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ABSTRACT

Purpose: This research aims to determine the effect of liquidity, solvability and activity
ratios on profit growth that is proxied by CR, QR, DAR, DER, ITO, TATO, on consumer goods
industry that is listed on IDX for 2015-2019 year of period.

Methodology: Samples used on this research were 34 companies that are chosen using
purposive sampling technique. This research uses descriptive statistics, linear regression
analysis and hypotheses test under Eviews9 as the software to cultivate the data.

Findings: This research found that ITO and TATO have negative and significant effect
on profit growth. On the other side, CR, QR, DAR and DER have no effect on profit growth.

Keyword: Liquidity, Solvability, Activity, Profit Growth.
INTRODUCTION

The determinants of profit growth have been discussed widely by researchers on
economics. The fluctuation’s concerned by many, notably those that are inquisitive regarding the
company’s potential. According to Indriyani, (2015), profit growth is the rise or reduction of
profit within a company during certain period. There are many factors that bring out profit’s
fluctuation and some of the research uses financial ratio analysis to examine their effect towards
profit growth. As stated in (Gitman & Zutter, 2015), financial ratio is a method to measure and
analyze financial performance of a company.

According to prior research by Silalahi (2019), current and quick ratio has positive and
significant effect on profit growth. Prakarsa (2019) stated that debt to equity ratio has positive
and significant effect on profit growth. Safitri, (2016) stated that debt to asset ratio has positive
and significant effect on profit growth. According to Prakarsa (2019), inventory turnover has
positive and significant effect on profit growth. Sulistyani et al. (2019) stated that total asset
turnover has positive and significant effect on profit growth. It is noted that the higher the ratio,
the higher the profit that company earns.

On the contrary, Safitri, (2020) stated that current ratio has no effect on profit growth and
Purnama, (2019) stated that quick ratio has no effect on profit growth. According to Prakarsa
(2019), debt to asset ratio and total asset turnover has no effect on profit growth. According to
Zanora, (2013), inventory turnover has no effect on profit growth.
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As one of the industry that is considered to have sustainability and indicates purchasing
power of the country (Valintino & Sularto, 2013), consumer goods industry recently has been
divided into several categories: cyclical and non-cyclical. However, to this extent, the research
regarding the effect of financial ratios on profit growth within this industry after the separation
has not been widely discussed.

LITERATURE REVIEW

According to prior research by Silalahi, (2019), current ratio has positive and significant
effect on profit growth. Consequently, the larger current ratio indicates adequate funds to pay off
their current liabilities and step aside from the liquidity issue. Therefore, the company would
obtain higher profits.

Hi: Current ratio has positive and significant effect on profit growth

According to prior research by Silalahi, (2019), quick ratio has positive and significant
effect on profit growth. This ratio specifically put aside the inventory. Consequently, the larger
quick ratio indicates adequate funds to pay off their current liabilities and step aside from the
liquidity issue. Therefore, the company would obtain higher profits.

H,: Quick ratio has positive and significant effect on profit growth

Safitri, (2016) stated that debt to asset ratio has positive and significant effect on profit
growth. Consequently, the larger quick ratio indicates adequate funds to pay off their current
liabilities and step aside from the liquidity issue. Therefore, the company would obtain higher
profits.

Hs: Debt to asset ratio has positive and significant effect on profit growth

(Prakarsa, 2019) stated that debt to equity ratio has positive and significant effect on
profit growth. Consequently, the larger ratio indicates the amount of debt to fund the asset and
expand the company. Therefore, the company would obtain higher profits.

H,: Debt to equity ratio has positive and significant effect on profit growth

According to Prakarsa, (2019), inventory turnover has positive and significant effect on
profit growth. Consequently, the larger turnover indicates the outcome of sales to generate
revenue. Therefore, the company would obtain higher profits.

Hs: Inventory turnover ratio has positive and significant effect on profit growth

Sulistyani et al. (2019) stated that total asset turnover has positive and significant effect
on profit growth. Consequently, the larger turnover indicates the outcome of assets used to
generate revenue. Therefore, the company would obtain higher profits.

