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Divestitures, understood as the parent compangjsodial and sale of assets, facilities,
product lines, subsidiaries, divisions and busingsts, are emerging as a central topic of
research in several areas. Yet our understanditiges€ operations is still limited. For
example, it is still not clear whether divestituegs merely a reflection of the economic
cycle, a means to correct or reverse previousegfi@tiecisions, or a proactive strategic
option. Integrating literature in finance, strateggd organizational behavior, this paper
offers a comprehensive picture of divesting modesgcedents, mechanisms and outcomes
of divestitures. It integrates empirical findingedaheoretical contributions into a
researchable whole, in order to identify commomtég and gaps in existing research. The
final objective of this analysis and review is topose meaningful avenues for future
research to improve knowledge on divestitures.
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INTRODUCTION

Divestitures are defined as the parent companggodial and sale of assets, facilities,
product lines, subsidiaries, divisions and busingsts. They are emerging as a central topic
in several fields of research, such as strategitag@ment (Capron, Mitchell, &
Swaminathan, 2001; Harrigan, 1981; Hopkins, 19%itd?, 1987; Singh, 1993; Villalonga &
McGahan, 2005), finance (Berry, 2003; Boudreaux51®Rosenfeld, 1984; Schipper &
Smith, 1986; Trifts, Sicherman, Roenfeldt, & de §0s1990; Vijh, 2002) and organizational
behavior (Aron, 1991; Baker, Gibbons, & Murphy, 2#9%opinath & Becker, 2000; Seward
& Walsh, 1996). However, our understanding of dikeres is still limited. For example, it is
still not clear whether divestitures are merelgfection of the economic cycle (Aron, 1991;
Duhaime & Grant, 1984; Garvin, 1983; Ito, 1995jn@ans to correct or reverse previous
strategic decisions (for example, diversificati@itt, Hoskisson, Johnson, & Moesel, 1996;
Hoskisson, Johnson, & Moesel, 1994; Markides, 1992th & Easterwood, 1993), or a
proactive strategic option (McGahan & Villalong&03).

Previous empirical studies in the finance literatbhave mostly focused on stock market
reactions to announcements of the divestiturestadjms, and consequent variations in stock
prices. These studies claimed that typically divests have a positive impact on the
divesting parent’s share price. Despite the comscst of these results, this literature in
finance has not provided a compelling explanatmrttie reason why this happens. We
suggest that, since companies pursue objectivegthaeyond the maximization of
shareholders’ wealth, it is also important to inldwstrategic and organizational reasoning
and consequences in order to understand the viadagrgg mechanisms of divestitures.
Divestitures are more than just financing operaidrhey are means, not solely ends,
because they affect the long-term evolution offitme. Yet, previous research on strategy has

portrayed divestitures as a reaction to an errguaddgment by management at the time of the



original acquisition (Porter, 1987) or as a reauiiet of the company’s business focus in
order to increase its economic value or competpesition (Khoroshilov, 2002; Markides,
1992a). Despite the increasing attention paid estitures in both academic (Johnson, 1996;
Markides, 1992a; Porter, 1987) and managerial gar(Dranikoff, Koller, & Schneider,
2002; Garvin, 1983), the question of whether diests are essentially corrective or
proactive in nature remains unsettled (EisenharBré&wn, 1999).

The objective of this paper is to review existiegaarch on divestitures, to identify common
threads and gaps in current research, and to pecuoee ideas and avenues for future
studies. From this analysis, it emerges that rebaarfinance and strategy overlap and
complement each other with respect to findingsheneiconomic antecedents and outcomes
of divestitures. However, only by integrating la&ure in finance, strategy and organizational
behavior can we obtain a comprehensive picturevaisting modes, antecedents,
mechanisms and outcomes of divestitures. The casgpeof the three literature streams
shows that our understanding of divestitures Islstited and that more research is needed
in different areas. We believe that a more collabee approach is needed to generate a
comprehensive picture of divestitures.

In this paper we review existing research withahme of evaluating the current state of
knowledge on this topic and of drafting a reseagénda for future research. To integrate
empirical findings and theoretical contributionsoia researchable whole, we proceed as
follows. First, we classify existing literature divestiture, by grouping it into three streams:
research on finance, on organizational behaviat,aamstrategy. Second, we summarize the
findings of all the major published studies on giteires in order to identify common themes
and gaps in research. We do so by comparing aadrating research in these three groups.
Third, we engage in a sense-making process tqmiefindings, inconsistencies and gaps in

existing studies, in order to propose meaningfenases for future research.



A REVIEW OF RESEARCH ON DIVESTITURES

I dentification of the Literature and Development of the Framework

We chose to focus our review mostly on articlesligshbd in journals because these can be
considered validated knowledge and are likely teelthe highest impact on management
research (Podsakoff, MacKenzie, Bachrach, & Pod§ak@05). We identified relevant
articles on divestitures, starting with a compuiedii search based on keywords in the
Business Source Premigublication database. We first limited our seacthe most
relevant management journals, such asfitedemy of Management JourraldStrategic
Management JournalWe then used a ‘snow-ball’ approach and lookdteaother papers
that authors published in these journals, citegkfwand the scope of the review with regard
to the broad disciplinary base of research on dituess. Consequently, we included journals
in related fields such alurnal of Law, Economics and Organizations, JoliofaEconomic
Behavior & OrganizationandJournal of FinanceWe also included practitioner-oriented
journals. The resulting working list consisted @&fjBurnals and a total of 94 articles.

We developed an analytical review scheme for syatieally evaluating the contribution to
this body of literature. To classify and integreterent literature on divestiture, we grouped
existing research into three streams: researchrategy, on finance, and on organizational
behavior. We started by analyzing existing literaton divestitures from a strategic
management perspective and paid particular attemithe theoretical frameworks used by
strategy scholars in their analysis of divestitures

In the following section we summarize the findir®xisting literature in order to identify

common themes and gaps in the research.



Research in Strategy

An in-depth examination of the existing literatimestrategy reveals a recurrent pattern of
theoretical arguments and frameworks used in tnysif divestitures. Strategy scholars
predominantly build on agency theory, transactiost @conomics (TCE), the resource-based
view (RBV), and evolutionary theory to ‘make senskdivestitures. Table 1 summarizes our
analysis and illustrates that each of these thieatetpproaches offers a different picture of
divestitures. Also, most studies do not ascribeptinomenon of divestitures to just one of
these theories, but rather use arguments stemmaungdeveral different theories. Finally,
theoretical arguments are often not the focus @ftiidy and a number of authors only
implicitly refer to one or more of these theoreltitameworks to explain divestitures. Table

1 reports the details of this analysis.

Overall the most prominent explanation of divesgtuis the agency explanation. Agency
theory explains the antecedents, process, andrmoegof divestitures. Agency theorists
believe that the reason why many companies undegakvestiture has to do with issues
between managers, owners and the board of dire@ossstitures are often a correction for
prior inefficient growth and diversification strgiepursued by managers (Jensen, 1989). The
main rationale behind this explanation is the nigsahent of managers’ and owners’
interests. The personal wealth of managers isdimRere to firm size and risk of bankruptcy
than to company performance. Therefore, manageesihaentives to expand and diversify,
even when doing so does not increase the markee wdlthe firm (Amihud & Lev, 1981).
Managers decide to undertake a divestiture onlywthey fear the threat of an acquisition or
are pressured by shareholders (Bethel & LiebesKififl3).

The use of agency theory in the analysis of diug®ts provides interesting insights into the
outcomes — and eventual benefits - of divestitatasit level. These include reduced agency

costs and increased flexibility (Seth & Easterwa®D3). The new ownership and capital



structure implemented after a divestiture can attee motivation of the new company’s
stakeholders and the company’s objectives (Gopi&dBecker, 2000). Because there is no
more distraction from the rest of the multidivissbicompany, the stock value of a divested
unit is a much cleaner signal of managerial praslitgt(Aron, 1991). Other advantages
include a shorter distance between policy and implgation, a decrease in size and
complexity of the organizational structure, andlitated delegation, action and consensus
between managers and owners (Bruining & Wright 2@&eth & Easterwood, 1993).
Studies that aim to compare the decision to diwgst other strategic choices, e.g. alliances,
predominately apply arguments based on transactisneconomics (TCE). Accordingly,
divestitures may reduce and balance the costdfefet governance structures to generate
growth based on the parent’s core competenciestogoarsue an efficient corporate internal
labor market (Ito, 1995). Thereby managers chdoséest governance form given the
characteristics of their company and the target asiwell as the types of underlying
activities of both of them. Some transactions withicompany in a specific governance
structure can be too expensive (McGahan & Villakpr2p03b). Divestitures may represent
an intermediate form between the extremes of makeéthierarchy. With a divestiture, the
detached unit can become an independent compahyedithe parent can maintain control
of it. In this way, the unit retains a more or legermal tie to the original hierarchy.

Studies that focus on a company’s resources theircability across industries, and the
potential for synergies offered by different resmucombinations tend to refer to the resource
based view explanation. A company’s competitiveaadage depends on its assets and
resources. They can represent an obstacle footippration. Companies engage in
divestitures when their structure, following acdfiasis with overlapping businesses,
becomes redundant (McGahan & Villalonga, 2003bgylénhance efficiency by

redeploying resources and divesting redundant taggeets (Caproet al, 2001), moving



assets from a lower-value to higher-value userq&ma& Stouraitis, 1995), and making use
of corporate resources under a new structural self{fm& Rose, 1994).

