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This research investigates the role of credit sales as an effective
strategy for enhancing financial performance. The study aims to
assess the impact of credit sales on financial outcomes,

employing panel data regression with a fixed effect model as the
analytical method. The results indicate that credit sales have a
positive and statistically significant influence on the financial
performance of companies. Specifically, firms with higher
levels of credit sales show a significant effect on Return on
Assets (ROA), while those with lower levels of credit sales
demonstrate a notable impact on Return on Equity (ROE).
Additionally, the study reveals that bank loans and financial risk
significantly attenuate the relationship between credit sales and
financial performance. These findings provide valuable insights
for managers in formulating credit sales strategies to enhance
financial performance. Furthermore, the research contributes to
the advancement of knowledge in financial management,
offering a reference point for future studies in the field.
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Introduction
Credit sales are a strategic approach to enhancing sales, offering companies an
effective solution to optimize their supply chain [1] Credit sales alleviate capital constraints

for purchasers by allowing them to defer payments [2]. [3] findings highlight a positive and

Endah Tri Wahyuningtyas 139


https://creativecommons.org/licenses/by-sa/4.0/
mailto:fanani@feb.unair.ac.id

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b 1SSN 1979-7567

e-ISSN 2614-4328

significant relationship between trade credit and increased sales and profitability in Indian
firms. Trade credit benefits both upstream and downstream business partners [4]. In
companies that engage in credit sales, the stability of the supply chain is maintained when
businesses within the network successfully increase trade credit flows, thereby enhancing
customer relationships. [5] found that companies in Korea that depend on trade credit
perform better during economic crises. Moreover, [6] noted that most companies in the
United Kingdom and the United States offer products through trade credit as a means to
stimulate sales and reduce inventory levels.

Bank debt is a primary solution for addressing corporate capital demands and
boosting sales performance [7]. Compared to other funding methods such as stocks or bonds,
bank loans offer different advantages, making them a preferred option for many enterprises
in Indonesia. However, despite its benefits, bank debt involves the necessity of recurring
interest payments, independent of the company's profitability [8], [9]. Consequently, while
bank loans offer necessary money, they also entail financial constraints that must be
carefully managed by firms. Financial risk management is crucial in the context of credit
sales, as this strategy entails the risk of default, which can stem from imbalances in cash
flow due to customers' inability to meet payment obligations. This default risk leads to an
accumulation of accounts receivable, negatively affecting the company’s financial
performance [10], [11]. Firms that heavily rely on credit sales must enforce strict financial
discipline to maintain healthy cash flow. Effective financial risk management is essential to
ensure the company operates efficiently and mitigates potential disruptions [12].

However, several studies present contrasting findings. [13] highlight that credit sales
can lead to higher costs, potentially reducing profitability. Additionally, credit sales often
require greater working capital to support increased sales. [14] notes that a company's
decision to engage in credit sales carries the risk of default or financial loss [15]. A study in
Turkey by Kadirgan and Ozlii (2023) found that firms facing financial constraints,
particularly from banks, had limited access to credit trading, exacerbated by tightening

global liquidity conditions [16]. Moreover, credit trading may elevate the risk of financial
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distress, increase leverage, and result in higher operational costs [10]. This research is
critically important, as studies on credit sales have predominantly been conducted in
developed countries, with limited focus on developing nations. Credit sales serve as a key
marketing strategy aimed at boosting revenue, yet there remains a gap in understanding its
impact in less-studied regions. This study seeks to expand upon the work of [7], which
primarily focused on the effects of credit sales, bank loans, and liquidity on small businesses.
By incorporating financial risk and exploring its effect on financial performance, this
research addresses a significant gap. The issue of credit sales is closely linked to financial
risk, which must be carefully managed, as well as the effectiveness of bank debt as a funding
alternative in enhancing financial performance. Therefore, this research is to answer the
following questions: How is the relationship between trade credit and financial performance?
Can bank loans and financial risk moderate the effect of trade credit on financial performance
in companies in Indonesia?The objective of this study is to evaluate the impact of credit sales
on financial performance within Indonesia’s industrial sector. The novelty of this research
lies in the use of moderation variables—namely bank loans and financial risk—to assess

their influence on the relationship between credit sales and financial performance.

Trade Credit and Financial Performance

The findings of [17] indicate that credit purchases can assist retailers in improving
liquidity, thereby facilitating increased purchases. Similarly, [18] suggest that credit sales
can strengthen relationships with suppliers, enabling businesses to optimize their sales
processes. However, this study also notes that tightened or shortened credit terms can
negatively affect sales [19]. In the long run, small firms finance approximately 4%—6% of
tangible fixed asset purchases and 5%—10% of intangible fixed asset purchases through trade
credit [20]. Furthermore, trade credit has been shown to enhance company profitability, as
optimal trade credit balances the associated costs and benefits to maximize profitability [21].
According to [20], nearly 23% of ICT company sales were conducted on credit between

