Wealth Effects and Operating Performance of Spin-Offs: International Evidence 

Apostolos Dasilas

International Hellenic University

School of Economics and Business Administration

14th klm Thessaloniki-Moudania

 57101 Thessaloniki, Greece
Tel: + 30 2310 807-544

E-mail: a.dasilas@ihu.edu.gr
and
Stergios Leventis*
International Hellenic University

School of Economics and Business Administration

14th klm Thessaloniki-Moudania

 57101 Thessaloniki, Greece
Tel: + 30 2310 807-541

E-mail: s.leventis@ihu.edu.gr
*Corresponding author 
Wealth Effects and Operating Performance of Spin-Offs: International Evidence
Abstract

This paper investigates the wealth effects of 239 spin-off announcements that took place between January 2000 and December 2009 in the USA and Europe. First, we explore the short-term stock price behavior of firms announcing a spin-off. We also analyze whether industrial and geographical diversification creates wealth effects for firms deciding to detach business activities. In a second stage, the operating performance of parent firms and their subsidiaries is investigated in the pre- and post-spin-off period. The results reveal a strong positive market reaction of 3.47% on the spin-off announcement date. However, the share price reaction differs when U.S. and European spin-off deals are considered. The U.S. spin-offs send stronger signals to the market compared with the European spin-offs. Consistent with previous studies, we find that firms disposing unrelated businesses (industrial focus) reap significant abnormal returns. On the other hand, geographical focus seems to convey neutral signal to the market producing not significant abnormal returns. The operating performance dramatically deteriorates in the post spin-off period for parent firms. Unlike to U.S. parent firms, European parents increase the level of capital expenditure in the year of the spin-off and subsequent years. Regression analysis confirms that industrial focus, relative size and operating performance play significant role in explaining abnormal returns at the announcement date.
Keywords: Spin-offs, abnormal returns, event study, industrial focus, operating performance.
1. Introduction

In the last decades there was a considerable increase in the number of mergers and acquisitions (M&A’s) deals around the world. Synergies, economies of scale, better efficiency, businesses alignment and access to more diversified markets are some of the reasons cited for the lure of M&A’s. However, there is a relatively recent trend to divest company’s operating activities either by splitting off companies or by making independent subsidiaries and activities. The last type of divestments is known as a spin-off. 
A spin-off is a transaction that involves the distribution of shares of a firm’s subsidiary to the shareholders of the parent company. The shares are distributed in proportion to the shareholders’ current holdings of the parent’s shares in a pro-rata basis. After the spin-off, the shareholders of the parent company also hold shares of the subsidiary (spun-off) firm which trades as an independent company. Spin-off transactions do not involve cash exchange.  

Spin-offs can generate benefits to the firms involved as they can induce tax benefits for the parent firm, mitigate the overhead and agency costs as well as forward the more efficient use of the company’s assets, leading to a greater operating performance. These benefits result in the creation of wealth effects for the parent firm at the announcement date of the spin-off (Cusatis et al., 1993). Miles and Rosenfeld (1983) attributed the firm’s value increase following a spin-off, to the elimination of negative synergies and to the improvement of investment decisions, since capital is not misallocated after the spin-off event. In addition, before the spin-off valuable resources of the subsidiary may be allocated away from the division, or/and the assets of the subsidiary are undervalued by the stock market (McConnell and Ovchinnikov, 2004). Therefore, once a spin-off occurs and the subsidiary begins to trade as an independent firm the stock market “assigns a new, and hopefully correct, value to company’s assets” (McConnell et al., 2001).
This study investigates value and performance implications of European and U.S. based spin-offs between 2000 and 2009. Initially, we assess the overall stock price response to the announcement of spin-offs. Then, we explore the differential market reaction between European and U.S. spin-off announcements. Moreover, the industrial and geographical diversification of spin-offs is examined for the whole and the two sub-samples (U.S. vs. European). In addition, we consider the magnitude of spin-off transactions and whether induce alterations in the market reaction. The long-run operating performance of both the seller firm (the parent company) and the target firm (the subsidiary) in the post-spin-off period are also investigated. Finally, we perform a multivariate regression analysis in order to detect the factors that explain the wealth effects stemming from spin-off transactions. 
The motive for investigating the wealth effects of spin-offs as a divestiture vehicle across different countries is the differential regulatory framework that encompasses spin-off transactions. For instance, in the U.S., regulatory and market environments place greater emphasis on shareholder value creation than in Europe (Veld and Veld-Merkoulova, 2004). Moreover, in the U.S., some spin-offs are taxable, while spin-offs in European countries taxes are differed (ibid). In the U.S the portion of assets that are divested is larger than in Europe. Finally, the target country’s takeover market may also alter market reaction to spin-off announcements (Harris and Glegg, 2008). In the light of the above heterogeneous spin-off environment across countries, we conduct a multi-country research on the wealth effects of spin-offs that took place in the U.S. and in major European stock exchanges where spin-off activity became recently popular. We compare the European results with those in the U.S. and we provide explanations about the diversity. To the best of our knowledge, there is no prior study attempted to directly compare U.S. and European market reaction to spin-off announcements. Therefore, we believe that our study is interesting and timely and contributes to the pertinent literature by bringing new evidence from the two distinct markets.
The rest of the paper is structured as follows. In the following section we discuss the literature review. Section 3 reports on the sample selection and descriptive statistics. Section 4 describes the methodology for the short- and long-term performance, together with the cross-sectional regression analysis. Section 5 presents the main empirical findings. We conclude the paper in the last section.   
2. Hypothesis development
Since the seminal study of Simon (1960), there is an extensive research regarding the value relevance of spin-offs. Most of these studies reveal considerable wealth effects for parent firms and their shareholders both in the short– and long-run. Several explanations for the enhancement of firm value in response to spin-off announcements have been proposed including wealth transfers from bondholders to shareholders, tax benefits, management efficiency, corrections of prior acquisition mistakes, investor psychology and corporate control (Wheatley et al. 2005). 
Investors in Anglo-Saxon countries are considered to enjoy a shareholder-friendly environment, where managers are more focused on shareholder value creation and stock exchange authorities protect investors from fraudulent and detrimental practices (Moerland, 1995). Similar to Veld and Veld-Merkoulova, 2004), we use the shareholder rights index of La Porta et al. (2000) in order to analyze the wealth effects of spin-offs stemming from different investor protecting environments. In fact, this index takes value between zero and seven. The higher the values of the index, the better shareholders are protected. Following, Veld and Veld-Merkoulova (2004) we hypothesize that spin-offs in countries with higher protection practices are related with higher abnormal returns compared to spin-offs in countries with lower shareholder protection. The U.S. market takes the highest value in the index. Therefore, we expect U.S. spin-offs announcements to elicit stronger abnormal returns than European ones. 

