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Abstract 

This study investigates the short-term shareholder reactions of announced spin-offs in northern 

Europe. Spin-offs conducted in order to increase core focus of the parent, and spin-offs not 

conducted for this reason, are distinguished and separately analyzed. Moreover, two research 

questions are developed with the aim of firstly investigating how announcements affect the 

short-term wealth of shareholders, and secondly, what potential effect increased industrial focus 

has on shareholder reactions from spin-offs. By analyzing spin-offs that are announced between 

2004 and 2019, significant abnormal returns are found for announcements of spin-offs. When 

separating the full sample into sub-samples of core focusing spin-offs and non core focusing 

spin-offs, this study finds that the former results in larger and significant abnormal returns in 

contrast to the latter which results in insignificant abnormal returns. The difference between 

these two sub-samples is not significantly different from zero. Furthermore, the evidence of the 

conducted research shows that specialization does not play an evident role in the emergence of 

the abnormal returns. Practical implications include that companies which have decided to spin 

off an entity can expect a short-term positive value effect from shareholders, but not necessarily 

due to the impact of a potential rationale of focusing on the company’s core business. 
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1. Introduction 

1.1. Background 

Restructuring organizations in form of spin-offs intents to create value for shareholders as well 

as to develop the companies, in accordance with several conducted studies (Veld & Veld-

Merkoulova, 2004). The announcement of the decision to separate an entity is followed by a 

reaction of the owners, i.e. the shareholders, and it is of interest to investigate the underlying 

strategic plan behind the divestiture with the supposed effect on share price and abnormal 

returns. A commonly suggested reason behind conducting spin-offs is to increase the focus of 

the corporation, and hence strengthen the core business. Our paper investigates public 

companies in northern Europe which have announced to perform spin-offs, and the following 

reactions from shareholders of the parent companies. Moreover, spin-offs conducted in order to 

increase core focus of the parent, and spin-offs not conducted for this reason, are distinguished 

and separately analyzed. Core focusing strategies are studied as possible determinant factors of 

the potential shareholders reactions to the announcement of corporate spin-offs. The research is 

conducted on the basis of literature and empirical evidence concerning corporate strategy in 

terms of divestitures and diversification, in combination with previous studies and evidence 

regarding reactions to announced spin-offs.  

 

The rationale behind, and the existence of, diversification in companies has varied over the years. 

According to Berger and Ofek (1995), there was a wave of diversification programs taken on by 

corporations during the 1950s and 1960s. The programs resulted in large conglomerates where 

the most attractive business model was well diversified. This impacted the size and reach of the 

companies. Large and global companies are not always efficiently run, however. Extensive 

previous research identifies a diversification discount, which states that diversified firms are 

lower valued than peers operating in only one industry (Berger & Ofek, 1995; Rajan, Servaes & 

Zingales, 2000).  

 

There are several suggested underlying reasons which result in the diversification discount. For 

instance, the difficulties of focusing and allocating resources in large conglomerates, which are 

reflected in stock prices and investor valuations are widely discussed (Krishnamurti & 

Vishwanath, 2008). In order to achieve a higher level of efficiency and reduce any diversification 

discount, companies can engage in various types of restructuring and divestments, i.e. they sell or 

discard assets. Pidun et al. (2019) identify a wave of corporate breakups during the past years. 
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The trend started in the United States during the 1980s, approached Europe in the 1990s, and 

has increased since. During these decades, companies have tended to engage in focusing 

activities in order to develop and strengthen their core business (Pidun et al., 2019). This could 

be seen as the opposite from performing activities concerning mergers and acquisitions, as the 

company develops through divestments rather than investments. During more recent years, 

several studies have contradicted the diversification discount literature. For instance, Campa and 

Kedia (2002) argue that diversification instead could generate a premium, and Pidun et al. (2019) 

conclude that diversification clearly can create value if properly managed. In light of this, there 

are currently different perspectives on the potential value creation or destruction from 

diversification and hence divestments.  

 

A common way to engage in divestments is to perform a spin-off, which means that a specific 

part of a company is separated from the rest of the organization. There are several structural 

changes for this type of transaction, but in contrast to acquisitions, no cash exchange occurs 

when conducting a spin-off. Since there is no explicit cash exchange, the company rationale is 

not related to wanting to generate immediate cash in relation to the transaction (Desai & Jain, 

1999). The spin-off results in two entities, namely the parent firm and the spun-off firm. The 

parent is the initial company, and the spun-off is the newly introduced entity (Krishnamurti & 

Vishwanath, 2008). The parent company's current shareholders all receive shares in the newly 

spun off firm on a pro rata basis, i.e. a proportional amount in regard to their current ownership, 

as an addition to their initial holdings in the parent company. Consequently, pre-announcement 

shareholders are affected by any stock price change occurring in connection to the spin-off 

(Schipper & Smith, 1983). Firms engaging in spin-off activities share some common 

characteristics, according to Johnson, Klein and Thibodeaux (1996). These include that the firms 

tend to be larger and more leveraged than their industry rivals. They usually also have higher 

asset turnover than their peers, along with lower real asset growth.  

 

Supposedly due to the changes in business models and strategies of companies regarding 

diversification, there has been an increase in performed corporate spin-offs over the years (Desai 

& Jain, 1999; Veld & Veld-Merkoulova, 2009). A spin-off could help reaching a company’s intent 

to diminish any lack of strategic fit or lack of synergies between subsidiaries or divisions within 

the company, which is a frequently discussed reason behind the decision to conduct a spin-off 

(Cusatis, Miles & Woolridge, 1993; Krishnamurti & Vishwanath, 2008; Veld & Veld-Merkoulova, 

2009; Krishnaswami & Subramaniam, 1999). Companies could have strategic intents to focus 
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more on their core activities and processes, and therefore decide to spin off sections that do not 

fulfill the requirements of operating in these focus areas (Desai & Jain, 1999). This rationale is 

highly linked to the discussion regarding whether diversification could create value for 

shareholders, which is central to this paper.  

 

There are however several other possible reasons behind deciding to conduct a spin-off, which 

are not necessarily connected to increased specialization and are therefore here classified as non 

core focusing rationales. Firstly, the rationale can be information related, as practitioners 

commonly explain the motivation behind conducting spin-offs by the wish to increase 

understanding and decrease information asymmetry between investors and the company 

(Krishnaswami & Subramaniam, 1999). In the study performed by Krishnaswami and 

Subramaniam (1999), they find that firms engaging in spin-off activities measure higher levels of 

information asymmetry before the divestiture than their matching peers, and that the conducted 

spin-offs can help reduce the information related problems.  

 

Secondly, another suggested reason behind performing spin-offs is the possibility of tax benefits 

and other regulatory advantages (Schipper & Smith, 1983; Cusatis et al., 1993; Veld & Veld-

Merkoulova, 2009; Krishnaswami & Subramaniam, 1999). According to Veld and Veld-

Merkoulova (2009), many spin-offs in both the US and Europe are tax neutral events with no tax 

consequences. This differs from other types of divestitures and restructuring alternatives that are 

taxable. In Europe, most countries now follow the European Union’s Merger Directive 

(European Commission, 1990), which states that spin-offs help rearrange investors’ already 

owned investments, leading to the capital gains taxation being deferred. Exceptions from this 

procedure include Germany, France and Switzerland, countries which instead consider spin-offs 

as distribution of income or capital and hence base the taxation on this classification. However, 

certain required criteria enable tax-free spin-offs in these countries as well (Veld & Veld-

Merkoulova, 2009). In their study from 2004, Veld and Veld-Merkoulova touch upon tax 

differences but do not distinguish between countries with different taxation standards in their 

models. 

 

Thirdly, a spin-off could also be related to geographical focus in terms of spinning off an entity 

which is operating in another location or area than other parts of the parent organization (Veld 

& Veld-Merkoulova, 2004). According to both Denis, Denis and Yost (2002) and Veld and Veld-

Merkoulova (2004), there are however arguments in previous literature that increasing 
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geographical focus could both increase and decrease firm value. Motivations towards spinning 

off a foreign division presented by Veld and Veld-Merkoulova (2004) include lowering risk, as 

well as reducing complexity within the organization. 

 

Fourthly, a perceived undervaluation could also be a rationale for conducting a spin-off. Cusatis 

et al. (1993) present this as a commonly stated reason by management, i.e. that they presume that 

the market undervalues their firm in its combined state. Krishnaswami and Subramaniam (1999) 

as well as Krishnamurti and Vishwanath (2008) also list willingness to cure a possible 

undervaluation as a rationale behind conducting a spin-off, highlighting investors’ increased 

understanding. Other possible rationales presented in the literature include excessive operating 

volatility (Cusatis et al., 1993), risk reduction (Krishnamurti & Vishwanath, 2008), transfer of 

wealth from bondholders to shareholders, and recontracting benefits after the spin-offs 

(Krishnaswami & Subramaniam, 1999). 

 

Although there are several different rationales behind a spin-off decision, spin-off initiatives tend 

to be successful in terms of share price reactions. Several event studies have found evidence for 

abnormal returns upon the announcement of a corporate spin-off. Veld and Veld-Merkoulova 

(2009) perform a meta-analysis where 26 studies are summarized with the result being positive 

average abnormal returns. The vast majority of previous studies are conducted in an US setting. 

Examples of these include Schipper and Smith (1983) and Desai and Jain (1999), where both 

studies find a significant, positive average shareholder reaction upon the announcement of spin-

offs. The European setting is not as commonly explored, but there are some studies conducted 

in this region as well. These include Kirchmaier (2003) and Sudarsanam and Quian (2007), who 

find evidence of abnormal returns for European spin-offs that are announced from 1989-1999, 

and 1987-2005 respectively. In addition, the earlier conducted research by Veld and Veld-

Merkoulova (2004) studies spin-offs from several different European countries between 1987 

and 2000 and find significant short-term abnormal returns for the period.  

