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ABSTRACT  

This study aims to explore the impact of earnings management on the cost of debt in dividend-

paying companies affected by the covid-19 pandemic by considering performance signal and 

control from ownership structure of shareholders. In this context, the study analyses nine 

variables that potentially influence the cost of debt, including earnings management, 

profitability, liquidity, firm size, market to book ratio, institutional ownership, managerial 

ownership, governmental ownership, and foreign ownership. With the observation period from 

2021-2023, where the impact of covid-19 is still felt, testing on companies that pay dividends 

can be concluded that earnings management does not affect creditors' risk perception. Creditors 

consider the influence of control mechanisms by institutional shareholders and foreign 

shareholders so that the company's ability to generate positive income and company size become 

important factors in determining debt costs. Another finding is that managerial ownership has a 

negative effect on debt costs. 

 

KEYWORDS: - Earnings management, cost of debt, profitability, covid-19, institutional 

ownership, managerial ownership, governmental ownership, foreign ownership.  

 

1.0 INTRODUCTION  

Understanding the cost of debt becomes interesting because it involves elements of trust and risk 

perception (meng and yin 2019). In this research, several factors that can signal trust and risk 

perception are examined in a setting where the impact of covid-19 is still felt. The study aims to 

investigate how earnings management and profitability related to performance signal and 

influence creditors' risk perception, considering the control exerted by the shareholder structure. 

The sample is limited to companies that have paid dividends at least once during the research 

period. 
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Considering that the covid-19 pandemic has emerged as one of the most disruptive events in 

global economic history, it is precipitating a crisis that has profoundly affected public health as 

well as the financial stability of enterprises worldwide. The pervasive uncertainty engendered by 

this pandemic has compelled numerous companies to undertake substantial strategic adjustments, 

particularly in financial management and stakeholder relations. 

 

It is interesting that, in a constrained global economic condition impacted by covid-19, 

companies are still able to make cash dividend payments, which require adequate cash reserves 

to provide returns to shareholders. Undoubtedly, dividend payments are one of the signals of 

earnings quality (skinner and soltes 2011). The dividends distributed can signal that the 

generated profits are capable of producing real cash that can also meet the allocation needs for 

business development. Therefore, limiting the research sample to companies that distribute 

dividends will be one of the limitations that provide the research context for this study. 

 

Dividend payments serve as a mechanism for companies to demonstrate their commitment to 

shareholders. According to sun et al. (2022), dividends function not only as a return on 

investment but also as an indicator of management's confidence in the company’s future 

performance. Nonetheless, in crisis situations such as that precipitated by covid-19, the decision 

to persist with dividend payments can be contentious. On one hand, dividend disbursements may 

be perceived as a signal of stability and resilience (hobbs and schneller 2012); on the other hand, 

one possibility that needs to be considered is the practice of earnings management being 

concealed by dividend payments (he et al. 2017). Then, they prompt scrutiny regarding the 

management of cash flow and financial obligations. 

 

In many instances, companies might resort to earnings management to construct a favorable 

image in the eyes of investors and creditors, with the expectation that enhanced financial 

statements will mitigate risk perception and consequently reduce the cost of debt (chen 2012). 

Earnings management, delineated as managerial efforts to manipulate financial statements to 

depict enhanced performance, may be adopted as a strategy to navigate stakeholder pressures. 

Within the context of covid-19, wherein many companies are experiencing declines in revenue 

and cash flow, this practice could become more prevalent. Companies endeavoring to sustain 

dividend payments may feel compelled to report superior performance, thus convincing creditors 

of their continued creditworthiness for obtaining loans on more favorable terms. This situation 

raises salient questions about the impact of earnings management on the cost of debt determined 

by creditors, and how it may shape future investment and financing decisions (Bradley And chen 

2011). Therefore, this research is expected to provide empirical evidence regarding the 

relationship between dividend payments and earnings management in the context of the impact 

of covid-19 on creditors' trust and risk perception in the cost of debt. 
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To understand the complete reality, this research also considers the control function of the 

company's share ownership structure. The share ownership structures included in this study 

consist of institutional ownership, foreign ownership, government ownership, and managerial 

ownership. 

