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Abstract: Literature article Reviewing the Effect of Liquidity and Profitability in the context
of financial management, a scientific study titled Financial Performance and Financial
Distress tries to provide a research hypothesis on the interaction between factors. This
literature review was written using the library research approach, including information from
online academic databases like Google Scholar, Mendeley, and others. The outcomes of this
article's literature review are:1) Liquidity affects Financial Performance; 2) Profitability has
an effect on Financial Performance; 3) Liquidity affects Financial Distress; 4) Profitability
has an effect on Financial Distress; and 5) Financial Performance Affects Financial Distress;
In addition to these 2 external factors that influence the endogenous variables Financial
Performance and Financial Distress there are still other additional elements, like as Leverage,
Solvency and Activity variables.
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INTRODUCTION

Business competition is fierce in this day and age, especially in an increasingly
technological one like ours. It is essential for businesses to be able to compete with their own
advantages. In addition to competing with other businesses, free trade also competes in the
domestic market. Because the company was founded to achieve the highest objectives, the
state of the environment can be influenced by a country's economic situation. Syuhada &
Muda, (2020) study of economic growth in recent years indicates that the world has
developed rapidly (Rani, 2017).But it can't tell if a business will be safe or survive in a
competitive market. Each organization established to look for benefit can make due or
produce for quite a while without going through liquidation. A set of accounting ratios called
the liquidity ratio is very important for predicting a company's financial health. The
company's capacity to quickly and economically convert its assets into cash to meet its
financial obligations is referred to as its liquidity. According to Syuhada & Muda's (2020)
study, financial distress was negatively impacted by the liquidity ratio. In the meantime,
research by Nurhidayah and Rizgiyah (2018) claims that the liquidity ratio significantly
reduces financial distress.
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A company's profitability is its capacity to generate a profit within a predetermined
time frame. The company's capacity to generate profits is measured by this ratio. The ratio
can also be used to assess the company's management and level of effectiveness. The profits
from sales and investment income demonstrate this. Companies with high profitability,
according to Syuhada & Muda (2020), are less likely to be affected by financial distress.
Syuhada & Muda document the significance of profitability ratios in predicting financial
distress. According to Syuhada & Muda's (2020) study, financial distress was negatively
impacted by the profitability ratio. In the meantime, Handajani's (2012) research indicates
that the profitability ratio has a positive and significant impact on financial distress.

According to the preceding definition, it is likely that liquidity and profitability have an
impact on the financial health and financial distress of Indonesian food and beverage
enterprises. As a result, this literature review article will explore pertinent prior research to
support the theory under consideration, clarify the link between variables, and establish a
foundation for a working hypothesis.

The following issues may be established against the background to develop hypotheses
for additional research:

1. Does Liquidity Affect Financial Performance?

2. Does Profitability Affect Financial Performance?

3. Does Liquidity Affect Financial Distress?

4. Does Profitability Affect Financial Distress?

5. Does Financial Performance Affect Financial Distress?

LITERATURE REVIEW
Financial Performance

A financial performance analysis is performed to determine the degree to which a firm
has accurately and appropriately executed the financial implementation guidelines. (Fahmi,
2011). Financial performance is an effort made by every company in measuring and assessing
every success achieved by analyzing financial statements (Sukawati & Wahidahwati, 2020).
Financial performance, on the other hand, is defined by Rudianto (2013: 189) as the outcome
or success that the management of the firm has achieved in carrying with its duty of
effectively managing company operations over a specific time period.

There are several past researchers that have examined this financial performance,
including (Armalinda, 2019), (Mujtahidah & Laily, 2016), and (Jumirin Asyikin, 2020).

Financial Distress

Financial Distress or Financial Difficulty is the stage of decreasing the company's
condition before it goes bankrupt (Lisiantara & Febrina, 2018). According to Ayu, Handayani
& Topowijono (2017) Financial Distress is influenced by several factors originating from
internal and external to the company. Internal factors that affect Financial Distress include
cash flow, the amount of company debt, and losses experienced by the company in
operational activities for a certain time. while external factors that affect Financial Distress
are more macroeconomic in nature.

Financial Distress is a bad financial situation (Moleong, 2018). Based on Ferbianasari
(2012) in the research of Suprayitno et al., (2019), Financial Distress is a very severe liquidity
problem that cannot be solved without changing the action process or company structure.

According to Damajanti & Hasnita Wulandari, (2021) Before liquidation or bankruptcy
takes place, there is a phase of declining financial status called financial distress.

