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Abstract 

 

This study aims to analyze the mediating effect of the debt ratio on the effect of liquidity and 

profitability on stock returns. Stock prices and returns are one unit, so that to estimate stock prices and 

returns can be seen from the company's financial performance, through financial ratios such as liquidity 

ratios, profitability ratios, and debt or leverage ratios. Companies with good financial performance are 

expected to have good stock performance. This study used a sample of 31 public companies in the 

wholesale and retail trade sub-sector which were listed on the Indonesia Stock Exchange in the 2016-

2020 period. Sampling of this research was based on purposive sampling technique. The data analysis 

technique used is tiered linear regression, path analysis, and the Sobel test. The results of this study 

indicate that the significant liquidity ratio has a negative effect on the debt ratio and the liquidity ratio 

does not have a significant negative effect on stock returns. The profitability ratio has a significant 

positive effect on the debt ratio which confirms the trade-off theory. The profitability ratio has a 

significant positive effect on stock returns, while the debt ratio has a significant negative effect on stock 

returns. The debt ratio is not significant to mediate the positive negative effect of the liquidity ratio on 

stock returns. Likewise, the debt ratio is not significant mediating the negative positive effect of 

profitability ratios on stock returns. The results of this study suggest that investors who expect high 

stock returns do not need to pay attention to the company's debt ratio, but rather pay attention to the 

company's liquidity and profitability. 

 

Keywords: Stock Return, Liquidity, Profitability, Leverage, Trade-off Theory. 

 

A. INTRODUCTION 

Currently, Indonesia is experiencing rapid progress because investment 

through the capital market has become a trend among the younger generation. 

According to data from the Indonesian Central Securities Depository as of September 

2021, the capital market SID (Single Investor Identification) in Indonesia has reached 

more than 6,200,000 SIDs. Shares are one of the most widely marketed securities on 

the Indonesia Stock Exchange with varying share prices for each public company. In 

buying a stock, there are many things that investors need to consider. Every investor 

expects profit in investing. One of the goals of investors in investing in the capital 

market is to get a return, with the hope of a high rate of return on stocks. Stock return 

is a result obtained from investment activities in the capital market. An increase in 

stock prices will further increase the rate of return that an investor will get. The price 
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and rate of return on shares is a unit, so to estimate the price and rate of return on 

shares can be seen from the company's financial performance. 

During the Covid-19 pandemic, the wholesale and retail trade sub-sector 

companies were quite affected due to a decrease in household consumption 

expenditure which experienced the biggest contraction with a negative growth rate of 

-2.63 percent in 2020. This contraction was caused by limited resources buy people 

affected by the Covid-19 pandemic as shown in the graph below: 

 
Figure 1. Household Consumption Growth (Percent), 2017-2020 

When making a decision, investors need a tool to measure the company's 

performance to find out whether it is worth investing in the company. By analyzing 

financial ratios, a company can evaluate their financial condition within a certain 

period of time. The company's financial performance can be measured using financial 

ratio analysis based on data in the company's financial statements (Ross et.al., 2015). 

There are several types of financial ratio analysis including liquidity ratios, debt ratios, 

and profitability. The liquidity ratio is used to measure a company's ability to pay off 

its obligations immediately at maturity. Companies with good liquidity can get loans 

with low interest rates. Profitability ratios are used to evaluate a company's profit with 

all the assets available in it, or the investment of the owners. Profits obtained by the 

company as a source of internal funding when the company cannot attract outside 

funding.  

Brigham & Houston (2014) explains that the debt ratio is used to measure how 

much external party funds or creditors are used to generate profits. Adair & Adeskou 

(2015) argue that negligence in managing large debt capital can lead to an increasingly 

risky company fixed burden. This will result in an increase in the company's financial 

risk, thus potentially reducing the value of the company (Dewi & Sudiartha, 2017). 