Finally, some authors also refer to evolutionasotty to explain divestitures (Anand &
Singh, 1997; Caproat al, 2001; Duhaime & Grant, 1984; Mitchell, 1994). #ksns evolve
and adapt to the external environment, strategiacels can be interpreted as Darwinian
survival strategies (Capraat al, 2001; Garvin, 1983; Ito, 1995; Mitchell, 1994; 4o Ito,
2005). Divestitures, like mergers and acquisiti@me,elements of a dynamic process of
adaptation to a changing environment (Meyer, Brp&k&oes, 1990). However, companies
seem to lose the ‘downward vision and mobility’ ertikey become established in their
industry (Christensen, 1997: 24) and do not sucaeadopting the attitudes, structures and
cultures of more entrepreneurial and innovativeapey companies (Markides & Geroski,
2003). Hence, the easiest solution for establisloegpanies is to transfer an innovative
project to a smaller firm. This project transfen@acur via a divestiture that will create a
small independent company. The newly created cognwéahact as an incubator for the new
project that will be crucial for its growth and sess (Christensen, 1997). Thus companies
may use divestitures to successfully implementr@eth or organizational innovations in the
pursuit of prosperity and survival.

[Insert Table 1 about her €]

Table 2 provides an overview of the research golestidatabases and results of research on
strategy about divestitures. Research in this gal@mines the effects of ownership
concentration, outside director equity, corporatategy and the size and relatedness of units
sold on performance; the circumstances under wdiigkstitures improve economic
performance; the role of the size of a divested inrthe decision process leading to
divestiture; the structural and environmental cbads conducive to spin-offs; and factors

influencing the relationship between a parent éndivested unit. Other studies focus on



divestitures and innovation, foreign investmeniserging economies, knowledge base,
entrepreneurship and technology.

While providing a review of this extensive litereguwe paid specific attention to aspects
such as the general environment, industry chaiattey; corporate and business-unit
characteristics, choice of mode, strategic and @monoutcomes.

[Insert Table 2 about her €]

General environment

Research on strategy focuses on the cultural atidlsspects of the environment.
Divestitures seem to occur more often in rapidlgraiing markets and highly competitive
environments (Eisenhardt & Brown, 1999; Ito, 1991)rthermore specific cultural and
social contexts (such as homogeneous society hiraflorontracts, stable shareholders, and
lack of an external labor market), and environmémas are open to the formation of new

companies, facilitate divestitures (Ito, 1995; Gari1983).

Industry characteristics

Various authors emphasized the importance of @syaic analysis of industry attractiveness
and the parent’s competitive position for divesgtstrategies (Garvin, 1983; Harrigan, 1981,
Hopkins, 1991; Porter, 1987). Empirical evidencevatd that divestitures are more common
in industries characterized by high profitabilitydrkides, 1992b), concentration (Hopkins,
1991; Markides, 1992b), R&D intensity (Markides928), and where the parent’'s market
share is big (Markides, 1992b). Conversely, divests are hindered by other factors, such as
economic exit barriers and differentiable and cordityslike product traits (Harrigan, 1981).
Evidence showed that divesting patterns exist fipalty in industries generally

characterized by the presence of multiple markgtnemts, information and start-up

advantages, and transferable technologies (theéroatisen, hi-tech, and consulting



industries, for example) (Garvin, 1983). Divest#sihave been portrayed as means for an

established firm to enter new emerging industnesikets or market niches (Garvin, 1983).

Corporate characteristics

A number of researchers focused on the charadtsrist companies undertaking a
divestiture. From a strategic perspective, moststing companies seem generally to be poor
performing (Duhaime & Baird, 1987; Haynes, ThompsoWright, 2003; Hoskissoet al,
1994; Zuckerman, 2000) and relatively indebted camgs (Haynest al, 2003; Hoskisson

et al, 1994). Another corporate characteristic condutivéivestitures is weak governance,
defined as the quality of the monitoring of strgtegd performance in a firm, and weak
strategy formulation (Haynes et al., 2003; Hoskissbal., 1994).

Divesting companies also tend to be more divesiian their industry counterparts
(Haynes et al., 2003; Hoskisson et al., 1994). Hlidiversified companies tend to emphasize
financial controls, thus de-emphasizing strategittimls and thereby producing less internal
innovation (Hitt et al., 1996), and increasing ngeval risk aversion (Hoskisson et al.,
1994). Therefore, exaggerated diversification cashpa company toward de-diversification
and de-conglomeration as a correction of its gjratehoices. A company may engage in
divestitures to improve its innovation capacity @mirepreneurial spirit, or to enter
technology-based or immature industries (Garvi83)9Spin-offs, for example, can be used
to stimulate corporate innovativeness and entreqnaal spirit in the divested unit, while the
parent gains some benefits from the new produtgamology developed in the independent
company (Garvin, 1983). However, in very specifintexts, for example, in Japan,

divestitures are also used to enhance diversifiodito, 1995).



Business-unit characteristics

The division’s performance and financial statust{ime & Grant, 1984; Zuckerman, 2000),
relative size (Duhaime & Baird, 1987), and relaesito the focal firm (Chang, 1996;
Duhaime & Grant, 1984) are the most frequently no@etd characteristics of business units
used to explain divestitures. A unit is less likidybe divested when it is generally profitable
and when it has great prospects of future earidghaime & Baird, 1987; Duhaime &
Grant, 1984; Lowe & Veloso, 2005; Zuckerman, 2000).

There is general agreement about the relationsdtipdzn unit size and divestiture decisions:
a curvilinear relationship between unit size angesliiture exists (Duhaime & Baird, 1987).
There seem to be minimum efficient sizes for umtdhe business portfolios of diversified
firms — sizes below which business units shouldb®oacquired. Only Triftst al. (1990)
found that size is not important for MBOs.

In contrast, unit relatedness (generally referoedst existing interdependencies among the
firms’ divisions) and divestiture decisions are akely related (Duhaime & Grant, 1984).
Consistent with Porter’s (1976) definition of elsdrriers, high levels of sharing of
technology, facilities and customers among unitrofs would act as barriers to the firms'

exit from those units (Duhaime & Grant, 1984).

Choice of mode

Several authors examined how companies divest) attampt to throw more light on the
different modes of divesting (McGahan & Villalon@f03; Montgomery, Thomas, &
Kamath, 1984; Slovin, Sushka, & Ferraro, 1995;aldhga & McGahan, 2005). Firms tend
to spin-off a business unit when the resourcescantpetencies of the subsidiary are
valuable, but where managing them is less effectnaer full ownership (Rose & Ito, 2005).
Parents choose a spin-affthey are operating in a rapidly changing and petitive

environment (Aron, 1991; Garvin, 1983; Ito, 1995)hey want to eliminate negative

10



synergies in their structure; and if they wish tm$t entrepreneurial spirit and reduce
turnover (Garvin, 1983). The parent company carthiselivestiture operation to implement
efficient internal governance and control practicethe spun-off firm (Seward & Walsh,
1996),to reduce debt or give special dividends to shddens using the proceeds of the sale
(Bowman, Singh, Useem, & Bhadury, 1999).

Instead, parents may opt for a complete separaisoa sell-off when they do not want to

maintain a trading relationship (Rose & Ito, 2005).

Strategic outcome

Several authors argued that divestitures aim tmdce than increase the company’s stock
price. Divestitures are a tool of corporate stratéipes (1978) offered practical suggestions
for managers on the ‘management’ of divestituresraaximization of their strategic
outcome: establishing business policy committdesnulating a zero-base strategy, and
creating a “divisions exchange market”.

The intra-organizational relationship between theept and its units can be managed in
various ways, which require different organizaticser@angements. An intense relationship
between parent and divested unit is beneficiallbm#é, beyond which over-embeddedness
can have a detrimental effect (Parhankangas & As@003). Within the positive range
divestitures can be used to renew the parent fioo'spetencies. For example, companies
can spin-off units to develop new technologiesoappierate in very different knowledge
environments from their parent firms (Parhankar&@dsenius, 2003). In general, a parent
operating in R&D intensive industries can use diti@®s to implement strategic controls in
order to foster internal innovation (Hitt et al996) and to increase managerial risk-taking
through new investments in R&D (Hoskisson & Johnd®9?2).

Divested units benefit from divestitures because @ecrease in size (Bruining & Wright,

2002), reduced agency costs and increased fleyi8eth & Easterwood, 1993), the
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possibility for the divested unit to negotiate aretavorable set of contracts with the
regulators (Schipper & Smith, 1986), and reducegaate taxes (Seth & Easterwood,

1993).

Economic outcome

Literature on strategy corroborates findings framafce research about the positive returns
of divesting companies. Such positive returns seedepend specifically on three factors:
the type of divestitures, the process of divestguand the characteristics of the business
unit. First, divestitures motivated by financiagjio show the strongest positive returns
(Bowman & Helfat, 2001). Second, aspects of prooemsagement affect the economic
outcome of divestitures. These include the waydikestiture is announced (Klein, 1986),
and the managers’ capacity to communicate the ngar@rofitability of the new project to
claimholders prior to the divestiture announcen{ehick & Lynch, 1999a). Third, the
characteristics of the business unit which affeetreturn of divestitures are absolute in terms
of size (larger divestitures show larger positixeess returns) (Hearth & Zaima, 1984;

Klein, 1986; Miles & Rosenfeld, 1983), and preseircthe same industry (units operating in
the same industry as their parents tend to undéospe the parent) (Rose & Ito, 2005).

Woo et al. (1992) on the other hand, found no §icant improvement in the pre- and post-
divestiture performance of the divested unit, exéepa slight decrease in return on assets in
the post-spin-off performance of the divested Uuxégative reactions at market level can be
explained by the information conveyed with the diitere’s announcement and its
credibility. The announcement may lack credibilifjthe company has not preceded the
announcement with preparatory organizational chgirigéhe divestiture is expected to have
no impact on the firm’s future; or investors alrp&xpected this operation and the

information was already reflected in the firm’sdtgrice (Bowman & Singh, 1993).
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Resear ch on Finance

Existing literature on finance about divestituresimy focused on some three sets of
research questions: the effect of divestitureshermperformance of the parent company, the
organizational status of the parent company posstiture, and financial antecedents of
divestiture (e.g. the performance of the parentamy). Table 3 provides an overview of
studies on divestitures in finance literature. WigHer examined this body of research
according to the general environment, corporateacteristics, choice of mode, and
economic outcome.

