study: The research was conducted in retail companies listed on the
Indonesia Stock Exchange with a population of retail company subsectors and using purposive
sampling criteria. The research data used financial reports published in 2020-2023.

Methodology: This type of research is quantitative. The research was tested with SPSS 25 using
logistic regression. The total population in the study was 32 types of companies in the retail
subsector with several types of companies such as drug retail & distributors, food retail &
distributors, supermarkets & convenience stores (minimarkets), department stores, apparel &
textile, automotive retail, and electronic retail. Purposive sampling obtained 108 unbalance data for
4 years of observation listed on the Indonesia Stock Exchange in 2020-2023 financial distress was
tested with the Altman Z-Score method through logistic regression test.

Result:Utilizing logistic regression and the Altman Z-Score, the study reveals that activity ratios and
profitability significantly negatively affect financial distress, while sales growth and company size do
not have a significant impact.

Conclusion: These findings provide valuable insights for stakeholders, emphasizing the
importance of optimizing asset efficiency and profitability to mitigate financial distress.
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1. INTRODUCTION

Retail companies in Indonesia are not only
providers of goods and services but also pillars
that support the economy. According to the
Coordinating Ministry for Economic Affairs, one
of the sectors that has a significant contribution
to_the achievement of economic growth is the
trade sector with a magnitude of up to 12.96% of
GDP.However, this sector faces various
challenges that can affect the company's

financial performance. One of the issues faced
by retail companies in the 5.0 era is the risk of
bankruptcy. Many businesses are focusing their
business operations online to keep the company
afloat. According to APRINDO (Indonesian Retail
Entrepreneurs  Association), several retail
companies are experiencing financial distress
due to the changing behavior of retail consumers
to become modern by preferring to shop through
e-commerce. Before that APRINDO noted that
during the pandemic, there were more than 400




minimarkets that went out of business. As for
supermarkets, during March-December 2020, an
average of 5-6 outlets were forced to close every
day. As of January-March 2021, an average of 1-
2 stores are closed a day. Several companies
included in the retail company subsector that
faces the risk of financial distress, including
Giant, which is part of the Hero Group (PT Hero
Supermarket Tbk), PT Matahari Putra Prima Tbk
(MPPA), and Ramayana, have closedmost of
their outlets due to fierce competition in the
supermarket business so that it can be seen in
Fig. 1 that companies included in the retall
subsector experienced a decrease in revenue
during 2020-2023. This certainly reflects the
challenges that the Indonesian retail industry
must face.

APRINDO estimates that the growth of the retail
industry in 2024 will stagnate at around 4.8%-
4.9% and even now APRINDO estimates that
growth has the potential to decline. This affects
the behavior of investors in the capital market,
before making investment decisions based on
the risk and profit preferences expected when
investing. Financial distress by a company can
be measured using the financial statements
issued by the company so that the company's
financial performance can be seen to get
investors (Runis et al. 2021)Companies
experiencing financial distress may reduce or
stop paying dividends. Investors who own shares
of the company will experience losses, both in
the form of a decrease in share price and the
potential for lower dividend payments. This could
be detrimental to investors who rely on passive
income from dividends for their returns.

Financial distress is a condition where the
company is in a difficult stage of financia:

| condition before bankruptcy or liquidation
(Purwanti& Sari2023)Three financial conditions
cause financial difficulties for a company,
including lack of capital, high-interest expense,
and losses (Setiowati et al. 2023). This is
because the company is unable to manage and
maintain stable financial results so the financial
situation in the current year is getting worse.
Financial distress itself can be caused by a
series of mistakes, inaccuracies in making
decisions, and the existence of various other
interconnected weaknesses that have a direct or
indirect impact on the company (Brigham &
Daves, 2019) in
(Andreini&Safrida2023).Financial ratios are an
important tool in analysing the financial health of
a company. This ratio provides an overview of

the company's financial performance, which can
provide clues to investors about the potential for
financial distress. Financial ratios are used in this
study to evaluate what must be done in the future
so that the management performance of a
company can continue to improve or always be
maintained by the targets and objectives set by a
company (Kasmir, 2016) in
(Masita&Purwohandoko 2020). The financial
ratios used include activity ratios, sales growth,
profitability, and company size.

Activity ratios, such as total asset turnover, are
crucial measures that illustrate how productive a
company is in utlizing its assets to create
revenue. A high total asset turnover indicator
indicates that the company is utilizing its assets
very efficiently to increase profits, thus making
the company's stock price rise. The results of
(Arief et al. 2024)show that total asset turnover
has a significant positive effect on financial
distress. Different ~ from (Digdowiseiso&
Ningrum2022)states that total asset turnover
does not affect financial distress.

