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Abstract

We present preliminary evidence on stock market reaction to divestiture announcements
by European firms. Included in the current sample are divestitures by French, German,
Swedish and UK firms. The complete sample will include divestitures by firms in these
four countries and also by firms in Belgium, Netherlands, Denmark, Finland, Norway,
Switzerland, Italy, Spain and Ireland. Our current findings include: (1) stock price reaction
during initial announcements of domestic subsidiary sell-offs is positive and consistent (in
size and direction) with the U.S. evidence, (2) in contrast to evidence for sellers in the U.S.,
the European evidence indicates that seller performance improves substantially for the 60
trading days following the event, (3) there appear to be substantial information leakages in
Continental European countries many trading days prior to the initial announcement of
the event to the press, and (4) there appear to be differences across countries in the way
cumulative abnormal returns are distributed between sellers divesting domestic subsidiaries
(positive effect) and sellers divesting foreign subsidiaries (ambiguous effect).
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(I) INTRODUCTION

Studies of corporate restructuring have traditionally placed greater emphasis on merger and
acquisition activity. The mid-1980s evidenced the first attempts to study the reverse
phenomenon of breaking-up of corporate structures mainly via sell-offs, spin-offs and
management buy-outs of divisions. Although mergers and acquisitions account for a much
larger number of transactions, divestiture activity is of similar importance. It has been
documented in Linn & Rozeff (1989) that divestiture activity as a trend follows merger waves
with a two-year lag .

A sell-off is defmed in this study as a disposition of a division, subsidiary or other big
combination of assets of a firm through direct transfer of ownership from one corporate entity
to another, in exchange for some form of consideration, usually cash or acquirer stock. The
whole transaction involves three parties. The divestor firm, the subsidiary or division being
sold (target) and the acquirer firm. When the acquirer involves a portion of the current
management of the subsidiary in question, we are talking about an MBO. From the point of
view of the acq,uirer and the target the transaction is considered an acquisition and the issues
involved are very similar to the ones examined in merger and acquisition literature. We are
concerned here with viewing the transaction from the point of view of the divestor.

Spin-offs are slightly different, in the sense that no consideration is received by the
divesting firm. Instead, the divested subsidiary becomes a new entity, separate from the
original parent and new subsidiary stock is entirely distributed to the parent' s shareholders.
Thus, they may be undertaken under different conditions for the seller firm than sell-offs or
MBOs and will not be examined in this study.

So far, all studies concerning sell-offs have been conducted by using data about the
U.S. corporate environment and markets. Furthermore, they have examined the phenomenon
in the local market only, without making any explicit distinction between local and cross-
border activity. This is the first attempt we are aware of that tries to examine the
phenomenon in Europe and that emphasizes its international aspects.

The remaining of this paper is organized as follows. The next section presents the
reasons for Bell-offs from a theoretical perspective. Section III briefly reviews the existing
empirical evidence about sell-offs. Sections IV and V describe the data and the empirical
methodology employed in this study. Section VI presents our results. Finally, the last section
offers concluding remarks and direction for future research.

(II) DIVESTOR GAINS FROM SELL-OFFS

There are theoretical reasons why sell-offs should be associated with positive abnormal returns
for the divestor company around announcement of the transaction. The gains from such an
activity can corne from seven sources.

First, there are gains for the divestor firm to be associated with divesting unrelated
lines of business in order to eliminate negative synergies and refocus the activities around its
core businesses [Weston (1989)]. This is the main reason offered in the case of divestitures
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resulting in deconglomeration. These negative synergies can be related to a variety of factors.
They may stem from assets interfering with other profitable operations of the parent or they
may stem from decreasing returns to managerial efficiency after a certain firm size [Weston,
Chung & Hoag (1990)]. As a firm expands its operations it becomes increasingly difficult
for managers to coordinate an increasing variety of tasks. The problem becomes more acute
in the case of a conglomerate firm, when the same managers have to manage and coordinate
the activities of unrelated businesses, since managerial efficiency is related to the number and
diversity of the different units supervised by management.

