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ABSTRACT

This study examines the relationship between cost structure, liquidity, leverage, profitability, and financial
distress in textile and garment companies listed on the Indonesia Stock Exchange. The main focus of the study
is directed at two things: assessing the direct influence of cost structure, liquidity, and leverage on financial
distress, and examining whether profitability can explain the indirect influence pathways of these financial
variables. The study uses a quantitative approach with secondary data sourced from the companies' annual
financial reports for the period 2019-2023. Testing is conducted through panel data regression and path
analysis, while company size is used as a control variable to ensure that model estimation is not solely
influenced by differences in business scale. Conceptually, a rigid cost structure and high leverage are expected
to increase financial distress, while liquidity and profitability are expected to weaken the likelihood of financial
distress. This study is expected to contribute to the financial distress literature by positioning profitability as
a mediating mechanism, particularly in the context of the Indonesian textile industry facing cost pressures,
import competition, and weakening financial performance. From a practical perspective, this model can be
used as a basis for initial evaluation for management in controlling financial risk through cost efficiency,
strengthening cash flow, debt management, and increasing profit-generating ability.
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INTRODUCTION

Financial distress can be understood as a phase when a company's financial
capacity begins to weaken, causing the company to face pressure in meeting its
operational and financial obligations. This condition usually does not appear suddenly,
but rather is the result of a gradual process, starting from declining sales, worsening
profit margins, increasing debt burdens, and limited cash available to support business
activities. In contemporary studies, financial distress is no longer viewed simply as a
terminal condition before bankruptcy, but rather as a process of declining financial health
that can be observed through a combination of profitability, liquidity, leverage, and other
operational indicators, as demonstrated by early detection models based on financial
ratios (Altman, 1968; Ohlson, 1980).

The textile and garment sector is a highly relevant context for study due to its
relatively high cost characteristics, significant working capital requirements, and high
sensitivity to changes in raw material and energy prices, exchange rates, and market
demand. These pressures have become increasingly apparent in recent years. Data from
the Central Statistics Agency (2024) shows that growth in the textile and apparel industry
weakened from around 4.5% in 2022 to around 2.1% in 2023. Concurrently, the Ministry
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of Industry of the Republic of Indonesia (2024) reported a more than 10% increase in
production costs, primarily driven by rising raw material and energy prices. This
combination of slowing growth and rising costs has the potential to significantly narrow
companies' profit margins.

These risks are not merely theoretical projections; they have already materialized
in several industry cases. PT Sri Rejeki Isman Tbk (Sritex), for example, recorded losses
of approximately USD 1.07 billion in 2021 and approximately IDR 6.1 trillion in 2022,
accompanied by a high liability burden (Indonesia Stock Exchange, 2023; PT Sri Rejeki
Isman Tbk, 2022). These cases highlight that financial distress can arise when declining
operational performance meets severe funding pressures, a phenomenon that makes the
textile sector an urgent subject for further analysis.

In such situations, cost structure becomes a critical factor because it determines
how flexibly a company can adjust costs when revenue declines. Companies with a large
proportion of fixed costs tend to be more vulnerable because costs cannot be reduced
quickly following a decline in activity a phenomenon known as cost stickiness, which is a
condition where costs remain high despite declining business activity, because the
company bears the costs of adjustment, maintains production capacity, or expects
demand to rebound (Anderson et al., 2003; Banker et al., 2013; Weiss, 2010; Ahemed et
al,, 2024). Liquidity is also a key determinant, as companies with adequate liquid assets
are better able to maintain short-term payments, purchase raw materials, and finance
operations (Zaki et al.,, 2011; Nguyen et al,, 2021). Conversely, high leverage can increase
the pressure from interest expenses and debt service obligations, especially when
revenues decline and financial flexibility narrows (Rajan & Zingales, 1995; Titman &
Wessels, 1988). Profitability then serves as an indicator reflecting a company's success in
converting resources into profits; when profitability is strong, the pressures from cost
structure, liquidity, and leverage on financial distress can be reduced (Liang et al., 2016;
Kristanti et al., 2016).

