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Abstract 
This study investigates how risk management in general, and hedging in specific is used 

in industries that produce and sell raw materials. We investigated the hedging strategies 

in the Swedish mining industry. The purpose of this study was to investigate how Swedish 

mining companies hedge and why they do so. To accomplish this we developed two 

research questions, the first was to answer how Swedish mining companies hedge, and 

the second was to answer why. To answer these two research questions we have both 

followed a deductive and an inductive approach to theory, by developing an analytical 

framework based on earlier theories and studies and by creating new knowledge to this 

subject. The research design for this study is comparative case study design. We gathered 

data for this study from five interviews with CFO’s and Head of treasury’s from five 

different Swedish mining companies in order to get their expertise and opinions of 

hedging.  

With the information from the interviews we were able to answer our two questions, and 

conclude how and why they hedge. For instance, we found that all of the companies only 

hedged their commodity prices if they were forced by circumstances outside of their 

control. We also found interesting similarities and differences between state-owned and 

publicly traded companies. Based on our findings from the interviews we were able to 

suggest further research. For instance we were able to identify what factors that influence 

the state-owned company’s hedging strategy, but we were unable to identify the motives 

behind the factors, which can be investigated in the future. The main theoretical 

contribution of this study is our analytical framework.  
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1. Introduction 
This chapter will start with the problem background in order to present the reader with 

a perspective on the subject and our identified research gap. We will continue by 

presenting our thesis purpose. Next we will derive our research questions based on our 

thesis purpose. Furthermore we will present ‘for whom’ this thesis is, our preconception, 

limitations and choice of subject. At the end of the chapter we will outline the necessary 

terminology and present the disposition of the paper. 

1.1 Problem background 
Nearly all large corporations around the world have a risk management program that 

includes hedging in some way to protect themselves against financial risks (Campello et 

al., 2011). Hedging as a risk management tool is widely used among companies and has 

therefore been studied extensively by researchers. Despite the extensive research in this 

field, there are no widely accepted explanations for risk management as a corporate policy 

in the finance literature (Haushalter, 2000). For instance, there are uncertainties about 

how a company should hedge and to what extent, and even how it affects the market value 

of the firm (Haushalter, 2000; Campello et al., 2011). The benefits and drawbacks of risk 

management are still very much debated. For example Haushalter (2000) states that in a 

‘perfect market’ risk management can merely be seen as a financial transaction and should 

not have any effect on the market value of the firm. Consequently, if markets are 

imperfect then risk management and hedging can be used to alter the firm value by 

influencing investment decisions, future costs of financial distress and costs of future 

taxes (Smith & Stulz, 1985; Haushalter, 2000). 

The concept of ‘risk management’ have been developed to help companies to identify and 

handle relevant risks and to ensure that a company have enough cash available to make 

investments that have a positive net present value (NPV) (Froot et al. 1994). Risk 

management can be defined as: “The process of identification, analysis and either 

acceptance or mitigation of uncertainty in investment decision-making” (Investopedia, 

2013). In the concept of risk management, there are several financial risks that companies 

are exposed to such as market risks, liquidity risk, and credit risk. All of these risks need 

to be taken into account if a firm wants to create long term value for its shareholders. 

Froot et al. (1994, p. 92) states that “In many cases, fluctuations in economic and financial 

variables such as exchange rates, interest rates, and commodity prices have had 

destabilizing effects on corporate strategies and performance”. This means that without 

proper risk management companies can have problems to fulfill their obligations to 

different stakeholders, which was evident in the global financial crisis of 2008. 

‘Hedging’ is a popular tool in risk management and it can be used as an insurance to 

reduce risk, or transfer risk from one party to another. Hedging can be defined as “a 

coincident purchase and sale in two markets which are expected to behave in such a way 

that any loss realized in one will be offset by an equivalent gain in the other” (Hardy & 

Lyon, 1923). In its most basic form hedging can be seen as insurance made for companies 

to reduce or neutralize market factors of an investment. The purpose of the insurance, or 

hedge, is to eliminate any factors that can potentially affect the outcome of the investment, 

such as price or currency fluctuations. For example a miner can create a hedge to lock in 

a specified price today to sell his commodity in the future to ensure a fixed price that is 

unaffected by changes in the world market price. 
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The ‘Theory of Hedging’ was introduced by Hardy & Lyon (1923) and was aimed to bring 

clarification about hedging and how it can be used. The researchers claim that hedging 

has become a popular tool for risk management to reduce and transfer risk (Hardy & 

Lyon, 1923). They claimed that the point of hedging was to be able to compensate losses 

in one market with the help of the gains in another market, or vice versa. Entering a 

contract can help a company to protect it from different price changes or any other 

financial risks by ensuring them the right to buy or sell for a specific price at a specific 

time or lock in a specific price at a specific time. Thus buying or selling futures contracts 

can help a company to protect itself against various risks. The contractor will be obligated 

to compensate for the price changes if needed. Moreover the company can choose to 

hedge both the upward and downward price movements and consequently not make any 

gains or losses from these price movements. Companies can also choose to only hedge 

the upward or downward price movements to incorporate managerial views into the 

decision. This incorporates more risk into the decision but could also potentially increase 

the return, if the market moves in your favor. Moreover the manager can decide if only 

parts of an investment should be hedged or all of it. Therefore hedging is very versatile 

and companies can have very complicated or simple hedging strategies. The ‘perfect 

hedge’ however, according to Hardy & Lyon (1923) is the one that offset all changes in 

price, i.e. to lock the price from both upward and downward movements. 

Furthermore Johnson (1960) presented a model that incorporated speculation in the 

futures market and how to calculate the optimal amount of forwards and futures that 

companies should buy and sell. Johnson (1960) wanted to present a reformulated concept 

of hedging that had the same objective as ‘modern portfolio theory’ (MPT), to minimize 

the variance, and to define risk as the standard deviation of a two-asset hedge portfolio. 

Continuing with a more modern view about hedging, Stulz (1984) presented a model for 

value-maximizing firms that use an active hedging policy, meaning that the manager 

decides the actual hedging decision and not the shareholders. Unlike Johnson’s (1960) 

model, Stulz’s (1984) model is a continuous-time model that can be revised when the 

company receives new information, which gives a more dynamic model that can be 

improved over time. Loss (2012) found yet another reason for how companies decide 

their optimal hedging policy. According to Loss (2012) there is empirical evidence that 

companies hedge to coordinate their investment plans with their investment capacity 

under financial constraints. Therefore competition between companies should have an 

effect on the company’s investment opportunities, which in turn will affect the optimal 

hedging policy. 

Moreover Brown & Toft (2002) wanted to explain how a firm should hedge instead of 

focusing on the “why” as most research had in previous years. Brown & Toft (2002) 

concludes that the optimal hedging for a value maximizing company is much more 

complex than previous literature has suggested and that they found many factors that 

could have a material effect on the optimal hedge. Therefore the model presented by 

Brown & Toft (2002) has shown that “simply selling expected output forward is rarely, 

if ever, the optimal risk management strategy” (Brown & Toft, 2002, p. 1318). 

Generally, to hedge and protect against financial risks, companies uses ‘financial 

derivatives’ which can be defined as: “... contracts that derive their value from some 

underlying asset (such as stock, bond, or currency), reference rate (such as a 90-day 

Treasury bill rate), or index (such as the S&P 500 stock index)” (Shapiro, 2010, p. 293). 

Furthermore the ‘International Swaps and Derivatives Association’ (ISDA) reports that 

94% of the world largest corporations use derivatives to hedge and manage their business 
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and financial risks (ISDA, 2009). The three most common financial risks to hedge against 

are interest rate risk, exchange rate risk and commodity price risk, and the most common 

types of financial derivatives are forwards, futures, options and swaps (Loss, 2012; Froot 

et al. 1994; Shapiro, 2010, p. 293). 

Assuming that all companies are value maximizers, there are several reasons for a 

company to hedge. A company can for instance hedge against currency exchange rates 

when they operate with two or more currencies since the currency fluctuations can affect 

their revenues in a negative way. Hedging is also used by companies for other reason than 

solely protection against financial risks. Many companies could also potentially receive 

better debt agreements such as lower interest rates and/or less restriction on investments 

(Campello et al., 2011). If companies limit or lower their commodity price risk through 

hedging, they can receive lower risk premium and better debt agreements from creditors, 

since creditors will feel more secure about receiving their money back (Buhl et al., 2011). 

Hedging as a field of research started in the early years of last century. To the best of our 

knowledge, the oldest research on hedging was published in ‘Business Harvard Review’ 

by Ralph H. Stiles and dates back to 1922. The research was about how flour millers can 

protect themselves from price fluctuation. In his paper, Stiles (1922) mentions that very 

small price changes (15-20 cents) can affect the profit significantly and could lead to 

bankruptcy for the millers. This shows that the demand for future contracts to protect 

from price changes have existed for businesses for a very long time. The demand is of 

course not limited to only flour millers, every company that have a large exposure to price 

risk, such as oil and mining companies, could potentially benefit from securing a future 

price for their commodities. 

We chose to focus on hedging strategies in the mining industry partly because of the 

reported ‘mining boom’ during the last 5 years, but also because we want to explore how 

firms that have a large exposure to world prices decides which hedging strategy is best 

for them. Interestingly, metal and mineral prices have been very volatile the last decade 

as can be seen in Graph 1, which is another reason why we want to focus on the mining 

industry. 

 

(Graph 1 Export prices) 
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Moreover, world prices of metals and minerals are very hard to predict for a longer period 

of time (Pierdzioch et al., 2013), which means that companies that are exposed to this risk 

can benefit from having a good strategy to mitigate large price fluctuations. As seen in 

graph 1 above, the price of iron ore have increased by 600 percent from 2005 to 2011. 

Recently, an article published in ‘Financial Times’ stated that the strong price gain of 

metals and minerals in recent years have put a downward pressure on executives from 

shareholders to stop hedging practices (Blas, 2012). However this upward price trend 

have stagnated and caused a shift in the balance of power from shareholders to 

bondholders, who want stable cash flows to ensure that companies are able to fulfill their 

obligations (Blas, 2012). This means that companies with weak financial position will 

have troubles to maximize shareholder value if they have to agree with bondholders 

demands. 

Furthermore, specific research into commodity prices have found contradictory results 

regarding hedging. For example Jin & Jorion (2006) investigated oil & gas companies in 

the US and compared hedging versus non-hedging companies to see if hedging is related 

to greater market value. They found that hedging reduces the firm’s stock price sensitivity 

to oil & gas prices but contrary to previous findings, it did not have a positive effect on 

the market value of the company. Another research by Brown et al. (2006) investigated 

the impact of managerial views on corporate policies in the goldmine industry to see if 

selective hedging adds value to shareholders. Their empirical evidence showed that 

selective hedging was not statistically beneficial for shareholders. 

As have been shown, companies that do not manage financial risks will have a higher risk 

exposure which could have severe effects on their financial performance. In general, 

companies in the mining industry differ from non-commodity industries due to their large 

commodity price risk exposure. With this information in mind, we have identified an 

opportunity to find out how companies in the mining industry hedge in Sweden. We 

believe there is a research gap in the literature and we want to explore and investigate it 

further. 

1.2 Thesis purpose 
Our purpose is to first examine the hedging strategies of mining companies in Sweden. 

We want to know how mining companies hedge, for instance what kind of contracts and 

instruments they use and what risks they decide to hedge against. When we have 

examined the hedging strategy we will continue to examine the reasons for their hedging 

strategy. Therefore we want to highlight the reasons why companies choose to hedge to 

understand what the mining companies consider relevant for hedging. Previous literature 

has identified several reasons for why companies would hedge. We want to know if the 

companies in the mining industry base their hedging strategy on these theories or if there 

are other reasons that are more important. Our aim is to have companies that differ in 

company-specific characteristics in order to capture the full scope of the industry. This 

will allow us to investigate if there are any major differences between companies that 

have the same level of price risk exposure but differ in other aspects. 

1.3 Research questions 
We have developed two research questions in order to fulfill our thesis purpose: 

 Question 1: What hedging strategy do Swedish mining companies have? 

The mining industry in Sweden today consists of two main actors, LKAB (which is the 

biggest iron ore supplier in Europe) and Boliden (which is one of the largest companies 
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in the Nordic stock exchange), and several small, junior and prospecting firms. We have 

chosen to include in our sample companies that differ in ownership, size and other 

company-specific characteristics to capture the full scope of the whole industry. We 

decided to focus on Sweden’s mining industry because it is one of the main exporters of 

base and precious metals in the EU. 

 Question 2: Which factors are important for Swedish mining companies when 

deciding their hedging strategy? 

If we know how they hedge, then naturally we want to know why they do so. Therefore 

we want investigate factors that are most important for their hedging strategy. The 

findings of this question will help us get a deeper understanding of the reasoning of 

mining companies in Sweden. Both research questions will be answered with the help of 

empirical findings we gather from interviews. 

1.4 For whom 
This research is mainly intended to expand the current knowledge of hedging in the 

financial literature. Therefore this paper is mainly intended for researchers that want to 

continue investigating hedging. By investigating the reasons why companies hedge we 

want to motivate other researchers to continue to build on these findings. Since we have 

chosen to focus on the mining industry in Sweden, this research will be of interest for 

both companies and investors in the mining industry as well. We hope that the research 

can give risk analysts in the mining companies more understanding of their surrounding 

environment, in order to make a better analysis. This research is also intended for 

investors that want to have a better understanding of how mining companies prioritize 

and evaluates hedging in the mining industry in Sweden. 

1.5 Preconceptions 
Firstly, our preconception of hedging is limited to the theoretical knowledge we have 

gathered from our study period in Umeå University and our knowledge gathered from 

events happening around the world. For instance, our perception of financial markets has 

changed due to the financial crisis of 2008. Other events and personal experiences have 

formed our overall perception of risk management and hedging. Our perceptions do not 

differ a great deal since we have same academic background from Umeå University and 

share similar opinions on finance. Moreover we have had the impression that hedging is 

accompanied with high risks due to several financial scandals, such as the 2011 UBS 

rogue trader scandal. We perceive that some companies have misused the intended 

purpose of hedging which is to reduce risk and instead used it as a speculative instrument, 

which in turn led to higher risk. 

Secondly, our preconception of the mining industry is that mining companies are 

accompanied with large commodity price volatilities and therefore should use hedging to 

eliminate these fluctuations in order to reduce variance. However, we believe that some 

companies might not hedge due to costs exceeding the perceived benefits. We also had 

the perception that small mining companies are willing to accept more risk than large 

companies because their investors are risk takers. Some companies might not hedge the 

commodity price risk because they believe that their investors want to have the exposure. 

Lastly, our preconceptions of state-owned companies differ. One of the researchers is of 

the opinion that state-owned firms are generally less efficient than their private 

counterpart. The other researcher does not believe that this is the case in Sweden, and that 

state-owned companies are well managed. Our common preconception of state-owned 
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companies is that they generally want to have a low exposure of risk, since they are 

managed on the behalf of their citizens. 

1.6 Choice of subject 
The choice to study the hedging strategies of mining companies is mainly due to our 

preconceptions and our personal preferences, but also because of our wish to be involved 

with risk management in our future employment. We believe that widening our theoretical 

and practical knowledge on hedging will be beneficial for our career. We would like to 

investigate the financial aspects of companies to learn how they affect a company in 

practice and also to gain a deeper understanding of how companies handle financial risks. 

The mining industry is of special interest for us for two reasons. Firstly, one of the 

researcher have worked in a governmental institution that focused on promoting mining 

companies to establish their business in South Australia. Secondly, the reported ‘mining 

boom’ sparked our attention to investigate the mining industry. Lastly, Sweden’s mining 

industry is among the leading producers of ores and metals. Therefore conducting a 

research on hedging in the mining industry was a suitable choice for us. 

1.7 Delimitations 
We have chosen to conduct a qualitative research with five cases. We will gather data 

from interviews from these five cases. We have chosen these five companies due to 

limitations, we simply do not have the time or resource to interview more companies in 

and outside of Sweden. We chose five companies that differ in terms of company-specific 

characteristics, in order to cover the whole industry in Sweden. We have chosen not to do 

a quantitative research because we would not be able to gain the same insights without 

interviewing the companies in person. For example quantitative questionnaires will not 

yield the same results as in-depth interviews. 

Moreover we have chosen to review as much as possible of the existing literature on 

hedging within our time frame. We have chosen to give an overall description on relevant 

theories and concepts in finance and risk management. We will present previous empirical 

findings on hedging to see if they are sufficient to explain the hedging strategies in the 

mining industry in Sweden. 

Finally time constraint is also delimitation for us. Since we have chosen to complete this 

research during this semester we have a short time frame it can affect the quality of our 

work. By having a short time frame to conduct interviews and analyze them we are 

vulnerable to possible delayed responses from our interviewees. This means that if we get 

a late reply from one major candidate it will negatively affect our time frame and 

consequently affect the time we have to analyze our empirical findings. 

1.8 Terminology 
Risk management: Can be defined as “coordinated activities to direct and control an 

organization with regard to risk” (ISO 31000) or “The process of identification, analysis 

and either acceptance or mitigation of uncertainty in investment decision-making” 

(Investopedia, 2013). We will discuss the concept of risk management further in ‘3.2.1 

Risk management’. 

Financial risks: Is the umbrella term for all risks regarding the financial aspect of an 

organization. The financial risks that will be relevant for this paper will be further 

explained in ‘3.2.2. Financial risks’. 
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Hedging: Can be defined as “a coincident purchase and sale in two markets which are 

expected to behave in such a way that any loss realized in one will be offset by an 

equivalent gain in the other”. We will present relevant research on this subject in ‘3.2.3 

Hedging’. 

Perfect hedge: Is the hedge that is able to eliminate all market risks that can affect the 

value of the asset, such as price risk, exchange rate risk or interest rate risk (Brown & 

Toft, 2002; Hull, 2009, p. 45). 

Active hedging: Is to actively take a speculative position in order to make financial gains 

from an imperfect market. Can also be referred to as selective hedging. 

Spot price: Is the current market price that an asset is sold at. 

Spot market: Is a market where commodities or securities are traded for cash and 

deliveries immediately at their spot price. 

Financial derivatives: Is the umbrella term for financial instruments used to create a hedge. 

There are many different types of financial derivatives. Financial derivatives are contracts 

which price is derived from an underlying asset. The relevant financial derivatives will 

be explained hereafter. 

Forwards (Forward contract): Are contracts that are non-standardized and are usually 

custom made between two parties regarding delivery date and price if an asset. Forwards 

are usually not traded on exchanges. 

Futures (Futures contract): Are standardized contracts that are sold on a future exchange. 

These contracts have a predetermined delivery date and price in which the buyer or seller 

is obligated to fulfill. Some futures include physical delivery of an asset while others can 

be settled in cash. 

Options: Are contracts that offer the right but not the obligation to buy or sell an asset at 

a specified price during a specified period. 

Swaps: Is the option to be able to change the character of securities such as stocks and 

bonds or interest rates and currencies. For instance, some companies might in their 

agreements with bank include the option to change their interest rate from floating to 

fixed or vice versa. 

Base metals: The base metals included in our study are copper, lead, nickel, zinc and iron. 

Precious metals: The precious metals included in our study are gold and silver. 

Chief financial officer (CFO): The CFO has the main responsibilities is financial planning 

as well as to manage the financial risks in a company. The CFO will report to higher 

management, usually to the Chief Executive Officer. 

Head of treasury: The head of treasury is responsible for both the strategic direction and 

operational delivery of all aspects of treasury management. The treasury is a centralized 

support function for the group to help manage financial risks. 

Group: The group is sometimes called ‘corporate group’ or ‘group of companies’. It is 

the collection of the parent company and its subsidiaries in centralized body.  It is the 

equivalent word for ‘koncern’ in Swedish. For this study we will simply use the term 

‘group’.  
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1.9 Disposition 
This order in this this study will be as follows: 

Chapter 2: Methodology 

In chapter two we will first outline the theoretical methodology, followed by the practical 

methodology. We will then motivate our choice of sources and finally asses the truth 

criteria and outline our ethical considerations. 

Chapter 3: Theoretical framework 

In chapter three we will present the findings from our extensive literature review. We will 

present the relevant theories from finance, risk management and hedging. We will also 

explain the financial risks relevant for the study. We will then present earlier empirical 

findings on hedging. In the end of this chapter we will present our analytical framework 

that we have created based on the knowledge we have gained in our literature review. 

