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Abstract

This study examines how corporate social responsibility (CSR) disclosure and family

firms affect the cost of debt (COD) using a sample of companies listed on the

Indonesia Stock Exchange between 2017 and 2020. Ordinary least square regres-

sion was applied to investigate this association. This study also addresses the endo-

geneity problem using the generalized method of moments (GMM). This study finds

that CSR lowers a company's COD. Firms with more CSR reporting minimize infor-

mation asymmetry and improve their reputation. Next, we investigate whether fam-

ily ownership can moderate the relationship between CSR and the COD. These

findings support the hypothesis that family ownership moderates the relationship

between CSR and COD. It is possible that family businesses use CSR to maintain a

good reputation among their stakeholders, thus producing more CSR reports. The

findings contribute to the literature by providing empirical evidence on how CSR

and family firms experience a lower COD capital in the emerging economy context

of Indonesia. Furthermore, this study provides academic implications by investigat-

ing whether family ownership can be a moderator variable in the association

between CSR and COD. The study also has practical implications for practitioners

and regulators in creating policies that promote better CSR initiatives and corporate

governance systems.
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1 | INTRODUCTION

This study examines the relationship between corporate social

responsibility (CSR) and cost of debt (COD) in companies listed on the

Indonesia Stock Exchange (IDX) between 2017 and 2020. CSR activi-

ties have become an important part of business practice. CSR report-

ing is a commitment from the Limited Liability Company to participate

in sustainable economic development to improve the quality of life

and provide a beneficial environment for the company itself, the local

community, and society in general. Elkington (1997) created the con-

cept of the triple bottom line or “3P” (profit, people, and planet). If a

company intends to continue in the long term (sustainable), it must

adhere to the triple bottom line “3P” concept, which states that the

company must not only pursue revenue (profit), but also make a con-

tribution to society (people) and adhere to environmental sustainabil-

ity (planet).

CSR disclosures are considered additional reports that become

one of the sources of information required by investors and creditors.

It is regarded as a long-term value that can be addressed by stake-

holders and shows the company's broad attitudes toward environ-

mental, social, and governance issues (He, 2023). According to Wang

et al. (2023), CSR information can help stock investors determine
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whether a company is a good investment target. Studies conducted

by Guo et al. (2023) further state that CSR is an important issue for

creditors.

Indonesian businesses must pay close attention to CSR because

of the increasingly rapid development of the economy, technology,

and global competition. There are several regulations on CSR report-

ing in Indonesia, including PP No. 47 of 2012 concerning Social and

Environmental Responsibility of Limited Liability Companies, which is

stated in Article 4 paragraph (1) of PP No. 47 of 2012, “Social and
environmental responsibilities are carried out by the Board of Direc-

tors based on the Company's annual work plan after obtaining

approval from the Board of Commissioners or the GMS in accordance

with the articles of association of the Company, unless otherwise stip-

ulated in the laws and regulations.” Article 15b of Investment Law

No. 25 of 2007 states that “every listed company is obliged to carry

out corporate social responsibility.”
Companies that consistently provide detailed CSR disclosure bene-

fit from a variety of financial advantages, one of which is the lower

COD (Ali et al., 2023; Duggal et al., 2024; Guo et al., 2023). CSR report-

ing is certainly more interesting because of increasing stakeholder

demand, and the trend of CSR itself is increasing high (e.g., Guo

et al., 2023). This increases the company's transparency and makes

creditors more willing to provide capital to the company by lowering

their interest costs. According to Uyar et al. (2023), CSR disclosure can

reduce debt costs. From the agency theory perspective, CSR activities

can avoid corporate risk by reducing information asymmetry. In this

case, managers must be able to use increased CSR activities to disclose

more information, make the company more transparent, and improve

the company's image among stakeholders, especially investors and

creditors (AlKhouri & Suwaidan, 2023; Cui et al., 2018). This is also con-

sistent with signaling theory, which suggests that CSR disclosure is per-

ceived as a positive signal by creditors and other stakeholders.

