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Abstract

The announcement of a corporate spin-off transaction has been shown to

generate positive abnormal shareholder returns. One possible explanation to

these positive returns is that shareholders are expropriating wealth from bond-

holders. This thesis examines the wealth expropriation hypothesis by conduct-

ing an event-study on 67 European corporate spin-off announcements over the

period 2002-2019. By studying the reaction of common stock and public bonds,

I find results consistent with a wealth expropriation as a partial explanation

to the positive shareholder returns. Over a three-day event window, I find

statistically significant abnormal mean returns of 1.553% to shareholders and

-0.030% to bondholders, while the overall firm value increases. I also find a

negative relation between abnormal changes in market value of equity and ab-

normal changes in market value of debt. Moreover, I also find some support

for the hypothesis that differences in creditor protection between European

countries have an impact on the magnitude of wealth expropriation. Further-

more, secured bonds, or bonds with restrictive covenants can provide solid

protection against wealth losses. I find that a dividend restriction covenant in

particular, provides strong protection for bondholders.

Keywords— Spin-offs, Wealth expropriation, Wealth effects, Bondholder

wealth, Creditor rights, Event study
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1 Introduction

Wealth effects, and the potential for a transfer of wealth between bondholders and

shareholders, has been studied for a number of different corporate events. These

events include mergers and acquisitions, divestitures, sale and leaseback transactions,

stock repurchase programs, asset-backed securitisation programs, and seasoned eq-

uity offerings (see e.g., Billett et al., 2004; Eberhart and Siddique, 2002; Lemmon et

al., 2014; Maxwell and Rao, 2003; Maxwell and Stephens, 2003; Rutherford, 1992;

Thompson and Apilado, 2009). All these transactions share the same characteris-

tic in that they are restructuring either the firm’s capital structure or its portfolio

of assets (Renneboog and Szilagyi, 2008). Consequently, these restructuring events

have the potential of altering the volatility and claims of the restructured firm’s fu-

ture cash flow and assets. When viewing a leveraged firm’s equity as a call option

on its underlying assets (Merton, 1974), it becomes clear why these events create

a scope for wealth transfer between shareholders and bondholders. This thesis fo-

cus on wealth transfers in one of these restructuring transactions, namely, corporate

spin-offs.

A corporate spin-off is a type of divestiture in which some segment of a firm’s

assets gets separated and allocated to a newly formed publicly listed firm.1 The

shares in the newly listed firm will then be distributed, on a pro-rata basis, to the

shareholders of the parent firm through a stock dividend (Mehrotra et al., 2003),

and the asset base of the parent will subsequently be diminished (Hite and Owers,

1983). In contrast to an ordinary asset sale, where operating assets are exchanged for

cash, a spin-off is a cash-free divestiture. The cash-free feature of the spin-off creates

a clear agency conflict between the shareholders and the bondholders of the parent

firm. This agency conflict arises due to the asset substitution and claim dilution that

potentially follow the completion of the spin-off (Jensen and Meckling, 1976; Smith

1Throughout this thesis I will refer to the divesting firm as the “parent” and the spun-off segment

as the “subsidiary”.
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and Warner, 1979), when bondholders no longer have a claim on the assets of the

subsidiary (Galai and Masulis, 1976). This agency problem between shareholders

and bondholders has been described by Black (1976) - “There is no easier way for

a company to escape the burden of a debt than to pay out all of its assets in the

form of a dividend, and leave the creditors holding an empty shell”. Black’s example

is obviously an extreme, yet perfectly it describes the scope for conflict between

bondholders and shareholders and the potential for wealth expropriation in corporate

spin-offs.

1.1 Literature review

The empirical literature has found extensive evidence for shareholder value creation

from spin-offs (Miles and Rosenfeld, 1983; Rosenfeld, 1984; Schipper and Smith,

1983; Hite and Owers, 1983; Maxwell and Rao, 2003; Slovin et al., 1995; Veld and

Veld-Merkoulova, 2004; and Veld and Veld-Merkoulova, 2008). Their evidence is

based on documented positive abnormal returns to shareholders, on and around

the spin-off announcement. Various explanations to the shareholder value creation

have been proposed. These include, improvement in industrial focus (Krishnaswami

and Subramaniam, 1999; Daley et al., 1997; Desai and Jain, 1999), relaxation of

regulatory and tax constraints (Schipper and Smith, 1983), increased managerial

efficiency (Schipper and Smith, 1983), and a reduction in asymmetric information

between the firm and external capital markets (Krishnaswami and Subramaniam,

1999; Habib et al., 1997). It has also been shown that larger spin-offs are positively

related to shareholder returns (Miles and Rosenfeld, 1983; Maxwell and Rao, 2003).

Another explanation is that shareholders are expropriating wealth from bondholders

(Hite and Owers, 1983; Schipper and Smith, 1983; Parrino, 1997; Maxwell and Rao,

2003; Veld and Veld-Merkoulova, 2008). However, these studies have found mixed

empirical results regarding this explanation.

Early research on corporate spin-offs has not been able to find support for a
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wealth expropriation from bondholders to shareholders. Hite and Owers (1983) and

Schipper and Smith (1983) examined U.S. spin-offs between 1963 and 1981, but did

not find results consistent with a wealth expropriation from bondholders. Parrino

(1997) studied the case of Marriot and the spin-off of their management business. In

contrast to Hite and Owers (1983) and Schipper and Smith (1983), Parrino (1997)

found support for a wealth expropriation from bondholders to shareholders. He

found significant wealth losses to Marriot’s bondholders, and significant gains to its

shareholders. The Marriot case was an extraordinary large spin-off, as the subsidiary

represented almost 80% of Marriot’s equity value. This can be compared to the

typical figure of less than 10%, reported by Hite and Owers (1983). Even though

the Marriot case obviously was not representative of the typical corporate spin-off,

it is an interesting case that puts a face to the extreme example previously provided

by Black (1976).

The findings of Parrino (1997) are later supported by Maxwell and Rao (2003),

who studied a broader sample of 80 U.S. spin-offs between 1976 and 1997. They found

that bondholders on average suffered losses of 0.88%, and shareholders experienced

average gains of 2.90% over the announcement month. They concluded that they had

found support for a wealth expropriation from bondholders as a partial explanation

to shareholder gains, and that the loss of collateral is negatively related to bondholder

returns. Veld and Veld-Merkoulova (2008) reported contrasting results to Maxwell

and Rao (2003), when they found significant positive abnormal bondholder returns of

0.11% around the announcement date. They concluded that spin-offs create overall

value for both shareholders and bondholders.

1.2 Motivation and contribution

The mixed results found in previous literature could potentially be explained by

differences in sample sizes, data, or methodology (see Bessembinder et al., 2009).

Hite and Owers (1983) and Schipper and Smith (1983) were limited to a sample size
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of 31 and 23 firms with public debt, respectively. Maxwell and Rao (2003) and Veld

and Veld-Merkoulova (2008) used monthly and daily bond price data, respectively,

as well as different methods when calculating abnormal bondholder returns. These

factors could potentially explain the ambiguous results that the current literature

provide. These ambiguous results suggest that further research is needed.

Previous mentioned literature on wealth expropriation in spin-offs are all con-

ducted based on U.S. data. The literature on spin-offs in a European context is

scarce. Veld and Veld-Merkoulova (2004) studied shareholder wealth creation in Eu-

ropean spin-offs between 1987 and 2000, but concluded that they could not examine

the wealth expropriation hypothesis, due to the fact that European firms mostly

rely on non-tradable bank debt instead of public bonds. However, as evidenced by

the sample gathered in this thesis, the European market has developed since. The

purpose of this thesis is to test the wealth expropriation hypothesis by examining

a unique sample of 67 European corporate spin-off announcements between Jan-

uary 2002 and March 2019. I find statistically significant abnormal mean returns of

1.553% to shareholders, -0.030% to bondholders, and 1.274% to the firm, around the

announcement of a spin-off. The results are consistent with the wealth expropriation

hypothesis as a partial explanation to the shareholder gains, as I also find positive

abnormal firm returns around the announcement. These results are in line with

Maxwell and Rao (2003). To my knowledge, this thesis is the first study that exam-

ines wealth expropriation from bondholders to shareholders in European corporate

spin-offs.

The European sample further provides a unique setting to study differences be-

tween countries in relation to corporate governance, legal origin, and creditor rights,

and their potential impact on the magnitude of wealth expropriation. Therefore, this

thesis is also related to the literature on corporate governance (Jensen and Meckling,

1976; Shleifer and Vishny, 1997; La Porta et al., 2000), as well as legal origin and

creditor rights (La Porta et al., 1998). I find some support for the hypothesis that

poor creditor rights, measured by a creditor rights index or legal tradition (La Porta
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et al., 1998), should be positively related to abnormal shareholder returns and neg-

atively related to abnormal bondholder returns. These insights are unique to this

thesis, as the relation between differences in creditor rights has not been possible

to study in previous research due to the focus on U.S. data. Furthermore, I do not

find any support for the hypothesis that the presence of a large monitoring creditor

(Fama, 1985; Bernanke and Gertler, 1985) should serve the same purpose as a strong

legal protection. I propose that this finding might be due to a selection bias.

Moreover, I investigate bondholder’s loss of coinsurance from spin-off trans-

actions, but conclude that it does not have an effect on the magnitude of wealth

expropriation. Neither do I find support that a larger loss of collateral has this ef-

fect. However, I do find a strong negative relation between abnormal bondholder

returns of below investment grade bonds and the loss of collateral.

This thesis is also related to the literature on covenants, and their role in protect-

ing wealth from being expropriated from creditors during corporate restructurings

(see e.g. Asquith and Wizman, 1990). Due to the violation of covenants, creditors

have been suggested to be very active in the governance of corporations outside of a

default state (Nini et al., 2012). I find a positive, but insignificant, relation between

bonds with a strong covenant package and abnormal bondholder returns. I further

find that secured bonds, or bonds with covenants that restrict the issuing firm on

dividend payments, are providing strong protection for bondholders. The inclusion

of these features in bond agreements are significantly positively related to abnormal

bondholder returns. I do not find restrictions on asset sales or rating triggers to

provide strong protection against wealth losses in corporate spin-offs.

Maxwell and Rao (2003) examined financial risk, and its impact on wealth

expropriation in spin-offs. Financial risk is not the core of this thesis. However, my

cross-sectional regressions show a negative relation between higher financial risk and

abnormal bondholder returns. Neither will this thesis focus on performance related

issues of abnormal bondholder return calculations, as discussed in Bessembinder et

al. (2009) and Ederington et al. (2015).
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The insights that I provide regarding creditor rights and bank monitoring, and

their potential impact on the magnitude on wealth expropriation in relation to spin-

offs, can be of great importance for both credit investors and policy makers. However,

my cross-sectional firm sample regression analysis provided poor predictive power,

which calls for further research.

The remainder of this thesis is organized as follows. Section 2 reviews the un-

derlying theory and develops the hypotheses. Section 3 describes the data selection

process and presents descriptive statistics for the final data sample. Section 4 de-

scribes the empirical test design. Section 5 presents the empirical results and section

6 concludes the thesis.

2 Theoretical Framework and Hypotheses

This section will present the theoretical framework on which the hypotheses of this

empirical thesis build upon. It will start by presenting the wealth expropriation

hypothesis as the main hypothesis of this thesis. This hypothesis will then be followed

by several other hypotheses, which serve the purpose of trying to explain differences

in the magnitude of the potential wealth expropriation.

2.1 The wealth expropriation hypothesis

As explained in the introduction, the empirical literature is unanimous in that cor-

porate spin-offs create value for shareholders. One of the proposed explanations to

the value creation is that shareholders are expropriating wealth from bondholders.

In order to understand why there is a valid reason to believe that some of this wealth

creation might be stemming from a wealth expropriation from bondholders, we first

need to understand the theoretical concepts that are underlying the hypothesis.

Lewellen (1971) first introduced the theory of “coinsurance” from the combi-

nation of two non-perfectly correlated cash flow streams in corporate mergers. His
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thesis was that shareholders would gain from the reduction in the combined entity’s

probability of default by enjoying an increased debt capacity. The increased debt

capacity would then create value by providing tax shields from higher interest pay-

ments, as proposed by Modigliani and Miller (1963). However, Higgins and Schall

(1975) and Galai and Masulis (1976) showed that Lewellen’s analysis was incomplete

and that shareholder wealth was in fact likely to decline and bondholder wealth likely

to increase in such mergers. This conclusion can be simplified when viewing a firm’s

equity as a call option on its total assets (Merton, 1974). As such, the combination

of two non-perfectly correlated cash flow streams would decrease the volatility of the

combined entity’s cash flow generating assets, and thus also decrease the firm’s equity

value. Likewise, the reduced volatility of the assets would increase debt value. Galai

and Masulis (1976) further pointed out that a spin-off can be seen as the obverse of

a merger, meaning that shareholders should gain at the expense of bondholders in

such transactions.

