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Abstract

Companies facing the risk of fluctuations in foreign exchange rates can hedge with derivative
instruments such as forward, future, swap and option contracts. The purpose of this study is to determine the
effect of exchange rates, firm size, leverage and liquidity on hedging decision making using derivative
instruments at state-owned banks listed on the Indonesia Stock Exchange for the period of 2016-2018. The
method of determining the sample using purpose sampling technique and obtained 12 samples that meet the
criteria and 144 firm-quarter observation. The analysis technique used is regression panel logistics. Based on
research results obtained, that if the size of the company increases, the potential for hedging decisions through
derivative instruments also increases. As for the level of leverage increases, the potential for hedging decisions
through derivative instruments decreases. And if the level of liquidity increases, the potential for hedging
decisions through derivative instruments decreases.
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1. Introduction

The The more the economy of a country is opened, it will have an impact on the increasing volume of
international trade. International trade transactions such as these will face the challenge of risk, namely the
currency differences imposed by each state which causes changes currency exchange rates (Putong, 2013).

Companies face risk of fluctuations in foreign currency exchange rates, purchase of materials that use
foreign currency and interest rate risks can hedge or hedging transactions Derivati f such as forward contracts,
futures, options, and currency swaps. This hegding decision will help companies to be able to manage their
business despite exchange rate volatility (Fahmi, 2014). Besides that, the turmoil caused by exchange rate
movements can also affect internal conditions, including the company's fundamentals.

The company's decision to hedge through derivative instruments is influenced by external and internal
company conditions. The external condition of the company under study is the effect of exchange rates. Kinasih
and Mabhardika (2019) stated that the effect of the exchange rate on hedging policies was not significant.
Likewise Indawan et al (2005) explained that the role of hedging through derivative instruments is still lacking,
meaning the company does not yet have a strong drive to do currency hedging.

Several driven by factors external companies that have foreign currency exposure is also driven to hedging
as some internal factors, such as firm size, leverage and liquidity. The influence of firm size on the possibility
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of hedging is positive (Fay, 2004), (Fitria, 2018), (Gatot et all, 2015), (Sofia and Yuneli, 2011) , while S yaputry
(2019) believes that size firm has a negative effect against hedging decisions . The liquidity ratio also has a
positive effect on hedging decisions (Fay, 2014), (Ahmad et all, 2015), while Chaudhury et all (2004) explains
that liquidity has a negative effect on hedging decisions. While leverage negatively affects hedging decisions
(Widyagoca, 2016).

The strengths of this research compared to previous research are filling in the shortcomings that there is no
specific research related to the influence of external and internal factors on the hedging decision on state-owned
companies, especially banks.

This research was conducted on state-owned banks listed on the Indonesia Stock Exchange in the period
2016-2018 with quarterly data. Quarterly exchange rate data is taken from the average value. For company size
data the researcher uses a proxy for total assets. As for liquidity data, researchers used the Current Ratio data
which is the ratio of current assets to current debt. As for leverage data, researchers use the ratio of debt to
assets. And the data for hedging decisions, researchers use a dummy variable with proxy 1 for the decision to
hedge and O for the decision not to hedge.

Based on the background explanation above, this study aims to examine the " Influence of Rupiah Exchange
Rates, Firm Size, Leverage and Liquidity on Hedging Decision Making Using Derivative Instruments at Bank
BUMN Listed on the Indonesia Stock Exchange in the Period of 2016-2018.”

2. Literature Review
Hedging

Hedging is a term in the futures market that carries out the risk transfer function . Hedging is a strategy
to reduce the risk of loss caused by price fluctuations, including the effect of exchange rate movements (Brigham
and Houston, 2014). Or according to Darsono and Rahman (2018) hedging is a strategy to limit the risk of
uncertainty in future foreign exchange price movements that will measure in a measurable way.

Exchange Rate

The rupiah exchange rate or exchange rate is a ratio of the price of currencies between countries, for
example the exchange rate of the rupiah against the US dollar. Exchange rate movements can be divided into
two, namely depreciation and appreciation. Depreciation reflects the amount of domestic currency exchanged
against foreign currencies more. For example a change in the exchange rate of the rupiah against the dollar from
Rp 13,000/ US $ to Rp 14,000 / US $ or in other terms the exchange rate of the rupiah against the dollar has
weakened. The appreciation is the opposite of depreciation when the rupiah exchange rate against the dollar has
strengthened from Rp 13,000 / US $ to Rp 12,000 / US $ (Darsono and Rahman, 2018).

Firm Size

Company size is the size of a company based on several variables including total assets, total sales, total
profits, tax burden and others (Brigham and Houston, 2014). The size of the company can affect the company's
fundamental conditions, the company's decision in carrying out policies including implementing hedging
policies.