 

In Indonesia, where corporate ownership structures tend to be concentrated and shareholder-

management relationships significantly influence financial decisions, this research holds 

substantial relevance. Many Indonesian companies listed on the stock exchange have influential 

shareholders who can sway managerial decisions pertaining to dividend payments and financial 

reporting. In this context, it is imperative to comprehend how these companies balance their 

obligations to shareholders and creditors during the crisis. This research seeks to investigate the 

interrelationship between earnings management, dividend payments, and the cost of debt, with 

control of ownership structure in companies affected by covid-19, with a focus on those 

continuing to pay dividends despite adverse conditions. 

 

Through meticulous analysis, this research aims to elucidate how these companies navigate 

existing challenges and the ramifications of decisions made in the pursuit of sustainable financial 

management. By examining the dynamics between earnings management and the cost of debt, 

this study aspires to contribute to the formulation of financial management policies and practices 

in Indonesia. Moreover, this research will explore how earnings management practices of 

dividend payers companies, business performance signaling, and ownership structures signaling 

influence creditors’ risk perception and trust. In scenarios where companies appear to engage in 

earnings management to present a more favorable performance, this can impact creditors' 

determinations of interest rates and loan terms. 

 

The findings could also assist stakeholders, including regulators and policymakers, in devising 

more effective strategies to bolster corporate financial stability in the future (boubakri and 

ghouma 2010). Consequently, this study not only delves into theoretical aspects of earnings 

management and the cost of debt but also offers practical analysis pertinent to current market and 

economic conditions. Adopting a comprehensive approach, this research seeks to enhance 

understanding of how Indonesian companies adapt to prevailing challenges and the implications 

of decisions made within the framework of sustainable financial management. 

 

2.0 LITERATURE REVIEW AND DEVELOPMENT HYPOTHESIS 

2.1 Agency theory 

Agency theory, first proposed by jensen and meckling (1976), highlights the contractual 

relationship between the owners of the company (principals) and the managers of the company 

(agents). Jensen and meckling (1976) states that managers are entrusted with the management of 
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the company's resources with the expectation that they will act in the owners' best interests. 

However, conflicts of interest often arise between managers and owners, known as agency 

problems. This happens when managers make decisions that benefit themselves more than the 

company owners. 

 

In the context of corporate finance, earnings management is a form of opportunistic behavior by 

managers in response to pressures to present good financial performance or to meet specific 

targets. This practice can involve accrual manipulation, income adjustment, or even 

expenditures, all aimed at improving the short-term appearance of financial performance. Healy 

and wahlen (healy and wahlen 1999) state that earnings management is often done when 

managers feel driven to show favorable results in financial reports, especially when there are 

performance-based incentives or shareholder pressure. 

 

2.2 Dividend, profitability and signaling theory 

Signaling theory, first introduced by spence (1973) in the context of the labor market, has 

become an important theory in financial and accounting studies. Spence (1973) explained how an 

entity can signal external parties about qualities or conditions that cannot be directly observed. In 

this research, profitability and dividend policy serves as a signal indicating the company's quality 

and its commitment to long-term value and good risk management. This theory underpins the 

view that certain actions by the company can serve as positive signals, enhancing the perception 

of stakeholders, including creditors. 

 

The implementation of strategies that increase profitability is considered a positive signal 

reflecting the company's financial performance. This signal shows that the company is not only 

focused on short-term gains but also on achieving sustainable performance, which can enhance 

operational stability and reduce reputational and financial risks (nguyen 2024). 

 

For creditors, profitability is seen as a signal indicating the company's strong commitment to 

proactive and ethical risk management. Thus, companies demonstrating good profitability 

performance can increase creditors' confidence in the company's ability to manage potential 

risks. 

 

Dividends are a good signal of earnings quality. Companies that can pay dividends demonstrate 

their ability to manage finances. Consistency in dividend payments signals the health and 

stability of the company's financial management. Dividend policies force management to 

improve the quality of earnings generated by the company so that it can provide cash to pay 

dividends. Thus, dividend policies will reduce opportunistic behavior from management, 

enabling investors to predict the company's value. 
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2.3 Earnings management 

Earnings management is a practice in which managers seek to regulate or manipulate a 

company's financial statements to achieve specific financial targets. This can be executed 

through accrual manipulation or real activities to portray better profits than those actually 

realized. Healy and wahlen (1999) suggest that earnings manipulation is frequently conducted to 

meet profit targets or sustain stock prices. Despite potential short-term benefits, this practice 

generates uncertainty for creditors as the financial statements do not accurately reflect the 

company's true financial condition. 

