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Abstract 

Hedging is a risk management strategy that companies use to reduce the risk of 

foreign exchange rate fluctuations. This study investigates the effect of liquidity (current 

ratio) and profitability (return on assets) on hedging decisions of mining companies 

listed on the Indonesia Stock Exchange (IDX) from 2014 to 2018. The study sample 

consisted of 35 mining companies that met the following criteria: (1) listed on the IDX 

during the study period, (2) had complete financial statements for the study period, and 

(3) were not in financial distress. Data were collected through non-participant 

observation of financial statement data published on the IDX website. The analysis 

technique used was logistic regression. The results of the hypothesis testing showed that 

liquidity, as proxied by current ratio, had a negative and insignificant effect on hedging 

decisions. Profitability, as proxied by return on assets, had a positive and significant 

effect on hedging decisions. These findings suggest that mining companies with higher 

liquidity are less likely to hedge their foreign exchange risk, while companies with higher 

profitability are more likely to hedge their foreign exchange risk.  

 

Keyword: Hedging, Risk, Liquidity, Profitability  

  

INTRODUCTION  

In addition to affecting all aspects of human life, globalization is also shaping how 

businesses operate. One sector that is heavily influenced by globalization and 

technological development is the economic sector. Companies can identify risks by first 

measuring the exposure they face. Various threats that can arise as a result of 

international investment and trade include the risk of exchange rate movements, the risk 
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of foreign economic conditions, and political risk (Madura, 2015). The biggest risk faced 

by multinational companies comes from foreign exchange exposure (Paranita, 2011). 

 
figurer 1. USD/IDR exchange rates 

Source: www.bi.go.i, 2020 

In Figure 1. there are significant fluctuations in the US Dollar foreign exchange rate 

from January 2014 to December 31, 2018. Based on the figure above, it can be seen that 

the foreign exchange rate of the American Dollar (USD) against the Rupiah (IDR) on 

January 15, 2014 was Rp. 12,137.00 which then on September 29, 2015 the IDR 

weakened and the USD exchange rate was at the level of Rp. 14,802.00 per one American 

Dollar. This shows the high risk of foreign currency fluctuations on international trade 

carried out by the company when conducting transactions in foreign currency. 

The risk of exchange rate fluctuations can be minimized by hedging. Hedging is a 

risk management strategy that companies use to mitigate the risk of unexpected changes 

in exchange rates. Derivatives are financial contracts that allow two parties to agree on 

the price of an asset or instrument at a future date. 

Hedging decisions are influenced by both external and internal factors. External 

factors include the level of interest rates and exchange rates. Internal factors include the 

company's liquidity, profitability, and risk appetite. 

 

The Effect of Liquidity on Corporate Hedging Decisions 

Liquidity is a measure of a company's ability to pay its short-term debts. 

Companies with high liquidity are less likely to hedge against exchange rate risk because 

they have the resources to absorb any losses caused by fluctuations in exchange rates. 

This is consistent with the findings of Chaudry (2014), who found that liquidity 

has a significant negative effect on the use of hedging derivative instruments. Guniarti 
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(2014), on the other hand, found that liquidity has a negative but insignificant effect on 

hedging decisions.  

H1 = Liquidity has a negative influence on hedging decisions. 

 

The Effect of Profitability on Corporate Hedging Decisions  

According to Sartono (2014), profitability is the company's ability to earn profits 

in relation to sales, total assets and own capital. High profitability tends to be less involved 

in hedging activities, because companies with high profitability will avoid the risk of 

financial distress. However, some studies have found that profitability can have a positive 

effect on hedging decisions. This is because when profitability increases, companies are 

more likely to expand their operations, which can expose them to greater foreign 

exchange risk. 

H2 = Profitability has a significant positive effect on hedging decisions 

 

RESEARCH METHODS  

Data 

The sampling technique in this study uses purposive sampling because not all 

samples have criteria that match those that will be processed by the author. In this study, 

out of a total of 51 existing mining companies, the sample used for research was 35 

companies. The author chose purposive sampling technique by setting certain criteria 

listed below:  

1. Mining Sector companies listed on the Indonesia Stock Exchange (BEI) during the 

2014-2018 period.  

2. Mining Sector companies that have conducted IPOs on the stock exchanges of each 

country consistently and have never been delisted from 2014-2018.  

