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Yet, there exist another group of scholars who argue that CSR has no significant impact on 

financial performance (McWilliams & Siegel, 2000; Luo, 2018). They believe that the profit 

generated by the adoption of CSR practices is completely offset by the initial cost incurred in 

carrying out the CSR activities as such the link between CSR and firms’ performance does not 

exist. 

 
Theoretical Framework 

The stakeholder approach was developed as one of the strategies to better manage the business. 

This is also said to be a way of understanding reality to manage a company’s socially responsible 

behaviour. 

 
Stakeholder Theory 

Stakeholder Theory is a view of capitalism that stresses the interconnected relationships between 

a business and its customers, suppliers, employees, investors, communities and others who have a 

stake in the organization. The theory states that a firm should create value for all stakeholders, not 

just shareholders. In 1984, Edward Freeman originally detailed the stakeholder theory of 

organizational management and business ethics that addresses morals and values in managing an 

organization. He noted that a stakeholder is “any group or individual who can affect or is affected 

by the achievement of the organization’s objectives”. In general, the concept is about what the 

organization should be and how it should be conceptualized. Miles (2017) states that the 

organization itself should be thought of as grouping of stakeholders and the purpose of the 

organization should be to manage their interests, needs and viewpoints. This stakeholder 

management is thought to be fulfilled by the managers of a firm. The managers should on the one 

hand manage the corporation for the benefit of its stakeholders in order to ensure their rights and 

their participation in decision making and on the other hand the management must act as the 

stockholder’s agent to ensure the survival of the firm to safeguard the long-term stakes of each 

group (Freeman, Harrison & Zyglidopoulos, 2018). Consequently, we align our study to the 

stakeholder theory since it is a theory of management that concerns itself with matters related to 

morals and ethics in running a business with a key concern that a business must seek to maximize 

value for its stakeholders. We find that the stakeholders’ theory emphasizes the interconnections 
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between business and all those who have a stake in it, to include: customers, employees, suppliers, 

investors and the community.  

 
Empirical Review 

The study of Teanpitthayamas., Suttipun, and Lakkanwanit (2021) investigates the extent and 

level of corporate social responsibility (CSR) practices of hotels in Thailand, test the different level 

of CSR practices of hotel; CSR-in-process and CSR-after-process, and also examine the effect of 

CSR practices on hotel’s performance using balanced scorecard (BSC) measure. Notably. the 

study found a positive effect of both CSR-in-process and CSR-after-process practices on hotel 

performance and recommended that managers should implement CSR practices into their business 

strategies. 

 

Kaur and Singh (2020) examined the impact of corporate social responsibility on financial 

performance in terms of value-added, profitability, market and growth measures of Indian steel 

industry for the period 2004 to 2018. Data of 40 companies collected from corporate social 

responsibility/annual reports/official websites of the companies and Prowess database were 

analyzed using regression analysis, MANOVA and univariate ANOVA result indicates a positive 

impact of corporate social responsibility on firm performance in terms of value added, profitability 

and growth measures, thereby indicating that more investments in corporate social responsibility 

will generate wealth for shareholders, enhance profitability and sales.  

 
Singh and Misra (2021) empirically investigate the relationship between corporate social 

responsibility and organizational performance using European multinational firms. The 

effectiveness of corporate reputation as a moderator on corporate social responsibility-

organizational performance linkages was also evaluated. Data which comprised 340 responses 

collected from senior executives/managers working in European multinational firms was analyzed 

using (a) theoretical model construction; strategic paradigm of literature; and (b), hierarchical 

regression analysis. The outcome revealed that corporate social responsibility when exercised 

towards external stakeholders influences organizational performance. 
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Using data of listed banks in China for the period 2008 to 2018, Zhou, Sun, Luo & Liao (2021) 

investigates the impact of corporate social responsibility on bank financial performance. The study 

also examined the mediating effect of green credit on the relationship. Mediating regression 

analyses show that corporate social responsibility would make a negative impact on bank financial 

performance in the short term but turns out to be positive in the long run. The result also reveals 

that, green credit does play an important role in this relationship. 

 
The objective of the study conducted by Mtaturu and Muloli, (2021) is to examine the influence 

of corporate social responsibility on performance of registered banks in Tanzania. The study 

employed Probit and Fixed Effects regression on a total of 20 registered banks for the period 2008 

to 2019. The key findings revealed that, the likelihood of banks performance decreases with 

support offered by the banks to the society through corporate social responsibility. The findings 

imply that managers need to review and develop appropriate marketing strategies in order to 

achieve a better economic performance and recommends that firms should manage their corporate 

social responsibility schemes by reviewing related policies based on cost benefit analysis to 

establish consistent and win-win CSR strategies. 