 One of the fundamental motives for conducting a spin-off is the intention of the firm to concentrate on its core business (Veld and Veld-Merkoulova, 2004). Management concentration to related businesses (Daley et al., 1997), avoidance of a suboptimal capital allocation to some business units (Ragan et al., 2000) and reduction of information asymmetry (Krishnaswami and Subramaniam, 1999) are the main explanations behind the positive reaction to firms divesting unrelated lines of businesses (focus-increasing spin-off announcements). Previous studies such as Daley et al. (1997), Krishnaswami and Subramaniam (1999), Desai and Jain (1999), Veld and Veld-Merkoulova (2004) and Murray (2008) found that firms spinning off unrelated businesses enjoy higher abnormal returns than those that separate similar business divisions. In similar fashion, we conjecture that firms involving in focus-increasing spin-off transactions experience higher excess returns than firms announcing non-focus increasing spin-offs.
Denis et al. (2002) was the first who investigated whether geographical diversification of spin-offs yields wealth effects to firms and shareholders alike. The arguments offered to construe the positive market reaction to geographical-focused spin-offs were the reduced economies of scale in production, the diversification of risk or the exploitation of operating flexibility. On the other hand, geographically dispersed firms lack of management coordination resulting in high costs of alignment. Moreover, a spin-off of foreign subsidiary may be an indicator of its poor performance, or may signify an unfavorable decision, on behalf of the parent firm, to expand operations in the foreign market (Denis et al., 2002; Veld and Veld-Merkoulova, 2004). Therefore, we cannot predict precisely the direction of the market reaction to geographically versus non-geographically focus spin-offs. 
Hite and Owers (1983) examined the security price reaction of 123 U.S. spin-offs and found that large spin-offs, based on the equity value, induce higher abnormal returns compared to small-sized spin-offs. Miles and Rosenfeld (1983) corroborated the above result and found that the sample of large spin-offs elicit greater stock price increases and shareholder wealth compared with the sample of small spin-offs. Krishnaswami and Subramaniam (1999) and Veld and Veld-Merkoulova (2004) also investigated whether the size of the spin-off explains market reaction on announcement days. The main hypothesis is that the larger the part of the parent that is divested the higher the market reaction. Therefore, we hypothesize that larger spin-offs provoke stronger market response vis-à-vis of small spin-offs. 
Finally, we test the anticipated takeover hypothesis which implies that spin-off announcements provoke significant wealth effects when subsidiaries are located in countries with more active takeover markets. According to Harris and Glegg (2008), when spin-offs occur in a country that has relatively weaker investor protection, the event has informational content with negative implications for shareholders, who were previously protected under the parent country’s governance system. On the other hand, shareholders gain from a relative improvement in investor protection when the subsidiary’s country has better corporate governance practices. Therefore, we anticipate that U.S. firms divesting a subsidiary in a country other than U.S.A. will experience weak market reaction. 
3. Research Design
3.1. Sample selection
This study analyzes a sample of spin-offs that occurred in Europe and in the U.S. between 2000 and 2009. We define a European spin-off the transaction where a European parent firm spins off a subsidiary. This subsidiary can be located either in the same or in a different country
. Data for spin-off deals were virtually not existent for Eastern European countries and for that reason we restrict our European sample to Western European countries. Conversely, a U.S. spin-off occurs when the parent company is located in the USA and spins off a subsidiary which can be located either in the USA or abroad
.
The sample of spin-offs was formed by pooling information from several data sources. First, we had recourse to the Securities Data Corporation’s Mergers and Acquisitions database (SDC Platinum) to find spin-off deals. Then, we cross-checked each spin-off by searching Thomson One and Lexis-Nexis databases. 
To identify the initial sample we impose the following criteria:
(1) the announcement date of the spin-off transaction should have taken place between January 1st of 2000 and December 31st 2009; (2) the parent and the subsidiary company should be publicly traded; (3) the status of the spin-off transaction should be completed and not pending; (4) the parent company should be located either in the USA or in the Western Europe; (5) both the parent and subsidiary firms should be independently managed and separately valued at the stock market after the completion of the spinoff; (6) the separating subsidiary should have been in active operation for at least one year and have been owned, directly or indirectly, by the parent firm for at least one year; (6) parent firms did not belong to financial industry (SIC 6000–6999).
These criteria rendered an initial sample of 315 U.S. and European spin-offs, 224 from the U.S. market and 91 from the European market. However, a number of observations were eliminated from the sample due to several reasons. More specifically, we excluded those spin-offs where the parent company announced multiple spin-offs within the same fiscal year. In addition, we eliminated those observations where the spun-off firm stopped trading within the next fiscal year after the spin-off transaction (e.g. due to merge). Finally, we deleted those observations where there were no stock and accounting data for both parents and subsidiaries after spin-offs. The final sample consists of 239 spin-offs, that is, 177 U.S. and 62 European. 
Data for the daily adjusted closing prices for the parent firms and for the market indices of each country were culled from Bloomberg. Accounting data in regards to the parent and targets’ home country, such as total assets, capital expenditures, and ROA were also derived from Bloomberg. Finally, SIC codes and industry sectors both for parents and subsidiaries were collected from Bloomberg and Thomson One.

Panel A of Table 1 displays the sample distribution of spin-offs for the whole sample and for U.S. and European sub-samples. Spin-off transactions do not seem to be concentrated around certain years, but instead they are scattered over the whole period under examination. Year 2002 accounts for 19% of the total spin offs, while 39% of the spin-off deals occurred between 2005 and 2007 (93 out of 239 of the total sample), a time period shortly before the oncoming financial crisis. In spite of this modest clustering between 2005 and 2007, there is a sharp decline of spin-off transactions in 2008 and 2009 (15 and 7, respectively).
Panel B of Table 1 presents the sample distribution of spin-offs by the home country of the parent company. The majority are located in the U.S., accounting of 74.1% of total spin-offs. The rest 25.9% took place in 12 European markets, mainly in the UK Italy and Sweden. 
[Insert Table 1 here]
Table 2 reports descriptive statistics for the spin off deals and accounting information for the parent firms at the end of the fiscal year just prior to the spin off announcement year (year -1). Panel A provides information for the U.S. sample, Panel B for the European sample while Panel C for the total sample. All figures reported are dollar-denominated. 