[Insert Table 3 about her €]

General environment

The debate about whether and how economic or anwvieat conditions affect divestitures is
ongoing.Researchers in finance contended that divestitaede a reaction to shocks in the
general environment. Khoroshilov (2002), for exémpound that divestitures tend to occur

during economic ‘booms’.

Corporate characteristics

Existing research has not reached a consensus lab@w parent’s financial status affects its
decision to divest parts of its businesses. Resiring a firm from a financial standpoint
means changing its capital structure, and rediginl the weights of equity and debt (Bethel
& Liebeskind, 1993). Recent research investigated-¢lationship between divestiture and
conglomerate discount (Colak & Whited, 2004; Khitms/, 2002). For example,
Khoroshilov (2002) showed that companies tradeaddiversification discount are more

likely to refocus and, hence, to divest.
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Choice of mode

Previous research elaborated on different modesseting, portraying their nature,
antecedents, and outcomes. Wittaave-ouf a new independent company is created by
detaching part of the parent’s businesses anagehie shares of the new company in a
public offering. In general, the parent remainpassession of a substantial proportion of the
equity of the carved-out company. A parent undesgoearve-out when it has poor operating
performance, high leverage, a need for externahftmg and its capital is constrained (Allen
& McConnell, 1998), as well as when outside investire likely to price the new shares at
higher than the managers’ perceived value (Slevial, 1995). A company choosing to
engage in a carve-out releases information abaitip® net-present-value projects (Schipper
& Smith, 1986). Typically, the parent choosing aveaout wishes to retain operating
synergies or the benefits of tax consolidation iatehds to re-acquire the public shares
(Schipper & Smith, 1986). Often, the parent knolaat the carve-out is an intermediate stage
for the divested unit before it is divested int@tdrer mode (Klein, Rosenfeld, & Beranek,
1991; Slovinet al, 1995). Carve-outs allow a larger set of firmsitaertake valuable
projects, financing new investment opportunitigsasately through the carved-out company
(Allen & McConnell, 1998; Myers & Majluf, 1984). Axther reason to choose the carve-out
mode is to improve the asset management strudttmagh new incentive contracts and new
responsibilities (Schipper & Smith, 1986).

In the case of apin-off the detached unit becomes an independent convlaose shares

are distributed to the parent’s shareholders. Heheegparent maintains control of the new
company. Firms tend to spin-off a business univithin high technology industries, there
are great differences in R&D expenditures and gitale assets (John, 1993); if managers

believe that the market is mis-valuing the firmtscurrent organizational form (the so-
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called hubris hypothesis, (Linn & Rozeff, 1985)dahthey want to reduce agency costs and
create tax shields (John, 1993).

Management buy-ou{81BOs) are transactions in which managers, withdhpport of other
investors, replace the public stockholding of theept company. MBOs are normally
financed with large debt issues, and the new stk to be held by incumbent managers
and a small group of external investgkscompany engages in &hBO: when the divested
division managers are ready to pay a higher pocéhe unit than the value perceived by the
parent, if the parent wants to maximize the casl from the sale; and where existing
managers will continue to run the divested uniceghtly, in the event that the parent is
interested in its post-divestiture performancel{®eEasterwood, 1993; Singh, 1993; Trifts
et al, 1990) MBOs often continue to operate significant portiofhshe original assets (Seth
& Easterwood, 1993).

A firm engages in gell-offwhen it sells a unit to another firm in exchangedashThe sold
assets are absorbed by the acquiring firm and begart of it (Hearth & Zaima, 1984,

Rosenfeld, 1984).

Economic outcome

An important body of finance literature studied #ffect of divestitures on shareholder
wealth. There is a general consensus abouidkiive effect of divestiture announcements
on the divesting firm’s stock price on the dayle# announcement. Substantial and
significant increases in share price are typictiynd on the day the announcements are
made, and also sometimes before and after (Bouxir&8u5; Hearth & Zaima, 1984). The
predominant explanation for such positive resudltthe decrease in diversification of the
parent (John & Ofek, 1995). Empirical evidence se&mindicate that divestitures may
increase firm value for several reasons; suchvesadth redistribution between the parent’s

shareholders and bondholders (Denning & Shast@iQ;1Rite & Owers, 1983; Linn &
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Rozeff, 1985; Miles & Rosenfeld, 1983; Palepu, 1990 supposed dissemination of
information prior to public announcement (Linn & &&df, 1985).

Complementing this area of investigation, some @stemphasized additional conditioning
factors that might influence share price reacttongivestitures; for example, whether the
divestiture was voluntary or involuntary. Empiriealidence suggests that involuntary (i.e.
forced for legislative or judicial reasons) divaste announcements are surrounded by
negative parent stock price movement (Boudreauk518earth & Zaima, 1984; Hite &

Owers, 1983).

Resear ch on Organizational Behavior

Table 4 provides an overview of existing studieaganizational behavior about
divestitures. Specific questions and topics adékssthis stream of literature include 1)
whether divestitures help companies to design bgtteernance and incentive systems, a
better distribution of decision rights and delegatdf authority; 2) whether the ownership
and governance structure of the parent companyatiags an antecedent of divestitures, and
3) from a process perspective, whether managesalvement has any effect on the
outcomes of divestitures.

Following our framework of analysis, we categoritigetature according to a focus on
corporate characteristics, management of divesst(including governance structure,
management team and effects on employees), andipatjanal and governance outcomes.

[Insert Table 4 about here€]

Corporate characteristics

Agency theorists argue that firms decide to engagedivestiture because of governance
issues (Hoskisson et al., 1994; Markides, 1997¢. rBlasons why many companies undertook

restructuring operations in the 1980s had to db wsgues between managers, owners and the
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board of directors. Changes in ownership, highleegéownership concentration such as
blockholders or institutional investors, and chanigetop management are frequent
antecedents of divestitures (Bethel & Liebeskir#3). Corporate control problems and the
consequent need to improve internal controls mag te a reduction of diversification in

scope and to the divestiture of unrelated busisedethel & Liebeskind, 1993).

Management of divestitures: Governance structure, management team and effects on
employees
Literature suggests that the board of directotsaiieis a divestiture if the performance of the
company is declining. Otherwise, the divestituren@re likely to be initiated by managers
(Johnson, Hoskisson, & Hitt, 1993). In both cadles division manager assumes a central
role. His or her collaboration is essential for siecess of the divestiture, as he or she is the
information supplier, implementer of secondary dexis, protector of morale and
productivity in the divested division, host of pati@l acquirers when visiting the division,
and, finally, a potential buyer (Nees, 1981). Hoarewas is the case of a management buy-
out, external investors may perceive the role afageament in divestitures negatively. A
divestiture to unit managers raises the issueyhasetric information and conflict of
interests. External investors may believe that on@ihagers are pursuing their specific
interests (Nees, 1981; Trifts et al., 1990) and tiva divestiture may require specialized
information not available to the division managdeés, 1981). On the other hand, managers
often know more about a firm’s investment oppotiesithan external investors do (Nees,
1981).
Both the governance structure and the role of mensagffect the process and outcome of a
divestiture, as does the reaction of employeestdBwembers, and specifically external
directors, will be involved in a divestiture onljnen managerial strategic controls are

perceived to be weak and when the top managememntiteheterogeneous (Johnson et al.,
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1993). The active participation of middle managerhe divesting process is essential for
the success of the divestiture (Nees, 1981). Als@stitures can be used to improve the
effectiveness of corporate incentives. After a diitare, the stock value of the divested unit
is a much clearer signal of managerial productiggythere is no more distraction from the
rest of the multidivisional company (Aron, 1991).

Literature on strategy argues that divestitureo&sn accompanied by changes in the
organizational structure, such as divisional reglesind employment downsizing (Bowman
et al., 1999). Research on organizational behdurtier elaborated on this subject. If layoffs
are understood by employees to be necessary fpoiaie survival, they are perceived as
just. But when layoffs merely stem from corporateedtitures, employees tend to perceive
them as unnecessary and unjust. This may causesa sefrustration and mistrust toward the
parent company. The cooperation line managemerggN€©81) and straightforward
managerial communication (Gopinath & Becker, 206#8m to positively influence
employees’ perceptions of the procedural justickydffs, to build post-divestiture trust in
the organization, and to influence employees’ glygstiture commitment to the new

company (Gopinath & Becker, 2000).

Organization and governance outcomes

Literature on finance showed that divestitureslitateé shaping the characteristics of the
organization, such as the new ownership, and tipeementation of efficient internal
governance and control practices (Jensen, 1983ar8etvWalsh, 1996). From an
organizational behavior perspective, Baker, Gibkes Murphy (1999) added that formal
ownership structures affect the feasibility of imf@l relational contracts. Informal
delegation within an organization differs from fahdelegation via divestiture; and
divestiture, through asset transfer, achieves d¢hegation of formal authority. Asset

ownership affects reneging temptations: the allooadf formal authority can influence
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whether a particular allocation of informal autltyican be achieved in the medium- to long-
term. Divestiture is efficient in circumstances wheontractable delegation would be
valuable but informal delegation is unfeasible (&a#t al., 1999).

Agency theorists suggest that in the post-divastiperiod, the new ownership and capital
structure can affect the motivations of the firkéy stakeholder groups and their objectives
(Gopinath & Becker, 2000). Advantages for the diedssubsidiary include a shorter distance
between policy and implementation, a decreasezsand complexity of the organizational
structure, and facilitated delegation, action amdsensus between managers and owners
(Seth & Easterwood, 1993). This all allows for arenflexible decision-making process and
stimulates efficiency.

To sum up, Table 5 compares themes on divestitaresisting literature on finance, strategy
and organizational behavior.

