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Abstract. The goal of this study is to examines the effect of intellectual capital, business
strategy, firm performance on bankruptcy risk of listed firms in Indonesia Stock Exchange
in year 2021-2022. The data comprises firms compossed from 2021 to 2022 for the non
financial sector companies listed on the BEI. There are 280 companies and 480 data that
fall into the criteria based on the purposive sampling method. Multiple Regression as data
analysis techniques used SPSS software (version 21.0). Porter’s strategies is used to
measure business strategy in this reasearch. Independent variable be composed of
intellectual capital, business strategy consisting of cost leadership, differentiation strategy,
and ROA. Bankruptcy risk is dependent variable, and Size as control variable. The
empirical results show intellectual capital (IC), strategy business (DS, CL), firm
performance (ROA) and SIZE on bankruptcy risk shows that intellectual capital (IC) have
no significant effect on bankruptcy risk (BR). Business strategy (BS) variable, namely in
this case differentiation strategy (DS) have negative significant effect on bankruptcy risk
(BR). Firm performance (ROA) variable have positif significant effect on bankruptcy risk
(BR).
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1 Introduction

This Word document can be used as a template for papers to be published in EAI Core
Proceedings. Follow the text for further instructions on text formating, tables, figures, citations
and references. Many new companies are adding to competition in the industrial world in the
current era of globalization. This competition requires companies to form or update their
strategies so that they can meet company goals and survive the company. Companies need a
strategic plan that congruence with the company's goals, vision and mission. Companies must
adapt to the many new competitors in the industrial world and fluctuating economic conditions.
According to the annual report of the Business Competition Supervisory Commission (KPPU),
the business competition climate in Indonesia increase in 2021. This can be seen from compared
to the previous year, Indonesia have business competition index was increased. Up from 4.65
to 4.81, the maximum value is 7. Companies operating in service sector, manufacturing and
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other sectors will compete to be the best and to survive. So companies will be encouraged to
carry out many innovations or business strategies to avoid bankruptcy. Maintaining the
continuity of a company in business activities is not an easy thing because every company is
always faced with the risk of bankruptcy [1] Bankruptcy is one of the causes of companies in
Indonesia experiencing delisting on the IDX. There are 14 companies potentially their shares
delisted from the IDX in 2021, while in 2022 there are 11 issuers who are at risk of being
delisted.

The firm’s bankruptcy risk is a hot issue in literature, accounting, business, management, and
has impact for decision-making stakeholders [2]. Risk that arises when a company is unable to
fulfill its obligations so that to fulfill these obligations it requires action through legal channels
to liquidate assets or reorganize its debts called Bankruptcy risk [3]. Impacts of bankruptcy to
managements, society, creditors, shareholders, employees, and evaluation of company’s
bankruptcy risk. Thus, factor that influence the risk of bankruptcy is very important for
shareholders and other business stakeholders.

One of the things or practices that cloud the assessment of bankruptcy risk is business strategy
[4] To deal with uncertainty or strategic risks related firm work environment, business strategies
are used. Implementation of this business strategy strengthens the identification of priorities that
can influence current and future performance. So it make the company more profitable and can
reduce bankruptcy risk happen upcoming [3]. Acording to [5], before investing is necessary
predict, measure, reduce and evaluate bankruptcy risk a firm is something that attractive for
investors. Capital providers who selectively choose a company that provides many benefits and
is sustainable to improve value so that capital providers obtain the maximum results from
company profits. Before investing investors are interested in predict, measure, reduce and
evaluate bankruptcy risk of a company [5].

According [6], implementation of two company’s general strategies, cost leadership strategy or
differentiation strategy, or can also two strategies integrated to survive in a competitive and
volatile business environment. Two ways to implement cost leadership are cost efficiency in the
form of maximizing inputs to produce the desired output and asset savings in the form of
maximizing the capacity of fixed assets owned to produce the desired output. For example,
operational expense of Southwest Airline minimized with maintain employee retention at a rate
of 92% and almost exclusively using Boeing 737-800. Differentiation is creating product
uniqueness and unrivaled brand loyalty in an integrated and continuous manner [3].

To strengthen the company's innovation strategy and give the benefits of sustainable
performance, usually through their employees, company investing in intellectual capital [7]. [8]
show that recently the main economic resources are knowledge assets or intangible assets.
intellectual capital is financial health critical factor, credit rating in the long run, increasing in
financial performance. The company that have appropriate management in intellectual capital
makes the company get increase market value reduce debt costs, and higher credit ratings.

