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Abstract  

Debt is all financial obligations of the company to other parties that have not been 

fulfilled, both short-term debt and long-term debt. Debt can affect the company's ROE. Return 

on equity (ROE) shows the company's ability to generate profits from the equity used. This 

ratio is obtained from profit before tax divided by total equity. The purpose of this study is to 

determine and empirically prove the effect of debt on ROE in Automotive companies on the 

Indonesia Stock Exchange. In this study, an associative research approach is used, which is a 

study to determine the effect between independent variables and their dependent variables. 

The sample of this study was 12 automotive companies. To prove the hypothesis proposed in 

this study, a simple linear regression statistical tool was used with partial testing (t-test). Based 

on the results of the hypothesis test, it can be proven that debt has an effect on ROE. The R-

square value of 0.129 proves that the contribution of the independent variable (debt) in 

explaining its effect on the dependent variable ROE (Return On Equity) is 12.9% while the 

rest (100 - 12.9 = 87.1%) is influenced by other factors such as capital structure, working 

capital, sales and so on. 
 
Keywords: Debt, Profitability, Automotive and Simple Regression Analysis. 
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Introduction  

Implementation of financial decisions must be carried out carefully and precisely, 

considering that every financial decision taken will affect other financial decisions and will 

have an impact on the achievement of the company's overall goals. Under certain conditions, 

companies can fulfill their funding needs by prioritizing internal sources of funds [1]. However, 

as the company grows, funding needs increase, which may require the use of external funding 

sources, such as debt. The use of debt must be carefully considered due to the inherent risks, 

particularly the cost of capital. Debt can be categorized into short-term and long-term liabilities, 

and both must be managed to avoid financial distress and to maintain financial sustainability 

[2]. 

Return on Equity (ROE) reflects a company’s ability to generate profits from the 

shareholders’ equity employed. This ratio is calculated by dividing profit before tax by total 

equity [3]. A higher ROE indicates better financial performance and can attract potential 

investors to commit their capital. One key factor influencing ROE is debt [4]. Debt is a highly 

sensitive financial instrument that can amplify ROE through financial leverage. Company 

owners often encourage the use of debt to a certain extent to improve the company's ROE [5]. 

However, this strategy carries risk, and thus, managerial behavior must be aligned with 

ownership interests. To ensure this alignment, ownership by managers and commissioners plays 

a critical role. When managers hold shares in the company, they are more likely to act prudently, 

especially in decisions related to debt usage. The risk of bankruptcy becomes a shared 

responsibility, not just borne by the main shareholders but also by the management. As a result, 

managerial ownership acts as a governance mechanism that encourages responsible financial 

decisions, including careful debt management [6]. Therefore, managerial ownership is an 

important factor to consider in efforts to increase ROE [7]. 

Increasing the use of debt can lead to a higher Return on Equity (ROE). This relationship 

occurs because debt can serve as financial leverage, allowing companies to generate higher 

returns on shareholders’ equity—provided that the return on assets exceeds the cost of debt. 

This concept is supported by Sartono, who stated that “Return on equity or return on net worth 

measures the company's ability to obtain profits available to the company's shareholders. This 

ratio is also influenced by the size of the company's debt; if the proportion of debt is greater, 

then this ratio will also be greater [8]. In other words, a larger portion of debt in the capital 

structure, under the right conditions, can magnify the profits attributable to equity holders. 

This is reinforced by the research findings of [9], who demonstrated that debt has a 

positive effect on Return on Equity (ROE). These findings support the theoretical view that 

increasing debt, under favorable conditions, can enhance a company's ROE due to the benefits 

of financial leverage. However, empirical observations in the automotive industry reveal 

inconsistencies with this theory. Some companies experience an increase in debt accompanied 

by a decline in ROE, while others see ROE improve despite a reduction in debt levels. This 

suggests that the relationship between debt and ROE is influenced by other internal and external 

factors, such as operational efficiency, cost of debt, and market conditions. The following 

section presents research data to illustrate this phenomenon and explore the underlying issues 

affecting the observed trends. 

