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ABSTRACT

The study aims to examine how corporate governance, liquidity and maturity affect bonds
yield with intervening variable such as bond ratings. The data using secondary data which is
annual data from companies whose bonds are outstanding during the 2016-2018 period. The
sampling technique using purposive sampling method and the sample consists of 285
corporate bonds. The analysis technique using path analysis and the data was processed
using the AMOS Structural Equation Modeling (SEM) program. The results showed that
there is no effect of corporate governance on bonds vyield, while the effect of corporate
governance on bond ratings is positive. For liqudity, there is no effect of liquidity on bonds
yield, while the effect of liquidity on bond ratings is significant negative. For maturity, the
effect of maturity on bonds yield is significant positive and also there is positive effect of
maturity on bond ratings. The effect of bond ratings on bonds yield is significant negative.
These results indicate that the ratings in this study can mediate corporate governance,
liquidity and maturity variables on bond yields. The result also showing that bond ratings fully
mediate the effect of corporate governance and liquidity on bonds yield while for maturity,
bond rating partially mediated the effect of maturity on bonds yield.
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Bonds which are a form of investment that are well known to the general public
according to the Indonesia Stock Exchange, are long-term securities that can be traded in
which there is an agreement between the parties issuing the bonds to pay compensation in
the form of interest and pay off the principal debt obligations at the agreed time by bond
buyers. Bonds themselves are quite attractive to many investors because the risks of bonds
are not that much (Brigham & Houston, 2016), and usually bonds have guarantees so that if
the worst thing happens, such as a company going bankrupt then the guarantee can be used
to pay investors who have previously invested in the company.

The following is the annual data on corporate bond transactions that occurred in
Indonesia from 2016 to 2018:

Table 1 — Corporate Bond Transaction Data for 2016-2018

Year Outstanding (Trillion Rupiah) Volume (Trillion Rupiah)
2016 311,679 224,318
2017 387,969 325,133
2018 411,857 327,617

Source: Indonesia Stock Exchange (2020).

The data above shows an increase in outstanding and trading volume of bonds from
year to year. This shows that the bond market in Indonesia continues to grow every year. It
can be said that bonds are an investment that is no less attractive than stocks that are better
known to the public.

In the transaction, the investor will certainly not be separated from the desire to obtain
high returns. This return in bonds we usually call the bonds yield. Yield is one thing that is
interesting when viewed from the explanation above, where the increase in transaction
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volume is followed by an increase in the yield index of the corporate bonds. It can be said
that the better or greater the yield value can encourage investors to invest in bonds or it can
be said vice versa, the more companies that offer bonds which of course will offer better or
higher yields to attract investors to invest in their bonds. So what are the factors that can
affect the yield, because the investor certainly wants a high yield from the investment they
chooses.

Research conducted by Isnurhadi & Yanti (2009), Han (2016), states that corporate
governance affects bonds yield. Bhojraj & Sengupta (2003) say that companies with strong
corporate governance will produce low yields. Meanwhile, Bradley et al. (2011) in their
research results show that corporate governance which consists of several attributes has a
positive and negative influence on yield depending on these attributes.

In terms of liquidity, Hamida et al. (2017) stated that liquidity does not have a significant
effect on bond yields. Research conducted by Simu (2017), Susanti & Permana (2017),
Hamid et al. (2019), Putri et al. (2020), state that yields are not influenced by liquidity, this
result is certainly contrary to what is stated by Ross & Westerfield (2012) and Brigham &
Ehrhardt (2017) which states that liquidity can affect yields.

Research of Aisah & Haryanto (2012), Che-Yahya et al. (2016), Putri et al. (2020)
found that maturity has an influence on bond yields. Simu (2017) add that the effect of
maturity on yield is a positive influence. Contrary to the results of Simu (2017) research,
Susanti & Permana (2017) study found that the effect of maturity on yield was negative.
Meanwhile, the results of research by Laeli & Faizah (2019) stated that there was no effect of
maturity on bond yields.