Following Schipper & Smith (1983), size can lead to higher costs of producing and
disseminating information within the company (diseconomies of decision management) and/or
higher costs associated with suboptimal evaluation and rewarding of managerial performance
and direct shirking by management (diseconomies of decision control). As far as managerial
incentives are concemed, it is defmitely easier to evaluate managers of units operating in
similar sectors (e.g. they can be evaluated by using the performance of other managers in the
sector as a benchmark). Whereas in the case of managers of conglomerate firms it is much
more difficult tçe fmd others that perform exactly the same tasks to serve as benchmarks.
Furthermore, the need to preserve some sort of equality in salaries of similar level managers
within a diversified company may result in small compensation differences for managers
running subsidiaries in unrelated industries. This will occur irrespective of the fact that
dissimilarities in industry characteristics might warrant such compensation differences
[Glassman (1988)].

Although at first glance the factors mentioned above seem to imply that divestitures
simply correct previous mistakes in corporate strategy, this may not necessarily be the case.
Since the economic environment in which firms operate changes over time, different business
combinations may be optimal at different time periods. Firms whose combined operations
made senne previously can experience problems of the sort mentioned above once changing
economic conditions render separate operations optimal [Weston (1989)].

A second set of factors that would explain positive abnormal returns of divestor firms
is associated with transfers of wealth from different categories of stakeholders in the parent
company to parent shareholders. Following Jain (1985), bondholder wealth will be
expropriated to the benefit of shareholders, if the parent firm can raise cash from selling assets
and distribute it in the form of dividends. Even without explicit distribution of cash, the mere
reduction of the asset base serving as collateral for the outstanding bonds of the firm will
result in reduction of bondholder wealth. As suggested by Hite, Owers & Rogers (1987),
redistribution in the same direction can occur if the parent firm sells assets and acquires new
assets with higher variance of returns rates than the assets sold. All this discussion of course
is relevant only if there are no bond covenants protecting existing creditors of the firm from
such actions or if the assets sold do not carry with them to the new owner a portion of total
parent debt equivalent to their proportional size. Evidence from spin-offs has not found
support for the bondholders expropriation hypothesis [Schipper & Smith (1983) and Hite &
Owers (1983)]. Finally, redistribution of wealth from employees to shareholders can also oc-
cur, since severing ownership of a subsidiary can limit some claimants' access to larger pools
of wealth [Baldwin & Bhattacharyya (1991)].

Third, a reason often invoked by managers when they sell subsidiaries is simply to
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raise cash needed to repay outstanding debt, to invest in existing fines of business or to
acquire new assets. Although it may seem reasonable to think that the optimal way to raise
new funds would be through the capital markets, Hite, Owers & Rogers (1987) explain why
this may not be the case. Since empirical evidence shows that equity offerings are associated
with unfavourable market reactions that increase the cost of raising new fonds, in the presence
of asymmetric information it may be cheaper to communicate the relevant information to one
buyer and effect the sale in order to raise the needed cash than to credibly transmit the same
information to all market participants. In some circumstances, even issuing collateralised debt
can be very difficult, if there exists a possibility of unsuccessful enforcement of covenants in
case of bankruptcy Pain (1985)].

Fourth, firms may self unprofitable units when they realize they cannot restore
profitability [Alexander, Benson & Kampmeyer (1984)] or when the divested unit is simply
worth more to the buyer than to the seller and they can share part of this enhanced value by
divesting it. Some firms use extensively the strategy of spotting undervalued assets, buying
them and turning them around, with the simple intention of divesting them when market
conditions become favourable and reap the profits [Weston (1989)].

Fifth, a considerable proportion of sell-offs is related to the divestiture of unwanted
units of previous acquisitions. Some acquirers are only interested in some operations of the
acquired companies. Immediately following the acquisition (or even before its completion)
the unwanted units are put for sale [Weston 1989)].

Sixth, often companies finance the acquisition of a stake participation in another
company by simply exchanging one of their subsidiaries for the stake in the other firm
[Weston (1989)] .

Finally, seventh, some companies self their "crown jewels" as a takeover defence when
they receive hostile bids [Weston (1989)].