2011 and 2018, indicating that expanding credit-based sales can generate increased revenue.
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Furthermore, [20] identified a non-linear relationship between income levels and credit sales,
suggesting that credit trading offers mutual benefits to both retailers and suppliers. [22] also
confirmed that credit sales positively and significantly impact company profitability, as
supported by [23]. [21] found that credit sales have a positive and significant effect on the
sustainable growth of Chinese companies, particularly those with strong internal control
systems. Private companies, whose growth often depends on credit sales, benefited more
from these transactions compared to state-owned enterprises. Additionally, credit sales were
linked to stronger sustained growth in regions with limited access to credit. [14] emphasized
that company growth is instrumental in establishing trade credit (TC) contracts, which in
turn increases the supply of trade credit. Growing companies also show greater commitment
from sellers to maintain business relationships. In financially distressed firms, reliance on
credit sales from suppliers becomes crucial to sustaining growth [24]. Exporting companies
show a higher dependence on credit sales, leading to more significant sales growth [5].
Furthermore, Lawrenz and Oberndorfer (2018) observed that trade credit impacts sales more
in small firms, while larger companies tend to have greater bargaining power in credit sales.
However, Harris et al. (2019) identified a negative relationship between credit sales and the
cash flow of small firms, particularly those with limited access to external capital sources.
[25], [21] further demonstrated that the liquidity impact of credit sales is more pronounced
in smaller firms. Credit sales can substantially lower inventory storage costs, thereby
stimulating production by using the point of sale as additional inventory for manufacturing
companies [20]. However, liquidity considerations can negatively influence inventory
decisions, as reduced inventory levels may result in fewer products sold, subsequently
diminishing profitability [26]. Shipping inventory also incurs significant costs, particularly
for large companies that maintain substantial inventory levels to ensure smooth production
cycles, necessitating substantial expenditures to encourage customers to make regular
payments [27]. In contrast, small businesses often prioritize the quick collection of accounts
receivable to minimize costs and maintain the sustainability of their inventory for future

sales [14].
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Bank Loan

According to [7], bank loan debt and trade credit are crucial financing sources for
startups, significantly impacting company operations. Trade credit positively influences
bank loans for companies with high agency costs, reinforcing the signaling role of trade
credit [7] [28] [29]. Mature companies are more likely to rely on bank loans compared to
younger firms when facing liquidity challenges [7]. In contrast, [30] found that bank debt is
lower in certain companies, indicating a substitution effect between bank credit and trade
credit during periods of uncertainty. Conversely, [5] observed that companies heavily
dependent on bank credit often experience slower sales growth, while [31] found that bank
debt does not significantly impact company value. Instead, long-term determinants of a

company's value include debt ratios, asset tangibility, and liquidity.

Financial Risk Trade Credit Financial Performance

According to [10], reductions in credit sales are observed in companies with higher
distress risk, financial constraints, and operating leverage [24]. Research by [24] on trade
credit in China reveals that companies with limited liquidity heavily depend on suppliers to
support growth. Strict credit provision is implemented for companies at higher risk of
distress and financial constraints [10]. [32] found that, during periods of economic
uncertainty, companies shorten receivables and debt periods from suppliers to enhance
performance. Conversely, [33] noted that credit trading increases during crises. [33]
observed that firms with high liquidity before a crisis expanded credit trading, positively
affecting performance. [34] found no evidence of liquidity redistribution among large firms,
which resulted in reduced trade credit for small firms vulnerable to crises. [14] reported that
increasing trade credit financing is common in slow-moving economies and during crises.
The Edward Z-score method, developed by Altman [35]; [36], is used to measure financial
risk and predict bankruptcy by analyzing a weighted set of financial ratios to generate an

overall score.
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Hypothesis Development

Trade credit is the most important part in increasing sales, so that the company's
profits can increase, we predict that the trade credit strategy has a positive impact on financial
performance. The influence of trade credit on financial performance is explained by market
power theory in previous studies [37]. Companies with high market power can rely more on
expanding trade credit because they can handle imperfections and uncertainties related to
financial markets. Trade credit is considered as one of the sales strategies where customers
are given flexibility in payments to increase sales. Therefore, the opinion of market power
can support trade credit for credit expansion and increase sales to customers. Trade credit is
also seen as a resource that can be utilized by companies to improve financial performance.
Companies can reduce working capital needs, improve liquidity and strengthen financial
positions in the short term. Credit sales are one of the strategies in increasing the company's
revenue so that it has an impact on the company's performance, with the company increasing
sales on credit, the company's profit will increase. In this study we hypothesize that trade
credit has a positive impact on financial performance.

Financial performance serves as a primary indicator reflecting the outcomes of all
operational activities at a business location, influencing the entity's financial status [38]. [3]
identified several company-specific financial variables—such as sales growth, short-term
liabilities, internal finances, and gross profit margins—as significant determinants of
performance for Indian companies. Company-specific factors including size, growth,
profitability, and leverage also impact the efficiency of working capital management [39].
[5] found that companies with limited credit sales generally experience poorer financial
performance. In contrast, companies that utilize credit sales tend to outperform those relying
primarily on bank credit .

According to [20] trade credit has been shown to enhance company profitability, as
optimal trade credit balances the associated costs and benefits to maximize profitability [40].
Furthermore [5] Companies that rely on credit sales have better performance. [22] also

confirmed that credit sales positively and significantly impact company profitability, as
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supported by [23]. The size of trade credit can determine the performance of the company,
so in this study we develop the following hypotheses:
HI : Trade Credit has a positive and significant effect on financial performance

Bank debt plays a very important role in corporate capital funding, especially in
companies that implement the Trade Credit Strategy and require capital to increase sales.
According to the agency cost theory [41], companies that have more bank loans will face
low agency cost problems. Suppliers can have a lot of information about the company's
trading activities, so that companies can apply for loans to suppliers to finance purchases at
lower costs. In addition, companies use trade credit to reduce payment costs for each
purchase of goods. We predict that bank debt will be able to moderate the relationship
between credit sales and financial performance. Companies in meeting their capital needs
often use bank debt as an alternative funding to increase sales. The results of the study [3]
found a positive and significant relationship of trade on credit in increasing sales and
profitability. Trade on credit is more profitable both upstream and downstream for business
partners [42]. In companies that sell on credit, the supply chain remains stable when
companies in the network are able to increase trade credit flows and to increase the value of
relationships with customers [5].

