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Abstract

This study aims to analyze financial distress conditions and stock returns of the construction and building
sub-sector companies before and during COVID-19 pandemic, analyze the factors that affect financial
distress conditions, and analyze the effect of financial distress on stock returns. The study was conducted
on 14 construction and building sub-sector companies listed on IDX from 2018q1 to 202194 using the
panel data regression and two stages least square method. During the Covid-19 pandemic, there is a
decrease in DSCR average value and an increase in the number of companies classified as distressed.
Safe companies had negative average stock returns, while distressed companies had positive average
stock returns. Meanwhile, factors that affect financial distress are profitability, liquidity, and rupiah
exchange rate. Therefore, the company is expected to increase profitability and maintain optimal liquidity
value in order to avoid financial distress condition. To improve the accuracy of investment decision,
investors need to pay attention to the fundamental conditions and operational performance of the
company. The interaction variable between financial distress proxied by predictive value of DSCR and
the growth rate of confirmed cases of COVID-19 has a significant negative effect on stock returns.
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1. PENDAHULUAN

Indonesia is known as the most productive country and the most profitable in terms of
construction works because of the many ongoing projects from both residential and non-
residential sectors. One of the government's roles in infrastructure development is to allocate a
budget for infrastructure development and maintenance. In 2020 the Ministry of Public Works
and Public Housing (PUPR) received the largest APBN allocation of 120.217,54 billion rupiahs
(PUPR, 2021a). However, contrary to this, the GDP of the construction sector from 2017 to 2020
has decreased every year causes by three main problems, namely a decline in demand for
construction services in general, high competition, and building material prices fluctuation (BPS,
2021). In addition, the COVID-19 pandemic has also caused a decline in construction GDP due
to government regulations regarding large-scale social restrictions to stop the spread of the
COVID-19 outbreak, causing delays or suspensions of building projects. In this case, the
government is reallocating and refocusing programs and budgets for the 2020 Fiscal Year by
postponing projects that can technically be postponed to 2021 (PUPR, 2021b). The decline in
construction sector performance due to several business problems and the COVID-19 pandemic
can trigger companies to enter financial distress condition (Hariandja et al., 2022; Utomo et al.,
2022). Financial distress is a situation when the company's cash flow cannot meet its debt
obligations that can be measured among others by using the debt service coverage ratio (DSCR)
(Ufo et al., 2015).
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The decline in net income and negative net income conditions is one of the early symptoms
of a company experiencing financial difficulties. The existence of COVID-19 and construction
business problems caused a significant decline in the construction and building sub-sector
company's net income (Romadhon, 2022). The decline in the company's net income can be
reflected in the decrease in financial ratios such as profitability and activity ratio. The
profitability ratio measures the company's ability to generate sales through assets and measures
how efficiently these assets can be used to earn income (Almilia & Kristijadi, 2003). The higher
the net income to total assets the more effective company is in utilizing its assets to generate
profits (Ardiyanto & Prasetiono, 2011). Meanwhile, the low level of profitability causes the
company not to have good economic strength and causes the occurrence of financial distress
(Mas’ud & Srengga, 2015). Furthermore, the activity ratio is a comparison between retained
earnings and total assets which shows the company's ability to generate retained earnings after
deducted expenses (Suprihatin, 2016). The ratio of retained earnings to total assets indicates that
investment is mostly financed by retained earnings rather than equity and external debt
(Baimwera & Muriuki, 2014). Meanwhile, low retained earnings to total assets ratio indicates
that there is a possibility that the company's growth is not sustainable because the company's
growth is financed by increasing debt not by reinvesting the profits (Kumar & Anand, 2013).

