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Abstract: This study examines the relationship belwoen politically connected independent comanis-
sioners and independent directors regarding the costof debt. The sample is all companies listed on
the Inadomesia Stock: Bxchamge for the 200 0-2007 pecwod, fotaling 527 companees with a total data
value af 1722 Arm-year obarrvations. We wsed the ordinary kast squares regression maodel (005 ) and
the Heckman 2515 method to solve the endogeneity problem. We found that poliically connected
independent commissioners and politically connected independent directors negatively correlate
with the cost of debt, These reults indimte thee importanoe of politienlly connected imdependent
commissioners and independent direclors In managing companies, especially in oblsining loans
wilh lowy Inberest rates. In addition, owr resulls ame robust due to the wse of the Heckman 2515
test. Therefare, this resecarch con contrbute o the development of the liberaturee rolated to corporate
grvermance and political connectons in pubbic companies, so that polibically conmected independ ent
commissiangss and ndependent directors have anessental role dn decision-making m companies,

Keywaords: independent commissiones; independent director; palibieal commections; cost of debt

JEL Classificabinn: M40 M3 ; 248

1. Introduction

Previous research hias extensively studied the value of pohtical connections within
companies, The influence of political connections within a company can affect the com-
pany’s value, This mfuence can mmprove company performanee (Han and Zhang 2018), as
well as inerease the confidence of investors who want todnvest (faalowl et ol 2005) and
have the epportunity o invest, and thus obtain o low cost of debt if the firm is politically
connected (Chir et al 2020; Tee 2018},

Companies that tend to have political connections sometimes have the opportunity to
ol a low cost of debt compared boon-poliGeally conpecbed companies (Bliss etal, 2018),
This tendency 15 similar to companies wherein the members of the board of directors have
political ties and have the opportunity to obtan borrowing costs and lower ratings than
lending banks (Houston ol al, 2004) becawse politically connected companies have high
ratmngs for paying off their debts, and the government guarantees to pay off the company's
debkbs if the company 15 in poor financial condition {Tee 2008),

Politically conpected comparies have an increased chanee of being selected by banks
for loans because the political connections owned by the companies are good indicators
for providing credit (Cheng and Wu 20049 Ehaw et al. 2004%); even if the company is
experionong problems in providing credit. In finance, banks stll provide opportunifics to
grant lpans to companies through political connections (Shi et al. 2020). This is the case in
China and Indonesia, where politically connected companzaes have an excellent opportunity
b access loans from commencial and state banks (Cheng and Wu 2009; Fu et al. 2017; Shi

et al_ 2000,
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However, other evidence sugrests that the role of a corporation’s political connections
reverses from what was descnbed above. The research results from Bliss and Cul (2002)
show that in Malaysia, politically connected companies have high leverage and hagh loan
interestrates and are comsidered high risk because they tend to report high lnsses compared
to nonpolibically connected companies. This s 1 line with the msearch conducted by
Chaney of al {2011) that found that politically connected companies experience high debt
costs compared to non-pelitically connected companies. Thus, it can be concluded that
there has not been a synchronization of research om political commections with the cost of
debt, so more m-depth research 15 needed on the sources of poliical connectioms wathin
CoMmpanies.

I this study, we use a sample consisting of Indonesian hsted companies. Indonesia
isa developing country that is very interesting for the study of the relabionship between
business and politics because the political conditions in Indonesia changed massively after
the collapse of the second frmer president Suharto in 1998, Furthermore, there was also a
change in power from a centralized to a decentralized system (Jomi et al. 2020). Pohbical
connections in Indonesia are standardisedin public companies by placing people who have
clnse relations with the government in the company's organizational structure, both as
commissigners and directors. This has happened from former president Susilo Bambang
Yudhovona's era 1o the current president Joko Widedo's administration by appainting
commissiomers of State-Chwned FEnterprises (BUMMN ) from political parties or voluntesrs
toy serve as commissioners. This happens not only to state companies but also to private
companies. The facts prove thal 23% of companies in Indonesia are politically connected
(Chaney et 21 20701), increasing to 36% of companies being politically conmectad in a later
study (Habib et al 2017) In Indomesia, politically connected companies ebtain nans from
banks in two ways, Firsl, companies can receive loans (rom state banks. Second, the
loans obtained by companies exceed the company’s loan application (Fu et al. 2007}, This
happens because creditors believe that loans given to paliticallv connected companies can
be repaid (Abiprayu 2021),

Indonesia adheres 1o a two-tier system of corporate governance, where the two boards
consist of the Board of Commissioners and the Board of Directors. In OJK regulation Mo
33/ POIE.04 /2004, at least one member of the Board of Commissioners and the Board of
Directors comes from an independent party, Independent in this case means this ngeinber
cames from outside of the company, has no affiliation with the major shareholders, has no
relationship with the board of commissioners and directors, and does not have a relation-
ship with the board ol commissioners or directors ol ather companies, According e prior a
study, a company is defined as politically cormected iF one of the principal shareholders or
one of the leaders of the company {President, Vice President, CEO, Chairman, or secretary)
is o mimisten, member of patliament, or 15 correlated with politiclans or political parties
[Faccio 2006), This demonstrates that the companys commissioners and directors can come
Fromm outside the company with a record of having pelitical relations, because if one of the
directors is an independent director who had previous political relations, they still make-a
positive contribution to the company (Ang et al. 2013),

This study focuses on independent commissioners and independent directors who
have political connections; therefore, this research 15 crucial since companies with many
independent directors tend to disclose reasonable and transparent hnancial stalements
(Chuong and Shang 20015 Tee 2019, Other evidence also explains that the political rela-
tonship owoed by one of the independent directors is predous to minority sharcholders,
even though controlling shareholders often take over their interests (Hu et al 20200 The
wvalue of a company s shares will decrease by 3.61% if the company loses an independent
director from a govermment (Lot 2005]), but other research moveals that palitically conbected
companies pay higher debt costs than politically unconnected companies (Bliss and Gol
2012L From the previous explanation, the research question in this study 15 whether the
political relationship between indcpendent commissioners and independent directors is
related tocthe cost of debt. The sample of this study uses companics fsted on the Indonesia
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Stock Exchange (IDX) from 2010 to 2017 and uses ordinary least squares (OL5] regression
and the Heckman 2515 method for analyzing and testing research hypotheses.

[hi results of this study show that both politically connected independent commassion-
ers and politically connected independent directors have a negative significant relatonship
tor the cost of debt. This means that independent commissioners and imdependent directors
who are polittcally connected can reduce the cost of debt on corporate loans. We tested
these results again using Heckman 2515, and the results were the same and confirmed the
results of the previous OLS regression.