As previously mentioned, a spin-off is defined as a pro-rata distribution of the

shares of a subsidiary to the shareholders of the parent firm. This distribution of

shares gives rise to a reallocation of assets (and thus future cash flows) and debt

between the parent and the subsidiary (Maxwell and Rao, 2003). Spin-offs are con-

ducted on the discretion of the shareholders, who generally also determine how the

debt is distributed between the parent and the subsidiary.2 Maxwell and Rao (2003)

further argued that there is scope for expropriation of wealth from bondholders to

shareholders in spin-offs, unless the debt is allocated in an optimal manner.

Hypothesis 1. Shareholders will experience positive abnormal returns, while bond-

holders will experience negative abnormal returns, around the announcement of a

spin-off.

2Unless the debt is protected by restrictive covenants.
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2.2 Loss of coinsurance and collateral

As mentioned above, Lewellen (1971) introduced the concept of coinsurance from less

than perfectly correlated cash flows. Coinsurance can be obtained from corporate

diversification through mergers (Kim and McConnell, 1977). Again, as a spin-off can

be seen as the obverse of a merger (Galai and Masulis, 1976), there most also be a

potential for loss of coinsurance through spin-offs.

Diversified firms have shown to be consistent with a valuation discount (Denis

et al., 2002; Berger and Ofek, 1995; Comment and Jarrell, 1995; Servaes, 1996). This

valuation discount has been shown to increase in diversification (Mansi and Reeb,

2002) and hold for both industrially and globally diversified firms (Denis et al., 2002).

Moreover, Hann et al. (2013) found that diversified firms enjoy a lower cost of capital

due to coinsurance. Even though the authors do not specify which of its components

that is driving the lower cost of capital, there are reasons to believe that cost of debt

is the main driver. For example, Reeb et al. (2001) found that firms with greater

level of international activity (global diversification) enjoy stronger credit ratings

and lower cost of debt. Mansi and Reeb (2002) further support the view that share-

holders lose and bondholders gain from diversification. These findings suggest that

shareholder and bondholder wealth creation are inversely related regarding corporate

diversification and coinsurance, and that the magnitude of wealth creation can be

explained by the degree of diversification.

Daley et al. (1997) found that spin-offs where the subsidiary and the parent

were operating in different industries, generated more value to shareholders, than

when they were operating in the same industry. These results are supported by

Maxwell and Rao (2003). However, they did not find the loss of coinsurance to af-

fect bondholder wealth. Despite the results found by Maxwell and Rao (2003), the

following hypothesis will address the loss of coinsurance, and its potential impact on

the magnitude of wealth expropriation.
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Hypothesis 2. The announcement of a spin-off, where the parent and the subsidiary

are operating in different industries or countries (same industry and country), will

have a positive (negative) effect on abnormal shareholder returns, and a negative

(positive) effect on abnormal bondholder returns, relative to when the parent and the

subsidiary are operating in the same industry and country (different industries and

countries).

The redeployment of assets following a spin-off, does not only punish bondhold-

ers due to the loss of the assets’ future cash flow generation. Galai and Masulis

(1976) argued that shareholders are stealing a portion of the bondholders collateral

when pursuing a corporate spin-off. This is a fair statement, as the bondholders

generally stay in the parent firm, and do no longer have a claim on the assets of the

subsidiary, following the spin-off (Galai and Masulis, 1976). The value of collateral

for bondholders becomes apparent when borrowers fail to maintain their contractual

obligations, and default on their debt. In such a scenario, the bondholders are usu-

ally entitled to repossess the collateral in order to recover their notional investment

(La Porta et al., 1998).

Hence, it is a reasonable assumption that the larger the size of the subsidiary,

the larger the loss of collateral to bondholders, and consequently, the larger the scope

for wealth expropriation.

Hypothesis 3. The announcement of a large (small) spin-off, will have a positive

(negative) effect on abnormal shareholder returns, and a negative (positive) effect

on abnormal bondholder returns, relative to the announcement of a small (large)

spin-off.
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2.3 Covenants

As explained in the previous section, post spin-off changes in the parent’s asset base

can be a potential source of bondholder wealth expropriation. This is true, unless the

debt is either secured by some collateral, or protected by restrictive covenants, that

allow the bondholders to amend the terms of the bond agreement. Bond covenants

are clauses included in loan agreements between the lender and borrower, that re-

quire or restrict the borrower to take or not take certain actions in the future (Rajan

and Winton, 1995). These clauses are included in debt contracts to protect debt

investors from wealth-transferring activities undertaken by the shareholders, by pro-

viding state contingent control rights (Gârleanu and Zwiebel, 2009). Covenants also

serve as a mean to align bondholder and shareholder interests (Cremers et al., 2007).

Restrictive covenants might include restrictions on shareholder distributions,

increased debt, certain types of debt (e.g. secured debt), investment policies, or re-

strictions to undertake certain specific events (Billet et al., 2007; Smith and Warner,

1979). As noted by Hite and Owers (1983), covenants rarely contain any outright

restrictions for a debtor to pursue a corporate spin-off. However, as spin-offs are

considered a dividend payment, restrictions on such shareholder distributions could

potentially provide solid protection for bondholders.

Maxwell and Rao (2003) refer to conversations with investment bankers when

they suggested that restrictive covenants might be valuable for bondholders, even

if they do not prohibit a spin-off to take place. The authors argued that the value

to bondholders stems from the ability to delay any restructuring, and by doing so,

be able to negotiate more favorable terms. This was shown in the Marriott spin-

off, where bondholders managed to reduce their significant losses by delaying the

transaction (Parrino, 1997).3 These findings are supported by Nini et al. (2012),

who found that liquidation or bankruptcy rarely follow covenant violations. Instead,

3I acknowledge that this specific example refers to a U.S. spin-off transaction and that it might

differ in Europe.

10



creditors use their power to amend credit agreements. By raising interest payments,

requiring collateral, or by any other means that provide better terms following the

covenant violation, creditors can mitigate the scope for wealth expropriation.

Asquith and Wizman (1990) examined bondholder wealth and covenant protec-

tion in leveraged buyouts. Even though, the average bondholder is expected to suffer

wealth losses in such transactions, the authors showed that differences in bondholder

wealth effects, to a large extent can be explained by the use of protective covenants.

They found that bondholders with strong covenant protection gain wealth, whereas

those with weak or no covenant protection lose wealth. Even though buyouts and

spin-offs are different transactions, I see similarities in the sense that both produce

a scope for wealth expropriation from bondholders to shareholders.

Hypothesis 4. Bondholders of secured debt, or debt with strong covenant protec-

tion, will experience higher abnormal returns around the announcement of a spin-off,

than bondholders of unsecured debt, or debt with weak covenant protection.

2.4 Corporate governance

Sheifer and Vishny (1997) defined corporate governance as a topic that “deals with

the ways in which suppliers of finance to corporations assure themselves of getting

a return on their investment”. A similar formulation have been proposed by Denis

and McConnell (2003). Corporate governance becomes important due to the agency

problem between the managers and financiers of a corporation (Hart, 1995). Jensen

and Meckling (1976) described the agency problem between shareholders and bond-

holders in terms of wealth expropriation and risk shifting. By shifting the risk of

the firm’s underlying assets, shareholders can expropriate wealth from bondholders.

Bondholders will bear the costs of the new, riskier asset base, while shareholders

will enjoy its potential for larger gains (Klock at al., 2005). Mechanisms that are

supposed to protect investors from such wealth expropriation, are according to La
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Porta et al. (2000), to a large extent what corporate governance is about.

Sheifer and Vishny (1997) broadly discussed the two main mechanisms of cor-

porate governance that investors rely on in order to protect themselves from wealth

expropriation. These two main mechanisms are: (1) legal protection; and (2) the

reliance on large investors. Which one of these mechanisms that will protect the in-

vestor from expropriation, is to a large extent dependent on the geographical location

of the investment. The traditional comparison is the one between the market-oriented

corporate governance system of Anglo-Saxon countries, and the bank-centered cor-

porate governance system of Continental Europe and Japan (La Porta et al., 2000).

La Porta et al. (1998) discussed investor protection across countries, and compared

these countries by the origin of their legal system. They differentiated between

countries following the civil-law tradition and countries following the common-law

tradition. The common-law tradition is derived from the English law, whereas the

civil-law tradition is further divided into three distinct families: French, German,

and Scandinavian law.

As explained by Bae and Goyal (2009), lenders care about recovery rates in a

default scenario, and the recovery rate itself is a function of the lenders’ ability to

repossess collateral and to reorganize the debtor. La Porta et al. (1998) emphasized

the importance of the rights that securityholders are entitled to, as these rights will

define the lenders’ ability to recover collateral or reorganize the debtor. In an attempt

to measure these rights across different countries and legal systems, La Porta et al.

(1998) constructed a creditor rights index.

The strength of the creditor rights index is that it captures differences between

countries within the same legal tradition. For example, United States and United

Kingdom both have a legal system originating from the common-law tradition. Yet,

United States has an overall score of one, and United Kingdom an overall score

of four.4 Despite significant differences within each legal tradition, La Porta et

4The index measures a low score of zero and a high score of four, and will be further discussed

in section 5.4.
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al. (1998) concluded that common-law countries generally provide the strongest

protection for creditors, whereas the French family of the civil-law tradition provide

the weakest protection.

As suggested by Galai and Masulis (1976), corporate spin-offs are increasing the

risk of the parents’ underlying assets, due to the loss of coinsurance. This means

that, ceteris paribus, a default scenario should be closer after a spin-off, than it was

prior to the spin-off. As a firm moves closer to default, creditor rights should be of

great importance to bondholders, as it define their ability to repossess collateral and

reorganize the debtor. Thus, these rights should also be of great importance in order

to mitigate the scope for wealth expropriation from bondholders to shareholders in

spin-off transactions.

Hypothesis 5. Abnormal shareholder returns will be higher (lower) and abnormal

bondholder returns will be lower (higher), around the announcement of a spin-off

that takes place in a country that provides poor creditor protection (strong creditor

protection), relative to a spin-off that takes place in a country that provides strong

creditor protection (poor creditor protection).

The other corporate governance mechanism discussed by Sheifer and Vishny

(1997) was the reliance on large investors. Burkart et al. (2003) showed that the

choice for an entrepreneur to sell a majority of the firm and hire a professional man-

ager, or to let the ownership stay within the family, is dependent on the strength of

the legal protection. In the authors’ framework, strong legal protection or monitor-

ing, both work as protection from expropriation by the manager. They found that

in countries with poor legal protection, the entrepreneur will be more likely to keep

a majority ownership in the firm, and monitor the professional manager. By doing

so, they will reduce the risk of wealth expropriation.

In a similar manner, banks act as delegated monitors that protect the interest of

minority creditors in countries with poor legal protection (Renneboog and Szilagyi,

13



2008). As argued by Fama (1985) and Bernanke and Gertler (1985), banks have

inside information, and should thus be superior to other public creditors as mon-

itors. Furthermore, banks are argued to have scale economies in their production

of information (Diamond, 1984). These thoughts find empirical support by James

(1987) and Datta et al. (1999). By monitoring the firm, banks are effective in reduc-

ing informational asymmetries and agency problems between the firm and outside

creditors, who solely have to rely on public information (Stiglitz, 1985; Diamond,

1991).

As proposed by Datta et al. (2003), managers that are not monitored by large

creditors are more likely to misuse cash following corporate asset sales, than managers

that are monitored. They found that both shareholder and bondholder abnormal re-

turns are significantly positively related to firms being monitored by a large creditor.

Even though spin-offs are cash-free transactions, meaning that there is no cash to

misuse, there is reason to hypothesize that the large creditor will act as a source of

confidence for bondholders. This confidence will ensure bondholders that the spin-off

transaction will not erode value for them. In order to be consistent with a reduction

in wealth expropriation, the presence of a large creditor should not provide higher

returns to both shareholders and bondholders, as found by Datta et al. (2003). It

should be positively related to bondholder abnormal returns and negatively related

to shareholder abnormal returns.

Hypothesis 6. Abnormal shareholder returns will be lower (higher) and abnormal

bondholder returns will be higher (lower), around the announcement of a spin-off,

when the parent firm is being monitored by a large creditor (diverse set of creditors),

relative to when the parent firm is being monitored by a diverse set of creditors (large

creditor).
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3 Data

This section will provide a description of the data selection process, including sources

of data and collection methodology, as well as descriptive statistics of the final data

sample.

3.1 Sample selection

This thesis employs Bloomberg’s Mergers & Acquisitions function (MA) to iden-

tify Western European firms that have announced the spin-off of a subsidiary. By

screening for both completed and pending spin-off transactions, Bloomberg is able

to identify an initial sample of 500 transactions between February 1997 and March

2019.

I then eliminate transactions where the parent company is not located in West-

ern Europe, despite the screening strategy described above. This leaves me with a

sample of 458 transactions. Next, I use S&P Capital IQ to screen all parent com-

panies of the remaining transactions for outstanding bonds during the financial year

of the announcement and the preceding financial year. I complement this screening

by using Bloomberg’s Fixed Income Search function (SRCH) to see if the parent

firm had issued any bonds that were trading during the announcement date. This

screening leaves me with a sample of 136 transactions, where the parent had bonds

outstanding when announcing the spin-off. I then validate or alter the announcement

date for each transaction, by searching for the earliest press release issued by each

firm in the sample.