 

1.2. Problem description  

The development in terms of corporate diversification has taken different forms over the 

decades, starting with the creation of numerous large conglomerates in the 1950s and 1960s, 

evolving into an increased number of divestitures conducted in order to further focus on the 

core business, resulting in extensive literature regarding the diversification discount. During the 

recent decades, however, a contradictory discussion in literature concerning that diversification 
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creates value and hence could generate a premium has emerged. In addition, divestments in form 

of spin-offs have increased over the years and are highly associated with diversification in terms 

of the rationale of specialization. These varying trends within both previous literature and 

conducted spin-offs motivate a contemporary study of the subject, which will further enhance 

the knowledge of the value effect following the strategic decision to divest an entity. Moreover, 

the spin-off literature in the European context is seemingly limited, especially in terms of current 

studies of specifically determined regions with the same tax treatment, which would contribute 

to a higher level of comparability. The studied spin-offs in Europe are announced at least 14 

years back in time, leaving the recent years unexplored. As a consequence of the discussion in 

this section, this study aims to provide answers to the following two research questions: 

 

● How do spin-off announcements affect the short-term wealth of shareholders?  

  

● What potential effect does an increased industrial focus have on shareholder reactions from 

spin-offs? 

 

1.3. Purpose and contributions  

The purpose of this study is to contribute to the existing literature regarding divestitures and 

strategy, by combining the strategic rationale behind the decision to restructure with the value 

creation of corporate restructuring through spin-offs. To our knowledge, there is limited 

contemporary research for Europe in general and specific European regions in particular. This 

research is conducted in the northern European setting in order to investigate a market context 

which has not been thoroughly explored. The choice of region originates from our primary 

interest of conducting research in a domestic context, and has expanded towards a geographical 

area of countries in the proximity of the domestic context with the same tax-treatment for spin-

offs, which contributes to a higher degree of comparability. The study aims to add to the insights 

regarding shareholders’ reactions to spin-offs, especially in terms of increased specialization and 

core focusing as a possible determinant factor of positive shareholder reactions at the time of the 

announcements - which is a subject of different opinions in previous research. In addition, we 

expect to contribute with practical implications for companies which have made the strategic 

decision to spin off an entity. 

 

In order to study if there are abnormal returns as a result of reactions to corporate spin-off 

announcements, and whether the potential share price effects differ in the presence of an 

underlying strategic choice of focusing on the core business, this study conducts a standard event 
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study. Followingly, we investigate if the decision to conduct a core focusing spin-off is a 

determinant factor of the found abnormal returns by running cross-sectional regressions. The 

sample consists of northern European spin-offs announced between 2004 and 2019. With these, 

cross-sectional regressions are conducted where cumulative abnormal returns function as the 

dependent variable. The impact of the strategic rationale behind the spin-off on value creation is 

studied through a variable in the regression which is based on whether the strategy behind the 

spin-off is core focusing or non core focusing.  

 

The event study results in evidence that announcements of spin-offs in general generate 

significant short-term abnormal returns. When dividing spin-offs into sub-samples of core 

focusing activities and non core focusing activities, the shareholder reactions are larger if the 

announced spin-offs are conducted in order to increase the company’s level of industrial 

specialization. The found difference in short-term wealth effects between core focusing and non 

core focusing spin-offs found for the sample of this study is however not applicable for spin-offs 

in general. Furthermore, when analyzing the underlying reasons for evidenced abnormal returns 

through cross-sectional regressions, the findings do not support that the characteristic of 

increased core focus is a determinant factor. Notably, the regression model does not provide a 

high degree of explanation to the abnormal returns, and it is therefore suggested that other 

variables need to be included in order to improve the explanatory value of the model. 

 

The findings contribute to previous research by providing contemporary evidence to the spin-off 

announcement reaction literature. The results help explain the spin-off effect in terms of 

shareholders’ reactions, as well as the potential connection between the reactions and the 

strategic rationale of increased specialization from the companies. This study contributes to 

complementing, and to a high degree extending, a previous study by Veld and Veld-Merkoulova 

(2004) by investigating a contemporary sample in a more specific geographical area. The results 

from this study are not solely expected, and slightly differ from the findings of Veld and Veld-

Merkoulova (2004), which indicates that the field of spin-offs and corporate diversification 

would benefit from further investigation. Practical implications from our study include that 

companies which have decided to spin off an entity can expect a short-term positive value effect 

from shareholders, but not necessarily due to the impact of a potential rationale of focusing on 

the company’s core business. 
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1.4. Disposition 

The remaining paper will be structured as follows. The next section, number two, provides 

insight in previous research and reviews the literature related to the subject. Section three 

describes the data set, as well as the conducted research method. Followingly, section four 

presents the empirical results and analysis, as well as a section for robustness tests. Section five 

concludes the paper with a final discussion.   
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2. Theoretical Framework and Empirical Evidence 

2.1. Diversification 

Conglomerates, i.e. large diversified firms operating in several separate industries, have been the 

scope of substantial research regarding efficiency and firm value (Pidun et al., 2019). During the 

1950s and 1960s, many large conglomerates were created and grew larger through mergers 

(Berger & Ofek, 1995). The trend has however reversed during the recent years, with specialized 

firms instead becoming the more dominant alternative (Pidun et al., 2019). Even though 

diversification was popular, conglomerates suffered a diversification discount1 during the 1960s 

according to Servaes (1996). The evidenced discount however decreased and diminished during 

the 1970s according to Servaes (1996), but no evidence is found that diversified firms were 

valued higher than specialized firms at any point during these two decades. Further, Servaes 

(1996) also discusses that the level of diversification in firms was lower during the time for his 

publication than earlier. Theoretical arguments by Berger and Ofek (1995), Rajan et al. (2000) 

and Lang and Stulz (1994) suggest that diversification destroys value as a result of diversified 

firms on average being traded at a discount in comparison to specialized firms. Berger and Ofek 

(1995) argue that by diversifying, companies destroy value due to inefficient investments and lack 

of transparency. Rajan et al. (2000) find evidence that diversified firms tend to trade at a 

discount, with implications of higher costs and lower benefits than specialized firms. However, 

they note that diversified firms can trade at a premium if their level of diversification is low. In 

other words, Rajan et al. (2000) find a correlation between level of specialization and firm value. 

Furthermore, Lang and Stulz (1994) show that diversification is not a success factor in regard to 

performance, however also highlighting that their findings might be affected by already poorly 

performing firms that seek to grow through diversification since their existing businesses are 

saturated.  

 

Even though extensive research suggests otherwise, there are also positive aspects with 

diversification. Krishnamurti and Vishwanath (2008) present value creating aspects of 

diversification. For instance, different industries or sectors could gain knowledge from each 

other to become more competitive, and the systematic risk could be reduced through 

diversification (Krishnamurti & Vishwanath, 2008). Moreover, several recent studies contradict 

the findings that firms destroy value by diversifying. According to Campa and Kedia (2002), the 

diversification strategy can be value enhancing and generate a premium. Pidun et al. (2019) state 

                                                 
1 The diversification discount states that diversified firms are traded at a discount in comparison to peers operating in only one, 

specific, industry (Berger & Ofek, 1995; Rajan, Servaes & Zingales, 2000). 
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that there still are some highly diversified companies that perform well, and that recent research 

has found that the ability to manage diversification deviates between companies to a larger extent 

than previously understood. Graham, Lemmon and Wolf (2002) argue that there is no evidence 

for causality between firm value destruction and diversification, since conglomerates tend to 

purchase firms that are already discounted. Moreover, Villalonga (2004) identifies problems with 

the data that has been used in previous corporate diversification literature. The flaw is explained 

by that 25% of the reported changes in segments are actually changes in reporting instead of 

changes in diversification. As a result, self-reported industrial segment data causes a bias that 

consequently drive the results towards a conclusion of diversification discount. Villalonga (2004) 

explains that previous evidence of a diversification discount is a consequence of self-selection 

and measurement inconsistency. The suggested bias is mainly due to that firms themselves have 

the opportunity to classify their own and their subsidiaries’ industries through SIC-codes. 

Therefore, the general classification for whether a company is diversified is affected by the 

company’s own perception. By amending for the biased data, Villalonga (2004) instead finds a 

diversification premium.  

 

2.2. Spin-offs and shareholder reactions 

The number of performed corporate spin-offs over the years has increased, which is possibly 

due to changes in business models and strategies in terms of diversification (Desai & Jain, 1999; 

Veld & Veld-Merkoulova, 2009). The decision to spin off an entity is usually a strategic decision 

for the company, where the spin-off can strengthen the strategic fit and synergies between 

divisions and operations within a company through divestments of entities which are not aligned 

with the core business (Cusatis et al., 1993; Desai & Jain, 1999).  

 

Numerous studies have found evidence that spin-offs generate positive abnormal shareholder 

returns in connection to the corporate announcement, among others these include Hite and 

Owers (1983), Schipper and Smith (1983), Desai and Jain (1999) and Feng, Nandy and Tian 

(2015). According to the review of empirical evidence presented by Veld and Veld-Merkoulova 

(2009), spin-offs are usually applauded by shareholders and show a significant average abnormal 

return of 3.0% upon announcement. Some of the studies from Veld and Veld-Merkoulova 

(2009), along with a few additional studies, are summarized in Table 1. The selected relevant 

studies have in common that they investigate the effect on parent firms, and that they all include 

a short-term perspective on shareholders’ reactions. Table 1 illustrates the found abnormal 

returns from the different event studies for various samples. The abnormal returns range from 
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2.2% in the study by Allen et al. (1995), to 4.8% in the study conducted by Sudarsanam and 

Quian (2007). Each study results in abnormal returns, significant at the 1% level. The majority is 

conducted in a US setting, but the most recent presented studies are performed in European 

contexts. The varying sample periods initiate in the 1960s, and finish with the most recent study 

by Feng et al. (2015), which has a sample period ending in 2006.  

 

Regarding the rather unusually studied European context, Kirchmaier (2003) studies a sample of 

48 spin-offs as presented in Table 1. The study shows significant abnormal returns amounting to 

4.0% upon announcement. Evidence from the paper by Veld and Veld-Merkoulova (2004) 

shows that shareholders react to the spin-off announcements for their sample of 156 European 

observations as well. The discovered abnormal returns are significant and land at the slightly 

lower number of 2.6% (Veld & Veld-Merkoulova, 2004). Moreover, Sudarsanam and Quian 

(2007) find that their sample of 157 observations generate significant abnormal returns at 4.8% 

for the three-day event window. In summary, the performed studies in both US and Europe all 

find that corporate spin-offs generate significant abnormal returns. 