This research confributes to the development of the literature on corporate governance,
paolitical conmections, and more specifically for public companies with independent com-
missinners and independent directors whio have political connections in those companies.

This research is divided into five parts, The first part contains the background, the
second part consists of the literature review and hypothesis development, the third part
contains the research methods, the fourth part contains results and discussion, and the fifth
part is the conclusion.

I Literature Review
2.1 Prior Studivs

The agency theory explains that the dubies and responsibilities of company manage-
mienlt increase the company's value, but managing the company cannat be separated [rom
problems that eccur both within the company and outside the company, which in turn
creates problems bebween company sharcholders and management, (Jensen and Moeckling
1976), One of the functions of a pood corporate governance systemn is the reduction of
conflicts between management and shareholders, Companies that have many members on
the beard of commissionens will, of course, excercise their ability to monitor their busness
elforls, which can aveid ageney conflicts and make it easier 1o oblain eredil with low
interest rates (St Loy and Jood 2020)

In the research of Ben-Mosr et al, (2021), companies that carry out board reform can
recluee bank debt mtios because board reform and bank debts ane substitules for momtoring
managers”actions. There ave bwosourees of carporate debl Hnancing: the fiest is from bonds
from the public myvestors and the second 15 from dircct loans to Anancial nstitubions, and
owning onc of them can increase the contribution e debt market developmoent (Beo-Masr
ebal, 2021} Varous lactors ane considersd when deciding the bype of debl financing Lo take
by thie company, such as managerial ownership (Denis and Mihow 2003), the divergence of
control-ownership from the controlling owner (Lin ot ol 2003), multiple large shameholders
(Boubaker gt al 200 7), gender diversity, and board demographic factors (Clinan 2022),

To obtain low interest fates on loans prowvided by borrowers, a company must have
power both at the level of the board of commissioners and the board of disectors. That
strength is a political connection (Keefe 2009}, Since palitical connection is one of the
conditions in conducting credit analvas that banks will provide as lenders (1ooston et al
2014), pohtically connectéd companies have higher debt repavment rates (Toe 2005), With
pilitical connections, banks can consider componies elgible for low nbenest loans {Licdong
etal A115). Even banks as lenders assess that the political connechions built by companies
are capital owned by companies m improving relabonships. Companies with lenders
obtain loans with low interest mtes (Howston of al, 2004), so having political connections
within the company can lower the cimpany’s borrowing costs | Tee 2079).

Political comnections can come from the board of comamssioners, the board of directors,
the company secretary, or the company’s sharcholders, but this research will only focus
on the independent board of commissioners and directors. The existence of independent
commissioners in the company can affect the company’s cost of debt (Chen ef al, 2004).
Independent Commissioners and Independent Directors are managers lasked with con-
tributing more to obtaining access to loans from outside the company because independent
commmissioners and mdependent directors are parties from outside the company who
have no direct or indirect relabionship with company ewners or company sharcholders
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(Litome et al 2008). An independent commissioner who is also a representative of the
company’s minority shareholders and the audit committee is in charge of monitoring the
directors’ performance, while an mdependent director is in charge of momtorng the work
of the executive board and minimizing conflicts of interest between the managers and
company owners { Tanjung 20241,

2.2 Hypothesis Dietelopment

Independent commissioners are part of the implementabion of good corporate gov-
emance in pubhic companies and are also a manifestation of the independence and trans-
parency of a company, 1f the company has a large proportion of independent commessioners,
it can veduce its cost of debt [ Anderon et al 2004}, The in detail disclosure of ndependent
commissioners in the company 15 a form of company transparency bo the public, and
disclosing the company’s human resources can reduce the company’s debt costs (Putra
=t al. Z0F1). The low cost of debt i often exploited by companies with palitically commected
boards of commissioners rather than companies that are not palitically connected (Jom et al
20210 From the explanation above, the hypotheses m this study are as follows:

Hypuothesis 1 (H1). Palitivally cosnected indepeadent cossissioners lare o wegative relationship
to the post of debd,

In addibon to independent commissioners, independent directors also have a very
tmportant role in the sustainability of the company because the benefits of the prosence of
an independent director in the company will reduce the company s business risk (Chu et al
2(19). The research of Bradley and Chen (2015) found that the company’s independent
directors can reduce the cost of debt of eredit condibons are strengthened, and with a
higher percentage of busy independent directors, the company’s cost of debt will decrease
(Chakravarty and Rutherfoed 2017). Compames whose boards of directors are politcally
connected can reduce the cost of debt (Jomw et 2l 20200 Based on this, the second hypothesis
of this sfudy is:

Hypothesis 2 (H2). Politically cosmerted r'ud#ll.'.r'urirm directors e o negatioe relrtionalup to the
ot of de,

3. Methods
3.1 Sameple Selecton

The sample of this reseanch is companies listed on the Indonesia Stock Exchange (IDX)
from 2000 to 2017, with a total unigque firm being 327 frmes: The number of samples is the
final number after eliminating massing data on the varables used in this study, The year
of the data observation 15 himsted o 2017, becawse in 2018, IDX abolished the position of
independent director at companies listed on the IDX through the Decree of the Directors of
the Indonesia Stock Exchange Number: Kep-{I0183/BEL/12-20158. The research dat source
comes from the company’s annual report and the ORBIS database, with 1722 form-year
observatons, This study uses an ordinary least squanes regression model (OLS), and we
have conducted a winsorize on all variables at the 1 and 99 percen file levels to reduce the
outhers.

I this study, there may be endogenety problems i the mesearch design; therefore, to
overcome these pmblems, we conducted an endogenedty analysis using the Heclanan 2515
model as used by Harymawan and Mowland (2004}

The Heckman model has two regression stages, In the first stage, changing the
position of the PCOMN_Cl and PCON_[D] variables, which were previcusly independent
variables, into the dependent variable, then the instrumental vamable (IV) and the control
varables are added. The [V was obtamed from the percentage of the political comnections
of independent commissioners and independent directors in companies based on indusbry
classification standards (51C). Since these are politically connected companies, both the
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board of commissioners and the board of directors exdst in each industry (Agrawal and
Konoeber 2001; Harymawan and Nowland 2006). The mstroment variables are named:
PROBCON_Cland FROBCON_DH. The second stage of the Heckman 2515 test wetested
H1 and H2 by entering the [nverse Mill's Ratio (IME) value as an independent variable.
MR 15 the result of the first stage of 2505 mgression. [MR 15 used to explamn whether or not
there 1= a potential for self-selechion bias in the regression; of the IMR coefficient value is not
statistically significant, it means that there is no self-selechion bias (Harymawan 2008). The
IMEs are named: MIILS Ol and MILS DL

1.2 Vareabie Defiettion and Measurement
3.2.1. Polifically Commected Independent Commissioners and [n rlepend:-'nl [Yirectors
Independent commissioners and independent directors who have political ties o this
reseanch are (1) these whe come from former government agency officials; (2) law are
thise who come from a former jud ge or prosecutor; (3) those whao are former politicians;
{4) military are those whi wene formerly military or police; (5) political parties (Harymawzn
2020; Shdn et 1L 2005), Inthis study, independent comunissioners and directors related 1o
politics were measured using a dummy variable, where the value is 1l the company has
independent commissioners and directors related o politics and U othenaise.