This analytical framework will be used to analyze the interview. 

Chapter 4: Empirical findings 

In chapter four we will summarize the empirical findings that we have collected from the 

interviews and annual reports. We will start with presenting chosen key information 

regarding the companies, such as ownership and capital structure. We will then present 

what we gathered from the interviews in terms of risk management philosophy, hedging 

strategies and the reasons for hedging. These findings will be analyzed in the next chapter 

partly with the help of our analytical framework. 

Chapter 5: Analysis 

In chapter five we will analyze the empirical findings that we have gathered. The analysis 

will start with comparing and contrasting the five different companies by looking at how 

the companies hedges and then continue with analyzing why they hedge that way. To 

analyze why they hedge in a certain way we will apply the analytic induction method with 

the help of our developed analytical framework. We will compare the different reasons 

presented in our empirical findings with the factors identified in our framework. 

Chapter 6: Discussion & conclusions 

In chapter six we will discuss and conclude our findings with the help of the thesis 

purpose. We will then answer our two research questions derived from the thesis purpose. 

After concluding our findings we will suggest further research. Lastly we will outline our 

theoretical and practical contribution based on the study.  
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2. Methodology 

In this chapter we will first outline the theoretical methodology, followed by the practical 

methodology. We will then motivate our choice of sources and finally asses the truth 

criteria and outline our ethical considerations. 

2.1 Theoretical methodology 
In this subchapter we will outline the theoretical methodology; our research philosophy, 

the research strategy and approach used, and the type of research. 

2.1.1 Research philosophy 
The research philosophy is an important aspect when writing a research paper because it 

outlines how we perceive knowledge. The research philosophy will also be the foundation 

of how we treat information and how we can use it to study our research question. It will 

guide us through the whole paper and help us to select relevant theories and methods to 

analyze our findings. Therefore our choices are important for other researchers to 

understand how we view the world and what we regard as knowledge. 

Epistemological considerations deal with what we regard as acceptable knowledge and is 

therefore an important part of the research philosophy. The two fundamental 

epistemological standpoints in business research are positivism and interpretivism 

(Bryman & Bell, 2007 p. 16-21). 

Adherents of the first standpoint, positivism, want to study social science based on the 

same principles as natural science (Saunders et al., 2011). Bryman & Bell (2007) lists 

five principles that characterize a positivistic reasoning. The first principle is; “Only 

phenomena and hence knowledge confirmed by the senses can genuinely be warranted as 

knowledge”. The second principle is “The purpose of theory is to generate hypotheses 

that can be tested and that will thereby allow explanations of laws to be assessed”. The 

third principle is; “Knowledge is arrived at through the gathering of facts that provide 

the basis for laws”. The fourth principle is; “Science must be conducted in a way that is 

value free”. The fifth principle is; “There is a clear distinction between scientific 

statements and normative statements and a belief that the former are the true domain of 

the scientist”. 

On the other side of the spectrum is interpretivism. This standpoint contrasts positivism 

because it views knowledge as subjective and in constant change, which therefore 

requires another approach when studying social science (Bryman & Bell, 2007). This 

approach seeks to understand human behavior by focusing on the ‘empathic’ 

understanding of social actors or entities compared to the positivist approach that wants 

to objectively explain it. This means that the social scientist needs to understand what the 

purpose of social action is and is therefore required to make a distinction between people 

and its objects. For example, how do you define, identify and measure ‘good’ 

leadership?  Is ‘good’ leadership the ability to be persuasive, take action or make the best 

decisions? Since people will value these traits differently, the term ‘good’ is therefore 

subject to people’s values and what is “accepted” in the society as ‘good’ leadership. 

Therefore ‘good’ leadership is a social phenomenon and is subject to people’s 

interpretations of good. This is an example of how an interpretivist approach can be used 

to view and study complicated issues that are subject to people’s values and society’s 

norms. In our research we will gather data from representatives of the mining industry to 

understand how and why mining companies hedge. This research will have an 

interpretivist approach to knowledge since we will find different views and perception of 
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what the “best” strategy is, and we need to interpret their words in a plausible manner 

before making our own conclusions. 

The next philosophical consideration, ontology, is concerned with how the researcher 

views the world (Saunders et al., 2011, p. 110). In business research, ontology is related 

to how we see social phenomena or social constructs (Bryman & Bell., 2007, p. 22). Do 

we believe that the social entities are objective and natural entities and have an external 

reality not affected by social actors? Or do we believe that social entities are constructs 

created by social actors and are of constant change and have room for subjective 

interpretation? There are two main ontological considerations, objectivism and 

constructivism.  

Objectivism is the view that social entities exist in an objective manner regardless of its 

social actors (Saunders et al., 2011, p. 110; Bryman & Bell., 2007, p. 22). We, as social 

actors cannot affect the constructions of organizations or other social entities because they 

are natural entities outside the reach of our influence. Social science should therefore be 

studied with the same criteria as natural science, which is in an objective and value free 

manner with no room for subjective interpretations. 

The other standpoint is constructivism. Constructivists view social phenomena such as 

organizations or other social entities as constructs by social actors and are in constant 

change and should therefore be revised over time. There is no objective truth of how an 

organization should look like. The experience of social actors is fundamental to create an 

organizational structure fitting its purpose. For instance, the CFOs of the mining 

companies hold fundamental expertise due to their experience. Their opinions on how to 

create a hedging strategy are considered as valuable information and can therefore be 

regarded as knowledge. In our research we will conduct interviews with representative 

from mining companies in Sweden. We will extract their subjective views and opinions 

on how hedging is used in the mining industry in general and their company in specific. 

Thus we have chosen constructivism for this research. 

2.1.2 Research strategy 
There are two distinct research strategies; quantitative and qualitative strategy. 

Quantitative strategy usually follows a deductive approach to theory, incorporates the 

practices of natural science models and views the social reality as objective and static. 

Qualitative strategy usually incorporates an inductive approach to theory, rejects the 

natural science model and views the world as in constant change (Bryman & Bell, 2007).  

Table 1 outlines the distinctions between quantitative and qualitative data 

 

(Table 1 Quantitative vs. qualitative) 

Source: developed from Dey (1993); Healey and Rawlinson (1994); authors’ experience. 

Retrieved from Saunders et al. (2011) 

Quanitative data Qualitative data

Based on meanings derived from numbers Based on meanings expressed through 

words

Collection results in numerical and

standardized data

Collection results in non-standardized 

data requiring

classification into categories

Analysis conducted through the use of

diagrams and statistics
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Dhanani et al. (2007) used a qualitative strategy to study why companies in the UK hedge 

interest rates, by testing five prominent risk management theories to see if they have any 

relevance in practice. Due to their strategy they were able to gain deep insights from 

financial managers and to understand why they would undertake interest rate risk 

management (IRRM). We also aim to gain insight from financial managers of Swedish 

mining companies to answer how and why they hedge against risks. Therefore we will 

answer our research questions by doing qualitative study. This study will follow the steps 

of a qualitative strategy outlined by Bryman & Bell (2007, p.405-406). The first step is 

to start with the research question. We have formulated two research questions. The next 

step is then to select relevant site(s) and subjects that we can use to answer the research 

questions. We have selected CFO’s and Head of treasury executive in the mining industry 

because they will have relevant opinions and expertise that we can analyze to answer the 

research questions. The next step is to collect relevant data. By conducting interviews 

with these participants we will receive relevant data that we analyze. The fourth step is to 

interpret data.  We will interpret and analyze our data with a method called analytic 

induction. We will do so with the help from the analytical framework developed from our 

theoretical framework. The fifth step is ‘Conceptual and theoretical framework’. This 

step is concerned with what we have contributed with in this subject in terms of new 

concepts or theories. We contribute by answering how and why mining companies hedge 

to extend the theoretical knowledge of hedging. The final step in a qualitative research is 

to conclude the findings. Our conclusions will be based on the analysis and discussion of 

the empirical findings. 

Furthermore, in-depth interviews are the most common way of doing qualitative research 

(Bryman & Bell, 2007, p. 472). We chose this method because we want to find out how 

and why Swedish mining companies reason when they develop their hedging strategies. 

By interviewing experts in these companies we will be able to gain in-depth knowledge 

and understanding of the underlying reasons behind the chosen strategy. This would not 

be possible by simply looking at the companies’ annual reports or use a questionnaire to 

gather data.  

There are three different ways to conduct interviews; structured, unstructured and semi-

structured. In a structured interview the questions are standardized to maximize the 

reliability and validity of measurement of key concepts. The researcher also has clear 

research questions that need to be investigated and a focus on external validity (Bryman 

& Bell, 2007, p. 473). However, since our purpose is to extract information from an 

expert, a structured interview will not yield relevant data due to its lack of in-depth 

understanding and room for subjective expressions. In an unstructured interview the 

researcher usually only have a single question or a few notes to go along with during the 

interview, and the interviewee is then allowed to speak freely in any direction and the 

interviewer only respond to what seems relevant to the research. These types of interviews 

tend to be very similar to a conversation (Bryman & Bell, 2007, p. 474). The other way 

is to follow a semi-structured approach in which the researcher has a list of question when 

doing the interview, referred to as an ‘interview guide’ (Bryman & Bell, 2007, p. 474). 

This method allows the interviewee to respond freely to the questions but the interview 

will be more structured. It allows the researcher to use similar questions from interview 

to interview in order to have greater validity when analyzing the interviews, compared to 

unstructured interviews. Our two purposes are to examine the hedging strategies of 

Swedish mining companies and to find out the reasons behind that strategy. The 

comparison between the interviewees would be hard to make in an unstructured interview 

because the interviewee can drift off to different topics and some key issues can be lost. 
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We have therefore chosen to do a qualitative study with semi-structured interviews.  This 

will allow us to compare and contrast the findings between the participants and at the 

same time give them room for expressing their subjective opinion. 

2.1.3 Research approach 
Researchers often discuss two approaches to the relation between theory and research; 

deduction and induction (Bryman & Bell, 2007, p. 7). Do we, as researchers, conduct 

research to create new theories or do we test the current theories with the help of research? 

The most common approach to theory is deduction and entails to have a theory, or set of 

theories, that is tested with the collected data (Bryman & Bell, 2007, p. 11). Strictly 

speaking, the process of deduction is straightforward and easy to follow. First step is to 

choose the relevant theories; the second step is to create hypotheses based on the theories 

that are to be tested quantitatively or qualitatively. The third and fourth step is to collect 

relevant data and test the hypotheses with that collected data. The final steps are to either 

confirm or reject your initial hypotheses and possibly revise your theory. This approach 

is common in natural science where “laws present the basis of explanation, allow 

anticipation of phenomena, predict their occurrence and therefore permit them to be 

controlled” (Collis & Hussey, 2003; observed in Saunders et al., 2011, p. 124). The other 

approach to theory is induction, where you use the collected data to develop or build a 

theory (Bryman & Bell, 2007, p. 11; Saunders et al., 2011, p. 124). For instance, to test 

employee satisfaction, a researcher might conduct interviews in order to ask several 

question to employees. When he has collected the answers he might move on to analyze 

the data to see if he finds any correlations in the answers. In the data the researcher might 

find that the most satisfied employees are those who have the most autonomy and purpose 

in the workplace. The researcher can use these findings to create a model of how one can 

reach higher employee satisfaction in the workplace. This is a typical inductive approach, 

where data leads to new theories. In sum, deductive thinking base the hypothesis on 

theory and test the theory with the collected findings, while inductive thinking use the 

collected data to create a new theory (Bryman & Bell, 2007, p. 11; Saunders et al., 2011, 

p. 124). However, as both noted by Bryman & Bell (2007, p. 11-15) and Saunders et al. 

(2011, p. 490) even though a research might either be inductive or deductive in nature, in 

reality it will most likely have some elements of both. They should therefore be seen as 

two tendencies rather than two opposite distinctions (Bryman & Bell, 2007, p. 15). 

We have both applied inductive and deductive thinking for this study. We will conduct 

several interviews with experienced people that have a relevant position in their 

companies. The information we will extract from the interviews will be regarded as new 

knowledge, which fit the inductive approach. We will analyze our findings by using 

analytical induction by creating an analytical framework, and this framework will be 

derived from previous theories and studies, which follows a deductive logic. However, 

our purpose is to add new value to this field, which is why consider this study to be more 

inductive than deductive. 

2.1.4 Research design 
We have chosen to do a ‘comparative case study design’ for our research. This design 

can be defined as “a method of analysis that focuses on several objects of study in order 

to identify similarities and differences” (Goedegebuure & Van Vught, 1996, p. 378). 

According to Yin (2003) a case study design should be considered when the focus of the 

study is to answer “how’s” and “why’s”. We want to know how Swedish mining 

companies hedge and why they do so. The advantage of having several cases to compare 

is that we will be able to find similarities and differences that can help us to make a better 
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analysis as well as having a greater validity, compared to the traditional single case study 

design. However a drawback of having a comparative case study design is that it is 

difficult to generalize the findings due to the nature of qualitative research. Another 

drawback is that what we regard as important issues might interfere with research when 

analyzing the interviews, which can affect the results. To mitigate this we will not be 

selective when presenting the empirical data from the interview, rather we will present 

all the information we gathered on risk management and hedging. Furthermore, we will 

be as open-minded as possible and minimize the influence from our preconceptions. 

Therefore we will focus on having an investigating mind rather than a judgmental one to 

reduce bias. 

2.2 Practical methodology 
In this subchapter we will justify our sample selection and data collection and analysis 

method. We will justify why our method serves our thesis purpose, and how the methods 

will help us answer our thesis question. Then we will describe how we will analyze the 

empirical findings. 

2.2.1 Sample selection 
We have chosen a purposive sampling strategy because we need a specific group of 

representatives to be able to answer our research questions (Saunders et al., 2011, p. 237-

239). To only select random representatives from the selected companies will not help us 

answer our research questions because not everyone has the information and expertise we 

need. To purposively select our sample we can make sure that we get the information we 

need. Therefore we have purposively chosen to interview CFO’s and Head of Treasury 

executives because they all have similar positions which allow us to study the group in 

great depth to find how Swedish mining companies hedge and which factors that are most 

important for them. Furthermore we studied the Swedish mining industry to specifically 

select our sample.  

In ‘table 2’ we have summarized the mining industry in Sweden. We have included 

companies that are operating in Sweden and/or outside of Sweden, but are listed in a 

Swedish stock exchange, as well as LKAB, which is state-owned. 

 

(Table 2 Swedish mining industry) 

Company
Revenues 

2012 mSEK

Revenues 

2011 mSEK

Revenues share of 

total industry 2012

Revenues share of 

total industry 2011
Minerals & metals Operates in

Boliden 40 001 40 323 54,8% 52,1%
Zinc, Copper, Lead, Gold, 

Silver
Sweden

LKAB 26 971 31 122 36,9% 40,2% Iron Ore Sweden

Dannemora 

Mineral
137 3 0,2% 0,0% Iron Ore Sweden

Lappland 

Goldminers
211 245 0,3% 0,3% Gold Finland

Nordic Mines 247 0 0,3% 0,0% Gold Finland

Endomines 235 150 0,3% 0,2% Gold Sweden

Lundin Mining 

Corporation
4 698 5 427 6,4% 7,0% Copper, Zinc, Lead, Nickel

Portugal, Sweden, Spain, 

Ireland, DRC, Finland

Arctic Gold 0 0 0,0% 0,0% Gold Sweden

Auriant Mining 234 132 0,3% 0,2% Russia

Lucara Diamond 

Corp
272 0 0,4% 0,0% Diamond Botswana, Lesotho

Kopy Goldfields 2 3 0,0% 0,0% Gold Russia

Kopparberg 

Mineral AB
6 3 0,0% 0,0% Ores Sweden

Sum 73 014 77 408 100,0% 100,0%

Note: Lunding Mining's & Lucara Diamond's revenues in USD can be found in appendix
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Based on the industry we chose five companies that differ in company-specific 

characteristics to get the full scope of the Swedish mining industry. We have also chosen 

to focus on Swedish mining companies that operates in or near Sweden. The company-

specific characteristics are; size, ownership, capital structure and production (both the 

type and amount). These five companies have been selected because they differ in some 

or all of these aspects. The first company is Boliden which is a large Swedish mining 

company producing five metals, but primarily focuses on copper and zinc. Boliden is 

traded in the Nordic stock exchange. The second is LKAB which is state-owned, produces 

iron ore and have 90 percent of the market share in EU (LKAB Annual report, 2012). The 

third company is Dannemora Mineral (DM) which is producing iron ore. Unlike LKAB, 

DM is not state-owned and is traded in First North and Oslo axess, which are two stock 

exchanges for new growth companies. The fourth is Lappland Goldminers (LGold) which 

produces gold in Finland, but have ambitions to develop production in Sweden as well. 

The fifth company is Nordic Mines, which also produces gold in Finland. The only 

company that we wanted to include but could not was Endomines, since they produce 

gold in Sweden. However our sample already includes Boliden, which produces gold in 

Sweden as well. All the other companies were not relevant for our study since they either 

have not started production yet or have most of their production outside of Sweden. 

Therefore our sample captures the full scope of the Swedish mining industry.  

2.2.2 Data collection 
In this study we want to answer two research questions, in order to fulfill our thesis 

purpose: 

 Question 1: “What hedging strategy do Swedish mining companies have?” 

 Question 2: “Which factors are important for Swedish mining companies when 

deciding their hedging strategy?” 

In order to answer these questions we used an interview guide which we developed with 

the help of the literature review and expertise from our supervisor. Our empirical data 

was collected from semi-structured interviews conducted with representatives from 

Boliden, LKAB, DM, LGold and Nordic Mines between 29th of April to 8th of May 

2013. We were not able to meet Lappland Goldminers and Nordic Mines in person 

because they were occupied with their daily work. Instead we conducted the interview 

with Lappland Goldminers over the phone and used email to conduct the interview with 

Nordic Mines. 

A summary of the representatives that we were able to interview in the specific companies 

can be found in ‘table 3’. 

 

(Table 3 Interviewees) 

Name Age Company Position Experience

Patrik Osterman 44 Boliden Head of Group Business and 

Finance Control - Director

2 years in current position, 14 years in Boliden, and 3 year in 

an audit firm

Per Lindqvist 50 LKAB Head of LKAB Treasury Center 1 year and 9 months in LKAB, 20 years of total experience of 

Risk Management

Niklas Khil & 

Staffan Bennerdt

48 & 58 Dannemora 

Mineral

CFO (Niklas), Financial Advisor 

(Staffan)

6 years in current position, 0 years with Risk Management 

(Niklas)

25 years with risk management, including Head of Treasury in 

NCC, CFO in Boliden, CEO in Dannemora Mineral (Staffan)

Jonatan Forsberg 32 Lapplands 

Goldminers

CFO 1 year in current position, 6 years with Corporate Finance in 

an investment bank

Susanne 

Andersson

41 Nordic 

Mines

CFO 6 months in Nordic Mines, 15 years with Risk Management
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The interview with Boliden was conducted on the 29th of April in Stockholm, and took 

around 60 minutes. The interview with LKAB was conducted on the 7th of May in Luleå, 

and took around 60 minutes. The interview with Dannemora Mineral was conducted 29th 

of April in Stockholm and took around 45 minutes. The interview with Lappland 

Goldminers was conducted on the 14th of May through telephone interview and took 

around 25 minutes. The reason for the difference in time is that the interviewees were less 

descriptive when answering the questions or explaining their opinions/ideas. We received 

answers to all our questions in all four interviews. The interview with Nordic Mines was 

conducted through email. We first sent questions on the 2nd of May that was answered 

the same day, we then sent follow-up questions on the 8th of May that was answered in 

the same day as well. We would have wished for more elaborative answers from Nordic 

Mines, but what we did not receive from the email interview we complemented from their 

annual report. Furthermore, we complemented the interviews from all five companies 

with financial information from their annual reports and interim reports. 

