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ABSTRACT: Hedging is a policy done by a corporation in order to manage the possible risk caused by the
exchange rate fluctuation. The purpose of this study is to determine the significance of the influence of liquidity,
growth opportunities, and firm size on hedging policies. The study was conducted on non-financial companies
in Indonesia Stock Exchange in the period of 2018. The study used purposive sampling technique with the
number of samples of 449 companies. Data collections were conducted by non-participant observation method
namely through financial report data published on the website www.idx.co.id. The analysis technique used in
this study is logistic regression analysis. The results of hypothesis testing show that the liquidity which proxied
by current ratio and the growth opportunities proxied by market to book value equity has negative, insignificant
influence on hedging decision. Firm size has significance and positive influence on hedging decisions.
KEYWORDS: firm size, growth opportunities, hedging decision, liquidity

l. INTRODUCTION

Globalization and technology development has become huge influences in various aspect of people’s
life. Economic sector is one of the biggest sector influenced by the development of technology and
globalization. Using the benefit provided by this development, firms and corporation are able to expand their
business to foreign markets world-wide(Wild et al., 2013). Firms which have reached their optimum growthin
their home country will likely to find bigger opportunities in foreign market, in addition the emerging growth of
foreign market would motivate firms to expand their businesses through foreign trade and investment (Ball et
al., 2014). However, these opportunities of foreign trade and investment come with risks and threats to the
company. Foreign exchange rate fluctuation, foreign economic conditions, and political risks are the risk that
international firms have to bear and exposed to when they choose to execute international trade and investment
(Madura, 2015).

Firmswhose exposed by the fluctuation of foreign rate exchange can use hedging as one of their risk-
management tools. Common hedging methods used by corporations are mostly derivatives techniques such as
forward contract, future contract, swap, and options (Madura, 2015). Derivative is a contract between two or
more parties to trade commodity and or currencies where the price takes place in specified date in the future at a
price agreed today (Dewi and Purnawati, 2016). The value of derivative contracts changes overtime based on
the performance of the underlying assets. Therefore, meanwhile hedging through derivative contracts could
minimize the foreign exchangerate fluctuation risk, it also could create loss to the corporations if it is done in
inappropriate setting. Hence, corporations have to be prudent when it comes to use derivatives contracts as
hedging method (Prabawati and Damayanti, 2019).

Factors influencing the firms’ decisions on derivative usage as hedging method also based on firms’
internal condition such as liquidity, growth opportunities, and firm size. Liquidity refers to a company’s ability
to settle its short-term liabilities. Firms’ liquidity are measured by the degree to use its current assets to meets
its current or short-term liabilities. The higher the ability of the company to settle its liabilities means higher
liquidity, which higher liquidity means the lower firms’ risk in encounter financial liabilities problems (Sartono,
2014). Study conducted by Yong (2014), Lantara (2012), and Windari (2018) showed negative influence on the
usage of hedging through derivative contracts , which implies that the higher the firms’ liquidity the lower the
possibility of them using hedging through derivative contracts. However, conflicting results stating liquidity has
positive influence on firms’ hedging policy shown in the study carried out by Chaudry (2014) and Raghavendra
and Velmuguran (2014).
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Firms® growth opportunities can also influence its decision on using derivative contracts as hedging
policy. Firms which has high growth opportunities shows that the company has high possibility of exercising
more investment opportunity. These investment opportunities would demand high flow of funding in order for
those firms to be able to exercise the opportunities (Guniarti, 2014). Firms can acquire to fund these investment
through external funding such as foreign debt and loans, however these could lead to foreign exchange rate
fluctuation risk in the settlement process. Further, this condition could highly damage the firms® financial
statement. Therefore, firms with high growth opportunities would tend to use derivative contracts to hedge
themselves from foreign exchange rate fluctuation risk. This statement is supported by the result of the
researches conducted by Ahmad (2012), and Afza and Atia (2011) which stating that growth opportunities has
positive influence on hedging decision through derivative contracts usage.Conflicting result, however, shown in
the research conducted by Vural-Yavas (2016) and Velasco (2014) which showing the negative influence on
growth opportunities and hedging policy through derivative usage.