Furthermore [18] credit sales can strengthen relationships with suppliers so that they
can optimize sales. [20] Trade credit can increase the profitability of the company. Optimal
trade credit can balance costs and benefits to maximize profitability [21]. Mature companies
are more likely to utilize bank loans than younger firms when facing liquidity shortages [7].
However, [30] observed that bank debt tends to be lower in companies, indicating a
substitution effect between bank credit and trade credit during periods of uncertainty.
Conversely, [5] found that companies with a greater reliance on bank credit often experience
slower sales growth.

H2: Bank loans are able to moderate the relationship between credit sales and financial

performance.
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We predict the application of the credit sales strategy as sales optimization in
increasing the company's revenue has considerable financial risks because it requires a very
large amount of liquidity because it can trigger a default. If a company has good risk
management and is able to identify, evaluate, and manage risks associated with credit sales,
then its performance can remain stable even though credit sales increase. Conversely, if
financial risks are not managed well, credit sales can become a burden and reduce the
company's financial performance.The higher the financial risk of a company, the lower the
financial performance.

Credit trading, however, can introduce risks such as financial distress, constraints,
increased leverage, and higher operating costs [10], also observed a reduction in credit sales
among companies with higher risks of distress, financial constraints, and operating leverage.
Research by [24] on trade credit in China revealed that companies with limited liquidity
heavily depend on suppliers to support their growth. Companies that do not have adequate
risk controls tend to experience declining performance when credit sales increase, due to
high levels of receivables and defaults. We hypothesize that finansial risk is able to moderate
the relationship between credit sales and financial performance.

H3 : Financial Risk is able to moderate the relationship between credit sales and financial

performance

Method

Data Sample

This research examined companies listed on the Indonesia Stock Exchange from
2016 to 2023. The study utilized data on sales accounts receivable ratio (SAR), Return on
Equity (ROE), Return on Assets (ROA), firm size, days in inventory, net profit, bank loans,
and the Z-score. Data were sourced from the OSIRIS website database. The study aims to
analyze the impact of credit sales on the performance of companies within three industrial

sectors in Indonesia, with a particular focus on those using bank loan capital as an alternative
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financing source. Additionally, the research explored how financial risk influences the
relationship between credit sales and financial performance. The reason researchers took
several different Company sectors in Indonesia is because each business sector has different

strategies and behaviors in increasing sales.

Empirical Model Test

This study conducted 5 tests of panel data regression models with a fixed effect
model [43], which tested the impact of credit sales on financial performance moderated by
bank loans and financial risks. In addition, classical assumption tests and robustness tests
were also carried out to see the robustness of the model that had been made, in this study
STATA software was used to test the impact of credit sales on financial performance. To
test the effect of SAR on Financial Performance, the Fix Securities panel data regression is
used with the following equation:

HI1; Model 1 : That SAR variables have an influence on financial performance

FPi,t=PB 0+ Bl SAR it + B2 Firm Size i,t + B3 LEVERAGE i,t + B4CR i,t +5 DIl i,t +
BEGROWTH NP 4 €, 1,8 .veeeeeeeeee e (1)

H2; Model 2: SAR*Bank Loan moderating trade credit and Financial Performance

FP it = B 0 + Bl SAR * BLi,t + B2 SAR + B3 BLi,t + B4FRi,t +B5 Firm Size it +
B6LEVERAGE i,t + B7CRi,t +B8DITi,t + BOGROWTH NP+, it . reeerereeernneeenn, )

H3; Model 3: SAR*Financial Risk moderating trade credit and Financial performance

FP it = B 0 + Bl SAR * FRijt + B2 SAR + B3 BLi,t + B4FRi,t +f5 Firm Size it +
B6LEVERAGE i,t + B7CRi,t +B 8DIIi,t + BOGROWTH NP+, it vveeeeveeeeennnnn.. 3)

Variable Measurement
This study was used to measure the impact of credit sales as measured by sales
account receivable (SAR), which is the ratio of receivables divided by sales revenue [17]

[44]. Meanwhile, financial performance is measured using ROA. And ROE [45] The use of
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ROA and ROE in measuring financial performance is very appropriate because ROA and
ROE are the rate of return on invested investments and measure how much assets can create
profits for the company. The control variables used are company characteristics such as firm
size, leverage (LEV), Growth Net Profit (Growth NP), Day In Inventory (DII), Current Ratio
(CR)[39]. Furthermore, for the moderation variable, namely bank loans where bank loans
are used to measure the effectiveness of the use of bank debt capital in financing the
company, then the moderation of Financial Risk in this case is measured using the Z Score,
this model is very appropriate to measure financial risk because it uses the five-ratio

approach in predicting the company's financial risk. . I. Altman in [46], [36].

Results and Discussion
Data Analysis

The model appropriateness test in panel data regression is employed to assess the
adequacy of the model chosen. Table 1 presents the results of the Chow test and Hausman
test for the dependent variables Return on Assets (ROA) and Return on Equity (ROE), with
each test producing a p-value of less than 0.05. Consequently, the Fixed Effect Model is
judged the proper choice for this investigation ([43].