Sales growth is one of the important factors to
consider in making investment decisions for
investors. With positive sales growth, it can
increase liquidity and profitability, which can help
reduce the risk of financial distress. Conversely,
a decline in sales experienced can signal
potential financial problems that need to be
watched out for. The results of research by
(Muslimin& Bahri2022)prove that sales growth
has a significant positive effect on financial
distress. In contrast to the results of research by
(Saputra& Salim2023)that sales growth does not
affect financial distress.

Profitability is assessed through return on assets
or ROA. A high ROA indicates a company's
excellence in optimizing their assets to achieve
the desired profit. Conversely, a low ROA
indicates a company's difficulty in managing its
assets, which could potentially lead to a financial
crisis. It is important to consider Return on
Assets (ROA) when making investment decisions
as it indicates how efficiently a company's assets
are being utilized. The results of (Heliani&
Elisah2022)show that profitability has a
significant positive effect on financial distress. In
contrast (Jessie& Tannia 2023)state that
profitability has a significant negative effect on
financial distress.

Company size plays a role in maintaining the
company's financial stability and provides an
advantage in facing difficult market challenges.



Company size can reflect how large or small the
company is based on its total assets. The larger
the size of the company, the greater the potential
added value that can be enjoyed by investors
who invest in it. Research from (Ni Wayan et al.
2022)states that company size does not affect

financial distress. In contrast to the research of
(Setiowati et al. 2023).The inconsistency in the
results of previous research motivates the author
to analyse and retest how the influence of activity
ratios, sales growth, profitability, and company
size on financial distress.
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Fig. 1. Revenue decline

2. LITERATURE REVIEW
HYPOTHESIS DEVELOPMENT

AND

2.1 Literature Review
2.1.1 Signaling theory

Financial management science has developed
signal theory for the benefit of people in an
organization or company insiders who think
about the reality that a company desires to
provide information to outsiders. Investors before
deciding to invest in a company need to research
how the company is doing by seeing whether the
company's financial condition is experiencing
financial distress or not. Financial distress can
affect the signals that companies give to the
market. When companies experience financial
difficulties, the signals they send can create
different perceptions in the eyes of investors,
creditors, and other parties involved (Wisnu&
Astuti2023). According to Sihombing (2018) in
(Hosea et al. 2020)signal theory is a theory that
discusses the use of debt capital as a source of
funds for corporate activities which is used as a
signal to investors. This theory discusses the rise
and fall of a price in the market so that it affects
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investors in  making investment decisions.

Investors can use these signals, such as annual
financial reports and other relevant data, to
determine the company's current status before
investing in it(Setiowati et al. 2023).Companies
that are experiencing financial distress often
send negative signals, companies may delay or
reduce dividend payments, pull back expansion
plans, or even announce large cost cuts. All of
this can reduce investor confidence and increase
risk perceptions (Hosea et al. 2020).

2.1.2 Activity ratio

A measure typically used to evaluate how well a
company utilizes its assets or resources in
generating revenue. This ratio is a favorite
among investors and financial analysts to assess
the operating performance of a company, if a
company is unable to generate enough cash flow
to cover its operating obligations, it may signal
higher financial risk in the eyes of investors.
According to kasmir (2016) in
(Muzharoatiningsih& Hartono2022)the activity
ratio measures the assets owned by the
company, or in other words, variable measures
the efficiency of using company resources.
Activity Ratio is calculated by the formula.



TATO= Sales / Total Asset(1)
2.1.3 Sales growth

High sales turnover helps companies avoid
financial difficulties (Hakim et al. 2022).Relative
sales growth is used to evaluate a company's
competitiveness in the industry. An increase in
sales where current year sales are higher than
the previous year is referred to as a positive
sales trend, while a decrease in sales where
current year sales are less than the previous
year is referred to as a negative sales trend
(Arief et al. 2024).A persistent decline in sales
may indicate problems with the company's
products, marketing, or competitiveness. In the
long term, declining sales can reduce the
company's ability to generate sufficient profits to
pay financial obligations and increase the risk of
bankruptcy. Sales growth is calculated by the
formula:

Sales Growth=Sales —Sales t-1 / Sales t-1

2
2.1.4 Profitability ratio

Profitability is the company's ability to earn profits
from its core business. Profitability ratio is the
profit earned by the company in a certain period.
When a company's profit is high, investors often
choose to invest their capital in the company.
Managers use this ratio as a measure of
management effectiveness and to assess the
overall performance of the company (Kalbuana
et al. 2022). The level of profit earned by the
company, in this condition a company with little
profit will experience financial difficulties, but if
the profit earned is large, the company can be
free from financial difficulties In this study ROA is
a proxy for profitability ratio. Return On Asset is
calculated using the formula:

ROA=Net Income / Total asset(3)
2.1.5 Company size

Company size is one of the components of the
financial ratio used to measure and determine
the efficiency of the company's various
operational assets which aims to measure how
the company manages its assets to generate
profits (Arief et al. 2024). The company category
is divided into three, namely large, medium, and
small. The company's financial condition is
evaluated based on this factor. Company size
refers to the company's asset ownership. The
bigger the company, the greater the added value

for investors who invest their capital
(Maulana2022).Large companies that face
declining revenues or problems in debt

management can quickly run the risk of facing
liquidity difficulties even though they have many
assets, the company can be exposed to financial
distress conditions. Therefore, company size
affects investors' decisions in terms of security
and potential returns. Company size is calculated
using the formula;

Company Size = Ln(total asset) (4)
2.1.6 Financial distress

Financial Distress or financial difficulties, namely
the company's financial condition decreases then
occurs before the bankruptcy of the company,
the deterioration of the company's financial
condition in the form of decreasing results and
the company's inability to pay its debts, this can
also take place when the internal distress
operating cash flow cannot cover debts, for
example, bank debt, accounts payable and
expenses charged. If the company is in this
situation, it is required to make immediate
improvements. Nurbaitiet al., (2021) in (Sanny&
Vaya2021).The Altman Z-Score method (1968) is
one of the most widely used predictive tools to
predict financial difficulties. According to (Wu et
al. 2022)financial distress is predicted by
corporate financial indicators using size and
sales growth. Financial distress is predicted
using activity ratios such as total asset turnover,
sales growth, profitability, and company size.
Unlike previous research, there are additional
profitability variables to predict financial distress.
In this study, the dependent variable uses a
dummy variable measurement which s
categorized as value 1 for Z-Score results < 1.20
for bankrupt companies, and value 0 for Z-Score
results > 2.9 for non-bankrupt companies.

Z-
Score=0,717TATO+0,847SG+3,107ROA+0
,020UP (5)

2.2 Hypothesis Development

2.2.1 The
effectofactivityratioonfinancialdistress

Activity ratios, such as total asset turnover, are
important indicators that show how efficiently the
company uses its assets to generate sales. A
high total asset turnover indicates that the
company uses its assets very efficiently to
increase profits so that the company's stock price



rises. According to kasmir (2016) in
(Muzharoatiningsih& Hartono2022)the activity
ratio measures the assets owned by the
company, or in other words, variable measures
the efficiency of using company resources. For
investors, a good activity ratio indicates that the
company is managing assets and liabilities well,
which has the potential to generate higher profits
and more stable cash flow. In previous research
(Deanisyah&Erinos 2020) and(Altman 1968) that
the activity ratio has a negative and significant
effect on financial distress while research from
(Digdowiseiso& Ningrum2022)states that total
asset turnover does not affect financial distress,
the first assumption in this study is based on the
explanation above;

Hi;: Activity Ratio has a significant
negative effect on financial distress.

2.2.2 The effect of sales growth on financial
distress

Sales growth is a factor that can be considered in
making investment decisions for investors,
positive sales growth can increase liquidity and
profitability to reduce the risk of financial distress.
Conversely, if the increase in sales is negative, it
indicates conditions that lead to financial
o h
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difficulties. Consistent sales growth and healthy
market demand are important signals for
investors who are looking for security and
potential profits when investing long-term. The
results of research (Muslimin& Bahri 2022)prove
that sales growth has a significant positive effect
on financial distress. Previous research results in
the research of (Shidig& Khairunnisa2019)and
(Ramadhani& Nisa2019)stated that sales growth
has a significant negative effect on financial
distress. The second assumption in this study is
based on the explanation above;

H,: Sales growth has a significant
negative effect on financial distress.