 
Madugba and Okafor (2016) examined the impact of CSR on Earning per Share (EPS), Return 

on Capital Employed (ROCE) and Dividend Per Share (DPS) of listed banks in Nigeria. The study 

which covered the period 2010-2014. Also employed simple regression analysis in testing the data 

collected. The regression result showed that EPS and DPS have negative significant relationship 

with CSR while ROCE has a positive significant relationship with CSR. The research 

recommended that the government should by way of legislation through regulatory authorities, 

compel financial institutions to embark actively in CSR. 

 
Amidu, Yuanyuan and Brima (2017) evaluated the impact of CSR disclosure (CSR disc) on the 

financial performance of firms in Africa for both short and long terms. 158 listed companies were 

selected from six African countries (South Africa, Kenya, Nigeria, Morocco, Egypt and Mauritius) 

and grouped into six industries. The study measured CSR in terms of keywords count (content 

analysis) referred to this as CSR disc. The study employed accounting based to measure financial 

performance of firms (return on assets [ROA] for short-term, and return on equity [ROE] for long-
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term). Multiple linear regression analysis was done with a sample of panel data for a period of 11 

years (2005-2015). The empirical results showed that unlike for the sales and manufacturing, 

health and pharmacy and others industries, CSR disc affects the financial performance of firms in 

the short-run (ROA) negatively for the mining, investment and transport industries. The study 

proposed that this negative impact is an extra cost burden to the firms. Thus, CSR does not generate 

economic benefits for the firms in the short-run in those industries.  

 
Okafor (2018) ascertained the effect of environmental costs on firm performance. The study made 

use of financial reports of oil and gas companies quoted in the Nigerian stock exchange market 

from years 2006-2015. Regression analysis results indicated that better environmental 

performance positively impact business value of an organization. Moreover, environmental 

accounting provides the organization an opportunity to reduce environmental and social costs and 

improve their performance. 

 
Ajide and Abdulazeez (2018) examined the effects of corporate social responsibility activity 

(CSR) disclosure on bank profitability in Nigeria. Data were sourced from annual report and 

accounts of twelve sampled commercial banks in Nigeria for the year 2012 only. Variables such 

as CSR disclosure scores, banks’ size and owners’ equity serve as independent variables and

banks’ profitability proxy by returns on equity (ROE) as dependent variable were incorporated 

into the model. The data were analyzed using multiple regression analysis of Ordinary Least 

Square (OLS). The results showed that banks’ size and CSR disclosure score have a positive 

relationship with bank profitability while owners ‘equity has negative association with bank 

profitability. It was therefore concluded that banks should increase their level of CSR disclosure 

as it exhibits greater concern to improve on good corporate image and as a way of showing a 

greater commitment to impact and improve people’s lives which in return capable of improving 

banks’ patronage and profitability. 

 
Fauzi (2019) addressed the issue of the relationship between corporate social and financial 

performance by moderating company size and financial leverage with the use of type of industry 

as control variable. The Corporate social performance (CSP/CSR) was measured using seven items 

developed initially by Michael Jantzi Research Associate, Inc. Furthermore, company size, 
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financial leverage, and type of industry were measured by total asset, degree of internal and 

external source to finance the company’s assets, and dummy variable (0 for non-manufacture and 

1 for manufacture), respectively. A moderated multiple regression model was used in the study 

from 2008-2017. Four models were developed in the study based on the theory of slack resource 

and good management. The result of the study is that corporate social performance (CSP/CSR) 

has no effect on corporate financial performance (CFP) under slack resource and good 

management theory, it was also shown that only financial leverage could moderate the interaction 

between CSP/CSR and financial performance (CSP). However, based on the overall analysis, the 

study came to the conclusion that the relationship between CSP and financial performance was 

spurious. 

 
3 Methodology 

For empirical analysis, this study employs a sample of 12 commercial banks listed on the Nigerian 

Stock Exchange over the period 2010–2019. Balanced panel dataset obtained from Machame 

Ratios database was employed. We exclude non-financial companies because their method of 

financial reporting is very different from that of firms from the financial sector. Any bank whose 

information were not were available were also deleted from the sample. The final sample consists 

of 119 effective firm-year observations. In the estimation process, we apply quantile regression 

estimation technique to our data set noting that standard least squares regression techniques 

provide summary point estimates that calculate the average effect of the independent variables on 

the ‘average dependent variable. However, this focus on the average effects may hide important 

features of the underlying relationship. But in reality, we could go further and compute several 

regression curves corresponding to the various percentage points of the distributions and thus get 

a more accurate picture of the set. Ordinarily this cannot be achieved by employing the Ordinary 

