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 A B S T R A C T  

Governments sell bonds to finance their budget. In this case, the investors are wil l-
ing to buy government bonds because they want to get the yield. On the other hand, 
when the government bond yields is too high it would burden the state in paying the 
due interest. Various studies have been done to find the variables that affect gov-
ernment bond yield significantly, such as exchange rate, inflation rate, interest rate, 
and oil price. This study found two more variables namely consumer expectations 
index and the economic conditions index to complement the variables that have been 
discovered. These two variables are used as a proxy of economic stability of a coun-
try, the increase of those variables represent the increase of economic stability and 
will reduce the level of risk and lowering the yield that investors demand. This re-
search uses descriptive method and explanatory study with secondary data using 
multivariate regression equation model. The results show consumer expectation 
index and economic condition index have significant effect on Indonesian Govern-
ment Bond yield. To keep the consumers’ expectation for the increase of index  and 
economic condition, the government should give a positive signal and a sense of 
security to investors.  
 

 A B S T R A K  

Pemerintah menjual obligasi untuk membiayai anggaran mereka. Dalam hal ini, 
investor bersedia untuk membeli obligasi pemerintah karena mereka ingin menda-
patkan hasil. Di sisi lain, ketika imbal hasil obligasi pemerintah terlalu tinggi, maka 
ini membebani negara dalam membayar bunga yang jatuh tempo. Berbagai peneli-
tian telah dilakukan untuk mencari variabel yang mempengaruhi yield obligasi 
pemerintah secara signifikan, seperti nilai tukar, tingkat inflasi, suku bunga, dan 
harga minyak. Penelitian ini menemukan dua variabel yaitu indeks ekspektasi kon-
sumen dan indeks kondisi ekonomi untuk variabel-variabel yang sebelumnya. Kedua 
variabel yang digunakan sebagai proxy dari stabilitas ekonomi suatu negara, pe-
ningkatan variabel menggambarkan peningkatan stabilitas ekonomi dan menguran-
gi tingkat risiko dan menurunkan hasil yang diharapkan investor. Penelitian ini 
menggunakan metode deskriptif dan studi eksplanatori menggunakan data sekunder 
dengan persamaan regresi multivariat. Hasil penelitian menunjukkan indeks eks-
pektasi konsumen dan indeks kondisi ekonomi berpengaruh signifikan terhadap yield 
obligasi pemerintah Indonesia. Untuk menjaga harapan konsumen untuk peningka-
tan indeks dan kondisi ekonomi, pemerintah harus memberikan sinyal positif dan 
rasa aman kepada mereka.  
 

 

1. INTRODUCTION 
Indonesian Government Bond has several bonds 
with different maturity dates, which are generally 
10-years term. In addition, in this country, there are 
two kinds of bonds launched by the government, 
namely SBN (Surat Berharga Negara) and SBI (Serti-

fikat Bank Indonesia). SBN is used to obtain funds to 
finance the government budget (APBN), while SBI 
is used by Bank Indonesia to control inflation. 

The yield specified in SBN is important to ob-
serve because of the impact on the interest expense 
to be paid by the government. The higher the yield, 
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the more funds to be spent, which otherwise can be 
used for development of the country. On the other 
hand, the yield of SBN also becomes the major con-
cern for investors, because they want to compare 
the yield of government bonds with the inflation 
rate in that country. If the yield obtained by inves-
tors is still satisfactory, they will buy the bonds. 
Besides that, SBN yield is also often used as a refer-
ence for determining the risk-free rate in the CAPM 
formula used by investors in the stock market. For 
example, when the risk-free rate in a high state, the 
investors will ask the higher the market return and 
vice versa. 

The degree of the risk-free rate can also affect 
the deposit rates and loan rates. Too high loan in-
terest rate will cause many potential projects being 
rejected because the calculation of net present value 
and internal rate of return of the project is not feas-
ible. From the previous studies, the government 
bond yields in many countries are influenced by a 
variety of other variables such as interest rates, in-
flation, and exchange rates. Most of the research 
results from various countries concluded some va-
riables such as interest rates, inflation, and the ex-
change rate have significant effects on the govern-
ment bond yield. However, other researchers found 
no significant effect of those variables on the gov-
ernment bond yield. 

