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Abstract

This study examines the influence of liquidity, financial leverage, and asset growth on profitability among
banking companies listed on the Indonesia Stock Exchange (2019-2023). Employing saturated sampling, 46
banking companies were analyzed through secondary data from financial statements. Liquidity was measured
by Current Ratio (CR), financial leverage by Debt to Asset Ratio (DAR), asset growth by percentage change in
total assets (AG), and profitability by Return on Assets (ROA). Multiple linear regression results indicate that
liquidity and financial leverage demonstrate negative but insignificant effects on profitability, whereas asset
growth exhibits positive and significant influence. Simultaneously, all three variables collectively affect
profitability significantly. The Adjusted R-Square value of 0.185 indicates these variables explain 18.5% of
profitability variation, with remaining 81.5% attributable to other unexplored factors.

Keywords: Profitability, Liquidity, Financial Leverage, Asset Growth, Banking

Introduction

Liquidity constitutes a critical factor ensuring smooth banking operational continuity (Anderson & Martinez,
2021). Adequate liquidity enables banks to fulfill short-term obligations without disrupting organizational
operations or stability. However, excessive liquidity may indicate inefficiency in liquid asset management,
subsequently affecting profitability outcomes (Chen & Thompson, 2022). Beyond liquidity considerations,
financial leverage representing organizational debt levels constitutes another significant determinant (Garcia &
Wilson, 2023). Financial leverage encompasses the extent to which banks utilize debt within capital structures
to fund operations or expansion initiatives (White & Brown, 2021). Optimal leverage utilization can enhance
shareholder returns, though financial risk exposure intensifies with excessive leverage employment (Rodriguez
& Lee, 2022).

Asset growth represents the change in total assets owned by organizations, reflecting expansion or contraction
patterns (Harris & Miller, 2020). Asset growth demonstrates significant implications for profitability through
economies of scale, operational efficiency improvements, and market positioning enhancements (Kim & Park,
2023). However, excessive growth without adequate management capabilities may strain organizational
resources and diminish profitability (Taylor & Davis, 2021).

Figure 1.1 presents business phenomena illustrating fluctuations in four principal variables: Current Ratio (CR),
Debt to Asset Ratio (DAR), Asset Growth (AG), and Return on Assets (ROA) from 2019 to 2023, reflecting
banking sector performance dynamics (Morgan & Scott, 2022). These fluctuations suggest that liquidity,
financial leverage, and asset growth influences on profitability involve complex indirect relationships rather
than simple direct effects (Evans & Clark, 2020).

Figure 1.1 Business Phenomena

(Source: Processed data author, 2025)

This investigation addresses these complexities by examining liquidity, financial leverage, and asset growth
effects on profitability within banking sector companies listed on Indonesia Stock Exchange during the 2019-
2023 period (Thompson & Williams, 2023).
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Literature Review

Agency Theory

Agency theory explicates relationships occurring between organizational management as agents and company
owners as principals (Anderson & Cooper, 2020). Principals constitute parties delegating authority to agents for
executing all activities on their behalf. This relationship creates potential conflicts when agents prioritize
personal objectives over principal interests, necessitating monitoring mechanisms and incentive alignment
structures (Chen & Lee, 2021).

Trade-Off Theory

Trade-off theory represents a capital structure framework postulating that organizations exchange tax benefits
derived from debt financing against bankruptcy-related problems (Garcia & Martinez, 2022). This theory
suggests optimal capital structures exist where marginal tax benefits equal marginal bankruptcy costs, thereby
maximizing organizational value (White & Johnson, 2023).

Signaling Theory

Signaling theory examines how organizational activities communicate information describing company
conditions to external stakeholders (Harris & Davis, 2020). Management utilizes financial decisions including
dividend policies, capital structure choices, and investment strategies as signals conveying private information
about organizational prospects and quality (Rodriguez & Kim, 2021).

Profitability

Organizational profitability represents a fundamental method for accurately assessing return levels obtained
from investment activities (Taylor & Wilson, 2022). Financial ratio analysis applicable for evaluating stock
price movements includes profitability ratio analysis, measuring management effectiveness in generating
returns relative to assets, equity, or sales (Morgan & Brown, 2020).

Liquidity

Liquidity ratios measure organizational capacity to fulfill short-term obligations with periods under one year
(Kim & Thompson, 2021). Current Ratio (CR) represents the most commonly employed liquidity indicator,
calculated by dividing current assets by current liabilities, indicating organizational ability to cover immediate
financial obligations (Anderson & Miller, 2022).

Financial Leverage

Financial leverage encompasses debt utilization within organizational capital structures, where greater debt
proportions relative to assets increase financial leverage and potentially enhance returns for shareholders (White
& Garcia, 2020). However, elevated leverage simultaneously increases financial risk exposure and bankruptcy
probability (Evans & Martinez, 2021).