The mean (median) transaction value for the U.S. spin off deals is $1,719 million ($155.04 million), while that of European spin off deals is $894.40 million ($59.64 million). The total sample has a mean (median) transaction value of $1,387 million ($116.21 million). The mean (median) market value of the total sample is $17,073 million ($850 million), $16,836 million ($650.34 million) for the U.S. sub-sample and $17,355 million ($975 million) for the European sample. The mean (median) book value of total assets is $36,624 million ($1,111 million) for the whole sample, $28,760 million ($967.38) for the U.S. sub-sample and $47,929 million ($1,169 million) for the European sub-sample. Similar to Harris and Glegg (2007) we calculate the relative size as the ratio of transaction value to the market value of the parent company at the end of the fiscal year prior to the announcement year. In other words, relative size measures the size of the spun off subsidiary with respect to the size of the parent company. The mean relative size of the whole sample is 0.395, while that of the U.S. sub-sample is 0.367 and 0.437 for the European sample. Overall, the above descriptive statistics suggest that the European spin-off transactions are of relatively higher value compared to the U.S. ones.
[Insert Table 2 here]
3.2 Methodology
We assess the wealth effects of cross-border spin-off announcements employing the market-adjusted model. In specific, we compute the abnormal returns for a period of 20 days around the spin-off announcement date (day -10 through day +10) both for the full sample and the various sub-samples. The market model parameters are estimated from day -210 to day -11. The value-weighted market index for each parent country’s stock exchange is used to calculate the market return
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We average all abnormal returns (AR) across the number of observations. We also calculate cumulative abnormal returns (CAR) for parent firms over different time intervals around spin-off announcements.
Similar to Daley et al. (1997), Desai and Jain (1999) Veld and Veld-Merkoulova (2004) and Murray (2008) we explore the value effects of industrial focus-increasing spin-offs vis-a-vis the non-focus-increasing spin-offs (IF vs. Non-IF). We classify a spin-off to be a focus-increasing (or cross-industry spin-off) when the spun off unit operates in a different industrial sector than that of the parent firm. Conversely, a spin-off is deemed to be non-focus-increasing (or own-industry spin-off) if the parent and the spun-off firm operate in the same industry. Following Desai and Jain (1999), we split the whole sample of spin-offs into focus-increasing and non-focus-increasing spin-offs using the two-digit SIC code of the parent firm. Thus, when the two-digit SIC code of the spun off firm is different from that of the parent then this spin-off is classified as a focus-increasing spin-off. The pertinent literature on corporate focus of spin-offs is associated with significant value creation compared with spin-offs that do not alter their line of business (e.g. Daley et al. 1997; Desai and Jain, 1999). The reasons behind the increase of stock prices of focus-increasing spin-off transactions are the reduction of diversity of unrelated lines of businesses that are poorly performing (removal of negative synergies), the improvement of management efficiency under well-suited core businesses (Daley et al., 1997) and the reduction of information asymmetry problems (Krishnaswami and Subramaniam, 1999). 
We also test the differential market response to spin-offs that are geographically diversified. A geographical focus spin-off (GF) is identified when the subsidiary operates in a cross-border country compared to the parent. Conversely, a geographical non-focus spin-off (Non-GF) is the case where the subsidiary operates in the same country with the parent. The pertinent literature is insufficient to provide precise predictions as to whether the geographical focus can cause value creation. Denis et al. (2002) pointed out that global diversification increases shareholder value by exploiting firm-specific assets, by increasing operating flexibility and by satisfying investor preferences for holding globally diversified portfolios. On the other hand, there are equally plausible reasons to believe that global diversification can reduce shareholder wealth. A globally diversified organization is more complex than a purely domestic firm which can lead to high costs of aligning corporate policies and to the inefficient cross-subsidization of less profitable business units (ibid.). Moreover, a spin-off of foreign subsidiary may be an indicator of its poor performance, or may signify an unfavorable decision, on behalf of the parent firm, to expand operations in the foreign market (ibid.).
Using the relative size defined as the ratio of transaction value to the market value of the parent company at the end of fiscal year prior to the announcement, we explore whether stock price reaction to spin-off announcements differs between large and small spin-off transactions. To split our sample we use the median value of the relative size.
In addition to short-term stock price reaction to spin-off announcements, we examine the operating performance of subsidiaries and their parent firms over various periods preceding and following the spin-off. The operating performance is investigated using the return on assets (ROA) ratio and the capital expenditures to total assets ratio (CAPEX/TA). A number of studies have used ROA as a performance measure (see, e.g. Daley et al., 1997; Desai et al., 1999; Klein and Resenfeld, 2010). We define ROA as the ratio of earnings before interest, taxes, depreciation and amortization to total year-end assets. ROA is proposed to be a good proxy measure for the asset intensity and growth of firms (Ragothaman et al., 2002). Following Daley et al. (1997), we examine changes in the level of net capital expenditures in order to capture changes in the scale of operations. We define net capital expenditures as the division of capital expenditures to total assets. 
We assess the operating performance employing the matching firm methodology (Desai et al., 1999; Murray, 2008 and Klein and Rosenfeld, 2010). Particularly, we select two matching firms for each parent and spun off unit in our sample. The matching companies selected are based on the total market value at the year-end of the spin-off (size) and the two-digit SIC code of each sample firm (industry). The closest matching firm (in terms of size and industry) is designated as the first matching firm and the second closest matching firm as the second matching firm. If the first matching firm stops trading for some reason, the second matching firm is used in our analysis. If the second matching firm has also disappeared, we assume that the sample firm does not have any benchmark for its performance. Therefore, the three operating ratios of the sample firms are compared with the corresponding ratios of the matching firms (industry-adjusted). Barber and Lyon (1997) analyzed the matching firm procedure and found that the significance levels and the t-statistics computed using a matching firm methodology are well specified in random samples (Desai and Jain, 1999, p. 85).
All operating ratios are computed for three years prior and after the spin-off year. In particular, for the sample of parent companies we calculate ratios for the three years prior to the spin-off year (-3, -2 and -1 year), on the year of the announcement (year 0) and for three post-spin-off years (+1, +2 and +3 year). We also compute the operating ratios for the spun-off firms (subsidiaries) for three years after the spin-off announcement year (+1, +2 and +3 years), where the spun off units are traded as independent companies. Finally, the operating ratios are estimated and tested for six discrete period intervals: (-3, +3), (-3, +2), (-3, +1), (-3, 0), (-2, +1) and (-2, +2). These period intervals allows us to detect whether the operating performance of parent firms has improved after the spin-off announcements. Following Murray (2008), we consider median values for our analysis since extreme values in all ratios can distort the results. The statistical significance of the operating ratios is determined using the Wilcoxon/Mann-Whitney test for medians. 
We also perform multivariate cross-sectional regression analysis in order to detect which variables determine the share price reaction to spin-off announcements. We use White’s heteroscedasticity-consistent standard errors (White, 1980). The dependent variable is the abnormal return on the announcement day (day 0) for the whole sample. The full regression model has the following form:
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Geographical focus (GF) is a dummy variable that takes the value 1 in the case of a spin-off of a foreign subsidiary and 0 if the spin-off is a home country subsidiary. Bodnar et al. (2000), Denis et al. (2002) and Veld and Veld-Merkoulova (2004) found mixed evidence for the effect of geographical focus on spin-off abnormal returns.

 
Industrial focus (IF) is a dummy variable that takes the value 1 if the two-digit SIC code of the spun off entity is different from the corresponding two-digit SIC of the parent firm, and 0 otherwise. This variable controls for the business relatedness between the parent firm and the target firm. According to previous studies (e.g. Daley et al. 1997; Desai and Jain, 1999; Veld and Veld-Merkoulova, 2004, Harris and Clegg, 2008) we expect a positive relation between focus-increasing firms and abnormal returns.
Return on assets (ROA) is used as a proxy to evaluate the performance of parent firms. If the spin-off division is the outcome of disposing unrelated lines of businesses, we expected that the operating performance of the parent firm will be improved after the transaction.  We expect firms with poor operating performance in the year of the spin-off to produce positive effect by divesting a spin-off announcement. This will send the signal to the market that the parent firm divests detrimental business units in order to enhance future operating performance. 
Capital expenditure to total assets (CAPEX/TA) ratio is used to capture the association between announcement date’s abnormal returns and improvement in business, due to new investment. It shows the measurement of parent firms’ investment in the year of the spin-off event. Similar to ROA, we expect a negative sign for CAPEX/TA.
The relative size (RT) is the ratio of the market value of the spun-off subsidiary to the market value of the parent firm. Prior studies (e.g. Hite and Owers, 1983; Miles and Rosenfeld, 1983; Veld and Veld-Merkoulova 2004; Harris and Glegg 2008) found that the relative size is positively related to abnormal returns in spin-off announcements. 
The shareholders rights variable (SR) is a measure of shareholder’s protection in home countries. La Porta et al. (1998 and 2000) created an index of shareholder’s protection for each country. The higher the value of the index, the higher the shareholder protection against unfavorable managerial behavior. In general, the index value is higher for Anglo-Saxon countries compared to the rest of the countries included in our sample. Therefore, SR is a dummy variable equals 1 for Anglo-Saxon countries (i.e. USA and UK) and 0 otherwise. We expect that the higher the shareholder’s protection status of the home country, the stronger the market reaction to spin-off announcements. 
5. Empirical Results