Indonesia in recent years experienced higher 
inflation than other countries in other ASEAN re-
gion. For that reason, it is necessary to investigate 
whether inflation has impact on Indonesian gov-
ernment bonds yield. The fluctuation level of IDR 
against USD is also quite sharp compared to other 
ASEAN countries, especially during election year. 
Thus, it is necessary to investigate whether there is 
an effect of the exchange rate on the Indonesian 
government bond yield. It is assumed that there are 
also other variables that significantly affect the 
government bond yield. 

Now that determining government bond yield 
is very important, this study attempts to confirm 
whether the level of interest rates, inflation, and the 
exchange rate have effects on Indonesian govern-
ment bond yield. Besides that, this research also 
tries to explore whether there are other variables 
that also affect Indonesian government bonds yield. 

 
2. THEORETICAL FRAMEWORK AND HYPO-
THESES 
Negative Entrenchment Effect 
According to Elton et al. (2007), government bonds 
represent the borrowing of the federal government. 
They represent the largest percentage of total debt 

market and are by far the most liquid. Since they 
are backed up by the government, they are consi-
dered default free. In details, interest rate for bond 
is usually named yield. Yield is the income compo-
nent of a security‟s return (Jones 2007). 

A study discusses the relationship between in-
flation and government bond as listed as the fol-
lowing: Consumption, money supply and inflation 
do not significantly affect the interest rate SBI (Se-
tiawan & Bratakusumah 2010). 

Other studies are concerned with the relation-
ship between exchange rate and government bond 
such as the following: 1) Sihombing et al. (2014) 
found that Rupiah exchange rate and foreign ex-
change reserve highly affect the long-term interest 
rate. 2) Chee & Fah (2013) found that the exchange 
rate has a significant and positive relationship with 
five-year UK government bond yield. 3) Favero et 
al. (2010) in their research for variables that affect 
government bond yield conclude that dollar-euro 
exchange rate is insignificant. 4) Batten et al. (2006) 
that conclude that exchange rate variables were 
only significant for spreads on Philippine bonds 
where it was positively related to changes in the 
exchange rate. 

Some researches that found the relationship 
between interest rate and government bond are as 
the following: 1) Ahmad et al. (2009) research 
found interest rate has significant influence on 
bond yield spread of the Malaysian Government 
Securities (MGS) and Corporate Bonds (CBs) for a 
period from January 2001 to December 2008. 2) De 
Goeij & Marquering (2006) also found that mone-
tary policy has a short-term effect on bond volatili-
ty. 3) Fang, Lin & Parbhoo (2008) research conclude 
debt markets are more responsive to interest rates 
compared to the stock market. 4) Chee & Fah (2013) 
also found that short term interest rate is significant 
and negatively related to UK government bond 
yields. 

Some researches that found the relationship 
between external risk factors and stability to gov-
ernment bond are as the following: 1) The markets 
of the countries that decided to stay out of the 
Monetary Union present a higher vulnerability to 
external risk factors. (Abad, Chuliá, & Gómez-Puig 
2009); 2) Fiscal policies in “good” times need to be 
sounder to create leeway for crisis times, pointing 
to the need for compliance with the Stability and 
Growth Pact (Von Hagen, Schuknecht, & Wolswijk 
2011); 3) The sovereign debt crisis has made it clear 
that central banking is more than keeping inflation 
low. Central banks are also responsible for financial 
stability. (De Grauwe 2013); 4) Because there are 
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differences concluded in those various studies, this 
research intends to make sure the factors that influ-
ence the Indonesian Government Bond yield. 

In reference to the theoretical review and some 
previous studies, the researcher stated the hypo-
theses are as follows: 
H0: there is no significant effect partially or simul-
taneously between inflation, exchange rate, interest 
rate, oil price, the consumer expectation index, and 
the index of economic conditions on the Indonesian 
Government Bond yield. 
Ha: there are significant effects partially or simul-
taneously between inflation, exchange rate, interest 
rate, oil price, the consumer expectation index, and 
the index of economic conditions on the Indonesian 
Government Bond yield. 
 
3. RESEARCH METHOD 
This study uses a descriptive method and explana-
tory study with secondary data taken from 
- www.bi.go.id,  
- www.worldbank.org,  
- www.finance.yahoo.com, and  
- www.id.investing.com.  
This selection was based on systematic sampling 
during the period from January 2012 to December 
2015. The dependent variable is the Indonesian 
Government Bond Yield, while the independent 
variables are consumer expectation index, econom-
ic conditions index, inflation rate, interest rate, per 
barrel crude oil price in US dollar, and direct quota-
tion exchange rate between IDR and USD. 