Thus, the company will benefit from a good capital structure, which can be seen from 

the increasing financial position and company value. Thus, companies with good 

financial performance can be expected to have good stock performance, vice-versa.  
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The estimated relationship between these financial ratios and stock prices can 

be seen in the phenomena of the 5 wholesale and retail trade sub-sector companies as 

shown in graphs 2 to 5 below: 

 
Figure 2. Share prices of 5 companies in the wholesale and retail trade sub-sector 

2016-2020 

 
Figure 3. Liquidity ratio of 5 companies in the wholesale and retail trade sub-

sector 2016-2020 

 
Figure 4. Profitability ratio of 5 companies in the wholesale and retail trade sub-

sector 2016-2020 
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Figure 5. Debt ratio of 5 companies in the wholesale and retail trade sub-sector 

2016-2020 

From the phenomenon above, it can be seen that the liquidity ratio and 

profitability ratios of the five companies show a unidirectional pattern of relationship 

with stock price movements. However, the debt ratio shows the opposite pattern to 

stock prices. This phenomenon indicates that when a company's debt ratio increases, 

an increase in the company's liquidity ratio and profitability ratio will reduce its stock 

price, which has implications for reducing stock returns, vice-versa. From the 

description above it can be seen that several factors such as profitability, liquidity, and 

leverage can affect investors' decisions in buying shares. 

Based on the background and the phenomenon of stock price movements and 

financial ratios in wholesale and retail trade sub-sector companies during the 2016-

2020 period above, the formulation of this research problem poses the following 

research questions: Does the Debt Ratio mediate the effect of the Liquidity Ratio and 

Profitability Ratio on Return of Shares of Whole Sale and Retail Trade Sub-Sector 

Companies Listed on the Indonesia Stock Exchange for the 2016-2020 Period? 

 

B. LITERATURE REVIEW 

1. Stock Returns 

Jogiyanto (2017), and Purba (2019) state that stock return is a return obtained 

by investors from an investment activity in the capital market in a certain period. 

Furthermore, Purba (2019) describes that stock returns consist of dividends 

distributed by the company, and capital gains or losses which are called capital 

gains/losses. The better the company's performance, the more profitable the company, 

and the more profitable investors, so that the higher the stock price which has 

implications for increasing stock returns (Modigliani & Miller, 1958).  

 

2. Liquidity Ratio 

Dewi & Sudiartha (2019), and Lestari & Cahyono (2020) state that liquidity 

shows a company's ability to use its current assets to pay off its current liabilities. The 

liquidity ratio is used to measure how liquid a company is. Companies that have a 

high liquidity ratio will basically reduce or not use debt at all, because companies have 

a lot of cash, so companies can prefer to maximize the use of their funds (Dewiningrat 
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& Mustanda, 2018). Liquidity can be measured in three ways, namely: current ratio, 

quick ratio, and cash ratio (Ibnu, 2020). 

 

3. Leverage 

Dewi & Sudiartha (2019) stated that the debt ratio shows the company's ability 

to use assets or funds at a fixed cost to increase the company's income level. 

Meanwhile, Lestari & Cahyono (2020) explained that the debt ratio is the ratio used to 

calculate how much of a company's assets are financed by its debt. The debt ratio is 

important for shareholders to observe how strong the company's ability to pay off its 

debts. Companies with high leverage ratios indicate that these companies have a high 

level of dependence on creditors. According to Gitman & Zutter (2015), there are 

several debt-to-asset ratios and debt-to-equity ratios. 

 

4. Profit Ratio 

The profitability ratio is a financial ratio that serves as a tool to measure a 

company's ability to generate profits (Choirurodin, 2018). This financial ratio measure 

can assist companies in determining their profit position in a given year. The 

profitability ratio shows the company's ability to obtain profit or a measure of the 

effectiveness of company management (Dewi, 2016; Purba 2019). Agree with Ross et 

al (2015) which explains that profitability ratios are used to measure management 

effectiveness in managing a company. Meanwhile, Lestari & Cahyono (2020) mentions 

profitability as a measure of a company's ability to increase its profits through all 

available resources within the company. There are several measuring tools for 

profitability ratios, including: the ratio of return on assets, and the ratio of return on 

equity (Gitman & Zutter, 2015). 