Based on the data presented, it can be observed that there is a problem related to the 

ineffective use of debt, as indicated by instances where an increase in debt is followed by a 
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decline in Return on Equity (ROE). This suggests that the additional debt does not contribute 

to improved profitability, but rather leads to higher interest expenses, which reduce the 

company's net profit. As a result, the ROE achieved becomes suboptimal, failing to reflect the 

potential benefits of financial leverage [10]. This condition highlights the importance of 

efficient debt management to ensure that borrowed funds are utilized productively and generate 

returns that exceed the associated costs. 

 
Literature Review  

2.1 Profiability 

 Profitability is a financial measure that reflects a company’s ability to generate profit in 

relation to its revenue, costs, or assets. In simple terms, it indicates how efficiently a company 

utilizes its resources to produce earnings [11]. High profitability suggests effective management 

and strong financial performance, while low profitability may point to operational inefficiencies 

or cost management issues. Profitability indicates whether a company is generating profit and 

how efficiently it utilizes its resources to achieve that profit. It reflects the overall financial 

health of the company and its ability to create value for shareholders [12]. 

 Profitability measures a company's ability to generate profit and reflects how effectively 

it manages its costs and utilizes its resources. It serves as a key indicator of financial 

performance, operational efficiency, and long-term sustainability [13]. A profitable company 

not only generates revenue that exceeds its expenses but also utilizes its assets and capital 

efficiently to maximize returns. This efficiency is essential for sustaining growth and attracting 

investors [14]. Return on Equity (ROE) shows how much net profit a company generates in 

relation to the shareholders' equity. It reflects the company’s efficiency in utilizing equity 

capital to produce earnings and is a key indicator of financial performance from the investors’ 

perspective [15]. 

 Return on Equity (ROE) is a financial ratio used to measure the profitability generated 

from the capital invested by shareholders. It is calculated by dividing net profit after tax by 

shareholders’ equity. This ratio indicates how effectively a company uses equity funds to 

generate profits for its investors [16]. Return on Equity (ROE) is a key profitability ratio that 

measures a company’s ability to generate profits using the capital invested by its shareholders. 

It reflects how effectively the company utilizes equity to produce earnings [17]. 

  Earnings Before After Tax 

 Return on equity (ROE) =   -----------------------------------  

                            Equity 

2.2 Debt Management 

 Debt refers to all of a company’s financial obligations or liabilities owed to external 

parties that have not yet been settled. It includes both short-term and long-term borrowings that 

the company must repay [18]. Liabilities are funds provided by creditors and represent the 

company’s obligations, reflecting creditors’ claims on the company’s assets. Debt is capital 

obtained through loans from various parties, which must be repaid in the future under agreed-

upon terms and conditions [19]. Basically debt can be classified into short-term debt and long-

term debt. 

Liabilities are credit balances or amounts that must be transferred from the closing of 

the books to the following year's period based on records [20] that comply with accounting 

principles (credit balances are not the result of negative asset balances). 
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         Total Debt 

Debt Management = ------------ 

                     Assets 

 Two important characteristics are that the obligation must exist at that time and must be 

the result of a past transaction. The transaction may be a financial transaction or a non-financial 

event such as an accident that gives rise to an obligation to replace damage [21]. The influence 

of Debt Management on profitability can be described with the following conceptual 

framework: 

 

 

 

 

Figure 1. Conceptual Framework 

 A company can have several goals when it is established according to what is set by its 

founders. However, a company generally has the main goal of maximizing the welfare of its 

owners / shareholders. This is in line with the goal of the owners / shareholders to make 

investments, namely to obtain a high rate of return on investment so that they can prosper [22]. 