He: Total asset turnover ratio has positive and significant effect on profit growth.
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METHOD
Data

Consumer non-cyclical companies applied to be the population. Samples used on this
research were 34 companies that are chosen using purposive sampling technique. It requires
company that publishes the financial or annual reports continuously and remains positive equity
during the research period Table 1.

Table 1
VARIABLES
No Variable Concept Indicator
iti i i Y, —Y_
1 | Profit Growth Amount of profit in certain period of y = 271 o 100
time Y1

. - o Current Assets

2 | Current Ratio Ability to cover the current liabilities CR

" Current Liabilities

Ability to cover the current liabilities by _ Current Assets — Inventory

3 uick Ratio - A =
Q putting aside inventory ¢ Current Liabilites
4 | Debt Ratio Amount of debt compared to company’s DAR — Total Liabilities
assets Total Assets
5 Debt to Equity | Amount of debt compared to company’s DER = Total Liabilities
Ratio equity Common Stock Equity
g | Inventory Amount of goods sold compared to those ITO = CoGS
Turnover in the inventory ~ Inventory
Total Asset - I Sales
7 Ability of total assets to maintain sales TATO = ————
Turnover y Total Assets
8 | Eirm Age Amount of time the firm established Firm Age = Log (Research Period — Firm’s
9 compared to research period Established Year)

9 | Eirm Size Slze’measurement of the firm based on Firm Size = (Ln) Total Aset
firm’s total asset

Ability to generate profit by comparing ROA = —_FAT

10 | Profitability earnings after tax and total asset ~ Total Asset

Analysis Techniques

This research uses descriptive statistics, linear regression analysis and hypotheses test
under Eviews9 as the software to cultivate the data. In order to conduct visible regression for
variables that represent similar ratios, this research adopts different models:

Model 1:
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Y = 0.+ BiCR + BDAR + B3ITO + BsAGE+ BsSIZE + BsPROF + e

Model 2:
Y =a+ B1QR + B2DER + B3TATO + B4AGE+ BsSIZE + BPROF + e
RESULTS
Table 2
DESCRIPTIVE STATISTICS

Growth CR QR DAR DER ITO TATO
Mean 0.1666 2.4064 1.5463 0.4594 1.1554 6.1258 1.3812
Median 0.0941 1.7272 1.0691 0.4815 0.9285 5.9051 1.1746
Max 3.1405 8.6378 7.3574 0.9445 4.2858 24.0573 4.4635
Min -0.9400 0.5813 0.2028 0.1406 0.1635 1.1108 0.2767
Std. Dev 0.6144 1.7470 1.3224 0.1974 0.9731 3.6966 0.8241
Observations 170 170 170 170 170 170 170

Profit growth has higher standard deviation compared to the average. The result indicates
that profit growth is high in variability and fluctuations. The maximum value obtained from PT
Japfa Comfeed Indonesia Tbk. On the other side, the minimum value obtained from PT Sekar
Bumi Tbk Table 2.

Current ratio has lower standard deviation compared to the average. The result indicates
that current ratio is low in variability and fluctuations. The maximum value obtained from PT
Delta Djakarta Thk. On the other side, the minimum value obtained from PT Sampoerna Agro
Thk.

Quick ratio has lower standard deviation compared to the average. The result indicates
that quick ratio is low in variability and fluctuations. The maximum value obtained from PT
Delta Djakarta Thk. On the other side, the minimum value obtained from PT Gudang Garam
Thk.

Debt to asset ratio has lower standard deviation compared to the average. The result
indicates that debt to asset ratio is low in variability and fluctuations. The maximum value
obtained from PT Perusahaan Perkebunan London Sumatra Indonesia Tbk. On the other side, the
minimum value obtained from PT Ultra Jaya Milk Industry & Trading Company Tbk.

Debt to equity ratio has lower standard deviation compared to the average. The result
indicates that debt to equity ratio is low in variability and fluctuations. The maximum value
obtained from PT Midi Utama Indonesia Thk. On the other side, the minimum value obtained
from PT Ultra Jaya Milk Industry & Trading Company Tbk.

Inventory turnover ratio has lower standard deviation compared to the average. The result
indicates that inventory turnover ratio is low in variability and fluctuations. The maximum value
obtained from PT Nippon Indosari Corpindo Thk. On the other side, the minimum value
obtained from PT Delta Djakarta Tbk.