The next step is to collect a sample of all the relevant bonds. I do this by once

again using Bloomberg’s Fixed Income Search function (SRCH). I obtain all issued

bonds by the parent firms by screening for their Bloomberg debt ticker. This provides

an initial bond sample of 4,380 different bonds. The initial sample is then reduced

to 1,015 after eliminating bonds that were not trading during the announcement

date. The historical bond prices are retrieved from Bloomberg. Alas, I was not able
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to retrieve price data for all bonds, leaving me with a final sample of 440 bonds,

of which 11 are convertible bonds. The other 429 are straight bonds. The lack of

bond price data also reduced the sample of spin-off transactions from 136 to 67.

This leaves me with a final data sample of 67 corporate spin-off transactions and 440

corporate bonds.

I use DataStream to retrieve share price data and market indices. Bloomberg

is used for bond price data and bond indices, as well as other bond related data. I

use S&P Capital IQ to retrieve financial data for the firms in my sample.

3.2 Descriptive statistics

Table 1 reports the distribution of spin-offs and bonds over time and country, as well

as it provides information on legal origin for the spin-offs. The year 2018 is over-

represented in the data with 17 spin-offs (25%), followed by 2014 with 8 spin-offs

(12%). The other spin-offs were diversely spread over the other years. In most of

the spin-offs, the parent firm was based in Britain (30%), followed by Sweden (16%)

and France (15%). Veld and Veld-Merkoulova (2004) also found that Britain and

Sweden were the most represented countries when they studied European spin-offs

between 1987-2000, with 44% and 13% respectively. Britain is the only country

in the sample whose law has an English-origin. It is also the only common-law

country in the sample, as well as the only country with a creditor rights index score

of four. English-origin is the most represented legal origin in the sample (30%),

followed by Scandinavian (28%) and French (27%). German-origin is less represented

than the other legal origins with 15% of the sample. The sample size of 67 spin-

off transactions, with both publicly traded equity and debt instruments, can be

compared to 31 (Hite and Owers, 1983), 23 (Schipper and Smith, 1983), 80 (Maxwell

and Rao, 2003), and 91 Veld and Veld-Merkoulova (2008).

Table 2 presents the descriptive statistics for the continuous variables. Panel

A in Table 2 presents the median parent firm in the sample, which has sales of
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6,423 million euros, total assets of 12,702 million euros, and a market capitalization

of 8,833 million euros. The mean of these figures is significantly larger, driven by

some very large firms in the sample. The median market-to-book, debt-to-equity,

and bank debt to total debt, are 1.95x, 0.56x and 24%, respectively. The median

parent firm in my sample seems to be approximately twice the size of the median

parent firm in Maxwell and Rao (2003) and Veld and Veld-Merkoulova (2008). This

observation could potentially be a result of a more developed U.S. bond market, that

enables smaller firms to access bond financing. It could also be a result of inflation

or a growing world economy.

Panel B in Table 2 presents the continuous variables for the sample of 440 bonds.

This figure can be compared to 311 (Maxwell and Rao, 2003), and 390 (Veld and

Veld-Merkoulova, 2008) bonds. The median bond issue has a nominal amount of 520

million euros with a time-to-maturity of 3.6 years. Panel C in Table 2 shows that

the median relative size of the subsidiaries in my sample is 22% of the parent. 64%

of subsidiaries are either based in another country or industry than their parent. In

Maxwell and Rao (2003) the latter figure was 80%.

Table 3 presents the descriptive statistics for the categorical variables for the

bond sample. Panel A presents a non-exhaustive set of covenants included in the

bond agreements. Only 3% of the bonds is secured by some assets of the issuing firm,

and only 2% are subordinated to other debt. Hence, the vast majority of bonds in

the sample is of the senior unsecured type. Negative pledge is the most common

covenant, and is included in 64% of the bond agreements. This figure is most likely

negatively biased. Bloomberg does not have the bond agreement available for every

bond in the sample, and thus, covenant data is not always available. The restrictive

covenants presented in Panel A are asset sale restrictions, dividend restrictions, and

ratings trigger. Of these, the asset sale restriction and the ratings trigger are the

most common. They are included in 21% and 20% of bond agreements respectively.

Dividend restrictions are only found in 4% of the bond agreements.

The rating distribution for the bond sample is presented in Panel B. A majority
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of the bonds in the sample has been assigned an investment grade rating (i.e. BBB

bucket or above) by any of the three major credit rating agencies (i.e. Standard and

Poor’s, Moody’s, or Fitch).5 Only 11% of the bonds in my sample did not have an

official credit rating.

Panel C in Table 3 presents the legal origin of the country in which the issuing

firm was based in. It also presents the governing law for each specific bond agreement.

Only 30% of the parents that issued bonds are based in a country following the

English law. However, on the bond issue level, 71% of the bond agreements are

agreed to follow English law. Panel D in Table 3 presents the legal tradition of

the bonds. These follow a similar pattern as the legal origin, as the common-law

tradition is more represented on the bond level than the country level.

5If a bond has ratings from more than one rating agency, I have assigned the rating in the

following order: (1) Standard and Poor’s; (2) Moody’s; and (3) Fitch.
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Table 1: Descriptive Statistics: Distribution by Year and Country for Spin-off and

Bond Sample

This table presents the distribution of spin-off transactions and associated bonds over time, country and by legal

origin. Panel A presents the distribution over time. Observations are presented as transactions / bonds. Panel B

presents the distribution over country, as well as additional information on legal origin and creditor rights index

score (CRI) for the country. Observations are presented as transactions / bonds. Panel C presents the distribution

by legal origin for the spin-off transactions.

Panel A: Distribution by year

Year Observations %

2002 1 / 1 1% / 0%

2003 2 / 18 3% / 4%

2004 2 / 12 3% / 3%

2005 3 / 12 4% / 3%

2006 3 / 37 4% / 8%

2007 3 / 23 4% / 5%

2008 0 / 0 0% / 0%

2009 0 / 0 0% / 0%

2010 5 / 22 7% / 5%

2011 5 / 26 7% / 6%

2012 2 / 16 3% / 4%

2013 3 / 10 4% / 2%

2014 8 / 78 12% / 18%

2015 1 / 34 1% / 8%

2016 6 / 36 9% / 8%

2017 3 / 12 4% / 3%

2018 17 / 91 25% /21%

2019 3 / 12 4% / 3%

Overall 67 / 440 100% / 100%

Panel B: Distribution by country

Year Observations % Legal origin CRI

Austria 2 / 5 3% / 1% German 3

Britain 20 / 130 30% / 30% English 4

Denmark 1 / 13 1% / 3% Scandinavian 3

Finland 3 / 7 4% / 2% Scandinavian 1

France 10 / 86 15% / 20% French 0

Germany 4 / 36 6% / 8% German 3

Greece 1 / 1 1% / 0% French 1

Italy 3 / 21 4% /5% French 1

Luxembourg 1 / 10 1% / 2% French 0

Netherlands 2 / 7 3% / 2% French 2

Norway 4 / 10 6% / 2% Scandinavian 2

Spain 1 / 16 1% / 4% French 1

Sweden 11 / 33 16% / 8% Scandinavian 2

Switzerland 4 / 65 6% / 15% German 1

Overall 67 / 440 100% / 100%

Panel C: Distribution by legal origin for spin-offs

English French German Scandinavian Overall

Observations: 20 18 10 19 67

% of total: 30% 27% 15% 28% 100%
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Table 2: Descriptive Statistics: Continuous Variables

This table presents the continuous variables for both the firm and bond sample. Panel A presents financial information

for the parent firms. This data is collected from S&P Capital IQ and presented in million euros. Panel B presents

the bond specific information. Eight bonds did not have their nominal amount reported. This data is collected

from Bloomberg and presented in million euros for the nominal amount and years for the time-to-maturity. Panel

C presents the transaction specific information. The relative size of the subsidiary is measured as a percentage of

the parent firm’s total assets. The relative size of four subsidiaries was not possible to identify as they were not

yet completed. A cross-industry spin-off is defined as a spin-off where the parent and the subsidiary were either

operating in different industries or based in different countries. This data is collected from Bloomberg and S&P

Capital IQ.

Variable Observations Mean Median

Panel A: Parent information

Sales 67 22,554 6,423

Total assets 67 41,579 12,702

Market capitalization 67 20,985 8,833

Market-to-book 67 2.09x 1.95x

Debt-to-equity 67 1.55x 0.56x

Bank debt to total debt 67 26% 24%

Panel B: Bond information

Nominal amount 432 639 520

Time-to-maturity 440 5.3 3.6

Panel C: Transaction information

Relative size of subsidiary 63 45% 22%

Percentage cross-industry 67 64% -
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Table 3: Descriptive Statistics: Categorical Variables for the Bond Sample

This table presents the descriptive statistics of the categorical variables for the bond sample. Panel A presents a

non-exhaustive set of covenants included in the bond agreements. Note that the covenant observations do not add

up to 440 as one bond can have multiple covenants. Panel B presents the distribution of credit ratings in the bond

sample. Panel C and D present the legal origin and legal tradition based on the location of the firm that issued the

bond, as well as the governing law specified in the bond agreement.

Panel A: Covenants

Year Observations %

Secured 13 3%

Negative pledge 283 64%

Change of control 147 33%

Subordinated 9 2%

Asset sale restrictions 91 21%

Dividend restrictions 19 4%

Ratings trigger 86 20%

Panel B: Distribution by rating

Year Observations %

AAA 1 0%

AA 66 15%

A 124 28%

BBB 109 25%

BB 67 15%

B 19 4%

CCC 4 1%

Nonrated 50 11%

Overall 440 100%

Panel C: Distribution by legal origin (firm level/bond level)

English French German Scandinavian Overall

Observations: 130/265 141/46 106/45 63/19 440/375

% of total: 30%/71% 32%/12% 24%/12% 14%/15% 100%/100%

Panel C: Distribution by legal tradition (firm level/bond level)

Common-law Civil-law Overall

Observations: 130/265 310/110 440/375

% of total: 30%/71% 70%/29% 100%/100%
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4 Empirical Framework and Methodology

This section will present the reader with the methodology used in this thesis. The

emphasis in this section will be placed on the methodology of measuring abnormal

bondholder returns as no conventional methodology has been established yet.

4.1 Event-study methodology

For the purpose of this thesis an event-study comes handy as it can measure the

impact of a specific event on the value of a firm (MacKinlay, 1997). The value of

a firm can be decomposed into debt and equity, and in order to study a potential

wealth expropriation from bondholders to shareholders, both components need to

be studied. MacKinlay (1997) described the general procedure for conducting an

event-study as following.

First, the event of interest should be defined, the time period in which the

relevant security prices should be examined, and how to select which security prices

to be examined. Thereafter, abnormal security price returns should be studied in

order to evaluate the impact of the event on these security prices. MacKinlay (1997)

defined an abnormal security price return as “the actual ex post return of the security

over the event window minus the normal return of the firm over the event window”,

as illustrated in equation (1) below:

ARit = Rit − E(Rit|Xt) (1)

Where ARit, Rit, and E(Rit|Xt) represent security i’s t-period abnormal, actual, and

normal return, respectively. X represents the conditional information for the normal

return model. The purpose of the normal return model is to estimate security i’s

return, under the condition that the event never took place. Normally, an estimation

window needs to be defined in order to estimate normal returns. Lastly, the testing

framework for the abnormal returns should be designed, including the definition
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of a null hypothesis and techniques for aggregating individual abnormal returns.

Typically, the null hypothesis is that the event has no impact on the returns of the

securities studied. In order to test different theories that could explain variation

in abnormal returns, the event study is typically accompanied by a cross-sectional

analysis.

The event study framework described above will be employed in this thesis.

However, as suggested and evidenced from previous literature, models for normal re-

turns estimation, and consequently abnormal returns calculation, differ for bonds and

stocks. Therefore, the following two sections will describe the different approaches

to normal returns estimation which this thesis will employ for stocks and bonds.

4.2 Abnormal shareholder returns

I calculate abnormal shareholder returns by using the market model, as it is the most

commonly used method (see Mikkelson and Partch, 1986; Maxwell and Stephens,

2003; Maxwell and Rao, 2003; Hite and Owers, 1983).6 As described in MacKinley

(1997), the idea behind the market model is to relate each individual security to the

return of the market by the following equation:

Rit = αi + βiRmt + εit (2)

Rit and Rmt represent the t-period continuously compounded return for security i

and the market respectively. αi and βi represent the estimated coefficients used to

calculate normal returns around the announcement date for security i. εit is the

error term. The coefficients of the equation are being estimated by an ordinary least

squares (OLS) regression. The estimation period for the coefficients is in line with

6I acknowledge that there are other available models for estimating normal returns, as described

in e.g. Brown and Warner (1980) and MacKinley (1997). However, the related literature mentioned

above acts as precedent for this thesis.
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Maxwell and Rao (2003), and hence specified as 255 trading days ending 30 days

prior to the announcement date. By ending the estimation period 30 days prior to

the announcement date I try to minimize the risk that the normal returns are being

influenced by the returns around the event (MacKinley, 1997).