3.2.2 Costol ekt

The cost of debt in this study is the dependent variable, which follows the same
measurement as (Bliss of al 2018), the cost of interest divided by the average total debt.
Following several studies such as: (Bhss and Gul 2002; Khaw et al 2009 Potra ef al. 2000;
T 2018), the cost of debt is measured by interest expense divided by the total average
of long-term and medium-term debt, where interest expense is reported in the income
statement, while the total long-term debt and short-term debt are reported in the balance
sheet, and both reports are in the published annual report, The name and definition of the
variable are shownin Table 1.

Table 1. Variable Deanition and Measurement.

Variable Symirol Measurement [Mata Soree

Irndependent Variable:

Imdependent Commissioner connected o polities  IOORN_C1 Ly varkable, a value of 1 i the independent Anniual report
comnmissioner has politicel conmections and 1 otherwdse,

[nd.l.'p-:'ndl.'ru diredion connected to pnlihﬂ- POOMN D Dl.n'nm}' variable, o value of §if the mmpany Taxs Annual report
|l1|.'|El1'|E1'||,1.LII'|I direcbors connectad tn pnlllim and G otheraise

Dependent varinbleo:

Caock oof Diehi Oy The cost of debt is mlerest oapumse dividad hr Bl AVETARE (RIRTS
debt,

Combrol vad able

Company Ape AGE The length of Bme since the company was lounded, CSEHRIS

Curnent Rako CHATID The current rabo is reasuned by i camrent issets divided by OSIREIS
it curment hakbalitics.

Company Size IM_TASSET Matwural logarithm of total assets CHIRIS

Growth ASALES The sales value in year tminus the sales value in veark — 1 CHIRIS
dlivided by the sales vidlue in yeart — 1

Mumber of commissioners COMSIZE Number of memberns of the company's boand of Annual report
o ssinnes

Mumiber of difechors DIRSEE Mumber of mentbers of the company’s board of diredors Annual report

Lidependent comenissiorer presertation Cl_PERCEN Percentage of independent commissioners of the company Armnual repaort

[miqwndlml dircchor presentaticn O PERCTN fnmp.m:r I.nd.t'l'l.-nd:rrd dirprtor Frmmlalinn Annnal repaort

Tk This tabile presents e proxy vadables and variabbe defiritions wed o this stody wnd messunements amd

datn =ources of the varables that vere msed
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4. Findings & Discussion

4.1. Sanrple Dhsteibetion af Politioelly Correected Independent Commussioners and
Indepenaent Dhrectors

In this section, the distnbution of the value of the number of independent commis-
sioners and independent directors connected to polibics s presented based on industry
classificabion standards from 2000 to 2007, as presented in Table 2 below,

Table 2. Distribution of Politdcally Comnected Indepindent Commissioners Based on Standard
Imd ustry Classification (SKC) 2000-2017.

Commissioner Independent (C1)

SIC Total % PCON CI

Connect Mo Connect "
[S1C 0) Agriculture, fosestry and lisheries 7 25 2 65,258
{SIC 1) Mining 159 63 na 71.R2

[5IC 2) Construction indusirles 173 2l 433 3005
[SIC 2 Manufacturing 107 142 249 A247
(S 4) Transportation, communications and utiliges 210 105 315 i, 7
{SIC 51 Wholesale and retail trade 7l 55 126 56,35
[SIC 6) Finance, Insurance and real estate i) 41 141 oAz
[SIC 7) Sirvice industries 71 ] 140 50.71
[S1C 8) Health, kegal, and educational serdees and consulting 18 f 24 7h.H0
Tatal EETH Tl 1722 55.52
Moge! This table presents the distribution ot politically conmecied independent commisatoners based on SIC in
327 comparies lebed on TOX froom 2010 b 3017

Table 2 shows that during the 2010-2017 standard industry classification (SIC), there
werne 936 poliically connected independent commissioners (C1) and 772 mdependent
commussioners who did not have political connections, with the percentage of politically
connected independent commussoners (POON_CT) bang 5552%.

Table 3 shows that from the distribution of the data based on 5IC, there are 98 polit-
ically connected independent directors (D1) and 1630 independent directors who do not
have political connechons, with a 5 69%, percentage of politically connected independint
directors (MCOR_DH).

Table 3, Distribution of Poliically Connected Independant Directors by Standard Industry Classifica-
tion 20000-2017.
Director Independent (D)
BIC : Total % PCON DI
Connecl Mo Commecl
(51 0 Agrictdtune, forestry and fisheries 1 (% 72 15,54
(SIC 1) Mining 26 196 g 11.71
[SIC ) Construction indusksies 10 423 433 23
(SIC 3 Manufacturing 21 225 249 .43
(S 4) Transportation, commundeations and utlibes 24 291 315 762
[SIC 5) Whiolesade and rebadl trade 2 124 126 154
(SIC 6) Finance, Insurance and mal estate 3 138 121 213
[5IC 71 Sarvice industries 2 138 140 143
(51 B) Healih, Iugal. and educational services and consulting ] 74 24 .00
Taotal a8 1624 1722 5.09

Nobe This table presents the distripution of politically conpected independern directors based on SIC In 327 com-
jparies [Eted on I0X fronm 2010 b 2017,

4.2 Descriptive Stattstics

The results of the descriptive statistical tests of the research varables are presented in
the following Tahle £
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Table 4. Descriptive Statistics.
Mean Median Standard Deviation  Minmom  Maxmom
PCON O 11555 1AM 457 AL 100
PO I 157 LRiMHY 252 11LINK] 164K}
COHD 13 (L1 04124 [1IHH] L1715
AGE 36566 000 174952 AL 119000
CRATHO 1695 1330 1423 0130 G120
LM TASSET 21.778 21.779 1.6 17.739 25324
ASALES L8RS (V72 (1] —[LT48 16495
COMSTFE d.dn A0 1. TN T1ARK?
DIRSILE 4522 5.000 1789 2.0 10.000
CI_FERCEMN 3720 33.333 13957 R TE.ODD
DI_FERCEN 11.215 (1000 13.367 0,000 SO.000

Nale: 1his table alsows the descrigtive statistical resules of the variabies used in this atudy, This study took samgples
o all Lump.l.m'r_'- listed on the Indonesie Stock Excha e (10X for the 2018-2007 puri.nd. totaling 327 comppanices.

