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Abstract

This investigation seeks to examine the impact of liquidity and solvency on profitability in retailing
sub-sector companies. Liquidity is gauged through the Current Ratio (CR) ratio while solvency uses
Debt to Equity Ratio (DER). Profitability is gauged using Return on Equity (ROE). The investigation
was executed utilizing a case study method using financial statements to serve as a source of secondary
data. The data was examined using multiple linear regression methods to assess the connection
involving the independent variables (liquidity and solvency) and the dependent variable (profitability).
The findings of this investigation suggest that liquidity does not possess a significant outcome on
profitability, while solvency possesses a positive and significant outcome. This research highlights the
significance of good liquidity and solvency management in improving the corporation’s financial
achievement. The findings are anticipated to be a reference for companies in formulating more effective
financial strategies, as well as contributing to further research in the same field.

Keywords: liquidity, solvency, profitability, retailing, debt to equity ratio.

1. INTRODUCTION

In this era of globalization, business competition is getting tighter, companies are
competing to be able to manage company management well, in terms of marketing and
finance so that the company can be superior to competitors. One of the most fast-paced and
highly competitive in the retailing sector because the retailing sub-sector is one of the greatest
dynamic and competitive industry. Where it is dynamic and competitive due to changes in
people's lifestyles, inevitably, they must be ready to adapt to and face these changing patterns
(UAJY, 2020).

In line with changing consumption patterns, the retailing sub-sector continues to grow
rapidly. The increase in people's purchasing power and the shift in shopping trends from
conventional to digital have created increasingly promising business opportunities. In the

economy, the retailing business acts as the main element that ensures the continuity of the
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distribution chain from producers to consumers (Sari et al.,, 2024). Increasingly fierce
competition also encourages business actors to continue to innovate and adapt to remain
competitive in this growing industry.

One of the challenges faced by the retailing sub-sector is pressure on profitability.
Based on data from Qolbi (2020), the majority of retail issuers that sell non-essential products
recorded a decline in net profit in the first three months of 2020. Retail issuers that experienced
a decline in profits included MAPI by 94.16% and RALS by 82.84% in the first quarter of 2020.
For MAPI and RALS, the decline in profit was due to performance pressure due to the impact
of COVID-19. This downward trend in profit can also be seen in the average profit of retailing

sub-sector companies over the past five years, as shown in the following graph.

Average Profit

Figure 1. Average Profit of Retail Companies for the Period 2019-2023
Source: secondary data from IDX processed (2025)

The decline in profit achievement performance causes a decrease in profitability
(Pebriyanti et al., 2021). Profitability is a gauge of the corporation’s capacity to yield profit
corporate (Jirwanto et al., 2024). Companies need to monitor profitability ratios to maintain
profit stability and business continuity, while financial managers must understand the factors
that affect profitability in order to surmount problems and mitigate negative impacts that can
disrupt operations (Prijantoro et al., 2022). Some factors affect the level of profitability, such
as liquidity and solvency. Liquidity which serves as an indicator of the degree of capability of
a company in meeting its debt obligations (Rahmayanti et al., 2022). Meanwhile, solvency
Serves as an indicator of the degree of capability of a company in meeting financial obligations
if the company is liquidated, both in terms of short and long term (Mu’arifin et al., 2021).

Based on previous studies, most of the existing studies have come to the same conclusion,
but the existence of different studies shows the need for this research to understand the

complexity of the topic. Thus, this study aims to investigate the outcome of liquidity and
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solvency on profitability in trading corporations within the retailing sub-sector registered on

the Indonesia Stock Exchange (IDX) for the period 2019 to 2023.

1.1. Literature Review
a. Liquidity

The liquidity ratio reflects a corporation's capability to promptly fulfill its

immediate liabilities (Fahmi, 2017). This research uses Current Ratio (CR) to gauge of
the liquidity ratio. This ratio has an important function, it indicates or assesses the
corporation's ability to deliver on its maturing responsibilities, both to external and
internal stakeholders. In addition, the liquidity ratio also otherwise known as the
working capital ratio, is utilized to assess the corporation's liquidity level by comparing
all components of current assets with current liabilities (Kasmir, 2019). One of the ratios
often utilized to gauge liquidity is represented by the current ratio, which gauges the
corporation's capacity to pay off its current debts utilizing its current assets (Wage et al.,

2022).

