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ABSTRACT

ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT:
INDONESIA’S PUBLIC LISTED COMPANIES 2007-2013 STUDY CASE
By

Rita Juliana
Dr.rer.pol. Ida Juda, MBA, Advisor

Dr. rer.nat. Linus Pasasa, Co-Advisor

Nowadays, the use of hedging strategy as part of its risk management strategy is
becoming essential, particularly in Indonesia. This study investigate further the
corporate finance theories which suggest that firms benefit from hedging due to the
reduction of bankruptcy risk or financial distress and ‘the mitigation of agency
problem. It studies the impact of hedging. strategy to the cost of debt in a sample of
183 Indonesian companies (1281 year observations) from 2007 to 2013. Further, this
study also examines the sources of hedging benefit in reducing the cost of debt

through the reduction of financial distress andlagency. costs.

Panel two-stage-least-square (2SLS) and diagnostic tests are conducted to ensure the
validity of the model. It is proven that, throughout the whole process, there is
significant negative impact of hedging to cost of debt. Empirical result shows that
hedging firms is paying 141 basis point lower cost of debt than the non-hedge firms.
Additionally, it is proven that hedging is more beneficial to firm with higher leverage,
since the reduction of the financial distress is also greater. However, this study also
gives strong evidence that hedging reduces the cost of debt by mitigating the agency

problem.

Keywords: Corporate Finance, Cost of debt, Hedging, Risk Management, Agency
Cost, Information Asymmetry, 2SLS.

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED

COMPANIES 2007-2013 STUDY CASE

Page 4 of 111

©Copyright 2015
By Rita Juliana
All Right Reserved

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED
COMPANIES 2007-2013 STUDY CASE Page 5 of 111

DEDICATION

I dedicate this thesis to my parents, family, and mentors. Without their patience,
understanding, support and most of all love, the completion of this work would not

have been possible. Also to my dear Alfred, who have served as my inspiration.

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED
COMPANIES 2007-2013 STUDY CASE Page 6 of 111

ACKNOWLEDGEMENT

First and foremost, praise and thanks goes to Lord Jesus Christ for many blessing and
guidance upon me. The Lord has put His word to my heart so that I can finish this
thesis with confidence through Him “Trust in the Lord with all your heart and lean not
on your own understanding; in all your ways submit to him, and he will make your

paths straight”- Proverbs 3:5-6.

I wish to say thank you for those who are already contributed in the completion of this

thesis, they are:

Firstly, I want to say thank you for my family, papa and mama also Robby and Angel.
They always encouraged me and prayed for me throughout the time of this research.
Also to Alfred who always been there foiime for this past years, thank you for giving
all your time and energy to help and support me and for being loyal companion for me
throughout the process. You are my mentor, my inspiration and my motivation since

we’re met, [ thank God I found you.

Secondly, I would like to say thank you for my advisor, Dr.rer.pol. Ida Juda, MBA,
and my co advisor, Dr. rer.nat Linus Pasasa. Bu Ida, thanks for your support, advices,
guidance, valuable comments and suggestions that benefited much in the completion
of this thesis. Pak Linus, thanks for your time, guidance, encouragement, and research

knowledge sharing.

Thirdly, I would like to say thank you for Batch 23. My dear Kecap-ers Vanessa,
Keane, ko Lexy, and Samuel, Also, Pak Andry, Pak Dhany, Pak Fredy, Gilland, Pak
Hendy, Pak Imran, Humberto, Reni, Pak Miptah, Pak Andy, Sonia, and Firza. It is an
honour to be part of this batch. We’ve been through a lot together this past two years,

many happy and unexpected moments we faced together, it’s finally done guys!!!

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED
COMPANIES 2007-2013 STUDY CASE Page 7 of 111

To all professors, lecturers and academic services of MBA program in SGU for
sharing their knowledge and guidance, without them the completion of this thesis

would not have been possible.

I also would like to say gratitude to Dr. Kim Sung Suk, B.A., M. Hum., M.Sc,
Christian Silangen M.Ba, and Budi Hartono, SE, MM, Ak., CA Thanks for your
contribution and knowledge sharing. Thanks you for giving me a lot of valuable

suggestions and inputs.