Iable £ above shows that the average value of politicallv connected independent com-
misstoners (POON_C1) s 1.355 with a standard deviation of 0497, the value for politically
connected independent directors (PCON D) s 01057 with a standard deviation of .232,
while the mean cost of debt (COD) 15 (043 with a standard deviabion of 0.024, and the
mean age of the companees (AGE] 15 536,600 with the lowest company age at® vears and the
highest at 1149 years, The mean value of the company's current ratio [CRATICY is 1A% with
z standard deviation of 1.423; for company size (LN _TASSET) the mean value is 21.778
with a standard deviation of 1.624; the mean growth (ASALES) 15 0085, with the lowest
growth value of —{1L.748 and the highest growth value of 1.695, The size of the board of
commissioners {COMSEZE) has a mean vahae of 4401 with a standard deviabion of 1809
while the minimum number of members on the board of commissioners is bwio people
and a maximum of 11 peaple, the average number of boards of directors in a company
[DIRSLZE) is 4822, whaere the number of members on the board of directars is at least twao
people and at most ten people. The presentation of independent commuissioners on the
bhoard of commissioners (CI_PERCEN]) is 37. 201 with a standard devia ion of 13.937, the
smallest presentation is (LN, and the largest is 75000, The presentation of independent
directors on the board of directors (D PERCEMN) was 11.215, with the smallest presentation
of 0000 and the Jargest of 50,000,

4.3, Pearsen Correlation

In this section, the Mearson correlation results of the politically connected independent
commissioners correspanding to the costof debt and independent directors are politically
connected to the cost of debt, as presented in Table 5,

Iable 5 shows the results of the person correlation: statistically, there i= a relationship
between politically conpected independent commissioners (PCON_CI) and the cost of
debt (OO, while the paolitically connected independent director (PCO™M_ D) has nn
relationship to the cost of debt (COD), and the results of the relationship between control
variables such as firm age (AGE), current ratio (CRATION, and firm size (LMN_ASSET) have
a melatiomship with the COD with a significance level at 1%, but growth (ASA LES) does not
show a relationship to the COD, The number of commissioners (COMSTZE), the number of
directors (DIRSIZE}, and the presentation of independent conmissioness (CI_PERCEN)
have a significant relationship o COD, with a signilicance level of 17,
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4.4 ldependend 1-Tisl

[ this section, the results of the independent -test of the variables PCOMN_CL and
FCON_DI dre presented.

Table 6 presents the results of an independent (-test using 1722 sampdes o determine
whether there i a difference between companies with independent commissioners con-
necied o politics and independent commissioners whoare nat politically connected, where
companies with ndependent commissioners that are politically connected totaling 956
companies and companies with ndependent commissioners not being politically con-
nected amounting o 766 The results show that the average COD value lor companies
with politically connected independent commissioners is 0,041, while for companies with
incependent commissaoners whoe afe not poliically conmected the value is 0046, The
coelficient value shows that 0004 is significant at the 1% bevel, and this indicates that there
s a difference i the cost of debt (COD) between mdependent commissioners who are
politcally commected and independent commuassioners who ane not politically connected.
The control variables in this study indicate that there s a ditference, aned there is no differ-
ence between compantes with independent commissioners who have polibeal relations
with independent commissioners who do not lave politital relations, such as AGE, indicat-
ing that there are differences between companies with indepemdent commussioners who
have poalitical relabions with independent political ties to the commissioners, where the
cocfhcient value 1s significant at the 10% level. On the other hand, the coefficient resulis
From CEATIO show ne difference Between companies with mdependent commissioners
who have political connections and mdependent commissioners who do not have political
connections. The coefficient resulbs from LN_TASSET showed a significant difference at
the 1% level, while ASALES showed no difference. Furthermore, COMSIZE, DIRSIZE,
and O 'ERCEN have a sigmificant coefficdent value at the 1% level, which means that
them is a difference between independent commuissieners who have political connections
and independent commissioners who do aot have political connections, and DI PERCEN
shonws that there is no difference bebween independent commissioners who have political
connechions and independent commissioners who have no palitical connections.

Table 6. Independent §-test of Variable Politically Connected Independent Commissioner,

PCOMN_CI
Mean Mean Coel -Value
Connect: 956 Mo conneck Thh

OO0 (ki1 MG (L0 == 3745
AGE 37376 A5T7Me —1.504" —1.435
CHRATHD 1.740 1.647 —{10m —1.352
LM_TASSET 22340 21077 1.264 = 17 402
ASALES .86 0085 ~0.001 —0.087
COMSLZE 4.963 3.698 ~1. 265 = -15.378
DIRSIEE 5177 4380 L —9415
CI_PERCEMN AR5 WA =206 =310
DI_PERCEN 10,855 11 Gty e 1.251

Mote, (he indeperdent Fest above 2 hasod an 1722 chasrvatinnal data painte from 327 companies lsted an the
Inclimeesia Stk Excharde (1K), with 4 year of observation from 2AM0-2007, Signitcance af fevels: ® 10%, "= 1%,

Table 7 presents the results of an ndependent t-test, wsing 1722 samples to determine
whether there is a difference between companies whose independent directors are polin
cally conmnected and independent directors who are not politically cormected, whers there
are 98 indepmdent directors connected to polibics and 1624 independent dinectors not
comnected bo politics, The results show that the average COD value for companies with
politically connected independent directors is (L041, while companies with independent
directors who are not politically connected have a value of 0043, The coeffident value
shows U002, which is not significant, and which means that there is no significant difference
in the cost of debt (COD) between independent directors whio are politically connect:d and
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independent divectors who are not politically connected. The control variables shiow that
AGE aned CRATIO show a difference between independent directors who are politically con-
nected and independent divectors who are not politically connected, where the coefficient
values are significant at the 1% and 5%, levels, respectively, while LN_TASSET, ASALES,
COMSLEE, and DIRSIZE show no diflerence for independent directors that are politically
comnected and independent ditectors that are nol politically connected. However, several
comtral variables show significant differences at the 1% level, namely: CI_PERCEN and
DI_PERCEN.