Current Assets

C t Ratio = 1009
urrent matto Current Liabilitiesx %

b. Solvency
According to Lingga et al. (2021), The solvency ratio assesses the corporation’s
ability to meet all its financial obligations, including both long-term and short-term
liabilities in the event of liquidation. The focus of this solvency ratio research is gauged
by the debt to equity ratio (DER) which evaluates how much liability a corporation has
compared to shareholders' equity. DER is often utilized as an instrument to assess the
corporation's financial stability and preference for choosing funding sources (Kartika et
al., 2024). The company is solvent because the debt to equity ratio is good, supported by
an increase in current and non-current debt, including related party debt, accrual

expenses, and retention debt (Novitasari et al., 2022).

Total Liabilities

Debt to Equity Ratio = Equity

c. Profitability

As stated by Kasmir (2019), the profitability ratio is utilized to evaluate a
corporation's capability to yield earnings within a defined timeframe. This ratio also
operates as an indicator of the level of performance of the corporate management, which
is reflected in the revenue earned through sales or income from investment. It is
important for investors to understand the profitability ratio, because this ratio provides

information about the corporation's capacity to produce earnings (Pangestu et al., 2020).
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In this study, profitability Is evaluated through the return on equity. (ROE) ratio, it
represents the ratio of net income to the corporation's total shareholder equity. ROE is
an essential indicator for investors to assess the profitability level before making an
investment, as well as to appraise the company's capacity to yield earnings and
effectiveness in asset management, and the use of debt in business activities (Rizal,
2022). In addition, the use of ROE which relates profit to attributable equity can help

investors predict potential future investment returns (Kusuma et al., 2021).

Earning After Interest and Tax

Return on Equity = -
Equity

1.2. Effect of Liquidity on Profitability

Liquidity mirrors the corporation's capability to satisfy its current liabilities.
Acceptable liquidity gives companies flexibility in meeting short-term dependents to support
profitability (Sari et al., 2024). According to research by Dauda et al. (2020), liquidity
significantly impacts profitability. Another case is the statement of Robi'ah et al. (2022), in
which liquidity does not possess a significant impact on profitability where funds reserved to
meet liquidity actually eliminate the company's opportunity to obtain additional funds for
investment. Referring to this, the proposed hypothesis is:
H;: Liquidity partially affects profitability.
1.3. Effect of Solvency on Profitability

Solvency and profitability are two key indicators in measuring an organization’s
financial health. Solvency indicates a company's ability to meet long-term obligations,
mirroring its financial stability and sustainability. Profitability, on the other hand, describes
how well a corporation generates profits from its functional activities. Research related to the
relationship between solvency and profitability has produced mixed findings. Research by
Mawarni et al. (2021) and Apriliyani et al. (2024), both declare solvency (DER) has a positively
impacts profitability (ROE). This indicates that a healthy debt structure can improve financing
efficiency, strengthen creditor confidence, and ultimately support corporate profit growth. In
contrast, Pratiwi et al. (2021) concluded in DER (solvency) had no significant influence on ROE
(profitability). Referring to this, the hypothesis proposed is:
H,: Solvency partially affects profitability
1.4. Effect of Liquidity and Solvency on Profitability

Effective management of Liquidity and solvency are crucial for preserving the
company's financial stability. The findings of Prijantoro et al. (2022) show as liquidity and

solvency simultaneously have a simultaneous interaction on profitability. Derived from the
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findings of Rachmasari et al. (2021), it expresses in which CR (liquidity) and DER (solvency)
simultaneously affect ROE (profitability). Referring to this, the proposed hypothesis is:
Hs: Liquidity and solvency simultaneously affect profitability.

Referring to the hypothesis that has been presented, the research framework is

designed as follows:

Laguadity
(Current Ruteo - X1)

Profitabiliy

2 -y (Returm on Equity < Y)

Solvency I

(Debt to Equity Ratwo - X2)

Hi

Figure 2. Conceptual Framework
Source: data processed by researchers (2025)

2. METHOD

This research data utilizes secondary data acquired from the financial reports of
corporations registered on the Indonesia Stock Exchange (IDX). The focus of this research is
retailing sub-sector companies in the 2019-2023 period.
2.1 Population

The population of this investigation is retailing sub-sector corporations during the
2019-2023 period registered on the Indonesia Stock Exchange (IDX). The total population is 30
corporations. The sample of this research was 15 retailing corporations for 5 years in the 2019-
2023 period registered on the IDX. The sample was chosen through purposive sampling with
a focus on selecting those that meet certain criteria and considerations. The sample-picking
process is grounded on the criteria outlined below: 1) Retailing sub-sector corporations
registered on the IDX in consecutively during the research period, 2) Corporations that
possess complete financial reports in the research period, 3) Corporations that record profits,
4) Corporations that experienced a decrease in profit at least twice during the research period.
Per these criteria, 15 corporations were sampled, covering a total of 75 observation data
throughout of 5-year research period.