From an agency theory perspective, this vulnerability is also inseparable from the
quality of management decisions. The relationship between owners and managers is not
always conflict-free, as each party may have different interests, while information
asymmetry exacerbates this problem because managers have more detailed operational
information than owners (Jensen & Meckling, 1976). Excessive use of debt can signal
aggressive decisions that increase financial risk if cash flow is insufficient to cover
liabilities (Rajan & Zingales, 1995; Titman & Wessels, 1988), while costs that are difficult
to adjust when sales decline contribute to profit pressure. Thus, agency theory provides
the basis for financial distress to be influenced by the quality of management decisions in
managing debt, liquidity, cost structure, and profitability.

Although financial distress has been extensively researched, ranging from financial
ratio-based bankruptcy prediction models (Altman, 1968; Ohlson, 1980; Bhunia &
Sarkar, 2011) to studies linking distress to capital structure, cost flexibility, profitability,
and liquidity (Titman & Wessels, 1988; Anderson et al., 2003; Banker et al., 2013; Alifiah,
2014; Liang et al,, 2016; Kristanti et al.,, 2016; Habib et al., 2018; Yazdanfar & Ohman,
2020; Nguyen et al., 2021; Sehgal et al., 2021), empirical findings regarding some of its
determinants are not entirely consistent. Some studies show that leverage increases the
risk of distress, but others find different results depending on industry characteristics,
observation period, and firm size. Similarly, liquidity is generally assumed to reduce the
risk of distress, but its effect can change when a company has a less productive current
asset structure or faces short-term debt pressure. Another gap arises because most
studies primarily examine the direct effect, while the role of profitability as a mediating
pathway remains underdeveloped in the context of the Indonesian textile industry.
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Based on this background, this study aims to analyze the influence of cost structure,
liquidity, and leverage on financial distress, considering profitability as a mediating
variable and firm size as a control variable. Firm size is used as a control variable because,
although larger firms generally have broader access to funding and stronger negotiating
capacity, firm size does not always guarantee a lower risk of distress, given that large
firms can also face organizational complexity and high fixed costs. With this model, this
study not only examines whether a variable influences distress but also explains how that
influence can work through a firm's ability to generate profits—while filling a research
gap that has previously focused more on the direct influence rather than the mediating
pathway of profitability in the context of the Indonesian textile industry.

METHODS

Research Sample and Data

This study uses a quantitative approach with secondary data obtained from the
annual financial reports of textile and garment companies listed on the Indonesia Stock
Exchange. Secondary data was used because the information in the financial reports is
compiled periodically, is measurable, and relevant for assessing the company's
performance and financial position.

The sample was determined through purposive sampling, namely selecting samples
based on criteria that are in accordance with the research objectives. The sample criteria
include: (1) textile and garment sector companies listed on the IDX during the research
period; (2) companies publishing annual financial reports consecutively; (3) companies
having the data needed to measure all research variables; and (4) companies not
experiencing delisting during the observation period.

The research period covers 2019-2023. The five-year span was chosen to capture
changing conditions before, during, and after economic pressures that impact the
performance of the textile industry.

Research Variables

This study involved one dependent variable, three independent variables, one
mediating variable, and one control variable. Financial distress was the dependent
variable. Cost structure, liquidity, and leverage were the independent variables.
Profitability served as the mediating variable, while firm size served as the control
variable.