Table 7. Independent i-test af Varlable Polliically Connecled Independent Direclos

PCOM M
Mean wean Coef -Walue
Conneck: 93 Connect: 1624

O L0471 11045 LD IRd (il
AGE 05X I7ABS GE3E 3512
CRATIO 1.358 1719 (1361 = 2442
LM _TAGSSET 3 866 787 —0.159 —1.181
ASALES L0535 0087 0% 1413
COMSIZEE 4541 4392 —10.149 —10 753
DIRSIFE 50200 4410 =210 -1.10%
CI_PERCEN 41500 514 A RTE 3373
DI_FERCEN 19,080 10741 B339 6060

Mot the mdependent -test above is based on 1722 observational date points trom 327 compardes [sted on
thie Incomesia Stock Exchargpe (IDX), with the vear of obsenvation from 2010-2017, Significanoe af levels: "= 5%,

LR

4.3 OLS Reyrgssiom Results

In this sechon, the mesults of OLS regression wall be explained as a proof of the
hypothesis presented in this study,

Table 5 shows the OLS regression results of politically connected mdependent com-
mussioners (FCON _Clh and politically connected independent directors (PCOMN _DI) cor-
responding to the cost of debt (COD). The results in maodel 1 show that POON Clhas a
negative and significant relatiomship to C©O0, where the coefficient value s —0.003 and the
t-count value is — 267 and is sigruficant at the 1% level. The coetfident of determmation
(Ad) R-squared) shows that the cost of debt (CO) can be explained by an independent
commissioner with political connections (PCOMN_CT) of 10.7%. While model 2 in Table 5
explains a negative relationship between FCON_D1 and COD with a coefficient value of
—{1.006 and t-oount value of — 237, respectively, statistically, the relationship is significantat
the 5% bkevel. Then the value of the coefficient of determination {Adj R-squared ) shows that
the cost of debt (COD) can be explained by a politically connected mdependent director
(PCOM_D0) value of 10.6%. In model 3, the researchers tried to perform a regression test
simultanenusly between PCON_Cland POOM_I on COEY, and the results were also the
samg as the results of the previois separate regression test.
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Table 8. OLS Regression Kesults

(1] (bl i3
COoD coD CoD
MO 1 —{L[H1% *** —[s
{—267) [—2.42}
PCON DM — 0006 —(h005 =+
(237 (—2.09)
AGE — .0 *44 e LR — 00 =4
(=292 {—3.08) (=310
CRATHD —{1L0H1] *** —{1IHT] e —{i
{-2.462) {~2.82} [~ 274}
LM_TASSET 001 *+* .00l oL
(214} {153 (2103
ASALES —n00a — (002 —0.002
{—107) (—1.05} (—1.11)
COMSIZE —{LIHIZ *** — {12 *** —{u)2. =
{—384) {(-4.3% [~ 385}
DIRSIZE 0002 *+* QLN QLDDZ =
{467) {~1.47) {—457)
C1 PERCEN 00 (o = LMD =4
[2.54) {2.60) [2.65)
D MERCEN LR 1LAKED * [RELEE R
148 {175} 1.7
Indnastry Incluaded Imeluded Included
Yoar Included Included Included
G0 Qun3g 4 (g (L) =
(292} (4.50) (4.05)
7l 119 {119 ez
Ad) R-squarsal 0107 0.106 Q.0a
N 1722 1722 172
Msan VIF m 230 227
I EL U 452 wdn
Prob > F LI [LO00 0000
1 4122704 39.55090
2 *Pr(F =1) 0.0HIH] (L0000

Mok LThis fable shows the OFS regression esults of politically comneched independent comorissioners and
pulstically connescted independent direchoes on e cost of debt. This study ok samples of all companies bsted
om Fhi Tndomesia Stowk Exchan B (TR For thie el e Froam 00 bo 30T, 1n|.a'|i|1.g a7 crlmp:nl.'-s. 1 slatisties in
paren theses ® g (L1, o= D05, = g <000,

The results af madel Tshow that the palitically connected independent commissicner
(PCOM_CI) value has a negative and significant relatinnship tiv the cost of deht (CO02). This
means that the presence of a politically conpected independent commissioner on the board
ol commissionees can affect the company’s low cost of debt; this is because of the trust
and good communication built by the company’s independent commissioners towards
creditors, as well as the fact that stale banks are moere interested in companies that have
political conmections at the board of commissioners level and can thus be given loan unds
(Abipravu 2021 Fu etal. 2007), Furthermore, when viewed from the presentation of the
company's independent commissioners, an average of 37.2%, the political connection of
independent parties within the company’s top management follows Faccio (2006), where
the clement of political connecton in the company = af least 3000 The results of this study
are consistent with Putra of ol (2020), whose work explains that the company™s cost of
debl will decrease if there is an independent commissioner in the company. The results
of this study strengthen the research of Jon et al, (20200, which explains that companaes
with politically connected supervisory boards can reduce the oost of debt, This explanation
werifies HI in this study.

Model 2 from Table 5 shows that poliscally connected independent divectors (PCON_DI)
have a sigrificant negative relabonship o the cost of debt (COD). This means that politically
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connected independent directors can reduce the compamy’s cost of debt. The coefficient
value of PCON_DI demonstrates this for the COD which has a significant negative value
(—0.006) at the 1% level. So, the more independent divectars connected 1o palitics in the
company, the better they are at managing finances, especially in obtaining loans with
low interest rates, Therefore, companies need to present independent directors to reduce
business risk (Cho el ol 20019 When credil conditions are strengthened, independent
divectors reduce the cost of debt (Bradley ancd Chen 2005)0 The results of this study are
in lirwe with the research of Hoewston of all (2004 and Jond et al (20200, where companies
whose boands of directors are politically conneded can reduce the cost of debl compared Lo
vampanies whose directors are not politically connected, Based on this explanation, HZ in
this study 15 venfied.

et in the third moded, the resul s of the joint regression of PCON_CI and PCON_TH
are presented, The results found are the same as the statistical resulls in models 1 and 2,
both of which show a negative and significant relationship between politically connected
independent commissioners and politcally connected independent diredors regarding
the cost of debst. Overall, the correlation results trom the three models in Table 8 do not
indicate a mulbeollineanty problem because the average value of VIF is below 10 (Belsley
of al. Hi5),

4.6, Robustiess Test

There is a potential for an endogeneity problem in this research, where the variables
contain elements of the selection of a policy; therefere, there s a variable that is not ob-
served o be correlated with independent commissioners who have political connections,
independent divectors who have political connections correlated, and company perlor-
fance. To overcome this problem, we use Heckman's 2505 model as in previous research
b (Kim il vy 2006).