Short-term difficulties that are temporary and not too severe if not handled as quickly as
possible will develop into a more severe condition and cause the company to be liquidated or
reorganized (Hidayat & Meiranto, 2014). Another internal factor that can increase the company's
potential to enter financial distress condition is a large amount of debt that causes the company's
inability to cover it (Hadi & Andayani, 2014). The size of the company's debt can be reflected
through the ratio of liquidity and leverage. The liquidity ratio is a comparison between current
liabilities and current assets owned by the company to meet these obligations (Andre & Taqwa,
2017). The greater the value of the liquidity ratio, the greater the company's ability to pay debts
that are due, thereby reducing the potential for financial distress (Santosa et al., 2020).
Conversely, low liquidity indicates that the company has too large liabilities and is not supported
by an increase in the company's performance, so the number of current assets is not proportional
to the number of liabilities makes the company vulnerable to financial difficulties (Jannah &
Dhiba, 2021). Furthermore, the leverage ratio is used as a measure that shows the number of
assets available to creditors as collateral for the company's debt (Samara, 2021). A higher
leverage ratio indicates the use of too high debt, thereby increasing the difficulty of the company
releasing the debt burden (Samara, 2021). This means that increasing the company's leverage
will increase the company's opportunity to enter financial distress condition (Amanda & Tasman,
2019).

Financial distress is also influenced by external factors such as the rupiah exchange rate and
interest rates. Fluctuations in the price of building materials are closely related to the rupiah
exchange rate because the building materials used to fulfill the company’s inventory needs are
still imported from overseas. For example, the need for iron and steel materials still relies on
imported quality. This can be seen from the increase in the volume of imports of iron and steel in
the first semester of 2021 by 51,18% or reaching US$ 5.36 billion compared to the same period
last year (Supriyanto, 2021). The decline in the value of the rupiah exchange rate against the
value of foreign currencies will cause imported goods to become expensive so it has an impact
on increasing the company's production costs (Putri et al., 2021). Furthermore, the interest rate is
an expense or fee expressed in a certain percentage that describes the borrowing of money within
a certain period of time between creditors and customers (www.bi.go.id). Low level of interest
rates will reduce borrowing costs, in addition to triggering investment and economic growth
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(Aoki et al., 2004). However, a high level of interest rates will increase the loan burden, thereby
increasing the company's potential to enter financial distress condition (Santosa et al., 2020).

The condition of financial distress or financial difficulties must be known early so that
actions can be taken to anticipate conditions that lead to bankruptcy (Haryetti & Efni, 2010). If
financial distress condition is not handled properly, it will become a sentiment for investors that
can influence their investment decisions. Especially in a situation of economic uncertainty during
the Covid-19 pandemic. The existence of a pandemic has been shown to have a negative impact
on increasing the likelihood of bankruptcy and loan defaults by businesses and individuals
(Nigmonov & Shams, 2021). In addition, the COVID-19 pandemic also had a negative impact on
the capital market where investment decisions by investors were influenced by emotions and
anxiety about the pandemic which formed negative sentiments, resulting in a decrease in stock
returns and an increase in stock volatility (Cevik et al., 2022). However, the risk-return trade-off
theory states that the higher the risk, the higher the expected return expected by investors,
indicating that the risk of financial distress can increase stock returns. According to Mselmi, et
al. (2019) and Duong, et al. (2022) a stock portfolio consisting of companies with financial
difficulties provides positive rewards that caused higher stock returns.

Based on the background described, the purpose of this study is to analyze financial distress
and stock returns of the construction and building sub-sector companies before and during the
COVID-19 pandemic, analyze the factors that affect the financial distress, and analyze the effect
of financial distress on stock returns. The novelty in the research is the use of an interaction
variable between the debt service coverage ratio for measuring financial distress debt service
coverage ratio with the growth rate of confirmed cases of COVID-19 to see its effect on stock
returns.