Then, the results of research belonging to Isnurhadi & Yanti (2009), Aisah & Haryanto
(2012), Chung et al. (2019), Dewi & Utami (2020) stated that bond ratings affect bond yields.
According to Surya & Nasher (2011), Hendaryadi et al. (2012), Simu (2017), Susanti &
Permana (2017), Weniasti & Marsoem (2019), Putri et al. (2020) there is an opposite
relationship between bond ratings and corporate bond yields. Meanwhile, according to
Hamid et al. (2019) there is no effect of rating on yield.

In terms of bond ratings, according to Brigham & Houston (2016), bond ratings are
determined based on various factors, namely quantitative factors and qualitative factors.
Quantitative factors can be in the form of financial ratios. While the qualitative factors can be
in the form of bond contract provisions such as coupon rates, maturity etc. It also includes
the company's competitive capabilities, company management capabilities, etc.

Previous research, such as that conducted by Setyaningrum (2005), Ashbaugh-Skaife
et al. (2006), Bradley et al. (2011), Altin et al. (2016), Partiningsih (2016), Han (2016),
Tarigan & Fitriany (2018), Sahabuddin & Hadianto (2020) state that corporate governance
affects bond ratings. Bhojraj & Sengupta (2003), Kim & Kim (2014), Elhaj et al. (2015), Altin
et al. (2016) also show the results of research which states that companies with strong
corporate governance have a high probability of getting a better rating. Meanwhile, contrary
to the results, the research of de Souza Murcia et al. (2014), Sari & Henny (2015), Utomo et
al. (2016) stated that corporate governance does not affect bond ratings.

Research conducted by Mardiyati et al. (2015) shows that liquidity has a positive but
not significant effect on bond ratings. Then there is Partiningsih (2016), Hamid et al. (2019)
which shows that liquidity has a significant positive effect on bond ratings. While the results
of research conducted by de Souza Murcia et al. (2014), Rizal & Sutanti (2015), Veronica
(2015), Partiningsih (2016), Blesia & Pramudika (2016), Sari et al. (2018), Dewi & Utami
(2020) show that liquidity has no effect on bond ratings.

Then, research conducted by Veronica (2015), Laeli & Faizah (2019) stated that
maturity has a significant effect on bond ratings. Meanwhile, the results of research
conducted by lkhsan et al. (2012), Blesia & Pramudika (2016) found that maturity does not
affect bond ratings. Based on the explanation mentioned above the study aim to examine the
effect of corporate governance, liquidity and maturity on bonds yield with bond ratings as the
mediating variable.
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LITERATURE REVIEW

Bonds are long-term contracts in which the borrower or bond issuer agrees to make
payments of interest and principal on a certain date to the bondholder or investor (Brigham &
Houston, 2016). One of a characteristic of bonds is maturity. According to Otoritas Jasa
Keuangan (OJK) (2020), maturity or the age of the bond is the date on which bondholders
will receive repayment of the principal or nominal value of the bonds they own. The maturity
period of the bonds varies from 365 days or one year to more than 5 years. According to
Choudhry et al. (2009), the yield value will continue to decline the longer the maturity of a
bond has. According to Ross & Westerfield (2012), maturity is one of the components
needed in determining bond yields. The yield components include bond prices, coupon rates
and maturity. Then, Baker & Filbeck (2013) also stated that investments with high yields and
longer maturities tend to decline faster than investments with small yields and shorter
maturities. Maturity in this study is measured with years.

Corporate governance can be defined as a set of laws, rules, and procedures that
affect a company's operations and the decisions made by its managers (Brigham & Ehrhardt,
2017). In addition to regulations, corporate governance is under the control of the company,
there are also environmental factors beyond the control of the company, such as regulations,
block ownership patterns, competition in the product market, media, and litigation. Large
boards of directors (which have more than 10 members) are often less effective than smaller
boards (Brigham & Ehrhardt, 2017). As anyone who has ever been on a committee can
attest, individual participation tends to decrease as committee size increases. Thus, there is
a greater likelihood that large board members will be less active than smaller board
members.In practice, companies can make calls from the bonds they sell. According to
(Brigham & Houston, 2016), if we buy a callable bond and the company calls the bond, then
we will not have the option to hold it until maturity. Therefore, we will not get yield to maturity.
The proxy for this variable is the board size. Board size is measured by how many board
members there are in the company.