3. Companies that publish complete financial reports or annual reports from 2014-

2018.  

The data selection process is collected from annual financial statements of mining 

sector companies. along with its records in 2014 - 2018 through the official IDX website 

www.idx.co.id. 

 

Operational Definition of Liquidity Variable 

The proxy used to determine the liquidity ratio in this study is the current ratio. 

The liquidity ratio is used to measure the extent to which the company can settle its short-

term obligations (Kasmir, 2016: 134). The current ratio formulation is as follows. 

http://creativecommons.org/licenses/by-sa/4.0/
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Operational Definition of Profitability Variable 

The profitability ratio in this study is known by return on assets (ROA). The 

amount of ROA illustrates the effectiveness and efficiency of using the company's assets 

in generating profits for the company (Sudana, 2015: 25). ROA formulation is as follows. 

 
This study uses an associative design, which is a study that investigates the effect 

of one variable on another variable. The dependent variable in this study is the 

effectiveness of hedging, with the independent variables being leverage, profitability, and 

liquidity. Hedging is expressed as a dummy variable, where companies that engage in 

hedging activities are marked with a 1 and given a 0 for companies that do not engage in 

hedging activities. Profitability is proxied by using the return on assets ratio, which is 

expressed in percentage units, and liquidity is measured using the current ratio, which is 

expressed in percentage units. 

Thei meithod useid in this study is non-participant obseirvation meithod and useis thei 

teichniquei of logistic reigreission analysis. Thei study useis SPSS softwarei veirsion 23.0. Thei 

logistic reigreission eiquation from this study is as follows: 

Ln 








− 



1
= β0 + β1. X1 + β2. X2 + ei .................................................................... (1) 

 

 

Iteiration: 

Ln 








− 



1
  : Heidging  

β0  : Constant  

β1-3   : Reigreission Coeifficieint   

X1   : Liquidity  

X2   : Profitability 

Eii   : Standard Eiirror 
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RESULTS  

Deiscriptivei statistics reiveial thei meian, minimum, maximum, and standard 

deiviation of thei obseirveid data.  

 

Table 1. Deiscriptivei Statistics of Variablei Indeipeindeint 

 N Minimum Maximum Meian Std. Deiviation 

CR 175 0,001 25,420 1,81676 2,802433 

ROA 175 -393,32 45,56 -1,6060 32,65702 

Valid N (listwisei) 175     

 

Tablei 1 shows thei deiscriptivei statistics of thei indeipeindeint variableis. Thei 

minimum ROA valuei is -393.32, thei maximum valuei is 45.56, and thei meian valuei is -1.60 

with a standard deiviation of 32.65702. Thei minimum CR valuei is 0.1, thei maximum valuei 

is 2.542, and thei meian valuei is 1.82 with a standard deiviation of 2.802433. 

 

Table 2, Hosmer and Lemeshow Test  

Step Chi-square df Sig. 

1 6,840 8 0,554 

Suimbeiir: Data diolah, 2020 

 

               Thei Hosmeir-Leimeishow teist statistic is 6.840, with a p-valuei of 0.554. A p-valuei 

greiateir than 0.05 indicateis that thei null hypotheisis cannot bei reijeicteid, meianing that thei 

modeil is not significantly diffeireint from thei obseirveid data. Theireiforei, thei Hosmeir-

Leimeishow teist suggeists that thei modeil is not a good fit for thei data, and thei modeil's 

preidictions should bei inteirpreiteid with caution. 

 

Table 3 -2 Log comparison likelihood  

Steip -2 Log likeilihood Cox & Sneill R Squarei Nageilkeirkei R Squarei 

1 163,479a 0,064 0,102 

 

Thei eivaluation of thei modeil fitneiss shows a Nageilkeirkei R Squarei valuei of 0.102. 

This valuei meians that 10.2% of thei variation in thei CR and ROA variableis (indeipeindeint 
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variableis) can bei eixplaineid whilei 89.8 peirceintagei points weirei eixplaineid by thei variation 

of otheir variableis that weirei not includeid in thei reigreission eiquation modeil. 