2. METHOD

The sample used is 14 construction and building sub-sector companies listed on the
Indonesia Stock Exchange during 2018ql — 2021qg4. Research was conducted using mapping
analysis and panel data regression methods. Mapping analysis is used to map the company's
financial distress condition where the DSCR value < 1,2 means the company is experiencing
financial distress (Ruster, 1996). Mapping analysis is also used to map the period before and
during the COVID-19 pandemic, then t-test difference test is carried out to see the average
difference before and during the pandemic. Panel data regression analysis begins with the
selection of the best regression model with Chow test, Hausman test, and Lagrange multiplier
test, then classical assumption test is carried out consisting of multicollinearity test,
heteroscedasticity test, autocorrelation test, and normality test. Finally, a hypothesis is tested by
t-test, f-test, and coefficient determination test. Dependent variable in financial distress panel
regression model is debt service coverage ratio (DSCR) as a proxy for financial distress.
Independent variable used is internal and external factors of financial distress. Internal factors
consist of profitability ratios proxied by net income to total assets (NI/TA), activity ratios
proxied by retained earnings to total assets (RE/TA), liquidity ratios proxied by total current
assets to current liabilities (CR), and leverage ratios proxied by total debt to total assets (DAR).
External factors consist of Bank Indonesia’s 7 Days Repo Rate of Interest (SB), and exchange
rate of the rupiah against the US dollar (NTR). The data used in the research model is quarterly
data derived from the company's financial report retrieved from www.idx.co.id and company's
official website, macroeconomic data retrieved from www.bps.go.id and www.bi.go.id. The
equation of financial distress panel data regression model is:
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DSCRit = a + Bl NUTAit + B2 RE/TAit + B3 CRit + 4 DARit + 5 SBt + p6 NTRt +
B7COVIDt + git 1 1)

To avoid endogeneity problems in the stock returns regression model, the predictive value of
the DSCR variable is used as a proxy for financial distress which is calculated using the 2SLS
approach, then the DSCR prediction variable interacted with the growth rate of confirmed cases
of COVID-19. The dependent variable in return stock data panel regression model is stock return
measured as the difference between current stock price and previous stock price. The
independent variable is the interaction between growth rate of Covid-19 and DSCR predictive
value adapted from Duong et al. (2022). Variable growth rate of Covid-19 cases is measured
from the confirmed cases of Covid-19 refer to Song, et al. (2021). The control variable used is
company’s size proxied by capital market (Uk) and company’s value proxied by market-to-book
ratio (Ni). The measurement of returns of stock-i uses t+1, i.e. Rit = Pit+1-Pit, where Pit is the
price of stock-i at time-t. The time interval t+1 over t is used to assume that it needs a period of t
for absorption of information from a company to investors. Covid-19 confirmed case data
retrieved from www.covid-19.go.id and stock prices data retrieved from www.yahoo-
finance.com. The equation of return stock panel data regression model is:

Rit = o+ B1 Ukit + B2 Nit + B3 DSCRit x COVID-19t + it )

3. HASIL DAN PEMBAHASAN
3.1. Descriptive Analysis of Financial Distress Internal and External Factors

Differences in conditions before and during the Covid-19 pandemic were tested with a
different t-test on the average value of each variable.

Table 1. Descriptive Analysis of Financial Distress internal factor

Before pandemic During pandemic Differences  Prob. t test

Profitability 0,014 -0,010 -0,024 0,000
Activity 0,157 0,089 -0,069 0,012
Liquidity 1,703 1,650 -0,053 0,295
Leverage 0,589 0,592 0,002 0,926
DSCR 7,630 2,771 -4,859 0,012

Source: Process data, 2022.