For several reasons, this study differs from previous studies

(e.g. AlKhouri & Suwaidan, 2023; Duggal et al., 2024; Guo

et al., 2023; Uyar et al., 2023). First, it extends a limited number of

studies on how debtholders perceive CSR activities in developing

countries. Most research on CSR and the COD has been conducted in

developed countries, and there is still a paucity of literature examining

this relationship in developing countries (e.g., AlKhouri &

Suwaidan, 2023). This study is also practically important because debt

is the main source of funding in emerging markets, such as Indonesia

(Duggal et al., 2024).

Second, this study includes a moderating variable, family owner-

ship, on the relationship between CSR disclosure and debt financing

(e.g., Duggal et al., 2024). Another unique feature of the Indonesian

Corporate Governance landscape is the presence of family firms. In

Indonesia, the majority of listed companies are controlled by families

(Joni et al., 2020). The ownership structure of companies in Indonesia

differs from that of companies in other countries (Joni et al., 2020).

Most businesses in Indonesia are concentrated, with the owner serv-

ing on the board of directors and as a manager.

According to Madden et al. (2020), family businesses are more

likely to invest in CSR activities than nonfamily businesses.

Lim (2021), founders or founding families, and heirs control the major-

ity of companies worldwide. Persistent family ownership is long-term

loyalty to the company. However, if a company has a high percentage

of family ownership, creditors and investors will be interested in

investing in or providing funds to the company because the members

of the company will perform optimally so that the company survives

for a long time and is then passed down to its descendants. Conse-

quently, this study anticipates that agency conflict with the COD will

be reduced in family owned businesses, as it is impossible for family

businesses to survive only in the short term.

Our study uses a sample of 2250 companies listed on the IDX for

the 2017–2020 period. This study tested the effect of CSR on COD

by including a moderating variable: family ownership. In accordance

with our first hypothesis, our findings show that CSR has a negative

effect on debt costs, consistent with previous studies. In the second

test, our findings show that family ownership moderates the effect of

CSR on debt costs. To ensure that the standard error of the estimates

is consistent with heteroscedasticity and autocorrelation, an endo-

geneity test was performed using the generalized method of moments

(GMM) heteroscedasticity technique (e.g., Joni et al., 2020). These

results are consistent with the results of the main ordinary least

square (OLS) regression estimations.

The remainder of this paper is organized as follows. Section goes

over the theoretical foundation and hypothesis development. The

third section covers the research methodology for the sample and var-

iables used in this study. The fourth section presents the empirical

findings of the research in the form of a descriptive analysis and

explanations of the findings of this study. Finally, section is the study's

conclusion.

2 | INSTITUTIONAL BACKGROUND,
THEORETICAL FOUNDATION, AND
HYPOTHESIS DEVELOPMENT

2.1 | Institutional background

The concept of CSR first appeared in the United States and Europe in

1970 and has since become one of the most interesting topics dis-

cussed by most researchers and businesspersons. In recent years,

there has been a surge in public interest in CSR, which has sparked

much discussion in the accounting and finance literature (Duggal

et al., 2024; Hossain & Kryzanowski, 2021; Jannat et al., 2022). CSR

performance is defined as a set of descriptive classifications of busi-

ness activities with an emphasis on the impacts and outcomes for

society, stakeholders, and the company itself (Bacha et al., 2021). CSR

reporting demonstrates that companies incorporate social and envi-

ronmental caring behaviors into their business operations and core

strategies for interacting with their stakeholders. In recent years, the

public has become increasingly aware of CSR reporting issues. CSR

refers to going above and beyond what is required by law to serve the

community and environment (Harjoto & Laksmana, 2018;

Maury, 2022). In Indonesia, the government issued a CSR regulation,
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PP No. 47 of 2012, concerning Social and Environmental Responsibil-

ity in Limited Liability Companies, in 2012. The issuance of this gov-

ernment regulation undoubtedly adds to the list of Indonesian CSR

regulations. In addition, the law that governs CSR is Law No. 40 of

2007 concerning Limited Liability Companies Article 74, which states

that it is related to regulating the obligation of Limited Liability Com-

panies (PT) to carry out social and environmental responsibilities for

the business activities carried out by the company.