 

Several of the mentioned studies in Table 1 also investigate whether core focusing spin-offs 

generate larger abnormal returns than the non core focusing spin-offs. Hite and Owers (1983) 

identify that the reason behind 29 of their 123 observed spin-offs is that the firms have a goal to 

become more specialized, i.e. focus on their core business. When separately analyzed, the core 

focusing spin-offs generate lower abnormal returns than the other identified logics behind the 

spin-offs during the short-term event window. This is in contrast to several later conducted 

studies, where most find that core focusing spin-off announcements create larger positive 

abnormal returns than non core focusing spin-off. For instance, Daley, Mehrotra and Sivakumar 

(1997) only find positive and significant evidence of abnormal returns for focus increasing spin-

offs, and not for non focus increasing spin-offs. The explanation they provide involves that spin-

offs create value by allowing the firms to concentrate on the core business and what they do 

best. The study conducted by Sudarsanam and Quian (2007) in the European context supports 

the argument that core focusing spin-off announcements are applauded by shareholders in terms 

of the positive significant market reactions.  

 

Moreover, Desai and Jain (1999) find evidence of positive abnormal returns for both core and 

non core focusing spin-offs. However, the former type of spin-off generates larger abnormal 

returns of 4.5%, in comparison to 2.2% for the latter. Krishnaswami and Subramaniam (1999) 
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present that their observations generate higher abnormal returns for core focusing spin-offs, 

amounting to 3.6% in comparison to 1.9% for non core focusing spin-offs, with a significant 

difference in means at a 5% level. Similarly, Veld and Veld-Merkoulova (2004) find evidence that 

the European spin-offs in their sample that originate from core focusing strategies result in 

higher abnormal returns in comparison to spin-offs that are based on non core focusing 

strategies. The authors find a significant difference in means amounting to 2.8%, which is larger 

than for Krishnaswami and Subramaniam (1999). Contrary to the mentioned studies, the study 

by Feng et al. (2015) does not find any significant difference between abnormal returns generated 

by core and none core focusing spin-off announcements.  

 

Table 1. Summary of previous literature  
 
Table 1 shows a summary of 11 previously conducted studies presented in order based on the year of publication. 
Each study finds abnormal returns in the short-term announcement period following spin-offs. The table illustrates 
the literature by authors, sample regions, sample size, CAAR and whether they study core focus explicitly. *, ** and 
*** denotes significance of the CAAR at the 10%, 5% and 1% level, respectively. 

 

 

2.3. Determinants of the spin-off announcement effect 

2.3.1. Core focusing spin-offs 

Desai and Jain (1999) find a direct relationship between increased focus and stock performance, 

when examining whether industrial focus plays an important role in determining significant 

abnormal returns. Krishnaswami and Subramaniam (1999) also find that the coefficient for 

industrial focusing spin-offs heavily impact the economic wealth effect. They conduct several 

regressions and investigate what happens when excluding different variables, and find that the 

core focusing coefficient mainly remains significant and positive. Veld and Veld-Merkoulova 

(2004) find significant abnormal returns for core focus increasing spin-offs that are higher than 

for non core focus increasing spin-offs. However, in the performed regressions by Veld and 

Veld-Merkoulova (2004), there are mixed evidence on the variable industrial focus. For instance, 

the coefficient is significant when leaving out some of the control variables, but not when 
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including all selected variables. Due to the varying results for the focus increasing variable, Veld 

and Veld-Merkoulova (2004) conclude that the importance of increasing core focus in terms of 

generating positive shareholder reactions is limited.  

 

2.3.2. Information asymmetry and diversification discount 

According to Berk and DeMarzo (2017), diversification is a way to reduce risk in companies and 

can justify a merger between firms. However, the argument ignores that shareholders are able to 

diversify their portfolios on their own and that the combined firm could rather lead to increased 

agency costs, due to inefficiency and misallocated resources (Berk & DeMarzo, 2017). There are 

different suggestions presented in research regarding any connection between spin-offs as focus 

increasing activities and agency costs or information asymmetry. Laeven and Levine (2007) 

investigate whether diversification could increase agency problems and hence intensify the 

diversification discount, which is indicated in findings from Rotemberg and Saloner (1994) 

among others. According to Laeven and Levine (2007), the costs of diversification are larger 

than the potential benefits due to increased agency conflicts in large, financial conglomerates. 

They cannot conclude that increased agency costs alone drive the results as there are 

measurement difficulties, but find these to be possible explanations for the value destruction in 

firms engaging in multiple activities. Similarly, Cusatis et al. (1993) claim that divestitures in form 

of spin-offs can create value by lowering agency costs and hence improve performance for both 

the parent company and the spun-off. This is a result of more efficiently driven incentives and 

focus by managers. Rajan et al. (2000) instead argue that agency costs are insufficient for 

explaining internal misallocation of funds in diversified firms, and should rather be used to 

explain general overinvestment situations.  

 

Krishnaswami and Subramaniam (1999) find that the effect of information asymmetry on 

shareholder reactions is larger when there are fewer negative synergies between the parent and 

the spun-off. In contrast to Krishnaswami and Subramaniam (1999), Veld and Veld-Merkoulova 

(2004) find no evidence for any connection between information asymmetry and degree of 

shareholders’ reactions in terms of abnormal returns. Veld and Veld-Merkoulova (2004) do 

however find that the effect of industrial focusing spin-offs decreases when information 

asymmetry is considered and introduced in their regression model. 
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2.4. Hypothesis development 

Diversified companies can make different strategic decisions to increase shareholder value in 

accordance with mentioned studies. They can choose to increase their level of diversification, 

remain at their current state, or focus more on their core activities through divestitures. Previous 

literature suggests that shareholders react positively upon the announcements of corporate spin-

offs, which is illustrated by abnormal returns within the event window. The previously evidenced 

abnormal returns lead to the expectation that our study’s observations also will generate 

shareholder reactions in form of abnormal returns. Even though we conduct our study in 

another geographical area and another time period than our predecessors, the expectations 

remain similar due to that previous studies comprise varying samples with similar results. In 

addition, several conducted studies present evidence that the potential abnormal returns 

following core focusing spin-off announcements tend to deviate from the equivalent abnormal 

returns for non core focusing spin-off announcements. Therefore, we hypothesize the following:  

 

Hypothesis 1a: Announcements of northern European spin-offs generate short-term abnormal 

returns.  

 

Hypothesis 1b: The potential wealth effect of northern European spin-offs differs between core 

focusing rationales and non core focusing rationales.  

 

While Veld and Veld-Merkoulova (2004) find mixed evidence of the core focusing characteristic 

on abnormal returns, other authors such as Desai and Jain (1999) and Krishnaswami and 

Subramaniam (1999) find evidence of core focusing spin-off announcements as a determinant 

factor of abnormal returns. Further, extensive literature has suggested that diversification 

destroys value, and that diversified firms trade at a discount. The latter, contradictory studies on 

diversification premiums, in addition to that the majority of the diversification discount studies 

are conducted before the 20th century, make it interesting to investigate whether the core 

focusing characteristic is an underlying factor of abnormal returns upon the announcement of a 

corporate spin-off. Hence, the second hypothesis of our research is the following: 

 

Hypothesis 2: The core focusing characteristic is a determinant factor for potential abnormal 

returns following northern European spin-off announcements.  
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3. Data and Method 

3.1. Data description 

This study analyzes a sample of northern European spin-off announcements. A northern 

European spin-off is defined as a spin-off in which the parent is primary listed on a northern 

European stock exchange. The spun-off can be can be listed or not listed and either based in 

same or a different country. By a definition from the United Nations Statistics Division northern 

Europe includes the stock exchanges in Denmark, Estonia, Finland, Lithuania, Norway, Sweden 

and United Kingdom (UK)2 (United Nations, 2019). The sample period ranges from January 

2004 to April 2019 and is chosen in order to provide more contemporary research to the existing 

literature.  

 

The announcement day is defined as the day the parent company first announces its intent to 

spin off an entity. Spin-off transactions and announcement days are obtained from the screening 

function in S&P CapitalIQ. For transactions which S&P Capital IQ does not provide 

announcement days, Merger Market is used as a complementary source. Moreover, financial data 

is obtained through Bloomberg, Wharton Research Data Services (WRDS), Yahoo Finance and 

S&P Capital IQ. When applicable, data has been obtained in the currency EUR. 

 

As presented by Table 2, a number of observations are eliminated from the original sample of 

122 announced spin-offs. Firstly, each observation is examined for M&A activities occurring 

during the observation event window through S&P Capital IQ, since it otherwise might 

contaminate the returns to not reflect the true stock price effect of the spin-off announcement. 

This results in 1 elimination. Secondly, to conduct the event study, announcements with 

unavailable stock price data have been eliminated. Data for at least 50 trading days is required to 

generate the company’s normal return, which results in the elimination of 9 announcements. 

Hence, the sample utilized for the event study includes 112 observations in total. The full sample 

of 112 spin-offs can be found in Table A1 in Appendix. Thirdly, additional announcements have 

to be eliminated for the cross-sectional regressions due to unavailable regression variable data. 

Eliminations conducted for the reason of lack of regression variable data are due to unavailable 

bid-ask data, and result in the elimination of 12 observations. Consequently, the final sample for 

the cross-sectional regressions includes 100 observations conducted by 84 different companies3. 

                                                 
2 Despite this definition, Iceland, Ireland and Latvia are excluded from the sample since no spin-off transaction activities based 

on the definition in this study have occurred during the chosen sample period. 
3
 The sample is also examined for potential outliers on the 1% and 99% level, which result in 0 eliminations. 
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Table 2. Sample construction 
 
The initial sample of 112 observations includes all announced spin-offs during 2004-2019 and are obtained from 
Capital IQ. Spin-off announcements by parent companies listed on a stock exchange in northern Europe, including 
Denmark, Estonia, Finland, Lithuania, Norway, Sweden and UK. Observations are then excluded due to 
confounding events and missing stock price data, which results in the final sample for tests of Hypothesis 1a and 1b 
(H1). In addition, observations which are lacking bid-ask data are eliminated, which results in the sample for tests of 
Hypothesis 2 (H2).  

