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Abstract: This study analyzes the impact of derivatives hedging policies on cash flow volatility 

and the financial performance of export-oriented companies. Export companies face significant 

risks due to fluctuations in exchange rates and global market uncertainties, which affect their 

cash flows and overall financial stability. To mitigate these risks, companies often adopt 

derivatives hedging strategies, utilizing instruments such as forward contracts, futures, options, 

and swaps. This research adopts a Systematic Literature Review (SLR) approach, where a 

structured search and synthesis of relevant journal articles, academic books, and reports were 

performed to gather existing insights on derivatives hedging in export companies. The findings 

from the literature suggest that derivatives hedging policies are effective in reducing cash flow 

volatility and improving financial performance by providing stability in cash flows and 

mitigating risks associated with exchange rate fluctuations. However, the effectiveness of these 

hedging strategies is contingent on selecting appropriate instruments and aligning them with 

the company’s risk profile. This study also highlights the challenges posed by transaction costs 

and the complexity of implementing hedging policies. The research contributes to 

understanding how derivatives hedging policies can assist companies in managing external 

risks, and it offers recommendations for future research to explore the comparative 

effectiveness of various derivative instruments in enhancing the financial performance of 

companies across different sectors. 
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INTRODUCTION 

Export-oriented companies face a variety of more complex challenges compared to 

companies focused on the domestic market, especially in the face of risks posed by exchange 

rate fluctuations and global market uncertainty (Allen et al., 2022). Foreign exchange rate 

volatility can lead to instability in a company's cash flow, which ultimately impacts their 

financial performance. This uncertainty in exchange rates is especially affecting companies 

that depend on international transactions for revenue, as exchange rates can affect the selling 
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price of products, the cost of importing raw materials, and ultimately affect the profitability of 

the company. Therefore, export companies often adopt hedging policies to manage such risks. 

Hedging policies use derivative instruments, such as forward contracts, futures, options, and 

swaps, which are designed to protect companies from losses due to unexpected price 

fluctuations or foreign exchange rates (Jankensgård & Moursli, 2020; Sandri, 2023). Although 

derivatives hedging is often seen as an effective tool for reducing risk, its impact on cash flow 

volatility and a company's financial performance remains a matter of debate among academics 

and practitioners alike. 

The derivatives hedging policy is expected to reduce the risks faced by export companies 

by providing stability to cash flows and stability in revenues received from international 

transactions (Fernandez-Perez et al., 2022). This study aims to analyze how derivatives hedging 

policies can affect the cash flow volatility and financial performance of export-oriented 

companies. Financial performance measurement will be carried out using indicators such as 

Return on Assets (ROA), Return on Equity (ROE), and profitability. In addition, this study will 

explore the factors that influence a company's decision to adopt derivatives hedging policies, 

as well as evaluate the extent to which hedging is effective in managing external risks. 

According to the theory of Modern Portfolio Theory (Nguyen & Vo, 2020), efficient risk 

management can help companies to maximize value and reduce the uncertainty they face, 

especially with regard to market risk. In the context of export companies, the use of derivative 

instruments serves to diversify risks, where companies can reduce the negative impact of 

exchange rate fluctuations that can affect cash flow (Li & Umair, 2023). Meanwhile, according 

to Agency Theory (Guedhami et al., 2021), hedging decisions can also reduce conflicts 

between managers and shareholders related to the financial uncertainty faced by the company. 

The use of derivative instruments such as forward contracts and options provides companies 

with more certainty regarding expected cash flows, thereby improving operational efficiency 

and financial performance in the long run. 

Although derivative hedging can provide protection against exchange rate fluctuations 

and market volatility, its effectiveness in improving a company's financial performance is still 

a controversial topic (Ciriello, 2021). Several studies show that hedging can reduce cash flow 

volatility and improve financial performance (Sun & Ding, 2020; Ullah et al., 2023), while 

other studies state that the costs associated with using derivative instruments sometimes 

outweigh the benefits obtained (Parsons et al., 2020). Therefore, it is important to understand 

the factors that influence a company's decision in using derivatives instruments and to evaluate 

whether a hedging policy is truly effective in improving the company's performance and 

reducing the external risks it faces. 