Hossain and Kryzanowski (2021) described a CSR report as a

business approach in which the goal is to respect ethics, people, soci-

ety, and the environment as an integral strategy for improving a com-

pany's competitive position. By engaging in CSR reporting, the

company has established and maintained positive relationships with

all its stakeholders. Recently, Duggal et al. (2024) state that CSR is a

strategic option that can have a variety of positive effects on the com-

pany, such as increasing stakeholder value, improving the company's

reputation, and being one of the company's investments that can

ensure the company's long-term sustainability. This is due to the fact

that the value of care issued by the company to stakeholders is not

solely for the benefit of the company, so it is beneficial for businesses

to issue CSR reports.

The concept of CSR has gained legitimacy in Indonesia, and it is

now being implemented by both state-owned and private companies

(Selin et al., 2023). The current form of CSR is not just a moral respon-

sibility. However, it has become a legal responsibility (liability) because

CSR has been regulated by existing laws, both corporate and human

rights.

2.2 | Theory and hypothesis development

Several related theories, including agency and signaling theories, can

explain the relationship between CSR and debt costs. According to

agency theory, there are two interconnected parties in a business: the

agent and principal (Jensen & Meckling, 2019). The agent is the com-

pany's manager, who oversees the company's operational activities,

whereas the principal is the party who will provide funds to the com-

pany. In this case, the investor (principal) must be able to hold man-

agement (agent) accountable for the funds provided to the company.

This indicates that companies that disclose CSR will entice investors

and creditors to invest their capital in the company because they can

be held accountable for the capital provided by creditors based on the

company's social responsibility (Bacha & Ajina, 2020). The purpose of

CSR disclosure is to minimize costs resulting from information asym-

metry and uncertainty from the perspective of agency theory.

Agency problems, which involve the relationship between agents

and owners, lead to information asymmetry. When management, as

an agent, has more personal information than the principal or investor,

information asymmetry occurs in the capital market; to reduce the

cost of capital, information asymmetry must be reduced (Bhuiyan &

Nguyen, 2019). The cost of capital is lower if information asymmetry

is reduced in the capital market. CSR disclosure is regarded as a vehi-

cle that protects stakeholders from potentially bad managerial

behavior and reduces information asymmetry, thereby lowering the

COD (Bhuiyan & Nguyen, 2019; Ghouma et al., 2018).

Additionally, signaling theory provides more arguments on the

association between CSR and the COD. Signaling theory emphasizes

the significance of the information issued by a company on invest-

ment decisions made outside the company. CSR disclosure is one of

the most important signals for stakeholders, including creditors,

because it provides information and an overview of the company's

current state of sustainable development issues (El Ghoul et al.,

2011). Creditors require relevant, accurate, complete, and timely

information as stakeholder analysis tools when making investment

decisions. By disclosing CSR reports, two goals are met to maximize

public interest, the first of which is to fulfill the public interest in

obtaining more informative corporate disclosure reports, thereby

reducing information asymmetry (La Rosa et al., 2018). Second, com-

panies that report CSR have good prospects for the future, so credi-

tors will provide funds to the company. The CSR report contains

information on environmental potential, social responsibilities, and

thus, long-term value and CSR data can be used to analyze a com-

pany's risk profile. According to Connelly et al. (2011), signalers are

companies that convey CSR information, where CSR is likened to a

signal to its recipients, namely creditors, to reduce information asym-

metry. After receiving a positive signal or information from the com-

pany, the creditor will take action regarding investment in the

company in question. Consequently, companies with more CSR dis-

closures experience lower debt capital costs.

A study conducted by Kuo et al. (2021) with a sample of 803 com-

panies listed on the Taiwan Stock Exchange and Taipei discovered

that CSR disclosure tends to reduce the COD. Nguyen et al. (2020)

discovered that debt holders are willing to provide long-term debt to

companies that report CSR because the company is thought to have a

great deal of responsibility. Thus, creditors offer lower debt rates than

companies that do not disclose CSR. The research conducted by Gong

et al. (2021), which uses companies registered in China with a sample

size of 10,937, finds that if a company commits a violation that results

in a penalty from the regulator, the COD will increase, but if the com-

pany violates regulations but reports CSR, the COD will not increase.