[Insert Table 5 about here]

DISCUSSION AND FUTURE RESEARCH

Our extensive comparative analysis across diffedestiplines reveals that research on
divestitures in finance and strategy areas ovedapsis complementary, with respect to
findings on the financial outcomes. We argue thtgrating literature on finance and on
strategy is critical for generating a comprehengigture of divesting modes, antecedents,
mechanisms and outcomes of divestitures. For exarthg integration of findings in the
finance stream and in the strategy stream allows dsaw a more complete picture of

factors leading a company to choose a sell-oflaoves-out: the characteristics of the business
unit (i.e. it is worth selling, performs well, islated to the parent’s businesses, and/or is

related to the other parent industries); the charestics of the parent (performance, leverage,

19



need for cash, diversification); and the charasties of the environment they operate in
(pace of growth and performance of the industrywever, only literature on organizational
behavior explains process and implementation isstidsestitures.
We have taken the comparison of these three disarglstreams of literature further with a
more in depth analysis of existing research onesisaas perceived through different
theoretical lenses. From a theoretical perspeabiveanalysis suggests that the most
frequently recurring theoretical frameworks usedttaly divestitures are agency theory,
transaction cost economics, resource-based viadvwewaslutionary theory. We hope that this
review of existing literature on divestiture thoutplese theoretical lenses offers a broader
perspective and understanding on divestitures @mesents a useful complement to the
thorough review conducted per research streamtwhi@nalyses - according to theoretical
perspectives and per research stream - allow refitee our understanding of divestitures,
broach the discussion on this phenomenon, andifig@atssible gaps that future research can
address.
Overall, this review of the, still fragmented, t&€ure on divestitures suggests that our
understanding of them is still limited and that mogsearch is needed in various areas. We
particularly emphasize the need for future stutbemmend the lack of research on the long-
term value creation of divestitures, and to expasearch on procedural and process issues.
Avenuesfor Studieson Long-term Effects
A divestiture affects the performance of the digdainit and of the divesting parent.
Variations in the latter are easy to evaluate, evbilanges in the former, mostly in the case of
a sell-off (where the unit is sold to a third partythe market) may be more difficult to
identify. The total financial effect of divestitwés captured by changes in the stock market
price of the company or by its operative profit.cAdingly, researchers use market

performance or accounting performance to measereftact of divestitures.

20



Market-based measures are prevalent in event stulle effects of the divestiture
announcement are normally measured using Fama’sifative Average Residuals (CARS),
(Fama, Fisher, Jensen, & Roll, 1969). It is moBtignce-based papers that use event study
and CARs to analyze corporate performance (Alexaminson, & Kampmeyer, 1984;

Allen & McConnell, 1998; Boudreaux, 1975; HeartiZ&ima, 1984, Hite & Owers, 1983,
Klein, 1986; Kleinet al, 1991; Linn & Rozeff, 1985; Miles & Rosenfeld, IB8ontgomery
et al, 1984; Rosenfeld, 1984; Slovat al, 1995). Colak and Whited (2004) have suggested
that positive results of divestitures may be dua sample bias (endogeneity bias: firms
which decide to divest are different from thoseahhilecide not to divest) and measurement
errors (use of Tobin’s q).

When research uses accounting measures, the study paries from a few years (Web

al., 1992) to a few days surrounding the event (HefarZlaima, 1984). The parent’s ex-post
performance is calculated using: return on as&sggh, 1995; Berry, 2003; Montgomery &
Thomas, 1988; Woet al, 1992); return on the capital employed (Haynegmijpson, &
Wright, 2002); return on sales (Berry, 2003) otatibn-adjusted sales growth (Woo et al.,
1992); the market-to-book ratio (Woo et al., 1998§ average stock market price and its
variations (Villalonga & McGahan, 2005); financstength as return on equity as compared
with the industry average (Alexandetral, 1984; Duhaime & Baird, 1987); CAPM alpha
(Berry, 2003; Kaplan & Weisbach, 1992; Webal, 1992); liquidity and leverage as current
ratio (pretax assets/current liabilities); interesterage (pretax income plus interest expense,
all divided by interest expense) and the debt @iontgomery & Thomas, 1988).

Recent studies increasingly use accounting-basadumes. However, only a few authors
apply both accounting-based and market-based nesafdearth & Zaima, 1984). We
suggest that future research should combine thebeely on multiple performance

measures. Such an integrative approach would atwmparisons between the effect of
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divestitures on a firm’s accounting performance tnadeffect of divestitures on a firm’s
stock market results.
Furthermore, the long-term consequences of divesst largely on the divesting parent
company, remain unexplored. Divestitures do netha be a once-in-a-lifetime event, but
may be a means for the company to continuouslytadaxternal and internal changes. The
analysis of the long-term consequences of divesttaould help managers to understand
how they can determirex antewhether divestitures will increase their firm’'dwaand by
which modes of divesting such value is maximizadkéd to this issue is the design of the
governance and control mechanisms of a divesteddird how this affects the firm’s future.
Avenuesfor Process Studies
Although divestiture activity has attracted thesnesst and research attention of a broad range
of disciplines encompassing the financial, strat@gid organizational behavior fields,
literature on divestitures continues to be domiddg studies on antecedents and outcomes,
neglecting the process of divestitures and thesa@eimaking dynamics. We believe that
research on divestitures needs to establish éihkeen decision-making and
implementation. Further research is required taterea more comprehensive picture of these
complex operations. First, research on the divestiprocess could distinguish between
intended and unintended outcomes. For example, Meiliand Scherer (2000) claimed that
organizational restructuring produces two unintehciensequences. On an organizational
level, restructuring unexpectedly produces cogeitivder for top executives. On an
environmental level, restructuring unexpectedlytdbaotes to the long-term turbulence in the
environment surrounding the firms.
Second, studies focusing on the economic outcondevestitures have generally neglected
variables at the process management level. Sttlthe$ocus only on the link between

corporate characteristics such as the managenantaed economic outcome, for instance,
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fail to explain how the management team or emplgygerceptions, other than in the case of
layoffs, affect the outcome of the divestituresrafien. Factors at process level, rather than
simply antecedents, may affect the outcome of ihestiture operation and enhance a firm’s
competitive position and performance. Researcludiol process-level variables could help
to determine under what circumstances and how tlivess increase value.

Thus, we believe that researchers now need to begiddress process issues in divestitures
for two reasons. First, this analysis can shed lghdivestitures in general, making
managers also aware of the unanticipated consegsi@hclivestitures. Second, the link
between antecedents and outcomes may be modeyadekdst of other factors at process
level.

Similar to other authors (McGahan & Mitchell, 2008 welcome research conducted by
multidisciplinary teams, taking a more completerapph. We also suggest that future
research takes a more integrative approach taukly sf divestitures. Strategy research on
divestitures, for example, could benefit from thsights, approaches and methods of
organizational behavior and organization theory, @ne versa. We do not claim that this
will bring uniformity and convergence of approaclhesesults. However, engaging and
integrating different disciplines, such as sociglagd psychology, may possibly provide a
richer understanding of strategic management ieigem@nd of divestitures in particular
(Hambrick, 2004). This seems particularly importanthe analysis of the ‘process’ of
divestitures, which can only be partially understdfcanalyzed from a single perspective.
The richness of strategy research derives maioly fthe diversity of tools, approaches and
methodologies. Future research should entail fragngd methodologies, such as intensive
field research and case studies. Finally, thes@adetogies could also help in understanding

how to operationalize the various research gapsiite in this paper.
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In other words, we recommend that researchers abmalore studies that explore the effects

of the divesting process and the phases beforaféedthe actual decision-making.

CONCLUSIONS

The approach taken in this review of research wadtitures runs counter to the general trend
of analyzing phenomena such as divestitures ussigghe research perspective. This paper
provides an overview of research on divestituresifa multidisciplinary perspective. By
doing so, this literature review aims to integranel compare different research areas and
topics. The purpose of this paper was to reviesvditre in order to identify possible
contradictions, overlaps and gaps in existing nesedVe believe that research on
divestitures needs to take a more daring approade that deals with process issues instead
of continuing to focus essentially on more tractdilit overemphasized content issues.
Moreover, although integration of different perdpees may not difficult, cross-fertilization

of perspectives should be aspired to. Overall, itk review, we also aim to highlight the
importance of divestitures and better understanttirsgstill controversial phenomenon.
Specifically, we hope that future empirical studiesdivestitures, drawing on different
streams of research, will corroborate our point thgestitures are not a sign of failure, but
rather that they constitute a proactive tool opooate strategy and enable the creation of

long-term value.
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TABLES

Antecedents

Process

| Outcomes

Agency theory

Misalignment of managers’ and owners’ interests:ghrsonal wealth of
managers is linked more to firm size and risk ofdvaptcy than to firm
performance. Therefore, managers have incentivespgand and
diversify, even when doing so does not increaserthket value of the
firm (Amihud & Lev, 1981). Managers decide to urtdke a divestiture
only because of threats of an acquisition or presom shareholders
(Bethel & Liebeskind, 1993).

External investors may perceive the role of manamrnm the
operation negatively. This is particularly evidenthe case of MBOs.
A divestiture to unit managers raises the issuesgimetric
information and conflict of interests. External @stors may believe thg
unit managers are pursuing their specific inter@dees, 1981; Triftet
al., 1990), and that the divestiture may require spieeid information
not available to the division manager (Nees, 198bjvever, on the on
the other hand, managers often know more aboutésfinvestment
opportunities than external investors do (Nees1198

t

At unit level: the divested unit benefits from regd agency costs and increag

flexibility (Seth & Easterwood, 1993).

- The new ownership and capital structure implemeafegt a divestiture ca
affect the motivations of a company’'s stakeholdarsl its objectiveq
(Gopinath & Becker, 2000).

- Because there is no more distraction from the oésthe multidivisional
company, the stock value of a divested unit is ahmaleaner signal o
managerial productivity (Aron, 1991).

- Other advantages: a shorter distance between palidyimplementation, g
decrease in size and complexity of the organizatistructure, and facilitate
delegation, action and consensus between managgrsvaers (Bruining &
Wright, 2002; Seth & Easterwood, 1993).

Company self-regulating mechanism: divestituresatimw restructuring
operations without undergoing a radical changeiparate control.
Shareholders can align managers’ interests witin ¢fwen by increasing
managers’ equity ownership (Bethel & Liebeskind)3p they can exert
their disciplinary effect on managers (Bethel &héskind, 1993;
Hoskissoret al, 1994), by changing the composition of the bodrd o
directors and the corporate constitution to pushagers to operate the
firm efficiently, regardless of managers’ share evship (Bethel &
Liebeskind, 1993).