Following Veld and Veld-Merkoulova (2004), I use DataStream’s total return in-

dex for each individual country as the market portfolio. As discussed by the authors,

a disadvantage of this approach, and not measuring against a broader European in-

dex, is that some European countries have small stock markets that are dominated

by a few large firms. As such, abnormal returns for a large firm listed on a small

stock market could be negatively biased, as the return of that large firm will heavily

impact the return of the total stock market index. The vast majority of firms in my

sample are listed on major European stock markets and I thus deem this risk to be

minimal.

Given the estimated coefficients, security i’s t-period normal, and consequently,

abnormal returns (ÂSRit) can be calculated as in equation (3). This means that,

under the market model, abnormal shareholder returns are basically the error terms

of equation (2). In essence, the abnormal return is the part of the stock return that

cannot be explained by the market.

ÂSRit = Rit − α̂i − β̂iRmt (3)

4.3 Abnormal bondholder returns

There are multiple challenges inherent in the measurement of abnormal bondholder

returns. Ederington et al. (2015) mentioned infrequency of trading, multiple bond

issues for a single firm, and heteroskedasticity in bond returns.

Neither are the actual calculation of bond returns as simple as with stocks. The

reason for this is that bonds accrue interest between coupon payments, which is

not always taken into consideration when extracting closing prices or quotes from
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databases. Prices that do not take accrued interest into consideration are called

“clean prices”, whereas the ones that do, are called “dirty prices”. Both Ederington

et al. (2015) and Bessembinder et al. (2009) examined the difference in test power

between using clean or dirty prices, and found that it makes little difference. This

thesis will therefore employ Bessembinder et al.’s (2009) bond return definition using

clean prices as following:

BRclean
t =

Pt − Pt−1

Pt−1

(4)

Historical bond price data is collected from Bloomberg Generic Prices (BGN).7 Ac-

cording to Bloomberg, BGN is “a real-time composite based on executable and in-

dicative quotes from multiple contributors”. The use of quotes rather than actual

closing prices are obviously a disadvantage to this thesis, as there is no certainty

that a trade actually was executed at these quotes. However, quotes have previously

been used in bond event studies (see e.g. Lemmon et al., 2014). The advantage of

using quotes is that it mitigate the problem of infrequent trading, as dealers tend to

quote prices even if no actual trades are being executed. As such, this thesis has the

advantage of studying daily rather than monthly bond price data, which has been

shown to dramatically increase test power (Bessembinder et al., 2009).

Bessembinder et al. (2009) discussed three general models for measuring abnor-

mal bondholder returns: the mean-adjusted model, the matching portfolio model,

and factor models. Since the mean-adjusted model was introduced by Handjinicolaou

and Kalay (1984), it has been frequently used in previous empirical research (see e.g.

7Another bond data source is the TRACE database, which is the main source of data examined

in Bessembinder et al. (2009) and Ederington et al. (2015). TRACE is provided by the U.S.

Financial Industry Regulatory Authority (FINRA), with the purpose of increasing transparency in

the U.S. over-the-counter (OTC) bond market, by providing real-time prices of executed trades.

As TRACE only covers U.S. corporate bond data, this database was unfortunately not a viable

alternative for this thesis.
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Dhillon and Johnson, 1994; Maxwell and Rao, 2003; Maxwell and Stephens, 2003).

The model measures a bond’s average premium over a Treasury security with similar

maturity over an estimation period prior to the event. That estimated premium is

then considered when calculating the normal return over the event window. How-

ever, Bessembinder et al. (2009) concluded that the mean-adjusted model was the

least powerful of all the above mentioned models, and that factor models were very

sensitive to the default risk of the bonds. For daily data, they suggested the matching

portfolio approach, which later has been refined by Ederington at al. (2015).

This thesis use a similar method to the one employed by Lemmon et al. (2014),

which is a slight modification of the abnormal return calculation proposed by Ed-

erington et al. (2015). Ederington et al. (2015) suggested to construct benchmark

portfolios formed by bonds with specific rating and time-to-maturity combinations,

and use these as means for normal returns. I use established indices provided by

Bank of America Merrill Lynch (BofAML)8. I use 29 of their European corporate

bond indices grouped into seven rating classes (AAA, AA, A, BBB, BB, B, and

CCC), as well as five maturity classes (1-3 years, 3-5 years, 5-7 years, 7-10 years,

and 10 years or more). BofAML does not provide maturities for the BB, B, and

CCC indices, meaning that bonds in these rating classes are not matched by time-

to-maturity. The unrated bonds in my sample are matched with broad investment

grade corporate bond indices with different maturities. By matching each bond with

a similar index, I control for the two primary risk factors in bonds: default risk (mea-

sured by rating) and time-to-maturity (Bessembinder et al., 2009). The abnormal

bondholder returns are calculated as following:

ABRit = OBRit − EBRit (5)

8Bessembinder et al. (2009) found that using Lehman Brother’s indices in a similar manner

imposed an upward bias to abnormal returns, due to the inclusion of bankruptcies in the indices.

However, the authors only examined the use of these indices with monthly data. Hence, I deem

the risk of significant biases to be minimal or nonexisting when using daily data.
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The return of the benchmark index corresponds to the t-period expected bond return

(EBRit) for bond i with the same rating and time-to-maturity combination. OBRit

is the t-period observed bond return for bond i, and ABRit is the associated abnormal

bond return.

Occasionally, firms have more than one bond outstanding over the course of the

event window. Previous studies have taken different approaches to this problem.

For example, Narayanan and Shastri (1988) and Marais et al. (1989) treated each

bond as an individual observation. While this approach will increase the number

of observations, Bessembinder et al. (2009) observed that this approach will bias

the sample towards larger firms with more bonds outstanding. They also noted

that the approach would violate the assumption of independent observations, which

would further bias the results. Other studies have used one single bond to represent

the entire abnormal change in the value of the firm’s debt (see e.g. Asquith and

Wizman, 1990; Handjinicolaou and Kalay, 1984; Hite and Owers, 1983). As bonds

issued by the same firm can have different time-to-maturity or ranking (and thus

also different sensitivity to changes in credit risk), the results from using this method

are likely to be biased in a manner that depends on how the bond is chosen. For

the above mentioned reasons, Bessembinder et al. (2009) suggested using the so-

called firm level approach, which value-weights the abnormal returns of all the bonds

outstanding for each firm by their notional amount:

ABRk =
N∑
i=1

ABRiwi (6)

Where ABRk is the weighted average abnormal bond return for firm k. N is the

number of bonds outstanding by firm k and wi is the notional amount weight of

bond i, relative to the total notional of all bonds outstanding by firm k. Furthermore,

this method is crucial for this thesis, as it is the only one of the above mentioned
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methods that can be used to accurately measure the abnormal change in value of the

firm (Bessembinder et al., 2009). Aware of its problems, this thesis will also employ

the approach of treating each individual bond as an individual observation. This

approach is central in order to address the hypothesis of covenant protection.

4.4 Abnormal firm returns

When measuring the impact of a spin-off announcement on a firm’s total value, I

follow Maxwell and Stephens (2003) and Maxwell and Rao (2003), and calculate the

abnormal change in firm value as following:9

∆Vkt = ((ASRkt × Ek,t−1) + (ABRkt ×Dk,t−1))/(Ek,t−1 +Dk,t−1) (7)

Where ∆Vkt represents the t-period abnormal change in value for firm k. Abnormal

shareholder returns (ASRkt) are being multiplied with the previous day’s market

value of equity (Ek,t−1) in order to find the t-period abnormal change in market

value of equity for firm k. Likewise, abnormal bondholder returns (ABRkt) are

being multiplied with the previous day’s market value of debt (Dk,t−1) in order to

find the t-period abnormal change in market value of debt for firm k. The market

value of debt considered is based on the bonds in my sample. Hence, any outstanding

bonds that I could not obtain price data for are excluded. Bank debt, or any other

private debt, is also excluded. The exclusion of other debt is in line with Eberhart

and Siddique (2002), Maxwell and Rao (2003), and Maxwell and Stephens (2003).

They argued that the inclusion of other long-term debt would most likely overstate

the loss to bondholders, as other debt is usually secured by some assets.

9The notation is slightly altered compared to Maxwell and Stephens (2003) in order to suit the

use of daily, rather than monthly data.
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4.5 Inference

In order to make statistical inference about the abnormal returns, they are normally

aggregated over the event window into a measure called cumulative abnormal returns.

The aggregation will first be conducted through time for each individual security,

followed by an aggregation across securities, as in equation (8) and (9) respectively

(MacKinley, 1997):

CARi = ĈARi[t1t2] =

t2∑
t=t1

ÂRit (8)

CAAR = CAR[t1t2] =
1

N

N∑
i=1

ĈARi[t1t2] (9)

Where CARi represents the cumulative abnormal return for security i over the event

window t1 to t2. CAAR represents the cumulative average abnormal return for the

full sample of securities over the event window t1 to t2. When CAAR has been

calculated, a test-statistic will be formulated in order to infer whether or not CAAR

is statistically different from zero. If it is statistically different from zero, it is possible

to conclude that the examined event indeed did have an impact on the securities

studied.

The statistics literature differentiates between parametric and nonparametric

test statistics. MacKinley (1997) described a nonparametric test as free of assump-

tion regarding the distribution of abnormal returns. The distributional properties

of abnormal shareholder and bondholder returns have been examined by Brown and

Warner (1985) and Bessembinder et al. (2009) respectively. Both concluded that

abnormal returns are not normally distributed. As such, it has been suggested that

nonparametric tests dominate parametric tests when making inference about ab-

normal returns (Corrado, 1989; Bessembinder et al., 2009; Kolari and Pynnonen,

2011).

Recent related literature, such as Eberhard and Siddique (2002), Maxwell and
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Rao (2003), and Maxwell and Stephens (2003), all provided both parametric as

well as nonparametric test statistics. Specifically, they provided a parametric t-

test for the mean, nonparametric Wilcoxon signed rank test for the median, and

nonparametric sign test for the percentage of positive cumulative abnormal returns.10

This thesis will follow suit, and thus report the same composition of parametric and

nonparametric test statistics. However, a slight modification to the parametric test

for abnormal bondholder returns will be used.

Ederington et al. (2015) observed that the standard deviation of bond returns

differs significantly between bonds with different rating or time-to-maturity. There-

fore, they found low test power in t-tests based on unstandardized abnormal bond

returns. They argued that the low test power was due to a likely violation of the ho-

moskedasticity assumption (i.e. constant variance). Hence, Ederington et al. (2015)

suggested a solution to the heteroskedasticity problem by standardizing the abnor-

mal bond returns by an estimated standard deviation for each specific bond, and

base the t-statistic on these standardized bond returns. This thesis will follow Eder-

ington et al. (2015) and base the t-statistic for the abnormal bondholder returns on

standardized abnormal bond returns. However, as violations of the homoskedasticity

assumption is less pronounced for stock returns (Ederington et al., 2015), the use of

a t-statistic based on standardized or unstandardized stock returns will not affect

the results considerably (Campbell et al., 1997). Hence, I will base the t-statistic for

the abnormal shareholder returns on unstandardized returns.

4.6 Cross-sectional model

The event-study methodology described above can provide evidence of abnormal

returns for securityholders. It can also provide results that would be consistent

with a wealth transfer between different securityholders. However, the event-study

methodology alone, cannot explain potential cross-sectional variation in abnormal

10See appendix A for a description of these statistical tests.
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returns. In order to address some of the hypotheses formulated in this thesis, cross-

sectional regression models need to be employed.

As suggested by MacKinley (1997), the basic approach is to run a cross-sectional

regression model of the abnormal security returns on a set of explanatory variables,

as following:

CARi = βo + β1x1i + ...+ βMxMi + εi (10)

Where CARi represents the cumulative abnormal return for a specific event window

for security i. xmi represents the explanatory variable m, m = 1, ..., M, for security

i. Assuming that the εi’s are uncorrelated and homoskedastic, this equation can be

estimated with ordinary least squares (OLS), and its standard errors can be used for

inference (MacKinlay, 1997).

5 Empirical Results

This section will start by presenting the abnormal returns for the full sample of

corporate spin-off transactions and their related bonds. Thereafter, it will present

a univariate analysis of the data by comparing the abnormal returns for different

segments of the sample. Lastly, it will present a cross-sectional analysis, in order to

provide a multivariate analysis of the data. The purpose of this section is to address

the hypotheses formulated in section 2 of this thesis.

5.1 Abnormal returns for the full sample

Table 4 presents the abnormal bondholder, shareholder and firm returns on the

announcement date, as well as a three-day event window. The abnormal returns are

defined as cumulative abnormal returns over the presented event window. The three-

day event window is determined as 1 day prior to the announcement date until 1
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day after the announcement date. Ederington et al. (2015) discussed the advantages

and disadvantages of using a broader event window in bond event studies. They

argued that by broadening the event window, smaller firms with less traded bonds

will be more represented in the sample. On the other hand, they also pointed out,

that by broadening the event window, there is a larger risk that other information

than the actual event will impact prices. As this thesis employs bond price quotes

rather than actual trades, there is not a large problem of infrequently traded bonds

for smaller firms. Therefore, this thesis follows Bessembinder et al. (2009) and Veld

and Veld-Merkoulova (2008), and report a three-day event window.