According to Brigham & Ehrhardt (2017), financial ratios are designed to retrieve
important information that is not seen directly from assessing the company's financial
statements. The financial ratio referred to in this study is the liquidity ratio. According to Ross
& Westerfield (2012), companies with low liquidity tend to choose to provide higher yields.
Brigham & Ehrhardt (2017) stated that investors that investing in bonds want bond yields
from companies that have good liquidity. Low liquidity can result in high yields. The liquidity
ratio is usually used to measure the company's ability to meet its short-term obligations. The
liquidity ratio in this study will be proxied by the current ratio, which can be measured using
the following formula (Brigham & Houston, 2016):

Current Assets

Current Ratio =
Current Liabilities

Bond rating is a risk scale of all bonds traded so as to indicate the level of safety of a
bond investment for investors. The level of safety in investing can be shown from the
company's ability to pay interest and repay the loan principal. For this reason, in determining
the bond rating scale, it is necessary to determine the variables that affect the bonds and
then calculate them. From these calculations, a standard is found to get a certain rating
(Brigham & Houston, 2016). According to Ross & Westerfield (2012), bonds with a lower
rating are more likely to have a higher yield than bonds with a higher rating.Bond ratings in
this study using ratings from PT. Pefindo (PT. Pemeringkat Efek Indonesia). Bond ratings are
measured by scoring. The lowest to the highest rank will be given a score of 1 to 18 starting
from lowest rating D to AAA.

According to Tandelilin (2010), bond yields can be in the form of the rate of return that
investors will receive if they buy bonds at the current market price and hold the bonds until
maturity. Yield of bonds will be measured by calculation using Yield to Maturity.

201



RJOAS, 10(118), October 2021

P

) — P

G+
P, +P
2

Yield to Maturity =

Where: P = Current bond price; N = Number of years to maturity; C; = Bond coupon
payments every year; P, = face value of bonds.

METHODS OF RESEARCH

The study used data from the annual data of corporate bonds listed on the IDX during
the 2016-2018 period. The sampling method used is a purposive sampling method with
limited data on conventional corporate bonds recorded during the study period and does not
include Islamic bonds or sukuk. The sample consists of 285 corporate bonds. The analytical
technique used is path analysis and the data processed by using the AMOS SEM program.

RESULTS OF STUDY

The following are the results of the study obtained from the output of the AMOS SEM
program. The following table shows the significance test result:

Table 2 — Significance Test Result

n/n Path Coefficient P
rating <--- corporate governance 0.3773 il
rating <--- liquidity -0.2839 *rk
rating <--- maturity 0.1119 0.0487
yield <--- corporate governance -0.0285 0.6741
yield <--- liquidity -0.1180 0.0699
yield <--- maturity 0.4947 ol
yield <--- rating -0.6559 ol

Source: Result of output from SEM AMOS (2020).
The symbol of *** on the table above mean P value < 0.05.

The effect of corporate governance on bond ratings shows a very small p value, which
is less than 0.05 and the path coefficient of 0.2112. P value is smaller than 0.05 and the path
coefficient is 0.2112, so there is a significant positive effect of corporate governance on bond
ratings. According to Brigham & Houston (2016), the management ability of a company is
one of the factors that can affect bond ratings. Then according to Choudhry et al. (2009),
bond ratings often reflect the financial health of a company and its management. This means
that the better the corporate governance, the better the ranking that can be obtained by the
company. The results of this study show the same results as previous studies conducted by
Setyaningrum (2005), Ashbaugh-Skaife et al. (2006), Bradley et al. (2011), Altin et al. (2016),
Partiningsih (2016), Han (2016), Tarigan & Fitriany (2018), Sahabuddin & Hadianto (2020)
which state that corporate governance affects bond ratings. The results of research Bhojraj &
Sengupta (2003), Kim & Kim (2014), Elhaj et al. (2015), Altin et al. (2016) also show the
same results which state that companies with strong corporate governance have a high
probability of getting a better rating.