Lastly, my dear best friends, Nanda, Ting-ting, Candy, Vanessa, Ntep, Alfred, Alex,
David, Danny, Rainer, Sam, Rio, Putri, Ryan, Verina, Ci Sheila, Ci Oline, and Pinky.
Also my UPH students that I can’t mention one by one, you guys always cheer me up

and make me believe that this completion is possible.

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED
COMPANIES 2007-2013 STUDY CASE Page 8 of 111

TABLE OF CONTENTS

STATEMENT BY THE AUTHOR.....ccocimsmmssmsmsssssssssssssssssssssssssssssssssssssssssssssssssssns 2
ABSTRACT ..oucuitcsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssssssssssasssssssass 3
DEDICATION ..cuiuitcsmsssssssssssssssssssssssssssssssssssss s s sssss s s s ssassssssassss s s snsnsns 5
ACKNOWLEDGEMENT .....ccoimmmmmmmmmssssssssssssssssssssssssssssssssssssssssssssssssssssssssassses 6
TABLE OF CONTENTS.....ciiticmmnmsmmmssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssass 8
LIST OF TABLES ...t sssss s s s sssssssssassssssasssssssssns 11
LIST OF FIGURES.......cocsiimnmmmsmssssssssssssssssssssssssssssssssssssssssssssssssssassssssssssssssssssssassssssasssssnsss 12
CHAPTER 1 INTRODUCTION ...covimiusmscsmssmssssssssssssssssssssssssssnssssssssssssssssssssssssssssssasass 13
1.1. BACKGROUNDS ...ttt sttt sssassbsssssssss s sassbssass 13
1.2. RESEARCH PROBLEMS c.ev....coeueueaeurucucueereresisesesesesrasssssssesesesenessssasssssasssssesesesensasaes 17
1.3. RESEARCH OBJECTIVES M. veeeereeereeeeesseesssessssesesesessssessssssssssssssessssssssassssneses 17
1.4. SIGNIFICANCEIOF STUDY ... 0 ttstthiuuccesesssiuresssesscrseesserseesssessesssessssssessesssessesssesssssses 18
1.5. RESEARCH LIMITATION ettt se s ss e s ass s e sne s 18
1.6. UHESIOS TR EFEEMAA N LR RS S W 19
CHAPTER 2 LITERATURE REVIEW......ocninsssssmsssssssssssssssssssssssssssssssassssssass 20
2.1. CAPITAL STRUCTURE c.cststeeerereastseeasssessssssessasssssssssessssssessasssessssssessasssessssssensssses 20
2.1.1. Modigliani-Miller Theory 20
2.1.2. Trade-Off Theory. 21
2.1.3. Pecking Order Theory 23
2.1.4. Asymmetry Information 23
2.1.5. Agency Cost .24
2.2. COST OF DEBT .ueuveeecerererererereseessssssssssssssesesesessssssssssssssssssssssssessssnssssssssssssssssssnsnsaen 24
2.3. RISK MANAGEMENT ..cucuvtruesereressssesessssesessssesessssessasssesssssssssssssssssssesssssssnsssssensssses 26
2.3.1. Risk Definition 26
2.3.2. Managing risks: Hedging 28
2.4. PREVIOUS STUDIES ..eeectreesereressseesessssesessssesesssssssasssessssssssssssssssssssessssssssssssesssses 33
2.4.1. Theoretical Approach Studies 33
2.4.2. Empirical works studies. 34