 
 

Table 3 displays the number of announcements of core focusing spin-off activities and non core 

focusing spin-off activities per year and country of the sample for the event study, as well as the 

sample for the cross-sectional regressions. Standard Industrial Classification (SIC) is used in 

order to determine whether the observations are considered core or non core focusing. A spin-

off is considered to be core focus increasing when the two first digits in the spun-off firm’s SIC-

code differ from the two first digits in the SIC-code of the parent firm, in accordance with Desai 

and Jain (1999) and Veld and Veld-Merkoulova (2004). Primary SIC-codes are collected from 

Compustat and CapitalIQ, and are further affirmed through analysis of the announcements in 

terms of for instance examination of press releases.  

 

For the main regression of the sample of this study, shown in Table 3, Panel B, there are a total 

of 69 core focusing activities and 31 non core focusing activities, adding up to 100 observations. 

The focus increasing spin-offs seem to show some, although not extreme, clustering in time. 

During a period of five years from 2004-2008, 40.6% (28 of 69) of the focus increasing spin-offs 

were announced. Interestingly, all recently announced spin-offs, i.e. from 2018 and 2019, are 

focus increasing. Moreover, there does not seem to be any spin-off activities in 2009, which 

could be an effect of the financial crisis spreading to Europe, which possibly aimed companies’ 

focus elsewhere. Table 3, Panel B also describes the main regression sample by countries, where 

Panel B shows that with 52%, Sweden is heavily represented in the total sample (52 out of 100 

observations) followed by UK, Norway and Finland with 19 (19%), 15 (15%) and 10 (10%) 

observations, respectively. The remaining three countries account for 4% of the sample (4 
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observations). In the studied sample, 80% (8 of 10) of the spin-offs conducted in Finland and 

95% (18 of 19) of the spin-offs conducted in UK were core focusing. In comparison, the relative 

amount of core focusing activities is smaller for Sweden and Norway, amounting to 63% (33 of 

52) and 47% (7 of 15), respectively. 

 

For the event study sample shown in Table 3, Panel A there are a total of 112 observations, 

comprising of 78 core focusing activities and 34 non core focusing activities. The distribution by 

country and year in Table 3, Panel A gives the same overall picture of the sample to that analyzed 

for the cross-sectional regressions in Table 3, Panel B. Similarity is expected since the samples do 

not differ by an evident amount of observations. Common patterns include differences in 

relative portion core focusing activities by countries, time clustering, zero events during 2009 and 

a large percentage of the spin-offs being conducted in Sweden.   
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Table 3. Sample description 
 
Panel A reports the distribution by year and country of the full sample of 112 spin-offs conducted by parent firms 
listed on a northern European stock exchange from January 2004 to April 2019 to test Hypothesis 1, as well as the 
core focus increasing (78) and non core focus increasing (34) sub-samples. Panel B reports the distribution by year 
and country of the full sample of 100 spin-offs conducted by parent firms listed on a northern European stock 
exchange from January 2004 to April 2019 to test Hypothesis 2, as well as the core focus increasing (69) and non 
core focus increasing (31) sub-samples. The core focus increasing sample comprises parents which spin off an entity 
with a different two-digit SIC-code from the parent. The remaining spin-offs are classified as non core focus 
increasing. 

 

 
 

3.2. Method 

3.2.1. Event study 

In order to provide evidence for Hypothesis 1, i.e. whether the northern European stock 

markets value spin-offs positively in terms of instant share price reactions upon announcements, 

we conduct an event study. Event studies are commonly used within finance and accounting and 

is a statistical method used to assess how firms’ stock prices behave around corporate events 

(Kothari & Warner, 2006; MacKinlay, 1997). The methodology can be applied to measure the 
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announcement effect on the firm’s shareholders by analyzing the abnormal performance at the 

time of a certain event.  

 

Abnormal returns are computed in accordance with MacKinlay’s (1997) market model with the 

announcement day denoted as day 0. An event window is specified, which sets the number of 

days surrounding the event day, during which possible price reactions that follow new 

information will be identified. Our analysis of abnormal returns ranges over a three-day event 

window surrounding the announcement day (-1;1) which is used in several spin-off studies such 

as Desai and Jain (1999), Krishnaswami and Subramaniam (1999) and Veld and Veld-

Merkoulova (2004). In addition to the chosen three-day event window, a robustness test is later 

conducted in section 4.3. Robustness tests where we test different event intervals. The abnormal 

return defined according to the market model is expressed as 

 

𝐴𝑅𝑖𝑡 = 𝑅𝑖𝑡 − 𝛼𝑖̂ − 𝛽𝑖̂𝑅𝑚𝑡, (1) 

 
 

where AR is the abnormal return for observation i at day t, Rit is the daily return for observation i 

at day t, and Rmt is the return for market m at day t. The market m used in our study is the MSCI 

Europe which is an index that represents mid and large cap companies across 15 developed 

countries in Europe (MSCI Inc, 2019). The rationale behind the choice of market is that the 

index is a wide European share index that corresponds to the sample. The parameters 𝛼̂ and 𝛽̂ 

are estimated in accordance with Desai and Jain (1999) using an OLS regression which includes a 

period of 250 days, denoted as the estimation window. The estimation window ranges from 300 

days before the announcement day to 50 days before the announcement day (-300;-50) in order 

to consider any possible anticipation effect. For each observation, price data for at least 50 

trading days during the estimation window is required to compute 𝛽̂, otherwise the observation 

is excluded. An overview of the timeline to conduct the event study is illustrated in Figure 1. 

 

Figure 1. Timeline for event study 
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The sum of AR in the event window adds up to the cumulative abnormal return (CAR), which is 

synonymous to the change in shareholder wealth given a certain event. CARit is defined as the 

sum of abnormal returns for observation i, from t days before the announcement day to T days 

after the announcement day:  

 

𝐶𝐴𝑅𝑖(𝑡, 𝑇) = ∑ 𝐴𝑅𝑖,𝑡
𝑇
𝑡=1 . (2) 

 

The average CAR (i.e. cumulative average abnormal returns, CAAR) is tested on its significance, 

to test the significance of the overall sample, using an average t-statistic. The t-statistic is 

obtained using 

 

𝑡𝐶𝐴𝐴𝑅 =
1

𝑁
∑ 𝑡𝐶𝐴𝑅𝑖(𝑡,𝑇)

𝑁
𝑖=1 , (3) 

 

where tCAAR is the test statistic for CAAR, N is the number of observations in the sample, 

tCARi(t,T) is the t-statistic for CAR for observation i from day t to day T. The statistical testing of 

the CAAR defines whether Hypothesis 1a and Hypothesis 1b can be rejected. If CAAR is 

significantly different from zero, the null hypothesis related to Hypothesis 1a that spin-offs do 

not have an effect on share price can be rejected:  

 

H0: CAAR(-1;1) = 0 

HA: CAAR(-1;1) ≠ 0. 

 

If the difference between CAAR for core focusing spin-offs and CAAR for non core focusing 

spin-offs is significantly different from zero, the null hypothesis related to Hypothesis 1b that the 

difference between the means is zero can be rejected:  

 

H0: CAARCore focusing(-1;1) - CAARNon core focusing(-1;1) = 0 

HA: CAARCore focusing(-1;1) - CAARNon core focusing(-1;1) ≠ 0. 

 

3.2.2. Cross-sectional regression  

In order to provide evidence of Hypothesis 2, i.e. whether the core focusing rationale is an 

underlying factor for potential abnormal returns, a cross-sectional regression is used which is 

consistent with the methodology of Desai and Jain (1999) and Veld and Veld-Merkoulova 
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(2004). A cross-sectional regression is a statistical method which examines the relation between 

the magnitude of the abnormal returns and the characteristics of a specific event (MacKinlay, 

1997; Kothari & Warner, 2006). The approach includes running cross-sectional regressions of 

the abnormal returns conducted through the event study on chosen characteristics. Accordingly, 

the regression model in this study is expressed as 

 

𝐶𝐴𝑅𝑖(−1; 1) =  𝛽0 + 𝛽1𝑐𝑜𝑟𝑒_𝑓𝑜𝑐𝑢𝑠𝑖 + 𝛽𝑋𝑖 + 𝜀𝑖,        (4) 

 

where CARi(-1;1) is the change in shareholder wealth for observation i from one day prior to the 

announcement date to one day after the announcement date of a spin-off, core_focus is the main 

variable of interest, β is the parameter estimates for the control variables and X is the matrix of 

the control variables for each observation i. Consequently, in order to test whether core_focus is 

a determinant factor of CAR(-1;1), the associated statistical null hypothesis tested for rejection 

and alternative hypothesis are stated as 

 

H0: β1 = 0 

HA: β1 ≠ 0. 

 

A correlation matrix as well as a VIF-test is generated to control for multicollinearity, and a 

Durbin Watson test is conducted to test for autocorrelation. In addition, we run the cross-

sectional regression in different event windows in order to test the robustness of the regression 

model. Lastly, additional robustness tests are conducted if needed, depending on the outcome of 

the cross-sectional regressions.  

 

Dependent variable 

As suggested by MacKinlay (1997), this study runs an OLS regression with CAR as the 

dependent variable. CARi(t,T) is obtained from the conducted event study for Hypothesis 1 and 

is defined as the sum of abnormal returns for observation i, t days before the announcement day 

to T days after the announcement day. Equally to the event study for Hypothesis 1, the abnormal 

return is generated using the market model, a three-day event window (-1;1) and an estimation 

window of 250 days (-350;-50). 
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Main variable of interest 

The main variable of interest, core focusing is chosen to analyze the correlation between CAR and 

core focusing activities. The variable is measured using a dummy variable which equals 1 if the 

two-digit SIC-code of the spun-off is different from the two-digit SIC-code of the parent and 0 

if the two-digit SIC-code of the spun-off matches the parent’s two-digit SIC-code.  

 

Control variables 

Due to the similarities of the studies, although conducted in an earlier time period and a different 

geographical area, control variables related to the control variables included in the study of Veld 

and Veld-Merkoulova (2004) are replicated to the extent possible. For instance, the variable 

geographical focus is directly related to their study. However, Veld and Veld-Merkoulova (2004) 

include three factors which are not used in this study. Firstly, a variable for shareholder rights is 

excluded due to that the used index is not applicable for the countries included in this study. 

Secondly, Veld and Veld-Merkoulova (2004) include relative size as a variable, which is defined 

as the size of the spun-off in relation to the parent on the day of completion of the spin-off. 

