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 This study aims to determine the relationship between financial distress and systematic risk, the 
relationship between financial distress and profitability, the relationship between systematic risk and 
stock returns, the relationship between profitability and stock returns, and the indirect effect between 
financial distress and stock returns through systematic risk and company profitability. by collecting 
data on the Indonesia Stock Exchange on chemical companies and the element industry in 2018-
2020. This study was conducted to find out the answers to the impact caused by the global economic 
turmoil. Using the PLS-SEM method and four latent variables, which are divided into one 
endogenous variable, two moderating variables and one exogenous variable, it is hoped that it can 
provide value for the statistical calculation activities carried out. This study uses a quantitative 
descriptive method with two moderating variables that link financial distress and stock returns. This 
study produces a specific indirect effect; the financial distress variable significantly impacts Stock 
Return through systematic risk and profitability variables with a p-value < 0.05. The main finding of 
this study is the significant impact of world economic turmoil that must be faced by creating 
systematic risk to convince. Investors and provide education to potential investors. 
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1. Introduction 
 
 
 
 
 
 
 
 

The company is an organization that mainly carries out economic activities carried out continuously and has a specific purpose. 
The company's main objective is to reduce systematic risk and increase the company's shares from good financial performance 
with the increased prosperity of owners or shareholders. For the development of economic conditions in the world and the state 
of economic actors will always experience ups and downs and will not always go well. When the crisis starts to hit, then many 
companies will share financial distress.  Due to the company's declining economic and financial conditions, financial pain 
experienced by the company resulted in an increased risk of bankruptcy. On the other hand, the debate about the determining 
factors of financial distress sparked the interest of researchers decades ago, especially after the onset of the last financial crisis 
due to the significant consequences for all stakeholders of a company  (Bravo-Urquiza & Moreno-Ureba, 2021). The theory  
(Chen et al., 2018) explains that highly leveraged companies have a significant potential risk of bankruptcy that requires 
systematic risk handling to prevent them. Investors' purpose is to maximize the profit (Return)without forgetting the risky factors 
investment that must be faced. Return is one of the factors that motivate investors to invest and is in Return for the courage of 
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investors to bear the risk of their investments. With any obstacles the world economy faces today, a variety of suitable handling 
methods can be overcome. Governance is less common among many companies, as it relies solely on soft information and does 
not get accurate and robust data to predict the possibility of future bankruptcies  (Li et al., 2020). Investors also want assurances 
on the company's financial performance in the face of global economic challenges. The expected capital of the company is 
obtained from investors who need a return on their shares with maximum Return.  Investors' purpose is to maximize profits 
(Return)without forgetting the investment risk factors that must be faced. Recovery is one of the factors that motivate investors 
to invest and is in Return for the courage of investors to bear the risk of their investments. The reaction to the capital market 
will be different during the recent financial crisis, as investors tend to avoid trouble. There is a decrease in the amount of capital 
issued by investors  (Elyasiani et al., 2014). Therefore, the primary purpose of this study is to find out how likely it is to occur 
in the company's financial performance in the face of crises and unstable economic cycles, as well as the best way to convince 
investors of a systematic risk management plan to deal with it so that investors get a maximum return from the company's sound 
financial performance. Positive changes, and market demand increases, then systematic risk will decrease. 

Conversely, if market demand decreases, either due to Systematic competition or changes in general economic conditions, 
investors' risk factors will increase significantly. When the company's risk factors are considered to increase due to outside 
factors beyond the company's control, attracting new investors is minimal.  Our Analysis illustrates that during the covid-19 
virus pandemic, there were many impacts on the entire world economy, including Indonesia, which experienced a gross domestic 
product (GDP) slump in the second quarter of 2020. From an economic point of view, it can be a lesson that systematic risk of 
returning shares to investors can be a shield in anticipation of similar events in the future. 