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED

COMPANIES 2007-2013 STUDY CASE Page 9 of 111
2.5. STUDY MODEL DEVELOPMENT ....ovctmmisissmsssssssssssssssssssssssssssssssssssssssssssssssssnens 51
CHAPTER 3 METHODOLOGY ...ocouvmmmsesmssmsssmssmsssssssssssssssssssssssssssssssssssssssssssasssssssssssssass 52
3.1. TIME FRAME OF STUDY ..ovsiuuimismsisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssans 52
3.2 RESEARCH DATA .ottt ssssss st sssssssssssssssssssssssssssses 52
3.2.1. Research Data Type and Source 52
3.2.2. Population and sample 53
3.3. RESEARCH HYPOTHESIS....ccurereuetreeassrensssssesessssessssssessssssesassssssssssessssssensssssesssssen 54
3.3.1. Hedging Benefit: Reduction in the Cost Of DeDt...........coeoreerormrerrnrerenn. 54
3.3.2. Reduced of bankruptcy cost 55
3.3.3. Lower agency cost of debt 56
3.4. RESEARCH PARADIGM ...ceetvieeucususuesssnssesesesesesssssssssssssssssssesssssssssssssssssssssssnssnsnes 57
3.4.1. Research Model 57
3.4.2. Research Vari@bles......... oo 60
3.5. DATA ANALYSIS. ..ottt ot ssens betbss s Eoi s ssss s ssssssssssssssssssss s sssssssns 62
3.5.1 DeSCriptive STALISEICS ..........cerumerrnseesmseeseesissessssessssesanss 62
3.5.2. Panel Data ANGLYSIS ....ceettinennccreeerernesseseesisseceesennes 62
3.5.3. First-Stage Regression Analysis......................... 64
3.5.4. HeteroscedaStiCity TeSt...mmmssrismsssmisissssinn 65
3.5.5. Seridl/AutocorrelationTest . RN L. 67
3.5.6. Cross-sectional Dependence Test .......orvrmerrssenn. 68
3.5.7. Treatment for Heteroskedasticity, Autocorrelation and Cross-

sectional Dependence 69
CHAPTER 4 RESULT AND DISCUSSION ....ccoummsmnmmmmsmsmssmsssssssssssssssssssssssssssssssssssssass 72
4.1. DESCRIPTIVE STATISTICS cuvuvurereueeresesssrersssssesesssressasssesssssessssssessssssessssesesssssensssssen 72
4.2. HAUSMAN TEST oveeererestreresssesessssesesssesessssesesssssssssssssssssessssssssssssssssssssssssssssessssees 74
4.3. 08 5 (0 1 o0 75
4.4. DIAGNOSTIC TEST RESULTS .eevurtreeuerreresssseesseressssssessssssessssssessssssessssssensssssenssnees 76
4.4.1. Heteroskedastiticity Test of the First-stage Regression ... 77
4.4.2. Autocorrelation Test of the First-stage Regression 77
4.4.3. Cross-sectional Dependence Test of the First-stage Regression........... 78
4.4.4. Heteroskedastiticity Test of the Second-stage Regression ... 79
4.4.5. Autocorrelation Test of the Second-stage RegreSSion..........een. 80
4.4.6. Cross-sectional Dependence Test of the Second-stage Regression...... 81

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED

COMPANIES 2007-2013 STUDY CASE Page 10 of 111
4.5. REGRESSION RESULT AND DISCUSSION w..vveeeceieicresseseressseseseseesssssesssssessssssssees 81
4.6. HYPOTHESIS H#1 ANALYSIS. o itsieetresierresessssessesssessssssessssssesssssssssssssssssssssessssssses 82
4.7. HYPOTHESISH 2 ANALYSIS wcciiirerircesessssssssssssssssssssssssssssssssssssssssssssssssssssssssns 85
4.8. HYPOTHESISH 3 ANALYSIS wouvrerirsrerirsesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssaes 86
CHAPTER 5 CONCLUSION AND RECOMMENDATION ....ocourerserssrssssessassassssssessesss 89
5.1. (010) 03 T 0] 6] 89
5.2. RECOMMENDATION ...vuvitreiceresesssseseasssesessssessssssessssssssssssessasssssssssssssssssssssssesssses 90
5.2.1. Indonesian Firms 90
5.2.2. Indonesia Government 90
5.2.3. Future research 91
GLOSSARY ...ueeiiiisesisesissmsssssssssssssssssssssssassssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssnsssnsssnsnnns 92
REFERENCES ....coitietitiserssssssinsassssssssssssssssssansassssssssssssssssnsansssssssssssnssssssnssnsssssasssessnssansnssssns 94
APPENDIX A FIRST STAGE REGRESSION RESULT ticiuscsrarsesesssersessarsassassasssssssssessasses 98
APPENDIX B SECOND STAGE REGRESSION RESULT ......... 99
APPENDIX C HAUSMAN TEST RESULT titsiseressssssessssssssessersessarsassssssssessassnssassasssssaes 101
APPENDIX D CHOW TEST RESULT ..o rerrsssessessesssessssssssssssssssssasssasssssssansns 104
APPENDIX E "CROSS SECTIONAL DEPENDENCE TEST ..vcurssessssssssessasssssassnssassns 105
APPENDIX F MODIFIED WALD HETEROSKEDASTICITY TEST wecevessserssessnssnnsas 106
APPENDIX G WOOLDRIDGE AUTOCORRELATION TEST.. 108
CURRICULUDM VITAE.....ccitmtmsmssmssssasssssssssssssssssssssssssssssssassassssssssssssasssssassssssssssssassasssss 110