At thus stage in the frst-stage regression, we ook for the factors of the company
connected with politics, as in the equation below

PCOM_Cl= A1+ p2Controlit + (35 + IndustryFE + YearFE + £ 1)
PCON_DIL = BL 4 p2Controlit - p3Yit + hdusteyFE + YearFE + ¢ {2)

PCON_CTand PCON_D1 are dummy variables as proxies for the political connections
of independent commissioners and independent directors, Contralit is the comtenl variable
of this first repression, and Yitis an additional variable where the determinants of inde-
pendent commissioners and independent divectors are connected 1o politics but have no
eftect on the cost of debt. To determine this, we follow research from Harvmaswan and
Mowland (2{6) and Kim and Zhangs (2006) where the political connections of indepen-
dent commissiomers and independent directors of companies are grouped by company
ind ustry presentation (PROBCON_Cl and PROBCON_DT). The regression results af the
hwin equations ahove can be seen in Tables 5 and 10

Table 9 is the fiest-stage egrssion from equation 1, where we inchide FROBCON_CI
as an instrumental variable, Asa resuli, we found that PROBCON_CI has a positive and
significant #ffect on the politically connected independent commissioner (PCOM_CI) valus,
whene the coetficlent value of 0035 (1 = 3.94) is significant at the 1% level, The contml
variables in this study showesd that AGE and CRATIO did not affect POON_C] LN_TASSET,
COMSIZE, and DIRSIZE had a positive effect on POOMN_CL, significant at the 1% and 10%
levels. However, ASALES, CI_PERCEN, and DI_PERSEN do not affect PCON_CL The
significant results are shown by the instrument variable {PROBCON_CT) against FCON_CI,
which means that the instrument variables used in the regression can be used tosee which
factors can atfect the political relationship of the company”’s independent commissioners,
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Table 9. Fist-Stape Regression Model Resulls: Determinants of Fiem Political Connections From
PCON_CL

1)
MCON KT
Mol
PMRCAECCN ] [LiaE =™
{344
AGE —0.002
(—1:15)
CHATHD .nzxa
124
LM TASSET (1262 ==
(8.73)
ASALES 0.150
(—1.3d)
COMSIFE 0,210+
{741
[NIRSTEE —1.UH48 ™
{—193)
CI_TPERCEN ARV R
(55
DI PERCEN 11011
{147y
_Eimns — .G e
(—.44)
Year FE Yes
|n|.il|:|\.11'_!,' Il Yo
vip 0,194
N 7z

Nobe! This table shoiws the resulis of Bee Heckinan 2505 firsb-s1a e regredsion moded tor the political conpection
determinant of PCON_CL Thies study took samples of all compamics Tisted on the Indonesin Susde Emiunﬁu (o)
feor the 102017 Flrind. lnrnl:lng_.'l-!? mmpﬂnjﬁ I statksdics in pnrm!hmﬁ l < (1 Mk il =01

Table 10 shows the Erst-stage regression results from Equabion {2), where we imnclude
PROBCON_D as the instrumental variable. As a result, we found that PROBOON_
has a posibive and significant effect on the polibically connected independent directors
(PCOMN_), where the coefficient value of 0093 (t = 403} 15 signaficant at the 1% level The
contral variables used v this study showed that AGE and CRATED had a negative effect on
FCOM DI, with significant levels at the 1% and 5% levels, but LM_TASSET, ASALES had
no effect on PCON_DIL Furthermore, the variables COMSEZE, DIRSIZE, C1 PERCEN, and
[21_PERCEN positively affect POOMN D, with significant levels at 5% and 1%, respectively
The significance of the instrument varable (PROBCOMN ) against PCOXN_DI, means
that the nstrument vamable used in thes regression can be used to see which factors can
influence the political connections of the company's imdependent divectors.

The second-stage regression: in this section, a re-examination of H1 and H2 s carried
out by entering the value of the inverse Mill's ratio of politically connected mdependent
vommissioners and politically connected independent directors. The regression equation
for the secomd stage i= as follows:

CO= {1+ p2 PCOM_Cl + B3Contraly + BaMILLS_Cl, + IndustryFE + YearFE + ¢ (3)

COR =1 = A2 PCON_DI + B3Controly + BaMILLS_[3, + InduatryFE + YearFE+ £ (4)
The results of the Second-stage regression can be seen in Table 11
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Table 1. Resulks of The Fist-Siage Regression Model: Detesminants of Fiem Politeal Conmectons
From PCON_DL,

{1p
PCON_IT
(R
IPROBCON_ [R{pry me=
{£.03)
AGE T LR
(—3.80
CRATHD —0L10 =
(=219
1M _TASSET —11L0156
(=112}
ASALES 0.067
{40
COMSIZE 0070 =
(2. 1460)
[NRSTZE 0105 5
(2.69)
CI_PERCEN n.oan =
2.36)
DI PERCEN [1(k3 ===
{5.560)
i —1.6H5
(=181}
Year FE Yeou
Industry FE Yes
rip n21
N 1722

Nobe! This table shoiws the mesulis of Bee Heckinan 2505 firsb-s1a pe regredsion moded tor the political conpecton
determinant of FOON_ DI This study ook 8 sample uf all compranies listed on the Indomesia Stock Eschange ([0X)
Froven 20600 b 2017, .u'mll.nling En Y .'-"{nmpanl.‘:: 1 shatiskics m |‘||'I|T£'I‘|ﬂ‘|l‘ﬁ+:ﬁ - » = (105, "'*rl = [

Table 11 shows that the first model s a retest of the first hypothesss {Egquation (3)).
By including the inverse Mill's ratio variables (MILLS Cland MILLS_ D) obtained in the
first 2515 regression, it was found that politically connected independent commassioners
have a negative relanonship with the cost of debt with the coeficient value (—0004) and
the t-connt vahoe [—2.65) and significant at the 1% level. This shows that the results of the
Heckman 2515 regression are the same as the OLS regression results that test H1, and that
the presence of politically connected independent commissioners can reduce the company’s
cost of debt. Furthermore, the second model in Table 11 provides an overview of the results
of the retest of the second hypothesis (Equation (4)); it was found thatindependent directors
who are politically connected have a negative relabionship to the opst of debt, where the
coefficient valug {—01L.006) and t value {—262) and significant at the 1% level. This indicates
that the results of the Heckman 2515 regression are the same as the results of the previos
OIS regression that tested HZ The presence of an mdependent director connected to
politics in the company can reduce the cost of debt.