Many past scholars have examined financial distress, including (Jumirin Asyikin,
2020), ((Isti Farah, 2018), (Kurniasih et al., 2020), (Dirman, 2020), and (Cahyani & Indah,
2021).
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Liquidity

A ratio called liquidity gauges a company's capacity to quick payment obligations
(debt). The Current Ratio is a measure or indication of liquidity. (Kasmir, 2017).

The measures known as liquidity are used to assess how well the company's current
liabilities are being met using its current assets (Sudaryanti & Dinar, 2019).The dimension or
indicator of Liquidity is the Current Ratio (Sudaryanti & Dinar, 2019).

Liquidity is the ratio of existing resources and current obligations showing the
company's short-term ability to repay its current liabilities from existing current assets
(Balasubramanian, Radhakrishna, Sridevi and Natarajan, 2019). The dimension or indicator
of Liquidity is the Current Ratio (Balasubramanian, Radhakrishna, Sridevi and Natarajan,
2019).

Liquidity is an indication of the company's capacity to meet debt of the moment as it
matures using current assets (Syamsuddin, 2011). According to Harahap (2013), The current
ratio is an important metric to evaluate a company's capacity to pay down short-term debt. By
comparing current assets (also known as current assets) to current liabilities, the current ratio
may be used to gauge liquidity (current liabilities). The following formula may be used to get
the current ratio:

Current Assets

Current Ratio = ——
Current Liabilities

Numerous researchers before you have examined this liquidity, including (Kurniasih et
al., 2020), (Dirman, 2020), (Cahyani & Indah, 2021), and (Gayatri Sulisetyawati Pertiwi,
2021).

Profitability

Being profitable means a corporation can turn a profit (profits) (Wahyuni & Ardini,
2017). Timman et al. (2018:126) explains that the profitability ratio can measure the capacity
to obtain adequate profits from its operational activities, including its investment activities.

Hery (2016: 193) claims that Return on Assets (ROA) can be used to measure

profitability ratios. According to Brigham & Houston (2018:140) ROA aims to measure the
amount of Net Profit obtained from total assets so that the return value on total assets is
obtained. ROA can be calculated by the following formula:

Net Profit

Return on Asset =———
Total Asset

Numerous earlier studies have examined this profitability, including (Hidayat and
Meiranto, 2014), (Dirman, 2020), (Gayatri Sulisetyawati Pertiwi, 2021), and (Cahyani &
Indah, 2021).

Table 1: Relevant Previous Research

No Author Previous Research Results Similarities With This Difference With This
(Year) Avrticle Article
1  (Kurniasih et Financial Distress estimation is  Financial Distress is Liquidity affects
al., 2020) adversely affected by liquidity. influenced by liquidity Financial Performance
2 (Cahyani & 1) The current ratio (CR), which  Financial distress is Financial distress is
Indah, 2021)  measures liquidity, has a influenced by impacted by Total
detrimental impact on how profitability and liquidity =~ Assets Turnover
financial hardship is estimated. (TATO).

2) Financial trouble can be
foreseen by using Return on

Available Online: https://dinastipub.org/DIJDBM Page 995



https://dinastipub.org/DIJDBM

Volume 3, Issue 6, October 2022

E-ISSN: 2715-4203, P-ISSN: 2715-419X

Assets (ROA), a proxy for
profitability.

3) Total Assets Turnover
(TATO) data demonstrate that
evaluating the financial distress

condition is negatively impacted

by TATO outcomes.
3  (Dirman, 1) Financial distress is Liquidity and Financial Distress is
2020) unaffected by liquidity as Profitability affect impacted by leverage
measured by the current ratio Financial Distress
(CR).
2) A useful indicator of
profitability is return on assets
(ROA), which is also used to
predict financial crisis.
3) Leverage ratio as determined
by the Debt to Equity Ratio has
little bearing on financial stress
(DER).

4 (Hidayat dan 1) Financial distress is Liquidity and Financial Distress is
Meiranto, negatively and significantly Profitability affect impacted by leverage
2014) impacted by liquidity Financial Distress.

2) Financial distress is not much
impacted by profitability

3) Financial distress is
significantly reduced by
leverage.

.5 (Gayatri The findings indicated that Financial distress is Financial Distress is
Sulisetyawati although liquidity had a influenced by impacted by leverage
Pertiwi, favorable impact on financial profitability and liquidity
2021) distress and profitability (ROA)

had a negative impact.

6  (Jumirin Risk, efficiency, and financial Financial Distress is Financial Distress or
Asyikin, distress are all significantly significantly influenced financial troubles are
2020) impacted by financial by financial influenced by liquidity

performance. performance. and profitability.