There is an additional motivation for sell-offs that does not warrant a positive market
reaction during the announcement of the transaction. In an agency framework, managerial
self-interest may dictate sell-offs even when this is not in the best interests of shareholders.
Management' s time-horizon for making decisions is affected by the compensation plan in
place. If managers are compensated according to short-terni profits, they may be more
concerned with the short-terni profitability of a business unit. Thus, they may sell a unit with
low short-term earnings even if it could contribute to long-terni profitability. To reinforce
their incentives to misbehave, such a sale would also result in increased short-term reported
profits and increased compensation for themselves. Tehranian, Travlos & Waegelein (1987)
provide evidence supporting this hypothesis. In their sample, firms having in place executive
compensation plans based on long-term performance exhibit significantly higher abnormal
returns when they announce sell-offs than firms whose executives are compensated according
to short-terni performance.

To conclude this discussion it should be mentioned that a number of sell-offs is
dictated by antitrust authorities as a prerequisite for clearing certain merger and acquisition
transactions. Since these sell-offs are not the result of voluntary decisions taken by the firms
involved, they will not be studied here.
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(III) REVIEW OF THE PREVIOUS EVIDENCE

All the evidence presented in this section have been conducted with U.S. data and pertain
exclusively to the U.S. markets. The first study of price effects during sell-off announcements
was conducted by Boudreaux (1975) using monthly returns. This initial attempt was followed
by a sertes of papers in the 1980s that used daily price data and standard event-study
methodology. The results of these studies for the two-day period around the initial
announcement of the sell-off transactions are summarized in Table 1. The abnormal returns
presented are those calculated for the divestor firms. As can be seen from this table, the initial
announcement of sell-offs is associated with between 0.17% (not significant at conventional
levels) and 2.33% (significant at the 0.01 percent level) of abnormal returns.

Similar results have been obtained in studies examining the abnormal returns of sellers
during the two-day period around the announcement of MBOs of divisions, with returns for
days [-1,0] ranging from 0.55% to 1.08% in three studies [Hite & Vetsuypens (1989), Trifts,
Sicherman, Roenfeldt & deCossio (1990) and Roenfeldt, Sicherman & Trifts (1992)]. Slightly
higher abnormal returns for the same two-day window have been documented in studies of
spin-offs, with returns ranging from 2.49% [Copeland, Lemgruber & Mayers (1987)] to 5.56%
[Rosenfeld (1984)]. However, the spin-off transaction is different from the other two in that
it does not involve transfer of cash to the divestor. Thus, it may be taking place under
different circumstances for the divestor firm and is of no interest to us in this study.

For reasons of comparability with the European evidence presented in this study, it
makes more sense to examine returns for a wider window around the transaction an-
nouncement. As will become evident in the following sections, information leakages about
the imminent transaction in the European markets lead to insider trading activity, beginning
several days before the formal announcement of the transaction to take place. This results, to
prices taking-off up to 15 trading days (three calendar weeks) before the formal announcement
in the press. Thus, most of the gains associated with the transaction are incorporated in prices
before the two-day period surrounding the initial announcement. The abnormal retums for
different windows around announcement, compiled from the above U.S. studies appear in
Table 2. As can be observed from the table, cumulative abnormal returns for the divestor
firms for the period [-15,0] range from 1.23% to 5.88%. Cumulative abnormal returns for the
period [-10,0] are between 0.83% and 4.38%. Finally, cumulative abnormal retums for the
period following the initial announcement range between -2.47% and +1.80% for these studies
during the, period [+1,+30]. Thus, the evidence from previous sell-off studies indicate a
favourable market reception of the announced transaction.
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Table 1. CAARs for Window [-1,0]
Sample Size	 Time Period	 Methodology

	
CAARs 1--1,01

Alexander,
Benson &
	

53
	

1964-73
	

mean adjusted
	

0.17%
Kampmeyer	 returns

(1984)

Rosenfeld
	

62
	

1969-81
	

mean adjusted
	

2.33%
(1984)	 returns

Jain (1985)
	

1062	 1976-78	 portfolio-based
	

0.53%
adjusted retums

Klein (1986)
	

202	 1970-79	 market-model
	

0.72%
residuals

Hite, Owers &
Rogers (1987) 55

58

64 

1963-81	 market-model
residuals

1.66% (com-
pleted)

1.41% (failed)     

Hearth &
Zaima (1984)
Hirschey &

Zaima (1989)  