Perceptions of the justice of the divestiture expleariance in trust and
commitment to the new organization above and beybeagerceptions
of the justice of layoffs (Gopinath & Becker, 2000)

Increased emphasis on financial controls: excesBiegsification,
beyond the optimal level for shareholders, reduit a strategy poorly
designed by managers (Markides, 1992a, 1992b).uBecaf increased
information-processing constraints on managergrslification leads
firms to emphasize financial controls over strategintrols. This
reduction of strategic controls and poor strategy lead to performance
difficulties (Hoskisson & Hitt, 1988). Divestiturese often used to
correct inefficient growth and diversification s&gy (Jensen, 1989).

n

Transaction cost economics

Divestitures may reduce and balance the costdfefeit governance
structures, to generate growth based on the paremtt competencies,
and to pursue an efficient internal corporate labarket (lto, 1995).

The divested unit benefits from being independedtfeom moving in external
markets (Makhija, 2004). It can locate and bardairsupplies, production
skills, managerial know-how, and technological ¢alties and accumulates
experience in market-related decisions (Makhij®40

Comparison between different organizational forsmsompany would
prefer a divestiture to an alliance when the catitng costs are too high.
It would prefer a divestiture to an acquisition whbe activities of the
firms are not compatible and the costs of runnimagrt within the same
company are too high (McGahan & Villalonga, 2003b).

Divestitures may represent an intermediate forrwvéetn the extremes of mark
and hierarchy. With a divestiture, the detachedsitim can become an
independent company, and yet the parent can maiotaitrol of the new
company. A divestiture can represent a changdatioaship from a
hierarchical transaction to a quasi-market tramsacbDivestitures can balance
two transaction costs simultaneously: the costscies®d with market

et

transactions and those associated with hierartby1995).
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Resour ce based view

Companies engage in divestitures when their strecfallowing
acquisitions with overlapping businesses, becomdsndant.

At unit level: the divested unit benefits of thegat’s support in terms of
capital, assets and knowledge (lto and Rose, 1994).

Companies divest a unit, when its resources angpetencies are

valuable, but managing them is less effective ufuleownership (Ito &

Rose, 1994). They can use corporate resourcemora efficient way:

- by changing their organizational structure (lto &R, 1994)

- by redeploying resources and divesting redundagétassets in
similar strategic environments (Caprenal, 2001)

- by moving assets from a lower-value to higher-vaiser (Kaiser &
Stouraitis, 1995)

At parent level: while connections between paretdivested unit exist, the
parent also benefits from the assets, competeani&nowledge developed by
and within the unit (Ito and Rose, 1994).

Actors: Managers seek to enhance core competehc@syh divestitures
to achieve unrelated diversification and competitivernal source
allocation. Owners, on the other hand, seek toreehaore competencie
through divestitures to achieve related diversifiraand cooperative
internal source allocation. The result of this ingg debate is that the
types of unit sold may depend on whether the masagehe owners
have the most influence within their organizatiBergh, 1995: p. 222).

Evolutionary theory

Firms evolve and adapt to the external environraedtstrategic choices
can be interpreted as Darwinian survival strate@@agpronet al, 2001;
Garvin, 1983; Ito, 1995; Mitchell, 1994; Rose &,12005). Firms grow
old, from emerging to mature phase (Garvin, 19B8jestitures are
elements of this process of business adaptatiomesnmhfiguration
(Capronet al, 2001; Mitchell, 1994).

The divested unit acts as an incubator for thevatiee project and considers
the project to be crucial for its growth and susgg&hristensen, 1997).
Companies may use divestitures to successfullygmeht technical or
organizational innovation in the pursuit of prosfyeand survival.

Companies seem to lose the “downward vision andlityStonce they
become established in their industry (Christen$68y: 24) and do not
succeed in adopting the attitudes, structures atdres of more
entrepreneurial and innovative, pioneer compahitskides & Geroski,
2003). Hence, the easiest solution for them is¢ate a new company
through a divestiture. They can transfer the intigegroject to the

smaller firm.

Table 1: Theoretical frameworks used by strategydture in the analysis of divestitures.
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Resear ch question Author Theoretical Sample Findings

STRATEGY per spective

What are the effects of (Bergh, RBV 112 sell-off (1986-1990) of - Ownership concentration is positively associatetth Wie divestiture of unrelated and small units.

ownership concentration, 1995) Agency theory Fortune 500companies. - This relationship is strengthened when outsidectbreequity is high.

outside director equity, ang Corp. Strat. - The effects of corporate strategy type on the aheristics of units sold depend on ownership cotragon and outside
corporate strategy, on the director equity.

size and relatedness of units - Post-sell-off performance of the parent is neggtiassociated with the relatedness of the unit.sold

sold on performance?

Can divestitures of unrelated (Bergh, Corporate strategy] 2 samples of unrelateiost divestitures could be correctly predicted loa basis of the motivations and conditions atithe bf acquisition.
acquisitions be predicted on1997) acquisitions over a 5 yedr

the basis of whether motives period: 135 from 1977 and 140

and conditions at the time @
the acquisition have bee
satisfied?

f
n

from 1987.

What is the impact of hom
and foreign country|
influences on the divestmer
activities of firms in their
home country?

e (Berry, 2003)

t

Corp. Strat.
(Political Econ.)
RBV

traded
(1977

190 US  publicly
manufacturing  firms
2000), as on Compustat.

- Prior performance is not a determinant of divestguin low R&D intensity industries. Size and daification are the|
strongest determinants.

- Extent of divestment activity is positively relatéml a firm's substitute foreign investments, andatiely to a firm's
complementary foreign investments.

When does restructuring (Bowman et | (Corp. Strat.) Distinction between portfolio restructuring, findaaestructuring, and organizational restructuring
improve economic al., 1999) Finan. Financial restructuring has the strongest positterns.
performance?
Are divestitures alwaysg (Capron et | Corp. Strat. Survey in North American and Analysis of business acquisitions, resource depéymand asset divestiture as elements of a dynamméess of busines|
negative? al., 2001) (RBV) European horizontal acquisitior)sadaptation and reconfiguration.
(1988-1992), within| Greater strategic similarity leads to greater ditg® of the target’s assets. Strategic simildeds to greater redeployme)
manufacturing companies. to target and to acquirer. Greater resource regemgnt to target leads to greater divestiture afdaresources.
Decision of an established (Cassiman &| Corp. Strat. Conceptual
firm to  commercialize| Ueda, 2004) Firm possesses critical resources for successfelaement of new products.
innovation. Positive relation between the base performanceeointernal projects of the established firm asdin-off.
Do poor performance and (Chang, Evolut. Th. Longitudinal data on 772 firmsFirms are more likely to divest businesses of dfie profiles.
the firm's existing| 1996) from TRINET and
knowledge-base constitute |a COMPUSTAT for 5 years from
motivation to enter or exit? 1981-1989.
What is the best governange(Chesbrough, 35 Xerox spin-offs (1984-1999). Spin-offs with a higher percentage of venture edpitvestors on their boards experienced betteanfifal performance
form for technology spin{ 2003) Interviews. because they search a broader space for commargigtheir technology..
offs?
How are entrepreneurigl (Dahlstrand, | Corp. Strat. CPA sample from the MIT| - Entrepreneurial spin-offs have a higher degreedirnology transfer, but no differences in inventass.
spin-offs originated? What 1997) Agency theory Center of Policy Alternatives} - Circumstances at previous employer influencingestblishment of new firm: internal crisis, prevdaemployer closed
are the differences betwegn 30 ESOs (1965-1980) + down or bought or sold, founder’s ideas were netlusy previous employer (most important antecedent)
entrepreneurial spin-offs and personal interviews. - 10 years after formation, entrepreneurial spin-afisgrowing much faster than non-spin-offs.
non-entrepreneurial spin-
offs?
What is the role played by (Duhaime & | Corp. Strat. Mail survey: 115 large US- Curvilinear relationship between unit size and oeafor divestment. Defensive reasons are giverdiigestment of small
the size of a divested unit in Baird, 1987) divesting firms (1972-1978) and large units, while aggressive reasons are goremedium-sized units.
the decision process leading + personal interviews from - Returns on small units had to be abnormally higttdp managers to stay interested.

to divestiture?

Fortune 500divesting firms: 59

- Moderate-sized units are divested as part of sfi@teorientation of the company despite theirteglaess to other units.

=}
=
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divestments (1975-1980).

What structural and (Garvin, Corp. Strat. Conceptual
environmental conditions arg 1983) Voluntary divestitures can be an alternative foralkshed companies instead of accepting a higidence of spin-offs and the consequent increq
conducive to spin-offs? competition.
- Spin-offs also guarantee the parent some benggits the new product or technology. Also they reducgover and leaking of entrepreneurial personnel.
- There are specific divesting patterns in some ifrss(construction, hi-tech, consulting, etc.).
Analysis of the deterrent (Harrigan, RBV 61 firms with  declining| - Divestiture is deterred by the relative influemoé a number of factors: economic exit barrieffexentiable product traits
effect of exit barriers| 1981) businesses inl972 Census of commodity-like product traits, and strategic impoxte of divested unit.
industry structural traits angd Manufacturers of Survey of| - Firms need to plan their exits when they enteusiness.
competitive posturg Current Business+ personal
investment on the firm'g interviews.
ability to divest a failing
business.
What are the determinants of(Haynes et | Agency theory Panel data on 144 UK publicly The impact of poor performance on the extent ofestiment activity will be greater for firms with @tig corporate|

divestitures? al., 2003) Strategic view quoted firms (1985-1991) governance. The impact of leverage on the exterdiw#stment activity will be greater for firms witlveak corporate
governance.