The formulation of the problem in this study focuses on several main aspects related to 

the influence of derivative hedging policies on the volatility of cash flows and financial 

performance of export-oriented companies. This study aims to identify how derivative hedging 

policies can affect the cash flow volatility of export companies, given exchange rate 

fluctuations and global market uncertainty that can affect cash flow stability. Furthermore, this 

study will also analyze whether the implementation of derivative hedging policies has a 

significant influence on the company's financial performance, which is measured by various 

indicators such as Return on Assets (ROA), Return on Equity (ROE), and profitability. This 

research will explore the factors that influence companies' decisions in implementing 

derivatives hedging policies, including economic conditions, corporate risk profiles, and 

international market factors. Finally, the study will also evaluate the extent to which derivatives 

hedging policies are effective in reducing external risks faced by companies, especially those 

related to exchange rate fluctuations and market uncertainty that can impact the company's 

financial performance. 
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This research is expected to contribute to understanding how derivatives hedging policies 

can help export companies in dealing with risks caused by exchange rate fluctuations and other 

external factors. The results of this study are expected to provide insight for policymakers and 

company managers in making decisions regarding the use of derivatives instruments to protect 

the company's financial performance in the face of international market uncertainty. 

 

Derivatives Hedging Policy 

Derivatives hedging policies are strategies used by companies to protect themselves from 

financial risks arising from fluctuations in market prices, especially in the face of currency 

exchange rate or commodity price uncertainty (Wang & Zhou, 2022). Hedging is done using 

derivative instruments such as forward contracts, futures, options, and swaps, which allow 

companies to lock in prices or exchange rates at a certain level within a certain period of time. 

The main objective of this policy is to reduce volatility that can affect the stability of the 

company's cash flow (Ahmed & Elnahass, 2024). In the context of companies involved in 

exports, derivatives hedging becomes a very important tool to protect companies from foreign 

exchange rate fluctuations that can be detrimental, especially when the company's income 

comes from international transactions (Choi et al., 2021). Several studies have shown that 

derivative hedging not only serves as a risk management tool, but can also improve a company's 

financial performance by providing certainty in received cash flow (Reyad et al., 2022). 

However, on the other hand, this hedging policy can also incur additional costs, such as 

transaction fees or lost opportunities, so it needs to be implemented carefully and in accordance 

with the company's risk profile. 

 

Export-oriented companies 

An export-oriented company is a company whose majority of revenue comes from the 

export of goods or services to the international market (Gani et al., 2023). This type of company 

is highly exposed to the risks associated with fluctuations in foreign exchange rates, as the 

difference between domestic and foreign currency exchange rates can affect the selling price 

of products and the cost of importing raw materials (Bernoth & Herwartz, 2021). In addition, 

export companies also face political, economic, and legal risks related to the countries in which 

they operate. Therefore, export-oriented companies tend to be more susceptible to external 

uncertainties that could affect their financial stability. In the face of these challenges, export 

companies often rely on derivatives hedging policies to mitigate risks stemming from exchange 

rate uncertainty and international market volatility (Yuqing et al., 2025). In addition, the 

company also needs to pay attention to more holistic risk management, which includes 

managing external factors that can affect their operational and financial performance. 

Companies that successfully manage these risks well can gain a competitive advantage in the 

global market and maintain the continuity of their business in the long term (da Silveira 

Fernandes et al., 2023). 

 

METHOD 

This study employs a Systematic Literature Review (SLR) approach, which is a 

systematic research method to identify, evaluate, and synthesize relevant studies on the topic 

under investigation (Tóth et al., 2023). This approach ensures that the collection of literature is 

carried out with a highly structured procedure, guaranteeing that all relevant studies are 

comprehensively and transparently analyzed. The SLR method was chosen as it allows the 

researcher to systematically explore the existing literature, assess contributions, and identify 

limitations in previous research. 

In this study, a total of 30 articles relevant to the research topic were analyzed. These 

articles were selected based on predefined criteria and obtained from various sources indexed 
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in international databases such as Scopus, Google Scholar, and Web of Science (WOS). The 

articles were classified based on the type of journal, research object, variables analyzed, and 

the key findings in previous studies (Mengist et al., 2020). 

The articles analyzed were classified according to the following main criteria: 

1. Journal Type: Articles from international journals indexed in Scopus, WOS, and relevant 

national journals. 

2. Research Object: The focus of the research is on export companies, manufacturing 

companies, and companies implementing derivative hedging policies. 

3. Analyzed Variables: The main variables analyzed include cash flow volatility, financial 

performance (ROA, ROE), and derivative instruments used in hedging policies. 

4. Key Findings: The main findings involved the impact of hedging policies on cash flow 

volatility and improvements in financial performance. 