Since information about the size of the spun-off is rarely announced when announcing spin-offs, 

this variable is obsolete for this short-term study. Due to that the size aspect is found in 

numerous studies of determinants of spin-offs (Hite & Owers, 1983; Miles & Rosenfeld, 1983; 

Krishnaswami & Subramaniam, 1999), this study controls for the effect that company size has 

on abnormal returns by including market capitalization as a variable. Thirdly, this study 

substitutes Veld and Veld-Merkoulova’s (2004) measure of information asymmetry4. Although 

previous finance literature provides numerous ways to measure information asymmetry, there is 

little agreement to which measure is the best (Karpoff, Lee & Maselius, 2013). We choose to 

measure information asymmetry using proxies suggested by Leuz and Verrechia (2000), namely 

bid-ask spread and price volatility which are further described below. In addition, country and 

year dummies are included in contrast to Veld and Veld-Merkoulova (2004).  

 

Geographical focus is a dummy variable which considers the abnormal returns that are associated 

with the parent increasing their geographical focus by spinning off a foreign division, i.e. based in 

another country than the parent. The variable takes a value of 1 if the parent spins off a foreign 

division and a value of 0 if the parent spins off a domestic division.  

 

                                                 
4
 Veld and Veld‐Merkoulova (2004) use normalized standard deviation of forecasts derived from the Institute of Brokerage for 

Investment Services (IBES) as a proxy to measure information asymmetry. However, since we do not have access to IBES, 
alternative proxies need to be chosen as a measure for information asymmetry.  
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Bid-ask spread is defined as the difference between the price quoted by the seller and the buyer for 

a given security. The bid-ask spread is commonly known in research for measuring information 

asymmetry explicitly since the measure addresses the adverse selection problem occurring when 

investors transact in firm shares in the presence of asymmetric information (Leuz & Verrechia, 

2000). Specifically, Acker, Stalker and Tonks (2002) explain the connection between bid-ask 

spreads and asymmetric information by highlighting the compensation of perceived adverse 

selection risk that occurs when market makers increase their spreads as a result of unusually large 

volumes of trade. Less information asymmetry causes lower adverse selection which in turn 

decreases bid-ask spread (Leuz & Verrechia, 2000). 

 

Price volatility can be defined as the variation in stock price for a given security, over a specific 

period of time. The period used to estimate the price volatility in this study is the stock price 

ranging from 302 days prior to the announcement day to 50 days prior to the announcement day 

(-302;-50), adding up to 252 trading days, which in turn, on average, equals one trading year. 

Wang (1993) suggests that an increase in price volatility implies an increase in information 

asymmetry due to the increase in severity of adverse selection problems, which is aligned with 

the view of Leuz and Verrechia (2000). Although price volatility has been used in several 

previous finance studies to measure asymmetric information, it does not capture information 

asymmetry exclusively since volatility also is influenced by other factors that are unrelated to 

information asymmetry (Leuz & Verrechia, 2000). A positive association is expected between 

bid-ask spread and price volatility.  

 

Market capitalization is defined as the total value of the company’s shares and is measured as the 

total market value of equity of the parent. The variable is included to control for the effect that 

size might have on the abnormal returns. 

 

In order to control for the temporal effects of time year effects, year dummies are included for 

the period 2004-2019. Dummy 2004 equals a value of 1 if the spin-off announcement is 

communicated 2004 and 0 otherwise, dummy 2005 equals a value of 1 if the spin-off 

announcement is communicated 2005 and 0 otherwise. This pattern continues for the continuing 

years 2006-2019.  

 

In order to control for the temporal aspects of country effects, country dummies are included 

for the definition of northern Europe in 3.1 Data i.e. Denmark, Estonia, Finland, Lithuania, 
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Norway, Sweden, and UK. Dummy Sweden takes the value of 1 if the parent is on a Swedish stock 

exchange and 0 otherwise, dummy Norway takes the value of 1 if the parent is on a Norwegian 

stock exchange and 0 otherwise. This pattern continues for the remaining countries. For 

Denmark, Lithuania and Estonia there are 1, 2 and 1 observations, respectively. This could 

suggestively give biased results due to a scarce number of observations. Since the country 

variables are not the main interest of this study but rather variables to control for temporal 

aspects and will not be furthered analyzed, the potential bias is not considered to be a large issue. 

However, we control for this by conducting a robustness test where larger regions are identified 

and included as dummies. Three major regions are identified: Nordic countries, Baltic states and 

UK. Dummy Nordic takes the value of 1 if the parent is on a Swedish, Danish, Finnish or 

Norwegian stock exchange and 0 otherwise. Dummy Baltic takes the value of 1 if the parent is on 

an Estonian or Lithuanian stock exchange and 0 otherwise, and dummy UK takes the value of 1 if 

the parent is on a British stock exchange and 0 otherwise.  
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4. Result and Analysis 

4.1. Results  

4.1.1. Hypothesis 1 

Table 4 presents the descriptive statistics for the 112 observations included in the event study. 

The table shows that the average and median CAR for the total sample amounts to 2.7% and 

1.1%, respectively. A lower median than the mean indicates that the majority of observations 

have a CAR lower than the 2.7%. The standard deviation amounts to 0.067.  

 

Table 4. Descriptive statistics 
 
The table reports descriptive statistics of CAR for a three-day event window from one day prior to the 
announcement day to one day after the announcement day (-1;1).  

 
 

Table 5 illustrates the results of the event study, which is conducted in order to derive the 

abnormal returns of the parent firms in the sample. CAAR is presented for the chosen three-day 

event window consisting of the announcement day, the day prior to the announcement day as 

well as the day after (-1;1) in Panel A. The table also presents the amount of positive price 

reactions for the interval. The results for CAAR on day (-1;1), i.e. the chosen event window for 

the study, is 2.7% and is significant at a 5% level. As shown in the table, there are 57% positive 

reactions out of the entire sample for the event window, meaning that there is a larger amount of 

positive returns than negative. The empirical results presented in Table 5, Panel A give 

confidence in rejecting the null hypothesis that northern European spin-offs do not generate 

short-term abnormal returns.  

 

In order to distinguish whether core focusing spin-offs generate wealth effects, Table 5 illustrates 

CAAR for core focusing activities in Panel B. Further, in order to distinguish if non core 

focusing spin-offs generate wealth effects, Table 5 illustrates CAAR for non core focusing 

activities in Panel C. The CAAR for the event window (-1;1) are 2.9% for core focusing 

activities, and is significant at a 5% level. The non core focusing activities on the other hand, is 

not statistically significant. The proportion of percent positive abnormal returns in the 

observations are higher for the core focusing activities than the non core focusing activities, 
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which indicates that the abnormal returns are more and larger for the core focusing activities. 

Moreover, in order to study whether there is a significant difference between the CAAR of the 

two sub-samples, core focusing spin-offs and non core focusing spin-offs, a test of the 

difference between the two is illustrated in Table 5, Panel D. The result shows that the difference 

in means is not significant and therefore does not give confidence in rejecting the null hypothesis 

that the difference between the means of core focusing activities and non core focusing activities 

is zero.  

 

Table 5. Announcement period abnormal returns 
 
Table 5 reports the three-day announcement period (day -1 to day 1) cumulative average abnormal returns (CAAR) 
along with t-statistics, sample size and percentage of positive abnormal returns for the full sample, the core focusing 
activities sub-sample, the non core focusing activities sub-sample, and the difference between the means of the two 
sub-samples. The core focus increasing sample comprises parents which spin off an entity which has a different 
two-digit SIC-code from the parent. The remaining spin-offs are classified as non core focus increasing. The 
difference between CAAR of core focusing and non core focusing spin-offs is defined as core focusing CAAR 
subtracted by non core focusing CAAR, and the difference in means is conducted through a two sample t-test. The 
significance of the means is tested using a t-statistic, presented in parentheses. *, ** and *** denotes significance at 
the 10%, 5% and 1%, respectively.  
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4.1.2. Hypothesis 2 

Table 6 illustrates descriptive statistics of the variables included in the cross-sectional regressions 

excluding the year dummies and country dummies. The table includes the dependent variable 

CAR, the main variable of interest core focus as well as the control variables. As previously 

stated in the event study, the mean CAR, i.e. CAAR, is 2.7% for the event window. The variables 

core focus and geographical focus are dummies, whereas bid-ask spread and price volatility have 

means of 1.24 and 26.55 respectively. The mean market capitalization is EUR 4 658 million. The 

standard deviations for the variables bid-ask spread, price volatility, and market capitalization are 

all rather high, indicating that the companies in the sample possess varying characteristics, for 

instance in terms of size and industry.  

 

Table 6. Descriptive statistics  
 
Table 6 reports average, median and standard deviation values for the variables included in the main regression 
model. Descriptive statistics for year and country dummies are not tabulated. CAR(-1;1) is the cumulative abnormal 
return starting one day prior to the announcement day to one day after the announcement day. Core focus measures 
whether the spin-off has the characteristic of core focusing. Geographical focus measures whether the spin-off has 
the characteristic of focusing the operations to a specific geographical area. Bid-ask spread is the difference between 
the bid price and the ask price. Price volatility is the variation in stock price from 302 days prior to the 
announcement day to 50 days prior to the announcement day (-302;-50). Market capitalization is the market value of 
the company’s equity in EUR. 

 
 

Table A2 in Appendix shows correlation between the dependent variable CAR, the main variable 

of interest core focus, and the control variables for the main regression model. The table 

indicates that the relation between CAR and core focusing activities is not significant which 

indicates surprising results to Hypothesis 2 of this study. The significant, rather high (0.6353), 

positive relationship between bid-ask spread and price volatility is expected and consistent with 

prior literature of Leuz and Verrechia (2000) regarding bid-ask spread and Wang (1993) 

regarding price volatility, stating that the variables should increase (decrease) when information 

asymmetry increases (decreases), and hence should be positively correlated. In addition, Table A2 

in Appendix shows that spin-off activities in which the parent spins off a foreign division tend to 

be conducted by firms with higher levels of information asymmetry, in terms of increased bid-

ask spread, and where the spin-off is not a core focusing spin-off. Interestingly, there is no 
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significant correlation between the variables for information asymmetry and core focusing 

activities. Market capitalization does however positively correlate with the coefficient for core 

focus, meaning that larger firms in terms of market capitalization have a higher tendency to spin 

off divisions in order to focus their businesses. Moreover, the market capitalization variable has a 

negative relationship with information asymmetry in form of price volatility, and the correlation 

is significant. It is however rather surprising that the second proxy for information asymmetry, 

bid-ask spread, is not correlated with market capitalization.  