Least Square Regression which often gives a rather incomplete picture. In this regard, quantile 

regression analysis techniques can help us obtain a more complete picture of the underlying 

relationship between corporate social responsibility disclosure and performance of deposit money 

bank. Hence, in this case, estimation of linear models by quantile regression may be preferable to 

the usual regression methods for a number of reasons.  
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First of all, we know that the standard least-squares assumption of normally distributed errors does 

not hold for our database because the values for all variables in our case are not normal. While the 

optimal properties of standard regression estimators are not robust to modest departures from

normality, quantile regression results are characteristically robust to outliers and heavy tailed 

distributions. In fact, the quantile regression solution bˆ0 is invariant to outliers of the dependent 

variable that tend to ± (Buchinsky, 1994). While conventional regressions techniques will focus 

on the mean, quantile regressions techniques are able to describe the entire conditional distribution 

of the response variable. Lastly, this regression approach does not acknowledge the restrictive 

assumption that the error terms of the econometric function are distributed identically at every 

point of the conditional distribution. By relaxing this assumption, bank heterogeneity becomes 

obvious such that we can consider the possibility that estimated slope parameters vary at different 

quantiles of the conditional distribution of firm performance. Therefore, the quantile regression 

model technique first introduced by Keonker and Basset (1978) can be expressed as follows: 

 
Ƴit = χ1

it β0 + Ԑ0it with Quant0 (Ƴit/ χit) = χ1
it β0…………………………….. (1) 

Where:  i denotes banks, t denotes time, Ƴit is the independent variable, χit is the vector of 

parameters to be estimated and Ԑ is a vector of residuals. Quant0 (Ƴit/ χit) denotes the Øth conditional 

quantile of Ƴit given χit. 

The Øth regression quantile 0<0<1, solves the following problem: 

 

Where ρ0 (.) which is known as the check function is defined as 

 

Equation (2) is then solved by linear programming methods such that as one increases Ø 

continuously from 0 to 1, the entire conditional distribution of Ƴit conditional on χit can be 

measured (Buchinsky 1994). 

 

Empirical Specification of Model 
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In this study we use earnings per share (eps) as a proxy for bank performance which depends on; 

staff training cost (sffcost), social donation, (sdon), Remediation (remcost) and health safety cost 

(hscost). This can be written in econometric form as: 

eps = sffcost + sdon + remcost + hscost + Ԑit…………  (4) 

 

Where Ԑit = Uit + Ԑit with i are banks unobservable individual effects. Furthermore, we examine 

the effect of corporate social responsibility on banks’ performance at 25th, 50th, and 75th quantile 

distributions. 

 
Model Specification: 
Q.25 (epsit) = λ.25 + λ.25,1sffcostit + λ.25,2sdonit + λ.25,3remcostit + λ.25,4hscostit + .25it 

Q.50 (epsit) = λ.50 + λ.50,1sffcostit + λ.50,2sdonit + λ.50,3remcostit + λ.50,4hscostit + .50it 

Q.75 (epsit) = λ.75 + λ.75,1sffcostit + λ.75,2sdonit + λ.75,3remcostit + λ.75,4hscostit + .75it 

 

Where  
eps  = Earnings Per Share 
sffcost      = Staff Training Cost 
sdon = Social Donation 
remcost = Remediation Cost 
hscost = Health and Safety   
 

Q.25, Q.50 Q.75 = Quantile 25, Quantile .50 and Quantile 75 

Operationalization of Variables 

Variables  Measurement Source 
Earnings per share  
(Dependent) 

Earnings per share is the 
earnings divided by 
outstanding shares as reported 
in company income statement 

Najeb and Halaseh (2017) 

Staff Training Cost  
(Independent) 

Staff training cost is the total 
sum employed by the firm to 
cater for the training needs of 
the staff as reported in 
company income statement 

Ajide and Abdulazeez (2018) 

Social Donations  
(Independent) 

Social Donations in thousands 
is the monetary value reported 
in the annual report for gifts 
and donations 

Fauzi,, Svensson & Rahman  
(2010). 
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Remediation Cost  
(Independent) 

Remediation cost in dummy 
(1,0) is measured as "1" for 
companies that have engaged 
in any form of legal 
proceedings as a result of 
default in responding to its 
social responsibility within the 
one-year period and "0" 
otherwise 

Maqbool, S., & Zamir, M. N. 
(2019). 