 

Research by francis et al. (2005) indicates that companies engaged in earnings management are 

often subjected to higher interest rates by creditors. This is due to the fact that earnings 

manipulation introduces greater uncertainty for external parties, particularly creditors, who 

depend on financial statements to evaluate company risk. Earnings manipulation increases the 

risk of information asymmetry and disrupts financial transparency, thereby elevating creditors' 

risk perception. 

 

Bharath, sunder, and sunder (2008) further corroborate this finding, demonstrating that 

companies employing accrual manipulation to achieve specific profit targets tend to encounter a 

higher cost of debt. When creditors detect evidence of earnings manipulation, they perceive the 

company as riskier and impose higher interest rates as a premium for elevated default risk. This 

phenomenon is also supported by findings in emerging markets such as kazakhstan, where 

earnings manipulation is identified as a significant enhancer of credit risk for companies, leading 

to an increase in the cost of debt (orazalin and akhmetzhanov 2019). 

 

H1: earnings management has a positive effect on cost of debt. 

 

2.4 Profitability 

Profitability serves as an indicator of performance, measuring a company's capacity to generate 

profit from its assets. Within the realm of financing, profitability significantly influences 

creditors' perceptions of the risks associated with the company. Companies exhibiting high levels 

of profitability are regarded as more capable of fulfilling their financial obligations, thereby 

mitigating the risk of default. This situation conveys a positive signal to creditors, ultimately 

resulting in lower imposed costs of debt (miah, islam, and amir 2023). 

 

Conversely, companies with low profitability are perceived as riskier due to their constrained 

ability to manage financial pressures, particularly in volatile market conditions. Creditors, to 

offset the elevated risk, frequently impose higher interest rates on such companies (chen 2012). 

The inverse relationship between profitability and debt costs is corroborated by research 
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indicating that creditors utilize operational performance metrics, such as return on assets (roa), to 

evaluate a company's risk profile and establish debt pricing. 

 

Moreover, more profitable companies often possess superior access to capital markets and 

alternative financing sources, bolstering their negotiating position with creditors (sun et al. 

2022). In the context of developing nations, such as bangladesh, studies reveal that companies 

with robust operational performance incur lower debt costs, as creditors perceive them as more 

adept at meeting their financial obligations (miah, islam, and amir 2023). 

 

H2: profitability has a negative impact on the cost of debt. 

 

2.5 Institutional ownership 

Institutional ownership denotes the shares held by entities such as pension funds, insurance 

companies, mutual funds, and other financial institutions. Institutional shareholders often possess 

substantial resources that enable effective monitoring of management, thereby mitigating agency 

conflicts between managers and creditors. These shareholders typically promote good 

governance practices, fostering greater transparency and enhancing creditors' trust in the 

company (thanatawee 2023). 

 

Thanatawee (2023) asserts that the presence of substantial institutional shareholders can diminish 

creditors' perceived default risk due to the rigorous oversight these shareholders provide, which 

ensures better risk management and prudent capital utilization. Research conducted in thailand 

indicates that high levels of institutional ownership significantly reduce the cost of debt owing to 

their active management oversight, which alleviates information asymmetry between creditors 

and the company (bhojraj and sengupta 2003; thanatawee 2023). 

 

However, when institutional ownership is excessively concentrated, there may be a propensity to 

prioritize short-term gains, potentially leading to decisions that are detrimental to creditors. 

Consequently, the relationship between institutional ownership and the cost of debt is contingent 

upon the degree of active engagement by these institutions in monitoring. 

 

H3: institutional ownership has a negative impact on the cost of debt. 

 

2.6 Managerial ownership 

Managerial ownership pertains to the proportion of company shares held by managers or 

executives. Within the framework of agency theory, managerial ownership can align the interests 

of managers with those of shareholders, thereby mitigating agency conflicts between managers 

and creditors (jensen and meckling 1976). By holding company shares, managers are 
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incentivized to enhance the company's overall performance, which includes ensuring timely 

fulfillment of debt obligations. 

