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Abstract 

This thesis investigates the wealth effects of 127 European spin-offs that were 

conducted between 1987 and 2016. The wealth effects are investigated through 

extensive analyses on the announcement effect, long-run abnormal returns and 

operating changes, respectively. The analysis of the announcement effect docu-

ments that parent firms experience positive cumulative abnormal returns in 

the days around the announcement date of spin-offs, which is consistent with 

the broad consensus in academic literature. The pre-transaction level of infor-

mation asymmetry is found to have a positive impact on the abnormal an-

nouncement returns. Similarly, the relative size of the spin-off firm compared 

to the parent firm is documented to have a positive impact. On the other hand, 

industrial focus is found to have no significant impact on the wealth of the 

shareholders, which contradicts most theoretical arguments and the existing 

European findings by Veld and Veld-Merkoulova (2004). The long-run abnor-

mal returns for the pro-forma combined firms are documented to be insignifi-

cantly different from zero, which indicates that the announcement effect cap-

tures the full wealth effect of spin-offs. This is consistent with the efficient 

market hypothesis. Furthermore, parent firms are found to experience insig-

nificant changes in adjusted ROA in the years following the spin-offs. This 

might partially be explained by the findings from the announcement analysis, 

documenting that the level of pre-transaction information asymmetry is a more 

important determinant in explaining shareholder wealth than industrial focus. 

If spin-offs are mostly driven by increasing the transparency of the firm, no 

operating changes are to be expected. The finding of information asymmetry 

being a more influential factor than industrial focus is rather surprising as im-

provement of corporate focus is frequently cited as the main motivation for con-

ducting spin-offs. 

 

JEL classifications: C12, D82, G10, G14, G34 
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Chapter 1  

Introduction 
 

Increased global competition has accelerated the speed of change of the busi-

ness environment in which companies exist. The increased degree of uncer-

tainty caused by shorter product cycles and changing composition of industries 

force companies to constantly change shape and search for new ways of struc-

turing their businesses to successfully adapt to an ever-changing environment. 

Furthermore, public firms are increasingly affected by active shareholders, 

typically denounced activist investors, with the intention of impacting the ope-

rations and the strategic direction of the firms. Consequently, the increasing 

competition and monitoring by shareholders put pressure on firms to restruc-

ture their businesses accordingly.  

Spin-offs represent a specific type of corporate restructuring. A spin-off is a 

transaction where shares in a subsidiary are distributed to existing share-

holders of the parent company on a pro rata basis (Ramu, 1999). Thus, it differs 

from other types of corporate restructuring by being a non-cash transaction 

from the perspective of the parent firm. Consequently, a voluntary spin-off is 

solely driven by the objective of maximizing shareholder wealth. This is in 

sharp contrast to other types of corporate restructuring such as carve-outs and 

asset sales, which might be driven by a company’s desire to generate an im-

mediate cash inflow. 

At first sight, it is far from obvious how the simple break-up of a company into 

several units can create value. If there are no synergies between the parent and 

the subsidiary, the sum of the cash flows of the individual post-transaction 

entities would equal the combined cash flow had the two entities remained as 

one (Hite and Owers, 1983). Hence, the value of two business units should be 

identical before and after corporate restructuring, unless some positive or nega-

tive synergies exist that create or destroy value under a combined ownership 

structure. Moreover, even when there are no cash-flow benefits from a spin-off, 

market incompleteness could still enable a spin-off to enhance firm value (Miles 

and Rosenfeld, 1983).  
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Specifically, a spin-off might create value by refocusing the firm to be more nar-

rowly focused on its core business. Furthermore, conducting a spin-off can in-

crease the transparency of the firm by splitting up a complex corporate struc-

ture, thus unlocking value that already exists, but which the market does not 

recognize. By breaking up the firm, the information asymmetry in the market 

might be mitigated and the investors might perceive value more clearly. More-

over, a spin-off might enable better incentive contracts for the management of 

the subsidiary by linking the compensation to the stock market performance of 

the subsidiary. In other words, it might align the interests of management and 

shareholders. 

While spin-offs in the US have been a common restructuring approach since 

the 1950s, spin-off activity in Europe started much later, and had a slower 

start. In Europe spin-off legislation was only just introduced in 1990 with the 

so-called Merger Directive that was adopted by the European Union on July 

23, 1990. The number of academic studies covering the wealth effects of spin-

offs in Europe is significantly less than the number of US studies. This is 

probably explained by the fact that European spin-off activity commenced later 

than in the US (Veld and Veld-Merkoulova, 2008). However, during the last 20 

years, spin-offs have become a more common restructuring approach in Europe, 

perhaps due to increased harmonization of the legal framework related to spin-

offs and the positive documented wealth effect related to spin-offs in the US. 

The limited research of the wealth effects of spin-offs in Europe makes it a 

highly interesting area of research.  

 

1.1 Research question 

Ultimately, this thesis seeks to add to the limited empirical literature on spin-

offs in Europe by examining the research question, 

Do European companies create shareholder value by conducting spin-offs, 

and if so, which factors explain this value creation?  

The main objective is to investigate the wealth effects related to spin-off trans-

actions around the announcement date as well as in the long run. Thus, this 

thesis implicitly analyzes whether the average spin-off transaction has been a 

value-increasing corporate restructuring mechanism. Furthermore, it seeks to 
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examine the value sources through which value can be created in European 

spin-offs. This includes an extensive analysis of the operating performance of 

the parent firms following the spin-off transactions to examine whether stock 

market effects can be explained by changes in operating performance. The 

analysis is divided into three parts investigating (1) the announcement effect, 

(2) long-run abnormal stock performance and (3) changes in operating perfor-

mance for European spin-offs conducted in the period from 1987 to 2016. The 

research question will be operationalized through multiple hypotheses based 

on spin-off theory and existing empirical findings.   

 

1.2 Motivation for subject  

Corporate restructuring is an area of corporate finance, which receives a high 

degree of media coverage and academic attention. Transactions usually affect 

a wide range of stakeholders including shareholders, employees, the local com-

munities and authorities. Initially, we considered analyzing value creation of 

corporate restructuring in a general perspective. However, we chose to investi-

gate spin-offs specifically, as spin-off transactions, unlike carve-outs and asset 

sales, do not involve any exchange of cash. Thus, spin-offs are not motivated by 

a company’s desire to generate an immediate cash inflow. This allows for a 

more straightforward examination of shareholder value creation. Furthermore, 

both the parent company and the spun off subsidiary trade as separate entities 

following the spin-off. This allows for a separate analysis of their respective 

performance. This would not be possible for asset sales and some of the other 

types of restructuring. The choice of analyzing European spin-offs was moti-

vated by the limited research of spin-offs in this area compared to the US, and 

because it represents our local geographical area. By examining the value 

creation of spin-offs in Europe, this thesis ultimately shed light on the topic 

from decision makers in European companies.  

 

1.3 Scientific research considerations 

The research approach applied in this thesis is deductive of nature. A deductive 

research approach uses theory and existing literature as the starting point to 

formulate research hypotheses, which is turn will be subject to empirical analy-
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ses. Thus, the deductive process is considered linear, starting with theory, fol-

lowed by hypotheses, data collection, analysis, results and finally conclusions 

regarding the hypotheses (Bryman and Bell, 2011).  

As empirical findings are not always absolute and thereby should be ques-

tioned, a discussion of the empirical methods applied as well as their limita-

tions will be provided. However, this will be done on a continuous basis as the 

methodologies are presented. Research is only reliable, if the findings are 

replicable for other academic researchers given the applied methods used to 

arrive at the results (Saunders et al., 2003). Overall, the applied methodologies 

and the data gathering process are described in detail to make the process as 

transparent as possible. Thus, the results should be replicable with limited 

deviations. However, subjectivity cannot be completely avoided. Specifically, 

the selection of the final sample and the determination of announcement dates 

of the spin-offs are subject to the judgement of the authors. In general, a lot of 

emphasis has been on making the analyses as transparent as possible. By 

making the data available and accessible to the assessors or other stakeholders, 

the research is much more transparent.   

This thesis is solely based on secondary data, ranging from academic literature 

to database extractions. Thus, the data sources used are significant to the 

quality of the findings. The raw data used in the thesis has been assessed in 

terms of reliability, choosing well-reputed data providers with substantial au-

thority and reliability such as Thomson Reuters. However, as some degree of 

human interaction is inevitable when making such databases, these sources 

are also subjects to potential biases. Although such biases could be interpreted 

as neglectable, the data used in the analyses have been controlled with scrutiny 

and common sense. This represents a dilemma, as adjustments of data would 

ultimately affect the replicability and hence reliability. Consequently, a mini-

mal degree of interaction and correction of data has been performed to persist 

the reliability of the documented findings presented in this thesis. 

 

1.4 Structure of the thesis  

• Chapter 2, Fundamentals of spin-offs, is intended to give the reader a theo-

retical foundation with respect to spin-offs. Firstly, the chapter gives an 

overview of corporate restructuring, and compares spin-offs to other types 
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of corporate restructuring. Secondly, the chapter will present various moti-

vations behind the decision to engage in spin-offs. These motives will play 

a significant role in the formation of hypotheses.                                                                         

• Chapter 3, Literature review, will give an overview of the existing empirical 

research on the value creation of spin-offs. The overview of existing re-

search will be presented for the announcement effect, long-term stock mar-

ket effect and operating changes, respectively. Both American and Euro-

pean studies will be included in the overview. However, the main focus will 

be on the classic contributions and those matching the characteristics of 

this thesis. 

• Chapter 4, Hypotheses, will present hypotheses about the overall value 

effects of spin-offs, as well as hypotheses about potential explanations of 

the value effects. The hypotheses have been formulated based on the theo-

ries and existing empirical research presented in the previous chapters, 

and will represent a focal point for the analysis. 

• Chapter 5, Methodology, describes the applied methodologies for the dif-

ferent pillars of the analysis. Firstly, the event study methodology will be 

described, including the relevant statistical tests and the applied normal 

return models. Secondly, the methodology for the long-run analysis of ab-

normal stock performance will be covered. Finally, the methodology for de-

tecting abnormal operating performance is described.  

• Chapter 6, Data, describes the data selection process. This includes a 

thorough description of the databases used and the applied criteria for 

firms to be included in the final sample. After describing the selection cri-

teria and how the final sample was chosen, a descriptive analysis of the 

sample firms will be performed. The descriptive analysis of the sample cen-

ters around geographical differences within the sample, as well as the de-

velopment in spin-off activity over time. 

• Chapter 7, Empirical findings, presents the results of the announcement 

analysis, long-term stock analysis and operating analysis, respectively. 

Furthermore, the findings of the various analyses will be compared, and 

potential interrelations between them will be analyzed. This includes an 

analysis of the relationship between the announcement effect and subse-

quent operating performance. 
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• Finally, chapter 8, Discussion and conclusions, will reflect on the findings 

of this thesis and assess the hypotheses. This includes a discussion of the 

caveats that should be considered when interpreting the findings, as well 

as suggestions for further research.  
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Chapter 2  

Fundamentals of spin-offs 
 

In this chapter, the fundamentals of spin-offs will be described. Since, the 

popular press often does not correctly differentiate between the different types 

of restructuring, this chapter starts by describing the distinctions between the 

various forms. After establishing the definition of spin-offs, possible moti-

vations behind the decision to engage in spin-offs will be described.  

 

2.1 Corporate restructuring 

Amongst other things, the responsibility of corporate managers includes 

monitoring, improving and, when needed, restructuring their businesses. The 

economic rationales behind restructurings are manifold. One of the first eco-

nomic rationales was developed by Coase (1937), who modelled the choice to 

contract within a firm or across a market as a function of transaction costs. 

Thus, this rationale states that restructurings will occur when change forces 

such as technology or increasing globalization alter the relative cost of market 

transactions vs. operating internally within a firm. Other rationales include 

operating and/or stock market underperformance, reversing previous mistakes, 

changing strategies and regulation (Weston, 2014).  

Whatever the rationale behind the decision to restructure is, managers need to 

decide the optimal type of restructuring for the given situation. In some cases, 

an internal restructuring of the organizational set-up might be optimal. An 

organizational restructuring does not affect the ownership structure, but is 

simply a reorganization of tasks and responsibilities within the firm1. In other 

situations, managers may decide to implement the restructuring through a 

change in ownership structure. The different types of restructuring are illu-

strated in Figure 1.      

                                                   
1 Organizational restructuring includes merging departments within the firm, breaking 

down the classical pyramid structure into a more horizonal organization and outsourcing 

specific processes to other firms allowing the firm to focus on its core business. 
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Figure 1: Various types of corporate restructuring     

 

Ownership restructuring can be conducted through private transactions or 

public transactions. Two common private transactions are asset sales and joint 

ventures. An asset sale is a transaction where a division, subsidiary, product 

line or other assets are sold directly to a third party. In an asset sale, the 

transferred assets are absorbed within the buying entity. Since the selling 

company receives cash in an asset sale, asset sales can be motivated by liquidity 

constraints or a desire to pay down debt (Desai and Jain, 1999). Thus, asset 

sales may be taken on without any efficiency motivations, but simply because 

it is the cheapest source of funds. Similarly, Jensen (1986) states that an asset 

sale may take place if a buyer is willing to pay a high price, either because the 

buyer can realize higher synergies or is willing to overpay for other reasons 

such as excess free cash. Within the term asset sale, several subcategories exist 

such as leveraged buy-out (LBO) and management buy-out (MBO). If a buyer 

can be considered the best owner of the asset and this best owner is not subject 

to financial constraints, private transactions can be preferable to public 

transactions from the seller’s perspective, as the seller can require a takeover 

premium based on the buyer’s estimated future synergies and improvement 

potential. A joint venture with a partner is an alternative option to asset sale. 

Rather than divesting an entire business unit, a joint venture can be estab-

lished with a partner firm. This type of restructuring has several advantages, 

such as knowledge sharing, diversification of risk and potential efficiency im-

provements (Weston, 2014). In some cases, a joint venture is a pre-stage to a 
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full asset sale or merger, as a joint venture minimizes asymmetric information 

by enabling the counterpart to gain more knowledge about the product and the 

joint venture partner.   

Public transactions are carried out through the stock market, and include 

various types of corporate restructurings such as carve-outs, split-offs, spin-offs 

and split-ups. An equity carve-out is defined as the sale of shares in a non-listed 

subsidiary to the market through an initial public offering (IPO). Hence, the 

transaction creates a new publicly traded company with complete or at least 

partial autonomy from the parent company. Like asset sales, carve-outs 

generate an immediate cash inflow for the parent company. Thus, the need for 

liquidity may be a motivation for undertaking a carve-out. In many cases, a 

smaller portion of the shares in a subsidiary are carved-out, whereas the 

remaining shares are kept by the parent company and potentially later spun-

off or sold. This shows that the various forms of restructurings should not 

necessarily be regarded as mutually exclusive, as they may sometimes be used 

in tandem or employed sequentially (Weston, 2014) 2.  

A split-off is transaction where existing shareholders are offered shares in a 

newly created company in exchange for shares in the existing one (the parent 

company). This type of restructuring is usually applied as the second step after 

a carve-out, but has also been used independently as a mean to take a private 

subsidiary public. A closely related public transaction is spin-offs. In academic 

literature, various definitions of spin-offs are used interchangeably. Ulti-

mately, a spin-off is a transaction where shares in a subsidiary are distributed 

to existing shareholders of the parent company on a pro rata basis (Ramu, 

1999). Thus, a spin-off can be considered as a stock dividend in a subsidiary. 

After the transaction, former shareholders of the parent company own shares 

in the parent company as well as the spun off subsidiary. Consequently, the 

portfolio decision about whether to remain invested in the subsidiary is left at 

the shareholders. Unlike carve-outs or asset sales, a spin-off does not involve 

exchange of any cash. Thus, spin-offs are not motivated by a desire to generate 

immediate cash (Desai and Jain, 1999).  Therefore, spin-offs are not a suitable 

restructuring method for firms in financial distress with the need of raising 

                                                   
2 A European example of this “two-step”-divestiture is Fiat Chrysler Automobiles’ divestiture 

of Ferrari. In October 2015, an equity stake of 10 pct. in Ferrari was carved-out. In January 

2016, Fiat Chrysler Automobiles announced that it had completed a spin-off of its remaining 

shares in Ferrari to its shareholders. 
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cash to mitigate bankruptcy. As opposed to the other types of corporate restruc-

turing, spin-offs alter the firm structure while keeping the ownership and 

capital base constant. Thus, any observed change in the value of the firm fol-

lowing the announcement should therefore be related to the isolated effects of 

the reorganization, making spin-offs highly interesting transactions to study. 

Another related public transaction is a split-up, which is often regarded as a 

variation of a spin-off. In a split-up, the parent company is broken up into seve-

ral spin-off firms and ceases to exist as an entity post-transaction. Thus, it has 

many similarities to spin-offs. The shareholders of the parent company receive 

shares in the respective subsidiaries, and thus, a split-up can be regarded as 

multiple simultaneous spin-offs. The main difference, however, is that the par-

ent company ceases to exist, when the spin-off transaction has been completed 

(Ramu, 1999). 

As described, the various forms of corporate restructuring have similarities and 

differences. All types of restructurings described partially or fully remove 

assets from the control of the parent company3. Carve-out, spin-offs, split-offs 

and split-ups create new corporate entities, where asset sales merely transfer 

assets to another already existing entity (Weston, 2014). The remaining part of 

the thesis will focus purely on spin-offs, even though most of the theory also 

holds for other types of restructuring.  

 

2.2 Motivations for conducting spin-offs  

The foundation of modern corporate finance theory was developed by Franco 

Modigliani and Merton Miller (1958, 1961) in their research papers on the 

irrelevance of capital structure and dividends. The essence of their research 

papers is that in a world with zero transaction and information costs, the value 

of a firm is independent of capital structure and dividend policy. Instead, the 

value is dependent upon the products and ideas offered by the firm. In the same 

way, the theory can be applied to corporate restructuring, including spin-offs. 

In a world with zero transaction and information costs, the structure of the firm 

is irrelevant. Thus, a manager cannot create value simply by arbitrarily split-

ting a firm into several pieces. In practice, however, factors such as transaction 

                                                   
3 Excluding organizational restructuring. 
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costs and information asymmetry play a significant role, and may represent 

potential openings for creating value through spin-offs (Weston, 2014). In this 

section, various potential motivations for conducting spin-offs will be described.  

 

2.2.1 Improve corporate focus 

Corporate refocusing is frequently cited as the main reason for corporate 

restructuring (Weston, 2014). Refocusing refers to the divestiture of business 

areas unrelated to the core area of the firm, and thus, it can be regarded as the 

opposite of diversification. During the 1950s and 1960s a lot of corporations 

made diversifying acquisitions, thus creating huge conglomerate firms. The 

general view was that conglomerates could operate unrelated businesses more 

efficiently than these businesses could individually. This could possibly be 

achieved by organizing an internal capital market with more efficient resource 

allocation than external markets (Lang and Stulz, 1994). In the late 1960s, the 

trend of diversifying acquisitions reached its peak, and the trend has since re-

versed. Consequently, there has since been a shift back towards specialization, 

that is, corporate refocusing (Berger and Ofek, 1995). 

One of the ideas behind corporate refocusing is to eliminate negative synergies 

related to operating in multiple industries. By conducting a spin-off, manage-

ment and staff of parent and spin-off firms can focus exclusively on their core 

business. Thus, spin-offs can be a beneficial mechanism to eliminate some of 

the disadvantages of operating as a diversified firm. Lang and Stulz (1994) 

argue that diversified firms invest too much in divisions with poor investment 

opportunities. According to Jensen (1986), corporate managers of firms with 

large free cash flows and unused borrowing capacity are more likely to invest 

in negative NPV projects. Thus, if a certain division of a diversified firm has 

access to more free cash flow than it would, if it operated as a stand-alone unit, 

Jensen (1986) predicts that it is more likely invest in negative NPV projects. 

Under these circumstances, the probability of management engaging in value 

destructive behavior, such as ‘empire building’, increases. 

However, it is argued that an optimal level of diversification does exist, as some 

benefits are associated with diversification. Benefits from diversification in-        

. 
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clude increased market power, efficient internal capital markets and increased 

debt capacity (Tübke, 2004).  

First, theory on market power describes how a well-diversified firm can use its 

size to compete. Cestone and Fumagalli (2001) describe the potential benefits 

of cross-subsidizing. A conglomerate firm can adopt a short-term loss-making 

pricing policy in one market where it competes, and finance this strategy with 

cash flows generated in other markets. Then as the competition decreases over 

time due to the competitors’ lacking ability to compete at the price level, the 

conglomerate firms can gradually switch back to a more monopolistic pricing 

policy and recover its losses. Barton (1988) explains the potential benefits of 

reciprocal buying4, which represent another way in which conglomerate firms 

might use their market power. Given the wide array of businesses a conglome-

rate consists of, it should be more able to enter into reciprocal buying agree-

ments than a more focused firm. By making purchases of one division in a con-

glomerate conditional upon the seller buying from some other division of the 

conglomerate, the conglomerate firm might be enabled to make sales that it 

could not otherwise make, or only could make at greater cost (Narver, 1965). 

Furthermore, firms can exercise anticompetitive behavior against current 

competitors in the market and potential entrants5. 

Secondly, diversified firms might benefit from more efficient internal capital 

markets. In perfect capital markets where information is freely available and 

transaction costs are low or non-existing, companies can raise capital for 

investment projects at their cost of capital. However, the presence of market 

imperfections advocates in favor of having an efficient internal capital market. 

Having an efficient internal capital market makes the firm less reliant on 

external financing for the funding of projects. The use of internal sources of 

financing can mitigate drawbacks of funding an investment project. Potential 

drawbacks include short-sightedness of external capital providers and un-

willingness to finance certain projects. As an internal capital market benefits 

                                                   
4 Reciprocal buying refers to an arrangement between two parties, where the terms seller 

and buyer are interchangeable, since the two parties have entered into an agreement to buy 

each other’s' goods. 

5 A well-diversified firm can potentially use its size to compete in the market using predatory 

pricing. Predatory pricing can be defined as cutting prices to such a low level that it provides 

a clear signal to potential entrants not to enter the market. Furthermore, it is a way to chase 

off current competitors (Saloner, 1987).  
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from the easily available relevant information, a more long-term view might be 

enabled regarding the attractiveness of a project (Hainz, 2006). Thus, having 

an efficient internal capital market can be particularly beneficial, when exter-

nal capital markets fail. Generally, monitoring investment projects internally 

might be less costly and more efficient than by external capital markets. 

Furthermore, the pecking order theory by Myers and Majluf (1984) states that 

internal financing is preferred to external sources of financing due to asym-

metric information. Ultimately, financial synergies of having an internal 

capital market may allow conglomerates to find attractive investment oppor-

tunities more cost effective than the external capital market (Sudarsanam, 

2003). 

Additionally, conglomerate firms may benefit from increased tax benefits due 

to increased debt capacity compared to more focused firms. According to 

Lewellen (1971), conglomerates can sustain substantially higher levels of debt 

as a result of corporate diversification6. By operating in different industries, 

diversified firms benefit from multiple revenue sources and have the possibility 

of adapting to unfavorable developments in certain industries by allocating less 

capital to these industries. Consequently, the overall earnings variability of the 

firm is reduced. The stability of earnings decreases the risk of default, making 

the firm more reliable in terms of servicing its debt obligations. In turn, the 

higher debt capacity increases the tax benefits from an increased interest tax 

shield available for the firm. Additionally, conglomerate firms might benefit 

from the ability to realize tax savings by offsetting losses in one segments 

against the profits in others (Berger and Ofek, 1995). 

Theoretically, it is a well-accepted proposition that there is a limit to how much 

a company can diversify. Ultimately, it is argued that corporate inefficiencies 

put a limit to how much a company can grow. In practice, the mentioned 

benefits of diversification, such as increased market power, efficient internal 

capital markets and increased debt capacity, may be more constrained than in 

theory. The benefits of increased market power may be limited by several 

factors. Firstly, to fully use the market power across markets, a firm must be 

sufficiently strong in the individual markets, otherwise the benefits of cross-

                                                   
6 Jain et al. (2000) provide strong empirical evidence that financial leverage increases for 

the combined firm following mergers as a result of increased debt capacity. Thus, diversifi-

cation can potentially have a positive effect on the debt capacity of the firm. 
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subsidizing are limited (Sudarsanam, 2003). Secondly, divisions operating in 

industries with many growth opportunities, thus having a sufficient amount of 

value creating projects, may suffer from operating under a conglomerate um-

brella and potentially financing waste and predatory pricing in other markets 

(Boutin et al. 2009).  

Regarding improvements in internal capital market as an argument for diversi-

fication, various drawbacks are present. Corporate policies and internal regu-

lation may distort the efficiency of the capital allocation, making the invest-

ment decisions subject to influential individuals of the organization (Cremers 

et al., 2009). As previously mentioned, Jensen (1986) implicitly argues that 

value destructive behavior, such as ‘empire building’, might be more prevalent 

in conglomerate firms than in more focused firms. This is in line with Bhide 

(1990), who argues that such problems are less pervasive in focused firms be-

cause of the greater transparency and internal monitoring. Furthermore, using 

improvements in internal capital markets as an argument for diversification 

might not be as valid as previously, since external capital markets are be-

coming more developed as a result of the increased amount of corporate dis-

closure and well-developed regulatory frameworks (Sudarsanam, 2003).  