 

5. Capital Structure Theory 

Brigham & Houston (2014) which explains that capital structure is the basis for 

increasing company capital through a combination of own capital, issuance of shares, 

and debt. The most common capital structure theories include: (1) Agency Theory was 

built to prevent conflicts between interest groups. The concept of free cash flow is a 

source of contention between managers and shareholders. Managers usually prefer to 

save the resources they have so that they can eventually control them. Accounts 

payable can be seen as a means of reducing agency free cash flow conflicts. If the 

company uses debt, managers will be asked to take money from the company's cash 

to pay interest; (2) Trade Off Theory put forward by Myers (2001), namely companies 

will be in debt to a certain extent. The trade-off theory shows that managers in 

determining their capital structure will consider the trade-off between the benefits of 

tax savings and the costs of sacrificing the use of debt (Cotei & Farhat, 2011; Glover & 

Hambusch, 2014; Africa & Sunani, 2017).  

Companies with high levels of profitability will most likely try to reduce their 

tax burden by increasing their debt ratios, so that the additional debt will reduce taxes. 
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Lumbantobing & Salim (2021) mentions the implication of this trade-off theory is that 

companies have leverage targets, and adjust the company's leverage from time to time 

to these leverage targets. (3) Pecking Order Theory, expressed by Myers (1984), Africa 

& Sanani (2017), and Sumail & Akob (2022) that companies tend to rely on internal 

funding sources compared to using funding sources derived from riskier debt. High 

company profits are used to reduce its debt ratio. There is a hierarchy of scenarios that 

companies need to consider in determining the use of their funds, namely choosing 

low-risk funding sources first, then debt and issuing equity as the last resort funding 

option. Optimal capital structure targets are not used in pecking order theory 

(Modigliani & Miller, 1958). 

 

6. Framework for Thinking and Developing Research Hypotheses the 

Relationship between Liquidity Ratios and Debt Ratios 

Studies by Prastika & Candradewi (2019), Purnama & Purnama (2020), 

Lumbantobing & Salim (2021) reveal findings that significant liquidity ratios have a 

negative effect on debt ratios. The more liquid a company is, the more cash available, 

so that cash can be used to pay off debts or even not use debt at all. Based on their 

findings, it can be postulated that there is a relationship between liquidity and debt 

ratio as stated in the following H1 research hypothesis: 

H1: The liquidity ratio has a negative effect on the debt ratio.  

 

7. The Relationship between Profitability Ratios and Debt Ratios 

The findings of Dewi & Sudiartha (2017), Dewi (2019), and Lumbantobing & 

Salim (2021) reveal empirical evidence of the validity of the trade-off theory where the 

higher the profitability ratio of a company, the debt ratio will increase (Myers, 1984; 

Glover & Hambusch, 2014). High profits are used as collateral to increase the 

company's credibility in an effort to increase its loans from creditors. Based on their 

findings, it can be explained the relationship between the profitability ratio and the 

debt ratio as stated in the research hypothesis postulation H2 below: 

H2: The profitability ratio has a positive effect on the debt ratio 

 

8. The Relationship between Liquidity Ratios and Stock Returns 

Studies by Dewi & Sudiartha (2017), Fuad & Mughni (2018), and Lestari & 

Cahyono (2020) reveal findings that significant liquidity ratios have a positive effect 

on stock returns. Their findings indicate that the more liquid a company is, the higher 

its stock return tends to be, vice-versa. Thus, based on the results of their study, it can 

be postulated the research hypothesis H3 in this study as follows: 

H3: The liquidity ratio has a positive effect on stock returns 

 

9. The Relationship between Profitability Ratios and Stock Returns 

Based on the findings of Erzad & Erzad (2017), Fuad & Mughni (2018), and 

Purba (2019), which revealed that the profitability ratio has a significant positive effect 
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on stock returns, which shows that the higher a company's profits, the more it 

increases its stock returns, vice-versa . Then the research hypothesis H4 in this study 

is as follows: 

H4: The profitability ratio has a positive effect on stock returns 

 