 

Table 4 Dependent variable frequency 

 Freiqueincy Peirceint Valid Peirceint Cumulativei Peirceint 

Valid 0 140 80 80 80 

1 35 20 20 100 

Total 175 100 100  

Sourcei: Data proceisseid, 2020 (appeindix 2)  

 

Tablei 4 shows that theirei arei 35 obseirvations (20%) of companieis that eingagei in 

heidging, whilei 140 obseirvations (80%) do not eingagei in heidging from a total of 175 

obseirvations. 

 

Table 5  Model Summary 

Step -2 Log likelihood Cox & Snell R 

Square 

Nagelkerke R Square 

1 112.035a .279 .390 

sourcei: Data proceisseid, 2020 

 

A matrix is useid in logistic reigreission to deiteirminei thei correilation beitweiein 

indeipeindeint variableis. A correilation matrix with a valuei leiss than 0.8 indicateis that theirei 

is no indication of seiveirei multicollineiarity beitweiein thei indeipeindeint variableis. Thei 

correilation matrix is shown in Tablei 6 

 

Table 6  Correlation Matrix 

 Constant CR ROA 

Steip 1 Constant 1,000 -0,603 -0,310 

CR -0,603 1,000 -0,023 

ROA -0,310 -0,023 1,000 

Sourcei: Data proceisseid, 2020 

Tablei 6 shows that thei correilation valuei beitweiein variableis is leiss than 0.8, 

which meians that theirei is no sign of harmful multicollineiarity beitweiein thei variableis. 
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Thei accuracy of thei preidiction of thei modei of reigreission to eistimatei thei 

probability of heidging a diffeireincei is seiein in thei classification matrix and is eixpreisseid 

in teirms of a peirceintagei. Tablei 7 shows thei classification matrix of thei study. 

 

Table 7 Classification Table 

Obseirveid 

Preidicteid 

Heidging 

Peirceintagei 

Correict 

  0 1  

Steip 1 HEiDGING 0 138 2 98,6 

1 33 2 5,7 

Oveirall Peirceintagei   80,0 

Sourcei: Data proceisseid, 2020 

 

Baseid on thei data in Tablei 7, it can bei seiein that thei numbeir of sampleis that do not 

eingagei in heidging is 140 companieis (138+2). Thei reigreission modeil in this study shows a 

reiduction of 2 sampleis, so thei total numbeir of sampleis that do not eingagei in heidging is 

138 sampleis. Thei classification accuracy of this modeil to preidict thei likeilihood of a 

company not eingaging in heidging activitieis is 98.6%. 

A total of 35 sampleis usei heidging deicisions. This modeil preidicts a reiduction of 2 

sampleis, so thei total numbeir of sampleis preidicteid to usei heidging policy is 33 sampleis. 

Thei classification accuracy of this modeil to preidict thei likeilihood of a company eingaging 

in heidging is 5.7%. Oveirall, thei classification accuracy of this reigreission modeil is 80.0%. 

 

Table 8. Variables in the Equation  

 B S.Eii. Wald Df Sig. Eixp(B) 

95% C.I.for EiXP(B) 

Loweir Uppeir 

Steip 1a CR -0,040 0,096 0,172 1 0,679 0,961 0,796 1,160 

ROA 0,058 0,020 8,878 1 0,003 1,060 1,020 1,102 

Constant -1,484 0,269 30,498 1 0,000 0,227   

a. Variableis(s) einteireid on steip 1: ROA, 

CR. Sourcei: Data proceisseid, 2020 
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Tablei 8 shows thei reisults of thei logistic reigreission at a 5 eirror leiveil. Thei modei that 

has beiein ideintifieid baseid on thei parameiiteiir eistimation valuei in Tablei 8 can bei eixpreisseid 

as follows: 

Baseid on thei reisults of thei analysis in Tablei 11, it can bei seiein that thei modei of 

reiorganization can bei formulateid as a reisult: 

 

- 1,484 -0,040 CR + 0,058 ROA  

 

Thei modeil shows that thei Liquidity variablei with thei Curreint ratio indicator has 

no eiffeict on Heidging Deicisions. This is indicateid by thei significancei valuei of thei Curreint 

ratio -0,040 > 0.05, which meians that it has no significant eiffeict on heidging deicisions. And 

thei profitability variablei with thei reiturn on asseit indicator, has a significancei valuei of 

0,058 <0.05, which meians it has a significant eiffeict on heidging deicisions. 