Health & Safety Cost  
(Independent) 

Health and Safety in dummy 
(1,0) is measured as "1" for 
companies that have a section 
in the Annual Reports for 
Health and Safety and "0" 
otherwise 

Han, Kim  & Yu (2016) 

Authors Compilation 2021 
4 Results and Discussion 
Table 1  Descriptive Statistics 

 
Authors Computation 2021 
 

From the descriptive statistics table above we find that on average the sampled banks maintained 

a training cost of about N17 million. Furthermore, we find that social donation on average was 

about N12 million during the period under review. Corporate contribution vis social donation may 

be attributed to the perceived importance of CSR which include: better access to valuable 

resources, creating financial returns, corporate citizenship, to increase trust and reputation, 

strategic philanthropy, to satisfy stakeholder expectations, potential to charge a premium price for 

products as well as the enhanced attractiveness to recruit and to retain high-quality employees. 

Also, we find that 10% of the sampled banks were involved in one form of remediation or the other 

during the period under investigation. From the result shown above we also found that about 95% 

of the sample banks engaged in health and safety disclosure which is quite commendable as it
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implies that management of these banks are concerned about the health and safety measures of 

their employees. The variable of earnings per share is positive for the banks during the period 

under investigation revealing that every investor earned approximately one naira for every unit of 

shareholding. Pearson correlation statistics showed the absence of autocorrelation while the test 

for multicollinearity (Mean VIF = 1.39 suggest the absence of multicollinearity in the estimated 

model. Furthermore, the test for error variance (heteroscedasticity; P>chi2 = 0.2966) and together 

with the test for omitted variable bias (Ramsy Reset Test = 0.5866) both suggest that the model is 

free from the consequences of heteroscedasticity as well as that of omitted variable bias. However, 

normality of residua test for the dependent variable of earnings per share (0.0000) reflects a model 

residua that do not follow a normal distribution. Hence, we recourse to the use of quantile 

regression analysis technique which is capable of capturing any outlier responsible for non-normal 

distribution in the data set (Allen, Singh & Powell, 2013; Shi, & Wilke, 2020; Huang, Zhang, Chen 

& He 2017). The Ordinary Least Square Regression (OLS) results indicate that estimating only 

the conditional mean of a response variable is inappropriate since the data fail to meet the 

assumptions needed to perform an OLS regression analysis. In this case, estimating the effects of 

corporate social responsibility on bank performance at different points of the conditional 

distribution using Quantile Regression is more functional since each quantile may be associated 

with different effects. The Quantile Regression results reveal that the effects of corporate social 

responsibility variables differ across the quantiles in the conditional distribution of bank 

performance (Earnings Per Share). The effects in different quantiles can be seen in the table below.  
 

Table 2 Results of Ordinary Least Square Regression (OLS) & Simultaneous Quantile 
Regression (SQR) Analysis 
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Note: R _Squared for Quantile 25 = 0.1500, R _Squared for Quantile 50 = 0.2357 R _Squared 
for Quantile 75 = 0.2445 
 
Findings 
From the table above, we find that the R-squared value is 0.2353 for Ordinary Least Square (OLS) 

regression, 0.1500 for quantile 25, 0.2357 for quantile 50 and 0.2445 for quantile 75 respectively. 

This indicate that about 24%, 15%, 24% and 24% of the systematic variations in earnings per share 

have been jointly explained by the independent variables over the period under investigation for 

OLS and the various quantiles of the distribution. This implies that the independent variables 

adopted in this study could not completely explain the variation in earnings per share hence the 

remaining unexplained 75%, 85%, 76%, and 76% respective variations lies in the error term. The 

result above suggests that provision for staff training has a statistically significant effect on bank 

performance which is consistent with the views of Ezigbo (2011) who noted that management of 

banks should ensure continuous investment in training programs to enable their employees 

competent enough to face uncertainties and take effective decision in time and remain competitive 

in the market. Effective training is beneficial for bank staff in a variety of ways as it plays vital 

role in building and maintaining capabilities, both on individual and organizational level.  

 
Our findings also align with those of Amini, and Bianco (2017), Shahazadi and Naveed (2016). 

On the variable of social donation, the result reveal that social donation has a significant effect on 

bank performance of earnings per share during the period under investigation. This outcome is 

consistent with those of Ashraf, Khan, and Tariq (2017), but negate those of Najeb and Halaseh 

(2017) Amidu, Yuanyuan and Brima (2017) who posit that CSR does not generate economic 

benefits for firms at least in the short-run. The significant positive coefficient implies that bank 

management are paying attention to issues on corporate social responsibility. In terms of 

remediation cost the result obtained from the study reveal that remediation do not have a 

statistically significant effect on bank performance which is consistent with the findings of 

Homburg, Stierl, and Bornemann (2013) but contradicts the findings of Adediran and Alade 