Furthermore, maximizing the use of a company's intellectual capital support companies to make
appropriate financial allocations regarding resources and investments of company to avoid the
possibility a company going bankrupt, negative social impacts overall, ultimately reducing job
losses. Thus, intellectual capital is used to predict bankruptcy makes the company capable
allocate appropriate investments and financial resources [9]. Financial difficulties are a
condition that often occurs in large companies in Indonesia. This financial difficulty is caused
by the company not being able to manage its finances optimally [10]. This results in a maximum



share value that these companies cannot achieve. As a result, equity falls, even negative. In fact,
equity is an important building block that companies need in times of financial distress.

Early handling of risks is very necessary. Therefore, apart from measuring the potential for
bankruptcy, companies must know what factors can influence bankruptcy so that they can know
the efforts that must be made to prevent potential bankruptcy. According to [11] the factors
causing bankruptcy are divided into two factors, namely, external factors including economic
conditions, politics, natural disasters and internal factors including firm performance, company
policies and company culture. One way to detect potential company bankruptcy is by assessing
company performance through profitability ratio analysis, one of which is return on assets
(ROA) [11] Companies most often emphasize their ability to generate profits. If the company is
able to use its resources well, then ROA will be high too. This means that the probability of
corporate bankruptcy in the company ending is low. Companies that experience corporate
bankruptcy are often caused by the company's inability to cover production costs. The ROA
value also experiences a continuous decline. Previous research was conducted to determine the
effect firm performance on bankruptcy risk results remain inconsistent. A company's ability to
obtain profits is determined by a company's resilience to bankruptcy. This is in line with research
from [12] showing that ability to obtain retained earnings will negatively influence bankruptcy.
It can be concluded that it is getting bigger the cumulative profit company, the greater the
company capital so the less likely it is to go bankrupt, it is more able to survive. Companies
with good financial performance have a low risk of bankruptcy. While [13] show ROA is
positively affect and significantly correlated to Altman Z. It shows that when the ROA increases,
the Altman Z-score also increases bankruptcy risk. Firm performance (ROA) is positive and
most significant to influence risk ROA representing the profits of the company. Thus, both
values imply that an increase in profits (decrease in bankruptcy risk) will outcome into an
increase in Altman Z.

So this research examines the effect intellectual capital, business strategies, firm performance
on bankruptcy risk registered firms in Indonesia Stock Exchange in year 2021-2022. Business
strategy (BS) consists of cost leadership strategy and differentiation strategy. To measure the
intellectual capital using adjusted value-added intellectual coefficient. Ratio earnings before
interest and tax on total assets is used for measure Firm performance. Altman Z score used to
measured Bankruptcy risk. This study shows Intellectual Capital has no significant effects on
bankruptcy risk. Business Strategy variable, consists of Differentiation Strategy have a
significant negative effects on bankruptcy risk, Firm performance have positive significant
effects on bankruptcy risk.

This research is the first in Indonesia analyze related the effects intellectual capital, business
strategies, firm performance on bankruptcy risk in Indonesia. Moreover, on the Indonesia
business landscape this research also offer contextually about intellectual capital, business
strategy, firm performance, bankruptcy risk which in previous literature has never been done.
This research adds important insight for stakeholders, both internal and external. Similarities in
the field of study studied between researchers and previous researchers are this research
analyzes the effects of intellectual capital, business strategy on bankruptcy risk following
research [4]. This research contribute to development literature regarding business strategy in
the Indonesian Stock Exchange. Concept development was carried out in this research about
business strategy Porter typologies and contribute to adding to existing literature regarding
performance of a firm and bankruptcy risk. Differs from the prior studies, that Miles and Snow
business strategy typologies have effect on bankruptcy risk. Second, apart from analyzing



intellectual capital, business strategy influence on bankruptcy risk, this research also adds
analysis regarding the influence of firm performance on bankruptcy risk.

Literature review

Regarding the definition of bankruptcy risk, there are two perspectives that can be said to
dominate the discussion, namely event oriented and process oriented. event-oriented definition
of bankruptcy risk, bankruptcy depend on the first time the event occurred because be regarded
as a discrete event (time a firm filed for bankruptcy, not paying preferred stock dividend,
overdraws bank account). Bankruptcy is a sequence of events starting from a cash flow
decreased then get negative cash flow, decreasing in dividend payments which is then followed
by a request for liquidation. Process-oriented definition viewing bankruptcy as risk from events
series captures legal the spectrum ground bankruptcy filing and financial distress condition
which lead towards bankruptcy filing or not. Based bankruptcy risk theory, definition of
bankruptcy also identified reason occurs bankruptcy is caused by financial difficulties or distress
[1]. Internal and external causes are two factors occur financial distress. Endogenous factor or
Internal causes or applies to certain companies, reflect by through unprofitable projects,
earnings management practices and poor management. Meanwhile systemically the external
factor influence every companies like regulatory changes and market risks [5].