Variables Role Indicator Measurement Reference Basis

Financial Distress | Dependent Z-score Altman Z-score | Altman (1968)

(FD) model

Cost Structure (SC) Independent Cost stickiness The ratio of change | Anderson et al
in costs to change in | (2003); Banker etal.
sales (2013)

Liquidity (LIQ) Independent Current Ratio Current assets | Zaki et al. (2011);
divided by current | Nguyen etal. (2021)
liabilities

Leverage (LEV) Independent Debt Ratio Total debt divided by | Rajan & Zingales
total assets (1995); Titman &

Wessels (1988)

Profitability (PROF) | Mediation Return on Assets Net profit divided by | Liang et al. (2016);

total assets Kristanti et al
(2016)

Company Size (SIZE) | Control Firm size Natural logarithm of | Commonly used in

total assets financial research
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These measurements were chosen because they are commonly used in financial
research and can quantitatively represent a company's condition. All variables were then
processed into panel data so that inter-company and inter-temporal variations could be
analyzed simultaneously.

Research Model

The research model was designed to examine the direct and indirect effects of cost
structure, liquidity, and leverage on financial distress. The indirect effect was tested
through profitability as a mediating variable. Firm size was included as a control variable
to mitigate potential bias due to differences in asset scale between firms.

Model 1 (Effect on Profitability)
PROF_it = o + B1SC_it + B2LIQ_it + B3LEV_it + B4SIZE_it + €_it

Model 2 (Effect on Financial Distress)
FD_it = a + B1SC_it + B2LIQ_it + B3LEV_it + B4PROF_it + B5SIZE_it + £_it

Description: FD = financial distress; SC = cost structure; LIQ = liquidity; LEV = leverage;
PROF = profitability; SIZE = company size; i = company; t = time period; a = constant; 3 =
regression coefficient; € = error term.

The first model is used to assess how cost structure, liquidity, leverage, and firm size
affect profitability. The second model is used to assess the influence of independent
variables and profitability on financial distress. Using these two models, the analysis can
reveal whether profitability acts solely as a direct explanatory variable or also acts as a
mediating pathway.

Hypothesis Testing

Hypothesis testing was conducted using panel data regression. This approach was
chosen because the research data includes both company and time dimensions, resulting
in more informative estimates than regressions using only one observation dimension.
Prior to the main testing, the most appropriate panel model was determined using the
Chow and Hausman tests. The Chow test was used to compare the common effects model
and the fixed effects model, while the Hausman test was used to select between the fixed
effects model and the random effects model.

After the best model is obtained, the partial effect of each variable is tested using the
t-test, while the simultaneous effect is tested using the F-test. The coefficient of
determination is used to assess the model's ability to explain the variation in the
dependent variable. The significance levels used are 1%, 5%, and 10%.

Mediation testing is conducted through path analysis. The indirect effect is calculated

by multiplying the coefficient of the independent variable's influence on profitability by
the coefficient of the profitability's influence on financial distress. If the indirect path is
significant, profitability can be said to have a mediating role in the relationship between
financial variables and financial distress.
Data processing was performed using EViews because the software supports panel data
regression estimation, model selection, and statistical testing required in this study. With
these steps, the research is expected to yield stronger conclusions regarding the
determinants of financial distress in textile and garment companies.
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RESULTS AND DISCUSSION

Descriptive Statistics

The research sample consists of 10 textile and garment companies listed on the
Indonesia Stock Exchange observed over the 2019-2023 period, producing 50 firm-year
panel observations with no missing data across all variables. Table 1 presents the
descriptive statistics for liquidity (CR), leverage (DAR), profitability (ROA), firm size
(SIZE), cost structure (SC), and financial distress as measured by the Altman Z-score (FD).

Table 1. Descriptive Statistics (N = 50

Variable Mean Std. Dev. Minimum Maximum
Liquidity (CR) 1.616 2.443 0.067 16.282
Leverage (DAR) 1.310 1.397 0.443 5.522
Profitability (ROA) -0.038 0.153 -0.876 0.121
Firm Size (Ln Total Assets) 23.784 4.108 18.043 29.007
Cost Structure (SC) 0.902 1.061 -5.009 4.343
Financial Distress (Altman Z-Score) -1.084 6.030 -19.251 3.965