The increase in debt capacity as a stand-alone argument for diversification is 

dubious. Diversification into unrelated industries with the sole intention of 

increasing the debt capacity and benefit from the increased tax shield is only 

value creating, if the tax benefits are larger than the potential operating 

inefficiencies related to diversification. Existing literature has identified 

several possible inefficiencies associated with diversification, which represent 

constraints to the size of an effective organization. Such inefficiencies include 

distorted information caused by excessive hierarchy as argued by Williamson 

(1967) and increased employee shirking as argued by Calvo and Wellisz (1978). 

Furthermore, Markides (1995) points to other types of inefficiencies that might 

arise from the natural limitations of management information-processing and 

the application of dominant logic by management of the parent firm to newly-

acquired businesses in unrelated industries. If the organization of the parent 

firm is rigid and characterized by high levels of bureaucracy, little space is left 

for the development of entrepreneurial activities. The lack of freedom within 

the organization might be a determinant for the decision to spin-off a certain 

subsidiary (Tübke, 2004).  
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Ultimately, although some benefits exist from diversification, the marginal 

benefits might diminish as the firm diversifies further away from its core 

business (Hammer and Stanton, 1999). Thus, there is a limit to how much a 

company can benefit from diversification. Spinning off unrelated businesses 

might remove negative synergies and allow the managers of the parent firm to 

focus on their core areas that they are best suited to manage. 

 

2.2.2 Increase transparency  

Corporate managers might engage in spin-offs, if they believe that the market 

undervalues the firm. Where refocusing is driven by the expectation of ef-

ficiency gains, this kind of spin-off is simply driven by the intention of unlocking 

value that already exists, but which the market does not recognize. By breaking 

up the firm, the information asymmetry in the market might be mitigated and 

the shareholders might perceive value more clearly. Krishnaswami et al. (1999) 

states that the sum of the separated entities may be greater than the market 

value of the combined firm, if the separation into several traded entities im-

proves the accuracy of the information processing regarding the individual 

divisions of the firm. Furthermore, Krishnaswami et al. (1999) find that firms 

engaging in spin-offs generally achieve improvements in transparency mea-

sured by analysts’ earnings forecast errors, the dispersion in analysts’ forecasts 

and other measure of information asymmetry, which is consistent with the view 

that a spin-off might increase transparency. 

Gilson et al. (1999) find that managers’ decision to break up conglomerate firms 

through stock break-ups, that is spin-offs or carve-outs, affect the types of ana-

lysts that cover their firms. Specifically, Gilson et al. (1999) find that coverage 

by analysts specialized in the subsidiary firms’ industries increase significantly 

after stock break-ups, and thus, increasing the forecast accuracy for parent and 

subsidiary firms. The improvement in forecast accuracy can also partially be 

explained by expanded disclosure. However, forecast improvements for special-

ists exceed those for non-specialists, which indirectly shows, that corporate 

break-ups can facilitate improved capital market intermediation by financial 

analysts with industry expertise. Thus, the creation of pure play companies im-

proves the ability of industry specialists to utilize their expertise in forecasting 

operating performance.  
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The lack of transparency is most significant in conglomerate firms consisting 

of multiple unrelated businesses. In conglomerates, it is often difficult to esti-

mate each division’s profitability and operating efficiency, since the perfor-

mance of the individual division typically needs to be derived from consolidated 

financial statements. Even if the firm chooses to disclose information about the 

individual divisions, it is not necessarily credible, since the firm has flexibility 

in the allocation of shared costs across the divisions. Because of the market’s 

presumed inability to evaluate conglomerates, they are often said to trade at a 

so-called ‘conglomerate discount’ (Krishnaswami et al., 1999). Conglomerate 

discount refers to the phenomenon that conglomerate firms engaged in multiple 

unrelated business segments tend to trade at a price below the combined value 

of its separate entities7. 

Nanda and Narayanan (1998) argue that an undervalued firm in need of 

external financing will circumvent to raise capital through an equity issue. 

Under these circumstances, managers might use spin-offs as an instrument to 

increase the transparency of the firm, such that the share price will move 

towards a fair level. As stated above, shareholders might perceive value more 

clearly following a spin-off. When the share price approaches fair value, the 

firm will consider issuing equity to raise capital. Ultimately, it can be inferred 

that a spin-off might be a beneficial restructuring method, when the firm is 

undervalued. 

  

2.2.3 Increase managerial incentives  

A spin-off can be motivated by the objective of achieving efficiency improve-

ments through the design of new incentive contracts for divisional managers, 

and thus minimizing agency costs. As described in the classic article by Fama 

and Jensen (1983), agency conflicts may arise as a direct consequence of the 

separation of decision making and risk. The owners (principals) hire manage-

ment (agents) to manage the company, and this delegation of decision-making 

responsibility to management has a potential impact on the wealth of the 

                                                   
7 Berger and Ofek (1995) find that corporate diversification reduces firm value compared to 

the estimated value of the individual segments within the firm, if they were operated as 

separate firms. Furthermore, they document a lower operating profitability for diversified 

firms than single-line businesses.  
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owners. Agency issues arise as a result of the agents being rational, selfish and 

opportunistic in their decision-making authority and therefore seek to maxi-

mize their individual benefit, which may result in their own interests being 

promoted at the expense of the interests of the principals. Thus, shareholders 

seek to ensure that management work in accordance with their interests. If 

management's interests are consistent with the shareholders’, there is no need 

for monitoring the management (Thomsen, 2012).  

In practice, it is necessary for shareholders to monitor management and design 

compensation packages that align the interests of owners and managers. Spin-

offs enable the configuration of contracts that ties the compensation for man-

agers of the subsidiary to the subsidiary’s stock market performance (Schipper 

and Smith, 1983). The design of incentive contracts based on stock market per-

formance might ensure increased congruence between value creating perfor-

mance and compensation8. Corporate finance theory states that changes in the 

price of a firm’s stock usually reflects the best estimate of value creation. Thus, 

a stock-based compensation package might align the interests of management 

and shareholders. In diversified firms, it is difficult to incentivize divisional 

managers based on stock price, since it represents a noisy signal of the market’s 

evaluation of any single divisional manager’s productivity (Aron, 1991)9. 

Schipper and Smith (1983) were the first to explicitly suggest that spin-offs 

may enable shareholders to better monitor managers and reduce agency costs. 

Reducing the size and variety of the assets under a single management may 

improve the allocation of resources, including the management’s time. Dimini-

shing returns to management may arise as the amount and diversity of trans-

actions within the firm expands. Thus, as the complexity within the firm 

increases, the increasing cost of decision management and decision control may 

offset any economic of scale effects in the production. In this context, decision 

management refers to the initiation and implementation of decisions, whereas 

decision control refers to the monitoring of decisions. Diseconomies of decision 

control may arise from the cost of evaluating and rewarding management as 

                                                   
8 Seward and Walsh (1996) studied 78 spin-offs, and found that after spin-off transactions, 

the compensation of the subsidiary’s CEO is typically performance-contingent. 

9 In diversified firms, alternative measures of performance, such as accounting-based 

measures (e.g. ROIC and EVA), would be more fitting measures of the divisional manager’s 

performance than the stock price of the whole firm (Aron, 1991).  
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well as the residual loss from managerial shirking. In this situation, a spin-off 

may create value, if the transaction decreases the complexity of the organi-

zation and simplify the monitoring and rewarding of management (Schipper 

and Smith, 1983).  

In addition to the benefits associated with the design of stock-based compen-

sation contracts, spin-offs might also have indirect effects on the incentives of 

managers in the spun off subsidiaries, as the subsidiaries become more vulne-

rable to take-overs10. Shares in public firms are tradable, which essentially 

means that the control of a subsidiary becomes tradable following a spin-off. 

Following the transaction, managers have less room for slack and are under 

pressure to perform, otherwise their firm can possibly become a take-over 

target, which in all likelihood will result in them getting dismissed (Jensen and 

Ruback, 1983). Chemmanur and Yan (2004) have developed a framework 

consistent with recent empirical evidence, illustrating that spin-offs increase 

the probability of a hostile takeover. Furthermore, they find that spin-offs can 

potentially enhance firm performance by stimulating the discipline of the man-

agement in the presence of such a threat of take-over. The increased chance of 

loss of control following the spin-off may motivate the management to work 

harder. 

 

2.2.4 Establish a take-over defense 

Firms can use spin-offs as a defense mechanism against hostile take-overs. In 

an active market for corporate control, the threat of a hostile take-over can put 

pressure on a firm’s decision to restructure through spin-offs or similar trans-

actions. If a company holds a business unit that makes up a large part of its 

total business, and this unit is worth more on a stand-alone basis or as part of 

another company, this creates a risk for a hostile take-over of the entire cor-

poration. In this situation, the firm may complete a spin-off to mitigate the risk 

of a hostile take-over of the entire corporation (Sullivan & Cromwell, 2010). 

In recent years, activist investors have increasingly focused on promoting the 

transparency in bigger firms, such that the individual business units can be 

                                                   
10 Prior to the transaction, the threat of take-over existed as well, but was far less prevalent. 

If the parent company was unwilling to sell the subsidiary, a potential buyer would have to 

acquire the entire company to gain control of the subsidiary. 
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valued more correctly by the market. Thus, firms are experiencing an in-

creasing pressure from activist investors to spin off certain business units. 

According to a JPMorgan study from 2015, corporate clarity campaigns with 

the intention of breaking up firms through spin-offs represent the fastest 

growing type of shareholder activism in the US. Similarly, in Europe multiple 

cases of activist pressure have risen in recent years11. Activist investors can 

affect the operations in firms in multiple ways, such as proxy fights and direct 

negotiations. Typically, the last resort for activist investors is to buy the entire 

corporation, and then afterwards complete the restructuring themselves. If the 

parent firm chooses to spin off the business unit, the firm can avoid a hostile 

take-over of the entire corporation and adverse media attention.  

 

2.2.5 Regulation  

Regulation represent a potential motive for firms to engage in spin-offs, as spin-

offs can be a mean to avoid regulations imposed on a company-wide basis or 

avoid violating antitrust laws. Regulated subsidiaries may bring the parent 

firm under their regulatory umbrella, which restrains the parent in its opera-

tions (Krishnaswami et. al., 1999). By separating a regulated subsidiary from 

the parent through a spin-off transaction, these external constraints are elimi-

nated, which in turn may be source of gains for the shareholders. Thus, firms 

may voluntarily engage in spin-offs to mitigate regulatory disadvantages of 

operating as a single entity. In an American study conducted by Hite and Owers 

(1983) on the explicitly stated motives for firms engaging in spin-offs, regula-

tory difficulties was a frequent motivation for separating the operations of par-

ent and subsidiary. As an example, Hite and Owers (1983) mentions a financial 

holding company claiming it was being hamstrung by the banking authorities 

because its ownership of a subsidiary bank brought its entire operations under 

the watchful eye of the regulators.  

In other cases, spin-offs may be an involuntary move forced on the firm due to 

regulatory circumstances. Under these circumstances, the spin-off transaction 

is not driven by value-increasing motives, but rather an action imposed by regu-

                                                   
11 Recently, Cevian, the biggest activist hedge fund in Europe, has been pushing Swiss-

Swedish engineering giant ABB to spin off its power grid equipment division from its robotics 

and other operations. 
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latory instances. Volvo AB’s spin-off of Ainacs represents a European example 

of a spin-off conducted due to regulation. 
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Chapter 3  

Literature review 
 

This chapter will give a general overview of the academic research on the value 

creation of spin-offs and establish the empirical ground base for further 

discussion and formation of hypotheses. Selected academic contributions will 

be highlighted, particularly those related to European spin-offs. First, empiri-

cal research on the abnormal returns around the announcement date will be 

presented. Secondly, the empirical findings of long-run abnormal returns will 

be described. Finally, studies on abnormal operating performance will be cov-

ered. 

 

3.1 Studies on the announcement effect 

The academic contributions on the announcement effect have historically been 

concentrated around spin-off transactions in the United States, especially up 

until the millennium. Only a handful academic papers have focused solely on 

European spin-offs. Evidently, the longer history and higher frequency of spin-

offs in the United States compared to Europe plays a major role in this distri-

bution (Kirchmaier, 2003). 

Table 1 - Academic research on the announcement effect 

Author Year Area Period Sample size 
Event 

window 

ACAR 

(%) 

Miles and Rosenfeld 1983 USA 1963-1980 55 [0,1] 3.34*** 

Schipper and Smith 1983 USA 1963-1981 93 [-1,0] 2.84*** 

Hite and Owers 1983 USA 1963-1981 123 [-1,0] 3.3*** 

Allen et al.  1995 USA 1962-1991 94 [-1,0] 2.15*** 

Seward and Walsh  1996 USA 1972-1987 78 [-1,0] 2.6*** 

Daley et al.  1997 USA 1975-1991 85 [-1,0] 3.4*** 

Desai and Jain 1999 USA 1975-1991 144 [-1,1] 3.84*** 

Krishnaswami and 

Subramaniam 
1999 USA 1978-1993 118 

[-1,1] 
3.28*** 

Mulherin and Boone 2000 USA 1990-1999 106 [-1,1] 4.51*** 

Kirchmaier 2003 EU 1989-1999 48 [-1,1] 5.4*** 

Veld and Veld-Merkoulova 2004 EU 1987-2000 156 [-1,1] 2.62*** 

Qian and Sudarsanam 2007 EU 1987-2005 157 [-1,1] 4.82*** 

Chemmanur et al. 2010 INT 1990-2000 139 [-1,1] 2.19*** 

Jain et al. 2011 USA 1986-2005 46 [-1,1] 4.86*** 

Presentation of the average cumulative abnormal stock returns (ACARs) related to the spin-off 

announcement. USA: United States transactions, EU: European transactions and INT: international 

transactions. Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 
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The announcement effect is the most well-documented wealth effect of 

corporate spin-offs in academic literature. As evident from Table 1, academic 

researchers generally find a significant short-term wealth effect of spin-offs. 

The classical US papers of Hite and Owers (1983), Miles and Rosenfeld (1983), 

and Schipper and Smith (1983) were the first academic contributions to 

examine the value creation of spin-offs, all documenting significant abnormal 

returns around the spin-off announcement. Furthermore, Schipper and Smith 

(1983) find an average abnormal return of 5.1% for focus-increasing spin-offs 

compared to 2.3% for the non-focus-increasing spin-offs. Additionally, both 

Miles and Rosenfeld (1983) and Hite and Owers (1983) find that the announce-

ment effects is larger when the size of the spun-off company is bigger relative 

to the size of the parent company.  

More recent US studies from Krishnaswami and Subramaniam (1999) and 

Desai and Jain (1999) both document positive abnormal returns of 3.28 pct. and 

3.84 pct., respectively. However, the two studies investigate different sources 

value creation. Krishnaswami and Subramaniam (1999) investigate whether 

the abnormal returns around the announcement date are positively related to 

degree of information asymmetry12. They document that the top quartile 

information-asymmetry-reducing spin-offs (4.11 pct.) results in significantly 

higher abnormal returns than the bottom quartile (2.28 pct.). Furthermore, 

Krishnaswami and Subramaniam (1999) investigate, whether taxable spin-offs 

in the US experience lower abnormal returns than non-taxable spin-offs, which 

was found to be the case. On the other hand, Desai and Jain (1999) investigate 

whether firms engaged in focus-increasing spin-offs experience higher abnor-

mal returns than firms engaged in non-focus-increasing spin-offs. They find a 

positive relationship between stock market performance and improvement of 

corporate focus across all types of measurement13, where a statistically signifi-

cant difference in abnormal returns between focus and non-focus spin-offs was 

documented. The study of Boone et al. (2000) find that the results for related 

and unrelated spin-offs are not robust over time. Specifically, they investigate 

                                                   
12 Krishnaswami and Subramaniam (1999) based their analysis on different measures of 

information asymmetry related to the forecast error of analyst estimates prior to the spin-

off announcement.   

13 Desai and Jain (1999) used three different measures to classify a spin-off as being focus-

increasing, namely a Herfindahl index of each segment's revenue as a proportion of total 

revenue, the development in the number of segments reported by the firm and lastly a 
classification based on two-digit SIC codes. 
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the period 1985 to 1990 and 1991 to 1996, where a significant focus effect is 

detected for the former period, while the effect is insignificant for the latter 

period. 

The most important contributions of academic research regarding the value 

creation of European spin-offs are the papers by Kirchmaier (2003) and Veld 

and Veld-Merkoulova (2004). Kirchmaier (2003) find significant overall an-

nouncement effects across the examined event windows when analyzing a 

sample of 48 European spin-offs conducted in the period from 1989 to 1999. 

Veld and Veld-Merkoulova (2004) investigate a sample of 156 spin-offs from 15 

different European countries that were announced between January 1987 and 

September 2000, finding a significant cumulative average abnormal return of 

2.62 pct. over a 3-day event window. In a cross-sectional analysis, they show 

that companies that increase their industrial focus experience higher abnormal 

returns around the announcement date than firms that do not increase their 

industrial focus14. The difference between the two samples is 2.80 pct., and 

significant at 5 pct.  Veld and Veld-Merkoulova (2004) find no significant effect 

of information asymmetry measured by the normalized standard deviation of 

analyst forecasts on the abnormal returns. Additionally, they investigate the 

effect of shareholder protection on the abnormal returns, but find no significant 

relationship. Specifically, they investigate whether the Anti-Director Rights 

index developed by La Porta (1998) has any explanatory power related to 

abnormal returns. Furthermore, Veld and Veld-Merkoulova (2004) document 

that the relative size of the subsidiary relative to parent firm has a positive 

impact on abnormal returns.  

Since the first research on the topic, almost all studies find that the announce-

ments of spin-offs are associated with value creation. Thus, the market can 

generally be said to react positively to the announcement of a spin-off, with this 

reaction being statistically significant. Furthermore, academic studies of 

European transactions generally find equivalent results to both the initial and 

the following US-focused research. The effect of information asymmetry, 

however, was found to be insignificant in the selected European studies, where-

as American researchers such as Krishnaswami and Subramaniam (1999) find 

a significantly positive effect. Regarding the effect of the taxation status of the 

                                                   
14 Veld and Veld-Merkoulova defines a spin-off as being focus-increasing, if the first two-

digit SIC code differ for parent and subsidiary. 
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spin-off on the announcement effect, no European research has been conducted, 

which might be explained by the fact that spin-offs generally are non-taxable 

in Europe. Furthermore, for the few transactions that are taxable, the tax 

status is unknown at the time of the announcement of spin-offs in France and 

Germany (Veld and Veld-Merkoulova, 2008). Hence, the announcement effect 

does not capture the implications related to taxation for German and French 

spin-offs. 

 

3.2 Studies on long-term stock performance 

Academic research on the long-run performance of spin-offs conducted in 

Europe as well as globally has historically been fairly limited. Generally, the 

academic focus has mostly been concentrated around studying the announce-

ment effect rather than the long-run stock performance. This can simply be 

grounded in the academic foundation of the efficient market hypothesis, 

dictating that share prices fully reflect all available information, mitigating the 

possibility of any significant long-term abnormal returns. Alternatively, the 

absent research on long-run stock performance might result from the metho-

dological difficulties and toilsome nature of performing such studies. The iso-

lation of the long-term effects of spin-offs can prove problematic at best, as 

several issues not related to the spin-offs may influence the results. Further-

more, the choice of methodology has a big impact on the findings of long-term 

abnormal stock performance, hence potential differences across studies may 

simply represent differences in the applied methodologies (Fama, 1998; Barber 

and Lyon, 1997). 

A number of US studies find long-run abnormal performance of firms engaging 

in spin-offs. Desai and Jain (1999) and Cusatis et al. (1993) find that parents, 

subsidiaries and the proforma combined entities, involved in spin-offs, 

outperform their benchmarks15. Additionally, Desai and Jain (1999) examine 

whether firms engaging in focus-increasing spin-offs experience higher long-

run abnormal returns. For a sample consisting of 111 focus-increasing spin-offs 

and 44 non-focus-increasing spin-offs, they find that focus-increasing spin-offs 

generate 12 pct., 29 pct. and 47 pct. higher abnormal returns than non-focus-

                                                   
15 Both Desai and Jain (1999) and Cusatis et al. (1993) benchmark long-run returns against 

size and industry-based control firms.  
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increasing spin-offs over the first 12, 24 and 36 months, respectively. Cusatis 

et al. (1993) partially attributes the documented positive long-run abnormal 

returns of spin-offs and parents to increased take-over activity. By engaging in 

a spin-off, and splitting the firm into multiple separately publicly traded 

entities, potential bidders avoid the expense of taking over the combined entity. 

Thus, the documented abnormal returns are highly affected by the high degree 

of post-transaction take-over activity and the related take-over premiums. The 

high degree of take-over activity indicates that spin-offs create value by pro-

viding an efficient method of transferring control of corporate assets to firms 

which are able to create more value. 

Table 2 - Academic research on long-term abnormal stock performance 

      ABHAR 

Author Year Area Period Sample size Entity [0;12] [0;24] 

Desai and Jain 1999 USA 1975-1991 155 Combined 7.7% 12.7% 

    155 Parent 6.5% 10.6% 

    155 Spin-off 15.7%*** 36.2%*** 

Cusatis et al. 1993 USA 1965-1990 141 Combined 4.7%** 26.2%* 

    141 Parent 12.5%** 26.7%** 

    141 Spin-off 4.5% 25.0%** 

Kirchmaier 2003 EU 1989–1999 29 Combined 2.6% -0.3% 

    34 Parent -0.3% -4.6% 

    29 Spin-off 4.6% -0.6% 

Veld and Veld-Merkoulova 2004 EU 1987–2000 61 Combined -2.3% 4.2% 

    105 Parent -0.7% 6.5% 

    70 Spin-off 12.6% 13.7% 

        

Presentation of the average abnormal buy-and-hold returns (ABHAR) in the years following spin-offs. Asterisks indicate 

significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level 

According to the efficient market hypothesis, the positive effects of a spin-off 

should be entirely reflected in the returns around the announcement date. 

However, the findings of long-term abnormal performance following US spin-

offs indicate that the wealth creation of spin-offs is not fully captured by the 

announcement effect. Fama (1998) argues that the documentation of signi-

ficant long-run abnormal stock returns receive attention both in academic lite-

rature and the popular press due to their appeal to investors. Consequently, 

Fama (1998) and Lyon et al. (1999) argue that it is useful to study such ano-

malies out-of-sample. In this context, an interesting study was performed by 

McConnell et al. (2001), who replicated the analysis of Cusatis et al. (1993). 

They investigated whether a trading strategy of buying firms involved in spin-

offs in the seven years following the completion of the analysis by Cusatis et al. 

would have earned abnormal returns. They chose to investigate this period, 

since it does not overlap with the period examined by Cusatis et al. By com-
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paring returns against three benchmarks based on (1) size and industry, (2) 

size and book-to-market and (3) Fama-French three-factor model, they find 

long-run abnormal returns to be insignificant. Furthermore, McConnell et. al. 

(2001) find that the result is highly affected by extreme positive outliers. In 

conclusion, they interpret the results as indications of a lack of robustness in 

the findings of evidence against the efficient market hypothesis related to the 

long-term abnormal returns following spin-offs.  

The first academic investigation of the long-term stock performance of Euro-

pean spin-offs was published by Thomas Kirchmaier in 2003. From the sample 

consisting of 48 spin-offs from 1989 to 1999, the study finds insignificant long-

term abnormal stock returns for both spin-off and parent firms. Furthermore, 

Kirchmaier concluded that take-over activity does not have any impact on long-

term abnormal performance. Similar to the study by Kirchmaier, Veld and 

Veld-Merkoulova (2004) document insignificant long-run abnormal returns for 

parents, spin-offs and the combined firms. This result suggests that, unlike US 

spin-offs, European spin-offs are not associated with long-term abnormal re-

turns. Furthermore, Veld and Veld-Merkoulova (2004) find no evidence that 

industrial focus, relative size or the level of asymmetric information have any 

significant effect on long-run abnormal returns.  

Ultimately, European studies document no significant long-term effect fol-

lowing spin-offs, which contradicts the findings from US studies by Desai and 

Jain (1999) and Cusatis et al. (1993). Furthermore, European research docu-

ments no significant cross-sectional differences. 

 

3.3 Studies on operating performance 

Currently, there is no empirical evidence on the operating performance fol-

lowing European spin-offs. This might be due to the difficulties associated with 

measuring operating performance across countries within Europe. Historically, 

the accounting principles in European countries have been less harmonized 

than in the US, creating difficulties when analyzing operating performance 

across borders. However, the accounting principles applied across Europe have 

been increasingly aligned over the years. As an example of the increasing har-

monization in Europe, International Financial Reporting Standards (IFRS) has 

applied for the consolidated financial statements of all listed companies in the 
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EU since January 1, 2005. Despite the lack of academic studies focusing on the 

operating performance of European spin-offs, a few studies investigating ope-

rating performance following American spin-offs exist. Consequently, this 

section will present the findings of American research on operating perfor-

mance following spin-offs, even though these findings might not be perfectly 

comparable to Europe. 

Existing academic research find ambiguous results regarding the operating 

performance following spin-offs. Woo et al. (1992) examine the post-spin-off 

performance of 51 independent subsidiary firms in the period from 1972 to 

1986. Different performance measures were used to investigate changes in 

operating performance including return on assets (ROA), market-to-book ratios 

(M/B) and inflation-adjusted sales growth (g). Their analysis finds no change in 

operating performance, except for the decline in profitability measured by re-

turn on assets (ROA). Furthermore, the effect of spin-offs motivated by in-

creasing corporate focus was examined, finding that the subsidiaries of focus-

increasing spin-offs reported deteriorating operating performance. 

