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ABSTRACT 

A large body of evidence has documented positive stock-price announcement and long-term effects of 

corporate spinoffs. More controversial and substantially less investigated is the issue whether spinoffs 

produce ex post efficiency gains. Applying agency theory, our study of 102 spinoffs from 19 European 

countries occurring between 2002 and 2016 examines whether spinoffs generate actual improvements in 

operating performance of both the continuing parent, its spun-off child firm, and the combined parent-

child portfolio. We test three hypotheses from previous market-based spinoff literature, the corporate 

focus hypothesis, the correction-of-a-mistake hypothesis, and the dual directorship hypothesis, to 

examine under which circumstances such improvements are maximised. Tracking changes in unadjusted 

and three adjusted measures of Return on Assets (ROA), we document no evidence of substantial 

improvements in the operating performance of the average parent-child portfolio, with the average child 

firm being associated with deterioration in operating performance in the first year following the spinoff. 

We find that only spinoffs of subsidiaries that operates in the same industry as their parents (non-focus-

increasing) are the transactions that create significant average improvements in operating efficiency post 

spinoff, and that these gains are generated only at the child firm level and not within parent firms. Our 

study further reveals that the ‘origin’ of the spun-off child firm (formerly acquired or internally 

developed) has insignificant impact on the operating performance of the average parent, child firm, and 

parent-child portfolio. Furthermore, we find that the presence of one ‘dual director’, defined as board 

members from the parent firm simultaneously serving the board of the child firm, is associated with 

significant improvements in operating performance, and that this benefited the parents but not child 

firms. Finally, we document that the presence of multiple dual directors was detrimental for the average 

parent and the average child firm that is related to its former parent, but beneficial for the average child 

firm that is unrelated to its former parent. 
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TABLE OF KEY TERMINOLOGY  

Child firm 
The terms ‘child firm’ or ‘spun-off firm’, or simply ‘child’ to refer to the subsidiary that is 

divested to investors 

Focus-increasing 

Defined as the spinoff of a subsidiary that operates in a different industry than the parent. 

In contrast, a non-focus-increasing spinoff is defined as the spinoff of a subsidiary that 

operates in the same industry as the parent 

Dual director 
Defined as board members from the parent firm simultaneously serving the board of the 

child firm 

Operating performance 

Operating performance measures results relative to the assets used to achieve those results 

and is the indicator of performance employed in this study. Specifically, we measure 

operating performance using Return on Assets (ROA), defined as the ratio of operating 

income to total assets 

Origin (correction-of-a-mistake) 
Denotes the origin of the spun off subsidiary and distinguishes between internally 

developed and formerly acquired subsidiaries 

Parent firm The terms ‘parent firm’, or simply ‘parent’ to refer to the continuing corporate parent firm 

Parent-child portfolio 
The terms ‘parent-child-portfolio’, or simply ‘portfolio’ refer to the combined parent and 

child pair 

Spinoff 

A spinoff is the creation of an independent and publicly traded company through a tax-free 

pro-rata distribution of new shares of an existing subsidiary or division to the shareholders 

of the parent company. We use the term ‘spinoff’ to refer to the transaction itself. 
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1 INTRODUCTION 

“[In forestry] Thinning the crown, or upper portion of the branches, is the process of removing some 

limbs for the good of the tree. […] When fast-growing trees are thinned, their resistance to wind is 

reduced, and they aren’t as likely to lose limbs in storms. If a rapidly growing tree is producing lots of 

spindly new growth, the top may become larger than the roots can support. When the crown of such a 

tree is thinned, the demand on the roots is lessened and, therefore, balance is restored. However, thinning 

is one of the most misused arboriculture practices. Few mature trees need it. If overdone, it leads to the 

“10-year takedown syndrome”- thin the tree now and in 10 years you’ll have to remove it because 

pruning off too much leaf area from a mature tree will kill it – slowly.” 

 - Judy Lowe (1999, p. 22) 

Just like foresters are challenged with finding balance between pruning their trees too much or too little, 

the decision on how to adapt a firm’s size to the current business conditions is a prevailing feature of any 

industry (Boreiko & Murgia, 2012). In the world of business and finance, the topic of downsizing and 

de-conglomeration has gained far less attention than mergers and acquisitions (M&A). The minimalistic 

folklore of ‘Less is more. More is less.’ often goes unappreciated by managers. Perhaps unsurprisingly 

so, as asset dispositions effectively curtails managers’ corporate empire (Rüdisüli, 2005). Over the last 

decades, however, divestitures of divisions or subsidiaries have come to constitute an increasingly 

prevalent form of corporate strategic activity (Caton, Choo Yong, & Kerins, 2012). Parent firms 

undertake these ownership restructurings for numerous reasons, such as improving the managers’ focus 

of attention (Daley, Mehrotra, & Sivakumar, 1997), clarifying shareholder and analyst perceptions 

(Bergh, Johnson, & Dewitt, 2008; Zuckerman, 2000), and removing underperforming units (Desai & 

Jain, 1999; Hayward & Shimizu, 2006). Yet, the benefits of such deals remain relatively under-

researched (Rüdisüli, 2005). In this study, we try to reduce this gap by investigating various financial 

and corporate governance aspects of divestitures employing a sample of an increasingly prevalent form 

of asset dispositions referred to as corporate spinoffs.   

A spinoff is defined as a separation of a subsidiary or division from its corporate parent via a tax-free 

pro-rata distribution of a majority (often 80% or more) of the shares of the subsidiary to the parent’s 

shareholders (Semadeni & Cannella, 2011). A spinoff of 100% of the shares of a subsidiary implies that 

This Photo by Unknown 

Author is licensed under CC 

BY-SA 

This Photo by Unknown Author is licensed under CC BY-SA 

http://simple.m.wikipedia.org/wiki/File:Tree_logo.png
https://creativecommons.org/licenses/by-sa/3.0/
https://creativecommons.org/licenses/by-sa/3.0/
http://simple.m.wikipedia.org/wiki/File:Tree_logo.png
https://creativecommons.org/licenses/by-sa/3.0/


Introduction 

Page 9 of 122 

 

the subsidiary becomes a separately publicly traded company, with initially the same shareholder base 

as the parent company (Miles & Rosenfeld, 1983). After the spinoff transaction, the shareholders of the 

former parent firm own two securities: shares in the parent firm and shares in the spun-off subsidiary 

(Rüdisüli, 2005). Thereby, the shareholders can individually decide whether both equities are worthy of 

keeping inside their investment portfolio. What distinguishes a spinoff from other types of corporate 

divestiture or asset redeployment (e.g. equity carve-outs, asset sales) is that it does not provide a cash 

inflow to neither the parent firm nor the subsidiary firm since ownership does not change hands (Boreiko 

et al., 2012; Caton et al., 2012). As such, spinoffs are not motivated by companies’ desire to generate 

immediate liquidity, in contrast to carve-outs often undertaken by firms in financial distress (Rüdisüli, 

2005). On balance, using spinoff transactions to evaluate the real effects of divesture offers an excellently 

controlled set of conditions since (a) no cash reinvestment effects are present, as is the case when a unit 

is sold to an external acquirer, and (b) a new entity (child firm) emerges as a result of the transaction, 

thus, the combined or aggregate performance of the parent and spun-off child firm can be directly studied 

in its aftermath (Caton et al., 2012).  

In this paper, we exclusively study corporate spinoffs, meaning the divestment of mature businesses, and 

not embryonic venture firms (Roberts, 1991) or university spinoff firms (Autio, 1997). We use the term 

‘spinoff’ to refer to the transaction itself, the terms ‘parent firm’, or simply ‘parent’ to refer to the 

continuing corporate parent firm, and the terms ‘child firm’ or ‘spun-off firm’, or simply ‘child’ to refer 

to the subsidiary that is divested to investors. Finally, the terms ‘parent-child-portfolio’, or simply 

‘portfolio’ refer to the combined parent and child pair.  

Much evidence has been presented on positive stock price reaction around announcement of spinoffs, 

primarily based on US data. Spinoff scholars have in different studies and time periods documented 

excess returns of between 1.3-4.3% around the announcement of spinoffs (e.g. Copeland, T. E., 

Lemgruber, E. F., & Mayers, 1987; Hite & Owers, 1983; Miles et al., 1983; Schipper & Smith, 1983; 

Slovin, Sushka, & Ferraro, 1995). Furthermore, Cusatis et al. (1993) show that also the long-term market 

performance of firms involved in spinoffs is abnormally positive for parents, their spun-off child firms, 

and the parent-child combinations. 
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More controversial and substantially less investigated is the issue whether spinoffs produce ex post 

improvements in operating performance, that are improvements in the efficient use of resources to 

generate sales (Boreiko et al., 2012). Important exceptions are Boreiko et al., (2012), Caton et al. (2012) 

Daley, Mehrotra, & Sivakumar (1997), and Woo, Willard, & Daellenbach (1992), all failing to find 

uniformly positive changes in operating performance post spinoff. In their respective studies of US 

spinoffs, Daley et al. (1997) and Desai and Jain (1999) show that only when parent firms and child firms 

operate in different industries (focus-increasing spinoffs), there is evidence of post-spin-off efficiency 

measured by improvements in operating performance. Moreover, their findings suggest that abnormal 

operating post-spinoff performance is mainly associated with parent firms, while spun-off child firms 

operating in different industries than their former parent firms (non-focus-increasing) are typically 

associated with deterioration in operating performance post spinoff. In contrast to the US evidence, 

Boreiko et al. (2012) show that significant operating performance improvements of European spinoffs 

are generated only at the child firm level and not within parent firms. Furthermore, the aforementioned 

authors find that non-focus-increasing child firms are those that show the higher and mostly significant 

levels of abnormal operating performance. 

In this study, we attempt to shed light on the contradictory evidence of post-spinoff operating 

performance by examining a sample of European spinoffs completed between the years 2002 and 2016 

and provide evidence related to two questions. First, do spinoffs result in improved operating 

performance? Second, under which circumstances are these improvements maximised? 

Drawing on concepts of the agency theory, we analogously to previous scholars (e.g. Rüdisüli, 2005; 

Semadeni et al., 2011; Woo et al., 1992) present a rationale for improved operating performance of both 

parent and child firms post spinoff. We then test three hypotheses from the market-based spinoff 

performance literature to determine when such improvements are maximised. First, we test the corporate 

focus hypothesis that spinoffs that increase corporate focus should create more value than spinoffs that 

do not materially change corporate focus (Woo et al., 1992). Second, we examine the prediction arising 

from the less established correction-of-mistake hypothesis that spinoffs of previously acquired divisions 

should create more value than spinoffs of internally developed divisions (Boreiko et al., 2012). Finally, 

we investigate the novel dual directorship hypothesis and the performance implications of a unique 

corporate governance feature of spinoffs – the legal right of parent firms to appoint their own directors 
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to serve simultaneously on their spun-off firms (hereafter called ‘dual directors’) – giving them the power 

to manage their post-spinoff relationships with the child firms they divest (Feldman, 2016; Semadeni et 

al., 2011). 

Consistent with previous scholars (Boreiko et al., 2012; Daley et al., 1997; Woo et al., 1992), we capture 

operating performance by examining the change in unadjusted and three adjusted measures of Return on 

Assets (hence-forth ROA, defined as the ratio of operating income to total assets) around the time of the 

spinoff. We examine changes in operating performance at two levels. First, we measure changes in ROA 

of both the continuing parents and their spun-off child firms as separate entities in two years following 

the spinoff transaction. Second, we compare the ROA measures for the pre-spinoff firm to that for the 

combined parent and child firm in the two-year post-spinoff period. 

Using parametric and non-parametric test procedures, evidence from our sample of 102 spinoffs from 

19 European countries that occurred over a 15-year period from 2002 to 2016 provide little evidence of 

our proposed theory. Specifically, we document no improvements in operating performance of the 

average continuing parent firm nor its spun-off child firm, with the latter being associated with significant 

deterioration in operating performance in the first year after the spinoff. Our findings also fail to provide 

evidence of substantial improvements in the operating performance of the average combined parent-child 

portfolio, indicating that the general spinoff transaction did not generate any aggregate operating 

efficiency gains to the shareholders. Furthermore, we document new evidence in contrast to the corporate 

focus hypothesis for parents, their spun-off child firms, and the combined parent-child portfolio. We find 

that only non-focus-increasing spinoffs are the transactions that create significant average operating 

efficiency improvements, and that these performance improvements are generated only at the child firm 

level and not within parent firms. Our study further reveals that the ‘origin’ of the spun-off child firm 

(formerly acquired or internally developed) has insignificant impact on the operating performance of that 

average parent, child firm, and parent-child portfolio. Finally, we find that modest oversight by the parent 

firm, defined as the presence of one dual director, is positively related to parent firm operating 

performance but negatively related to child firm operating performance post spinoff. Furthermore, we 

document that disproportionate monitoring by the parent, defined as the presence of multiple dual 

directors, was detrimental for the average parent as well as the average child firm that is related to its 

former parent, but beneficial for the average child firm that is unrelated to its former parent. 
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Our study makes several important contributions. First, it contributes to the small but growing body of 

evidence on operating performance effects of spinoffs. Most prior research, as noted above, focuses on 

the stock price reactions around spinoff announcements or the long-term stock market performance post 

spinoff. Second, our study adds to the very limited pool of research on the performance effects of 

European spinoffs. As indicated, a review of the extant literature shows that most empirical evidence on 

the performance of spinoffs is, as in other areas of finance (Rüdisüli, 2005), based on US data. 

Meanwhile, European evidence is scarce on the topic of spinoff performance in general and on the topic 

of operating spinoff performance in particular (Boreiko et al., 2012). A final contribution of our study is 

a greater understanding of the performance implications of the structuring of the relationship between 

the parent and child firm post spinoff. While a couple of studies have investigated the implications of 

post-spinoff parent-child linkages (including dual directorship) on post-spinoff market performance (e.g. 

Feldman, 2016; Semadeni et al., 2011), no study has to our knowledge examined their effects on post-

spinoff operating performance. 

The rest of the paper is organised as follows. Section 2 presents a review of the literature of the topic at 

hand and develops the main hypotheses. Section 3 describes the sample selection and data collection 

procedures as well as the characteristics of our final sample. Section 4 outlines the dependent and 

independent variables employed in this study and Section 5 presents the statistical procedures used to 

test our hypotheses. Section 6 presents the empirical results which are analysed and discussed in relation 

to previous research and the proposed theoretical frameworks in Section 7. Section 8 answers to the 

research questions and presents the conclusion of the paper, as well as our study’s implications for 

practice. Lastly, future research suggestions and limitations of the study are addressed in Section 9.   
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2 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT 

This section presents previous literature on spinoff performance and develops the main hypotheses 

employed in this study. First, Section 2.1 introduces the concepts of the agency theory to develop a 

rationale for why spinoffs should improve operating performance of both the generic parent and child 

firm. Three hypotheses from previous spinoff literature are then outlined with the purpose of theorising 

under which circumstances such improvements are maximised: Section 2.2 presents the well-

documented corporate focus hypothesis; Section 2.3 outlines the less investigated correction-of-a-

mistake hypothesis; and Section 2.4 lays out the novel hypothesis of dual directorship. A summary of 

the hypotheses is presented in Section 2.5. 

2.1 AGENCY THEORY   

Finance and economics literature provide several theoretical rationales for why spinoffs should generate 

improvements in operating efficiency. In both popular and academic literature, the proposed operating 

benefits of spinoffs have often been argued to arise from the pretence of an improved agency relationship 

between shareholders (principal) and managers (agents) (Woo et al., 1992). The agency problem occurs 

when a principal delegates work to an agent in a setting where there is (1) misalignment of incentives 

between the principal and agent (i.e. the parties have conflicting goals and different risk preferences), 

and (2) information asymmetry (i.e. it is difficult and costly to control the efforts and outcomes of the 

agent) (Jensen & Meckling, 1976). 

Such principal-agent relationships give rise to different types of agency costs, of which monitoring and 

bonding costs are the two most prominent (Jensen et al., 1976). Monitoring costs are borne by the 

principal while tracking and evaluating the efforts of the agents (Hendrikse, 2003). Formal control 

systems, information collection, budget mechanisms and the establishment of incentive compensation 

arrangements are all examples of monitoring costs (Jensen et al., 1976). In contrast, bonding costs are 

those costs incurred by the agent from actions taken to ensure the principal that he or she is acting in the 

principal’s best interest (Jensen et al., 1976), for example by employing external auditors (Rüdisüli, 

2005). Bonding costs include the perceived risk and conflicts experienced by the agents when facing 

contradictory goals (Woo et al., 1992). Spinoffs are seen to reduce both monitoring and bonding costs.  
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Aron (1991) was first to argue that the value creation of spinoffs comes from the fact that after the 

transaction, the separately traded securities provide a more direct signal of managerial productivity than 

when the parent and child firm were part of a combined entity. An issue with the multi-divisional firm is 

that the share price is not only dependent on the efforts of managers of one specific division, but also on 

the managerial efforts of other divisions, over which the managers have no control. Supposing that the 

managers are risk-averse, which is done in most models, they will consequently demand a compensation 

for that risk (Hendrikse, 2003). If separated through a spinoff, the then publicly traded divisions are 

required to disclose financial information (Linn & Rozeff, 1985), making their performance directly 

visible and more easily measurable. The breakup of the combined firm should thus reduce the cost of 

information collection by the principal and allow for managerial compensation to be made directly 

contingent on the market-based performance of the respective firm (Aron, 1991).  

Krishnaswami & Subramaniam (1999) supports Aron (1991) by asserting that, post-divesture, the two 

newly independent firms will attract the interest from stock analysts hunting for investment opportunities, 

which should motivate the managers to maintain investor communications and promote the firms 

performance and strategic direction publicly. Furthermore, Seward and Walsh (1996) contends that the 

compensation of the CEO of spun-off subsidiaries is typically performance contingent and more recently, 

Pyo (2011) showed that such improvements in managerial contracting efficiency lead to enhanced 

operating performance post spinoff. Furthermore, Allen (2001) document that, subsequent to spinoff 

events, child firm managers often invested heavily in the post-spinoff child, and that these trades are 

significantly related to post-spinoff abnormal returns. Finally, Woo et al. (1992) argued that spinoffs 

should give divisional managers autonomy to design their strategies and objectives to better meet the 

individual division’s own competitive priorities and market environment, without having to compromise 

to achieve corporate coordination or portfolio rationalisation. By such, spinoffs should reduce 

contradictory objectives, provide greater clarity of direction, and allow managers to focus on external 

challenges. As a result, managers of both the continuing parents and the spun-off child firms should 

experience less conflict and constraints in maximising the performance of the division. 
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Altogether, we argue that these properties of spinoffs should reduce information asymmetry and align 

managerial incentives (Aron, 1991). Correspondingly, both the monitoring costs borne by the 

shareholders while controlling the performance of the managers and the bonding costs incurred by the 

managers to ensure the shareholders that they are acting in their best interest, should reduce after spinoffs 

(Woo et al., 1992). Our first hypotheses thus state: 

Hypothesis 1a: The average operating performance of parent firms improves after 

spinoff 

Hypothesis 1b: The average operating performance of child firms improves after 

spinoff 

2.2 CORPORATE FOCUS HYPOTHESIS 

While we argue that spinoffs should foster improvements in post-spinoff operating performance of both 

parent and child firms, we also suggest that the extent to which such improvements are recorded should 

be dependent on the relatedness between the operations of the parent and child firms. This expectation is 

built on the popular corporate focus hypothesis frequently used by spinoff scholars to make predictions 

about spinoff announcement returns and post-transaction performance measures (Boreiko et al., 2012). 

A focus-increasing spinoff is usually defined as the spinoff of a subsidiary that operates in a different 

industry than the parent, meaning that it has been part of a parent’s unrelated diversification strategy 

(Semadeni et al., 2011). In contrast, a non-focus-increasing spinoff is defined as the spinoff of a 

subsidiary that operates in the same industry as the parent, meaning that it has been part of a parent’s 

vertical integration or related diversification strategy.1 The hypothesis predicts that focus-increasing 

spinoffs should generate greater value creation and larger ex post efficiency improvements than non-

focus-increasing spinoffs (Boreiko et al., 2012). The superior improvement in operating performance is 

argued to follow focus-increasing spinoffs for two prominent reasons.  

 

1 In Section 4.2.1, we provide details about the focus/non-focus spinoff classification adopted in this paper. 
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The first prominent reason is that managerial skills may be well-suited to the management of core 

business but not to the management of non-core assets (Woo et al., 1992). Consequently, freeing the 

managers of the parent firm from operations unrelated to the core business should improve corporate 

performance (Daley et al., 1997).  

The second prominent reason is that diversified firms often fail to exploit the economic benefits of the 

internalisation of transactions promised by the well-known transaction cost theory (Woo et al., 1992), 

often employed by scholars and practitioners to motivate unrelated diversification strategies (Comment 

& Jarrell, 1995). The transaction cost theory suggests that the internalisation of certain transactions 

should bring about particular economic benefits (Dundas & Richardson, 1980; Teece, 1982; Williamson, 

1979). These particular economic benefits can largely be categorised into three distinct branches which 

are economies of internal markets, integration, and scope (Jones and Hill, 1988). The first benefit, 

economies of internal capital markets, emerges because corporate managers who have access to superior 

information and control of monitoring, staffing, and incentivisation systems, may be able to attain a more 

optimised allocation of resources than external capital markets would if each business unit were 

independent. The second benefit, economies of vertical integration, enables the firm to reduce production 

costs using specialised assets, enact decisions based on more comprehensive and trustworthy 

information, as well as avoid costs associated with external contracting (Klein, Crawford, & Alchian, 

1978). Lastly, the benefit of economies of scope accumulates from the sharing of assets, especially those 

that are not faultlessly divisible (Willig, 1979). However, as has been previously reported in the corporate 

focus literature, the benefits of internalisation are frequently not realised (Comment et al., 1995; John & 

Ofek, 1995) and increasing corporate focus should therefore eliminate any negative synergies between 

unrelated divisions (Woo et al., 1992).  

There is plenty of significant support for the corporate focus hypothesis. Using different methods to 

classify focus or relatedness, Daley et al. (1997), Desai et al. (1999) and Hite & Owers (1983) all show 

that spinoff announcement returns are significantly higher for focus-increasing spinoffs than for non-

focus-increasing ones. They also document that after the divestiture, abnormal stock returns and 

improvements in operating performance are concentrated in focus-increasing parent firms only. 

However, empirical research fails to provide evidence in support of the corporate focus hypothesis for 

spinoff child firms. Daley and colleagues (1997) content that the superior operating improvements of 
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focus-increasing spinoffs are associated only with the continuing parent and not with the spinoff child 

firm. Similarly, Woo et al. (1992) find that child firms which were unrelated to their parents prior to the 

(focus-increasing) spinoff in fact exhibit deterioration in performance. Along the same lines, Boreiko et 

al. (2012) find that for European spinoff child firms, the subgroup which were related to their parents 

(non-focus-increasing) are those that show the higher and mostly significant levels of abnormal operating 

performance.  

The discussion by Woo et al. (1992) could offer some explanation for why non-focus-increasing child 

firms exhibit larger efficiency improvements than focus-increasing child firms. By referring to Jones and 

Hill’s (1988) observation that related firms face higher bureaucratic (agency) costs than unrelated firms, 

they argue that the autonomy gained through spinoff fosters more frequent and larger improvement for 

related firms. Building on Thompson’s model of task interdependencies (1967), Jones et al. (1988) in 

turn suggested that relationships among business units of unrelatedly diversified firms are exemplified 

by pooled dependencies. That is the simplest form of interdependencies, in which all of the subsidiaries 

contribute individually to the parent. In contrast, business units that belong to vertically integrated or 

relatedly diversified parent firms are linked with sequential dependencies (such as upstream-downstream 

transfers), and reciprocal interdependencies (that emerges from resource-sharing, mutual decision 

makings, and subsidisation of cross-products). Coordination of such more complex dependencies often 

calls for increased centralisation and reduced divisional autonomy (Woo et al., 1992). To the degree that 

the division is expected to pursue external success and fit into a scheme of corporate coordination, the 

goals faced by the related subsidiary's managers are more likely to create conflicts. The divergent and 

possibly contradictory demands from corporate superiors should thus impose high bonding costs on 

managers of related divisions. 

The higher bonding costs associated with related subsidiaries are recorded in numerous empirical studies. 

For example, Gupta and Govindarajan (1986) found that resource sharing negatively impact the job 

satisfaction of division managers by curtailing their autonomy. Furthermore, Cooper, Willard and Woo 

(1986) documented that the reduced flexibility of divisions of multidivisional related firms had a negative 

effect on competitive response to challenges posed by new entrants. Along the same lines, Pinchot (1985) 

argued that resource sharing hampers innovation and creativity. Hence, while bonding costs should be 

high for both related and unrelated subsidiaries, we argue that they should be higher for the former. As 
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such, we expect that efficiency gains from divestiture should be more pronounced for the related 

divisions, i.e. non-focus-increasing child firms. 

In sum, we argue that an increase in corporate focus will have contrasting impact on the operating 

performance of parent and spinoff child firms. In line with the corporate focus hypothesis, we argue that 

the efficiency gains of focus-increasing spinoffs will be larger than those of non-focus-increasing 

spinoffs, but that these gains will only be realised by the parent firm. In contrast, we argue that the non-

focus-increasing child firms, will exhibit larger and more frequent improvements in operating 

performance than the focus-increasing child firms. The following hypotheses thus state: 

Hypothesis 2a: Improvements in parent operating performance will be larger for 

focus-increasing spinoffs than for non-focus-increasing spinoffs 

Hypothesis 2b: Improvements in child operating performance will be larger for 

non-focus-increasing spinoffs than for focus-increasing spinoffs 

2.3 CORRECTION-OF-A-MISTAKE HYPOTHESIS 

In addition to the much-reported effect of focus-increasing spinoffs, we argue that the ‘origin’ of a spun-

off child firm, that is the distinction between an internally developed and a previously acquired 

subsidiary, can be an important determinant of post-spinoff operating performance (Boreiko et al., 2012). 

This aspect has received surprisingly little attention in spinoff literature. The study by Allen, Lummer, 

McConnell, & Reed (1995) is one important exception. They provide evidence that the abnormal stock 

price returns associated with spinoff announcements are in some cases the undoing of an ill-advised 

acquisition. Labelling it the “correction-of-a-mistake” hypothesis, they predict and find support for a 

larger rebound in parent-firm stock price when the spinoff of a previously acquired subsidiary is 

announced. A decade and a half later, Boreiko et al. (2012) show that a significant component of stock 

price reaction is originated from past acquisitions, and that this effect supersedes the well-documented 

effect of focus-increasing spinoffs. When commenting on their findings, they conjecture that “(…) a 

spinoff decision can either signal that the breakup will be through a potential winner or by correcting a 

past mistake” (Boreiko et al., 2012, p. 15). 
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The decision to spinoff a formerly acquired subsidiary can be driven by various motives. It might be that 

the intention of the parent from the very start was to acquire the child firm because it was interested in a 

specific part of its operation (Rüdisüli, 2005). Thus, upon completion of the M&A transaction the parent 

firm spins off the remaining undesired parts of the child firm’s business operations to fend on their own. 

It might also be that the parent firm realises that it no longer wishes to provide the funds required for 

investments or, perhaps more commonly, it might be that the expected synergies that motivated the 

acquisitions have not materialised, leading the  parent to attempt to correct a former mistake (Rüdisüli, 

2005).  

Synergies can be regarded as the additional value that is produced by combining two firms into one, that 

enables innovative business opportunities that were previously deemed unfeasible as separate entities 

(Damodaran, 2005). The potential for realizing synergies is widely regarded as the most compelling 

motivator for M&A deals and used as justification for the often-substantial premiums paid as part of the 

transaction (Kumar and Sharma, 2019). Prior research and literature have highlighted three core areas 

for potential synergies that may act as motivational drivers for M&A deals.  