1979-81	 market-model
residuals

1975-82	 market-model
residuals

8.74%
period [-50,0]

1.64%  

Table 2. CAARs for Various Windows
Event Days
	

CAARs
	

Study

[-15,0]

3.00%
1.88%
5.88%
1.23%

Hirschey & Zaima (1989)
Alexander et.al. (1984)
Rosenfeld (1984)
Klein (1986)

[-10,0]

4.38%
1.01%
0.83%
3.96%
1.56%
2.66%

Rosenfeld ( /984)
Alexander et.al. (1984)
Jain (1985)
Hearth & Zaima (1984)
Klein (1986)
Hirschey & Zaima (1989)

[-1,+30]

-2.47%
1.80%
1.29%
0.44%
0.25%

Alexander et. al. (1984)
Rosenfeld (1984)
Klein (1986)
Hearth & Zaima (1984)
Jain (1985)
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Trying to address some of the issues raised in the previous section, various studies
have attempted to examine the factors that are relevant in explaining these abnormal returns.
As was to be expected, size of the divested subsidiary has an impact on the abnormal returns
experienced by the seller, with larger sell-offs being associated with higher abnormal returns
in every study [Klein (1986) and Hearth & Zaima (1984)].

As demonstrated by Owers & Rogers (1987), the probability of successful
completion of the sell-off transaction influences the abnormal retums experienced by the
seller, with parents of successful sell-offs experiencing higher abnormal returns than parents
of failed transactions (see Table 1). They also examine what happens during the period from
the initial announcement of the intention to divest until fmal resolution of the transaction. By
the time the final outcome of the negotiations is disclosed, unsuccessful sellers who later do
not receive follow-up bids for the subsidiary in question from other potential buyers have lost
all the gains that they had experienced during the initial announcement. Those that receive
follow-up bids do not.

An interesting fmding relates to the cash raised during sell-offs by the sellers. Klein
(1986) shows that sell-offs whose transaction price is disclosed during the initial announce-
ment are associated with abnormal returns, whereas those whose price is unknown have almost
no effect for the sellers. Furthermore, running a regression of abnormal retums on size and
a price chunmy she finds that announcing the price or not is significant at the 0.01 level in
explaining abnormal retums. Announcement of the price at a later stage in the negotiation
process is associated with insignificant retums, since by that time the news may have leaked
and be already incorporated in the stock price or management may have deliberately delayed
this announcement if the news contained in it are not gond.

A fmding that may have implications for the agency explanation of sell-offs associated
with destruction of value for the shareholders is that of Hirschey & Zaima (1989). They find
that companies whose stock experiences increased buying activity by insiders during the six-
month period preceding the initial sell-off announcement exhibit higher abnormal returns
when announcing sell-offs, than companies experiencing selling activity by insiders.
Furthermore, closely held firms experience higher abnormal returns when announcing sell-offs
than firms whose stock is diffusely held.

Finally, Linn & Rozeff (1989) fmd higher abnormal retums for the parents in sell-offs
when the motive for the transaction is disclosed in the initial announcement, than for those
with initiely undisclosed motives.

(IV) THE DATA

The initial sample for all countries has been obtained by searching through the Mergers &
Acquisitions Database of the Securities Data Company (SDC). Additional transactions have
been obtained from the Acquisitions Monthly magazine. For every country the initial sample
consisted of sell-offs by a publicly traded firm (or majority controlled subsidiary of a publicly
traded firm) of assets worth at least 5 million British Pounds. This cutoff value was selected
in order to ensure comparability with the results of the U.S. studies, that usually use a cutoff
value of $10 million. In every case we present results for the ultimate parent of the seller
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firm or the group's parent, that is, for the parent that is further away from the firm actually
effecting the sell-off. When the transaction involves transfer of subsidiary stock, in order to
qualify as a sell-off for our sample, we require the transfer of more than 50% of the
outstanding voting stock of the subsidiary, thus, resulting in a complete transfer of control.
When a firm announces that it is seeking a buyer for a subsidiary, we consider in our sample
only this announcement. The subsequent announcement that a potential buyer has emerged
forward is deleted from the sample. In case a firm announces a divestiture program, we
include in our sample only the initial announcement of the plan listing the subsidiaries to be
divested. Each subsequent transaction during the implementation of the plan is deleted from
the sample. Finally, when a firm announced more than one sell-off within a period of less
than one month, only the first announcement was retained in our sample. Our sample
contains both completed transactions and transactions that failed to materialize after the initial
announcement.