(2013). We find also that the variable of health and safety revealed insignificant effect on firm 

performance. This is a bit worrisome since we believe that satisfactory working conditions provide 

benefits of many kinds, and the beneficiaries are both direct and indirect. According to Mossink, 
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& de Greef, (2002), the direct beneficiaries are the workers, since they were most affected by 

accidents, but also the firm, because it avoids losses and improves its profitability. The indirect 

beneficiaries are the consumers, families and society in general. Our finding does mis-align with 

those of García-Chiang, (2018); Morhardt (2010); Carosella, Rodriguez, Williams, Nawrocki and 

Doh (2012); Rikhardsson, (2004) who noted that health and safety in the workplace benefits the 

organization because of the advantages of keeping its workers healthy and productive.  

 
5  Conclusion 

In the course of carrying out this study, we discovered that management of listed banks in Nigeria 

have shown great response to CSR activities which is in recognition to their obligations to 

stakeholders and to the society aiming to improving corporate reputations. Elkington, (1998) asserted 

that banks should not only focus on enhancing its value through maximizing profit and outcome but 

equally concentrate on social issues equally. In line with Elkington assertion, over the years Nigerian 

banks have spent billions of naira as contribution towards addressing social economic development 

challenges of the society. However, this study specifically examined the effect of social donations, 

occupational health and safety cost, staff training cost and remediation cost on earnings per share. 

To determine the effect of the study variables on performance, quantile regression analysis was 

employed and the result revealed that social donations and staff training cost have significant effect 

on bank performance but occupational health and safety cost disclosure, and remediation cost 

disclosure show no significant effect on earnings per share. Based on the findings, we recommend 

that managers should be mindful of the performance level in which they operate. This implies that 

actions or polices that relates to CSR activities should be compared with earnings performance 

levels at all times. Furthermore, managers whose interest is to improve earnings per share should 

engage and expand its training and development capabilities of its work force but must be mindful 

that the level of earnings per share must be at the industry median or above. Managers of these 

banks may need to review existing policies that relates to employee health and safety such that out 

of date and unproductive health and safety policies can be discarded. In this study, we will not fail 

to advocate for continued engagement in strategies and efforts that provides for social donations 

since such policy application carries the potential of creating positive change in the society and for 
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stakeholders. Interestingly, such policies can be enforced at any performance level of earnings per 

share. 
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ABSTRACT 

This study examined the effect of hedge accounting on profitability of listed commercial banks in 
Nigeria. Ten (10) banks were selected based on the availability of needed data for the study. Data 
on Return on Assets (ROA), Derivative Assets (DA) and Derivative liabilities (DL) were extracted 
from the financial reports of the commercial banks from 2014 to 2019 and analyzed using panel 
regression statistical technique. The results revealed that Derivative Assets has a significant and 
positive effect on Return on Asset (ROA) of listed commercial banks in Nigeria. Derivative 
Liabilities was found to have negative and significant effect on Return on Assets (ROA) of listed 
commercial banks in Nigeria. The study recommends that commercial banks in Nigeria should 
enhance the use of hedge derivative instruments to minimize risks and improve profitability by 
going for future, forward, swap and option derivative contract and by employing experts’ 
valuators of hedge contracts.  
Keywords: Derivative assets, derivative liability and profitability 
 
INTRODUCTION 

The concern about the volatility of the money and capital market worldwide and the crucial effect 

of this volatility on financial performance of organizations has necessitated the use of hedging like 

derivatives as strategies for reducing enterprise risks of uncertainties (Carter, Rogers & Simkins, 

2006). Hedging activities are important for entities and investors, because though the entities and 

investors do not expect the risks, there is always inherent or residual risk in all investment decisions 

or transactions and these risks pose as a huge challenge to firm financial performance. The result

of these challenges is laid in the methods that organizations utilize financial vehicles in an attempt 

to offset any unforeseen financial risks that may arise (Brown, 2001). The nature and level of risk 

could give rise also to financial losses, or lead entities to a weak financial state and even 

bankruptcy. 