2.2.3 Analytical procedures 
We will analyze the selected companies to identify how they hedge; their hedging 

strategy, and why they do so; the reasons behind their hedging strategy. We will use a 

method called ‘analytic induction’ to help us analyze the data. This method was first 

named and identified by Znaniecki (1934). Basically, ‘analytic induction’ involves 

“...inducing laws from a deep analysis of experimentally isolated instances” (Znaniecki, 

1934, p. 237). The method “...has the capability of leading to the development of well-

grounded explanations. In this way, analytic induction encourages the collection of data 

that are thorough and rich and based on the explored actions and meanings of those who 

participate in this process, whether through in-depth interviews or observations, or some 

combination of these methods” (Saunders et al., 2011, p. 508). The method is useful for 

us because we want to develop explanations to the actions taken by the five companies, 

why they might differ in some instances and why they might be similar in other aspects. 

We will first outline how the five companies hedge, and in what way they might be similar 

or different. Furthermore we will use our literature review to identify what previous 

researchers found as reasons for companies to hedge and to create an analytical 

framework that can be used to analyze our empirical findings. This procedure will enable 

us to fulfill our research purpose and answer our two research questions in the conclusion. 

2.3 Choice of sources 
In this subchapter we will outline the sources we have used to collect our theoretical 

framework as well as our empirical data. The literature review was conducted with only 

secondary sources. Our empirical data was collected through primary data in form of 

interviews and company annual reports. 

2.3.1 Choice of literature sources 
We have conducted an extensive literature search and review to gain knowledge of risk 

management and hedging. In our research we have used literature books from our 

previous courses as well as literature books from Umeå University library. We have also 

used scientific articles from the library search engine, and other search engines such as 

Google Scholar and Business source Premiere. All our scientific articles are peer-

reviewed to ensure a high credibility and a high standard of quality. Furthermore we 

intentionally used well-known journals such as the ‘Journal of Finance’ and the ‘Journal 

of Financial and Quantitative Analysis’ among others to ensure that the findings are well 

grounded and are of high quality. All the literature we have used for our theoretical 



 

16 

 

framework are considered as secondary sources, since they are archived literature from 

either journals, books or newspapers (Saunders et al., 2011, p. 69). The majority of our 

secondary sources are however from journals. The search terms we have used for our 

literature amongst others were; ‘hedge’, ‘hedging’, ‘hedging strategy’, ‘hedging policy’ 

and ‘financial risk‘ and ‘risk management’. We have chosen this approach to ensure that 

we have sufficient knowledge of the research subject (Saunders et al., 2011, p. 61). Our 

literature review also helped us to refine our research questions and purpose. There are 

other reasons to conduct an extensive literature review; some of them are; to avoid 

repeating previous works, to collect the current trends and opinions on the research 

subject, and to discover recommendations for further research (Saunders et al., 2011, p. 

61-62).  

2.3.2 Choice of primary sources 
We only use primary source to collect our empirical data. To serve our purpose we chose 

to use interviews and annual reports as the basis to create the empirical evidence for this 

research. Since we created transcriptions from these interviews, they can be considered 

to be the first occurrence of a piece of work, which classifies as a primary source 

(Saunders et al., 2011, p. 68). However there were some parts that we did not capture 

during these interviews, such as D/E and profit margin. This information was collected 

through companies’ annual reports or interim reports to complement the interviews, 

which is also classified as primary sources (Saunders et al., 2011, p. 68). 

2.4 Truth criteria & ethical considerations 
In this subchapter we will outline how trustworthy and authentic our findings and 

conclusions are to evaluate the quality of our research. 

2.4.1 Truth criteria 
Qualitative research is evaluated based on two main criteria; trustworthiness and 

authenticity. The ‘trustworthiness’ consists of credibility, transferability, dependability 

and conformability while ‘authenticity’ consists of fairness, ontological authenticity, 

educative authentic, catalytic authenticity and tactical authenticity (Bryman & Bell, 2007. 

p. 410-414). However there are some general critique of a qualitative research according 

to Bryman & Bell (2007). The first critique is that it can be too subjective, meaning that 

the research relies too much on the researcher’s view of what is important and relationship 

with the participants. We will do our best to exclude our own values and preconceptions 

when interviewing the participants in order to mitigate this issue. The next critique is that 

it is difficult to replicate a qualitative study because there are no standard procedures on 

how to conduct the study and that it also rely upon the creativity of the researcher. We try 

to avoid this issue by being very descriptive when explaining how we conducted the 

study. We have also included our interview guide and the questions sent by email. The 

third critique is the problem of generalization due to the validity of the sample. However 

as outlined earlier we have captured the full scope of the Swedish mining industry to 

increase the validity. The last critique is that there is a lack of transparency because 

sometimes it could be difficult to point out exactly how the researcher did and how he 

arrived at the study’s conclusion. In our case, we do not believe that it is difficult to point 

out how we conducted the study or how we arrived to our conclusion. It is rather clear 

and straightforward. 

Below we will outline the main criteria of qualitative research and how it applies to this 

study (Bryman & Bell, 2007. p. 410-414): 
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‘Credibility’ is concerned with if the research was conducted in accordance with good 

practice and if it has been reviewed by others. We will conduct interviews based on an 

interview guide that was confirmed by our supervisor and record the interviews by using 

a recording device. After this we will transcribe all the interviews to make sure that we 

do not use any material that have not been said by the interviewee. If some participants 

want to review the information we transcribed during the interview we will send them a 

copy of the first draft to let them speak their mind. When they approve the data we will 

continue with our analysis. Therefore we will have good credibility in this research 

because we follow good practice and our interview guide has been approved by our 

supervisor. 

‘Transferability’ is concerned with how the result can be generalized and transferred to 

other contexts or settings. Since we will conduct semi-structured interviews we will 

receive a lot of information that will be hard to replicate in exact words. However we 

have used an interview guide to have some structure of our interviews. This will allow us 

to compare each interview with one another in a similar way. Since we investigate words 

rather than numbers it will be difficult to transfer the exact findings to another context or 

setting without losing some of the initial data. Therefore we will not be able to generalize 

our findings to any large extent because of the nature of our research, but we will have a 

stronger validity compared to if we would conduct unstructured interviews. 

‘Dependability’ is concerned with how the research describes the changes that happen in 

the setting and how the researcher has approached the study. In this research we will 

approach the setting with an open-mind and describe relevant contextual settings. To 

make sure that we can describe the setting in a correct way we will record the interviews 

and make transcriptions. However we do not feel that the mood, dress code or tones and 

so on are important contextual settings for this research, and therefore we chose not to 

include this in our notes.  

‘Conformability’ is concerned with if the researcher has included his own values or 

preconceptions when conducted the research and consequently included bias. To ensure 

that we will not include bias in this research we will always specify if it is our own opinion 

or someone else and we will not ask leading questions when conducting the interviews. 

Rather we will let the participants express their own view and opinion in which we will 

interpret and present without using our preconceptions and personal values. 

‘Fairness’ is concerned with if the research fairly presents different viewpoints among 

the participants of the social setting. To ensure a high fairness of our research we will try 

to present all the different viewpoints that the participants have in an orderly way. 

However there might be some opinions or different viewpoints that we fail to see as 

important because we will interview a very specific group of people. Since we will only 

include the views of executives we might lose the viewpoints from different stakeholders 

such as workers, banks or shareholders, but the opinions and expertise of these 

stakeholders are not relevant to fulfil our purpose.  

‘Ontological authenticity’ is concerned with if the research can help members to 

understand the social environment better. Since we will investigate how mining 

companies hedge and what their drivers are we will help members in in this context to 

understand the reasoning of the companies better, and hence help members to understand 

the social environment better. 

‘Educative authenticity’ is concerned with if the research can help members to better 

understand different perspectives of other members in the social setting. Since we will 
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interview executives in the mining companies about their opinions and expertise we 

believe that this will contribute with a better understand of how executives in the mining 

industry reason. We will have a high educative authenticity since other members in this 

social setting will understand their decision-making progress better. 

‘Catalytic authenticity’ is concerned with if the research has acted as a force to motivate 

members to take action to change their circumstances. It is very difficult for us to assess 

this criterion since we do not know if other members of the society will be motivated by 

this. However we can make an educated guess that it could encourage investors or mining 

companies to understand Swedish mining companies’ hedging strategies with the help of 

our findings. 

‘Tactical authenticity’ is concerned with if the research motives members to take the 

necessary steps to engage in action. This is also very difficult for us to answer since we 

do not know how other might use this information. However we believe that this research 

could motive some researchers to conduct further research based on our findings, and 

therefore become a motive for them to use this information. 

To summarize, we are certain that we will take all of the precautions and correct decisions 

to ensure a greater level of trustworthiness and authenticity compared to if we would have 

not followed the guidelines and suggestions from Bryman & Bell (2007) and Saunders et 

al. (2011). 

2.4.2 Ethical considerations 
Since we conducted interviews for this research there are some ethical considerations that 

have to be made in order to ensure that all the participants are not forced to do or answer 

something they chose not to. Bryman & Bell (2007) identified four ethical principles in 

business research that the researcher have to be aware of. These are; harm to participants, 

lack of informed consent, invasion of privacy and deception. 

The first principle, ‘harm to participants’, is concerned about if the researcher is doing 

something that may harm the participants. This can include anything from physical harm, 

stress or harm to career prospects. Therefore to make sure that we do not harm any 

participants in our interviews we will not force them to answer any questions they do not 

want to answer. Furthermore we will not publish anything that may harm their future 

career. 

The second ethical principle is ‘lack of informed consent’ and states that the participants 

should be given as much information as needed to able to make an informed decision 

whether they want to participate or not in the study. Therefore we will inform all the 

participant how the interview will look like and how it would be conducted, in order to 

give the participants enough information to make a decision to participate or not. 

The third principle is ‘invasion of privacy’ and relates to if the privacy of the participant 

has been “violated”. This is partly linked with the informed consent principle because 

without a participant's consent it will be a violation to their privacy. Therefore we will 

respect all participants rights to privacy and if they chose to be anonymous or do not want 

to have their name in this study we will not go against their wish. 

The last principle of ethics is ‘deception’ and occurs when the researcher present 

something different than what it is. For example if we would not tell the participants that 

we would use their information to conduct a research, it would be considered deception, 

since they did not know the intended purpose of our questions. Therefore we will inform 



 

19 

 

the participants how we will use the information and for what purpose to ensure that do 

not feel that they have been deceived when they read our results. 

To sum up our ethical stance we would refer to the ‘universalist’ standpoint in Bryman 

& Bell (2007), which takes the view that ethical rules and regulations should always be 

respected. We agree that violating the ethical principles are always wrong and we will 

keep that in mind when conducting the interviews. 
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3. Theoretical framework 

In this chapter we will present the findings from our extensive literature review. We will 

present the relevant theories from finance, risk management and hedging. We will also 

explain the financial risks relevant for the study. We will then present earlier empirical 

findings on hedging. In the end of this chapter we will present our analytical framework 

that we have created based on the knowledge we have gained in our literature review. 

This analytical framework will be used to analyze the interviews. 

3.1 Finance theories 
In this subchapter we will explain the relevant finance theories for our research. We will 

present the MPT, CAPM, EMH, M&M Theorem, the agency theory and the VAR 

accordingly. 

3.1.1 Modern portfolio theory 
A fundamental concept for creating a portfolio for investor was introduced by Markowitz 

(1952) and was simply called Portfolio Theory, but later became to be known as ‘Modern 

Portfolio Theory’ (MPT). This theory explains what investors can do to reduce their risk 

of a portfolio and how it can be structured to maximize return and minimize risk at a 

given risk level or expected return. This is a basic concept in finance and is the framework 

used by most investors that select a portfolio. The purpose of this theory was to estimate 

the future performance of securities and based on that decide on how to select their 

portfolio (Markowitz, 1952).  The takeaway from this model is that an investor should 

diversify his investments among different securities to reduce the overall risk. 

However a requirement for diversification to work is that the securities cannot be 

perfectly positively related because then both securities will co-move in the same way 

and not give any diversification benefits. This implies that securities have to be picked 

based on how they co-move among all other securities and not only based their unique 

characteristics. Therefore a portfolio that considers the co-movement of securities will 

have lower risk compared to a portfolio that does not consider co-movements, given the 

same expected return (Elton & Gruber, 1997). This theory is important because it has 

influenced investors in their decision regarding portfolio selection, management and also 

the development of the CAPM. 

3.1.2 CAPM 
The Capital Asset Pricing Model (CAPM) was developed in articles by Sharpe (1964), 

Lintner (1965) and Mossin (1966), and was based on Markowitz (1952) portfolio theory 

(Bodie et al., 2011 p.308). This model outlines a linear relationship between a security's 

systematic risk exposure, defined as the beta, and the expected rate of return (Finch, 

2011). The CAPM can be defined as: 

 𝐸(𝑅𝑖) = 𝑅𝑓 +  𝛽𝑖 (𝐸(𝑅𝑚) −  𝑅𝑓) 

(Equation 1 CAPM) 

𝐸(𝑅𝑖) = is expected return on capital asset 

𝑅𝑓 = is risk-free rate of interest 

𝛽𝑖 = is the Beta 

𝐸(𝑅𝑚) = is expected return of the market 
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Using this equation, an investor can analyze the risk-return relationship for risky assets 

to forecast what the expected return should be for a security, given its risk. This provides 

two insights for an investor. First, it provides a benchmarking system for risky assets 

which investors can use to determine if the forecasted value of a security is “fair” or not, 

given its risk. Secondly, CAPM can help an investor to estimate the expected return of 

assets that have not yet been traded in a marketplace. This is very important because it 

helps companies to determine what the expected return should be on an investment project 

or help to value equity of a company that wants to go public (Bodie et al., 2011 p. 308). 

3.1.3 Modigliani & Miller theorem 
The M&M Theorem is a financial proposition that was published in a paper in ‘American 

Economic Review’ in 1958 where they defined the assumptions of an ideal capital market 

and suggested two propositions that would apply if these assumptions were met. The first 

proposition was regarding the irrelevance of the amount of debt to equity of a firm’s value 

and the second proposition was regarding the expected return on equity being a function 

of the firm’s leverage (M&M, 1958; M&M 1963; Ogden et al., 2003. p. 31-32). The two 

propositions were summarized by Ogden et al. (2003, p. 31-31) as: 

 M&M Proposition 1: “The market value of a firm is constant regardless of the 

amount of leverage (i.e., debt relative to equity) that the firm uses to finance its 

assets.” 

 M&M Proposition 2: “The expected return on a firm’s equity is an increasing 

function of the firm’s leverage.” 

As one can see in the propositions, M&M are specifying that when two general conditions 

apply there are some financial decisions that do not make any difference on some aspects 

of the firm (Titman, 2002). The first condition to be met is that there should be no 

transaction costs, taxes or bankruptcy costs, or any other costs that can limit the 

movement of capital. The second condition that needs to be fulfilled is that markets are 

“perfect” (Titman, 2002). If these conditions are fulfilled, M&M argued in proposition 1 

that the amount of debt a company takes on is irrelevant to the total value of the firm. 

Proposition 2 derives from proposition 1, since it states that even though leverage does 

not affect the overall value of the firm, it does affect the risk and the expected return on 

equity (Ogden et al., 2003, p. 32). 

We will examine the capital structure of our sample population, and also ask the 

interviewees about their opinions on it. The M&M propositions are one of the most 

fundamental (and controversial) theories on firms’ capital structure. 

Jensen & Meckling (1976) criticize M&M’s propositions and challenge the assumption 

that debt is irrelevant to the value of the firm (Leland, 1998). In 1976, they published a 

paper on the agent-principal problem and developed the agent-principal theory. 

3.1.4 Agent-principal theory 
The separation of ownership and control and its implications for the modern corporation 

have been widely discussed in relation to the structure of the firm. It was first formally 

discussed by Berle & Means (1932). They argued that large corporations usually 

consisted of two main groups, the shareholders who together owned the firm, and the top 

management that controlled and managed the corporation on the behalf of the owners 

(Ogden et al., 2003, p. 74-75). In many cases though it is not a clear cut distinction 

between these two groups since some managers would hold shares in the company, and 

some shareholders could also be part of the management team (Ogden et al., 2003, p. 
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75).  Many of today’s firms have several owners that can differ in terms of goals and 

visions. The diffuse ownership of these firms therefore enables the possibility for 

separation of ownership and control. When there is no owner that is powerful enough to 

alone take full control, there can be advantages to hire agents to act in the interest of all 

different owners to coincide all the goals into one. 

The agency relation can be defined as a contract where the agent or agents (management) 

have been given the authority to control and manage the firm for the benefit of the 

principal or principals (owners) in the absence of these owners (Jensen & Meckling, 

1976). Jensen & Meckling (1976) argues that “if both parties to the relationship are utility 

maximizers, there is a good reason to believe that the agent will not always act in the best 

interest of the principal” (Jensen, 1976, p. 308). To solve this agency problem the 

principal will incur agency costs to coincide or align the interests of both parties. The 

agency costs are defined as “the sum of: (1) the monitoring expenditures by the principal, 

(2) the bonding expenditures by the agent, (3) the residual loss” (Jensen & Meckling, 

1976, p. 308). The monitoring is not only done by observing the agent, it is also done in 

the form of budget constraints or set of rules/policies that management need to comply 

with, and by incentivizing the expected/wanted behaviors and limiting the unwanted 

behaviors in form of compensation plans for managers (Jensen & Meckling, 1976). 

Furthermore the board of directors, as representatives of the owners, governs and enforces 

the set of rules and policies through the internal controls of the organization (Solomon, 

2010). The board of directors also hires external auditors to ensure that everything is done 

in accordance with the current laws and regulations (Solomon, 2010). 

3.1.5 Efficient market hypothesis 
The Efficient Market Hypothesis (EMH) is another important finance theory that has 

influenced the finance world and is based on the ‘random walk hypotheses’. The ‘random 

walk hypothesis’ states that price changes should be random and unpredictable, and 

therefore no one should be able to predict future prices and make abnormal returns based 

on that (Bodie et al., 2011 p. 372). The EMH was developed by Fama (1970) and was 

aimed at explaining the link between stock prices, information available and how stocks 

react to new information. This means that prices should fully reflect all available 

information to investors in an efficient market and it should be impossible to “beat the 

market”. Thus in an efficient market all stocks should be priced at the “fair” value and it 

should be impossible to outperform the market by stock selection or timing. The only way 

to receive higher return is to accept more risk (Fama, 1970). 

There are three assumptions that have to hold for this model to work in practice (Fama, 

1970). 

1. “There are no transaction costs in trading securities.” 

2. “All available information is costlessly available to all market participants.” 

3. “All agree on the implications of current information for the current price and 

distribution of future prices of each security” 

If all these assumptions hold, then the pricing of a security should fully reflects all 

available information. 

However, since these assumptions are not met in practice, Fama (1970) distinguish the 

market efficiency in three forms, the weak, the semi strong and the strong-form. In the 

weak form of market efficiency all prices reflects historical data such as pricing history, 
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trading volume and short interest. The semi strong-form states that all publicly known 

information regarding a security must be reflected in the stock price. In addition to 

historical prices, information such as firm’s product line, balance sheet composition, and 

patents held, earnings forecasts, accounting practices and so on should be reflected in the 

security’s price. Lastly, in the strong-form the stock prices should reflect all relevant 

information of the firm, including insider information. This form is very uncommon 

because managers usually receive the inside-information first and can act on it before the 

public (Bodie et al., 2011 p.375-376). 

This theory is of interest for us because it can be used to explain the market efficiency of 

commodity markets and how it can influence companies. For example, if a market would 

be considered to have a ‘strong-form’ then all the market participants would have all 

relevant information available to them, including insider information. This would mean 

that speculation in hedging, to “beat the market”, would not be possible, and therefore 

companies should not include this in their hedging strategy. Therefore the level of market 

efficiency is an important aspect that companies need to consider when deciding their 

hedging position. If the iron ore market is not fully efficient, it can lead to high costs to 

use the market since prices are not “fair”. For example iron ore prices were previously set 

annually in accordance with a benchmarking system, which recently collapsed and 

created a new spot market (Blas, 2010). As such, the different efficiency levels between 

the commodity markets of minerals and metals can have an effect on how each company 

decides how to hedge, since not all companies produce the same commodity.  

3.1.6 Value-at-risk 
Value at Risk (VaR) is a single summary statistical tool used in risk management to 

determine the possible losses of a portfolio arising from “normal” activities in the market. 

VaR is used to bundle all possible risks for a portfolio into a single measurement to show 

how much variations in the market will affect the potential losses (Linsmeier & Pearson, 

2000). The main advantage of this is that it can be used by companies to show the risk 

exposure in monetary terms in a simple way compared to other complex statistical tools. 