 

The variables are tested for multicollinearity using a VIF test and for autocorrelation using a 

Durbin Watson test. The VIF test indicates that multicollinearity is not an issue for the main 

variable of interest as well as the control variables. Moreover, the Durbin Watson test indicates 

that there is no serial correlation in the sample.  

 

Table 7 shows regression results for CAR of spin-offs over the chosen three-day event window 

(-1;1). The first regression (1) in Table 7 excludes the proxies for information asymmetry, i.e. 

bid-ask spread and price volatility and is conducted in accordance with the study of Veld and 

Veld-Merkoulova (2004) which states that the inclusion of a proxy for information asymmetry in 

the regression model has an effect on the core focus variable. Regression (1) presents an adjusted 

R-squared of -3.1% and shows that core focusing activities, geographical focus as well as market 

capitalization have insignificant coefficients. Regression (2) includes all variables of the main 

regression model, presented in 3.2. Method and presents an adjusted R-squared of 0.1%. As in 

regression (1), the coefficient on core focus activities is still insignificant and the coefficient of 

geographical focus is not significant either. By including proxies for information asymmetry in 

the regression, the effect core focusing activities have on abnormal return slightly increases, 

going from a p-value of 0.29 to 0.22. In addition, the introduction of information asymmetry 

also has an effect on the adjusted R-squared, which is marginally improved. The enhanced 

adjusted R-squared states that the regression model used in this study has a higher level of 

explanation when introducing information asymmetry proxies. Moreover, the variable of price 

volatility shows a coefficient of 0 which is significantly different from zero on a 5% level. As 

expected, bid-ask spread has the same sign as price volatility, although not significant. As a result, 

the empirical results presented in Table 7 does not give confidence in rejecting the null 

hypothesis that the core focusing characteristic of a northern European spin-off announcement 

has no effect on CAR in the announcement period.  
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Table 7. Estimation results from cross-sectional OLS regression 
 
Table 7 shows the parameter estimates for the main variable of interest (β1) as well as for the control variables for 
two different model specifications. In both regression model 1 and 2, the dependent variable is CAR(-1;1). Control 
variables for year and countries are not tabulated. Core focus is a dummy variable for core focusing activities which 
takes the value of 1 when the two-digit SIC-code of the spun-off is different from the two-digit SIC-code of the 
parent and 0 if the two-digit SIC-code of the spun-off matches the parent’s two-digit SIC-code. Geographical focus 
is a dummy variable which measures whether the spin-off has a geographical focus characteristic which takes the 
value 1 if the parent spins off a foreign division and a value of 0 if the parent spins off a domestic division. Bid-ask 
spread is the bid price subtracted by the ask price and is a proxy for information asymmetry. Price volatility is the 
variation in stock price from 302 days prior to the announcement day to 50 days prior to the announcement day (-
302;-50) and is a proxy for information asymmetry. Market capitalization is the market value of the company’s 
equity. The significance of the coefficients is tested using p-values, presented in parentheses. *, ** and *** denotes 
significance at the 10%, 5% and 1% level (two-sided), respectively. 

 
 

4.2. Analysis 

4.2.1. Hypothesis 1 

The results of the conducted event study show that there are significant abnormal returns for 

announcements of northern European spin-off activities announced 2004-2019. This is in line 

with the findings of Hite and Owers (1983), Schipper and Smith (1983), Desai and Jain (1999), 

and Feng et al. (2015) among others, and shows that although this study is conducted in a more 

contemporary setting than previous literature, the short-term wealth effect of spin-offs continues 

to exist and remains positive. However, our result of abnormal returns of 2.7% for an event 

window of (-1;1) is significant at a 5% level, while earlier studies show a higher significance at a 

1% level. This could be an effect of the choice of sample period as well as geographical region. 

The abnormal returns of 2.7% are not surprising, since they are close to the results of Veld and 
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Veld-Merkoulova (2009) who find a 3.0% average abnormal return for 26 different studies 

conducted in the US and Europe. However, in comparison to a combined average CAAR of 

4.3% of previous European studies by Kirchmaier (2003), Sudarsanam and Quian (2007) and 

Veld and Veld-Merkoulova (2004), this study shows a lower CAAR.  

 

When separately examining the wealth effect of core focusing spin-offs and non core focusing 

spin-offs, we find that core focusing spin-off activities generate significant abnormal returns of 

2.9% on a 5% significance level. This amount is slightly higher than for the entire sample. On the 

other hand, the abnormal returns for non core focusing spin-off activities are not significant. The 

results are consistent with Daley et al. (1997), who also identify this division. Desai and Jain 

(1999), Krishnaswami and Subramaniam (1999), and Veld and Veld-Merkoulova (2004) instead 

find that the non core focusing announcements generate lower abnormal returns than the core 

focusing announcements, but find significance for both types of spin-offs when separately 

analyzed, which is not the case in this study. According to Berger and Ofek (1995), Rajan et al. 

(2000), and Lang and Stultz (1994), diversified firms tend to trade at a discount, which paves the 

way for positive reactions to announcements of specialization activities. Our study cannot 

confirm the diversification discount itself, but the evidence from Hypothesis 1b suggests that 

there is a positive reaction by shareholders when firms increase their business focus, which in 

turn could indicate the existence of a diversification discount. Importantly, it is however notable 

that when we test the difference between the means, i.e. the reactions of spin-offs that generate a 

larger industrial focus to those which do not, our study does not find significant results. This is 

in accordance with the findings of Feng et al. (2015) who find no significant difference in means 

between the core and non core focusing spin-off announcements in terms of abnormal returns 

and is in contrast to the significant difference in means found by Veld and Veld-Merkoulova 

(2004) and Krishnaswami and Subramaniam (1999). Hence, on a stand-alone basis, spin-offs that 

are core focusing generate significant abnormal returns and non core focusing do not, but when 

comparing the two samples there is not a significant difference between the means. This 

indicates that the found difference when analyzing the two sub-samples separately, might have 

occurred by coincidence.  

 

4.2.2. Hypothesis 2 

The main regression of this study in Table 7, regression (2), does not show significant evidence 

that announcements of core focusing spin-off activities are determinant factors of abnormal 

returns. The result from the cross-sectional regressions illustrates a significant price volatility 
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coefficient at a 5% level and insignificant coefficients for the variables core focusing activities, 

geographical focusing activities, bid-ask spread, and market capitalization. The insignificant 

coefficient for the geographical focus variable could be a consequence of the contradicting 

effects cancelling out each other, suggested by Veld and Veld-Merkoulova (2004) as well as 

Denis et al. (2002). 

 

Berger and Ofek (1995), Rajan el al. (2000), and Lang and Stulz (1994) argue that diversified 

companies trade at discount compared to specialized companies. In light of the diversification 

discount literature, a significant core focusing coefficient in this study would indicate that part of 

the 2.7% abnormal returns in the three-day event window found in Hypothesis 1 is due to 

shareholders incorporating the characteristic of the undertaken spin-off being core focusing. In 

other words, in a state where the core focusing coefficient is significant, shareholders value 

specialization activities and the core focusing rationale is an underlying factor for value creation 

in terms of abnormal returns, which in turn supports the diversification discount reasoning. The 

results of Hypothesis 2 do not confirm the diversification discount since the core focusing 

coefficient is not significantly different from zero. Likewise, the conducted correlation matrix in 

A2 Appendix does not show any significant correlation between core focusing and CAR. Our 

findings contradict the findings of Desai and Jain (1999) as well as Daley et al. (1997) who both 

find a positive correlation between focusing increasing spin-offs and abnormal returns. 

Moreover, Veld and Veld-Merkoulova (2004) present mixed evidence of the impact of core 

focusing spin-offs, which suggests that the importance is limited but yet present. This is also in 

contrast to the consistent insignificant results from this study.  

 

By not being able to explain shareholders’ reactions to spin-offs from a core focusing 

perspective, our findings open up for other suggestions, such as evidence from Krishnamurti and 

Vishwanath (2008) and Campa and Kedia (2002), who both argue that diversification could 

create value. One explanation, stated by Villalonga (2004), suggests that previous confirmations 

of the diversification discount is a consequence of measurement bias. The suggested bias is 

mainly due to that firms themselves classify their own and their spun-offs’ industries through 

SIC-codes. Since the industry classification in our study is based on the companies’ SIC-codes, it 

is of importance to acknowledge that the sample might be affected by self-selection bias as well. 

With this in mind, it should also be considered that the core focusing classifications for the 

parent and spun-off firms in this study have been affirmed through analysis of the spin-off 

announcements in addition to the SIC-code classifications.  
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It is further notable that it cannot be stated that diversified firms trade at a premium on the basis 

of our study alone, but the results do not indicate that there is a positive reaction towards 

decreasing the level of diversification in the companies, which opens up for the possibility of 

diversification not being perceived as negative. As stated by Pidun et al. (2019), there are still well 

performing companies which are highly diversified, and the sample in this study could include 

companies where shareholders do not recognize diversification as problematic, or even perceive 

it as positive.  

 

Regression (1) in Table 7 is conducted in order to investigate the importance of information 

asymmetry further, as a consequence of the discussion by Veld and Veld-Merkoulova (2004) 

regarding that the effect of core focusing spin-offs decreases when introducing information 

asymmetry in the model. The findings of our study support this, which is illustrated by the 

decreased effect of the significance of the core focus coefficient when running the regression 

without bid-ask spread and price volatility. In addition, adjusted R-squared is also marginally 

negatively affected, meaning that our regression model has a lower level of explanation when 

excluding information asymmetry proxies. Regression (2) in Table 7 results in significance for the 

price volatility coefficient but not for the bid-ask spread coefficient, which provides 

contradicting implications regarding whether information asymmetry plays a role in determining 

abnormal returns. Although price volatility is significant, we recognize that the coefficient shows 

a value of close to zero5, which means that even though it has a correlation to abnormal returns, 

the significant effect basically has no impact. In addition, we previously stated that the price 

volatility measure could be affected by many aspects, and therefore risks to not only capture 

information asymmetry. Therefore, we suggest that information asymmetry has no impact on the 

degree of shareholder reactions in terms of abnormal returns. The results contradict the findings 

of Krishnaswami and Subramaniam (1999), who discover a relationship between information 

asymmetry and the size of abnormal returns. Instead, the suggestion that information asymmetry 

has no impact is aligned with Veld and Veld-Merkoulova (2004).  