In line with previous studies, I find significant abnormal returns to shareholders

on and around the announcement date. When studying mean abnormal returns, I

find abnormal returns of 0.70% on the announcement date, which is significant at

the 10% level. The abnormal shareholder returns increases to 1.55% over a three-day

event window, which is highly significant at the 1% level. The two nonparametric

tests also provide statistically significant evidence that shareholders gain on and

around the announcement of a spin-off. The magnitude of the abnormal shareholder

returns is in the lower end of the range (1.32% to 5.56%) found in previous research.11

The relatively low abnormal returns could potentially be explained by the fact that

normal returns are estimated against country specific market indices. This potential

problem was addressed in section 4.2. Even in an European context, the abnormal

shareholder returns seem to be relatively low. Veld and Veld-Merkoulova (2004)

studied European spin-offs, and found average abnormal shareholder returns of 2.62%

over a three-day event window.

Before presenting the abnormal returns to bondholders, I will provide a short

discussion on what should be considered an economically significant abnormal bond

return. Bonds that are not close to default, are considerably less sensitive to its

11See e.g. Hite and Owers (1983), Krishnaswami and Subramaniam (1999), Miles and Rosenfeld

(1983), Rosenfeld (1984) Schipper and Smith (1983), Slovin et al. (1995), and Veld and Veld-

Merkoulova (2004).
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issuing firm’s underlying assets, than common stock. Therefore, relatively small ab-

normal bond returns should be considered (Bessembinder et al., 2009). Bessembinder

et al. (2009) examined shocks of 15 bps for investment graded bonds, and further

mentioned that a 5 bps change was considered significant for a AAA rated bond. The

median bond in my sample is rated A, and a majority of the bonds is considered

investment grade. Hence, I will argue that, as a minimum, abnormal bond returns in

the area of 5-15 bps should be considered as economically meaningful in this thesis.

Abnormal bond returns are examined on a weighted average per firm basis

(henceforth firm sample), as well as by treating each bond as an individual obser-

vation (henceforth bond sample). The abnormal bondholder returns are reported in

different samples that either include or exclude convertible bonds. Just like straight

bonds, the value of convertible bonds depend on interest rates and risk of default.

However, convertible bonds are often subordinated to other debt, and its investors

share the upside of the underlying equity, as they have the option to convert the

bond into common stock (Brennan and Schwartz, 1980). Because of these hybrid

features of convertible bonds, it is not clear-cut how they should react to the an-

nouncement of a spin-off. When studying Table 5, and the abnormal bondholder

returns for the bond sample, it is obvious that the convertible bonds in my sam-

ple react more like equity than straight debt (mean abnormal return of 1.039% for

convertible bonds, compared to -0.015% for straight bonds, over a three-day event

window). In order to more accurately capture any potential wealth expropriation

from bondholders to shareholders, I report abnormal bondholder returns both when

including and excluding convertible bonds.

Panel B in Table 4 provides the firm sample abnormal bondholder returns. The

mean abnormal return is positive and insignificant on the announcement date, both

when including and excluding convertible bonds. Over the three-day event window

the mean abnormal bondholder return is 0.037% and -0.030% when including and

excluding convertible bonds, respectively. Both are significant at the 1% level. These

figures can be compared to 0.008% and -0.878% in Veld and Veld-Merkoulova (2008)
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and Maxwell and Rao (2003), respectively. However, as Maxwell and Rao (2003) base

their results on monthly bond price data, other information could potentially have

affected their abnormal return. In contrast to the abnormal shareholder returns, the

abnormal bondholder returns decrease when expanding the event window. Veld and

Veld-Merkoulova (2008) also found that abnormal bond returns start positive on the

announcement date, but decrease when expanding to a three-day event window.

The nonparametric tests do also provide interesting results. When excluding

convertible bonds, the median abnormal return to bondholders is -0.054% over a

three-day event window. This is significant at the 5% level. This figure can be com-

pared to -0.020% and -0.266% in Veld and Veld-Merkoulova (2008) and Maxwell and

Rao (2003), respectively. When comparing the ratio of positive to negative abnormal

returns between shareholders and bondholders, it is obvious that bondholders more

often realize negative abnormal returns than shareholders. This is apparent when

examining the three-day event window, where the ratio of positive returns is 62.7%

for shareholders but only 29.2% for bondholders. Both are significant at the 5% and

1% level respectively.12

Panel C in Table 4 presents the abnormal firm returns. These returns are

significantly positive (1.274% and 0.444% for the mean and median respectively,

over a three-day event window), and increasing when expanding the event window.

The results are in line with Veld and Veld-Merkoulova (2008) and Maxwell and Rao

(2003), and strengthen their findings that spin-offs are value creating on a total firm

basis.

Table 5 presents the abnormal bondholder returns for the bond sample. As

noted by Bessembinder et al. (2009), the approach of including every bond as one

separate observation will most likely bias the t-statistic upward. The reason for

this is that bonds originating from the same spin-off will be correlated, which will

decrease the standard deviation within the clusters of correlated bonds. This will

then lead to larger t-statistics, lower p-values, and more frequent rejection of the

12Null hypothesis is 50%.
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null-hypothesis. The results reported in Table 5, do most likely suffer from this bias

as the p-values are very low. As the firm sample provides the core analysis in order

to address the wealth expropriation hypothesis, I will not take any action in order

to mitigate this bias. However, the bond sample analysis still provided solid insights

regarding the impact from convertible bonds. The bond sample will also be needed

later, when examining the inclusion of covenants in bond agreements.

Overall, the results are consistent with a wealth expropriation from bondholders

to shareholders (hypothesis 1 ). I see that shareholders experience positive abnormal

returns, while bondholders experience negative abnormal returns around the spin-off

announcement. As argued by Maxwell and Rao (2003), a pure wealth expropriation

from bondholders to shareholders would be supported if the shareholder gains were

roughly equal to the loss to bondholders. As I see large significant abnormal gains to

the firm, my results are not consistent with a pure wealth expropriation. However,

the results are consistent with the wealth expropriation as a partial explanation

to the positive abnormal shareholder returns. This conclusion was also made by

Maxwell and Rao (2003).

In order to get a better understanding for the results, I plot the cumulative

abnormal returns over a longer time period (20 days before until 20 days after the

announcement date).13 For the cumulative abnormal shareholder returns, I observe

a slight positive trend before the announcement, followed by a strong positive jump

around the announcement. Following the announcement the cumulative abnormal

returns show a slight negative trend. The cumulative abnormal returns to bondhold-

ers (firm and bond sample, incl. convertible bonds) show a strong negative trend

leading up to the announcement date. This trend flattens out somewhat after the

announcement date. The negative trend before the announcement could potentially

indicate information leakage, and the flattening could be due to a positive impact

from convertible bonds. When excluding the convertible bonds, the cumulative ab-

normal returns to bondholders (firm level) shows an almost linear negative trend

13These figures are presented in Appendix B.
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throughout the entire time period. This is not the case for the bond sample, which

shows a similar trend as when including convertible bonds. When observing these

figures, I conclude that the cumulative abnormal shareholder returns react in line

with my expectations, whereas I would have expected more variation in the cumula-

tive abnormal bondholder returns. Previous literature does not provide information

of their cumulative abnormal returns for a longer time period, why it is not possible

to make a direct comparison.

I will present two possible explanations to these rather unexpected trends ob-

served in the cumulative abnormal bondholder returns: (1) information leakage be-

fore the announcement, and bondholder uncertainty following the announcement;

and (2) poor methodology and/or index matching. Information leakage before the

announcement would be supported by the slight positive trend that can be seen

for the cumulative abnormal shareholder returns leading up to the announcement.

Following the announcement, bondholders are not certain on what exact effect the

spin-off transaction will have for them. Usually, they do not know how the capital

structure will look like when the subsidiary is separated from the parent; neither do

they know for certainty if their bonds will be bought back or not, or if there is any

chance of amending the terms in the bond documentation. Maxwell and Rao (2003)

also found that rating downgrades are more likely than upgrades following a spin-off

transaction, which could further spur uncertainty about the future for bondholders.

These uncertainties for the bondholders could potentially explain the continuing

negative trend that is observed after the announcement. However, it could also be

argued that a period of uncertainty would rather show volatility in abnormal returns,

than a negative trend.

The second possible explanation is that the methodology for calculating ab-

normal bondholder returns, for some reason, did not perform as intended. As the

abnormal bondholder returns are systematically generating a lower return than its

matched index, it could potentially be so that the index matching is poor. However,

as the bonds are matched on both rating (default risk) and time-to-maturity, I have
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reasons to believe that they are well matched.

I also note that the abnormal mean returns are larger than the median returns

for all stakeholders. This suggests that there are positive outliers in the data. I plot

the distribution of cumulative abnormal returns in histograms, and confirm that this

is the case.14 In order to acknowledge whether or not these outliers should be treated

as spurious, I use a 90% winsorization. The results following the winsorization do

not alter my initial findings considerably, why I report the initial results only. Hence,

I do not treat the outliers as spurious observations.

The following sections will address the other hypotheses of this thesis. These

hypotheses serve the purpose in explaining any cross-sectional variation in the mag-

nitude of abnormal returns and wealth expropriation. I will start with a univariate

analysis by comparing certain segments of my sample (section 5.2-5.5), followed by a

multivariate regression analysis (section 5.6-5.8). Due to the more equity-like reac-

tion observed in convertible bonds, I will exclude those from the following analysis.

This action will unfortunately reduce the number of observations in the firm sample

from 67 to 64. The bond sample will be reduced from 440 to 429.

14These histograms can be found in Appendix B.
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Table 4: Abnormal Returns: Firm Sample

This table presents the abnormal returns to shareholders, bondholders, and the firm. Abnormal bondholder returns

are based on the firm level approach. The announcement windows are defined as days before the event until days

after the event. The mean and median abnormal returns, as well as the percentage of positive abnormal returns are

presented in percentages with their corresponding p-value in parenthesis below. The p-values are calculated from a

parametric t-statistic for the mean, nonparametric Wilcoxon signed rank test for the median, and a nonparametric

sign test for the percentage of positive abnormal returns. ***,**,* indicate statistical significance at the 1%, 5% and

10% level respectively.

Announcement

window

Number of

observations

Mean abnormal

returns (%)

Median abnormal

returns (%)

Positive abnormal

returns (%)

Panel A: Abnormal returns to shareholders

0 67 0.704* 0.390* 58.2

(0.060) (0.083) (0.221)

-1,1 67 1.553*** 0.920*** 62.7**

(0.004) (0.012) (0.050)

Panel B: Abnormal returns to bondholders (firm sample)

Including convertible bonds

0 67 0.058 -0.004 46.3

(0.686) (0.838) (0.625)

-1,1 67 0.037*** -0.051 31.3***

(0.009) (0.170) (0.003)

Excluding convertible bonds

0 64 0.020 -0.006 44.6

(0.668) (0.509) (0.457)

-1,1 64 -0.030*** -0.054** 29.2***

(0.001) (0.026) (0.001)

Panel C: Abnormal returns to firm

0 67 0.544* 0.28** 58.2

(0.079) (0.049) (0.222)

-1,1 67 1.274*** 0.444*** 61.2*

(0.004) (0.006) (0.086)
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Table 5: Abnormal Returns: Bond Sample

This table presents the abnormal returns to bondholders for the bond sample, meaning that all bonds in the sample

are included. The announcement windows are defined as days before the event until days after the event. The mean

and median abnormal returns, as well as the percentage of positive abnormal returns are presented in percentages

with their corresponding p-value in parenthesis below. The p-values are calculated from a parametric t-statistic for

the mean, nonparametric Wilcoxon signed rank test for the median, and a nonparametric sign test for the percentage

of positive abnormal returns. ***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Announcement

window

Number of

observations

Mean abnormal

returns (%)

Median abnormal

returns (%)

Positive abnormal

returns (%)

Panel A: Abnormal returns to bondholders (bond sample)

Full bond sample

0 440 0.019** -0.012*** 38.2***

(0.024) (0.000) (0.000)

-1,1 440 0.011*** -0.034*** 40***

(0.000) (0.001) (0.000)

Straight bonds

0 429 0.011*** -0.013*** 37.3***

(0.007) (0.000) (0.000)

-1,1 429 -0.015*** -0.037*** 38.7***

(0.000) (0.000) (0.000)

Convertible bonds

0 11 0.325 0.044 72.7

(0.120) (0.240) (0.226)

-1,1 11 1.039*** 0.787*** 90.9**

(0.009) (0.002) (0.012)

5.2 Loss of coinsurance

This section will address hypothesis 2 by examining the loss of coinsurance and

its potential impact on the magnitude of wealth expropriation from bondholders to

shareholders. Theory suggested that shareholder and bondholder wealth creation is

inversely related to corporate diversification, and that this holds for both industrially
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and globally diversified firms (Denis et al., 2002). This thesis will employ diversifi-

cation as a proxy for the degree of correlation between the cash flows generated by

the parent and the subsidiary. Thus, diversification ultimately also acts as a proxy

for the loss of coinsurance that bondholders suffer in spin-off transactions.

I define a spin-off transaction to be cross-industry if the parent firm and the

subsidiary were either operating in different industries or based in different countries.