The effect of liquidity on bond ratings shows that the p value is very small, which is less
than 0.05 and the path coefficient is -0.2629. Because the p value is smaller than 0.05 and

the path coefficient is -0.2629, there is a significant negative effect of liquidity on bond ratings.

This means that companies with high liquidity can have a low bond rating or vice versa
companies with low liquidity can have a higher bond rating. The results of this study are in
accordance with that presented by Ross & Westerfield (2012), where bond ratings can
change according to the ability or financial strength of a company that increases or
decreases. According to Choudhry et al. (2009), bond ratings also often reflect the financial
health of a company and the company's management, this means that liquidity can affect the
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good or bad rating obtained by the company. In addition, Brigham & Houston (2016) also
added that liquidity is part of the financial ratio factors that can affect bond ratings. The
results of the study that have a significant negative effect of the liquidity on bond ratings is
opposite to the results of Mardiyati et al. (2015) research which states that liquidity has a
positive but not too significant effect on bond ratings and also research conducted by
Partiningsih (2016), Hamid et al. (2019) which shows that liquidity has a significant positive
effect on bond ratings.

The effect of maturity on bond ratings shows p value of 0.0487 and the path coefficient
of 0.0590. Because the p value is less than 0.05 and the path coefficient is 0.0590, there is a
positive effect of maturity on the bond rating. This shows that corporate bonds with high
maturity will give a high rating, and vice versa if the maturity is low, the rating of the bond can
be low. This result is the same as what was conveyed by Brigham & Houston (2016) where,
the bond ratings is determined based on various factors, namely quantitative factors and
qualitative factors. Quantitative factors can be in the form of financial ratios, while qualitative
factors can be in the form of bond contract provisions such as coupon rates, maturity etc.
The results of this study also show the same results as the results of previous studies
conducted by Veronica (2015) and Laeli & Faizah (2019) which stated that maturity has a
significant effect on bond ratings.

The effect of corporate governance on bond yields shows p value of 0.6741 and the
path coefficient of -0.0107. Because the p value exceeds 0.05, there is no influence between
corporate governance on bond yields. These results indicate that corporate governance does
not affect the size of the bond yield of a company. Even though corporate governance is
good, it does not mean that the yield provided by the company will be high as well. The
determination of the size of the yield can be adjusted by the company with various
considerations. The results of this study are not in line with the results of previous studies,
where the results of previous studies stated that there was an influence of corporate
governance on bond yields.

The effect of liquidity on bond yields shows p value of 0.0699 and the path coefficient
of -0.0730. Because the p value exceeds 0.05, there is no effect of liquidity on bond yields.
This means that company's liquidity will not affect bond yields. This result is not in
accordance with that presented by Ross & Westerfield (2012), where companies with low
liquidity tend to choose to provide higher yields. Brigham & Ehrhardt (2017), states that
investors in investing in bonds want bond yields from companies that have good liquidity, this
means investors will choose bonds with liquidity as one of the criteria in addition to the how
much of the yield they want. The results of this study are the same as the results of previous
studies conducted by Simu (2017), Susanti & Permana (2017), Hamid et al. (2019), Putri et
al. (2020), which states that bonds yield is not affected by liquidity.

The effect of maturity on bond yields shows a very small p value, which is less than
0.05 and the path coefficient of 0.1744. Because the p value is smaller than 0.05 and the
path coefficient is 0.1744, there is a significant positive effect of maturity on bond yields. This
means that bonds with long maturities will provide high yields as well, and vice versa, bonds
with short maturities will provide lower yields.The results of this study are similar to those
presented by Baker & Filbeck (2013), where bonds with longer maturities are usually used to
obtain higher yields and may be sold before maturity to meet liquidity needs.The results of
this study also show the same results as previous studies conducted by Aisah & Haryanto
(2012), Che-Yahya et al. (2016), Putri et al. (2020) which says that maturity has an influence
on bond yields. Simu (2017) also adds that the effect of maturity on yield is a positive
influence.