Therefore, CSR is regarded as a company insurance in China. Then, Xu

et al. (2021) and Guo et al. (2023), discovered, using a sample of 2144

companies in China, that companies that report CSR in the long term

and have high CSR values result in debtholders being willing to pro-

vide lower debt costs than companies that do not report CSR. Duggal

et al. (2024) use a longitudinal sample of Indian listed companies and

find that firms with higher CSR commitments experience lower costs

of debt.

In line with the theoretical background and estimation of prior

empirical evidence, the following hypothesis is proposed:

H1. Corporate social responsibility is negatively associ-

ated with the cost of debt ceteris paribus.

The type of ownership of a company can affect CSR (Battisti

et al., 2023; Duggal et al., 2024). Family led businesses frequently
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have a longer strategy and pay more attention to their family's per-

sonal reputation (Shankar & Yadav, 2021), As a result, they will pay

more attention to their corporate social environment, resulting in a

stronger preference for CSR (Battisti et al., 2023). In the context of a

family business, the majority can be actively involved in both the com-

pany's daily operations and its management responsibilities (Stock

et al., 2024).

Companies will become more dominant in reporting CSR to

increase market legitimacy and reputation and to maintain a stable

relationship with the government (Selin et al., 2023). One of the fac-

tors investors considers when deciding whether to invest in a com-

pany is reputation; the other is the company's and family's good

name. El Ghoul et al. (2016) also noted that reputation reflects stake-

holders' assessments of how well a company meets its relative expec-

tations. Owners and family members will assume that if a family's

reputation is bad, investors will be unwilling to give their funds, and

the company's performance will suffer as a result (Battisti

et al., 2023). This argument encourages family businesses to continue

reporting on CSR activities. Compared with other countries, Indonesia

has distinct characteristics in terms of its family ownership structure.

In Indonesia, ownership structures are more concentrated, with com-

pany owners being able to hold positions such as directors or commis-

sioners (Joni et al., 2020).

According to the findings of a study conducted by Shaw

et al. (2021) with a sample of 4392 companies in India in 2013, there

is a weak relationship between CSR compliance and accounting con-

servatism in family businesses. Gao et al. (2020), using a sample of

1434 companies in China, discovered that family businesses are gen-

erally able to give debtholders trust to provide their funds, informa-

tion asymmetry, and lower debt costs, so family businesses tend to

take less debt and have shorter debt maturities. Swanpitak et al.

(2020) discovered that family businesses in Thailand have lower costs

than nonfamily businesses using a sample of 2167 data from Thai

companies. Duggal et al. (2024) also found that family control affects

the relationship between CSR and the COD in India. This study

deduces the following hypothesis from the explanation above:

H2. Family ownership moderates the relationship

between CSR and the cost of debt ceteris paribus.

3 | RESEARCH METHODS

3.1 | Sample and data

The initial sample for this study included all public companies listed on

the IDX between 2017 and 2020. This study period was selected for

several reasons. First, the period is after regulation enactment, which

requires listed companies to disclose their CSR practices in Indonesia

(CSR is mandatory). Second, it was established before the severe

impact of the COVID-19 pandemic. This study calculates CSR data

using the CSR score index (CSRD) based on 20 criteria or indicators in

the calculation proposed by Muttakin and Khan (2014). The CSR score

includes several dimensions: community involvement (three

indicators), environmental (one indicator), employee information (nine

indicators), product and service information (six indicators), and value-

added information (one indicator). CSRD is applied as it was devel-

oped for emerging economies (Selin et al., 2023). All CSR information

is collected manually from the company's annual report or website if

available. Additionally, the study accessed financial data via the Thom-

son Reuters Datastream. From the Datastream results, 742 companies

were obtained. Blank data were excluded until the total sample size

reached 2250 observations, and approximately 34.5% (or 776 obser-

vations) were family firms. All variables were winsorized at the upper

and lower limits of 2% to reduce the impact of outliers. The company

year observations are shown in Table 1, Panel A. Panel B consists of

the number of companies by industry sector.