Multivariate regression equation model was 
used with a significance level of 5% for t-test. I used 
oil price as the proxy of external risk factors due to 
fluctuations in world oil prices occurred outside the 
Indonesian government control and it can affect 
inflation. For the proxy of the stability, this research 
takes variable consumer expectations index and the 
index of economic conditions, due to the stability of 
a country can be reflected from the expectations 
and beliefs of the population. 

According to Indonesian Central Bank, the 
consumer expectations index is obtained from such 
as Earnings expectations, Expectations of business 
activity, and Expectations for employment, while 
the economic conditions index are from Current 
earnings, Timeliness durable purchases, and The 
availability of jobs. 

The index was calculated by the method of 
balance score (net balance + 100). When the index is 
above 100 it means optimistic, otherwise if the in-
dex is below 100 it means pessimists. The net bal-
ance was calculated from the difference between 
the percentages of respondents that increased the 
percentage of respondents who declined. The scope 
of the survey conducted monthly in 18 cities Indo-
nesia covering 4600 households, namely: Jakarta, 
Bandung, Semarang, Surabaya, Medan, Makassar, 
Bandar Lampung, Palembang, Banjarmasin, Pa-
dang, Pontianak, Samarinda, Manado, Denpasar, 
Mataram, Pangkal Pinang, Ambon, and Banten. 
(www.bi.go.id). 

Based on the literature review and the va-
riables of this study that shown in Table 1, the 
model equations that affect Indonesian Govern-
ment Bond yield is as follows: 
IGB = c + β1.CEIt + β2.ECIt + β3.lNFt + β4.INTt + 
β5.OILPRICEt + β6.XRATEt + μt. (1) 
Note: 
IGB : Indonesian Government Bond yield 
CEI : Consumer Expectation Index 
ECI : Economic Conditions Index 
INF : Inflation rate 
INT : Interest rate 
OILPRICE : Per barrel crude oil price in US dollar 
XRATE : Direct quotation IDR per USD 
 
4. DATA ANALYSIS AND DISCUSSION 
From Figure 1, it can be seen a graph of the yield on 
government bonds for 10 years (Indonesian Gov-
ernment Bonds for 10 years period). They have 
certain tendencies. There are certain months where 
SBN yield has decreased but for the overall SBN 10 

Table 1 
The Source of Variables 

No Variables Unit Period Data Source 

1 IGB Percentage Monthly id.investing.com 

2 CEI Nominal Monthly Bank Indonesia 

3 ECI Nominal Monthly Bank Indonesia 

4 INF Percentage Monthly World Bank 

5 INT Percentage Monthly World Bank 

6 OILPRICE US dollar Monthly World Bank 

7 XRATE US dollar Monthly Finance.Yahoo.com 

 

http://www.bi.go.id/
http://www.worldbank.org/
http://www.finance.yahoo.com/
http://www.id.investing.com/
http://www.bi.go.id/
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years yield increasing, the highest occurred in Sep-
tember 2015 at a yield of 9.62%. When compared 
with the yield of government securities in January 
2012, which was only 5.30%, the increase in yield 
on 10 year government bonds is nearly 90% rise 
during the period of three and a half years. Indeed, 
in the next 10 years the government securities yield 
has decreased but is still above 8%. 

In November and December over the past 
three years, 2013 till 2015, government bonds 10 
years yield amounts to 8% this indicates that dur-

ing the months of government funding require-
ments are on the rise. Allegedly the need of these 
funds was to pay interest of government debt. If 
this is the case then the government owes a debt to 
pay interest, and if the interest rate (yield) is in-
creasing, it can be harmful to the economic devel-
opment and also increase the risk of default. It is 
necessary to explore what factors leading to higher 
yield on 10 years government bonds. 

Graph in Figure 2 shows the inflation in Indo-
nesia has increased during the fasting month and at 

 
Figure 1 

Graph of Indonesian Government Bond 10-years for Jan 2012 until Dec 2015 

Source: id.investing.com. 

 
Figure 2 

Graph of Inflation Rate and Interest Rate in Indonesia for Jan 2012 until Dec 2015 

Source: www.worldbank.org. 
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the end of the year. 
Inflation in July and August 2013 respectively 

was 8.61% and 8.79%, which was the highest infla-
tion of the year. In that year, the fasting month be-
gan on July 10 until August 10, 2013. 

Inflation in June 2014 was 6.7%, and the fasting 
month began on June 29, 2014 until August 29, 
2014. Inflation is somewhat restrained because of 
the month the government announced a reduction 

in fuel prices. 
Inflation in June and July 2015 was 7.5%, and 

the fasting month began on June 28 until July 18, 
2015. Inflation at the time influenced by the in-
crease of beef prices. 