A definition of VaR is: “With a probability of x percent and a holding period of t days, 

an entity's VAR is the loss that is expected to be exceeded with a probability of only x 

percent during the next t-day holding period” (Linsmeier & Pearson, 2000, p. 47). An 

important assumption of this model is that the market risks that can affect the portfolio 

need to be identified and quantified. There are three methods to use when calculating 

VaR, the historical simulation, the delta-normal approach and the Monte Carlo simulation 

(Linsmeier & Pearson, 2000). VaR is widely used in risk management because it offers 

an interpretive summary measure of risk that is easy to understand (Basak & Shapiro, 

2001). However there are some limitations to this model. It is for example based on many 

assumptions that are rarely satisfied in reality. Secondly, the VaR is only an estimate of 

risk, usually based on historical data, which means that it is assumed that the future will 

look like the past and is therefore in direct violation to the ‘random walk hypothesis’ 

(Linsmeier & Pearson, 2000). Therefore this model has received heavy criticism from 

others such as Taleb (1996). 

CFaR 

A similar model that is more commonly used by nonfinancial firms is the ‘Cash Flow-at-

Risk’ (CFaR) model. Instead of focusing on losses arising from mark-to-market values it 

is aimed to quantify the potential losses in terms of cash flows. The most commonly used 

method is the Monte Carlo simulation (Linsmeier & Pearson, 2000). Compared to the 
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Monte Carlo simulation for VaR, CFaR simulation needs to incorporate more factors than 

the VaR analysis. First, it has to incorporate all hypothetical market factors with cash and 

derivative instruments in a hypothetical distribution of changes in quarterly or annual 

cash flows. Secondly, it has to incorporate all future cash flows of all assets in the 

calculations, not simply those from cash and derivatives instruments only. For example 

changes in customers’ demands or the outcome of R&D programs will have an effect on 

the CFaR analysis. Thirdly, the time horizon is typically longer in a CFaR simulations 

compared to VaR because nonfinancial companies have longer planning cycles. The last 

difference is that the objective with CFaR is aimed for internal planning instead of 

monitoring and to control firm risk (Linsmeier & Pearson, 2000). Therefore one method 

of taking risk management decision can be based on CFaR. 

 

(Table 4 Summary of finance theories) 

3.2 Risk management, financial risks & hedging 
In this subchapter we will define and explain the concept of risk management and give 

descriptions of the financial risks. We will then define hedging and present relevant 

studies made on the subject. We will finish with presenting previous empirical evidence 

relating to hedging on the raw materials industry. 

3.2.1 Risk management 
A broad definition of ‘risk management’ can be found in ISO 31000, which is the standard 

issued by the International Organization for Standardization. Their definition of risk 

management is “coordinated activities to direct and control an organization with regard 

to risk” (ISO 31000, 2009). This paper focuses on financial risk management. The risks 

can be managed in various ways, for instance companies can minimize or eliminate the 

commodity price risk by using a forwards contracts. Moreover, disclosure about risk 

management is also regulated in accounting standards. For example companies that are 

following IFRS are also required to disclose relevant risks regarding financial instruments 

and their impact on the company, both in qualitative and quantitative measures (Mirza & 

Holt, 2011). 

Stulz (1996) identified four costs that could be avoided to increase shareholder value by 

having a risk management program in an efficient market. Moreover Smith & Stulz 

Finance Theories Subject Findings relevant to hedging

Markowitz (1958) Portfolio Theory Maximize return, minimize variance through 

diversification

Sharpe 1964, Lintner (1965), 

Mossin (1966)

CAPM Estimate the cost of capital for investments

Linsmeier & Pearson (2000) VaR & CFaR Pool risks into a single summary measurment in monetary 

terms

Modigliani & Miller (1958; 

1963)

Capital Structure Capital structure irrelevant, in a perfect market the 

company doesnt need to hedge

Jensen & Meckling (1976) Agent-Principal Shareholders controls management through 

compensation plans

Fama (1970) Efficent market 

hypothesis

In perfect markets hedging is only a cost for the company

Smith & Stulz (1985), Stulz 

(1996)

Risk Management Reasons to have a risk management program; Bankruptcy 

costs, Taxes, Stakeholders, Cost of Raising funds



 

26 

 

(1985) show that value-maximizing firms hedge for three reasons; tax reasons, costs of 

financial distress, and managerial risk aversion. 

The first is ‘bankruptcy costs’, which can be saved through the implementation of a risk 

management policy to ensure that a firm with debt will have stable cash flows and avoid 

lawyers and court costs in the case of a bankruptcy.  If hedging can lower the expected 

bankruptcy costs, it will increase value of the firm, which in turn gives incentive to 

potential bondholders to invest (Smith & Stulz, 1985). Campello et al. (2011) founds 

similar results in their study. They present evidence that firms that hedge pay lower 

interest rate spreads and will likely have lesser restrictions on their debt agreement 

(Campello et al., 2011). 

The second cost is ‘taxes’, which depends on the tax rate and the amount of taxable 

income. In general, a company prefers to have more income when the tax rate is low and 

less income when the tax rate is high. Since tax rates increases with taxable income, a 

risk management program that can help to reduce the risk of taxable income, can also 

reduce expected taxes in the future. (Stulz, 1996) 

The third cost is ‘stakeholders’, which could for example be workers, creditor or someone 

else that have a “stake” in the company. Compared to shareholders, the workers will not 

be able to diversify risk and will therefore be more affected if the company found itself 

in financial distress. Thus if there is a chance that the company-specific investments will 

be lost, workers might demand a higher salary, which will ultimately affect the company. 

Therefore if a company successfully undertakes a risk management program that reduces 

the risk of financial distress, it should with this logic have lower wage costs. (Stulz, 1996) 

The fourth cost is the ‘cost of raising funds’. This is however only limited to companies 

that have high leverage and cannot raise risk free debt in the same way as companies with 

low debt. Therefore if a company cannot undertake projects due to high leverage, this 

leverage imposes a real cost on the company where there are bad cash flow realizations 

(Stulz, 1996). Thus if the company have an efficient risk management program, it can 

avoid to be in such a situation and can instead be able to take on good investment 

opportunities. 

Finally, if managers’ compensation plans are based on firm value (i.e. stocks) then the 

managers will consider projects that can increase the market value of the firm (Smith & 

Stulz, 1985; Stulz 1996). Tufano (1996) for instance found evidence that managers that 

own more options manage less risk and managers that own more stocks manage more 

risk. The reasoning behind aligning managers with stocks instead of options is that 

managers will have a greater incentive to maximize their own wealth, which in this case 

is the market value of the stocks. Therefore managers should theoretically take a better 

decision that is positive towards the market value of the firm if their personal wealth is 

tied to it. 

Another study by Froot et al. (1993) developed a general framework to analyze corporate 

risk management policies. Based on this framework, hedging is only beneficial if it can 

reduce volatility in either investment spending or funds raised from external investors. 

Moreover Froot et al. (1993) states that a firm facing an increasing marginal cost of 

raising external funds should always hedge their cash flows. 

3.2.2 Financial risks 
In this section we will outline the financial risks that are relevant for our thesis. 
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Market risk 

The market risk is the risk that market conditions can affect the performance or/and 

efficiency of the individual firm (Mirza & Holt, 2011 p. 518). In this paper the market 

risks are composed of; commodity risk, currency exchange risk, and interest rate risk. The 

commodity risk is the risk that the commodity prices, such as the copper price, gold price 

or iron ore price, changes. If the world price gold decrease then the firms selling the gold 

will get paid less than anticipated. The currency exchange risk is the risk that the exchange 

rate between the currencies changes and can therefore have a direct effect on a firm's 

balance sheet and earnings. A Swedish firm using both the SEK and EUR in its operations 

bears the risk that the exchange rate between the two currencies changes unfavorably. 

The interest rate risk is the risk that the interest rates change and consequently change the 

cost of capital. For instance, a firm’s total cost of capital can change due to change in the 

interest rate.  

Liquidity risk & credit risk 

The liquidity risk in this research is defined as the risk of a company not having enough 

liquid capital to pay its obligations. For example if cash flows are bad for a period during 

an investment phase this can create a liquidity problem for the company since it might 

not have enough liquid assets to pay its short term obligations. Moreover the credit risk 

is defined in this paper as the risk of the borrower not being able to pay his obligations. 

This could for example be customers that default on paying their invoices to the company. 

Therefore if the credit risk is high, it can increase the liquidity risk for the company and 

consequently increase the total company risk. 

Refinancing risk 

The refinancing risk is defined in this paper as the risk of the borrower not being able to 

borrow more capital to repay his current obligations. For example if current debt 

agreements are near maturity and the company will not being able to raise more capital 

this will impose a refinancing risk to the company. Therefore if the refinancing risk is 

high in a company it can have direct effect on the business operations or future debt costs. 

3.2.3 Literature review on hedging 
The basic reasoning of hedging is to create a position that off-set all risks that arise from 

market activities (Johnson, 1960). If a hedge is able to eliminate all market risks that can 

affect the value of the asset, such as price risk, exchange rate risk or interest rate risk etc., 

it is considered to be a “perfect hedge” (Brown & Toft, 2002; Hull, 2009, p. 45). However 

a perfect hedge is very rare in practice and therefore the aim of hedging strategies is to 

create a position that perform as closely to perfect as possible (Hull, 2009, p. 45). 

Moreover a hedger can decide if he wants to take a short position or a long position, or a 

combination of both when dealing with hedges. A short position is when the hedger 

already own, or will own the asset in the future, and wish to sell it in a future date (Hull, 

2009, p.46). This would for example be best suited for mining companies that extract raw 

materials and want to hedge their position that allows them to sell its assets in the future 

at a specified price. The other approach is to take a long position. This position is possible 

when the hedger know it will purchase an asset in the future but wants to lock in the price 

now (Hull, 2009, p. 47). This could for example be a miner that is exposed to currency 

risk when selling his commodity. The miner could purchase a future contract to lock in a 

specified dollar price today that he wish to use in the future when he sells his commodity 

to neutralize the currency risk. 
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In previous hedging literature many articles have discussed why and how companies 

should hedge in an optimal way (Stulz, 1984; Brown & Toft, 2002; Adam et al., 2007; 

Loss, 2012). Stulz (1984) discussed in his article ‘Optimal Hedging Policies’ how risk-

averse agents should hedge in order to be optimal. The reasoning behind Stulz’s (1984) 

article is that managers pursue and choose hedging policies and not the shareholders per 

se. The only way for shareholders to control managers is through compensation plans, 

which is based on the Jensen & Meckling (1976) principal-agent theory. The findings of 

Stulz (1984) show that companies have an active hedging policy, which means that they 

do not hedge a position that they will receive payment for in a future date. Moreover 

Brown & Toft (2002) states that “taxes, bankruptcy costs, agency costs etc. have all been 

employed to explain why firms should hedge” but there have not been any discussion on 

how a firm should hedge in the research world. Brown & Toft (2002) analyzes two 

general hedging strategies that a company can pursue. The first strategy only involves 

“vanilla” derivative contracts such as forwards and simple options, and the second 

strategy is based on custom made derivatives, known as “exotic” derivatives. The main 

findings of this were that the volatility of the marketable good’s price, the volatility of the 

quantity of that good and the correlation between the price and the quantity can have a 

large impact on the optimal hedging strategy. If a company would not consider the price-

quantity correlation it can mislead the company to either sell future contracts when it 

should have bought them or vice versa. 

Furthermore Loss (2012) developed a model to analyze the optimal hedging strategy of 

firms in imperfect competition and under financial constraints. This model was based on 

two firms that made two investments. One investment that was independent of the other 

firm’s investment and a second investment that was dependent on the other firm’s 

investment. The findings from this revealed that a firm’s hedging policy is affected by its 

competitors because a firm's hedging strategy affects the other firm’s investment 

opportunities. Another study by Adam et al. (2007) also investigated how competitors 

affect the hedging strategy of a firm. They found that the incentive to hedge depends on 

how the other firms in the industry hedges. In general, in industry equilibrium the 

incentives for the single firm to hedge decreases when more firms hedges, and vice versa. 

This gives some explanation to why there are differences in risk management strategies 

across firms in the same industry. The result from these findings show that in industries 

with more competition, more inelastic demand, and less convexity in production costs, 

firms will have more similar hedging strategies (Adam et al., 2007). 

Moreover Lin et al. (2010) showed that the use of derivatives is negatively correlated with 

a firm’s stock pricing and that hedging can have a positive influence on firm valuation if 

the firm is undervalued. They also found that firms that diversify its derivatives in terms 

of spreading out the dollar amount and use different derivatives contracts will be less 

mispriced. 

Another study by Bartram et al. (2009) investigated the motives for companies to use 

financial derivatives. It was based on 7 319 nonfinancial firms in 50 countries which 

together stood for 80% of the global market capitalization. Interestingly, they found that 

previous hedging theories such as bankruptcy costs, taxes, financial distress etc are not 

consistent to explain why companies use derivatives instruments for hedging. Instead they 

found that the uses of derivatives are explained by other financial characteristics such as 

leverage, debt maturity, and holdings of liquid assets, dividend policy and operational 

hedges. They also state that due to their findings, more empirical and theoretical research 

is needed that incorporates the use of derivatives in a broader sense. 
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In a study by Brown et al. (2006) the researchers analyzed 44 gold mining companies 

during 1993 to 1998 and wanted to investigate managerial views and influences on 

hedging policies. The purpose of their study was to evaluate if managers timed 

commodity markets with their risk management policy. Timing commodity markets is 

known as ‘selective hedging’ (Stulz, 1996). According to Stulz (1996) selective hedging 

is only beneficial to the shareholders if the managers have superior information compared 

to the rest of the market. However if the managers do not have superior information, 

speculation could potentially reduce shareholder value (Stulz, 1996). Brown et al. (2006) 

found that gold miners selectively hedge, but do not find any evidence that selective 

hedging increases shareholder value. The researchers also state that selective hedging is 

a common practice for nonfinancial firms in financial markets where the managers are 

less likely to have an information advantage. Another finding is that managers’ market 

views will influence the general financial policy decisions in a company. Brown et al. 

(2006) suggests that the reason for why selective hedging is so widespread is because 

managers want to justify their position in a company or to take credit when a directional 

change in the hedging ratio successfully increases shareholder value. 

3.2.4 Empirical evidence of hedging in raw material industries 
Jin & Jorion (2006) investigated the hedging activities of 119 US Oil & Gas producers 

from 1998 to 2001 to analyze the performance of companies that hedge their price risk 

compared to those who do not hedge. According to Jin & Jorion (2006), this was the 

largest study so far in terms of same-industry companies. Their empirical findings did not 

identify any difference between companies that hedge and those which did not in terms 

of firm market value. In another study, Haushalter (2000) examined the hedging practices 

of 100 oil & gas producers from 1992 to 1994 to find which factors motives companies 

to hedge. He examined financing policy, tax status, compensation policy, ownership 

structure and operating characteristics. His empirical findings revealed that companies 

with more leverage, hedges more. This is consistent with other findings that conclude that 

hedging can reduce the risk premium cost to finance debt capital, e.g. in Buhl et al. (2011). 

However Tufano (1996) investigated 48 gold mining companies that used hedging as a 

risk management tool. He found that there is almost no evidence that risk management 

increases a firm’s market value, which is contradictory to previous findings by Smith & 

Stulz (1985) and Stulz, (1996). 

3.3 Our analytical framework 
The purpose of the thesis is to identify how and why companies in the Swedish mining 

industry hedge. The first part will not need any further analysis, we will simply outline 

the different ways that the five companies hedge, and compare them with each other. The 

other part however, to identify why they hedge will need an analytical framework. We 

have therefore created an analytical framework with the help of our extensive literature 

search and review. Our analytical framework consists of three different factors that are 

collection of several influences that can affect the hedging strategy of our selected firms. 

The factors are ‘decision-making’, ‘capital structure’ and ‘market performance’. We also 

present theories and authors that are relevant to each factor. 

3.3.1 Decision-making 
The ‘decision-making’-factor is related to who has the authority to make decisions on the 

hedging strategy of the companies. Do CFOs hedge (or refrain from hedging) due to 

directives from board of directors or do they have free mandate to decide how to hedge? 

We have identified three influences that can affect the decision making process; 
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management, ownership and competitors. The ‘management’-influence relates to if the 

CFO or Head of Treasury is forming a hedging strategy authorized by directives from top 

management. The ‘ownership’-influence relates to if the CFO or Head of Treasury 

executive is forming a hedging strategy authorized by the directives from the owners. The 

owners could be either the board of directors acting on the behalf of shareholder in the 

publicly traded companies or board of directors accomplishing the directives from one 

strong owner, as is the case of the state-owned LKAB. Stulz (1984) and Smith & Stulz 

(1985) concluded in their research that shareholder controls managers hedging policy 

with compensation plans. Jensen & Meckling (1976) discussed the agency theory and 

how to deal with the separation of control. Furthermore, according to the MPT 

(Markowitz, 1958) an investor (shareholder) should minimize risk through portfolio 

selection, and therefore managers do not need to engage in financial risk management. 

The shareholders hold the responsibility to protect themselves. We want to investigate if 

a company with diversified owners acts different to one with one sole owner. The 

‘competitors’-influence relates to if competitors affect a company’s hedging strategy. 

Both Adam et al. (2007) and Loss (2012) concluded that competitors can affect a firm’s 

hedging strategy under financial constraint. 

3.3.2 Capital structure 
The ‘capital structure’-factor is used to identify reasons to hedge related to the current 

capital structure of the company. For example how does the debt level affect the liquidity 

risk and the likelihood of bankruptcy? Do firms hedge based on how their current 

financial position is? How relevant is their debt agreements when they decide their 

hedging policy? More reasons related to ‘capital structure’ are discussed by M&M (1958, 

1963) in their two propositions. This factor is divided into two different influences; debt-

to-equity and debt agreements. The ‘D/E’-influence relates if their debt levels in relation 

to owner’s equity. If the debt level is too high, it can put the company in financial distress, 

increase the liquidity risk and therefore force companies to protect future earnings. The 

‘debt agreements’-influence relates to if they have been obligated to hedge in order to 

receive additional capital from debt holders for their investments. 

3.3.3 Market performance 
The ‘market performance’-factor is identified as all the reasons why companies might 

pursue hedging for financial gains through improved market performance. These reasons 

include to increase firm value, improve stock pricing, the level of commodity market 

efficiency or reduce currency costs. The two influences to improve market performance 

that we identified are; stock characteristics and market efficiency. The ‘stock 

characteristics’-influence relates to pursuing hedging strategies to improve the stock 

pricing, stock volatility and stock liquidity. The ‘market efficiency’-influence related both 

to the efficiency of the commodity market; pricing mechanisms and availability, and the 

efficiency of the derivatives market; can they buy the instruments they want to use? EMH 

(Jensen & Meckling, 1970) discusses the efficiency of the markets and its implications. 

Furthermore, Tufano (1996) found that firms with lower cash balances manage more gold 

prices, and Brown et al. (2006) found no evidence that selective hedging leads to superior 

operating or financial performance. Jin & Jorian (2006) found that hedging reduces 

sensitivity to oil & gas prices, but do not affect the market value for that industry. 
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Our analytical framework is outlined in ‘table 5’, with the factors and its influences on 

the left side, and the relevant theories and authors on the right side. 

 

(Table 5 Analytical framework) 

  

Factors Influence Theories Authors

Decision making

Management 

Ownership 

Competitiors

MPT                   

Agency Theory

Markowitz (1958), Jensen & 

Meckling (1976), Adam et al. 

(2007), Loss (2012), Buhl et al. 

(2011), , Stulz (1984), Smith & 

Stulz (1985) Tufano (1996) 

Capital Structure
D/E                          

Debt agreements
M&M Theorem

Modigliani & Miller (1958; 

1963), Bartram et al. (2009), 

Stulz (1984), Smith & Stulz 

(1985) Tufano (1996), Froot 

et al., (1993)

Market 

performance

Stock charasteristics 

Market efficency
EMH

Fama (1970), Brown et al. 

(2006), Lin et al. (2010), Jin & 

Jorion (2006)
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4. Empirical findings 
In this chapter we will summarize the empirical findings that we have collected from the 

interviews and annual reports. We will start with presenting chosen key information 

regarding the companies, such as ownership and capital structure. We will then present 

what we gathered from the interviews in terms of risk management philosophy, hedging 

strategies and the reasons for hedging. These findings will be analyzed in the next chapter 

partly with the help of our analytical framework. 