3.2 | Regression models and variables

The basic model used in this test is a multiple linear regression model

in which the influence of CSR on the COD is examined. This model is

consistent with the results of previous studies (Benlemlih, 2017;

Nguyen et al., 2020). Our specific model is as follows:

COD¼ β₀þβ₁CSRDþβ₂LEVþβ₃SIZEþβ₄ICRþβ₅YEARþβ₆IND:

The second model proves that family ownership moderates the

relationship between CSR and COD. Our study follows Aiken

et al., 1991; Saleh et al. (2021); Mansour, Al Amosh, et al. (2022) to

propose the interaction model as follow:

COD¼ β₀þβ₁CSRDþβ₂foþβ₃LEVþβ₄SIZEþβ₅ICRþβ₆CSRD fo
þβ₇YEARþβ8 IND:

In this case, the COD is the dependent variable. CSR is the main

independent variable and fo is the moderating variable. Then, leverage

(LEV), size of the company (SIZE), interest coverage (ICR), year (YEAR),

and industry (IND) are considered. Detailed information is presented

(Table 2).

3.3 | Cost of debt

Previous studies (Eliwa et al., 2021; Luo et al., 2019; Nguyen

et al., 2020) used an accounting-based COD measure, calculated as the

ratio of the company's interest expenses divided by its average liabili-

ties. This proxy is appropriate because measures related to sustainabil-

ity are more related to accounting-based measures than market-based

measures because companies look at the financial statements issued by

the company itself and the company's managerial performance when

making internal decisions rather than seeing the market response,

which is an external part of the company to actions taken by the com-

pany (Gracia & Siregar, 2021). This is derived from the data collected

from Refinitiv eikon on interest expenses and company liability.
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3.4 | Corporate social responsibility

CSRD, specifically, the social responsibility disclosure index score,

serves as a proxy for a company's CSR performance. CSR served as

the independent variable in this study. This study builds on previous

research (Muttakin & Khan, 2014). The study used a checklist of

20 items developed by Muttakin and Khan (2014) and created a

modified checklist with items relevant to Indonesian businesses. The

assessment procedure involves examining the points contained in

the company in accordance with those listed in the CSRD list, with

each point assigned a value of one if disclosed in accordance with the

CSRD and 0 if not disclosed in accordance with the CSRD. Following

Muttakin and Khan's (2014) study, the CSR disclosure index was cre-

ated by calculating each point according to the existing criteria given

to the highest possible score achieved for the item applicable to the

company. The CSRD index was calculated as follows (Muttakin &

Khan, 2014):

CSRDj index¼
Pnj

t¼iXij

nj
,

where CSRDj index: social disclosure index in a certain company with

a certain year. Nj: the number of items required where n = 20. Xi: the

number of items applied by company where n ≤ 20.

3.5 | Family ownership

Family ownership served as a moderating variable in this study. The

measurement of this variable uses the criteria of 5% or more share

ownership as the total share ownership of the company, as well as the

presence of families who occupy managerial positions in the company.

The 5% ownership is a cut-off of ownership in the company because,

within that range, it already has a considerable influence in making

decisions in the company, and some countries also require company

TABLE 1 Sample description.
Panel A: Sample selection

Calendar year 2017 2018 2019 2020 Total

Number of sample companies observed on the IDX 742 742 742 742 2968

Number of sample companies with missing data 248 202 160 108 718

Number of observations in the sample 494 540 582 634 2250

Panel B: Distribution of companies by industry (IDX IC)

Code Industry description

Company

n %

1 Energy sector 205 9.11

2 Raw goods sector 279 12.4

3 Industrial ector 167 7.42

4 Primary consumer sector 275 12.22

5 Nonprimary consumer sector 371 16.49

6 Health sector 63 2.8

7 Financial sector 367 16.31

8 Property and real estate sector 231 10.27

9 Technology sector 43 1.91

10 Infrastructure sector 175 7.78

11 Transport and logistics sector 74 3.29

2250 100

Abbreviation: IDX, Indonesia Stock Exchange.

TABLE 2 Variable definition.