In addition, the inflation at the end of each 
year between 2013 until 2015 was such as the fol-
lowing: Inflation in November 2013: 8.37% and 
December 2013: 8.38%; Inflation in November 2014: 

 
Figure 3 

Graph of Direct Quotation IDR-USD for Jan 2012 until Dec 2015 

Source: finance.yahoo.com. 

 

 
Figure 4 

Graph of Economic Conditions Index and the Consumer Expectations Index for Jan 2012 until Dec 2015 

Source: www.bi.go.id. 
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6.23% and December 2014: 8.36%; Inflation in No-
vember 2015: 4.89% and December 2015: 3.35%. 

The inflation at the end of 2013 was high be-
cause of the oil price was still high in Indonesia, 
while inflation at the end of 2014 was still high be-
cause even though at that time oil prices in the 
world have started to decline, but the price of fuel 
in the country has not been lowered by the gov-
ernment, it was not lowered until January 2015. At 
the end of 2015, there were exceptions, where a 
decline in inflation is caused by several factors such 
as: oil prices were getting lower, the alertness of the 
government to maintain supplies of basic commod-
ities and also because people's purchasing power is 
weakened, so at that time the economic activity 
went down. 

The graph in Figure 2 also shows the interest 
rate increased from 5.75% in early 2012 to 7.5% in 
2015. The trend of increasing interest rate began in 
June 2013 until November 2013, after November 
2013 the interest rate stay at the level of 7.5% until 
December 2015, allegedly it was the government 
strategy to neutralize the volatility of inflation oc-
curred from June 2013 until December 2015. 

Based on the information in Figure 3, the direct 
quotation IDR-USD, it shows that the value of IDR 
tends to decrease against the USD. From the end of 
January 2012 to the end of December 2015, the val-
ue of IDR slumped by 53%. Although in October, 
November and December 2015 there was a slight 
strengthening of IDR against the USD, but it was 

more due to the weakening of the USD against all 
world currencies. 

The graph in Figure 4 is the trend of the Con-
sumer Expectation Index run in line with the Eco-
nomic Condition Index. Consumer Expectations 
Index remained above Economic Condition Index, 
it indicates the public optimism. From September 
2015 until December 2015 Economic Conditions 
Index and the Consumer Expectations Index had an 
increasing trend. 

The graph in Figure 5 shows that crude oil 
price has declined from USD 117.79 per barrel in 
March 2012 to USD 36.56 per barrel in December 
2015. The declining of oil prices is expected to have 
contribution to the declining in inflation in various 
countries. Community in petroleum importer coun-
tries such as Indonesia and Singapore have an in-
creasing purchasing power in line with inflation 
declining, but the oil exporters countries such as 
Saudi Arabia and Venezuela which only rely on the 
sale of petroleum as a source of state revenue expe-
riencing economic difficulties. 

From the data processing, the equation is as 
follows: 
IGB = -9.298476 – 0.05588 CEIt -0.663682 ECIt + 
0.006171 lNFt + 0.5733 INTt + 0.308739 OILPRICEt – 
1.095759 XRATEt + μt 
R-squared = 0.897777 
Adjusted R-squared = 0.882817 
Prob (F-statistic) = 0 
(See the Appendices for the details). 

 
Figure 5 

Graph of Per Barrel Crude Oil Price for Jan 2012 until Dec 2015 

Source: www.worldbank.org. 
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The results of data processing showed almost 
all independent variables significantly influence the 
Indonesian Government Bond Yield except variable 
inflation rate. The result is in line with the finding 
of Setiawan & Bratakusumah (2010). Partially, the 
consumer expectation Index (CEI) has significant 
negative effect, which means an increase in the 
Consumer Expectation Index will has a negative 
effect on Indonesian Government Bond Yield. In 
other words, the increase in consumer expectations 
will reduce Government Bond Yield. 

Partially, the economic condition index (ECI) 
has significant negative effect on Indonesian Gov-
ernment Bond Yield, means an increase in Econom-
ic Condition Index will cause the Indonesian Gov-
ernment Bond Yield to decline. The increase in the 
Consumer Expectation Index and Economic Condi-
tion Index that has negative influence in Indonesian 
Government Bond Yield is consistent with the re-
search from Von Hagen, Schuknecht, & Wolswijk 
(2011) and De Grauwe (2013) who states the impor-
tance of stability in managing government bond 
yields. 