Table 1. Model Appropriateness Test in Panel Data Regression

Summary of the Panel Diagnostic Tests

Recommended

Tests Null hypothesis (HO) P-Value model

Pooled Ordinary least squares _

model is better than Fix Effect ROA=0.000
Chow test Model ROE=0.000 Fix Effect Model

Fix Effect Model better than ROA =0.000

Random Effect
Hausman Test Model ROE=0.005 Fix Effect Model

Resources: Output of Stata 17
148
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The research was conducted on three sectors of companies listed on the Indonesia
Stock Exchange: Basic Materials, Industrial, and Consumer Non-Cyclical. The study covers
the period from 2016 to 2023, involving a total of 1,123 company samples. The distribution

of the research samples is detailed as follows:

Table 2. Sample distribution

No Sector N %
1 Basic Materials 449 40
2 Industrial 254 22.6
3 Consumer Non Cyclical 420 37.4

Total 1123 100

Resources : Idx

From the table above the distribution of research samples, it can be seen that
companies in the basic materials sector are 449 or 40% of the total sample. Industrial as
much as 254 or 22.6% and Consumer Non-Cyclical as much as 420 or 37.4$ of the total

sample. Furthermore, for statistical descriptiveness, you can see in table 4 Descriptive

statistics.
Table 3. Descriptive statistics

N Mean Median SD Min Max
ROA 1123 4225 3.590 8.721 -74.08 55.25
ROE 1123 8.509 7.630 38.873 -901.46 389.73
SAR 1123 11.48 7.340 12.573 1.01 89.56
Bank 1123 1.105000000 11218110.6 3.341000000 0 3.674000000
Loans 00 32 00 000
SIZE 1123 21.748 21.586 1.737 17.555 26.747
LEV 1123 69.422 43.360 120.215 -645.33 995.53
CR 1123 2.415 1.620 2.8 .06 42.34
DII 1123 80.436 58.650 67.315 .02 406.99
GROWTH 1123 -4.462 -1.580 173.335 -960.09 989.42

Resources: Output of Stata 17

Table 3 presents the descriptive statistics for a sample of companies in Indonesia.

The average Return on Assets (ROA) is 4.225, while the average Return on Equity (ROE)
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is 8.508. The Sales Account Receivable (SAR) has an average of 11.48. Bank loans average
1.105 million. Firm size (SIZE) has an average of 21,748, and the leverage ratio averages
69.422. The current ratio stands at 2.415, with days in inventory averaging 80.4 days.
Finally, net profit has an average of -4.462.

Furthermore, Table 4 provides Pearson correlation coefficients to examine the
relationships between the variables under study, including the correlation between Sales
Account Receivable (SAR) and financial performance, as well as with other control
variables. Pearson correlation helps to determine the direction of these relationships and is
also useful for detecting potential auto correlation issues. The results presented in Table 4
indicate that the Pearson correlation values are low, suggesting that there are no significant

auto correlation problems in this study.

Table 4. Pairwise correlations

Variables O @ G @ B ©®, D ® O
(1) ROA 1.000

(2) SAR 0.004  1.000

(3) SIZE 0.141  0.097 1.000

(4) LEV 0.175 0.013 0.032 1.000

(5) CR 0.135 -0.067 -0216 -0.221 1.000

(6) DII 0.153 -0.180 -0.172 0.048 0.012 1.000

(7) GROWTH 0.098 -0.003 0.053 -0.028 -0.033 -0.058 1.000

(8) Bank Loans 0.021 0.013 0.530 0.098 -0.090 -0.121 0.015 1.000

(9) RISK 0.543  -0.022 -0.129 -0.334 0.539 -0.180 0.028 -0.165 1.000

Notes: This table shows the results of the Pearson Correlation test.

Resources: Output of Stata 17

The sample includes 1123 observations from 2018 to 2022 with a significance level
of 5%. To overcome the endogenity problem, a multicollinearity test was carried out where
all variables had a VIF value below 10, then it can be stated that the model does not have a
multicollinearity problem. Furthermore, for heteroscedasticity using generalized least

square, homocedastic results are obtained so that there is no heteroscedasticity problem [43].
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Sales Account Receivable and Return On Asset

Table 5 displays the results of Model 1, which examines the effect of trade credit (Sales
Account Receivable, SAR) on financial performance, as measured by Return on Assets
(ROA) and Return on Equity (ROE). We hypothesize that SAR positively influences both
ROA and ROE. The findings indicate a positive and significant relationship between SAR
and ROA, with a coefficient of 0.061 and a significance level of 10%. Additionally, SAR
shows a positive and significant effect on ROE, with a coefficient of 0.377 and a significance
level of 5%.

Table 5. Trade Credit and Financial Performance

Variable ROA ROE
SAR 0.061%* 0.377%*
(0.031) (0.190)
SIZE 5.240%** 12.341%**
(0.752) -4.542
LEV -0.003 -0.099%**
(0.002) (0.011)
CR 0.052 -0.225
(0.117) (0.710)
DII -0.037%** -0.016
(0.006) (0.036)
GROWTH 0.002* 0.013%**
(0.001) (0.006)
Constant -107.396%** -255.440%**
R2 0.0318 0.0365
N 1123 1123
p-value 0.000 0.000

Standard errors in parentheses
* p<0.10, ** p<0.05, *** p<0.01
Resources: Output of Stata 17

To assess the impact of credit sales on financial performance based on size
categories, credit sales are categorized according to the median value of the Sales Account
Receivable (SAR) variable. Credit sales with SAR values above the median are classified as
"large credit sales," while those with SAR values below the median are classified as "small

credit sales."
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Table 6. Trade Credit high-Low and Financial Performance

High Trade Credit Low Trade Credit
Variable ROA ROE ROA ROE
SAR 0.121* -0.018 0.045 0.641%**
(0.070) (0.614) (0.036) (0.147)
SIZE 4.871%* 33.353* 5.578%*:* 6.600*
(1.974) (17.374) (0.853) (3.520)
LEV 0.002 -0.028 -0.008*** -0.128%**
(0.004) (0.037) (0.002) (0.009)
CR 0.512 1.139 -0.064 -0.429
(0.463) (4.080) (0.113) (0.466)
DII -0.044*** -0.008 -0.037%** -0.010
(0.016) (0.144) (0.007) (0.029)
GROWTH 0.002 0.019 0.001 0.009*
(0.003) (0.023) (0.001) (0.005)
Constant -102.712%** -725.265* -113.152%%x* -129.664*
(43.134) (379.693) (18.498) (76.313)
R2 0.0498 0.0096 0.0305 0.1479
N 324 324 799 799
p-value 0.002 0.582 0.000 0.000

Resources: Output of Stata 17

In the large credit sales category, credit sales significantly impact Return on Assets
(ROA) with a significance level of 10%. Conversely, for companies in the small credit sales
category, credit sales have a significant effect on Return on Equity (ROE) with a significance
level of 1%. For large credit sales companies, a key advantage is their inventory turnover, as
indicated by shorter days in inventory. In contrast, companies with low credit sales benefit

from lower debt usage, which supports and optimizes their financial performance.