Firm size is another variable that can influence the firms’ decision on whether to use derivatives
contract to hedge their foreign exchange rate fluctuation risk. As company growing bigger in size, its financial
activities would increase. The company activities would increase as company extend their trade and investment
in widerrange, such as, international trade and investment which would also increase the risks and threats faced
by the company (Guniarti, 2014). Hence, company would likely to use hedging through derivative contracts to
hedge and manage the risks emerge by such activities. The research carried out by Albouy (2017) and
Raghavendra and Velmuguran (2014) indicate the positive influence by firm size on the firms’ decision on using
derivative contracts for hedging policy. This statement also supported by the research of Rashid (2010) and
Geyer-Klingeberg et al (2018). In the other hands, negative influence is shown in the research conducted by
Shiu (2011) and Afza and Atia (2011).

The different findings in previous studies provide a gap for this study to re-examine the relationship
between firm’s liquidity, growth opportunities, and size to derivative contracts usage as firms’ hedging policy.
This study is conducted on non-financial companies seeing that these companies tend to use derivative contracts
in purpose of hedging their financial risks instead of using derivatives to gain profit from speculation which
usually used by the financial companies (Siantari and Pangestuti, 2015).

1. LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Liquidity refers to a company’s ability to settle its short-term liabilities. The more liquid a company's assets are,
the less likely it is that a company has short-term liability problems (Brigham & Houston, 2010). Companies
that have short-term liabilities in the form of foreign exchange will be vulnerable to being affected by the risk of
fluctuations in foreign exchange because the value of debt will fluctuate in line with movements in the exchange
rate of the local currency against foreign currencies. If the local currency weakens, the value of debt will
increase, therefore more local currency would have be issued to pay short-term obligations that can burden the
company (Windari, 2019).
Companies with high liquidity are less likely to experience short-term liability problems. Then, the higher the
company's liquidity, the lower the probability of the company to implement hedging policies. This statement is
reinforced by the results of research conducted by Jerome, et al (2018), Velasco (2014), Lantara (2012), Yong et
al (2014), and Igbal (2015). Based on the description that has been explained, the hypothesis of this study:
H1: Liquidity has a negative influence on hedging policies.
Growth opportunity is a company's ability to take advantage of investment opportunities in order to enhance its
development in the future. Companies that have a high growth opportunity will tend to need funds in large
enough quantities to finance the growth, therefore the company will maintain profits to be reinvested in the
company and at the same time the company is expected to continue to maintain funding through greater debt (
Baskin, 1989).
The problem of underinvestment arises when a company does not have sufficient investment funds to finance
projects that have a positive net present value. This can lead to underinvestment costs, namely when companies
have to incur costs in order to manage the underinvestment problems that arise (Velasco, 2014). Additional
investment funds needed by companies with high growth rates can be obtained from external parties such as
foreign loans and debt. This causes the company to be exposed to the risk of exchange rate fluctuations in the
process of fulfilling its obligations. This can be very detrimental to companies, thus, companies that have a high
growth opportunity will tend to use hedging policies to protect themselves from the risk of fluctuations in
foreign exchange rates (Guniarti, 2014).
This statement is supported by the results of previous research conducted by Chaudry et al (2014), Vural-Yadas
(2016), Shiu et all (2012), Torien and Hugo (2016) who stated the positive and significant influence of the
growth and growth opportunities on the company's trends conduct derivatives for hedging policies. Based on the
description that has been explained, the hypothesis of this study:
H2: Growth Opportunity has a positive effect on Hedging policy
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The size of the company is the level of size of the company as seen from the total value of the assets of the
company. The greater the size of a company, the greater the activity that occurs in the company, and the higher
the risk borne by the company due to the wider trade undertaken by the company. The size of large companies
in general carry out trade and transactions abroad, thus the company has the opportunity to be affected by the
risk of fluctuations in foreign exchange rates, thus allowing the company to hedge (Irawan, 2014).