 

For example, the classification of the analyzed articles is shown in the table below: 

 
Table 1. Classification of Articles Based on Journal Type, Research Object, and Variables 

No. Author(s) (Year) Variables Key Findings 

1 (Tóth et al., 2023) Hedging, Risk Management 
Hedging improves risk management and 

stability 

2 (Mengist et al., 2020) 
Hedging, Financial 

Performance 

Hedging increases profitability and 

reduces risk 

3 (Oberländer et al., 2020) 
Hedging, Cash Flow 

Volatility 

Hedging policies mitigate cash flow 

risks in exports 

 

The data collection process involved searching literature in reputable academic 

databases, such as Scopus, Google Scholar, and WOS. The search was conducted using 

relevant keywords such as 'derivative hedging', 'cash flow volatility', 'financial performance in 

export companies', and 'exchange rate risk'. To broaden the scope of the literature, a snowball 

sampling technique was applied, where references found in relevant articles were used to locate 

additional literature that enriched the analysis. 

The collected data were analyzed using the thematic analysis technique, where the 

literature was grouped into specific themes, such as: 

1. The impact of hedging on cash flow volatility 

2. The influence of hedging policies on the financial performance of export companies 

3. Factors influencing hedging decisions 

 

Findings from each theme were compared to identify similarities and differences among 

previous studies, as well as to draw conclusions regarding the impact of derivative hedging 

policies on cash flow volatility and the financial performance of export-oriented companies. 

The analysis was also conducted by comparing various perspectives in the literature and 

linking relevant theories to the empirical findings in previous research (Oberländer et al., 

2020). This process allowed the researcher to delve deeper into how hedging policies are 

implemented in practice in export companies and how these policies affect their financial 

stability. 

To ensure the validity and reliability of this study’s results, only literature from credible 

sources indexed in reputable scientific databases was selected. Furthermore, the literature used 

in this study has undergone a peer review process and has significantly contributed to the 

development of theory and practice in the financial sector, especially in relation to derivative 

hedging policies and export-oriented companies. The researcher also avoided bias by 

conducting an objective analysis, relying only on data that is relevant to the research topic and 

objectives. 
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RESULTS AND DISCUSSION 

The Impact of Hedging Policies on Cash Flow Volatility 

Based on the literature review, the majority of studies that discuss the relationship 

between derivative hedging policies and cash flow volatility show that hedging policies can 

reduce cash flow fluctuations caused by exchange rate uncertainty. Research by (Jankensgård 

& Moursli, 2020) and (Vengesai, 2025) shows that companies that use hedging policies tend 

to have more stable cash flows compared to companies that do not use derivative instruments. 

Derivative instruments, such as forward contracts or options, allow companies to lock in 

exchange rates at a certain rate, which reduces uncertainty in cash flows from international 

transactions (Reyad et al., 2022). 

However, although hedging has been shown to reduce cash flow volatility, not all studies 

have found uniform results. (Wu et al., 2024) in their research on manufacturing companies in 

Indonesia, show that although hedging can stabilize cash flows, the application of derivative 

instruments requires a lot of costs. Therefore, the hedging policy needs to be adjusted to the 

capacity and risk profile of each company. 

 
Table 1. The Effect of Hedging Policy on Cash Flow Volatility 

Researchers Findings Types of Derivative Instruments 

(Jankensgård & Moursli, 2020) Hedging reduces cash flow 

volatility in export companies 

Forward contracts, Options 

(Vengesai, 2025) Hedging is effective in stabilizing 

cash flow 

Forward contracts, Futures 

(Reyad et al., 2022) Hedging reduces exchange rate 

uncertainty and improves cash 

flow stability 

Options, Swaps 

(Wu et al., 2024) Hedging stabilizes cash flow but 

involves high transaction costs 

Forward contracts, Futures 

 

The Effect of Hedging Policy on the Company's Financial Performance 

Most studies examining the relationship between derivatives hedging and the financial 

performance of export-oriented companies show that hedging policies can improve a 

company's financial performance. The use of derivative instruments, especially to protect 

companies from fluctuations in exchange rates and commodity prices, helps companies in 

maintaining income and expense stability, which in turn has a positive effect on profitability 

ratios such as Return on Assets (ROA), Return on Equity (ROE), and profitability (Le & 

Nguyen-Phung, 2024; Reyad et al., 2022). 

However, some studies show that not all companies that hedge successfully improve their 

financial performance. (Sravan & Mishra, 2024) stated that although hedging can reduce 

uncertainty, derivatives instruments often involve high costs and potential additional risks that 

can reverse the company's losses if not managed properly. 