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED

COMPANIES 2007-2013 STUDY CASE Page 11 of 111
LIST OF TABLES
TABLE 2-1 PREVIOUS RESEARCH SUMMARY ....oiiiiisssisssssssssssssssssssssssssssssssssssssssssssssssssses 48
TABLE 3-1 SAMPLE SIZE .ottt sssb s bbb s bbb bbbt 54
TABLE 3-2 HOECHLE ROBUST STANDARD ERROR ESTIMATES ......cooissssssisssssessssssssssanenns 70
TABLE 4-1 DESCRIPTIVE STATISTICS OF VARIABLES ......orsrsreseerssssessssssessssssssssssesssesssssssesans 72
TABLE 4-2 HAUSMAN TEST ..otsissssssssssssssssssssssss s sssss s ssssssssssssssssssssssssssssssssssssansssss 74
TABLE 4-3 CHOW TEST ....irrirsssstssssssssssssssssssssssssssssssssssssssssssens e ———————— 75
TABLE 4-4 FIRST STAGE HETEROSKEDASTICITY TEST RESULT (MODIFIED WALD) ....cocveroneiurnnnes 77
TABLE 4-5 FIRST STAGE AUTOCORRELATION TEST RESULT (WOOLDRIDGE)......couucuneerrererseeennnns 78
TABLE 4-6 FIRST STAGE CROSS SECTIONAL TEST RESULT (PESARAN CD)..ooevverereeerrermeeeerseeeessseeens 78
TABLE 4-7 SECOND STAGE HETEROSKEDASTICITY TEST RESULT (MODIFIED WALD).... .79
TABLE 4-8 SECOND STAGE AUTOCORRELATION TEST RESULT (WOOLDRIDGE) ....cossverrmrerrerrnnnns 80
TABLE 4-9 SECOND STAGE CROSS-SECTIONAL TEST RESULT (PESARAN CD).cooueeeereeeeererreceerareeeens 81
TABLE 4-10 DRISCOLL AND KRAAY STANDARDS ERRORS HYPOTHESIS T, 82
TABLE 4-11 DRISCOLL AND KRAAY STANDARDS ERRORS HYPOTHESIS 2....orrrirnrncrnsisncinenns 85
TABLE 4-12 PRAIS WINSTEN CORRELATED PANELS CORRECTED STANDARD ERRORS
HYPOTHESIS 3 ... B i e 87

Rita Juliana



ANALYZING THE IMPACTS OF HEDGING ON COST OF DEBT: INDONESIA’S PUBLIC LISTED

COMPANIES 2007-2013 STUDY CASE Page 12 of 111
LIST OF FIGURES

FIGURE 1-1: USD/IDR EXCHANGE RATE CHART OCTOBER 2014 ~-MARCH 2015....conmrerrmmeeerernen 13
FIGURE 2-1 THE TRADE OFF THEORY ..ttt sssssssssssssssssssssssssns 22
FIGURE 2-2 HEDGING DECISION FLOWCHART ...t ssssssssssssssssssssssssssassns 33
FIGURE 2-3 RESEARCH PARADIGM MODEL.....siiereresrssssssessssssesssesssessssssssssssssssssssssssssssssssssssssssssssssssess 51
FIGURE 3-1 PANEL MODEL CHECKING......cosmiiiriisssissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 65
FIGURE 3-2 REGRESSION METHODS AND DIAGNOSTIC TESTS OF PANEL DATA......cooiiieireiie 71

Rita Juliana