In line with Maxwell and Rao (2003), Krishnaswami and Subramaniam (1999), and

Veld and Veld-Merkoulova (2008), I identify a parent and its subsidiary to operate

in different industries if they have different two-digit SIC codes. Furthermore, if

the parent and subsidiary were based in different countries, I identify that as global

diversification (Maxwell and Rao, 2003). The cross-industry segment includes those

spin-off transactions that were either identified as industrially or globally diversified.

The spin-off transactions that are not identified as cross-industry are defined as intra-

industry. Maxwell and Rao (2003) also pointed out that the loss of coinsurance is

related to the size of the subsidiary’s cash flows. However, as the number of spin-offs

in my sample is relatively small, it would be difficult to further segment on cash flow

size. This variable would also be problematic to include later in the cross-sectional

analysis, as it would be highly correlated with the collateral variable (Maxwell and

Rao, 2003). This would lead to a multicolinearity problem and consequently biased

coefficients.

Panel A in Table 7 provides the univariate analysis for the coinsurance segmen-

tation. I do not find results that are consistent with hypothesis 2. Instead I find that

intra-industry spin-offs generate higher abnormal returns to shareholders, and lower

abnormal returns to bondholders, relative to cross-industry spin-offs. This holds

for abnormal firm returns as well. However, I do not find any statistical difference

between the mean, nor the median, for any of the two samples. I conclude that my

results are not consistent with the hypothesis that a larger loss of coinsurance will

lead to larger losses to bondholders, and larger gains to shareholders.
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5.3 Loss of collateral

Galai and Masulis (1976) suggested that shareholders steal a portion of the bond-

holders’ collateral when pursuing a spin-off transaction. This section will address

hypothesis 3. I divide the sample into a large and a small segment, which are rep-

resenting a large and a small loss of collateral to bondholders, respectively. This

segmentation is done in line with Maxwell and Rao (2003). Hence, I use the relative

size of the subsidiary’s assets to the size of the parent’s assets, when determining

whether the loss of collateral should be identified as large or small. As Maxwell

and Rao (2003) base their study on U.S. firms, they had the privilege of having

segment data available for most firms. Unfortunately, there is not a requirement for

European firms to provide detailed segment data. Therefore, I base this measure

on the total assets of the parent found in the latest annual report prior to the an-

nouncement date, and the first annual report filed by the subsidiary as a stand-alone

entity. Unless there were other major transformative events taking place during the

period between the spin-off and the annual reports (e.g. mergers or acquisitions),

these figures should be fairly accurate. A spin-off transaction qualifies for the large

segment if the relative asset size of the subsidiary was above 20% of the assets of the

parent.15

Panel B in Table 7 provides the univariate analysis for the collateral segmen-

tation. I find large significant abnormal shareholder returns for the large segment.

These returns are significant at the 1% level for the mean, and larger than the abnor-

mal shareholder returns for the small segment, which are not significantly different

from zero. In contrast to hypothesis 3, the abnormal bondholder returns are smaller

for the small segment, relative to the large segment. The abnormal bondholder

returns for the small segment are highly significant at the 1% level, whereas the

bondholder returns for the large segment are only significantly different from zero

15I was not able to identify the relative size of the assets in four transactions as they were not

yet completed.
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at the 10% level for the mean. The abnormal firm returns are larger for the large

segment than the small segment, and the pattern of these results are in line with

the abnormal shareholder returns. The differences in means and medians between

the large and small segments are insignificant for all stakeholders, except for the

bondholder segments. Conclusively, this univariate analysis, does not provide re-

sults that are consistent with hypothesis 3. My results are contrasting the findings

of Maxwell and Rao (2003), as they found that the relative size of the subsidiary

was positively related to abnormal shareholder returns, and negatively related to

abnormal bondholder returns.

5.4 Creditor rights

La Porta et al. (1998) suggested that the rights that creditors have in a default

scenario differed significantly across countries depending on their legal origins and

traditions. The authors’ creditor rights index has frequently been used in empirical

research (see e.g. Aslan and Kumar, 2012; Bae and Goyal, 2009; Qian and Strahan,

2007), and this thesis will do so as well. The lowest creditor rights index score

is zero. Then, depending on how many of the following four conditions that a

country fulfills, it can obtain a maximum score of four: (1) secured creditors are not

prevented to possess collateral; (2) secured creditors are paid first; (3) restrictions

on reorganization without creditor consent; and (4) management will be replaced in

a reorganization.

In order to address hypothesis 5, I define the low score segment to include

countries with a creditor rights index score of either zero or one, and the high score

segment to include countries with a score of two, three, or four. I define the common-

law segment to include countries following the common-law tradition, and the civil-

law segment to include countries following the civil-law tradition.

Panel A in Table 6 presents the results for the segmentation on legal tradi-

tion. The abnormal shareholder returns are higher for the civil-law segment than
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the common-law segment, and the abnormal bondholder returns are lower for the

civil-law segment than the common-law segment. Abnormal firm returns are higher

for the civil-law segment, relative to the common-law segment. These results are

significant for the civil-law segment, but not for the common-law segment. These

findings are consistent with hypothesis 5, and unique to this thesis. However, I do

not find a statistically significant difference in the means, nor the medians, between

the common-law and the civil-law segments. This holds for abnormal shareholder,

bondholder, and firm returns.

Panel B in Table 6 presents the results for the segmentation on creditor rights

index score. The results show a similar pattern to the one presented for the segmen-

tation on legal tradition. The abnormal shareholder returns are higher for the low

score segment than the high score segment, and the abnormal bondholder returns

are lower for the low score segment than the high score segment. Abnormal firm

returns are higher for the low score segment, relative to the high score segment. My

findings are once again consistent with hypothesis 5. As with the segmentation on

legal tradition, I do not find a statistically significant difference in the means, nor

the medians, between the high score and the low score segments.

5.5 Large monitoring creditor

Burkart et al. (2003) argued that investors in countries with relatively low investor

rights have to rely on large investors to monitor their interests. As suggested by Fama

(1985), Bernanke and Gertler (1985), and Diamond (1984), banks are superior to

public creditors as monitors. Previous empirical literature on corporate governance

has usually used large institutional blockholders as a proxy for shareholder control

and corporate governance (see e.g., Cremers et al., 2007). In an attempt to better

capture the relevance of a large monitoring investor for creditors, I will use a slight

modification of the measure of private debt to total debt used by Krishnaswami et

al. (1999) and Datta et al. (2003). S&P Capital IQ does not provide data on private
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debt, but they do on bank debt. Therefore, I will use the amount of bank debt to

total debt for the parent as a proxy for the degree of monitoring. The mean and

the median bank debt to total debt in my sample are 26% and 24% respectively. I

define two segments called large creditor and small creditor. A spin-off is identified

to the large creditor segment if the parent firm has more than 40% of their total debt

from bank debt. 16 transactions qualify for this segment. The other transactions

are identified to the small creditor segment.

In order for my results to be consistent with hypothesis 6, the large creditor

segment is supposed to show smaller abnormal returns to shareholders and larger

abnormal returns to bondholders, relative to the small creditor segment. Conversely,

the large creditor segment shows larger abnormal shareholder returns and smaller

abnormal bondholder returns, relative to the small creditor segment. Abnormal firm

returns are larger for the large creditor segment, compared to the small creditor

segment. None of the mean or the median between the two segments are signifi-

cantly different from each other. I conclude that the results are not consistent with

hypothesis 6.
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Table 6: Univariate Analysis: Segmented Firm Sample (1)

This table presents abnormal shareholder, bondholder, and firm returns, segmented by legal tradition, creditor

rights index, and relative amount of bank debt. The three-day event window is presented. Legal tradition divides

the sample of spin-offs dependent on if the parent firm is located in a country following the common-law or civil-law

tradition. The high creditor rights index segment includes spin-offs with parents located countries with a 2,3 or 4

score, whereas the low segment includes those parents based in a country with a 0 or 1 score. A spin-off where

the parent have over 40% of total debt stemming from bank debt is segmented into the large creditor segment and

parents with less than 40% into the small creditor segment. The table reports mean / median and their p-values in

parenthesis below. Significance for the mean is tested with a t-test, and median with the Wilcoxon signed rank test.

The differences between the means are tested with a Welch-test and differences in median with a Mann-Whitney

test. ***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Description of the segment
Abnormal stock

returns (%)

Abnormal bond

returns (%)

Abnormal firm

returns (%)

Panel A: Segmented by legal tradition

Common-law (N=18) 0.688 / 0.160 -0.010 / -0.051 0.597 / 0.107

(0.290) / (0.766) (0.587) / (0.900) (0.294) / (0.832)

Civil-law (N=46) 1.962*** / 1.055*** -0.040*** / -0.058*** 1.615*** / 0.479***

(0.001) / (0.006) (0.000) / (0.006) (0.001) / (0.002)

Difference -1.274 / -0.895 0.030 / 0.007 -1.017 / -0.372

(0.365) / (0.292) (0.708) / (0.411) (0.401) / (0.215)

Panel B: Segmented by creditor rights index

High score (N=45) 1.432** / 0.460* -0.029** / -0.051 1.291** / 0.404*

(0.016) / (0.075) (0.019) / (0.272) (0.014) / (0.057)

Low score (N=19) 2.011** / 1.190* -0.038*** / -0.072*** 1.417*** / 0.802**

(0.024) / (0.066) (0.008) / (0.006) (0.005) / (0.032)

Difference -0.579 / -0.730 0.009 / 0.021 -0.126 / -0.398

(0.636) / (0.592) (0.928) / (0.242) (0.876) / (0.590)

Panel C: Segmented by monitoring creditor

Large creditor (N=16) 2.498** / 0.990 -0.113*** / -0.078* 2.010** / 0.828

(0.039) / (0.159) (0.003) / (0.058) (0.018) / (0.105)

Small creditor (N=48) 1.306** / 0.690*** -0.005** / -0.051 1.101** / 0.409**

(0.011) / (0.007) (0.021) / (0.154) (0.013) / (0.033)

Difference 1.192 / 0.300 -0.109 / -0.027 0.909 / 0.419

(0.445) / (0.603) (0.118) / (0.172) (0.408) / (0.494)
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Table 7: Univariate Analysis: Segmented Firm Sample (2)

This table presents abnormal shareholder, bondholder, and firm returns, segmented by loss of coinsurance, and loss

of collateral. The coinsurance segment divides the sample into cross-industry and intra-industry. The cross-industry

sample contains spin-offs where the parent and subsidiary are either operating in different industries (measured by

two digit SIC code) or based in different countries. A spin-off is considered large if the relative size of the subsidiary’s

assets is more than 20% of the parent assets. The table reports mean / median and their p-values in parenthesis

below. Significance for the mean is tested with a t-test, and median with the Wilcoxon signed rank test. The

differences between the means are tested with a Welch-test and differences in median with a Mann-Whitney test.

***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Description of the segment
Abnormal stock

returns (%)

Abnormal bond

returns (%)

Abnormal firm

returns (%)

Panel A: Segmented by loss of coinsurance

Cross-industry (N=40) 1.544** / 0.460 -0.021** / -0.050 1.143** / 0.404

(0.031) / (0.234) (0.039) / (0.265) (0.041) / (0.197)

Intra-industry (N=24) 1.705*** / 1.430*** -0.050*** / -0.067** 1.637*** / 0.995***

(0.001) / (0.009) (0.005) / (0.023) (0.000) / (0.004)

Difference -0.161 / -0.970 0.030 / 0.016 -0.494 / -0.591

(0.873) / (0.342) (0.725) / (0.317) (0.535) / (0.232)

Panel B: Segmented by loss of collateral

Large (N=34) 1.824*** / 1.445** 0.024* / -0.048 1.443*** / 1.007***

(0.005) / (0.012) (0.095) / (0.723) (0.003) / (0.008)

Small (N=27) 1.076 / 0.310 -0.088*** / -0.060*** 0.943* / 0.218

(0.103) / (0.464) (0.000) / (0.000) (0.085) / (0.400)

Difference 0.749 / 1.135 0.112* / 0.011 0.500 / 0.789

(0.502) / (0.303) (0.097) / (0.244) (0.568) / (0.275)

5.6 Cross-sectional analysis for the firm sample

Table 8 presents the cross-sectional analysis for the firm sample. The univariate

analysis in the previous sections gave indications on which variables that might

affect the magnitude of the wealth expropriation from bondholders to shareholders.

A cross-sectional analysis provides the advantage of allowing to examine certain

variables while simultaneously controlling for the effect of other relevant variables.
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This could not be done in the univariate analysis. When setting up the models I

consult a variance inflation factor in order to mitigate the risk of including correlated

independent variables in the same model, which would lead to multicolinearity and

biased coefficients (Fox and Monette, 1992). In line with Veld and Veld-Merkoulova

(2004), I use the three-day cumulative abnormal returns as the dependent variable

throughout all regressions in this thesis.

