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CHAPTER I 

INTRODUCTION 

 

1.1. Background of the Study 

The lifeblood of every business is finance. An effective financial 

management is essential for the survival and growth of a business. Almost 

all decisions regarding the process of managing cash inflows and outflows 

are considered more important because they are related to the most valuable 

resources of the business world. Generally, the motive for establishing a 

company is to maximize profits so that the company can remain concerns 

in measuring profits and their level of performance, where it can be seen 

through the profitability ratio that is reflected in the theory of financial 

statements. 

Generally, financial statements are very useful for people to engage 

in business to understand how to prepare and read a financial report 

correctly, even if they do not study accounting specifically. It also aims to 

find out the company’s financial position, such as the income and costs that 

will be evaluated so that the right decision can be made for the company 

itself in the future. Every company that has gone public are also obliged to 

provide accountability in the form of annual financial reports that are 

uploaded through the ASEAN countries Stock Exchange websites of each 

country to be accessed by the public. 
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There are many types of company sectors listed on the ASEAN 

countries Stock Exchange, and one of them is the automotive industry 

company. The automotive company is a company that involves in designs, 

manufactures, markets and sells various types of motor vehicles, 

motorcycles and its components which has now become an important 

industrial sector in the world. Automotive industry in ASEAN is considered 

as the most comprehensive sectors for adopting available technology with 

more than 800,000 employees in the industry. Over the past tenner, 

automotive industry offers an extensive opportunity for manufacturers and 

distributors to make an investment. The production and manufacture in this 

industry have escalated within the past few years as well as a consistent 

increase of exports in the ASEAN countries mainly in Thailand, Vietnam, 

Indonesia, and Malaysia. ASEAN is the seventh largest vehicle 

manufacturer in 2015 globally and has become a dominant market for both 

auto parts suppliers and original equipment manufacturers (OEM) with low 

labour costs and a significant assembly hub with a rapidly growing of 

consumer market in this industry with an annual growth rate of 10% since 

2009. The automotive industry is also an instrument to increases the 

ASEAN countries’ tax revenues, encourage national economic progress and 

improve the standard of living for people as well as encouraging the 

development of other industries and technological advancements. 

Automotive industry market appears as a country’s important role of 

industrialization. In an effort to identify the development model, to establish 
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and promotes their own automotive industry, major countries in ASEAN 

such as Indonesia, Thailand, Malaysia, Vietnam, and Philippines needed to 

adopted several strategies which one of them is to attract investors to 

invests. To invest in this industry, every investor requires a long-term view 

and a strong market understanding regarding to the resources needed to 

penetrate the competitive automotive industry market in ASEAN countries. 

The figure below shows the production and sales of motor vehicles 

and motorcycles in 5 major ASEAN countries for the year 2014 to 2018. 

Figure 1.1 Production of motor vehicles and motorcycles of 5 major countries in 

ASEAN 

 

Source: ASEAN Automotive Federation / www.asean-autofed.com/ (2020) 

From the figure 1.1 above, shows that the production of the vehicle 

is still remarkably high, which rank Thailand as the first with the highest 

vehicles’ production since 2015 to 2018 among the other ASEAN countries. 

To deal with excessive demand for public transportation, automotive 

2014 2015 2016 2017 2018

Thailand 3,722,715 3,720,327 3,764,775 4,044,016 4,230,770

Indonesia 9,224,627 1,098,780 1,177,797 1,216,615 1,343,714

Philippines 1,036,325 996,882 1,157,494 1,315,135 1,338,329

Malaysia 844,029 894,608 941,191 940,312 1,030,054

Vietnam 121,084 171,753 236,161 195,937 200,436
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manufacturing companies in ASEAN countries are competing to increase 

the production and quality of their goods, with Thailand, Indonesia and 

Malaysia having their own automotive and its component manufacturing 

factory in their countries. 

Figure 1.2 Sales of motor vehicle and motorcycles of ASEAN countries (in units) 

 

Source: ASEAN Automotive Federation / www.asean-autofed.com/ (2020) 

From figure 1.2 above, shows that the sales of vehicles from year the 

2014 to 2015 decrease due to market slowdown in major countries, which 

is in Thailand and Indonesia. In Indonesia, the decline in sales was due to 

the increased of oil price and economic circumstances that put pressure in 

business and consumers of the automotive industry market. In Thailand, the 

decline in sales was due to low prices of agricultural products, commodities, 

and domestic debt which cause an impact on the domestic consumption of 

the automotive market in the country. Meanwhile, from the year 2016, the 
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sales of vehicles were back on track which keeps on the increase until year 

the 2018. The increases of the sales can be concluded that even there are 

many differences in the history, politics, and culture of those ASEAN 

countries, the desire of peoples to own a vehicle are still very high which 

also consider that automotive industry in ASEAN countries as one of the 

sector that is growing rapidly throughout the past few years and until now.  