 

On the theme of a potential relationship between information asymmetry and diversification 

discount, Laeven and Levine (2007) find that agency costs could explain the value destruction 

from diversification in general. More particularly, an earlier study by Cusatis et al. (1993) state 

that spin-offs could lower agency costs, for instance due to increased managerial focus. 

Contradictorily, we find an insignificant correlation between information asymmetry and core 

                                                 
5 The coefficient is equal to -0.000401. 
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focus activities in the conducted correlation matrix. The insignificant relationship leaves no 

indication that an increased level of diversification through spin-offs has an effect on the level of 

information asymmetry. Rajan et al. (2000) argue that agency costs are insufficient in explaining 

diversification discount in terms of misallocation of funds, which could be a possible explanation 

of the results in our study.  

 

Despite our analysis of regression (2), we acknowledge that the degree of explanation of the 

constructed regression model is evidently low, showing an adjusted R-squared of 0.1%. The 

outcome is surprising, as the selected explanatory factors are previously used for numerous 

studies on spin-off announcements and their impact. Nonetheless, the impact of the chosen 

variables is negligible, and indicates that CAR is explained by other factors not introduced in this 

study. The decision to use the same variables as Veld and Veld-Merkoulova (2004) as a basis, but 

being limited by availability of data could have an impact on the adjusted R-squared. For 

example, shareholder rights were excluded, whereas relative size and normalized standard error 

of forecast were replaced with other proxies. In addition, an inclusion of other variables not 

mentioned, or a substitution of the included variables, could result in a higher degree of 

explanation.  

 

4.3. Robustness tests 

In order to control for the sensitivity of the results, several robustness tests are conducted. 

Initially, the low degree of explanatory value of our regression model cannot be neglected, which 

makes a discussion regarding endogeneity issues crucial. We acknowledge that the model might 

be biased, caused by endogeneity. For example, market capitalization has been used as a variable 

in order to control for the effect that size has on CAR. However, as stated in 3.2. Method, Veld 

and Veld-Merkoulova (2004) do not include market capitalization in their regression model but 

instead introduce relative size. Market capitalization is a measurement which affect, and is 

affected by, several company characteristics not included in the model. Hence, it is reasonable to 

assume that there might be a correlation between market capitalization and the error term, 

causing an omitted variable bias. In addition, this study excludes the shareholder rights variable 

which is included by Veld and Veld-Merkoulova (2004). It could be assumed that the 

shareholder rights variable would be negatively correlated with information asymmetry if 

introduced in the model. In countries where the protection of shareholder rights tends to be low, 

some companies might have incentives to not disclose or not be transparent, which in turn 

would lead to higher information asymmetry. By not taking shareholder rights into consideration, 
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the variable is absorbed by the error term and hence, if the assumption that information 

asymmetry and shareholder rights are negatively correlated holds, an endogeneity problem is 

present. Taking into consideration that the adjusted R-squared remains evidently low in this 

study, it is reasonable to expect that the examples above are not exclusive. Instead, other not 

included variables such as firm leverage, asset turnover, and real asset growth could similarly 

cause bias in the regression model. 

 

In order to examine whether the selected event window of three days surrounding the identified 

announcement day is a relevant basis of this study, a test of CAAR for different event intervals is 

conducted and presented in Table 8. Table 8, Panel A shows the event study conducted on the 

full sample for different event windows. The results for interval (-1;0) as well as (0) are slightly 

lower than the main event window (-1;1). Both are significant at the 1% level. The pattern of 

CAAR suggests an effect for both days surrounding the announcement, meaning that the 

reactions to the spin-off announcements are extended further than the announcement day solely. 

On day -1, there could be an anticipation or leakage effect before the actual announcement day, 

and the additional effect on day +1 demonstrates that the reactions could be delayed or 

increased further. Extending the event window results in no significance, meaning that the 

CAAR ten days before or after the announcement day are not significantly affected by the 

announcement of the spin-offs. This also occurs for the largest interval, (-10;10), during which 

the returns are not statistically significant either. There are 64% positive reactions out of the 

entire sample on the announcement day (0) as shown in Table 8. Intuitively, this number reaches 

its highest level on the announcement day, and slightly decreases when including more days in 

the event window.  

 

In Table 8, Panel B and Panel C show the event study conducted on the two sub-samples core 

focusing spin-offs and non core focusing spin-offs for different announcement periods. The 

results for event windows (0), (-1;0) show similar patterns to the main event window (-1;1) where 

CAAR is significant for spin-offs with specialization characteristics and insignificant for spin-offs 

without specialization characteristics. However, when extending the event window, both prior to 

the announcement day as well as to after the announcement day, both core focusing spin-offs as 

well as non core focusing spin-offs are insignificant. This is true for event windows (-10;-1), 

(1;10) and (-10;10). The core focusing spin-offs tend to result in a larger proportion positive 

CAAR than the non core focusing spin-offs, with the percent positive being higher in most 

event windows. The exceptions include the intervals (-10;-1) and (-10;10). The difference in 
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means for core focusing spin-offs and non core focusing spin-offs in other event windows than 

the main event window (-1;1) is tabulated in Table 8, Panel D. When narrowing the event 

window to (0) and (-1;0), the results show that the difference in means remains insignificant. 

However, for wider event windows of (-10;-1), (1;10) and (-10;10), the difference becomes 

significant at a 1% level, 10% level and 1% level, respectively.  

 
Table 8. Abnormal returns  
 
Table 8 reports CAAR, t-statistics, sample size and percentage positive in different event windows for the full 
sample, the core focusing activities sub-sample, the non core focusing activities sub-sample, and the difference 
between the means of the two sub-samples. Abnormal returns are based on the market model, estimated over a 250-
day period from 49 days prior to the first day in the event window. CAAR is presented for the main event window (-
1;1), as well as five other intervals. To clarify, the day before the announcement day is denoted (-1), and the day after 
is denoted (1). The longest interval, (-10;10), is CAAR ranging from ten days before the announcement to ten days 
after. The significance of the means is tested using a t-statistic, presented in parentheses. *, ** and *** denotes 
significance at the 10%, 5% and 1%, respectively.  

 
 

In order to investigate the robustness of the main regression model of this study, a sensitivity 

analysis is performed by running regressions in different event windows presented in Table 9. 

Table 9 shows that the significance of the main variable of interest, core focusing activities, is not 

significant for event windows (0), (-1;0), (-1;1), (-10;-1) and (1;10). Hence, the previously not 

rejected null hypothesis stating that core focusing activities are not determinant factors for 

abnormal returns persists. However, when extending the event window to (-10;10) the 

coefficient for core focusing activities becomes significant at a 10% level. Since the variable is 

not significant for the period (-10;1) and (1;10), the significance indicates that when including a 



 

 

35 
 

longer period surrounding the announcement day, core focusing activities become a determinant 

factor of CAR. As previously stated in the conducted event study in Table 8, CAAR for the 

announcement period (-10;10) is not significant in the conducted event study. However, this 

does not necessarily conclude that CAR becomes obsolete for running the regression to establish 

the determinants of CAR. Instead, it could be argued that although there is not significance on 

CAR of the sample on average (i.e. CAAR), there might be a cross-sectional significance where 

each CAR is tested individually. In addition, Table 9 illustrates that the adjusted R-squared 

reaches its highest level for the event window (-10;1), amounting to 8.7%. The degree of 

explanation is seemingly positively affected by introducing more days prior to the announcement 

day in the event window. Therefore, the included variables in this study seem to explain CAR to 

a higher degree ten days before the announcement day, in comparison to the other tested 

intervals.  
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Table 9. Estimation results from cross-sectional OLS regression  
 
Table 9 shows estimation results from cross-sectional OLS regression for different event windows. The table shows 
the parameter estimates for the main variable of interest (β1) as well as for the control variables for different 
announcement periods. The dependent variable is CAR (t;T) in all regressions, and is defined as the sum of 
abnormal returns for observation from t days before the announcement day to T. Control variables for year and 
countries are not tabulated. Core focus is a dummy variable for core focusing activities which takes the value of 1 
when the two-digit SIC-code of the spun-off is different from the two-digit SIC-code of the parent and 0 if the two-
digit SIC-code of the spun-off matches the parent’s two-digit SIC-code. Geographical focus is a dummy variable 
which measures whether the spin-off has a geographical focus characteristic which takes the value of 1 if the parent 
spins off a foreign division and a value of 0 if the parent spins off a domestic division. Bid-ask spread is the bid 
price subtracted by the ask price and is a proxy for information asymmetry. Price volatility is the variation in stock 
price from 302 days prior to the announcement day to 50 days prior to the announcement day (-302;-50) and is a 
proxy for information asymmetry. Market capitalization is the market value of the company’s equity. The 
significance of the coefficients is tested using p-values, presented in parentheses. *, ** and *** denotes significance 
at the 10%, 5% and 1% level (two-sided), respectively. 

 
 

Regarding the proxies for information asymmetry used in this study, the correlation matrix in 

Table A2 shows that bid-ask spread and price volatility are highly correlated, amounting to 0.635 

and is significant at a 5% level. For this reason, it is of interest to examine how the model is 

affected by the exclusion of each proxy, which is performed in Table 10. The adjusted R-squared 

for the main regression model shown in Table 7 amounts to 0.1%. When firstly excluding the 

variable for bid-ask spread, Table 10 shows that the adjusted R-squared decreases to -0.7%. 