5.1. Short-term reaction around spin-offs
The results from the stock price reaction to spin-off announcements are displayed in Table 3. Mean abnormal returns (AR) are displayed over a two-day window (days -1 to +1) for the full sample and for the U.S. and European subsamples. Cumulative abnormal returns (CAR) and the percentage of positive values are included. The results are consistent with the existing literature which documents positive excess returns on the spin-off announcement dates. Specifically, we find a significant abnormal return of 3.47% at the announcement day (t=3.23). The CAR in the two-day interval (days -1 and 0) is 5.55% and statistically significant at the 5% level (t=2.25). These excess returns are slightly higher than those reported in earlier studies (see Daley et. al., 1997 and Harris and Glegg, 2008). The 3-day CAR (-1 through +1) is also statistically significant and equal to 4.95% (t=1.66). This figure is higher than that reported by Miles and Rosenfeld (1983) (3.76%) and Desai and Jain (1999) (3.84%) for the same time interval.
To rule out any year effects that could bias our results, we re-assess the wealth effects emanating from spin-off announcements by excluding years 2008 and 2009 where the financial crisis hit furiously global markets. Untabulated results for the period 2000-2007 shows that the market reaction to spin-off announcement dates is 3.526%, statistically significant at the 1% level (t=3.32). Moreover, the stock price reaction to U.S. spin-off announcements is 4.378%, statistically significant at the 1% level (t=3.09), while that for European spin-offs is 1.137%, statistically significant at the 10% level (t=1.83). Overall, the market reaction for the period 2000-2007 does not differ significantly from that of 2000-2009. Therefore, we can conclude that the burst of credit crunch slightly affected the value-relevance of spin-off transactions.
Separate results are presented for the U.S. and EU sub-samples in Panels B and C of Table 3, respectively. Results from the U.S. market show a strong abnormal positive reaction in equity prices of 4.21% (t=2.95) at the announcement date. The corresponding stock price reaction of the European spin-off announcements is much lower and equal to 1.36%. These results are close to Veld and Veld-Merkoulova (2004). Panel D contains the statistical differences of means between the two sub-samples using the two-tailed test. On day 0 the mean abnormal return of U.S. spin-offs is significantly higher to European ones (t=1.83). The CAR of two and three days confirms that the market reaction to U.S. spin-off announcements provoke considerably stronger reaction vis-à-vis the European ones. These results lend support for our main hypothesis that U.S. spin-offs elicit stronger abnormal returns than European ones. We suggest that the U.S. corporate governance environment that protects investors more when compared to other countries, reduced information asymmetries and probably the efficient functioning of the U.S. capital markets enhance the information content of spin-off deals. 
 [Insert Table 3 here]
Similar to Daley et al. (1997), Desain and Jain (1999), Veld and Veld-Merkoulova (2004) and Murray (2008) we assess whether spin-offs that increase their industrial focus (focus increasing sample) create more value than spin-offs which do not increase industrial focus (non-focus increasing sample). An increase in industrial focus is defined when the spun off entity operates in a different two-digit SIC code from its parent company. Tables 4 reports the results for a three-day window around the announcement date. In total, 149 firms increase their industrial focus via a spin-off deal. Panel A shows that these firms earn a mean abnormal return of 4.01% at the announcement date. This abnormal return is statistically significant at the 1% level. However, the CAR of three days is 4.38%, not statistically significant. On the other hand, firms that do not diversify the core activity of their subsidiaries (90 firms) reap an insignificant market reaction of 2.77% on day 0. The CAR of two-days is 5.46%, statistically significant at the 5% level. The above results are in line with prior studies (i.e. Daley et al. 1997; Desain and Jain 1999; Veld and Veld-Merkoulova, 2004). Moreover, similar to Desai and Jain (1999), the three-day announcement period abnormal returns for the industrial focus-increasing firms are higher than those for the industrial non-focus increasing firms (4.39% vs. 3.95%). Consequently, we can assert that disposition of assets outside the core business of a firm is viewed by the market as value-increasing action.
When turning to the U.S and European sub-samples (Panels C and D), it appears that U.S. parent firms that increase their industrial focus earn a strong abnormal performance of 5.11% on the announcement date (t=2.82), while the European parent firms experience a marginal positive reaction of 1.10% on day 0 (t=1.32). The difference between the two sub-samples is 2.01%, statistically significant at the 5% level (Panel G). The result from the European sample is in contrast with that found by Veld and Veld-Merkoulova (2004) and Murray (2008) who employed European and UK data respectively and reported significant stock price reaction for focus increasing parent firms on the announcement date. A plausible reason is the different period under study and the sample selection. There is a consistent reaction between U.S. and European parent firms when decreasing their industrial focus (non-focus increasing). The U.S. parents exhibit a non-significant market response of 3.06% on the announcements day, whereas European parent firms experience a much lower abnormal performance of 1.86%. Both abnormal returns are not statistically significant at any conventional level. Overall, the above results confirm earlier findings that firms reap significant benefits through divesting subsidiaries in unrelated industries. 
[Insert Table 4 here]
We also check for heterogeneous share price response to spin-off announcements for firms that divest their subsidiaries through cross-border spin-offs. When the subsidiary operates in a different country from that of the parent company is deemed to increase its geographical focus. The majority of subsidiaries (215) operate in the same country with their parents (geographical non-focus), while the remaining subsidiaries (24) are identified to be cross-border (geographical focus). Table 5 reports the short-term market reaction according to geographical focus. In the pertinent literature, there is mixed evidence for the association between abnormal returns and geographical diversification. In our sample, we find evidence of positive and significant value increase of 2.02% for the group of firms that do not increase their geographical focus. On the other hand, geographical diversification does not induce significant market reaction on announcement dates. This result is in line with that of Denis et al. (2002) and Veld and Veld-Merkoulova (2004). The reasons offered for the negative reaction to geographical diversification is a possible reduction of economies of scale in production, a relative disadvantage of the spun-off vis-à-vis its competitors which are incumbents in the market and a signal of bad decision to cross border expansion (Veld and Veld-Merkoulova, 2004).
 The U.S. and European parent firms that engaged in a cross-border spin-off deal do not experience significant value appreciation on and around spin-off announcement dates. In particular, at the announcement date, the U.S. sample exhibits an excess return of 3.47% and the European one an excess return of 0.75%. Their mean differences are also non-significant. On the other hand, both the U.S. and European parents earn significantly abnormal returns of 2.80% and 1.42%, respectively, on the announcement date. Although their mean difference on day 0 is not statistically significant, their CAR of three days is statistically significant at the 10% level (t=1.70). This result suggests that U.S. firms can benefit more than their counterparts by spinning off domestically than the European firms. 
[Insert Table 5 here]
Finally, we examine whether stock price reaction differs between large and small spin-off transactions using the relative size (ratio of transaction value to the market value of the parent company at the end of fiscal year prior to the announcement). Panel A of Table 6 suggests that the relative size indeed matters since large price reaction is higher to large spin-off transactions in the day of the announcement. In specific, the market reaction on day 0 is equal to 1.81% for the group of firms with large relative size compared to that of small relative size (0.32%). Looking the price reaction in U.S. (Panel C) and Europe (Panel D) it is evident that large transactions provoke significant market reaction only in the U.S. (1.81% on day 0) and therefore the results on the total sample (Panel A) are due to the U.S. sample of transactions included in the total sample. This is also evident from Panel G where price reactions to large transactions are significantly different to small and price reaction to large U.S. transactions significantly different to large European transactions. Overall, these results support our hypothesis that larger spin-offs convey more informational content and elicit stronger market response compared to small spin-offs. 
[Insert Table 6 here]
5.2. Operating performance of spin-offs
In this section we analyze the operating performance of parents for three years surrounding the spin-off transaction and for three years after the deal for subsidiaries.  Panel A of Table 7 presents the median ROA for parent and matching firms. For the full sample we detect an upward trend of ROA from year -3 (2.643) up to year -1 (3.421). In years -1 and 0 the ROA is statistically different and higher than that of matching firms. Since the year of transaction, the trend of ROA is downward. In year +3, the sample of matching firms has a significantly higher ROA compared to parent firms. These results suggest that the operating performance of parent firms worsens after the spin-off deal. In addition, for the post-spin-off period parent firms’ median ROA underperforms relative to their matched firms. Similar pattern is detected for the U.S. and European parent firms that are involved in a spin-off. However, the U.S. parent firms do not experience significant deviations in their operating performance relative to their matched firms either pre event or post-event. The European parents, on the other hand, have notably lower ROA than their matched firms in the second and third year after the spin-off (2.359 vs. 3.525 in year +2 and 1.388 vs. 4.498 in year +3). These results imply a substantial underperformance of European parent firms compared to their matched firms after the transaction. This is not the case for U.S. parent firms.
Panel B of Table 7 illustrates the post-spin-off ROA ratio for subsidiaries as compared to their matched firms. Spun-off entities experience a gradual decline in their ROA, from 2.390 in Year +1 to 1.079 in Year +3. The median difference for this period is 1.312, statistically significant at the 10% level (Panel D). At the same time, the median differences between parent firms and matched firms are not statistically significant in any of the post event years. When looking at the U.S. subsidiaries, we observe a decline in ROA for all years after the deal which is significantly lower than their matched firms. The same decline in ROA is detected in case of European spun-offs, however, their matched firms do not outperform significantly in either of the three post event years. Collectively, these results suggest that U.S. spin-offs experience a dramatic decrease in their operating performance compared with their counterparts, while the European subsidiaries closely follow the performance of their competitors.
[Insert Table 7 here]
Next we explore the degree to which parent firms invest resources in the subsidiary prior to the spin-off. As a part of the parent’s organization, the subsidiary must, in most cases, rely on the parent firm to finance its capital investments. If the parent considers the subsidiary either as a bad performer and/or has limited growth opportunities, it might reduce the investment in the subsidiary and, instead, overinvest in its more profitable divisions. One way to investigate this possibility is to examine the subsidiary’s capital expenditures to total assets ratio before and after the spin-off (Klein and Rosenfeld, 2010),
Table 8 reports results on changes in the CAPEX/TA ratio in the pre- and post-spin-off years for parent companies. The results show a steady decline in the CAPEX/TA ratio from 3.5% in Year -3 to 2.3% in Year +2. This decline is statistically significant at the 1% level. Comparing parent firms and their matched ones, we see that for Year -1 the median CAPEX/TA ratio is 2.5% versus 4.2%, respectively. The median difference is statistically significant at the 5% level. For Year +1 parents’ CAPEX/TA ratio remains lower than their matched firms and statistically significant at the 10% level. For Years +2 and +3 parents’ median ratio is lower than that of the matched firms, but the differences are not statistically significant. These results are in line with Klein and Rosenfeld (2010).   
When examining the U.S. and European parent capital expenditure policy separately, we observe a notable difference. The U.S. parent firms reduce gradually their capital expenditure when deciding to divest relative to their matched firms. In Years -1 and 0 the median difference of the CAPEX/TA ratio between the U.S. parents and their matched firms is statistically significant the 5% level, with the latter having higher ratios for both years. On the other hand, the European firms act more optimistically when deciding to invest in their subsidiaries operations. In specific, in Year 0, the European parents increase their capital expenditure to 4.4% from 2.7% in the previous year and, with the exception of Year +1, they retain this level of capital expenditure in higher levels compared with their industry competitors. However, the median differences are not statistically significant in the post event period. 

