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Overview

In this paper, we investigate the factors that motivate the M&A activities in the upstream sectors of the U.S. O&G industry. Our study intends to contribute to the oil and gas literature as well as the investment literature, especially the M&A literature in several aspects. There is a large literature on the determinants of M&A activities in general and many factors have been proposed to drive mergers and acquisitions. Among these factors are behavioral types – managers make decisions about M&A based on stock market valuation of the firms. Others argue that shocks to fundamental economic factors along with an ease of access to market capital determine the merger and acquisition of firms. While there are many studies of M&A activities in other industries, the academic studies of the natural resource and extracting industry in general, and oil and gas industry in particular are extremely. We provide some stylized facts regarding the U.S. O&G upstream M&A activities and also a study of the determinants of M&A in the U.S. O&G industry, which, to our knowledge, represents one of the first attempts in this regard. Second, our study sheds light on the general applicability of the M&A theories on activities in various industries. In our study, we test the general theories of M&A, as well as variables unique to the industry to illustrate the idea that the O&G industry M&A activities could be largely determined by its own industry characteristics, though the common economic variables may still have some influence to a lesser degree. Third, recognizing the uniqueness of the M&A data, we adopt a more appropriate econometric approach to tackle the issue. As our dataset provides mainly the count data regarding the M&A activities, we utilize the dynamic count data method to model the response of the M&A activities to various economic and industry specific factors.
Methods

Previous studies agree that M&A transactions which are a part of investment are persistent in the sense that they are affected by the M&A transactions in the previous period. Thus, a dynamic model is called for to study how the determinants, such as production and macro variables, affect the level of O&G M&A. According to the discussion of Cameron and Trivedi (2013), there are a wide range of autoregressive models in existence and there is currently no firmly established preferred model.
 This study presents and compares regression results from a static model, the Zeger-Qaqish(1988) Model, autoregressive Poisson models with lags of Pearson residual as regressors and Brӓnnӓs(1995) Poisson Integer-Valued Autoregressive model (INAR).
Results

Our empirical study analyzed the M&A transactions for several sub-regions including Ark-LA-Tx, Gulf Coast, Midcontinent, Permian and Rockies. Based on the economic theories, we emphasized several different variables. One variable directly tests the implication of the market behavior theory which postulates that the stock market activity leads to overvaluation of the company stocks, thus leading to more firm M&A as overvalued companies find it value maximizing to engage in M&A activities. Another line of investigating was based on economic fundamentals such as economic, technological and other economic shocks that lead to an increase in the M&A activities, while capital market liquidity constraints could directly impact the M&A activities. In this case, we used the market liquidity, bond yield and production output variables to test the implications of the theories. The other variables we studied include oil and gas prices. This group of the variables could be related to both theories. The valuation of the oil and gas companies directly rest on the oil and gas prices; thus in this case, the overall stock market performance may not be better than the oil and gas prices in measuring the valuation of the O&G companies. In addition, the oil and gas prices could represent the overall balance of the O&G market fundamentals, thus this could be directly testing the implication of the neo-classical theories.
Conclusions

Our study suggests some differences between M&A in general and M&A in the oil and gas industry. While M&A in general can be determined by some factors as discussed in the M&A literature, our study suggests that the M&A in O&G industry is more influenced by industry specific factors. This provides more support to the neo-classical theory as unique factors representing the industry specifics are those that provide fundamental shocks to the sectors.