Profitability ratio decreased significantly by -0,024. This is due to the company's current-year
losses caused by a decrease in income due to the policy of restricted social activities in order to
cope with Covid-19 cases resulting in a negative profitability ratio. This is in line with the
previous research by Thi Xuan Nguyen (2022), which stated that there was a decrease in the
average company profitability ratio proxied by return on assets during the Covid-19 pandemic. If
the decrease in company income is not followed by cost efficiency, it will increase the
company's losses (Utomo et al., 2022). The activity ratio decreased significantly by -0,069. This
was caused by a decrease in the company's net income due to the pandemic which resulted in a
decrease in retained earnings. If the company suffers a loss, the value of retained earnings
decreases (Restianti & Agustina, 2018). The company's liquidity ratio during the Covid-19
pandemic experienced an insignificant decrease of -0,053. This was caused by a decrease in
current assets, especially in cash and cash equivalents due to sluggish cash receipts from
customers, thereby decreasing the liquidity ratio. This is in line with previous finding by Utomo
et al. (2022) which states that the average liquidity ratio of companies during the Covid-19
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pandemic decreased due to changes in the cash component as a result of a decline in sales. The
company's leverage ratio during the Covid-19 pandemic experienced an insignificant increase of
0,002. The increase in the leverage ratio was caused by a decrease in the company's total assets
which was more significant than the decrease in the company's total liabilities. According to
Malikah (2021), the change in DAR occurs due to a decrease in short-term liabilities which is
one of the company's strategy to avoid the risk of default when the economy is deteriorating. The
DSCR value decreased significantly by -4,850. Before the Covid-19 pandemic, the number of
companies classified as safe consisting of five companies, namely PBSA, NRCA, IDPR, TOTL,
and WEGE, while during the Covid-19 pandemic there was a decrease in the average DSCR
value so that were two companies classified as safe, namely PBSA and TOTL.

Indonesia’'s macroeconomic conditions also experienced significant differences during
Covid-19 pandemic. When the Covid-19 pandemic first occurred in Indonesia, there was a
decline in real interest rates and a significant weakening of the rupiah exchange rate. The
reduction in nominal interest rates is a government strategy to restore the economy in order to
increase the credit demand for the productive economic sector (www.bi.go.id, 2020). The decline
in nominal interest rates and inflation rates continued until the end of 2021, causing a decrease in
real interest rates. According to Haryanto (2020) the growth of Covid-19 cases caused the rupiah
exchange rate against the United States dollar to depreciate, resulting in monetary and fiscal
policies by Bank Indonesia, one of which was by lowering the nominal interest rate.

3.2. Factors Affecting Financial Distress

Regression analysis of panel data begins with selecting the best model using the Chow test.
Based on the Chow test, it can be seen that the value of Prob. of 0,0234 < 0,05, meaning that the
fixed effects chosen as the best model. The fixed effect model passed the classical assumption
test except for the normality test which showed that the data were not normally distributed.
According to Ghasemi & Zahediasl (2012) if the sample used is large which more than 100
observations, the normality test can be ignored.

Table 2. Estimation Results of Equation 1: Factors Affecting Financial Distress

Variable Coefficient Std. Error t-Statistic Prob.
C 19,6600 9,956777 1,9745 0,0498**
NITA 4,1914 1,912326 2,1917 0,0296**
RETA -0,4929 0,522767 -0,9429 0,3469
CR 0,3357 0,176389 1,9034 0,0585*
DAR 1,1206 1,358640 0,8248 0,4105
SB -8,56251 10,91276 -0,7812 0,4357
LOG(NTR) -1,8500 1,068368 -1,7316 0,0850*
COVID -0,2197 0,118984 -1,8471 0,0663*
AR (1) 0,4537 0,152218 2,9807 0,0033**
R-squared 0,6117 Mean dependent var 3,6301
Adjusted R-squared 0,5684 S.D. dependent var 8,1360
F-statistic 14,107 Durbin-Watson stat 1,8922
Prob(F-statistic) 0,0000

Note: * significant at 10% significance level
** significant at 5% significance level
Source: Output Eviews, 2022.

Based on Table 2 it is known that the Adjusted R-Square value is 0,568 with Prob. F statistic
< 0,05. This shows that simultaneously the independent variables affect the financial distress of
the construction and building sub-sector companies with an effect of 56,8%, while 43,2% is
influenced by other variables outside the research model. AR (1) represented autoregressive
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variable with one lagged time used for correcting negative autocorrelation. It can be inferred that
the value of DSCR influenced negatively by the value of DSCR in previous period.