Table 8 presents the cross-sectional regression analysis for the firm sample. I

include the following three control variables: (1) firm size; (2) market-to-book; and

(3) financial risk. They are defined as the log of market capitalization, market

value of equity to book value of equity, and total debt to market value of equity,

respectively.16 These control variables are similar to the ones included by Maxwell

and Rao (2003). As the number of observations are quite scarce I do not want to

include too many control variables, as that would significantly reduce the degrees

of freedom in my regression models. The other independent variables included in

the regressions are indicator variables that take the value one or zero, depending

on which segment a transaction belongs to. Segments are defined as described in

section 5.2 to 5.5. The coinsurance and collateral variables take the value one for

cross-industry spin-offs, and large spin-offs, respectively. The creditor rights index

and legal tradition variables take the value one for countries with a low creditor rights

index score, and for countries following the common-law tradition, respectively. The

large creditor variable takes the value one if the parent is monitored by a large

creditor.

Model (1a) and (1b) present the base models, including only the control vari-

ables, for the abnormal bondholder returns and abnormal shareholder returns, re-

spectively. In model (2a) and (2b) the coinsurance and collateral variables are added.

When including the collateral variable, the number of observations are reduced to

16Market value of equity is based on closing share price on the day prior to the announcement,

and book value of equity and debt is based on figures reported in the latest annual report prior to

the announcement.
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61 due to the uncompleted spin-offs in my sample. Model (3a) and (3b) present

the base model and the creditor rights index and large creditor variables. I do not

include the creditor rights index and legal tradition variables in the same regression

due to high correlation. Britain is the only common-law country in my sample, as

well as it is the only country with a high score of four in the creditor rights index.

Furthermore, Britain is the most represented country in my sample, with 30% of

spin-off transactions. These factors result in a correlation coefficient of -0.4 between

the two variables, which would produce biased coefficients if included. Model (4a)

and (4b) present the base model, together with the large creditor and legal tradition

variables. Model (5a) and (5b) provide a full model that includes all variables except

the creditor rights index variable, for the same reason mentioned above.

The financial risk variable is negative for all abnormal bondholder models, and

significant (10% level) in model (2a). This suggests that abnormal bondholder re-

turns are negatively affected by a high financial leverage when announcing a spin-off

transaction. For the abnormal shareholder returns, the sign of the financial risk

coefficient differ between the models. Neither is it significant. The coinsurance vari-

able is negative and insignificant for all models, including abnormal bondholder and

shareholder returns. These results are once again inconsistent with hypothesis 2.

The collateral variable shows a significant positive relation to abnormal bondholder

returns, and a positive but insignificant relation to abnormal shareholder returns.

These results are contradicting the findings of Maxwell and Rao (2003), who found

the collateral variable to be positively related to abnormal shareholder returns but

negatively related to abnormal bondholder returns. Neither are my findings con-

sistent with hypothesis 3. The signs of the coefficients for the creditor rights index

and legal tradition variables are consistent with hypothesis 5. Abnormal bondholder

returns are positively related to a common-law tradition and negatively related to a

low creditor rights index score. Abnormal shareholder returns are negatively related

to a common-law tradition and positively related to a low creditor rights index score.

These findings indicate that the scope for wealth expropriation in corporate spin-offs
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may be larger in civil-law countries, or countries with a low creditor rights index

score, compared to common-law countries, or countries with a high creditor rights

index score. However, the coefficients are not significantly different from zero, and

the p-values are high. The large creditor variable is negatively related to abnormal

bondholder returns, and positively related to abnormal shareholder returns. These

results are not statistically significant, nor are they consistent with hypothesis 6.

All models show low explanatory power with adjusted R-squared values ranging

from a low of -0.077 to a high of 0.031. The predictive power of the estimated

coefficients does also seem to be very low, which is most likely caused by the relatively

low number of observations. Therefore, the reliance of the estimated coefficients, and

results, should not be too high.

5.7 Cross-sectional analysis for the bond sample

Table 9 and 10 present the cross-sectional regression analysis for the bond sample.

The disadvantage of the bond sample regressions, compared to the firm sample re-

gressions, is that the abnormal shareholder returns cannot be examined with the

same model, as I did in the firm sample regressions. The majority of hypotheses

formulated in this thesis, hypothesize an inverse relation between abnormal share-

holder and bondholder returns, with respect to the variables studied. However, the

bond sample analysis might strengthen or question previous findings on abnormal

bondholder returns from the univariate analysis, and/or the firm sample regressions.

Furthermore, the bond sample analysis is crucial in order to address hypothesis 4,

where I hypothesized about the impact of covenants on abnormal bondholder returns.

The bond sample regression models include the same independent variables as in

Table 8. However, as bond agreements are not necessarily governed under the same

law as the country in which its issuing firm is located in, I have included an indicator

variable that takes the value one if the bond is governed under common-law. This

variable is defined as bond issue level. I have also included covenant variables, which
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will be discussed in section (5.8), where I also address hypothesis 4.

The control variables for the bond sample regressions are different from the ones

included in the firm sample regressions. As time-to-maturity and default risk are the

two primary risk factors for bonds (Bessembinder et al., 2009), I include a continuous

variable measuring time-to-maturity, and one indicator variable that takes the value

one if the bond is below investment grade rating.17 Furthermore, I include a bond

size variable defined as the log of the bond’s nominal amount. I note that there are

no spin-off transactions in my sample that took place during the financial crisis (no

spin-offs during 2008 and 2009). Therefore, it seems likely that the general state of

the economy may have an impact on abnormal returns around the announcement of

a spin-off. As such, I create a post crisis control variable that takes the value one if

the bond was issued by a parent that pursued a spin-off between 2010-2019.

Another important modification to the bond sample analysis, is that the p-

values are calculated using cluster-robust standard errors. Cluster-robust standard

errors are useful when error terms are correlated within clusters of observations,

but uncorrelated between these clusters (Cameron and Miller, 2015). As many of

the firms in my sample had multiple bonds outstanding over the event window, I

have reasons to believe that the error terms within these clusters of bonds that

originated from the same firm, might not be independent. The problem of correlation

between bond observations when analyzing the bond sample was briefly addressed by

Bessembinder et al. (2009) (see section 4.3). Cameron and Miller (2015) pointed out

that a failure to control for within-cluster error correlation, can lead to very small

standard errors. Consequently, these small standard errors will lead to misleadingly

small p-values and over-rejection of standard hypothesis testing (Cameron et al.,

2011).

Table 9 presents the base model, as well as the first set of independent variables

(coinsurance, collateral, and the covenant variables). Table 10 presents the second

set of independent variables (creditor rights index, large creditor, and legal tradi-

17The 11% of unrated bonds in my sample are assumed to be below investment grade rating.
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tion), as well as two complete models that include an almost full set of independent

variables. 8 observations are missing in the base model, due to the omission of no-

tional amount for 8 bonds in my sample. In Table 9, I once again find that the

coinsurance variable has a negative, but insignificant effect on abnormal bondholder

returns. The collateral variable is insignificant, but has now changed the sign of its

coefficient, compared to the firm sample regression. However, when I interact the

collateral variable with the financial risk variable, I find a strong negative relation

(significant at the 5% level). This suggests that the negative effect of a large collat-

eral loss is more pronounced for bondholders of bonds rated below investment grade,

relative to bondholders of investment grade rated bonds. Due to the low predictive

power of the firm sample regressions, it is likely that bondholder wealth is in fact

negatively affected by the size of collateral loss.

In Table 10, the large creditor variable is once again negative, and insignificant.

In contrast to the firm sample regressions, the creditor rights index variable is now

positive, but still insignificant. When running the bond sample regressions, I can

include the creditor rights index variable and the legal tradition (bond issue level)

variable in the same regressions. These variables are not highly correlated as the

creditor rights index variable and the legal tradition (country level), as discussed

in the previous section. I find a positive relation between abnormal bondholder

returns and the two legal tradition variables. However, as can be seen in model (3)

and (4), this relation is only statistically significant for the country level variable

(10% level). This could potentially suggest that bond investors rely more on their

rights on the country level, compared to their rights on the bond specific level. Even

though, the coefficient for the creditor rights index variable changed sign, I make

an overall conclusion that the results are still consistent with hypothesis 5. Model

(6) and (7) provide the two complete regression models. The financial risk variable

is negative, and highly significant. This also holds for the size of the bond issue.

The post crisis variable is highly significant and positive, suggesting that abnormal

bondholder returns have been higher after the financial crisis than before the crisis.
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Table 9: Cross-sectional Regression Analysis: Bond Sample (1)

This table presents the cross-sectional regressions for the bond sample. Abnormal bondholder returns are regressed

on a set of independent variables. ***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Abnormal bondholder returns

Independent variables Expected sign Model (1) Model (2) Model (3) Model (4) Model (5) Model (6) Model (7)

Intercept 0.0003 0.0005 0.0011** 0.0065* 0.0055 -0.0006 0.0047

(0.918) (0.874) (0.710) (0.037) (0.087) (0.831) (0.171)

Time-to-maturity 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001

(0.226) (0.223) (0.233) (0.253) (0.324) (0.263) (0.336)

Bond Issue size -0.0002 -0.0002 -0.0002 -0.0009** -0.0008 -0.0000 -0.0006*

(0.505) (0.504) (0.393) (0.004) (0.020) (0.773) (0.052)

Financial risk -0.0010* -0.0010* -0.0010* -0.0017** -0.0019** -0.0011* -0.0009

(0.084) (0.086) (0.069) (0.028) (0.010) (0.065) (0.148)

Post crisis 0.0012** 0.0012** 0.0010** 0.0014** 0.0015*** 0.0011** 0.0013***

(0.018) (0.014) (0.015) (0.015) (0.004) (0.021) (0.002)

Coinsurance - -0.0002 -0.0002

(0.692) (0.714)

Collateral - -0.0005 -0.0002

(0.153) (0.542)

Collateral*Financial risk - -0.0035**

(0.044)

Covenants

Strong package + 0.0006

(0.383)

Dividend restrictions + 0.0034* 0.0045**

(0.062) (0.036)

Secured debt + 0.0026*

(0.057)

Observations 421 421 421 321 322 312 322

R-squared 0.091 0.091 0.096 0.120 0.143 0.101 0.173

Adjusted R-squared 0.082 0.080 0.085 0.106 0.129 0.090 0.152
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Table 10: Cross-sectional Regression Analysis: Bond Sample (2)

This table presents the cross-sectional regressions for the bond sample. Abnormal bondholder returns are regressed

on a set of independent variables. ***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Abnormal bondholder returns

Independent variables Expected sign Model (1) Model (2) Model (3) Model (4) Model (5) Model (6) Model (7)

Intercept 0.0004 0.0018 0.0010 0.0034 0.0055* 0.0079* 0.0088**

(0.893) (0.534) (0.730) (0.260) (0.075) (0.054) (0.036)

Time-to-maturity 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001 0.0001

(0.224) (0.245) (0.213) (0.206) (0.212) (0.329) (0.292)

Bond Issue size -0.0002 -0.0003 -0.0003 -0.0006* -0.0008*** -0.0009** -0.0011***

(0.478) (0.231) (0.343) (0.053) (0.009) (0.017) (0.005)

Financial risk -0.0010* -0.0012* -0.0012** -0.0010 -0.0011 -0.0023*** -0.0019**

(0.089) (0.070) (0.041) (0.141) (0.113) (0.004) (0.027)

Post crisis 0.0011** 0.0011** 0.0010** 0.0009** 0.0008** 0.0011** 0.0010***

(0.014) (0.024) (0.049) (0.029) (0.038) (0.015) (0.007)

Coinsurance - -0.0006 -0.0006

(0.384) (0.406)

Collateral - -0.0008* -0.0006

(0.069) (0.286)

Collateral*Financial risk -

Covenants

Strong package +

Dividend restrictions + 0.0035* 0.0034*

(0.067) (0.078)

Secured debt +

Creditor rights index - 0.0001 0.0005 0.0004

(0.774) (0.379) (0.532)

Large creditor + -0.0006 -0.0005 -0.0005 -0.0006

(0.223) (0.388) (0.471) (0.401)

Legal tradition

Country level + 0.0010* 0.0006

(0.082) (0.210)

Bond issue level + 0.0009 0.0010 0.0006

(0.157) (0.181) (0.401)

Observations 421 407 421 371 359 312 301

R-squared 0.091 0.102 0.104 0.100 0.115 0.171 0.170

Adjusted R-squared 0.080 0.091 0.093 0.088 0.098 0.146 0.141
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5.8 Covenants

Covenants have been suggested to protect bondholders from wealth-transferring ac-

tivities by providing state-contingent control rights (Gârleanu and Zwiebel, 2009).

Asquith and Wizman (1990) divided their bond sample into bonds with strong, weak

or no covenant protection, when they examined bondholder wealth in leveraged buy-

outs. In a similar manner, I divide my sample into bonds with strong or weak

covenant protection. I identify a bond to have a strong covenant protection, as a

bond that has one of the following three restrictive covenants: (1) restrictions on

asset sales; (2) restrictions on dividend payments; or (3) ratings trigger. The first

two covenants restricts the issuer to sell assets or to pay dividends, after a certain

agreed amount. A ratings trigger is a covenant that requires the borrowing firm to

repay the debt or increase coupon payments if the firm’s credit rating is downgraded

to a specific level (Bhanot and Mello, 2006). I consider these three covenants to

provide strong bondholder protection, as they are likely to be violated in a corpo-

rate spin-off.18 The bonds that do not have any of the above mentioned restrictive

covenants, are considered to have a weak covenant protection. These bonds usu-

ally only have standard covenants such as negative pledge and/or change of control.