10. The Relationship between Debt Ratios and Stock Returns 

Based on the findings of Dewi & Sudiartha (2017), Erzad & Erzad (2017), 

Nurmasari (2018) which shows the results that the debt ratio has a significant negative 

effect on stock returns, it can be postulated the relationship between debt ratio and 

stock returns as stated in the research hypothesis H5 this study as follows: 

H5: The debt ratio has a negative effect on stock returns 

 

11. The Debt Ratio Mediates the Effect of the Liquidity Ratio on Stock Returns 

Based on the development of the research hypothesis H1 which postulates that 

the liquidity ratio has a negative effect on the debt ratio, and the research hypothesis 

H5 which postulates that the debt ratio has a negative effect on stock returns, then 

based on the transitivity nature of the research hypotheses H1 and H5, a relationship 

can be constructed that the more liquid a company, the lower the debt ratio, then the 

low debt ratio will further increase stock returns.  

 
Figure 6. The debt ratio mediates the effect of the liquidity ratio on stock returns 

This relationship indicates a conjecture that the debt ratio mediates the positive 

effect of the liquidity ratio on stock returns. In other words, the positive effect of 

liquidity on stock returns will be more positive when the debt ratio decreases 

(Lumbantobing & Salim, 2021). Thus, it can be postulated the research hypothesis H6 

in this study is as follows: 

H6: The debt ratio mediates the positive effect of the liquidity ratio on stock returns. 

 

12. The Debt Ratio Mediates the Effect of the Profitability Ratio on Stock 

Returns 

Based on the development of the research hypothesis H2 which postulates that 

the profitability ratio has a positive effect on the debt ratio, and the research 

hypothesis H5 which postulates that the debt ratio has a negative effect on stock 

returns, then based on the research hypotheses H2 and H5, a transitivity relationship 

can be constructed that the higher the the profitability of a company will be the higher 

the debt ratio, then the higher the debt ratio will further reduce its stock return. 
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Figure 7. The debt ratio mediates the effect of the profitability ratio on stock 

returns 

Thus, from the nature of the transitivity of the relationship above, it can be 

assumed that the debt ratio mediates the negative effect of the profitability ratio on 

stock returns. The positive effect of the company's profitability ratio on stock returns 

will decrease when the company's debt ratio increases (Lumbantobing & Salim, 2021). 

As stated in the postulation of the following research hypothesis H7:  

H7: The debt ratio mediates the negative effect of the profitability ratio on stock 

returns. 

The empirical research model in this study is presented in the following figure: 

 
Figure 8. Research Model Pictographs  

The pictograph of the research model above illustrates the postulation of the 

relationship that the debt ratio variable mediates the direct effect of the independent 

variables on the liquidity ratio and profitability ratio on stock returns. The positive 

effect of the liquidity ratio on stock returns will be more positive when the debt ratio 

increases. However, the positive effect of the profitability ratio on stock returns will 

be more negative when the company's debt ratio increases. This study will test 

whether the debt ratio mediates the direct effect of the liquidity ratio and profitability 

ratio on stock returns? 

 

C. METHOD 

1. Object of Research 

This study uses secondary data which are documents in the form of financial 

statements of companies in the wholesale and retail trade sub-sector for the 2016-2020 

period, starting from income statements, balance sheets, and cash flow reports 

obtained through the Indonesian Stock Exchange (IDX) website. The research was 

conducted by analyzing data in the financial reports of wholesale and retail trade sub-

sector companies listed on the Indonesia Stock Exchange for the period 2016-2020. 
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2. Data Collection Technique 

The sampling technique used in this research is purposive sampling based on 

the following provisions: Wholesale & retail trade companies listed on the Indonesia 

Stock Exchange for the period 2016-2020, and present complete financial statement 

information in units of Rupiah currency. The number of samples that meet the 

requirements of this study are 31 companies. 

 

3. Research Variables and Operational Definitions 

Research Variables and Operational Definitions in this study are presented in 

the following table: 

Tabel 1. Operationalization of Research Variables 
Variable Definition Proxy Scale 

Liquidity Ratio 

A measure of a company's ability to meet 

obligations when they fall due (Gitman & 

Zutter, 2015). 