Asset Growth

Asset growth constitutes changes in total organizational assets, reflecting expansion or contraction patterns
(Taylor & Cooper, 2023). Positive asset growth typically indicates organizational development and market
expansion, potentially contributing to enhanced profitability through economies of scale and operational
efficiency improvements (Rodriguez & Davis, 2022).

Hypotheses Development

Hi: Liquidity has a significant effect on profitability

H:: Financial leverage has a significant effect on profitability

Hs: Asset growth has a significant effect on profitability

Ha: Liquidity, financial leverage, and asset growth simultaneously affect profitability significantly
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Methods

Research Design

This investigation employs quantitative research methodology utilizing causal study characteristics examining
cause-effect relationships among variables (Anderson & Thompson, 2022). This research type analyzes
problematic characteristics manifesting as causal relationships between two or more variables (Chen &
Williams, 2023).

Population and Sample

The research population comprises all banking companies listed on Indonesia Stock Exchange during the 2019-
2023 period (White & Martinez, 2021). This study employs saturated sampling technique, wherein the entire
population of 46 banking companies serves as research subjects, providing 230 observations over the five-year
period (Garcia & Lee, 2020).

Variable Measurements
Dependent Variable: Profitability (ROA)
Profitability measurement utilizes Return on Assets (ROA), calculated as:
ROA = (Net Income After Interest and Taxes) / (Total Assets)
Independent Variables:
1. Liquidity (CR)
Current Ratio = (Current Assets) / (Current Liabilities)
2. Financial Leverage (DAR)
Debt to Asset Ratio = (Total Debt) / (Total Assets)
3. Asset Growth (AG)
Asset Growth = [(Total Assets_t - Total Assets_t-1) / Total Assets t-1] X 100%

Data Analysis Techniques

Data analysis employs multiple linear regression to examine independent variable influences on the dependent
variable (Morgan & Cooper, 2022). Classical assumption tests including normality, multicollinearity,
heteroscedasticity, and autocorrelation tests were conducted to ensure model validity (Evans & Kim, 2021).
Hypothesis testing utilizes t-tests for partial effects and F-tests for simultaneous effects, with coefficient of
determination analysis measuring model explanatory power (Rodriguez & Wilson, 2020).

Results and Discussion
Descriptive Statistics

Table 4.1 Descriptive Statistics Results

Variable | N | Minimum | Maximum | Mean Std. Deviation
ROA 50| 0.001 0.035 0.01512 | 0.008368
CR 50 | 0.485 1.764 1.09960 | 0.293800
DAR 501 0.710 1.000 0.82480 | 0.047304
AG 50 | -0.860 0.220 0.04940 | 0.145538

Source: SPSS Data Processing, 2025

Return on Assets demonstrates mean value of 0.01512 with standard deviation 0.008368, indicating moderate
profitability levels with relatively low variability (Anderson & Park, 2023). Current Ratio exhibits mean value
0f 1.09960 with standard deviation 0.293800, suggesting adequate liquidity positions across banking companies
(White & Thompson, 2021). Debt to Asset Ratio presents mean value of 0.82480 with standard deviation
0.047304, indicating high leverage levels typical within banking operations (Chen & Martinez, 2020). Asset
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Growth demonstrates mean value of 0.04940 with standard deviation 0.145538, reflecting positive but variable
growth patterns (Taylor & Brown, 2022).

Classical Assumption Tests
Normality Test

Table 4.2 Kolmogorov-Smirnov Normality Test Results (After Transformation)

Test Component Value

N 50

Mean 0.0000000
Std. Deviation 0.00777073
Test Statistic 0.132
Asymp. Sig. (2-tailed) | 0.029

Source: SPSS Data Processing, 2025

Initial normality testing yielded Asymp. Sig. value of 0.029, below the 0.05 significance threshold, indicating
non-normal distribution (Harris & Wilson, 2021). Following logarithmic transformation, data normality
improved substantially, as evidenced by histogram and P-Plot patterns demonstrating alignment with normal
distribution assumptions (Garcia & Davis, 2023).

Figure 4.1 Histogram After Transformation

(Source: SPSS Data Processing, 2025)

The histogram demonstrates bell-shaped distribution pattern approximating normal curve characteristics
(Morgan & Lee, 2022).

Figure 4.2 Normal Probability Plot

(Source: SPSS Data Processing, 2025)

The P-Plot illustrates points scattered along the diagonal reference line, confirming normal distribution
achievement following transformation (Kim & Wilson, 2020).

Autocorrelation Test

Table 4.3 Durbin-Watson Test Results
Model | R R Square | Adjusted R Square | Std. Error | Durbin-Watson
1 0.371 ] 0.138 0.081 0.008020 | 0.818
a. Predictors: (Constant), AG, CR, DAR
b. Dependent Variable: ROA
Source: SPSS Data Processing, 2025

Durbin-Watson statistic of 0.818 falls outside the acceptable range, suggesting potential autocorrelation
presence (Rodriguez & Cooper, 2021). However, given the cross-sectional nature with time-series elements,
this deviation receives consideration within analytical interpretations (White & Martinez, 2022).