Variable Definition

COD (cost of

debt)

The COD is calculated by dividing interest expense

by the average total long-term and short-term debt

CSRD (CSR) CSR is assessed using the CSRD criteria consisting

of 20 points (Muttakin & Khan, 2014)

fo (family

ownership)

If a family has outstanding company shares, the

dummy variable equals one

SIZE (firm's

size)

Natural logarithm of total assets

LEV (leverage) Total debt divided by equity

CSRD  fo
(interaction)

Interaction variable where the value of CSR is

multiplied by the value of family ownership

ICR (interest

coverage)

EBITDA divided by interest expense

IND (industry) Industry indicator variable classified by GICS

(Global Industry Classification Standard) codes

YEAR (year) Indicator variable years: 2017; 2018; 2019; 2020

Abbreviation: CSR, corporate social responsibility.
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ownership of 10% or less (La Porta et al., 1999). According to Siregar

and Utama (2008), in Indonesia, the use of more than 5% is consid-

ered effective enough to control the company. Family ownership is

represented by a dummy score (Gao et al., 2020), with 1 denoting a

company with at least 5% family ownership and 0 denoting a com-

pany with less than 5% family ownership.

3.6 | Control variables

Following previous studies on debt costs (Ali et al., 2023;

Benlemlih, 2017; Duggal et al., 2024; Nguyen et al., 2020), we con-

trolled for variables that can influence the COD capital, including

leverage, firm size, ICR, industry, and year fixed effects. In this study,

leverage (DER) is defined as the ratio of total debt to equity. Since

Duggal et al. (2024) demonstrated that leverage can increase liquidity

risk, leverage is included in the model. Next, we calculate firm size

(SIZE) using the natural logarithm of total assets. According to Guo

et al. (2023), size controls the impact of credit quality on debt matu-

rity. Larger companies are more likely to obtain long-term debt

because their credit quality is high (Ben-Nasr et al., 2015; Nguyen

et al., 2020). Additionally, ICR is negatively associated with the COD

(Joni et al., 2020). It is expected that a higher ICR value is related to a

lower COD. We controlled for possible variations over time by apply-

ing the year fixed effect (YEAR) in our model. Finally, potential indus-

try effects are controlled using industry indicator variables (IND)

based on Global Industry Classification Standard (GICS) codes.

4 | EMPIRICAL RESULTS

4.1 | Descriptive statistics

Table 3 displays descriptive statistics for variables based on a full sam-

ple of 2250 observations from 2017 to 2020. For family ownership,

our study uses a dummy value set to one if the company is owned by

family and zero otherwise. The dependent variable has an average

value of 0.273 with a maximum value of 0.071 and a minimum value

of 0.000. When compared to previous studies, the COD value is

considered reasonable because it is nearly the same. The average for

CSRD and family ownership are 0.425 and 0.345.

A paired Pearson's correlation test was also used to test the rela-

tionship between the variables that became the model in this study.

The Pearson correlation test excludes industry and year.i The highest

correlation was observed between COD and DER (r = 0.549). This

finding suggests that a higher DER is strongly associated with a higher

COD (see Table 4). Table 5 shows that the highest variance inflation

factor (VIF) for the COD is 1.65, which shows that VIF < 10, meaning

that multicollinearity does not occur.

4.2 | Corporate social responsibility, family
ownership, and cost of debt

Table 5 shows the results of OLS data processing for the first model

with a CSRD effect on COD. The OLS results state that the value has

a significant negative effect of 5% (coefficient = 0.0349,

t = 22.42), and the standard deviation value is 0.0015.

Model 1 in Table 5 shows that CSR has a significant negative

effect on the COD, with a coefficient of 0.0349 at the 1% level, con-

sistent with previous studies (Duggal et al., 2024; Gong et al., 2021;

Hu et al., 2021; Kuo et al., 2021; Nguyen et al., 2020). When a com-

pany reports CSR and has a higher CSR value, it experiences a lower

COD, because debtholders perceive it as a positive signal. In line with

agency and signaling theories, CSR disclosure is an important vehicle

for reducing information asymmetry and providing positive signals to

stakeholders, including creditors and investors, as reflected in the

lower COD. This means that creditors who view companies as having

better CSR are associated with lower corporate risks. This result is

economically significant and supports H1.

Model 2 in Table 5 shows that the interaction variable between

CSR and family ownership has a significantly negative effect on the

COD. Based on the moderated regression analysis, the coefficient of

the interaction terms between CSRD and fo (CSRD  fo) is 0.0128

negative and significant at the 1% level (t-value = 3.01), which sup-

ports H2. Clearly, the interaction variable (CSRD  fo) has a significant

negative effect on the COD. In these results, companies that disclose

CSR reporting with family businesses will reduce the COD because, in

TABLE 3 Summary of main variable
statistics.