2.2.3 The effect of profitability on financial
distress

Profitability is assessed using return on assets, a
high ROA indicates the company's ability to
manage all of its assets to achieve the desired
profit, on the other hand, a low ROA indicates
that the company is having difficulty managing its
assets, thus allowing the company to experience
financial distress. Therefore, stable and
increasing profitability provides a great attraction
for investors, while poor or declining profitability
can reduce investor interest and increase

Financial
Distress ()

Fig. 2. Research framework

the risk of loss. The results in the research
(Jessie& Tannia2023)and(Runis et al. 2021) that
profitability has a significant negative effect on
financial distress. It is suspected that the third
hypothesis is as follows;

Hs: Profitability has a significant negative
effect on financial distress.

2.2.4 The effect of company size on financial
distress

Company size can also affect the financial
stability of companies, this can help them survive
in difficult market conditions. Company size
describes the size of the company through its



overall assets. The larger the size of the
company, the added value for investors who will
invest their capital. The bigger the company, the
greater the added value for investors who invest
their capital (Maulana2022).Large companies
that face declining revenues or problems in debt
management can quickly run the risk of facing
liquidity difficulties even though they have many
assets the company can be exposed to financial
distress conditions. Therefore, investors need to
assess company size in the context of the risk
and potential returns they want from the
investment. Previous research results
(Dirman2022)and(Runis et al. 2021)show that
company size has a negative effect on financial
distress. The fourth conjecture from the
explanation above;

H4: Company size has a significant negative
effect on financial distress
3. METHODS

This study uses a quantitative approach,
research using secondary data sources derived
from annual financial reports on the Indonesia
Stock Exchange with a purposive sampling
technique, sample criteria in this study a) Retail
companies that are always listed on the IDX in
2020-2023. b) Retail companies that report
financial statements during the 2020-2023
period. Based on these criteria, a population of
32 types of companies in the retail company
subsector was obtained from the
idxchannel.com website with several types of
companies such as drugretail & distributors,
food retail & distributors, supermarkets &
convenience stores (minimarkets), department
stores, apparel & textile, automotive retail, and
electronic retail. Using purposive sampling, 108
unbalance data were obtained for 4 years of
observation. The research was processed with
IBM SPSS 25, financial distress was tested with
the Altman Z-Score method through logistic
regression test.

4. RESULT AND DISCUSSION
4.1 Descriptive Statistics

Descriptive statistics explain the sample size (N)
and the value of all variables including the
minimum, maximum, and mean values. The
purpose of this test is to provide an overview of
the distribution of sample data behavior. Based
on the results of SPSS 25 in processing data, it
can be obtained that the average financial
distress is 0.75, and the average company size

(X4) is 31.015. While the average profitability
(X3) is 0.006, the average sales growth value
(X2) is -0.147, and the average total asset
turnover value (X1) is 1.311.

4.2 Overall Model Test Result

This test is used to test the model and the results
of the model fit evaluation are used to see that
the addition of independent variables to the
model can improve the fit of the model.

The SPSS output shows that the -2log-likehood
value is 121.464 before the independent variable
is added and after the independent variable is
entered the value is 78.921. This means that the
data fits the model. This shows that the decrease
is 42.543. In the chi-square table df = 4 at a
significance of 0.05 of 9.488, this indicates a
value of 42.543> 9.488, meaning that adding
independent variables to the model to test the
entire model can improve the model for the
better.

4.3 Coefficient of Determination

The coefficient of determination is a logistic
regression evaluation that shows the percentage
of the dependent variable that is successfully
affected by the independent variable. The
coefficient of determination obtained from the R
Square Negelkerke column shows a result of
0.482 or equivalent to 48.2%. This implies that
the independent variables are able to explain
48.2% of the variation in the dependent variable,
while most (51.8%) is influenced by other factors
outside the model.

4.4 Hosmer and lemeshow’s Goodness of
Fit Test

Hosmer and Lemeshow's Goodness of Fit Test is
used for hypothesis testing, the results of the
model feasibility test assessment show a chi
square value of 4.186 with a probability of 0.840
if the significance value > 0.05 then the model
formed fits the observation data. Table 5 shows
the results of Hosmer and Lemeshow's
significance of 0.840> 0.05 indicating that the
model fits the observation data.

4.5 Classification Matrix Results

In estimating the regression model that is used to
group companies into several categories of
companies that have a chance of not facing
financial distress using classification matrix



testing, in step O companies that are not
bankrupt are seen in the observed column as
many as 27 and companies experiencing
bankruptcy 81, then step 1 in the predicted
column for companies that are not bankrupt as

many as 15 with the acquisition of 55.6%
classification accuracy (15/27), and for
companies experiencing bankruptcy as many as
80 with classification accuracy obtained 98.8%
(80/81) so overall classification accuracy is 88%.