Trade credit, Bank Loan and Financial Performance

Table 7 presents the results of testing models 2 and 3, which examine the hypothesis
that the interaction term of Sales Account Receivable (SAR) and Bank Loans (BL) has a
negative coefficient with respect to Return on Assets (ROA) and Return on Equity (ROE).
The analysis reveals that SAR*BL has a negative coefficient of -0.000 for ROA, with a
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significance level of 10%, indicating a significant negative effect. In contrast, the coefficient
for ROE is also -0.000 but does not significantly impact ROE.

Tabel 7. Trade Credit, bank Loan, Financial Risk and Financial Performance

Model 2 Model 3
Variable ROA ROE ROA ROE
SAR*BL -0.000* -0.000
(0.000) (0.000)
0.110%** 0.837%**
SAR*RISK (0.036) (0.236)
SAR 0.073** 0.435%* 0.110%** 0.837%**
(0.032) (0.195) (0.036) (0.236)
SIZE 5.337%** 12.205%** 4.002%** 9.881%*
(0.761) -4.604 (0.686) -4.533
LEV -0.002 -0.099%** -0.001 -0.094%**
(0.002) (0.011) (0.002) (0.011)
CR 0.064 -0.180 -0.699%** -1.461%
(0.118) (0.711) (0.118) (0.783)
DII -0.037%*** -0.017 -0.017%*** 0.023
(0.006) (0.036) (0.006) (0.037)
GROWTH 0.002%* 0.013%** 0.001 0.012*
(0.001) (0.006) (0.001) (0.006)
BL 0.000 0.000 2.916%** 6.246%**
(0.000) (0.000) (0.214) -1.416
Constant -109.539%%** -253.113** -88.434%** -218.761%**
-16.530 -99.955 -14.843 -98.075
R2 0.0329 0.0371 0.2154 0.0690
N 1123 1123 1123 1123
p-value 0.000 0.000 0.000 0.000

Standard errors in parentheses
* p<0.10, ** p<0.05, *** p<0.01
Resources: Output of Stata 17

Financial Risk, Trade Credit Financial Performance
Table 7 presents the results of testing models 4 and 5, which investigate the
hypothesis that the interaction term of Sales Account Receivable (SAR) and Financial Risk

(RISK) has a negative coefficient on financial performance. The analysis reveals that
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SAR*RISK has a negative coefficient of -0.031 for Return on Assets (ROA), with a
significance level of 1%. Similarly, the coefficient for SAR*RISK with respect to Return on
Equity (ROE) is -0.220, also significant at the 1% level. Table 8 presents the results of the
robustness test to assess the reliability of the previously established model. This robustness
test employs logistic regression to evaluate Return on Assets (ROA) and Return on Equity
(ROE) using dummy variables. The results from the logistic regression analysis are
consistent with the initial findings, indicating that credit sales have a significant impact on

financial performance. Therefore, the results of this study are considered robust and reliable.

Table 8. Robustness Test

Logistic Regression

Variable ROA DUMMY ROE DUMMY
SAR J13%** O71%**
(0.000) (0.000)
SIZE -.013 071
(0.787) (0.109)
LEV -.007*** -.004%**
(0.000) (0.000)
CR 066%* -.033
(0.020) (0.255
DII -.006*** -.005%#*
(0.000) (0.000)
GROWTH 002%** .002%**
(0.000) (0.000)
Constant -,383 -1.708*
(0.716) (0.081)
Pseudo r-squared 0.263 0.169
Chi-square 262.978 262.978

Resources: Output of Stata 17

Discussion
From the results of the study, it was found that credit sales have a significant effect
on financial performance. These results align with [20], who reported a positive and

significant relationship between trade credit and increased sales and profitability in Indian
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companies [32]. Effective management of trade receivables can enhance company
performance. Credit sales are also effective in stimulating consumer purchases, thereby
positively impacting financial performance. Similarly, [5] found that companies reliant on
trade credit performed better during crises. The sale of credit can generate company value
by expanding market share, increasing revenue, and strengthening the company's
competitive position [4][20]. The results of this study also found that bank loans can reduce
the relationship between credit sales and financial performance. These findings support the
hypothesis in Model 2, which suggests that bank loans can diminish the relationship between
credit sales and financial performance. Specifically, the negative effect of SAR*BL on ROA
is more pronounced in larger companies with lower days in inventory. This aligns with [5],
who found that companies more reliant on bank credit often experience slower sales growth.
The weakening effect of bank loans on the relationship between credit sales and financial
performance is attributable to the interest costs associated with bank debt and the potential
for distress due to cash flow imbalances resulting from credit sales activities.

This study found that financial risk reduces the relationship between trade credit and
financial performance. The impact of SAR*RISK on financial performance is more
pronounced in larger companies with lower leverage, lower current ratios, and fewer days in
inventory. These findings are consistent with previous research by [10], [24], which indicate
that trade credit can lead to increased risk of distress, financial constraints, leverage, and
higher operating costs. The reduction in credit sales observed in companies with higher
financial risk, constraints, and operating leverage negatively affects their financial
performance. The limitations of this research are carried out in corporate companies that
have large capital and a broad market, so it is hoped that future researchers will be able to
take different objects such as small or micro-scale companies and so on so that they can

further refine the results of this study.