In making funding decisions for companies related to determining the capital structure, 

managers must be careful because this decision can affect the company's ROE itself which 

ultimately affects the achievement of the goal of maximizing shareholder welfare. This funding 

decision is related to the manager's policy in determining the right proportion between the 

amount of debt and the amount of capital [23]. One of the factors that affect the level of return 

on equity is the company's debt level. The higher the company's debt level, the higher the return 

ratio. This is due to the company's ability to provide large profits to shareholders. Because the 

reason for the funds available is quite large, namely funds from external loans, the company is 

able to provide high profits for shareholders [24]. Return on equity or return on net worth is 

influenced by the size of the company's debt. If the proportion of debt is greater, this ratio will 

also be greater [25]. 

Ha: Debt Management has a positive effect on the profitability of Automotive companies on 

the IDX. 

Research Methodology  

In this study, an associative research approach is used [26], which is a study to determine 

the influence or relationship between independent variables and their dependent variables. The 

independent variables in this study are debt management, while the dependent variable in this 

study is profitability which is measured using Return On Equity. The sampling technique for 

this study uses purposive sampling [27], which is the determination of samples based on certain 

criteria that aim to provide maximum information. Purposive sampling here uses judgment 

sampling, which is a sampling technique with several specific criteria. The research 

observations were 12 companies with a research period of 3 years, resulting in 36 research 

observations. The research data analysis technique uses simple regression equations. 

 

Y = a + βX+ e 

Debt Management 
Profitability  
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Explanation : 

 Y     = Profitability 

 X    =  Debt management 

             β   = coefefecient      

  a  = constant 

  e  = error 

To facilitate calculations, data processing is assisted by SPSS software version 27 by 

conducting a series of normality, t-test and determination tests 

Results and Discussion 

The description of the research variable data can be explained from the tabulation data of 

debt and Return On Equity of public automotive companies on the IDX for the period 2021 to 

2024. The data analysis method used in this study is the statistical analysis method using a 

simple linear regression equation model. Data analysis begins by processing data using 

Microsoft Excel, then using SPSS software version 26 hypothesis testing is carried out. 

Table 1. Descriptive Statistics of Company Sample Data 

 N Minimum Maximum Mean Std. Deviation 

Debt 36 36716.00 92460000.00 8181259.14 21069256.18 

ROE 36 .67 50.00 19.53 13.21 

Valid N 

(listwise) 36 
    

Sources: Data analysis, 2025 

 Based on the table above, it can be explained that the average debt is 8181259.14 with 

a standard deviation of 21069256.18. The maximum value is 92460000 in the ASII company 

in 2022 and the minimum value is 36716 in the LPIN company in 2023. It can be concluded 

that the data is quite varied and spread between the minimum and maximum values. The 

average Return On Equity is 19.53 with a standard deviation of 13.21. The maximum value is 

50.57 in the IMAS company in 2022 and the minimum value is 0.67 in the MASA company in 

2024. It can be concluded that the data is quite homogeneous and spread between the minimum 

and maximum values. The number of samples is 36 obtained from 12 companies from the 

period 2022 - 2024. 

 After testing the data normality and data autocorrelation, then the next step is to test the 

simple linear regression. The following is a simple regression table. 

Table 2. Simple Regression 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

B Std. Error Beta 

1 (Constant) 17.689 2.241  

Debt.LN 2.248 .000 .359 

    Sources: Data analysis, 2025 

 In the table above, the constant value (intercept) is -0.780 and the regression coefficient 

is 0.075 so that the regression equation is: 

Y = 17.689 + 2.248X 
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 From this equation, it can be seen that if the debt variable does not increase, the ROE 

(Return On Equity) achievement is 17.689. The beta coefficient value of debt is 2.248. The 

influence of debt on ROE (Return On Equity) has a positive effect where if the debt variable 

increases by 1, Return On Equity will increase by 2.248. 

 The proof of the research hypothesis uses a t-test where by conducting a t-test it can be 

known whether or not there is an influence of the independent variable on the dependent 

variable, the hypothesis is accepted or rejected with a significance limit of 0.05. To prove 

whether the hypothesis is accepted or rejected, it can be seen in the following table. 