Daley et al. (1997) examined changes in adjusted ROA16 for firms engaging in 

spin-offs. Their sample consists of 85 spin-offs, where 60 are focus-increasing 

and the remaining 25 are non-focus-increasing. They document that the 

median parent firm engaged in a focus-increasing spin-off experiences a signifi-

cant improvement in operating performance in the first year following the spin-

off, and an insignificant positive improvement in the second year. On the other 

hand, the median parent firm engaged in a non-focus-increasing spin-off 

experiences an insignificant change in operating performance. Thus, focus-

increasing spin-offs perform better, which is consistent with the idea that spin-

ning off unrelated businesses might remove negative synergies and allow the 

managers of the parent firm to focus on their core areas that they are best 

suited to manage. Additionally, Daley et al. (1997) find that the spun off sub-

sidiaries experience no significant operating improvement following the spin-

off.  

Similar to Daley et al. (1997), Desai and Jain (1999) find that the change in 

operating performance is positively associated with the change in focus. Conse-

quently, although the procedure applied to identify control firms differ, the 

                                                   
16 ROA has been adjusted based on the performance of identified control firms. 
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results of Desai and Jain (1997) are line to those documented by Daley et al. 

(1997). In addition to the focus effect, Desai and Jain find that firms are likely 

to conduct spin-offs in order to separate underperforming subsidiaries from the 

parent firms.  
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Chapter 4  

Hypotheses 
 

Ultimately, the objective of this thesis is to investigate the dual research 

question: Do European companies create shareholder value by conducting spin- 

offs, and if so, which factors explain this value creation? To answer this research 

question, multiple hypotheses have been formulated based on the theoretical 

knowledge base established in chapter 2 and the existing empirical research as 

described in chapter 3. Table 3 presents the hypotheses on the overall value 

effects of spin-offs and the potential sources of value creation.  

Table 3 - Overview of hypotheses 

Category Hypotheses 
  

H1: Overall effect H1a: Spin-off announcements result in positive abnormal returns to 

the shareholders of the parent firms 

 H1b: The long-run abnormal stock returns for the pro-forma 

combined firms are insignificantly different from zero 

 

 H1c: The operating performance of the parent firms improve follow-

ing the completion of spin-offs 

H2: Information asymmetry H2a: Tobin’s Q has a negative impact on the abnormal announce-

ment returns 

 H2b: Idiosyncratic volatility has a positive impact on the abnormal 

announcement returns 

H3: Industrial focus 

 

 

H3a: Industrial focus has a positive impact on the abnormal returns 

around the announcement date  

 H3b: Industrial focus has a positive impact on the operating perfor-

mance of parent firms 

H4: Relative size 

 

H4: The relative size of spin-off firms compared to the parent firms 

has a positive influence on the abnormal returns around the an-

nouncement date 

H5: Shareholder protection H5: Parent firms from common law countries involved in spin-offs 

experience lower abnormal returns around the announcement date 

than parent firms from civil law countries 

 

4.1 H1: Overall effect 

The overall value effect of spin-off transactions is analyzed on multiple para-
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meters. Rather than simply analyzing the announcement effect (H1a), and 

derive conclusions based solely on this, this thesis also analyzes long-term stock 

performance (H1b) and operating performance (H1c) of the involved companies. 

As explained in chapter 3, extensive research has been made on the announce-

ment effect of spin-offs with broad consensus on a positive announcement effect. 

The research on long-term stock effects and operational effects is more am-

biguous. This thesis differentiates itself from most other studies by investi-

gating value creation on all three parameters. 

H1a: Spin-off announcements result in positive abnormal returns to the 

shareholders of the parent company 

H1a is consistent with the theoretical motivations previously described and the 

general consensus in the empirical research. As described in chapter 3, there is 

broad consensus about a significant announcement effect. In complete and per-

fect capital markets, a spin-off announcement should not alter firm value un-

less investors expect the spin-off to increase future cash flows. Such an increase 

could come from the elimination of negative synergies. For example, insofar as 

management is unable to replicate the role of financial markets, capital may be 

misallocated and a spin-off, by improving investment decisions, may increase 

firm value. Moreover, even when there are no cash-flow benefits from a spin-

off, market incompleteness could still enable a spin-off to enhance firm value 

(Miles and Rosenfeld, 1983). 

H1b: The long-run abnormal stock returns for the pro-forma combined 

firms are insignificantly different from zero 

The second hypothesis, H1b, is derived from the efficient market hypothesis 

(EMH). According to the EMH, the positive effects of a spin-off should be incor-

porated entirely in the initial announcement returns. The result of Veld and 

Veld-Merkoulova (2004) support this hypothesis. Moreover, the fact that some 

US studies (e.g. Cusatis et al., 1993) find opposite results, increases the rele-

vance of testing this hypothesis. 

H1c: The operating performance of the parent firms improve following 

the completion of spin-offs 

H1c is consistent with the idea that spin-offs improve operating performance 

by mitigating operational inefficiencies. H1c is closely related to H1a. H1a 

states that value is created through spin-offs, and H1c states that part of this 
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value is created through improved operating performance. Operating improve-

ments can be manifested through key measures such as improved profitability, 

higher earning and increased revenue growth. According to Schipper and Smith 

(1983), there might be diseconomies of scale by combining assets, such as in-

compatible IT systems or corporate cultures, in one firm. After the separation, 

management and staff of parent and spin-off firms can focus exclusively on 

their core business. Typically, multi-segmented firms are characterized by a 

high degree of bureaucracy, which can lead to serious internal conflicts. These 

internal conflicts can range from issues regarding the strategic direction to 

more personal issues. A spin-off can help to resolve these internal conflicts, and 

thereby lead to efficiency improvements (Tübke, 2004). Thus, a positive ope-

rating effect is expected from completing a spin-off transaction. 

 

4.2 H2: Information asymmetry 

Generally, firms characterized as having high information asymmetry are 

expected to generate more value by conducting spin-offs than firms with lower 

degrees of information asymmetry. To quantify the level of asymmetric infor-

mation, two proxy measures are used, namely Tobin’s Q and residual standard 

deviation. These two measures will be tested in hypotheses H2a and H2b, 

respectively. 

H2a: Tobin’s Q has a negative impact on the abnormal announcement 

returns 

The intuition behind H2a is that firms with low Q-values may be undervalued. 

Tobin’s Q is calculated as the market value of a company divided by the replace-

ment costs of its assets. Thus, it is a measure of the market value of the firm 

compared to the costs of replacing its physical assets. Since the replacement 

costs of total assets is difficult to estimate, book value of total assets is typically 

used as a proxy. As one of the main reasons for conducting spin-offs is to in-

crease the transparency of the firm, it can be argued that some of the parent 

firms conducting spin-offs trade at a lower value, and thereby lower Tobin’s Q, 

than what management believes to be fair value. This may be the case for con-

glomerate firms, where investors have difficulties perceiving the value of the 

firm and the different businesses it consists of. The tendency of conglomerate 

firms to be undervalued commonly goes under the term conglomerate dis-
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count17. It is assumed that the severity of the undervaluation is inversely 

related to Tobin’s Q. However, low Tobin’s Q might also reflect firm character-

istics other than undervaluation, such as limited growth prospects and invest-

ment opportunities. Thus, it is not a perfect measure of information asym-

metry.  

H2b: Idiosyncratic volatility has a positive impact on the abnormal 

announcement returns 

H2b investigates an alternative measure of asymmetric information to Tobin’s 

Q by testing the impact of idiosyncratic volatility on the firm’s abnormal re-

turns. Idiosyncratic volatility is a measure of the price variability that cannot 

be explained by systematic factors. Equivalently, idiosyncratic volatility is a 

measure of the price variability due to firm specific information. In this thesis, 

residual standard deviation of market model adjusted daily stock returns for 

parent firms will be used as a proxy for idiosyncratic volatility. As opposed to 

the Tobin’s Q measure of asymmetric information, a high residual standard 

deviation represents a high degree of asymmetric information. 

 

4.3 H3: Industrial focus 

Corporate refocusing is frequently cited as the main reason for corporate re-

structuring. One of the ideas behind corporate refocusing is to eliminate poten-

tial dissynergies of operating in multiple industries. Focused firms are typically 

also more flexible and able to react quicker to a changing environment.  

H3a: Industrial focus has a positive impact on the abnormal returns 

around the announcement date 

H3a is consistent with the theoretical arguments as well as the empirical 

research presented in the previous chapters. In empirical research, trans-

actions are generally defined as focus-increasing, if the parent firm has a dif-

ferent two-digit Standard Industry Classification (SIC) code than the spun off 

                                                   
17 The tendency of conglomerate firms to trade at low Tobin’s Q was investigated by Lang 

and Stulz (1994), who found a direct relationship between q-ratios and diversification. In 

their paper, they find that highly diversified firms have significantly lower average and 

median q-ratios than single-segment firms. Furthermore, their sample illustrates an inte-

resting feature, where highly diversified firms have mean and median q-ratios below the 

sample mean and median in each of the investigated years. This supports H2a. 
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subsidiary. A number of US studies find that the announcement effect is larger 

for focus-increasing spin-offs than for non-focus-increasing spin-offs (Daley et. 

al., 1997; Desai and Jain, 1999; Krishnaswami and Subramaniam, 1999). Simi-

lar results are found for European spin-offs (Veld and Veld-Merkoulova, 2004). 

Thus, it is to be expected that parent firms involved in focus-increasing trans-

actions experience higher abnormal returns around the announcement date 

than parent firm involved in non-focus-increasing transactions18.  

H3b: Industrial focus has a positive impact on the operating perfor-

mance of parent firms 

H3b is formulated based on the assumption that transactions that increases 

the industrial focus are likely to eliminate potential dissynergies of operating 

in multiple industries. Thus, focus-increasing spin-offs are expected to cause 

operating improvements. Conversely, non-focus-increasing spin-offs are ex-

pected to have less of an effect on operating performance, as these transactions 

are not motivated by increasing the industrial focus of the firm, but are more 

likely motivated by increasing the transparency. Transactions motivated by 

increasing the transparency of the firm are not driven by achieving operating 

improvements. Instead these transactions are driven by unlocking value that 

already exists, but which the market does not recognize. Hence, the operating 

effect is expected to be largest for spin-off transactions that increases the indus-

trial focus. Empirical evidence strengthens this argument, as Daley et. al. 

(1997) and Desai and Jain (1999) find that the operating performance of firms 

resulting from focus-increasing spin-offs is better than for firms resulting from 

non-focus-increasing spin-offs.  However, as previously stated, all the empirical 

evidence on operating performance is based on the US market. Hence, there 

are no direct comparisons. 

 

4.4 H4: Relative size 

A number of studies find that the announcement effects is larger when the size 

of the spin-off firm is bigger relative to the size of the parent (Miles and Rosen-

                                                   
18 Hite and Owers (1983) investigated the explicitly stated motivations behind the spin-off 

transactions in their sample, and find that firms explicitly stating improvement in focus as 

their motivation for engaging in spin-offs, achieve the highest abnormal announcement re-

turns. 
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feld, 1983; Hite and Owers, 1983; Krishnaswami and Subramaniam, 1999; Veld 

and Veld-Merkoulova, 2004).  

H4: The relative size of spin-off firms compared to the parent firms has 

a positive influence on the abnormal returns around the announcement 

date 

H4 is in line with previous empirical findings. Intuitively, it makes sense that 

bigger transactions in general have a bigger effect on the stock price. If a spin-

off is a mechanism by which a company is getting rid of something that de-

creases value, then it makes sense that by getting rid of a larger proportion of 

the value-decreasing activity, the effect on the stock price is bigger. 

 

4.5 H5: Shareholder protection 

Rules and regulation are increasingly aligned across many European juris-

dictions, as a result of significant progress in harmonization over the years. 

However, each European jurisdiction still has its own characteristics and its 

own laws to a certain extent (CMS, 2016). A specific regulatory area that might 

affect spin-offs and the associated wealth effects is the degree of law enforced 

investor protection. This refers to the degree of protection by law from 

expropriation by the managers. European countries differ in how strongly their 

legal system favors minority shareholders against managers or majority share-

holders in the corporate decision-making process19. One typical distinction is 

whether a country has adopted a common or civil law system. Generally, com-

mon law countries are considered to focus on shareholder protection, whereas 

civil law countries are considered to have less focus on shareholder protection. 

Historically, this has been reflected in various measures of shareholder rights. 

One of these measures of shareholder rights was developed by La Porta et al. 

(1998), who created an index ranging from zero (very low shareholder protec-

tion) to seven (very high shareholder protection). Not surprisingly, the value of 

the index is lower for countries with a civil law system than for countries based 

                                                   
19 This includes differences in rights to vote at shareholder meetings, rights to challenge 

directors in court, rights to force a company or a majority shareholder to purchase the shares 

of the minority shareholder and rights to call extraordinary shareholder meetings (La Porta 
et al., 1998). 
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on common law. More recent measures of shareholder protection, such as the 

revised “Anti-Director Rights Index” developed by Spamann (2008), indicate 

that the differences between civil and common law countries internally in 

Europe has been reduced in recent years. 

For the sample investigated in this thesis, the Anglo-Saxon countries, that is 

UK and Ireland, are based on common law, while Continental Europe is based 

on civil law. It is argued that managers in Anglo-Saxon countries are more 

focused on creating value for shareholders, whereas managers in continental 

European countries are more likely to consider the interests of all the firm’s 

stakeholders (Veld and Veld-Merkoulova, 2004).  

H5: Parent firms from common law countries involved in spin-offs 

experience lower abnormal returns around the announcement date 

than parent firms from civil law countries 

H5 builds on the idea that shareholders in firms based in countries with lower 

levels of shareholder protection may benefit more the separate listings and the 

accompanied improvement of reporting and corporate governance following 

spin-offs. Under this hypothesis, when a firm announces that it will spin off 

certain assets, its weak corporate governance signals the potential for large 

gains from removing negative synergies that arise from prior mistaken strate-

gies20. Managers of firms characterized by low shareholder protection have 

more room to allow negative synergies to accumulate, creating the potential for 

large gains when spin-offs or similar changes are finally made (Qian, 2006). 

However, there is limited empirical evidence of this hypothesis. On the 

contrary, Veld and Veld-Merkoulova (2004) find no difference in the announce-

ment effect for firms based in countries with different levels of shareholder pro-

tection. Nevertheless, it is an interesting hypothesis to test.  

                                                   
20 Allen et al. (1995) investigated the so-called “correction-of-a-mistake” hypothesis that 

gains associated with spin-offs mainly represent undoing of previous unwise acquisitions. 

Thus, it is investigated whether stock price increases around the announcement date re-

present re-creation of the wealth that was lost at time of the acquisition. They find that ab-

normal announcement returns for spin-offs resulting from acquisitions are negatively cor-

related with the announcement period return of the original acquisition. Hence, the more 

unwise the original acquisition was, the greater the rebound when the firm announces its 

decision to spin off the previously acquired entity.   
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Chapter 5  

Methodology 
 

The analysis of this thesis is divided into three pillars, as this thesis seeks to 

investigate the announcement effect, long-run abnormal stock performance and 

changes in operating performance, respectively. Common to all analyses is that 

they seek to detect abnormal performance. The methodologies applied for the 

three different analyses vary to some degree, though many similarities exist. 

In this chapter, issues regarding the measurement of abnormal performance, 

choice of benchmark and statistical test will be covered for each of the analyses. 

First, section 5.1 will present the event study methodology used to analyze the 

announcement effect. Secondly, section 5.2 will discuss the methodology applied 

in the analysis of the long-term abnormal stock performance. Finally, section 

5.3 presents the methodology related to the operating analysis.  

 

5.1 Event study methodology 

To investigate the stock market effects of corporate spin-offs, this thesis uses 

the classical event study methodology as described by MacKinlay (1997). Using 

financial market data, an event study measures the impact of a specific event 

on the value of a firm. The usefulness of the event study framework comes from 

the fact that, given rationality among the market participants, the effect of an 

event will be reflected immediately in security prices. Thus, a measure of the 

economic impact of a specific event can be constructed using security prices 

observed over a relatively short time horizon. This is dependent on the assump-

tion of efficient markets, specifically in a minimum of semi-strong efficiency21. 

Semi-strong efficiency requires that security prices reflect all public infor-

mation, whereas a strong degree of efficiency require that all information, 

including insider information, is incorporated in security prices (Brealey et al., 

                                                   
21 Whether the market is at least semi-strong in practice is questionable, as several well-

known long-term market inefficiencies, so-called anomalies, seem to exist in the market, 

including the earnings announcement puzzle and the new-issue puzzle (Loughran and 

Ritter, 1995). Hence the full value effect of corporate events might not be fully captured in 

the short-run. Consequently, this thesis also investigates the long-term effects. 
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2016). Consequently, the event study methodology can be used for two different 

purposes. First, it can be used to test the efficiency of the stock markets, and 

whether the security prices fully reflect all available information upon the an-

nouncement. Secondly, the event study methodology can be used to investigate 

the influence of specific events on the stock price and the wealth of the share-

holders (Binder, 1998). 

The initial step in an event study is to identify the event of interest (section 

5.1.1). Secondly, the returns of the sample firms to expect in absence of the 

event need to be estimated. Hence, various predicted return models will be 

described, and an assessment of the appropriate models will be conducted 

(section 5.1.2). After assessing the predicted return models, the abnormal 

returns are calculated and aggregated across time and securities (section 5.1.3). 

Finally, a choice about the appropriate test statistics needs to be made (section 

5.1.4). 

 

5.1.1 Definition of the event 

Evidently, the event of interest in this study is European spin-offs. In a 

situation with no leakage of information prior to the event, an event window of 

1 day covering the announcement date should be sufficient to cover the full 

value effect of spin-offs. However, it is possible that the information was not 

new to at least some of the market participants, who might have anticipated 

the event before it was officially announced, or might have possessed insider 

information. Consequently, the event window should be longer when infor-

mation leakage is likely (Brealey et al., 2016). Uncertainty around the accuracy 

of the announcement dates used in this study also advocates for using a longer 

event window. A significant amount of time has been allocated to verifying the 

announcement dates. However, the estimated announcement dates might still 

be subject to some degree of uncertainty. Consequently, the event window for 

the analysis of the announcement effect should be long enough to capture the 

effect of the event, but at the same time short enough to exclude confounding 

effects.  

Taking the above-mentioned factors into account, event windows [-10;10], [-5;5] 

and [-1;1] will be investigated, as illustrated in Figure 2. The main event 

window of the short-term analysis will be [-1;1], that is, 1 day before the 
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announcement to 1 day after the announcement, where the announcement date 

is defined as day 0. This is a reasonable length similar to other event studies 

on spin-offs, as described in chapter 3. The event windows [-10;10] and [-5;5] 

are included to test the robustness of the result, and to make graphical 

illustrations of the development in abnormal returns in the days surrounding 

the event. Furthermore, this enables an investigation of potential information 

leakage in the days prior to the event, as well as drift in security prices follow-

ing the event.    

Figure 2: Structure of the event study 

The estimation window is the time-period used to estimate the parameters for 

some of the predicted return models. MacKinlay (1997) recommends the 

estimation window and event window not to overlap. Including the event 

window in the estimation of the parameters potentially causes the event 

returns to have a large influence on the normal return measure. This creates a 

situation where both the normal returns and the abnormal returns would 

capture the event impact, which is problematic. This problem is avoided by 

separating the estimation window and the event window. Furthermore, the 

estimation period should be long enough to obtain reliable normal model para-

meters, e.g. alpha and beta for the market model. However, lengthening the 

estimation period might result in ‘out of date’ parameters. Thus, there is a 

trade-off between using a longer period to obtain more reliable normal model 

parameters, and a shorter period considering parameter instability across time 

(Armitage, 1995). Consistent with MacKinlay (1997), the length of the esti-

mation period has been decided to cover 250 trading days. To mitigate the im-

pact of the event on the normal model parameters, a buffer period has been 

Estimation period 

-280 -30 

t = 0 

Event date 

-10 -5 +5 +10 -1 +1 

E2 

E1 

E3 
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implemented between the end of the estimation period and the beginning of the 

event windows. The implemented estimation period stretches from days -280 

to -30, as presented in Figure 2. 

 

5.1.2 Predicted return models 

Different models for estimating expected return are applicable. The predicted 

return represents the return that would be expected by the market participants 

if no event took place (MacKinlay, 1997). The basic idea is to find the theoretical 

normal return of a stock and compare it with the realized return. Thus, the 

theoretical return serves as a benchmark and is fundamental for the analysis 

of abnormal returns. However, the selection of a normal return model often 

receives limited attention, even though evidence shows that the choice in-

fluences the final results (Armitage, 1995).  

MacKinlay (1997) distinguishes between two categories of normal return 

models: statistical and economic models. Statistical models are based on 

statistical assumptions concerning the behavior of asset returns, and do not 

depend on any economic arguments.  On the other hand, economic models rely 

on assumptions concerning investor behavior. The most common economic 

models are the Capital Asset Pricing Model (CAPM) and the Arbitrage Pricing 

Theory (APT). The use of economic models was common in event studies of the 

1970’s, but deviations have since been discovered, thereby questioning the 

validity of the restrictions imposed by some of the economic models (MacKinlay, 

1997). Specifically, CAPM has been subject to extensive criticism due to its 

strict assumptions.  

As statistical models are based solely on statistical assumptions, biases related 

to the restrictions of the economic models are eliminated. Thus, this thesis will 

exclusively rely on statistical models. Specifically, the market model, the lagged 

market model and the index model will be used to test the announcement 

effect22. The primary model used in this thesis is the market model, whereas 

the others are used to test the robustness of the results.  

                                                   
22 Other statistical models that incorporate more factors are excluded from the analysis. 

However, MacKinlay (1997) states that the gains from employing multi-factor models for 

event studies are generally limited.  
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The market model 

The market model is a statistical model which relates the return of a given 

security to the return of the market portfolio. It assumes a linear relation 

between the market return and the security return. By eliminating the part of 

the return that is related to variation in the market return, the market model 

may represent an improvement over the constant return model23. Conse-

quently, the market model can lead to a reduction in the variance of the abnor-

mal returns, which might lead to an increased ability to detect event effects 

(MacKinlay, 1997). 

The market model is expressed by, 

𝑅𝑖𝑡 = 𝛼𝑖𝑡 + 𝛽𝑖𝑅𝑚𝑡 + 𝜀𝑖𝑡   

where Rmt is the period t returns on the market portfolio24, βit is a measure of 

the sensitivity of security i with respect to the market, αit measures the mean 

return over the period t not explained by the market and εit is the zero-mean 

statistical error term. The market model is estimated by the ‘Ordinary Least 

Squares (OLS)’-method, and the assumptions behind the market model are 

thereby equivalent to the assumptions behind the OLS-method. The parameter 

estimates are then found by performing an OLS-regression of the individual 

firm’s return in the estimation period against the market return in the same 

period,  

(

𝑅𝑖;𝑡

⋮
𝑅𝑖;𝑡−250

) = 𝛼𝑖 (
1
⋮
1

) + 𝛽𝑖 (

𝑅𝑚;𝑡

⋮
𝑅𝑚;𝑡−250

) + (

𝑒𝑖;𝑡

⋮
𝑒𝑖;𝑡−250

) 

βi captures the expected change in Ri given a change in Rm, while α and ε are 

the components of the company’s return that are autonomous of the market. 

Using these parameters, the predicted return for firm i for day t in the event 

period is, 

�̂�𝑖𝑡 = �̂�𝑖 + �̂�𝑖𝑅𝑚𝑡 

                                                   
23 The constant return model assumes that returns in the event period can be predicted as 

the average return in the estimation period (MacKinlay, 1997). 

24 In practice, a broad stock market index is typically used as a proxy for the market portfolio. 

Rather than using an overall European stock market index, this thesis uses national stock 

indices. Specifically, this thesis uses national MSCI indices. 
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Essentially, the market model divides the normal return into two parts; a 

market independent and a market dependent part. By using the market model 

as benchmark, it is implicitly assumed that security returns can be predicted 

by the co-movement with the market. Despite this being a strong assumption, 

MacKinlay (1997) argues that it should hold in practice. 

 

The lagged market model 

Non-synchronous trading can potentially cause the OLS estimates of market 

model beta to be biased. Evidence shows that illiquid shares, that is, shares 

traded infrequently, have downward biased beta estimates (Brown and 

Warner, 1985). In this thesis, stock price data is gathered from Datastream 

based on closing prices. However, since some stocks trade infrequently, the 

daily closing prices can potentially reflect trades, which might not have 

occurred near the closing of the respective stock markets. It can reasonably be 

assumed that shares from the early period of our sample were traded less 

frequently and synchronously. This might introduce bias and inconsistency in 

the parameters for the regressed securities (Bartholdy et al., 2007). 