Profitability ratio or NITA has Prob value of (0,0296) <0,05 with a coefficient of 4,1914,
meaning that the profitability ratio has a significant positive effect on the company's DSCR value
at a significance level of 5%. This shows that an increase in the profitability ratio can increase
the DSCR value and reduce the potential for the company to experience financial distress. In this
study, fluctuations of ROA are more influenced by fluctuations in net income generated by the
company. The higher the net profit generated by the company, the higher the company's ability
to pay its loans. According to Isayas (2021) an increase in profitability can reduce financial
distress whereas companies with low profitability can increase the level of financial distress, thus
can lead the company to go bankrupt.

Activity ratio or RETA has a value of Prob. (0,3469) > 0,05 with a coefficient of -0,4929,
meaning that the activity ratio has no significant effect on the DSCR value. This shows that an
increase in the activity ratio can increase financial distress with no significant effect. This is in
line with the research of Chabachib et al. (2019) which states that the ratio of retained earnings to
total assets has no significant effect on financial distress because the composition of retained
earnings is determined for business expansion or equipment procurement so that it does not
affect the financial distress. In addition, retained earnings are part of shareholder equity not part
of cash so it cannot be used to pay company debts or other interests (Restianti & Agustina,
2018).

Liquidity ratio or CR has a value of Prob. (0,0585) < 0,1 with a coefficient of 0,3357,
meaning that the liquidity ratio has a significant positive effect on the DSCR value. This shows
that the more liquid a company is, the more opportunity a company has to cover its liabilities,
thereby reducing the probability of the company entering financial distress condition. A high
liquidity ratio indicates that the company has low short-term liabilities so that it can reduce the
risk of the company's default. This is in line with the research of Masdupi et al. (2018) which
states that a high liquidity ratio reduces the potential for financial distress. According to Hosea et
al. (2020) a high liquidity ratio can reduce the level of financial distress because the company
has larger current assets that can reduce or prevent the sale of important assets when the
company enters financial difficulty.

Leverage ratio or DAR has a value of Prob. (0,410) > 0,05 with a coefficient of 1,1206,
meaning that the leverage has no significant effect on the DSCR value. This shows that the low
total debt of the company which is indicated by the low ratio of DAR if it does not generate
sufficient profit, it will cause the company to continue to produce a low DSCR value, thus
enabling the company to enter into a state of financial distress. According to Hosea et al. (2020)
and Ceylan (2021) the leverage has no effect on financial distress because high debt if it used
effectively, it can increase the company's opportunity to earn large profits thereby reducing the
risk of financial distress.

Interest rate or SB has a value of Prob. (0,4357) > 0,05 with a coefficient of -8,5251,
meaning that the interest rate has no significant effect on the DSCR value. This shows that an
increase in the interest rate can increase the company's loan value, thereby reducing the DSCR
value with an insignificant decrease. In addition, during the Covid-19 pandemic, the government
lowered interest rates to ease the burden on companies and boost the economy's productivity. But
in the other hand, construction companies recorded a decrease in revenue due to project delays,
resulting in a low DSCR value. The results of this study are in line with the research of
Priyatnasari & Hartono (2019) which states that the interest rate does not affect financial distress
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but affects the loan value. In addition, an increase in interest rates can reduce the company's
interest in making loans so companies tend to use internal funding or the use of equity (Ikpesu et
al., 2020).

Rupiah exchange rate or log (NTR) has a value of Prob. (0,0850) < 0,1 with a coefficient of -
1,8500, meaning that the rupiah exchange rate has a significant negative effect on the DSCR
value. This shows that the decreasing exchange rate of the rupiah against the United States dollar
can reduce the value of the DSCR, causing the company to experience financial distress. The
decline in the rupiah exchange rate can increase production costs because there are still many
production materials that are procured by import. In addition, the rupiah exchange rate also
affects the number of loan expenses and operating expenses transacted in foreign currencies. The
results of this study are in line with Zikovi¢ (2018) which states that the exchange rate has a
positive effect on increasing the probability of companies entering financial distress conditions,
especially in developed countries that still rely on imported goods.