Table 3. T Test 

Model t Sig. 

1 (Constant) 7.895 .000 

Debt.LN 2.240 .032 

Sources: Data analysis, 2025 

 In the table above, the t-count value of 2,240 is greater than the t-table of 1,671 with a 

significance of 0.032 (Sig. <0.05), so Ho is rejected and the hypothesis is accepted. This means 

that debt has an effect on ROE (Return On Equity). The R-square value of 0.129 proves that 

the contribution of the independent variable (debt) in explaining its influence on the dependent 

variable ROE (Return On Equity) is 12.9% while the remaining 87.1% is influenced by other 

factors not studied. From the regression equation it can be seen that if the debt variable does 

not increase then the achievement of ROE (Return On Equity) is 17,689. The beta coefficient 

value of debt of 2.248 indicates that the influence between debt and ROE (Return On Equity) 

has a positive effect where if the debt variable increases by 1 then Return On Equity will 

increase by 2.248. 

 The conclusion is that the results of this study are in line with Agency [28] which states 

that "return on equity or return on net worth measures the company's ability to earn profits 

available to the company's shareholders. This ratio is also influenced by the size of the 

company's debt, if the proportion of debt is greater, this ratio will also be greater". This 

theoretical view illustrates that companies with increasing debt will be able to increase ROE. 

The results of this study are strengthened by the findings of Nazia Safitri Kalia's research (2013) 

which was able to prove that debt has a positive effect on ROE. This shows that increasing debt 

will increase the company's ROE. 

 Every company must be able to manage its equity effectively so that the assets it owns 

can provide optimal results. The greater the return, the greater the increase in the company's 

stock price so that investors are more motivated to invest in stocks that have high ROE. Profit 

which is usually measured by (return on equity) is the net profit from the capital owned [29]. 

Therefore, company performance can be measured by ROE. The higher the level of profitability 

(return on equity), the higher the profit that investors will get so that investors feel interested in 

investing, causing stock prices to tend to increase. The implication of the results of this study 

is that companies as debt borrowers consider that Return On Equity (ROE) is an attraction for 

investors in investing, because the investment they invest will be more profitable when viewed 

from earnings per share or the fairness of the stock price assessed by the market. For this reason, 

companies try to increase ROE by increasing debt to increase the company's capital which is 

used as an investment that generates high profits [30,31,32]. 
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Conclusion  

The results of hypothesis testing, it can be proven that debt has an effect on ROE. So the 

hypothesis is accepted. Companies that have debt can meet their investment needs which can 

generate profits (profits) without having to wait for the use of capital from the sale of shares. 

Companies should use debt as effectively as possible to generate the expected profits. This is 

proven by the influence of debt on ROE. Based on the results of the relatively small 

determination coefficient, it is recommended that further researchers add other variables that 

can influence Return on Equity, such as the use of working capital, use of cash, sales and costs. 

References  

[1] Abdu, E. (2022). Financial distress situation of financial sectors in Ethiopia: A review 

paper. Cogent Economics & Finance, 10(1), 1996020. 

[2] Brigham, E. F., & Houston, J. F. (2019). Fundamentals of Financial Management (15th 

ed.). Cengage Learning. 

[3] Desmon, A. R. W. A., & Meirinaldi, Y. C. (2022, January). The Effect of Return on Asset, 

Return on Equity and Debt to Equity Ratio on the Value of the Manufacturing Firm Listed 

on Stock Exchange 2015-2019. In MIC 2021: Proceedings of the First Multidiscipline 

International Conference, MIC 2021, October 30 2021, Jakarta, Indonesia (Vol. 196). 

European Alliance for Innovation. 

[4] Mudzakar, M. K., & Wardanny, I. P. (2021). The effect of return on asset, return on 

equity, earning per share, and price earning ratio toward stock return (empirical study of 

transportation). Turkish Journal of Computer and Mathematics Education, 12(8), 387-

392. 