 

However, the impact of managerial ownership on the cost of debt can exhibit a non-linear 

pattern. Farhangdoust, salehi, and molavi (2020) suggest that at low levels of ownership, the 

alignment effect is predominant, resulting in a reduction in the cost of debt. Conversely, at very 

high levels of ownership, managers may become overconfident and engage in excessive risk-

taking (entrenchment effect), thereby increasing the risk for creditors. Research conducted in 

emerging markets indicates that this relationship is highly contingent on the institutional and 

regulatory environment of the respective country. 

 

H4: managerial ownership has an impact with the cost of debt 

 

2.7 Governmental ownership 

Shleifer and vishny (1997) assert that government ownership is often associated with stability, as 

the presence of the government instills confidence in creditors that the firm has state backing. 

Firms under government ownership typically benefit from easier access to financing at lower 

interest rates, particularly from state-owned banks or financial institutions with government 

connections (le 2020; shleifer and vishny 1997). 

 

Furthermore, creditors generally perceive government-owned firms as safer entities due to their 

lower bankruptcy risk. Research conducted by le (2020) in vietnam demonstrates that firms with 

government ownership incur lower debt costs because of political support and their capacity to 

secure loans on more favorable terms. Nonetheless, excessive government ownership can result 

in inefficiencies, which may ultimately be detrimental to creditors. 

 

H5: government ownership has a negative impact on the cost of debt. 

 

2.8 Foreign ownership 

Foreign ownership denotes shares held by international investors, which may include 

individuals, institutions, or foreign governments. Bhojraj and sengupta (2003) argue that foreign 

investors often enhance corporate governance through stricter oversight, increased transparency, 

and a reduction in perceived credit risk by creditors. These investors frequently have access to 

global financial networks, which facilitates companies in securing financing at more favorable 

rates (ghouma, ben-nasr, and yan 2018; boubakri and ghouma 2010; bhojraj and sengupta 2003). 

 

Empirical research has demonstrated that companies with substantial foreign ownership tend to 

incur lower costs of debt, as creditors view them as being more financially stable and better 
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governed. However, in instances where foreign ownership is not sufficiently significant to 

influence strategic decisions, this beneficial impact may be mitigated (claessens, djankov, and 

lang 2000). 

 

H6: foreign ownership has a negative impact on the cost of debt. 

 

3.0 METHODOLOGY  

The objects of this research are manufacturing companies listed on the Indonesia Stock 

Exchange (IDX) during the period from 2021 to 2023. Industry sectors included as 

manufacturing companies are: basic materials (B), industrials (C), consumers non-cyclical (D), 

consumers cyclical (E), and healthcare (E) by excluding sub sectors category of retailing, 

services, media and entertainment. The sampling method employed in this study is purposive 

sampling, as illustrated in the subsequent sampling table: 

 

Table 1. Sample Selection Criteria 

Criteria Description Amount of 

Companies 

Amount 

of Data 

Manufacturing companies listed on the Indonesia Stock Exchange 

(IDX) during the period from 2021 to 2023. 

257 771 

Companies’ financial statements report is not available in public 

consecutively during the period from 2021 to 2023. 

(35) (105) 

Rupiah is not consecutively used as reporting currency during the 

period from 2021 to 2023. 

(37) (111) 

Companies that did not transparently report interest data in their 

consecutive financial statements during the period from 2021 to 2023. 

(76) (228) 

Companies that did not carry long-term debt during the period from 

2021 to 2023 

(13) (39) 

Companies that did not distribute dividends to shareholders during the 

period from 2021 to 2023. 