Intellectual capital has a significant role in health in the company's financial based extant
literature. Ability to obtain equity and carry assets as well as intangible assets effectively and
efficiently required to maintain long-term financial stability. Long-term value creation, financial
stability, higher profitability, and the ability to repay debt on time occur due to the lower cost
of debt, thereby reducing the risk of credit desired by investors or creditors [4]. Mostly investors
or creditors invest the resources it has for company that have adequate intellectual capital
because adequate intellectual capital are repay their debts and more capable to obtain future
profits. Less likely to go bankrupt if companies have stability in long term financial because
better company position will be create value [9].

[8] show that recently the main economic resource is knowledge assets or intangible assets, also
as crucial factor in credit rating, financial health, in the long run increasing in financial
performance. The company that have intellectual capital with appropriate asset management
assist companies get increase market value reduce debt costs, and higher credit ratings.
Furthermore, maximizing the use of a company's intellectual capital help allocate appropriate
financial resources and investments company to reduce the possibility of a company going
bankruptcy, ultimately reducing loss of a job and negative social impacts overall. Proper
company's Intellectual capital manage and the use bankruptcy forecasting through intellectual
capital help appropriately company allocate investments and financial resources so they drive
social and economic growth based on the contemporary knowledges. Based on the explanation
above, the first of hypothesis:

H1: Intellectual capital has negative effect towards bankruptcy risk.

According [6], implementation of two company’s general strategies, cost leadership strategy or
differentiation strategy, or can also two strategies integrated to survive in a competitive and
volatile business environment. Two ways to implement cost leadership are cost efficiency in the
form of maximizing inputs to produce the desired output and asset savings in the form of
maximizing the capacity of fixed assets owned to produce the desired output. This is obtained



by ways minimize the cost to obtain a given level of output and optimize fixed assets for use to
obtain a given output level. Whereas differentiation refers to the development of unique
products and channel distribution, customer loyalty to generate high profits. However these two
strategies are implemented, they still have the aim of being superior to competitors, producing
maximum profits or high levels of productivity. This will further ensure that the company
maintains business continuity in environment full of competition and minimizes risk a company
goes out of competition or business.

Financial difficulties can lead to company bankruptcy according to bankruptcy risk theory [5].
Financial difficulties occurs because two factors that cause internal causes and external causes
[12]. Internal causes occur due to earnings management practices, poor company management,
and unprofitable projects. While external factors are influenced by market risks and changed
policies, specific to all companies [5]. [13] argued that companies must adopt appropriate
strategic approaches and focus on increasing a goods and services competitive position in
segment market and certain industries and if a company does not use the right business strategy,
it can cause financial difficulties and even bankruptcy. Thus, the second hypothesis on this
research:

H2: Business strategy has negative effect on bankruptcy risk.

According to [14] the factors causing bankruptcy are divided into two factors, namely, external
factors including economic conditions, politics, natural disasters and internal factors including
firm performance, company policies and company culture. Firm performance can be measured
by ROA. ROA is obtained from the comparison of net profit with total assets. Net profit does
not always provide profits for the company. The more profits earned, the more sales the
company makes. These sales are usually financed by credit (loans). The more loans the company
has to fulfill, the more total assets will be added to the financial statements (Balance Sheet). The
finding this research be supported by the research of [15] that show ROA has significant positive
influence on financial distress. A condition when a firm faces financial distress or conditions
experienced by the company before bankruptcy occurred called financial distress. According to
research by [16], the CAR and ROA ratios have a significant influence on the risk of bankruptcy.
Meanwhile, according to Jan and [17], liquidity, leverage, profitability and solvency ratios have
a significant influence on bankruptcy risk. So third hypothesis is:

H3: Firm performance has positive effect towards bankruptcy risk.

2. Method

To obtained data, this study from BEI that is non financial sector companies listed in Indonesia.
To obtains the total sample of 280 companies and 480 data used the purposive sampling method.
There are 833 firms listed in BEI in 2022, 131 financial sector and 222 outlier data. The set of
data consist of 480 observed companies are obtained 2021 to 2022. To examine the effects of
more than one independent variables on the dependent variables using multiple linear
regression. The multiple regression analysis method was chosen because it was used to test the
effect intellectual capital, business strategy on bankruptcy risk, also adds analysis regarding the
effect firm performance on bankruptcy risk.