Secondly, when excluding the variable for price volatility, the adjusted R-squared decreases to -

4.5%. This means that price volatility seems to explain the dependent variable to a higher degree 

than bid-ask spread. However, the conclusion can be drawn that including both proxies provides 

a better regression model than the exclusion of either bid-ask spread or price volatility.  
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Table 10. Estimation results from cross-sectional OLS regression 
 
Table 10 shows estimation results from robustness test of cross-sectional OLS regression by excluding one of the 
proxies for information asymmetry at a time. The table shows the parameter estimates for the main variable of 
interest (β1) as well as for the control variables for two different model specifications. In both regression model 1 
and 2, the dependent variable is CAR (-1;1). Control variables for year and countries are not tabulated. Core focus is 
a dummy variable for core focusing activities which takes the value of 1 when the two-digit SIC-code of the spun-
off is different from the two-digit SIC-code of the parent and 0 if the two-digit SIC-code of the spun-off matches 
the parent’s two-digit SIC-code. Geographical focus is a dummy variable which measures whether the spin-off has a 
geographical focus characteristic which takes the value of 1 if the parent spins off a foreign division and a value of 0 
if the parent spins off a domestic division. Bid-ask spread is the bid price subtracted by the ask price and is a proxy 
for information asymmetry. Price volatility is the variation in stock price from 302 days prior to the announcement 
day to 50 days prior to the announcement day (-302;-50) and is a proxy for information asymmetry. Market 
capitalization is the market value of the company’s equity. The significance of the coefficients is tested using p-
values, presented in parentheses. *, ** and *** denotes significance at the 10%, 5% and 1% level (two-sided), 
respectively. 

 
 

As previously mentioned in 3.2. Method, a scarce number of observations for the country 

dummies for Denmark, Lithuania and Estonia might give biased results. This was identified as 

not being a major problem since the country dummies are not the main interest of this study but 

rather variables to control for temporal aspects. However, considering the low degree of 

explanation of the main regression model in this study, a robustness test where larger regions are 

identified and included as dummies is further motivated and shown in Table 11. Regression (1) 

in Table 11 shows the main regression model with country dummies and regression (2) shows 

with region dummies. Table 11 shows that by expanding the geographical dummy from a 

country perspective to a region perspective, the adjusted R-squared decreases from 0.1% to -
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8.2%. R-squared decreases as well, which is expected since less variables are included in the 

regression model when classifying companies by regions. 

 

Table 11. Estimation results from cross-sectional OLS regression  
 
Table 11 shows estimation results from the robustness test of cross-sectional OLS regression by including identified 
region dummies instead of country dummies. Three different Region dummies are identified based on the countries 
included in the sample. The identified regions are the Nordic region (consisting of Denmark, Finland, Norway, and 
Sweden), the Baltic region (consisting of Estonia and Lithuania) and the UK region (consisting of the UK). The 
table shows the parameter estimates for the main variable of interest (β1) as well as for the control variables. The 
dependent variable is CAR (-1;1) for both regression model 1 and 2. Control variables for year, countries and 
regions are not tabulated. Core focus is a dummy variable for core focusing activities which takes the value of 1 
when the two-digit SIC-code of the spun-off is different from the two-digit SIC-code of the parent and 0 if the two-
digit SIC-code of the spun-off matches the parent’s two-digit SIC-code. Geographical focus is a dummy variable 
which measures whether the spin-off has a geographical focus characteristic which takes the value of 1 if the parent 
spins off a foreign division and a value of 0 if the parent spins off a domestic division. Bid-ask spread is the bid 
price subtracted by the ask price and is a proxy for information asymmetry. Price volatility is the variation in stock 
price from 302 days prior to the announcement day to 50 days prior to the announcement day (-302;-50) and is a 
proxy for information asymmetry. Market capitalization is the market value of the company’s equity. The 
significance of the coefficients is tested using p-values, presented in parentheses. *, ** and *** denotes significance 
at the 10%, 5% and 1% level (two-sided), respectively. 

 

 

We suggest two additional possible explanations to the low degree of explanation of the main 

regression in this study, namely that the sample contains too few observations, or that too many 

variables are included in the model. In order to test if the latter is true, five regression models are 

conducted by excluding one variable at a time depending on the significance level of the 

coefficient. The results of this robustness test are illustrated in Table 12. In regression (1), all 

variables are included in accordance with the main regression model. For regression (2), the 
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variable with the lowest significance level from regression (1) is excluded, which is market 

capitalization. Continuing in a similar manner, regression (3) excludes, in addition to market 

capitalization, geographical focus, which has the lowest level of significance in the previous 

regression (2). This pattern proceeds for regression (4) and (5) as well.  

 
Table 12 illustrates that the adjusted R-squared increases from 0.1% to 1.9% for the first two 

steps of exclusions where market capitalization and geographical focus are eliminated due to 

showing the least significant coefficients. At the same time, R-squared decreases which is not 

surprising since less variables are included in the regression. When running regression (4), Table 

12 shows that adjusted R-squared decreases again. Therefore, the evidence of this robustness test 

indicates that the main regression model suffers from too many variables and that the positive 

effect on adjusted R-squared from excluding variables are optimal when excluding two variables. 

As previously mentioned, the evidently low degree of explanation could also be due to the 

sample including too few observations. However, this study does not test for this. 

 

Table 12. Estimation results from cross-sectional OLS regression 
 
Table 12 shows estimation results from robustness test of cross-sectional OLS regression by excluding variables 
depending on the significance level of the coefficient. The table shows the parameter estimates for the main variable 
of interest (β1) as well as for the control variables. The dependent variable is CAR (-1;1) for all regressions. Control 
variables for year and countries are not tabulated. Core focus is a dummy variable for core focusing activities which 
takes the value of 1 when the two-digit SIC-code of the spun-off is different from the two-digit SIC-code of the 
parent and 0 if the two-digit SIC-code of the spun-off matches the parent’s two-digit SIC-code. Geographical focus 
is a dummy variable which measures whether the spin-off has a geographical focus characteristic which takes the 
value of 1 if the parent spins off a foreign division and a value of 0 if the parent spins off a domestic division. Bid-
ask spread is the bid price subtracted by the ask price and is a proxy for information asymmetry. Price volatility is 
the variation in stock price from 302 days prior to the announcement day to 50 days prior to the announcement day 
(-302;-50) and is a proxy for information asymmetry. Market capitalization is the market value of the company’s 
equity. The significance of the coefficients is tested using p-values, presented in parentheses. *, ** and *** denotes 
significance at the 10%, 5% and 1% level (two-sided), respectively. 

 



 

 

40 
 

5. Conclusion and Future Research 

5.1. Conclusion 

The purpose of our study is to investigate public companies in northern Europe which have 

announced to perform spin-offs, and the following reactions from shareholders of the parent 

companies. Spin-offs conducted in order to increase core focus of the parent, and spin-offs not 

conducted for this reason, are distinguished and separately analyzed. Moreover, core focusing 

strategies are studied as possible underlying factors of shareholders’ reactions to the 

announcement of corporate spin-offs.  

 

Our study confirms that announcements of spin-offs in general generate short-term abnormal 

returns. The result of the study shows that shareholders react positively with a significant CAAR 

amounting to 2.7% at a 5% significance level during a three-day announcement period. When 

separating the sample into sub-samples of core focusing and non core focusing spin-offs, our 

study finds that core focusing spin-off activities generate abnormal returns amounting to 2.9% at 

a 5% significance level, while the result of non core focusing spin-off announcements is 

insignificant. Despite the varied results, the difference between the means of the sub-samples is 

not significant. Thus, on average for our sample, shareholders seem to positively react to spin-off 

announcements which are based on a specialization strategy in contrast to spin-off 

announcements which are not. The difference is however not applicable for spin-offs in general, 

as its occurrence could be a coincidence. 

 

Further, we do not find evidence supporting that the core focusing characteristic is a determinant 

factor for the abnormal returns following spin-off announcements. The conducted cross-

sectional regressions result in an insignificant coefficient for the core focusing variable. Hence, 

the abnormal returns following spin-offs found in our study cannot be directly derived from the 

strategic decision to specialize. It is however notable that the degree of explanation of the 

regression model in this study is evidently low, which indicates that other variables than those 

chosen for this study explain CAR following spin-off announcements. Therefore, including or 

substituting the control variables could change the effect of the main variable core focusing.  

 

The conclusion of our findings is that spin-offs generate abnormal returns, and that the studied 

core focusing spin-offs create a wealth effect, although the result cannot be applicable for core 

focusing spin-offs in general. Furthermore, the characteristic of specialization does not play an 

evident role in the emergence of the abnormal returns. The practical implications of our findings 
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suggest that companies which have decided to spin off an entity can expect a short-term positive 

value effect in addition to the strategic benefits from the divestment. However, our study cannot 

confirm that the rationale of focusing on the core business specifically has an impact on the 

value creation in terms of share price reactions.  

 

5.2. Future research 

Spin-offs and their characteristics have been the topic in numerous previous studies. In 

particular, previous literature has studied the effect that core focusing activities have on firm 

value. The method of this study is to a high degree a replication of a previous study, however, 

the adjusted R-squared and hence the regression model’s degree of explanation is evidently low. 

Therefore, further research including additional relevant variables or substituting the included 

variables, is needed in order to distinguish the true effect of core focusing activities on abnormal 

returns. 

 

Previous literature which studies the effect of core focusing activities on abnormal returns 

following spin-off announcements has, to our knowledge, rarely been conducted in the last 

decade, which also has been the rationale to conduct this study. However, we recognize that the 

business environment has changed during this period which could have an effect on spin-off 

reactions and be explained by motives beyond those suggested in this study. Hence, rationales 

and characteristics of spin-offs might need to be rethought and extended in order to increase the 

understanding of the spin-off phenomenon. For instance, it could be of interest to further 

investigate other rationales that are mentioned but not developed in this study, including 

undervaluation, excessive operating volatility, risk reduction and transfer of wealth.  
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Appendix 

Table A1. Sample description 

Spin-off announcements are gathered from the screening function of S&P Capital IQ. Core focusing is a dummy 
variable that takes the value of 1 when the two-digit SIC-code of the spun-off is different from the two-digit SIC-
code of the parent and 0 if the two-digit SIC-code of the spun-off matches the parent’s two-digit SIC-code. 

 

 
 



 

 

 
  



 

 

Table A2. Correlation matrix 
 
The table shows the pairwise correlation between all variables used for the main regression model, including the dependent variable, the main variable of interest, and the control variables. The significance of the 
correlation is tested, where bold figures denote significance at the 5% level. 

 