 

CR = 
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
 Ratio 

Profit Ratio 

The company's ability to earn profits by 

using all existing assets (Gitman & Zutter, 

2015). 

 

ROA = 
𝑁𝑒𝑡 𝑃𝑟𝑜𝑓𝑖𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡𝑠
 Ratio 

Debt Ratio 

The debt position of a company shows 

how much other party's funds are used to 

generate profits (Gitman & Zutter, 2015). 

 

DER = 
𝑇𝑜𝑡𝑎𝑙 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝐸𝑞𝑢𝑖𝑡𝑦
 Ratio 

Stock Returns 
The amount of profit investors get when 

investing in stocks (Jogiyanto, 2017). 
RS = 

𝑃𝑡−𝑃0+𝐷𝑖𝑣𝑡

𝑃0
 

Ratio 

 

4. Data Analysis 

The data analysis technique used in this study is a tiered linear regression 

analysis technique, and path analysis as in the following structural equation model: 

Structural equation models 1:    DER = α1.CR + α2.ROA + ε1 

Structural equation models 2:    SR = β1.CR + β2.ROA + β3.DER + ε2 

Information: 

SR : Stock Returns 

α1-2 : Standard regression coefficient structural equation 1 

β1-3 : The standard regression coefficient of the structural equation 2 

CR : Current Ratio 

ROA : Profit to Asset Ratio 

DER : Debt to Equity Ratio 

ε1-2 : Error/remaining 

 

5. Path Analysis 

Testing the direct and indirect effects with path analysis where the debt ratio 

is the intervening variable, as shown in the following table: 
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Table 2. Path Analysis 

EFFECT CR     DER       RS ROA  DER     RS 

Direct β1 β2 

Indirect α1.β3 α2.β3 

TOTAL β1 + α1.β3 β2 + α2.β3 

If the total effect is greater than the direct effect, the debt ratio can strengthen 

the effect of the liquidity ratio and profitability ratio on stock returns, vice-versa. To 

test the significance of the debt ratio to mediate the effect of the liquidity ratio, or the 

ratio of profitability on stock prices, it is carried out using the Sobel test in order to 

provide a clearer picture of the mediation of the debt ratio in the independent variable 

(liquidity & profitability ratio) to the dependent variable (stock return).  

The Sobel test was carried out to test the indirect effect of the independent 

variable X on the dependent variable Y through the intervening variable M. The basis 

for drawing conclusions from the Sobel test shows Ho's rejection if the statistical value 

of the z test is calculated = 
𝑎𝑏

𝑆𝑎𝑏
  bigger than z table. Where is the standard standard 

error Sab = √𝑏2𝑆𝑎2 + 𝑎2𝑆𝑏2 + 𝑆𝑎2𝑆𝑏2. 

 

D. RESULT AND DISCUSSION 

To guarantee the assumption of normality of the data and the similarity of the 

residual variance, all data on each research variable is transformed into a z-score. 

1. Variable Descriptive Statistics 

By using descriptive statistical analysis, researchers can better understand the 

characteristics of the data that has been collected. In this case, this analysis helps the 

researcher to identify data patterns and anomalies, as well as gain a better 

understanding of the variability of the data. 

Table 3. Descriptive Statistical Test Results 

 ZRS ZCR ZDER ZROA 

Mean 0.0539 -0.0932 -0.0310 0.1583 

Maximum 2.71 0.51 2.75 0.66 

Minimum -2.95 -0.29 -1.37 -1.38 

Std. Deviation 0.83159 0.14667 0.56561 0.22314 

N 155 155 155 155 

 

2. Normality Test 

Data normality is tested using P-Plot and histogram graph as below: 
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Figure 9. P-Plot Model 1 and Histogram Model 1 

Figure 9 shows the structural equation model 1 for normally distributed data. 

The P-Plot and histogram show that the points are not far from the diagonal line with 

a symmetrical histogram. The same thing is also shown in Figure 10 of the P-Plot and 

histogram for the structural equation model 2. 