How do acquisitions and (Hitt et al, | Corp. Strat. 250 US industry firms (199p- Acquisitions and divestitures emphasize financiahtmls, de-emphasize strategic controls and tlyembduce less

divestitures as forms of 1996) 1992) from S&P Compustat+ internal innovation.

corporate  control  affec personal contact with each CEQ.- Acquisition intensity is positively related to dstéure intensity.

internal control mechanisms, - There is a positive relationship between divegtitintensity and financial controls and a negatilationship betwee

and influence internal angd divestiture intensity and strategic controls.

external innovation?

Test the “defensivg (Hopkins, (Finance: M&A | Fortune 1000 (1965-1979). A firm's prior circumstances are related to thersity of both its acquisitions and divestitures \{gll as the type of firms

response” explanation of the 1991) theory, profit| For the extent of acquisition acquired).

link between focused theory) activity: Federal Tradg Support to defensive diversification hypothesise Toéwer a firm’'s market shares in its home indestrthe more acquisitiv

acquisition/divestiture  and: Corp. Strat. Commission’sStatistical Report| it is.

1) competitive position of Agency theory on M&A. Firms do not find high industry concentration todmeattractive industry characteristic.

the acquiring firms in thei

home markets, 2) the market

structure of those markets.

What are the characteristi¢s(Hoskissoret | Agency theory 203 divestitures from - Important antecedents of divestitures are govemanastructs: blockholder equity, a governancecaalent; and relative

of the diversifying firm and| al., 1994) Corp. Strat. COMPUSTAT (1985-1990). product diversification (strategy).

the antecedents af - Market performance mediates the relationship betveeeounting performance and divestiture intensity.

divestiture?

What factors influence the (lto & Rose, | RBV 342 spin-offs in 1988, of which - Spin-offs may help parents to survive. Parent henbm maintaining the entrepreneurship of a $iffivah and from the

decision of a parent to spir-1994) 257 spun-offs are publicly availability of the assets of larger firms.

off a b-unit? And what is the traded. Manufacturing  and - The parent's ownership decreases with the accuetlkatperience of the subsidiary.

relationship between the service sectors. - The larger the parent, the lower the degree ofrparnenership.

two? - The more profitable the parent and the less pliéitthe subsidiary, the higher the degree of pavemiership.

Why do many Japanese(lto, 1995) TCE -Spin-offs are a flexible alternative for survivala highly competitive environment. They are suéaimder the conditions of a homogeneous societyrral

firms spin-off? What is the contracts, stable shareholders, and the lack ektarnal labor market.

economic rationale for, the - Spin-offs in Japan are an alternative approacliversification within a single firm.

conditions conducive to, angd - Spin-offs are more likely to be created when thegasation of organizations produces scope econoaridswhen the parent is low-technology and own

the strategic implications of, higher technology business.

a spin-off?

What is the present and(Jensen, Corp. Strat. Conceptual

future of public| 1989) Primary source of gains from LBOs is organizatiafanges that lead to improvements in the compampgsating and investment decisions.

corporations?

LBO organizations solve the free cash flow issudirafs in low-growth industries by providing managi@nd their monitors with higher incentives, dedy

sed
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from increased management ownership and high fiaateverage. Presence and participation of exteegaity investors in governance lead to impro
monitoring of managers performance.

Does more innovation occyr (Karim and | Org. learning Case study of Johnson and - Internally developed innovations are more likelyotoretained.
in internal or acquired units? Mitchell RBV Johnson: 87 product lines and | - Divestitures are more common for units that oritgdarom the reconfiguration of other units.
Do companies retain more ¢f 2004) Evolut. Th. 88 business units (1975-1997) | - Disrupting unit boundaries may disrupt routines himdier innovation.
their internally created o
acquired units?
Do diversification  and| (Khoroshilov Conceptual
divestitures  depend  op, 2002) Divestitures serve as a good signal and lead tmenease in conglomerate value. Divestitures amerdification discount are pro-cyclical. Divers#i@on
external shocks? How dp discount increases with the number of divestituireshe case of a positive external shock, a ‘bgaatios between the good units and bad unitsenmhrket
they affect the and in the conglomerate increase. This leads in@ease in both the conglomerate value and theageemarket portfolio value. Since the good to dhatsion
conglomerate’s value? ratio increases, many conglomerates undertakeusifog and divestitures. Only conglomerates tradeal r@al diversification discount decide to refoeunsl
hence to divest.
How do a firm's R&D | (Lowe & | Evol. Th. Pharmaceutical patents (1994-Both “new to science” and “new to the firm” expltogy paths are associated with a greater likelihobdisbandment|
strategies  influence it$ Veloso, RBV 1998 to 2002). 50 largest Existing knowledge, which is not part of the firnfksowledge base, has a negative impact on the imgtod a project. Firmg
decision to disband 2005) pharmaceutical firms for cease investing in assets that are perceived o6 lbsser value.
resources? innovative output.
What is the effect of (Makhija, TCE Restructuring significantly reduces the valilirms in emerging economies.
restructuring on firm value 2004)
in emerging economies?
Does de-diversificationn (Markides, Corp. Strat. 45 refocusing announcements jof Refocusing announcements are associated with isigmif positive abnormal returns.
through refocusing create 1992a) (Agency theory) firms not involved in othen - Refocusing is an adjustment process that bringsdiversified firms closer to their optimal limigsd thus improves thei
market value for thg Finance refocusing in the 3 previous efficiency.
companies involved? years (1980-1988). - The relationship between diversification and pedfility is curvilinear: at low levels of diversitit, is positive; but beyond
What is the impact o the optimal diversification point, it is negative.
shareholder wealth?
What are the characteristigs(Markides, Corp. Strat. Random 201 sample of Fortyne A firm is more likely to refocus the higher the fitability, size, concentration ratio and adverigiintensity of its corg
of the de-diversifying firm? | 1992b) 500 companies (1981-1985). industry.
- Afirm is less likely to refocus the higher the R&mensity of its core business.
What are the characteristigs(Markides, Agency theory 132 firms responding to survey Antecedents of restructuring are organizationalfitaidbetween strategy and structure in associatith inappropriate
of the restructuring firm? 1997) internal controls (and not governance problemsagency problems are not antecedents of finang#&lueturing.
- The lower the (sales) growth of the firm and thghler the diversification, and thus the higher thebpbility of
restructuring.
Does the value generated by(Villalonga TCE 7714 deals announced by 86- Governance form alone is not a good predictor @fkstnarket reaction to the announcement of a déwd.overall value|
acquisitions, alliances and & McGahan,| (Finance) members ofortune 100(1990- | generated by acquisitions, alliances and divesstdid not differ.
divestitures differ? 2005) Corp. Strat. 2000): 1407 divestitures. - There is a relationship between market responsdianddentity: firms do not make their governardwices contingen
on the idiosyncrasies of particular deals, buteathey specify their governance preferences asqgbaheir corporate|
strategies for contracting and expanding their blavies.
Under which circumstances (McGahan & | Agency theory, Deals announced by 8p A high degree of uncertainty and asset speciftuitlow internal organization costs are associati#hl the transactions.
do firms pursue acquisitions, Villalonga, TCE, members ofortune 100(1990- | For divestitures: the focal and target firm arerétated businesses, have dissimilar levels of R&peaditure and are
alliances or divestitures? 2003b) RBV, capabilities | 2000). balanced in size. The focal firm is diversified dxas prior acquisition experience but little aliarexperience.
How do business sales and(Mitchell, Corp. Strat. Archival research of press |+ Start-up firms and diversifying firms are more likéo sell their businesses over time. (even whge, sales and othe
age in evolving industries 1994) interviews. 43 divested business and corporate characteristics are ccetjoll
affect the likelihood that businesses (1952-1981) in the Sales levels have no effect on the divestiture rate
firms shut down or sell thei US medical sector.
businesses?
How does the financial (Montgomer | Portfolio mgmt. 78 divestitures ofFortune 500| Divestments stemming from integrated strategic plaave positive share price effects. Divestituieked to corporatg
market value divestitures, iny et al, | Finance. firms (1976-1979). business level strategies in company publicatisevalued positively by the market (and vice versa)