Conclusion
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This study investigates the impact of credit sales on company financial performance.
The findings reveal that credit sales significantly enhance financial performance.
Specifically, companies with high levels of credit sales demonstrate a significant positive
impact on Return on Assets (ROA), while those with lower credit sales show a significant
impact on Return on Equity (ROE). Additionally, the study finds that bank loans and
financial risk significantly weaken the relationship between credit sales and financial
performance. Credit sales are crucial for improving financial performance, as they can boost
sales and profitability for companies. Credit trading proves beneficial both upstream and
downstream within the supply chain. Companies that engage in credit sales can stabilize
their supply chains, enhance trade credit flows, strengthen customer relationships, and
reduce inventory levels. Consequently, increasing credit sales is associated with improved
company performance.

The results of this study provide valuable insights for managers regarding credit sales
strategies. Specifically, credit sales can expedite inventory turnover and enhance company
profits. Improving credit sales is associated with better financial performance, making it a
crucial factor for managers to consider when developing credit sales strategies. Additionally,
the findings offer theoretical implications for understanding the interplay between credit
sales, bank debt management, financial risk, company size, growth, income level, and
financial performance. These insights contribute to the broader field of economics and can
guide future research and practice. A limitation of this research is its focus on companies
within the consumer cyclical and non-cyclical consumer sectors. Future research could
address this gap by exploring additional sectors that have not been examined. This broader
approach could potentially yield more comprehensive insights and enhance the overall

findings of the study.

Reference

[1] Y.Cheng, F. Wen, Y. Wang, and D. L. Olson, “Who should finance the supply chain?

Impact of accounts receivable mortgage on supply chain decision,” Int. J. Prod.

Endah Tri Wahyuningtyas 156



[3]

[4]

[5]

[6]

[7]

[8]

[9]

[10]

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b-ISSN 1979-7567

e-ISSN 2614-4328

Econ., vol. 261, no. February, p. 108874, 2023, doi: 10.1016/].ijpe.2023.108874.

C. Wang, X. Chen, X. Xu, and W. Jin, “Financing and operating strategies for
blockchain technology-driven accounts receivable chains,” Eur. J. Oper. Res., vol.
304, no. 3, pp. 1279-1295, 2023, doi: 10.1016/j.ejor.2022.05.013.

D. Pattnaik and H. K. Baker, “Factors affecting trade credit in India,” Int. Rev. Econ.
Financ., vol. 88, no. January, pp. 634-649, 2023, doi: 10.1016/j.iref.2023.07.005.

H. L. James, T. Ngo, and H. Wang, “The impact of more able managers on corporate
trade credit,” J. Behav. Exp. Financ., vol. 40, no. September, p. 100857, 2023, doi:
10.1016/j.jbef.2023.100857.

Y. J. Heo, “The effect of trade credit on firm performance: Evidence from Korean
firms during the Global Financial Crisis,” J. Int. Money Financ., vol. 140, no. October
2023, p. 102987, 2024, doi: 10.1016/j.jimonfin.2023.102987.

S. C. Chen and J. T. Teng, “Inventory and credit decisions for time-varying
deteriorating items with up-stream and down-stream trade credit financing by
discounted cash flow analysis,” Eur. J. Oper. Res., vol. 243, no. 2, pp. 566-575, 2015,
doi: 10.1016/j.ejor.2014.12.007.

D. Tsuruta, “Bank loans, trade credit, and liquidity shortages of small businesses
during the global financial crisis,” Int. Rev. Financ. Anal., vol. 90, p. 102905, Nov.
2023, doi: 10.1016/j.irfa.2023.102905.

E. A. G. Marifio and D. Marszalec, “Strategic supply management and mechanism
choice in government debt auctions: An empirical analysis from the Philippines,” J.
Bank. Financ., vol. 154, 2023, doi: 10.1016/j.jbankfin.2023.106945.

F. Casalin, F. Cerniglia, and E. Dia, “Stock-flow adjustments, public debt
management and interest costs,” Econ. Model., vol. 129, no. March, p. 106531, 2023,
doi: 10.1016/j.econmod.2023.106531.

T. Li, T. C. ‘Chewie’ Ang, and C. Lu, “Employment protection and the provision of
trade credit,” J. Bank. Financ., vol. 155, no. September, p. 106991, 2023, doi:
10.1016/j.jbankfin.2023.106991.

157

Endah Tri Wahyuningtyas



[11]

[12]

[13]

[14]

[15]

[16]

[17]

[18]

[19]

[20]

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b-ISSN 1979-7567

e-ISSN 2614-4328

C. Canyakmaz, S. Ozekici, and F. Karaesmen, “Risk management through financial
hedging in inventory systems with stochastic price processes,” Int. J. Prod. Econ.,
vol. 270, p. 109189, Apr. 2024, doi: 10.1016/j.ijpe.2024.109189.

M. O. C. Keefe and P. H. Nguyen, “The influence of cash flow volatility on firm use
of debt of different maturities or zero-debt: International evidence,” Int. Rev. Econ.
Financ., vol. 86, no. April 2019, pp. 684-700, 2023, doi: 10.1016/].iref.2023.03.035.
U. Detthamrong and W. Chansanam, “Do the trade credit influence firm performance
in agro-industry? Evidence from Thailand,” Heliyon, vol. 9, no. 3, p. €14561, Mar.
2023, doi: 10.1016/j.heliyon.2023.e14561.

B. Karakog, “Corporate growth — Trade credit relationship: Evidence from a panel of
countries,” Borsa Istanbul Rev., vol. 22, no. 1, pp. 156-168, 2022, doi:
10.1016/5.bir.2021.03.004.