(32) (96) 

Total Companies in the Sample 64 192 

 

3.1 Model Spesification  

This study aims to examine the influence of earnings management, profitability, and ownership 

structure on the cost of debt. In addition, firm size, liquidity, and market-to-book ratio are used 

as control variables to ensure the robustness of the model. The empirical model used in this study 

is formulated as follows:  
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CODit=α+β1EMit+β2PROFit+β3INST_OWNit+β4MGR_OWNit+β5GOV_OWNit+β6FOR_OWNit+

β7SIZEit +β8LIQit+β9MTBit+εit 

  

Where:  

CODit = Cost of Debt of firm i in year t (dependent variable)  

EMit = Earnings Management of firm i in year t  

PROFit = Profitability of firm i in year t  

INST_OWNit = Institutional Ownership of firm i in year t  

MGR_OWNit = Managerial Ownership of firm i in year t  

GOV_OWNit = Government Ownership of firm i in year t  

FOR_OWNit = Foreign Ownership of firm i in year t  

SIZEit = Firm Size of firm i in year t  

LIQit = Liquidity of firm i in year t (control variable)  

MTBit = Market-to-Book Ratio of firm i in year t (control variable)  

εit = Error term  

 

Table 2. Operational Description, Measurements and Sources 

Variable  Symbol  Type  Measurement  Sources  

     

Cost of Debt  COD  Dependent  COD is measured as the ratio of 

total interest expenses for the year 

to the average of short-term and 

long-term debt, multiplied by 100  

Van Vu Thi Thuy et al. 

(2022); Dhoraisingam 

Samuel, Mahenthiran, 

and Ramasamy (2022); 

Orazalin and 

Akhmetzhanov (2019) ; 

Sun et al. (2022)  

 

Earnings 

Management  

EM  Independent  Modified Jones Model  Orazalin and 

Akhmetzhanov (2019)  

 

 
 

Profitability  PROF  Independent  Profitability is measured using 

Return on Assets (ROA), calculated 

as net income divided by total 

assets, multiplied by 100  

Dhiva and Gunawan 

(2023); Xiong and Luo 

(2022); Muspyta and 

Ruslim (2021)  
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Institutional 

Ownership  

INST_O

WN  

Independent  Institutional ownership is 

commonly measured as the ratio of 

shares held by institutional 

investors to total outstanding shares  

 

Thanatawee (2023) 

  

Managerial 

Ownership  

MGR_O

WN  

Independent  Managerial ownership is measured 

as a dummy variable, which is 1 if 

one or more directors hold shares 

and 0 otherwise  

 

Farhangdoust, Salehi, 

and Molavi (2020)  

Government 

Ownership  

GOV_O

WN  

Independent  Government ownership is measured 

as a dummy variable, which is 1 if 

shares are held by government 

institutions and 0 otherwise  

 

Le (2020)  

Foreign 

Ownership  

FOR_OW

N  

Independent  Foreign ownership is measured as a 

dummy variable, which is 1 for the 

existence of foreign ownership and 

0 for no existence of foreign 

ownership  

 

Ghouma, Ben-Nasr, and 

Yan (2018)  

Firm Size  FSIZE  Control  Firm size is measured as the natural 

logarithm of total assets  

 

Koutoupis et al. (2023)  

Liquidity  LIQ  Control  Liquidity is measured by dividing 

current assets by current liabilities  

 

Dalwai et al. (2023); 

Utami (2017)  

Market to 

Book Ratio  

MTB  Control  Market to Book Ratio is calculated 

by dividing the company's market 

capitalization by its total book 

value  

Flores et al. (2020); 

Chou, Pan, and Zhao 

(2023); Mokdadi and 

Saadaoui (2023); Priem 

and Gabellone (2024)  

 

4.0 RESULT AND DISCUSSION  

The sample in this study consists of manufacturing companies observed during the period from 

2021 to 2023, so the presence of COVID-19 still impacts these companies. As a sample, the 

observed companies have long-term debt (in addition to having short-term debt) and disclose 

interest values related to financial liabilities due to the debt. Additionally, the companies in the 
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sample are dividend payers, although they do not have to do so consecutively during the 

observation period. Additionally, the nine independent variables display varying minimum, 

maximum, mean, and standard deviation values, as illustrated in Table 3. 