The average Altman Z-score of -1.084 indicates that, on average, the sampled
companies fall within the distress zone (Z < 1.81), confirming that financial pressure is a
widespread condition in the Indonesian textile and garment industry during the
observation period rather than an isolated case. The wide range of the Z-score, from -
19.251 to 3.965, reflects substantial heterogeneity across firms: companies such as PT Sri
Rejeki Isman Tbk (SRIL) and PT Argo Pantes Tbk (ARGO) exhibit persistently negative Z-
scores accompanied by a leverage ratio (DAR) above 1, consistent with the case of large
losses and heavy liability burdens documented in the industry (Indonesia Stock
Exchange, 2023; PT Sri Rejeki Isman Tbk, 2022), while companies such as PT Buana Artha
Anugerah/Sunson Textile (SSTM), PT Indorama Synthetics (INDR), and PT Eratex Djaja
(ERTX) remain in the safe or grey zone with relatively stable profitability. The average
leverage ratio of 1.310 (i.e., total debt exceeds total assets on average) and the average
ROA of -3.8% together illustrate the cost and funding pressures affecting the sector,
consistent with the increase in production costs and the slowdown in industry growth
reported by the Ministry of Industry of the Republic of Indonesia (2024) and the Central
Statistics Agency (2024).

Panel Data Model Selection: Chow and Hausman Tests

Before estimating the two regression models, the Chow test and Hausman test
were performed to select the most appropriate panel data estimator between the
Common Effect Model (CEM), Fixed Effect Model (FEM), and Random Effect Model (REM).
The results are summarized in Table 2.

Table 2. Chow and Hausman Test Results

Model Test Statistic df Prob. Decision
Model 1 (PROF) Chow (F) 7.700 (9, 36) 0.000 HO rejected = FEM over
CEM
Model 1 (PROF) Hausman (x?) -(<0)* 4 >0.10 HO not rejected - REM
over FEM
Model 2 (FD) Chow (F) 15.795 (9, 35) 0.000 HO rejected — FEM over
CEM
Model 2 (FD) Hausman (x?) 42.331 5 0.000 HO rejected = FEM over
REM

The computed Hausman statistic for Model 1 was below its theoretical lower
bound of zero, an outcome that arises when the variance difference matrix between the
fixed- and random-effects estimators is not positive definite in a moderately sized panel.
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Following standard practice in applied panel-data research, a negative Hausman statistic
is treated as a failure to reject the null hypothesis of no systematic difference between
the two estimators, so the more efficient Random Effect Model is retained for Model 1.

For both models, the Chow test rejects the null hypothesis (p < 0.05), indicating
that the Fixed Effect Model is more appropriate than the Common Effect Model, i.e., each
company has a distinct intercept that must be accounted for. The Hausman test, however,
produces different conclusions across the two models. For Model 1 (the profitability
equation) the test favors the Random Effect Model, whereas for Model 2 (the financial
distress equation) the test strongly favors the Fixed Effect Model (x* = 42.331; p = 0.000),
implying that the unobserved company-specific characteristics that influence financial
distress are correlated with the explanatory variables. Model 1 is therefore estimated
using the Random Effect Model and Model 2 using the Fixed Effect Model.

Panel Data Regression Results

Model 1: Determinants of Profitability

Table 3 presents the Random Effect Model estimation results for Model 1, in which
profitability (ROA) is regressed on cost structure, liquidity, leverage, and firm size.

Table 3. Random Effect Model Results - Dependent Variable: Profitability (ROA)

Variable Coefficient Std. Error t-Statistic Prob.
Constant -0.338 0.297 -1.138 0.261
Cost Structure (SC) 0.097 0.022 4.304 0.000***
Liquidity (CR) 0.052 0.013 4119 0.000***
Leverage (DAR) -0.022 0.030 -0.750 0.457
Firm Size (SIZE) 0.007 0.011 0.583 0.563

R? (within) = 0.427; R? (overall) = 0.347; F-statistic = 5.968 (p = 0.001). Notes: ***
significant at o = 1%.