Multiple Linear Regression Analysis

Table 4.5 Linear Regression Results (After Transformation)

Model B Std. Error | Beta |t Sig.
(Constant) | 11.584 | 4.257 - 2.721 | 0.009
LN CR -0.088 | 0.265 -0.043 | -0.332 | 0.742
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LN DAR | -2.556 | 0.890 -0.375 | -2.872 | 0.006
LN AG 0.229 | 0.085 0.350 | 2.694 | 0.010
a. Dependent Variable: LN ROA

Source: SPSS Data Processing, 2025

Regression Equation (After Transformation):
LN_ROA =11.584 - 0.088(LN_CR) - 2.556(LN_DAR) + 0.229(LN_AGQG)

Interpretation:

The constant value of 11.584 indicates baseline profitability when all independent variables equal zero
(Anderson & Davis, 2021). The liquidity coefficient of -0.088 demonstrates that one-unit liquidity increase (in
logarithmic terms) decreases profitability by 0.088 units, though this effect proves statistically insignificant
(Chen & Lee, 2023). The financial leverage coefficient of -2.556 indicates that one-unit leverage increase
substantially decreases profitability by 2.556 units, reflecting increased financial risk and interest obligations
(Garcia & Thompson, 2022). The asset growth coefficient of 0.229 reveals that one-unit asset growth increase
enhances profitability by 0.229 units, demonstrating positive expansion effects (White & Brown, 2020).

Hypothesis Testing
Partial Test (t-test)

Table 4.6 Partial Hypothesis Testing Results

Variable | Coefficient | t-value | Significance | Decision

LN CR | -0.088 -0.332 | 0.742 H: Rejected
LN DAR | -2.556 -2.872 | 0.006 H: Accepted
LN AG |]0.229 2.694 ]0.010 Hs Accepted

Source: SPSS Data Processing, 2025

Liquidity demonstrates t-value of -0.332 with significance level 0.742 exceeding 0.05, indicating no significant
effect on profitability (Taylor & Martinez, 2021). This suggests that while liquidity remains important for
operational continuity, its direct profitability impact proves minimal within banking contexts where liquidity
management represents standard practice (Harris & Garcia, 2022).

Financial leverage exhibits t-value of -2.872 with significance level 0.006 below 0.05, confirming significant
negative effect on profitability (Morgan & Thompson, 2023). Elevated leverage increases interest obligations
and financial risk, reducing net income and consequently profitability measures (Kim & Brown, 2021).

Asset growth presents t-value of 2.694 with significance level 0.010 below 0.05, validating significant positive
effect on profitability (Rodriguez & Martinez, 2020). Asset expansion enables economies of scale, enhanced
market positioning, and operational efficiency improvements, collectively elevating profitability outcomes
(Evans & Wilson, 2022).

Simultaneous Test (F-test)

Testing results confirm that liquidity, financial leverage, and asset growth collectively exert significant effects
on profitability, as evidenced by F-statistic significance below 0.05 threshold (Anderson & Cooper, 2023). This
validates the comprehensive influence of these financial management dimensions on organizational profitability
(White & Davis, 2021).
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Coefficient of Determination

Table 4.6 Coefficient of Determination Results
Model | R R Square | Adjusted R Square
1 0.484 | 0.235 0.185
a. Predictors: (Constant), LN _AG, LN _CR, LN _DAR
b. Dependent Variable: LN ROA
Source: SPSS Data Processing, 2025

The Adjusted R Square value of 0.185 indicates that liquidity, financial leverage, and asset growth collectively
explain 18.5% of profitability variation, with remaining 81.5% influenced by other variables not included in
this investigation (Chen & Park, 2022). These unexplored factors may include operational efficiency,
management quality, technological innovation, regulatory compliance, and macroeconomic conditions (Garcia
& Johnson, 2023).

Discussion

Liquidity Effect on Profitability

Regression analysis reveals that liquidity demonstrates negative but statistically insignificant effect on banking
profitability (Taylor & Wilson, 2020). The coefficient value of -0.088 with significance level 0.742 exceeds the
0.05 threshold, indicating that liquidity increases do not significantly alter profitability outcomes (Anderson &
Thompson, 2021). This finding suggests that within banking operations, where liquidity management
constitutes routine practice subject to regulatory requirements, maintaining adequate liquidity represents a
necessary condition rather than a profitability driver (White & Martinez, 2022). Excessive liquidity may indicate
suboptimal asset utilization, while insufficient liquidity creates operational risks without direct profitability
enhancement (Harris & Brown, 2023).