These three core areas are classified as financial, operating, and allocative synergies (Brealey et al., 

2011; Chatterjee, 1986; Kumar et al., 2019). The first area of financial synergies is associated with 

benefits derived from a reduced cost of capital, heightened capacity for debt, and reduced taxes. The 

second area of operating synergies are closely related to the economic benefits of internalisation, as 

discussed previously in Section 2.2. In particular, the operating synergies are derived from factors such 

as economies of scale and scope, propelled growth potential, and extended resources, all of which 

contribute to increased expected cash flows as a result of increased revenues or decreased costs (Kumar 

et al., 2019).  Lastly, the allocative synergies, occasionally referred to as ‘collusive synergies’, arises 

from the combined firm’s strengthened market power and improved ability to extract consumer surpluses 

(Alan & McKone, 2016; Brealey et al., 2011; Chatterjee, 1986).  

However, acquisitions do not automatically reveal synergies. Even well-motivated M&A transactions 

usually require complex post-merger integration processes of combining and rearranging businesses to 

materialise potential efficiencies and synergies (Kumar et al., 2019). Furthermore, multiple studies show 

that not all M&A transactions are rationally motivated to begin with, but undertaken by managers as they 
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prefer to run larger rather than smaller companies (Brealey et al., 2011). Referred to as ‘empire building’, 

the managerial bias towards M&A is said to be driven by three factors. The first factor concerns the 

prestige obtained from managing a large firm compared to a smaller firm. The second factor relates to 

managerial wages that is positively correlated with the size of a firm. The third, and last factor, relates to 

the risk of hostile takeovers that diminishes as the firm size becomes enlarged, which is also beneficial 

for the firm’s management (Brealey et al., 2011; Grinstein & Hribar, 2004; Harford, 1999; Thomsen & 

Conyon, 2019). However, this may come at the price of decreased shareholders wealth. When a M&A 

deal is pursued not for potential synergies, but instead pursued for managerial self-interest, there is a 

considerable risk that the deal will destroy value (Brealey et al., 2011; Jensen et al., 1976). In these cases, 

parent firms that committed rotten acquisitions may be able to redeem themselves, at least partially, by 

subsequently divesting the unwise acquisition (Allen et al., 1995).   

In contrast, we argue, in line with Boreiko (2012), that the decision to divest an internally developed 

subsidiary is more likely to be motivated by a belief that the child firm will create more value on its own, 

rather than by a correction of a mistake. Providing evidence for this, the authors find that only internally 

developed subsidiaries are the child firms that create significant market value and operating efficiency 

improvements. With these underlying motives for divestitures of past acquisitions and internally 

developed subsidiaries in mind, we state the following hypotheses:  

Hypothesis 3a: Spinoffs of past acquisitions will generate larger improvements in 

parent-firm operating performance than spinoffs of internally developed 

subsidiaries 

Hypothesis 3b: Internally developed child firms will show larger improvements 

in post-spinoff operating performance than previously acquired child firms 

2.4 DUAL DIRECTORS HYPOTHESIS  

While divestitures are hypothesised to increase the autonomy of divested divisions, an important 

characteristic of spinoffs increasingly acknowledged in spinoff literature is that relationships and 

dependencies between parent and spinoff child firms do not simply terminate upon the completion of 

divesture (Feldman, 2016). To start with, the processes of spinoff divestitures are long and complex, 
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commonly requiring a continuation of interactions between the parent and spinoff firms as their 

operations are separated (Feldman, 2016; Feldman, Gilson, & Villalonga, 2014; Gilson, 2000). Secondly, 

certain economic relationships that existed between the parent and child firm before the spinoff may 

remain after separation. For instance, the parent and child firms could keep sharing common customers 

or suppliers, or the two firms could even continue to engage in trade with each other (Feldman, 2016; 

Miles & Woolridge, 1999; Semadeni et al., 2011).   

Although we argue that divesting a division through a spinoff should improve the operating performance 

of the average parent firm, it faces a challenge of giving up the complete control over the spinoff child 

that it had when that entity was a part of the combined firm (Feldman, 2016). Separating the division 

from the parent indeed limits the parent firm’s ability to structure any of the continued post-spinoff 

dependencies with the spinoff child post spinoff. Consequently, it should be in the parent firm’s best 

interest to put mechanisms in place to maintain the power to arrange its relationship with the divested 

child so that it maximises the value arising from the divestiture. Two unique properties of spinoffs give 

parent firms this power.  

First, the parent firm can decide how much ownership to retain in the child firm after the divestiture, as 

long as it does not exceed 20% and by that would threaten the tax-free status of the spinoff deal (Semadeni 

et al., 2011). By maintaining block ownership in the child firm, the parent can continue to influence its 

spun-off unit with the voting rights awarded with its holdings.  

Secondly, the parent firm bears the responsibility of appointing the child firm’s initial board of directors 

(Feldman, 2016). This responsibility also includes the right of parent firms to nominate their own 

directors (Feldman, 2016), hereafter called ‘dual directors’, to serve simultaneously on the boards of their 

spun-off child firms (Ostling, 2015). This contrasts the normal process of board nominations, in which a 

child firm’s nominating committee would propose a number of directors among which the child firm’s 

shareholders would vote by proxy. In publicly traded European firms, the primary governing body is 

indeed the board of directors, whose responsibilities span from appointing the top executive team and 

arranging its compensation schemes to establishing the company’s strategic goals and monitoring 

management to ensure that shareholder value is maximised (Thomsen et al., 2019). By appointing dual 
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directors to serve the board of its child firm, a parent firm thus secures itself a continued voice in the 

child firm’s decision-making and strategy-setting processes (Feldman, 2016).  

A small but growing body of research has examined how these post-spinoff parent-child linkages affect 

performance after divestiture (Feldman, 2016; Semadeni et al., 2011). Semadeni et al. (2011) were the 

first to formally study the performance effects of governance and control mechanisms of child firms in 

their study of 142 US spinoffs between 1986-1997. Among other linkages, they investigate how 

continued ownership by the parent firm influence stock market performance of the child firm in the five 

years following the spinoff event. They find that continued substantial ownership by the parent firm had 

a negative effect on child firm market performance post spinoff, suggesting that it hampers the child 

firm’s autonomy, preventing it from adapting and establishing itself as an independent entity.  

Semadeni and colleagues (2011) also examine how post-spinoff market performance of the child firm is 

affected by board-level monitoring by representatives from the parent firm (dual directors). Modest 

monitoring oversight by the parent firm (defined as having one representative from the parent firm on 

the child’s board) is found positively related to child firm market performance, while disproportionate 

monitoring by the parent firm (defined as having both a board member and the chairman of the board 

from the parent) is found negatively related to child firm post spin-off market performance. Along the 

same lines, Feldman (2016) investigates the performance implications of dual directors serving 

simultaneously on US spinoff parent and child firms’ boards. She finds that the presence of one or more 

dual directors is positively associated with the average stock market returns of spinoff parent-child firm 

pairs.  

There are good reasons to believe that the presence of dual directors would also affect the operating 

performance of both spinoff parent firms and child firms after divestiture. As was argued earlier, a parent 

firm’s power to designate its own representatives to the spinoff child firm’s board affords the parent firm 

power to influence the child’s decision-making and strategy crafting processes. This raises the question 

whether these dual directors will use this power to coordinate the child firm’s actions with the strategies 

and desired outcomes of the parent firm or to advance the parent firm’s interest at the child firm’s 

expense. The two scenarios are discussed and hypothesised in Sub-section 2.4.1 and 2.4.2, respectively. 

  



Literature Review and Hypothesis Development 

Page 23 of 122 

 

2.4.1 Modest oversight by parent firms 

As indicated above, the board is arguably a core strategic asset to the child firm (Seward et al., 1996), in 

that it is a key source of information, capabilities, expertise and business connections (Hillman, 2005; 

Kroll, Walters, & Wright, 2008; Lester, Hillman, Zardkoohi, & Cannella, 2008; Westphal & Fredrickson, 

2001). All of these properties should be critical for the operating success of a child firm, especially in the 

first years of trading as an independent company (Certo, 2003; Deutsch & Ross, 2003; Feldman, 2016; 

Pfeffer & Salancik, 1978; Stinchcombe, 1965).  

From a governance and control perspective, representatives from the former parent should be uniquely 

qualified to oversee and guide the child due to the specialised knowledge about the child firm’s operations 

(Feldman, 2016; Miles et al., 1999; Semadeni et al., 2011). Although in theory, a dual director could 

actively advocate for the parent firm’s interests, also those inconsistent with the strategic aims the spinoff 

child firm, we argue that in most situations, such attempts should fall through. This as any efforts to take 

action on behalf of the parent at the expense of the spinoff child firm are likely to be met with resistance 

from the remaining, independent directors of the board (Feldman, 2016). For these reasons, we argue 

that modest oversight by the parent, defined as the presence of one dual director, should only benefit the 

child by providing important guidance tailored to its unique situation and needs (Semadeni et al., 2011). 

Looking from the perspective of the parent, having a dual director serve the board of its spinoff child 

firm should reduce the information asymmetry inherent to most corporate governance situations due to 

its depth of knowledge about the child’s operations and facilitate the coordination of the post-spinoff 

parent-child relationship. For these reasons, we argue that the presence of one dual director should be 

beneficial also for the parent firm.  

Hypothesis 4a: Improvements in parent firm post-spinoff operating 

performance will be larger for parent firms with one dual director than parent 

firms with no dual director 

Hypothesis 4b: Improvements in child firm post-spinoff operating performance 

will be larger for child firms with one dual director than child firms with no dual 

director 
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2.4.2 Disproportionate oversight by parent firms 

Although we in the foregoing subsection argue that modest oversight by a former parent firm through a 

dual director will improve the post-spinoff operating performance of the child firm, we analogously to 

Semadeni et al. (2011) also argue that too much parent monitoring would lead to the opposite. We suggest 

that a child firm whose identity continues to derive from its former parent, as evidenced for firms with 

substantial parent board representation, will have a hard time adapting to its new independent status due 

to holdover effects from the parent’s routines, processes and management styles (Woo et al., 1992; 

Semadeni & Cannella, 2011). Theory indeed suggests that spinoff child firms could be subject to 

structural inertia (Hannan & Freeman, 1984) and core rigidities (Leonard-Barton, 1992), making change 

after divestiture both difficult and risky (Amburgey, Kelly, & Barnett, 1990). We argue that substantial 

monitoring by the parent should increase the structural inertia since the dual directors could continue to 

enforce the systems and processes the child firm acquired when it was a part of the parent firm (Semadeni 

et al., 2011). This should dilute the child firm’s autonomy and potential for entrepreneurial adaption, 

normally promised by spinoffs (Hambrick & Stucker, 1999; Miles et al., 1999; Semadeni et al., 2011; 

Wruck & Wruck, 2002). 

Examining governance structures of spinoff child firms, Wruck and Wruck (2002) found that the typical 

child firm has a board of directors of six to seven members. This can be considered small in comparison 

to the average number of directors of 11.85 members among European firms (Spencer Stuart, 2019).2 By 

such, the presence of more than one dual director would indicate that parent firm votes represent (on 

average) roughly a third of the board-level governance of the child firm (compared to roughly 17% if 

only one dual director shared with the parent is present). We suggest that this would place a 

disproportionate amount of control into the hands of the parent firm (Semadeni et al., 2011) giving the 

dual directors the power to accomplish the parent firm’s interests at the spun-off child’s expense 

(Feldman, 2016).    

 

2 European average computed using the average board sizes of individual country Board Indexes published by Spencer Stuart 

(2019) and includes Germany (16), France (13.6), Italy (11.4), Spain (11), Sweden (10.3), Denmark (9.8), Netherlands (9.6), 

Switzerland (9.4), Norway (8.6), and Finland (8.2). 
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Conceptualising scenarios where dual directors would have the motivation to subjugate the interests of 

the child to pursue the agenda of the parent is not difficult. For example, a parent firm that sourced certain 

supplies from its spun-off subsidiary pre spinoff might still need those supplies post spinoff (Feldman, 

2016). This is likely to occur when the spinoff child firm was part of the parent’s vertical integration 

strategy prior to spinoff. After the separation, the parent company has the choice of whether to use its 

spinoff firm or other (potentially more efficient) suppliers. The role of dual directors in these situations 

might be to advocate for the spinoff firm to offer better terms to the former parent. In cases where the 

spinoff child firm has few (if any) alternate exchange partners other than its parent company it would 

have little bargaining power, in fear of losing its business to other suppliers (Casciaro & Piskorski, 2005; 

Emerson, 1962). Evidence in support of this reasoning is offered by Feldman’s (2016) observation that 

the presence of dual directors is increasingly positively associated with parent firm market performance, 

but increasingly negatively child firm market performance as the share of the sales child firm makes to 

its parent firm rises. Her findings indicate that, while dual directors give a parent firm power over its 

spinoff firm, dual directors only exercise that power at the spinoff firm’s expense when that company is 

highly dependent on its parent firm. 

Furthermore, a spinoff child operating in the same industry as the parent may in its new, independent 

form pose an indirect or even direct threat to the parent (Semadeni et al., 2011). This is likely to occur 

when the spinoff child was part of the parent’s related diversification strategy prior to spinoff. Given that 

the child firm also has knowledge of the parent's operations and technology, it may use that information 

to its own advantage as an independent (and potentially rival) firm (Semadeni et al., 2011). For example, 

the spinoff child firm may ally with a competitor of the parent, putting the parent at a competitive 

disadvantage. Or, the child may have technology, knowledge, and relationships that, if developed, could 

allow it to compete directly with the parent firm. The role of the dual directors might in such situations 

be to steer the child firm’s actions away from posing an indirect or direct competitive threat to the parent 

(Semadeni et al., 2011). 

Taken together, we argue that the presence of more than one dual director should be beneficial for the 

post-spinoff operating performance of the parent firm, but not for that of the child firm. Hence, we state 

the following hypotheses:  
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Hypothesis 4c: Improvements in parent firm post-spinoff operating 

performance will be larger for firms with multiple dual directors than firms with 

one dual director and no dual directors 

Hypothesis 4d: The presence of multiple dual directors will be negatively 

related to post-spinoff operating performance of child firms 

2.5 SUMMARY OF HYPOTHESES 

 

Table 1: Summary of Hypotheses 

Agency Theory 

H1a The average operating performance of parent firms improves after spinoff  

H1b The average operating performance of child firms improves after spinoff  

Corporate 

Focus 

Hypothesis 

H2a 
Improvements in parent post-spinoff operating performance will be larger for focus-increasing spinoffs 

than for non-focus-increasing spinoffs  

H2b 
Improvements in child firm post-spinoff operating performance will be larger for non-focus-increasing 

spinoffs than for focus-increasing spinoffs  

Correction-of-

a-Mistake 

Hypothesis 

H3a 
The spinoff of past acquisitions will generate larger improvements in parent-firm operating performance 

than the spinoff of internally developed subsidiaries 

H3b 
Internally developed child firms will show larger improvements in post-spinoff operating performance 

than previously acquired child firms 

Dual 

Directorship 

Hypothesis 

H4a 
Improvements in parent firm post-spinoff operating performance will be larger for parent firms with one 

dual director than parent firms with no dual director 

H4b 
Improvements in child firm post-spinoff operating performance will be larger for child firms with one dual 

director than child firms with no dual director 

H4c 
Improvements in parent firm post-spinoff operating performance will be larger for parent firms with 

multiple dual directors than parent firms with one dual director and parent firms with no dual director 

H4d 
The presence of multiple dual directors will be negatively related to post-spinoff operating performance of 

child firms 
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3 SAMPLE CONSTRUCTION, DATA COLLECTION AND CHARACTERISTICS 

This section is divided into three parts. First, the sample construction is described in Section 3.1. This is 

followed by a description of the data collection procedure in Section 3.2. Finally, Section 3.3 presents a 

detailed overview of the characteristics of the final sample, including the distribution of spinoffs by year 

(Section 3.3.1), country (Section 3.3.2), sector and industry (Section 3.3.3), and relative size of spinoff 

(Section 3.3.4).  

3.1 SAMPLE CONSTRUCTION  

We analyse a sample of European spinoffs, defined as spinoffs in which a European parent spins off a 

subsidiary from either the same or a different European country. The definition of a European country is 

in this study given by the geographic delimitation ‘European Union enlarged’ in the Zephyr database, 

including Norway, Switzerland, and Luxembourg in addition to the 27 member states of the European 

Union. We conduct a multi-country analysis because an analysis of a single European country would 

generate an insufficient number of spinoff observations needed to conduct an exhaustive statistical 

analysis of this paper’s hypotheses for the studied period. Furthermore, it might be hard to make reliable 

generalisations of the findings of a single-country study. 

Our initial sample of spinoffs was identified through two sources. We started by obtaining the identity 

of the spinoff firms examined by Balzins & Läti (2018) in their study on post spinoff stock performance. 

Their final sample of 104 spinoffs completed in Europe between 2002 and 2014 was in turn identified 

by pooling information from the Securities Data Corporation (SDC) Platinum International Mergers 

Database (Thomson Reuters) as well as from previous research on European spinoffs (e.g. Vollmar, 

2014). We have only taken part of the list of Balzins et al.’s (2018) final sample of spinoffs. In their 

paper however, the authors report having identified a joint sample set of 343 spinoffs, of which only 104 

survived a number of selection criteria mainly concerning uncertain divestiture completion dates, missing 

parent ticker symbols and insufficient return and board member data.  

We then identified additional spinoffs by searching the Zephyr database of deal information (Bereau Van 

Dijk) that provides information on corporate spinoffs. This yielded an additional number of 144 spinoffs, 
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resulting in a joint raw list of 203 spinoffs after cleaning for duplicates (45). To investigate our 

hypotheses presented in Section 2 in an academically robust manner, we impose a set of strict selection 

criteria to ensure the validity and homogeneity of the data. The processes can be described as a narrowing 

funnel with multiple stages, through which observations that does not meet the requirements are excluded 

from the dataset:  

1. International Securities Identification Numbers (ISIN) must be known for both the parent and child 

company. We use the universally recognized ISIN as the main identification item to search for and 

identify our sample firms across the different databases used in our study. The ISIN is preferred to other 

firm identification items such as company names and ticker symbols since companies can change names 

over time and have more than one ticker symbol depending on the trading platform. 16 spinoffs were 

excluded due to either the parent or child ISIN being unknown.  

 

2. Only spinoffs with certain divestiture completion dates available from either Zephyr, news resources 

or prior research would be included. This condition ensures that only actual spinoffs are included in the 

sample (Seward et al., 1996) and permits us to identify the appropriate observation periods for capturing 

post spinoff performance (Semadeni et al., 2011). 17 spinoffs were lost due to lack of a verifiable 

completion date.  

 

3. A spinoff would be excluded if it was involuntary, meaning that it was compelled by government 

regulation or judicial fiat, in accordance with most prior studies on post-spinoff performance (e.g. 

Semadeni et al. 2011; Woo et al. 1992). Compelled divestitures are characterized by contexts, 

motivations and performance implications different from those of voluntary spinoffs (Kudla & McInish, 

1981). Hence, excluding them from our sample increases the internal validity of the empirical results 

of our study (Semadeni et al., 2011). Spinoffs were classified as voluntary or involuntary after a careful 

examination of deal synopses from the Zephyr database, press articles and by reviewing a parent firm’s 

public files and corporate websites. 3 spinoffs were lost as after having been classified as involuntary.  
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4. Only divestitures that were actual tax-exempt spinoffs would be included, meaning that other form of 

divestitures such as asset divestitures and carve-outs would be excluded. 26 spinoffs were eliminated 

because the Zephyr database had mis-classified asset divestitures or carve-outs as spinoffs.  

 

5. In accordance with Semadeni et al. (2011), only spinoffs of which the parent firm had distributed at 

least 80% of the child’s outstanding shares to the shareholders would be included. This condition 

ensures that only tax-free spinoffs are included in the sample and improves the homogeneity of the 

context for the sample population. Another 14 spinoffs were lost as due to having distributed less than 

80% of the spun-off subsidiary’s outstanding shares. 

 

6. There must be one year of operating data available for the parent company immediately prior to the 

spinoff event year, and at least one year of operating data available for both the surviving parent and 

the spun-off child out of the three years immediately following the spinoff event year. This means that 

parent firms must have been listed for the one year of our study window prior to the spinoff event year 

and both parent and child firms must have been listed on a stock exchange for at least one year after. 

We impose this condition to ensure that post-spinoff performance evaluations were based on at least 

two data points which reduces the impact of short-term fluctuations and hence provide greater 

confidence in the comparison between pre-and-post spinoff performances (Woo et al., 1992). This 

condition is also imposed to exclude spinoffs of which the child was either merged or acquired by a 

third party in the first year following the spinoff event year, as we are not interested in studying cases 

where the spinoff was motivated by an ensuing acquisition or merger. While Cusatis et al. (1993) 

document that takeover activity subsequent to a spinoff is higher than in the average population of firms 

(yet still low in absolute terms), such examples of spinoff-motivations only represent a part of the 

spinoff population (Daley et al., 1997). Operational value increases could exist in spinoffs that are not 

motivated by these factors and our interest lies in that part of the spinoff population. In total, 25 spinoffs 

were lost due to the parent or child being delisted in any of the required years of data availability 

surrounding the spinoff event year. Out of these, 16 spinoffs were lost due to the child being merged or 

acquired in any of the two years following the spinoff event and 9 spinoffs due to the parent being 

merged, acquired or delisted in any of the two years following the spinoff event.  
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Ultimately, 102 spinoff transactions that met the criteria remained in our final sample. The final list of 

spinoffs is presented in Appendix 11.1. While the sample size might appear small at first, it is consistent 

with the sample size of previous spinoff research. The sample size of the event studies on US spinoffs 

we have reviewed ranges from as few as 51 (i.e. Woo et al., 1992) up to a maximum of 288 transactions 

(i.e. Feldman, 2016) and the few published studies on European spinoffs have employed samples of on 

average 117 transactions (e.g. Balzins et al., 2018; Boreiko et al., 2012; Veld & Veld-Merkoulova, 2004). 

All these studies employ sample periods of 10-15 years.  

The sample covers the period from January 2002 to December 2016. This timeframe was chosen for two 

reasons. First, we impose a data requirement of a four-year window starting one year prior to and ending 

two years following the spinoff year (see Sample Criteria 6 above). Financial data prior to 2001 and post 

2019 is not available in the databases employed in this study, hence, we are limited to include spinoffs 

that were completed between 01/01/2002 and 31/12/2016. Secondly, the relatively long chosen study 

period (2002-2016) incorporates both cycles of economic expansion and contractions in the European 

market. The benefits of studying an extended period of time and incorporating both cycles was 

emphasised by Semadeni et al. (2011) who states that it increases the generalisability of the research. 

3.2 DATA COLLECTION 

The majority of the data employed in this paper was obtained through the OSIRIS database on historical 

company information (Bereau Van Dijk). For each parent firm, accounting data were gathered for each 

of the four years from one year prior to the two years following the spinoff event year, including the year 

of the transaction. For each child firm, accounting data was obtained for the spinoff event year and the 

two years following the transaction.  

The OSIRIS database also provided access to detailed information about the directors serving on the 

boards of the parent and spinoff firms, which was used to construct the variables measuring the presence 

of dual directors (see Section 4.2.3). The OSIRIS database was also used to gather other firm 

fundamentals, some of which were used to construct the variables classifying focus/non-focus increasing 

spinoffs (See Section 4.2.1). Finally, to distinguish and identify which child firms were internally 
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developed and which child firms originated from a previous acquisition, we outlined a 10-ye ‘corporate 

history’ of parent firms and subsidiary firms through press articles, information available on OSIRIS 

database and by reviewing a parent firm’s public files, and corporate websites (see Section 4.2.2).  

3.3 SAMPLE CHARACTERISTICS 

3.3.1 Distribution of spinoffs by year 

Figure 1 shows the distribution of sample spinoff events across the 15-year studied time period between 

January 2002 and December 2016. The number of recorded spinoffs per year averaged 7 transactions, 

with the lowest number of spinoffs recorded in the mist of the global financial crisis in 2009 (1 

transaction). Post financial crisis, the amount of transactions appears to recover until 2015 when the 

activity again becomes subdued. 

Figure 1: Distribution of spinoff events by year  

 

Figure 1 shows the total number of sample spinoffs undertaken and completed per year between 01/01/2002 and 

31/12/2016. 
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3.3.2 Distribution of sample firms by country 

Our sample of spinoffs comprises parent and child firms headquartered across 19 European countries. 

Figure 2 presents the distribution of parent and child firms by country, where it appears that the 

geographical density of the sample firms’ headquarters is quite skewed. Specifically, we notice that 

Sweden (48) and United Kingdom (42) accounts for 24% and 21% of the total number of observed firms. 

Whereas, the third and fourth most dominant countries were Norway (24) and France (19) that accounted 

for 12% and 9% of the total firms. In contrast, all the remaining 15 countries constituted individually to 

less than 5% of the total sample. It is noteworthy that Germany, being Europe’s largest economy by 

GDP, surprisingly only saw two spinoff transactions during our studied period. Yet, possible reasons for 

this lay beyond the scope of this paper.     

While a multi-country analysis is seen to be preferred to a single country study in the setting of European 

spinoffs (Boreiko et al., 2012), such an analysis does not come without complications. Specifically, the 

internal validity of a multi-country study is decreased if the sample of countries is too diverse in terms 

of financial systems and regulations. While we argue that various directives from the European Union 

has worked to harmonise the financial systems, regulations and accounting requirements governing listed 

companies across the majority of the countries represented in our study3 (Veld et al., 2004), measures 

will be taken in later chapters to account for the potential bias following the dominance by certain 

countries in our sample (see Section 4.1.2).   

 

3 In particular, the adoption of the Euro in January 1999 played a crucial role in the closer integration of the European financial 

system (Veld et al., 2004). 
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Figure 2: Distribution of sample firms by country 

 

Figure 2 presents the geographic distribution by parent and child firms of the 204 companies that were involved in the final 

sample of 104 spinoffs completed from 2002-2016. The visualisation was made using Tableau Desktop 2019.2. 

Moreover, the sample includes primarily European domestic spinoffs, where both parent firm and child 

firm operate and are listed in the same country. We find only five cases of cross-border spinoffs, each 

involving the spinoff and listing of assets of a subsidiary headquartered in a different country. These 

explain the unequal number of parent and child firms in the countries of France, Luxembourg, Malta, 

Spain, Sweden, and Switzerland, displayed in Figure 2. As cross-border spinoffs might differ in terms of 

structure and motives than that of the purely domestic spinoffs (Harris & Glegg, 2008), the question was 

raised whether they should be included or not. Upon careful deliberation it was deemed appropriate to 

include these five transactions, with the rationale being that they comprise only 4.90% of the total sample. 

Therefore, inclusion would arguably cause insignificant bias. 
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3.3.3 Distribution of sample firms by sector and industry 

We use the Global Industry Classification Standard (GICS) codes and names to account for the diverse 

natures of economic activities of the sample firms analysed in this study. The GICS system classifies 

companies into four distinct levels of sophistication, that is sectorial (two-digit), industry groupings 

(four-digit), industries (six-digit) and sub-industries (eight-digit) (S&P Global, 2018). As conglomerates 

often engage in a variety of different businesses activities that do not necessarily belong strictly to one 

sector or industry, they may report several different GICS codes. For the purpose of this paper, we 

classify each sample firm based on their reported primary GICS code.  