The results show that cost structure (SC) and liquidity (CR) each have a positive
and statistically significant effect on profitability at the 1% level, while leverage (DAR)
and firm size (SIZE) have no significant effect. Together, the model explains
approximately 42.7% of the within-firm variation in profitability (F = 5.968; p = 0.001),
indicating that the model is simultaneously significant.

Model 2: Determinants of Financial Distress

Table 4 presents the Fixed Effect Model estimation results for Model 2, in which
financial distress (FD, measured through the Altman Z-score) is regressed on cost
structure, liquidity, leverage, profitability, and firm size.

Table 4. Fixed Effect Model Results - Dependent Variable: Financial Distress (Altman Z-Score)

Variable Coefficient Std. Error t-Statistic Prob.
Constant 58.244 20.143 2.892 0.007***
Cost Structure (SC) -0.189 0.152 -1.245 0.221
Liquidity (CR) -0.065 0.087 -0.749 0.459
Leverage (DAR) -3.367 0.380 -8.855 0.000***
Profitability (ROA) 3.504 0.916 3.826 0.001%**
Firm Size (SIZE) -2.292 0.831 -2.757 0.009***

R? (within) = 0.828; F-statistic = 33.712 (p = 0.000). Notes: *** significant at a = 1%.

After controlling for company-fixed effects, leverage (DAR) and profitability
(ROA) are the two strongest and most significant determinants of financial distress at the
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1% level, followed by firm size (SIZE), which is significant at the 1% level. Cost structure
and liquidity no longer show a statistically significant direct effect once profitability is
included in the model, an outcome that is examined further in the mediation analysis
below. The model as a whole is highly significant (F = 33.712; p = 0.000) and explains
82.8% of the within-firm variation in financial distress, a relatively high explanatory
power that is consistent with the fact that leverage is itself embedded as a component of
the Altman Z-score formula (the X4 term), so part of the strong association between DAR
and FD reflects this measurement linkage in addition to the underlying economic
relationship.

Mediation (Path) Analysis

The mediating role of profitability was tested by multiplying the coefficient of each
independent variable's effect on profitability in Model 1 (path a) by the coefficient of
profitability's effect on financial distress in Model 2 (path b), and testing the significance
of this indirect effect (ab) using the Sobel test. The results are presented in Table 5.

Table 5. Sobel Test Results for the Mediating Role of Profitability

Path a (SE) b (SE) Indirect Effect z-value Prob. Conclusion
(ab)

SC—->ROA—FD 0.097 (0.022) 3.504 (0.916) 0.338 2.859 0.004** Significant (full
mediation)

CR—>ROA - FD 0.052 (0.013) 3.504 (0.916) 0.184 2.803 0.005** Significant (full
mediation)

DAR — ROA —» FD -0.022 (0.030) 3.504 (0.916) -0.077 -0.736 0.462 Not significant (no
mediation)

The Sobel test indicates that profitability significantly mediates the relationship
between cost structure and financial distress (z = 2.859; p = 0.004) and between liquidity
and financial distress (z = 2.803; p = 0.005). Because the direct effects of cost structure
and liquidity on financial distress in Model 2 are not statistically significant while their
indirect effects through profitability are significant, both relationships indicate full
mediation: cost structure and liquidity influence financial distress entirely through their
effect on the company's profit-generating ability, rather than directly. In contrast, the
indirect effect of leverage on financial distress through profitability is not significant (z =
-0.736; p = 0.462), while its direct effect in Model 2 is highly significant. This indicates
that leverage affects financial distress directly, without being channeled through
profitability.