The sample for this research is made up of fifteen retailing corporations registered on

the Indonesia Stock Exchange for the 2019-2023 period. These companies include PT Aspirasi
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Hidup Indonesia Tbk (ACES), PT Bintang Oto Global Tbk (BOGA), PT Autopedia Sukses
Lestari Tbk (ASLC), PT Sona Topas Tourism Tbk (SONA), PT Gaya Abadi Sempurna Tbk
(SLIS), PT Global Teleshop Tbk (GLOB), PT Telkomsel Oke Tbk (TRIO), PT Catur Sentosa
Adiprana Tbk (CSAP), PT Yelooo Integra Datanet Tbk (YELO), PT Matahari Department Store
Tbk (LPPF), Erajaya Swasembada Tbk (ERAA), PT Meega Perintis Tbk (ZONE), PT Putra
Mandiri Jembar Tbk (PMJS), PT Ramayana Lestari Sentosa Tbk (RALS), and PT Mitra
Pinasthika Mustika Tbl (MPMX).
2.2 Research Type and Approach

This research utilizes a quantitative method technique with a causal study
classification. The study aims to describe and investigate the hypothesis that has been
confirmed, according to Sugiyono et al. (2021) this method investigates the causal connection
involving the independent and dependent variables. In quantitative research, as revealed by
Sugiyono et al. (2021), focuses on collecting data presented numerically and analyzed through
statistical methods.
2.3 Research Model and Methods

This research uses independent variables (liquidity and solvency) and profitability as
the dependent variable. The data assessment method utilized in this research to test the
requirements of data analysis is the classic assumption test (normality test, heteroscedasticity
test, multicollinearity test, autocorrelation test), and hypothesis testing includes T-test (partial
test) and F-test (simultaneous test). This study uses SPSS version 25 software as an analysis
instrument. Model testing in this research was used with multiple regression analysis. The
following is the equation model:

Y=a+[?1X1+ﬂ2X2+e

Description:

Y = Profitability

a = Constant number
P1P2 = Regression coefficient
X1 = Liquidity

X = Solvency

e = error
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3. RESULTS AND DISCUSSION

3.1 Classical Assumption Test

Table 1
Classic Assumption Test Findings
Classic ?Z;Jmptlon Test Name  Qualification Outcome Conclusion
Normality Test ~ <C.mOBOrOv- >0.05 0.068  Satisfy Normality Test
Smirnov
T 0.361
Multicollinearity T>0.01 VIF 2.773  Satisty Multicollinearity
Test Tolerance VIE yip <10 To361 Test
VIF 2.773
Heteroscedasticity Spearman > 0.05 0.165 Satisfy
Test Rank ' 0.352 Heteroscedasticity Test
Durbin- .
Autocorrelation Test Watson Two- Du< gy <4- 1.769 Au tocoiizzft}i]on Test
Step Method

Source: Secondary data processed (2025)

According to the findings the classic assumption test performed, it has fulfilled all
prerequisite evaluations, which shows that this model is valid and can be used to make
credible predictions. The normality test above shows that the Kolomogrov-Smirnov value of
0.200 is greater than the significant level of 0.05, thus it can be inferred that the residual data
is normally distributed and fulfills the assumption of normality. Furthermore, the
multicollinearity test is carried out to see if A significant linear correlation exists among the
independent variables. The result is that the tolerance value is higher than 0.01 and the VIF
value is fewer than 10, which implies that there exists no multicollinearity problem in the
model. Meanwhile, the heteroscedasticity test using the rank Spearman method produces
values of 0.106 and 0.095, these values indicate there is no heteroscedasticity pattern. Finally,
the autocorrelation test utilizing the Durbin-Watson Two-Step Method produces a value of
1.769 within the accepted range, indicating that the residuals do not have autocorrelation.

3.2 Hypothesized Test Result

Table 2
Partial Test Results
Coefficients
Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std.Error Beta
(Constant) -2.080 .248 -8.372  .000
Liquidity -.098 270 -.68 -.365 716
Solvency 540 .196 513 2.751  .008

a.Dependent Variable: Profitability
Source: SPSS Output Redults (2025)
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Derived from table two, regression equation Y = -2.080 - 0.098X1 + 0.540X2 + e. The
constant -2.080 indicates in the event that value of liquidity and solvency = 0, then profitability
is at -2.080. The liquidity regression coefficient of -0.098 indicates that each rise of one unit
will lessen profitability by 0.098 presuming will variables remain constant. The regression
coefficient of 0.540 suggests solvency has an impact of 0.540 on profitability.