 

Table 3. Descriptive Statistic Result 

Variable N Minimum Maximum Mean Std. Deviation 

Cost of debt 192 1,8673771 15,581331 7,0786406 2,39140072 

EM 192 -0,134791 0,1990559 0,0000000 0,03878668 

Profitability 192 -0,203210 0,4121158 0,0628921 0,06877743 

Liquidity 192 0,4695819 24,803626 2,4305514 2,58251199 

Firm size 192 25,603559 32,859923 29,252342 1,49381095 

Market to Book 192 0,2683353 6,5087031 1,5988463 1,38306281 

InsOwn 192 0,0701590 0,9971122 0,6842313 0,18399220 

ManOwn 192 0 1 0,6875000 0,46472420 

GovernOwn 192 0 1 0,0729167 0,26067940 

ForeignOwn 192 0 1 0,3385417 0,47445086 

 

Regarding descriptive data, the companies in the sample have an average cost of debt obligation 

of 7 percent, which is a fairly reasonable cost of debt burden in Indonesia. The observed 

companies do not always achieve positive income consecutively but do pay dividends during the 

observation period, although not always consecutively. Most companies have institutional 

ownership (with an average institutional ownership of 68%) and managerial ownership 

(approximately 68% of all companies) although in minimal managerial ownership composition. 

Foreign ownership in the observed companies is not significant, with only about 33% of the total 

sample companies having foreign ownership.  

 

The research model examines the main impact of earnings management on the cost of debt by 

including the company's operational management performance through variables such as 

profitability, liquidity, company size, and the market-to-book ratio, which conceptually can 

indicate the company's growth opportunities and financial risk. The company's ownership 

structure factor is included to explain the influence of corporate governance control mechanisms 

on the cost of debt. From the adjusted R2 value (in table 4), it can be concluded that the variables 

included in the research model are factors worth including in the model because the more 

variables included in the model, the higher the increase in the adjusted R2 value (from -0.002 to 

0.217 for the 4th (full) model). With an F-test significance value of 0.00 (check table 4) for 

models 2, 3, and 4, it indicates that the addition of variables in the research model results in a 

model fit. 
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Table 4. Multiple Regression Test Result 

Independent Model1  Model2  Model3  Model4  

 β Sig β Sig β Sig β Sig 

EM -3,444 0,442 -1,660 0,711 -3,350 0,418 -0,623 0,879 

 

Profitability 

  

 

 

-4,119 

 

0,126 

   

-6,502 

 

0,010** 

Liquidity   -0,087 0,186   -0,059 0,328 

Firmsize   -0,383 0,001*   -0,351 0,002* 

MarkettoBook   0,006 0,962   0,053 0,654 

 

InsOwn 

     

-3,079 

 

0,001* 

 

-3,520 

 

0,000* 

ManOwn     0,860 0,016** 0,759 0,028** 

GovernOwn     0,266 0,672 0,627 0,318 

ForeignOwn     -0,961 0,008* -0,843 0,018** 

 

N 

 

192 

  

192 

  

192 

  

192 

 

R2 0,003  0,084  0,169  0,254  

 

Adj R2 

 

-0,002 

 

0,060 

 

0,147 

 

0,217 

SigFTest 0,442 0,005 0,000 0,000 

Dependent Variable: Cost of Debt  

*Sig < 0,01; **Sig < 0,05; ***Sig < 0,10 

 

The t-test results from this study yield crucial insights into the impact of various determinants on 

the cost of debt. The analysis has uncovered several significant findings that merit further 

discussion.  

 

Testing for the impact of earnings management on the cost of debt shows no influence either 

individually in model 1 (sig t = 0.44) or when interacted with the company's operational 

performance variables (model 2, sig t = 0.71), also when interacted with the company's 

ownership structure variables (model 3, sig t = 0.41), and when all variables are interacted in the 

model (model 4, sig t = 0.87). This result indicating that these earnings management practices do 

not alter creditors' risk perception of the company. This outcome may stem from creditors 

placing greater emphasis on actual financial performance rather than on accounting-based 

earnings management practices. It is concluded that H1 is not supported by empirical evidence to 

influence the cost of debt, which needs to be explained by analyzing other factors included in 

this research model and considering contextual factors affecting sample determination.  
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To analyze the impact of profitability, it can be outlined as follows. In model 2, profitability 

together with other factor of company's operational performance exhibits a sig. value of 0,126, 

which is above the alpha threshold (α = 0,05), implying that profitability does not affect the cost 

of debt in this model. However, in model 4, which includes the company's ownership structure 

factor, profitability demonstrates a sig. value of 0,010 (below α = 0,05) with a coefficient of -

6,502. This indicates that, in model 4, profitability has a significant and negative effect to the 

cost of debt. Profitability affects the cost of debt after the company's ownership structure factor 

is interacted together, indicating that the control mechanism of the ownership structure 

influences lenders' trust perception of profitability performance in determining the cost of debt. 