This statement is reinforced from the results of previous studies conducted by Yong et al (2014), Vural-Yavas
(2016), Lantara and Takao (2012), Shiu et al (2012), Megawati (2016), and Windari (2019) which stated there is
a positive and significant influence of company size on the use of derivatives as hedging policy making. Based
on the description that has been explained, the hypothesis of this study:

H3: Company Size has a positive effect on Hedging policies

1. METHODS

This research was conducted on non-financial companies listed in the Indonesia Stock Exchange in the period of
2018 by assessing the financial reports of the companies’ and firms’ share value and price through Indonesia
Stock Exchange official website, www.idx.co.id, and other financial websitewww.yahoofinance.com.The
population of this study is all non-financial companies that publish annual financial statements for the 2018
period. The number of non-financial companies registered and publishes annual financial statements in 2018 is
493 companies.Data collection methods used in the form of non-participant observation by looking at, studying
the descriptions of books, journals, theses, theses and citing the notes obtained from the Indonesia Stock
Exchange (IDX) documents in the form of annual financial statements of non-financial companies and its
records in 2018 through the IDX's official website www.idx.co.id.The data analysis technique used to solve the
problems contained in this study is the Logistic Regression analysis technique using Statistical Product and
Service Solution (SPSS).

V. RESULT AND DISCUSSION
Partial Test or Test t
Partial test or t test is a test used to determine the effect of each independent variable on partially dependent
variables. If each significance coefficient of the independent variable has a value smaller than the significant
level of 5 percent (0.05), it can be concluded that the independent variable has a significant effect on the
dependent variable.

Table 1.
Variables in the Equation
B S.E Wald df Sig.
Step 1 CR -0,016 0,028 0,330 1 0,566
MBVE -0,011 0,021 0,297 1 0,586
SIZE 0,525 0,074 50,445 1 0,000
Constant -15,604 2,152 52,596 1 0,000

Secondary Data, 2019

The Effect of liquidity on hedging policies

Current Ratio (CR) variable, which is a proxy of liquidity, shows a regression coefficient of -0.016 with a
variable probability value movement of 0.566 which is greater than the 0.05 (5 percent) significance level. This
means that H1 is rejected, which means that the liquidity proxied by CR has a negative and insignificant
relationship to hedging policies for non-financial companies listed on the Indonesia Stock Exchange.

The logistic regression test results found that the current ratio as a liquidity proxy has a negative but not
statistically significant effect on the dependent variable, namely hedging policy using derivative instruments.
These results indicate that hypothesis one which states that liquidity has a negative and significant effect on
hedging policy is rejected.

A high level of liquidity can indicate that the company is experiencing a low level of financial difficulty because
the company is able to pay its short-term obligations and have a reserve fund to deal with risks so as to avoid the
risk of financial distress. Companies that have high ability to pay short-term obligations and have reserve funds
to deal with risks so as to avoid the risk of financial distress.

Companies that have short-term liabilities in the form of foreign exchange will be vulnerable to the effects of
the risk of fluctuations in foreign exchange because the value of debt will fluctuate in line with movements in
the exchange rate of the local currency against foreign currencies. If the local currency weakens, the value of
debt will increase, so more local currency must be issued to pay short-term obligations that can burden the
company. The more liquid the condition of a company the lower the application of hedging will be because its
short-term obligations can be fulfilled, so the risk of default and financial difficulties can be avoided. However,
based on the results of research conducted, liquidity was not a factor considered by the company in conducting
hedging policies or not.
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The results of this study are consistent with the results of research conducted by Sianturi and Pangestuti (2015),
Putro and Chabachib (2012), Shaari, et al. (2013), Guniarti (2014) and Raghavendra and Velmurugan (2014)
which stated that liquidity had a negative and not significant effect on the use of hedging policies.

The effect of growth opportunities on hedging policies

The company opportunity variable which is proxied by Market to Book Value Equity (MBVE) shows a
regression coefficient of -0.011 with a variable probability value movement of 0.586 which is greater than the
significance level of 0.05 (5 percent). This means that H2 is rejected, which means that the opportunity of the
company which is proxied by MBVE has negative and insignificant relationship to the hedging policies of non-
financial companies listed on the Indonesia Stock Exchange.