Table 2 presents the distribution of sample spinoffs across 11 sectors and 21 industries, which emerges 

to be rather uneven. To illustrate, when looking at the four-digit industry group code level, three 

industries occurred only once, namely Automobiles & Components, Household & Personal Products and 

the Insurance industry. These three industries jointly represent 1.5% of the total sample size. In contrast, 

the most densely populated industry was Capital Goods which recorded 31 observations, corresponding 

to 15.2% of the total sample. Meanwhile, the average number of observations per industry amounted 9.7, 

corresponding to 4.8% of the total sample.  

When looking at the spinoff distribution across the broader two-digit sector codes presented in the same 

table, it appears just as skewed. The Industrial sector record as many as 49 firms, corresponding to 24% 

of the total sample. Other largely represented sectors are Consumer Discretionary and Materials, making 

up 13.2% and 12.7% of the total number of firms, respectively. In contrast, Utilities recorded only four 

observations and 2% of the total sample. Meanwhile, we find that the average sector recorded 18.5 firms, 

corresponding to 9.1% of the total sample. Measures will be taken in later chapters to account for the 

potential bias following the dominance by particular sectors (see Section 4.1.2), a problem which has 

been noted by Bettis and Hall (1982), Christensen and Montgomery (1981) and Woo et al. (1992). In 

pursuit of gaining a deeper understanding of sectorial discrepancies within our sample of spinoff firms, 

we expand our analysis in Table 3 by examining the average sector EBITDA and Total assets throughout 

the period. This will also allow us to identify areas with potential of causing biased results later.     
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Table 2: Distribution of sample firms by primary GICS sector & industry group codes  

Sector 
GICS  

code 
Count (% of total) Industry 

GICS  

code 
Count (% of total) 

Communication Services 50 10 4,9% 
Media & Entertainment 5020 5 2,5% 

Telecommunication Services 5010 5 2,5% 

Consumer Discretionary 25 26 12,7% 

Automobiles & Components 2510 1 0,5% 

Consumer Durables & Apparel 2520 11 5,4% 

Consumer Services 2530 9 4,4% 

Retailing 2550 5 2,5% 

Consumer Staples 30 8 3,9% 
Food & Staples Retailing 3010 7 3,4% 

Household & Personal Products 3030 1 0,5% 

Energy 10 20 9,8% Energy 1010 20 9,8% 

Financials 40 8 3,9% 
Diversified Financials 4020 7 3,4% 

Insurance 4030 1 0,5% 

Health Care 35 22 10,8% 
Health Care Equipment & Services 3510 10 4,9% 

Pharmaceuticals, Biotech & Life 3520 12 5,9% 

Industrials 20 49 24,0% 

Capital Goods 2010 31 15,2% 

Commercial & Professional Services 2020 13 6,4% 

Transportation 2030 5 2,5% 

Information Technology 45 19 9,3% 
Software & Services 4510 13 6,4% 

Technology Hardware & Equipment 4520 6 2,9% 

Materials 15 27 13,2% Materials 1510 27 13,2% 

Real Estate 60 11 5,4% Real Estate 6010 11 5,4% 

Utilities 55 4 2,0% Utilities 5510 4 2,0% 

Total number of firms  204 100%   204 100% 

Table 3 presents the average EBITDA and Total assets for each sector aggregated from each firm’s 

observed values throughout its event horizon of T0 until T+2. The sector variance is also reported, which 

can be used to determine how far apart the numbers are spread in the data set from their average value. 

We can see that there is substantial disparity across the different industries both in terms of average 

earnings and total assets, but also in terms of the enormous variation within the sectors. However, it is 

important to note that the displayed values in Table 3 do not separate between parent and child firms. 

However, when testing our hypotheses these two groups will be appropriately separated. Regardless, the 

criticality of adjusting our operating performance metrics for the subsequent analysis has been further 

emphasised after glancing at Table 3. Our study aims to account for these substantial disparities by 

conducting both Industry and Size adjustments, which will be elaborated upon later in Section 4.1.2.  
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Table 3: Sector average EBITDA & Total Assets T0 - T+3 

Values represented in millions of Euro (€ ‘000 000) || Values are based on each firm’s average reported values between T0 until T+2.  

Sector 
Sector 

code 
Count 

Avg. 

EBITDA 

Variance of 

EBITDA 

Avg. Total 

Assets 

Variance of Total 

Assets 

Communication 

Services 
50 10  €              149   €                   58.045   €              1.152   €              3.529.219  

Consumer Discretionary 25 26  €              311   €                 235.103   €              3.156   €            27.124.564  

Consumer Staples 30 8  €           1.081   €              2.077.879   €            11.430   €          264.073.597  

Energy 10 20  €           1.631   €            38.965.920   €              7.533   €          660.806.550  

Financials 40 8 -€                10   €                        720   €                 424   €              1.011.084  

Health Care 35 22  €              233   €                 735.204   €              2.189   €            78.935.365  

Industrials 20 49  €              342   €              1.577.891   €              3.973   €          246.835.150  

Information Technology 45 19  €                23   €                     5.825   €                 262   €                754.289  

Materials 15 27  €              883   €              4.491.671   €              7.129   €          349.258.858  

Real Estate 60 11  €                26   €                     2.259   €                 574   €                 832.245  

Utilities 55 4  €              735   €                 781.407   €              7.826   €            90.148.961  
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3.3.4 Distribution by relative size of spinoff 

Table 4 depicts the distribution of parent and child firms by size, defined as asset value in the year of the 

spinoff, that is T0, as well as the distribution of spinoffs by relative size of the child firm. The median 

and mean of the asset value of parent firms in the year of the spinoff event, that is in T0, are EUR 509M 

and EUR 679M respectively, while the median and mean of the asset value of child firms in spinoff event 

year are EUR 211M and EUR 924M, respectively. The largest parent and child firms record assets values 

of EUR108B and EUR6B, respectively, while the smallet parent and child firms record asset amounts of 

EUR1.5M and EUR121K respectively. Again, this highlights the large variation in size across our sample 

firms, which will be accounted for by adjusting performance measures by size in Section 4.1.2. We 

measure relative size as the total assets value of the child firm divided by the total assets value of the 

combined parent-child portfolio in the year of the spinoff event (Daley et al., 1997). The mean relative 

size in our sample is 27.63% with a median of 20.39%. Using the same measure of relative size, Daley 

et al. (1997) report a slightly higher median relative size of US child firms of 25%.  

Table 4: Distribution by relative size of spinoff 

 Asset values in T0  

Thousands of Euro (€’000) 
Relative size 

of child firm in T0 

 Parent  Child  

Minimum   1,457   121  0.12%a 

Lower Quartile  54,583   14,132  11.06% 

Median  509,123   211,326  20.39% 

Mean  6,798,110   924,369  27.63% 

Upper Quartile  3,500,751   1,014,279  39.13% 

Maximum  108,282,000   6,862,000  96.65%b 

Note: Asset values of parent and child firms in the year of the spinoff event, that is in T0, are presented in thousands of 

Euro (€ ‘000). Relative size of a child is equal the total assets value of the child firm divided by the total assets value of 

the combined parent-child portfolio in the year of the spinoff event. 
a The smallest transaction by proportion recorded, where Hexagon Composites ASA (a Norwegian publicly listed 

energy conglomerate) spun off its marine time antennas division under Comrod Communication ASA onto Oslo Børs 

in 2007 (Børs, 2007) 
b A strikingly peculiar spinoff transaction, in which Transferator AB (a Swedish publicly listed venture capital fund) 

spun off its subsidiary Mr Green & Co. AB onto OMX Stockholm in 2013. The divesture represented 96.65% of the 

portfolio’s total assets (Nyemissioner.se, 2017) 
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4 VARIABLES 

This section presents the dependent and independent variables employed in this study. First, Section 4.1 

introduces the measure of operating performance of our choice. Sub-section 4.1.1 then outlines our 

method for capturing abnormal operating performance while Sub-section 4.1.2 explains how we adjust 

our measures for three specific pre-event characteristics. This is followed by a presentation of our 

explanatory variables in Section 4.2, that is the classification of corporate focus (Section 4.2.1), 

subsidiary origin (correction-of-a-mistake) (Section 4.2.2) and dual directorship (Section 4.2.3)  

4.1 MEASURING OPERATING PERFORMANCE 

Analogously to Daley et al. (1997) and Woo et al. (1992), the measure of operating performance 

employed in this study is the ratio of operating earnings-to-assets, calculated using the OSIRIS annual 

data item ‘EBITDA’ (earnings before tax, depreciation and amortization) divided by the annual data item 

’Total assets’, which we label Return on Assets (ROA), as seen in Equation 1.  

 ROAi,t =
EBITDAi,t

Total Assetsi,t
 

         (1) 

The ROA measure is an accounting-based profitability ratio which reflects the efficiency of operations 

and the productivity of a firm’s asset base (Woo et al., 1992) and is used extensively as a performance 

indicator in strategic management research (see Venkatraman and Ramanujam (1986) for an extensive 

review). We have selected operating ROA for three reasons first articulated in Barber & Lyon's (1996) 

well-cited methodological article on detection of abnormal operating performance. First, operating ROA 

allows us to document changes in operating performance independent from the effect of taxes. Second, 

the operating ROA measure is unaffected by any special non-recurring charges to net income. Third, the 

operating ROA measure is preferred to other operating performance measures such as profit margin 

(operating income/sales) or asset turnover (sales/assets) because our theories of the agency problem, 

corporate focus, subsidiary origin, and dual directorship fail to provide precise prediction as to where 

such of performance improvements may lie. As the ROA ratio is the product of profit margin and asset 

turnover (ROA = profit margin x asset turnover), it captures the performance change from both sources 
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(Daley et al., 1997) and therefore represents a superior measure of performance for the purpose of this 

study. While an examination of profit margins and asset turnovers can provide additional insight into the 

drivers behind performance changes, such analysis falls outside the scope of our study.  

However, while ROA is the by far most commonly employed measure of operating performance in 

spinoff literature, it does not come without drawbacks. For one thing, the total asset on a firm’s balance 

sheet are recorded at historic cost, while operating income is recorded in current dollars (Barber et al., 

1996). Hence, ta more appropriate measure for the asset base would be the current or replacement cost 

of total assets. For another, the total-assets measure reflects all of the assets of the firm, not just 

operating assets. As a result, the use of total assets could understate the actual productivity of operating 

assets. These limitations, as well as suggestions of alternative measures of operating performance for 

future research are discussed in closer detail in Section 8.  

4.1.1 Abnormal operating performance 

We measure abnormal operating performance as the change in operating performance of firm i (parent 

or child) over time, by applying Equation (2). The benefits of using changes, rather than simply using 

the level of operating performance, is that it integrates a firm’s past performance in its earnings 

expectations model. Additionally, it was demonstrated by Barber et al. (1996) and Lie (2001) that tests 

which involves changes are more potent and offers more power to detect abnormal performance 

compared to that of levels.  

 ∆ROAi,t = ROAi,t − ROAi,t−1 

 (2) 

We examine changes in ROA at two levels. To test the hypotheses stated in Section 2, we first measure 

the changes in ROA of the parents and child firms as separate entities. We examine parents and 

subsidiaries separately by measuring the performance change from the fiscal year of the spinoff event to 

the fiscal year following the transaction (i.e. T0 to T+1). Accounting data for the child firms are not 

available prior to the spinoff event, and data for the parent firms are available only as part of the 

consolidated pre-spinoff entity before the divestiture.9 Therefore, it is not possible to compute ROA 

values for the years prior to T0. Data of the child firm from T0 is reported in the financial statements 
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produced after the year of the spinoff and is reported in the OSIRIS database. Hence, our base year for 

measuring performance changes on the parent-and child firm-level is the year of the spinoff event itself, 

that is T0. We also examine changes for second year following the spinoff event, that is the interval T+1 

to T+2, to check whether the changes are reversed in the second year.  

While we do not explicitly hypothesise about the expected changes in operating performance for the 

parent and child as a combined entity, we also measure changes in ROA for each pair of parent and child 

firms, hereafter called parent-child portfolios. We perform the analysis at the portfolio level to (1) 

observe the aggregated efficiency gains to shareholders generated by the spinoff transaction, and (2) 

capture changes in the operating performance of the pre-spinoff asset base from a pre-divestiture to a 

post-divestiture period. Since the pre-spinoff entity’s performance will be weighted by the parent and 

subsidiary’s assets, comparing the performance of the continuing parent firm alone to that of the pre-

spinoff entity may show performance improvement (deterioration) also in cases where no change in the 

performance of the parents share of the pre-spinoff assets have been recorded but a poorly (well) 

performing subsidiary has been spun off (Daley et al., 1997). For these reasons, we compute ROA during 

the post-spinoff period for each parent-child portfolio.  

Combining performance data from the two separate post-spinoff firms into a single portfolio is not 

a complicated procedure. Spinoffs are recorded at book value, meaning that the reported value of total 

assets held by the parent and child immediately following the spinoff is identical to that of the combined 

entity immediately before the spinoff (Boreiko et al., 2012; Daley et al., 1997). This allows us 

to compute combined total assets and operating income by simply adding up the respective 

values reported by the parent and the child, as illustrated in Equation 3.  

 ROAportfolio,t =  
EBITDAparent,t + EBITDAchild,t

Total Assetsparent,t + Total Assetschild,t
 

(3) 

We compare the change in the parent-child portfolio ROA from the year preceding the spinoff year to 

the year following the spinoff year, that is, from year T-1 to year T+1 centred on the spinoff event year. 

While we on the portfolio level concentrate on the ROA change from a pre-divestiture to post-divestiture 

period, we also examine performance changes from year T–1 to year T0 and from year T0 to T+1 to 
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isolate more precisely the timing of such changes (Daley et al., 1997). We also examine changes for the 

interval T+1 to T+2 to check whether these changes are reversed in the second year.  

4.1.2 Computing adjusted measures of abnormal operating performance 

While change in firm i’s unadjusted ROA over time, illustrated in Equation (2), is the primary measure 

of abnormal operating performance of this study, we also capture abnormal performance using three 

separate adjusted measures of the changes in ROA. This follows the recommendation outlined by Barber 

et al. (1996, p. 364) arguing that “to assess whether a firm is performing unusually well or poorly, we 

must specify the performance we expect in the absence of an event, thus providing a benchmark against 

which sample firms can be compared”. In more detail, they note that the pre-event characteristics of a 

firm can alone lead researchers and analysts to expect that sample firms will exhibit above or below-

average operating performance already before considering the impact of the actual event of interest. For 

example, if a certain industry has experienced unusual growth in ROA during the sample period, 

researchers might expect a sample firm in that industry to exhibit a similar growth trajectory.  

Three adjusted measures of the changes in ROA are produced to account for the potential cross-sectional 

variations across three categories of pre-event characteristics, namely industry, size, and country. Barber 

et al. (1996) and Daley et al. (1997) both employ industry- and size-adjusted measures of the ROA while 

the country-adjusted ROA measure is developed for the purpose of this multi-country study. We do this 

by developing three different control groups for each sample firm (parent or child), denoted firm i, by 

matching it with other firms that meet certain matching criteria from a control sample of a total of 16,874 

European firms (excluding our sample firms).4 In adherence with previous research (e.g. Daley et al. 

(1997)), we impose a requirement of three or more matches for each firm i. 

The first control group, industry-matched, used to compute the industry-adjusted ROA changes for firm 

i, includes all firms in the control sample, that report the same two-digit primary GICS code as firm i. As 

discovered under Section 3.3.2, our sample of parent and child firms is unevenly distributed across 11 

different sectors, with substantial dominance by a small number of sectors. In more detail, we noted that 

 

4 The cross-sectorial control sample was retrieved from the OSIRIS database and cover accounting data from January 2000 to December 

2018 of all firms applying to the same geographical delimitation as our sample firms (outlined in Section 1.6 and visualised in Figure 2)  



Variables 

Page 42 of 122 

 

the largest representation of sample firms is found in the Industrials sector (24% of total sample) while 

the lowest representation is found in the Utilities sectors (2% of total sample). Hence, an industry bias is 

suspected. By matching on industry, we account for the potential variation in operating performance 

across industries (Barber et al., 1996). Imposing this matching criterion, we were able to construct 

industry-matched control groups with more than three matches for all 204 observations in our sample. 

Four firms or 1.9% of the sample had between 101 and 500 matches while 162 firms or roughly 80 

percent of the sample recorded over 1000 matches. The distribution of sample firms by number of 

matches and control group can be found in Table 5. 

The second control group, size-matched, used to compute the size-adjusted ROA changes for firm i, is 

similar to the industry-matched control group, except for the important distinction that we require the 

control firms to be of similar size relative to that of firm i. As noted in Section 3.3.4, our sample firms 

vary substantially in size, with the largest and smallest sample firms recording total asset values of €6.9B 

and €0.12M, respectively. The variation is size is apparent across as well as within the industries of our 

sample (see Table 2 in Section 3.3.3)  We perform the size adjustment to address concerns for significant 

size variations raised by Fama and French (Fama & French, 1995), amongst others, that small firms have 

on average lower earnings-to-book-equity ratios than larger firms. Firm i is matched with firms from the 

control sample reporting the same two-digit primary GICS code, and with book values of total assets 

within ±25% of that of firm i in the same fiscal year. Imposing these criteria, we were able to find three 

or more matches for all but four of the 204 firms in our sample. To obtain three or more matches for 

these four observations, we relaxed the size criterion to ±50% of the book values of total assets of firm i 

in the same fiscal year. The observations matched with an alternative rule are reported in the row named 

“Alternative” in Table 5.  

The third and final control group, country-matched, used to compute the country-adjusted changes ROA 

for firm i, includes all firms from the control sample reporting the same two-digit primary GICS code 

and being headquartered in the same European country as the firm in question. As shown under Section 

3.3.2, our sample of parent and child firms is unevenly distributed across 19 European countries. More 

specifically, we noted that four countries (Sweden, United Kingdom, Norway, and France) together make 

up 66% of the observations, while the remaining 15 countries individually constituted less than 5% of 

the total sample. While we argued that the financial systems and regulations across the Western European 
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countries in our sample should be somewhat homogenised following the harmonisation under the 

European Union (Veld et al., 2004), we perform the country adjustment to guarantee that any potential 

significant variation across the countries of our multi-country study is taken into account. Imposing these 

matching criteria, we were able to find three or more matches for all but 13 of the 204 firms in our sample. 

To obtain three or more matches for these 13 observations, an alternative matching rule was used where 

we match firm i with firms from the same European country, without regard to GICS code. Again, the 

observations matched with the alternative rule are reported in the row named “Alternative” in Table 5. 

Table 5: Number of firms with available matching firms based on matching criteria 

 Matching criteria 

 Industry-matched Size-matched Country-matched 

Number of matching 

firms 

Two-digit GICS code 

 

Two-digit GICS code  

& ±25% size 

Two-digit GICS code  

& country 

< 3 0 4 13 

4-100 0 185 86 

101-500 4 15 84 

501-1000 38 0 19 

1000-2000 79 0 2 

>2000 83 0 0 

Alternative a (n.a.)  (4) (13) 

All observations 204 204 204 

a This row represents the number of firms in which an alternative matching rule was used to find a 

control group with at least three matching firms. These alternative matching rules are described in 

detail in the text above. 

 

After having identified industry-matched, size-matched, and country-matched control groups for each sample firm, 

we compute three benchmark ROA measures for each firm i in year t, following the procedure outlined in Barber 

et al. (1996). We denote the benchmark for firm i as 𝑩𝑹𝑶𝑨𝒊,𝒕
𝒋

, where the superscript indexes the three different 

definitions of control groups, j= Industry-matched, Size-matched, Country-matched. 𝑩𝑹𝑶𝑨𝒊,𝒕
𝒋

 for firm i in year t 

is calculated using the average of the ROA values reported by the control firms, c, of control group j of firm i in 

year t.  

 BROAi,t
j

=  
∑ ROAi,t

c,jn
c=1

n
   

            (4) 
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Having established the industry and size benchmark, 𝑩𝑹𝑶𝑨𝒊,𝒕
𝒋

, for each sample firm in year t, we use Equation 5 

to compute the industry-,size-, and country-adjusted ROA measures for firm i, denoted as 𝑨𝑹𝑶𝑨𝒊,𝒕
𝒋

, by subtracting 

the benchmark return on assets from the raw return on assets of firm i.5 

AROAi,t
j

= ROAi,t − BROAi,t
j

 

(5) 

Applying the adjusted ROA measures for firm i to Equation (2) from the previous sub-section, we get Equation 

(6), used to calculate firm i’s change in the three different adjusted ROA measures, denoted as 𝜟𝑨𝑹𝑶𝑨𝒊,𝒕
𝒋

. 

 ΔAROAi,t
j

= AROAi,t
j

− AROAi,t−1
j

 

(6) 

4.2 EXPLANATORY VARIABLES 

4.2.1 Classification of Corporate Focus 

In this study, we define a spinoff as focus-increasing and a child firm as unrelated to its parent if the 

parent and child firm report different two-digit primary GICS sector codes. In contrast, a spinoff is 

defined as non-focusing-increasing and a child firm as related to its parent if a parent and a spinoff child 

firm reported the same two-digit primary GICS sector code. In choosing between classifying non/focus-

increasing spinoffs based on two-digit or four-digit GICS code matches between parent and child firms, 

we encountered the tradeoff between classifying too few (20), but more closely related, parent and child 

pairs as non-focus-increasing (four-digit) or classifying more (57), but less closely related, parent and 

child pairs as non-focus-increasing (two-digit). This study values the latter. This classification closely 

resembles the categorisation employed by Daley et al. (1997) and Boreiko et al. (2012), except for a 

 

5 The ROA of parent-child portfolios in year t is adjusted by subtracting the weighted average of the benchmark ROA for the parent and 

the child firm from the raw portfolio ROA in year t. 

𝐴𝑅𝑂𝐴𝑝𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜,𝑡 = 𝑅𝑂𝐴𝑝𝑜𝑟𝑡𝑓𝑜𝑙𝑖𝑜,𝑡 − (𝑤𝑝𝑎𝑟𝑒𝑛𝑡,𝑡=0 ∗  𝐵𝑅𝑂𝐴𝑝𝑎𝑟𝑒𝑛𝑡,𝑡
𝑗

+  𝑤𝑐ℎ𝑖𝑙𝑑,𝑡=0 ∗ 𝐵𝑅𝑂𝐴𝑐ℎ𝑖𝑙𝑑,𝑡
𝑗

) 
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variation to the system used for classifying sectors.6 Specifically, these authors classify sectors using the 

two-digit US Standard Industrial Classification (SIC) codes. While OSIRIS reports SIC codes for all 

listed US firms in its database, the reporting of this industry taxonomy is less complete for European 

firms. The main activity classification system presented in OSIRIS is the Global Industry Classification 

Standard methodology (Bureau Van Dijk, 2011) and is reported for all companies in the database, 

including the European firms of our sample.     

Table 6 provides the distribution of spinoffs by GICS code match between parent and child firm. 

Inconsistent with past studies7, most spinoffs in our sample are represented by non-focus-increasing 

transactions (57 or about 55% of total sample). That is, using the main lines of businesses, the respective 

GICS codes of the parents and the spinoff child firms match at the two-digit level for 55% of the cases. 

Out of these, 20 transactions or roughly 20% of the total sample also matched at the six-digit industry 

group level, indicating that the parent and spinoff child firm is very closely related in terms of line of 

business. On the other hand, 45 spinoffs or 44% of the spinoffs are represented by focus-increasing 

transactions, meaning that the spinoff child firms were in a completely different line of business than 

their parent firms. 

Table 6: Spinoff distribution by GICS code match between parent and child firms 

Spinoff type Degree of matching 
Number of 

spinoffs 

% of total 

sample 

Non-Focus-increasing Two-digit GICS match (sector) a 57 55% 

Focus-increasing No GICS match 45 44% 

 Total 102 100% 

a Out of these, 20 parent and child firms or roughly 20% of the spinoffs also matched at the four-digit 

GICS level, implying that the parent firm divested a child firm that is very closely related to itself in 

terms of line of business 

 

6 Other classifications have been employed by previous scholars to define focus/-non-focus spinoffs. For example, Woo et al., (1992) 

considered a spinoff child firm as closely related to its parent if (1) both sold to the same or very similar types of customers, or (2) both 

engaged in the sale of similar lines of products or services, or (3) both produced their products or services through the use of similar 

production technologies. Similar definitions of relatedness can be found in Gupta and Govindarajan (1986) and Semadeni et al. (2011). 

7 For example, around 60% of the spinoffs in both Boreiko et al. (2012) and Caton et al.’s (2012) samples were represented by focus-

increasing transactions. 
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4.2.2 Classification of Origin (Correction-of-a-mistake) 

In pursuit of classifying and identifying the origin of spinoff child firms, that is which subsidiaries that 

were developed internally and which subsidiaries that originated from prior acquisitions, we assembled 

to the best of our abilities a comprehensive ‘corporate history’ of parent firms and subsidiary firms 

studying press articles, information made available on OSIRIS and Zephyr databases, the parent firms 

public records and corporate websites, dating back up to 10 years before the spinoff. A child firm was 

classified as a past acquisition only in cases where we had found explicit information on such an 

acquisition. In cases no explicit information was observed, the child firm was classified as internally 

developed. 

Figure 7 presents the distribution of spinoffs by origin of child firms, where it appears that the vast 

majority of the transactions in our sample are spinoffs of organically developed subsidiaries (76 spinoffs 

or 75% of the total sample). Meanwhile, 26 transactions or 25% of the total sample involved the spinoff 

of past acquisitions, hence seen to be corrections of mistakes. To our surprise, this distribution of spinoffs 

by subsidiary origin is identical to that found in the study by Boreiko et al. (2012), where 75% and 25% 

of their total sample represented spinoffs of internally developed and formerly acquired subsidiaries, 

respectively. 

Figure 7: Number of sample spinoffs split by Child firm's origin 

 

4.2.3 Classification of Dual Directorship 

In this study, a board member is considered a dual director if he or she (1) serves on the board of directors 

of the parent firm and the spinoff child firm simultaneously, and (2) does this in any of the years within 

the studied event period post spinoff (T0 to T+2). We first used the Unique Contact Identifier (UCI) 

assigned to each board member in the OSIRIS database to identify whether a board member had served 
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on both the parent and the spinoff child board in any of the years of our studied time period (2001-2018). 

Dates of enrolment and departure, also retrieved from the OSIRIS database, were then consulted to 

determine if these board members had served the boards simultaneously and in the studied event period. 

However, incomplete tenure date records of board members confirmed to have served the two boards at 

one point in time made the assessment of the two criteria arbitrary for 49 out of the 102 spinoffs in our 

sample. To avoid the exclusion of these firms, we made the decision to assume that these shared board 

members served the two boards simultaneously within the studied event period. Excluding these spinoffs 

would imply a reduction of the sample size by 48%. To avoid this, we made the informed decision to 

classify these board members as dual directors assuming that these shared board members served the two 

boards simultaneously within the studied event period. This is based on the observation that only 10% of 

the 50 spinoffs observed having had shared board members in any of the years of our study period 2002-

2018 and with complete information on their tenure dates had tenures outside the studied event period. 