A way to mitigate problems related to stale prices is to include lag terms in the 

regression model. One specific approach to account for non-synchronous 

trading was developed by Scholes and Williams (1977). Their approach is 

similar to the market model in many ways, but differs by also performing OLS 

regressions of day t stock returns with day t-1 and t+1 index returns 

respectively. Thus, the following two OLS regressions were performed in 

addition to the market model regression: 

OLS regression for the one day lagged market return is, 

(

𝑅𝑖;𝑡

⋮
𝑅𝑖;𝑡−249

) = 𝛼𝑖
𝑙𝑎𝑔𝑔𝑒𝑑

(
1
⋮
1

) + 𝛽𝑖
𝑙𝑎𝑔𝑔𝑒𝑑

(

𝑅𝑚;𝑡−1

⋮
𝑅𝑚;𝑡−250

) + (

𝑒𝑖;𝑡

⋮
𝑒𝑖;𝑡−249

) 

And the regression for the one day leading market return, 

(

𝑅𝑖;𝑡−1

⋮
𝑅𝑖;𝑡−250

) = 𝛼𝑖
𝑙𝑒𝑎𝑑𝑖𝑛𝑔

(
1
⋮
1

) + 𝛽𝑖
𝑙𝑒𝑎𝑑𝑖𝑛𝑔

(

𝑅𝑚;𝑡

⋮
𝑅𝑚;𝑡−249

) + (

𝑒𝑖;𝑡−1

⋮
𝑒𝑖;𝑡−250

) 
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where 𝛽𝑖;𝑡
𝑙𝑎𝑔𝑔𝑒𝑑

and  𝛽𝑖;𝑡
𝑙𝑒𝑎𝑑𝑖𝑛𝑔

represent the sensitivity of the firm’s return to the 

market return on the previous and following day, respectively. 𝛼𝑖;𝑡
𝑙𝑎𝑔𝑔𝑒𝑑

and 

𝛼𝑖;𝑡
𝑙𝑒𝑎𝑑𝑖𝑛𝑔

represent the proportions of the return that are unaffected by the 

lagged/leading market return. 

To calculate the adjusted beta, rolling autocorrelation has to be calculated as 

well: 

(

𝑟𝑚;𝑡

⋮
𝑟𝑚;𝑡−249

) = 𝜌𝑚 (

𝑟𝑚;𝑡−1

⋮
𝑟𝑚;𝑡−250

) + (

𝑒𝑖;𝑡

⋮
𝑒𝑖;𝑡−249

) 

where 𝜌𝑚 is the autocorrelation coefficient of the market index.  

Based on the results from the regressions above, the adjusted beta and alpha 

can be calculated as follows: 

𝛽𝑖
𝑎𝑑𝑗

=
𝛽𝑖

𝑙𝑎𝑔𝑔𝑒𝑑
+ 𝛽𝑖

𝑙𝑒𝑎𝑑𝑖𝑛𝑔
+ 𝛽𝑖

𝑛𝑜𝑟𝑚𝑎𝑙

1 + 2 ∗ 𝜌𝑚
 

𝑎𝑖
𝑎𝑑𝑗

=
1

𝑁
∑ 𝜇𝑖 − 𝛽𝑖

𝑎𝑑𝑗
×

1

𝑁

𝑁

𝑖=1
∑ 𝜇𝑚

𝑁

𝑖=1
 

The lagged market model might represent an improvement to market model, if 

the sample returns are characterized by non-synchronous trading, thus re-

presenting a robustness check.   

 

The index model 

According to the index model, the predicted return for a security for a day in 

the event period equals the realized return of the market index for that day. 

Consequently, 

�̂�𝑖𝑡 = 𝑅𝑚𝑡 

The index model can be considered as an approximation to the market model, 

where �̂�𝑖 = 0 and �̂�𝑖 = 1 for all firms. This is often a reasonable assumption as 

�̂�𝑖 is usually small and the average �̂�𝑖 across all firms equals 1. As it will be 

presented in section 5.2.2, the index is used as benchmark for the analysis of 

long-run abnormal returns. The main reason for the inclusion of the index 

model in the analysis of the announcement effect is to make comparisons to the 



 

 

Methodology 

43 

 

findings on long-run abnormal performance more eloquent. Thus, potential 

effects due to differences in the applied predicted return model across the 

analyses are eliminated. 

 

5.1.3 Calculation of abnormal returns 

To assess the impact of an event, a measure of abnormal return is required. 

Abnormal return is defined as the actual realized return of a security over the 

event window minus the predicted return of the same security. The applied 

predicted return models were described in the previous section. For firm i at 

time τ, the abnormal return is, 

𝐴𝑅𝑖𝜏 = 𝑅𝑖𝜏 − 𝐸(𝑅𝑖𝜏|𝑋𝜏) 

where ARiτ, Riτ and E(Riτ|Xτ) are the abnormal, actual and predicted discrete 

returns for time τ, respectively. The returns are calculated based on total return 

indices. An aggregation of abnormal returns across time and securities is 

necessary to draw overall inferences about the event. Given N events, the 

average abnormal return of the sample for time τ is, 

𝐴𝑅̅̅ ̅̅
𝜏 =

1

𝑁
∑ 𝐴𝑅𝑖𝜏

𝑁

𝑖=1

 

The cumulative average abnormal return is then calculated by accumulating 

the average abnormal returns over the specified event period, 

𝐶𝐴𝑅̅̅ ̅̅ ̅̅ (𝜏1, 𝜏2) = ∑ 𝐴𝑅̅̅ ̅̅
𝜏

𝜏2

𝑡=𝜏1

 

These measures will be used to examine the wealth effect of spin-offs. However, 

in order to make potent conclusions regarding the events, the statistical signi-

ficance has to be tested.  

 

5.1.4 Statistical tests 

The test statistic is the criterion upon which decisions about the hypotheses are 

based (Keller, 2008). An optimal test statistic is one that will not falsely 
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indicate an abnormal return (type 1 error) and not leave abnormal performance 

undetected when it is present (type 2 error). Common to all the statistical tests 

performed in the analysis of the announcement effect is that they seek to 

confirm or reject the following hypothesis: 

𝐻0: 𝑇ℎ𝑒 𝑎𝑣𝑒𝑟𝑎𝑔𝑒 𝑐𝑢𝑚𝑢𝑙𝑎𝑡𝑖𝑣𝑒 𝑎𝑏𝑛𝑜𝑟𝑚𝑎𝑙 𝑟𝑒𝑡𝑢𝑟𝑛 𝑒𝑞𝑢𝑎𝑙𝑠 0 

The optimal choice of statistical test depends on the characteristics of the data. 

Thus, no test statistic can be concluded to be optimal across all studies. By con-

ducting multiple statistical tests, this thesis seeks to increase the robustness 

of the results. However, only meticulously chosen statistical tests will be 

applied. The decision to apply only a couple of the most widely used test 

statistics for the announcement analysis is based upon the findings by Ang & 

Zhang (2015), who stress the importance of understanding the sample rather 

than allocating too much time on sophisticated statistical tests, given an 

adequate sample size. Hence, we do not include any of the more recent and 

complex test approaches. The leading test statistics used in event studies are 

t-statistics along with rank and sign statistics (Ahern, 2009). The first test is 

parametric, whereas the two latter are non-parametric. Parametric tests rely 

on the assumption that abnormal returns are approximately normally distri-

buted, while the non-parametric tests do not require any distributional as-

sumptions. Both parametric tests and non-parametric tests will be applied in 

the analysis of the announcement effect. 

 

Parametric tests 

Parametric test statistics for abnormal performance are based on a standard t-

test of the difference between two means (Bartholdy et al., 2005). The t-test for 

the average abnormal return is defined as, 

𝐴𝑅̅̅ ̅̅

√𝑉𝑎𝑟(𝐴𝑅̅̅ ̅̅
𝜏)

 

 

And the t-test for the average cumulative abnormal return is, 

𝐶𝐴𝑅̅̅ ̅̅ ̅̅ (𝜏1, 𝜏2)

√𝑉𝑎𝑟(𝐶𝐴𝑅̅̅ ̅̅ ̅̅ (𝜏1, 𝜏2))
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As stated by Brown and Warner (1985), the various parametric test statistics 

are similar except for the way they adjust for problems encountered in the data. 

Below, the parametric test statistics used in this thesis are described. As 

shown, they only differ in the way they specify the variance. 

  

θ1: “No Dependency Adjustment” (MacKinlay, 1997)   

In test θ1, the variance is calculated from the estimation period. Specifically, 

the variance is calculated based on the assumption that returns are indepen-

dently distributed across firms, making it a simple test to apply. One of the 

drawbacks of this test is that it does not consider cross-sectional dependence, 

which could be problem in case of overlapping event windows, that is clustering 

of events.   

  

θ2: “Crude Dependency Adjustment” (Brown and Warner, 1980)  

In an effort to mitigate problems related to cross-sectional dependence and 

heteroskedasticity, Brown and Warner (1980) developed the “Crude Depen-

dency Adjustment”. Similar to θ1, the variance in θ2 is calculated from the esti-

mation period. However, the variance is estimated based on average abnormal 

returns across the sample firms rather than individual abnormal returns. In 

this way, the test takes into account any cross-sectional dependence that may 

be present in the data. Thus, this test might represent an improvement com-

pared to θ1, if clustering of event periods is present in the sample. 

 

Non-parametric tests 

The parametric test statistics described above all rely on specific assumptions 

about the abnormal returns being approximately normally distributed. In cases 

where these distributional assumptions might be unfitting to the dataset, non-

parametric test might be advantageous, as non-parametric tests are free of 

distributional assumptions about the data. Non-parametric tests differ from 

the parametric tests by using ordinally scaled data. Ultimately, non-parametric 

tests investigate whether two populations are equal in terms of their central 

tendency (Keller, 2008). According to MacKinlay (1997), non-parametric tests 

are rarely performed exclusively, but rather used in augmentation to the para-

metric tests. In the analysis of the announcement effect, the sign test and the 
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rank test will be applied, which represent the most commonly used non-

parametric tests in event studies (Ahern, 2009). 

 

θ3: “The sign test” (Brown and Warner, 1980)  

The sign test is a simple test to perform, and is particularly useful if the 

distribution of the independent samples is unknown or uncertain. Especially, 

for smaller sample sizes the sign test might be advantageous, as the normality 

assumption is easily violated. To perform the sign test, the sign of the cumu-

lative abnormal returns for each sample firm is identified. Next, the ratio of the 

number of positive cumulative abnormal returns compared to the number of 

observations is calculated. Finally, the sign test is calculated as, 

 

𝜃3 = √𝑁
�̂� − 0.5

√0.5(1 − 0.5)
 

where �̂� represent the proportion of positive cumulative abnormal returns 

(CARs) across the sample firms. The version of the sign test used in this thesis 

is very simplistic, as it simply investigates whether the proportion of positive 

CARs is significantly different from 50 pct25. However, the sign test solely takes 

the signs of the abnormal returns into account, while the magnitude is ignored. 

Thus, as the sign test does not include all the available information contained 

in the data, it is less powerful than the t-test, when the population can be 

assumed normally distributed and the risk of falsely accepting null hypothesis 

is present (Cowan, 1992).  

 

θ4: “Corrado rank test” (Corrado, 1989) 

To perform θ4, the abnormal returns are transformed to ordinally scaled data 

by assigning a rank to the individual abnormal returns. Thus, the distribution 

of the abnormal returns will be uniform, regardless of the potential asymmetry 

of the initial distribution of returns. Thereby, θ4 has an advantage to the sign 

test, which has a tendency to result in too many type 1 errors because of the 

right-skewed, non-symmetrical distribution of daily abnormal returns (Brown 

and Warner, 1980; Boehmer et al., 1991). Furthermore, Corrado & Zivney 

(1992) find the rank test to generally perform superiorly to the sign test. The 

                                                   
25 This version of the sign test implicitly assumes that there under normal circumstances 

are equally as many positive CARs as negative CARs.  
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null hypothesis of θ4 tests, if the actual rank equals the expected rank in the 

event window. The rank test is calculated as, 

𝜃4 =
∑

1
𝑁

𝜏2
𝑡=𝜏1

∑ (𝐾𝑖𝜏 − �̅�𝑖)𝑁
𝑖=1

√∑
1

𝑇2 − 𝑇0
∑ (

1
𝑁

∑ 𝐾𝑖𝜏 − �̅�𝑖
𝑁
𝑖=1 )

2
𝜏2
𝑇0

𝜏2
𝑡=𝜏1

 

where T0 represents the first day of the estimation window, τ1 represents the 

first day of the event period, τ2 represents the end of the event period, Kiτ 

represent the rank and N represent the number of sample firms. 

 

5.2 Long-term methodology 

In addition to examining the announcement effect, this thesis will also analyze 

abnormal stock performance over a longer period. Specifically, abnormal re-

turns will be analyzed over the 3-year period following the completion of the 

spin-offs. Abnormal stock performance will be analyzed for parent firms, spun 

off subsidiaries and the pro-forma combined firms. 

The efficient market hypothesis (EMH) states that stock prices adjust to the 

event within a very narrow time window. However, the announcement effect 

might not capture the value effects fully due to biases and anomalies related to 

behavioral finance, hence the potential presence of long-run abnormal returns. 

In recent years, a growing amount of studies challenge the EMH by questioning 

the completeness and the unbiasedness of the initial market reaction around 

the announcement of corporate events. Researchers within behavioral finance 

argue that the valuation of corporate events are subject to investor biases, 

leading to systematic mistakes in decision making due to common cognitive 

biases, such as conservatism, representative heuristic, and overconfidence 

(Qian, 2006). Specifically, the behavioral approach suggests that investors are 

irrational in valuing stocks by including non-fundamental factors in their 

decision making, ultimately affecting the valuation of corporate events26. Irra-

tionality among the market participants might cause an initial overreaction or 

                                                   
26 The paper by Tversky and Kahneman (1974) was one of the first to question the rationality 

of investors. 
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underreaction related to corporate events, which in turn might lead to an 

adjustment in the long run27. Fama (1998, p. 283), one of the most famous 

advocates of the efficient market hypothesis, remains critical to some of the 

findings of long-run abnormal returns, and states:  

“Most important, consistent with the market efficiency prediction that 

apparent anomalies can be due to methodology, most long-term return 

anomalies tend to disappear with reasonable changes in technique.”  

This statement is further enhanced in studies by Barber and Lyon (1997) and 

Kothari and Warner (1997) documenting that the statistical inference in long-

run event studies is sensitive to the applied methodology. Hence, an under-

standing of the biases and limitations of the various approaches should be kept 

in mind when choosing the methodology, and later interpreting the findings. 

The findings of long-run abnormal returns might indicate abnormal perfor-

mance, but could also simply be due to an inappropriate model. Hence, tests of 

long-run abnormal performance suffer from a joint hypothesis problem, as it is 

a joint test of hypotheses on abnormal performance and the applied model.  

The applied framework for the analysis of long-run abnormal stock perfor-

mance is in many ways similar to the framework used for testing the announce-

ment effect. However, small changes in the applied framework are necessary 

to correctly detect long-run abnormal returns. The initial step when studying 

long-run abnormal stock performance is to specify the measure of abnormal 

performance (section 5.2.1). Next, an appropriate benchmark is determined 

(section 5.2.2). Finally, to draw overall inferences about the long-run abnormal 

performance, statistical tests need to be applied (section 5.2.3). 

 

5.2.1 Measure of long-run abnormal performance 

Barber and Lyon (1996) document that biases are induced by summing daily 

(or monthly) abnormal returns. These biases are limited when analyzing 

abnormal returns in the days around the announcement date, but become sig-

nificant when analyzing abnormal returns over a longer period. Hence, CAR 

                                                   
27 Investor perception may affect the market reaction related to the spin-off announcement, 

as was the case with IT firms in the late 1990s, which eventually experienced significant 

negative long-run returns (Lamont and Thaler, 2003). 
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represents an inappropriate measure of long-run abnormal performance. A 

more appropriate measure for long-term analyses is buy-and-hold abnormal 

returns (BHARs). BHAR is calculated as the return on a buy-and-hold invest-

ment in the sample firm less the return on a buy-and-hold investment in the 

benchmark28, 

𝐵𝐻𝐴𝑅𝑖;(𝑡,𝑇) = ∏(1 + 𝑅𝑖;𝑡) − ∏(1 + 𝑅𝑚;𝑡)

𝑇

𝑡=1

𝑇

𝑡=1

 

where 𝑅𝑖;𝑡 is the return of security i and 𝑅𝑚;𝑡 is the market return. Thus, BHAR 

resembles the experience of investors in the market that acquire the respective 

stocks, and then hold them for a specified period following the acquisition. Since 

shareholder value is the area of interest in this thesis, it can be argued that 

BHAR is a good measure of abnormal return, as it accounts for compound 

returns. This represent the main difference between BHAR and CAR, namely 

that BHAR includes the effect of compounding, while CAR ignores com-

pounding. Consequently, Barber and Lyon (1996) considers CARs as biased 

estimators of BHARs29.  

In academic literature, it is discussed whether to use equal-weighted returns 

or value-weighted returns. Fama (1998) argues that value-weighted returns 

should be studied, since they more accurately capture the overall market effect 

of the event. On the other hand, Loughran and Ritter (2000) argue that equal-

weighted returns are more relevant from the investor's point of view, since they 

give a picture of the average effect of the random event. In this thesis, the 

                                                   
28 If the stock of a sample firm stops trading prior to the end of the three-year event window, 

it is assumed that the proceeds are invested in the benchmark from that point on, and thus, 

creating zero abnormal performance onwards. 

29 A numerical example may increase the intuitive understanding of the difference between 

CARs and BHARs. Barber and Lyon (1996) uses an example of a sample firm and a relevant 

benchmark with consecutive monthly returns of (0%, 44%) and (20%, 20%), respectively. 

Given the monthly returns, the two-month CAR is 4%, while the two-month BHAR is zero. 

Thus, conclusions based on CAR are significantly different than the conclusion a researcher 

would arrive at using BHAR. Ritter (1991) argues that CARs and BHARs can be used to 

answer different questions, and illustrates this point by considering the case of a 12-month 

CAR and an annual BHAR. A mean monthly abnormal return can be found by dividing the 

12-month CAR by 12. Hence, a test of the null hypothesis that the 12-month CAR is zero is 

equivalent to testing the null hypothesis that the mean monthly abnormal return is equal 

to zero. Thus, it is not a test of the null hypothesis that the mean annual abnormal return 

is equal to zero. To test that hypothesis, annual BHAR should be used. 
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abnormal returns for the long-term analysis will be equal-weighted, and there-

by calculated as, 

𝐴𝐵𝐻𝐴𝑅𝑡;𝑇 =
1

𝑁
∑ 𝐵𝐻𝐴𝑅𝑖;(𝑡,𝑇)

𝑁

𝑖=1

 

Consequently, the focus is on testing whether a random spin-off will be 

associated with abnormal long-run returns rather than capturing the overall 

value effect for the market. The conclusions in this thesis should be seen in this 

light.  

 

5.2.2 Benchmark 

The use of an appropriate benchmark is essential for the analysis of long-run 

abnormal performance. As noted by Fama (1970) and Loughran and Ritter 

(2000), in order to measure abnormal performance a definition of normal must 

be established. The benchmark applied should be as highly correlated with the 

sample firms as possible. Thus, the benchmark should match the character-

istics and risks of the sample firms, allowing for an isolation of abnormal re-

turns.  

For the analysis of long-run abnormal stock performance, no betas are esti-

mated as there are (1) fundamental issues in estimating beta, (2) the risk-

return profile of the parent firm is likely to change following the transaction 

and (3) there is no data to estimate the subsidiary firm’s beta. Thus, the market 

model and the lagged market model cannot be used to predict returns in the 

long run. Despite its short-comings, the index model will be applied as bench-

mark for the analysis of long-run abnormal returns. No betas are necessary 

when applying the index model, since the index model simply assumes that �̂�𝑖 =

1 for all firms. This is often a reasonable assumption for large samples, since 

the average �̂�𝑖 across all firms equals 1.  

However, the index model suffers from a couple of drawbacks. If firm charac-

teristics, such as size, beta and P/B are not equally represented in the sample 

and the index, the abnormal returns detected using the index model might 

simply represent differences in firm characteristics. Barber and Lyon (1996) 

mentions two potential biases that might arise in event studies of long-run ab-

normal returns, namely new listing bias and skewness bias. New listing bias 
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arises, as sample firms generally have a long history of returns, whereas firms 

that constitute the index include firms that starts trading subsequently to the 

event day. Ritter (1991) documents that IPOs underperform in the long run, 

and thus if new issue firms are overrepresented in the index, it will lead to an 

upward biased estimate of long-run abnormal returns. Skewness bias arises as 

long-run abnormal stock returns typically are positively skewed30. Since a stock 

index comprises multiple firms, index returns are less likely to be large in 

absolute terms than the returns on the stocks of individual sample firms. If the 

abnormal returns of the sample firms are characterized by positive skewness, 

it will lead to negative bias in the applied test statistics, unless the test stati-

stics account for this skewness explicitly (Barber and Lyon, 1996).  

 

5.2.3 Test statistics 

The availability of potentially useful test statistics for the long-term analysis 

are more limited than for the announcement analysis. The parametric tests 

introduced in section 5.1.4 were based on time-series standard deviations. 

Obviously, to calculate a time-series standard deviation, pre-event stock return 

data is necessary. However, the spun off subsidiaries have no stock return data 

prior to the completion of the spin-off transactions. Furthermore, time-series 

standard deviations cannot be used to calculate a test statistic for BHARs. This 

speaks in favor for the use of a simple t-test based on cross-sectional standard 

errors, as recommended by Barber and Lyon (1996), 

𝑡𝐵𝐻𝐴𝑅 =
𝐴𝐵𝐻𝐴𝑅

𝜎𝐵𝐻𝐴𝑅/√𝑁
 

where ABHAR is the average buy-and-hold abnormal returns for the sample 

during the examined period and 𝜎𝐵𝐻𝐴𝑅 is the cross-sectional sample standard 

deviation for the sample of N firms. The cross-sectional test statistic does not 

account for the potentially positive skewness of abnormal returns in the long 

run. If the sample exhibits positive skewness, negative bias will arise from the 

positive correlation between sample means and standard deviations. In the 

                                                   
30 Skewness does not impose a substantial problem for the sample firms investigated in this 

thesis.  
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long run, the sample mean is likely to be highly affected by extreme positive 

observations. The overrepresentation of extreme positive observations will in-

flate the estimate of the true standard deviation, leading to a downward biased 

test statistic (Barber and Lyon, 1996).  

Another potential bias unaccounted for in the chosen test statistic is the pos-

sibility of cross-sectional correlation within the sample. Long-term abnormal 

returns are typically not independently distributed, as many of the sample 

firms overlap in calendar time (Brav, 2000). Kolari and Pynnonen (2010) find 

that even relatively low cross-correlation among abnormal returns in an event 

window causes serious over-rejection of the null hypothesis. More statistical 

tests could have been included to provide further evidence of the robustness of 

the results, but in accordance with the suggestions by Ang and Zhang (2015), 

we prioritized understanding the sample rather than allocating too much time 

on sophisticated statistical tests. 

 

5.3 Operating methodology 

In order to gain a more comprehensive picture of the effects associated with 

spin-offs, this thesis will examine post-transaction operating performance. The 

analyses based on stock performance are forward-looking by nature, whereas 

operating performance is accounting-based, hence backward-looking. By ana-

lyzing both stock performance and operating performance, it is possible to in-

vestigate whether abnormal stock returns are indeed manifested in operating 

improvements. If stock markets are efficient and a sufficiently long period is 

examined, operating and stock market performance should converge (Bacidore 

et al., 1997). 

Studies of accounting-based performance generally provide a tangible and cred-

ible assessment of firm performance following a spin-off. However, studies of 

accounting based performance are subject to weaknesses related to differing 

accounting standards across countries and companies as well as changing re-

porting practices over time. 

Barber and Lyon (1995) mentions three choices that researchers must make, 

when designing an event study on operating performance. First, they need to 

select a measure of operating performance (section 5.3.1). Secondly, they need 
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to determine an appropriate benchmark (section 5.3.2). Finally, they need to 

select an appropriate statistical test (section 5.3.3).  

 

5.3.1 Performance measure 

Early studies of abnormal operating performance focused on change in 

earnings per share. However, recent studies tend to employ operating income 

as a performance measure. Earnings per share includes interest expenses, 

income taxes and special items, whereas operating income excludes these 

variables. Barber and Lyon (1995) states that measuring performance by ope-

rating income rather than earnings results in a cleaner measure of the produc-

tivity of the operating assets.  

To compare performance across firms, operating income needs to be scaled. 

Optimally, operating income should be scaled by the book value of net operating 

asset (NOA) in place, commonly known as invested capital. Unfortunately, book 

value of net operating assets is not reported directly in financial statements, 

but needs to be derived by making multiple corrections. Thus, in empirical 

research, book value of assets is commonly used as a proxy for NOA for prag-

matic reasons. When investigating profitability, the average of the beginning- 

and year-end book value of assets is often applied to scale operating income31. 

This results in a performance measure frequently called return on assets 

(ROA), 

𝑅𝑂𝐴𝑡 𝑏𝑎𝑠𝑒𝑑 𝑜𝑛 𝐸𝐵𝐼𝑇 =
𝐸𝐵𝐼𝑇𝑡

0.5(𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝐴𝑠𝑠𝑒𝑡𝑠𝑡−1+𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝐴𝑠𝑠𝑒𝑡𝑠𝑡)
  

Alternatively, 

𝑅𝑂𝐴𝑡 𝑏𝑎𝑠𝑒𝑑 𝑜𝑛 𝐸𝐵𝐼𝑇𝐷𝐴 =
𝐸𝐵𝐼𝑇𝐷𝐴𝑡

0.5(𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝐴𝑠𝑠𝑒𝑡𝑠𝑡−1+𝐵𝑜𝑜𝑘 𝑣𝑎𝑙𝑢𝑒 𝑜𝑓 𝐴𝑠𝑠𝑒𝑡𝑠𝑡)
  

This thesis will use both versions of ROA as basis for calculating abnormal 

operating performance. When detecting abnormal operating performance, this 

thesis applies the approach suggested by Daley et al. (1997). First, the adjusted 

                                                   
31 Balance sheet figures reflect a snapshot, whereas the numerator (operating income) is an 

item on the income statement accumulating over the financial year. This leads to an in-

consistency between the numerator and the denominator. To mitigate this inconsistency, a 

common procedure is to calculate the average of two balance sheet amounts. The average of 

the beginning and year-end figures represents the average assets used to generate the in-

come, giving a more true and fair view of the assets in place. 