The logistic regression test results revealed that the growth opportunity which was proxied by Market to Book
Value Equity (MBVE) had a negative effect but was not statistically significant on the dependent variable,
namely the use of hedging policies. Based on these tests, the second hypothesis which states that growth
opportunity has a positive and significant effect on hedging policy is rejected.

Growth opportunity is a company's ability to take advantage of investment opportunities in order to enhance its
development in the future. Companies that have a high growth opportunity will tend to need funds in large
enough amounts to finance the growth, and will even incur additional costs when the company experiences
difficulties in financing its projects (underinvestment costs). Underinvestment costs that have the potential to
arise when companies face a high growth opportunity will motivate companies to use hedging policies to deal
with emerging risks.

The negative relationship between company growth and the probability of using hedging policies by the
company, although the effect is not significant in this study, can occur because the company chooses to use its
funds to finance the projects carried therefore reduce funding for risk control using derivative instruments (
Yavas, 2016). In addition, the results of this study indicate that the growth opportunity variable is not significant
in determining the use of hedging policies.

The results of this study are in accordance with the results of research conducted by Velasco (2014), Sianturi
and Pangestuti (2015), Bhagawan M. and Lukose PJ (2017), Nuzul and Lautania (2015) and Danila and Huang
(2016) who stated that growth opportunism has no significant effect on hedging policies. But contrary to the
results of research by Ahmad (2012), Afza and Atia (2011), and Dewi and Purnawati (2016).

The effect of company size on hedging policies

Company size calculated using In total assets (SIZE) shows a regression coefficient of 0.525 with a movement
of a variable probability value of 0,000 that is smaller than the 0.05 significance level. This means that H3 is
accepted which means that company size has a positive and significant relationship to the hedging policy of
non-financial companies on the Indonesia Stock Exchange.

The logistic regression test results show that In total assets which are proxies of company size have a positive
and statistically significant effect on the dependent variable, namely hedging policy. The results show that
hypothesis three which states that company size has a positive and significant effect on hedging policy is
acceptable.

The size of the company that has a positive and significant influence means that the larger the size of the
company, the greater the tendency of companies to use hedging policies to protect their assets. Companies that
have large size companies have transaction activities, operational, and operational investment of the company in
a broader sense not only in the country but also to the international market. Various international transactions
such as export, import, purchase of raw materials as well as operations and operational investment such as
ownership of factories abroad in order to expand the share and efficiency of production costs will pose risks due
to movements in foreign exchange rates that will be borne by the company so that it will increase the use
hedging policies to minimize these risks.

The results of this study are consistent with research conducted by Yong et al. (2014), Raghavendra and
Velmurugan (2014), Windari (2018), and Megawati (2016) which showed similar results namely that company
size had a positive and significant effect on hedging policies.

V. CONCLUSION

Significance and positive relationships are shown by firm size variables calculated by In total assets. This means
that company size is a determinant that determines the use of hedging policies by companies. Companies that
have relatively large company sizes should consider using hedging policies with derivative instruments. The
greater the size of the company indicates the higher and the extent of the company's international transaction
activities such as export and import activities. This will increase the business risk borne by the company due to
foreign exchange rate movements and dynamic international market conditions so that in order to minimize the
business risks faced, the company can consider the use of hedging with derivative instruments to minimize the
risk to be borne by the company.

Based on research that has been done it can be seen that empirically, this research rejects several theories that
have existed before. The results of this study are expected to be new evidence with different results from this
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hypothesis for international financial management. Data processing is performed using logistic regression with a
variety of tests used to estimate the relationship between variables that have been predetermined based on
theory. The results of this study are expected to be used to enrich references relating to liquidity, growth
opportunities, and company size and hedging policies. The results of this study are expected to be used as input
for companies conducting international transactions so that later they can reduce the risk arising from exposure
to foreign exchange rate movements.
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