 
Figure 10. P-Plot Model 2 and Histogram Model 2 

Table 4. Multicollinearity Test Results of the Structural Equation Model 1 
Coefficients 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

 Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) -0.189 0.065  -2.929 0.004   

ZCR -0.656 0.308 -0.170 -2.129 0.035 0.957 1.045 

ZROA 0.614 0.203 0.242 3.030 0.003 0.957 1.045 

Dependent variable: ZDER 
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Table 5. Multicollinearity Test Results of the Structural Equation Model 2 
 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity 

Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) -0.147 0.097  -1.513 0.132   

ZCR -0.402 0.458 -0.071 -0.877 0.382 0.930 1.076 

ZROA 0.972 0.305 0.261 3.183 0.002 0.930 1.076 

ZDER -0.317 0.119 -0.215 -2.667 0.008 0.930 1.076 

Dependent variable: ZRS 

Table 4 and Table 5 show the VIF values for all independent variables of the 

structural equation model 1 of 1.045 < 10, and the structural equation model 2 of 1.076 

< 10, so that the structural equation models 1 and 2 can be concluded to be free from 

multicollinearity problems. 

 

3. Residual Variance Homogeneity Test 

Homogeneity test is a statistical test procedure that aims to show that two or 

more groups of data samples are taken from populations that have the same variance. 

Table 6. Glejser Test Results of the Structural Equation Model 1 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 0.352 0.047  7.432 0.000 

ZCR -0.428 0.226 -0.154 -1.898 0.060 

ZROA -0.195 0.148 -0.107 -1.314 0.191 

Dependent variable: AbsRes1 

Table 7. Glejser Test Results of Structural Equation Model 2 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 0.582 0.062  9.417 0.000 

ZCR -0.154 0.291 -0.044 -0.529 0.597 

ZROA 0.086 0.194 0.037 0.441 0.660 

ZDER 0.142 0.075 0.157 1.885 0.061 

Dependent variable: AbsRes2 

Table 6 and Table 7 show the results of the Glejser test with significance values 

for all independent variables for absolute residual variables > 0.05, so that the 

structural equation model 1 and structure 2 have a homogeneous residual variance 

(homoscedasticity). 

 

4. Regression Model Fit Test (F-Test) 

The F-test is any statistical test in which the test statistic has an F-distribution 

under the null hypothesis. It is used most often when comparing statistical models 

that have been fitted to data sets, to identify the model that best fits the population 

from which the data is sampled. 
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Table 8. F Test Results of the Structural Equation Model 1 
ANOVA 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 3.476 2 1.738 5.769 0.004b 

Residual 45.791 152 0.301   

Total 49.267 154    

Dependent Variable: ZDER       Predictors:  ZROA, ZCR       R2 = 0.07055 

Table 9. F Test Results of the Structural Equation Model 2 
ANOVA 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 9.036 3 3.012 4.666 0.004b 

Residual 97.461 151 0.645   

Total 106.497 154    

Dependent variable: ZRS       Predictors: ZDER, ZCR, ZROA      R2 = 0.08485 

Table 8 and Table 9 show the results of the F test (ANOVA) which has a 

significance value of 0.004 < 0.05, so that the structural equation models 1 and 2 are 

feasible to use to predict the dependent variable based on variations in the 

independent variables of the regression model. 

 

5. Test of Significance of Each Independent Variable 

Significance test is one of the most important stages in a research, especially 

research with a quantitative methodology. This test will determine the conclusions of 

the research results. The significance test determines whether the hypothesis made at 

the beginning of the research will be accepted or rejected. 

Table 10. Results of the t-test of the Structural Equation Model 1 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B    Std. Error Beta 

1 (Constant) -0.189 0.065  -2.929 0.004  

ZCR -0.656 0.308 -0.170 -2.129 0.035  

ZROA 0.614 0.203 0.242 3.030 0.003  
 Dependent Variable: ZDER 

Structural Equation Model Estimation 1: ZDER = -0.170 ZCR + 0.242 ZROA 

Table 10 reveals the results of the statistical hypothesis test t for the structural 

equation model 1 as follows: 

a. Standardized coefficients β of ZCR is -0.170 with a significance value of 0.035 < 