4.1 General information 

 

 (Table 6 General information) 

In ‘table 6’ key information is found about the selected companies that we have 

interviewed. The two largest companies by far are Boliden and LKAB. The difference 

between these two companies, beside that they do not produce the same minerals and 

metals, is that LKAB is state-owned while Boliden is a private publicly listed company 

on the Stockholm stock exchange. Moreover LKAB have the highest profit margin of 

39%, followed by Boliden which have 10%. The three other companies do not have a 

positive profit margin and are accompanied with a high D/E. The reason for this is that 

the smaller companies do not have a steady-state production and are still relatively new, 

compared to Boliden and LKAB. Comparing the D/E we can see that DM has the highest 

level of debt compared to equity. However from our interview we learned that DM have 

recently made a new equity issuance and consequently reduce this down from 403% to 

98%. Both LKAB and Boliden seem to be in a good financial position with a relatively 

low D/E. The two other companies, LGold and Nordic Mines, have a D/E of 162% and 

139% respectively which means that their financial position is relatively weaker. 

Boliden 

Boliden is a public firm. They have roughly 80 000 owners, and many of them are 

institutional investors. 

LKAB 

LKAB only have one owner, which is the state. The state sets directives to LKAB which 

filters through the board of directors to the top management and eventually down to 

treasury. These directives can include return on equity, D/E etc. However the state does 

not interfere into the operative risk decisions. If the state is not satisfied, it will go to the 

board of directors that have authority to implement new directives. Per believes that the 

state have other motives to keep LKAB than solely to have a commodity price exposure. 

Dannemora Mineral 

Recently DM have made an equity issuance and gone from two large owners to have a 

widespread ownership with many shareholders. 

Company
Revenues 

2012 mSEK

EBIT 2012 

mSEK

Profit 

margin 
ROE Minerals & metals Mines Debt/equity Ownership

Boliden 40 001 3 941 10% 15,0% Zinc, copper, lead, gold, 

silver

4 25% Private

LKAB 26 971 10 595 39% 22,1% Iron ore 2 28% State
Dannemora Mineral 137 -0,2 -0,2% -70,8% Iron ore 1 403% Private
Lappland 

Goldminers
211 -40,2 -19% -43,5% Gold 1 162% Private

Nordic Mines 247 -155 -63% -36,1% Gold 1 139% Private

All information retrived from companies Annual reports 2012. Note:*Bolidens EBIT is EBITxPIR **DM D/E-ratio is lower due to a recent equity issuance
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Lappland Goldminers 

LGold is a public firm. They have around 7000 shareholders, and the majority is retail 

investors from Västerbottens län in Sweden.  Besides that, they have several large owners 

as well which are mainly institutional investors 

Nordic Mines 

Nordic Mines is a publicly traded company. The majority of Nordic Mines’ shareholders 

are institutional. 

4.2 Risk management philosophy 
In this subsection we will present the selected companies’ risk management philosophies 

which will be used as a basis for the discussion of hedging strategies in the next chapter. 

4.2.1 Boliden 
Overall risk management philosophy 

The main policy for Boliden is to always be unprotected to future prices. If they do want 

to engage in hedging activities, the Treasury department has to go via the board of 

directors. It is the treasurer’s job to inform and bring suggestions to the board when they 

think it is time to protect against a financial risk e.g. to hedge cash flows during an 

investment. Boliden have routines and uses key ratios that they use to evaluate financial 

risks. For example in connection to a new investment they might find that these key 

numbers are reaching a dangerously high level, and suggest to the board to protect parts 

of the future production. The general rule however is to be unprotected against future 

prices as much as possible. 

Boliden’s hedging policy is therefore connected to the company’s financial situation. 

Large investments that affect the balance sheet heavily might force them to hedge or 

protect themselves. However, if they are in a strong financial situation where they can 

tolerate high cash flow volatilities they will stay unhedged to future prices 

Routines 

In Boliden the CEO has a policy that he follows which is revised once a year. This policy 

include what mandate he has, what he is allowed to do and not to do, within some 

specified limit. If he wants to do something outside his mandate, the CEO has to get an 

approval from the board of directors. Moreover risk calculations are done once a week, 

for instance, how does the metal price or currency fluctuations affect the balance sheet 

compared to the last month or the last quarter? Recalculations of budgets are done on a 

monthly basis while risk simulations of different scenarios are done on a weekly and 

monthly basis to look at how key numbers such as the D/E, metal prices etc. are affected 

if “this” happen in the market. Furthermore, risk simulations and recalculations are also 

made for new investments to see how a particular investment will affect the balance sheet, 

the return on equity or the debt in the company. 

Risk Priorities 

The most prioritized financial risk, that Boliden spend most time and focus on, is the 

metal price risk. The second priority is the currency exchange risk, due to that it has the 

same exposure as the metal risk but is less volatile. The third priority is the financing risk, 

to be able to secure that they have enough capital to secure an investment (either by loans 

or equity). As mentioned earlier, to hedge or protect this risk can become more relevant 

depending on the investment size combined with the ability to finance it, and the current 
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financial position of the company etc. Moreover there is some time spent on the electricity 

risk, the energy consumption, as well as interest rate risk. 

Advantages & disadvantages of the risk strategy 

Patrik states that it is his understanding that the shareholders appreciate the current risk 

strategy, which is to be unhedged to metal prices. Furthermore he states that an investor 

buying shares in Boliden are aware of Bolden's hedging policy and the reason why he 

invests in Boliden is that he wants to have this risk exposure to metal prices. Boliden have 

received positive feedback from shareholders for having this risk philosophy. 

4.2.2 LKAB 
Overall risk management philosophy 

The risk management philosophy is to secure financial risks in accordance with a policy 

decided by the board of directors. The company has one financial risk policy that covers 

the Group and one financial policy that cover subsidiaries and internal business units. 

Moreover the targeted return for LKAB is 10 percent after tax over a business cycle. 

(LKAB Annual report 2012). 

In general, LKAB does not want any subsidiary or individual unit to be exposed to 

financial risks. Subsidiaries and internal units should “identify, quantify and report” 

financial risk and hedge them with the Treasury department using internal transactions 

Therefore if a subsidiary or an internal business unit of LKAB makes a large foreign 

investment in EUR, they have to take a currency hedge with LKAB Treasury to remove 

this currency risk from the subsidiary. Thus LKAB Treasury Center can decide, in 

accordance with the limits they have, if they want to take this risk to the market or keep 

it for themselves. The reason for this is to centralize the financial risks and to have control. 

Moreover the overall objective that LKAB Treasury follows is to maximize the value for 

the owner. To make sure that LKAB is efficient, LKAB uses benchmarking to compare 

LKAB with top 10 companies in Sweden. 

Routines 

The Treasury has a limit that they work within to choose how much to hedge which is set 

by the board of directors. They always hedge up to minimum, but never above maximum. 

It is up to Per and the others at the Treasury to choose how much to hedge within this 

limit in relation to risk. Furthermore LKAB revise their two hedging policies once per 

year. However the board of directors demands follow-ups from Treasury on a monthly 

and quarterly basis and always in conjunction with the currency and financial committee 

meetings 

Risk priorities 

LKAB’s ranks its largest financial risk, based on the cash flow-at-risk, as the iron ore 

price in combination with the currency risk. The second largest risk is the management 

of LKAB’s asset portfolio. 

Advantages & disadvantages of the risk strategy 

Per states that LKAB Treasury is satisfied with the current risk management strategy to 

handle financial risks and that there are no drawbacks with this strategy. The board of 

directors is comfortable, the top management is comfortable and Treasury is comfortable 

with the risk strategy. However Per also states that this is a dynamic process and if the 

situation changes and the Treasury feel that they do not have enough acting space to 
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handle the risks, it is Per’s job to notify top management and if top management approves, 

the board of directors notify the financial committee about this. 

4.2.3 Dannemora Mineral 
Overall risk management philosophy 

DM’s risk philosophy is that hedging should be used to lock in a specific outcome and 

not used to speculate on an upside. Moreover Stefan states that hedging should always be 

centralized in order for a company to have control. If hedging would be decentralized, no 

one would know how much risk exposure the organization have and this could lead to a 

“liquidity-squeeze” if someone make some bad investments. Moreover Staffan says that 

to only lock in a certain price for one period and then do the same for the next period and 

so on will only yield the same return as the market over time. Therefore to use hedging 

for this reason only creates a cost for the company. However there are two main reasons 

why companies want to have a risk management program according to Staffan and Niklas. 

The first reason is to have control and always be able to respond to shareholders when 

they want to know something. The second reason is to secure that the company have 

enough liquidity during an investment phase, which could for example be for a six month 

period. Another aspect that is important for DM is that shareholders speculate in that the 

company will grow and increase their stock performance. Therefore shareholders want 

some compensation for investing in a company, and this compensation is dividend. Since 

DM is not allowed to currently give out dividends due to bond covenants their main 

priority is to refinance this debt to have better debt agreements. 

Routines 

According to Stefan and Niklas, unless something unpredictable happens or the current 

risk picture changes dramatically, DM will not change their hedging strategy. Since the 

choice is not to hedge, there are no set routines to revise this hedging strategy. 

Furthermore, they also state that they do not currently have enough production to afford 

hedging. 

Risk Priorities 

DM prioritizes the liquidity risk as its highest priority because they do not have a stable 

production yet and only one mine. According to Staffan, since the mining industry is 

characterized by large fluctuations during different business cycles, the liquidity should 

be a high priority for all mining companies. For example when Staffan worked in Boliden 

there was always a conflict of interest between the shareholders and the management. On 

one side shareholders wanted to have high dividend because the company was doing 

good, but on the other hand management were concerned with what would happen if 

prices went down. The company would not have enough liquidity to pay its obligations 

if they give out all the profit in dividends. Ironically, this happen to Boliden during the 

financial crisis of 2008 and they had a “liquidity-squeeze”. Therefore Staffan states that 

it is always a very delicate matter for companies to decide how strong balance sheet a 

company need and how much risk they are willing to accept. 

Advantages & Disadvantages of risk strategy 

Staffan believes that DM’s choice to be unhedged has benefited the shareholders due to 

cost savings because using hedging would at this stage only be a cost for the company 

due to low productivity and high hedging costs. 
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4.2.4 Lappland Goldminers 
Overall risk management philosophy 

LGold’s risk management philosophy is to be unhedged against gold prices and to have 

a natural hedge against currency fluctuations by having the costs and revenues in Euros. 

They believe that their owners invest in the company because they want to have the 

exposure of gold prices. 

Routines 

The company has approximately six scheduled board meetings yearly and some 

additional extra meetings. In total, it usually is around 10-12 meetings yearly. In these 

meetings the management will present the earnings and liquidity forecasts, and the risks 

connected with them, and they discuss how LGold will deal with these forecasts and the 

risks linked with them. Moreover LGold are continuously working with budget process 

as well as with liquidity and earnings forecasts. The budget process is done once a year, 

and is followed up by the liquidity and earnings forecast on a monthly basis. This is 

presented for both top management and the board of directors where they highlight the 

identified risks in relation to key financial numbers that could have an effect on their 

earnings and liquidity. 

Risk Priorities 

LGold ranks the liquidity risk as its highest financial risk priority, followed by the credit 

risk and the gold price risk. The risks that affect LGold balance sheet most are the 

production of gold, gold price and currency fluctuations. 

Advantages & Disadvantages of the risk strategy 

Jonatan states that the current risk strategy, to not hedge gold prices, have so far been 

successful for their shareholders, especially since the gold price have increased on a 

continuous basis the last five years, and even more considering a ten year perspective. 

Therefore the successfulness of LGold’s risk strategy depends on the gold price. 

4.2.5 Nordic Mines 
Overall risk management philosophy 

The risk management philosophy in Nordic Mines is to maximize the long term 

profitability. Susanne explains that to maximize the long term profitability a company has 

to work with improvement activities to increase production, cost savings and to revise the 

loan agreements to reduce financial costs and so on. Since Nordic Mines currently is 

operating at a loss they have to work with all these parameters. Susanne states that long 

term profitability is what creates the long term return for shareholders. 

Routines 

Nordic Mines risk policy is to revise the company and its financial position on a 

continuous basis. It is also revised every time the company has a board meeting. 

According to Susanne the reasoning behind this is that risks can have a larger effect on a 

small organization compared to a large company, and therefore the strategy has to be 

revised continuously and decisions have to be taken fast. 

Risk priorities 

Nordic Mines prioritizes the liquidity risk and credit risk as the top priorities and they 

also spend most of their time and resources to handle these risks. 
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Advantages & disadvantages of risk strategy 

The advantage of this risk strategy is that Nordic Mines are able to take act fast and take 

fast decisions. The main disadvantage is that Nordic Mines do not have enough resources. 

Moreover Nordic Mines have to date taken large costs which have been negative for the 

company and the shareholders. 

4.3 Hedging strategies 
In this subsection we will outline the identified hedging strategies of each company. 

4.3.1 Boliden 
Who decides hedging policies? 

In Boliden the CFO have a specific mandate to work within and is given this from the 

board of directors. It is his job to convey his ideas how to materialize the mandate down 

to the Treasury and it is the Treasurer’s job to handle the risks based on the directives 

from the CFO. 

How Boliden hedges 

Since Boliden have a policy to be unhedged against the commodity price they do not use 

any bilateral agreements or financial derivatives to hedge the commodity price. However 

to have this policy Boliden always want to maintain a strong financial position to be able 

to handle different low-price-scenarios. Furthermore Patrick states that if there is only 

one dominant shareholder and he would be satisfied with the current price level and state 

“Ok, now I am satisfied with the return I receive at the current prices, so I will lock them 

and secure from both down- and upward movements of prices” there would be an 

incentive for Boliden to hedge the commodity price. Furthermore Boliden engages in 

long-term contracts to deliver metals to customers but not with fixed prices. If there are 

customers that wish to have fixed prices then Boliden engage in a forward contract to set 

it back to a floating price for the amount sold to that customer. 

Since Boliden do not actively hedge the commodity price, they have left this position to 

the shareholders. If they want to hedge the commodity price they can do it on their own 

with their own portfolio selection. Therefore those who invest in Boliden choose to invest 

in Boliden because they invest in the metal price, and therefore want to have this 

exposure. 

However if Boliden chose to hedge parts of the production for some reason they will also 

hedge the currency rate because they are positively related. Compared to the price and 

currency risk Boliden do not spend as much time to focus on the interest rate risk. 

Moreover they do not hedge against the diesel, the chemicals and explosives used in the 

mines, or any other raw material they use. However they use long-term bilateral contracts 

to hedge the electricity price because it’s a major component for the smelters, which is 

used to process their production. 

A risk that Boliden protect themselves against is the inventory risk that arises from 

producing the metals they sell. The reasoning behind this is that the price of the metal 

when they start producing it until the final product can change and have a large impact 

on the “smältlön”, which can be translated to “smelting salary”. The smelting salary is 

the value of the raw material plus the value of the refining process. If the market price is 

very volatile Boliden can lose their whole value of the refining process and consequently 

make a loss. Therefore Boliden have chosen to hedge this risk and always make sure that 

they have a “smelting salary” at the end of the production, regardless of a change in 
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market price for the metals. In order to always have the process inventory full, Boliden 

buys metal externally from others when needed (Boliden Annual report 2012) 

Boliden do not want to have the risk described above, and therefore hedge against it with 

metal-forwards. It is done in the following manner: The amount of unprocessed metal that 

comes to the smelters is at the same time sold financially on the forward-market. The 

amount of final product that is sold physically after around three months is bought 

financially. So basically, every day they will check how much unprocessed metal was 

bought and how much of the refined metal was sold.  The excess amount they bought 

physically that day will be sold financially; the excess amount they sold physically will 

be bought financially. Some days they buy financially, some days they will sell 

financially. This creates a hedge to protect their “smelting salaries”, and to hedge against 

losing the refining value that the smelters create. 

However, Boliden is not hedging all of the inventory risk for several reasons. They have 

a predefined process inventory (which is called PIR), a predetermined amount of copper, 

zinc and so on that they try to always have, that is totally unprotected, and an amount 

above that process inventory that is sold and bought, which is hedged (and is affected by 

the daily fluctuations). When they show their earnings (EBIT) for a time period, they 

calculate it excluding the PIR, to show pure earnings without losing due to new valuations 

of that inventory (since new prices can render to lower value). The inventory risk that 

they choose to have, can more easily be calculated by the market, since its size is 

predetermined (all that is needed is to apply the new copper price to the amount of copper 

in the process inventory for instance). It is possible to calculate the value of the process 

inventory.  

What Boliden hedges 

Boliden do not hedge against the future metal prices and other smaller risks such as the 

diesel prices, the chemical prices and explosives needed for the mines. However hey 

hedge the electricity consumption and parts of their process inventory, as described 

earlier. Since all their metals are priced in USD it means that every forward contract for 

a metal in their smelters will need an equivalent currency exchange contract, to mirror 

the hedge. 

External expertise 

Boliden receives a lot of their expertise on different contracts and derivatives from the 

banks and institutions that wants to offer their services. Patrik says that they get offers 

maybe once a month or once every other week, and that they listen to the advices. 

Basically, Boliden is in a position to receive external expertise for free.  Besides that, they 

have an established financial department with two daily traders specialized on metal trade, 

and an established trade function with back office and front office etc. In summary, they 

are not in need for additional external expertise to handle the hedging for them. 

4.3.2 LKAB 
Who decides hedging policies? 

Since LKAB only have one owner which is the state, it can focus on other priorities than 

solely to please the shareholders. LKAB have a longer term focus compared to exchange 

traded public companies, which Per feels is very comfortable. The board of directors has 

a long-term thinking and the top management has a long-term thinking. This strategy 

means that the next quarterly report is not as important on its own as it might be for an 

exchange traded public company. The benefit of this strategy according to Per is that you 
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are not forced to make decisions that are only beneficial for short term profits. Moreover 

this strategy is one of LKAB’s strengths because a bad or uneven quarterly report is set 

in relation to time. Since LKAB have a long term focus, a drop in one period is acceptable 

since it is a volatile market, compared to exchange traded public companies that have to 

please the market to a larger extent. According to Per, the risk tolerance in LKAB is well 

balanced. 

How LKAB hedges 

If you hedge the currency, electricity and selling price independently, you will either over- 

or under-hedge, or a combination of both which will lead to a sub-optimal hedge. 

Therefore to pool all risk together will be more optimal. LKAB have chosen to follow a 

statistical tool called Cash-flow-at-risk in order to determine the total risk for the group 

in SEK. Furthermore Per also states that if you believe that the market is somewhat 

symmetrical, you will always have an upside on a risk. Since iron ore is set in dollar, this 

adds another complexity to future cash flow estimates. Depending on numerous of 

variables such as the type of iron ore, volume, freight etc. the price- and contract-

mechanism will be different for every individual contract type and yield different 

revenues. Since LKAB have decided to pool all these variables into a single summary 

measurement they can use their managerial views to some extent to analyze if co-

variances and correlations will remain in order to make hedging decisions. 

Per states that one way to eliminate the price risk exposure is to do bilateral contracts with 

a customer. The advantages of using bilateral contracts are that both parties can have a 

fixed volume, price and a fixed delivery date without having to use financial instruments. 

However each party can also use financial instruments to get a fixed price on a floating 

contract instead, but this usually involves a third party such as a bank or a clearing house. 

As we understand it, LKAB have some bilateral fixed as well as floating contracts with 

customers but do not want to specify with whom. However SSAB states that they have a 

bilateral contract with LKAB (SSAB Annual report 2012). 

Determining the level of hedging within the limit is decided on a continuous basis and is 

discussed back and forth with top management and the board of directors. For example, 

if LKAB have a profit margin of 34% or 50%, why would they want to hedge 100% of 

the downside if they lose 100% of the upside doing the hedges? It would in this case be 

better to choose a lower hedging level. However if the profit margin would be low during 

a period of time, then LKAB could select a higher level of hedging to make sure that 

LKAB does not default on salaries, pension funds, purchases etc. 