Discussion

Effect of Cost Structure on Financial Distress

The direct effect of cost structure on financial distress is not statistically
significant (f =-0.189; p = 0.221), yet cost structure exerts a significant positive effect on
profitability (f = 0.097; p = 0.000) that is subsequently transmitted into a significant
indirect effect on financial distress through the mediation test (z = 2.859; p = 0.004). This
pattern indicates that in the textile and garment sector, cost structure does not weaken a
firm's financial soundness by itself, but rather through its influence on the firm's ability
to generate profit. A plausible explanation is that in a period of fluctuating sales such as
2019-2023, a proportional adjustment of operating costs to sales activity can still
support margins as long as management is able to convert scale into efficiency, rather
than automatically indicating rigid, unresponsive cost behavior. This finding differs from
Ahemed et al. (2024), who found that asymmetric cost behavior increases financial
distress directly in a large sample of United States non-financial firms, and is more
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consistent with the cost-stickiness literature that emphasizes context-dependency, in
which the consequences of a rigid cost structure depend on demand uncertainty and
managerial resource-retention decisions (Anderson et al., 2003; Banker et al,, 2013). The
result also aligns with the profitability-mediation logic proposed by Chauhan (2023), who
shows that the financial consequences of a firm's cost and financing decisions are best
understood through the channel of profitability rather than as a direct, mechanical effect.

Effect of Liquidity on Financial Distress

Liquidity shows a similar pattern to cost structure: its direct effect on financial
distress is not significant (f = -0.065; p = 0.459), but its effect on profitability is positive
and highly significant (f = 0.052; p = 0.000), and the indirect effect through profitability
on financial distress is significant (z = 2.803; p = 0.005). This result supports the view that
adequate liquidity protects a company from financial distress mainly by enabling it to
fund operations, purchase raw materials, and maintain production continuity, which in
turn is reflected in stronger profitability, consistent with Zaki etal. (2011) and Nguyen et
al. (2021), who document a close empirical link between liquidity and financial
performance, particularly under conditions of economic pressure. The full-mediation
pattern found here also complements Slater et al. (2024), who show that changes in
liquidity position jointly affect leverage, profitability, and firm valuation rather than
operating as an isolated, direct determinant of financial soundness. For the textile and
garment companies in this sample, this suggests that liquidity management should be
directed at strengthening operating profitability—for example, through better working-
capital and inventory cycles—rather than merely maintaining a high current ratio as an
end in itself.

Effect of Leverage on Financial Distress

Leverage is the strongest and most consistent predictor of financial distress in this
study. Its direct effect on financial distress is negative and highly significant (3 = -3.367;
p = 0.000), meaning that a higher debt-to-asset ratio is strongly associated with a lower
Altman Z-score, i.e., a greater likelihood of financial distress. Unlike cost structure and
liquidity, the indirect effect of leverage through profitability is not significant (z = -0.736;
p = 0.462), indicating that leverage does not primarily damage a company's financial
condition by eroding its profitability, but through a direct channel—most plausibly the
burden of interest expense and principal repayment obligations that narrow financial
flexibility when revenues weaken, consistent with the capital-structure arguments of
Rajan and Zingales (1995) and Titman and Wessels (1988). This finding is also consistent
with recent evidence from emerging markets: Oreshile et al. (2026) find that highly
levered African firms remain exposed to financial distress even after accounting for risk-
management quality, and Ridwan and Alghifari (2025) show that in Indonesian
infrastructure firms, financial risk is driven strongly by leverage-related exposure
regardless of operational capability. From an agency-theory perspective, this pattern
reflects Jensen and Meckling (1976): aggressive use of debt without a matching increase
in cash-generating capacity raises financial risk directly, independent of whatever
profitability the debt may or may not have helped generate.