0.05, so Ho is rejected. These results show evidence that the ZCR current ratio 

has a significant negative effect on the ZDER debt ratio variable. Thus the 

research hypothesis H1 is accepted; the higher the liquidity ratio, the lower the 

debt ratio, vice-versa. The findings of this study support the results of the 

studies by Prastika & Candradewi (2019), Purnama & Purnama (2020), 

Lumbantobing & Salim (2021) which reveal that the liquidity ratio has a 

significant negative effect on the debt ratio. The more liquid a company is, the 

more cash available, so that cash can be used to pay off debts or even not use 

debt at all. 
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b. The independent variable ZROA has standardized coefficients β worth 0.242 

with a significance value of 0.003 <0.05, so Ho is rejected. These results show 

evidence that the return on assets ZROA ratio has a significant positive effect 

on the ZDER debt ratio variable. Thus the research hypothesis H2 is accepted. 

The higher the profit ratio, the higher the debt ratio, vice-versa. The results of 

this study show evidence of the trade-off theory. The findings of this study are 

in line with the findings of Glover & Hambusch (2014), Dewi & Sudiartha 

(2017), Dewi (2019), and Lumbantobing & Salim (2021) which reveal empirical 

evidence of the validity of the trade-off theory from Myers (1984 & 2021), where 

the higher the profitability ratio of a company, the debt ratio will increase. High 

profits are used as collateral to increase the company's credibility in an effort 

to increase its loans from creditors. 

Table 11. Results of the t-test of the Structural Equation Model 2 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -0.147 0.097  -1.513 0.132 

ZCR -0.402 0.458 -0.071 -0.877 0.382 

ZROA 0.972 0.305 0.261 3.183 0.002 

ZDER -0.317 0.119 -0.215 -2.667 0.008  

Dependent Variable: ZRS 

Structural Equation Model Estimation 2: ZRS = -0.071 ZCR + 0.261 ZROA -0.215 ZDER 

Table 11 shows the results of the statistical hypothesis test t for the structural 

equation model 2, as follows: 

c. Standardized coefficients β of ZCR is -0.071 with a significance value of 0.382 > 

0.05, so Ho is not rejected. These results show evidence that the current ratio of 

ZCR has no significant negative effect on ZRS stock returns. Thus the research 

hypothesis H3 is rejected. The results of this study do not support the results of 

the studies by Dewi & Sudiartha (2017), Fuad & Mughni (2018), and Lestari & 

Cahyono (2020) which revealed findings that significant liquidity ratios have a 

positive effect on stock returns. These findings indicate an increase in the 

liquidity of the research sample companies, so that their stock returns will not 

necessarily increase either. 

d. Standardized coefficients β of ZROA is 0.261 with a significance value of 0.002 

<0.05, so Ho is rejected. These results show evidence that the ratio of return on 

assets of ZROA has a significant positive effect on ZRS Stock Returns. Thus the 

research hypothesis H4 is accepted. The higher the profit ratio, the higher the 

stock return, vice-versa. The findings of this study support the results of studies 

by Erzad & Erzad (2017), Fuad & Mughni (2018), and Purba (2019), which 

reveal that the profit ratio has a significant positive effect on stock returns. The 

higher the profitability of the sample companies in this study, the higher their 

stock returns, vice-versa. 

e. The debt ratio independent variable ZDER has a standardized coefficient β of -

0.215 with a significance value of 0.008 <0.05, so Ho is rejected. The results of 
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this test show evidence that the debt ratio has a significant negative effect on 

ZRS Stock Returns. Thus, the research hypothesis H5 is accepted. The higher 

the debt ratio, the lower the stock return, vice-versa. This finding confirms the 

findings of Dewi & Sudiartha (2017), Erzad & Erzad (2017), and Nurmasari 

(2018) which show that the debt ratio has a significant negative effect on stock 

returns. The results of this study are also consistent with research conducted 

by Lumbantobing & Salim (2021) which states that the debt ratio has a 

significant effect on stock returns. 

 

f. Path Analysis 

Path analysis is used to determine the direct or indirect effect of the debt ratio 

variable (DER) as a mediator on the effect of financial ratios on stock returns. 