2.1 Variable measurement

This research test the effect of intellectual capital, business strategy, firm performances on
bankruptcy risk. Bankruptcy risk is the dependent variable. Independent variables consists of
intellectual capital (IC), business strategy (BS), firm performance(ROA). Firm size (SIZE) as
variable control. According to [18] in [19] business strategy is a policy or stance taken by a
company in response to a series of product and value mixes developed to outperform
competitors and a competitive business environment. Business strategy (BS) consists cost
leadership (CL), differentiation strategy (DS). [19] argue cost leadership (CL) is the ability to
make a product or market more efficient than others competitor. Asset turnover of operation
(ATO) used to measure the leadership costs. Based on [19] calculated by ATO, is ratio of
operating sales on average operating asset. Definition of differentiation strategy (DS), company
competence for create or obtain product quality with superior value and unique services and
goods, excellent characteristics compared to competitors [19]. Differentiation strategy (DS)
calculates by (Operating Income + R & D Expense) / Sales.

To measure intellectual capital (IC) according to [4]. Intangible asset, consisting of three
components in the form structural capital, human capital, and relational or social which can
potentially improve firms performance, creates value added to companies, reduces their risks,
and improves their competitive power is definition of intellectual capital (Stahle et al., 2011).
Value-added intellectual coefficient (AVAIC) used in measurements intellectual capital (IC).
This measurement is the value added created or the components that form it consist of the sum
of three results, namely HCE or human capital efficiency, CEE or value added capital employed,
and SCE or structural capital efficiency [4].

The stages for calculating A-VAIC are as follows:

1: Calculating value added (VA):
VA = Net income + salary expense+ interest expense + tax expense+ depreciation and
amortization expense + research and development expenses
2: Calculating the value of HCE, SCE and CEE :
HCE = Value added (VA) / HC, HC calculated by total salary expense.
SCE = Value added (VA) / SC, SC calculated by research and development expenses.
CEE = Value added (VA) / CE, CE calculated by the sum of total capital and total
liabilities.
3: Calculating A-VAIC :
A-VAIC = HCE+SCE+CEE
Firm performance (ROA) measured by Return On Assets (ROA) which is ratio Earnings Before
Interest and Tax (EBIT) divided with the Total Assets [13][4].

Altman Z-score is used as gauge of bankruptcy risk (BR). Developed in 1968 and over the past
20 years as an accurate measurement considered one or other to predicting the health of
companies and for manufacturing firms used to measure the distance to default [4]. As multiple
discriminant analysis, Altman Z-score merge the five ratios is profitability, leverage, liquidity,
solvency, and activities [20]. Altman Z-score consists of three critical value interpretations [21].
Z is classified as bankruptcy area if the value less than or equal to 1.81, Z is classified as too
healthy if the value is greater than or equal to 2.99, Z is classified as grey area and will
experience the possibility of bankruptcy if the value is between 1.81 and 2.99. The greater Z
score, the greater the financial strength of the company.

The following is the formula for calculating BR [4]:



Z =12 X1+1.4 X2+3.3 X3+0.6 X4+0.999 X5 (1)

Where, X1 calculated by working capital divided by total assets, X2 calculated by retained
earnings divided by total assets, X3 calculated by earnings before interest and taxes (EBIT)
divided by total assets, X4 calculated by the market value of equity divided by total debt, X5
calculated by annual sales divided by total assets.

3. Results and Discussion

Need to be sure that the regression model used as the best model, it is necessary to test the classic
assumptions, related to normality, multicollinearity, heteroscedasticity and autocorrelation. If
the test of classic assumptions are not met it will cause bias in the research results. After
fulfilling the classic assumption test, the next testing is carried out coefficient of determination,
F test, and t test. Based on the table 1 and 3, the classical assumption test is met.

Table 1. Model summary

Model R R-Square Adjusted R- Standard Error  Durbin Watson
Square of the Estimate (DW)
1 0.603? 0.364 0.357 0.52700 1.291

a. Predictors: (Constant), Size, CL, IC, DS, ROA
b. Dependent Variable: BR
Table 2. ANOVA

Model Sum of df Mean F Sig.
Squares Square
75.184 5 15.037  54.141 0.000°
Regression
1
Residual 131.644 474 0.278
Total 206.828 479

a. Dependent Variable: BR
b. Predictors: (Constant), Size, CL, IC, DS, ROA

The F test above show that the regression equation model used is a fit model so that it can be
used to predict the risk of bankruptcy. The value of calculated F is 54.141 significant at 0.000,
is smaller than 0.05.