2. Literature Review 

2.1 Financial distress on systematic risk 

Financial distress risk refers to the company's inability to meet its fixed monetary payment obligations to employees and 
shareholders (Gilson, 1989). In principle, the opposite of the risk of financial difficulties is that innovation requires large 
amounts of investment and generates uncertain returns; imitation strategies can become more expensive and make companies 
late to be competitive. The study  (Mangena et al., 2020)  explained that the role of banks becomes very central in helping 
financial difficulties in Spanish companies; banks provide debt and equity financing to the same companies. Some research  
(Salloum et al., 2013; Fich & Slezak, 2008; (Hsu & Wu, 2014) financial distress to systematic risks through the board of 
directors. The role of independent or outside directors has been gaining considerable attention over the years as they are believed 
to strengthen the company's financial performance and reduce the risk of bankruptcy due to external turmoil. Measures of 
financial difficulty with systematic risks carried out by the government are usually triggered by banks that massively sell their 
assets to restore optimal leverage after a shock. Also, small-scale regulation requires financial institutions to adjust capital to 
risk-based portfolio levels. They are also forced to rebalance the portfolio to safer assets to comply with regulations  (Cifuentes 
et al., 2005; Cont & Wagalath, 2016). There are not many studies investigating the relationship between corporate financial 
pressures and systematic risk measures, but  (Benoit et al., 2012; 2017)  show measurements that systematic global risks are 
theoretically and empirically related to market risk measurements and company characteristics. From the literature described 
above can be drawn the hypothesis that: 

H1: Financial Distress has a significant and significant effect on systematic risks in the primary and chemical industry sector 
on the Indonesia stock exchange for the period 2018-2020. 

2.2 Profitability 

Profitability Ratio can measure the company's ability to earn a profit, both about sales, assets, and capital itself (Nugroho et al., 
2021). According to  Nugroho et al. (2021),  Profitability Ratio is a ratio that measures the company's ability to generate profit 
during a specific period and also provides an overview of the effectiveness of management in carrying out its operations. 
Profitability also has a positive relationship with the dividend payout ratio because the higher the level of profitability, the 
greater the dividend distributed by the company to investors. 

H2: Financial Distress has a significant and significant effect on profitability in the primary and chemical industry sector on 
the Indonesia stock exchange for the period 2018-2020. 

2.3 Systematic Risk to Stock Return 

An analysis of Xu (2021)  based on impulse responses states that the increase in cases of covid-19 undermines the Return of 
existing shares in The Chest. From that Analysis, we reanalyzed what happened to the Indonesian economy caused by covid-19 
with financial distress in all companies going public. For example, Ashraf (2020) found the stock market reacted negatively to 
the growth of COVID-19 cases based on panel data  (Ashraf, 2020). To balance this, concrete steps are required for the severe 
handling of each stakeholder. At the same time  Rong et al. (2020)  suggest that good labor mobility will increase the company's 
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value against the Return of shares. This indicates that internal patterns also affect the company's financial performance in 
obtaining maximum profit. The company's resilience in the face of the current negatively confirmed world economic turmoil in 
history has been stated like this  (Mitton & Vorkink, 2008). Based on the utility model shows investors have the option to 
determine,  (Barberis & Huang, 2008)  explains the consequences of financial distress, assets that are considered positively 
skewed will get low returns. From the literature described above can be drawn the hypothesis that: 

H3: Systematic Risk has an effect and significant effect on the Return of Shares in the primary and chemical industry sector on 
the Indonesia stock exchange for the period 2018-2020. 

2.4 Profitability Against Stock Return 

According to Dyah and Mulyo (2012), there is an increase in the Return of shares in the company listed in the research list, 
assuming variable ROA, NPM, EPS, and PER have not changed. For variable ROA does not have a positive and insignificant 
influence on the Return of shares. Simultaneously, in NPM, there are positive and negligible to the Return of claims, and EPS 
and PER have a positive and significant influence on the Return of shares of manufacturing companies in the Food and 
Beverages sector. (Nugroho et al., 2020)states that together financial performance as measured by EPS, ROE, and DER has a 
significant effect on stock returns, but based on partial testing of financial performance variables as measured by EPS, ROE, 
and DER, respectively has no significant impact on stock returns.   (Arif et al., 2020)entitled Analysis of the influence of DER, 
CR, and ROE on the Return of Shares (Study on Stock Index LQ45 Period 2009 - 2011 and Investors registered with 12 
Securities Companies in Semarang Region Period 2012). T-test results on secondary data show that ROE variables have a 
significant adverse effect on Stock Return 
 
H4:  Profitability has an effect and significant effect on the Return of Shares in the primary and chemical industry sector on the 
Indonesia stock exchange for the period 2018-2020. 

