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		We build a dynamic risk management model of a financially constrained firm maximizing financing for its investment projects. Because of the option to abandon investment at low profitability and to expand investment at high profitability, hedging can be suboptimal. The model
predicts that firms will engage in more risk management when they have a
higher net worth and have easier access to external
financing. In contrast, financially constrained firms will hedge less
aggressively. Using detailed data for U.S. oil and gas producers
covering the period of unprecedented industry growth during 1999-2019, we
find support for model predictions. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: hedging, risk management, investment options, financing constraints, investment

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Babenko,  Ilona and Tserlukevich,  Yuri, Embracing Risk: Hedging Policy for Firms with Real Options (August 17, 2019).  Available at SSRN: https://ssrn.com/abstract=1785334 or http://dx.doi.org/10.2139/ssrn.1785334 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ilona Babenko

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Arizona State University  ( email )

			

			
			
				
				
				
					Department of Finance
W.P. Carey School of Business
Tempe, AZ  85287
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Yuri Tserlukevich (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Arizona State University (ASU)  ( email )

			

			
			
				
				
				
					Farmer Building 440G PO Box 872011
Tempe, AZ  85287
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      413

			

		
		
		
			Abstract Views

			    2,171

		

		
		 
		
			Rank

			  131,447

		

		
	


	

	
		
			
				        7 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    American Finance Association Meetings (AFA)

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                American Finance Association Meetings (AFA)

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                           10,237

                                    

                                    
                                        PAPERS

                                            1,056

                                    

                                

                                
                            

                        

                    

                
	
                    Risk Management eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Risk Management eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            4,665

                                    

                                    
                                        PAPERS

                                           15,551

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Robert Sales at Global Association of Risk Professionals

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Valuation, Capital Budgeting & Investment Policy eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,661

                                    

                                    
                                        PAPERS

                                           11,530

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                
	
                    European Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                European Finance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,628

                                    

                                    
                                        PAPERS

                                           14,893

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        John A. Doukas at Old Dominion University - Strome College of Business

                                    

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Risk Management:  Coordinating Corporate Investment and Financing Policies

                        
                            By
                                
                                
                                    
                                    Kenneth Froot, 
                                    
                                
                                    
                                    David S. Scharfstein, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Why Firms Use Currency Derivatives

                        
                            By
                                
                                
                                    
                                    Christopher Geczy, 
                                    
                                
                                    
                                    Bernadette A. Minton, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        The Use of Foreign Currency Derivatives and Firm Market Value

                        
                            By
                                
                                
                                    
                                    George (yiorgos) Allayannis
                                     and 
                                
                                    
                                    James Weston
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Exchange Rate Exposure, Hedging, and the Use of Foreign Currency Derivatives

                            
                                By
                                    
                                    
                                        
                                        George (yiorgos) Allayannis
                                         and 
                                    
                                        
                                        Eli Ofek
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Firms Hedge in Response to Tax Incentives?

                            
                                By
                                    
                                    
                                        
                                        John R. Graham
                                         and 
                                    
                                        
                                        Daniel A. Rogers
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Impact of Cash Flow Volatility on Discretionary Investment and the Costs of Debt and Equity Financing

                            
                                By
                                    
                                    
                                        
                                        Bernadette A. Minton
                                         and 
                                    
                                        
                                        Catherine M. Schrand
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How Much Do Firms Hedge with Derivatives?

                            
                                By
                                    
                                    
                                        
                                        Wayne R. Guay
                                         and 
                                    
                                        
                                        S.p. Kothari
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            How Much Do Firms Hedge with Derivatives?

                            
                                By
                                    
                                    
                                        
                                        Wayne R. Guay
                                         and 
                                    
                                        
                                        S.p. Kothari
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Exchange Rate Exposure

                            
                                By
                                    
                                    
                                        
                                        Kathryn M.e. Dominguez
                                         and 
                                    
                                        
                                        Linda L. Tesar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            International Competition and Exchange Rate Shocks: A Cross-Country Industry Analysis of Stock Returns

                            
                                By
                                    
                                    
                                        
                                        John M. Griffin
                                         and 
                                    
                                        
                                        RenÃ© M. Stulz
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
			
				
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.094 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