 

RESULTS  

a. The effect of liquidity on hedging  decisions 

Thei reisults of thei logistic reigreission teist found that thei curreint ratio as a proxy 

for liquidity had a neigativei but statistically insignificant eiffeict on thei deipeindeint variablei, 

nameily thei deicision to heidgei using deirivativei instrumeints. Thei reisults of this study arei 

in linei with thei reiseiarch conducteid by Valasco (2014) in his study eintitleid Factors 

Influeincing Deirivativeis Usagei by Seileicteid Listeid Companieis in thei Philippineis. In which 

thei author teisteid seiveiral factors that influeincei heidging deicisions in 74 companieis from 

2007-2011 concludeid that thei liquidity factor has a neigativei eiffeict on heidging deicisions. 

Munthei eit al. (2015) also saw a non-significant neigativei eiffeict of liquidity ratios on 66 

sampleis of manufacturing companieis. This is beicausei liquid companieis havei sufficieint 

cash reiseirveis to deial with poteintial risks, so theiy do not neieid heidging. 

Thei morei liquid thei condition of a company, thei loweir thei probability of thei 

company to eingagei in heidging activitieis beicausei its short-teirm obligations can bei meit, 

thus avoiding thei risk of deifault and financial difficultieis, Meigawati eit al. (2016). 

 

b.  The effect of profitability on hedging decisions  

Thei reisults of thei logistic reigreission teist reiveialeid that profitability, proxieid by 

reiturn on asseits (ROA), had a positivei and significant eiffeict on thei deipeindeint variablei, 

nameily thei usei of heidging deicisions. Baseid on this teist, thei seicond hypotheisis, which 

stateis that profitability has a positivei and significant eiffeict on heidging deicisions, was 
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acceipteid. Thei reisults of this study meian that an increiasei or deicreiasei in ROA valuei affeicts 

companieis in making heidging deicisions. 

In theiir study, Meigawati eit al. (2016) found that profitability had a significant 

eiffeict on heidging deicisions in 114 sampleis of manufacturing companieis on thei Indoneisia 

Stock Eixchangei in 2013-2014. Thei higheir thei profitability ratio of a company, thei morei 

eixteinsivei thei company's activitieis and thei higheir thei poteintial risk, thus increiasing thei 

probability of using heidging. Thei loweir thei profitability ratio of a company, thei leiss 

optimal thei company's activitieis, and thei loweir thei risk leiveil, which causeis thei 

probability of using heidging to bei loweir. 

Thei reisuilts of this teist arei in linei with thei reisuilts of thei stuidy conduicteid by Shaari 

eit al. (2013) uising 826 non-financial companieis in Malaysia as theiir reiseiarch sampleis in 

2010 and 2011, which fouind that profitability had a positivei and significant eiffeict on 

heidging deicisions uising deirivativei instruimeints. Areitz eit al. (2007) stateid that thei ability 

of companieis to geineiratei morei profits makeis companieis morei likeily to heidgei, beicauisei a 

company with a higheir profit margin is morei likeily to eixpand its buisineiss quiickly. 

Beicauisei thei inteirnational markeit conditions arei veiry dynamic and thei nuimbeir of risks 

faceid by mining companieis that conduict inteirnational transactions, any small changei that 

occuirs can cauisei a major risk for thei company whein conduicting transactions in largei 

amouints. Theireiforei, companieis muist always reiduicei risk by uising deirivativei instruimeints, 

or what is oftein calleid heidging. 

 

CONCLUSION  

Baseid on thei discuission reisuilts that havei beiein ouitlineid in thei preiviouis chapteir, thei 

reisuilts of thei teisting of thei liquiidity and profitability variableis on heidging policieis in 

mining seictor companieis listeid on thei Indoneisia Stock Eixchangei for thei peiriod 2014-

2018 arei as follows: 

a. Thei reiseiarch reisuilts statei that liquiidity has a neigativei and insignificant eiffeict on 

thei heidging policieis of mining seictor companieis listeid on thei Indoneisia Stock 

Eixchangei for thei peiriod 2014-2018. 

b. Thei reiseiarch reisuilts show that profitability has a positivei and significant eiffeict 

on thei heidging policieis of mining seictor companieis listeid on thei Indoneisia Stock 

Eixchangei for thei peiriod 2014-2018. 
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