Tablel.Descriptive Statistics

N Minimum Maximum Mean
Activity ratio 108 .002 7.128 1.31145
Sales growth 108 -8.409 .999 -.14781
Profitability 108 -1.382 .983 .00609
Company size 108 26.067 35.386 31.01515
Financial Distress 108 0 1 .75
Valid N (listwise) 108

Source: Processed Data (2024)

Table2.lteration History®"*

Iteration -2 Log likelihood Coefficients
Constant
Step 0 1 121.665 1.000
2 121.464 1.096
3 121.464 1.099
4 121.464 1.099
Source: Processed Data (2024)
Table 3. Model summary
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 78.921° 326 482
Source: Processed Data (2024)
Table4. Model summary
Step -2 Log likelihood Cox & Snell R Square Nagelkerke R Square
1 78.921° .326 482
Source: Processed Data (2024)
Table5. Hosmer and Lemeshow test
Step Chi-square df Sig.
1 4.186 8 .840
Source: Processed Data (2024)
Table6.Classification Table®
Observed Predicted
Financial Distress Percentage
NON FD FD Correct
Step1l Financial Distress NON FD 15 12 55.6
FD 1 80 98.8
Overall Percentage 88.0

Source: Processed Data (2024)

4.6 Omnibus Test

The SPSS output shows the significance value of
the omnibus test of 0.000 < 0.05, meaning that



all independent variables in the model
simultaneously affect the dependent variable.

4.7 Binary Logistic Analysis

Hypothesis testing is carried out to test financial
indicator variables such as TATO, Sales Growth,
ROA, and Company Size. These variables are
used to estimate the influence on the dependent
variable, which is difficult financial conditions.

This test has been carried out using the binary
logistic regression test, where the effect is
reflected through the variables listed in the
variable table in the equation. If the significance
value is less than 0.05, the variable is believed to
have an effect on unfavorable financial
conditions, and vice versa. The constant value
(B) shows the direction of significance whether it
is negative or positive.

Table7.0mnibus testsof model coefficients

Chi-square df Sig.
Step 1 Step 42.543 4 .000
Block 42.543 4 .000
Model 42.543 4 .000
Source: Processed Data (2024)
Table8.Variables in theequation
B S.E. Wald df Sig. Exp(B)
Step 1% Activity ratio -1.268 .350 13.127 1 .000 .282
Sales growth -1.487 991 2.252 1 133 .226
Profitability -4.050 1.792 5.111 1 .024 .017
Company size 135 .143 .883 1 .347 1.144
Constant -1.040 4.340 .057 1 811 .353

Source: Processed Data (2024)

Parameter estimation with the formula:

Pi
Ln:l—PZ B+ BiXi+ B Xy + BsX;
+ ﬁ4X4
Description:Ln = %:Iog of the comparison of

companies experiencing financial distress and
companies that are not experiencing financial
distress.

B = Constanta

B, = Coefisien regression activity ratio
B, = Coefisien regression sales growth
B; = Coefisien regression profitability
B, = Coefisien regression company size

X1 = Activity ratio
X2 = Sales Growth
X3 = Profitability
X4 = Company size
In = P_‘P = -1,040 + (-1,268)0,000 + (-

1_
1,487)0,133 + (-4,050)0,024 + (0,135)0,347

Based on the results shown in Table 8, the
variable in the equation significance level of 0.05
obtained the significance value of the activity
ratio of 0.000 < 0.05 with a beta value of -1.268
indicates a significant negative effect on financial
distress then, the significance value of sales
growth of 0.133 > 0.05 with a beta value of -

1.487 shows no effect on financial distress, the
significance value of profitability is less than 0.05
of 0.024 < 0.05 with a value (B) of -4.050
indicating that profitability has a significant
negative effect on financial distress. Then, the
significance value of company size of 0.347 >
0.05 with a value (B) of 0.135 indicates that
company size has no effect on financial distress.