LKAB Treasury has a short term mandate to handle within limits. LKAB uses a 5 year 

planning horizon to plan for the medium term. Compared to other commercial 

corporations, LKAB also have a long term plan ‘2032’ to be able to plan ahead when the 

current mining levels goes down and to continue with the next phase in the mines. In 

addition to this LKAB also have to follow all regulations and rules when it comes to 

mining which adds another “layer” that LKAB have to take in considerations. It is 

Treasury’s function to support these plans. 

What LKAB hedges 

LKAB wants to hedge parts of the commodity price exposure as well as other market 

price exposures. This means that LKAB wants to find the optimal hedging strategy within 

limits. 
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LKAB can use the iron ore market to hedge if needed as long as they are within their 

limit. However LKAB have not used the iron ore market for financial hedges to any 

particular extent to date, but have used financial hedges for other products than iron ore. 

External expertise 

LKAB have enough expertise inside the organization to handle currency risk and the 

commodity risk comfortably. LKAB receives free external expertise on a continuous 

basis from banks and brokers that wants to sell their products. Per states that this 

information is useful to gain a deeper understanding of the current hedging alternatives 

but emphasis that the decision to hedge is LKAB’s. Moreover Per says that LKAB do not 

outsource the transaction exposure to any third party. 

4.3.3 Dannemora Mineral 
Who decides hedging policies? 

According to Staffan there is always a classical problem between shareholders and 

managers in mining companies. On one side the shareholders do not want the company 

to hedge the commodity price risk because they have invested in a commodity that they 

believe in. On the other hand a company has a larger responsibility than to only please 

the dominant shareholders. For example if the company need to hedge an investment or 

otherwise go bankrupt, then the company cannot listen to the shareholders because they 

have a responsibility to continue to exists as a company. Therefore it is always a delicate 

balance act between listening to what the shareholders want or to take a decision that is 

the best for the company. Moreover Staffan states that a company also has to consider 

different stakeholders than solely the shareholders because there is so many that have a 

stake in the company, that to only listen to what a hedge fund in London wants is not 

sustainable. What do the hedge fund in London care about the environment or workers in 

Sweden? Bondholders have the exact opposite view compared to shareholders regarding 

hedging. The bondholders wants the company to hedge everything and take no risks at all 

because they want to have full control, while many shareholders have the opinion that 

hedging is up to the shareholders to handle and therefore the company should not hedge 

anything at all. Therefore it is always difficult to only listen to the shareholders when 

deciding the hedging policy. 

How Dannemora Mineral hedges 

Currently DM do not engage in any hedging activities. However DM will take a decision 

this fall (2013) to evaluate if the situation has changed. Last meeting with the board of 

directors DM decided on a policy to not do any one-sided hedges and to always focus on 

the overall risk picture. This means that if DM starts hedging they will hedge both the 

commodity price and the USD together. The reasoning behind this is that since the dollar 

and iron ore price are almost 100% positively correlated, hedging only the price but not 

the currency can lead to a very high risk exposure which contradicts the purpose of 

hedging according to Staffan, which is to have a perfect hedge. Therefore if DM will start 

with hedging then they will follow the current finance-policy that was approved by the 

board of directors, and not let managers decide what is to be hedged. 

What Dannemora Mineral hedges 

Since DM produces and extracts iron ore and the iron ore market is a dollar dominated 

market, Dannemora Mineral have two large risk exposures, one is commodity price risk 

and the other is the currency risk. As mentioned earlier though, they do not currently 

hedge due to their low production level. 
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External expertise 

Currently DM does not have enough expertise to conduct hedging according to Niklas. 

However Staffan says that it could be worth to get this external expertise to get a better 

control over financial risks even though they have not started with hedging.  

4.3.4 Lappland Goldminers 
Who decides hedging policies? 

In LGold the board of directors sets the policies on how the top management should 

govern the company. The top management brings suggestions on how they want to act, 

or what mandate they wish to have and the board either accept or decline. If they decline, 

they will revise and set new rules or directives. 

How Lappland Goldminers hedges 

Jonatan states that the two largest risks for LGold are the production risk and the gold 

price risk. LGold has to work on a continuous basis to become better at predicting their 

future production. Furthermore, LGold has interpreted the owners will as to have an 

unhedged position on gold prices. The owners have invested in LGold because they want 

to be exposed to the gold prices since they believe in a strong gold price today and in the 

future. 

Gold is generally priced in USD in the world market, which LGold recalculates to EUR. 

LGold sell their gold on the world market in EUR via their American broker at the time 

that the gold is being shipped. Their only producing gold mine is in Finland, which uses 

the EUR; therefore most of their costs will be in EUR. This creates a natural hedge for 

LGold according to Jonatan. Furthermore, LGold results are translated to SEK when they 

are presented to the group. 

What Lappland Goldminers hedges 

The future gold prices are not hedged, they produce the gold and sell it at the current 

world price and outsource the smelting. (LGold Annual report 2012) Jonatan states that 

LGold did hedge earlier, but have decided to stop. They do not hedge the currency 

exchange risk, since most of their costs and revenues are in EUR. Their strategy is to have 

a natural hedge by having their costs and revenues in the same currency and use an 

America broker to sell in EUR. 

External expertise 

According to Jonatan, Lgold would probably need external help with hedging if they 

decided to start hedging their gold. If Lgold would start with hedging they would consult 

their current broker. LGold would tell their broker that they do not wish to sell on the spot 

market but rather use a hedging strategy from now on. They would then ask them if they 

have suggestions on strategies and go from there. 

4.3.5 Nordic Mines 
Who decides hedging policies? 

In Nordic Mines the board of directors sets the hedging policy. Susanne cannot answer 

whether the shareholders prefers any specific hedging policy because there are no 

statistics made on the matter. 

How Nordic Mines hedges 

Nordic mines have bilateral contracts to hedge the gold price. As can be found in their 

annual report of 2012, they have an agreement with two banks to deliver a fixed amount 
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of gold at a specified time frame. “If the Company cannot produce the amount of gold 

sold, and the price of gold exceeds the agreed price, the Company must reimburse the 

banks for the difference. If the world price of gold is less than the agreed price of gold, 

the banks must reimburse the company for the difference” (Nordic Mines Annual Report 

2012, p. 41). The company does not have any currency hedges and uses instead a natural 

hedging strategy against the currency risk, i.e. to have revenues and costs in the same 

currency. Moreover Nordic Mines have a policy that management can work within a limit 

based on volume and outside this limit they have to go to the board of directors. Susanne 

likes to have guidelines but have the opinion that there has to be room for flexibility for 

management regarding hedging. 

What Nordic Mines hedges 

Parts of Nordic mines’ gold is hedged by having a bilateral contract to sell a fixed amount 

of gold at a fixed price to two banks in combination with the financing agreement (Nordic 

Mines Annual report 2012). The company does not have any currency hedges and uses 

instead a natural hedging strategy against the currency risk as mentioned before. 

External expertise 

Susanne thinks that it is good to benchmark with external reports and analysis and not 

only use the expertise inside the company. Since Nordic Mines have chosen not to hedge 

they have not required any consultants, but they revise this decision over a continuous 

basis. 

4.4 Reasons for hedging 
In this subsection we will outline what each company have said regarding the reasons for 

hedging. We will start with the financial reasons, capital structure, speculation and finally 

competitors. 

4.4.1 Boliden 
Financial reasons 

Patrik explains that when you calculate the firm value, you will discount maybe 40 years, 

and staying hedged the 2 first years and leave 38 unhedged will not have a major effect 

on the total value of the firm because 2 out of 40 years do not make a significant 

difference. What is done instead, if you decide to hedge prices, is only to delay the market 

price and to create an inactive management that does not have to react to new market 

prices on a continuous basis because the price is fixed during the period. Basically to 

hedge the commodity price only buys time for management to take a decision later, and 

the question is; is it worth it? Do we need to buy this time (since it is a cost)? Would we 

have acted different by buying time, or would we still do the same? Boliden do not think 

it is worth to buy this time because they would not have acted differently. Another reason 

to not hedge against future prices is the trading volume of their shares. If Boliden would 

stay hedged, the share prices would not have the same volatility as if Boliden would be 

unhedged. This would consequently lead to less trading volume and less liquidity of their 

shares. Put in other words, if Boliden hedges the metal price risks then the share price 

would not be affected by a price movement of the world metal price. Furthermore Boliden 

has as a main objective to stay in a strong financial position so that they can manage the 

volatility of the metal prices to avoid being forced to hedge. They only hedge what is 

produced through the smelters, because they do not want to lose their created value due 

to fluctuations of metal prices during the smelting process. 
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Capital structure 

According to Patrik, Boliden usually has around 30-35 percent D/E, but according to 

Boliden’s annual report 2012 their D/E is currently 25%. The goal is to have a low D/E, 

because Boliden wants to be able to be unhedged and manage market fluctuations. They 

also state that, if they reach a D/E over 60 percent, then they are in financial instability, 

and when they reach that level they will look for hedging alternatives. If large investments 

can bring the D/E to over 60 percent, then Boliden will look for hedging alternatives for 

this specific investment. Other relatively small investments that only affect their D/E by 

a few percent and not have an effect on the overall financial position will not be hedged. 

The factors that can affect if Boliden will hedge an investment or not is the current market 

conditions, the size and length of the investment and on the current financial position of 

the firm. Moreover Patrik states that if Boliden’s current financial position would be 

weak, then banks can require some kind of security during the loan period. These 

discussions are re-occurring when financing and refinancing is needed, and when Boliden 

has to explain why they choose to take certain risks. Boliden do not currently have 

restrictions on their loans due to their strong financial position, but have had it earlier 

when they were in a worse position. Back then, they needed to hedge against some risks 

to be able to take loans. Patrik said that that was the case around 2000, 2001. 

Furthermore since the management has a mandate to work within and some policies to 

follow they are not free to decide how to protect against risks, or what investments to 

take. The reason for this is that since Boliden have roughly 80 000 owners, and many 

institutional owners, it would be difficult to have only a few persons working with a free 

mandate and it would be impossible to evaluate the managers’ work. According to Patrik 

the person in charge would always be evaluated on his performance. For example if he 

hedged the price when the price went up, he would be blamed to hedge prices at the wrong 

time and vice versa. Therefore a free mandate can be too much responsibility, and 

expectations can be too high. Having a mandate to work within gives them a way to be 

evaluated by. Patrik states that he thinks it is good to have the mandate to work within. 

Furthermore, if Patrik want to go outside this mandate for some reason, e.g. for a large 

investment, he can ask the CFO to bring this to the board to get approval. 

Speculation 

Boliden do not speculate on future prices to beat the market. However the managers 

opinions on how the prices will develop can instead be incorporated in different forecasts 

or scenarios to see how they would be affected if a certain scenario would happen. 

Boliden do not believe that they can be better than any other market participant to predict 

prices, and therefore do no hedge based on their opinions. 

Competitors 

They do study their competitors from time to time, to see what policy they might have 

around the process inventory, and how they would secure it for instance. They look for 

differences and similarities in the way of conduct and routines. Patrik does not believe 

that it affects Boliden though. It could affect Boliden if all competitors are doing 

something and Boliden is the only one not doing it. 

4.4.2 LKAB 
Financial reasons 

The main reason for LKAB to hedge is to eliminate undesired risks with a relevant 

hedging strategies. According to Per, some public companies have more incentives to 

reduce earnings volatility to show their investors that they have stable earnings, and there 
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are other companies that have the complete opposite perspective. The investors in BHP 

Billiton (a mining company) for example want to invest in BHP to have an exposure to 

raw material prices. If LKAB will have bad cash flows one period due to for example a 

large investment, LKAB can choose to hedge cash flows to make sure that they have 

enough liquidity for that period. “Normal” companies usually go to the debt market to 

finance. This creates another risk, a refinance risk. This does not LKAB have to concern 

itself about because they do not have to go to the debt market to take loans at the moment. 

Moreover Per states that three years ago there was no global market for iron ore 

derivatives. One year ago there was a market but it was too illiquid for LKAB’s needs. 

Today the market is still not fully liquid, but it can satisfy LKAB’s hedging needs. 

Capital structure 

From LKAB’s annual report 2012 the D/E is 28% including total liabilities such as 

pension funds and other long term obligations. According to Per, LKAB have nearly zero 

in D/E excluding pension funds and other long term obligations that is not long term debt. 

The reason for this is that LKAB have had very strong cash flows for a long period of 

time and have not needed to use the debt market. Due to the low D/E, LKAB would not 

have any problems to take a loan if they wanted to. Moreover the Treasury also works as 

an internal-bank for the whole group. Their subsidiaries are able to loan directly from the 

Treasury Center. 

Speculation 

LKAB do not take a speculative position in currency hedging. The only option they have 

is to choose the level of hedging within their limit. There are several factors that determine 

the level of hedging, for example if the return on equity is higher than the expected return 

LKAB might not need to select a higher hedging level which sacrifices the upside of the 

return. 

Competitors 

LKAB looks at competitors but do not let them affect their own hedging policy. Per states 

that 70-80% of the iron ore market is controlled by four big actors, Vale, BHP Billiton, 

Rio Tinto and Fortescue Metals Group. In relation to this, LKAB is a small global 

company and only have around 2% of the seaborne market. This means that LKAB can 

use other hedging strategies compared to the ‘big four’. For example Vale cannot hedge 

their price risk of iron ore because they are too big. Per believes that it will take at least 

five years before the iron ore market have similar liquidity as other commodity markets. 

4.4.3 Dannemora Mineral 
Financial reasons 

DM have only had one year of production and they feel that there is a too big of an 

uncertainty for future production to start hedging. This is the main reason why they have 

not started with hedging yet. Another reason for why DM does not hedge the iron price 

is because the iron ore spot market is relatively new and too illiquid at the moment.  This 

means that even if DM would like to hedge, they feel that the market is too illiquid for 

them. The main reason why the market is too illiquid according to Stefan is that the quality 

of iron ore and iron products are very different, thus it is difficult to match one product 

with another to create a good hedge. Another reason why DM does not use hedging is 

that working with hedging is very time consuming and that they currently do not have 

enough expertise to work with hedging. They are not in a financial position where they 

can have well-paid employees working only with trading derivatives, since there wouldn’t 

be much work anyways. Staffan states that the most common reason to hedge is to have 
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stable earnings and to tell investors that this level on the dollar or metal is good enough 

and we will make “this much” in profit next quarter and we can continue to improve our 

balance sheet. According to Staffan large companies saves hundreds of millions of having 

a centralized Treasury department. 

Capital structure 

Currently DM have a capital structure of 51% equity and 49% debt according to Staffan 

and Niklas. The D/E is therefore 98 percent. Moreover DM wants to refinance its current 

bond loan to a bank loan to get better terms. However Niklas believes that this might 

force DM to start hedging cash flows as a requirement from the bank. DM currently have 

restrictions in its debt agreement that disallow it to give dividends to shareholders. 

Speculation 

If DM would start with hedging they do not want to speculate to try to make better returns 

than the market because it defeats the purpose of hedging. The reasoning behind hedging 

according to Stefan is “ok, this level is good enough, we are satisfied with this”. 

According to Stefan, everything is a speculation, as long as there is an alternative. Being 

hedged or unhedged are two different speculative positions, either to believe the market 

will be move in one’s favor or not. Staffan also believes that speculation in hedging in 

the mining industry for precious metals is a common practice because the markets are 

very liquid, and you can hedge for example the gold price up to ten years. This encourage 

speculation because you can finance a gold mine ten years ahead and receive the money 

today and hopefully earn even more money in the future from this mine.  

Competitors 

Stefan states that hedging is a common practice in the mining industry but that it is most 

common for precious metals, gold and silver, and some base metals, copper and zinc. The 

main reason for this is that the market for these metals is considered to be ‘perfect’ 

markets. For example if you want to hedge a ton of copper you can call London Metal 

Exchange now and hedge your commodity instantly. In contrasts to the iron market this 

is not possible. Moreover there are only two main competitors to DM in Sweden which 

is Northland Resources, which is a junior company that have not started production yet, 

and LKAB which is the largest iron ore producer in Europe. This means that the 

competitors to DM is very different and therefore have very different risk management 

strategies which mean that DM cannot apply their risk management strategy to their 

company. 

4.4.4 Lappland Goldminers 
Financial reasons 

The two most important risks for LGold are the risk of production and price risk. The risk 

of production deals with how much gold they can extract and produce for sale. The total 

costs from having the mine in Finland are mainly fixed; therefore the earnings depend on 

how effective they are in producing the gold. The price risk is of course relevant as well, 

because it decides how much they will be paid for their production. They have decided 

not to hedge the gold prices because they believe that the owners want that exposure. 

They have chosen not to hedge the currency risk because most of their costs and revenues 

are in EUR, which creates a natural hedge for them. However, LGold can use hedging if 

they would make an investment that can have a large effect on their financial position. 

Moreover LGold makes forecasts based on the daily price of gold, or an average of the 

last one or two years to create different scenarios to see what happens to their financial 

position if the price drops or increase with e.g. 10 percent. If a scenario have a large 
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negative effect on the company, then it becomes more relevant to hedge against financial 

risks. 

Capital structure 

LGold have a convertible debt instrument that is worth approximately 122 million SEK. 

They have other debts besides the debt instrument, most of them are bank loans from the 

sizes 50-60 million SEK. However the D/E is 162% according to numbers from the annual 

report of 2012. Currently LGold do not have any restrictions on their debt, and they do 

not have to hedge to please any debt holders. LGold states that the capital they have is 

used to finance the existing production. This could however change in the future. For 

example the situation would be different if they needed to finance a large project, such as 

a new mine. The banks can in such a scenario require that LGold hedge parts of the future 

production to secure cash flows in order to have liquidity and pay their obligations. 

Speculation 

No information. 

Competitors 

LGold follows the events of the mining industry in general, for instance they look at what 

the latest trends are regarding how to work with risk management. However, they do not 

look at any specific competitors to see how they act. Jonathan states that they deal with 

hedging on a case-to-case basis, but do not let competitors affect their actions. 

4.4.5 Nordic Mines 
Financial reasons 

Nordic Mines do not hedge their currency risk because they try to create a natural hedge 

by having as much of their costs and revenues in the same currency. They have their mine 

and its costs in Finland, which uses the EUR. The gold produced in that mine is sold in 

EUR as well. 

Capital structure 

According to their annual report of 2012 Nordic Mines’ D/E is 139 percent. In 

combination with their financing projects, they have entered contracts to sell a fixed 

amount of gold at a fixed price during a fixed time frame. 

Speculation 

No information. 

Competitors 

Nordic Mines benchmark itself to competitors but it is only partly relevant for their risk 

management strategy. However in the gold mining industry a company does not compete 

in the same way as other industries due to a high demand of gold.  
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5. Analysis 
In this chapter we will analyze the empirical findings that we have gathered. The analysis 

will start with comparing and contrasting the five different companies by looking at how 

the companies hedges and then continue with analyzing why they hedge that way. To 

analyze why they hedge in a certain way we will apply the analytic induction method with 

the help of our developed analytical framework. We will compare the different reasons 

presented in our empirical findings with the factors identified in our framework. 

5.1 Hedging strategies 
Our thesis purpose was to first find out how the mining companies hedge. As explained 

earlier, we have chosen firms that differ in many firm-characteristic aspects to capture the 

full scope of the industry. We will start with outlining how Boliden hedges, and it will be 

followed with the other companies in the same order as previously. 

Boliden currently do not hedge against future prices of the metals they sell. They only 

hedge against future prices if they are forced to do so, which has happened earlier when 

they have been in a weaker financial position. They do hedge the currency risk but in 

relation to the commodity risk, since to only hedge one of the risks could put them in 

greater exposure due to the fact their metals are prices in USD. To do a commodity risk 

hedge needs an equivalent currency exchange hedge. Other raw materials used in the 

mines are not hedged either. Boliden do hedge against the electricity and parts of their 

production in the smelters. How they do that is specified in ‘4. Empirical findings’. 

Furthermore, Boliden have some bilateral contracts with customers to deliver at fixed 

prices but since their policy is not to hedge the metal prices Boliden will engage in 

financial derivatives to have the price set back floating again. Boliden do not need to 

actively seek for external help in regards to hedging for two reasons; they have enough 

expertise within the company and they regularly receive free expertise from banks and 

other institutions that wishes to sell their instruments. 

The second company, LKAB, have a policy set by the board of directors on how to hedge. 