Table 3. Coefficients

Model Unstandardized Standardized T Sig. Collinearity
Coefficients Coefficients Statistics

B Std. Error Beta Tolerance VIF




(Constant) 7.367 0.764 9.647 0.000

IC 0.004 0.004 0.035 0.934 0.351 0.935 1.069
DS -1.086 0.188 -0.243 -5.786 0.000 0.763 1.310
CL -.035 0.448 -0.006  -0.079 0.937 0.224 4.464
ROA 3.547 0.461 0.609  7.695 0.000 0.215 4.659
Size -1.195 0.152 -0.295 -7.845 0.000 0.947 1.056

Table 3 show that no multicollinearity problem. Multicollinearity test, aim to observing is there
a large correlation in the multiple linear regression model. Therefore, to find out in this test the
VIF value is used. No multicollinearity problem if the value of VIF smaller than 10. Based
multicollinearity test, value of VIF of each variables is smaller than 10, and the tolerance show
that regression free from multicollinearity. Business strategy (BS) that consist of cost leadership
(CL) variable is 4,464 and Differentiation Strategy (DS) variable is 1,310, the intellectual capital
(IC) variable is 1,069, ROA variable is 4,659, and SIZE variable is 1,056. The tolerance value
of cost leadership (CL) variable is 0,224 and Differentiation Strategy (DS) variable is 0,763, the
intellectual capital (IC) variable is 0,935, ROA variable is 0,215, and SIZE variable is 0,947,
greater than 0.1. The other classical assumption test is met.

Based on Table 1, Determination coefficient test it is a tool used in order to calculate the
capability of the model that has been made when interpreting the dependent variable. It should
be understood that the coefficient value consists of 0 to 1. The better the accuracy if the value
of R2 (0 < R2 < 1) is getting bigger. Known R-square or coefficient determination is 0.364 or
36.4%. This shows that 36.4% of Bankruptcy Risk is be affected with independent variables
(business strategy, intellectual capital, firm performance). For the rest 63.4% explained with
another factors besides outside in this model study.

Table 1 show simultaneous regression test (F-test), to decide how much the independent
variables affect together the dependent variables. The alpha value be used to the F test 5%. F
value is 54,141 with a probability of 0.000, is less than 0.05. Can be conclude that model used
is a fit model so it can be used to predict Bankruptcy Risk (BR). This means with 95%
confidence level, intellectual capital, business strategy, firm performance simultaneously
influence bankruptcy risk (BR). Based on Table 3, t test aims to assign how much influence
does each independent variable have on the variable of dependent. Hypothesis testing criterias,
if greater t count than t table or significant value is under 0.05 then reject HO and accept Ha, it
means independent variables have significant effect to the dependent variable.

3.1 The effect of intellectual capital on bankruptcy risk

Table 3 show that intellectual capital (IC) have a beta coefficient positive 0.004 and not
significant at 0.351 because more than 0.05. This means that the Intellectual Capital (IC)
variable is proven to have no significant effect on bankruptcy risk (BR), therefore hypothesis 2
is rejected. The test results show that the effect of intellectual capital positive but not significant
on bankruptcy risk. These results reject the hypothesis stating intellectual capital has negative
effect towards bankruptcy risk. This evidence contradict research [9] that show mostly investors
or creditors invest the resources it has for company that have adequate intellectual capital
because adequate intellectual capital are repay their debts and more capable to obtain future
profits. Less likely to go bankrupt if companies have stability in long term financial because
better company position will be create value. The firm will to create value be in a better position
if have financial stability in long term they so they are less likely to go bankrupt. The research



results are supported by [4] show that intellectual capital (IC) components are the sum of HCE
or human capital efficiency, CEE or value added capital employed, and SCE or structural capital
efficiency regression results have no influence on bankruptcy risk (BR). Capital employed,
structural capital, human capital as components of intellectual capital show that there is no
significant influence on bankruptcy risk. This result is refute the previously established
hypothesis which states. This could be because the characteristics of the research subjects in this
study, mining and manufacturing companies, are different from most research subjects
conducted by other researchers who use financial sector companies or only a few sectors.

The result of this research is in line with Resource Based Theory that argues that maintaining
advantage of competitive refers to the certain key resources ownership and effectively optimize
resources, namely resources that have characteristics such as barriers and value to duplication.
The company will have good performance and excel in business competition by owning,
controlling and utilizing important strategic assets in the form of tangible and intangible
according to view resource based theory [4]. According to [2], there are two main things that
organizations need to be able to compete. First, it has advantages in resources, both tangible and
intangible assets. Second, the ability to manage resources so that they can be utilized effectively.
The combination of assets and the ability to utilize them is claimed to create certain
characteristics for the company's competence, so that it is superior to competitors. Ownership
and utilization of intellectual capital will provide competencies to companies to excel in
business competition. Apart from that, the absence of a significant effect for intellectual capital
also indicates that the use of intangible assets in the sample companies in this study has not been
maximized so it cannot provide more benefits to the company in this case to reduce bankruptcy
risk. Positive coefficient intellectual capital results in this research on bankruptcy risk indicates
that the use of intangible assets in the sample companies has not been utilized effectively and
efficiently.