4.8 Discussion

The effect of activity ratios on financial
distressbased on the results of calculations that
have been carried out shows that the
significance value (total asset turnover) is smaller
than the significance value, namely (0.000 <
0.05) and negative beta, therefore TATO is
proven to have an impact on financial distress,
TATO has a negative beta coefficient value,
meaning that total asset turnover has a
significant negative effect on financial distress.
These results are consistent with research from
(Aditya et al. 2023)and (Arief et al. 2024)which
shows that the activity ratio has a significant
negative effect on financial distress. TATO is an
activity ratio that measures the efficiency of a
company in using its assets to generate revenue.
Investors rely heavily on the activity ratio to
evaluate the company's operational efficiency
and growth potential. When a company shows a
poor activity ratio, this can be a signal of higher



risk for investors(Aditya et al. 2023).This is in line
with signal theory, where investors can see the
information shared by the company by
measuring the total asset turnover of the retail
company subsector during 2020-2023. Investors
can use such signals, such as annual financial
reports and other relevant data, to determine the
current status of the company before investing in
it (Setiowati et al. 2023).

The effect of sales growth on financial distress
based on calculations that have been tested in
the 2020-2023 retail company subsector shows
that the significance value of sales growth is
greater than the significance value of 0.05,
namely (0.133>0.05) and negative beta,
therefore sales growth has no impact on financial
distress. This result does not match the
hypothesis proposed and is in line with signalling
theory where investors do not get good signals
from the company, it is suspected that company
managers carefully send signals that are too
negative which can make things worse so that, in
this study, the value of sales growth cannot have
an effect while the value decreases every period
indicating a lack of funds to manage their assets
despite an increase in sales, the company may
not be able to cope with liquidity. The hypothesis
that sales growth has a significant negative effect
on financial distress is rejected, supported by
research  from(Hakim et al. 2022)and
(Sholikhah&Rokhmania2022)which  state that
sales growth does not affect financial distress.

The effect of profitability on financial distress the
results of testing ROA on financial distress show
that the significance value of ROA is smaller than
the significance value, namely (0.024 < 0.05) and
negative beta, this means that hypothesis three
is accepted and shows that profitability has a
significant negative effect on financial distress.
This means that the company does not generate
profits and does not use its assets efficiently, this
condition can be a sign of operational difficulties.
Supported by signal theory where this can
influence investors in making investment
decisions by looking at the level of profit increase
from the company. Low ROA indicates that retail
companies are less productive in sales turnover
SO as to generate less than maximum profit The
results of this study are consistent with previous
research from(Hakim et al. 2022)and (Hosea et
al. 2020)which state that profitability affects
financial distress where companies with high
profitability indicate that the company has good
financial capabilities so that there is less chance
of experiencing financial distress.
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The effect of company size on financial distress
based on measurements that have been made
on the company size variable, the significance
value of company size is greater than the
significance value, namely (0.347>0.05) and beta
is positive, this research is consistent with
previous research
from(Pandapotan&Puspitasari2022)and (Ni
Wayan et al. 2022)which state that company size
has no effect on financial distress. Company size
as measured by the company's total assets
shows how much of the assets owned by the
company are used for the company's operational
activities. Investors often pay attention to
company size as an important indicator in
assessing risk and potential returns. In general,
for investors a large company size can
experience a sharper decline in income during a
financial distress crisis, due to its slower growth
potential(Yohana& Nyale2023). This can
influence investors to switch to start-ups or
companies with small market capitalization that
have the potential to generate higher returns. so
that the signal from the company on the assets
owned cannot influence investors' decisions to
invest.

5. CONCLUSSIONS

Based on the results of this research, it shows
that the activity ratio and profitability have a
significant negative effect on financial distress in
retail companies listed on the IDX for the 2020-
2023 period. Sales growth and company size do
not affect financial distress in retail companies on
the IDX for the 2020-2023 period. To reduce
financial distress, companies need to increase
the ratio of activity and profitability because the
greater the ratio of activities and profits
generated by the company, retail companies can
avoid financial difficulties that cause financial
distress. Markets often respond to signals sent
by companies, including those related to financial
distress. If the market perceives the signal as
negative (for example, an announcement of debt
restructuring or dividend cuts), the company's
stock price may fall. However, if the company
manages to convince the market that it will
overcome the financial distress and can return to
a healthy financial condition, this can ease
market concerns and may even push up the
share price. Investors can use these ratios as a
signal to avoid companies that are at high risk of
experiencing financial difficulties. In the long run,
companies with healthy financial ratios (e.g. high
return ratios, manageable debt) may be better
able to face challenges and grow sustainably,
which increases the profit potential for investors.



And it is recommended for companies to pay
more attention to their corporate governance,
make interesting innovations so that they can be
productive and effective in generating profits and
remain in good condition to avoid financial
distress. This study has several limitations,
namely in the object of the research taken, the
time span of data collection which is only 4 years
of observation from 2020-2023.
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