S. Sun, S. Hua, and Z. Liu, “Navigating default risk in supply chain finance:

2

Guidelines based on trade credit and equity vendor financing,” Transp. Res. Part E
Logist. Transp. Rev., vol. 182, no. January, p. 103410, 2024, doi:
10.1016/j.tre.2023.103410.

M. Wang, J. W. Goodell, W. Huang, and Y. Jiang, “Trade credit provision and stock
price crash risk,” Int. Rev. Financ. Anal., vol. 90, no. September, p. 102908, 2023,
doi: 10.1016/j.irfa.2023.102908.

J. Chod, E. Lyandres, and S. A. Yang, “Trade credit and supplier competition,” J.
financ. econ., vol. 131, no. 2, pp. 484-505, 2019, doi: 10.1016/j.jfineco.2018.08.008.
F. Silaghi and F. Moraux, “Trade credit contracts: Design and regulation,” Eur. J.
Oper. Res., vol. 296, no. 3, pp. 980-992, 2022, doi: 10.1016/j.ejor.2021.04.036.

J. Bartholdy and D. Olson, “Do trade credits finance long-term investments?,”
Heliyon, vol. 9, no. 10, p. €20448, 2023, doi: 10.1016/j.heliyon.2023.e20448.

H. K. Baker, D. Pattnaik, and S. Kumar, “Trade credit and firm profitability:
Empirical evidence from India,” Int. J. Financ. Econ., vol. 27, no. 4, pp. 3934-3953,
2022, doi: 10.1002/ijfe.2352.

158

Endah Tri Wahyuningtyas



[21]

[22]

[23]

[24]

[25]

[26]

[27]

[28]

[29]

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b 1SSN 1979-7567
e-ISSN 2614-4328

H. C. Hoang, Q. Xiao, and S. Akbar, “Trade credit, firm profitability, and financial
constraints: Evidence from listed SMEs in East Asia and the Pacific,” Int. J. Manag.
Financ., vol. 15, no. 5, pp. 744-770, 2019, doi: 10.1108/IJMF-09-2018-0258.

V. Hovelaque, J. L. Viviani, and M. Ait Mansour, “Trade and bank credit in a non-
cooperative chain with a price-sensitive demand,” Int. J. Prod. Res., vol. 60, no. 5,
pp. 1553-1568, 2022, doi: 10.1080/00207543.2020.1866222.

T. Alshammari, “Are trade policies performance enhancing? The special case of the
GCC countries,” Int. J. Financ. Res., vol. 11, no. 5, pp. 42-55, 2020, doi:
10.5430/IJFR.V11N5P42.

Y. Tang and A. Moro, “Trade credit in China: Exploring the link between short term
debt and payables,” Pacific Basin Financ. J., vol. 59, no. 71703127, p. 101240, 2020,
doi: 10.1016/j.pactin.2019.101240.

K. Albitar, K. Hussainey, N. Kolade, and A. M. Gerged, “ESG disclosure and firm
performance before and after IR: The moderating role of governance mechanisms,”
Int. J. Account. Inf. Manag., vol. 28, no. 3, pp. 429-444, 2020, doi: 10.1108/1IJAIM-
09-2019-0108.

G. Lo Nigro, G. Favara, and L. Abbate, “Supply chain finance: The role of credit
rating and retailer effort on optimal contracts,” Int. J. Prod. Econ., vol. 240, no. July,
p. 108235, 2021, doi: 10.1016/].ijpe.2021.108235.

W. Jatmiko, M. S. Ebrahim, A. Igbal, and R. M. Wojakowski, Can trade credit
rejuvenate Islamic banking?, vol. 60, no. 1. Springer US, 2023. doi: 10.1007/s11156-
022-01092-6.

C. Atanasova, “How Do Firms Choose Between Intermediary and Supplier
Finance?,” Financ. Manag., vol. 41, no. 1, pp. 207-228, Mar. 2012, doi:
10.1111/5.1755-053X.2012.01183.x.

M. A. PETERSEN and R. G. RAJAN, “The Benefits of Lending Relationships:
Evidence from Small Business Data,” J. Finance, vol. 49, no. 1, pp. 3-37, Mar. 1994,
doi: 10.1111/j.1540-6261.1994.tb04418.x.

Endah Tri Wahyuningtyas

159



[30]

[31]

[32]

[33]

[34]

[35]

[36]

[37]

[38]

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b-ISSN 1979-7567
e-ISSN 2614-4328

K. D. Duong, T. N. Huynh, D. Van Nguyen, and H. T. P. Le, “How innovation and
ownership concentration affect the financial sustainability of energy enterprises:
evidence from a transition economy,” Heliyon, vol. 8, no. 9, p. €10474, 2022, doi:
10.1016/j.heliyon.2022.e10474.

N. Fatima, A. R. Shaik, and S. Tripathy, “Firm Value and Profitability of Saudi
Arabian Companies Listed on Tadawul: Moderating Role of Capital Structure,” Int.
J.  Sustain. Dev. Plan., vol. 18, no. 5, pp. 1515-1521, 2023, doi:
10.18280/ijsdp.180522.

S. R. Jory, H. D. Khieu, T. N. Ngo, and H. V. Phan, “The influence of economic
policy uncertainty on corporate trade credit and firm value,” J. Corp. Financ., vol. 64,
no. April, p. 101671, 2020, doi: 10.1016/j.jcorpfin.2020.101671.

S. Bafos-Caballero, P. J. Garcia-Teruel, and P. Martinez-Solano, “Trade credit,
creditor protection and banking crisis,” Glob. Financ. J., vol. 57, no. May, 2023, doi:
10.1016/5.g£7.2023.100834.