In every business, profit is considered as an essential aspect of a 

company which is the results obtained or activities carried out by a company 

in a certain period. A company is considered good if their level of 

profitability is stable, and the company can survive in any economic 

situation. If a company does not make profits or in other words, the company 

suffers losses, then this will adversely affect the disruption of operational 

activities because there are not enough funds that can be used to carry out 

its operational activities. The company’s ability in generating profits will 

attract investors to invest their funds in expanding their business. On the 

contrary, the low level of profitability will cause investors to withdraw 

funds. As for the company itself, profitability can be used an adequate 

evaluation of the management in a business entity. Even though profit is an 

important aspect, that doesn’t mean that profits can always be relied on by 

a company. This is due to certain conditions such as companies 

experiencing losses or the level of activity, productivity, and potential of the 

company that does not reach the target. To find out whether a company has 

potential or performance both in the financial sector, it can be seen through 
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the financial performance of the company. Financial performance can be 

interpreted as a prospect or future of proper growth and development for the 

company. The changes in economic resources, which can be controlled in 

the future to predict production capacity and existing resources, can be 

assessed through the information of financial performance. Performance 

evaluation can be done using financial statement analysis, where financial 

statement analysis uses financial ratios. To assess financial performance, 

ratios that are generally used are the liquidity ratios, solvency ratios, activity 

ratios, profitability ratios and growth ratios. 

There are 5 types of ratios used to assess the financial performance 

of a company which is as follows: 

1. Liquidity ratio, which is a ratio that measures a company's ability to 

meet its short-term obligations. 

2. Activity ratio, which is a ratio that measures the extent of the 

effectiveness of the use of assets by looking at the level of asset 

activity. 

3. Solvency ratio, which is a ratio that measures the extent to which a 

company's ability to meet its long-term obligations. 

4. Profitability ratios, which is a ratio that measures a company's ability 

in generating profits. 

5. Market ratio, which is a ratio that measures the development of the 

company's value relative to the book value of the company. 
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Liquidity problems are considered influential in increasing company 

profitability because it has the ability to know to what extent the company 

is paying off its short-term obligations. If the company has an obligation 

that must be paid off immediately, the company must provide assets that can 

be used to pay for them. Liquidity ratio conveys the ability to repay its short-

term creditors and determines the performance of short-term creditors of the 

automotive company where the current ratio is one of type. A high current 

ratio means a smaller risk of failure of the company in meeting its short-

term obligations. As a result, the risk borne by shareholders will be even 

smaller. If the current ratio value of a company is high, it will reduce 

uncertainty for investors, but it indicates that there are idle funds (cash) so 

that profitability will be reduced. 

Operating profit represents the results or profits derived from 

company activities. The level of effectiveness of management over 

operational activities can be measured using activity ratio. In general, 

activity ratio is often also called a turnover ratio. A high turnover means the 

more effective level of use of company assets. This ratio mainly observes 

assets that are considered important to the company, such as the automotive 

company. One of the activity ratios is the receivable turnover ratio. To 

measure the company’s effectiveness in collecting money owed by 

customer or known as accounts receivable, this ratio is used. A high 

receivable turnover ratio indicates that the collection of accounts receivable 

of a company is efficient and has a high number of quality customers that 
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pay their debts in a given period. Besides, the receivables turnover ratio that 

is low states that the company should reassess their credit policies to ensure 

the collect receivables on time. For investors to invest, it is important to 

compare the accounts receivable turnover of several automotive companies 

to get a sense of what is the normal or average turnover ratio in the sector. 

If one company has a higher receivable turnover ratio compare to another 

means that it is safer for investors to invest. 

Apart from the problem of the automotive company's activities in 

managing its assets and liquidity problems in paying off its short-term 

obligations, the company must also be able to resolve its funding sources 

problem. The existence of debt ownership that exceeds the value of its own 

capital will affect the greater level of solvency; this will have an impact on 

the number of interest costs that must be borne by the company which will 

decrease profitability. One of the solvency ratios is the debt to equity ratio. 

This ratio measures the level of debt use (leverage) to the total shareholder's 

equity owned by the company. The higher the debt to equity ratio, the higher 

the total debt composition compared to the own total capital, so that the 

higher the company's burden on external parties (creditors). Debt to equity 

ratio will differ depending on the nature of the business and variability in 

cash flow. Debt to equity ratio for the same company sector gives us a 

general indication of the credit score and financial risk of the company itself.  

With the development of automotive industry in ASEAN, it attracts 

investors to invest, and this confirms that investors who wish to invest their 
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assets must also consider the company's profitability, their working 

performance and complete information about the performance of financial 

statements and the rate return of a company. The level of profitability can 

be seen in various ways, one of which is by looking at return on assets in a 

company. In the era of intense competition, competitive advantage has been 

developing and involves the importance of the company's financial 

performance. Every manager of a company is very concerned with the 

efficiency of asset utilization to improve business performance. The limited 

funds and increases of pressure exerted by shareholders make the company 

search for other alternatives in order to improve asset efficiency to maintain 

the market competitiveness. Therefore, it is very essential further to explore 

the study of the company's financial performance. Return on Asset (ROA) 

is an indicator to measure a company’s performance and is a profitability 

ratio used to measure a company’s effectiveness in obtaining profits by 

utilizing total assets it has. Profit is the result of labour expected by 

management, while return on assets is a constellation between profits after-

tax or net income after tax to total assets. Thus, the return on assets measures 

the relationship of profit earned to the investment in assets to earn the profit. 