3.2 The effect of business strategy on bankruptcy risk

Table 3 represent the results regression of business strategy (DS, CL), intellectual capital (1C),
firm performance (ROA) and SIZE on bankruptcy risk (BR). The business strategy (BS)
variable, namely in this case differentiation strategy (DS) has a negative beta coefficient of -
1.086 and significant value of 0.000, below 0.05. Can be concluded that the Business Strategy
(BS) have negative effect significantly to bankruptcy risk (BR), therefore hypothesis 2 is
accepted. Based on Porter's competitive strategy framework, implementation of two company’s
general strategies, cost leadership strategy or differentiation strategy, or can also two strategies
integrated to survive in a competitive and volatile business environment. Two ways to
implement cost leadership are cost efficiency in the form of maximizing inputs to produce the
desired output and asset savings in the form of maximizing the capacity of fixed assets owned
to produce the desired output. This is obtained by ways minimize the cost to obtain a given level
of output and optimize fixed assets for use to obtain a given output level. Whereas differentiation
refers to the development of unique products and channel distribution, customer loyalty to
generate high profits. However these two strategies are implemented, they still have the aim of
being superior to competitors, producing maximum profits or high levels of productivity. This
will further ensure that the company maintains business continuity in environment competitive
and minimizes risk a company loss of competition.

[4] shows that business strategy (BS) regression results have a negative influence on bankruptcy
risk. Differentiation strategy aim to outperform competitors, ensure that company can minimize
risks, and endure continuation business at rivalry environment. Management can use



differentiation demonstrate to investors than other companies the company superiorly because
to actualize competitive advantage be required different approach [6]. In terms of
differentiation, Competitive advantage is firm performance with generate sundry unique
products to attract consumer attention in the hope of increasing sales and profits, thus providing
a good signal for investors and users of financial reports to perform above average. [4]
investigated effects of business strategy toward bankruptcy risk, results business strategy
increase the financial performance so that later it can be reduced bankruptcy risk. Second, [22]
and [5] inspect effects business strategy and bankruptcy risk results obtained negative and
significant. The firm that have significantly greater financial performance thus lead to lower risk
of bankruptcy if implementing one of two generic strategies. [4] found that a lower bankruptcy
risk was caused by a higher business strategy index. This implementation make the company is
in motion lead to a more financially sound analyzer and prospector type of strategy.

Based bankruptcy risk theory, financial difficulties can bring to bankruptcy of a company.
Financial difficulties occurs because two factors that cause internal causes and external causes
[12].Internal causes occur due to earnings management practices, poor company management,
and unprofitable projects [5]. While external factors are influenced by market risks and changed
policies, specific to all companies. [13] argued that companies must adopt appropriate strategic
approaches and focus on increasing a goods and services competitive position in segment market
and certain industries and if a company does not use the right business strategy, it can cause
financial difficulties and even bankruptcy. Business strategy any inappropriate cause difficulties
finance and bankruptcy. Studies by [4], [23]. [3] supports the research results as their study
found that business strategy in terms differentiation strategy diminish bankruptcy risk. The
company's success in implementing differentiation strategy will lead to obtain competitive
advantage above their competitor so decrease their bankruptcys. The differentiation of strategies
used makes the company try to share brand loyalty or innovations so that the implementation of
whichever strategy is successful will make the company better in its performance although
practice of the two strategies will be different.

3.3 The effect of firm performance on bankruptcy risk

The results base on Table 3, firm performance (ROA) have beta coefficient positive 3,547 and
significant at 0.000 and is below 0.05. This means that firm performance (ROA) variable is
proven to have positif significant effect on bankruptcy risk (BR), therefore hypothesis 3 is
accepted. [15] shown that firm performance (ROA) is positively affect and significantly on
bankruptcy risk (BR). It shows that when the ROA increases, the Altman Z-score also increases.
Firm performance (ROA) representing the profits of the company. Thus, both values imply that
an increase in profits (decrease in bankruptcy risk) will outcome into an increase in Altman Z.
The ROA coefficient value is positive, which means that if ROA increases, bankruptcy risk will
also increase. ROA is obtained from the comparison of net profit with total assets. Net profit
does not always provide profits for the company. The more profits earned, the more sales the
company makes. These sales are usually financed by credit (loans). The more loans the company
has to fulfill, the more total assets will be added to the financial statements (Balance Sheet). So
the results effect of ROA positively significant on bankruptcy risk (BR) can be accepted. [15]
support this result that ROA have positive significant effect on bankruptcy risk. Support for
research results is also obtained from research [24]. and Muhtar (2017) which has the results
that the ROA ratio has a positive and significant effect on bankruptcy risk or financial distress.
According to [5], based on bankruptcy risk theory, there are two factors that can cause financial
difficulties, namely internal and external causes. Consistent with internal causes, or endogenous



factors, applicable to certain companies and reflected through unprofitable projects, practice of
earnings management and poor management. It can be understood that net profit does not always
provide profits for the company. Profit is not always in the form of cash sales but can be in the
form of receivables for which cash was not obtained. The more profits earned, the more sales
the company will generate. These sales are usually financed with credit (loans), therefore this
will actually burden the company in terms of the interest costs that must be paid.