For our limited sample of buyers we define as the date of the initial announcement the
earliest date that the potential acquirer is mentioned in relation with the transaction.

Daily stock price and stock index data for the varions countries have been obtained
from DATASTREAM. Companies whose stock traded only infrequently during the event or
the estimation period were also deleted from the sample. Finally, we also deleted companies
that did not have daily prices on DATASTREAM for 300 trading days before the initial
announcement.

These are the general criteria applying to all transactions in our sample. The particular
details for each country are as follows:

(a) UK

The UK sample has been obtained exclusively by searching the SDC database for the
years 1984-1987. This initial search yielded 157 sell-offs by UK firms traded on the London
Exchange satisfying our criteria. Subsequently, we searched the Annual Index to the
Financial Times for the earliest date mentioning the potential sell-off and this was designated
as the initial announcement date. We deleted 33 transactions because no announcement in the
Financial Times could be located, 29 transactions because the financial press contained other
important confounding news about the seller firm around the date of the initial sell-off
announcement, 16 transactions because no adequate price data for the seller were available
on DATASTREAM and 2 transactions because the firms involved had thin trading in the period
of interest. Thus, the fmal sample consists of 77 transactions. The stock market index used
in calculating abnormal returns was the Financial Times All Share Weighted Index for the
London Stock Exchange.

(1)) France

The French sample was mainly obtained by searching the SDC database for the years
1984-1992. Additional transactions were added by searching the Acquisitions Monthly
magazine. This initial sample consisted of 94 sell-off announcements by French parents
traded on the Paris Bourse satisfying our screening criteria. Subsequently, we searched the
daily fmancial newspaper Les Echos for confirmation of the dates of the initial announcement.
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We defmed the initial announcement date as the earliest date the potential sell-off was
announced in the newspaper. We deleted from our sample 32 transactions because no
announcement for them could be located in the newspaper, 9 transactions because the seller
had other confounding news around the sell-off announcement, 5 transactions because of thin
trading and 2 transactions because no adequate data were available on DATASTREAM. Thus,
the fmal sample consists of 46 transactions. The stock market index used in calculating
abnormal returns was the CAC General Stock Index for the Paris Bourse.

(c) Germany

The German sample was obtained by searching the SDC database for the period Jan
1984 - Jun 1993. Very few additional transactions were added by searching the Acquisitions
Monthly magazine. This initial sample consisted of 54 sell-off announcements by parent firms
satisfying our criteria. We defmed the initial announcement date as the earliest date derived
from our databases mentioning the transaction. We deleted 6 transactions because of
confounding news, 1 transaction because of thin trading and 10 transactions because no
adequate data wçre available on DATASTREAM. Thus, the final sample consists of 37
transactions. The stock market index used in calculating abnormal returns was the Frankfurter
Allgemeine Zeitung (FAZ) General Index for the Frankfurt Stock Exchange.

(d) Sweden

The Swedish sample was obtained by searching the SDC database for the period Jan
1984 - Jun 1993. This initial sample consisted of 52 transactions satisfying our criteria. We
defmed the initial announcement date as the earliest date available in our database mentioning
the potentiel sell-off. We deleted 4 transactions because of confounding news, 9 transactions
because of thin trading and 10 transactions because no adequate data were available on
DATASTREAM. Thus, the final sample consists of 29 transactions. We used prices of class
"B" unrestricted (free) stocks in the estimation of abnormal retums. Although this class of
stock carnes reduced voting rights as compared to class "A" stocks, it is less thinly traded
than class "A" stock. It can be owned by any investor domestic or foreign (the latter up to
a certain percentage of total firm equity). The stock market index used in calculating ab-
normal returns was the AffOrsvArlden Weighted General Index for the Stockholm Stock
Exchange.

(V) METHODOLOGY

A standard event study methodology as described in Brown & Warner (1985) was used to
calculate stock price abnormal returns around the sell-off initial announcement.