 
 

 

 

 

 

 

Fig. 1. Conceptual Framework 

3. Research Methodology 

This research uses quantitative research with a descriptive approach to finding out the relationship of financial distress with 
systematic risk and stock return and using secondary data in the form of financial report documentation released by the Indonesia 
Stock Exchange on companies in the primary industrial & chemical sector. The population of this research is companies listed 
in the primary industrial & chemical industry on the Indonesia Stock Exchange as of 2020 20, which amounts to 80 companies. 
Research samples used in this study in the form of purposive sampling techniques. By criteria: 

1. Primary industrial & chemical sector manufacturing companies listed on the Indonesia Stock Exchange as of 2020.  

2. Primary industrial & chemical sector manufacturing companies that reported consecutive financial statements during 
the period 2018-2020. This criterion is included because some companies have not published or published annual 
financial statements in 2020 

3. Primary industrial & chemical sector manufacturing companies experienced financial Distress with Zmijewski model 
analysis in 2018-2020. 

3.1 Data Collection Techniques 

The data collection techniques used are documentation and literature studies. This method collects data from the annual report 
on the Indonesia Stock Exchange period 2018-2020. According to  Yucha (2018), the most accurate financial distress prediction 
analysis results are the Zmijewski models compared to Altman and Springate models. The study results by Grice and Dugan 

FINANCIAL 
DISTRESS 

SYSTEMATIC 
RISK 1H 

STOCK 
RETURN 

2H PROFITABILI
TY 

3H 

4H 



   1720

(2003)  showed that the widespread application of the Zmijewski model currently poses problems with the validity of the 
construct, so that in this study will be taken in more detail using data in recent years from the Indonesia Stock Exchange. 

This study used the Zmijewski model as an indicator of financial distress variables. The formula Zmijewski (X-Score) is 
described as follows: 𝑋= −4,3−4.5 𝑋1+5,7 𝑋2−0,004 𝑋3 

Description: 
 
X1 = Earnings After Tax to Total Assets (ROA) 
X2 = Total Debt to Total Assets (Debt to Asset Ratio) 
X3 = Current Assets to Current Liabilities (Current Ratio) 
 
3.2 PLS-SEM Data Analysis 

We use the Partial Least Square (PLS-SEM) analysis, model. Partial least square structural equation modelling (PLS-SEM) is a 
next-generation analysis technique that has become a widespread concern in management science, marketing, information 
systems, finance and other social sciences, with an increasing number of studies at exponential levels in the last two decades 
(Hair et al., 2013). By drawing up a path diagram, this step shows the causality relationship of the construct. In this study, there 
are three indicators of construct variables in financial distress: ROA, Debt to Asset Ratio and Current Ratio, and three 
endogenous constructs: systematic Risk, profitability and Return of shares. 

 

 

 

 

 

 

 

 

 

 

Fig. 2. Structure of PLS-SEM 

Description: 

X1_1 = ROA Indicator for Financial Distress 
X1_2 = Debt to Asset Ratio Indicator for Financial Distress 
X1_3 = Current Ratio Indicator for Financial Distress 
Z1_1 = Exchange Rate Indicator for Systematic Risk 
Z1_2 = Interest Indicator for Systematic Risk 
Z1_3 = Inflation Indicator for Systematic Risk 

Z2_1 = NPM Indicator for Profitability 
Z2_2 = ROA Indicator for Profitability 
Z2_3 = Indicator ROE for Profitability 
Y1_1 = Indicator DPR for Stock Return 
Y1_2 = Indicator PHS for Stock Return 
Y1_3 = Indicator PVS for Stock Return 

 

4. Research Results  

Before conducting the hypothesis test to determine the value of the latent variable structures, testing is required to verify the 
indicators in latent variables, including testing the validity of the construct (convergent validity and discriminant validity) and 
the reliability of the construct. The model results of the test image are as follows,  

1. Financial distress has three indicators for ROA, Debt Payment Ratio and Current Ratio. Of these three indicators, each 
has a loading factor value, namely: ROA with loading factor 0. 928, Debt Payment with loading factor 0. 978 and Current 
Ratio with loading factor -0.969. By the minimum value of convergent validity is > 0.5, the indicator of Financial 
Distress has complied, and there is no need to drop. 
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2. Systematic risk has three indicators for the exchange rate, interest and inflation. Each has a loading factor value of these 
three indicators: exchange rate with loading factor -0. 972, interest with loading factor 0. 984 and inflation with loading 
factor 0.967. By the minimum value of convergent validity is > 0.5, the indicator of Financial Distress has 
complied, and there is no need to drop. 