The distribution of spinoffs by number of dual directors is presented in Table 8, using both the 

classification applied to this study and the alternative, more conservative classification excluding the 49 

parent-child pairs with incomplete tenure date records.8  

  

 

8 A robustness test using the conservative classification of dual directors showed negligible influence of the inclusion of the 

49 parent-child pairs with incomplete board member tenure date records. 
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Table 8: Distribution of spinoffs by number of dual directors 

 Classification applied to this studya Conservative classification b 

Number of dual directors Number of firms Percentage of 

sample 

Number of firms Percentage of 

sample 

None  30 29% 30 56% 

One  22 22% 10 19% 

Multiple  50 49% 13 25% 

Two 14 14% 6 11% 

Three  9 9% 4 8% 

Four 7 7% 3 6% 

Five 6 6% 0 0% 

More than five 14 14% 0 0% 

Total 102 100% 53 100% 
a The classification of dual directorship used in this study assumes shared board members with incomplete dates of enrolment and 

departure of 49 parent-child pairs to be dual directors, i.e. as having served the two boards simultaneously in the studied event period.  
b A conservative classification instead excludes the 49 firms with incomplete dates of enrolment and departure for shared board 

members. 

As argued in Section 2.4, we consider parent monitoring of the spinoff child firm to be modest if only 

one dual director is present on the parent and spinoff child boards. This monitoring is instead considered 

to be disproportionately high when the parent firm retains more than one board member on the spinoff 

child firm.9 In contrast, for the purpose of this study, we consider parent monitoring to be non-existent if 

no dual directors are present on the boards of the parents and spinoff child firms.10        

As shown in Table 8, the majority of the spinoffs recorded disproportionately high oversight by the 

parent, i.e. having had multiple dual directors on the parent and spinoff child boards (50 spinoffs or 49% 

of the total sample). Out of these, the most common number of dual directors was two, recorded by 15% 

of the total sample. The largest number of dual directors recorded among the sample spinoffs was seven, 

represented by 2% of the total sample. Given that the average board size of spinoff child firms is six to 

 

9 This study does not distinguish between dual directors that are chairman of the board and board members, in contrast to 

Semadeni et al. (2011) who considered parent monitoring to be disproportionately high when the parent firm retained both 

the chair of the child firm's board and at least one other regular board seat. However, making such a distinction lays outside 

the scope of this thesis. 
10 Other types of parent monitoring than board oversight could prevail in these cases. For example, parent firms could maintain 

block ownership in their spinoff child firms, as shown by Semadeni et al. (2011) to have a negative effect on spinoff child 

firm market performance. However, accounting for such post-spinoff parent-child linkages lays beyond the scope of this 

thesis. 
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seven board members (Wruck et al., 2002), the presence of seven dual directors would imply full parent 

representation on the spinoff child board. 11 Meanwhile, a total of 22 spinoffs or 22% of the total sample 

recorded modest parent monitoring, i.e. having had one dual director serve the two boards. Finally, 30 

spinoffs or 29% of the total sample recorded no parent monitoring, i.e. having had no dual directors serve 

the boards of the parent and spinoff child firms.  

 

 

 

 

 

 

 

 

 

 

 

 

 

11 Due to data availability issues, we were unable to determine the actual board sizes of the firms in our sample. Doing so 

would require careful studies of company annual reports, which lies beyond the scope of this thesis.  
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5 STATISTICAL PROCEDURE 

This section presents and discusses the univariate statistical procedure employed in this study. Section 

5.1 starts by providing a brief introduction to the assumptions and applications to the two branches of 

statistical procedures dominating previous literature on operating performance, namely non-parametric 

and parametric tests, and ends by relating these to the characteristics of our data sample. While deciding 

to use the parametric branch of tests as the primary procedure for testing our hypotheses, we also decide 

on performing non-parametric tests for robustness testing. Outlines of the specific parametric and non-

parametric tests used in this study are presented in detail in Section 5.2 and 5.3, respectively.  

5.1 OVERVIEW OF TEST STATISTICS AND ASSUMPTIONS 

In furtherance of testing our proposed hypotheses, developed in par with existing literature, we must 

employ appropriate test statistics. After examining the limited published literature on spinoff operating 

performance, it appears to be a divide in the weapon of choice for analysing changes in operating 

performance, namely between non-parametric and parametric test statistics, both of which are able to 

test continuous data (Barber and Lyon, 1996). In light of this, we shall now provide a brief introduction 

of both types of test procedures to underscore their respective strengths and weaknesses in terms of 

assumptions and applications. We will then turn to investigate the properties of our collected sample 

data, in order to determine the most appropriate branch of statistical tests for the purpose of this study.  

One faction of spinoff literature, e.g. Daley et al. (1996) employed non-parametric test procedures such 

as Wilcoxon-Signed-Rank test and Wilcoxon two-sample median test in pursuit of testing abnormal 

operating performance. Generally, non-parametric statistics are statistical procedures that do not rely on 

the assumption that the data belongs to any particular distribution, and the median is typically the central 

measure (Corthinas & Black, 2012). To put it differently, these tests are based on fewer assumptions 

regarding the population and parameters than that of its parametric counterparts. According to Fagerland 

(2012), the non-parametric tests have mainly two applications. The first being to analyse ordinal data, 

and the second is by being alternatives to parametric tests, especially when there is a small sample size 

and evidence of non-normality (Fagerland, 2012). However, the disadvantages of utilizing non-
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parametric tests is that they are not as widely recognized or taught, and given sufficient data, ceteris 

paribus, are often not considered as conclusive or powerful as parametric tests (Corthinas et al., 2012).  

Meanwhile, the opposite faction, e.g. Woo et al. (1992), instead opted for parametric test statistics such 

as the Student’s t-test and one-way ANOVA. Within this branch of statistics statistical techniques are 

built on assumptions about the population that the sample data has been selected from, in which the mean 

(or average) is considered the central measure (Corthinas et al., 2012). To effectively use parametric 

tests, it is generally advised that the following foundational assumptions should be met: 

(1) the sample is a simple random sample where every observation in the population 

has an equal probability of being selected in the sample 

(2) the data follows the normal probability function (assumption of normality) 

(3) the data is assumed to have equal variance and the same standard deviation  

However, it is important to note that these assumptions are considered robust, meaning that they are 

insensitive to minor violations (Corthinas et al., 2012). To contextualise these parametric assumptions, 

we will elaborate upon them by applying our sample data’s characteristics, which aims to provide a 

rationale underlying our decision for choice of test statistics.  

The first assumption is clearly met by our sample data as every spinoff transaction that has occurred 

within our specifications has had an equal probability of being selected, which is a key feature of our 

research design. Whereas, the second assumption can be regarded as the major divider between the two 

branches. While various tests exist to examine the hypothesis of normality, such as Shapiro-Wilks among 

others, as outlined by Corthinas et al. (2012) such tests can be misleading due to having too much power 

and by being seen as resolute. It is often then preferred to utilize visual aids, such as histograms, to better 

gain a holistic grasp whether normality can be assumed, and as it allows the reader to form their own 

informed opinion. As seen below in Figure 9-11, we provide selected histograms accompanied with 

central tendency lines for the changes in operating performance during T0 to T+1, for all four ROA 

measures12.  

 

12 Given the limited space only these were selected to be included in the main body of this paper, yet the other plots were 

conducted and are available in Appendix 11.2. 
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Figure 9: Histogram of parent firm’s T0 to T+1 ΔROA sample distribution 

 

Figure 10: Histogram of child firm’s T0 to T+1 ΔROA sample distribution 
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Figure 11: Histogram of portfolio firm’s T0 to T+1 ΔROA sample distribution 

 

 

Upon examination of the sample data plots above, it becomes evident that the sample data appears to be 

non-normal. Yet, similar patterns were found by Barber and Lyon’s (1996, p.374) study in which they 

stated that “While we can reject the hypothesis that our measures of abnormal performance follow a 

normal distribution, it remains an empirical question whether this test statistic is well specified and/or 

powerful. […] The Central Limit Theorem guarantees that if the measures of abnormal performance in 

the cross-section of firms are independent and identically distributed drawings from finite variance 

distributions, the distribution of the mean abnormal performance converges to normality as the number 

of firms in the sample increases”. Their reasoning goes in accordance with what was emphasised by 

Cortinhas et al. (2012) and Cleff (2019) that the parametric t-tests and ANOVA tests are considered 

robust, partly contributed to the Central Limit Theorem.  

More specifically, as illustrated by Cortinhas et al. (2012), the Central Limit Theorem posits that if a 

given sample size of n are drawn randomly from a population with a mean of μ and a standard deviation 

of σ, then the sample means �̅�, are approximately normally distributed for adequately large sample sizes 

of (n ≥ 30) regardless of the shape of the sample distribution. Additionally, if the population adheres to 

normality then the sample means are normally distributed for any sample size. 
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Therefore, to conclude it appears as if the choice of statistical weaponry hinges on whether the 

assumption of normality is reasonable. After having reviewed our sampled data and confided with 

relevant literature, as our sample size is greater than 30, we decided to rely on the Central Limit Theorem 

and advance our thesis by primarily utilizing parametric test statistics when testing our hypotheses. The 

results from these tests are presented in tables and commented on under Empirical Results in Section 5. 

However, given the arguably brave assumption of normality, we perform a robustness check by post-

testing our hypotheses using non-parametric test procedures based on fewer assumptions regarding the 

population. This allows us to effectively cross-verify the parametric results while avoiding the 

appearance of subjectivity, as recommended by Cleff (2019).  

A comparison between the results of the non-parametric and parametric tests is offered in Appendix C 

(Section 11.3). When retrospectively comparing the results from the different test procedures, we 

conclude that the differences are at most marginal, in terms of significance and signs of mean and median 

values. In the few instances where the results diverged for a given hypothesis, the differences will be 

emphasised and commented on under the results section. Detailed outlines of the parametric and non-

parametric test procedures applied in this study are presented in sub-section 4.3.2 and 4.3.3, respectively.   

5.2 PARAMETRIC TEST 

This section offers a detailed presentation of the three different parametric tests used as the primary 

procedures for testing the hypotheses of this study. Sub-section 5.2.1 presents Student’s one-sample t-

test used for testing the average change in operating performance. Sub-section 5.2.2 presents the 

independent two-sample t-test and sub-section 5.2.3 outlines the one-way ANOVA used to test the 

hypotheses of equality of means for two and more than two distinct sub-samples, respectively.  

5.2.1 One sample t-test 

In order to test the null hypothesis that the average change in operating performance, or ΔAROA, is equal 

to zero for a sample of n firms, we employ the parametric two-tailed Student’s t-test, as seen below in 

Equation (7):  
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𝑡
ΔAROAi,t

j =
∆𝐴𝑅𝑂𝐴𝑥,𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅

𝜎𝐴𝑅𝑂𝐴𝑖,𝑡

√𝑛

 

 (7) 

Where, ∆𝑨𝑹𝑶𝑨𝒙,𝒕 is the sample average and 𝝈𝑨𝑹𝑶𝑨𝒊,𝒕
is the cross-sectional sample standard deviation of 

abnormal changes in the ROA measure for the sample of n firms. When the sample is assumed to be 

drawn randomly from a normal distribution, then the test statistic follows a Student’s t-distribution under 

the null hypothesis with n - 1 degrees of freedom. This issue of normality was elaborated upon in the 

previous Section 5.1, and the assumption of normality for t formulas is considered robust and therefore 

insensitive for minor violations (Cortinhas et al., 2012). Furthermore, the CLT ensures that if the 

measures of abnormal changes operating performance in the cross-section of firms are independent and 

identically distributed drawings from a finite variance distribution. Then the distribution of the average 

abnormal change in operating performance converges to normality in the process as the sample size of 

firms increases (Barber et al., 1996; Cortinhas et al., 2012). As our study uses two-tailed test statistics, a 

significant p-value indicates that the null hypothesis of zero mean change in the ROA measure can be 

rejected with α degrees of confidence.13 

5.2.2 Independent Two-Sample t-test 

Testing the hypotheses concerning the equality of means in the change of abnormal operating 

performance for two distinct groups (i.e. Hypothesis 2a-2b and Hypothesis 3a-3b), we employ an 

independent two sample t-test, as seen below in Equation 8.14  

 

13 While the hypotheses in this study are directional, we employ two-tailed test statistics as recommended by Corthinas et al. 

(2012). This is considered a more conservative approach as the p-value is split between two-tails, which results in lower 

power. However, by using two-tailed tests we are able to account for the possibility of counter-intuitive results. Meaning that 

the group that was hypothesized to outperform the other actually performed significantly worse than expected compared to 

the other group.    

14 For the hypotheses that contains more than two independent sample groups we instead employ a One-way ANOVA that 

will be elaborated upon in the next Sub-section 5.2.3. 
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t =
ΔAROA𝑥,𝑡
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅̅  −  ΔAROAz,t

̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅̅

√
𝜎ΔAROAx,t

2

√𝑛𝑥

+
𝜎ΔAROAz,t

2

√𝑛𝑧

 

(8) 

Where is 𝚫𝐀𝐑𝐎𝐀𝒙,𝒕
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅ is the sample average and 𝝈𝚫𝐀𝐑𝐎𝐀𝐱,𝐭

𝟐  is the cross-sectional sample standard deviation 

of abnormal changes in ROA for group x at period t with sample of 𝒏𝒙  firms. Similarly for the 

comparison group z at period t,  𝚫𝐀𝐑𝐎𝐀𝐳,𝐭
̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅̅ ̅ is the sample average and 𝝈𝚫𝐀𝐑𝐎𝐀𝐳,𝐭

𝟐  is the cross-sectional 

sample standard deviation of abnormal changes in ROA for the sample of 𝒏𝒛 number of firms. The test 

assumes that samples are drawn from normally distributed populations for the phenomenon being 

measured and that the samples are independent, meaning they are not related in any way (Cortinhas et 

al, 2012).  

A statistically significant result for a particular test where e.g. α =0.05 indicates that the null hypothesis 

of both groups means being equal can be rejected, and there is a significant difference of means within a 

95% confidence interval. However, lest not forget that there is also 5% of committing a Type I error 

(rejecting a true null hypothesis). By virtue of this type of test, the error rate compounds when the same 

test is applied for sample groups containing more than two distinct sub-groups, which in turn may lead 

to spurious results (Cortinhas et al, 2012). Hence, we must only utilize this test for hypotheses with two 

distinct groups e.g. focus-increasing or non-focus-increasing spinoffs. Thankfully, a similar procedure 

exists for testing multiple groups differences in means simultaneously which combats the aforementioned 

issue of compounding error rate for hypotheses such as dual directorship with three distinct groups. The 

test is known as a One-Way Analysis of Variance (ANOVA) and will be elaborated upon in the next sub-

section 4.3.4. 

5.2.3 One-Way ANOVA 

In pursuit of testing the hypotheses concerning the equality of means in the change of performance for 

multiple distinct groups (i.e. Hypothesis 4a-4d), we instead employ a One-Way ANOVA in favour of 

an Independent Two-Sample t-test. As mentioned earlier in the previous sub-section, by utilizing the 

ANOVA procedure we are able to combat the issue of a compounding error rate from testing multiple 

groups. The null hypothesis of One-Way ANOVA states that the population mean change in ROA for all 
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groups are equal. On account of how the alternative hypothesis is stated, it only takes one of the 

populations means to be significantly different for the null hypothesis to be rejected (Cortinhas et al, 

2012). The One-Way ANOVA is able to effectively test the hypothesis by partitioning the total variance 

of the sample data’s abnormal change in operating performance into two types of variances: 

(1) The first is the sum of squares column (SSC), or overall variance in operating 

performance.  

(2) The second part is the sum of squares error (SSE), that is the portion of unexplained 

variance in the operating performance within the groups due to individual 

differences.  

 

The calculations, as adopted from Cortinhas et al. (2012), for the One-Way ANOVA is displayed below 

in Equation (9): 

∑ ∑(𝑥𝑖𝑗  −  �̅�)2 =

𝐶

𝑗=1

∑ 𝑛𝑗(�̅�𝑗  −  �̅�)2 + ∑ ∑(𝑥𝑖𝑗  −  �̅�𝑗)2

𝐶

𝑗=1

𝑛𝑗

𝑖=1

𝐶

𝑗=1

𝑛𝑗

𝑖=1

 

Where we let: 

i = individual member of a given sub-group 

j = sub-group level 

C = number of sub-groups 

𝑛𝑗= number of observations of a given sub-group 

�̅�= grand mean of ΔAROA 

�̅�𝑗 = mean of ΔAROA for a group or level 

𝑥𝑖𝑗= individual ΔAROA value 

(9) 

Put simply, the one-way ANOVA test procedure compares the relative sizes of mean operating 

performance variations and the error variation within the different groups attributed to individual 

differences. A significant test result suggests that the treatment variation is relatively larger than the error 

variation, which implies that the mean changes in operating performance are significantly different 

between the groups. 
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5.3 NON-PARAMETRIC TEST 

This section offers a detailed presentation of the three different non-parametric tests used as robustness 

check of the parametric tests described in the previous section. Sub-section 5.3.1 presents the Wilcoxon 

signed-rank test used for testing the median change in operating performance. Sub-section 5.3.2 presents 

the Mann-Whitney U test and sub-section 5.3.3 outlines the Kruskal-Wallis test used to test the 

hypotheses of equality of medians for two and more than two distinct sub-samples, respectively.  

5.3.1 Wilcoxon Signed-Rank test 

As mentioned previously in section 4.3, the Wilcoxon Signed-Rank test is a non-parametric test which 

has more lenient assumptions than that of its parametric equivalents. We therefore conduct the Wilcoxon-

Signed-Rank test as a robustness check for our parametric test results. The procedure tests the null 

hypothesis that the distribution of a group’s median change in operating performance is equal to zero. 

The procedure is therefore able to test whether two distributions change in operating performance are 

equal. To conduct the test, we rank the absolute differences in changes in operating performance for 

paired observations between two periods, and any tied values are assigned the average rank (Black and 

Cortinhas, 2012). The applied test statistic is seen below in Equation (10): 

𝑇𝑜𝑏𝑠 = ∑ 𝑟𝑗

𝑛

𝑖=1

= (𝑆𝑢𝑚 𝑜𝑓 𝑟𝑎𝑛𝑘𝑠 𝑓𝑜𝑟 𝑝𝑜𝑠𝑖𝑡𝑖𝑣𝑒 𝑠𝑖𝑔𝑛𝑠)  −  (𝑠𝑢𝑚 𝑜𝑓 𝑟𝑎𝑛𝑘𝑠 𝑓𝑜𝑟 𝑛𝑒𝑔𝑎𝑡𝑖𝑣𝑒 𝑠𝑖𝑔𝑛𝑠) 

(10) 

For sample sizes with n ≥ 15, then T statistic is approximately normally distributed, and a z score can be 

used as the test statistic. A significant test result indicates that the median value is significantly different 

from what was hypothesised, which for the purposes of this paper is either zero or the groups being 

compared. 

5.3.2 Mann-Whitney U test 

The Mann-Whitney U test is a non-parametric alternative to the Independent two-sample t-test, and it is 

appropriate to apply when the assumption of normality is violated (Black and Cortinhas, 2012). The 

Mann-Whitney U test is conducted to test the null hypothesis of equality of medians, rather than equality 

of means like its parametric counterpart. The main benefit is that test only requires two assumptions to 

be made, which is that the samples are independent, and that the level of data is at least ordinal. 
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There are two different alterations of the Mann-Whitney U test, one for small sample sizes when both 

groups are smaller than ten (n < 10) and the other variant for larger sample sizes when either group is 

larger than ten (n< 10) (ibid.).  For this study we will only conduct the large sample Mann-Whitney U 

test as we do not have any groups with sample sizes (n<10) with less than ten observations. When 

applying the test for large sample sizes, then the value of U is considered approximately normally 

distributed (Ibid). We let 𝒏𝟏  represent the sample size of one group and 𝒏𝟐  the other group being 

compared, the decision of which is arbitrary. Employing an average expected U-value (𝝁𝑼) for groups 

where n<10 and a standard deviation of U’s (𝝈𝑼) allows us to compute a z-score for the U-value. The 

formula for the Mann-Whitney U test and calculation for the probability of the yielded z-score is seen 

below in Equation (11): 

𝜇𝑈 =
𝑛1 ∗  𝑛2

2
, 𝑎𝑛𝑑 𝜎𝑈 = √

𝑛1 ∗ 𝑛2(𝑛1 + 𝑛2 + 1)

12
, 𝑎𝑛𝑑  𝑧 =

𝑈 − 𝜇𝑈

𝜎𝑈
 

(11) 

After having applied the formula and calculated a z-score we can then make the decision on whether to 

reject the null hypothesis of equality in medians for the two groups for a given probability of z.  

5.3.3 Kruskal-Wallis test  

When testing a hypothesis that has more than two groups with a non-parametric procedure, we must use 

the Kruskal-Wallis test instead of the Mann-Whitney U test (Cortinhas et al., 2012). The reasoning for 

this is quite similar to the case discussed earlier for when using ANOVA in the parametric procedures 

with multiple groups. The Kruskal-Wallis test is in some respect like the ANOVA test, but with 

considerably more merciful assumptions which are specifically that c number of groups are independent, 

and all individuals within the groups are randomly selected. It is also important to note that the Kruskal-

Wallis test analyses the ranks of the data and is therefore also dissimilar in that regard to the One-way 

ANOVA which instead analyses the raw data.The null hypothesis being tested is that c populations are 

identical. To compute the Kruskal-Wallis K statistics we begin by ranking the data with all groups 

bundled together, as if they were from only one group. We then assign the smallest value the value of 

one, and so forth, and for the tied values we assign the average rank among them. (Cortinhas et al., 2012). 

We use Equation (12) below for the computation of the Kruskal-Wallis K statistic: 
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𝐾 =
12

𝑛(𝑛 + 1)
(∑

𝑇𝑗
2

𝑛𝑗

𝑐

𝑗=1

) − 3(𝑛 + 1) 

Where we let: 

C = number of groups 

n = total number of members 

𝑇𝑗 = total of ranks in a group 

𝑛𝑗  = number of items in a group 

𝐾 ≈ 𝜒2, 𝑤𝑖𝑡ℎ 𝑑𝑓 = 𝑐 − 1 

(12) 

As expressed in the Equation (12), the test’s K value is approximately chi-square distributed and have 

c - 1 degrees of freedom on the condition that 𝒏𝒋 is not represented by less than 5 observations for any 

group (Cortinhas et al., 2012). A statistically significant test result implies that at least one of the c 

populations is different from the other groups. 
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6 EMPIRICAL RESULTS 

This section presents the empirical results from our hypotheses tests using parametric procedures. 

Following the structure outlined in Section 2, Section 6.1 first presents results of the two hypotheses 

related to the agency theory and the improvements in operating performance of the generic spinoff 

transaction. This is followed by a presentation of the results from the hypotheses related to corporate 

focus, correction-of-a-mistake and dual directorship in Section 6.2, 6.3, and 6.4, respectively. Each 

section is in turn structured as follows: first, the hypotheses and the procedures used to test these are 

introduced. Then, parent-level and child-level results are presented in subsequent order, followed by the 

results from the aggregate parent-child portfolio level. Explicit conclusions are provided at the end of 

each hypothesis, where we also comment on whether similar results were found from the non-parametric 

robustness check.15 Finally, a condensed summary of the results is presented Section 6.1.  

6.1 AGENCY THEORY 

Hypothesis 1a-1b dealt with the general post-spinoff operating performance of parents and child firms, 

respectively. Together they predict that the average operating performance of both parent and child firms 

improves after spinoff, implying an expected positive average change across the parent-child portfolio. 

Hypothesis 1a-1b are tested using two-tailed t-tests of average changes in the unadjusted and three 

adjusted measures of ROA for parent and child firms, respectively. We examine parents and child firms 

separately by measuring the performance change from the fiscal year containing the spinoff completion 

date to the following fiscal year (year T0 to year T+I) and for the second year following the spinoff event 

(year T+1 to T+2). 

As mentioned in Section 4.1.1, we also examine the changes in operating performance of the parent and 

child as a combined entity with the purpose of determining whether the average spinoff transaction 

generated an aggregated efficiency gain to the shareholders. We examine parents and child firms as a 

 

15 A summary of the results of all hypotheses is offered in Appendix 11.3, where both parametric and non-parametric 

robustness results are tabulated next to each other to enable an easier comparison. The exclusion of results from the non-

parametric tests used for testing of robustness from the main body, is based on our conviction that inclusion of these results 

would cause more confusion and cluttering, than it would be able to deliver in clarity.   
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combined portfolio by measuring the performance change from year T–1 to year T+1, with the spinoff-

event year defined as year T0. This period is of particular interest as it allows one to examine directly the 

changes in operating performance of the pre-spinoff asset base from a one-year pre-divestiture to a one-

year post-divestiture period. The pre-spinoff portfolio ROA is measured directly as the ratio of the parent 

firm’s operating income to total assets in year T–1. Meanwhile, the post-spinoff portfolio ROA measure 

is computed by adding the operating income of the parent and subsidiary units in the fiscal year following 

the spinoff-event year and dividing the sum by the combined parent and subsidiary asset value at the 

beginning of the fiscal year. Table 12 summarises the average changes in ROA for parent and child 

firms, both separately and as a combined portfolio.  

Table 12: Parent, child, and parent-child portfolio level results: Hypothesis 1a-1b 

  Mean changes over time 

  ROA Measure  T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

 

Parent-Child Portfolio 

N=102 

Unadjusted 
0.0225* 0.0180 0.0045 -0.0030 

[0.014] [0.014] [0.009] [0.006] 

Industry-adjusted 
0.0200 0.0075 0.0125 0.0205 

[0.022] [0.020] [0.018] [0.020] 

Size-adjusted 
-0.0575 -0.0710 0.0135 -0.0095 

[0.058] [0.058] [0.011] [0.008] 

Country-adjusted 
0.0435 -0.0095 0.0525 0.0900 

[0.053] [0.036] [0.037] [0.124] 

 

Parent 

N=102 

Unadjusted 
  0.0010 -0.0065 
  [0.012] [0.015] 

Industry-adjusted 
  0.0015 0.0170 
  [0.022] [0.025] 

Size-adjusted 
  0.0025 -0.0130 
  [0.016] [0.017] 

Country-adjusted 
  0.0495 0.0865 
  [0.037] [0.124] 

 

Child 

N = 102 

Unadjusted 
  -0.0405* -0.0035 
  [0.021] [0.024] 

Industry-adjusted 
  0.0105 -0.0065 
  [0.033] [0.033] 

Size-adjusted 
  0.0145 0.0555 
  [0.032] [0.051] 

Country-adjusted 
  0.0000 0.0060 
  [0.032] [0.033] 

Note: The mean change in operating performance are reported without brackets, with significance level from a two-tailed Student t-test against 

a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in [brackets]. An 

insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words the mean value was 

not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: The table depicts average changes in unadjusted and three adjusted measures of ROA for parent and child firms separately 

over the first two years after the spinoff and as a combined portfolio over the one year prior to the spinoff transaction completion and two years 

after the spinoff.  
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6.1.1 Hypothesis 1a 

For parent firms, the average changes in unadjusted, industry, size and country-adjusted ROA in the first 

year following the spinoff are positive but insignificant. The average changes in parent firm performance 

across the four measures of ROA in the second year following the spinoff is less homogenous and again 

insignificant. Hence, we are not able to reject the null hypothesis that the average change in parent-firm 

operating performance in the post-spinoff period is different from zero, indicating that the average spinoff 

transaction does not lead to improved operating efficiency and productivity of the assets of the continuing 

parent firm.  

Conclusions regarding Hypothesis 1a 

Accordingly, Hypothesis 1a, predicting that parent firm operating performance improves after spinoff, 

is not supported. This was also true when robustness testing via a non-parametric method, regardless of 

the ROA measure or time period employed. 

6.1.2 Hypothesis 1b 

For child firms, the average unadjusted ROA declined by –4.05% in the first year following the spinoff 

(significant at the 10% level), whereas the industry, size, and country-adjusted ROA changes were 

positive or equal to zero, but insignificant, over the same period. The average unadjusted ROA change 

for child firms in the second year following the spinoff was negative, albeit insignificant, indicating that 

it is not reversed in the second year after the spinoff. Together, the results suggest that, on average, the 

performance of spun-off child firms did not improve in the post-spinoff period.    