Daily stock price retums for event day t are calculated as (P,- 1)/P,, where P,
is the closing price on event day t.

For firm i in the sample we define abnormal returns (AR) for event day t as

AR„ = Ra - (a, + fieRa„)
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Figure 1. CAARs for Continental Sellera (N = 111).

where, R r = the rate of return on stock i for event day t
R„„ = the rate of return on the market index for event day t.

The coefficients a, and (3, are OLS estimates of the market model regression calculated
with 240 daily returns from event day t = -300 to event day t = -61 relative to the initial
announcement day t = 0. We calculate abnormal returns for each stock from day t = -60 to
day t = +60 relative to the initial announcement day. Average abnormal retums for each event
day are computed by averaging abnormal returns for each firm over all N firms in the sample.
That is,

AAR, = —1 E AR.
N i.1	 it

Finally, cumulative average abnormal returns for any window from day -60 to day r
are computed by adding up the average abnormal returns for the r + 60 event days starting
on day t = -60. That is,

CAAR, = E AAR,
r= -60

(VI) EUROPEAN EVIDENCE

This section presents the initial results of our analysis. Due to the relative size of the UK
sample we will present the UK results separately.

The abnormal retums for Continental
European companies in our sample at initial
sell-off announcements appear in Figures 1
through 4. The European average exhibits
negligible effects for the window [-1,0].
CAARs are 0.4% for this two-day period. As
far as individual countries are concemed, only
Swedish firms exhibit positive (1.44%)
abnormal retums, whereas French and German
ones experience negligible returns of 0.15% and
-0.12% respectively. The results are slightly
different however, when we look at a longer
window before the initial announcement. The
CAARs for the period [-15,0] are 3.09% for
Swedish companies, 1.44% for French ones and 0.69% for German ones, giving a Continental
European average for this period of 1.63%. This shows that in European stock markets the
news about sell-off announcements leak approximately 15 trading days (three calendar weeks)
before the actual initial announcement to the press. Subsequent inside trading activity
incorporates this news into prices well before day t = 0.
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Although these abnormal return.s appear
small compared to the ones usually documented
in other merger and acquisition activities, one
should always keep in mind that the majority of
the firms in our sample are large conglomerate
companies divesting usually a small portion of
their assets. Even small abnormal returns
represent a considerable increase in total value
for firms with large capitalization, such as the
ones appearing in our sample.
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Figure 4. CAARs for Swedish Sellers (N = 29).

The more interesting results however, appear in Figures 5 through 8 where we present
results for domestic versus cross-border sell-offs. In domestic sell-offs firms divest a domestic
subsidiary, e.g. French firms divest a French subsidiary etc. In cross-border sell-offs they
divest a subsidiary located in another country, usually in another European Union country or
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in the U.S.. Firms divesting domestic subsidiaries experience uniformly similar abnormal
returns for the period [-15,0]. Swedish companies show 2.40%, French companies show
2.71% and German ones 3.58%, yielding a Continental European average of 2.87%. Further-
more, in the period following the announcement (days t= +1 through t= +60) their CAARs
stay clearly above their pre-announcement levels.

When they divest subsidiaries abroad however, only Swedish companies show positive
abnormal returns for the same window of 5.27% (see Figures 9 through 12). The results are
completely reversed for firms in the other two countries. French companies divesting a
foreign subsidiary experience returns of -2.58% and German ones experience retums of -
3.85%, driving the Continental European average clown to -1.42%. Thus, the overall low
abnormal returns in France and Germany are driven exclusively by firms announcing cross-
border transactions. One plausible explanation would be that the financial press reports these
transactions in a systematically different way, e.g. by placing less or more emphasis on them.
Our experience with reading the relevant articles in the French press however, does not
support the hypothesis of systematically different ways of announcing such events. Although
the sample of cross-border sell-offs is too small to enable us to make generalizations with
confidence, these results are interesting and require further study.
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Figure 11. Foreign Divestitures by French Firms
(N=11).

Figure 12. Foreign Divestitures by Swedish Firms
(N=7).