Variable N Mean Standard deviation Minimum Maximum

COD 2250 0.027 0.017 0.000 0.071

CSRD 2250 0.425 0.224 0.000 0.850

fo 2250 0.345 0.475 0.000 1.000

SIZE 2250 21.731 1.800 18.046 25.892

DER 2250 0.394 0.671 0.000 3.361

ICR 2250 0.001 0.007 0.010 0.040

Note: This table provides summary statistics for the main variables. The sample includes 2250 company-

year observations for the 2017–2020 periods in the calendar year.

Abbreviations: COD, cost of debt; CSR, corporate social responsibility.

Source: Authors (2023).
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the case of family businesses, the company will pay more attention to

the company's reputation, and by doing so, the company will make

CSR disclosures. Creditors pay attention to the COD to a company

because the company has a plus. Companies will strive to operate in

the long term so that their legacy can be passed down to future gen-

erations, while also maintaining a focus on environmental and social

reporting.

4.3 | Discussion

The first hypothesis was supported by the regression results pre-

sented in Table 5. It can be stated that if a company is concerned with

the interests of its stakeholders, the stakeholders will support it. With

the creation of a CSR report, the company has provided information

related to the company, which is one of the stakeholders' interests in

obtaining information to reduce information asymmetry so that inves-

tors/debtholders are willing to provide lower interest costs. By report-

ing CSR, stakeholders can monitor company reports and the

company's state more easily, lowering the risk of the company being

unable to pay its debts. Transparency in reporting reduces agency

issues between companies and debtholders.

The findings of this study also support the second hypothesis,

which holds that family ownership with more CSR disclosures can

lower the COD. In this case, the company attempts to establish a

good reputation in the eyes of debtholders. Thus, family businesses

engage in CSR reporting so that debtholders can create a positive

image for the company and reduce information asymmetry. The dis-

closure of CSR will support lower agency costs, where the COD to be

received by the company will be lower and the company's reputation

will improve.

4.4 | Endogeneity

According to previous studies, family led businesses demonstrate that

family ownership and management control can have varying effects

on firm value, which in turn affects COD costs (e.g., Chiu &

Wang, 2019). In theory, family management reduces agency problems

associated with the classic owner-manager conflict described by Jen-

sen and Meckling (2019), resulting in a positive effect on the value of

family management. However, if professionals are better managers

than family founders or corporate heirs, this effect can be offset by

the costs of family management (Lim, 2021).

To address potential concerns about our test specification, specif-

ically endogeneity, we conducted a study using the Generalized

Method of Moments GMM. The GMM is considered an efficient esti-

mator in the presence of heteroscedasticity and a normal asymptotic

estimator in the absence of heteroscedasticity (e.g., Joni et al., 2020;

Mansour, Aishah Hashim, et al., 2022; Saleh et al., 2022; Ullah

et al., 2018; Wintoki et al., 2012). The GMM technique has the advan-

tage of ensuring heteroscedasticity and consistent autocorrelation in

the standard error of estimates. The results of the tests conducted

TABLE 4 Pearson correlation test.
(1) (2) (3) (4) (5) (6)

1. COD 1.000

2. CSRD 0.007 1.000

3. fo 0.014 0.032 1.000

4. SIZE 0.012 0.042** 0.022 1.000

5. DER 0.549*** 0.006 0.009 0.209** 1.000

6. ICR 0.017 0.013 0.025 0.014 0.045** 1.000

Note: The symbols ***, **, and * indicate statistical significance at 0.02, 0.05, and 0.10, respectively.

Abbreviations: COD, cost of debt; CSR, corporate social responsibility; ICR, interest coverage.

Source: Authors (2023).

TABLE 5 The relation between corporate social responsibility and
cost of debt using OLS regression.