Conclusion regarding Hypothesis 1b 

Hence, Hypothesis 1b, suggesting that child firms are associated with improvements in operating 

performance post spinoff, is not supported. Instead, we find weak evidence of deterioration in operating 

efficiency after the transaction. Analogously, insignificant results were also found after testing for 

robustness with the non-parametric Wilcoxon-Signed rank test.  

6.1.3 Aggregated change across the parent-child portfolio 

For parent-child portfolios, the average change in unadjusted ROA from year T–1 to T+1 is +2.25% 

(significant at the 10% level). Meanwhile, none of the adjusted measures of ROA change around the 
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spinoff year are significant. We check the persistence of ROA changes by examining the ROA change 

in the second year following the spinoff event. The unadjusted and the industry, size, and performance-

adjusted ROA changes in this year are – 0.3%, +2.05%, +0.95%. and +9.0% respectively. None are 

significant, indicating that ROA changes surrounding the spinoff distribution are not reversed in the 

second year following the spinoff. While we on the portfolio level concentrate on the ROA change from 

year a pre-to-post spinoff period, we also examine performance changes from year T–1 to year T0 and 

from year T0 to T+1 to isolate more precisely the timing of such changes. Our results show that neither 

the unadjusted nor any of the adjusted measures of the ROA change are significant in these periods.  

Conclusions regarding the aggregate change across the parent-child portfolio 

In sum, these results provide significant albeit weak evidence of improvement in the aggregate operating 

performance of the average parent-child portfolio using unadjusted ROA from the fiscal year preceding 

to the fiscal year following the spinoff completion. From the perspective of a shareholder, these results 

suggest that the average spinoff transaction was able to generate an overall improved asset productivity, 

despite accounting for the significant deterioration of the child firm during its first year of independence 

(T0 to T+1). However, ROA changes are smaller in magnitude and insignificant in each of the two years 

following the spinoff event, making us unable to reject the null hypothesis that the average change in 

post-spinoff portfolio-level operating performance is statistically different from zero. Similar results 

were found from the robustness check, with the distinction that the significant (at the 10% level) positive 

gains seen in T-1 to T+1 were from the median Size-adjusted and Country-adjusted ROA. 

6.2 FOCUS- AND NON-FOCUS-INCREASING SPINOFFS 

Hypothesis 2a-2b contrasted the post-spinoff operating performance of non-focus increasing and focus 

increasing spinoffs. We define an increase in corporate focus as occurring when spun-off child firm 

operates in a different two-digit GICS code from the core line of business for the parent firm. Hypothesis 

2a stated that improvements in parent post-spinoff operating performance will be larger for focus-

increasing spinoffs than for non-focus-increasing spinoffs. In contrast, Hypothesis 2b suggested that 

improvements in child firm post-spinoff operating performance will be larger for non-focus-increasing 

spinoffs than for focus-increasing spinoffs.  
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To test Hypothesis 2a-2b, we first measure the average changes in the unadjusted and three adjusted 

measures of ROA for the non-focus-increasing and focus-increasing sub-samples for parent and child 

firms respectively. These are once again tested using two-tailed t-tests. Two-sample independent t-tests 

are then used to examine the differences in performance between the two sub-samples for both parent 

and child firms. The results from the two tests are summarized in Table 13 and 14 for parent and child 

firms, respectively. We also perform the two tests on the parent-child portfolio level to contrast the 

aggregate change in operating performance of focus-increasing transactions with that of non-focus-

increasing spinoff transactions with the purpose of determining which type of spinoff generates the 

largest aggregate efficiency gain to shareholders. The portfolio-level results are summarized in Table 

15. 
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6.2.1 Hypothesis 2a 

Table 13: Parent-level results: Corporate focus hypothesis (Hypothesis 2a) 

Panel A: Mean changes over time ROA Measure T0 to T+1 T+1 to T+2 

Non-focus increasing 

 

N = 57 

Unadjusted 
-0.0050 -0.0250 

[0.012] [0.038] 

Industry-adjusted 
-0.0290 0.0260 

[0.058] [0.061] 

Size-adjusted 
-0.0110 -0.0500 

[0.042] [0.039] 

Country-adjusted 
0.0050 0.0250 

[0.019] [0.059] 

Focus-increasing 

 

N = 45 

Unadjusted 
0.0040 0.0010 

[0.016] [0.014] 

Industry-adjusted 
0.0140 0.0130 

[0.020] [0.025] 

Size-adjusted 
0.0080 0.0020 

[0.015] [0.017] 

Country-adjusted 
0.0680 0.1120 

[0.052] [0.175] 

Panel B: Difference in mean changes ROA Measure T0 to T+1 T+1 to T+2 

Difference 

(Non-focus-increasing – Focus-increasing) 

Unadjusted 
-0.0090 -0.0250 

[0.026] [0.033] 

Industry-adjusted 
-0.0430 0.0130 

[0.048] [0.055] 

Size-adjusted 
-0.0180 -0.0510 

[0.036] [0.036] 

Country-adjusted 
-0.0630 -0.0860 

[0.081] [0.274] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from 

a two-tailed Student t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors 

from corresponding t-test reported below in [brackets]. For differences in means between the groups a two-tailed Two-

sample Independent t-test was applied using the same notation for significance levels. An insignificant result (without 

stars) implies that there was no noticeable change in operating performance, in other words the mean value was not 

statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for non-focus-increasing and focus-

increasing parent firms, respectively. Panel B reports the differences in the means between the two sub-samples tested 

using independent two-sample t-test.  

 

Panel A in Table 13 presents parent-level results of average changes in ROA of non-focus- and focus-

increasing spinoffs. For the 57 parent firms representing the non-focus-increasing spinoffs, we document 

both positive and negative changes across the four measures of ROA over the two intervals examined 

here (year T0 to T+1 and year T+1 to T+2). Yet, none are significant.  

For the 45 parent firms representing the focus-increasing spinoffs, we document consistent yet 

insignificant positive changes across all measures of ROA in each of the two years following the spinoff 
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event. Hence, we fail to reject the null hypothesis that the post-spinoff operating performance is 

statistically different from zero for both sub-samples of parent firms.  

Panel B in the same table presents the results from the two-sample independent two-tailed t-test used to 

contrast the changes in performance between non-focus-increasing and focus-increasing parent-child 

portfolios. The test failed to reject the equality of average changes between the two sub-samples of parent 

firms.   

Conclusions regarding Hypothesis 2a 

Together, these results show that the change in operating performance of focus-increasing parent firms 

is not statistically different from that of non-focus increasing parent firms. Accordingly, we fail to find 

evidence in support of Hypothesis 2a. After testing for robustness using non-parametric methods, we 

arrived at similar, inconclusive test results.  
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6.2.2 Hypothesis 2b 

Table 14: Child-level results: Corporate focus hypothesis (Hypothesis 2b) 

Panel A: Mean changes over time ROA Measure T0 to T+1 T+1 to T+2 

Non-focus increasing 

 

N = 57 

Unadjusted 
-0.0240 0.0820 

[0.036] [0.059] 

Industry-adjusted 
0.0880 0.1340* 

[0.064] [0.071] 

Size-adjusted 
0.1250** 0.2200 

[0.059] [0.155] 

Country-adjusted 
0.0290 0.1170 

[0.052] [0.080] 

Focus-increasing 

 

N = 45 

Unadjusted 
-0.0480* -0.0390* 

[0.026] [0.022] 

Industry-adjusted 
-0.0210 -0.0650* 

[0.033] [0.033] 

Size-adjusted 
-0.0320 -0.0130 

[0.032] [0.032] 

Country-adjusted 
-0.0120 -0.0410 

[0.032] [0.032] 

Panel B: Difference in mean changes ROA Measure T0 to T+1 T+1 to T+2 

Difference 

(Non-focus-increasing – Focus-increasing) 

Unadjusted 
0.0240 0.1200** 

[0.047] [0.051] 

Industry-adjusted 
0.1100 0.1980*** 

[0.071] [0.069] 

Size-adjusted 
0.1570** 0.2340** 

[0.068] [0.111] 

Country-adjusted 
0.0410 0.1580** 

[0.070] [0.072] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from 

a two-tailed Student t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors 

from corresponding t-test reported below in [brackets]. For differences in means between the groups a two-tailed Two-

sample Independent t-test was applied using the same notation for significance levels. An insignificant result (without 

stars) implies that there was no noticeable change in operating performance, in other words the mean value was not 

statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for non-focus-increasing and focus-

increasing child firms, respectively. Panel B reports the differences in the means between the two sub-samples tested 

using independent two-sample t-test.  

 

Panel A in Table 14 presents child-level results of average changes in ROA of non-focus- and focus-

increasing spinoffs. For the 57 non-focus-increasing child firms, the average change in ROA from year 

T0 to T+1 was –2.4%, yet insignificant. In contrast, positive changes were recorded across each of the 

three adjusted measures of ROA over the same period, of which the +12.5% gain in the size-adjusted 

ROA measure was significant at the 5% level. Positive average changes larger in magnitude were 

documented across all measures of ROA in the second year following the spinoff, including an average 



Empirical Results 

Page 69 of 122 

 

gain of +13.40% in the industry-adjusted ROA significant at the 10% level. These results provide 

evidence of improvement in the post-spinoff operating performance of non-focus-increasing child firms.   

For the 45 focus-increasing child firms, the average unadjusted change in ROA from year T0 to T+1 was 

–4.8% (significant at the 10% level). The three adjusted measures of average ROA changes were also 

negative, albeit insignificant. The unadjusted ROA declined by another –3.9% from year T+1 to T+2 and 

the industry-adjusted ROA changed by –6.5% (both changes were significant at the 10% level). These 

results provide evidence of deterioration in the post-spinoff operating performance of focus-increasing 

child firms.   

Presented in Panel B in the same Table 14, the results from a two-sample independent two-tailed t-test 

failed to reject the equality of average changes for non-focus-increasing and focus-increasing child firms 

at the 10% level for unadjusted, industry, and country-adjusted changes in ROA from year T0 to T+1. 

Recording a difference of +15.70%, the test rejects the equality of the average at the 5% level for size-

adjusted change in ROA for the same year. Thus, implying that the average child firm that is not focus-

increasing experiences a substantially larger improvement in operating performance in the first year after 

the spinoff, after adjusting for size and industry. Larger and more significant differences in the average 

change in ROA between the two sub-samples of child firms are recorded in the second year (year T+1 to 

T+2). The change in unadjusted, industry, size and country-adjusted ROA is +12.0%, +19.8%, +23.4%, 

and +15.8% larger for the non-focusing increasing child firms than for the focus-increasing sub-sample 

(significant at the 5%, 1%, 5% and 5% level respectively).  

Conclusions regarding Hypothesis 2b 

Together, the results from the two tests provide strong evidence of larger improvements in post-spinoff 

operating performance of non-focus-increasing child firms than focus-increasing child firms. Hence, 

Hypothesis 2b is supported. We find similar, but slightly weaker, support for this hypothesis when 

robustness checking via non-parametric tests. More precisely, akin to the parametric test in the first year, 

only the change size-adjusted ROA was significantly different (at a 10% level) between the two groups 

median using non-parametric tests. Whereas, in the second year both unadjusted and country-adjusted 

ROA differences in medians were found significant (at a 10% level). 
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6.2.3 Aggregate change across the parent-child portfolio  

Table 15: Portfolio-level results: Corporate focus hypothesis 

Panel A: Mean changes over time ROA Measure T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

  

Non-focus-increasing 

 

N=57 

Unadjusted 
0.0140       0.0090       0.0050       0.0120       

[0.013]       [0.012]       [0.011]       [0.011]       

Industry-adjusted 
0.0110       0.0100       0.0010       0.0630       

[0.033]       [0.037]       [0.036]       [0.043]       

Size-adjusted 
-0.1300       -0.1480       0.0190       -0.0130       

[0.134]       [0.136]       [0.018]       [0.020]       

Country-adjusted 
0.0400**   0.0240       0.0150       0.0610       

[0.017]       [0.018]       [0.019]       [0.049]       

  

Focus-increasing 

 

N=45 

Unadjusted 
0.0260       0.0220       0.0040       -0.0090       

[0.018]       [0.019]       [0.012]       [0.007]       

Industry-adjusted 
0.0240       0.0060       0.0180       0.0030       

[0.027]       [0.025]       [0.021]       [0.021]       

Size-adjusted 
-0.0280       -0.0380       0.0110       -0.0070       

[0.060]       [0.060]       [0.014]       [0.009]       

Country-adjusted 
0.0450       -0.0230       0.0680       0.1020       

[0.075]       [0.051]       [0.052]       [0.174]       

Panel B: Differences in mean changes ROA Measure T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

Difference 
(Non-focus-increasing – Focus-increasing) 

Unadjusted 
-0.0120       -0.0130       0.0010       0.0210*     

[0.030]       [0.030]       [0.019]       [0.012]       

Industry-adjusted 
-0.0130       0.0040       -0.0170       0.0590       

[0.047]       [0.045]       [0.039]       [0.043]       

Size-adjusted 
-0.1020       -0.1100       0.0080       -0.0050       

[0.126]       [0.128]       [0.024]       [0.018]       

Country-adjusted 
-0.0050       0.0470       -0.0520       -0.0410       

[0.117]       [0.080]       [0.081]       [0.273]       

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level 

from a two-tailed Student t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard 

errors from corresponding t-test reported below in [brackets]. For differences in means between the groups a two-

tailed Two-sample Independent t-test was applied using the same notation for significance levels. An insignificant 

result (without stars) implies that there was no noticeable change in operating performance, in other words the mean 

value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for non-focus-increasing and 

focus-increasing parent-child portfolios, respectively. Panel B reports the differences in the means between the two 

sub-samples tested using independent two-sample t-test. 

 

Panel A in Table 15 presents portfolio-level results of average changes in ROA of non-focus- and focus-

increasing spinoffs. The 57 non-focus increasing parent-child portfolios recorded positive average 

changes in unadjusted, industry, and country-adjusted ROA from year T–1 to T+1 (the change in country-

adjusted ROA being significant at the 5% level). Positive changes are documented across all four 

measures of ROA in each of the two years following the year of the spinoff event. However, none are 



Empirical Results 

Page 71 of 122 

 

significant. Hence, these results provide evidence of improvements in operating performance of non-

focus-increasing parent-child portfolios from the pre-spinoff to the post-spinoff period. However, we fail 

to reject the null hypothesis that the average change in operating performance of the sub-sample is 

statistically different from zero in the post-spinoff period.  

For the 45 focus-increasing parent-child portfolios, we document positive changes in the unadjusted, 

industry, and country adjusted ROA and a negative change in the size-adjusted ROA around the spinoff 

event year (year T–1 to year T+1). Neither the raw nor any of the adjusted measures of ROA change over 

this time period are significant at the 10% level for focus-increasing parent-child portfolios. Consistently 

positive yet insignificant changes are recorded across all ROA measures in the first year of the post-

spinoff period, that is year T0 to T+1. Less consistent and again insignificant results are presented in the 

second year following the spinoff event. Hence, we fail to reject the null hypothesis that the average 

change in operating performance of focus-increasing parent-child portfolios are statistically different 

from zero going both from a pre-spinoff to post-spinoff period and in the two years after the spinoff.   

Presented in panel B in Table 15, a two-sample independent one-tailed t-test failed to provide any 

statistically significant differences between the sub-samples for each of the time periods measures here, 

regardless of the ROA measure employed.  

Conclusions regarding the aggregate change across the parent-child portfolio 

In sum, these results suggest that on average, focus-increasing parent-child portfolios do not experience 

different changes in operating performance than do non-focus-increasing parent-child portfolios. 

Likewise, when testing for robustness using non-parametric methods, we derive insignificant results.  

6.3 CORRECTION-OF-MISTAKE HYPOTHESIS 

Hypothesis 3a-3b dealt with the performance effects of the origin of the spun-off child firm. Hypothesis 

3a predicted that spinoffs of past acquisitions will generate larger improvements in parent-firm operating 

performance than spinoffs of internally developed subsidiaries. In contrast, Hypothesis 3b suggested 

that internally developed child firms will show larger improvements in post-spinoff operating 

performance than previously acquired child firms.  
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To test Hypothesis 3a-3b, we first measure the average changes in the unadjusted and three adjusted 

measures of ROA for internally developed or formerly acquired spinoff sub-samples for parent and child 

firms respectively, once again tested using two-tailed t-tests. The sub-samples are then contrasted using 

two-sample independent t-tests. The results from the two tests are summarized in Table 16 and 17 for 

parent and child firms, respectively. We also perform the two tests on the parent-child portfolio level, 

summarized in Table 18.  

6.3.1 Hypothesis 3a 

Table 16: Parent-level results: Correction-of-a-mistake hypothesis (Hypothesis 3a) 

Panel A: Mean changes over time ROA Measure T0 to T+1 T+1 to T+2 

Past acquisitions 

N=26 

Unadjusted 
-0.0070 -0.0410 

[0.012] [0.043] 

Industry-adjusted 
-0.0690 -0.0130 

[0.061] [0.049] 

Size-adjusted 
-0.0210 -0.0590 

[0.049] [0.042] 

Country-adjusted 
0.0300 0.0050 

[0.047] [0.073] 

Internally developed 

N=76 

Unadjusted 
0.0040 0.0050 

[0.015] [0.014] 

Industry-adjusted 
0.0260 0.0270 

[0.021] [0.029] 

Size-adjusted 
0.0110 0.0030 

[0.014] [0.017] 

Country-adjusted 
0.0560 0.1150 

[0.047] [0.165] 

Panel B: Difference in mean changes ROA Measure T0 to T+1 T+1 to T+2 

Difference 
(Past acquisition – Internally developed) 

Unadjusted 
-0.0109 -0.0459* 

[0.027] [0.034] 

Industry-adjusted 
-0.0947** -0.0397 

[0.050] [0.057] 

Size-adjusted 
-0.0307 -0.0611* 

[0.037] [0.037] 

Country-adjusted 
-0.0260 -0.1102 

[0.085] [0.286] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed 

Student t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test 

reported below in [brackets]. For differences in means between the groups a two-tailed Two-sample Independent t-test was applied 

using the same notation for significance levels. An insignificant result (without stars) implies that there was no noticeable change in 

operating performance, in other words the mean value was not statistically different from zero. The computations were conducted 

using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for formerly acquired and internally developed 

parent firms, respectively. Panel B reports the differences in the means between the two sub-samples tested using independent two-

sample t-test. 
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Panel A in Table 16 presents parent-level results of average changes in ROA of parents that have spun-

off formerly acquired and internally developed subsidiaries, respectively. For the 26 parent firms that 

had spun-off past acquisitions, we document no significant change in any of the years measured here, 

regardless of the ROA measure employed.  

Similarly, we do not document any significant changes in ROA for the 76 parent firms that had spun-off 

internally developed subsidiaries. Hence, we fail to reject the null hypothesis that the post-spinoff 

operating performance is statistically different from zero for both sub-samples of parent firms.  

 

Presented in Panel B in the same Table 16, the result from a two-sample independent two-tailed t-test 

show that parent firms that had spun off internally developed subsidiaries experienced on average 9.47% 

larger improvements in industry-adjusted ROA than parent firms that had spun off past acquisitions in 

the first year following spinoff (significant at the 5% level). In the second year following spinoff, similar 

differences were documented in the unadjusted and size-adjusted ROA measures (significant at the 10% 

level). 

Conclusion about Hypothesis 3a 

Together, the results from the two tests provide evidence of larger improvements in post-spinoff 

operating performance of parent firms that spin off internally developed subsidiaries than parent firms 

that spin off past acquisitions. Hence, Hypothesis 3a is not supported. When testing for robustness 

afterwards with non-parametric methods, none of the tests displayed any significant result. Yet, similar 

central tendencies were seen as the median values shared similar signs akin to the mean values. 
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6.3.2 Hypothesis 3b 

 

Table 17: Child-level results: Correction-of-a-mistake hypothesis (Hypothesis 3b) 

Panel A: Mean changes over time ROA Measure T0 to T+1 T+1 to T+2 

Past acquisitions 

N=26 

Unadjusted 
-0.0740** -0.0100 

[0.027] [0.024] 

Industry-adjusted 
0.0680 -0.0710 

[0.061] [0.064] 

Size-adjusted 
0.0290 0.1670 

[0.027] [0.167] 

Country-adjusted 
0.0650 -0.0160 

[0.076] [0.083] 

Internally developed 

N=76 

Unadjusted 
-0.0290 -0.0020 

[0.027] [0.031] 

Industry-adjusted 
-0.0090 0.0150 

[0.038] [0.038] 

Size-adjusted 
0.0090 0.0170 

[0.042] [0.039] 

Country-adjusted 
-0.0220 0.0130 

[0.034] [0.035] 

Panel B: Difference in mean changes ROA Measure T0 to T+1 T+1 to T+2 

Difference 
(Past acquisition – Internally developed) 

Unadjusted 
-0.0448 -0.0082 

[0.049] [0.055] 

Industry-adjusted 
0.0772 -0.0862 

[0.075] [0.074] 

Size-adjusted 
0.0196 0.1499 

[0.073] [0.117] 

Country-adjusted 
0.0860 -0.0294 

[0.073] [0.076] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed Student 

t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. For differences in means between the groups a two-tailed Two-sample Independent t-test was applied using the same notation for 

significance levels. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words 

the mean value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for formerly acquired and internally developed child 

firms, respectively. Panel B reports the differences in the means between the two sub-samples tested using independent two-sample t-test. 

 

Panel A in Table 17 presents child-level results of average changes in ROA of internally developed and 

formerly acquired child firms. For the 26 internally developed child firms that had spun-off past 

acquisitions, we document a negative change of –7.40% in unadjusted ROA in the first year following 

spinoff (significant at the 10% level). No other significant changes in ROA were documented.  
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For the 76 formerly acquired child firms, we do not document any significant changes in any of the two 

years following the spinoff, regardless of the ROA measure employed.  

Presented in Panel B in the same Table 17, a two-sample independent two-tailed t-test failed to provide 

any statistically significant differences between the two sub-samples for each of the time periods 

measures here, again regardless of the ROA measure employed.  

Conclusion about Hypothesis 3b 

Together, these results show that the change in operating performance of internally developed child firms 

is not statistically different from that of formerly acquired child firms. Accordingly, Hypothesis 3b is 

not supported. This was also true when testing for robustness with non-parametric methods, as all tests 

were insignificant and no differences in median were found.  
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6.3.3 Aggregate change across the parent-child portfolio  

Table 18: Portfolio-level results: Correction-of-a-mistake hypothesis 

Panel A: Mean changes over time ROA Measure T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

Past acquisitions 
N=26 

Unadjusted 
0.0010 0.0070 -0.0070 -0.0010 

[0.014] [0.017] [0.012] [0.075] 

Industry-adjusted 
0.0050 0.0410 -0.0350 0.0270 

[0.034] [0.038] [0.038] [0.026] 

Size-adjusted 
0.0110 -0.0020 0.0140 -0.0180 

[0.020] [0.026] [0.027] [0.016] 

Country-adjusted 
0.0820 0.0510 0.0300 0.0440 

[0.048] [0.025] [0.049] [0.062] 

Internally developed 
N=76 

Unadjusted 
0.0300* 0.0220 0.0080 -0.0040 

[0.017] [0.017] [0.011] [0.007] 

Industry-adjusted 
0.0250 -0.0040 0.0290 0.0180 

[0.027] [0.024] [0.020] [0.025] 

Size-adjusted 
-0.0810 -0.0950 0.0130 -0.0060 

[0.077] [0.077] [0.012] [0.010] 

Country-adjusted 
0.0300 -0.0300 0.0600 0.1060 

[0.070] [0.048] [0.047] [0.165] 

Panel B: Difference in mean 

changes 
ROA Measure T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

Difference 
(Past acquisition – Internally developed) 

Unadjusted 
-0.0296 -0.0147 -0.0148 0.0028 

[0.031] [0.031] [0.020] [0.013] 

Industry-adjusted 
-0.0192 0.0445 -0.0637 0.0090 

[0.049] [0.046] [0.040] [0.045] 

Size-adjusted 
0.0925 0.0922 0.0003 -0.0125 

[0.130] [0.133] [0.025] [0.019] 

Country-adjusted 
0.0511 0.0810 -0.0299 -0.0616 

[0.122] [0.083] [0.085] [0.285] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed Student t-

test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. For differences in means between the groups a two-tailed Two-sample Independent t-test was applied using the same notation for 

significance levels. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words 

the mean value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A reports mean changes in operating performance over time for formerly acquired and internally developed parent-child 

portfolios, respectively. Panel B reports the differences in the means between the two sub-samples tested using independent two-sample t-test. 

 

Panel A in Table 18 presents portfolio-level results of average changes in ROA of spinoffs of internally 

developed and formerly acquired subsidiaries. For the 26 spinoffs of past acquisitions, no significant 

changes are recorded in any of the ROA measures employed in any of the years measured here. 

For the 76 spinoffs of internally developed subsidiaries, we document a positive change of +3.0% in 

unadjusted from the pre-spinoff to post-spinoff period (significant at the 10% level). No other significant 

changes were obtained.  
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Presented in Panel B in the same Table 18, a two-sample independent two-tailed t-test failed to provide 

any statistically significant differences between spinoffs of internally developed and formerly acquired 

subsidiaries. 

Conclusions regarding the aggregate change across the parent-child portfolio 

To conclude, the parent-child portfolio level results from the two tests indicate that there is no significant 

difference in the aggregate change in operating performance between spinoffs of internally developed 

and formerly acquired subsidiaries. In a similar fashion, all the non-parametric robustness tests were also 

insignificant. 

6.4 DUAL DIRECTORSHIP 

Hypothesis 4a-4d dealt with the operating performance effects of the presence of dual directors, with 

dual directors being defined as board members from the parent firm simultaneously serving the board of 

the child firm. Hypothesis 4a and Hypothesis 4b predicted that improvements in both parent and child 

firm post-spinoff operating performance will be larger for parent and child firms that have one dual 

director than parent and child firms that have no dual director. Hypothesis 4c predicted even larger 

improvements in parent firm post-spinoff operating performance will be recorded for parents that have 

multiple dual directors. In contrast, Hypothesis 4d predicted that having multiple dual directors is 

negatively related to post-spinoff operating performance of child firms. 

To test Hypothesis 4a-4d we first examine the average changes in the unadjusted and three adjusted 

measures of ROA for three sub-samples of parent and child firms respectively, that is parent and child 

firms with (0) no dual directors, (1) one dual director, and (2) multiple dual directors. These changes are 

again tested using two-tailed t-tests and are summarised in Table 19 and 21 for parent and child firms, 

respectively. A One-way ANOVA analysis is then performed to examine the differences between the 

three sub-samples. The results from the ANOVA analysis is presented in Table 20 and 22 for parent and 

child firms, respectively. Again, we also perform the tests on the parent-child portfolio level to contrast 

the aggregate change in operating performance of spinoffs with no, one and multiple dual directors. The 

portfolio-level results from the two-tailed t-tests and ANOVA analysis are presented in Table 23 and 24.  
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6.4.1 Hypothesis 4a and 4c 

Table 19: Parent-level results, changes over time: Dual directorship (Hypothesis 4a & 4c)  

 Mean changes over time 

 ROA Measure T0 to T+1 T+1 to T+2 

No dual director 

N=30 

Unadjusted 
0.0560*** -0.0450 

[0.019] [0.040] 

Industry-adjusted 
-0.0890 -0.0260 

[0.053] [0.043] 

Size-adjusted 
-0.0350 -0.0640 

[0.045] [0.038] 

Country-adjusted 
0.0530** -0.0320 

[0.023] [0.043] 

One dual director 

N=22 

Unadjusted 
-0.0260 0.0590 

[0.036] [0.035] 

Industry-adjusted 
0.0560 0.1520*** 

[0.042] [0.048] 

Size-adjusted 
0.0520 0.0790* 

[0.031] [0.042] 

Country-adjusted 
-0.0750 0.6490 

[0.055] [0.539] 

  

Multiple dual directors 

N=50 

Unadjusted 
-0.0190 -0.0120 

[0.013] [0.010] 

Industry-adjusted 
0.0320 -0.0170 

[0.024] [0.036] 

Size-adjusted 
0.0040 -0.0240* 

[0.013] [0.013] 

Country-adjusted 
0.1020 -0.0900 

[0.069] [0.076] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed Student t-

test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words the mean 

value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: The table reports mean changes in operating performance over time for parent firms with no, one and multiple dual directors, 

respectively.  