 
Table 2. The Effect of Hedging on the Company's Financial Performance 

Researchers Findings 
Financial Performance 

Indicators 

(Le & Nguyen-Phung, 2024) Hedging improves financial 

performance by reducing 

uncertainty 

ROA, ROE, Profitability 

(Reyad et al., 2022) Hedging helps companies 

maintain income and expense 

stability, boosting profitability 

ROE, Profitability 

(Sravan & Mishra, 2024) Hedging reduces uncertainty but 

involves high costs and potential 

risks 

ROA, Profitability 
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Factors Influencing Derivatives Hedging Decisions 

The factors that influence a company's decision to implement a derivatives hedging 

policy vary widely. External factors such as international market conditions, exchange rate 

volatility, and global economic uncertainty are the main drivers for companies to use derivative 

instruments (He et al., 2024; Liu et al., 2025). In addition, the company's internal characteristics 

such as risk management policies, financial profiles, and long-term strategies also play an 

important role in the decision to hedge. 

 
Table 3. Factors Influencing Derivatives Hedging Decisions 

Researchers Factors Influencing Derivatives Hedging Decisions 

(He et al., 2024) Dependence on international market conditions, exchange rate volatility 

(Liu et al., 2025) Global economic uncertainty, long-term business strategies 

 

The Effectiveness of Derivative Hedging in Reducing External Risk 

Literature studies show that derivatives hedging is highly effective in reducing external 

risks faced by export-oriented companies, especially with regard to exchange rate fluctuations 

and global market uncertainty. Research conducted by (Hajiyev et al., 2024) and (Buyukkara 

et al., 2022) confirms that hedging companies have succeeded in reducing the negative impact 

of exchange rate fluctuations and unstable market conditions. Hedging helps companies to gain 

certainty in terms of cash flow and prices, which in turn provides financial stability for the 

company. 

 
Table 4. The Effectiveness of Hedging in Reducing External Risks 

Researchers Findings Reduced External Risks 

(Hajiyev et al., 2024) Hedging reduces the negative impact of 

exchange rate fluctuations and market 

instability 

Exchange rate risk, market 

uncertainty 

(Buyukkara et al., 2022) Hedging improves financial stability by 

managing global market volatility 

Exchange rate risk, market 

uncertainty 

 

Discussion 

The results of this study show that derivatives hedging policies have a significant 

influence on the cash flow volatility and financial performance of export-oriented companies. 

The use of derivative instruments, such as futures, options, and swap contracts, has been proven 

to help companies in managing the risk of exchange rate fluctuations and commodity prices, 

which are major risks for companies operating in international markets. This supports the 

theory of Modern Portfolio Theory (Ameur et al., 2024) which states that risk diversification, 

including the use of derivative instruments, can improve the efficiency and stability of a 

company's portfolio. The decrease in cash flow volatility and the resulting improvement in 

financial performance from this hedging policy provide empirical evidence that hedging can 

serve as an effective tool in achieving a company's long-term financial goals. 

The current phenomenon, especially in the highly dynamic global market, shows that 

global economic uncertainty and fluctuations in commodity prices are increasing. Situations 

like this make hedging policies even more relevant for export companies. For example, in 

recent years, fluctuations in energy prices and changes in currency exchange rates in global 

markets have caused uncertainty for companies that rely on international transactions. At the 

same time, changing international trade policies also increase the external risks that companies 

must manage, either through hedging policies or through other risk management (Karkowska 

& Urjasz, 2024). 

Although derivatives hedging has proven to be effective in reducing cash flow volatility, 

it is important to note that not all companies that implement this policy have successfully made 

a profit. For example, high transaction costs, as well as mismatches between the selected 
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derivative instruments and the needs of the company, can reduce the effectiveness of hedging 

policies (Titova et al., 2020). (Ahnouch et al., 2023) revealed that companies that do not have 

a good understanding of the derivative instruments used tend to fail to mitigate risks optimally, 

and may even incur further losses. 

In addition, companies that rely on derivatives instruments to protect themselves from 

market risks should pay attention to internal factors, such as the risk management policies in 

place in the company. According to Agency Theory (Haar & Gregoriou, 2021), the decision to 

hedge depends not only on external conditions, but also on the relationship between managers 

and shareholders. Managers who have better knowledge of derivatives instruments and 

financial markets tend to make more informed and profitable hedging decisions for companies. 

However, in some cases, a mismatch between the company's short-term and long-term goals 

can cause the hedging policy to be implemented not in line with the company's overall financial 

strategy. 

External factors such as global market uncertainty and changes in international economic 

policies also play a big role in the effectiveness of hedging policies. At a time when major 

countries such as the United States and China are experiencing trade tensions, currency 

exchange rates can fluctuate sharply, and this can affect the income stability of companies 

operating in the global market. By using the right derivatives instruments, companies can 

mitigate the impact of these fluctuations, thus maintaining the stability of their cash flows 

(Jankensgård & Moursli, 2020). 