Ini this study, the instrument variables nsed were PROBCON_Cland PROBOOMN_IH,
resulting in an insignificant inverse Mill's ratio (MILLS CIand MILLS D). Not significant
MILES_Cland MILES_DI mean that this instrumental variable 15 good at explaining the
relationship between polifically connected independent commissioners and politically
connected independent ditectors with regard to the cost of debt.
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Table 11 Resulks of Saxond Stage Regression, Heckman 2515
51} (2} i3)
COoD coD CoD
MO —{L[H13 ™+ —[L0Es
{—2.65) [—2.43}
PCORN D — 00 —(h005 =+
(262} [—2.28)
AGE — .0 4 — {100 Ao — 0 ==
(—2.R9) {—2.94) [—2.896)
CRATH) —{1LH1] = —ii4] e — (T
{—2.09) {~2.34) {=23%
LMN_TASSET [LOG] 0.001 QD00
(.60} {109} (0.38)
ASALES —0fa — (002 —0.002
{—0.70) {—0.493) |—0.45)
COMSIZE — (1IN = — {12 *** —[h(02 **
{—2.83) (=37} [—2.458)
DIRSIZE 0002 *+* LN QLDDZ =
{4.65) {~3.48}) | =333}
Cl PERCEN (00 (o = LMD =4
(232} [2.87) (2.7
DT MERCEN LR [hiNW] ™ L0
1133} {1,985} (1.4h]
MILLS_CI e ~{1.0M13
| —0.64) [—L66)
MILLS DI Qs [T HE]
{119} (1.25)
i liTisvinh (i = {104
(215} {5.45) (1.5
Year FE Yes Yes Yos
Industry FE Yes Yes Yis
2p
| ¢ 107 0.106 0.1
N 1722 1722 1712
Mean VIF 330 359 438

éobe This fabde shuwes the pesulis of the seamd-stage Hecksmun 2505 cernession. This study took samgales troam
all c,l:lmpul:l.i.l.".l limted on the Indonesia Sock Exchargpe (IR for e 2000-2017 pcﬁud. toinling 327 compa RiTe]
| slanstics in ]'nmslhﬂ.l:q st P (LA, oz {401

4.7, Additioral Test

In an addational best in this study, we wanted to examine further analyss to the
political connection and the cost of debt bascd on five categories of political connections
igovernment agenl efficials, former law, lormer politicians, lormer military, and political
parties), The results can be seen in the table below.

Based on Table 12 abeve, thene ane five categorses of independent commussaoners” political
cannections, name by (1) ormer government agency offadals (PCON_GOVEROFE_CT), (2) for-
mer judges or prosecutors (COMN_LAW _CI), (3) former poliicians (DCON_FORMERIOL_C1),
(4} former militry (PFCON_MILITARY ), and {5) poliical parties (NCOMN_POLPARTIES_CT).
Based on the regression mesults, i was found that the poelitical connection category of
independent commmssioners with military backgrounds had a negative and significant
relationship wath the cost of debt. This is evidenced by the coefficient value, which shows
a negative value (- 003), and the toount valoe (- 212) which is significant at the 5%
level Meanwhile, the four categories of political connectons POOMN_GOVEROFF CI,
PCOM_LAW _CI, PCOMN_FORMERT'OL_CI, and MCON_POLPARTIES_Cl. had no relation-
ship to the cost of debt
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Table 12. Ropression of 5 categores of political contections independent cominissioness o e cost
af debl

(1} 2} 13 4 (51
Lo O O CO Coly
POON MILTTARY C1  —LxG
(=2
PEOM_GONY EROFT_CH =412
[—L46)
POOM_LAW CI —[LHI2
(—032)
POON FORMERPOL CT —{LIN2
({174
PCON_POLPARTIES (1 (002
[0.39)
AGE — (L0 - [LO00 *** (L000 +* 0.000 *=* [R50 *=
(—2ad) [—2.84) (—2.54) (288 (—283)
CRATH) —[,(H1] *=* — 0,00 == —(4X1 —ALIHIT *=* —[LiXF] ***
(=271 [—2.66] (=147 (=14H3) 1= L)
LMN_TASSET n.oo1 = o > m 0. (LK
[1.78) 179 {1.549) (139 [L5F)
ASALES [LTLAES LIRLILRS [LHI2 LAY 1 o
(=103 [—1.09) { —0.98) { {198} {—1.00)
COMSIZE i UL F (LI} “ee — (X2 #e= —{L 12 = — (kYR va=
{—4.30 [ —4.107) (—4.41) {—4.3) (=443
[ARSIAE —[1,(HIZ *** =L, (1T *=* —(AR —ATLIHEE *=* —[hiNKE **
{—4.55) [ —4.58] (—4.58] (—4.56) {—4.59)
CI_PERCEN (000 ** 0.000 +* 0.0080 * 000 =+ (D00 *=
[24%) {255 (247) (251} (241}
D1_FERCEN L0 [RRLIT] QLD 0000 (RO
RRED (148 143 (1.48) [LAS)
Industry Includiod Inchuded Included Ineluded Included
Year Included Included Included mcluded Included
_Cins 0041 O.041 = 0043 === Q033 =+ Q043 =+
o) [4.25) (4.46) [4.36) (449
12 0118 117 lla 0116 116
Audj Reagquared 0,106 1od Qs 0103 (1103
N 1722 1722 1722 1732 1722
NMean VIF 230 251 229 230 25

Mpte: This tahle shows the rogmossion resulis of 5 categories of independent commissioners’ political connections
10 the coat of debit. This study took samples of all companies Bzted on he Indonesia Siock Exchange (TDX) for the
e2m? [h'rind_. InL1!in,g_.'|T."' mmpanir:. I slaBizes it renitheses I Eod | B PRl L | P LT Jre LN}

Hence, it is clear that the significance ot the independent commissioner’s relationship
o politics in the OLS regression table model 8 (1) s formed fnom the category of the
independent commissioner's political relationship with a military background. This resull
is in line with Harymawan (20158) who shosws that companies that recriit personnel from
the former military can reduce company loan interest costs,

Based on Talle 15 above, the regression results from the live categories of indepen-
dent directors” political connections are 1. Former politician (PCON_FORMERPOL_DH),
2, Former mulitary (PCOMN_MILITARY_D1), 3. Former government agency otficial {ICOMN_
GOVEROFF_CT), 4. Former judge or prosecutor (POOMN_LAW_DUY, and 5. Political parties
(PCON_POLPARTIES_DI). The results indicate that the politieal relationship category of in-
dependent directors with former politicions (PCON_FORMERPOL_D) and former military
membiers (POOMN_MILITARY _DI) has a negative and significant relationship to the cost of
debt, Where PCON_FORMERPOL_DN has a negalive coefficient value {(—0028) which is
sigmificant at the 1% level, with t-coant { - 3.58), then PCON_MILITARY _IH has a negative
coofiicient vabae ({1013} which s significant at the 5% level, with toount (- 2.13). Mean-
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while, three categories of political comnections, PCOMN_GOVERCFE_D, PCOMN_LAW 1,
and PCON_POLPARTIES_IDN, did not show a velationship with the cost of debt (COD).