 

Table 19 depicts parent-level results of average changes in ROA for parents with no dual directors, one 

dual director and multiple dual directors, respectively. For the 30 parent firms with no dual director, the 

average change in unadjusted ROA in the first year following the spinoff was +5.6% (significant at the 

1% level). A similar change of +5.3% was recorded for the country-adjusted ROA measure in the same 

year (significant at the 5% level). In contrast, the industry and size-adjusted ROA measures recorded 

negative yet insignificant changes over the same period. All four measures of ROA recorded negative 

but insignificant changes in the second year following the spinoff. These results suggest that the operating 

performance of parents with no dual directors improves after spinoff, at least in the first year following 

the spinoff event.  
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For the 22 parent firms with one dual director, no significant changes in ROA were recorded from year 

T0 to T+1. From year T+1 to T+2, positive changes were recorded for all ROA measures, of which the 

changes in the industry and size-adjusted ROA measures of +15.2% and +7.9% were significant at the 1 

and 5% level respectively. These results suggest that parent firms with one dual director are positively 

related with post-spinoff operating performance, at least in the second year following the spinoff event.  

For the 50 parent firms with multiple dual directors, no significant changes in ROA were recorded in the 

first year after the spinoff. In the second year, changes were negative in all measures of the ROA, of 

which the change in the size-adjusted ROA measure of –2.4% was significant at the 10% level. These 

results indicate that the operating performance of parent firms with multiple dual directors did not 

improve, but declined, after spinoff. 

Table 20: Parent-level results, differences between groups: Dual directorship (Hypothesis 4a & 4c) 

Groups represented by: 

(0) = No dual directors 

(1) = One dual director 

(2) = Multiple dual directors 

T0 to T+1  T+1 to T+2  

Group (0) Group (1) Group (0) Group (1) 

Unadjusted   

Group (1) -0.0815**    0.1033**    

Group (2) -0.0752**   0.0063      0.0328       -0.0706      

Industry-adjusted  
Group (1) 0.1446*      0.1793**    

Group (2) 0.1207*     -0.0239   0.0095       -0.1697**  

Size-adjusted 
Group (1) 0.0873        0.1425***  

Group (2) 0.0384       -0.0489     0.0404       -0.1021**  

Country-adjusted  

Group (1) -0.1277        0.6806        

Group (2) 0.0491       0.1768     -0.0590      -0.7396*   

Note: One-way ANOVA comparison of means, differences between column and row group means reported with 

degree of significance indicated by (*) P ≤ 0.1, (**) P ≤ 0.05, (***) P ≤ 0.01. Computations made using Stata 16.2 

SE. 

Summary: The table reports the differences in means between groups, or more explicitly the differences in average 

change in operating performance over time between the parent firms with no, one and multiple dual directors, 

respectively. 

 

A one-way ANOVA comparison of means between the three sub-samples of parent firms is presented in 

Table 20. When comparing the average changes in ROA between parents with one dual director and 

parents with no dual directors, we note a negative difference of –8.15% in the unadjusted ROA from year 

T0 to T+1 (significant at the 5%). After adjusting for industry, we instead record a positive difference of 

+14.46% between the two sub-samples of parent firms in the same year (significant at the 5% level). 

From year T+1 to T+2, the difference in means is positive and large for all measures of ROA (significant 
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for the unadjusted, industry, and size-adjusted ROA measure at the 10%, 5% and 1% level). These results 

reveal that parent firms with one dual director substantially outperform those with no dual directors in 

the second year following the spinoff. We therefore find support for Hypothesis 4a.  

When comparing the average change in ROA between parents with multiple dual directors with those 

with no dual directors, we note a negative difference in unadjusted ROA of –7.52% from year T0 to T+1 

(significant at the 10% level). After adjusting for industry, size and country we instead record positive 

differences of +12.07%, +3.8%, and +4.91% between the two sub-samples of parent firms in the same 

year (significant for the industry-adjusted measure at the 10% level). In the second year following the 

spinoff, the difference in means is positive for all ROA measures but the country adjusted ROA. 

However, none are significant at the 10% level. These results fail to provide consistent evidence of 

difference in means between parent firms with multiple dual directors and parent firms with no dual 

directors. 

The comparison of the average change in ROA of parents with multiple dual directors and parents with 

one dual director produces no significant results in any of the ROA measures in the first year following 

the spinoff. In the second year however, the difference in means is negative and large for all measures of 

ROA (significant for the industry, size and country-adjusted ROA measures at the 1%, 5% and 10% 

level), indicating that the performance improvement of parent firms with multiple dual directors is 

significantly smaller than that of parent firms with one dual director. These results contrast with 

Hypothesis 4c’s prediction that parent firms with multiple dual directors outperform parent firms with 

one dual director.  

Conclusions regarding Hypothesis 4a and 4c 

In sum, these results suggest that parent firms with one dual director are positively related with post-

spinoff operating performance, outperforming both parent firms with no dual directors and parent firms 

with multiple dual directors, with parent firms with multiple dual directors being negatively related to 

post-spinoff operating performance. This provides evidence in support of Hypothesis 4a but in contrast 

to Hypothesis 4c. The results fail to provide consistent evidence of difference in means between parent 

firms with multiple dual directors and parent firms with no dual directors. After checking for robustness 

via non-parametric methods, we arrive at a similar conclusion with support for Hypothesis 4a. Moreover, 
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the robustness test also provided inconclusive results for Hypothesis 4c and even though the signs of the 

median and mean values the absolute differences were arbitrarily small. 

6.4.2 Hypothesis 4b and 4d 

Table 21: Child-level results, changes over time: Dual directorship (Hypothesis 4b & 4d) 

 Mean changes over time 
 ROA Measure T0 to T+1 T+1 to T+2 

No dual director 

 

N=30 

Unadjusted 
0.0030 0.0210 

[0.036] [0.030] 

Industry-adjusted 
0.0180 0.0250 

[0.036] [0.034] 

Size-adjusted 
-0.0070 0.2220 

[0.072] [0.146] 

Country-adjusted 
0.0820 0.0060 

[0.053] [0.029] 

One dual director 

 

N=22 

Unadjusted 
-0.0890 -0.0990 

[0.059] [0.065] 

Industry-adjusted 
-0.0800 -0.0680 

[0.085] [0.083] 

Size-adjusted 
-0.0910 -0.0510 

[0.065] [0.040] 

Country-adjusted 
-0.1450* -0.0500 

[0.071] [0.086] 

 

Multiple dual directors 

 

N=50 

Unadjusted 
-0.0450 0.0230 

[0.027] [0.034] 

Industry-adjusted 
0.0460 0.0020 

[0.051] [0.052] 

Size-adjusted 
0.0740* 0.0030 

[0.038] [0.052] 

Country-adjusted 
0.0150 0.0300 

[0.045] [0.054] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed Student 

t-test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words the 

mean value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: The table reports mean changes in operating performance over time for child firms with no, one and multiple dual directors, 

respectively. 

Table 21 presents child-level results of average changes in ROA for child firms with no dual directors, 

one dual director and multiple dual directors, respectively. The 30 child firms with no dual directors 

recorded positive average changes across all ROA measures in each of the two years following the 

spinoff, except in the size-adjusted ROA from year T0 to T+1. However, none of the changes were 

significant at the 10% level. We therefore fail to reject the null hypothesis that the average change in 

post-spinoff operating performance is larger than zero for child firms with no dual directors.  
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Meanwhile, the 22 child firms with one dual director recorded a negative and significant average change 

of –14.50% in country-adjusted ROA from year T0 to T+1. Negative yet insignificant changes were 

recorded across the remaining ROA measures in each of the two years following the spinoff. These 

results suggest that child firms with one dual director are negatively related with post-spinoff operating 

performance. 

For the 50 child firms with multiple dual directors, the change in size-adjusted ROA was +7.4% in the 

first year following (significant at the 10%). Positive yet insignificant changes were recorded across the 

majority of the remaining ROA measures in each of the two years following the spinoff. These results 

provide evidence of improvements in the operating performance of child firms with multiple dual 

directors after spinoff.  

Table 22: Child-level results, differences between groups: Dual directorship (Hypothesis 4b & 4d) 

Groups represented by: 

(0)  = No dual directors 

(1) = One dual director 

(2)= Multiple dual directors 

T0 to T+1 

 

T+1 to T+2 

 

Group (0) Group (1) Group (0) Group (1) 

Raw ROA 

 

Group (1) -0.0920        -0.1206        

Group (2) -0.0486       0.0434**       0.0018       0.1224*       

Industry-adjusted 

 

Group (1) -0.0978        -0.0928        

Group (2) 0.0283       0.1261*       -0.0241       0.0687       

Size-adjusted 
Group (1) -0.0835        -0.2731        

Group (2) 0.0815       0.1650***       -0.2191       0.0540       

Country-adjusted 

 

Group (1) -0.2268**    -0.0568        

Group (2) -0.0670       0.1598*       0.0236       0.0804*      

Note: One-way ANOVA comparison of means, differences between column and row group means reported with 

degree of significance indicated by (*) P ≤ 0.1, (**) P ≤ 0.05, (***) P ≤ 0.01. Computations made using Stata 16.2 

SE. 

Table summary: The table reports the differences in means between groups, or more explicitly the differences in 

average change in operating performance over time between child firms with no, one and multiple dual directors, 

respectively. 

 

A one-way ANOVA comparison of means between the three sub-samples of child firms is presented in 

Table 22. Negative differences between child firms with one dual director and child firms with no dual 

director are recorded for all ROA measures in each of the two years following the spinoff (significant for 

the country-adjusted measure at the 5% level). These results indicate that child firms with no dual 

directors outperformed those with one dual director. Hence, we do not find support for Hypothesis 4b. 
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The comparison of average changes between child firms with multiple dual directors and child firms 

without dual directors produce mixed results for all ROA measures in the two years following the spinoff. 

The difference in the mean of changes in the unadjusted and country-adjusted ROA measures were 

negative from year T0 to T+1, but positive from year T+1 to T+2. Contradicting results are obtained by 

the industry and size-adjusted ROA measures, recording negative differences in means from year T0 to 

T+1, but positive differences in means from year T+1 to T+2. However, as none of the differences are 

significant, we fail to reject the equality of means of child firms with multiple and no dual directors.  

When comparing the average change in ROA between child firms with multiple dual directors with those 

with one dual director, we find positive and significant differences for the majority of the measures of 

ROA in each of the two years following the spinoff. Hence, we do not find support for Hypothesis 4d. 

Conclusions regarding Hypothesis 4b and 4d 

Taken together, these results suggest that child firms with no dual directors outperform both child firms 

with one dual director and child firms with multiple dual directors. Positively related to post-spinoff 

operating performance, child firms with multiple dual directors in turn outperform operating child firms 

with one dual director, which are negatively related to post-spinoff operating performance. These results 

fail to provide evidence in support of Hypothesis 4b and Hypothesis 4d. This was also the case when 

testing for robustness using non-parametric methods. 
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6.4.3 Aggregate change across the parent-child portfolio 

Table 23: Portfolio-level results, changes over time: Dual directorship 

 Mean changes over time 

  ROA Measure T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

No dual director 

N=30 

Unadjusted 
0.0290* -0.0170 0.0450*** -0.0060 

[0.017] [0.017] [0.016] [0.013] 

Industry-adjusted 
0.0280 0.0260 0.0020 0.0120 

[0.029] [0.028] [0.034] [0.021] 

Size-adjusted 
0.0430** -0.0130 0.0560** -0.0250 

[0.016] [0.022] [0.025] [0.017] 

Country-adjusted 
0.0500** 0.0060 0.0430* 0.0070 

[0.024] [0.022] [0.022] [0.023] 

One dual director 

N=22 

Unadjusted 
0.0310 0.0280 0.0040 0.0090 

[0.051] [0.049] [0.015] [0.009] 

Industry-adjusted 
-0.0150 -0.0170 0.0010 0.1030** 

[0.066] [0.061] [0.030] [0.039] 

Size-adjusted 
-0.1610 -0.1590* -0.0030 0.0290** 

[0.186] [0.190] [0.017] [0.012] 

Country-adjusted 
-0.1940 -0.1480* -0.0450 0.6000 

[0.178] [0.157] [0.049] [0.540] 

 

Multiple dual directors 

N=50 

Unadjusted 
0.0150 0.0350** -0.0200 -0.0050 

[0.013] [0.014] [0.012] [0.008] 

Industry-adjusted 
0.0300 0.0060 0.0240 -0.0110 

[0.028] [0.028] [0.028] [0.033] 

Size-adjusted 
-0.0720 -0.0680 -0.0040 -0.0170 

[0.084] [0.084] [0.014] [0.012] 

Country-adjusted 
0.1440** 0.0420** 0.1020 -0.0840 

[0.070] [0.021] [0.070] [0.077] 

Note: The mean change in operating performance are reported in Panel A without brackets, with significance level from a two-tailed Student t-

test against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words the mean 

value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: The table reports mean changes in operating performance over time for parent firms with no, one and multiple dual directors, 

respectively. 

 

Table 23 depicts portfolio-level results of average changes in ROA for parent-child portfolios with no 

dual directors, one dual director and multiple dual directors, respectively. The 30 parent-child portfolios 

with no dual directors documented positive and significant average changes in unadjusted, size and 

country-adjusted ROA over the years T–1 to T+1 and T0 to T+1. From these results, it appears that the 

average parent-child portfolio with no dual directors is positively related to operating performance.  

For the 22 parent-child portfolios with one dual director, we do not document any significant changes in 

unadjusted or adjusted ROA from year T–1 to year T+1 or year T+1 to T+2. From year T+1 to T+2 

however, we document positive average changes across all four measures of ROA, of which the changes 
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in industry and size-adjusted ROA are both significant at the 5% level. These results indicate that the 

changes in operating performance of the average parent-child firm with one dual director are not 

significantly different from zero over the pre-spinoff to post-spinoff period, but significantly positive 

over the post-spinoff period.  

The 50 parent-child portfolios with multiple dual directors exhibit an increase in country-adjusted ROA 

from year T–1 to year T+1 of +14.46% (significant at the 5% level). Specifically, the ROA measure 

improves by +4.2% and +10.20% over the years T–1 to T0 and T0 to T+1 respectively (with the change 

from year T–1 to T0 being significant at the 5% level). Meanwhile, we do not document any significant 

changes in any of the ROA measures in the two years following the spinoff. While indicating a positive 

relationship between parent-child portfolios with multiple dual directors and operating performance over 

the pre-spinoff to post-spinoff period, these results fail to provide evidence of improvements in the 

operating performance of such portfolios in the post-spinoff period.  

Table 24: Portfolio-level results, differences between groups: Dual directorship 

Groups represented by: 

(0)  = No dual directors 

(1) = One dual director 

(2)= Multiple dual directors 

T-1 to T+1  T-1 to T0  T0 to T+1 T0 to T+1  T+1 to T+2  

Group (0) Group (1) Group (0) Group (1) Group (0) Group (1) Group (0) Group (1) Group (0) Group (1) 

Unadjusted   
Group (1) 0.0022        0.0439        -0.0418        0.0149        0.0054        

Group (2) -0.0139     -0.0161*    0.0516       0.0076       -0.0655*** -0.0237       0.0006       -0.0143*       0.0127       0.0073       

Industry-adjusted  
Group (1) -0.0437        -0.0432        -0.0005        0.0909        -0.0919        

Group (2) 0.0026      0.0463      -0.0199       0.0233       0.0225       0.0230       -0.0226       -0.1135*     -0.0753       0.0166       

Size-adjusted 
Group (1) -0.2038        -0.1460        -0.0578        0.0541*      0.0267        

Group (2) 0.0893       -0.1144**       -0.0546       0.0914       -0.0598*     -0.0020       0.0083       -0.0458*     0.0803*     0.0536       

Country-adjusted  
Group (1) -0.2431        -0.1551        -0.0880        0.5922        -0.4976        

Group (2) 0.0944       0.3375   0.0356       0.1907       0.0588       0.1468       -0.0911       -0.6833*     0.0381       0.5357       

Note: One-way ANOVA comparison of means, differences between column and row group means reported with degree of significance  

indicated by (*) P ≤ 0.1, (**) P ≤ 0.05, (***) P ≤ 0.01. Computations made using Stata 16.2 SE. 

Table summary: The table reports the differences in means between groups, or more explicitly the differences in  

average change in operating performance over time between portfolio firms with no, one and multiple dual directors, respectively. 

 

A one-way ANOVA comparison of means between the three sub-samples of parent-child portfolios is 

presented in Table 24. When comparing the average change in ROA between parent-child portfolios 

with one dual directors and parent-child portfolios with no dual director from year T–1 to T+1, we find 

negative but insignificant differences for all measures of ROA but the unadjusted. A closer look at the 

yearly trajectory over this period reveals that the difference in the mean of the unadjusted ROA is indeed 
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negative in the first year following the spinoff event. In the second year following the spinoff, we instead 

document positive mean differences across all ROA measures (with a positive difference of +5.41% 

being significant at the 10%) level). These results suggest that we cannot reject the equality of means 

between parent-child portfolios with one and no dual directors in the pre-spinoff to post-spinoff period. 

However, we do find consistent and significant evidence of larger post-spinoff operating performance 

improvement among parent-child portfolios with one dual director than among parent-child portfolios 

with no dual director in the second year following the spinoff.  

When instead comparing the average change in ROA between parent-child portfolios with multiple dual 

directors and parent-child portfolios with no dual directors, we document highly inconsistent and mainly 

insignificant results. We fail to reject the equality of means between the two sub-samples of parent-child 

firms using all ROA measures across each time period examined here, except for negative and significant 

(at the 1 and 10% level) difference in the unadjusted and size-adjusted ROA from year T0 to T+1. These 

results provide evidence of larger improvements in post-spinoff operating performance among parent-

child portfolios with no dual director than among parent-child portfolios with multiple dual directors.  

Finally, when comparing the average change in ROA between parent-child portfolios with multiple dual 

directors and parent-child portfolios with one dual director from year T-1 to T+1, we document negative 

and significant differences in the unadjusted and size-adjusted ROA measures. From year T+1 to T+2, 

we document negative and significant differences in the means between the two sub-samples, across all 

four measures of ROA. These results provide evidence of larger operating performance improvements 

of parent-child portfolios with one dual director than of those with multiple dual directors in both the 

pre-spinoff to post-spinoff period and the post-spinoff period.  

Conclusions regarding the aggregate change across the parent-child portfolio 

Together, these results suggest that the average parent-child portfolio with one dual director outperform 

both the average parent-child portfolio with no and multiple dual directors. Positively related to post-

spinoff operating performance, the average parent-child portfolio with no dual directors in turn 

outperform parent-child portfolios with multiple dual directors, which are not found positively related to 

post-spinoff operating performance. When checking for robustness via non-parametric methods we yet 

again find similar evidence. 
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6.5 SUMMARY OF RESULTS 

Table 25: Summary of results 

Agency 

Theory 

H1a The average operating performance of parent firms improves after spinoff  
NOT 

SUPPORTED 

H1b The average operating performance of child firms improves after spinoff  
NOT 

SUPPORTED 

Corporate 

Focus 

Hypothesis 

H2a 
Improvements in parent post-spinoff operating performance will be larger for focus-

increasing spinoffs than for non-focus-increasing spinoffs  

NOT 

SUPPORTED 

H2b 
Improvements in child firm post-spinoff operating performance will be larger for non-

focus-increasing spinoffs than for focus-increasing spinoffs  
SUPPORTED 

Correction-

of-a-Mistake 

Hypothesis 

H3a 
The spinoff of past acquisitions will generate larger improvements in parent-firm 

operating performance than the spinoff of internally developed subsidiaries 

NOT 

SUPPORTED 

H3b 
Internally developed child firms will show larger improvements in post-spinoff operating 

performance than previously acquired child firms 

NOT 

SUPPORTED 

Dual 

Directorship 

Hypothesis 

H4a 
Improvements in parent firm post-spinoff operating performance will be larger for parent 

firms with one dual director than parent firms with no dual director 
SUPPORTED 

H4b 
Improvements in child firm post-spinoff operating performance will be larger for child 

firms with one dual director than child firms with no dual director 

NOT 

SUPPORTED 

H4c 

Improvements in parent firm post-spinoff operating performance will be larger for parent 

firms with multiple dual directors than parent firms with one dual director and parent 

firms with no dual director 

NOT 

SUPPORTED 

H4d 
The presence of multiple dual directors will be negatively related to post-spinoff 

operating performance of child firms 

NOT 

SUPPORTED 
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7 ANALYTICAL DISCUSSION 

This section presents an analytical discussion of the empirical results found in Section 6. Again, 

following the structure outlined in Section 2, a discussion of the results related to the agency theory and 

the operating performance of the generic spinoff is presented in Section 7.1. This is followed by 

discussions of the results related to the hypotheses of corporate focus, correction-of-a-mistake and dual 

directorship in Section 7.2, 7.3, and 7.4, respectively. Each discussion is structured as followed: First, a 

short summary of the hypotheses and their underlying theoretical assumptions are presented. Then, we 

restate the conclusion about the empirical results of the hypotheses found in Section 6 and relate these to 

the findings of previous research. Finally, the results are interpreted under the guise of the proposed 

theoretical frameworks.      

7.1 AGENCY THEORY  

Building on agency theory, Hypothesis 1a-1b proposed that the operating performance of the average 

parent and child firm improves after spinoff as a result of an improved agency relationship between 

shareholders and managers (Woo et al., 1992). Specifically, we argued that the separation of the 

combined firm should improve managerial incentives and reduce information asymmetry, leading to an 

overall reduction in the monitoring and bonding costs of both parent and child firms. 

However, our parent-level results indicate that the operating performance of the average parent firm did 

neither improve nor deteriorate following a spinoff. Hence, we fail to find support for Hypothesis 1a’s 

prediction that the operating performance of parent firms will improve after spinoff. These results tie 

well with older European evidence wherein it was found that there was no significant alternation for 

parent firm’s operating performance post spinoff (Boreiko et al., 2012). 

Moreover, upon inspection of our child-level results it becomes evident that ‘life on their own’ has not 

been as delightful to our sample of spun off child firms contrary to what was signified by the theoretical 

arguments. We found that the average child firm experienced a significant deterioration in unadjusted 

operating performance during their first year of independence. Albeit, it should be noted that when we 

adjusted for industry, size and country effects no statistically significant changes in operating 
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performance were observed. We thus fail to find support for Hypothesis 1b’s prediction that the 

operating performance of child firms will improve after spinoff. While in par with US evidence (i.e. Woo 

et al., 1992), this finding contrasts the results of the aforementioned older empirical evidence on 

European spinoffs, where child firms showed statistically significant improvements in operating 

performance starting in the spin-off completion year (Boreiko et al., 2012).  

Meanwhile, our results from the combined portfolio level suggest that the average spinoff transaction 

generates aggregate efficiency gains when going from a pre-transaction to post-transaction period, but 

that these gains are not evident in the post-event period. This finding is consistent with previous US 

evidence, which concludes that the operating performance of both parent and child, taken together, does 

not significantly increase post spinoff (Silberman, 1995).  

While existing literature has consistently reported positive and significant reactions to spinoff 

announcements (e.g. Copeland, T. E., Lemgruber, E. F., & Mayers, 1987; Cusatis et al., 1993; Daley et 

al., 1997; Desai et al., 1999; Hite et al., 1983; Krishnaswami et al., 1999; Linn et al., 1985; Miles et al., 

1983; Schipper et al., 1983; Seward et al., 1996; Slovin et al., 1995), our findings clearly demonstrate 

that these gains are not supported by efficiency improvements by neither the parent nor child firms in 

our sample in the two years following spinoff.  

One feasible explanation to our findings might be that the argued benefits to spinoffs, i.e. reduced agency 

costs, are of more long-term nature and by such not reflected in the first two years of post-spinoff 

operating performance. While examining this proposition lies beyond the scope of this thesis, findings 

of previous research provide a viable indication for why this could be the case for the firms of our sample. 

In attempt to explain the deterioration in the operating performance of their sample of child firms, Woo 

et al. (1992) set out to investigate the capital investments made by the subsidiaries following spinoff. 

They found a significant increase in total assets during the three years after divestiture. The fixed costs 

as well as the investment base on which ROA is calculated are augmented in the very year the capital 

investments are made, while the returns on such investments are usually dispersed over a longer period. 

Consequently, capital investments impose penalties on near-term profitability. 
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While the above rationale may well explain the lack of favourable improvements in operating 

performance in the early years following spinoffs, an alternative proposition that spinoffs may in fact be 

associated with considerable costs could cast further light to our findings. We find support for this in 

various theoretical discourses, outlined below. 

First, the transaction cost theory, introduced in detail in Section 2.2, could offer some viable 

interpretations. The theory suggests that internalisation of certain transactions should bring economic 

benefits of internal markets, integration and scope (Dundas et al., 1980; Teece, 1982; Williamson, 1979). 

While we argued that these benefits of internalisation are frequently not realised (Comment et al., 1995; 

John et al., 1995), our results seem to suggest the opposite. Extending this line of thought, the lack-lustre 

performance results observed for parent firms could possibly reflect that the reduction in agency costs 

from improved managerial incentives and reduced information asymmetry may be offset by a loss of 

benefits of internalisation following the break-up of the combined firm. 

Furthermore, while we argued that spinoffs should give child firms autonomy to design their strategies 

and objectives to better meet the division’s own competitive priorities and market environment (Woo et 

al., 1992), the extent to which the benefits of autonomy are realised is dependent on a set of prior 

organisational processes and the costs associated with changing these (Hambrick et al., 1999; Miles et 

al., 1999; Semadeni et al., 2011; Wruck et al., 2002). As mentioned in Section 2.4.2, the child firm may 

be bounded by asset structures, contractual agreements and other irreversible structures developed to 

meet the objectives of the combined firm prior to separation (Cooper et al., 1986; Porter, 1980). In 

addition, effective decision-making in the new context may be hindered by obsolete decision rules 

generated in the pre-spinoff context of resource sharing and corporate allocation of overhead, especially 

in cases where the culture of the parent firm is firmly entrenched in the subsidiary. By such, we argue 

that the deterioration in child firm performance could be explained by impeded entrepreneurial adoption 

by holdover effects from the parent’s routines, processes and management styles that require substantial 

(and costly) re-education to reverse (Beer, 2011; Tichy, 1983). 
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7.2 CORPORATE FOCUS HYPOTHESIS 

Based on previous evidence of the well-documented corporate focus hypothesis (Daley et al., 1997; Desai 

et al., 1999; Hite et al., 1983), Hypothesis 2a suggested that the operating efficiency gains following a 

spinoff should be larger for focus-increasing parent firms than for non-focus increasing parent firms. 