Leverage

In running its business operations, companies need funds that are not only sourced from their own
capital, but can also be sourced from external parties, namely debt. Kasmir (2015) explains Leve Rage is the
company's ability to meet long - term obligations due to debt. While long-term obligations are usually in the
form of corporate debt with a maturity of more than one year, such as bank loans or bonds.
Liquidity
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The liquidity ratio explains how to measure a company's ability to meet its short-term needs. Namely
obligations that must be fulfilled in a span of less than one year or obligations that are due , such as bank loans,
trade debts, and other debts (Kashmir, 2015).

Framework
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Figure 1. Research Framework
Hypothesis:

Based on the research objectives, the theoretical basis and framework of thought can be proposed as follows:

1. First hypothesis : determined that weakened (depreciation ) of the rupiah against one unit of foreign
currencies will affect the decision of conduct hedging with derivatives transactions

2. Second Hypothesis : determined that the bigger companies (FRIM size) will have an effect on decisions
do hedging using intsrumen derivatives .

3. Third Hypothesis : it is stated that the higher the level of corporate leverage, it will affect the decision
to hedge with derivative transactions .

4. Fourth Hypothesis : stated that increasing the level of liquidity of the company, it will affect the decision
to not undertake hedging transactions of derivatives.

3. Methods

The sampling technique in this study uses a purposive sampling method or sample selection based on
predetermined criteria , namely banks whose listings on the Stock Exchange and Financial Report are published
in the 2016-2018 period. Data collection techniques used by researchers are literature studies and
documentation. This study uses logistic regression because the dependent variable used is a dummy variable
consisting of 1 for companies that do hedging and O for companies that do not do hedging .

This analysis model can be stated as follows:

60
Volume 1, Issue 1 available at http://e-journal.stie-kusumanegara.ac.id



Journal of Reseacrh in Business, Economics, and Education

Lnlt;p =Bo+B1 Xi+ B2 Xo+ B3 X3+ B4 X4......... + By Xa

Information:

Ln = Variable hedging decision , if the company applies a hedging decision then
a score of "1" is given if it does not apply a hedging policy then a score of
HOH

B30 = Regression Constants

B1,82,83,B84..B8n  =Regression coefficient for each independent variable

X1,X2,X3,X4...Xn =Coefficient regression of rupiah exchange rate, frim size , leverage and
liquidity.

4. Results and Discussion

Hosmer and Lemeshow’s Goodness of Fit

The Hosmer-Lemeshow test shows a Chi-square value of 9,971 at a significant level of 0.267 at a value
of 0.05. a significance level of> 0.05 means that the model in this study is acceptable. The results of calculations
in this study indicate that the regression model used is feasible for use in subsequent studies.

Table 1
Hosmer and Lemeshow Test
Step | Chi-square df Sig.
1 9,971 8 ,267

Source: Processed research data, 2019

Overall Fit Model

Overall fit model test shows a comparison between the value of -2 log likelihood in the initial block
and the number of -2 log likelihood in the final block. The results of the calculation of the value of -2 log
likelihood in the initial block ( block 0 ) amounted to 199,626 and the value of -2 log likelihood in the final
block ( block 1) decreased by 40,338 to 159,288, indicating that the overall logistic regression model used was
a good regression model. In this study it can be said that the regression model is feasible

Table 2.
Overall Fit Model
Block number -2 Log likelihood
Awal (block number =0) 199,626
Akhir (block number =1) 159,288

Source: Processed research data, 2019

Value McFadden R-Square
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The coefficient of determination is used to know how much the independent variable explains the
dependent variation. In the table below it can be seen that the Cox & Snell R Square value is 0.257 and the
Negelkerke R Square value is 0.343 which means the combination of the exchange rate, frim size , leverage and
liquidity can explain 34.3% and the rest is explained by other variables not tested in this research.

Table 3
Model Summary

Step | -2 Log likelihood | Cox & Snell R Square | Negelkerke R square
1 156,868 ,257 ,343

Source: Processed research data, 2019

Logistic Regression

Logistic regression analysis obtained the results as the following table. Variables that have a significant
effect are variables that have sig <0.05 and wald statistic values> 3.841 ( chi-square table).

Table 4
Logistic Regression Equations

Variable Coefficients Sig
Exchange Rate 0,000 Not significant
Firm Size 0,453 Significant
Leverage -0,110 Significant
Liquidity -0,017 Significant

Source: Processed research data, 2019

Based on the analysis results it can be seen that the logistic regression model can be formulated as
follows:
Ln p/(1-p) = -4,139+0.000NTR + 0,453FS — 0,110LEV - 0,017LIK
The logistic regression equation can be described as follows:

Firm size variable has a regression coefficient of 0.453 which means that for every 1 percent increase
in firm size, the hedging contract will experience an increase of 0.453 percent, assuming the other variables
are constant.