Again, partially, interest rate has a significant 
positive effect on Indonesian Government Bond 
Yield, which means an increasing in interest rate 
will increase Indonesian Government Bond Yield. 
The relationship between interest rate and Indone-
sian Government Bond Yield is consistent with the 
research from Sulistiono & Ishida (2016). 

Partially, oil price has a significant positive in-
fluence the Indonesian Government Bond Yield, 
which means a rise in crude oil prices affect the 
increase in Indonesian Government Bonds. The 
influence of external risk factors on government 
bonds consistent with the research from Abad, 
Chuliá, & Gómez-Puig (2009). 

Partially, exchange rate has a significant nega-
tive effect on the Indonesian Government Bond 
Yield, which means a strengthening of the USD 
against IDR effect on the increase in Indonesian 
Government Bond Yield. In other words, if the val-
ue of the rupiah depreciates it will lead to a rise 
Indonesian Government Bond Yield. These results 
are consistent with the research from Sihombing et 
al. (2014). 

Simultaneously, the inflation rate, consumer 
expectation index, economic condition index, inter-
est rate, oil price, exchange rate significantly influ-
ence the Indonesian Government Bond Yield. From 
the adjusted R-squared, it can be concluded that 
88% variation in the dependent variable can be ex-
plained by the independent variables. 

 

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATIONS 
From the results of data processing, it can be con-
cluded that partially there are other factors than 
interest rate and exchange rate affecting the Indo-
nesian Government Bond Yield. These factors are: 
consumer expectation index and economic condi-
tion index which represent the economic stability of 
the country; and oil price that represent the exter-
nal risk factors condition in the world. Although 
partially, the inflation rate does not significantly 
influence the Indonesian Government Bond yield, 
yet simultaneously all variables significantly affect 
the Indonesian Government Bond yield. 

The government should give a positive signal 
and a sense of security to investor so the consumer 
expectation index and economic condition index 
that represent economic stability can increase, the 
increase of economic stability will reduce the level 
of risk and lowering the yield investors demand. 

The government still had to keep interest rates 
low due to a decrease in interest rates would de-
crease government bond yields. 

The depreciation of the rupiah against the USD 
will lead to a rise in Indonesian Government Bond 
yield; therefore it is necessary to maintain the ex-
change rate to remain stable. 

The government should monitor price move-
ments of crude oil and also maintain the crude oil 
reserves due to the changes of oil prices will have 
an impact on inflation and also to the Indonesian 
Government Bond yield. The use of alternative 
energy such as bio fuel should be increased to re-
duce the dependence on fossil fuels. 

This study find two new variables that affect 
government bond yield, the consumer expectation 
index and economic condition index which 
represent economic stability, but there are other 
variables that have not been found. Further studies 
are expected to look for other independent va-
riables that affect government bond yield. 

This study uses monthly data due to difficul-
ties to obtain data daily or hourly, especially for 
daily data of the inflation rate, the consumer expec-
tation index, and economic condition index. 
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APPENDICES 
 

Statistical Result  

Dependent Variable: IGB 
Method: Least Squares 
Date: 04/26/16   Time: 21:57 
Sample: 2012M01 2015M12 
Included observations: 48 

 

Variables Coefficient Std. Error t-Statistic Prob.   Condition 

C -9.298476 4.302786 -2.161036 0.0366   

CEI -0.05588 0.027736 -2.01473 0.05 ** 

ECI -0.663682 0.194562 -3.411163 0.0015 *** 

INF 0.006171 0.044032 0.14014 0.8892   

INT 0.5733 0.277351 2.067053 0.0451 ** 

OILPRICE 0.308739 0.06723 4.592299 0 *** 

XRATE -1.095759 0.324859 -3.373029 0.0016 *** 

            

R-squared 0.897777     Mean dependent var   -2.63247   

Adjusted R-squared 0.882817     S.D. dependent var   0.184454   

S.E. of regression 0.063142     Akaike info criterion   -2.55282   

Sum squared resid 0.163464     Schwarz criterion   -2.27994   

Log likelihood 68.26772     Hannan-Quinn criter.   -2.4497   

F-statistic 60.01392     Durbin-Watson stat   0.918832   

Prob(F-statistic) 0         

Source: Result from Eviews‟ process. 
Notes: 
* for p-value equal or less than 0.10 
** for p-value equal or less than 0.05 
*** for p-value equal or less than 0.01 
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