This was built on the notion that unrelatedly diversified firms often fail to exploit the economic benefits 

associated with the internalisation of transactions (Comment et al., 1995) and that an increase in corporate 

focus should eliminate negative synergies and structural inefficiencies between unrelated subsidiaries of 

the combined firm. We also, in line with Daley et al. (1997), suggested that freeing managers from 

operations unrelated to the core business should improve operating performance of the focus-increasing 

parent firm. 

Our results, however, show no significant alteration in the post-spinoff operating performance of neither 

the focus-increasing nor non-focus-increasing parent firms. We also failed to reject the equality of 

average changes between the two sub-samples, indicating that the change in operating performance of 

focus-increasing parent firms was not statistically different from that of non-focus increasing parent 

firms. Hence, we find no evidence in support of Hypothesis 2a and the corporate focus hypothesis, in 

line with previous research on European spinoffs (Boreiko et al., 2012). Again, it appears that our 

findings could be better understood under the light of the transaction cost theory (Dundas et al., 1980; 

Teece, 1982; Williamson, 1979), suggesting that the lack of alteration in operating performance of focus-

increasing parent firms could possibly reflect that the efficiency gains from liberating managers from 

operations unrelated to the core business are offset by loss of benefits of internalisation following the 

break-up of the combined firm. 

Arguing that the corporate focus hypothesis should not hold for spun-off child firms, Hypothesis 2b 

suggested that the improvements in operating performance following a spinoff should be larger for non-

focus-increasing child firms than for focus-increasing child firms. We document significant evidence of 

improvements in the post-spinoff operating performance of non-focus-increasing child firms while 

significant evidence of deterioration in the post-spinoff operating performance of focus-increasing child 

firms. We also reject the equality of average changes between the two samples of child firms. Hence, we 

find strong support for Hypothesis 2b. These results are directly in line with the earlier European 
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evidence, wherein the subgroup which were related to their parents (non-focus-increasing) are those that 

show the higher and mostly significant levels of abnormal operating performance (Boreiko et al., 2012). 

We argue that the superior operating performance observed for the non-focus-increasing child firms to 

be attributed to a substantial reduction in agency costs from the breaking out of complex sequential 

dependencies (as in upstream-downstream transfers) and reciprocal interdependencies (arising from 

resource sharing, joint decision-making, and cross-product subsidies), normally associated child firms 

related to the operations of their parents (Thompson, 1967). However, after searching published research 

and literature, we fail to find a satisfactory explanation for possible underlying reasons as to why the 

focus-increasing (unrelated) child firms deteriorate in operating performance.   

Finally, our results at the combined parent-child portfolio level provide some, albeit weak, indications 

that non-focus-increasing spinoffs generate larger aggregate efficiency gains to shareholders than do 

focus-increasing transactions. Comparing our results with the theoretical arguments presented above, we 

can conclude that we fail to find evidence in support of the corporate focus hypothesis in any of the three 

levels of analysis. 

7.3 CORRECTION-OF-A-MISTAKE HYPOTHESIS 

Our discussion in Section 2.3 proposed that the origin of the spun-off child firm will have an impact on 

post-spinoff operating performance of both parent and child firms. Building on marked-based evidence 

on the correction-of-a-mistake hypothesis and M&A literature, Hypothesis 3a predicted that parent firms 

that correct former mistakes (i.e. spinning of past acquisitions) will exhibit larger improvements in 

operating performance than those spinning of internally developed subsidiaries. In contrast, Hypothesis 

3b suggested that the post-spinoff operating performance will be larger for internally developed child 

firms than for formerly acquired child firms.  

We did not document any statistically significant changes in parent firms that had spun off past 

acquisitions nor internally developed subsidiaries. However, we do reject the equality of average changes 

between the two samples of parent firms by documenting that parent firms that had spun off internally 

developed subsidiaries outperformed those that had spun off formerly acquired subsidiaries. Hence, we 

find no support for Hypothesis 3a. This finding is at odds with the correction-of-a-mistake hypothesis 
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and the findings of Allen et al. (1995) and suggests that the market’s positive reaction to the divestment 

of past acquisitions (ill-advised or well-motivated) is not supported by improvements of actual operating 

performance of the parent firms in our sample, at least not in the first two years following spinoff.  

While our results show no significant alteration in the post-spinoff operating performance of internally 

developed child firms, we find weak evidence of deterioration in the operating performance of formerly 

acquired child firms. However, we failed to reject the equality of average changes between the two sub-

samples, indicating that the change in operating performance of internally developed child firms was not 

statistically different from that of formerly acquired child firms. We therefore find no support for 

Hypothesis 3b. This at odds with the findings of Boreiko et al. (2012). Similarly, we document no 

significant difference between the two sub-samples on the parent-child portfolio level.  

Our lack-lustre results could potentially be attributed to a mere classification error. As described in 

Section 4.2.2, we identified the origin of a child firm through the construction of a 10-year ‘corporate 

history’ of the parent firm by reviewing press articles, the Zephyr and Osiris databases, and corporate 

files and websites. A child firm was classified as a past acquisition only in cases where we had found 

explicit information on such an acquisition. In cases no explicit information was observed, the child firm 

was classified as internally developed. Constructing corporate histories of multi-divisional and often 

multi-national conglomerates is not an easy task, especially when the sample spans over non-English 

speaking countries and almost two decades. Hence, despite our best efforts, there is a risk that important 

information has been overlooked or misinterpreted, leading us to have misclassified formerly acquired 

subsidiaries as internally developed.    
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7.4 DUAL DIRECTORSHIP 

Our discussion under Section 2.4 introduced the concepts of the novel dual directorship hypothesis, 

predicting that the presence of dual directors should affect the operating performance of both parent and 

child firms post spinoff. Building upon the argument that modest oversight by the parent firm should 

facilitate the coordination of the post-spinoff parent-child relationship (Semadeni et al., 2011), 

Hypothesis 4a and Hypothesis 4b suggested that the presence of one dual director should improve the 

operating performance of parent and child firms respectively. We further argued that multiple dual 

directors would place a disproportionate amount of control into the hands of the parent firm (Semadeni 

et al., 2011), giving the parent firm the possibility to successfully advance its interests at the expense of 

the child firm (Feldman, 2016). Accordingly, Hypothesis 4c predicted that the presence of multiple dual 

directors should further improve the operating performance of parent firms post spinoff, while 

Hypothesis 4d suggested that the presence of multiple dual directors should be negatively related to 

post-spinoff operating performance of child firms. 

Providing support for Hypothesis 4a, our results demonstrated that parent firms with one dual director 

are positively related with post-spinoff operating performance, outperforming parent firms with no dual 

directors. Analogously to Feldman (2016), we argue that these efficiency gains could be attributed to 

modest monitoring by the parent firm reducing the information asymmetry associated with its new 

relationship to the independent child firm. However, in contrast to Hypothesis 4c, the improvements in 

operating performance of parent firms with multiple dual directors did not exceed that of parent firms 

with one nor no dual directors. Instead, these firms exhibited deterioration in operating performance after 

spinoff. This suggest that while the presence of multiple dual directors gives parent firms the power to 

arrange their new relationship with the spun-off child firms to maximise the positive expected return 

from those transactions (Feldman, 2016), such attempts appears to have had on average a low, or even 

negative, effect. 

Conflicting Hypothesis 4b, we find that child firms with one dual director are associated with 

deterioration in post-spinoff operating performance and that these firms underperform those with no dual 

directors. This result is at odds with the finding of Semadeni et al. (2011) that showed that having one 

dual director is more positively related to post-spinoff market performance of child firms than having no 
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dual director. Hence, it appears that the benefits of guidance and support theorised to be associated with 

modest oversight by the parent is not realised at the operating level (Feldman, 2016; Semadeni et al., 

2011). In contrary to the predictions of Hypothesis 4d, we find evidence of improvement in posts-spinoff 

performance of child firms with multiple dual directors, outperforming child firms with one dual director. 

This result is inconsistent with Semadeni et al.'s (2011) finding that the presence of multiple dual 

directors is negatively related with post-spinoff market-based performance. At odds with the proposed 

theory, our finding suggests that disproportionate monitoring by the parent firm does not hamper the 

average child firm’s ability to adapt to its status as an independent firm. Furthermore, this finding 

indicates that while dual directors have the ability to exercise power over the spinoff firms’ actions in 

support of the parent firm’s interest, they on average lack the motivation to exercise that power in a 

manner that is harmful to the spinoff firm (Feldman, 2016). Instead, these results underscore the 

coordinative role of board-level monitoring by the parent firm, and that this comes at play when more 

than one dual director is present.  

Our discussion in Section 2.4.2 proposed two scenarios where dual directors would actually have the 

motivation to subjugate the interests of the child to pursue the agenda of the parent. First, we argued that 

in cases where the spun-off child firm had been part of the parent’s vertical integration strategy prior to 

spinoff, the role of the dual directors might be to advocate for the child firm to offer better terms to the 

former parent that has turned into a customer after their separation (Feldman, 2016). Second, we argued 

that in cases where the child firm was part of the parent’s related diversification strategy prior to spinoff, 

the role of the dual directors might be to direct the child firm away from posing an indirect or direct 

competitive threat to the parent (Semadeni et al., 2011). To investigate these scenarios, we perform a 

complementary post-test to see whether the presence of multiple dual directors is in fact negatively 

related to the post-spinoff performance of non-focus-increasing child firms (that is child firms that had 

been part of the parents’ vertical integration and related diversification strategies prior to spinoff). Our 

results show that the 35 child firms that were non-focus-increasing and had multiple dual directors were 

associated with significant deterioration in operating performance after adjusting for industry (results are 

presented in Appendix 11.4). This finding is similar to the evidence offered by Feldman (2016) that the 

presence of dual directors is increasingly positively associated with parent firm market performance, but 
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increasingly negatively child firm market performance as the share of the sales child firm makes to its 

parent firm rises. 

However, our (at times unintuitive) results might also be explained by another, more alternative line of 

reasoning.  While we argued that the presence of dual directors should impact the operating performance 

post spinoff, our results could lead to suggest that this cause and effect relationship may in fact be the 

opposite. In other words, our findings would indicate that the expected post-spinoff operating 

performance could be indicative, or possibly a determinant, of the number of directors the parent firm 

chooses to appoint for the spun-off child’s board. Following this logic, we argue that a parent firm 

divesting an underperforming division, which they expect will perform poorly also on its own, should be 

reluctant to maintain a close relationship to that child firm post spinoff. However, it may be that 

appointing one dual director in these cases is a matter of formality, and the absence of at least a single 

dual director would potentially spook markets and shareholders (Wruck et al., 2002). By such, no or a 

few dual directors should be appointed to serve the board of such child firms. Extending this line of 

reasoning, the substantial improvement in the operating performance observed for parent firms with one 

dual director could simply reflect the efficiency gains realised from divesting a sub-optimal division. 

Simultaneously, the deterioration in the operating performance observed among child firms with one 

dual director could be a reflection of an underperforming division destined to struggle on its own. 

Meanwhile, we argue that a parent firm divesting a division of higher quality, which they expect to thrive 

even further as an independent entity, may be motivated to maintain a close tie to that child firm after 

spinoff. Accordingly, multiple dual directors should be appointed to serve the boards of such child firms. 

This explanation could cast light on both the observed deterioration in the operating performance of 

parent firms with multiple dual directors, suggesting that it reflects a loss of a value-adding division, and 

the observed improvement in operating performance of child firms with multiple dual directors, 

suggesting that it reflects a prospering high-quality firm.  

To examine this proposition, we have a closer look at the operating performance change of the sub-

samples of pre-spinoff entities in the year leading up to the spinoff event, that is year T–1 to T0 (see 

Table 23 in Section 6.4.3). We find significant evidence that the combined firms that later appointed one 

dual director to their spun-off child firms indeed were negatively related with operating performance pre-

spinoff. Meanwhile, those combined firms that later appointed multiple dual directors to their spun-off 
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child firms were found positively related to pre-spinoff operating performance. Hence, we find indicative 

support for the alternative proposition that the expected operating performance post spinoff affects the 

number of dual directors appointed to serve the boards after the transaction.  

Finally, our results on the combined portfolio level reveal that the average parent-child portfolio with 

one dual director outperform both the average parent-child portfolio with no and multiple dual directors. 

Positively related to post-spinoff operating performance, the average parent-child portfolio with no dual 

directors in turn outperform parent-child portfolios with multiple dual directors, which are not found 

positively related to post-spinoff operating performance. Therefore, a practical implication for 

shareholders is that modest- oversight over the spun-off child firm should be preferred in furtherance of 

maximizing the aggregate efficiency gains from the transaction.  
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8 CONCLUSION AND IMPLICATIONS FOR PRACTICE 

This study has considered two interrelated research questions: do spinoffs result in improved operating 

performance, and under what circumstances are these improvements maximised? With background to 

these questions, this study aspired to enhance the knowledge of value creation of corporate spinoffs in 

Europe. Employing unadjusted and three adjusted measures of return on assets (ROA), we examine 

changes in operating performance around the time of the spinoff at two levels. First, we measured 

changes in ROA of both the continuing parents and their spun-off child firms as separate entities in the 

two years following the spinoff transaction. Second, we compared the ROA measures for the pre-spinoff 

firm to that for the combined parent-child portfolio in the two-year post-spinoff period. To answer our 

research questions, four groups of hypotheses were developed from previous research. These were tested 

using a sample of 102 voluntary spinoffs completed across 19 European countries between 01/01/2002 

and 31/12/2018.   

The findings in this study carry relevant implications for managers undertaking divestitures and major 

restructuring programs. As an answer to our first research question, we find that the average spinoff did 

not generate any significant improvements in operating performance of the general continuing parent nor 

its spun-off child firm, with the latter being associated with significant deterioration in operating 

performance in the first year after the spinoff. Our results suggest that the well-documented positive 

stock price effects associated with spinoff announcements are not supported by operating efficiency gains 

among the firms of our sample. Hence, our findings indicate that, whatever the potential gains from 

European spinoffs may be, they appear elusive for the general transaction of our sample.  

With regards to our second research question, concerning under which circumstances improvements in 

operating performance of spinoffs are maximised, our study investigated three main groups of 

hypotheses. First, looking at various sub-groups of spinoffs by corporate focus, we find that only non-

focus-increasing spinoffs are the transactions that create significant average operating efficiency 

improvements, and that the increased efficiency is generated by spun-off units and not by parent firms. 

These finding contrast US evidence where focus-increasing spinoffs are those showing significant value 

creation and efficiency improvements. Second, upon investigation of the correction-of-a-mistake 

hypothesis and the performance effect of the origin of the spun-off child firm, our study further reveals 
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that whether a child firm was internally developed or formerly acquired had insignificant impact on the 

operating performance of that average parent, child firm, and parent-child portfolio. This suggest that 

managers cannot rightfully correct a former mistake through the undoing of an unwise acquisition, as the 

documented market reactions to such spinoff announcement lead to suggest. Finally, our examination of 

the performance implications of dual directorship shows that the spinoffs with modest oversight by the 

parent firm, defined as the presence of one dual director, are associated with the largest and most 

significant improvements in operating performance, and that this benefited the parents but not child 

firms. Furthermore, we find that the average parent firm did poorly with the presence of multiple dual 

directors. Meanwhile, we conclude that disproportionate parent monitoring was beneficial for the average 

child firm that is unrelated to its former parent, but detrimental for the average child firm that is unrelated 

to its former parent. These findings suggest that the parent firm should devote special attention to the 

characteristics of the spinoff transaction when deciding on the number of dual directors to appoint to 

their spinoff child firm, to best maximise (and avoid hampering) the operating performance of both parent 

and child firms.  

In conclusion, we find that European spinoff transactions can lead to improved operating performance 

when considering both the parent, child firm, and the aggregate parent-child portfolio, but that the 

circumstances under which such improvements are maximised, or even realised, are few.  

Lastly, in a strive to crown this thesis in a suitable fashion it appears that the lessons learned from forestry 

may in fact be transferable 16 . Analogously to the thinning of a mature tree, a company and its 

shareholders should be careful when thinning away its subsidiary branches, as we found that not all 

corporate branch cut-offs generate significant operational productivity gains, and in some circumstances 

it may in fact become detrimental for the parent company. Yet, with the touch of the right green fingers 

a spinoff transaction can facilitate the continuing parent and its spun-off subsidiary branch to flourish on 

their own.  

 

 

16 This final paragraph refers to the initial citation displayed in the introduction (Section 1) from Judy Lowe (1999) about 

forestry. 



Limitations and Suggestions for Future Research 

Page 100 of 122 

 

9 LIMITATIONS AND SUGGESTIONS FOR FUTURE RESEARCH 

As is the unfortunate fact of life, this thesis has also encountered its fair share of obstacles and limitations. 

Some of which has been deliberately imposed to maintain a clear focus on the thesis’s core research 

scope, and some due to circumstances beyond our control. Bearing this in mind, we will now take the 

opportunity to elaborate on a selection of the more pronounced limitations. We will also offer our 

sincerest recommendations for future researchers, whom we hope will benefit from our decision for 

inclusion of the entire sample’s ISIN numbers. The limitations and recommendations of this thesis can 

from a holistic perspective be categorized into three broad areas, which are not necessarily mutually 

exclusive nor collectively exhaustive. These three areas are Performance measurement limitations 

(Section 9.1), Statistical limitations (Section 9.2), and Variable classification limitations (Section 9.3). 

9.1 PERFORMANCE MEASUREMENT LIMITATIONS  

We will start by addressing the first set of issues concerning the performance measurement limitations. 

The topic of which operating performance measure is most representative for any given firm’s efficiency, 

and how to best measure it, is elusive gently put. A multitude of different measurements and opinions 

exists, and several of these measures such as ‘Return on Sales’, ‘Cash-flow-based Return on assets’, and 

‘Capital-expenditure-to-sales’ has been examined in prior research. Yet, this thesis only analysed one 

measure, that is Return on Assets, which consequently may arguably offer a ‘one-dimensional’ view of 

the actual operational implications from a corporate spinoff transaction. However, we are well-aware of 

this fact and attempted to include more diverse measures, but failed to successfully find an adequate 

measure and database that would not drastically reduce our sample size due to data-availability issues.17 

In other words, we made the decision of valuing a larger sample size in favour of incorporating more 

diverse measures of operating performance. Moreover, as mentioned by Rappaport (1981) and Woo et 

al. (1992), an inherent problem when using accounting-based (or book-values) performance measures is 

that they only offer a static-view, and hence do not reflect the long-term earnings potential of a firm nor 

 

17 We were made aware that Bloomberg terminal would perhaps be of use to rectify this issue. However, due to COVID-19 

restrictions we were unable to physically accesses one at that point. 
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does it incorporate the risks attached with achieving its returns. In this regard, an exciting possible area 

for future researchers would be to extend our work by including a mixture of more diverse measures of 

performance, preferably both accounting and market based. 

Furthermore, a more comprehensive and nuanced analysis of the value creation of European spinoffs 

would be offered by adding an examination of the announcement effects and long-term market-based 

performance of the spinoffs in our sample18. While laying outside the scope of our thesis, such an analysis 

would allow future scholars to draw direct conclusions whether the expectations of the market can be 

supported by actual improvements in operating efficiency, instead of relying on indirect comparisons to 

the market-based findings of previous research. 

9.2 STATISTICAL LIMITATIONS 

To that end, we will now address the limitations pertained by the statistical aspects of this thesis. Here, 

the first limitation concerns our decision to utilize parametric test statistics when testing our hypotheses, 

despite the signs that suggested a potential violation in the assumption of normality, regardless of the 

Central Limit Theorem. Consequently, this decision may have induced excessive susceptibilities for 

Type II errors, as the parametric tests are robust but would not have been the most powerful. This means 

that we may have failed to reject a false null hypothesis. We did perform robustness tests on our 

parametric tests by cross-verifying with non-parametric tests and they did appear mostly similar. 

Retrospectively, we also contemplate if using tests of proportions, akin to Woo et al. (1992), would have 

allowed us to generate further insights.  

Another fundamental limitation which may impinge on the reliability of our findings is the issue known 

in statistics as the ‘multiple testing problem’. The issue comes from the fact that as the amount of 

statistical inferences being made increases, so does the probability of erroneous inferences to occur. This 

issue is not exclusive to our thesis and is most likely also evident in other researchers work on this topic 

as we have yet to find a paper that mentions the use of any correction procedures for this problem. For 

illustrative purposes, let us apply the logic of Goldman (2008) on our findings concerning child firms to 

 

18 Boreiko et al. (2012) is an example of a study that examines spinoff announcement effects, long-term market-based 

performance, and operating performance.  



Limitations and Suggestions for Future Research 

Page 102 of 122 

 

see what the probability of at least one of our tests produced bogus significant result19.  In this thesis, we 

had four hypotheses for child firms, that were tested using four different ROA measurements, in two 

time periods, which equates to roughly 32 t-tests.  

Therefore, 𝑷(𝑎𝑡 𝑙𝑒𝑎𝑠𝑡 𝑜𝑛𝑒 𝑠𝑖𝑔𝑛𝑖𝑓𝑖𝑐𝑎𝑛𝑡 𝑟𝑒𝑠𝑢𝑙𝑡) = 1 − (1 − 0.05)32 ≈ 80%, meaning that there is a 

probability of 80% that at least one significant result is erroneous. Therefore, it is important for the reader 

to note that some test results may be flawed, and therefore key to look at the larger picture and not just 

focus on an individual test result.  

Albeit, we are aware of methods that could have been employed to correct for this problem, yet they 

come with varying degrees of strings attached. The first method would be to apply an ad-hoc test 

correction method, such as Bonferroni-correction which puts the significance cut-off at (α / n).  The 

rationale for not using these types of corrections is that they are generally said to be awfully conservative 

and instead increase the risks of a Type I error. Thus, we decided it was best to not tamper more with the 

results and instead relied on robustness-checks from the non-parametric procedures. However, another 

possible avenue that could have potentially eliminated the issue of multiple tests would have been to 

utilize a sort of regression model instead. But as we initially failed to find any previous research that 

employed a regression model on operating performance. In addition, to the fact that our data would most 

likely appear to violate some of the more stringent criteria of OLS such as normality and possibly 

heteroskedasticity, meaning it would not be BLUE.20 Considering what is mentioned above, we were 

unable to adopt any sort of regression models into our methodology. However, with our current 

knowledge we believe it would have been possible to arrange a logistical regression, a Quantile-

regression, or a Generalized Least Squares model. This is therefore also a recommendation for future 

research that may be of value looking into. 

 

19 𝑷𝒓𝒐𝒃𝒂𝒃𝒊𝒍𝒊𝒕𝒚 𝒐𝒇 (𝑎𝑡 𝑙𝑒𝑎𝑠𝑡 𝑜𝑛𝑒 𝑠𝑖𝑔𝑛𝑖𝑓𝑖𝑐𝑎𝑛𝑡 𝑟𝑒𝑠𝑢𝑙𝑡) = 1 − 𝑷𝒓𝒐𝒃𝒂𝒃𝒊𝒍𝒊𝒕𝒚 𝒐𝒇 (𝑛𝑜 𝑠𝑖𝑔𝑛𝑖𝑓𝑖𝑐𝑎𝑛𝑡 𝑟𝑒𝑠𝑢𝑙𝑡𝑠) 
20 BLUE is an acronym for “Best Linear Unbiased Estimator” for Ordinary Least Squares (OLS) regressions.  
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9.3 VARIABLE CLASSIFICATION LIMITATIONS 

We will now continue this section with a critical review of the classification of the explanatory variables 

employed. In this study, we defined spinoffs as focus-increasing or non-focus-increasing depending on 

whether the parent and the spinoff child firm reported the same two-digit primary GICS sector codes or 

not. A more stringent classification of corporate focus would be to require the parent and child firms to 

report the same four-digit GICS industry codes. This would have resulted in fewer firms being classified 

as non-focus-increasing, but firms would be more closely related. Furthermore, our method of 

classification did not distinguish between child firms that had been part of their parents’ vertical 

integration or related diversification strategy prior to spinoff, but jointly classified these firms as related 

to their parent firms (non-focus-increasing)21. Hence, we suggest that further depth to our findings could 

be offered by the employment of a more precise classification of corporate focus in future research.   

We identified a child firm’s origin as being either internally developed or originating from a past 

acquisition through the construction of a 10-year ‘corporate history’ of the parent firm by reviewing press 

articles, the Zephyr and Osiris databases, and corporate files and websites. A child firm was classified as 

a past acquisition only in cases where we had found explicit information on such an acquisition. In cases 

no explicit information was observed, the child firm was classified as internally developed. As briefly 

highlighted in the discussion in Section 7.3, this decision rule comes with the arguable substantial risk 

of misclassifying a formerly acquired subsidiary as internally developed, in cases important information 

has been overlooked or misinterpreted. Hence, our results may suffer from a classification error. A 

suggestion for future research would thus be to further advance the information search when constructing 

corporate historical timelines by (1) extending the information search window beyond 10 years, (2) 

consult press articles and corporate files in local languages, and (3) perform interviews with employees 

or experts when information is ambiguous.  