h
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their different types? 1984) Corpo. strategy. |
What is a divestment? What (Nees, 1978) | Corp. Strat. Conceptual
is a divestment process? Divesting process is a series of interdependeipsstpread over time and scattered across varioess lef an organization. It concerns the divesteif'su
management deeply. It follows no single, uniquaisage of events, and is not a smooth decision-rggkiocess.
Practical suggestions: establish business polioywittees, formulate a zero-base strategy, andlesttab'divisions exchange market'.
What are the consequencggPalepu, Corp. Strat. LBOs create value for stockholdersubh significant operating performance improvememésisfers of employees, taxpayers and pre-buyebtholders; ang
of LBOs? 1990) overpayment by post-buyout investors.
LBOs have two opposite effects on firm risk: thegrease leverage associated with financial risks,changes in the organizational structure andesjya
reduce business risk. Therefore, LBO investors loeear risk than comparably levered investmentguhlic corporations.
Proposes a taxonomy of (Parhankang | Corp. Strat. 50 technology related spin- - Study identifies three clusters: spin-offs devabgpnew technologies, spin-offs serving new marketsructuring spin-offs.
corporate  spin-offs by as & | RBV off firms from large| - Intra-organizational relationships are essentiatémewal of the competences in the spun-off fifawever sharing an intense
exploring the relationship Arenius, Resource Finnish corporations| relationship is beneficial to a limit, over whiclies-embeddedness starts.
parent-spun-off. 2003) dependency th. Databases+ questionnairefs.
How do divestitures fit intg (Porter, Corp. Strat. Conceptual
corporate strategy? Are thgy1987) Restructuring strategy seeks out undeveloped asittkreatened organizations or industries on thestiold of significant change.
value-generating moves, i.¢. A corporation must bring competitive advantage taeavly acquired unit (or vice versa). If this béhé$ enjoyed only once, there is no reason for the
do they create shareholder corporation to hold the unit in its portfolio. Hendt is better to sell the unit and free corporasources.
value? Three issues about diversification: 1) competitiaaurs at business level. 2) diversification adoistand constraints to business units. 3) ciitigithe claim
that diversifying companies are actually pursuinig strategy for the benefit of shareholders, Patesses the fact that shareholders can readdysify by
themselves.
Why do some firms undergp (Reuer & | Finance Firms engage in IPOs before divestingdrease the visibility of the firm for potential adgers and to mitigate valuation effects of theszbfems.
IPOs before selling Shen, 2003) Sequential divestitures via IPOs are more likelingustries with especially dispersed firms andfifons with significant intangible resources.
themselves?
IPOs within M&A process:| (Reuer & | Finance Private firms undertaking Firms use sequential divestiture in the presenceeafch costs and also when intangible resourcesase the risk of adverge
the decisions of private firmgs Shen, 2004) | Agency theory divestiture. Manufacturing selection. IPOs can ameliorate transaction cestantedue to search costs and information asymmetrighanM&A market.
to go public prior to firms acquired by US Strategic alliances offer alternative signals teeptial buyers and attenuate the impact of intdagibn a firm’s proclivity to use
divestiture (sequential bidders: SICs 2000-3999, IPOs prior to divestiture.
rather than wundergo an (1996-1999). From 800+ to
outright sale. 3000+ operations.
Does a spun-off company (Rose & lto, | Evolut. Th. Japanese service sector.|9%ubsidiaries operating in the same (different) stiduas the parent tend to under-perform (outperfdhe parent.
outperform its parent? 2005) parent-subsidiary pairs Spin-offs are used to enhance familial survival eméhaximize the value of a family of firms, ratitBan that of the individua
(1949-1989). parent.
Parent chooses a sell-off when it does not wanté&ntain a trading relationship; and a spin-off whbe resources angd
competencies of the subsidiary are valuable, butagiag them is less effective under full ownership.
How do parent firms’ react] (Schipper & | Corp. Strat. 76 carve-oyt - Only in carve-outs is there an increase in shaden wealth. Two main reasons for wealth increasslaxed tax/regulatory
in terms of share price, to Smith, 1986) announcements (1963- constrains and improved opportunities for contragtvith managers of the spun-off firms.
announcements of the public 1983) - A positive share price reaction is expected & ihformation releases reveal the existence oftipesNPV projects; and if the
offerings of stock of wholly| revisions in manager responsibly or incentive @mifr associated with carve-out lead to improvedtasanagement.
owned subsidiaries? - Carving out a minority interest of the subsidiggrmits retention of operating synergies or béseff tax consolidation and
facilitates the re-acquisition of the public shatmg also gives rise to the potential for minoiitierest conflict.
What are the changes in(Seth & | Corp. Strat. Sample biased toward - Highly diversified firms are more likely to undekaan MBO. MBOs appear to be vehicles for focushrgstrategic activitieg
corporate strategy achievgdEasterwood, | Agency theory large firms. 32 US firmg of the firm toward the most related businesses.
by large MBO firms? 1993) (1983-1988). - MBOs often continue to operate significant portiamisthe original assets. Strategic efficiency cdegitions (asset sales fo
related acquirers), rather than market power,te@tedominant explanation for ownership changes.
What can we learn about(Singh, Finance Conceptual
researching corporatg 1993) Corp. Strat. Divestitures in the '70s were generally poor perfers in relation to corporate goals.
restructuring? Why is there p Agency T. Divested units are likely to have been incorporatéal the parent firm through acquisition, rathean through internal development.
lack of consensus?® MBOs:
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Divestitures: what
distinguishes a business sd
from those retained?

Id

- Pros: genuine productivity gains.

- Cons: levels of debt carri

ed by MBOs are excesaigecan threaten the firm’s survival.

- MBOs tend to be efficiently run by the same managr@rteam that was in control when the firm was joiybheld.

How do organizations exi
from existing activities?

(Sull, 2003)

Evolut. Th.

Intra-firm resource
allocation procesg
model + Resource

Firestone Tire & Rubbe
Company. Archival data
personal interviews.

- A bottom-up resource allocation process well suitemhvestment decisions may fail to promote prego$or divestment.
- A top-down process may be better suited to remorésgurces from an ongoing business.
- Powerful providers of capital, e.g. banks and demirshareholders, may play an important role irdifiestment process.

dependence
Are carve-out announcement(Vijh, 2002) Finance 336 COs (1980-1997). Announcement-period returns increase with the @fteubsidiary to non-subsidiary assets.
period excess returns caused Agency theory - Many carve-outs are followed by a complete spinesffa third-party acquisition. The market reactsitpeely in this second
by asymmetric information case.
or by other explanations qf - Market reacts positivly if parent announces thatveaut proceeds will be used to repay debt or nmker financial
wealth gained from contingencies and to invest in new projects, anénmhe carve-out is announced to be used to cpeateplays and unlocl
divestitures? hidden values inside a complex firm structure.
Focus on performance aof (Woo et al, | Corp. Strat. 51 voluntary spin-offs off - No change in pre- and post-spin-off performanceb&erved.
divested unit (only spiny 1992) Agency theory non-financial institutions| - Following divestiture, the performance gains oatetl subsidiaries exceed those of unrelated sabigisli
offs). (TCE) (1975-1986).
What is the impact of (Wright & | Agency theory (1984-1990) 3[L - The impact of divesting South African units hasegative effect on stock price.
divestiture  announcementsFerris, 1997) divestitures of businesp - Divestitures in South Africa may be motivated bg #elf-interest of senior management and reprebentnanifestation of a
on the stock return behavior units of publicly traded agency problem.
of publicly traded firms? South African firms. - This result does not support the idea that senaragers are motivated to act in the best inteoéstisareholders.
When is de-diversificationn (Zuckerman, | Agency theory All  American operating - Firms that are covered by many analysts displagtaates of divestiture.
most likely to happen? 2000) companies that appear bofh- Divestitures are more likely when a firm’s stockcpris low and there is significant mismatch betwie corporate strategy an

in S&P’s Compustat ISH
and in Study of Security
Prices(1984-1994).

the identity attributed to the firm by analystsddass likely when they enjoy higher rates of netfuwhen their divisions ar
highly related to one another and when firms agh&high valuation

- A segment is less likely to be divested when imnisre profitable, when its prospects of future eagsiare greater, when t
segment is larger and when it is older than othgnents in the firm.

o

Table 2: Existing Research in Strategy Literature.

36



Resear ch question
FINANCE

Author

Method and Sample

Findings

Do divestitures have a

positive effect on
performance?
YES

(Alexanderet al,
1984)

Event study: CARs (-1; 0).
53 sell-offs (1964-1973)

Sell-offs are announced after a period of genegdilyormal returns.

(Allen &
McConnell, 1998)

CER (-1; 1)
188 IPOs (carve-outs) (1978-1993)

Prior to initiating carve-out, parent firms exhipibor operating performance and high leverage.
In carve-outs in which funds raised are used todmyn debt (to creditors or shareholders), theageexcess stock return is greater
than the average stock return for carve-outs irckwhinds are retained for investment purposes.

(Boudreaux, 1975)

CARs (-2; 0)
169 voluntary and involuntary divestiture
(1965-1970)

Positive (negative) effect for voluntary (involuntadivestitures

h

4]

(Chemmanur &
Nandy, 2004)

Longitudinal Research on spin-offs

Increase ofdpntivity, deriving from decreases in employmentl @notal wages, material costs, and in rental andiridtrative
expenses.

(Haynes et al,
2002)

Event-time method for CARs (-1; 0).
126 voluntary divestitures of UK quote
companies (1985-1993)

Limited support for the view that the benefit fralivestment is greater for larger and/or more difiets firms and firms operating witl
dweak governance agreements.

(Hite & Owers,
1983)

123 voluntary spin-offs (1963-1981)

Positive (negative) effects for voluntary (involant) divestitures.
- Positive gains for firms engaging in spin-offs &gifitate mergers or to separate diverse operaiiitg.
- Market value of parent is hardly diminished eveoutlih assets are distributed to subsidiary.

(Kaplan &
Weisbach, 1992)

CARs (1971-1982).
271 large acquisitions of at least $100m g
with US acquirer> divestitures

50% of classified divestitures are unsuccessful.
n@lhere is no evidence that diversifying acquisitiems less successful than related ones (althoughéte four times more likely to
happen).

(Klein, 1986)

Event study for CARSs (-2; 0).
202 voluntary sell-offs (1970-1979)

There is positive relationship between the relatiize of the divestiture and the announcement dayns: larger sell-offs produce
larger share price responses.

(Klein et al, 1991)

Event study for CARs (-1; 0).

52 carve-outs by 46 companies (1966-1983Jhe shorter the time span, the greater the chiuatéite next event will be a disposal of parerdrizst.

Sell-off and re-acquisition announcements haveamgtpositive impact on subsidiary share prices.

Firms retaining a large percentage of subsidiagyeshare more likely to engage in share re-acgprisian in a sell-off.

(Hite & Owers,
1983)

CARs (-1; 0).
123 voluntary spin-offs (1963-1981) ¢
companies from CRSP

- Positive gains for firms engaging in spin-offs amifitate mergers or to separate diverse operaiiitg.
f- Negative returns for firms responding to legal andégulatory difficulties.

- Excess returns around announcement.

- Market value of parent is hardly diminished evenuiyh assets are distributed to subsidiary.

Total gains for subsidiary and parent are more thiarply expropriation from preferred stockholdersl @oondholders to common

stockholders.

(Linn & Rozeff,
1985)

Event study for CARs (-1; 0).
151 voluntary spin-offs

The larger price increases tend to be concentmatitbse companies that explicity communicate gnenotives to investors.

(Miles &
Rosenfeld, 1983)

Event study for CARs
55 spin-offs (1963-1980)

Major spin-offs have a greater effect on sharehaldzlth.
Enhancement of shareholder wealth because of:dser the value of future growth opportunitiesrkeginterpretation as a sign;
wealth transfer from bondholders to shareholders.