The results show deterioration in the capital expenditure policy of parent firms in the post-spin-off era compared to the pre-spin-off one. This result implies less purchase of assets, allowing the parent firm to concentrate more to its core business and reduce the excessive volatility of the subsidiary (Cusatis et al., 1993). However, the European parent firms deviate from this rule by increasing the capital expenditure as a percentage to total assets in the year of the spin-off deal and retain this level in the post-spin-off years. European parent firms may perceive that their subsidiaries will face more profitable investment opportunities when operating separately and for that reason they overinvest at the time of the spin-off.
[Insert Table 8 here]
5.3. Regression analysis 

We perform pooled cross-sectional regressions in order to investigate the factors that construe abnormal returns around spin-offs. The dependent variable is the abnormal return on day 0 of the full sample. Table 9 illustrates four different regression models which are based on the full regression model described in the methodology section. Before performing regressions, we conducted pair wise correlation and covariance tests among variables to ensure that they are not correlated. We use White’s heteroskedasticity-consistent standard error estimates for calculating t-statistics. 
Model (1) employs two independent variables that capture operating performance, that is, ROA and CAPEX/TA. Both coefficients are negative and statistically significant at the 1% level. Therefore, there is a negative association between abnormal returns and parents’ firms current operating performance. This result implies that the current weak operating performance of parent firms is the driving force behind the decision to spin-off detrimental lines businesses. Therefore, the market applauds those firms announcing a spin-off when it is believed that this will help improve future performance. 
Model (2) expands model (1) by including industrial and geographical focus as control variables. Consistent with previous research, we find that firms increasing industrial focus experience significant abnormal returns. On the other hand, firms that geographically diversify their business (geographical focus) do not experience positive returns. ROA and CAPEX/TA display the same sign negative as in regression (1). 
In model (3) we exclude operating performance measures and we analyze the relative size and the shareholders rights as control variables. We find that relative size explains part of the stock price appreciations on spin-off announcement days. The coefficient of this variable is positive and statistically significant at the 1% level. This result is confirms our initial allegations that the larger the part of the firms that is divested the higher the market reaction. However, the coefficient of shareholders rights is negative and non significant. 
Finally, in model (4) we include all previous control variables along with that of shareholders rights. The negative sign in two of the operating ratios persists with that of CAPEX/TA to display statistical significance. The geographical focus variable remains negative and statistically not significant, while industrial focus has a positive and statistically significant coefficient. Furthermore, the coefficient of relative size remains positive and statistically significant. The effect of shareholder protection in abnormal returns is negative and non-significant. The sign of the shareholder rights coefficient is not the expected one, but this can be ascribed to the fact that La Porta et al. index (2008) does not control for the rights of the other stakeholders in a firm such as the bondholders, employees etc (Veld and Veld-Merkoulova, 2004).
[Insert Table 9 here]
6. Conclusion