3. Profitability has three indicators for NPM, ROA and ROA. From these three indicators, each has a loading factor value, 
namely: NPM with loading factor 0. 930, ROA with loading factor 0. 996 and ROE with loading factor 0.997. By the 
minimum value of convergent validity is > 0.5, the indicator of Financial Distress has complied, and there is 
no need to drop. 

4. Stock Return has three indicators. Also, yes, it's DPR, PHS and PVS. Of these three indicators, each has a loading factor 
value, namely: DPR with loading factor 0. 945, PHS with loading factor 0. 357 and PVS with loading factor -0.094. The 
minimum value of convergent validity is > 0,5, the indicator of Systematic Risk only one that meets the criteria 
of value more than the minimum limit of convergent validity, so it needs to be dropped. 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

Fig. 3. Outer Model Calculation Results After Dropping 
5. Discussion 
 

In hypothesis testing, the value analyzed is the value present in the t-statistic generated from the PLS output by comparing it 
with the t-table value. Pls output is a latent variable estimate which is the aggregate linear of the indicator. The hypotheses 
used are as follows: 
 
Testing criteria with a significance rate (α) of 5% are determined as follows: 
 

1. If the t-count > t table is more than 1. 66, then the hypothesis is accepted. 
2. If t count< t table, that is less than 1. 66, then the hypothesis is rejected. 

 
Table 1  
Output Bootstrapping-PLS 

 T Statistic P Values 
Financial Distress  Systematic Risk  2.286 0.001 
Financial Distress  Profitability 1.813 0.010 
Systematic Risk  Stock Return 2.753 0.006 
Profitability  Stock Return 1.986 0.030 
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Hypothesis I tested the relationship between Financial Distress and Systematic Risk, showing the original sample value of 0.221 
and t-statistic 2.286. The measurement results showed that t-statistic < t- table (significance level 5%= 1,66), then the first 
hypothesis in this study was received. From the data results, it can be interpreted that financial distress independent latent 
variable sample data proves the relationship with latent variables Intervening (systematic risk), or in other words, X1 provides 
a significant impact on Z1 with a positive relationship direction. This indicates that the ROA, Debit Payment Ratio and Current 
Ratio causes systematic risk changes in primary and chemical industry companies. The information presented in the ROA, Debit 
Payment Ratio and Current Ratio, is quite attractive to investors as a basis for assessing the company's performance. This can 
be because from the liquidity ratio angle; this ratio provides information related to the fulfilment of its short-term obligations. 
Still, it is enough to give a positive signal for the continuity of investments invested by investors. 
 
Hypothesis II tests the relationship between Financial Distress and Profitability, showing the original sample value of 0.214 
and t-statistics of 1.813. The measurement results showed that t-statistic < t- table (significance level 5%= 1,66), then the first 
hypothesis in this study was received. From the data results, it can be interpreted that financial distress independent latent 
variable sample data proves the relationship with latent variable Intervening (Profitability). In other words, X1 provides a 
significant impact on Z2 with a positive relationship direction. Any increase or decrease in ROA generated will affect the 
growth and decline in Stock Return in manufacturing companies. The results of this Analysis indicate that investors also use 
the profitability ratio of ROA to measure the company's performance in generating profit that will impact the Stock Return to 
be obtained. In line with some previous research that has been suggested that the greater profitability obtained by the company, 
the greater the Stock Return received by investors. In this research, financial distress during the pandemic made it very difficult 
for investors to invest due to the problematic situation in the second quarter of 2020 caused by the instability of the world 
economy. However, based on the latest considerations from the data presentation, the third and fourth quarter national 
economic system has been controlled in line with the increasingly controlled pandemic covid outbreak in Indonesia.  
 