The partial test results of the liquidity variable with a significance value of 0.716> 0.05,
indicate that Ho is accepted while Ha is rejected. This indicates that CR as a measure of
liquidity has no partial influence on profitability. The partial test outcome of the solvency
variable with a significance value of 0.008 <0.05, which means that Ha is accepted (Ho is

rejected). This indicates that DER as a measure of solvency variables partially affects

profitability.
Table 3
Anova Test Results
Model F Sig.
1 Regression 12.907 .000
Residuals
Total

a. Dependent Variable: Profitability
b. Predictors: (Constant), Solvency, Liquidity

The ANOVA test shown in table 3 records a significance value of 0.000, which is
significant because it is fewer than 0.05. This proves that the independent variables of liquidity

and solvency simultaneously affect profitability significantly.

Table 4
Determination Coefficient Test Results
Model R R Square Adjusted R Std. Error of the
Square Estimate
1 .569 323 298 1.21155

a. Predictors: (Constant), Solvency, Liability
b. Dependent Variable: Profitability

Derived from table four, the determination coefficient test R square value of 0.323
which suggests this regression model is capable of describing 32.3% of profitability through
liquidity and solvency, while other factors outside the model affect profitability by 67.7%.

3.3 Discussion
The Effect of Liquidity on Profitability

The partial hypothesis test results (t-test) indicate that liquidity does not possess a

significant influence on profitability in retailing sub-sector corporations registered on the

Indonesia Stock Exchange during the 2019-2023 period. In other words, changes in liquidity
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levels, both increases and decreases, have no direct impact on the level of company
profitability. This suggests that other factors may play a greater role in determining the
profitability of companies in the sector, such as operational efficiency, business strategy, or
market conditions. The findings of this investigation align with a study executed by Nada et
al. (2021) and Agustina et al. (2021), which show that liquidity does not influence profitability.
Effect of Solvency on Profitability

The findings of the partial hypothesis test (t) suggest that there is a significant
influence between solvency on profitability in retailing sub-sector corporations registered on
the Indonesia Stock Exchange in 2015-2019. If the solvency value increases, it will be
accompanied by an increase in company profitability, otherwise, if solvency decreases, it will
be accompanied by a decrease in company profitability. This shows that funding the
company's activities using debt generates higher profits than the cost of the debt itself. The
use of greater debt can increase returns on equity as long as it is managed productively. The
findings from this research align with the study executed by (Balqish, 2020) and (Rachmasari
et al., 2021) which assert that solvency influences profitability.
The Effect of Liquidity and Solvency on Profitability

Simultaneous testing of profitability with liquidity and solvency shows that both
together affect profitability. Liquidity reflects the capability to satisfy current liabilities, while
solvency is associated to long-term liabilities. Healthy liquidity and solvency conditions
support operational stability and profitability. Conversely, low liquidity can hinder
operations and poor solvency increases financial risk, which can reduce investor and creditor
confidence. The findings from this research align with the study executed by Hosea et al.

(2024), which DER (solvency) and CR (liquidity) simultaneously affect ROE (profitability).

4. CONCLUSION AND IMPLICATIONS

This study reveals the existence of an attachment between liquidity, solvency, and
profitability of the company, both partially and simultaneously. The analysis reveals that
liquidity does not possess a significant influence on profitability, mirroring that liquidity
simply is not enough to determine the profitability performance of a company. In contrast,
solvency is proven to have a significant influence on profitability, indicating that good debt
management can make a positive contribution to increasing corporate profits.

Simultaneously, the combination of liquidity and solvency has a complementary effect

on profitability. These results confirm the importance of an integrated financial management
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approach, where a balance between the capability to satisfy current liabilities and long-term
debt management needs to be maintained to maximize profitability potential.

This study recognizes the limitations, especially related to the use of secondary data
that may not fully reflect the internal dynamics of the company or external influences such as
market conditions, regulations, and macroeconomic factors. For this reason, further research
is recommended to expand data coverage, involve primary data such as interviews or surveys,
and consider external factors to provide a more comprehensive and relevant picture.

The implication of these findings is the need for companies to adopt a more deliberate
strategy in managing liquidity and solvency simultaneously. This approach not only helps
maintain financial health, but also improves the competitiveness of the company through
optimal profitability. For academics and researchers, this study opens room for further
exploration, especially regarding the influence of external factors such as changes in interest
rates, macroeconomic conditions, or regulations on the relationship between liquidity,
solvency, and profitability. Cross-sector research can also provide greater insight into the
variation of this relationship across industries.

Overall, the findings confirm the importance of integration between liquidity and
solvency management in creating sustainable profitability. In addition to providing guidance
for managerial practice, this study also provides a basis for further exploration in the context
of broader industry and economic sectors. As such, this study contributes to a better

understanding of effective financial management in supporting corporate sustainability.
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