4. Conclusion

The study purpose examines the effect of intellectual capital, business strategy, and firm
performance on bankruptcy risk of listed firms in Indonesia Stock Exchange in year 2021-2022.
The examine show that there is no significant effect intellectual capital on bankruptcy risk,
business strategy have a significant negative effect on bankruptcy risk, firm performance have
positive significant effect on bankruptcy risk.

Several implications of the research findings for theory, management and investors. Based on
theoretical perspective implies the type Porter’s Differentiation Strategy capable to mitigation
of bankruptcy risk. ldentification of investors regarding differentiation, companies with a
differentiation strategy type are able to maintain investment security better because the risk of
bankruptcy is lower when compared to cost leadership. The practical implications for
management stemming from the research outcomes are firms moving towards Differentiation
Strategy are more financially healthy, so through differentiation strategy, management must be
able to develop customer loyalty, product uniqueness and unique distribution channels with the
goal to obtain high margins. Regardless however these two strategies are implemented, they still
have the aim of being superior to competitors, producing maximum profits or high levels of
productivity. This will further ensure that the company maintains business continuity in a
competitive environment and minimizes the risk a company goes out of competition or business.
A higher capital intellectual in non-financial firms demonstrates there is no influence on efforts
to prevent the risk of bankruptcy. So, management must focus on lower leverage and efficient
use of resources to improve financial health and increase investor confidence. High firm
perfomance or net profit does not always provide profits for the company. The more profits
earned, the more sales the company makes. These sales are usually financed by credit (loans).
The more loans the company has to fulfill, the more total assets will be added to the financial
statements (Balance Sheet).

The results of this study have several limitations. The first, this study uses data only from
Indonesia Stock Exchange in year 2021-2022. Further research needs to be carried out in other
countries to understand whether the results of this study can be generalized to other countries
with similar regulations, culture and other emerging markets. Second, measuring business
strategies uses past financial data and does not yet consider the company's current conditions or
prospects, so to measure business strategy, further research can measure based on surveys.
Coefficient of determinant model value is categorized as moderate. Therefore, future research
can add other factors outside the variables in this research.



References

[1]

[2]

3]

[4]

[5]

[6]

[7]

[8]

[9]

[10]

[11]

S. Thornhill and R. Amit, “Learning about Failure: Bankruptcy, Firm Age, and the
Resource-Based View,” Organ. Sci., vol. 14, no. 5, pp. 497-509, 2003, doi:
10.1287/orsc.14.5.497.16761.

O. Lukason and M. D. M. Camacho-Mifano, “Bankruptcy risk, its financial
determinants and reporting delays: Do managers have anything to hide?,” Risks, vol. 7,
no. 3, 2019, doi: 10.3390/risks7030077.

D. Bryan, G. Dinesh Fernando, and A. Tripathy, “Bankruptcy risk, productivity and
firm strategy,” Rev. Account. Financ., vol. 12, no. 4, pp. 309-326, Jan. 2013, doi:
10.1108/RAF-06-2012-0052.

T. Dalwai and M. Salehi, “Business strategy, intellectual capital, firm performance, and
bankruptcy risk: evidence from Oman’s non-financial sector companies,” Asian Rev.
Account., vol. 29, no. 3, pp. 474-504, 2021, doi: 10.1108/ARA-01-2021-0008.

D. Agustia, N. P. A. Muhammad, and Y. Permatasari, “Earnings management, business
strategy, and bankruptcy risk: evidence from Indonesia,” Heliyon, vol. 6, no. 2, p.
e03317, 2020, doi: 10.1016/j.heliyon.2020.e03317.

Y. Bank, “Yangon University Of Economics Department Of Commerce Master Of
Banking And Finance Programme Customer Perception Of Home Loan In Myint Myint
Than Embf 5 Th Batch,” No. December, Pp. 1-45, 2019.

D. Urbano, A. Turro, M. Wright, and S. Zahra, “Corporate entrepreneurship: a
systematic literature review and future research agenda,” Small Bus. Econ., vol. 59, no.
4, pp. 1541-1565, 2022, doi: 10.1007/s11187-021-00590-6.

T. Pryor, “The End of Accounting,” J. Corp. Account. Financ., vol. 28, no. 1, pp. 80—
82, 2016, doi: 10.1002/jcaf.22232.

V. G. Cenciarelli, G. Greco, and M. Allegrini, “Does intellectual capital help predict
bankruptcy?,” J. Intellect. Cap., vol. 19, no. 2, pp. 321-337, Jan. 2018, doi:
10.1108/J1C-03-2017-0047.