Dummy Covid-19 or COVID has a value of Prob. (0,066) < 0,1 with a coefficient of -0,2197.
This shows that the Covid-19 pandemic has a negative effect on the DSCR value, causing the
company to experience financial distress. During the Covid-19 pandemic, there was a
government policy regarding large-scale social restrictions that disrupted the company's
operational activities, including the suspension of construction projects and delays in
construction contract auction activities. This causes a decrease in the company's income which
causes a decrease in the company's ability to cover its loans. According to Rababah, et al. (2020),
the existence of quarantine and social restrictions causes a reduction in economic activity so as to
reduce consumer demand which can lead to a cessation of production in the industry causing
losses.

3.3. Descriptive Analysis of Stock Returns
Table 3. Descriptive Analysis of Stock Returns

Distress Safe Diff.
Description Average Max Min Average Max Min  Average
Before pandemic -9,2 45,0 -90,0 1,7 97,0 -66,0 -10,9
During pandemic 0,3 165,0 -105,0 -7,5 27,0 -9,2 7,9
Difference 9,5 -9.2

Source: Processed data, 2022.

Based on research results, there is a difference in stock returns between companies classified
as distressed and safe before and during the Covid-19 pandemic. Based on the results of the
different t-tests, it is known that the return stock on safe companies has a Prob value. (0,951) >
0,05 while the return on distressed companies has a Prob value (0,022) < 0,05. This means that
during the Covid-19 pandemic, companies classified as distressed experienced a significant
increase in average stock returns of 9,5%. Meanwhile, the average stocks return of companies
classified as safe experienced an insignificant decrease of -9,2%. However, after a different test
of stock returns for each company, companies that are classified as safe have increased their
average stock return but still record low or negative average returns in before and during
pandemic period. Companies that have high profitability (classified as safe companies) before
the pandemic will be more affected due to the conditions of uncertainty during the Covid-19
pandemic (Song et al., 2021). The uncertainty during the covid-19 pandemic caused a decrease
in profitability and decreasing investor trust in companies classified as safe. In addition, the
construction and building sub-sector companies that are classified as distressed still record good
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operational performance, which can be known through information and news regarding the
achievement of the company's new contract which generated a positive signal for investors about
the company's growth during the Covid-19 pandemic. This makes investors interested in
distressed companies. According to Yun & Kim (2022) the risk of systematic distress provides
positive rewards, thereby increasing stock returns, while the increased risk of unsystematic
distress causes lower stock returns. This shows that during the Covid-19 pandemic, the
characteristics of financial distress as seen from an increase in debt were considered a positive
sentiment which indicated the company was working on a business expansion, while the
characteristics of financial distress were seen from a decrease in company profitability
considered as a negative sentiment that can reduce stock returns.

3.4. The Effect of Financial Distress and the Covid-19 Pandemic on Stock Returns

The data used to describe the financial distress of construction and building sub-sector
companies uses the DSCR prediction value obtained by the two-stages least square, then
interacts with the Covid-19 growth rate variable. Based on the test results of selecting the best
model, FEM was chosen to be the best model and has passed a series of classical assumption
tests.

Table 4. Estimation Results of Equation 2: Factors Affecting Stock Returns

Variable Coefficient Std. Error t-Statistic Prob.