 

 

Methodology 

54 

 

ROA (AROA) is calculated as the difference in ROA of the sample firm and the 

median ROA of a selected group of control firms32,  

𝐴𝑅𝑂𝐴𝑖,𝑡 = 𝑅𝑂𝐴𝑖,𝑡 − 𝐶𝑅𝑂𝐴𝑖,𝑡 

where 𝑅𝑂𝐴𝑖,𝑡 represents the ROA of sample firm i at time t and 𝐶𝑅𝑂𝐴𝑖,𝑡 is the 

median ROA of selected control firms at time t. Next, the annual change in 

AROA is calculated, 

∆𝐴𝑅𝑂𝐴𝑖,𝑡 = 𝐴𝑅𝑂𝐴𝑖,𝑡 − 𝐴𝑅𝑂𝐴𝑖,𝑡−1 

The focus of this thesis is on the change in operating performance rather than 

the absolute level. This is due to the fact that changes incorporate a firm's past 

performance in its expectations model. Barber and Lyon (1996) show that tests 

involving changes provide more power to detect abnormal performance than 

those based on levels. To draw overall inferences about the operating perfor-

mance of the entire sample, the median change in AROA across the sample 

firms will be applied, since mean results are highly affected by extreme obser-

vations. Furthermore, the use of mean measures of operating performance will 

lead to less powerful tests (Barber and Lyon, 1996). Hence, the median ROA is 

applied, 

∆𝐴𝑅𝑂𝐴̅̅ ̅̅ ̅̅ ̅̅ ̅̅ = 𝑀𝑒𝑑𝑖𝑎𝑛(∆𝐴𝑅𝑂𝐴𝑖) 

In addition to investigating the changes in adjusted ROA, the changes in 

absolute ROA, hereafter denoted unadjusted ROA, will also be analyzed. The 

unadjusted ROA does not measure the abnormal performance of sample firms 

relative to comparable firms, but simply provides an overview of the absolute 

development in ROA. This enables an investigation of whether abnormal ope-

rating performance is a result of improvements in ROA of sample firms, or a 

result of a decreasing performance of control firms.  

Every operating performance measure applied in this thesis is calculated based 

on ROA. However, ROA is not a perfect measure of operating performance. 

Managers usually have flexibility with respect to accounting policies and esti-

mations, and might have strong incentives to manipulate financial statements. 

Thus, operating income can potentially be a biased measure of performance 

(Plenborg, 2012). The use of cash-flow-based performance measures can over-

                                                   
32 A detailed description of the selection process for control firms is presented in the next 

section. 
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come the potential manipulation problems associated with an accrual-based 

performance measure. Given the lack of consistent cash flow information across 

the sample firms, an analysis based on cash-flow performance is not possible in 

this thesis. 

As previously mentioned, two versions of ROA will be used in this thesis based 

on EBIT and EBITDA, respectively. As EBITDA does not include the non-cash 

items depreciations and amortizations, it has often been applied as a proxy of 

operating cash-flow in a variety of contexts. The use of EBITDA is believed to 

be closer to the operating cash flow of a firm than net income and EBIT. Since 

EBITDA does not include depreciation or amortization, differences in depreci-

ation (and amortization) policies do not affect the performance measure. How-

ever, the use of EBITDA as a proxy for operating cash flow is subject to substan-

tial criticism33.  

Despite the mentioned drawbacks, this thesis finds ROA to be the best suited 

measure of operating performance34. This is in line with Daley et al. (1997), 

who advocate ROA being selected as the performance measure for several 

reasons. ROA removes the effect of any special one-time charges to net income. 

Moreover, ROA is preferred to such measures as profit margin or asset turn-

over, since it measures the performance change from both sources combined. 

Ultimately, ROA is a profitability ratio that measures the efficiency of the 

organization's operations. ROA captures the company’s ability to control costs 

and how well it utilizes its resources. 

                                                   
33 According to Petersen and Plenborg (2012), using EBITDA as a measure of cash-flow is 

problematic. Depreciation is a proxy of a firm's use of its resources (e.g. property, plant and 

equipment). Thus, EBITDA includes all the benefits, that is revenue, from using the 

resources, but excludes the related costs. Another problem with using EBITDA as a 

performance measure is that it makes it difficult to compare firms which grows organically 

and firms growing through acquisitions. Firms that focus on internally generated goodwill 

must expense their goodwill outlays. On the contrary, firms that grows through acquisitions 

must capitalize goodwill, while the consumption of goodwill is not recognized in EBITDA. 

Lastly, EBITDA does not account for investment in non-current assets nor for investments 

in working capital. Non-cash items such as provisions are included in EBITDA. 

34 The use of ROA as performance measure could be supplemented by examining changes in 

the level of net capital expenditures, as suggested by Daley et al. (1997). Even if there were 

no changes in ROA, value could be created by an expansion of the scale of operations 

following the spin-off. Changes in the level of net capital expenditures capture changes in 

the scale of operations due to new investments.  
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5.3.2 Benchmark 

To assess whether a firm is performing unusually well or poorly, it is necessary 

to specify the performance to expect in absence of the event, thus providing a 

benchmark against which sample firms can be compared. As mentioned in the 

previous section, the operating performance of sample firms will be bench-

marked against the median operating performance of selected control firms. An 

inappropriate choice of control firms can cause severely biased results and 

thereby erroneous conclusions (Lie, 2001). This thesis seeks to match sample 

firms and control firms based on geographical area, market value and 2-digit 

SIC-codes.  

Matching on geographical area intends to mitigate problems related to differ-

ences in accounting principles across countries in Europe. The sample consists 

of firms from multiple countries conducting spin-offs in the period from 1987 to 

2016. The accounting principles of the European countries have been increas-

ingly aligned over the years. Since 2005, International Financial Reporting 

Standards (IFRS) has applied for the consolidated financial statements of all 

listed companies in the EU. However, as the sample goes back to before the im-

plementation of IFRS, we find it useful to match on geographical area35. When 

benchmarking across firms, it is essential that the performance measure is 

indeed comparable across the sample firms and control firms. The magnitude 

and influence of differences in accounting principles are potentially substantial, 

ultimately disturbing the quality of the analysis. Thus, by matching on geo-

graphical area this problem is partially accounted for. 

Industry-matching takes into account that part of the variation in operating 

performance can be explained by covariance within the industry. By bench-

marking against firms from the same industry, the performance measure will 

not reflect general trends within the industry (Barber and Lyon, 1996). Finally, 

matching on market value incorporate the findings of Fama and French (1995) 

that small firms tend to have lower earnings scaled by book value of equity 

than larger firms. 

As mentioned above, this thesis seeks to match control firms and sample firms 

                                                   
35 Matching based on the individual countries results in too few control firms. Thus, this 

thesis uses the following classifications instead: Nordic countries, Continental Europe (excl. 

Nordic countries) and United Kingdom (including Ireland).  
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based on geographical area, market value and 2-digit SIC-codes. However, it 

was not always possible to identify firms that matched the very stringent 

criterion. In these cases, other criteria are used, as illustrated in Figure 3. For 

75 pct. of the sample firms it was possible to identify control firms that matched 

on geographical area, market value and 2-digit SIC-codes, thus securing a high 

degree of fit between the sample firms and control firms.  

Figure 3: Screening criteria for control firms 

 

 

 

 

 

 

 

 

 

 

5.3.3 Test statistics 

Barber and Lyon (1995) find that non-parametric Wilcoxon test statistics are 

more powerful than parametric test statistics, regardless of the operating 

performance measure employed. They attribute this result to the existence of 

extreme observations across all performance measures, which makes the 

normality assumption of the parametric test statistics unfitting. In line with 

Barber and Lyon (1995), our analysis concentrates on the median results, since 

the mean results are highly affected by extreme observations.  

The Wilcoxon signed-rank test is a non-parametric alternative to the paired 

sample t-test, when normality in the data cannot be assumed. The Wilcoxon 

signed-rank test is used to determine whether two dependent samples were 

selected from populations having the same, however unknown distribution. 

Thus, the null hypothesis states that the operating performance measure fol-

If no control firms 

Criterion 2: Control firms and sample firms are matched on geographical area and 4-

digit SIC code 

• (Applied to 11 pct. of the sample firms) 

Criterion 1: Control firms and sample firms are matched on geographical area, 2-digit 

SIC code and market value (± 40 pct.) 

• (Applied to 75 pct. of the sample firms) 

Criterion 3: Control firms and sample firms are matched on geographical area and 2-

digit SIC code 

• (Applied to 14 pct. of the sample firms) 

If no control firms 
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lows a symmetric distribution around zero. For large samples, the critical 

values are calculated using a normality approximation. Normality is not a 

requirement for the Wilcoxon signed rank test, however, by using a normality 

approximation, it is assumed that the distribution of paired differences is 

relatively symmetric. 
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Chapter 6  

Data 
 

This chapter gives an overview of the final sample. First, a detailed description 

of the data gathering process is presented. Next, the descriptive statistics of the 

final sample is presented to give an understanding of the sample. 

 

6.1 Data selection 

This thesis analyzes European spin-offs during the period from 1987 to 2016. 

In this context, a European spin-off is described as a transaction where a 

European parent company spins off an unlisted European subsidiary. Further-

more, this study only includes Western European spin-offs given the limited ac-

cess to financial data of Eastern European firms. Specifically, the final sample 

includes transactions from Norway, Sweden, Finland, United Kingdom, 

Portugal, Ireland, Luxembourg, Switzerland, Germany, Netherlands, Belgium, 

Italy and France.  

The construction of the sample was initiated by searching the Thomson 

Financial ONE Banker Mergers and Acquisitions database to identify all spin-

offs announced by listed Western European firms. The initial sample included 

313 transactions in the period from 1987 to 2016. From the initial sample, each 

transaction was meticulously analyzed to check if it fits the criteria to be 

included in the final sample. Multiple transactions ended up being discarded 

from the initial sample for the following reasons (number of discarded trans-

actions in parenthesis): 

a) Parent firm and/or spin-off firm have no stock price information in 

Datastream (26) 

b) Parent firm has no accounting information in Compustat (7) 

c) The transaction was misclassified as a spin-off; this includes carve-outs, 

right offerings, split-offs and split-ups (33) 

d) Parent firm operates in heavily regulated industry (34) 

e) The spin-off was involuntary (1) 
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f) The spin-off was a defensive act or part of a pre-specified merger plan 

(18) 

g) Less than 50 pct. of interest in the subsidiary was distributed to the 

shareholders (8) 

h) Parent firm is engaged in multiple simultaneous spin-offs (14) 

i) Other reasons including uncompleted transactions, double entries and 

insufficient available information to verify the spin-off (45) 

 

Consequently, the final sample for the analysis of the announcement effect 

includes 127 spin-offs, which are presented in Appendix 4. For the long-term 

analysis and the operating analysis, even more transactions were discarded. A 

total of 8 transactions were discarded from the long-term analysis due to 

lacking data in Datastream. Furthermore, several transactions were excluded 

from the operating analysis since there was not sufficient accounting data to 

calculate the performance measures for at least one year. A total of 9 firms were 

discarded from the operating analysis. 

Ultimately, the purpose of the screening process outlined above is to secure     

(1) that the included firms in the sample have sufficient data to conduct the 

analyses, (2) that the transactions are indeed spin-offs and (3) that value 

creation was the main driver for the parent firm to engage in a spin-off trans-

action. 

Criteria a) and b) are necessary for performing the analyses, as abnormal 

performance is investigated on both stock and operating level. To secure that 

the included transactions are indeed spin-offs, criterion c) was implemented.  

The data from Thomson Financial ONE Banker Mergers and Acquisitions 

database had 33 cases of misclassified transactions36. These misclassified 

transactions include 4 carve-outs, 17 split-ups, 6 rights offerings, 3 asset sales 

and 3 complex transactions with non-transparent structure. 

Criterion d) excludes transactions done by parent companies in the industries 

within the range of SIC codes 6000-6799, which comprises firms operating in 

                                                   
36 For instance, the public listing of Vistin Pharma ASA, a subsidiary of Weifa ASA, was 

registered as a spin-off transaction. However, according to the prospectus of Vistin Pharma 

ASA as well as press releases from Weifa ASA, it is obvious that the transaction should be 

classified as a “rights offer”. The shareholders of Weifa ASA were offered new ordinary 

shares in the new company (Vistin Pharma) at subscription price of NOK 10 per Offer Share. 
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financial and real estate industries37. This criterion is consistent with earlier 

studies (e.g. Woo et al. 1994 and Desai et al. 1999). Firms operating in indus-

tries such as the financial and real estate industries are subject to massive 

regulatory constraints and pressure from legislators. Spin-offs conducted by 

firms in heavily regulated industries might be involuntary. Firms classified by 

SIC code 6799 are treated slightly different, as it might include certain holding 

companies or long-term investment companies, which might not be under the 

same regulatory pressure. SIC code 6799 is a wide classification and might 

include everything from venture capital firms to commodity traders. Thus, com-

panies with SIC code of 6799 are assessed individually. In the final sample, cer-

tain companies with SIC code 6799 are included, if these are characterized as 

holding companies or investment companies with active and long-term holding 

periods.  

Criterion e) secures that involuntary transactions, such as spin-offs subject to 

antitrust requirements or other regulatory pressure, are excluded from the 

analysis, as these per definition are not driven by value increasing motives38. 

Only one transaction was discarded based on criterion e). This might be due the 

fact that criterion d) captured most of the involuntary transactions by exclude-

ing firms from highly regulated industries. 

Spin-offs that were part of a pre-specified merger plan or a defensive act to 

prevent hostile take-overs are excluded through criterion f). For instance, 

Perstorps AB’s spin-off of Pergo AB has been excluded from the final sample, 

as it was part of a pre-specified merger plan. Sydsvenska Kemi AB had made 

an offer to acquire Perstorp AB, but the deal was conditional upon the demerger 

of Pergo AB. Similarly, Wise Group’s demerger of Wise Online AB was excluded 

                                                   
37 The SIC codes are based on the operations of the respective companies at the time of the 

transaction. Thus, companies might be included in the final sample even though they are 

currently classified as financial companies, if they at the time of the transaction were 

classified differently. An example hereof is Catella AB, which was not classified as a financial 

company at the time of the transaction. However, Catella AB has since the transaction 

increasingly focused on financial services.  

38 It makes no sense to include involuntary spin-offs in the sample, as these transactions 

were not motivated by any form of value creation - but rather by law. AB Volvo’s spin-off of 

Ainax was an involuntary transaction. Before the spin-off, Volvo had attempted to acquire 

Scania, but the acquisition was blocked by the European Commission for competition 

reasons. Volvo was ordered to discontinue its ownership in Scania, which was done by 

creating a separate holding company consisting of Scania shares, which was then spun off 

to the shareholders of Volvo. The spin-off firm was named Ainax, simply a phonetic anagram 

of Scania (Ainacs). 
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from the final sample, as Wise Group was acquired immediately after the spin-

off.  

Transactions where less than 50 pct. of the parent firm’s interest in the 

subsidiary was distributed to the shareholders are excluded based on criterion 

g). The benefits of conducting spin-offs are limited, when the parent firm 

remains in control of the subsidiary. By keeping a controlling interest in the 

subsidiary, the parent firm still determines the nature of the business; select 

management, enter into contracts, buy and sell company assets, make decisions 

on the capital structure, etc. Hence, potential dissynergies of operating as a 

single entity are likely to remain following the transaction.  

Criterion h) was implemented in order to better explain sources of the wealth 

effects. If a parent firm engages in multiple spin-offs announced at approxi-

mately the same time, it complicates the analysis of the announcement effect, 

as the effect of the individual spin-off cannot be singled out. Hence, cross-

sectional analyses will be less meaningful. 

Finally, criterion i) was included in the screening process, as the transactions 

included in Thomson Financial ONE Banker Mergers and Acquisitions 

database include uncompleted transactions and double entries. Furthermore, 

some of the transactions included in the database were not verifiable due to 

insufficient publicly available information. 

After having identified the final sample, an extensive process to estimate the 

announcement date of each spin-off was initiated. To get reliable and meaning-

ful results when testing the announcement effect, the accuracy of the announce-

ment dates is crucial. Consequently, an extensive research of the announce-

ment dates was prioritized highly. Announcement dates can be gathered from 

Thomson Financial ONE Banker Mergers and Acquisitions database. How-

ever, it seems that these announcement dates have been identified incon-

sistently, that is, they are inconsistent in the way that they define the 

announcement date. To qualify as an announcement date for this thesis, the 

announcement must be sufficiently concrete about the company’s decision to 

carry out the spin-off and must to some extent include details about the timing 

of the transaction, which should be in a foreseeable future. Furthermore, the 

announcement must have been issued by the company or its board members. 

However, subjectivity cannot be avoided in the estimation of announcement 

dates, though it is minimized by following a structured approach. The available 



 

 

Data 

63 

 

announcement dates from Thomson Financial ONE Banker Mergers and 

Acquisitions database served as the starting point for the research. Most of 

these announcement dates have been verified through press releases and 

reliable news sources. However, a few of the announcement dates from Thom-

son Financial ONE Banker Mergers and Acquisitions database were concluded 

to be inaccurate, and were changed. In general, however, the announcement 

dates were relatively accurate, as only 14 of the 127 announcement dates were 

changed. 

The data sources used in this thesis are (1) Datastream for market values of 

equity and stock data and (2) Compustat for accounting information. Specifi-

cally, regarding the stock data, total return indices will be used exclusively. A 

total return index is an equity index tracking the capital gains of stocks and 

assumes that all cash distributions, such as dividends, are reinvested in the 

firms comprised in the index. Thus, a total return index is a more accurate 

representation of performance compared to regular stock prices, which do not 

adjust for stock-splits and dividends. Hence, total return indices give a better 

picture of the value created. The market price of a company’s shares is often 

used as a proxy for value, and total returns to shareholders as a proxy for value 

creation. To simplify the analysis, all market values and stock data is gathered 

in US Dollars. 

 

6.2 Descriptive statistics of the final sample 

The sample size of 127 is relatively small compared to the classic European 

study by Veld and Veld-Merkoulova (2004), which consisted of 156 transactions 

during the period from 1987 to 2000. One of the explanations behind this is 

differences in the criteria applied for the sample, such as our decision to exclude 

firms from certain industries. Furthermore, this thesis is also very strict with 

the definition of spin-offs, and excludes transactions with properties of rights-

offerings and similar.  

The full overview of the transactions in the sample is provided in Table 4. The 

geographical location of the sample companies is defined by their listing 

location. Only a few companies are headquartered in other countries than the 
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location of the exchange listing39. By defining companies by the listing location, 

tax or legislation motivated choice of headquarter does not distort the geo-

graphical overview. If the geographical location was defined by the location of 

the headquarter, countries such as Cyprus and Malta would be overrepresen-

ted.  

Table 4 - Sample by announcement year and geography 

Year NOR FIN SWE UK IRE BEL FRA GER ITA LUX NL POR SWZ Total 

1987 - - - - - - - - - - - - - 0 

1988 - - - - - - - - - - - - - 0 

1989 - - - 2 - - - - - - - - - 2 

1990 - - - - - - - - - - - - - 0 

1991 1 - - 1 - - - - - - - - - 2 

1992 - - 1 1 - - - - - - - - - 2 

1993 - - - 1 - - - - - - - - - 1 

1994 1 - - - - - - - - - - - - 1 

1995 1 - - - - - - - - - - - - 1 

1996 1 - 3 2 - - 1 - - - - - - 7 

1997 - - 2 5 - - - - - - - - - 7 

1998 - - - 5 - - - - - - 1 - - 6 

1999 1 - 3 4 - - - - - - - - 1 9 

2000 - 1 2 5 - 1 - - 1 - - - - 10 

2001 1 - 1 5 - - - - - - - - - 7 

2002 - - - 2 - - - - 1 - 1 - - 4 

2003 2 1 - 3 - - - - 1 - - - - 7 

2004 - 1 1 1 - - - 1 - - - 1 - 5 

2005 - 1 2 2 - 1 1 - - - - - - 7 

2006 1 - 1 7 1 - - - - - - - - 10 

2007 3 - 2 3 - - - - - - - - - 8 

2008 1 1 1 - - - - - - - - 1 1 5 

2009 - - - 1 - - - - - - - - - 1 

2010 - - 1 - - - 1 - 1 1 1 - - 5 

2011 1 1 1 1 - - 1 - 1 - - - 1 7 

2012 - - 2 - - - 1 1 - - - - - 4 

2013 - 2 - 1 - - - - - - - - - 3 

2014 1 - 1 - - - 1 1 - - - - - 4 

2015 - 1 - - - - - - - - - - - 1 

2016 - - - - - - - - 1 - - - - 1 

Total 15 9 24 52 1 2 6 3 6 1 3 2 3 127 

Distribution of European companies that announced a spin-off in the period from January 1987 to February 2017 by 

announcement year and country of the parent company. Countries are denoted as follows: NOR for Norway, FIN for Finland, 

SWE for Sweden, UK for United Kingdom, IRE for Ireland, BEL for Belgium, FRA for France, GER for Germany, ITA for 

Italy, LUX for Luxembourg, NL for the Netherlands, POR for Portugal and SWZ for Switzerland. 
 

As presented in Table 4, the distribution of spin-offs across time shows various 

patterns. Prior to 1996, the yearly spin-off activity is trivial, indicating the spin-

offs was an infrequently applied restructuring mechanism. This can possibly 

be explained by the fact that spin-offs at this point in time represented a 

                                                   
39 Examples of differing country of headquarter and listing include Kindred Group 

(previously named Unibet Group), headquartered in Malta but listed in Sweden and Prosafe, 

headquartered in Cyprus but listed in Norway. 
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relatively new restructuring approach and the regulatory framework was just 

recently put in place40. Since 1996 the development in the number of spin-offs 

indicate that spin-offs have become a more common restructuring approach. 

Furthermore, Table 4 indicates that the distribution of spin-offs across time 

reflects trends in the general economy. Generally, spin-offs seem to follow 

broader economic cycles with the spin-off activity peaking in the years before 

the burst of the IT-bubble around 2001 and the global financial crisis in 2008. 

After the burst around 2001, the number of spin-offs experienced a slight 

decrease only to increase during the economic upswing building up to the global 

financial crisis in 2008. Following the crash in financial markets around 2008, 

the number of spin-offs have been modest compared to previous spikes.  

In addition to presenting the distribution of spin-offs over time, Table 4 also 

illustrates the geographical distribution. The geographical distribution can 

partially be explained by differences in the taxation of spin-offs across Euro-

pean countries. Even though the legal framework is essentially identical across 

European jurisdictions, spin-offs can potentially be subject to tax implications, 

as they might be considered as a distribution of income or capital, and thereby 

should be taxed accordingly (Veld and Veld-Merkoulova, 2008). In most of 

Europe, tax does not create significant implications, since most tax authorities 

consider a spin-off as a restructuring of investments that the investor already 

owns. Consequently, it is possible to defer tax payments41. Exceptions include 

France, the Netherlands and Germany, where different fiscal policies have 

been enforced42. According to Veld and Veld-Merkoulova (2008), spin-offs in 

these countries are taxed unfavorably, which might explain the small number 

                                                   
40 In 1990 the Council of the European Union adopted the “Merger Directive” providing a 

common system of taxation applicable to cross-border reorganizations of companies in the 

EU including spin-offs (Veld and Veld-Merkoulova, 2008).  

41 The taxation in Europe is in large parts derived from the Merger Directive, which was 

adopted by the European Union on July 23, 1990. 

42 In Germany, it is possible to organize a tax-neutral spin-off. However, the tax-neutrality 

is contingent upon that the shareholders in the created entity do not transfer more than 20 

pct. of their shares to a third party within the first five years after the spin-off transaction. 

If the condition is broken, then the spin-off will be taxed (Suchan, 2004). In France, com-

panies cannot request approval from the tax authorities before the spin-off is completed. 

Therefore, the decision about whether a spin-off is taxable is taken after the completion of 

the spin-off. Thus, in both Germany and France the tax status of the transaction is unknown 

at the announcement date (Veld and Veld-Merkoulova, 2008). 
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of spin-offs conducted in these countries43. Despite the unfavorable tax 

conditions, the small number of spin-offs in Germany and France is rather 

surprising given the size of these countries. On the opposite site of the 

spectrum, the high quantity of spin-offs conducted in the Nordics and in the 

UK stands out. This distribution is interesting, however difficult to provide 

well-grounded explanations for.  

Table 5 gives an overview the distribution of parent and spin-off firms by 

industry. Manufacturing (SIC 2000-3999), Services (SIC 7000-8999) and Trans-

portation, Communications, Electric, Gas and Sanitary Services (SIC 4000-

4999) are clearly overrepresented in the sample. The high occurrence of spin-

offs in the service industry is unsurprising given complexity of this industry. 