Variable

Coefficient estimation

Model 1 Model 2

CSRD 0.0349 (22.42)*** .0338 (21.25)***

fo - .0024 (3.12)***

SIZE 0.0012 (7.11)*** .0012 (7.09)***

DER 0.0047 (9.93)*** .0047 (9.94)***

ICR 0.0056 (0.12) .0086 (0.19)

CSRD  fo - .0128 (3.01)***

IND Included Included

YEAR Included Included

Mean VIF 1.65 1.64

Adj. R2 0.3242 0.3273

F 64.46 58.59

Prob > F 0.0000 0.0000

N 2250 2250

Note: This table shows the results of the COD regression on corporate

social responsibility (CSRD), family ownership with a dummy value (fo), the

interaction variable between CSR and family ownership (CSRD  fo), and

the control variable in the form of year and industry. The symbols ***, **,

and * indicate statistical significance at 0.02, 0.05, and 0.10, respectively.

Abbreviations: CSR, corporate social responsibility; ICR, interest coverage.

Source: Authors (2023).
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in this study (see Table 6) do not deviate from the test results in

Table 5.

5 | CONCLUSIONS

This study examines the effect of CSR on the COD in Indonesian

firms, with family ownership acting as a moderating variable. This

study chose Indonesian companies because CSR disclosure is required

in Indonesia, as stated in Law No. 40 of 2007, concerning Limited Lia-

bility Companies, Article 1 Number 3, related to social and environ-

mental responsibility. The findings of this study are consistent with

those of prior studies (Duggal et al., 2024; Gao et al., 2020) and state

that companies that build a strong corporate image and reputation by

disclosing CSR will reduce COD. Indonesia is a developing country in

which debt financing plays a significant role in business. This is one of

the disclosures that the principal can accept when making reports

related to corporate responsibility in the social environment. This

allows investors or creditors to consider whether they will reduce the

COD by reviewing a company's CSR reports. This study demonstrates

that a company's image will improve if it has a high CSR value and a

high proportion of family ownership. In Indonesia, the family of heirs

leads to the leadership of a family company, such as the board of

directors and commissioners. Therefore, when a company is led by a

family and reports on CSR, it reduces information asymmetry and

increases the principal's trust in the company by providing funds.

These findings are in line with Agency and Signaling theories, which

indicate that CSR disclosure is an effective tool to minimize agency

conflicts and is perceived positively by creditors. Therefore, firms with

more CSR disclosures experience lower COD financing.

This study has important implications for company managers, reg-

ulators, and academics. Because company managers are expected to

pay attention to CSR reporting, they must consider and implement

CSR programs when developing debt reduction strategies. According

to the findings of our study, creditors regard CSR performance as one

of better risk management and information asymmetry, and creditors

will consider providing cheaper debt financing to companies that

actively disclose CSR. Compliance strategies are much better for com-

pany managers, because mandatory CSR is inevitable. Additionally,

the study highlights the importance of efficient regulation and effec-

tive monitoring of regulators for companies to implement sustainable

CSR reports. This can be a consideration for future impacts, particu-

larly for companies that are directly related to ecosystems or the envi-

ronment, and will have a long-term impact on the state of the

ecosystem to pay close attention and be accountable for CSR.

The study also adds to the literature on family ownership, which

moderates CSR with a COD, where no one has done this research in

Indonesia, and the results obtained can provide additional literature

for stakeholders, particularly family businesses, to pay attention to

CSR reporting. This study also contributes to the academic field by

increasing knowledge about CSR reporting, which has the potential to

reduce agency costs and information asymmetry, both of which will

have an impact on debt financing provided by investors. CSR can also

help the ecosystem in the environment surrounding the industry,

because the company has taken responsibility for its actions toward

the environment through CSR reports. This should be a factor for

stakeholders when providing funds to the company so that the com-

pany is responsible for the social environment as well as profit.

The findings of this study must be interpreted with several limita-

tions in mind. First, in terms of debt financing, it is necessary to distin-

guish between long- and short-term debt to clarify the specifications

for the COD due to differences in the time period for borrowing

funds. Second, when conducting a CSR test, it is necessary to distin-

guish between industries (mining, agriculture, health, etc.) because

each industry has different effects on the environment and society,

which are then linked to the COD. Third, additional research is recom-

mended to broaden the research by including companies from devel-

oping countries, particularly ASEAN. Further research can examine

other ownership structures, such as institutional or government own-

ership, which are also prevalent in the context of companies listed on

the IDX.
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