(Morrow, Johnson,
& Busenitz, 2004)

1976 single-business manufacturing (1
diversified) firms (1980-1995).

oPositive effect on growth industries: asset rethement is positively related to performance improgatn cost retrenchment is nopt
related to performance improvement.

(Rosenfeld, 1984)

CARs
35 spin-offs of 35 firms listed on the NYS|
or on the ASE

- Spin-offs and sell-offs record similar cumulateserage adjusted returns.
E- Announcement effect on spin-offs has a strongettipesnfluence on share prices than sell-offs.
- Sell-off announcements are perceived by sharetolkea positive NPV transaction.

(Slovin et al,
1995)

Event-time methodology.
Av. Excess returns
32 carve-outs, 37 spin-offs, 179 sell-offs.

- Positive for spin-offs and carve-outs; no effectssell-offs.
- Firms conduct carve-outs when outside investordileely to price the new shares at a price highantmanagers’ perceived value.

Do divestitures have a

(Parrino, 1997)

QualitatMarriott spin-off

It documents the changes indifoolder and shareholder wealth and a decline & waiue resulting from 1993 Marriott spin-off

37



positive effect on
performance?
NO

The value created by the spin-off was more thasebtby its cost.

Transaction costs and inefficiencies resulting ftbe spin-off explain much of the decline in theatealue of the firm.

- Expected benefits from spin-off: enable the compémyfully exploit value-creating growth opportuesi in the manageme
businesses by reducing capital constraints; erthbleapital markets to assess the true value dfrthemore accurately by improvin

the quality of financial information available toviestors; the parent can draft more efficient @ms with managers owning modest
equity stakes.
Do divestitures have a| (Hearth & Zaima,| Event study with CARs. 58 voluntary Positive cumulative average returns before the amcement date but not after. The stronger the imstatus of the seller, the larger
positive effect on 1984) divestitures (not spin-offs) (1979-1981). | the positive returns to the shareholders.
performance? Larger divestitures show larger positive excessnst
NO EFFECT (Colak & Whited, | 2 samples from COMPUSTAT: one far The positive results from divestitures hade factoa placebo effect. Firms who engage in refocusimgdifferent from those whg
2004) divesting companies (1983-1994), one fodecide not to refocus. Another cause of positigelte of divestitures may be measurement errors.
spinning-off companies (1981-1996).
(Craft Denning &| Event study: Mean adjusted return model| No significant announcement of divestment periositpe@ return and no significant variance changesfaimholders. Divestitures are
Shastri, 1990) 50 divestitures of firms with only ong unimportant events for claimholders.
divestiture announcement (1970-1981)
What is the| (Kaplan, 1991) Probability of returning to publiaeership | - LBO organizations solve the free cash flow probfaged in low-growth industries by providing highecentives to managers.
organizational status of as a function of time. - Percentage of LBOs returning to public ownershigréases over time (about 7 years). LBOs becomitdjqomaintain debt levelg
leveraged buy-outs 183 LBOs (1979-1986) lower than initially, but higher than pre-buyoutéés and median public-companies levels. Indepengigiblic LBOs show relatively
(LBO) after concentrated equity ownership.
completion?
Are divesting firms| (Montgomery & | 68 voluntary divestments made Bgrtune | Divesting firms tend to be weak performers when garad with their industry counterparts.
less healthy financiallyj Thomas, 1988) 500firms (1976-1979). The stock market re-evaluation of the weak accagnperformance of strategic divestors is due toaltered long-term expectations,
than non-divesting not short-term financial gains.
firms?
What is the rationale (Chemmanur &| Conceptual
for spin-offs and for| Yan, 2004) A spin-off increases the parent’s chance of losiogtrol of the spun-off unit or of the parent ifdecoming a rival. This threat motivates the paegther to work harder at managirg
the performance and the firm or to relinquish control of one of therfis.
value  improvements Spin-offs are more likely for firms operating in Bndustry with a high degree of takeover activiy,characterized by rapid technological change;fandinits underperforming of
following them? unrelated to parent.
The announcement has a positive effect on markeeva@he magnitude of this effect increases in Vit in the size of the division as a fractiortloé joint firm (parent + division).
Do firms that mergg (Fluck & Lynch, | Conceptual
and then divest 1999b) Mergers increase the combined values of acquinedstargets by financing positive NPV projects thahnot be financed as standalones. And, because firejects are only
perform well in the marginally profitable, conglomerates are less Valleighan standalones.
interim period? An acquired subsidiary is divested only when itdyees sufficiently profitable.
When should a firm be (John, 1993) Conceptual
spun-off into multiple Any incremental value of spin-off results from ttembined effect of changes in agency costs andHisids.
corporate entities’? Coinsurance effect on investment incentives doremtite effect of a flexible allocation of debt asr¢echnologies in a spin-off.
Does this choice The larger the differences in R&D expenditures mmangible assets within high technology industriee more likely it is that spin-offs occur.
enhance the firm’s The debt ratio before spin-off should be equahtodebt ratio of each of the post-spin-off firms.
value?
Why are carve-oul (Nanda, 1991) Conceptual
announcements Divesting firms are unable to use debt or other esaaf external financing. Given asymmetric inforimt a firm with insufficient financial slack mayoose to forgo some valuable

received favorably by

the market?

investment opportunities. By their financing demis, firms reveal information about the value &f #ssets in the subsidiary and the value of thetsagsthe rest of the corporatio

=

The possibility of an ECO has the beneficial effafcallowing a larger set of firms to undertakeuadile projects.

Table 3: Existing Research in Finance Literature.
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Resear ch question Author Theoretical Sample Findings
ORG BEHAVIOR per spective
Can the possibility of & (Aron, 1991) | Agency theory - The possibility oftdifre spin-off improves current incentives for dishal managers, even if spin-offs rarely actuadlgurs.
future  spin-off improve - The probability that a firm engages in a spininéfreases more than proportionately to the nurabdivisions in the firm.
current incentives fo - Firms that are operating in rapidly changing netslare more likely to engage in spin-offs.
divisional managers? - Although a spin-off is ex ante efficient, reacsjtion of the spun-off division is also efficiemdishould be accompanied by a positive share pegEonse.
Decision rights in| (Bakeret al, | Corp. Strat. Model of product development: divestiture as cariibde delegation.
organizations. 1999) Agency theory Ownership of decision rights gives the subordingeright to make decisions without the threat thatboss will overturn his decision. A CEO cangiet to
Informal authority. the division manager any formal authority.
Model applied in divestiture New rationale for vertical disintegration: formatmership structures affect the feasibility of infal relational contracts.
as contractible delegations. Divestiture achieves the delegation of formal aritho
What is the relationship (Bethel & | Agency theory 93 US firms fromFortune 500| Increases in ownership concentration lead to divwess of unrelated businesses. Many managersuctsted their
between ownership structufieLiebeskind, Environm. theory | (1981-1987). companies in the '80s only when pressured to daoydarge shareholders (blockholders or institutiomeestors).
and corporate restructuring, 1993) oLs
in the '80s?
Relationship between (Gopinath & | Agency theory 144 questionnaires to Employee perceptions of procedural justice regardire divestiture create trust and later post-divee commitment to
managerial communication, Becker, employees. the organization.
perceptions of the procedural2000) 2-step logistic regression. - Managerial communications during the divestiturecpss increase perceptions of procedural justitkeoflivestiture and
justice of layoffs, and layoffs, and have effects on future commitment.
employee attitudes within
the context of divestiture.
How do managerial and (Johnson et | Corpo Str. 92 voluntary divestitures from - Top management team equity stakes, emphasisaiagit controls by managers, top management argomal tenure
board characteristics al., 1993) Agency theory COMPUSTAT (1985-1990). are negatively related to board involvement inrtestring.
influence board involvemen - Outsider representation on the board and outiigetor ownership are positively related to baaxkdblvement in
in restructuring actions? restructuring.
- Restructuring may be initiated by outsiders onltbard when other governance and control mecharf@m3his implies

a substitution process between governance taatizaefship vs. board monitoring) and internal cdstrgnanagerial

vigilance).
Is management’s cor (Nees, 1981)| Corp. Strat. 14 European and US divestmenfThe most successful divestments are those whererlanagement’s co-operation has been elicitedratezely stages.
operation during divestments Agency theory cases (1967-1977).
positive?
What is the role of g (Seward &/ Corp. Strat. 78 corporate spin-offs from 74 - The selection of the new CEOs, the design of ttminpensation committees in the spun-off firmsexranteefficient.
voluntary spin-off in the| Walsh, 1996)| Agency theory companies (1972-1987) filtered - These governance and control practices are notgjreelated to positive market reactions to sgfiraanouncements.
design of efficient interna from Dow Jones News Retrieval - Equity reorganizations facilitate the implementataf efficient internal governance and control pigs. But other factor:
corporate control Service. must influence the share price reactions to theamcement of voluntary corporate restructurings.
mechanisms? Event study for CARs (-1; 0).
The impact of selling to unit (Trifts et al, | Agency theory The rosters section of M&A- The average impact on parent-firm shareholder Wefalt unit management divestiture is not differérdm public
managers (MBOs) on 1990) (1981-1985) for firms on divestiture.

shareholder wealth.

NYST/AMEX: 91 MBOs and
187 IPOs.

- The possible negative effects perceived to exisingr from the potential conflict of interest orofn asymmetric
information are offset by one or more of the pwsiteffects of increased job security and reducesh@gand servicing
costs.

- Over the two-day announcement period average atmiameturn for parent firms divesting units to unianagers ig

positive.

Table 4: Existing Research in Organizational Betraliterature.
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| ssues Literaturein finance Literaturein strategy | Literaturein organizational
behavior

General environment Vv Vv

Industry characteristics v Vv

Corporate characteristics v v

Business-unit characteristics v

Choice of mode Vv Vv

Economic outcome v v

Strategic outcome v

Management of divestitures: Governance structure, v

Management team and effects on employees

Organizational and governance outcomes v

Figure 5: Gaps in Existing Literature on Divestsir
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