 
In the United State of America, the then Financial Accounting Standard Board (FASB) issued 

numerous accounting standards pertaining to hedge instruments which centralized on the credit 
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risk for all hedge derivative instruments representing the first phase on disclosure of information 

as regarding the extent, nature and terms associated with hedge instruments with off-balance-sheet 

credit or market risk (Carter, Daniel & Betty, 2016). On 19 November 2013 the International 

Accounting Standards Board (IASB) issued a new version of IFRS 9 Financial Instruments (Hedge 

Accounting and amendments to IFRS 9 and IAS 39) (IFRS 9 (2013), which primarily introduces 

the new hedge accounting requirements. IFRS 9 (2013) did not provide any particular solutions 

specifically tailored to so-called macro hedge accounting, the term used to describe the more 

complex risk management practices used by entities such as banks.An accounting model 

specifically for hedging was subsequently developed as a separate standard and a discussion paper 

which was published in the first quarter of 2014. The high-level aim of the new hedge accounting 

model was to provide useful information about risk management activities that use financial 

instruments, with the effect that financial reporting will reflect more accurately how an entity 

manages its risk and the extent to which hedging mitigates those risks and affect the firms’ 

financial performance. Specifically, the new model aims to provide a better link between an 

entity’s risk management strategy, the rationale for hedging and the impact of hedging on the 

profitability of firms (Alasin & Captain-Briggs, 2018).  

 
Theoretically, in a perfect capital market, firm’s financial hedge is unnecessary as investors would 

be able to construct such hedges to financial risks on their own without any cost as the market 

assumes perfect information disclosure (Lenee & Joshua, 2017). But in the presence of market 

imperfection where asymmetric information, cost of financial distress, taxes, and other forms of 

imperfections exist, financial hedging is argued to be value creating. This is due to the fact that 

firm value will only be created when the firm makes a good investment which in turn increases 

their profitability of firms. The assumption of the perfect market has long been criticized as it does 

not exist in the real world (Alasin & Captain-Briggs, 2018). 

 
Studies such as Jerome, Markus and Rathgeberc (2018); Tefera (2017); Pagah (2016); Ngan (2015) 

and Mburugu (2014) all examined the effect of hedge instrument on financial performance of 

firms. Their studies showed variations to the extent hedging affects the financial performance of 

firms as they based their studies on hedging instruments and strategies than theoretically 
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examining what hedge accounting method is. This is a theoretical and methodological gap as

against the method of hedge accounting prescribed in IFRS 9 that pertains to fair value 

measurement of hedge derivative instrument. Thus this study seeks to explore this gap by 

examining the effect of hedge accounting on profitability of listed commercial banks in Nigeria 

with a view to incorporate hedge accounting measures as prescribed by IFRS 9. The specific 

objectives includes to: 

i. Determine the effect of Derivative Assets on Return on Asset (ROA) of listed commercial 

banks in Nigeria. 

ii. Ascertain the effect of Derivative Liabilities on Return on Asset (ROA) of listed 

commercial banks in Nigeria. 

 
REVIEW OF RELATED LITERATURE 

Conceptual Framework 

Hedge Accounting 

Speranda and Triniski (2015) noted in their work that the English word hedging is a noun derived 

from the transitional verb to hedge, which means to protect, to fend off. When utilized as a noun, 

hedge refers to a fence, a protective strategy. When hedging is adopted as a technical term, it 

denotes to the array of activities we take in order to safeguard ourselves against transaction losses 

and future exchange agreements, so as to protect ourselves against the predictable decline or rise 

in the prices of given goods on international markets. Hedging means the process of offsetting 

exposure to business risks (Glaum & Klocker, 2011). In accounting point of view, hedge 

accounting refers to designating financial instruments as an offset against the change in fair value 

or cash flows of hedged items with similar characteristics (Ayzer & Cema, 2013).  Hedge 

accounting is a portfolio accounting method that combines the values of both a security and its 

offsetting hedge derivative instrument. Hedging is an attempt to reduce the risk of an underlying 

transaction by concluding an adverse transaction in order to offset the risks using financial 

derivative instrument (Harry, Alano & Yilmaz, 2012). This is due to the fact that firm value will 

only be created when the firm makes a good investment which in turn increases their profitability. 

However the ability to finance the investment opportunity is faced by financial risks exposure that 

can limit its financial flexibility. Hedging then will play a role to ensure that firm has sufficient 



AFRA CONFERENCE BOOK OF PROCEEDINGS VOLUME 11, ISSUE 2 

745 

 

 

cash when it needs it for investment without necessarily insulate them completely from all risks.  

Empirically, previous studies addressing these issues give a mixed result, nevertheless, some

studies do indeed show the evidence that financial hedges create value to the banks (Allayanis & 

Weston 2001; Graham & Rogers 2002; Jin & Jorion 2006; Mackay & Moeller 2007); Aretz and 

Bartram 2010; Almubaideen, Joudeh, Alsakeni and Al-Attar (2019) extensively reviewed previous 

studies on hedge accounting and financial performance of firms. They summarized that hedging is 

value creating (Profitability) by exploiting the capital market imperfection that results in under-

investment and assets substitution problem as a result of market instabilities. 