Prior studies focus on the short- or long-term wealth effects arising from corporate spin-offs either in European or in the U.S. market. In this study, we examined the announcement period abnormal returns together and separate for the European and U.S. markets. By employing a sample of total 239 spin-off events, (177 in U.S. and 62 in Europe), announced between January 2000 and December 2009, we investigated three empirical questions. First, we tested whether the announcement abnormal returns in the USA differ from those in Europe and whether an increase in focus, industrial or geographical, can affect firm value. Second, we investigated whether the size of spin-off transaction explains part of the abnormal returns behaviour surrounding spin-off announcements. Finally, we analyzed whether parents and subsidiaries experience any improvement in their operating performance in the post-spin-off period.
Confirming previous research, we found that spin-off announcements provoke a significant abnormal return of 3.47%. However, the U.S. firms benefit from spin-off transactions more compared to European firms. In specific, the U.S. parent firms earn an abnormal return of 4.21% while the European parents gain lower abnormal returns of 1.36%. The mean difference between the two samples is significant in the announcement day and in a three-day period surrounding the event. We also found that the industrial focus-increasing parent firms reap significant abnormal returns of 4.01% on the announcement day vis-à-vis of 2.77% for the industrial non-focus increasing firms. This finding supports the idea that parent firms by detaching unrelated businesses can benefit from the removal of negative synergies, or can increase management efficiency under well-suited core businesses or can reduce information asymmetry problems arising from heterogeneous business operations. A noteworthy finding of our research is the differential market reaction of U.S. and European firms when increasing industrial focus. The former seem to enjoy higher and stronger share price appreciations when increasing industrial focus compared to European ones. Regarding geographical focus the results clearly show that cross-border diversification does not add value in parent firms. Instead, divesting domestically can bring about positive wealth effects. The results do not alter when U.S. and European samples are considered separately.

We also investigated the operating performance of both parents and subsidiaries in the post-spin-off period. We employed two operating ratios, ROA and CAPEX/TA. The results show a considerable decrease in all ratios for parent firms from the years prior to post spin-offs. However U.S. firms exhibited lower operating performance in the post-spin-off years compared to European ones. On the other hand, European parent firms seem to act more optimistically when deciding to divest their subsidiaries. They raise capital expenditure in an attempt to benefit in the future from an improvement of subsidiaries performance. Subsidiaries also pertains a lower operating performance after the spin-off year regardless of their location.
Our study contributes to the pertinent literature by investigating spin-offs simultaneously in the USA and Europe and test for differential market behavior in these two areas.  Since spin-offs are associated with positive abnormal returns at the announcement date, this type of divestment seems to be of great importance for managers and shareholders of the parent firm. In addition, there is an indication that the firms do not outperform their competitors that are not involved in a spin-off transaction in the long-term. This finding implies that the economic benefits for the parent firms are limited in the short-term.
Future research can be directed to the investigation of the wealth effects of spin-off announcements in markets that have not been so far examined such as Japan, China etc. Moreover, it would be interesting to test the creditworthiness of these firms that are involved in a spin-off by checking credit ratings and compare them with the capital structure. Finally, the examination of the corporate governance and management structure of the spun-off firms would shed light in the question of whether subsidiaries follow a different leadership model from that of their parents.
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Table 1. Sample distribution of spin-offs by year and country
	Panel A: Distribution of spin-offs by year

	Year
	Full
	%
	USA
	%
	Europe
	%

	2000
	9
	4%
	9
	5%
	0
	0%

	2001
	24
	10%
	21
	12%
	3
	5%

	2002
	46
	19%
	35
	20%
	11
	18%

	2003
	18
	8%
	12
	7%
	6
	10%

	2004
	27
	11%
	18
	10%
	9
	15%

	2005
	28
	12%
	21
	12%
	7
	11%

	2006
	39
	16%
	26
	15%
	13
	21%

	2007
	26
	11%
	18
	10%
	8
	13%

	2008
	15
	6%
	11
	6%
	4
	6%

	2009
	7
	3%
	6
	3%
	1
	2%

	Total
	239
	100%
	177
	100%
	62
	100%

	
	
	
	
	
	
	

	Panel B: Distribution of spin-offs by parent country

	Parent country
	   N
	    %
	
	
	
	

	USA
	177
	74.1%
	
	
	
	

	UK
	17
	7.1%
	
	
	
	

	Italy
	10
	4.2%
	
	
	
	

	Sweden
	10
	4.2%
	
	
	
	

	Belgium
	5
	2.1%
	
	
	
	

	Norway
	5
	2.1%
	
	
	
	

	France
	3
	1.3%
	
	
	
	

	Germany
	3
	1.3%
	
	
	
	

	Ireland
	3
	1.3%
	
	
	
	

	Portugal
	3
	1.3%
	
	
	
	

	Switzerland
	1
	0.4%
	
	
	
	

	Austria
	1
	0.4%
	
	
	
	

	Netherlands
	1
	0.4%
	
	
	
	

	Total
	239
	100%
	
	
	
	


       Table 2. Descriptive statistics for the parent firms (in million dollars)
	Variable
	Mean
	Median
	Std.dev
	Min
	Max

	
	
	
	
	
	

	Panel A: Full sample

	Transaction value ($m)
	1,387
	116.21
	5,061.08
	0.020
	45,532

	Market value 
($ m)
	17,073
	850
	51,475
	0.031
	460,867

	BV of assets
	36,624
	1,111
	207,268
	0.101
	2,540,811

	Relative size
	0.395
	0.136
	0.918
	0.001
	9

	
	
	
	
	
	

	Panel B: U.S. sample 

	Transaction value ($ m)
	1,719
	155.04
	6,245
	0.020
	45,532

	Market value 
($ m)
	16,836
	650.34
	47,143
	0.542
	241,866

	BV of assets
	28,760
	967.38
	123,000
	0.101
	902,210

	Relative size
	0.367
	0.138
	0.594
	0.001
	5.050

	
	
	
	
	
	
	

	Panel C: European sample 

	Transaction value ($ m)
	894.40
	59.64
	2,574
	0.020
	16,056

	Market value 
($ m)
	17,355
	975
	57,085
	0.031
	460,867

	BV of assets
	47,929
	1,169
	288,871
	0.361
	2,540,811

	Relative size
	0.437
	0.133
	1.201
	0.001
	8.518


This table reports descriptive statistics on the deal characteristics and the accounting information for the parent firms at the time of the spin off announcements. All figures are dollar-denominated. Market value is computed as price times the number of shares outstanding at the end of the fiscal year prior to the spin off announcement. Relative size is calculated as the ratio of transaction value to the market value of the parent company at the end of fiscal year prior to the announcement. The book value of total assets is measured at the end of fiscal year prior to the spin-off announcement.