Figure 13 presents results for the sample
of Continental European buyers acquiring a
domestic subsidiary. These results are mainly
driven by French acquirers who comprise more
than 50% of that sample and thus must be
interpreted with caution. Buyers experience
abnormal returns of -0.45% in the period [-1,0],
-0.86% in the period [-15,0] and overall -2.54%
in the period [-60,0]. Subsequently they recoup
only 0.975% in the 60 trading days following
the announcement (period [+1,+60]). These
results are consistent with numerous studies
documenting negative abnormal returns for
acquirers in merger and acquisition transactions.

Results for a few target firms that were publicly traded (not reported here) are again
consistent with the merger and acquisition literature that shows target firms experiencing high
positive abnormal retums around the acquisition announcement.

The results for the UK divestor firms
appear in Figure 14. Unlike companies from
other European countries, the UK firms
experience 1.33% abnormal returns in the two-
day period preceding the initial announcement,
days [-1,0]. This is decomposed into 1.29%
for companies divesting domestic subsidiaries
(N = 54) and 1.43% for companies divesting
foreign subsidiaries (N = 23). Furthermore,
they experience abnormal returns much doser
to the actual press announcement than do firms
from other European countries, thus indicating
that information leakages are less significant in
the UK. The returns for the window [-5,0] are
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1.74%, decomposed into 1.48% for domestic divestitures and 1.89% for foreign ones. Returns
for the window [-15,0] are 1.05%, 0.35% and 2.6% respectively. Thus, UK firms experience
the bulk of the abnormal returns related to the announcement during the 5 trading days (one
calendar week) preceding the sell-off announcement.

It is also noteworthy that both categories of UK firms do significantly better after
announcement. Retums for the 60 trading days following the event (days [+1,+60] are on
average 5.96%, with firms announcing domestic sell-offs experiencing 6.32% and firms
announcing sell-offs of foreign subsidiaries experiencing 5.17%.

(VII) CONCLUDING REMARKS AND FUTURE WORK

Although the above analysis is only preliminary, four interesting conclusions can be derived.
First, it appears that the European evidence on stock price reaction during initial
announcements of domestic subsidiary sell-offs is consistent with the U.S. evidence, since the
U.S. studies examine domestic events. The cumulative abnormal returns experienced by
European sellers are within the range of their American counterparts.

Second, the European evidence indicates that seller performance improves substantially
for the 60 trading days following the event. This is in contrast with evidence for sellers in
the U.S. Jain (1985) shows that for selling firms all gains in cumulative abnormal returns
attributed to the sell-off announcement are completely lost 120 trading days after the event.
Although our study extends only as far as 60 trading days after the announcement, the
improvement in seller performance is substantial and almost uniform across countries (with
the exception of France).

Third, an examination of the cumulative abnormal retums graphs indicates that
substantial information leakages occur in Continental European countries many trading days
prior to the initial announcement of the event to the press. This result confirms the assertions
of many practitioners and academics alike that announcements of corporate events in
Continental markets are preceded by significant amounts of insider trading and information
dissemination. In this respect the U.K. evidence is in line with the evidence about the U.S.
markets.

Fourth, there appear to be differences across countries in the way cumulative abnormal
returns are distributed between sellers divesting domestic subsidiaries and sellers divesting
foreign subsidiaries. Although there is no difference across the two categories in the U.K. and
Sweden, there is substantial divergence in France and Germany. For still unknown reasons,
sellers from the latter countries divesting foreign units experience negative returns around the
announcement.

These initial results make it necessary to extend this study in two directions. We are
currently working on a sample of divestitures from all major European countries, comprising
transactions for the period 1984-1993 from the four countries mentioned in this study plus
Belgium, Netherlands, Denmark, Finland, Norway, Switzerland, Italy, Spain and Ireland. This
will enable us to make sounder international comparisons. We are also studying the
performance of buyers and target firms.
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Furthermore, we are working on explaining the factors behind these abnormal returns.
Size of the divested subsidiary, probability of successful completion of the transaction (as
measured ex post by the distinction between completed and failed transactions), selling price
and disclosed motive for the sell-off are the factors used in previous studies as explanatory
variables for abnormal returns. Apart from these, we are also using accounting performance
data to control for firm profitability as well as other performance related variables. This
extension will enable us to understand better the sources of gains (and Tosses) in corporate
sell-off activity.
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