 
Profitability (Return on Asset) is measured by income after tax to total assets used in ascertaining 

the financial performance of the firm (Habib & Elhamawy, 2009). Firms with more stable cash 

flows are more profitable and they prefer to use debt as they have more debt servicing capacity 

and more profit from tax shield. Likewise, profitability firms having free cash flows to meet their 

business requirement in a case of market instabilities do not need to waste it on maintaining firm’s 

liquidity (Grossman & Hart, 1983). Companies with high profit should not obtain hedge contracts 

that are probable to derive liability to them as this will eventually reduce their cash flow. Firms

with higher profits should utilise more internal financing and reduce external financing. 

 
Lookman (2004), drew the attention of the corporate players to the issue that the business 

environment is very risky; this is because of the uncertainties that characterized the operating 

environment. According to Glaum and Klocker, (2011), some of the risks emanate from the 

business are known as systemic risk while others emanate from the external environment known 

as unsystematic risk which affects both internal and external business financing and performance. 

The cost of bearing risk is a crucial concept for any corporation thus firms must seeks ways to 

cushion this risk. Most financial policy decision whether capital structure, dividend policy, 

investment or capital budgeting and hedging policies revolves around the benefits and cost of 

corporation holding risks (Jorion, 1990). The investment functions of the finance managers 

requires an analysis of the future cash flows, uncertainties of market and values of the future 

investment plans of the firm (Aretz & Dufey, 2010). To enhance prudent financial performance in 
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the face of such uncertainties, Aretz and Dufey (2010) suggest the use of hedge accounting 

methods to upset any adversities that might arise from taking such risky investment decisions. 

 
Hedge Instruments Recognition and Measurement (IAS 39) 

The objective of IAS 39 is to establish principles for recognition and measurement of financial 

assets, financial liabilities and some contracts to buy or sell non-financial items which is 

considered hedge accounting. Requirements for presenting information about hedge financial 

instruments are in IAS 32 Financial Instruments: Presentation. Requirements for disclosing 

information about financial instruments are in IFRS 7 while that of recognition and measurement 

are embedded in this standard (IAS 39).  

 
IAS 39 holds that an entity shall recognize a financial asset or a financial liability in its statement 

of financial position when, and only when, the entity becomes a party to the contractual provisions 

of the instrument while in accordance with derecognition of a financial liability, an entity shall 

remove a financial liability (or a part of a financial liability) from its statement of financial position 

when, and only when, it is extinguished, that is when the obligation specified in the contract is 

discharged or cancelled or expires.  

 
According to IAS 39 When a financial asset or financial liability hedged is recognised initially, an 

entity shall measure it at its fair value plus, in the case of a financial asset or financial liability not 

at fair value through profit or loss, transaction costs that are directly attributable to the acquisition 

or issue of the financial asset or financial liability hedged shall be included (Zhang, 2009). Fair 

value is the amount for which an asset could be exchanged, or a liability settled, between 

knowledgeable, willing parties in an arm’s length transaction (Jin & Philippe, 2016). Transaction 

related to financial hedging is accounted under IAS 39: Financial Instrument, Recognition and 

Measurement. Accounting for financial instrument has been the most controversial area in IFRS 

adoption especially those related to hedge accounting. One thing that should be put into 

consideration before discussing hedge accounting is that IAS 39 was originally developed based 

on US GAAP standard for similar transaction namely SFAS 133: Accounting for derivatives 

instrument and hedging Activities.  
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Theoretical Review 

Agency theory 

Agency theory was established by Jensen and Meckling (1976).They suggested a theory of how a 

company's governance is based on interest conflicts among its shareholders, its managers and its 

major debt financing providers. Each group has different interests and goals. 

i) The shareholders want to boost their wealth and income. Their interest lies in the 

returns provided by the company both as a dividend and in the value of its shares. The 

worth of their shares are dependent on the long-term financial prospects for the 

company. Accordingly, shareholders are apprehensive about dividends, but even more 

apprehensive about durable effectiveness and the financial perspectives as these affect 

their equity value.  

ii) On behalf of shareholders, the management is engaged in the management of the 

company. But if managers do not own any of the shares in the enterprise, they have no 

direct interest in shareholders' future returns or in the share value. Managers have an 

agreement of employment and are paid. Unless they own shares, or unless their 

remuneration is linked to profits or share values, their main interests are likely to be the 

size of their remuneration package and their status as company managers.  

iii) The major debt suppliers have an interest in the company's managers' sound financial 

management so that they can pay their debts fully and on time. The association amid a 

company and its management is defined by Jensen and Meckling as a structure of a 

contract where the owners (as the principal) designate an officer (managers) to 

coordinate the firm on their own. The owners shall assign decision-making authority to 

the management as part of this arrangement. 