7  (Isti  Farah, Financial distress is positively Financial Distress is Liquidity affects
2018) impacted by profitability. positively impacted by financial performance

profitability.

8 (Mujtahidah  Financial performance is Financial performance is  Leverage has an impact
& Laily, adversely affected by the impacted by liquidity. on financial results.
2016) liquidity proxy in the current

ratio.

9  Nugroho dan Financial success is positively Financial performance is  Financial Distress is
Widiasmara  and significantly impacted by impacted by profitability  influenced by liquidity
(2019) profitability. and liquidity. and profitability.

10 (Armalinda, Financial success is positively Financial performance is  Profitability affects
2019) and significantly impacted by impacted by liquidity. financial performance

liquidity (current ratio).

11 (Wardani, Financial performance is Liquidity affects Profitability affects
Wiyadi, & significantly benefited by financial performance financial performance
Susila, 2020) liquidity.

RESEARCH METHODS
The descriptive qualitative approach and library research, which were acquired from
online programs like Google Scholar, Mendeley, and other online applications, were used to
write this literature review essay. The subject of this literature review article is financial
management.
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Reviews of the literature must be used in qualitative research in a way that is
compatible with the methodology. This means that in order to avoid influencing the
researcher's queries, it must be employed deductively. The exploratory nature of qualitative
research is one of its main drivers (Ali & Limakrisha, 2013).

DISCUSSION
A discussion of the article's literature review is provided below, based on how the topic
was stated, pertinent theoretical research, and earlier studies:

Effect of Liquidity on Financial Performance.

Liquidity affects financial performance, where the components or indicators of liquidity
(Current Ratio) have an impact on the components or indicators of financial performance
(Asmarani, 2017).

Research on Liquidity and Financial Performance conducted by Shultoni (2020) states
that liquidity is able to significantly affect financial performance. Research by Allagabo &
Mustafa (2020) and Muthohar (2021) concludes that liquidity can affect financial
performance in a significant negative way. while research by Dahiyat et al. (2021) and Dahlia
& Yani (2021) certify that the performance of the financial system is unaffected by liquidity.

Financial performance is impacted by liquidity, according to studies by: (Armalinda,
2019), (Mujtahidah & Laily (2016).

The Effect of Profitability on Financial Performance.

Profitability affects financial performance, where the parameters or measures of
Profitability (ROA) have an impact on the parameters or measures of financial performance
(Makhdalena, 2012).

According to Kasmir (2016), the profitability ratio can show the management efficacy
of a firm in generating profits. Companies with high profitability can be considered to earn
significant profits, which can subsequently provide success to shareholders. In other words,
the company's financial performance is better the greater the degree of profitability.
Profitability has a favorable impact on financial performance, claim Asniwati (2021), Putry &
Erawati (2013), and Pranata et al. (2014).

Financial success is impacted by profitability, according to studies by: (Nugroho &
Widiasmara, 2019), (Isti Farah, 2018).

Effect of Liquidity on Financial Distress

The dimensions or indications of liquidity (such as the current ratio) have a negative
impact on the parameters or measures of financial distress, indicating that there is a
relationship between the two (Nita, 2017).

According to Rhomdoni et al. (2020) Financial Distress can be said as the stage of
Financial distress before the occurrence of liquidation or bankruptcy. Financial Distress can
be caused by difficulties in meeting liquidity obligations (short term) or insolvability (Hanafi
& Halim, 2014: 637) this statement is reinforced by the findings of the study of Lestari et al.
(2020) which states that if liquidity constraints are experienced by a company, it will increase
the possibility that the company will experience financial difficulties.

Financial distress is influenced by liquidity; if a corporation views liquidity favorably,
it may eventually run into financial troubles.

Financial distress is influenced by liquidity, according to studies by: (Kurniasih et al.,
2020), (Cahyani & Indah, 2021), (Gayatri Sulisetyawati Pertiwi, 2021), and (Hidayat and
Meiranto, 2014).

The Effect of Profitability on Financial Distress.
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The dimensions or indications of Profitability (ROA) have an impact on the parameters
or measures of Financial Distress, and vice versa. Profit from Return on Assets (ROA) is a
ratio that demonstrates a company's capacity to generate profits by making effective and
efficient use of its assets. From this explanation, it can be said that the higher the ROA, the
lower the probability of bankruptcy occurring. However, this condition does not always occur
as long as the bank has sufficient capital to bear the risks and manages it effectively and
efficiently for all its expenses. So that although the ability to generate profits decreases, it
does not have much impact on the potential for bankruptcy.