The variable leverage has a regression coefficient of -0.110, which means that for every 1 percent
increase in DAR, the hedging contract will decrease by 0.110 percent, assuming the other variables are
constant.

The liquidity variable which is proxied by using the current ratio has a regression coefficient of -0.017
which means that for every 1 percent increase in the current ratio, the hedging contract will decrease by 0.017
percent assuming the other variables are constant.

5. Conclusion

From the results of research on the effect of the exchange rate, firm size , leverage and liquidity of the
decision -making hedging using derivative instruments on the Bank SOE Year 2016-2018, can be summed up
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as follows: (1) Firm size positive and significant impact on decision hedging decisions using derivative
instruments . (2) Leverage has a negative and significant effect on hedging decision making using derivative
instruments in state-owned companies listed on the Indonesia Stock Exchange. (3) Liquidity influential ne
gative and significant impact on the decision-making hedging m enggunakan derivative instruments on
Integration SOEs listed in the Indonesia Stock Exchange. Based on the results and keterbata san research, then
there bebe rapa advice from the author, that is increasing the number of the study period, the study sample, and
study variables. Apart from that, it can also replace the dependent variable with a hedging strategy.

References

Ahmad, GA., Mardiyati, U., & Nashrin., USA. (2015). " Analysis of Hedging Determinants with Foreigh Currency Derivatives e
Instructions on Companies Listed On BEI Period 2012-2015 ". Indonesian Science Management Research Journal (Vol. 6 No. 2). pp:
540-557

Brigham, EF., & Houston., JF. (2014). " Basic Fundamentals of Financial Management ". 11. Jakarta Edition: Four Salemba

Chaudhry , NI., Mehmood, MS. & Mehmood A. (2014). "Determinants of Corporate Hedging Policies and Derivatives Usage in Risk
Management Practices of Non-Financial Firms". Wulfenia Journal (Volume. 21 No. 7) _. PP 293-310

Darsono., & Rahman., E. (2018). " The Foreign Exchange Market Theory and Practice ". Jakarta: Rajawali Press
Fahmi , I. (2014 ). Corporate Financial Management And Fitting a r Capital . First edition . Jakarta: Media Discourse Partner

Fitria, A. (2018). " Drivers of Derivative Use : Studies from Indonesia ". J urnal Ocean Economics and Business ( Vol 9 .no 1 ). pp:
70-83

Guniarti, F. (2014). " Factors That Influence Hedging Activities With Foreign Currency Derivative Instruments ". Journal of
Management Dynamics (Vol.5 No.1 ). pp: 64-79

Indawan, F., Fitriani, S., Karlina, I., & Grace., MV. (2015). "The Role of Currency Hedging on Firm Performance; A Panel of
Evidence Data in Indonesia ". Bulletin of Monetary, Economics and Banking . (Vol. 17 No.3). pp: 289-308

Cashmere. ( 2015 ) . Financial Statement Analysis . Depok. Rajawali

Kinasih, R., & Mahardika, DPK. (2019). "The Effect of Liquidity, Leverage, and Rupiah Exchange Rates on the Use of Derivative
Instruments as a Hedging Decision" Study on Conventional Banks listed on the Indonesia Stock Exchange Period 2014-2017. MEA
Scientific Journal (Management, Economics & Accounting) ( Vol . 3 No.1 ). pp:

Putong , I. (201 3 ). Economics Introduction to Micro and Macro . 5th edition . Jakarta: Media Discourse Partner .

Sofia, R., & Yuneli, MH. (2019) . " Determination of Hedging Decision Making in Foreign Currency Derivative Instruments " . J urnal
ISEI Business Management Review ( Vol . 3 # 1 ). pp: 16-25

Syaputry, WD., Elizabeth, SM., & Keristin, U. (2019). " Analysis of the Effect of Cash Flow Volatility, Leverage, Firm Size and
Liquidity Against Hedging Activities in Property and Real Estate Companies Listed on the Indonesia Stock Exchange Period 2015-
2017 . STIE MDP .

Widyagoca, 1. (2016). "The Effect of Leverage, Growth Opportunity and Liquidity on Hedging Decisions of PT Indosat Tbk. E
Journal of Management Udayana University . pp: 128-130

63
Volume 1, Issue 1 available at http://e-journal.stie-kusumanegara.ac.id