Table 12. Path Analysis and Sobel Test 
EFFECT ZCR  ZDER  ZRS ZROA  ZDER  ZRS 

Direct -0.071 0.261 

Indirect 0.03655 -0.05203 

Total -0.03655 0.20897 

Standard Error 0.07834 0.0576 

Z-Sobel 0.46656 0.90330 

P-Value 0.321 0.181 

Source: Results of data processing with SPSS 25 

g. Table 12 explains that the direct effect of the current ratio variable ZCR on the 

ZRS stock return variable has a path coefficient of -0.071, with a total effect of a 

path coefficient of -0.03655 through the mediation variable ZDER's debt ratio, 

whose total effect value is greater than the direct effect of ZCR on ZRS. These 

results indicate that the debt ratio mediates the positive and negative effect of 

the liquidity ratio on stock returns. However, the results of the Sobel test 

showed a p-value of 0.321 > 0.05, so the research hypothesis H6 was rejected. 

Thus empirically it can be concluded that the debt ratio is not significant 

mediating the positive negative effect of the liquidity ratio on stock returns. 

The results of this study do not support the findings of Lumbantobing & Salim 

(2021) which reveal that significant leverage mediates the positive effect of 

liquidity on stock prices. 

h. Table 12 also reveals that the direct effect of the ZROA earnings ratio variable 

on the ZRS stock return variable has a path coefficient of 0.261, with a total 

effect path coefficient of 0.20897 through the mediation variable ZDER's debt 

ratio, whose total effect value is lower than the direct effect of ZROA on ZRS. 

This shows that the positive effect of the earnings ratio on stock returns will 

decrease when the debt ratio increases, vice-versa. However, the results of the 

Sobel test showed a p-value of 0.181 > 0.05, so the research hypothesis H7 was 

rejected. Thus empirically it can be concluded that there is not enough evidence 

to show that significant debt ratios mediate the negative positive effect of 

profitability ratios on stock returns.  
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The results of this study are consistent with the results of research conducted 

by Lumbantobing & Salim (2021) which revealed that leverage is not significant 

mediating the positive effect of profitability on stock prices. Thus, these findings do 

not provide empirical evidence that when the debt ratio of the sample companies in 

this study increases, the increase in profitability cannot increase their stock returns. 

 

E. CONCLUSION 

Based on testing and data analysis conducted on sample companies in the 

wholesale and retail trade sub-sectors listed on the Indonesia Stock Exchange for the 

2016-2020 period, this study concludes the following empirical findings: (1) The 

liquidity ratio has a significant negative effect on the company's debt ratio . The higher 

the liquidity ratio, the lower the debt ratio, vice-versa; (2) The profit ratio has a 

significant positive effect on the debt ratio which indicates the trade-off theory applies. 

The higher the profitability ratio, the higher the debt ratio. High profits can be used as 

collateral to increase the debt ratio to a certain level so that the company's capital 

structure can be optimized to the target of using certain debts; (3) The liquidity ratio 

has no significant negative effect on stock returns. Meanwhile, the profitability ratio 

has a significant positive effect on stock returns. This shows that the higher the 

company's profitability ratio, the higher its stock return; (4) Significant debt ratio has 

a negative effect on stock returns. The higher the debt ratio, the lower the stock return, 

vice-versa; (5) The debt ratio is not significant mediating the effect of the liquidity ratio 

and profitability ratio on stock returns. The liquidity ratio and profitability ratio only 

have a direct effect on stock returns. The addition of debt made by the company has 

no significant effect on changes in liquidity and earnings on stock returns.  

The findings from this study show empirical evidence that the debt ratio is not 

a mediator variable on the effect of liquidity ratios and profitability ratios on stock 

returns. So, this study suggests that potential investors do not need to worry about 

the size of the company's debt ratio when the company's liquidity and profitability 

increase, followed by an increase in company debt. Additional debt should be used to 

increase investment in companies that are productive and innovative, so that they can 

improve their stock performance, which has implications for increasing investor stock 

returns. 
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