[5] Savira, M., & Ferdian, R. (2024). Pengaruh Current Ratio, Debt to Equity Ratio dan 

Return On Equity Terhadap Nilai Perusahaan. JIBEMA: Jurnal Ilmu Bisnis, Ekonomi, 

Manajemen, Dan Akuntansi, 1(4), 274-285. 

[6] Kodiyatt, S. J., Nair, B. A., Jacob, M. S., & Reddy, K. (2024). Does green bond issuance 

enhance market return of equity shares in the Indian stock market?. Asia‐Pacific Journal 

of Financial Studies, 53(3), 390-409. 

[7] Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, 

agency costs and ownership structure. Journal of Financial Economics, 3(4), 305–360. 

[8] Sartono, A. (2018). Manajemen Keuangan: Teori dan Aplikasi (4th ed.). Yogyakarta: 

BPFE-Yogyakarta. 

[9] Permada, D. N. R., & Sari, P. (2024). The effect of current ratio and debt to equity ratio 

on return on equity at PT. Timah Tbk. Journal of Economics and Business Letters, 4(1), 

43-53. 

[10] Amelia, R. (2024). The Effect Of Return On Asset, Debt To Equity Ratio, Current Ratio 

And Debt To Asset Ratio On Return On Equity: Case Study on S ector Companies 

Transportation and Logistics Listed on the IDX. Jurnal Ilmiah Akuntansi Kesatuan, 

12(5), 811-824. 

[11] Anindya, S. H., Sudaryo, Y., Sipahutar, D. H. N., Sofiati, N. A., & Ismail, G. D. (2024). 

Analysis Of Cash Ratio (CR), Debt To Equity Ratio (DER), And Return On Equity (ROE) 

On Ecomonic Value Added (EVA) In Digital Banks. Eduvest-Journal of Universal 

Studies, 4(8), 6615-6628. 

[12] Sunday, D., Onyeka, C. M., & Ugorji, C. N. (2024). Financial management practices and 

profitability of listed deposit money banks in Nigeria. Journal of Accounting and 

Financial Management, 10(4), 2695-2211. 

[13] Rohmawati, L., Mursito, B., & Pawenang, S. (2024). Effect of Current Ratio, Debt to 

Equity Ratio and Debt to Asset Ratio on Return on Assets in Mining Companies in the 



Abdizil Ikhram Lubis, Renny Maisyarah 

  

Page 123 of 124 

Coal Sub-Sector. Al-Kharaj: Jurnal Ekonomi, Keuangan & Bisnis Syariah, 6(1), 184-

197. 

[14] Jeynes, Z., & Budiman, A. (2024). Pengaruh Return On Asset, Return On Equity, Current 

Ratio, Earning Per Share Dan Debt To Equity Ratio Terhadap Harga Saham Pt. Unilever 

Indonesia (Persero) Tbk Periode 2016-2022. Jurnal Ilmiah Manajemen, Ekonomi, & 

Akuntansi (MEA), 8(1), 56-78. 

[15] Jumady, E., Alam, S., Hasbiyadi, H., Fajriah, Y., & Anggraini, Y. (2024). The effect of 

financial planning on consumer debt management: the role of financial literacy, self-

efficacy, and financial motivation. Atestasi: Jurnal Ilmiah Akuntansi, 7(1), 340-368. 

[16] Wardani, J. I., & Ganar, Y. B. (2025). PENGARUH DEBT TO ASSET RATIO DAN 

TOTAL ASSET TURNOVER TERHADAP RETURN ON EQUITY PADA PT ADARO 

ENERGY INDONESIA TBK PERIODE 2014-2023. Jurnal Intelek Insan Cendikia, 2(2), 

3906-3920. 

[17] Rambe, N. A. I., Muarif, I., Sinurat, M., & Cahyadi, W. (2024). Effect Of Return On 

Equity, Earning Per Share, Debt To Equity Ratio On Stock Return. Jurnal Ekonomi, 

13(02), 1819-1829. 