This policy includes a limit in which the Head of Treasury is allowed to work within. The 

Head of Treasury will select an appropriate hedging level based on the aggregated risk 

exposure towards LKAB. To measure this aggregate risk exposure LKAB uses a CFaR 

model to specify in monetary terms how large the exposure is. If the risk exposure is low, 

the manager can select a lower level of hedging, and vice versa. The most important 

financial risk in terms of CFaR is the commodity price risk. This is because LKAB’s 

highest risk lies within its core activities, to extract iron ore. Therefore if the market price 

of iron ore drops it will have negative effect on LKAB’s profit margin, and if it increases 

it will have the opposite effect. We have found that LKAB do not use financial derivatives 

to hedge against the price risk to any large extent today. However LKAB hedge parts of 

the commodity risk in other ways. For example they have a bilateral contract with SSAB 

to supply them with iron ore at a fixed price. Furthermore, for the same reasons as 

Boliden, LKAB do not need to actively seek for expertise in hedging. 

The third company DM does not engage in any hedging activities due to low production 

and an unsteady state of future production, but have decided on a policy to only use 

perfect hedges if they will start with hedging. DM will discuss hedging this fall (2013) 

on its next board of directors meeting to see if the future production is in a more steady-

state and then take a new decision regarding hedging. DM also discussed that whether 
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hedging becomes more relevant for them or not, it is still beneficial for them to receive 

external expertise on it. 

LGold do not hedge against future gold prices either. Instead they sell their gold on the 

spot market through their broker as soon as their gold is being shipped. Compared to 

Boliden they do not hedge the production process. To hedge against the currency risk 

they have a natural hedge, which means that they have costs and revenues in the same 

currency instead of using financial derivatives. LGold said that if they were to start to 

hedge their commodity risk, then they would seek external expertise in form of consulting 

their broker. 

The last company, Nordic Mines, hedges the gold price, or parts of it, by having a bilateral 

agreement with two banks to sell a specified quantity at a specified price. To hedge 

against the currency risk they have the same strategy as LGold, to match costs and 

revenues in the same currency. Nordic Mines did not specify if they needed external 

expertise but did mention that it is beneficial to benchmark with the industry to see how 

other firms might hedge. 

 

(Table 7 Summary of hedging strategies) 

5.2 Reasons to hedge 
To analyze why the selected companies use their current hedging strategy we will apply 

our analytical framework. We will analyze the reason of all companies based on each 

factors and its influences, and discuss their importance. We will also contrast our 

companies’ reasons with the previous literature. 

Company Commodity  Risk Currency risk Bilateral Contracts Other Information

Boliden Unhedged Unhedged yes
Hedges part of the 

inventory process

LKAB Depends Depends yes Works within 'limits'

DM Unhedged Unhedged no Early stage of production

LGold Unhedged Natural hedge n/a
Uses a broker to sell in 

EUR

Nordic Mines Partly Natural hedge yes
Contract together with 

debt agreement



 

51 

 

 

(Table 5 Analytical framework) 

5.2.1 Decision-making 
The first factor is the ‘decision-making’ which included three different possible 

influences; management, ownership and competitors. In regards to the ‘management’-

influence we noted from both Boliden and LKAB that the way they hedge is regulated 

from top management and the board of directors. Both companies are given a mandate to 

work within and if they want to go outside of this mandate they have to go higher up in 

the organization to get approval. Boliden has a main rule to not hedge against metal prices 

because they believe their owners want to have the exposure to the metal price. Boliden 

always want to be in a strong financial position that can handle the volatility of prices on 

their metals so that they can stay unhedged. We noted that LGold also stated that their 

owners did not want LGold to hedge against the metal price. The ‘management’-influence 

seems to be an important determinant for Boliden’s, LKAB’s and LGold’s hedging 

strategies. DM does not seem to have any specifications on how to hedge which could be 

explained due to the fact that it is too early yet since their production has not yet reached 

a steady state. In Nordic Mines the board of directors sets the hedging policy as well, 

based on their interpretation of what owners want. Nordic mines’ risk strategy is revised 

on every board meeting. The ‘management’-influence is however affected by the relation 

between the top management and the board of directors (whose job is to interpret owners’ 

will) as well. Stulz (1984), Smith & Stulz (1985) and Tufano (1996) stated that managers 

hedge due to their compensation plans, but our empirical findings seem to give a different 

explanation. The reasons they hedge seem to be due to company policies, directives or 

routines. We did not actively investigate if compensation plans could affect their 

decisions regarding hedging. However, our interpretation is that they are not allowed to 

work outside of their mandate regardless of the compensation plan. The MPT 

(Markowitz, 1958) states that the investors need to protect themselves against risks 

through their own portfolio, and the four publicly traded firms seem to apply the same 

reasoning. 

Factors Influence Theories Authors

Decision making

Management 

Ownership 

Competitiors

MPT                   

Agency Theory

Markowitz (1958), Jensen & 

Meckling (1976), Adam et al. 

(2007), Loss (2012), Buhl et al. 

(2011), , Stulz (1984), Smith & 

Stulz (1985) Tufano (1996) 

Capital Structure
D/E                          

Debt agreements
M&M Theorem

Modigliani & Miller (1958; 

1963), Bartram et al. (2009), 

Stulz (1984), Smith & Stulz 

(1985) Tufano (1996), Froot 

et al., (1993)

Market 

performance

Stock charasteristics 

Market efficency
EMH

Fama (1970), Brown et al. 

(2006), Lin et al. (2010), Jin & 

Jorion (2006)
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In regards to ownership we noted that the major difference among the companies is that 

LKAB is 100% state-owned and the others are publicly traded. The state-owned has one 

owner that wants LKAB to have long term thinking and not to focus on a single bad 

quarterly report. For example LKAB uses a five year plan to plan for the medium term 

and a long term plan to plan 20-25 years ahead. In contrast to publicly traded companies, 

where the current or next financial report has a large impact on the stock price, LKAB 

can focus more on the long term profitability. However to remain efficient, LKAB have 

a policy to benchmark themselves against top companies in Sweden. The other four 

companies have responsibilities to many small and institutional shareholders, and some 

which have a high D/E have relatively larger obligations to debt holders. The 

‘ownership’-influence is relevant to how they form their strategy, because the publicly 

traded companies need to act in a way to satisfy several owners and future investors, while 

LKAB only needs to satisfy one owner. Our interpretation is that the diversification 

among owners has created an incentive for the publicly traded companies to keep the 

metal price unhedged. The agency theory (Jensen & Meckling, 1976) states that in firms 

with several owners, giving an agent (management) control could be advantageous in that 

the agent can coincide several goals into one. This is done by the publicly traded 

companies since investors who want to have an exposure to the commodity risk know 

that they receive it when they invest. 

Lastly, all five companies said that they look at their competitors to some extent, but none 

is forming their hedging strategy based on it. For example Boliden said that unless they 

are the only company that differs while everyone else is doing the same, they will not be 

affected by competitors. DM states that there are too few competitors that have the same 

firm characteristics as DM, and therefore it would not make sense to look at how the 

competitors hedge. LGold and Nordic mines have a similar opinion and only benchmark 

to the current risk management trends in the industry but do not let individual competitors 

affect their hedging strategy. According to Adam et al. (2007) and Loss (2012) 

competitors should have an effect on firms hedging policy if they are under financial 

constraint and compete for investments. However since there are only two dominant 

companies in this industry in Sweden and both produce different metals and vary in size 

and ownership, it is understandable that mining companies do not look at specific 

competitors when creating their hedging strategy. Moreover Buhl et al. (2011) found that 

the optimal hedge for a monopolist is often 100% whereas in a polypolistic market it is 

less than 100%. Since LKAB is a very dominant company in Europe, with around 90% 

of the iron ore supply in EU, it should therefore create an incentive for LKAB to hedge 

much of their operation, which they do not. An explanation for this could be that LKAB 

compete on a global scale where it has only around 2% of the global seaborne market, 

which means that they are a relatively small in that regard. 

5.2.2 Capital structure 
The ‘capital structure’-factor which consists of two influences (D/E and debt agreements) 

seems to become relevant for firms only if they are in a weak financial position. The two 

influences are linked together and can influence one another. For instance, high D/E can 

force the company to sign debt agreements in order to receive financing and consequently 

debt holders can force the company to lower their D/E in order to receive capital. Boliden 

is currently in a strong financial position with a D/E of 25% (Boliden Annual report 

2012). Boliden’s main policy is to stay unhedged and financially strong so that they can 

deal with scenarios of low prices. If Boliden have investments that only raise their D/E 

with 2-3% then they can handle it, and hedging does not become necessary. However, 

when they make investments that can raise their D/E to above 60% then hedging the risk 
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of their commodities can be relevant to ensure cash flows are received to avoid financial 

distress. LKAB’s financial position is strong as well, as they have almost zero long-term 

loans. LKAB states that if new investments will have a significant effect on cash flows 

and thereby reduce the liquidity during the investment period, the board of directors will 

tell the managers to hedge. LKAB will hedge in order to avoid to be in a position where 

they cannot pay their obligations (such as salaries, bank loans etc). The remaining three 

companies have relatively high D/E and are in a weaker financial position. However, DM 

recently issued new equity that changed their D/E to 98% which improved their financial 

position. DM currently have restrictions in their debt agreement that disallows them to 

give out dividends to their shareholders. DM is prioritizing to refinance their current bond 

debt with a bank loan to improve their debt agreement. LGold’s D/E is 162%, and they 

currently do not have any restriction on their debt. If LGold have to finance new 

investments, they might be forced to hedge future production. Lastly, Nordic Mines have 

bilateral contracts to sell a fixed amount of gold to a fixed price in connection with their 

loans. 

Moreover all five companies also agree that if the liquidity risk is high during an 

investment period hedging is important to protect the company in order to meet their 

obligations, and to be able to refinance debt if needed. Smith & Stulz (1985) found similar 

results in their study, they found that firms hedge to reduce the expected costs of financial 

distress. Tufano (1996) found that firms with lower cash balances manage more gold 

prices which explain why companies hedge when cash flows are bad. Bartram et al. 

(2011) however found that lowering financial distress is not enough to explain why firms 

hedge. M&M’s (1958; 1963) first proposition states that market value of the firm is 

constant regardless of the amount of capital structure if certain conditions apply. The 

conditions are that there should be a perfect market and that movement of capital should 

not be limited (by bankruptcy costs, transaction costs, taxes or other costs). Our empirical 

evidence shows without a doubt that capital structure is of relevance for the mining 

companies and can indeed affect the market value. It can be explained by two reasons, 

either M&M’s proposition does not hold or that the conditions are not met. Our own 

interpretation is that the ‘capital structure’-factor becomes more relevant as a reason to 

hedge when the company is in a weak financial position, which could be during large 

investment phase or as a newly started company. Companies in the mining industry 

generally need a large amount of startup capital to invest in a new mine due to high initial 

costs. Since developing a mine also takes a long period of time it also means that it will 

take time before it starts generating any revenues for the company. Therefore it can have 

an impact on the liquidity of a company during the time of the investment and 

consequently a company might need to take on more debt to have enough working capital, 

which affects the capital structure of the company. 

5.2.3 Market performance 
The ‘market performance’-factor consists of two influences; stock characteristics and 

market efficient. This factor relates to increase market value by using hedging 

instruments, either by improving company stocks or by depending on the market 

efficiency. Regarding the ‘stock characteristics’-influence Jin & Jorian (2006) found that 

hedging reduce stock sensitivity to commodity prices. Another research found that 

hedging can be used to reduce stock mispricing (Lin et al., 2010). However Boliden states 

that hedging their metal price will have a negative effect on their stock liquidity, because 

less investors will be interested in trading in that stock since they do not get the exposure 

they want. The other three traded companies did not mention a reason to hedge was to 

improve their stock. LKAB is not publicly traded so this reason does not exist for them. 
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Regarding the ‘market efficiency’-influence, risk management theories by Stulz (1985) 

and Smith & Stulz (1996) state that hedging can be used to increase market value of the 

company by reducing bankruptcy costs, cost of raising funds, cost of taxes and cost of 

stakeholders. Cost of taxes does not seem to be a reason to hedge since the managers are 

evaluated based on the firm’s performance before tax. The only reasons for companies to 

use hedging from our findings are the bankruptcy cost and cost raising funds. On the 

contrary of previous findings, this was not motivated to increase firm value, but rather to 

secure cash flows to have liquidity during a large investment or maintain the company 

during low price scenarios. Boliden states that the market value of their company is not 

affected by hedging because the firm value is usually calculated by discounting the 

earnings over a long period of time, and if only 2 out of 40 years is hedged for example 

it will not be enough to have a significant effect on the firm value. These findings are also 

in accordance with Tufano (1996) and Jin & Jorion (2006) who also stated that firm value 

is not affected by hedging. 

Furthermore both LKAB and DM state that the global iron ore market have been very 

illiquid and imperfect in the past because of a previous benchmarking system where the 

four largest iron ore producers set an annual price that everyone else had to follow, which 

recently collapsed. LKAB and DM also said that the quality of iron and difference in 

products have contributed to this illiquidity. As such, a global market for iron ore is very 

new and the four largest producers in the world of iron ore cannot use the future market 

because they are simply too big. This however is not a problem for LKAB since they only 

have around 2% of the seaborne global market of iron ore. This means that if LKAB 

wants to hedge it would be possible. Therefore the liquidity of the global market is an 

important financial driver for mining companies. If the market is imperfect and 

inefficient, then companies cannot create a ‘perfect hedge’ that incorporates hedging with 

financial derivatives. We have found that this reason has been suggested by Brown & 

Toft (2002) to have an impact on how firms hedge. This can also be explained by Fama 

(1970) theory of the EMH. If markets are inefficient then prices are not “fair” and 

therefore it can create large costs for a company that trade in an illiquid market if there is 

a mismatch between price and products. 

We have also found that LGold and Nordic Mines use other strategies to hedge than 

previous traditional risk management literature have identified. We found that they hedge 

their currency risk through a ‘natural hedge’. This seems to be the most appropriate 

strategy for them since their producing mines are in Finland and most of their costs and 

revenues are in the same currency. Bartram et al. (2009) found that one reason for firms 

to move their production to other countries is to reduce their currency risk. The monetary 

cost of hedging seems to be another reason for hedging. The large companies, Boliden 

and LKAB, did not mention the costs as being significant to affect their hedging strategy. 

However Boliden stated it would be an unnecessary cost since the benefit of hedging 

would be to pay a premium to buy time. This creates an inactive management, since the 

managers do not need to react to price changes in the market. Boliden would not have 

acted differently even if they bought the time, so there are no apparent gains but only 

losses. Furthermore DM states that hedging is too costly, both in monetary terms and in 

time, for a small company such as themselves. Therefore the cost of hedging is a reason 

to not hedge for a relatively small mining company due to its high costs. 
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6. Discussion & Conclusions 
In this chapter we will discuss and conclude our findings with the help of the thesis 

purpose. We will then answer our two research questions derived from the thesis purpose. 

After concluding our findings we will suggest further research. Lastly we will outline our 

theoretical and practical contribution based on the study.  

6.1 Discussion 
Our research purpose was to: “first examine the hedging strategies of mining companies 

in Sweden. We want to know how mining companies hedge, for instance what kind of 

contracts and instruments they use and what risks they decide to hedge against and if they 

have any hedging policy. When we have examined the hedging strategy we will continue 

to examine the reasons for their hedging strategy” (1.2 Thesis Purpose). We were able to 

identify the hedging strategies of the five selected companies and we analyzed them 

separately in ‘5.1 Hedging strategies’. 

We found that all the companies seem reluctant to hedge against their exposure to metal 

prices. Our findings show that publicly traded mining companies do not hedge against 

their commodity risk because they believe that their owners want to have this exposure. 

This is in accordance with the MPT (Markowitz, 1958), which states that the investor 

should have the choice at what degree he wants to be protected, and manage his individual 

risk through his portfolio. Another explanation to not hedge against metal prices is that 

metal prices have all been steadily growing for the past decade. LKAB, which has only 

one owner, do not hedge against future prices to a large extent which can have several 

explanations. However the main reason that we found for this is that the strong iron ore 

price have had a large positive impact on the profitability for LKAB. For example they 

had a profit margin of 39% in 2012, which was the highest profit margin in the mining 

industry in Sweden. Interestingly, Boliden hedges parts of their process inventory. 

Boliden do so because they do not want lose the created value from their refinement. This 

is because Boliden also refine metals that they buy externally. Compared to Boliden, 

LGold do not hedge their process inventory rather they outsource the smelting process 

and sell the gold at the current spot rate when it is ready to be sold. Nordic mines and 

LGold have a natural hedge to manage their currency risk, and they can do that since they 

both have their mines in Finland, to have their costs and revenues in EUR. The three 

smaller companies (DM, LGold and Nordic Mines) prioritized and spend most time 

managing the liquidity risk which can be explained because of their financial position. 

They need capital to invest in their production but cannot receive income until the mines 

are effectively producing. If they do not have capital to meet their obligations due to lack 

of production, it will increase their probability of becoming bankrupt. Boliden and LKAB 

prioritized the commodity risk together with the currency risk the most since they do not 

have the same risk of running default. The commodity prices naturally dictate the amount 

of revenues the companies generate, especially when they stay unhedged. 

The next part of our purpose was to “examine the reasons for their hedging strategy” (1.2. 

Thesis purpose). We were able to identify the most important reasons to hedge by using 

our analytical framework, as we outlined in ‘5.2 Reasons to hedge’. 

Starting with the first factor, our findings show that there are influences from both owners 

and top management. All companies said that they follow directives from top 

management and board of directors. The board of directors gives the top management 

authority to delegate and convey the will of the owners. For the publicly traded companies 
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it was clear how this was done. The board of directors had incentives to interpret what 

the shareholders want in order to keep them satisfied and keep on investing, as well as 

bringing in new investors. Their directives are therefore based on the interest of 

shareholders. The companies want to stay in a position where they do not have to hedge 

the commodity risk, because they believe it to be the wish of the shareholders. The board 

of directors has the authority, however the CFO’s and Head of Treasury executes have 

most of the expertise. The managers do the groundwork by doing forecasts to see how the 

company’s financial position might change in the near future to be sure that they can 

manage possible low price scenarios. However, if the companies are in a weak financial 

position where their key ratios are affected, such as their D/E, then it can be more relevant 

to hedge against financial risks. This usually happens in relation to large investments or 

when the mining companies are in their early stages of production. The companies will 

take precautionary measures to ensure that they can meet all their obligations.  

All five companies agreed that hedging becomes more relevant when the liquidity risk is 

high. Our interpretation is that the ‘capital structure’-factor becomes important when the 

financial position of the company is changing. The CFOs or Head of Treasury executives 

need in that scenario alarm the top management or board of directors in order to receive 

new mandate to handle the new situation. Since Boliden have low a D/E, they do not have 

any debt restrictions that forces them to hedge and can instead focus on the shareholders. 

LKAB are also in strong financial position, and can handle their obligations, but would 

reevaluate their position if prices were to drop. The smaller companies seem to prioritize 

to reduce debt and improve debt agreement in order to be more independent in their 

decision-making. When the publicly traded companies improved their financial position, 

their hedging strategies will change in favor of following shareholders’ will. As we have 

discussed before, LKAB apply a longer term perspective than the publicly traded 

companies. The management in the publicly traded companies is evaluated based on the 

next quarterly report, and pressured to always perform. For instance, if the publicly traded 

companies show bad results, then investors might hesitate to invest. The state-owned 

LKAB do not have to worry about one bad quarterly report as long as the long term goals 

are maintained. Since LKAB do not need to satisfy investors, it is still unclear for us how 

the board decides the directives. This in turn makes it unclear to understand how they 

construct their hedging strategy. Furthermore, all companies said that their hedging 

strategy was not affected by their competitors which can partly be explained as they do 

not have an equivalent competitor to compare with. The three smaller companies were in 

different stages of production and could not compare each other’s hedging strategy with 

theirs. The companies benchmark and look at the competitors in order to ensure that they 

do not significantly differ from the others. If they differ from the competitors they will 

try to find out why. However, when deciding their hedging strategies all five companies 

emphasized on the importance of being independent.  

The only market performance related reasons to hedge were the bankruptcy cost and cost 

of raising funds. However the purpose of these was not to increase firm value, but rather 

to protect the financial situation of the companies. But, as mentioned before, the 

companies tried to stay in a strong financial position in order to be able to minimize the 

risk of bankruptcy and handle the refinancing of investments without the use of hedging. 