 
Agency theory extends the company's analysis to include ownership and control separation and 

the motivation of managers. In terms of company risk management issues, management attitudes 

towards the taking and hedging of risks have remained influential (Smith and Stulz, 1985). Theory 

also describes the potential interest mismatch between shareholders, executives and debtors 

because of income distribution asymmetries, which can lead the company to too much risk or not 

to participate in positive net worth project (Mayers and Smith, 1987). Consequently, agency theory 
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infers that hedging policies can influence corporate value significantly since there is a focus on the 

ability of hedging to increase firm value, management incentives and what type of derivatives 

firms should use (Fite and Pfleiderer, 1995). Moreover, there is an important trade-off between the 

cost and gains of risk aversion (Froot, Scharfstein and Stein (1993); DeMarzo and Duffie, 1995). 

Hedging is based on managers' incentive to maximize their functionality. Risk-averse superiors 

engage in hedging if their wealth and human capital are focused in the organization they coordinate 

and if they find the price of hedging on their own account is advanced than the cost of hedging at 

the company level (Stulz, 1984 & Smith and Stulz, 1985).  Hedging can be a signal to better respect 

management ability outside investors (DeMarzo and Duffie, 1995). As a reaction to the 

inconsistency between managerial incentives and shareholder interests, agency theory provides 

significant support for hedging. 

 
Empirical Review  

Onsongo, Muathe, and Mwangi (2020), carried out a study on Financial Risk and Financial 

Performance: Evidence and Insights from Commercial and Services Listed Companies in Nairobi 

Securities Exchange, Kenya. The study attempted to assess the impact on the performance of these 

companies of the financial risk. The study used the design of the explanatory research. In this 

segment of NSE, the target populations were the 14 companies. For the period 2013–2017, 

secondary panel data were collected from published annual reports. The panel regression model 

was used on the basis of the Hausman specification test for the random effect model. The study 

findings revealed that the credit risk had an insignificant positive effect on the return on equity 

(ROE) and the liquidity risk had a significantly negative impact on ROE. The positive coefficients 

of the data analysis show that the NSE's commercial and service companies were able to take up 

more credit in order to boost the performance of those companies, but the negative coefficients 

show that during the period under examination, the liabilities currently exceeded current assets, 

causing high liquidity problems. This concludes that when they were due, these companies could 

not pay their full obligation. 

 
Almubaideen, Joudeh, Alsakeni, and Al-Attar (2019), carried out a study on the Effect of Applying 

Hedge Accounting in Reducing Future Financial Risks in Jordanian Commercial Banks. The
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objective of the study was to identify the effect of using hedger accounting to reduce Jordan's 

future financial risks using financial ratios to find a practical method to calculate and deal with 

future financial risks for commercial banks in Jordan using hedge accounts for its three categories. 

In addition to financial indicators, researchers employed both the descriptive and analytical 

methods based on the financial statements and reports for the period (2012-2017) of Jordanian 

commercial banks. 

 
Before applying hedge accounting and after that, in compliance with the changes made to IFRS

Standard No. 9, and also with the banks on the Amman Exchange market for the study period, the 

study community included published financial statements of the Jordanian commercial banks. The 

study sample included all Jordanian commercial banks who revealed their annual financial 

statements with application of hedge accounting.The study found that the cash flow coverages 

correlate strongly with the financial risks posed by the hedge accounting of Jordan's commercial 

banks for the period (2012-2017) as well as that the fair value hedges are strongly correlated to 

reducing financial risks. The fair value havens can explain why financial risk is reduced by 27.4%. 

The result was the R2 value. The correlation between foreign currency net investment and financial 

risk is weak. In the study, the importance of preserving the use of hedge accounts for fairness and 

fair representation of internal and external users in the final financial statements was suggested. 

 
Alasin and Captain-Briggs (2018) examined the effect of hedge accounting on the market value of 

quoted oil and gas firms. A sample of 10 oil and gas firms were selected based on data quality and 

availability to address the requirements of the variables in the regression model. The study 

modeled market value as linear function of cash flow hedging, investment hedging and fair value 

hedging. Cross sectional data was sources from financial statement of the selected firms from 2011 

to 2016. From the panel data result, the study found that cash flow hedging have positive and 

significant relationship with market value while fair value hedging and investment hedging have 

positive but not significant relationship with market value of the quoted oil and gas firms. 

Tefera (2017) in his work explained that financial firms are carrying more risks than non-financial 

firms as they are operating with highly liquid assets. Use of derivatives is one of hedging 

techniques used in protecting firms from such kind of risks. In analyzing the work, he took the 