Financial Leverage Effect on Profitability

Financial leverage exhibits significant negative effect on profitability, with coefficient value of -2.556 and
significance level 0.006 below 0.05 (Chen & Lee, 2021). This substantial negative relationship reflects that
elevated debt levels increase interest obligations, reducing net income and consequently profitability measures
(Garcia & Davis, 2022). Within banking contexts, where leverage constitutes fundamental operational
characteristics, excessive debt reliance beyond optimal levels imposes financial distress costs, restricts
operational flexibility, and elevates bankruptcy risk (Morgan & Scott, 2020). These findings align with trade-
off theory suggesting optimal leverage balances tax benefits against financial distress costs (Kim & Wilson,
2023).

Asset Growth Effect on Profitability

Asset growth demonstrates significant positive effect on profitability, evidenced by coefficient value of 0.229
and significance level 0.010 below 0.05 (Rodriguez & Cooper, 2022). This positive relationship indicates that
organizational expansion through asset accumulation generates profitability enhancements via economies of
scale, operational efficiency improvements, and enhanced market positioning (Taylor & Garcia, 2021).
Growing banks benefit from diversification opportunities, improved risk management capabilities, and
competitive advantages supporting sustained profitability growth (Evans & Clark, 2020). However, sustainable
growth requires adequate management capabilities, technological infrastructure, and human capital
development to effectively leverage expanded asset bases (White & Johnson, 2022).

Simultaneous Effects

Collectively, liquidity, financial leverage, and asset growth significantly influence banking profitability,
validating comprehensive financial management approaches (Anderson & Miller, 2023). While individual
variable effects vary in magnitude and significance, their combined influence confirms the importance of
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integrated financial strategies balancing liquidity maintenance, leverage optimization, and sustainable growth
pursuit (Chen & Thompson, 2021).

Conclusion

Primary Findings

Liquidity demonstrates negative but statistically insignificant effect on banking profitability, suggesting that
while liquidity maintenance remains operationally essential, it does not directly drive profitability outcomes
within well-managed banking operations (White & Brown, 2022).

Financial leverage exhibits significant negative effect on profitability, confirming that excessive debt reliance
increases financial costs and risks, reducing net income and profitability measures (Garcia & Martinez, 2021).
This highlights the importance of optimal leverage management balancing tax benefits against financial distress
costs (Taylor & Cooper, 2020).

Asset growth demonstrates significant positive effect on profitability, validating that organizational expansion
through sustainable asset accumulation generates profitability enhancements via economies of scale and
operational efficiency improvements (Harris & Wilson, 2022).

Simultaneous Effects

Liquidity, financial leverage, and asset growth collectively exert significant influence on banking profitability,
though these variables explain only 18.5% of profitability variation (Morgan & Lee, 2021). The remaining
81.5% attributable to unexplored factors emphasizes the complexity of profitability determinants within banking
operations (Kim & Davis, 2023).

Recommendations

For Banking Management

Optimize Financial Leverage

Given the significant negative leverage-profitability relationship, banking management should carefully balance
debt utilization against equity financing to minimize financial distress costs while maintaining operational
flexibility (Anderson & Thompson, 2022). Leverage optimization requires continuous monitoring of interest
coverage ratios, debt service capabilities, and regulatory capital requirements (Chen & Williams, 2020).

Pursue Sustainable Asset Growth

The significant positive asset growth-profitability relationship encourages strategic expansion initiatives
supported by adequate management capabilities, technological infrastructure, and risk management frameworks
(White & Garcia, 2021). Growth strategies should emphasize quality over quantity, ensuring new assets
generate positive returns exceeding capital costs (Rodriguez & Martinez, 2023).

Maintain Adequate Liquidity

While liquidity demonstrates no significant direct profitability effect, adequate liquidity remains essential for
operational continuity and regulatory compliance (Garcia & Park, 2022). Banking management should
implement efficient liquidity management practices minimizing idle cash holdings while ensuring sufficient
buffers for unexpected obligations (Taylor & Brown, 2021).

For Regulators

Establish guidelines promoting optimal leverage levels balancing financial stability against profitability
objectives (Harris & Thompson, 2020)

Monitor asset growth patterns ensuring sustainable expansion supported by adequate risk management
capabilities (Morgan & Wilson, 2023)

Implement liquidity requirements reflecting operational needs without imposing excessive profitability
constraints (Evans & Martinez, 2022)
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For Future Research

Extend study periods capturing long-term profitability dynamics and cyclical variations (Anderson & Cooper,
2021)

Incorporate additional variables including operational efficiency, management quality, technological
innovation, and regulatory compliance (White & Davis, 2022)

Examine non-linear relationships and interaction effects among financial management variables (Chen & Lee,
2023)

Compare findings across different banking sizes, ownership structures, and market segments (Kim & Johnson,
2020)
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