Cost of taxes was not considered since performance was measured before tax, for instance 

by looking at EBIT. Furthermore, hedging the commodity price can have a negative effect 

on the market performance, since it can decrease the liquidity of the stock. The market 

for derivatives instruments differ depending on the commodity, but all companies besides 

DM said that the derivatives market would satisfy their need if they want to hedge more. 
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6.2 Conclusions 
Our first research question was: 

 What hedging strategy do Swedish mining companies have?” 

The answer to this question was discussed in the previous section. We conclude that there 

are difference and similarities in hedging strategies among the five companies. The 

differences among them can be explained by company-specific characteristics. For 

instance, LKAB formed their strategy to fit their long term goals. Boliden focused on 

having a strong financial position in order to be able to independently choose their 

strategy instead of letting outsiders (such as bondholders or banks) affect them. Their 

strategy was to be unhedged against their commodity prices in order to satisfy their 

shareholders. DM did not hedge commodity prices since their production was still 

unsteady. LGold and Nordic Mines had a natural hedge for their risk exposure towards 

currency fluctuations. All companies stated that hedging becomes more relevant when 

liquidity risk is high. 

Our second research question was: 

 Which factors are important for Swedish mining companies when deciding their 

hedging strategy?” 

We conclude that companies decide their hedging strategy primarily based on the 

directives from their board of directors. The board of directors interpret the owners will 

and convey it to the management. The management is given mandate to handle the risks 

based on the given directives. The CFO and Head of Treasury executives work to be in a 

position to fulfill their owners will, i.e. to be in a strong financial position to take decision 

without being influenced by debt holders. When the financial wellbeing of the company 

is at risk they will take precautionary actions such as hedging. For LKAB and Boliden, it 

is often in relation to large investments, for the other three it is both in relation to large 

investments and the amount of cash flows. The actual goals of the owners depend on the 

ownership. If owners are many and diverse, as the case is with the publicly traded 

companies, then the board needs to interpret the conjoint will of all investors and later 

pass it down the hierarchy. If the owner is one, as in the case of the state-owned LKAB, 

then the top management simply follows directives from the board and passes it through 

to the Treasury department. However, what the motives of the owner is not clear. We do 

not know how the owner sets these directives, and why. What does the owner base these 

directives on? How do the owner decide what risk level is appropriate? How much of the 

owners decision is based on the expertise of top management, or expertise of the Treasury 

department? These questions are subject for further research. 

6.2 Suggestions for further research 
Based on our findings we have several aspects that can be investigated further. Our first 

suggestion can be found at the end of our conclusion. To understand the reason behind 

directives of the board of directors in publicly traded companies is not always easy, but 

to understand the motives is possible. Their job is to secure current investors and bring in 

more if needed. The motive of state is not clear though, and consequently it is not easy to 

explain what they base their directives on. It could be interesting to explore the motives, 

and furthermore understand the directives. 

Our second suggestion is to conduct a quantitative study that can validate our findings 

among more mining companies both in and outside of Sweden. It can also be conducted 
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on other industries. Our analytical framework can be used in order to replicate our study 

in other industries in Sweden, to analyze more companies. Our third suggestion is to 

continue to do more qualitative research to gather the opinions and in-depth knowledge 

from other stakeholders than solely debt holders to generate new information related to 

hedging. For example, how do trade unions, regulators or workers want the company to 

hedge? Can their opinion be of importance for companies in any way? Can it be a reason 

for hedging? The fourth suggestion we make for further research is to make another 

quantitative study to research if risk management is better managed by investors than the 

company itself in terms of return. We believe that this can be of interest for portfolio 

theory as well as for shareholders that want to evaluate the benefits and costs 

accompanying a financial risk management program 

6.3 Contributions 
This research was intended to expand the current knowledge of hedging in the literature. 

We believe that we have identified some new aspects of hedging, and hope that our 

research will motivate other researchers to continue build on our findings. The main 

theoretical contribution of this study is the analytical framework used to analyze factors 

for hedging. This framework can be used by other researchers to help explain which 

factors motives companies to use hedging to complement traditional risk management 

theories. We have also extended the overall knowledge on how Swedish mining 

companies perceive risk management and hedging, which did not exists in the literature 

before. We have also identified that the reasoning behind hedging differ between state-

owned and publicly traded companies, however more research is needed to investigate 

this deeper.  

We have contributed with practical knowledge useful for both financial analysts and 

investors interested in the Swedish mining industry. Since we have provided in-depth 

knowledge of the factors behind hedging in Swedish mining companies, we believe that 

financial analysts are able to integrate this information in their forecasts to make more 

accurate recommendations. Moreover this research can help investors to have a better 

understanding of how and why Swedish mining companies hedge, and their reasoning 

behind it. This information can be useful for the new investors that want to invest in a 

Swedish mining company but lack the in-depth knowledge of it. Furthermore risk analysts 

in the mining companies can find this study useful as well. 
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Appendices 
We will first present the revenues of Lundin Mining and Lucara Diamond in USD. We 

will then present Swedish version of the interview guide that was used for the study, 

then our translated version to English. The guide was used by us as template to follow 

when we conducted the interviews, and was not shown to the interviewees. We will then 

present the questions sent by email to Nordic Mines in Swedish, followed by a 

translation by us to English.  
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(Appendix 1: Revenues in USD) 

 

 
(Table 8 Revenues in USD)

Company Revenues 

2012 mUSD

Revenues 

2011 mUSD

Revenues 

2012 mSEK

Revenues 

2011 mSEK

Lundin Mining Corporation 721,1 783,8 4698 5427

Lucara Diamond Corp 41,8 272

Note: Dollar/SEK exchange rate is year 

ending date
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Appendix 2: Interview guide (in Swedish) 

Faktablad 
Namn  
Ålder  
Position i företaget  
Hur många år anställd  
Hur många år har du sysslat med risk management 
Hur många år har du sysslat med hedging  
 
Generella frågor (om risk management) finansiella risker  

1. Hur använder sig företaget av risk management? (hur skyddar ni er mot F.R) 

Hur viktigt är risk management för er? Läggar ner mycket pengar på RM jämfört 

med andra i branschen 

Vad är er filosofi/policy i företaget? 
2. På vilket sätt anser du att marknadsrisker påverkar företag i er bransch? (Med 

marknadsrisker menar vi risker som företag skyddar sig mot, så som ränterisk, 

prisrisk och växelkursrisk.) 
3. Hur ser er ägarstruktur ut? (institutionella ägare, privata, stora/små etc.) 

Vad är syftet med risk management utifrån ett ägarperspektiv, att minska risk eller 

att dessutom göra arbitragevinster? 
4. Vem sätter regler på hur ni ska hantera risker? (Är det direktiv från aktieägare eller 

har ni på management fria händer?) 
5. Hur mycket risk är företaget tillåtet att ta?  

Hur ofta går ni igenom riskstrategin och vad som får göras inom den strategin? 
Fördelar/Nackdelar med er risk strategi?(anser du)  

(Vad anser du är styrkor respektive svagheter med det program som just ni har?)  

(Vad kan ni förbättra?) 
 

Specifika frågor (om marknadsrisker specifikt angående hedging) 

6. Vilka finansiella risker påverkar ert företag mest om du måste rangordna, vilken 

risk är prioritet 1 (och varför)? kreditrisk, likviditetsrisk, marknadsrisker (ränterisk, 

prisrisk, växelkursrisk), operativrisker.  

Vilken risk spenderar ni mest tid/energi för att förminska/eliminera? 
7. Använder ni hedging på något sätt? (Till vilket syfte?) 

Vad skyddar ni er mot? Överväger fördelarna nackdelarna i ert företag att skydda 

sig? 

Skiljer det i er hedging policy beroende på storleken av investeringen?  

Kan du ge ett exempel? 
8. Har företaget satt någon policy angående hedging som ni måste följa? (Har dessa 

regler bestämts av management eller aktieägarna?) (Vad är tanken bakom dem?) 

Är dem fasta eller flexibla?  

Anser du att det är bra eller dåligt med företags-policys angående hedging?  
9. Ingår ni i kontrakt med kunder för att säkerhetsställa ett fast pris inom en viss 

framtids-horisont? T ex 3 månader eller 1 år?  

Kan du ge ett exempel? 

Utöver detta, använder ni er av hedging kontrakt så som Terminskontrakt (futures) 

och forwards för vissa investeringar?  
10. Tar ni hjälp utav utomstående expertis för att hedga er? (även om dem har en 

policy) Får du välja vad som ska hedgas?  

Vad är den viktigaste faktorn när du tar ett beslut om att hedga? (säkra kassaflödet, 
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bättre lånevillkor, långsiktighet, erfarenhet etc) (Tänka brett) 

Kan du säga dem 3 viktigaste vs oviktigaste anledningarna?  
11. Vilken hedge är vanligast? Upp-sidan hedge, ner-sidan hedge eller en “perfect” 

hedge? eller någon annan? (angående pris-risk t ex) 
12. Kan konkurrenterna påverka dig eller företaget i ett hedging beslut?  

Ser ni på konkurrenter när ni hedgar?  

Har ni koll på hur konkurrenterna hedgar och hur vanligt verkar det vara?  

Avslutning 
13. Tror du personligen att er hedging strategi har varit positiv eller negativ för 

företaget/era aktieägare? Kan du ge exempel? 
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Appendix 3: Interview Guide (in English) 

Factsheet 

Name 

Age 

Position in the company 

How many years employed in current company 

How many years of experience of risk management 

How many years of experience of hedging 

 

General questions (on risk management) financial risks 

1.    How does the company use risk management? (How do you protect against financial 

risks) How important is risks management for you? Do you spend a lot of money on 

RM compared to other in your industry? 

What is your philosophy/policy in the company? 

2.    In which way do you think that market risk affect companies in your industry? (By 

market risks we mean the risks that companies protect themselves against, such as 

interest rate risk, price risk and currency exchange rate risk) 

3.    How does your ownership structure look like? (Institutional owners, retail owners, 

big/small etc.) 

What is the purpose of risk management from the owners’ perspective, to reduce risk or 

to also make risk-free profits? 

4.    Who decides the rules on how the company handles risks? (Is it directives from 

shareholders or is the management freely allowed to decide?) 

5.    How much risk is the company allowed to take? 

How often do you revise the risk strategy and what are you allowed to do within the 

strategy? 

Advantages/drawbacks with your risk strategy? (Do you think?) 

(What do you consider is the strengths versus weaknesses the program you currently 

have?) 

(What can you improve?) 

 

Specific questions (on hedging) 

6.    Which financial risks affect your company the most, if you have to rank, which risk is 

prioritized as number 1 (and why)? Credit risk, liquidity risk, market risks (interest rate 

risk, price risk, and currency exchange risk), and operational risks. 

Which do you spend most time/energy to decrease/eliminate? 

7. Do you use hedging in any way? (To what purpose?) 

What do you hedge against? Does the benefits outweigh the cost in your company to 

hedge? Does your hedging policy vary depending on the size of the investment? Can 

you give examples? 

8. Have the company decided on a policy that you have to follow? (Have these rules been 

decided by the management or shareholders [board of directors]?) (What is the idea 

behind it?) 

Are the rules flexible or rigid? 

Do you think it is good or bad to have a clear company policy on hedging? 

9.    Do you engage in bilateral contracts to ensure a fixed price within a specific time frame? 

For instance for 3 months or 1 year? 

Can you give one example? 

Besides that, do you use hedging instruments such as future contracts or forward 

contracts for some investments? 
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10.  Do you use outside expertise to hedge? (Even though they have a policy) Are you 

allowed to choose what to hedge? 

What is the most important factor when you decide to hedge? (Secure cash flows, better 

loans agreements, long termism, experience etc.) (Think widely) 

Can you name the 3 most important vs. the three least important? 

11.  Which hedge is the most usual? Upside hedge, downside hedge or a “perfect” hedge? 

Something else? (For the price risk for instance) 

12.  Could the competitors affect you or the company in a hedging decision? 

Do you look at competitors when you hedge? 

Are you aware of how the competitors hedge and how usual the practice is? 

 

Conclusion 

13.  Do you personally think that your hedging strategy have been positive or negative 

for the company/shareholders? Can you give an example?  
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Appendix 4: Questions & follow-up questions sent to Nordic Mines (in Swedish) 

First Interview questions 

 

Faktablad:  

Namn  

Ålder  

Position i företaget  

Hur många år anställd på företaget  

Hur många år har du sysslat med risk management 

Hur många år har du sysslat med hedging 

Generella frågor angående risk management 

Med risk management vill vi att du främst fokuserar på de finansiella riskerna.  

1. Hur använder sig företaget av risk management och vad är er filosofi/policy? 

2. På vilket sätt anser du att marknadsrisker påverkar företag i er bransch? 

(ränterisk, växelkursrisk, prisrisk) 

3. Hur ser er ägarstruktur ut? (Skuldsättningsgrad, institutionella ägare vs 

individuella ägare etc) 

4. Vad är syftet med risk management utifrån ett ägarperspektiv? 

5. Vem sätter regler på hur ni ska hantera risker? (Är det direktiv från aktieägare 

eller har ni på management fria händer?) 

6. Hur ofta går ni igenom riskstrategin och vad som får göras inom den strategin? 

(en gång per månad/år etc) 

7. Vad anser du är styrkor respektive svagheter med det program som ni har idag? 

Hedgingfrågor  

8. Vilka finansiella risker påverkar ert företag mest om du måste rangordna, vilken 

risk är prioritet 1 (och varför)? (kreditrisk, likviditetsrisk, marknadsrisker 

(ränterisk, prisrisk, växelkursrisk), operativrisker). 

9. Vilken av dessa risker spenderar ni mest tid/energi för att förminska/eliminera? 

10. Använder ni hedging på något sätt för att skydda er mot marknadsrisker 

(ränterisk, prisrisk, växelkursrisk)? 

11. Använder ni er av derivatinstrument (terminskontrakt, optioner etc) för att 

skydda er mot marknadsrisker, och i så fall, vilken/vilka använder ni er av mest? 

12. Ingår ni i kontrakt med kunder för att säkerhetsställa ett fast pris inom en viss 

framtids-horisont? T ex 3 månader eller 1 år? 

13. Hedgar ni er specifikt mot råvarupriser? I så fall, till vilken grad i jämförelse 

med andra risker? 

14. Förväntar sig aktieägarna att ni hedgar er mot råvarupriser, eller vill dem att ni 

ska vara oskyddade?  Vad anser du om det? 

15. Har företaget satt någon policy angående hedging som ni måste följa? Vem har 

bestämt dessa regler? 

16. Anser du att det är bra/dåligt att ha fasta regler angående hedging? 
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17. Anser du att ni har tillräckligt med expertis för att kunna använda er av hedging 

eller behöver ni ta hjälp av någon utomstående part? 

18. Kan management bestämma vad som ska hedgas eller måste det gå via 

ledningen? 

19. Försöker ni slå marknaden genom att spekulera i hedging eller är det endast för 

att minimera risken? 

20. Är ni medvetna om hur konkurrenterna använder sig av hedging i er bransch? 

Kan deras hedging strategi påverka er?  

Avslutning 

21. Tror du personligen att er hedging strategi har varit positiv eller negativ för 

företaget/era aktieägare?  

 

Follow-up interview questions 

1. Du sa att du under hela din karriär har jobbat med risk management och hedging i olika 

utsträckningar. Hur många år är det? 
 
2. Angående fråga 4, du har svarat att syftet med risk management från ett ägarperspektiv är 

“Säkerställa bolagets långsiktiga lönsamhet”. Kan du förklara hur ni gör för att säkerställa 

bolagets långsiktiga lönsamhet med tanke på dem finansiella riskerna som ni vill undvika? 
 
3. Angående fråga 7, eftersom den är lite otydligt skriven. Vi vill fråga om er specifika 

riskstrategi, vad är det anser är positivt respektive negativt med den?  
 
4. Angående fråga 14, vi vill veta vad du tror att ägarna förväntar sig. Vi vill ha din åsikt 

och expertis. T.ex. vill ägarna att ni skyddar er mot finansiella risker eller vill dem att ni ska 

vara oskyddade för att dem vill investera i råvarupriset?  
 
5. Angående fråga 16, vi vill veta ifall ni (du som CFO och finansavdelningen) har den 

flexibiliteten. Har ni t ex en övre och undre limit som ni kan arbeta inom? 
 
6. Angående fråga 17, vi vill veta ifall ni använder er eller önskar att använda er 

av utomstående “hedgingexperter”. Saknar ni någon kompetens? Tror du att utomstående 

expertis kan vara fördelaktig för er riskstrategi? 
 
7. Angående fråga 20, har ni koll på hur konkurrenterna hedgar sig? Är det relevant för er 

riskstrategi? 
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Appendix 5: Questions & follow-up questions sent to Nordic Mines (in English) 

 

First Interview questions 

 

Factsheet: 

Name 

Age 

Position in the company 

How many years employed in current company 

How many years of experience of risk management 

How many years of experience of hedging 

 

General questions on risk management 

By risk management, we would like for you to focus on the financial risks primarily. 

1.      How does the company work with risk management and what is your 

philosophy/policy? 

2.      In which way do you think that market risks affect companies in your industry? 

(interest rate risk, exchange rate risk, price risk) 

3.      How does your ownership structure look like? (Both the capital structure and the 

amount of institutional vs. retail investors) 

4.      What is the purpose of risk management from the owners’ perspective? 

5.      Who decides the rules on how to manage risks? (Is it directives from the shareholders 

or does the management decide freely?) 

6.      How often do you revise the risk strategy and what is allowed to be done within the 

strategy? (Once a month/year etc.) 

7.      What strengths and weaknesses do you think your [risk] program has today? 

 

Questions on hedging 

8.      Which financial risks affect your company the most and why? You rank them as 

priority 1, 2, 3 etc. (credit risk, liquidity risk, market risks (interest rate risk, price 

risk, exchange rate risk), operational risks) 

9.      Which of these risks do you spend most time/energy to decrease/eliminate? 

10.  Do you use hedging in any way to protect against market risks (interest rate risk, price 

risk, exchange rate risk)? 

11.  Do you use derivatives (future contact, options etc.) to protect against market risks, and 

if so, which do you use most? 

12.  Do you engage in bilateral contracts with customers to ensure a locked price within a 

specific time frame? E.g. 3 months or 1 year? 

13.  Do you hedge specifically against raw material prices? If so, to what degree compared 

with other risks? 

14.  Does the shareholders expect that you hedge against raw material prices, or do they 

want you to stay unhedged? What is your opinion on that? 

15.  Have the company a policy on hedging that you have to oblige/follow? Who have 

decided these rules?  

16.  Do you think it is good/bad to have set rules on hedging? 

17.  Do you think that [the company] has enough expertise to be able to use hedging or is 

external help needed? 
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18.  Is the management able to decide what is to be hedged or do they have to go through the 

board? 

19.  Do you try to beat the market by speculating in hedging, or is hedging only used to 

minimize the risk? 

20.  Are you aware of how competitors use hedging in your industry? Could their hedging 

strategy affect you? 

 

Conclusion 

21.  Do you personally believe that your hedging strategy have been positive or negative for 

the company/shareholders? 

 

Follow-up interview questions 

1. You said that you have worked with risk management and hedging to a different 

extent all of your carrier. How many years is that? 

2. On question 4, you answered that the purpose of risk management from owners’ 

perspective is to “Secure the company’s long term profitability”. Can you explain how 

you do to secure the company’s long term profitability in term of the financial risks you 

want to avoid? 

 

3. On question 7, since it is written a bit unclear. We want to ask about your specific 

risk strategy, what you think is positive and negative with it. 

 

4. On question 14, we want to know what you believe that the owners expect. We want 

to know about your opinion and expertise. For instance, do the owners want the 

company to hedge against financial risks or do they want it to stay unhedged since they 

want to invest in the raw material price? 

 

5. On question 16, we want to know if you (you as the CFO and the finance department 

as well) have the flexibility. Do you for instance have limits to work within? 

6. On question 17, we want to know if you use or wish to use external “hedging 

experts”. Do you lack competence? Do you believe that external expertise can be 

beneficial for your risk strategy? 

 

7. On question 20, are you aware on how the competitors hedge? Is that relevant for 

your risk strategy? 
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