Finally, we classified a board member as a dual director if he or she (1) served on the board of directors 

of the parent firm and the spinoff child firm simultaneously, and (2) did this in any of the years within 

 

21 For example, Semadeni et al. (2011) categorized their sample of spinoff child firms as one of the following: unrelated, 

vertically integrated or horizontally related. 
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the studied event period post spinoff (T0 to T+2). However, as mentioned in Section 4.2.3, incomplete 

tenure date records of board members confirmed to have served the two boards at one point in time made 

the assessment of the two criteria arbitrary for roughly a majority of the spinoffs in our sample. An 

informed decision was made to classify these board members as dual directors, in avoidance of excluding 

nearly half of our sample firms. This has likely resulted in an overcount of the number of spinoffs with 

the presence of one and multiple dual directors. Although a robustness check using a sample set where 

the transactions with missing dates of enrolment and departure showed to have negligible influence on 

the results, the risk remains that also this, more conservative, classification of dual directors may not 

correctly reflect the reality. Hence, a more thorough study of corporate annual reports and files to 

determine the exact tenure dates of shared board members would further strengthen the reliability of our 

findings. Furthermore, our study does not distinguish between dual directors that are chairman of the 

board and board members, in contrast to Semadeni et al. (2011) who considered parent monitoring to be 

disproportionately high when the parent firm retained both the chair of the child firm's board and at least 

one other regular board seat. We argue that making a distinction between the type of board member, as 

well as managers from the parent firm (CEO, CFO etc) would add further value to our analysis. A further 

limitation in this study is our method of classifying modest versus disproportionate monitoring by the 

parent firm. Specifically, oversight by the parent firm was considered modest in the presence of one dual 

director, while disproportionate in the presence of more than one dual director, based on findings of 

previous research that spinoff child boards average six to seven members. But, as data availability issues 

prevented us from determining the exact board sizes of the child firms in our sample around the time of 

the event, we cannot establish the exact proportion of parent representation. Hence, what we define as 

modest or disproportionate representation may in fact not reflect the reality for all child firms in our 

sample, as these may well vary in size. A final limitation, and opportunity for future research, is that we 

limit the analysis of the performance effects of the presence of multiple dual directors by examining all 

parent and child firms with more than one dual director as a group. Hence, our analysis fails to identify 

in the presence of which exact number of dual directors operating performance is maximised.  
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11 APPENDICES 

11.1 APPENDIX A: FINAL SAMPLE LIST OF SPINOFFS 

# Date Parent Name Child Name Parent ISIN Child ISIN 

1 2/26/2002 Somfy SA Damartex SA FR0013199916 FR0000185423 

2 3/20/2002 Scottish Power Limited Thus Group PLC GB00B125RQ41 GB00B0XZZ512 

3 7/1/2002 Koninklijke Vopak NV Univar NV NL0009432491 NL0000388809 

4 1/31/2003 Bayer AG Lanxess AB DE000BAY0017 DE0005470405 

5 2/25/2003 Norsk Hydro ASA Yara International ASA NO0005052605 NO0010208051 

6 5/14/2003 Cmb NV Euronav NV BE0003817344 BE0003816338 

7 7/7/2003 Kingfisher PLC Darty Limited  GB0033195214 GB0033040113 

8 8/20/2003 Norman ASA Ibas Holding ASA NO0010225246 NO0010225238 

9 9/8/2003 Poolia AB Uniflex AB SE0000567539 SE0001283607 

10 1/6/2004 Kone OYJ Cargotec OYJ FI0009013403 FI0009013429 

11 2/18/2004 Avesco PLC Creative Technology Group PLC GB0034070515 GB0000653229 

12 4/29/2004 Nv Umicore SA Aurubis Belgium NV  BE0974320526 BE0003819365 

13 5/1/2004 Snia SPA Sorin SPA IT0004239510 IT0003544431 

14 10/1/2004 Cyc Holdings PLC Eastbridge Investments PLC  GB0009781856 GB00B030LW50 

15 11/2/2004 Ems-Chemie Holding AG Dottikon Es Holding AG CH0016440353 CH0020739006 

16 1/3/2005 Cofina Sgps SA Altri Sgps SA PTCFN0AE0003 PTALT0AE0002 

17 3/23/2005 Ibs AB Ibs Opensystems PLC SE0000106759 GB00B06HS226 

18 4/26/2005 Bilia AB Catena AB SE0009921588 SE0001664707 

19 5/23/2005 Fabege AB Wihlborgs Fastigheter AB SE0011166974 SE0001413600 

20 5/31/2005 Robotic Legacy Company 

Limited  

International Nuclear Solutions PLC GB0007614935 GB00B12QZ964 

21 5/31/2005 Xano Industri AB Itab Shop Concept AB  SE0012674232 SE0008375117 

22 6/14/2005 Gunnebo AB Gunnebo Industrier AB SE0000195570 SE0001447723 

23 6/22/2005 Reno De Medici SPA Plc S.P.A  IT0001178299 IT0005339160 

24 6/30/2005 Pgs ASA  Teekay Petrojarl Production AS NO0010199151 NO0010309560 

25 9/26/2005 Scisys PLC  Coda PLC GB0001520757 GB00B18FC419 

26 11/8/2005 Bwt AG Christ Water Technology AG AT0000737705 AT0000499157 

27 12/16/2005 Q-Free ASA Fara AS NO0003103103 NO0010296007 

28 1/5/2006 Simrad Optronics ASA Simtronics ASA NO0005396200 NO0010349830 

29 1/22/2006 Hexagon Composites ASA Comrod Communication AS NO0003067902 NO0010338445 

30 3/7/2006 Orion OYJ Oriola OYJ FI0009014377 FI0009014351 

31 3/22/2006 Cable & Wireless PLC Cable & Wireless Communications 

PLC 

GB0001625572 GB00B5KKT968 

32 4/5/2006 Betsson AB Net Entertainment AB SE0011089259 SE0009773237 

33 5/18/2006 Total SA Arkema SA FR0000120271 FR0010313833 

34 5/19/2006 Groupe Bourbon SA Cbo Territoria SA FR0004548873 FR0010193979 

35 6/13/2006 Electrolux AB Husqvarna AB SE0000103814 SE0001662230 

36 6/23/2006 Gurit Holding AG Coltene Holding AG  CH0008012236 CH0025343259 

37 7/8/2006 Conroy Gold and Natural 

Resources PLC 

Karelian Diamond Resources PLC IE00BZ4BTZ13 IE00BD09HK61 

38 9/5/2006 Nestor Healthcare Group LTD Pinnacle Staffing Group PLC GB0006313034 GB00B1899T70 

39 10/1/2006 Peab AB Peab Industri AB SE0000106205 SE0002091496 

40 10/6/2006 Catella AB  Carl Lamm AB SE0000188518 SE0001739053 

41 11/13/2006 H Lundbeck A/S Lifecycle Pharma A/S DK0010287234 DK0060048148 

42 11/17/2006 Signature Aviation PLC  Fiberweb PLC GB00BKDM7X41 GB00B1FMH067 

43 12/5/2006 Fyffes Public Limited Company Balmoral International Land Limited  IE0003295239 IE00B134XK63 

44 1/2/2007 Fyffes PLC Total Produce PLC IE0003295239 IE00B1HDWM43 

45 1/16/2007 Egdon Resources PLC Portland Gas Ltd GB00B28YML29 GB00B28YMP66 
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46 3/6/2007 Mxc Capital Limited  Broca (1) Limited  GG00BSBMMK42 GB00B1R2V686 

47 4/16/2007 Insetco PLC Avanti Communications Group PLC GB00B5KNBL14 GB00B1VCNQ84 

48 5/19/2007 Exalt AB Xtracom Consulting Group AB SE0005223542 SE0002440818 

49 6/29/2007 Anglo American PLC Mondi PLC GB00B1XZS820 GB00B1CRLC47 

50 8/29/2007 Consilium AB Precomp Solutions AB SE0000236382 SE0006091724 

51 12/22/2007 Rocksource ASA Nordic Mining ASA NO0003987901 NO0010317340 

52 1/28/2008 Sonae Sgps SA Sonae Industria Sgps SA PTSON0AM0001 PTS3P0AM0025 

53 1/31/2008 Sonae Sgps SA Sonae Capital Sgps SA PTSON0AM0001 PTSNP0AE0008 

54 6/9/2008 Hexagon AB Hexpol AB SE0000103699 SE0007074281 

55 6/18/2008 Photocure ASA Pci Biotech Holding ASA NO0010000045 NO0010405640 

56 10/21/2008 Compagnie Financiere 

Richemont SA 

Reinet Investments SCA CH0210483332 LU0383812293 

57 12/15/2009 Modern Times Group MTG AB Qliro Group AB SE0000412371 SE0003652163 

58 1/26/2010 Netgem SA Video Futur Entertainment Group SA FR0004154060 FR0010841189 

59 1/31/2010 Arcelormittal SA Aperam SA LU1598757687 LU0569974404 

60 2/7/2010 Accor SA Edenred SA FR0000120404 FR0010908533 

61 3/26/2010 Kemira OYJ Tikkurila OYJ FI0009004824 FI4000008719 

62 5/5/2010 Poolia AB Dedicare AB SE0000567539 SE0003909282 

63 6/8/2010 Norse Energy Corp ASA Panoro Energy ASA NO0003095507 NO0010564701 

64 9/25/2010 Trigon Property Development AS Skano Group AS EE3100003443 EE3100092503 

65 12/15/2010 Maurel & Prom SA Mpi  FR0000051070 FR0011120914 

66 5/4/2011 Orasolv AB Rls Global AB  SE0001183732 SE0005190725 

67 5/7/2011 Carrefour SA Distribuidora Internacional De 

Alimentacion SA 

FR0000120172 ES0126775032 

68 5/13/2011 Rieter Holding AG Autoneum Holding AG CH0003671440 CH0127480363 

69 5/26/2011 Postnl N.V. Tnt Express NV NL0009739416 NL0009739424 

70 6/16/2011 Haldex AB Concentric AB SE0000105199 SE0003950864 

71 7/8/2011 Akastor ASA  Kvaerner ASA NO0010215684 NO0010605371 

72 7/18/2011 Weatherly International PLC Pembridge Resources PLC  GB00B15PVN63 GB00B3ZW6Z85 

73 8/1/2011 Punch Taverns PLC Spirit Pub Company PLC GB00BPXRVT80 GB00B5NFV695 

74 2/1/2012 De Longhi SPA Delclima SPA IT0003115950 IT0004772502 

75 5/31/2012 Metall Zug AG Zug Estates Holding AG CH0039821084 CH0148052126 

76 8/7/2012 Siemens AG Osram Licht AG DE0007236101 DE000LED4000 

77 8/10/2012 Vitrolife AB Xvivo Perfusion AB SE0000816043 SE0004840718 

78 12/2/2012 Trane Technologies PLC  Allegion PLC IE00BK9ZQ967 IE00BFRT3W74 

79 12/19/2012 Vesuvius PLC Alent PLC GB00B82YXW83 GB00BQ1XTV39 

80 1/7/2013 Yit OYJ Caverion OYJ FI0009800643 FI4000062781 

81 2/20/2013 Amasten Fastighets AB  Cell Impact AB SE0005034550 SE0005003217 

82 4/24/2013 Castleton Technology PLC  Redcentric PLC GB00BYV2WV72 GB00B7TW1V39 

83 6/7/2013 Betsson AB Angler Gaming PLC SE0011089259 MT0000650102 

84 6/18/2013 Ppr Sa (Kering SA) Fnac SA FR0000121485 FR0011476928 

85 6/28/2013 Transferator AB Mr Green & Co AB SE0002829226 SE0006963682 

86 7/5/2013 Dignitana AB Braincool AB SE0002108001 SE0005731833 

87 8/1/2013 Lietuvos Dujos AB Amber Grid AB LT0000116220 LT0000128696 

88 8/4/2013 Noble Corporation PLC Paragon Offshore PLC GB00BFG3KF26 GB00BMTS0J78 

89 10/9/2013 Severn Trent PLC Biffa Group Holdings (UK) Limited  GB00B1FH8J72 GB00B129PL77 

90 10/30/2013 Bollore SA Blue Solutions SA FR0000039299 FR0011592104 

91 2/1/2014 Metso OYJ Valmet OYJ FI0009007835 FI4000074984 

92 5/2/2014 Safeland PLC Safestay PLC GB0007667008 GB00BKT0J702 

93 6/4/2014 Invalda Invl AB  Invl Baltic Real Estate UAB LT0000102279 LT0000127151 

94 6/4/2014 Invalda Lt AB Invl Baltic Farmland UAB LT0000102279 LT0000128753 

95 6/4/2014 Invalda Lt AB Invl Technology UAB LT0000102279 LT0000128860 

96 9/29/2014 Aker Solutions ASA Akastor ASA NO0010215684 NO0010716582 

97 12/23/2014 Reckitt Benckiser Group PLC Indivior PLC GB00B24CGK77 GB00BRS65X63 

98 6/10/2015 Interfox Resources AB Archelon AB SE0006371258 SE0005594801 
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99 6/29/2015 Adux  Hipay Group SA FR0012821890 FR0012821916 

100 10/6/2015 Weifa ASA Vistin Pharma ASA NO0010308240 NO0010734122 

101 3/16/2016 Addtech AB Addlife AB SE0005568136 SE0007982814 

102 6/9/2016 Ncc AB Bonava AB SE0000117970 SE0008091573 

 

11.2 APPENDIX B: DISTRIBUTIONAL PLOTS  

Given the limited space available the following distributional plots were placed in this appendix in favour 

of the main body. Furthermore, only the plots for T0 to T+1 was included in this appendix as they are 

deemed to be of most interest and to minimize cluttering. However, the other time periods displayed 

similar characteristics to that of the illustrated plots below for T0 to T+1. With the distinction that the 

later time periods appeared to trend towards the mean of zero with less visible skewness and kurtosis.  

11.2.1 Normality by group: FOCUS 
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11.2.2 Normality by group: Dual Directorship 
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11.3 APPENDIX: RESULTS FROM PARAMETRIC & NON-PARAMETRIC TESTS 

In the table below we report all parametric and non-parametric tests that have been conducted. To test 

the means and median values against zero we used a Student’s T-test and Wilcoxon-Signed-Rank test, 

respectively. To test the equality of means a Two-sample independent t-test is applied for groups of two 

and One-Way ANOVA is applied for larger groups. To test the equality of medians a Mann-Whitney-U 

test is applied for groups of two, and Kruskal-Wallis test for larger groups. Significant parametric results 

indicated by p ≥ 0.1 (*), p ≥ 0.05 (**) and p ≥ 0.01 (***). Significant non-parametric results indicated 

by Z ≥ 0.1 (*), Z ≥ 0.05 (**) and Z ≥ 0.01 (***). 

 

  T-1 to T+1 T-1 to T0 T0 to T+1 T+1 to T+2 

  
Parametric 

Non- 

parametric 
Parametric 

Non- 

parametric 
Parametric 

Non- 

parametric 
Parametric 

Non- 

parametric 

H1: Parent 

Unadjusted 
      0.001 -0.0041 -0.0065 -0.0006 

Industry 
      0.0015 -0.0007 0.017 0.0011 

Size 
      0.0025 0.004 -0.013 -0.0037 

Country         0.0495 0.0015 0.0865 0.0025 

H1b: Child 

Unadjusted 
      -0.0405*     0.0046 -0.0035 0 

Industry 
      0.0105 0.0096 -0.0065 0.0082 

Size 
      0.0145 0.0089     0.0555 0.0063 

Country         0 0.0014 0.006 0.0071 

H1: 

Portfolio 

Unadjusted 0.0225*     0.0031 0.018 0.0033 0.0045 0.0013 -0.003 -0.0032 

Industry 0.02 0.0089 0.0075 0.0048 0.0125 0.0025 0.0205 0.0047 

Size -0.0575 0.0057*     -0.071 -0.0008 0.0135 0.0027 -0.0095 -0.0029 

Country 0.0435 0.0083*     -0.0095 0.0058 0.0525 0.0114*     0.09 0.0019 

H2a: Parent 

non-focus 

Unadjusted 
      -0.005 -0.0013 -0.025 -0.0036 

Industry 
      -0.029 -0.0038 0.026 0.0011 

Size 
      -0.011 0.0102 -0.05 -0.0033 

Country         0.005 -0.0048 0.025 0.0067 

H2a: Parent 

focus 

Unadjusted 
      0.004 -0.0054 0.001 -0.0006 

Industry 
      0.014 0.0005 0.013 0.0017 

Size 
      0.008 0.0024 0.002 -0.0037 

Country         0.068 0.003 0.112 0.0025 

H2a: Parent 

Differences 

Non-Focus v 

Focus 

Unadjusted 
      -0.009 0.0041 -0.025 -0.003 

Industry 
      -0.043 -0.0043 0.013 -0.0006 

Size 
      -0.018 0.0078 -0.051 0.0004 

Country         -0.063 -0.0078 -0.086 0.0042 

Unadjusted 
     -0.024 -0.0024 0.082 0 
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H2b: Child 

Non-focus 

Industry 
     0.088 0.0147 0.1340*     0.0031 

Size 
     0.1250**   0.0048* 0.22 0.005 

Country        0.029 -0.0058 0.117 0.0033 

H2b: Child 

Focus 

Unadjusted 
      -0.0480*     0.0081 -0.0390*     0.0016 

Industry 
      -0.021 0.0089 -0.0650*     0.0122 

Size 
      -0.032 0.014 -0.013 0.012 

Country         -0.012 0.0053 -0.041 0.0152 

H2b: Child 

Differences 
Non-Focus v 

Focus 

Unadjusted 
      0.024 0.0105 0.1200**   0.0016* 

Industry 
      0.11 -0.0058 0.1980*** 0.0091 

Size 
      0.1570**   0.0092* 0.2340**   0.007 

Country         0.041 0.0111 0.1580**   0.0119* 

H3a: Parent 

Organic 

Unadjusted 
      0.004 -0.0039 0.005 0 

Industry 
      0.026 0.0023 0.027 0.0034 

Size 
      0.011 -0.0038 0.003 -0.0037 

Country         0.056 0.0052 0.115 0.003 

H3a: Parent 

Acquisitions 

Unadjusted 
      -0.007 -0.0041 -0.041 -0.0015 

Industry 
      -0.069 -0.0038 -0.013 -0.0026 

Size 
      -0.021 0.0082 -0.059 -0.0041 

Country         0.03 -0.0015 0.005 0.0013 

H3a: Parent 

Differences 

Organic v  

Acquisition 

Unadjusted 
      -0.0109 -0.0002 -0.0459*     -0.0015 

Industry 
      -0.0947**   -0.0061 -0.0397 -0.006 

Size 
      -0.0307 0.012 -0.0611*     -0.0004 

Country         -0.026 -0.0067 -0.1102 -0.0017 

H3b: Child 

Organic 

Unadjusted 
      -0.029 0.0081 -0.002 -0.0003 

Industry 
      -0.009 0.0052 0.015 0.0104 

Size 
      0.009 0.0081 0.017 0.0068 

Country         -0.022 0.0086 0.013 0.0127 

H3b: Child 

Acquisitions 

Unadjusted 
      -0.0740**   -0.0071 -0.01 0 

Industry 
      0.068 0.0282 -0.071 -0.0033 

Size 
      0.029 0.0105 0.167 0.0006 

Country         0.065 -0.012 -0.016 -0.0008 

H3b: Child 

Differences 
Organic 

v 

Acquisition 

Unadjusted 
      -0.0448 -0.0152 -0.0082 0.0003 

Industry 
      0.0772 0.023 -0.0862 -0.0137 

Size 
      0.0196 0.0024 0.1499 -0.0062 

Country         0.086 -0.0206 -0.0294 -0.0135 

H3b: 

Portfolio 

Organic 

Unadjusted 0.0300*     0.0015 0.022 0.0035 0.008 0.0045 -0.004 -0.0054 

Industry 0.025 0.002 -0.004 0.0031 0.029 0.0045 0.018 0.0047 

Size -0.081 -0.0027 -0.095 0.0007 0.013 0.0032 -0.006 -0.0029 

Country 0.03 -0.0055 -0.03 0.0042 0.06 0.0137 0.106 0.003 

H3b: 

Portfolio 

Acquisition 

Unadjusted 0.001 0.0027 0.007 0.003 -0.007 -0.0017 -0.001 -0.0008 

Industry 0.005 0.0093 0.041 0.0086 -0.035 -0.0056 0.027 0.0015 
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Size 0.011 0.0022 -0.002 -0.0029 0.014 0.0025 -0.018 -0.0022 

Country 0.082 -0.0055 0.0510*     0.0084 0.03 -0.0038 0.044 -0.0014 

H3b: 

Portfolio 

Differences 

Organic v 
Acquisitions 

Unadjusted -0.0296 0.0012 -0.0147 -0.0005 -0.0148 -0.0062 0.0028 0.0046 

Industry -0.0192 0.0073 0.0445 0.0055 -0.0637*     -0.0101 0.009 -0.0032 

Size 0.0925 0.0049 0.0922 -0.0036 0.0003 -0.0007 -0.0125 0.0007 

Country 0.0511 0 0.081 0.0042 -0.0299 -0.0175 -0.0616 -0.0044 

H4a: Parent 

No dual 

directors 

Unadjusted 
      0.0560*** 0.0313*** -0.045 0 

Industry 
      -0.089 -0.0177* -0.026 0.0026 

Size 
      -0.035 0.004 -0.064 -0.0068 

Country         0.0530**   0.0247* -0.032 0.0025 

H4a: Parent 

One dual 

director 

Unadjusted 
      -0.026 -0.0068 0.059 0.0046 

Industry 
      0.056 0.0295 0.1520*** 0.0626*** 

Size 
      0.052 0.0111 0.0790*     0.0195**   

Country         -0.075 -0.0012* 0.649 0.0182*** 

H4a: Parent 

Differences 
One dual 

director 

vs 
No dual 

directors 

Unadjusted 
      -0.0815**   -0.0381 0.1033**   0.0046*** 

Industry 
      0.1446*     0.0472 0.1793**   0.06* 

Size 
      0.0873 0.0071 0.1425*** 0.0263** 

Country 
        -0.1277 -0.0259 0.6806 0.0157 

H4c: Parent 

Multiple 

dual 

directors 

Unadjusted 
      -0.019 -0.0099**   -0.012 -0.0057**   

Industry 
      0.032 0.0023 -0.017 -0.0095 

Size 
      0.004 -0.0057 -0.0240*     -0.0086**   

Country         0.102 -0.0017 -0.09 -0.007 

H4c: Parent 

Differences 

One dual 
director 

vs 
Multiple 

dual 

directors 

Unadjusted 
      0.0063 0.0282 -0.0706 -0.0103 

Industry 
      -0.0239 -0.0449 -0.1697**   -0.0721** 

Size 
      -0.0489 -0.0128 -0.1021**   -0.0281* 

Country 

        0.1768 0.0242 -0.7396*     -0.0252** 

H4c: Parent 

Differences 

Multiple 

dual 
directors 

vs 

No dual 
directors 

Unadjusted 
      -0.0752**   -0.0412 0.0328 -0.0057 

Industry 
      0.1207*     0.02 0.0095 -0.0121 

Size 
      0.0384 -0.0097 0.0404 -0.0018 

Country 

        0.0491 -0.0264 -0.059 -0.0095 

H4b: Child 

No dual 

directors 

Unadjusted 
      0.003 0.0127 0.021 0.0048 

Industry 
      0.018 0.007 0.025 0.0128 

Size 
      -0.007 0.0119 0.222 0.0124 

Country         0.082 0.0258 0.006 0.0125* 

H4b: Child 

One dual 

director 

Unadjusted 
      -0.089 0 -0.099 -0.0029 

Industry 
      -0.08 0.0022 -0.068 0.0122 

Size 
      -0.091 -0.0049 -0.051 -0.0122 

Country         -0.1450*     -0.0068 -0.05 -0.0008 
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H4b: Child 

Differences 

No dual 

directors 
vs 

One dual 

director 

Unadjusted 
      -0.092 -0.0127 -0.1206 -0.0077 

Industry 
      -0.0978 -0.0048 -0.0928 -0.0006 

Size 
      -0.0835 -0.0168 -0.2731 -0.0246 

Country 
        -0.2268**   -0.0326 -0.0568 -0.0133 

H4b: Child 

Multiple 

dual 
directors 

Unadjusted 
      -0.0450*     0 0.023 0.0027 

Industry 
      0.046 -0.0027 0.002 -0.0003 

Size 
      0.0740*     0.0063 0.003 -0.0088 

Country         0.015 0.0057 0.03 -0.0078 

H4b:Child 

Differences 
no dual 

directors 

vs 
multiple dual 

directors 

Unadjusted 
      -0.0486 -0.0127 0.0018 -0.0021 

Industry 
      0.0283 -0.0097 -0.0241 -0.0131 

Size 
      0.0815 -0.0056 -0.2191 -0.0212 

Country 
        -0.067 -0.0201 0.0236 -0.0203 

H4: 

Portfolio 

No dual 
directors 

Unadjusted 0.0290*     0.0043 -0.017 -0.0146**   0.0450*** 0.0188*** -0.006 0.0023 

Industry 0.028 0.019 0.026 -0.009 0.002 0.014 0.012 0.0113 

Size 0.0430**   0.0116**   -0.013 -0.0208**   0.0560**   0.0378*** -0.025 -0.0057 

Country 0.0500**   0.0151 0.006 -0.0068 0.0430*     0.0243*     0.007 0.0081 

H4: 

Portfolio 

One dual 

director 

Unadjusted 0.031 -0.0031 0.028 -0.0032 0.004 -0.002 0.009 -0.0016 

Industry -0.015 0.0112 -0.017 -0.0044 0.001 0.0034 0.1030**   0.0347*** 

Size -0.161 -0.0077 -0.159 0.0007 -0.003 -0.0007 0.0290**   0.0155**   

Country -0.194 -0.0234 -0.148 -0.0014 -0.045 0.0017 0.6 0.0105 

H4: 

Portfolio 
Differences 

No dual 

directors 
vs 

One dual 

director 

Unadjusted 0.0022 -0.0074 0.0439 0.0114 -0.0418 -0.0208 0.0149 -0.0039 

Industry -0.0437 -0.0078 -0.0432 0.0046 -0.0005 -0.0106 0.0909 0.0234 

Size -0.2038 -0.0193 -0.146 0.0215 -0.0578 -0.0385 0.0541*     0.0212** 

Country 

-0.2431 -0.0385 -0.1551 0.0054 -0.088 -0.0226 0.5922 0.0024 

H4: 

Portfolio 

Multiple 

dual 

directors 

Unadjusted 0.015 0.0048 0.0350**   0.0164*** -0.02 -0.003 -0.005 -0.0067*     

Industry 0.03 0.001 0.006 0.0097 0.024 -0.0008 -0.011 -0.0082 

Size -0.072 0.0054 -0.068 0.0087*     -0.004 -0.0002 -0.017 -0.0086*     

Country 0.1440**   0.0134**   0.0420**   0.0150**   0.102 0.0078 -0.084 -0.0111 

H4: 

Portfolio 

Differences 

No dual 

directors 
vs 

Multiple 

dual 
directors 

Unadjusted -0.0139 -0.0005 0.0516 -0.031 -0.0655*** 0.0218 0.0006 0.009 

Industry 0.0026 0.018 -0.0199 -0.0187 0.0225 0.0148 -0.0226 0.0195 

Size 0.0893 0.0062 -0.0546 -0.0295 -0.0598*     0.038 0.0083 0.0029 

Country 

0.0944 0.0017 0.0356 -0.0218 0.0588 0.0165 -0.0911 0.0192 

H4: 

Portfolio 

Differences 
One dual 

director 

vs 
Multiple 

dual 
directors 

Unadjusted -0.0161 0.0079 0.0076 0.0196 -0.0237 -0.001 -0.0143 -0.0051 

Industry 0.0463 -0.0102 0.0233 0.0141 0.023 -0.0042 -0.1135*     -0.0429 

Size -0.1144 0.0131 0.0914 0.008 -0.002 0.0005 -0.0458*     -0.0241** 

Country 

0.3375**   0.0368 0.1907 0.0164 0.1468 0.0061 -0.6833*     -0.0216 
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11.4 APPENDIX: CHILD RESULTS FOR MULTIPLE DUAL DIRECTORS AND CORPORATE 

FOCUS 

  

Panel A: Changes over time ROA Measure 
T0 to 

T+1 

T+1 to 

T+2 

Multiple dual directors  

&  

focus-increasing 

 

N=15 

Unadjusted 
-0.0510 0.1260 

[0.033] [0.104] 

Industry-adjusted 
0.1400 0.1960 

[0.110] [0.129] 

Size-adjusted 
0.1570 0.0900 

[0.104] [0.118] 

Country-adjusted 
-0.0220 0.2170 

[0.046] [0.147] 

Multiple dual directors  

&  

non-focus-increasing 

 

N=35  

Unadjusted 
-0.0430 -0.0210 

[0.036] [0.016] 

Industry-adjusted 
0.0050 -0.0820* 

[0.056] [0.043] 

Size-adjusted 
0.0380 -0.0350 

[0.030] [0.054] 

Country-adjusted 
0.0310 -0.0500 

[0.062] [0.039] 

Panel B: Differences in means  
ROA 

Measure 
T0 to T+1 

T+1 to 

T+2 

Difference 

Unadjusted 
-0.0090 0.1460** 

[0.060] [0.071] 

Industry-adjusted 
0.1350 0.2780** 

[0.111] [0.106] 

Size-adjusted 
0.1190 0.1260 

[0.082] [0.113] 

Country-adjusted 
-0.0530 0.2670 

[0.099] [0.112] 

Note: The mean change in operating performance are reported without brackets, with significance level from a two-tailed Student t-test 

against a zero-mean denoted by [*] p ≤ 0.1, [**] p ≤ 0.05], [***] p ≤ 0.01. Standard errors from corresponding t-test reported below in 

[brackets]. An insignificant result (without stars) implies that there was no noticeable change in operating performance, in other words 

the mean value was not statistically different from zero. The computations were conducted using Stata 16.1 SE. 

Table summary: Panel A presents Child-level results of the average change in unadjusted and three adjusted measures of ROA for non-

focus-increasing firms with multiple dual directors and focus-increasing firms with multiple dual directors respectively. Panel C we 

report the differences in means between the two sub-groups which is tested by using a Two-sample independent t-test.  

 

 