Table 5 – SIC code categorization of sample companies  

SIC codes Category Parent  Spin-off 

0100-0999 Agriculture, Forestry and Fishing - 1 

1000-1499 Mining 9 3 

1500-1799 Construction 3 5 

1800-1999 Not used - - 

2000-3999 Manufacturing 53 48 

4000-4999 Transportation, Communications, Electric, Gas and Sanitary 

services 

22 20 

5000-5199 Wholesale Trade 2 8 

5200-5999 Retail Trade 11 10 

6000-6799 Finance, Insurance and Real Estate 6 9 

7000-8999 Services 21 23 

9100-9729 Public Administration - - 

9900-9999 Non-classifiable - - 

  

The market value of equity for the parent firms and spin-off firms are 

illustrated in Table 6. The average market value of equity for the parent firms 

is USD 7.38bn, whereas the median is USD 1.07bn. This skewness is caused by 

a few very large companies comprised in the sample44. Equivalent observations 

                                                   
43 A further discussion of the tax implications of spin-offs is beyond the scope of this thesis. 

For further details on the taxation of spin-offs in Europe see Gibson (1999), Zaman (1998) 

and Veld and Veld-Merkoulova (2008) 

44 Top five parent companies in the sample ordered by market value of equity are Total, the 

French oil and gas company (USD 162bn), Siemens, the German conglomerate company 

(USD 88bn), Anglo American, the UK-based mining company (USD 87bn), Roche Holding, 

the Swiss healthcare company (USD 73bn), Arcelor Mittal, the Luxembourg-based steel 

manufacturer (USD 56bn). 
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are made regarding the spin-off companies, where the average market value of 

equity is USD 1.14bn and the median is USD 0.29bn45. 

Table 6 – Market value of parent and spin-off firms  

 Parent firms Spin-off firms 
   

Mean 7,382  1,140  

Median 1,073  290  

Maximum 161,952  13,188  

Minimum 3.36  3.68  

The market values are determined as the market value on the first trading day of the spin-off firms. 

Market values are in millions of USD. 

  

                                                   
45 Top five spin-off companies in the sample ordered by market value of equity are Fiat 

Industrial, activities not directly related to automobiles of Italy-based Fiat Group  (USD 

13bn),  PostNL, spin-off from Netherlands-based TNT (USD 12bn), Zeneca, pharmaceuticals 

and agrochemicals businesses of Imperial Chemical Industries (USD 9bn), Lattice Group, 

spin-off of UK-based BG Group’s gas transmission business (USD 7bn), Seat Pagine Gialle, 

the ‘yellow pages’ business of Italy-based Telecom Italia Media  (USD 7bn). 
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Chapter 7  

Empirical findings 
 

This chapter will present the empirical findings related to the announcement 

effect, long-term abnormal stock performance and operating performance, 

respectively. First, section 6.1 shows the abnormal returns for the parent firms 

around the announcement date to provide a general overview of the short-run 

wealth effects. Furthermore, various subsamples will be examined in a cross-

sectional analysis to investigate potential explanations of the documented 

short-run wealth effects. Additionally, univariate and multivariate regressions 

will be performed to investigate possible linear relationships between the indi-

vidual variables derived from the hypotheses and the short-run cumulative ab-

normal returns. Secondly, section 6.2 presents the abnormal returns in the 

long-run for parents, subsidiaries and the combined firms. Next, section 6.3 

presents the findings of the analysis of abnormal operating performance for the 

parent firms engaged in spin-offs. Finally, in section 6.4 the findings from the 

operating analysis will be compared to findings from the analyses on abnormal 

stock performance. Most importantly this will disclose, whether the sample 

firms with high abnormal returns around the announcement date experience 

high post-transaction abnormal operating performance.  

 

7.1 Announcement effect 

Figure 4 provides a graphical illustration of the development in the average 

cumulative abnormal return (ACAR) in the event window ranging from 10 days 

before the announcement to 10 days after the announcement. Generally, the 

development indicates a clear announcement effect, suggesting that the 

announcement of a European spin-off is associated with substantial positive 

abnormal returns for the shareholders of the parent firm. Furthermore, by 

looking at the development in Figure 4, it seems evident that the effect is con-

centrated rather narrowly around the exact date of the announcement of the 

spin-off as well as the day before and after. Thus, ACAR seems to capture the 

full effect of the announcement with minimal information leakage prior to the 

announcement date, and limited drift following the announcement date. Ulti-
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mately, this implies a high degree of accuracy when determining the date of the 

announcements.  

Figure 4: Announcement effect (based on the market model) 

 

To test the significance of the effect around the announcement date, Table 7 

presents the average CAR for the different event windows, namely T-10 to 

T+10, T-5 to T+5 and T-1 to T+1 based on the market model, lagged market 

model and index model, respectively. Furthermore, Table 7 shows the results 

of the three parametric and two non-parametric tests, as described in section 

5.1.4.  

Table 7 – Overall announcement effect 

  Market model  Lagged market model  Index model 

  [-10;10] [-5;5] [-1;1]  [-10;10] [-5;5] [-1;1]  [-10;10] [-5;5] [-1;1] 
             

ACAR  4.27% 3.45% 3.73%  4.46% 3.47% 3.68%  4.67% 3.68% 3.76% 
  

           

Test             
             

𝜃1  4.50*** 5.01*** 10.37***  4.67*** 5.03*** 10.20***  4.59*** 4.99*** 9.77*** 

𝜃2  4.37*** 4.87*** 10.09***  4.51*** 4.86*** 9.86***  4.45*** 4.91*** 9.48*** 
𝜃3  3.11*** 2.40*** 5.24***  3.28*** 2.57*** 5.24***  3.99*** 3.11*** 5.06*** 
𝜃4  1.89** 2.57*** 5.76***  2.05** 2.53*** 5.71***  2.12** 2.84*** 5.62*** 

This table presents the average cumulative abnormal returns (ACARs) for event windows [-10;10], [-5;5] and [-1;1], 

respectively. Furthermore, it presents the results of the various statistical tests, which were introduced in section 5.1.4. 

Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

Ultimately, all tests for the various models and time frames are highly 

significant at a significance level of minimum 5 pct. The results of the tests of 
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the announcement effect are consistent with the consensus in prior research. 

The studies of the announcement effect of European spin-offs by Kirchmaier 

(2003) and Veld and Veld-Merkoulova (2004) both arrive at similar conclusions 

regarding the short-term wealth effects, documenting statistically significant 

overall announcement effects. Consequently, spin-offs are a valuable restruc-

turing mechanism creating significant value for the shareholders in the short 

run. Hence, H1a is accepted. 

The conclusion is rather one-sided across the event windows, models and test 

statistics. Thus, the conclusion regarding the announcement effect can be con-

sidered robust. One thing, however, which is not illustrated in Table 7, is 

whether the results are robust for various subperiods within our sample, or 

whether spin-offs from certain subperiods had a highly influential impact on 

the results for the full period. Since our sample spans over a period of 30 years, 

it is interesting to investigate the ACAR for specific subperiods to get an 

impression of, whether the announcement effect is significant across all 

subperiods, or whether investor sentiments regarding spin-offs have changed 

over time. Baker, Ruback and Wurgler (2004) argue that there is a time-

varying pattern for investor demand for corporate diversification46. Currently, 

both academia and practitioners are aware that there are limitations to the 

benefits of diversification, and terms such as ‘conglomerate discount’ are 

commonly used. Furthermore, activist investors have increasingly focused on 

promoting spin-offs as a valuable restructuring mechanism allowing firms to 

refocus on their core competencies, and at the same time increase the 

transparency of the corporation. The increasing awareness of the potential 

benefits of spin-offs might imply that more recent transactions experience 

higher abnormal returns around the announcement than earlier transactions. 

However, as evident from Table 8, the average cumulative abnormal returns 

for the 10-year period from 2007 to 2016 is lower than the abnormal returns in 

the periods 1987 to 1996 and 1997 to 2006. Each period, however, shows 

significant, average cumulative abnormal returns, which further strengthens 

                                                   
46 The shift in investor sentiments regarding corporate diversification is reflected in the 

development of the valuation of conglomerates. Klein (2001) investigated a sample of 36 

conglomerates from 1966-68, which were found to trade at a diversification premium of 36 

pct., which partially explains the acceleration of conglomerate mergers in this time period. 

In the subsequent period from 1969 to 1974 the diversification premium turned into a 

diversification discount (“conglomerate discount”), and the discount seems to have remained 

through the 1980’s (Lang and Stulz, 1994; Berger and Ofek, 1995). 
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the robustness of the conclusion that spin-offs generate significant abnormal 

returns around the announcement date. 

Table 8 –  Average cumulative abnormal returns (ACAR) for different subperiods 

 ACAR based on market model (in pct.) 

Period [-10;10] [-5;5] [-1;1] 
    

1987-1996 5.59** 3,96** 3.30*** 
1997-2006 4.63*** 3.74*** 4.67*** 
2007-2016 3.07* 2.69** 2.16*** 
This table presents the average cumulative abnormal returns (ACARs) for different time periods 

based on event windows [-10;10], [-5;5] and [-1;1], respectively. Asterisks indicate significance at the 

10 pct. (*), 5 pct. (**) and 1 pct. (***) level. The statistical significance of the means is tested using a 

t-statistic assuming independent variances, θ1, as described in section 5.1.4. 

 

7.1.1 Cross-sectional tests 

The previous section presented the results on the overall announcement effect. 

This section will examine relevant subsamples based on the hypotheses 

described in chapter 3 to find potential explanations behind the short-term 

wealth effects. For simplicity, the results of the cross-sectional analysis will be 

based solely on the market model. As presented in Table 7, the results on the 

announcement effect are not significantly affected by the model applied. Thus, 

it is reasonable to solely use the market model from this point on. 

Table 9 presents the performance of subgroups created based on information 

asymmetry. From panel A, it is evident that firms characterized by high pre-

transaction Tobin’s Q experience significantly higher abnormal returns than 

firms with lower Tobin’s Q. For event windows [-10;10] and [-5;5] the difference 

is significant at 1 pct., and for the narrowest event window [-1;1] it is significant 

at 5 pct. Thus, the findings provide evidence that supports H2a of an inverse 

relationship between abnormal announcement returns and Tobin’s Q.  

Panel B in Table 9 presents the results of two subgroups based on residual 

standard deviation. Both subgroups experience highly significant average 

cumulative abnormal returns across all event windows47. The difference 

between the two subgroups, however, is only significant in the [-10;10] event 

window, and only at 10 pct. Thus, only weak evidence supports H2b of a positive 

relationship between residual standard deviation and abnormal returns.    

                                                   
47 The high significance of the subgroup characterized by low residual standard deviation is 

partially because the t-statistics are calculated based on a lower denominator.     
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In Table 10, the short-run average cumulative abnormal returns are presented 

for subsamples related to industrial focus. In this context, a focus-increasing 

spin-off is defined as a transaction, where the first two-digit SIC codes differs 

for the parent firm and the subsidiary. Panel A shows no evidence of a focus 

effect on abnormal announcement returns, since the difference between the 

abnormal returns of focus-increasing and non-focus-increasing spin-offs is 

insignificant across all event windows. Thus, this result contradicts the broad 

consensus in academic research, e.g. Veld and Veld-Merkoulova (2004), who 

found that focus-increasing spin-offs perform significantly better than non-

focus-increasing spin-offs. 

Three possible explanations behind the absent effect of industrial focus on ab-

normal returns are (1) inaccurate industry classification, (2) that the focus 

effect is not robust over time and (3) that there simply is no effect in our sample. 

There is a couple of drawbacks by using SIC codes as a measure of corporate 

focus. As stated by Boone (2000), multiple theories within transaction cost eco-

nomics, e.g. Coase (1937) and Alchian (1978), point to vertical integration as an 

important variable in the theory of a firm. The use of SIC codes ignores these 

important corporate relations, as many related factors of production span the 

dimensions set by SIC codes (Weston, 2014). Thus, some vertically related spin-

off transactions would naively be classified as unrelated based on SIC codes, 

Table 9 – Asymmetric information 

  High Tobin's Q (N=63)  Low Tobin's Q (N=63)  Difference 

A. Event 

window 

 
Mean (%) t-statistic  Mean (%) t-statistic  Dif. (%) t-statistic 

          

[-10;10]  1.32 1.05  7.32 5.11***  6.00 3.10*** 

[-5;5]  1.20 1.32  5.76 5.55***  4.56 2.82*** 

[-1;1]  2.51 5.26***  5.03 9.28***  2.53 1.98** 
        

  High Daily Residual Std. 

(N=63) 

 Low Daily Residual Std. 

(N=63) 

 Difference 

B. Event 

window 

 
Mean (%) t-statistic  Mean (%) t-statistic  Dif. (%) t-statistic 

          

[-10;10]  5.95 3.44***  2.90 3.59***  3.06 1.55* 

[-5;5]  4.15 3.31***  2.86 4.90***  1.28 0.77 

[-1;1]  4.58 7.00***  2.90 9.52***  1.68 1.30 

Panel A illustrates two subgroups created by splitting the full sample by the median Tobin’s Q. Tobin’s Q 

is calculated as: (market value of equity + book value of liabilities)/book value of total assets. Panel B 

illustrates two subgroups based on residual standard deviation. Residual standard deviation is measured 

as the residual standard deviation of market model adjusted daily stock returns for parent firms during the 

estimation period [-280; -30]. The statistical significance of the means is tested using a t-statistic assuming 

independent variances, θ1, as described in section 5.1.4. This test is reasonable to use as clustering does not 

represent a problem in our sample. The difference in means is tested using a t-statistic for the difference 

between two means with unequal variances using Excel’s data analysis tool. Asterisks indicate significance 

at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level.  
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which could result in an obscure understanding of the causes and effects of 

corporate spin-offs. Regarding the second possible explanation, Boone (2000) 

argues that the results for related and unrelated spin-offs are not robust over 

time. To test whether this is also the case for our sample, the sample has been 

divided into two subsamples based on the year of the announcements. Panel B 

from Table 10 illustrates the average cumulative abnormal returns for focus-

increasing spin-offs and non-focus-increasing spin-offs in the period from 1987 

to 1999. Contrary to the findings when analyzing the full period, focus-

increasing spin-offs perform significantly better than non-focus-increasing 

spin-offs, when considering spin-offs prior to year 2000, exclusively. The 

difference is significant at 1 pct. across all event windows. Thus, the focus effect 

seems to be prevalent in the earlier part of the sample. However, Panel C shows 

that the focus effect is insignificant for the period from 2000 to 2016, where 

non-focus-increasing spin-offs create higher cumulative abnormal returns than 

focus-increasing spin-off. Thus, the findings result in a somewhat ambiguous 

conclusion regarding the effect of industrial focus on the abnormal announce-

ment returns. A detailed interpretation of the instability of the effects from 

industrial focusing is difficult at best. 

Table 10 – Focus vs. non-focus spin-offs 

  Focus  Non-focus  Difference 

Event 

window 

 
Mean (%) t-statistic N  Mean (%) t-statistic N  Dif. (%) t-statistic 

            

A. Full 

period 

           

-10 to +10  4.99 4.10*** 81  3.00 1.99** 46  1.99 0.99 

-5 to +5  3.28 3.71*** 81  3.75 3.43*** 46  -0.47 0.29 

-1 to +1  4.12 8.95*** 81  3.03 5.31*** 46  1.10 0.90 
            

B. 1987-1999            

-10 to +10  8.52 4.20*** 28  -2.23 -0.87 10  10.75 3.35*** 

-5 to +5  4.74 3.23*** 28  -0.89 -0.48 10  5.62 2.58*** 

-1 to +1  4.91 6.40*** 28  0.36 0.37 10  4.55 2.56*** 
            

C. 2000-2016            

-10 to +10  3.13 2.05** 53  4.46 2.49*** 36  -1.33 -0.56 

-5 to +5  2.51 2.27** 53  5.03 3.88*** 36  -2.53 -1.24 

-1 to +1  3.71 6.44*** 53  3.77 5.56*** 36  -0.06 -0.04 

Spin-off transactions defined as ‘focus’ are categorized based on the parent and spin-off firms having different first two-

digit SIC codes, whereas ‘non-focus’ transactions have identical first two-digit SIC codes. The statistical significance of 

the means is tested using a t-statistic assuming independent variances, θ1, as described in section 5.1.4. The difference 

in means is tested using a t-statistic for the difference between two means with unequal variances using Excel’s data 

analysis tool. Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

In Table 11, the average cumulative abnormal returns are presented for small 

spin-offs and large spin-offs, respectively. In this context, spin-offs where the 
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relative size is less than the median of 0.21 are classified as “small 

transactions”, and vice versa for spin-offs with relative size above the median. 

The relative size is measured as the market value of equity of the spun off 

subsidiary relative to the sum of the equity capitalizations of the parent and 

the subsidiary on the completion date. The difference between the average 

cumulative abnormal returns of large transactions and small transactions is 

significant across all the event windows. For event windows [-1;1] and [-5;5] the 

difference is significant at 5 pct., and for event window [-10;10] it is significant 

at 10 pct. As predicted by H4, the relative size of the spin-off firm compared to 

the parent firm has a positive impact on the announcement effect, which is 

consistent with previous empirical findings (Miles and Rosenfeld, 1983; Hite 

and Owers, 1993; Krishnaswami and Subramaniam, 1999). Furthermore, it is 

consistent with the findings by Veld and Veld-Merkoulova (2004), who studied 

European spin-offs specifically.  

Table 11 – Relative size 

  Large transactions 

(N=63) 

 Small transactions 

(N=63) 

 Difference 

Event 

window 

 Mean (%) t-statistic  Mean (%) t-statistic  Dif. 

(%) 

t-statistic 

 

         

-10 to +10  5.79 3.95***  2.77 2.28**  2.98 1.49* 

-5 to +5  5.12 4.83***  2.06 2.05**  3.30 2.01** 

-1 to +1  4.87 8.79***  2.49 5.76***  2.19 1.71** 

The statistical significance of the means is tested using a t-statistic assuming independent variances, 

θ1, as described in section 5.1.4. The difference in means is tested using a t-statistic for the difference 

between two means with unequal variances using Excel’s data analysis tool. Asterisks indicate 

significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

H5 tests whether firms from countries characterized by high levels of share-

holder protection create lower abnormal returns by engaging in spin-offs than 

firms from countries with lower levels of shareholder protection. H5 builds on 

the idea that shareholders in firms based in countries with lower levels of 

shareholder protection may benefit more from spin-offs due to separate listings 

and the accompanied improvement of reporting and corporate governance. As 

previously described, common law countries are generally characterized by 

higher levels of shareholder protection than Continental Europe, though the 

difference is less prevalent now than earlier. In Table 12, Continental Europe 

has been divided into three groups based on the different branches of civil law: 

French, German, and Scandinavian. According to the Anti-Director Rights 

Index developed by La Porta (1998), common law countries generally have the 

strongest legal protection of investors, French civil law countries have the 
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weakest, and German and Scandinavian civil law countries are located in the 

middle of the spectrum. H5 predicts that firms from common law countries, in 

this case the UK and Ireland, generate lower abnormal returns by engaging in 

spin-offs than firms from countries in Continental Europe. As illustrated in 

Table 12, the announcement effect is greatest for firms from common law 

countries across all event windows. Surprisingly, the sample shows the oppo-

site behavior of what was expected. This indicates that abnormal announce-

ment returns and the level of shareholder protection are positively correlated. 

Thus, H5 can be rejected.  

These findings can be based on theoretical arguments, however different from 

those H5 was based on. Corporate governance literature suggests that decisions 

that increase shareholder value are more likely to be made by firms with strong 

shareholder protection than firms with weak shareholder protection. This im-

plicitly means that even though firms characterized by low shareholder protec-

tion might have accumulated substantial negative synergies over time due to 

unwise strategies and acquisitions, they might make suboptimal spin-off deci-

sions and not benefit fully from spin-offs (Qian, 2006). 

Table 12 – Corporate governance 

  CAR [-10;10]  CAR [-5;5]  CAR [-1;1] 

Area 
 Mean 

(%) 

N 

(#) 
 

Mean 

(%) 

N 

(#) 
 

Mean 

(%) 

N 

(#) 
          

Common law  5.53*** 53  5.25*** 53  4.70*** 53 

Scandinavian civil law  3.89** 48  1.83* 48  3.04*** 48 

French civil law  1.88 17  2.62* 17  3.74*** 17 

German civil law  3.45* 9  3.00* 9  1.66 9 

This table present the average CARs for firms from common law countries and firms from civil law 

countries, respectively. Civil law is divided into three branches: Scandinavian civil law, French civil law 

and German civil law. Common law countries include UK and Ireland. Scandinavian civil law countries 

include Norway, Sweden, and Finland. French civil law countries include Belgium, France, Italy, 

Netherlands, Luxembourg, and Portugal. German civil law countries include Germany and Switzerland. 

The statistical significance of the means is tested using a t-statistic assuming independent variances (θ1). 

Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

7.1.2 Regression analyses  

To further investigate the sources of the documented announcement effect, 

various regressions are performed. Linear regressions are predictive analyses, 

seeking to model the relationship between a continuous dependent variable, 

and a number of independent variables. The method used in this thesis is the 

ordinary least squares (OLS) method, being the most commonly used method 

to fit a linear equation to data observations. Table 13 presents five univariate 
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regressions, as well as a multivariate regression including all variables. The 

univariate regressions provide an alternative to the cross-sectional tests by 

investigating whether a linear relationship exists between the individual 

variables supporting the hypotheses and the short-run cumulative abnormal 

returns. The multivariate regression tests whether the determinants of CARs 

remain significant in presence of each other, and gives an overview of how much 

of the variation in the abnormal returns that can be explained by all the 

examined independent variables. The dependent variable in each regression is 

CAR based on event window [-1;1]. The assumptions of the regression model 

are described in Appendix 1. The assumption of normally distributed residuals 

is dubious, and the assumption of homoscedasticity seems to be violated. How-

ever with these violations in mind, the regressions will be performed regard-

less48. 

Table 13 –Regression analysis on CARs around spin-off announcement 

   Univariate regression  Multivariate 

Variable 
Expected 

sign 
 1 2 3 4 5 

 
6 

          

Intercept  
 

0.06*** 0.01 0.03*** 0.01 0.03***  0.01 

TOBINS_Q - 
 

-0.02**      -0.01* 

RESIDUAL_STD + 
 

 1.29**     0.90 

FOCUS + 
 

  0.01    0.01 

RELSIZE + 
 

   0.10***   0.08** 

COMMON_LAW - 
 

    0.02  0.02 

Transactions (#)   126 127 127 127 127  126 

Adj. R2   0.02 0.02 0.00 0.07 0.01  0.09 

F-statistic   4.18 4.04 0.67 9.83 1.64  3.41 

Significance (%)   0.04 0.05 0.41 0.00 0.20  0.01 

The independent variables are defined in Appendix 2. Regression 1 to 5 are univariate, whereas regression 6 is 

multivariate. In regression 1, an outlier has been excluded from the analysis. The same outlier has been excluded 

from the multivariate regression. Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

 

The first (1) and second (2) regression measure the impact of the pre-

announcement information asymmetry on the cumulative abnormal returns. 

                                                   
48 The problem with heteroscedasticity can partially be solved by applying White’s hetero-

scedasticity adjusted standard errors, commonly known as robust standard errors. Any 

variable that is significant in Table 13 remains significant when applying robust standard 

errors.  
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As expected, there is a negative relationship between Tobin’s Q and abnormal 

returns. The TOBINS_Q variable is highly significant, which indicates that 

most firms characterized by low levels of Tobin’s Q are undervalued pre-event, 

and that the spin-off transaction is a way by which the information asymmetry 

can be reduced, and the discount minimized. The other measure of information 

asymmetry, that is the residual standard deviation of market model adjusted 

daily stock returns, is expected to have a positive effect on the abnormal 

returns. As evident from regression (2), RESIDUAL_STD has a significant 

positive effect on the abnormal return in the event window. Thus, both proxies 

of information asymmetry are significant and have the expected sign. This is 

consistent with the theoretical arguments presented earlier in the thesis, 

stating that firms characterized by high levels of asymmetry may benefit more 

from engaging in spin-offs due to the associated increase in transparency. 

Furthermore, the results are in line with the findings by Krishnaswami and 

Subramaniam (1999), who document a positive relationship between asym-

metric information and abnormal returns for American spin-offs. However, the 

findings contradict those documented by Veld and Veld-Merkoulova (2004) for 

spin-offs conducted in Europe, finding an insignificant relationship between the 

level of pre-event information asymmetry and abnormal returns. The proxies 

for information asymmetry used in this thesis deviate from the proxies used by 

Veld and Veld-Merkoulova (2004) and Krishnaswami and Subramaniam 

(1999), making a direct comparison of results less meaningful.  

The third regression (3) shows a positive relationship between cumulative ab-

normal returns and the FOCUS variable, which is consistent with our expec-

tations. However, as it was the case in the cross-sectional analysis, the focus 

effect is insignificant. Thus, this thesis finds limited evidence that focus-

increasing spin-offs generate higher abnormal returns around the announce-

ment than non-focus-increasing spin-offs. The cross-sectional analysis, how-

ever, indicated that the focus effect was present in the early part of the sample 

before the change of millennium.    