C 9.6411 0.9793 9.8443 0.0000
UK -0.3423 0.0345 -9.9060 0.0000**
LOG(NI) 0.0813 0.0110 7.3392 0.0000**
DSCRXCOVID -0.0051 0.0012 -4.3057 0.0000**
R-squared 0.3775 Mean dependent var -0.0295
Adjusted 0.3294 SD dependent var 0.2812
F-statistic 7.8488 Durbin-Watson stat 1.8077
Prob(F-statistic) 0.0000

Note: * significant at 10% significance level
** significant at 5% significance level
Source: Output Eviews, 2022

Based on Table 4, it is known that the Adjusted R-squared value is 0,329 with Prob. F
statistic is 0,000 < 0,05. This shows that simultaneously the independent variables affect stock
returns with an effect of 32.9%, the remaining 67,1% is influenced by other variables outside the
research model.

Based on Table 4, it can be seen that the variable financial distress which is interacted with
the growth rate of Covid-19 has a Prob value (0.0273) < 0,05 with a coefficient of -0,0051. This
shows that during the Covid-19 pandemic, the higher the DSCR value, the lower the stock
returns. This shows that safe companies have negative stock returns, while distressed have
positive stock returns during the Covid-19 pandemic. According to Nugroho, et al. (2021)
financial distress as measured through systematic risk has a positive effect on stock returns,
meaning that financial distress that occurs during economic turmoil such as the Covid-19
pandemic will result in positive stock returns. During a pandemic, there is a change in investor
behavior where a high level of company financial difficulty will generate higher returns than
companies with low financial distress conditions (Duong et al., 2022).
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4. CONCLUSION

The conclusion that can be drawn from the results of the study is that there is a decrease in
the financial health condition of the construction and building sub-sector companies during the
Covid-19 pandemic, which can be seen from the decrease in the average DSCR value and an
increase in the number of companies classified as distress. In addition, there are differences in
investor reactions to the condition of the company classified as safe and distressed, which can be
seen from the differences in the average stock returns. Prior to the Covid-19 pandemic, safe
companies had positive average stock returns and distressed companies had negative average
stock returns, while during the Covid-19 pandemic, safe companies had negative average stock
returns, while distressed companies had positive average stock returns. This is supported by the
results of panel data regression analysis which states that the interaction between DSCR
predictive value and the Covid-19 growth rate has a significant negative effect on stock returns,
meaning that during the Covid-19 pandemic, distressed companies with low DSCR value have
higher stock returns compared to safe companies with high DSCR. Meanwhile, the factors that
affect the financial distress of the construction and building sub-sector companies are the
profitability ratio, liquidity ratio, rupiah exchange rate.

It may be implied from the results of this study that management stock issuers could maintain
the company's good performance in order to increase investor trust in a sustainable manner. This
can be done by maintaining performance of the company in order to avoid prolonged financial
difficulties that can lead to the risk of bankruptcy. Increasing operating income by innovating
and improving marketing strategies as well as continuously implementing cost efficiency to
reduce the company's burden and ensuring that the project is done on time according to the initial
contract so there is no additional cost incurred. In addition, it is necessary to maintain the
optimization of the liquidity ratio by increasing the effectiveness of the use of short-term debt
and managing an efficient amount of inventory. The negative effect of the depreciation of rupiah
exchange rate on financial distress can be minimized by using hedging contracts and also
reducing loans that require foreign currency in transaction process. In addition, the government
is expected to be able to support fair business competition between state-owned companies
(BUMN) and the national private sector by establishing regulations and improving the
monitoring system for classifying projects that can be participated by BUMN as well as
improving the monitoring system so that there is no cartel and collusion in contract bidding
activities.

Furthermore, investors who are interested in investing in construction and building sub-
sector companies can consider the financial distress condition to formulate investment decisions.
In addition, it is necessary to consider company's fundamental performance such as profitability
and liquidity ratios as a measurement of the company's financial health condition so that
investors can formulate more accurate investment decisions. Additional information can be seen
on the achievement of new contracts obtained by the company as a signal about the company's
performance and can be used to predict company’s income in the future. The government also
expected to be able to maintain the stability of the Indonesian economy in order to ease the
burden on companies in the construction and building sector, especially in the condition of the
rupiah exchange rate against the United States dollar.
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