In the previous research conducted by Andy Kridasusila and 

Windasari Rachmawati (2016), Linda Vani Wijaya (2017) stated that 

current ratio, receivables turnover ratio and debt to equity ratio has a 

positive effect toward return on assets where this result is in line with the 

research conducted by, Irnanda Khabilah Umayta, Nur Diana, Afifudin 
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(2019) which also stated that current ratio and receivables turnover ratio has 

a positive effect towards return on assets. While the previous research 

conducted by Dirvi Surya Abbas (2017) and Aris Susetyo (2017), stated that 

current ratio, receivables turnover ratio and debt to equity ratio has a 

negative effect towards return on assets. 

For this study research, the author choose the title “The Impact of 

Current Ratio, Receivables Turnover Ratio, and Debt to Equity Ratio 

towards Return on Asset (ROA) of Automotive Companies Listed on 

ASEAN Countries Stock Exchange” because the author thinks that 

automotive industry sector is an interesting sector to be research because of 

the well-known and rapidly growing market in the ASEAN region, where 

the growth is due to high population of people in ASEAN countries where 

the peoples still prefer to use personal transportation and their high desire 

to own a vehicle and to do a further research in this industry to complete the 

previous research. 

 

1.2. Problem Limitation 

For the research object to not be in a wide-rages so that the 

researcher can be more aware and focus on the object of the research, the 

author limit the research object only at the automotive company that focus 

on the component parts that are listed on ASEAN countries Stock 

Exchange, while the observation data of financial statements in this research 

are limited only for five years period which is from the year 2014 to 2018. 
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The variables used in this research only limits to four variables that 

include three independent variables such as the current ratio, receivables 

turnover ratio, debt to equity ratio, and the dependent variable such as return 

on assets. The main reason for choosing those three independent variables is 

because these three independent variables can be related to one another 

towards the dependent variable of return on assets and these variables also 

provided a supportive data based on the availability on the ASEAN countries 

Stock Exchange. 

 

1.3. Problem Formulation 

In accordance with the background of the research that has been 

described above, the main problem in this research attempts to answer the 

following questions: 

1. Do the current ratio influences return on asset in automotive and its 

component companies listed on the ASEAN countries Stock 

Exchange period 2014-2018? 

2. Does the receivables turnover ratio influences return on asset in 

automotive and its component companies listed on the ASEAN 

countries Stock Exchange period 2014-2018? 

3. Does the debt to equity ratio influences return on asset in automotive 

and its component companies listed on the ASEAN countries Stock 

Exchange period 2014-2018? 
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4. Do the current ratio, receivables turnover ratio and debt to equity 

ratio simultaneously influences return on asset in automotive and its 

component companies listed on the ASEAN countries Stock 

Exchange period 2014-2018? 

 

1.4. Objective of The Research 

By conducting this research and to be able to do this research 

properly and on target, the researcher must have a goal. The author expects 

that the objective of this research: 

1. To analyze the effect of current ratio towards return on assets of 

automotive and its component companies listed on ASEAN 

countries Stock Exchange period 2014-2018. 

2. To analyze the effect of receivables turnover ratio towards return on 

assets of automotive and its component companies listed on ASEAN 

countries Stock Exchange period 2014-2018. 

3. To analyze the effect of debt to equity ratio towards return on assets 

of automotive and its component companies listed on ASEAN 

countries Stock Exchange period 2014-2018. 

4. To analyze the simultaneous effect of current ratio, receivables 

turnover ratio and debt to equity ratio towards return on assets of 

automotive and its component companies listed on ASEAN 

countries Stock Exchange period 2014-2018. 
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1.5. Benefit of The Research 

Through this research, it is expected to give some benefits for 

researchers to plan and review the project in a logical manner and to 

encourage the researcher to perform the research study thoroughly. There 

are two types of benefits research: 

1.5.1. Theoretical Benefit 

The results of this research are expected to be able to support 

existing theories and as references or contributions about the financial 

management related to the research of return on assets to minimize the risk 

of the company’s progress and investment decision-making.  

1.5.2. Practical Benefit 

The practical benefits of this research: 

1. This research is expected to be a reference or input for investors, 

creditors, and managers in improving the company’s financial 

management related to current ratio, receivables turnover ratio, debt 

to equity ratio, and return on assets. 

2. This research is expected to provide information in decision-making 

for investors in term of investing and contributing in assessing the 

information of a company. 

3. This research is expected to gain knowledge and references for 

academics to conduct the same research in the future and useful for 
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the other researchers who are interested in researching the same 

theory. 

 

 

 

 

 

 

 

 

 