The fourth regression (4) shows a positive and highly significant relationship 

between RELSIZE and abnormal returns, which is consistent with our 

expectations and the findings from the cross-sectional test. Thus, there is 

strong support of H4 stating that large transactions measured by relative size 

generate higher short-term abnormal returns than smaller transactions. 
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The last of the univariate regressions, that is regression five (5), illustrates the 

relationship between cumulative abnormal returns and the dummy variable 

COMMON_LAW. This variable is expected to have a negative sign. Thus, the 

finding of a positive sign is surprising, though it is insignificant. The finding of 

an insignificant effect is in line with the European findings of Veld and Veld-

Merkoulova (2004). Both the cross-sectional test and the univariate regression 

reject H5 stating that firms from common law countries involved in spin-offs 

experience lower abnormal returns around the announcement date than parent 

firms from civil law countries. Thus, the level of shareholder protection is not 

found to have a negative impact on abnormal returns. 

Finally, it is investigated whether the independent variables maintain their 

significance in a multivariate regression. As evident from regression (6), both 

TOBINS_Q and RELSIZE remain significant in a multivariate regression, 

whereas RESIDUAL_STD becomes insignificant. The adjusted R-square of the 

multivariate regression is 9 pct. A higher adjusted R-square can possibly be 

achieved by adding further variables to the regression. However, this thesis 

focuses solely on a few chosen variables, which are all heavily manifested on 

theoretical arguments. Furthermore, by including too many variables in the re-

gression, the economic rationale might get distorted.  

The regressions performed in this section provide clear evidence that large 

spin-offs characterized by high levels of asymmetric information generate 

higher short-run abnormal returns. Surprisingly, industrial focus does not 

seem to have a significant impact on abnormal returns. This is rather sur-

prising, as improvement of corporate focus is frequently cited as the main moti-

vation for conducting spin-offs.  

 

7.2 Long-run abnormal stock performance 

The analysis of the announcement effect illustrated significant abnormal re-

turns in the short run. By analyzing long-term stock performance, this section 

investigates whether the announcement effect captured the full value effect of 

spin-offs. Based on the relative size of the parent firm and the spun of sub-

sidiary on the first trading day following the completion of the spin-off trans-

action, a theoretical calculation of the abnormal performance of the combined 

firm can be conducted. Specifically, the abnormal return of the pro-forma com-
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bined firm is calculated by weighting the BHARs of the parent firm and sub-

sidiary based on their relative size.  

Table 14 – BHAR in the long-run 

 Mean (%) t-statistic Percentage positive 
    

Panel A: Combined firms    

Year 0 to 1 -6.12 -1.76** 42.86 

Year 0 to 2 -2.80 -0.55 40.34 

Year 0 to 3 2.26 0.35 47.06 
    

Panel B: Parent firms    

Year 0 to 1 -8.42 -1.96** 42.02 

Year 0 to 2 -7.92 -1.40* 36.97 

Year 0 to 3 -5.38 -0.75 42.86 
    

Panel C: Spin-off firms    

Year 0 to 1 4.99 1.11 48.74 

Year 0 to 2 21.18 2.16** 55.46 

Year 0 to 3 31.04 2.96*** 54.62 

BHARs for the sample of 119 combined firms, parent firms and spin-off firms, respectively. The 

significance of the means is tested by the cross-sectional t-test presented in section 5.2.3. Asterisks 

indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level.  

 

Implicitly, the return of the combined firm illustrates, how an early investor in 

the parent firm would have performed over the three-year period following the 

completion of the spin-off by keeping both the shares in the parent firm and the 

received shares in the subsidiary. If the efficient market hypothesis holds, the 

long-run abnormal return of the combined firms should be insignificantly 

different from zero, as the effect of the spin-off transactions should be reflected 

entirely in the announcement effect. However, as evident from Table 14, the 

average buy-and-hold abnormal returns (ABHAR) of the combined firms for the 

first year following the completion of the spin-offs is -6.12 pct. and significant. 

Thus, the average combined firm underperforms significantly in year 1, which 

indicates a lagged market reaction to the spin-off.  However, ABHAR of the 

combined firms over the three-year period following the completion of the spin-

offs is 2.26 pct. and insignificant. Thus, as H1b predicts, there is no significant 

long-term effect of spin-off transactions, when looking at the entire three-year 

period49. The results are similar for the two-year period following the spin-off, 

where ABHAR is insignificantly different from zero. This is consistent with the 

                                                   
49 Since no long-run effects were expected, no hypotheses regarding possible determinants 

of long-run abnormal performance have been formulated. However, a multivariate regres-

sion has still been performed to investigate whether the variables used for the regressions 

on the announcement effect have any explanatory power in the long-run. As expected, none 

of the variables are significant in the long run. 
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findings of Veld and Veld-Merkoulova (2004), who also documented insignifi-

cant long-term effects in the three-year period following the spin-offs for the 

pro-forma combined firms in their European sample. Consequently, there 

seems to be significant differences between the findings of long-term effects in 

Europe and US. Multiple US studies (e.g. Cusatis et al., 1993) find significant 

long-term effects. 

Figure 5: Long-run abnormal performance of parent and spin-off firms 

 
The development in average buy-and-hold abnormal returns is depicted by indexing over the 756 

trading days following the completion date, where the completion serves as the base year. 

Given the lacking evidence of a significant long-term effect for the pro-forma 

combined firms, it is interesting to look at the performance of the parent firms 

and spin-off firms, respectively. Long-term stock performance measured by the 

development in ABHAR over the three-year period for parent and spin-off firms 

is presented in Figure 5. The development in abnormal returns for the parent 

firms reveals a rather surprising tendency across the three-year period. The 

graph indicates that parent firms underperform in the long run. As evident 

from Panel B in Table 14, however, the long-term abnormal performance is 

insignificantly different from zero over the full three-year period. In the first 

year following the spin-off, however, the average parent firm experiences a sig-
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nificant BHAR of -8.42 pct. The underperformance of parent firms in the first 

year partially explains, why the average combined firm experience a significant 

negative BHAR in the first year following the completion date.  

Contrary to the parent firms, the average spun off subsidiary experiences a 

relatively stable increase in abnormal returns in three years following the com-

pletion of the transaction. The average BHAR over the first year is 4.99 pct., 

but insignificant.  However, over the full three-year period the average BHAR 

is 31.04 pct. and highly significant. Consequently, spin-off firms generate sig-

nificant long-run abnormal returns. 

Looking at the long-run performance of parent and spin-off firms reveals an 

interesting pattern. Spin-off firms seem to generate positive abnormal returns, 

and parent firms seem to underperform, though insignificantly. Possible ex-

planations behind the pattern that spin-off firms outperform parent firms in 

the long run include increased incentive alignment for the spun off entities. As 

described earlier in the thesis, one of the arguments for conducting a spin-off is 

that it may enable better incentivization of key management in the subsidiary. 

This is in line with the findings of Seward and Walsh (1996), who found in their 

study of 78 spin-offs, that post-transaction, the compensation of the sub-

sidiary’s CEO is typically contingent on performance. Spin-offs enable the con-

figuration of contracts that enable the compensation for the management of the 

subsidiaries to be tied to the subsidiaries’ stock market performance (Schipper 

and Smith, 1983). The design of incentive contracts based on stock market per-

formance might ensure increased congruence between value creating perfor-

mance and compensation. Consequently, it can be argued that if the design of 

better incentive contracts is one of the driving forces behind the decision to 

spin-off a subsidiary, most of the abnormal performance should be linked to the 

spin-off firm. 

 

7.3 Operating performance 

This section will investigate the operating performance of the parent firms in 

the years following the completion of the spin-offs. Operating performance 

represents a tangible measure of firm performance, since it is not affected by 

investor expectations and sentiments. Consequently, operating performance is 

based on realized performance. The two previous analyses were based on stock 



 

 

Empirical findings 

82 

 

performance, which is forward-looking by nature. Accordingly, the investi-

gation of operating performance is to disclose, whether the stock market perfor-

mance is founded in tangible operating changes. Specifically, the findings on 

operating performance are to disclose whether a) post-spin-off efficiency im-

provements can be documented at operating performance level and b) whether 

parent firms engaged in focus-increasing spin-offs experience greater operating 

improvements than parent firms involved in non-focus-increasing spin-offs. 

Table 15 – Median change in ROA (unadjusted and adjusted)  

 Median 

Relative year Unadjusted  Adjusted 

Panel A: ∆ROA based on EBIT    
[-1;0] -0.03%  -0.14% 

[0;1] 0.10%  0.48% 

[1;2] -0.32%  0.47% 

[0;2] -0.19%  1.02% 

Panel B: ∆ROA based EBITDA    
[-1;0] -0.52%  0.30% 

[0;1] -0.01%  -0.26% 

[1;2] -0.34%  0.38% 

[0;2] -0.15%  1.16% 

This table presents the median change in ROA based on EBIT and EBITDA, respectively. Further-

more, the change in adjusted ROA is presented. The adjusted ROA is corrected for the operating 

performance of selected control firms, as presented in section 5.3.1. The table only illustrates 

changes in operating performance for the parent firms, thus subsidiaries are omitted from the 

analysis. The Wilcoxon Signed-Rank test has been applied to test the significance of the operating 

changes. Asterisks indicate significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

Table 15 presents the median changes in unadjusted and adjusted ROA from 

year -1 to year +2, where the completion year of the spin-off is defined as year 

0. The adjusted ROA based on EBIT, as presented in panel A, shows positive 

changes across all years except the change between the year pre-spin-off and 

the year of completion. In general, this in line with our expectations, as spin-

off transactions require substantial adaptation efforts and are associated with 

some degree of turbulence. Spinning of a subsidiary is likely to involve sepa-

ration of ties both in a business context and culturally, which may require new 

procedures and information streams to be implemented50. Consequently, the 

                                                   
50 Spin-offs are large-scale corporate restructurings associated with substantial reorgani-

zation costs, including duplication of administrative functions in post spin-off firms and 

maintaining separate accounting and finance staffs for post spin-off parent and offspring 

(Qian, 2006). 
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decrease in the median adjusted ROA (based on EBIT) from year -1 to year 0 

was expected. In the years following the spin-off completion, a positive, however 

insignificant, improvement in operating performance is documented. Thus, 

conducting spin-offs are generally associated with improvements in operating 

performance for the parent companies in the years following the transaction. 

However, the potency of this conclusion suffers by being statistically insigni-

ficant. Similarly, the changes in adjusted ROA based on EBITDA are insignifi-

cant. Consequently, parent firms cannot be concluded to experience any 

efficiency improvements and hence H1c is rejected51. This is inconsistent with 

the US findings by Daley et al. (1997) and Desai and Jain (1999), who docu-

mented significant positive changes in adjusted ROA in the years following 

spin-offs.  

Despite the operating changes being statistically insignificant, several inte-

resting aspects can be emphasized from the findings presented in Table 15. 

First, the changes in unadjusted ROA are mostly negative, indicating a down-

ward trend. The trend of decreasing unadjusted ROA for sample firms might 

be related to the timing of the spin-off transactions. As described previously in 

Chapter 6 on the descriptive statistics of the final sample, the density of spin-

offs and general mergers and acquisitions activity is particularly high in the 

build-up of economic cycles. Thus, spin-off activity peaked in the years prior to 

the burst of the IT bubble in the beginning of the 2000’s and the financial crisis 

in 2008. Given the macroeconomic conditions in the years after these events, a 

decreasing unadjusted ROA was to be expected in our sample, as 40 pct. of the 

sample firms were affected by the downturns in the two major crises during the 

examined period52. 

Additionally, Table 15 shows that changes in adjusted ROA are greater than 

the changes in unadjusted ROA, which indicates that while the median parent 

                                                   
51 This thesis exclusively examines the operating performance of the parent firms. Thus, it 

does not examine potential operating improvements for the spun off subsidiaries. The 

analysis of long-run abnormal returns illustrated that the spun off subsidiaries experience 

significant long-term abnormal returns, which in turn, may indicate that subsidiaries 

experience post-transaction efficiency improvements. However, US evidence (e.g. Daley et 

al., 1997) find that the spun off subsidiaries experience no significant operating improve-

ments following the transactions. 

52 Parent firms conducting spin-offs in the period from 1998 to 2000 experienced a decrease 

in median unadjusted ROA [0;2] of 1.66 pct., and firms conducting spin-offs in the period 

from 2006 to 2008 experienced a decrease of 1.53 pct.  
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firm experiences a decrease in unadjusted ROA in the years following the spin-

off, the median control firm experiences an even more drastically decrease. The 

decrease in operating performance of control firms might partially be explained 

by the economic crises. Furthermore, the trend might be explained by mean 

reversion. The median unadjusted ROA of the sample firms is 7.12 pct. in the 

year prior to the transaction, which is lower than the median unadjusted ROA 

of the control firms of 7.98 pct53. Mean reversion can be a result of non-recurring 

income or expenses, earnings manipulation, and temporary shifts in product 

demand as well as other underlying economic forces. If a firm experiences a 

high level of operating income, it is likely to be a result of a temporary com-

ponent, thus the operating income is likely decrease over time until it reaches 

normal levels (Barber and Lyon, 1995). Thus, mean reversion might partially 

explain why the median unadjusted ROA of the control firms decreases more 

over time than unadjusted ROA of the sample firms. However, even though 

performance matching was avoided in the selection of control firms, the dif-

ference between the median pre-transaction operating performance levels of 

control firms and sample firms is not that substantial. Thus, mean reversion 

does not seem to create significantly biased results. 

A plausible explanation behind the lacking evidence of an operating effect 

relates to the motivations described previously. A key motive for engaging in 

spin-offs is to increase transparency. This kind of spin-off is simply driven by 

the intention of unlocking value that already exists, but which the market does 

not recognize. Thus, no operating improvements are to be expected from spin-

off transactions motivated by increasing transparency. Since the overall sample 

includes spin-offs driven by various motivations, including transactions not 

driven by achieving efficiency improvements, it might make sense to analyze 

specific subsamples. Spin-offs motivated by increasing the industrial focus of 

the corporation are typically driven by the objective of eliminating negative 

synergies and refocusing on the core business. Thus, the refocusing motive is 

indirectly driven by the objective of achieving operating improvements. Since 

the explicitly stated motives are not analyzed, this thesis assumes that most of 

the transactions where parent firm and subsidiary differ by the first two-digit 

SIC code were actually driven by increasing the industrial focus.  

                                                   
53 This indicates that operating underperformance might be a determinant of the decision to 

spin off a subsidiary. This is in line with Desai and Jain (1999), who find that firms are likely 

to undertake spin-offs to separate underperforming subsidiaries from the parent firms. 
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Table 16 – Median change in ROA (unadjusted and adjusted) of focus vs non-focus  

 Median 

 Unadjusted  Adjusted 

Relative year Focus Non-focus  Focus Non-focus 

Panel A: ∆ROA based on EBIT      
[-1;0] -0.84% 1.04%  -0.01% -0.33% 

[0;1] 0.10% 0.08%  0.21% 0.71% 

[1;2] -0.23% -0.34%  0.59% 0.25% 

[0;2] -0.09% -0.29%  1.50% -0.06% 

Panel B: ∆ROA based EBITDA      
[-1;0] -1.25% 1.31%  0.30% 0.47% 

[0;1] 0.00% -0.28%  0.13% -0.62% 

[1;2] -0.40% -0.34%  0.25% 0.52% 

[0;2] 0.18% -0.69%  1.76% -0.61% 

This table presents the median change in ROA based on EBIT and EBITDA, respectively. 

Furthermore, the change in adjusted ROA is presented. The adjusted ROA is corrected for the 

development in the operating performance of selected control firms, as presented in section 5.3.1. The 

Wilcoxon Signed-Rank test has been applied to test the significance of the operating changes. 

H3b predicts that operating improvements are larger for focus-increasing 

transactions than non-focus-increasing transactions, which is consistent with 

the studies by Daley et al. (1997) and Desai and Jain (1999), both documenting 

that parent firms conducting focus-increasing spin-offs experience significantly 

positive changes in adjusted ROA following the spin-off, while the effect is 

insignificant for parent firms engaged in non-focus-increasing spin-offs. Thus, 

they find that focus-increasing spin-offs perform better, which is consistent 

with the idea that spinning off unrelated businesses might remove negative 

synergies and allow the managers of the parent firm to focus on the core areas 

that they are best suited to manage. However, as illustrated in Table 16, none 

of the subsamples experience significant changes in operating performance in 

our sample. Consequently, whether the parent firm and subsidiary operates in 

different industries does not seem to have an influence on subsequent operating 

performance in Europe. Thus, H3b is rejected. 

 

7.4 Interrelatedness of analyses   

To gain a more comprehensive picture of the different analyses conducted in 

this thesis, it is interesting to investigate how the documented findings inter-

relate. Especially, the relationship between the announcement effect and the 

post-transaction abnormal operating performance is interesting to analyze. If 
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stock markets are efficient, the market should be relatively accurate in its 

pricing of the parent firm at the time of the announcement. Thus, parent firms 

experiencing high abnormal returns around the announcement date should 

also experience high post-transaction abnormal operating performance. How-

ever, high announcement returns could also be a result of expectations about 

increased transparency without any expectations of operating improvements.  

Table 17 – Announcement effect and subsequent operating performance 

  High operating 

performance (N=59) 

 Low operating 

performance (N=59) 

 Difference 

Event 

window 

 ACAR (%) t-statistic  ACAR (%) t-statistic  Dif. (%) t-statistic 

 

         

-10 to +10  3.40 2.57***  4.37 2.98***  -0.96 -0.48 

-5 to +5  3.01 3.14***  2.89 2.72***  0.12 0.07 

-1 to +1  4.12 8.22***  2.94 5.31***  1.18 0.88 

Subgroups are created by splitting the full sample by the median adjusted ROA [0;2] based on EBIT. 

The statistical significance of the means is tested using a t-statistic assuming independent variances, 

θ1, as described in section 5.1.4. The difference in means is tested using a t-statistic for the difference 

between two means with unequal variances using Excel’s data analysis tool. Asterisks indicate 

significance at the 10 pct. (*), 5 pct. (**) and 1 pct. (***) level. 

Table 17 shows that parent firms with high post-transaction operating perfor-

mance do not experience significantly higher abnormal announcement returns 

than parent firms with low post-transaction operating performance. Thus, it 

seems evident that no relationship exists between the findings from the 

announcement analysis and the operating analysis. Subsequent abnormal ope-

rating performance does not explain the initial wealth generation of spin-off 

transactions. However, since this thesis only investigates the abnormal ope-

rating performance of parent firms, the findings may differ, if the operating 

performance of the subsidiaries was included in the analysis. 

Similarly, abnormal operating performance does not seem to explain the long-

run wealth creation. The analysis of long-run abnormal performance docu-

mented negative abnormal returns for the parent firms in the first two years 

following the completion of the spin-off transaction. However, in the same 

period the average parent firm experiences improvements in adjusted ROA, 

though insignificant. This indicates that the long-run abnormal returns reflect 

other factors than the firm’s operating performance.  
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Chapter 8  

Discussion and conclusions 

This thesis analyzes the value effects of European spin-offs over the period 

1987-2016. The value effects have been analyzed on multiple parameters, as 

both the announcement effect, long-term stock market performance and 

subsequent abnormal operating performance is investigated. In Chapter 4 

various hypotheses were developed to help answer the research question: Do 

European companies create shareholder value by conducting spin-offs, and if so, 

which factors explain this value creation? The hypotheses and the findings from 

the analyses are illustrated in Table 18. In section 8.1, the empirical findings 

and the hypotheses will be discussed in more detail to formulate an answer to 

the main research question. Section 8.2 describes some of the limitations that 

needs to be considered when interpreting the findings. Finally, section 8.3 pre-

sents suggestions for further research.  

Table 18 – Overview of hypotheses 

Hypothesis 
Announcement 

effect 

Long-term 

stock 

Operating 

performance 
          

H1a: Spin-off announcements result in positive abnormal          
returns to the shareholders of the parent firms          

H1b: The long-run abnormal stock returns for the pro-forma          
combined firms are insignificantly different from zero          

H1c: The operating performance of the parent firms improve          
following the completion of spin-offs          

H2a: Tobin’s Q has a negative impact on the abnormal          
announcement returns          

H2b: Idiosyncratic volatility has a positive impact on the          
abnormal announcement returns          

H3a: Industrial focus has a positive impact on the abnormal          
returns around the announcement date          

H3b: Industrial focus has a positive impact on          
the operating performance of parent firms          

H4: The relative size of spin-off firm compared to the           
parent firm has a positive influence on the abnormal           
returns around the announcement date          

H5: Parent firms from common law countries involved in          
spin-offs experience lower abnormal returns around the          
announcement date than parent firms from civil law countries          

indicates ‘strong’ confirmation (accept) 

indicates ‘semi-strong’ confirmation 

indicates ‘weak’ confirmation (reject) 
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8.1 Interpretation of the results 

The wealth creation around the announcement date of spin-offs was examined 

by conducting an event study of the development of the abnormal returns of the 

parent firms. Several models have been applied to find the predicted returns 

for the calculation of abnormal returns around the announcement, namely the 

market model, a lagged market model and the index model. The analysis of the 

announcement effect documents statistically significant abnormal returns 

across all the examined event windows and predicted return models. Several 

meticulously chosen parametric and non-parametric test have performed to 

secure the reliability of the documented findings. Thus, European parent firms 

experience significant abnormal returns around the announcement, which is 

consistent with the broad consensus of a positive announcement effect as docu-

mented by previous research. Hence, H1a is not rejected. 

If the market is characterized by at least semi-strong efficiency, the announce-

ment effect should fully capture the wealth effect of spin-offs. However, market 

inefficiencies may exist, which makes it relevant to investigate long-run 

abnormal stock returns. The long-run effects of spin-offs on shareholder value 

have been examined for the 3-year period following the first trading day of the 

subsidiaries. Given a number of biases associated with using CAR for detecting 

abnormal performance over a longer time period, shareholder wealth effects in 

the long-run were examined by calculating buy-and-hold abnormal returns. 

The buy-and-hold abnormal returns were calculated based on the index model. 

H1b predicts that the long-run abnormal returns for the combined firms should 

be insignificantly different from zero, given the assumption of efficient mar-

kets. The empirical findings of this thesis reveal significantly negative abnor-

mal returns in the first year following the spin-off transaction. However, over 

the total three-year period following the completion of the transaction, the com-

bined firms experience average abnormal returns insignificantly different from 

zero, which is consistent with existing European research on the long-run 

effects for the combined firms (Veld and Veld-Merkoulova, 2004; Kirchmaier, 

2003). Hence, H1b is not rejected. 

To get a better understanding of the long-run abnormal stock performance, this 

thesis also examined the development in abnormal returns for the parent and 

subsidiary firms respectively, even though this was not directly associated with 

answering H1b. The findings reveal an interesting pattern, where subsidiary 
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firms experience significantly positive abnormal returns, while parent firms 

experience abnormal returns insignificantly different from zero over the three-

year period. A plausible explanation behind the pattern that spin-off firms 

outperform parent firms in the long run include increased incentive alignment 

for the spun off entity. The design of incentive contracts based on stock market 

performance might ensure increased congruence between value creating per-

formance and compensation. Consequently, it can be argued that, if the design 

of better incentive contracts is one of the driving forces behind the decision to 

spin off a subsidiary, most of the abnormal performance should be linked to the 

subsidiary. 

To investigate whether spin-offs improve operating performance by mitigating 

operational inefficiencies, an analysis of the operating performance of parent 

firms following the completion of spin-offs has been conducted. A ‘control 

group’-approach has been employed, where the median return on assets of 

similar companies is used as the benchmark for calculating the abnormal ope-

rating performance of the parent firms. Ultimately, the median parent firm is 

found to experience positive abnormal operating performance in the 2-year 

period following the spin-off. However, this effect is not statistically significant. 

Thus, H1c is rejected. 

Generally, firms characterized by high information asymmetry are expected to 

generate more value by conducting spin-offs than firms with lower degrees of 

information asymmetry. In order to quantify the level of asymmetric infor-

mation, this thesis uses two proxy measures, namely Tobin’s Q and residual 

standard deviation. These two measures are tested in hypotheses H2a and H2b, 

respectively. The empirical findings of this thesis provide strong evidence of an 

inverse relationship between pre-transaction Tobin’s Q and the abnormal an-

nouncement returns. In a cross-sectional analysis, where the sample is split by 

the median Tobin’s Q, it is evident that firms with low Tobin’s experience signi-

ficantly higher abnormal returns than firms with high Tobin’s Q. This pattern 

is significant across all the examined event windows at a significance level of 5 

pct. or lower. Furthermore, the TOBINS_Q variable is significant in all the per-

formed regressions on the abnormal announcement returns, that is, both uni-

variate and multivariate regressions. Hence, H2a is not rejected.   

The empirical results for the second proxy of asymmetric information, that is 

residual standard deviation of market model adjusted daily stock returns, are 
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not as clear. From the cross-sectional analysis, it is evident that firms with high 

residual standard deviation experience higher abnormal returns than firms 

with lower residual standard deviation. However, the difference is only signifi-

cant for the longest of the event windows, and only at 10 pct. The univariate 

regression, however, supports that a positive relationship exists between 

residual standard deviation and abnormal returns. Consequently, H2b is not 

rejected.  