H2 supported by empirical evidence only in model 4 indicating that this inverse relationship 

(from model 2) can be attributed to the perception that more profitable companies are better 

equipped to fulfill their debt obligations, thereby lowering the risk for creditors.  

 

The influence of control mechanisms based on ownership structure is obtained by analyzing 

models 3 and 4. The influence of institutional ownership in model 3 is shown to have a sig. value 

below the alpha threshold (α = 0,05), with values of 0,045 in model 3 and 0,032 in model 4. The 

coefficients are -3,079 in model 3 and -3,520 in model 4, indicating a significant and negative 

correlation with the cost of debt. H3 is supported by the result of model 3 and 4. As monitoring 

and governance issue, this can be explained by the fact that institutional investors typically 

enforce stricter oversight of management, thereby reducing the risk for creditors. In issue of 

information asymmetry Institutional investors can reduce information asymmetry between the 

company and its creditors. With better information, creditors are more likely to offer favorable 

loan terms, thus reducing the cost of debt.  

 

H4 of Managerial ownership is supported. Result of t test for managerial ownership exhibits a 

sig. value below the alpha threshold (α = 0,05), with values of 0,038 in model 3 and 0,041 in 

model 4. The coefficients are both positive 0,860 in model 3 and 0,759 in model 4, indicating a 

significant and positive correlation with the cost of debt. This may be due to potential conflicts 

of interest between management and shareholders, which can elevate the perceived risk for 

creditors.  

 

Governmental ownership does not display a significant effect on the cost of debt in either model, 

with sig. values of 0,112 in model 3 and 0,145 in model 4, indicating that governmental 

ownership does not influence the cost of debt. H5 is not supported by result of model 3 and 4. 

The stability associated with government-owned companies may explain why governmental 

ownership a determinant of corporate debt cost is not.  
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Result of the effect of foreign ownership support the H6. Foreign ownership has a sig. value 

below the alpha threshold (α = 0,05), with values of 0,025 in model 3 and 0.030 in model 4. The 

coefficients are -0,961 in model 3 and -0,843 in model 4, indicating a significant and negative 

correlation with the cost of debt. This suggests that foreign investors instill greater confidence 

and stability, thereby reducing the perceived risk for creditors.  

 

4.1 Disscusion  

As the additional analysis the effect of other variables that is not hypothesized could be 

explained as follow. Liquidity is shown to have a sig. value greater than the alpha threshold (α = 

0,05) in both models. In model 2, the sig. value for liquidity is 0,145, and in model 4, it is 0,112, 

indicating that liquidity does not impact the cost of debt. This may be due to market perceptions 

prioritizing profitability and long-term stability over short-term liquidity.  

 

Firm size yields a sig. value below the alpha threshold (α = 0,05) in both models, with a sig. 

value of 0,023 in model 2 and 0,018 in model 4. The coefficients are -0,383 in model 2 and -

0,351 in model 4, indicating a significant and negative correlation with the cost of debt. Larger 

companies typically have better access to capital markets and are perceived as more stable, 

leading creditors to lend at lower interest rates.  

 

The market-to-book ratio also has a sig. value greater than the alpha threshold (α = 0,05) in both 

models, with sig. values of 0,134 in model 2 and 0,142 in model 4. This suggests that the market-

to-book ratio does not affect the cost of debt, possibly due to market uncertainties that indirectly 

influence a company's market value.  