Table 3. AR’s and CAR’s around spin-off announcement dates 

	Panel A: Full sample (N=240)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	2.08
	    1.70*
	53
	2.08
	

	0
	3.47
	       3.23***
	59
	5.55
	2.25**

	+1
	-0.61
	-0.68
	47
	4.95
	    1.66*

	
	
	
	
	
	

	Panel B: U.S. sample (N=178)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	2.68
	 1.62
	50
	2.68
	

	0
	4.21
	      2.95***
	62
	6.89
	     2.19**

	+1
	-0.21
	-0.19
	47
	6.68
	   1.73*

	
	
	
	
	
	

	Panel C: European sample (N=62)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.38
	1.26
	60
	0.38
	

	0
	1.36
	   2.17**
	52
	1.73
	1.61

	+1
	-1.74
	-1.28
	46
	-0.12
	     -0.01

	
	
	
	
	
	

	Panel D: Differences between US and European samples

	Period
	t-Statistic
	
	
	
	

	Day 0
	   1.83*
	
	
	
	

	CAR (-1, 0)
	 2.37**
	
	
	
	

	CAR (-1, +1)
	 2.47**
	
	
	
	


Note: *, ** , *** denote statistical significance at the 10%, 5% and 1% level, respectively.

	Table 4. AR’s and CAR’s around spin-off announcement dates (industrial focus)  

Panel A: Industrial focus full sample (N=149)

Days 
AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

0.37
0.37
52
0.37
0

4.01
     2.99***

58
4.38
1.52
+1

0.01
0.01
50
4.39
 1.24
Panel B: Industrial non-focus full sample (N=90)
Days 
AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

2.69

 1.51
53
2.69

0

2.77
1.54
62
5.46
  1.99**
+1

-1.52
-0.78
42
3.95
     1.17
Panel C: Industrial focus U.S. sample (N=108)

Days 
AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

0.37

0.26
49
0.37

0

5.11

     2.82***

63
5.48
1.44
+1

0.25
0.24
49
5.74
1.23
Panel D: Industrial focus European sample (N=41)
Days 
AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

0.37

0.92
61
0.37

0

1.10
      1.32
44
1.49
1.52
+1

     -0.64
    -0.60
54
0.84

 0.71
Panel E: Industrial non-focus U.S. sample (N=69)
Days 
AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

3.40
 1.65
52

3.40
0

3.06
1.30
61

6.46

1.88*

+1

0.66
       0.43
45

7.11
    1.69*
Panel F: Industrial non-focus European sample (N=21)
Days 

AR%

t-Statistic

% positive

CAR %

t-Statistic

-1

0.36

 0.98

57

0.36
0

1.86

      1.23
57

2.21
1.17
+1

     -3.89
     -1.13

33

       -1.68
    -0.73
Panel G: Differences between samples

IF vs. Non-IF
US IF vs. EU IF
US Non-IF vs. EU Non-IF
Period

t-Statistic

t-Statistic

t-Statistic

Day 0

0.55

   2.01**

0.48

CAR (-1, 0)

-0.37

1.61

1.31

CAR (-1, +1)

0.12

 1.68*

  1.75*

Note: *, ** , *** denote statistical significance at the 10%, 5% and 1% level, respectively.




Table 5. AR’s and CAR’s around spin-off announcement dates (geographical focus)
	Panel A: Geographical focus full sample (N=24)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	3.28
	1.05
	63
	3.28
	

	0
	2.99
	1.12
	67
	6.27
	0.72

	+1
	-5.40
	     -1.65
	46
	0.87
	0.08

	
	
	
	
	
	

	Panel B: Geographical non-focus full sample (N=215)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	1.10
	1.22
	52
	1.22
	

	0
	2.02
	    2.20**
	58
	3.12
	 1.47

	+1
	0.34
	0.47
	47
	3.47
	 1.63

	
	
	
	
	
	

	Panel C: Geographical focus U.S. sample (N=18)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	3.68
	0.89
	61
	3.68
	

	0
	3.47
	 1.05
	62
	7.42
	 0.64

	+1
	   -3.26
	-1.60
	39
	4.17
	 0.30

	
	
	
	
	
	

	Panel D: Geographical focus European sample (N=6)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	2.69
	1.46
	67
	2.69
	

	0
	0.75
	  0.99
	50
	2.82
	 0.59

	+1
	   -1.82
	-0.97
	47
	       -1.00
	-0.53

	
	
	
	
	
	

	Panel E: Geographical non-focus U.S. sample (N=159)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	1.31
	1.08
	49
	1.31
	

	0
	2.80
	   2.13**
	61
	4.11
	  1.62

	+1
	0.76
	0.81
	48
	4.87
	  1.57

	
	
	
	
	
	

	Panel F: Geographical non-focus European sample (N=56)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.20
	0.67
	59
	0.20
	

	0
	1.42
	   2.07**
	52
	1.62
	   1.83*

	+1
	-0.66
	     -0.83
	45
	0.95
	  0.88

	
	
	
	
	
	

	Panel G: Differences between samples

	GF vs. Non-GF
	US GF vs. EU GF
	US Non-GF vs. EU Non GF

	Period
	t-Statistic
	
	t-Statistic
	
	t-Statistic

	Day 0
	-0.08
	
	0.93
	
	0.71

	CAR (-1, 0)
	1.20
	
	1.28
	
	1.52

	CAR (-1, +1)
	0.19
	
	  1.70*
	
	1.37


Note: *, ** , *** denote statistical significance at the 10%, 5% and 1% level, respectively.

Table 6 . AR’s and CAR’s around spin-off announcement dates (relative size)  

	Panel A: Large relative size sample (N=68)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.52
	1.00
	53
	0.52
	

	0
	1.81
	  1.87*
	54
	 2.33
	  1.70*

	+1
	     -1.15
	     -0.51
	49
	        1.39
	 1.24

	
	
	
	
	
	

	Panel B: Small relative size sample (N=67)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.43
	 0.78
	55
	0.43
	

	0
	0.32
	0.53
	60
	0.75
	     0.80

	+1
	0.38
	0.39
	54
	1.12
	     0.98

	
	
	
	
	
	

	Panel C: Large relative size U.S. sample (N=44)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.79
	1.03
	55
	0.79
	

	0
	2.79
	    2.29**
	61
	 3.58
	   2.13**

	+1
	0.25
	0.24
	52
	3.64
	1.96*

	
	
	
	
	
	

	Panel D: Large relative size European sample (N=24)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.03
	0.07
	50
	0.03
	

	0
	     -0.01
	      0.00
	42
	0.02
	0.01

	+1
	     -3.38
	    -1.11
	42
	       -3.35
	    -1.26

	
	
	
	
	
	

	Panel E: Small relative size U.S. sample (N=46)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.26
	 0.34
	52
	0.26
	

	0
	0.10
	 0.12
	61
	0.36
	0.34

	+1
	1.04
	       0.43
	54
	1.40
	     1.10

	
	
	
	
	
	

	Panel F: Small relative size European sample (N=21)

	Days 
	AR%
	t-Statistic
	% positive
	CAR %
	t-Statistic

	-1
	0.81
	1.39
	62
	0.81
	

	0
	0.80
	      1.24
	57
	1.61
	1.06

	+1
	     -1.07
	     -0.54
	52
	        0.54
	      0.29

	
	
	
	
	
	

	Panel G: Differences between samples

	Large vs. Small
	US Large vs. EU Large
	US Small vs. EU Small

	Period
	t-Statistic
	
	t-Statistic
	
	t-Statistic

	Day 0
	 1.97**
	
	2.25**
	
	-0.68

	CAR (-1, 0)
	     1.92*
	
	2.41**
	
	 0.01

	CAR (-1, +1)
	     1.02
	
	2.48**
	
	-0.51


Note: *, ** , *** denote statistical significance at the 10%, 5% and 1% level, respectively.