The effect of bond ratings on bond yields shows a very small p value, which is less
than 0.05 and the path coefficient of -0.4381. Because the p value is smaller than 0.05 and
the path coefficient is -0.4381, there is a significant negative effect of bond rating on bond
yields. Bonds with low ratings will provide high yields, and vice versa, bonds with high ratings
will provide lower yields. The results of this study are in accordance with those presented by
Choudhry et al. (2009), Drake & Fabozzi (2010), Ross & Westerfield (2012), Brigham
Houston (2016), where the lower the bond rating, the higher the bond yield. These types of
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bonds are commonly referred to as high-yield bonds or junk bonds. The results of this study
are the same as the results of previous studies conducted by Surya & Nasher (2011),
Hendaryadi et al. (2012), Simu (2017), Susanti & Permana (2017), Weniasti & Marsoem
(2019), Putri et al. (2020) which states that there is an opposite relationship between bond
ratings and bond yields.

Table 3 — Direct Effect Result

n/n maturity liquidity corporate governance
rating 0.1119 -0.2839 0.3773
yield 0.4947 -0.1180 -0.0285

Source: Result of output from SEM AMOS (2020).

Table 4 — Indirect Effect Result

n/n maturity liquidity corporate governance
rating 0.0000 0.0000 0.0000
yield -0.0734 0.1862 -0.2475

Source: Result of output from SEM AMOS (2020).

Table 5 — Total Effect Result

n/n maturity liquidity corporate governance
rating 0.1119 -0.2839 0.3773
yield 0.4214 0.0682 -0.2760

Source: Result of output from SEM AMOS (2020).

Based on Table 3 and Table 4, it can be seen that the direct effect of corporate
governance on yield is -0.0285 and the indirect effect of corporate governance on yield with
bond rating as an mediating variable is -0.2475 so the total effect of corporate governance on
bonds yield with bond ratings as mediating variable is -0.2760. There is no influence of
corporate governance on bonds vyield, the effect of corporate governance on bond ratings is
positive and the effect of bond ratings on yields is significant negative. These results indicate
that the bond ratings in this study are fully mediating the effect of corporate governance on
bond yields.

Based on Table 3 and Table 4, the direct effect of liquidity on bonds yield is -0.1180
and the indirect effect of liquidity on bond yield with bond ratings as a mediating variable is
0.1862 so that the total effect of liquidity on bonds yield with bond ratings as a mediating
variable is 0.0682. There is no effect of liquidity on bonds yield, the effect of liquidity on bond
ratings is significant negative and bond ratings effect on bonds yield is significant negative.
These results indicate that the bond ratings in this study are fully mediating the effect of
liquidity on bond yields.

Based on Table 3 and Table 4 the direct effect of maturity on bonds yield is 0.4947 and
the indirect effect of maturity on bonds yield with bond ratings as an mediating variable is -
0.0734 so that the total effect of maturity on bonds yield with bonds rating as an mediating
variable is 0.4214. The effect of maturity on bonds yield is significant positive, the effect of
maturity on bond rating is significant positive and the effect of bond ratings on bonds yield is
significant negative. These results indicate that the bond ratings in this study are partially
mediated the effect of maturity on bond yields.

CONCLUSION

Corporate governance has a significant positive effect on bond ratings so that the size
of the board size can affect bond ratings. That mean the company with larger board size got
more chance to get higher bond rating. Based on the results of the analysis, liquidity has a
significant negative effect on bond ratings, so there is opposite effect between liquidity and
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bond ratings. Companies with high liquidity tend to have lower bond rating and companies
with low liquidity tend to have higher bond rating. Maturity has a positive effect on bond
ratings, so the length of maturity can affect the rating of bonds. There is unidirectional effect

from maturity on bond ratings, which mean, the longer the maturity the higher the bond rating.

There is no effect from corporate governance and liquidity on bond yields, so the size of
board size and companies liquidity does not affect the bond yield that companies offer.
Maturity has a significant positive effect on bond yields, so the length of maturity can affect
the bond yield. The effect is unidirectional, that is mean the longer the maturity the greater
the bond yields. Bond ratings have a significant negative effect on bond vyields, so there is
opposite effect between bond ratings on bonds yield. The higher bond ratings means the
lower bonds yield that companies offer and the lower bond ratings they have the higher
bonds yield the companies can offer. Bond ratings can mediate the influence of corporate
governance, liquidity and maturity on bond yields.
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