Parent firms involved in spin-offs that improve the industrial focus are often 

found in academic research to experience higher abnormal returns around the 

announcement date than parent firms involved in non-focus-increasing spin-

offs. However, this thesis finds the difference between the abnormal returns of 

the focus-increasing and non-focus-increasing spin-offs to be insignificant 

across all event windows. Thus, this result contradicts the broad consensus in 

academic research, as theory and empirical research cite refocusing as the main 

motive behind corporate restructurings. Boone (2000) found in her study of US 

spin-offs that the focus effect is not robust over time. To test whether this was 

also the case for our sample, the sample was divided into two subsamples; one 

consisting of spin-off announcements prior to year 2000 and another consisting 

of announcements after year 2000. Prior to year 2000, firms engaging in focus-

increasing spin-offs were found to experience significantly higher abnormal 

returns than firms engaging in non-focus-increasing spin-offs across all event 

windows. The difference was found to be significant at 1 pct. Thus, there is 

strong support of an industrial focus effect prior to year 2000. However, for the 

period from year 2000 and onwards, the focus effect is insignificant. Thus, this 

thesis finds somewhat ambiguous results regarding H3a. 

In addition to investigating the effect of industrial focus on the abnormal 

returns around the announcement date, it has also been examined whether 

parent firms engaging in focus-increasing spin-offs improve operating perfor-

mance more than firms engaging in non-focus-increasing spin-offs. H3b was 

formulated based on the idea that industrial focusing might eliminate potential 

negative synergies of operating in multiple industries. However, the empirical 

findings of this thesis reveal no support of a relationship between the post-

transaction operating performance and industrial focus. Thus, the findings of 

this thesis differ from the findings of Daley et. al. (1997) and Desai and Jain 

(1999), who found that the operating performance of firms resulting from focus- 
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increasing spin-offs is better than for firms resulting from non-focus-increasing 

transactions. However, these studies are both American. Given the lack of evi-

dence of a focus effect on operating performance, H3b is rejected. 

This thesis also examined the effect of the relative size of the spin-off firm 

compared to the parent firm on the abnormal returns around the announce-

ment date. The relative size is often found to have a positive impact, where the 

potential wealth gains are argued to be driven by higher media and analyst 

coverage and the fact that disposal of a large relative part of a value-decreasing 

activity can be expected to have a larger effect on the share price. Both the 

cross-sectional analysis as well the univariate and multivariate regressions 

strongly support H4 of a positive relationship between relative size and abnor-

mal returns. This is in line with the findings of Miles and Rosenfeld (1983), 

Hite and Owers (1993) and Krishnaswami and Subramaniam (1999).  

It is frequently argued that the level of shareholder protection is higher in 

common law countries than in civil law countries. Based on the assumption 

that firms from common law countries have less room to allow negative 

synergies to accumulate, firms based in UK and Ireland conducting spin-offs 

are expected to generate lower abnormal returns than firms from countries in 

Continental Europe. However, our findings cannot support this hypothesis. 

Thus, H5 is rejected. 

To fully grasp the results of the various analyses, the interrelatedness of the 

different pillars has been examined. If stock markets are efficient, the market 

should be relatively accurate in its pricing of the spin-off transaction at the time 

of the announcement. Thus, it reasonable to expect that firms experiencing 

high abnormal announcement returns also experience subsequent operating 

improvements. However, this thesis finds an insignificant relationship between 

the initial abnormal returns and subsequent abnormal operating performance. 

Thus, no relationship exists between the findings from the announcement 

analysis and the operating analysis. Thereby it can be concluded that the sub-

sequent abnormal operating performance does not seem to explain the initial 

wealth generation of spin-off transactions. These findings are however not 

definite as only the abnormal operating performance of parent firms has been 

analyzed. 
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8.2 Caveats 

This section emphasizes on the limitations that needs to be considered when 

interpreting results. Some of the points have already been described to a 

certain extent, however some need further elaboration. It might decrease the 

explanatory power of the findings.  

Sample size and underlying data 

As described in chapter 6, this thesis is based on a sample consisting of 127 

spin-off transactions, which should represent close to the full population. 

However, this is only an approximation. First, subjective assessments have 

been inevitable. Such subjective aspects relate to the selection criteria applied 

in the data selection, where the exclusion of transactions from the full data 

extraction from Thomson Financial ONE Banker Mergers and Acquisitions 

database has been subject to the authors’ assessments. The full extraction 

comprised 313 spin-offs, which was diligently screened to arrive at the final 

sample of 127, as described in chapter 6.  For instance, firms operating in cer-

tain selected industries have deliberately been excluded from the final sample. 

Furthermore, each transaction was separately analyzed and assessed to secure 

that it was not misclassified as a spin-off.  

In addition, the reliability of the findings also relies on the completeness of the 

Thomson Financial ONE Banker Mergers and Acquisitions database, as this 

has been the primary source of data for identifying sample firms. 

Use of daily data 

As stated by Fama (1976), daily stock returns for individual securities can 

exhibit significant departures from normality. Typically, daily stock returns 

are fat-tailed relative to a normal distribution, which also holds true for daily 

abnormal returns. However, there is evidence that mean daily abnormal 

returns in a cross-section of securities converges to normality as the number of 

securities in the sample increases (Brown and Warner, 1985). As this thesis in-

vestigates events across multiple securities, the normality of mean abnormal 

returns is of higher interest than for the abnormal returns of the individual 

securities. The validity of the parametric tests relies on the assumption about 

normality, and thus, it is highly relevant to test, whether the mean abnormal 

returns in the sample are normally distributed. If not, the parametric tests may 
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give unreliable output as the result will be held up against an asymptotic distri-

bution, which is a bad approximation of the true distribution of the average 

abnormal returns (AARs). As illustrated in Appendix 3, the average abnormal 

returns for the estimation period used in the analysis of the announcement 

effect are approximately normally distributed. Hence, the use of parametric 

tests gives reliable results for the announcement effect. Even if the normality 

assumption was not fulfilled, the test of the announcement effect was com-

plemented by two non-parametric tests.  

Clustering of events 

Some of the test statistics rely on the assumption that cumulative abnormal 

returns are independent across firms. Thus, the assumption is likely to be 

violated, if the event windows of the included securities overlap in calendar 

time. For the event window [-1;1], only two event windows overlap. Conse-

quently, clustering is not a big issue in our sample in the analysis of the an-

nouncement effect. Even if clustering of events was a problem, this thesis has 

used a test statistic for the announcement effect that explicitly accounts for 

potential correlation between the securities. However, for the long-term 

analysis, clustering of events and cross-correlation between securities might 

affect the reliability of the findings, since the applied test statistic for the long-

term analysis does not account for cross-correlation explicitly.  

Benchmarks 

In the analysis of the announcement effect multiple predicted return models 

have been applied to secure the robustness of the results. Specifically, the 

market model, the lagged market model and the index model have been 

applied. However, for the long-term analysis of abnormal returns, the index 

model has been used exclusively. Hence, the findings of long-run abnormal 

returns are very dependent upon that the index model represents an 

appropriate benchmark. As described in section 5.2.2, the use of the index as a 

benchmark in the long run might entail certain biases. New listing bias arises 

in event studies of long-run abnormal returns, as sample firms generally have 

a long history of returns, whereas firms that constitute the index include firms 

that starts trading subsequently to the event day. Since IPOs are found to 

underperform in long-run, this might create an upward biased estimate of 

abnormal returns, when benchmarking against the index, since new IPO firms 
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will become part of the index subsequent to the event day. However, for our 

sample, the new listing bias is estimated to be of limited importance, since all 

the spun off subsidiaries are newly listed, which should more than balance out 

the effect of IPOs becoming part of the index subsequent to the event day. If 

anything, the abnormal returns will be downward biased due to overrepresen-

tation of newly listed firms in the sample compared to the index. Another 

potential bias is that firm characteristics, such as size, beta and P/B may not 

be represented equally in the sample and the index.  

For the analysis of operating performance, a control firm approach has been 

applied. A very structured selection process was completed, seeking to match 

sample firms and control firms on size, industry and geographical area. Given 

the limited accounting data for firms in certain countries, it was not possible to 

match sample firms and control firms based on specific countries. Hence, 

sample firms and control firms were matched on broader geographical areas 

comprising multiple countries. The purpose with geographical matching is to 

secure comparable accounting principles between sample firms and control 

firms. Minor differences in accounting principles between sample firms and 

control firms might still exist, though most have been mitigated. 

 

8.3 Suggestions for further research 

This section will present potential subjects for further research, which are 

mainly based on areas touched by this thesis, but where more in-depth research 

would create a better understanding. Given the large size of the sample investi-

gated in this thesis, the analysis was based on a limited understanding of the 

individual firms and their explicitly stated motives for engaging in spin-offs. 

Thus, the thesis relies on proxies for the various motivations. For instance, the 

results provide limited evidence of a focus effect. However, in this thesis a focus-

increasing spin-off was defined as a spin-off, where the parent company and 

the unit spun off differ by the first two digits in their respective Standard Indu-

stry Classification (SIC) codes. Thus, a spin-off transaction would be defined as 

focus-increasing, even though this was not necessarily the explicitly stated 

motivation behind the transaction. A transaction where parent and subsidiary 

differs by two-digit SIC codes does not necessarily imply that the transaction 

was motivated by eliminating inefficiencies of operating as a single multi-
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industry entity, but could just as well be motivated by increasing transparency. 

An interesting topic for further research would therefore be to analyze the 

explicitly stated motivations behind each spin-off, perhaps with focus on the 

Nordic countries. 

This thesis has focused solely on spin-off transactions, which represents only 

one of the restructuring mechanisms available for the management. An inte-

resting topic for further research would be to investigate the various restruc-

turing mechanisms simultaneously. This would give an elaborate picture of the 

shareholder wealth effect of the different types of restructuring, and perhaps 

also give an understanding of under which circumstances the various types of 

restructuring create shareholder value. 

The long-term analysis documented that subsidiary firms perform substan-

tially better than parent firms in the long run. As mentioned earlier, a plausible 

explanation behind this development is that, if the design of better incentive 

contracts is one of the driving forces behind the decision to spin-off a subsidiary, 

most of the abnormal performance should be linked to the spin-off firm. Thus, 

a potential subject for further research would be to investigate whether spin-

offs are associated with changes in CEO compensation, and whether this ex-

plains why spin-off firms experience higher long-term abnormal returns than 

parent firms in Europe. 

In the operating analysis, it is documented that parent firms experience lower 

returns on assets (ROA) in the year prior to the completion of spin-offs 

compared to the identified control firms. This indicates that operating under-

performance may be a determinant of the decision to engage in spin-offs. Thus, 

an interesting topic for further research is to analyze the determinants of the 

decision to engage in spin-offs. Possible factors to include in such an analysis 

are pre-transaction operating results, take-over activity and market perfor-

mance.  

Substantial differences in the distribution of spin-offs across the European 

countries are found in the data sample, and potential determinants for these 

differences are only briefly explained. Differences in ownership structure and 

corporate governance among European countries may influence the decision to 

conduct a spin-off. As the differences in the legal systems within which the 

companies operate are known to have explanatory effect on the intensity and  
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pattern of corporate restructurings, a focused investigation of these effects 

could be interesting.  

The announcement effect related to spin-offs may potentially be affected by in-

vestor irrationality, such as the unrealistic demand for spin-off firms in ‘hot 

sectors’. However, limited empirical evidence on the relationship between the 

value creation of spin-offs and investor sentiment exists. Thus, less attention 

has been paid to address, whether there is a significant and positive association 

between the spin-off announcement returns and investor demands for factors, 

such as corporate focus and hot sector stocks. Consequently, as the difference 

between sectors is not investigated in this thesis, it represents an area of fur-

ther research.  
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Appendix 1: Assumptions of regression 

Several assumptions (known as the Gauss-Markow assumptions) must be 

fulfilled for the regression analysis to provide valid and reliable results. Specifi-

cally, these assumptions are necessary for the estimators of the model deter-

mined by OLS to provide the Best Linear Unbiased Estimators (BLUE). Thus, 

an analysis of these assumptions is necessary to determine, whether the OLS 

estimators are consistent and unbiased (Brooks, 2008). This section serves the 

purpose of describing the assumptions behind the classic linear regression 

model, and analyze to what extend our regression model fulfills these assump-

tions54.  

1. Linearity of parameters. In order for the OLS method to provide unbiased 

estimators, the relation between the dependent variable and the independent 

variables should be linear (Brooks, 2008). From the plot of observed cumulative 

abnormal returns (CAR) compared to the predicted values by the multivariate 

regression model, it seems evident that a linear relationship exists between 

CAR and the independent variables.  

Figure: Plot of observed CARs against estimated values 

 

In addition to the graphical illustration, Ramsey’s RESET test has been 

conducted to reveal potential violations of the assumption, where the null 

                                                   
54 The assumptions have been tested using IBM’s SPSS.  
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hypothesis that the model is correctly specified is being tested. A rejection of 

the null hypothesis provides statistical evidence that a non-linear model would 

improve the reliability of the findings. The null hypothesis cannot be rejected, 

as the p-value of 0.271 is larger than the conventional significance levels. Thus, 

it seems evident that a linear relationship exists between the dependent 

variable and the independent variables.  

Table: Various tests 

 P-values 

Ramsey’s RESET test 0.271 

White’s test 0.010 

Shapiro–Wilk test 0.000 

 

2. No perfect multicollinearity. For the regression to yield unbiased estimators, 

it is necessary that no perfect multicollinearity exists between the independent 

variables. If two variables are highly correlated, and there is a linear relation-

ship between these variables and the dependent variable, it is difficult to deter-

mine which of the variables that actually explains the variation in the depen-

dent variable (Gujarati and Porter, 2009). In practice, high multicollinearity 

causes the standard errors to increase, which makes it difficult to interpret the 

relative significance of the estimated parameters.  

Table: Correlation matrix 

 FOCUS RELSIZE TOBINS_Q RESIDUAL_STD COMMOM_LAW 

FOCUS 1.00 0.06 0.00 0.06 -0.03 

RELSIZE 0.06 1.00 -0.14 0.20 0.04 

TOBINS_Q 0.00 -0.14 1.00 -0.08 0.11 

RESIDUAL_STD 0.06 0.20 -0.08 1.00 -0.02 

COMMON_LAW -0.03 0.04 0.11 -0.02 1.00 

 

Multicollinearity can be assessed by appraising the intervariable correlation 

coefficients. From the correlation matrix, it is evident that multicollinearity 

does not impose a problem, as the largest correlation coefficient between two 

variables is 0.20. Thus, the assumption of no perfect multicollinearity is ful-

filled.  

3. Zero Conditional Mean. An important assumption to achieve unbiased 

estimators is that the residuals have an expected value of zero for all values of 

the independent variables. However, this assumption will not be tested in the 

analysis, but simply be assumed fulfilled. If the assumption is not fulfilled and 



 

 

Appendices 

108 

 

the residual of an independent variable does not have an expected value of zero, 

the OLS findings will not be unbiased.  

4. Homoscedasticity. In order for the OLS method to provide unbiased esti-

mators, it is assumed that the variance of the residuals is constant across all 

values of the independent variables, hence homoscedasticity. The simple 

scatterplot of residuals and predicted values indicates a small increase in the 

variance of the residuals for larger predicted values. To explicitly test the 

assumption, White’s homoscedasticity test has been performed, where the null 

hypothesis that heteroscedasticity is not present is being tested. With a p-value 

of 0.01, the null hypothesis is rejected, thus the assumption of homoscedasticity 

is not fulfilled. This should be considered, when interpreting the results of the 

regression.  

Figure: Simple scatter of unstandardized residual by unstandardized pre-

dicted value 

 

5. Normality of residuals. Finally, an assumption of normality of the residuals 

is necessary to test hypotheses from the regression. If the residuals are not 

normally distributed, the t-statistics are not t-distributed. This is problematic, 

as conclusions regarding the significance of the variables is based on p-values 

derived from the t-distribution.  Outliers might cause the residuals to be non-

normally distributed, thus violating the assumption. Larger sample sizes might 

mitigate the issue of outliers (Brooks, 2008).  The reason for this is based on 
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the central limit theorem, which states that larger samples will cause the 

sample mean to converge towards the population mean.   

Figure: Histogram and QQ plot of residuals 

 

Both the histogram and the QQ show that the distribution of the residuals has 

fat tails, thus deviating from the normal distribution. To test the significance 

of this deviation, the Shapiro-Wilk test has been performed. With a p-value of 

0.00, the null hypothesis that the residuals are normally distributed is rejected. 

Thus, the assumption of normally distributed residuals is not fulfilled. This 

should be considered, when interpreting the results from the regression. 

  



 

 

Appendices 

110 

 

Appendix 2: Variable definitions and sources 

Variable Definition Data source 

TOBINS_Q Ratio of enterprise value and book value of 

assets. Enterprise value is calculated as 

the sum of market value of equity and book 

value of liabilities. 

Datastream 

and 

Compustat 

RESIDUAL_STD Residual standard deviation of parent 

firms in the estimation period based on 

market model. 

Datastream 

and 

Compustat 

FOCUS Dummy variable that takes value of 1 if 

the first two primary SIC digits differ for 

parent company and spin-off subsidiary. 

ThomsonOne 

RELSIZE Ratio of market values of parent firm and 

spin-off subsidiary. Market values are 

measured on the first trading day following 

the spin-off. 

Datastream 

COMMON_LAW Dummy variable that takes a value of 1 if 

the parent firm trades on an exchange in 

UK or Ireland. 

Datastream 

and 

ThomsonOne 
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Appendix 3: Average abnormal returns (AAR) in estimation period 
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Appendix 4: Overview of the full sample 

Announcement  Parent firm Spin-off firm 
29-Jun-2016 Snam SpA Italgas 

28-Aug-2015 Digia Oyj QT Group 

19-Dec-2014 Hi Media SA Hipay Group 

30-Nov-2014 E.ON SE Uniper 

30-Apr-2014 Akastor Aker Solutions 

20-Apr-2014 Kindred Group Kambi Group 

28-Jun-2013 Provexis Science in Sport 

25-Mar-2013 Metso Oyj Valmet Oyj 

5-Feb-2013 YIT Oyj Caverion Oyj 

9-Oct-2012 Kering SA  Fnac 

2-Oct-2012 Accelerator Nordic AB SPAGO Imaging AB 

26-Jul-2012 Siemens AG OSRAM Licht AG 

19-Mar-2012 Vitrolife AB Xvivo Perfusion AB 

11-Aug-2011 Sievi Capital Oyj Scanfil Oyj 

21-Jul-2011 De' Longhi SpA DeLclima 

5-Apr-2011 Akastor  Kværner 

22-Mar-2011 Punch Taverns Spirit Pub Company 

22-Mar-2011 Rieter Holding AG Autoneum Holding AG 

1-Mar-2011 Carrefour SA Distribuidora Internacional de Alimentación  

24-Feb-2011 Accelerator Nordic AB PledPharma AB 

2-Dec-2010 PostNL  TNT Express 

28-Jul-2010 Arcelor Mittal SA Aperam 

21-Apr-2010 Fiat-Chrysler Fiat Industrial 

19-Apr-2010 Modern Times Group MTG AB Qliro Group  

24-Feb-2010 Accor SA Edenred 

5-Nov-2009 Cable & Wireless Communications  Cable & Wireless Worldwide 

18-Jul-2008 Kemira Oyj Tikkurila Oyj 

18-Apr-2008 Hexagon AB Hexpol 

16-Apr-2008 Altri SGPS SA F. Ramada Investimentos SGPS SA 

9-Apr-2008 Jelmoli Holding AG Athris Holding AG 

8-Apr-2008 Prosafe SE Prosafe Production 

19-Dec-2007 Marine Harvest Lighthouse Caledonia 

16-Nov-2007 Photocure PCI Biotech Holdings 

1-Jun-2007 Anglo American PLC Mondi PLC 

29-May-2007 Kverneland Gregoire ASA 

16-May-2007 PEAB AB PEAB Indstri AB 

15-May-2007 Consilium AB Precomp Solutions AB 

25-Apr-2007 Autonomy Corp PLC RhytmOne  

24-Apr-2007 Morse PLC Monetise PLC 

13-Dec-2006 Insetco  Avanti Communications Group 

24-Oct-2006 BBA Aviation  Fiberweb PLC 

7-Sep-2006 Fyffes PLC Total Produce PLC 

4-Jul-2006 Scisys  CODA PLC 

3-Jul-2006 Nestor Healthcare Group PLC Pinnacle Staffing Group PLC 

5-May-2006 Hepheastus Holdings  International Nuclear Solutions 

19-Apr-2006 Bilia AB Catena AB 

13-Apr-2006 WH Smith PLC Connect Group  

4-Apr-2006 Severn Trent PLC Biffa PLC 

28-Mar-2006 Petroleum Geo-Services Teekay Petrojarl 

16-Dec-2005 Catella AB Carl Lamm AB 

7-Dec-2005 Total SA Arkema SA 

8-Nov-2005 Orion Oyj Oriola-KD Oyj 

31-Mar-2005 Gunnebo AB Gunnebo Industrier AB 

28-Feb-2005 Bunzl PLC Essentra PLC  

22-Feb-2005 NV Umicore SA Cumerio SA 

21-Feb-2005 Lonrho  Castle Support Services  

15-Dec-2004 Cofina SGPS SA Altri SGPS SA 

13-Dec-2004 Fabege AB  Wihlborg Fastigheter AB 

6-Oct-2004 Bayer AG Lanxess AG 

25-May-2004 Kemira Oyj Kemira Growhow Oyj 

23-Feb-2004 Homeserve PLC South Staffordshire PLC 

29-Dec-2003 Avesco Group PLC  Avesco PLC 

29-Oct-2003 Touch Group PLC Moneybox PLC 

9-Sep-2003 Fortum Oyj Neste Oyj 

19-Jun-2003 Norsk Hydro ASA Yara International 
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26-May-2003 Tandberg Data ASA Tandberg Storage ASA 

14-Apr-2003 Kingfisher PLC Darty PLC  

1-Apr-2003 Telecom Italia Media  Seat Pagine Gialle 

22-Oct-2002 Montefibre NGP SpA 

8-May-2002 Hay & Robertson PLC EKF Diagnostics PLC 

23-Apr-2002 Vopak NV Univar NV 

12-Mar-2002 Chorion PLC Urbium PLC 

29-Jun-2001 Norman ASA IBAS Holding ASA 

18-Jun-2001 Reed Executive PLC Reed Health Group PLC 

5-Jun-2001 Kingfisher PLC Woolworths Group PLC 

28-May-2001 Teleca AB  Epsilon AB 

10-May-2001 BT Group  Mm02 

27-Apr-2001 Gladstone PLC Transware PLC 

20-Mar-2001 TT Electronics  Send Group PLC 

27-Nov-2000 Southern Vectis PLC Conder Environmental PLC 

22-Nov-2000 L Gardner Group PLC Noble Investments 

5-Oct-2000 Glaston Oyj  Tecnomen Holding Oyj 

26-Sep-2000 Bure Equity AB Capio AB 

11-Sep-2000 Relyon Group PLC Photo-Scan PLC 

1-Sep-2000 Barco NV BarcoNet NV 

26-Jul-2000 Uniq PLC Wincanton PLC 

19-Apr-2000 Modern Times Group MTG AB Metro International SA 

22-Mar-2000 BG Group PLC  Lattice Group PLC 

11-Feb-2000 Sirti SpA IMMSI SpA 

5-Jan-2000 Universe Group PLC  Retail Decisions PLC 

6-Dec-1999 Roche Holding AG Givaudan SA 

18-Nov-1999 International Power PLC Innogy Holdings PLC 

1-Aug-1999 Atea PC-Lan ASA 

15-Jun-1999 Tarmac PLC Carillion PLC 

3-Jun-1999 Billington Holdings Tolent PLC 

10-May-1999 Active Biotech AB Wilh Sonesson AB 

10-Mar-1999 Esselte AB Meto AG 

9-Feb-1999 Perstorp AB Perbio Science AB 

23-Jul-1998 UBM PLC  Nex Group  

19-Jun-1998 BTG PLC Torotrak PLC 

18-May-1998 Getinge AB Lifco AB 

6-Mar-1998 KPN NV PostNL  

6-Mar-1998 Safeland PLC Safestore PLC 

12-Feb-1998 Lonmin PLC Lonrho PLC  

26-Jan-1998 Northern Foods PLC Arla Foods UK  

15-Jul-1997 Arcon International Resources PLC Providence Resources PLC 

12-Jul-1997 Arcadia Group PLC Debenhams PLC 

16-May-1997 Findel PLC Creative Publishing PLC 

29-Apr-1997 Sears Selfridges 

21-Apr-1997 Cordiant Communications Group PLC Saatchi & Saatchi PLC 

28-Jan-1997 AB Electrolux Granges AB 

5-Dec-1996 BG Group  Centrica PLC 

13-Aug-1996 Tandberg Data ASA ASK Proxima ASA 

13-Mar-1996 Jacobson och Widmark AB Benima Ferator Engineering AB 

27-Feb-1996 Chargeurs SA Pathe SA 

22-Feb-1996 AB Volvo Swedish Match AB 

20-Feb-1996 EMI Group  Thorn PLC 

9-Feb-1996 Kinnevik International Tele2 AB 

14-Dec-1995 Hafslund ASA Nycomed ASA 

14-Apr-1994 AGA Frigoscandia 

11-Jun-1993 English China Clays Group CAMAS 

30-Jul-1992 Imperial Chemical Industries Zeneca 

12-May-1992 Esselte AB Catella AB  

9-Aug-1991 IM Skaugen Skaugen PetroTrans 

21-Jun-1991 Alexon Group Claremont Holdings 

30-Oct-1989 Courtaulds Courtaulds Textiles 

8-Jun-1989 FKI Babcock International PLC 

 

 

 