A. M. Habib, “Do business strategies and environmental, social, and governance (ESG)
performance mitigate the likelihood of financial distress? A multiple mediation model,”
Heliyon, vol. 9, no. 7, p. 17847, 2023, doi: 10.1016/j.heliyon.2023.e17847.

A. M. S. Kalle Hirvonen, Elia Machado, “This document is discoverable and free to



[12]

[13]

[14]

[15]

[16]

[17]

[18]

[19]

researchers across the globe due to the work of AgEcon Search . Help ensure our
sustainability.a ¢ t or sI nf l uencingPriceof
AgriculturalProductsandStab.i
1 1t yC o un t e, AgEcon Search, pp. 1-26, 2024, [Online]. Available:
file://[F:/Spec 2/Traffic Delay Model.pdf

J. L. Bellovary, D. E. Giacomino, and M. D. Akers, “Financial Education Association
A Review of Bankruptcy Prediction Studies: 1930 to Present A Review of Bankruptcy
Prediction Studies: 1930 to Present,” Source J. Financ. Educ., vol. 333713, no. Winter
2007, pp. 1-42, 2007, [Online]. Available:
http://www.jstor.org/stable/41948574%5Cnhttp://www.jstor.org/stable/41948574?seq
=1&cid=pdf-reference#references_tab_contents%5Cnhttp://about.jstor.org/terms

F. DiMeo, J. M. Garcia Lara, and J. A. Surroca, “Managerial entrenchment and earnings
management,” J. Account. Public Policy, vol. 36, no. 5, pp. 399-414, 2017, doi:
10.1016/j.jaccpubpol.2017.07.003.

D. A. Ben, A. Moch. Dzulkirom, and Topowijono, “Studi pada Perusahaan Property
dan Real Estate yang Listing di Bursa Efek Indonesia pada Tahun 2011-2013,” J. Adm.
Bisnis, wvol. 21, no. 2013, pp. 1-9, 2015, [Online]. Available:
http://mww.media.neliti.com

A. F. O. Faqera, “Bankruptcy and Corporate Governance: The Impact of Firm
Performance and Macroeconomic Factors,” SSRN Electron. J., pp. 1-37, 2019, doi:
10.2139/ssrn.3385290.

A. S. Ahmar et al., “Lecturers’ understanding on indexing databases of SINTA, DOAJ,
Google Scholar, SCOPUS, and Web of Science: A study of Indonesians,” J. Phys. Conf.
Ser., vol. 954, pp. 0-12, 2018, doi: 10.1088/1742-6596/954/1/012026.

J. Pradeep Christopher, T. Marimuthu, C. Krithika, P. Devadoss, and S. M. Kumar,
“Prevalence and measurement of anterior loop of the mandibular canal using CBCT: A
cross sectional study,” Clin. Implant Dent. Relat. Res., vol. 20, no. 4, pp. 531-534, 2018,
doi: 10.1111/cid.12609.

D. F. Cronjé and E. du Plessis, “A review on tourism destination competitiveness,” J.
Hosp. Tour. Manag., vol. 45, no. June, pp. 256-265 2020, doi:
10.1016/j.jhtm.2020.06.012.

P. Wu, L. Gao, and T. Gu, “Business strategy, market competition and earnings
management,” Chinese Manag. Stud., vol. 9, no. 3, pp. 401-424, Jan. 2015, doi:
10.1108/CMS-12-2014-0225.



[20]

[21]

[22]

[23]

[24]

E. Cooper and H. Uzun, “Corporate social responsibility and bankruptcy,” Stud. Econ.
Financ., vol. 36, no. 2, pp. 130-153, 2019, doi: 10.1108/SEF-01-2018-0013.

T. H. E. Journal, “The journal o f philosophy,” Perception, vol. xcv, no. 9, pp. 589-609,
1998.

N. Tabassum, A. Kaleem, and M. S. Nazir, “Real Earnings Management and Future
Performance,” Glob. Bus. Rev., vol. 16, no. 1, pp. 21-34, 2015, doi:
10.1177/0972150914553505.

H. Chang, G. D. Fernando, and A. Tripathy, “An Empirical Study of Strategic
Positioning and Production Efficiency,” Adv. Oper. Res., vol. 2015, 2015, doi:
10.1155/2015/347045.

F. Ikpesu and O. C. Eboiyehi, “Capital structure and corporate financial distress of
manufacturing firms in Nigeria,” J. Account. Tax., vol. 10, no. 7, pp. 78-84, 2018, doi:
10.5897/jat2018.0309.