	Table 7. ROA ratio for parents and spun off units

	
	Full Sample 
	Matching Sample
	Difference
	US Sample 
	US Matching 
	Difference
	European

Sample 
	European

Matching 
	Difference

	Years
	Median
	Median
	
	Median
	Median
	
	Median
	Median
	

	Panel A: Parents’ pre- and post-spin-off ROA ratio 

	-3
	2.643
	3.011
	-0.368
	2.643
	2.798
	-0.155
	2.721
	3.224
	-0.503

	-2
	2.997
	3.044
	      -0.047
	3.023
	3.323
	-0.300
	2.997
	2.552
	 0.445

	-1
	3.421
	2.575
	   0.846*
	3.273
	2.609
	 0.664
	3.627
	2.551
	 1.076

	0
	3.298
	2.535
	   0.763*
	2.590
	2.171
	 0.419
	3.719
	2.613
	 1.106

	+1
	2.100
	2.186
	-0.086
	1.935
	2.141
	-0.205
	2.542
	2.310
	 0.232

	+2
	1.903
	2.590
	-0.686
	1.522
	2.260
	-0.738
	2.359
	3.525
	 -1.166*

	+3
	2.612
	3.789
	     -1.177***
	2.971
	3.514
	-0.543
	1.388
	4.498
	     -3.110***

	
	
	
	
	
	
	
	
	
	

	Panel B: Spun off units post-spin-off ROA ratio 

	+1
	2.390
	3.627
	-1.236
	2.561
	4.422
	-1.860*
	2.115
	2.116
	0.001

	+2
	1.465
	3.107
	-1.642
	2.401
	5.499
	   -3.097***
	1.160
	1.478
	-0.318

	+3
	1.079
	2.035
	-0.956
	1.777
	4.101
	  -2.324**
	0.926
	1.108
	-0.182

	
	
	
	
	
	
	
	
	
	

	Panel C: Median differences for parents’ ROA ratio 

	(-3, +3)
	
	
	0.031
	
	
	-0.328
	
	
	1.333

	(-3, +2)
	
	
	0.740
	
	
	 1.121*
	
	
	0.362

	(-3, +1)
	
	
	0.543
	
	
	0.708
	
	
	0.179

	(-3, 0)
	
	
	     -0.665
	
	
	0.053
	
	
	-0.998

	(-2, +1)
	
	
	0.897
	
	
	 1.087*
	
	
	0.455

	(-2, +2)
	
	
	1.094
	
	
	  1.501*
	
	
	0.638

	
	
	
	
	
	
	
	
	
	

	Panel D: Median differences for spun off units’ ROA ratio 

	(+1, +2)
	
	
	0.925
	
	
	0.160
	
	
	0.955

	(+1, +3)
	
	
	 1.312*
	
	
	  0.784*
	
	
	   1.189**


	Table 8. Capital expenditure/ total assets ratio for parents and spun off units

	
	Full Sample 
	Matching Sample
	Difference
	US Sample 
	US Matching 
	Difference
	European

Sample 
	European

Matching 
	Difference

	Years
	Median
	Median
	
	Median
	Median
	
	Median
	Median
	

	Panel A: Parents’ pre- and post-spin-off capital expenditures/total assets  ratio

	-3
	0.035
	0.040
	-0.005
	0.032
	0.036
	-0.004
	0.041
	0.047
	-0.005

	-2
	0.033
	0.041
	-0.008
	0.029
	0.040
	-0.011
	0.045
	0.042
	 0.003

	-1
	0.025
	0.042
	    -0.017**
	0.024
	0.040
	    -0.016**
	0.027
	0.046
	-0.018

	0
	0.024
	0.036
	-0.012
	0.020
	0.036
	    -0.016**
	0.044
	0.043
	 0.001

	
	
	
	
	
	
	
	
	
	

	Panel B: Median differences for parents’ capital expenditures/total assets ratio

	(-3, +3)
	
	
	     0.007*
	
	
	 0.008*
	
	
	0.003

	(-3, +2)
	
	
	     0.012***
	
	
	    0.012**
	
	
	0.011

	(-3, +1)
	
	
	     0.013***
	
	
	    0.011**
	
	
	0.015

	(-3, 0)
	
	
	 0.011**
	
	
	    0.012**
	
	
	0.003

	(-2, +1)
	
	
	 0.011**
	
	
	 0.008
	
	
	0.019

	(-2, +2)
	
	
	 0.011**
	
	
	   0.010*
	
	
	0.014


Table 9. Regression of abnormal returns for the full sample of spin-offs
	Variable 
	 
	Model 1
	Model 2
	Model 3
	Model 4

	Intercept
	
	0.008
	-0.001
	-0.002
	0.014

	
	
	(1.14)
	(-0.03)
	(-0.07)
	(0.75)

	
	
	
	
	
	

	ROA

	
	      -0.001
	-0.001
	
	-0.001

	
	
	     (-2.71)***
	      (-2.99)***
	
	(-0.78)

	
	
	
	
	
	

	CAPEX/TA
	
	-0.001
	-0.001
	
	-0.001

	
	
	   (-3.11)**
	      (-2.76)***
	
	     (-2.64)***

	
	
	
	
	
	

	Geographical Focus (GF)
	
	
	
	
	

	
	
	
	-0.027
	
	-0.026

	
	
	
	(-1.03)
	
	(-0.72)

	Industrial Focus (IF)
	
	
	
	
	

	
	
	
	0.016
	
	0.020

	
	
	
	   (1.99)**
	
	 (1.80)*

	Relative size (RT)
	
	
	
	
	

	
	
	
	
	0.111
	0.054

	
	
	
	
	  (2.14)**
	   (2.48)**

	Shareholders’ Rights (SR)
	
	
	
	-0.002
	-0.006

	
	
	
	
	(-0.44)
	 (-1.64)

	
	
	
	
	
	

	Number of Observations
	
	149
	149
	149
	149

	Adjusted R2 (%)
	 
	9.38
	9.52
	2.27
	5.44

	F-statistic
	
	     8.66***
	     4.89***
	    2.37**
	   1.99**


Note: ROA is calculated as the earnings before interest, taxes, depreciation and amortization to total assets. CAPEX/TA is calculated as capital expenditure to total assets. GF is a dummy variable that takes the value of 1 in the case of a spin-off of a foreign subsidiary and 0 otherwise. IF is a dummy variable that takes the value of 1 if the two-digit SIC code of the spun off entity is different from the corresponding two-digit SIC of the parent firm and 0 otherwise. RT is the ratio of the market value of the spun-off subsidiary to the market value of the parent firm. SR is a measure of shareholder’s protection in home countries based on La Porta et al. (1998 and 2000) index. It takes a value equal to 1 for Anglo-Saxon countries (i.e. USA and UK) and 0 otherwise. T-statistics are in parentheses. *, **, *** denote statistical significance at the 10%, 5% and 1% level, respectively.
� In our data set there were only two subsidiaries in non EU environments (U.S. and Canada).


� In the US data set there were only 11 subsidiaries in Europe and the rest are located either in the U.S (159) or in Canada (7).





22

_1354863193.unknown

_1356554080.unknown

_1362773008.unknown

_1354862948.unknown

_1354863174.unknown

_1347813647.unknown