Hypothesis III tests the relationship between systematic risk and Stock Return, showing the original sample value of 0.255 and 
t-statistic 1.986. The measurement results showed that t-statistic < t- table (significance level 5%= 1,66), then the first 
hypothesis in this study was received. From the data results, it can be interpreted that the sample data of independent latent 
variables of systematic risk proves the relationship with latent variables (Stock Return). In other words, Z1 has a significant 
impact on Y with a positive relationship direction. Systematic risk occurs as a whole in the market so that all companies will 
be affected. Rationally when the systematic risk is greater, the sensitivity (sensitivity) of the stock price to the risk in the market 
higher means that the stock price will increasingly follow (move together) the market index. With the increasing sensitivity of 
the stock price to the market index, investors are more accessible in predicting the company's share price. The changes in 
individual and market share prices tend to be the same. The information in the market is more open. Thus the expected Return 
by investors will be higher. 
 
Hypothesis IV tests the relationship between profitability and Stock Return, showing the original sample value of 0.199 and t-
statistic 2.273. The measurement results showed that t-statistic < t- table (significance level 5%= 1,66), then the first hypothesis 
in this study was received. From the data results, it can be interpreted that the sample data of independent latent variables 
profitability proves the relationship with latent variables (Stock Return). In other words, Z2 gives a significant effect against 
Y with a positive relationship direction. i.e. any increase or decrease in ROA generated will impact the increase and decrease 
in Stock Return in manufacturing companies. The results of this Analysis indicate that investors also use the profitability ratio 
of ROA to measure the company's performance in generating profit that will impact the Stock Return to be obtained. 
 
Table 2  
Specific Indirect Effect 

 T Statistic P Values 
Financial Distress  Systematic Risk  Stock Return 3 .152 0 .002 
Financial Distress  Profitability  Stock Return 2 .342 0 .025 

 
Variable relationship through intervening: Financial Distress Systematic Risk  Stock Return this indicates  that the Return 
of shares affected by financial distress is mediated with systematic risk, on the increase or decrease in activity will be an 
influence to Stock Return when the systematic risk increases, then the Stock Return received by investors is low. Systematic 
risk cannot be avoided but can be minimized with appropriate corporate activities. As an investor can consider before 
investing in the company, when the condition of systematic Risk increases, it should look at its actions.  
 
Variable relationship through intervening: Financial Distress  Profitability  Stock Return this indicates that Stock Return 
influenced by financial distress mediated with profitability, an increase or decrease in growth will affect Stock Return when 
profitability increases. Investors who want a high return on stocks should calculate the ratio of each company's shares owned, 
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especially the percentage of profitability. 
 
6. Conclusion 

This study concluded that financial distress significantly impacts Stock Return when economic turmoil occurs, especially when 
there is a pandemic covid-19; this is evidenced by the relationship of variable financial distress with systematic risks of 
companies that positively impact. Therefore, both cannot be released to support the company's financial stability in the face of 
national and international economic shocks. The company's profitability is also affected by the validity of the positive value 
generated from the data on the Indonesia stock exchange. To handle it requires good cooperation from investors and actors of 
primary and chemical industries. The value resulting from the PLS-SEM Analysis shows that the relationship of four variables 
shows positive results and are interdependent with each other. Therefore, it is expected that the national economic system is 
better prepared in the face of global economic shock risks in the future. Investor knowledge is also fundamental in helping the 
rise of the national economy; it takes good cooperation from all parties for the national economy to continue to grow and develop 
well.  

1. The results of the Analysis of Output Bootstrapping-PLS Financial distress have a significant effect on systematic risk with 
a p-value of 0.001 <0.05, so it can be concluded that the objectives of this study have been met. 

2. The results of the Analysis of Output Bootstrapping-PLS Financial distress have a significant effect on profitability with a p-
value of 0.010 <0.05, so it can be concluded that the objectives of this study have been fulfilled. 

3. The Bootstrapping-PLS Output analysis systematic risk results have a significant effect on the Stock Return with a p-value 
of 0.006 <0.05, so it can be concluded that the objectives of this study have been met. 

4. The results of the Analysis of the Output Bootstrapping-PLS Profitability significantly affect the Stock Return with a p-value 
of 0.030 <0.05, so it can be concluded that the objectives of this study have been fulfilled. 

5. The Specific Indirect Effect analysis results also state that Fgan through the systematic risk variable with a p-value of 0.002 
<0.05, so that financial distress has a significant effect on systematic risk, it can be concluded that the objectives of this study 
have been met. 

6. The results of the Specific Indirect Effect analysis also state that financial distress through the profitability variable with a 
p-value of 0.025 <0.05. Financial distress has a significant effect on systematic risk. It can be concluded that the objectives of 
this study have been met.  
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