Table 13. Regression of 5 types of independent directors” political connection to the cost of debt,

41} iz} 13 14 (5)
CODn COD CoD coD CoDn
PCOMN FORMERPOL DI —(0(028 ==
{—358)
PCOM MAILITARY D — (L3
[-2.13)
PCON_GOVEROEF_DI 0,002
{ -0.87)
PCON_LAW DI 0.000
(ChiNT}
PCOM_POLPARTIES_IN (LR
00
AGE [1LIMID ¥+ (LAY LACC -0.000 *=* -0 ¥+
(293 [~ 2.89) (290 (183 {-2.53)
CRATHY —{1.(H]1 *= — {0 e — ()] e —{1.040] = — (b e
(=273 [=2.73) (—272) (—2E8) f—2.64)
LN TASSET LLiHA (i (XN Lin (ETL |
(1.1 {1349 {1.59) [1.38} [1.38)
ABALES —~ K2 {1002 —{Lik2 — LI —0AN
{(—1.02) [~ 0.99) {—L00j (- 0.98) {-0.98)
COMSIZE — 0. ({0 4=¢ — {002 = — (N2 e — 01,002 A= —[hN}2 *e
(—d.29) [—4:47) {—1.40) (—143) {—4.43)
DIRSIZE —{1.(H]2 4= — {12 e — ()02 —{1,0007 #=e — (LR *ee
{459 [~4,52) (—4.52) [ —4.5H) 1-4.58)
CI_MERCEN 000 ==+ Q000 ** 0.0 * (000 = Q00 =
(264 (2.53) (2.5 247} [247)
DI_PERLCEN 0.000 L0 QD0 0.000 (000
[L54) [163) {1.55) [L.45) (L45)
|nd'|:|~:h'],' Inctadnd Inehaded Inchadasel Inetuded Indnadded
Year Imclechind Inchaded Imetaded Inetudesd Imcliadded
_Cims (LT == 1,05 = (L3435 »+= A5 = [RE1E Rn
14.63) 471 (4481 (.48} [4.48)
1z 122 118 k116 LA R E116
Adj H.-squa.mi 0111 L1106 AT 0.0z (L104
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Nede: This talle shows the regnession resulis of 5 ategoces of independent dizectors” political connedson @
the enst of dabt, This s.hli_l( Eowak mal mp bes of all a'rlnpaniu: listod on the Indonesia Stck 'Eu;hmﬁr [TOX} for the
200027 perind, tolaling 327 compantes: | stabstios bn parend heses = p- 005, 4= p= (10

These results indicate that the significance of the politically connected independent
director relationshig in the OS5 regression Table & model (2) is formed from the category
of the independent director s palitical connection with a background of former political
members (FCON_FORMERPOL_DI) and former military members (PCON_MILITARY D).
These results align with Bliss et al (200 8], who showed that corporate loan interest rales
in China will decrease if the company directors come from the legislabive assembly and
members of the national people’s congress come from the military (Harymawan 2008),

Finally, we examine the relationship between the palitically conpected independent
commissioner (PCON_CI and politically connected independent director (PCOM_TH) and
hecoming PCOMN_CID, where the repression results are shown in Table 14
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Table 14 Regression of POON_CIDIL POON _CLand PCON_DI on the cost of debi (CODL

(BN}
CoD
OO {00 *
{167
PCORN I — (003 ==
{—2LA8)
PCORN M — k13 =
[(—2.47)
AGE — (X)) =
{311}
CRATID (001 +=
{170
LM _TASSET 0.001 *=
{201
ASALES —IhiHE2
{—L.10y
COMSIZE (002
{354
DIRSIZE — (a2
(—4.54;
C1 'ERCEN LEEMNE =
(2.67)
DI_FERCEN MM *
{1.80)
Industiy Included
Yeuur Ineluded
i (KM ==
{414
rl 0123
ﬁu:|| R—.‘ﬂ.]uﬂ rimd nan
N 1722
Maoan VIF 253

Moote This table shows the regresshon results of POCN_CIDE POUS_CL and PUOORN_DT o e cosd of debl. This
study took sdamples of all eompantes lishad on the lcdonesia Stock Excharge (10X for the 2000-2017 period,
||.'!1‘.I|I.!IE R2T Cl1r!'l.|'.|.:l.ni.|.‘i ¥ statistics in |'|:||1.'~nﬂwu-1- *p<0l, = p= s, == p< DL

Froam the results of Table 14 above, it is evident that POON_CID has a positive and
significant relationship to COD, where the coeffictent value (L0} 15 significant at the 10%
level with a t-count of (1.67), At the same time, 'CON _Cl and PCON_D1 show both a
negative and significant relationship to COD. Where PCON_CI has a negative coefficient
(—0.03) and t count [—2.68) is sipnificant at the 1% level, then PCON_ DI has a negative
coefficent value (—{0.013), and t count (—2.47) 15 significant at the 5% level. Overall, the
results of the PCON_Cl and PCOMN_DE regressions on COD in Table 14 ame consistent with
the results af the (LS regression in Table 5. However, the PCOM_CIDI regrression shows a
puositive and s gnificant relationshap o OO0

5. Conclusions

This study examines the relationship between politically connected mdependent
commissioners and politically connected independent directors to the cost of debt in all
companies lsted on the Indonesian stock exchange in the 20-2007 period. Our OLS
regression results show that both politically connected independent commissioners and
puolitically connected imdependent directors negatively correlate with the cost of debt We
tested these results agam using the Heckman 2515 test, and the resulbs were the same as
our LS regression. These results suppart our bwo hypotheses in this study.

This research has mmplications for the development of the literature related to cor-
porate governance, political connections, and mone specifically, to public companies that
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independent commissioners and independent directirs who are politically connected and
st ned only [ulfill the requirements of establishing a public company, but also have an
essential mle on the board of commissioners and ather boards of directors in the company
in terms of making financial decisions,

This research certainly has limitations, which will be the basis for further reseanch
First, the educational background of politically connected independent commissioners
and politically comnected independent directors needs 1o be analyzed further, However,
broth of these aspects have political connections, 1t is alse nocessary o have an education,
espectally in economics, management, and lnance, o manage and monilor companies
Second, we re-examination considering familyv-owned and non-family-owned firms, which
examines which one expeniences a lower cost of debt. Thard, it o necessary to examine the
demographic vardables of the board of commissioners or the board of directors {such as
gender and origing and the presence ol women en the board of commissioners or direciors
in managing and making decsions within the company,
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