Mediating Role of Profitability

Overall, the mediation analysis shows that profitability is not merely one
determinant among several, but the central transmission channel through which cost
structure and liquidity affect financial distress; both variables lose statistical significance
in Model 2 once profitability is controlled for, while their indirect paths remain
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significant. This finding empirically supports the conceptual position outlined by Liang et
al. (2016) and Kristanti et al. (2016), who position profitability as the pivotal indicator
through which resource-management decisions translate into distress risk, and is
consistent with more recent evidence from Wu et al. (2024), who show that firm
performance (profitability) moderates and channels the relationship between a firm's
financial position and financial distress during periods of macroeconomic pressure, as
well as with Suu et al. (2026), who find a strong association between alleviated financial
distress and enhanced firm performance among Vietnamese listed companies. Similarly,
Inrawan and Lie (2024), using Chow and Hausman model-selection procedures on
Indonesian listed firms, likewise conclude that profitability functions as a significant
mediator between liquidity, leverage, and firm size on the one hand and a firm's financial
condition on the other, reinforcing the robustness of the mediating mechanism identified
in this study. Leverage is the exception: because its effect on distress operates directly
rather than through profitability, cost-efficiency and liquidity management alone would
not be sufficient to offset the risk created by an over-levered capital structure.

Role of Firm Size as a Control Variable

Firm size shows no significant effect on profitability (f = 0.007; p = 0.563) but a
significant negative effect on financial distress in Model 2 ( =-2.292; p = 0.009), meaning
that, holding cost structure, liquidity, leverage, and profitability constant, larger firms in
this sample tend to show a lower Altman Z-score, i.e., a somewhat greater exposure to
distress risk. This result should be interpreted with caution given the control-variable
role of firm size and the modest number of cross-sectional units, but it is broadly
consistent with the background argument of this study that larger textile and garment
firms—several of which in the sample carry very large, long-standing debt structures—
can also face greater organizational complexity, higher fixed-cost burdens, and slower
cost-adjustment capacity, so that scale does not automatically translate into a lower risk
of financial distress. This nuance is consistent with Habib et al. (2018), who note in their
review of the financial-distress literature that the direction and significance of firm size
as a determinant of distress varies considerably by industry, institutional setting, and
capital structure.

Summary of Findings

Taken together, the results indicate that financial distress among Indonesian
textile and garment companies during 2019-2023 is shaped through two distinct
mechanisms. First, cost structure and liquidity influence financial distress indirectly,
entirely through their effect on profitability, so that improving cost efficiency and
strengthening short-term liquidity are effective primarily insofar as they succeed in
raising the profit-generating capacity of the firm. Second, leverage influences financial
distress directly and substantially, independent of profitability, so that prudent debt
management remains indispensable and cannot be substituted for by profitability
improvements alone. Firm size, included as a control variable, further shows that scale
does not guarantee protection from distress once cost, liquidity, leverage, and
profitability are accounted for. These findings extend the financial-distress literature,
which has predominantly examined direct effects (Altman, 1968; Ohlson, 1980; Habib et
al, 2018), by demonstrating an empirically distinguishable mediating pathway of
profitability specific to the cost-pressured and import-competing context of the
Indonesian textile industry
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CONCLUSIONS

This study examined the direct and indirect effects of cost structure, liquidity, and
leverage on financial distress among ten Indonesian textile and garment companies listed
on the Indonesia Stock Exchange during 2019-2023, with profitability positioned as a
mediating variable and firm size as a control variable. Using panel data regression
(Random Effect Model for the profitability equation and Fixed Effect Model for the
financial distress equation, selected through the Chow and Hausman tests) together with
a Sobel mediation test, the study finds that cost structure and liquidity do not affect
financial distress directly, but do so entirely through their positive effect on profitability,
indicating full mediation; leverage, in contrast, affects financial distress directly and
substantially, without being channeled through profitability, underscoring the burden of
debt-servicing obligations rather than profit erosion as its principal mechanism of harm;
and firm size, while not influencing profitability, is significantly associated with greater
distress risk, suggesting that larger scale does not automatically confer financial safety in
this cost-pressured, import-competing industry. These findings indicate that profitability
is the pivotal channel through which cost and liquidity management translate into
financial soundness, while prudent leverage management remains an independent and
indispensable safeguard that cannot be substituted for by profitability improvements
alone implying that, for textile and garment companies, financial distress mitigation
strategies should simultaneously pursue cost efficiency and liquidity strengthening to
build profitability, while directly containing debt levels, rather than relying on any single
lever in isolation..
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