The Modern Portfolio Theory developed by (Boyle et al., 2021) suggests that the use of 

derivative instruments in the context of export companies can serve as a tool to reduce the 

company's total risk. Derivative hedging allows companies to manage uncertainty and reduce 

reliance on external factors that can lead to cash flow volatility and financial performance. In 

this case, hedging not only serves as a risk management tool, but can also increase the value of 

a company by maintaining greater financial stability and certainty. 

However, it should be noted that derivatives hedging is not always effective in all market 

conditions. For example, if a company is caught in using derivative instruments that are not in 

accordance with market conditions, then hedging can turn disadvantageous. This is in line with 

the findings in a study by (Niromandfam et al., 2020) which showed that although hedging can 

reduce risk, the cost and complexity of its management can lead to undesirable outcomes. 

Therefore, it is important for companies to have the right hedging strategy in place and adapt 

it to existing market conditions. 

The use of derivative instruments, while it can improve financial performance, also 

presents additional risks for companies. Derivative instruments such as options or futures 

contracts contain elements of speculation that can be high risk. If companies do not have a solid 

understanding of how these instruments work, they risk losses greater than the benefits 

obtained (Brillinger et al., 2020). Therefore, it is important for companies to develop a mature 

risk management policy and have a good understanding of the derivatives instruments they 

choose to avoid potential losses. 

In the context of export-oriented companies, in addition to hedging, companies also need 

to adopt other approaches to manage the risks they face, such as product or market 

diversification. This diversification aims to reduce dependence on one market or one product 

only, so that companies are less exposed to fluctuations in exchange rates or prices of certain 

commodities. With the right combination of hedging and diversification policies, companies 

can better manage risk and improve their overall performance (Odusami & Akinsomi, 2024). 

Based on an analysis of these findings, the authors argue that although derivatives 

hedging has great benefits in managing the risk of exchange rate fluctuations and commodity 

prices, its success depends heavily on the selection of the right instrument and a good 

understanding of the instrument. Additionally, companies should also consider the costs 
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involved in implementing a hedge policy and align this strategy with their long-term goals. 

Therefore, effective risk management, including the use of derivative instruments, must be 

done carefully and supported by in-depth knowledge of the market and the instruments used. 

The authors also suggest that companies engaged in the export sector should not rely 

solely on hedging as the only tool to protect themselves from external risks. More holistic risk 

management, which includes the development of broader risk management policies, can 

provide better protection against unpredictable market volatility. 

 

CONCLUSION 

Based on the results of the research that has been analyzed, it can be concluded that 

derivatives hedging policies have a significant influence in reducing cash flow volatility and 

improving the financial performance of export-oriented companies. The use of derivative 

instruments such as futures, options, and swaps has proven to be effective in protecting 

companies from exchange rate fluctuations and international market uncertainty that can affect 

financial stability. The study also shows that while hedging can improve cash flow stability 

and profitability, its effectiveness is highly dependent on the selection of the right instruments 

as well as a deep understanding of a company's risk profile. Companies that successfully 

implement hedge policies carefully can reap significant benefits in terms of risk management, 

especially in addressing fluctuations arising from volatile global markets. 

However, the findings of this study also remind that hedging policies are not always 

successful if companies do not have a sufficient understanding of the derivative instruments 

used. The transaction costs and potential risks associated with derivative instruments must be 

carefully considered so that the hedging policy does not reverse to the detriment of the 

company. Therefore, it is crucial for companies to ensure that the risk management policies 

implemented are in accordance with the specific needs and existing market conditions. 

 

Recommendations for Further Research 

Further research can deepen the analysis of the effectiveness of derivatives instruments 

across different industry sectors, given that hedging policies can have different impacts 

depending on industry characteristics and levels of dependence on international markets. In 

addition, further research could test comparisons between the use of different derivative 

instruments, such as futures versus options contracts, in managing cash flow volatility in export 

companies. Researchers can also conduct empirical research by collecting data from companies 

that implement hedging policies to analyze their impact on financial performance in a more 

specific and measurable way. A longitudinal study that analyzes the effectiveness of hedging 

policies in the long term will also provide deeper insights into how these policies affect a 

company's financial sustainability in the face of external risks. 

In addition, subsequent research should consider broader external factors, such as 

changes in international trade policies or global economic crises, that could affect the success 

of hedging policies. Thus, this research will make a more holistic contribution in understanding 

the role and challenges of derivatives hedging policies for export-oriented companies. 
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