These covenants are not likely to be violated in a corporate spin-off, and thus provide

weak protection to bondholders.

In order to address hypothesis 4, I use Table 9, and its presentation of the

cross-sectional regression analysis for the bond sample. The strong package variable

takes the value one if a specific bond has a strong covenant protection, as defined

above. The secured debt variable takes the value one if the bond is secured by some

assets of the issuing firm. Even though, only reported for the restriction on dividend

payments (dividend restrictions), I also create indicator variables for each individual

restrictive covenant. These variables also take the value one if the restrictive covenant

18Maxwell and Rao (2003) found that firms are more likely to have their credit rating downgraded

than upgraded following corporate spin-off transactions.
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is included in the bond agreement.

The strong covenant package shows a positive but insignificant relation to abnor-

mal bondholder returns. I find a strong positive significant relation between secured

bonds and abnormal bondholder returns (5% level). Intuitively, this makes a lot

of sense, as secured bondholders should not be worried about any loss of collateral

after a spin-off.19 I find positive, but insignificant results for bonds with asset sale

restrictions. Surprisingly, I find negative, but insignificant results for bonds with

a ratings trigger. These results are not reported. When including the variable on

dividend restrictions, I find that abnormal bondholder returns are positively affected

by the inclusion of this type of restrictive covenant. This finding is significant at the

10% level in model (5) and 5% in model (7).

One possible explanation to why I do not obtain significant findings for each of

the restrictive covenants is provided by Asquith and Wizman (1990). Even though, a

bond has a covenant that restricts the issuer on, for example asset sales, the amount

of assets that trigger the covenant can differ between specific bond agreements. As

such, a bond in my sample can be defined as having a strong covenant protection,

even though that covenant might leave a very large headroom for spin-offs. The

negative sign for the ratings trigger could be explained by Bhanot and Mello (2006),

who pointed out that if this type of covenant increase coupon payments when trig-

gered, the incentives for asset substitution and bankruptcy will increase. Perhaps

does the ratings trigger covenants in my sample have this kind of specification, why

bondholders react negatively.

Overall, I conclude this section that my findings are consistent with hypothesis

4. Bondholders of secured debt, or debt with strong covenant protection, seem to

experience higher abnormal returns around the announcement of a spin-off, compared

to bondholders with weak covenant protection or unsecured debt. The covenant that

restricts the issuing firm on dividend payments, seems to provide an especially strong

protection against wealth expropriation, whereas the ratings trigger covenant seems

19Assuming that the secured bondholders are 100% secured.
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to provide poor protection.

5.9 The wealth expropriation hypothesis

Section 5.1 provided results that were consistent with hypothesis 1. I found that

shareholders experience positive abnormal returns, and bondholders experience neg-

ative abnormal returns, around the announcement of a spin-off, while total firm value

increased. These findings are consistent with the wealth expropriation hypothesis

as a partial explanation to shareholder gains around corporate spin-off transactions.

However, as pointed out by Maxwell and Rao (2003), these losses to bondholders, do

not necessarily have to be due to a transfer of wealth to shareholders. If shareholders

are expropriating wealth from bondholders when pursuing a corporate spin-off, this

requires that wealth is being transferred from the bondholders.

Maxwell and Rao (2003) argued that, if wealth is being transferred, factors that

have a negative relation to abnormal bondholder returns should have a positive re-

lation to abnormal shareholder returns. They further argued that larger bondholder

losses should be associated with larger gains to shareholders. Section 5.2-5.7 have

tested Maxwell and Rao’s (2003) first argument, by a univariate analysis, followed

by a cross-sectional regression analysis.

Creditor rights, as measured by legal tradition or creditor rights index score,

seem to have this inverse relation between abnormal shareholder and bondholder

returns. The univariate analysis indicated that abnormal shareholder returns may

be higher and abnormal bondholder returns may be lower, for civil-law countries and

countries with a low creditor rights index score, compared to common-law countries

or countries with a high creditor rights index score. The signs of the cross-sectional

analysis for the firm sample also indicated an inverse relation between shareholder

and bondholder wealth. However, this analysis seemed to have a low predictive

power due to a small number of observations. The bond sample regressions showed

a significant relation between abnormal bondholder returns and the common-law
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tradition on the country level. Overall, I believe that the creditor rights factor have

shown some evidence of an inverse relation between shareholder and bondholder

returns. I do not find this inverse relation for a loss of coinsurance, or the presence

of a large creditor. Neither did the loss of collateral provide clear evidence of an

inverse relation between bondholder and shareholder abnormal returns.

The second argument is being tested in the same way as Maxwell and Rao

(2003), by regressing the abnormal change in market value of equity on the abnormal

change in market value of debt, while controlling for the total market value of debt

and equity. The total market value of debt and equity variable is included to control

for firm size. This regression is presented in Table 11. In line with Maxwell and Rao

(2003), I find a statistically significant (1% level) negative relation between abnormal

changes in market value of equity and debt.

I conclude this section that I have, in this thesis, found results that are con-

sistent with hypothesis 1. The results in section 5.1 reported positive abnormal

returns to shareholders and negative abnormal returns to bondholders, around the

announcement of a spin-off. These results are statistically significant. I have also

found some further support for the wealth expropriation hypothesis by conducting a

supplementary analysis, as suggested by Maxwell and Rao (2003). Table 11 provided

evidence of a negative relation between abnormal changes in market value of equity

and debt. Even though, I do not find strong evidence that factors having a negative

relation to bondholder returns, also have a positive relation to shareholder returns,

I believe that my overall findings are consistent with a wealth expropriation from

bondholders to shareholders.
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Table 11: Cross-sectional Regression Analysis: Relation Between Abnormal Changes

in Market Value of Equity and Abnormal Changes in Market Value of Debt

This table presents a cross-sectional regression between abnormal change in the market value of equity on the

abnormal change in the market value of debt, while controlling for the total market value of debt and equity.

Abnormal change in market value of equity is defined as the 1 day prior to 1 day after the announcement date CAR

times the market value of equity at the announcement date. Abnormal change in market value of debt is calculated

in the same manner. Total market value of debt and equity is the announcement date market value of debt plus

the announcement date market value of equity. The p-values are presented in the parenthesis below the estimated

coefficients. ***,**,* indicate statistical significance at the 1%, 5% and 10% level respectively.

Dependent variable

Abnormal change in market value of equity

Independent variables Model (1)

Intercept 250.942*

(0.0940)

Abnormal change in market value of debt -21.374***

(0.007)

Total market value of debt and equity -0.009**

(0.012)

Observations 64

R-squared 0.255

Adjusted R-squared 0.231

6 Summary and Conclusions

This thesis has re-examined the wealth expropriation hypothesis in relation to corpo-

rate spin-off transactions. The wealth expropriation hypothesis has been suggested

to be one potential explanation to positive abnormal shareholder returns around

spin-offs. By studying a unique sample of 67 European spin-off announcements and

440 individual bonds between 2002 and 2019, this thesis is to my knowledge the
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first study to examine wealth expropriation from bondholders to shareholders in Eu-

ropean spin-offs. The relative scarcity of bond financing and spin-off transactions

in Europe, has historically limited this specific type of research to be conducted in

the U.S. markets only. The European setting further provides a unique opportu-

nity to study the effect of differences in corporate governance and creditor rights

among European countries, and its potential impact on the magnitude of wealth

expropriation.

An event-study is conducted in this thesis. Over a three-day event window, I find

statistically significant abnormal mean returns of 1.553% to shareholders, -0.030%

to bondholders, and 1.274% to the firm. These results are all statistically significant

at the 1% level, as well as they are confirmed by nonparametric test statistics. I find

a strong negative trend for the cumulative abnormal bondholder returns starting 20

days prior to the announcement until 20 days after the announcement. It is unclear

what might have caused this negative trend. Given that there is nothing spurious

about this trend, I conclude that my findings are consistent with a wealth expropri-

ation from bondholders to shareholders. This conclusion is further supported by a

statistically significant negative relation between abnormal changes in market value

of equity and abnormal changes in market value of debt. As the positive abnormal

shareholder returns, and the negative abnormal bondholder returns are accompa-

nied by positive abnormal firm returns, I conclude that the wealth expropriation

hypothesis partially explains shareholder gains around European spin-offs.

This thesis has further investigated factors that might affect the magnitude of

the wealth expropriation. These factors have been investigated in a univariate as

well as a multivariate setting. My analysis is done by segmentation of the data, as

well as using cross-sectional regression analysis on the firm sample and the bond

sample. I find some support for a negative relation between poor creditor rights, as

measured by legal tradition or creditor rights index score, and abnormal bondholder

returns. I also find some support for a positive relation between poor creditor rights

and abnormal shareholder returns. These findings suggest that wealth expropriation
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in corporate spin-offs may be more severe in countries with poor creditor protection,

than in countries with strong creditor protection. From the cross-sectional bond

sample regressions, I conclude that the legal tradition has a stronger effect on the

country level than on the bond level. Due to a relatively small sample, the cross-

sectional firm sample regressions provided low predictive power, why more research

on creditor rights and spin-offs is needed.

I do not find that the presence of a large creditor, provides protection against

wealth expropriation for bondholders. However, this could be due to a selection

bias. If a large monitoring creditor actually protects the interests of bondholders,

it would most likely have been able to stop the spin-off before it was announced by

management. It could also be that the banks rely on secured debt, why they accept

corporate spin-offs.

Furthermore, I do not find support for the hypothesis that a loss of coinsurance,

from less than perfectly correlated cash flows between the parent and the subsidiary,

should have an impact on the magnitude of wealth expropriation. The cross-sectional

regression analysis for the bond sample supports a negative relation between the loss

of collateral and abnormal bondholder returns, and that this relation is stronger for

bondholders of below investment graded bonds, than for bondholders of investment

graded bonds. However, the univariate analysis, as well as the cross-sectional analysis

for the firm sample, suggest that the loss of collateral is positively related to both

bondholder and shareholder abnormal returns.

Moreover, this thesis further provides insights on the use of protective covenants,

and their impact on bondholder wealth around spin-off announcements. I find a

positive, but insignificant, relation between abnormal bondholder returns and the

inclusion of either an asset sale restriction, a dividend restriction, or a ratings trig-

ger, in the bond documentation. However, on an individual basis, I find a strong

significant positive relation between dividend restrictions and abnormal bondholder

returns. This relation also holds for secured bonds. I find that secured bonds, and

bonds with dividend restrictions, provide the strongest protection for bondholders
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against wealth losses around spin-offs. However, these features are individually used

in less than 5% of the bonds in my sample.

Conclusively, I find results consistent with hypothesis 1, hypothesis 4, and hy-

pothesis 5, but not hypothesis 2, hypothesis 3, and hypothesis 6.
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8 Appendix

8.1 Appendix A

This appendix will describe some of the statistical procedures frequently employed in

this thesis. The parametric t-statistic that is used for hypothesis testing on abnormal

shareholder and firm returns is mentioned by Ederington et al. (2015) and calculated

as following:

t =
CAAR

σCAR

(11)

Where σCAR is the cross-sectional standard deviation of the CARi’s in the sample.

CAAR is the cumulative average abnormal return over the event window that the

test is based on.

The standardized t-statistic suggested by Ederington et al. (2015) is calculated

as following:

t =

√(
1

N

) N∑
i=1

SARi

σSAR

(12)

SARi =
ARi

σi
(13)

In equation (13), the standardized abnormal return (SARi) for security i is calculated

by dividing each abnormal return by an estimated standard deviation (σi) of the

abnormal returns. The standard deviation is estimated over an estimation period of

55 trading days ending 10 days prior to the announcement date. In equation (12),

σSAR is the cross-sectional standard deviation of the SARi.

The following describe how the nonparametric Wilcoxon signed rank test (Wilcoxon,

1945) statistic is calculated. First, the absolute values of the differences between ob-
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served CARi and the null hypothesis (zero median) needs to be calculated (|Zi|) and

ranked from least to greatest. Xi denotes an indicator variable as in equation (14).

Xi =

1, if Zi > 0

0, if Zi < 0
(14)

t+wilcoxon =
N∑
i=1

RiXi (15)

The test statistic is then calculated as the sum of the rank of the absolute values

|Zi|, if Zi is positive (i.e. if the difference between the CARi and the null hypothesis

is positive).

The following equation describes the nonparametric sign test that can be found

in Hollander et al. (2014):

t =
√
N
( p̂− p√

p(1− p)

)
(16)

Where p is the null hypothesis of the probability of observing a positive cumulative

abnormal return. In this thesis p is set to 0.5. p̂ is the observed ratio of posi-

tive to negative cumulative abnormal returns in my sample. N is the number of

observations.
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8.2 Appendix B

Figure 1: Cumulative Abnormal Returns

These figures show the cumulative abnormal return development around the announcement date (day 0). CBs

denotes convertible bonds.
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Figure 2: Cumulative Abnormal Return Distributions

These figures show the distribution of cumulative abnormal returns based on the three-day window around the

announcement. CBs denotes convertible bonds.
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