J. Lawrenz and J. Oberndorfer, “Firm size effects in trade credit supply and demand,”
J. Bank. Financ., vol. 93, pp. 1-20, 2018, doi: 10.1016/j.jbank{in.2018.05.014.

X. Zhang and F. Pan, “Asymmetric effects of monetary policy and output shocks on
the real estate market in China,” Econ. Model., vol. 103, no. July, p. 105600, 2021,
doi: 10.1016/j.econmod.2021.105600.

R.J. Elliott, T. K. Siu, and E. S. Fung, “A Double HMM approach to Altman Z-scores
and credit ratings,” Expert Syst. Appl., vol. 41, no. 4, pp. 1553-1560, Mar. 2014, doi:
10.1016/j.eswa.2013.08.052.

R. Asifand S. Nisar, “Does trade credit spur performance of the firm: a case study of
non-financial firms in Pakistan,” J. Islam. Account. Bus. Res., vol. 14, no. 5, pp. 718—
739, Jun. 2023, doi: 10.1108/JIABR-10-2021-0289.

S. K. Verma and S. Kumar, “Fractal dimension analysis of financial performance of
resulting companies after mergers and acquisitions,” Chaos, Solitons and Fractals,

vol. 181, no. March, p. 114683, 2024, doi: 10.1016/j.chaos.2024.114683.

Endah Tri Wahyuningtyas

160



[39]

[40]

[41]

[42]

[43]

[44]

[45]

[46]

SENTRALISAS]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b-ISSN 1979-7567
e-ISSN 2614-4328

H. Kiymaz, S. Haque, and A. A. Choudhury, “Working capital management and firm
performance: A comparative analysis of developed and emerging economies,” Borsa
Istanbul Rev., no. March, 2024, doi: 10.1016/j.bir.2024.03.004.

T. D. Phan, T. H. Dang, T. D. T. Nguyen, T. T. N. Ngo, and T. H. Le Hoang, “The
effect of enterprise risk management on firm value: Evidence from Vietnam industry
listed enterprises,” Accounting, vol. 6, no. 4, pp. 473-480, 2020, doi:
10.5267/j.ac.2020.4.0011.

C. Zhang, U. Farooq, D. Jamali, and M. M. Alam, “The role of ESG performance in
the nexus between economic policy uncertainty and corporate investment,” Res. Int.
Bus. Financ., vol. 70, no. PB, p. 102358, 2024, doi: 10.1016/j.ribaf.2024.102358.

S. Sukumar, J. H. Wasfy, J. L. Januzzi, J. Peppercorn, F. Chino, and H. J. Warraich,
“Financial Toxicity of Medical Management of Heart Failure: JACC Review Topic
of the Week,” J. Am. Coll. Cardiol., vol. 81, no. 20, pp. 2043-2055, 2023, doi:
10.1016/j.jacc.2023.03.402.

J. M. Wooldridge, Econometric analysis of cross section and panel data. MIT press.,
2010. [Online]. Available:
https://books.google.co.id/books?hl=id&lr=&id=hSs3AgA AQBAJ&oi=fnd&pg=PP

1&ots=VZNUpu-USs&sig=-

TEwLkpNY ghzFy7RILZWdnyUlOw&redir _esc=y#v=onepage&q&f=false

S. Kumar Mangla, G. Boriihan, P. Ersoy, Y. Kazancoglu, and M. Song, “Impact of
information hiding on circular food supply chains in business-to-business context,” J.
Bus. Res., vol. 135, no. May, pp. 1-18, 2021, doi: 10.1016/j.jbusres.2021.06.013.

J. Gu, X. Shi, J. Wang, and X. Xu, “Examining the impact of market power
discrepancy between supply chain partners on firm financial performance,” Int. J.
Prod. Econ., vol. 268, no. November 2023, p. 109100, 2024, doi:
10.1016/5.1jpe.2023.109100.

F. Yang and Y. Bian, “PNS58 Analysis Of Financial Status And Determinants With

Altman’s Z-Score Model: A Panel Data Investigation From Traditional Chinese

Endah Tri Wahyuningtyas

161



SENTRALISAS]

UNIVERSITAS WIUFAMNMADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b 1SSN 1979-7567
e-ISSN 2614-4328

Medicine Listed Companies In China,” Value Heal., vol. 22, p. S772, Nov. 2019, doi:
10.1016/5.jval.2019.09.1960.
[47] A.Pawasutipaisit and R. M. Townsend, “Wealth accumulation and factors accounting

for success,” J. Econom., vol. 161, no. 1, pp. 56-81, 2011, doi:
10.1016/j.jeconom.2010.09.007.

Endah Tri Wahyuningtyas 162



ENTRALISAY]

UNIVERSITAS MUFANMNADIYAr SORONG

https://ejournal.um-sorongac.id/index.php/sentralisasi b 1SSN 1979-7567
e-ISSN 2614-4328

Endah Tri Wahyuningtyas © EJEd ® was born on May 2, 1981. She
studied his Doctor's degree in Accounting from the Airlangga
University, and she obtained Master's degree in Accounting from the
Airlangga University in 2013. He is currently a permanent lecturer at
the Universitas Nahdlatul Ulama Surabaya. She can be contacted at
email: endah.tri.wahyuningtyas-2019@feb.unair.ac.id

Zaenal Fanani © E{ B ® as corresponding author was born on May
20, 1979. He obtained his Doctor's degree in Accounting from the
Brawijaya University in 2009, and his Master's degree in Accounting
from the Brawijaya University in 2005. He is currently a permanent
lecturer at the Airlangga University. He can be contacted at email:
fanani@feb.unair.ac.id

Endah Tri Wahyuningtyas 163


mailto:endah.tri.wahyuningtyas-2019@feb.unair.ac.id
mailto:fanani@feb.unair.ac.id