Total asset turnover ratio has lower standard deviation compared to the average. The
result indicates that total asset turnover ratio is low in variability and fluctuations. The maximum
value obtained from PT Tigaraksa Satria Thk. On the other side, the minimum value obtained
from PT Sawit Sumbermas Sarana Thk Table 3.
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Table 3
LINEAR REGRESSION RESULTS
. Regression 1 . Regression 2
Variable Coefficient Probability Variable Coefficient Probability
C 2.110266 0.2500 C 2.005765 0.2638
CR -0.048362 0.5367 QR 0.022503 0.7821
DAR -0.650790 0.3251 DER 0.056726 0.7600
ITO -0.073841 0.0517 TATO -0.431562 0.0769
AGE -0.029757 0.4738 AGE -0.048042 0.2193
SIZE -2.50E-14 0.3440 SIZE -1.85E-14 0.4388
ROA 5.857895 0.0000 ROA 10.73959 0.0000
Adj. R? 0.185456 Adj. R 0.330835

Source: Output Eviews9

Within the significance level at 1%, 5%, 10% the empirical result shows that CR, QR,
DAR and DER have no effect on profit growth, proven by the probability > 0.1. On the contrary,
ITO has negative and significant effect on profit growth, proven by the negative coefficient at -
0.073841 and probability 0.0517 < 0.1. TATO has negative and significant effect on profit
growth, proven by the negative coefficient at -0.431562 and probability 0.0769 < 0.1.

As the control variables, firm age and firm size on both regression model has no effect on
profit growth. On the contrary, ROA has positive and significant effect on profit growth, proven
by the positive coefficient at 5.857895 and probability 0.0000 on the first regression model, also
positive coefficient at 10.73959 and probability 0.0000 on the second regression model.

DISCUSSION

Current ratio has negative coefficient at -0.048362 with 0.5367 probability test result.
Quick ratio has positive coefficient at 0.022503 with 0.7821 probability test result. The evidence
shows that both current and quick ratio has no effect on profit growth. This means whether the
liquidity ratio increases or decreases, it has no effect on profit growth. The findings on current
ratio aligned with prior research by (Puspasari et al., 2017; Susyana & Nugraha, 2021).
Meanwhile, the findings on quick ratio aligned with prior research by (Purnama, 2019; Safitri,
2020).

Debt to asset ratio has negative coefficient at -0.650790 with 0.3251 probability test
result. Debt to equity ratio has positive coefficient at 0.056726 with 0.7600 probability test
result. The evidence shows that both debt to asset and debt to equity ratio have no effect on profit
growth. This means whether the solvability ratio increases or decreases, it has no effect on profit
growth. The findings on debt to asset ratio aligned with prior research by (Pamungkas et al.,
2018; Pratiwi, 2018). Meanwhile, the findings on debt to equity ratio aligned with prior research
by (Dianitha et al., 2020; Ayem et al., 2017).

Inventory turnover ratio has negative coefficient at -0.073841 with 0.0517 probability test
result. Total asset turnover ratio has negative coefficient at -0.431562 with 0.0769 probability
test result. The evidence shows that both inventory turnover and total asset turnover ratio have
negative and significant effect on profit growth. This means, when the activity ratio increases,
the profit growth decreases. The findings on inventory turnover ratio aligned with prior research
by (Efendy, 2019). Meanwhile, the findings on total asset ratio aligned with prior research by
(Puspasari et al., 2017).
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CONCLUSION

This research focused on consumer non-cyclical firms to give empirical evidence that
liquidity and solvability ratios have no effect on profit growth. Meanwhile, the activity ratio that
is proxied by inventory turnover and total asset turnover has negative and significant effect on
profit growth. It is noted that within this industry, the larger turnover regarding operational
purpose, lowers the profit that companies earn. This finding provide additional frame of
reference for further research, as the research on consumer goods industry becomes widely
discussed.

RECOMMENDATION

For further research, additional variables should be included, as this research uses only
financial ratios to examine the effect towards profit growth. We consider the analysis of
consumer cyclical firm as additional material for educational purpose.
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