
7. Conclusion 

Employing a sample of 73 U.S. oil and gas producers from 1998 to 2004 our 

research aims to discuss whether hedging activities can add value to firms.  Another 

subject we pay attention to is whether asymmetry plays a role in firms’ stock return 

exposures and impacts on exposures from hedging activities.  

This paper covers such a long period where the oil and gas price fluctuate 

dramatically.  The rising oil price since 2002 and greater volatility in gas price 

during period of 2002 to 2004 are the two features in our sample.  We suppose these 

characteristics may have influence in our research.  

We examine the relation between stock returns and oil/gas price changes to begin 

our research.  The significantly positive results suppose positive exposures to price 

movements for oil and gas producers.  By looking into the components of the 

exposures, we find both oil and gas reserves would increase the stock return 

sensitivities while hedging activities show insignificant impacts.  

Furthermore, we suppose our companies face downside risks and hedge 

downside risks for two reasons, the companies in our sample engage in oil and gas 

production and the hedging deltas in all firm years are all negative.  The 

characteristics of our sample combined with previous studies about foreign exchange 

rate asymmetric exposures prompt us to consider the role of asymmetry.  Our 

empirical results show the existence of asymmetric exposures in oil and gas markets. 

We also find evidence supports asymmetric impacts of hedging activities and oil/gas 

reserves on stock return exposures.  The asymmetric influence of hedging activities 

is consistent with price-to-market theory and the empirical results from oil/gas 

reserves support the real option theory.  

Finally, we shed light on the relation between firm value and hedging activities 



in chapter 6.  After controlling five firm value related variables, most of the 

coefficients of hedging proxies show that firms with hedging activities are not 

rewarded by investors with higher valuation.  Among four proxies we use to 

represent firms’ hedging activities, only relative gas reserve deltas have significantly 

positive impact on firm value while other proxies, though insignificant, report 

negative influence.  The different results showed according to different periods 

suppose that hedging activities may have impact under higher price volatility and 

decreasing trend of prices.  We go a step further to divide our samples into large and 

small firms in order to examine the role of hedging under different firm size.  The 

results suppose that larger firms may have more effective hedging activities.  

In conclusion, our research proves the existence of asymmetric exposures and 

asymmetric impacts of hedging and reserves on stock return exposures.  And the 

empirical results about firm value and hedging are roughly consistent with those in Jin 

and Jorion (2006).  It seems that hedging activities can’t add value to firms in oil and 

gas industry.  But the results also suppose that the price volatility and rise or fall of 

oil/gas prices would play roles in the relation between hedging and firm value.  

Hedging activities and oil/gas reserves would have different effects on stock return 

exposures during periods of price increase or decrease.  To base on all the evidence, 

we surmise that hedging may not invalid in all situations, it may work under price 

decrease and large price volatility.  Therefore, for oil and gas producers, there may 

be some issues they should consider.  For example, because the results of hedging 

would be influenced by the features of oil and gas price, companies should change 

their hedging strategies more frequently.  Also, according to the evidence, hedging 

for reserve may be more important than production hedging.  

There are still several other related issues can be discussed in future studies.  

First, we use fixed effect models to examine whether hedging can add value to firms 



in our research, however, a nonlinear model can also be employed to test the 

hypothesis.  Second, since companies face different kinds of risks simultaneously, 

studies can take all the risks into consideration at the same time to investigate whether 

the influence of hedging activities differ in the types of risks to which firms are 

exposed.  Third, studies can further examine the suggestion that hedging may work 

under price decrease and large price volatility.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