[18] Biazotto, J. P., Feitosa, D., Avgeriou, P., & Nakagawa, E. Y. (2024). Technical debt 

management automation: State of the art and future perspectives. Information and 

Software Technology, 167, 107375. 

[19] Subhani, B. H., Zunhuan, S., & Khan, M. A. (2025). Finance for a Greener future: 

Evolving the financial sector for ESG and sustainable corporate debt management. Borsa 

Istanbul Review. 

[20] Tan, Y., Li, J., & Li, F. (2025). Tax–Debt Substitution? Local Government Debt 

Management and Corporate Tax Burden. China & World Economy, 33(2), 252-282. 

[21] Pape, F., & Rommerskirchen, C. (2024). Co-working in the collateral factory: analyzing 

the infrastructural entanglements of public debt management, central banking, and 

primary dealer systems. Review of International Political Economy, 31(5), 1371-1395. 

[22] Gokan, Y., & Turnovsky, S. J. (2025). Government spending, debt management, and 

wealth and income inequality in a growing monetary economy. Journal of Money, Credit 

and Banking, 57(1), 185-221. 

[23] Azimjanovna, M. S., & Beshimovna, K. F. (2025, January). The Role Of International 

Financial Institutions In Public Debt Management In Developing Countries. In 

International conference on multidisciplinary science (Vol. 3, No. 1, pp. 74-77). 

[24] Nurudeen, A. O. (2024). Public Debt Crisis, Causes And Strategies Of Debt Management 

In Nigeria. Available at SSRN 5130101. 

[25] Karmilah, C. S., & Komara, E. F. (2024). The Influence of Return On Equity, Net Profit 

Margin, Debt To Equity Ratio, and Dividend Payout Ratio On Stock Returns In Coal Sub 

Sector Companies Listed On The IDX 2018-2022. Dinasti International Journal of 

Economics, Finance & Accounting (DIJEFA), 5(2). 

[26] Rigaud, M., Buekers, J., Bessems, J., Basagaña, X., Mathy, S., Nieuwenhuijsen, M., & 

Slama, R. (2024). The methodology of quantitative risk assessment studies. 

Environmental Health, 23(1), 13. 

[27] Sharma, P., Sharma, P., & Abhishek, K. (2024). Sampling, separation, and 

characterization methodology for quantification of microplastic from the environment. 

Journal of Hazardous Materials Advances, 100416. 

[28] Sunggoro, A. R. (2024). Influence Return on Equity Ratio, Debt to Equity Ratio, and Net 

Profit Margin Against Stock Price Jakarta Islamic Index. Advances In Social Humanities 

Research, 2(3), 472-483. 

[29] Irawan, I., & Irawan, A. (2022). Panel Regression Analysis: Prediksi Ukuran Perusahaan, 

Modal Kerja, dan Struktur Modal terhadap Return On Assets pada Perusahaan Food and 

Beverages di Bursa Efek Indonesia. Jurnal Riset Akuntansi dan Bisnis, 22(2), 220-226. 



Abdizil Ikhram Lubis, Renny Maisyarah 

  

Page 124 of 124 

[30] Purba, R. B., Erlina, H. U., & Muda, I. (2020). Influence of supply chain audit quality on 

audit results through the auditor's ability in detecting corruption. Int. J Sup. Chain. Mgt 

Vol, 9(3), 1046 

[31] Tamba, R. R., Safitri, T. N., Panjaitan, G. O., Athaya, N. S., & Azzahra, A. S. (2025). 

The Impact of Debt Policy, Profitability, and Company Size on Firm Value. International 

Journal of Economic Research and Financial Accounting, 3(2). 

[32] Shahi, A., Audi, M., & Ali, A. (2025). Capital Structure and Profitability: Evidence from 

Pakistan’s Sugar and Chemical Sectors. Pakistan Journal of Social Science Review, 4(4), 

383-403. 