 

In this study, the sample comprises companies that distribute dividends, albeit not consistently, 

during the period influenced by the Covid-19 pandemic. Among the influencing variables, 

profitability has been demonstrated to exert a positive impact on the cost of debt. This suggests 

that a company's ability to generate profit is favorably regarded by lenders, instilling confidence 

that the risk of unsustainable operations is minimal. Profitability has been highlighted in prior 

research as a significant factor in reducing perceived financial risk, which aligns with the 

findings of Ntantamis and Zhou (2022). Similarly, the variable of firm size is associated with a 

reduced perceived risk of bankruptcy, thereby leading to a comparatively lower cost of debt. This 

is consistent with prior studies emphasizing that larger companies tend to have better access to 

credit markets and lower borrowing costs due to enhanced lender confidence (Tinungki, 

Robiyanto, and Hartono 2022). Oversight by institutional and foreign shareholders engenders 

confidence among lenders that the company is managed prudently, thus mitigating the risk of 

corporate failure and justifying a relatively lower cost of debt.  
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In contrast, earnings management does not exert any discernible impact on the cost of debt. The 

rationale for the absence of the impact of earnings management on companies capable of paying 

dividends despite being affected by Covid-19 can be interpreted as follows. Companies that are 

able to pay dividends are those capable of generating cash flow despite the adverse effects of 

Covid-19. The capacity to generate cash flow, part of which is distributed to shareholders, 

signifies that the earnings quality of dividend-paying companies is superior compared to non-

dividend-paying companies, whose earnings quality is questionable. With a relatively higher 

quality of earnings among dividend-paying companies, earnings management in these companies 

is primarily focused on adherence to financial accounting standards rather than attempting to 

manipulate financial reports to satisfy loan contract stipulations. This underscores that dividends 

serve as a reliable indicator of earnings quality, even for companies impacted by Covid-19 

(Ntantamis and Zhou 2022; Tinungki, Robiyanto, and Hartono 2022).  

 

The practical implications of this research are that dividends still serve as a good signal for 

creditors, where good operational management of profitability and control from institutional and 

foreign ownership will lead to increased trust and reduced risk perception of the company for 

creditors. On the other hand, managerial ownership does not increase trust for creditors; instead, 

it decreases trust and increases the risk perception for creditors. Maintaining consistency and 

stability in dividend payments is very important not only for shareholders but also for creditors 

to sustain the company's continuity.  

 

5.0 CONCLUSION  

This study concludes that earnings management does not impact the cost of debt in dividend-

paying companies impacted the Covid-19 pandemic period for dividend payer companies. 

Despite the pressure on companies to portray enhanced performance through earnings 

management practices, the analysis indicates that creditors prioritize actual financial 

performance over manipulated earnings reports.  

 

Deeper, through this research, in time of impact of crisis caused by Covid-19 pandemic, it can be 

concluded that creditors have a positive perception of companies that pay dividends, have 

corporate governance control through institutional and foreign ownership, so that the earnings 

management estimates that the company may carry out do not have a negative impact on 

creditors' perceptions. Creditors consider that for companies that pay dividends and have control 

from institutional and foreign shareholders, the company's ability to generate profits is believed 

not to be tainted by earnings management, so the higher the company's ability to generate profits 

and the larger the company's size, the lower the perceived risk of company failure to creditors, 

resulting in relatively lower debt costs compared to companies with low profitability or smaller 

companies.  
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However, this study acknowledges certain limitations. First, the focus is confined to companies 

listed on the Indonesia Stock Exchange, and thus, the results may not be generalizable to 

companies in other countries or industry sectors. Second, the period analysed is restricted to the 

years 2021 to 2023, potentially overlooking the long-term impact of the Covid-19 pandemic on 

earnings management practices and the cost of debt. Third, the study does not account for 

external factors that may influence earnings management and debt cost decisions, such as 

macroeconomic conditions, governmental policies, and regulatory changes.  

 

Based on these findings and limitations, the authors suggest several directions for future 

research. Firstly, further research is recommended to explore other variables that may influence 

the cost of debt, such as capital structure, market risk, and macroeconomic factors. Secondly, 

expanding the scope of research to different industry sectors and countries is advised to obtain a 

more comprehensive understanding of the impact of earnings management on the cost of debt. 

Thirdly, longitudinal studies could be conducted to examine the long-term effects of the 

pandemic on earnings management practices and the cost of debt.  

 

In summary, the findings of this study are anticipated to provide valuable insights for 

stakeholders, including company managers, investors, and creditors, in developing sustainable 

financial management policies responsive to future challenges. It is imperative for companies to 

maintain sound and transparent management practices to uphold creditor trust and ensure 

financial stability, particularly in unforeseen crisis situations. 
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