Research backs up the findings of this study (Khadapi, 2018), (Suhadi &
Kusumaningtias, 2017), (Shidig & Wibowo, 2017) which says ROA has no significant effect
on the potential for bankruptcy. However, it is different from the research of Sofiasani and
Gautama (2016), Pratama (2015) which says that ROA has a significant effect on the
potential for bankruptcy.

Profitability has an effect on Financial Distress, this is in line with research conducted
by: (Hidayat and Meiranto, 2014), (Dirman, 2020), (Isti Farah, 2018), (Cahyani & Indah,
2021), and (Gayatri Sulisetyawati Pertiwi, 2021).

The Effect of Financial Performance on Financial Distress.

The dimensions or indications of financial performance, such as total asset turnover,
have an impact on the dimensions or indicators of financial distress, such as the interest
coverage ratio (ICR), which divides EBIT depending on interest expenses (Sutanto, 2020)
Clause:

1) If the ICR value is 2, it indicates that the company is in financial trouble, as represented by
dummy 1.

2) ICR > 2, implying that the organization doesn't encounter monetary pain or is a solid
organization, represented by a fake 0.

By concentrating on financial performance, control the stability of the company's
financial performance and lower the amount of financial hardship. The foundation of the
company's financial problems is its inability to control its financial performance (Sutanto,
2020).This begins with the company's failure to promote the products it manufactures, which
causes sales to decline and the company to incur losses in the course of its operations.

The total asset turnover ratio can show the use of the company as a whole, in addition
to sales stability, asset structure, growth rates, taxes, and lender attitudes (Brigham and
Houston, 2011).assets in terms of how effectively they generate volume of sales

Financial distress is influenced by financial performance, and one way to determine
whether a company is in financial distress is to examine its financial performance.This is
consistent with research carried out by:(Jumirin Asyikin, 2020), (Suryani, 2020), and (Edi,
2020).

Conceptual Framework
The conceptual framework of this article is built on the problem definition, theoretical
studies, relevant prior research, and examination of the interactions between these aspects.

H1

o 21

Liquidity »| Financial performance

H2

H5
4

2 A )
Profitability J 'L Financial Distress

HA
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Figure 1: The Framework
According to the conceptual framework illustrated above, liquidity and profitability
have a direct or indirect impact on financial performance and financial distress.
In addition to these three external factors, there are other more factors that influence
financial success, such as:

1) Corporate Culture: (Harini et al., 2020), (Elmi et al., 2016) dan (Limakrisna et al., 2016),

2) Earning Per Share: (Saputra, 2022a), (Aletheari & Jati, 2016).

3) business size: (Wangsih, 2021), (Syuhada. Putri, 2020), (Suryani, 2020), (Assagaf & Ali,
2017).

4) Promotion: (Ali, Evi, et al., 2018), (Prihartono & Ali, 2020), (Saputra, 2022b),
(Sulistiorini & Ali, 2017), (Hairiyah & Ali, 2017), (Ali, Narulita, et al., 2018), (Hasyim &
Ali, 2022).

5) Financial Policy: (Saputra & Ali, 2021), (Sudiantini et al., 2019), (Saputra & Ali, 2022),
(Pitri et al., 2022).

6) governmental strategy: (Haitao & Ali, 2022), (Saputra & Ali, 2021), (Munawar & Saputra,
2022), (Hermawan, 2022), (Arifin & Hermawan, 2022).

7) Working Person: (Prayetno & Ali, 2017), (Riyanto et al., 2017), (Hermawan, 2021),
(Widodo et al., 2017), (Thanh Nguyen et al., 2019), (Hermawan & Arifin, 2021).

8) Workplace Motivating: (Prayetno & Ali, 2020), (Sutiksno, SDU, Rufaidah, P., Ali, H., &
Souisa, 2017), (Sudiantini, 2020), (Munawar & Saputra, 2021), (Agussalim, MP,
Rezkiana, A., & Ali, 2016), (Bastari et al., 2020)

CONCLUSION AND SUGGESTION
Conclusion
The conceptual framework of this article is based on the problem definition, theoretical
studies, relevant prior research, and a study of the interactions between these aspects.
Liquidity affects Financial Performance.
Profitability has an effect on Financial Performance.
Liquidity affects Financial Distress.
Profitability has an effect on Financial Distress.
Financial Performance has an effect on Financial Distress.

agkrownE

Suggestion

Based on the aforementioned conclusions, it is suggested in this article that a variety of
other factors, in addition to financial performance and distress at all types and levels of
organizations or companies, also influence financial performance and distress. As a result,
additional research is required. should consider additional elements beyond those discussed in
this article that may have an impact on financial success and financial distress, such as:
Leverage, Solvency and Activity.
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