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ABSTRACT:

This study examines whether corporate spin-offs improve the operational performance of Nor-
dic listed companies. The study focuses on listed companies in Finland, Sweden, Norway, and
Denmark, and aims to contribute to the existing research on the effects of spin-offs in the Nordic
markets. The empirical analysis is based on a sample consisting of 113 spin-off transactions that
took place between 2004 and 2022. Operating performance is measured by return on assets,
and post-spin-off changes are assessed using panel regression models with firm-fixed and year-
fixed effects. In addition, an event-time analysis is conducted to examine whether the effects on
performance appear gradually before and after the transaction. The results do not suggest that
spin-offs lead to statistically significant improvements in operating performance. The post-spin-
off effect is statistically insignificant in all regression models. The event-time analysis also shows
that companies’ operating performance is relatively strong even before the spin-off, whereas
no significant improvements are observed after the event. Furthermore, leverage is found to be
negatively correlated with operational performance, while firm size is found to be positively cor-
related with profitability.
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performance, Agency theory, Nordic listed companies



Contents

1

6

7

Introduction
1.1 Purpose of the study
1.2 Contribution to the prevailing literature

1.3 Structure of the study

Theoretical background
2.1 Corporate restructuring
2.1.1 Types of divestitures
2.1.2 Motives for corporate restructuring

2.2 Agency theory

2.3 Signaling theory and information asymmetry

2.4 Corporate diversification and focusing

Literature review and hypothesis development

3.1 Existing literature

3.2 Hypothesis development

Data and methodology
4.1 Data and variables

4.2 Empirical methodology
Empirical findings

5.1 Descriptive statistics

5.2 Correlation analysis

5.3  Main regression analysis

5.4  Event-time analysis
Discussion

Conclusion

References

N N O »

Vo]

10
12
14
16
18

21
21
25

29
29
32

35
35
37
38
41

44

47

51



Tables

Table 1. Spin-off transactions by country and year
Table 2. Descriptive statistics

Table 3. Correlation matrix

Table 4. Main regression results

Table 5. Event-time regression

Abbreviations

M&A = Mergers and acquisitions

ROA = Return on assets

IPO = Initial public offering

ROE = Return on equity

30
36
37
39
41



1 Introduction

Corporate restructuring has attracted considerable attention in finance research over
the past few decades. According to existing academic studies, the popularity of spin-off
arrangements as a corporate restructuring strategy has grown significantly, particularly
since the early 2000s. The increase in the use of spin-offs has led studies to explore their
different aspects and implications, which has resulted in several different areas of re-

search, such as market reactions, managerial incentives, and initial returns.

Public perception often simplifies spin-offs as value-enhancing transactions that are pri-
marily motivated by management decisions to optimize the corporate structure. How-
ever, this approach does not take into account the different factors underlying spin-off
transactions and their varying outcomes. Previous studies typically highlight the short-
term positive market reactions associated with spin-off announcements, which are re-
lated to improved managerial focus, reduced agency costs, and better valuation trans-
parency. In many cases, companies have used spin-offs to separate non-core operations
and improve strategic focus. Recently, companies across various industries have increas-
ingly used spin-offs as part of broader restructuring strategies, making these transac-

tions important for both investors and corporate decision-making.

Although spin-offs are generally viewed positively, the empirical evidence regarding their
effects on firms’ operational performance remains unclear. Previous studies have high-
lighted inconsistencies and complexity in the long-term value effects of spin-off firms.
These conflicting results may be partly due to methodological differences as well as var-
ying market conditions. In addition, industry-specific characteristics and firm-specific
factors may influence spin-off outcomes. The ambiguous results emphasize the need for
further research and offer an opportunity to identify the conditions under which spin-

offs generate sustainable shareholder value.

Based on these research gaps, this thesis examines the operational performance of Nor-

dic listed companies surrounding spin-off transactions. By applying reliable statistical



methods and analyzing comprehensive data, this study aims to deepen the understand-
ing of whether firms experience improvements in operational performance following

spin-off transactions and what factors influence the success of these transactions.

1.1 Purpose of the study

The purpose of this study is to examine the development of the operational performance
of Nordic listed companies before and after a spin-off. The study investigates whether
the companies’ operational efficiency changes after a spin-off compared to the period
before the transaction. Operational performance is examined specifically from the per-
spective of profitability, using return on Assets (ROA) as a metric. In addition, the study
analyzes how firm-specific factors, such as firm size and debt, are related to post-spin-
off performance. The study is based on firm-year panel data, which examines the inter-

nal development of firms around the time of the spin-off.

There are several factors underlying this study. First, although spin-off companies have
been widely studied from the perspective of shareholder value and stock market reac-
tions, considerably less attention has focused on their effects on firms' operating perfor-
mance, especially in the Nordic markets. Previous studies have focused primarily on the
U.S. market, which means that the results do not necessarily fully reflect the character-
istics of Nordic listed companies and their corporate structures. Second, previous studies
have reported conflicting results regarding the effects of spin-off arrangements on firm
performance over time. Some studies suggest that spin-off arrangements improve stra-
tegic focus and operational efficiency. Other studies find that the benefits may decline
over time or depend on firm-specific and industry-related factors. This creates a need
for further research on how firms perform following spin-off arrangements. Third, spin-
offs are significant corporate restructuring decisions that can alter companies’ organiza-
tional structures and strategic focus. Therefore, examining the operational performance

associated with spin-off transactions can provide investors, corporate executives, and



decision-makers with valuable insights into the long-term consequences of corporate

transactions.

1.2 Contribution to the prevailing literature

This thesis responds to the above-mentioned motivations and contributes to the existing
literature on spin-off transactions in three key ways. First, it provides an updated view of
the operational performance of Nordic listed companies in the context of spin-off trans-
actions. Previous research has focused primarily on the effects on shareholder value and
stock market reactions, particularly in the U.S. market. Less attention has been paid to

the operational consequences of corporate spin-offs in the Nordic markets.

Second, this thesis contributes to the literature by examining whether companies’ oper-
ational performance changes following spin-off transactions. Previous studies have re-
ported conflicting results regarding the long-term benefits of spin-offs, particularly in
relation to operational efficiency and profitability. The aim of this study is to provide
further insight into these issues by analyzing firm-level performance before and after

spin-off events using accounting-based performance measures.

Third, the Nordic countries offer an interesting context for studying spin-off firms be-
cause their market structures, ownership concentration, and governance systems differ
from those of large markets. Therefore, this study provides additional insight into how

spin-offs affect firms operating in the Nordic institutional environment.

1.3 Structure of the study

The structure of this thesis is as follows. The first chapter introduces the topic and pur-
pose of the study as well as its proposed contribution to existing research. The second

chapter provides the theoretical background by examining corporate restructuring and



discussing the main theories related to spin-off transactions. These include agency the-
ory, signaling theory, and corporate diversification and focusing. Chapter three presents
a comprehensive literature review with a particular focus on spin-offs and their perfor-
mance effects. This forms the basis for the research hypotheses developed in this study,
which are presented in the same chapter. Chapter 4 describes the data and methodology
applied in the empirical analysis. It presents the sample selection process, variable defi-
nitions, and the empirical models used to examine the relationship between spin-offs
and operational performance. Chapter 5 presents the empirical results of the study. De-
scriptive statistics and correlation analysis are reported, followed by the main regression
results and event-time analysis examining performance around the spin-off transactions.
Chapter 6 discusses the findings in relation to previous literature and theoretical expec-
tations. Finally, Chapter 7 concludes the study by summarizing the main findings, dis-
cussing their practical implications, evaluating the limitations of the study, suggesting

directions for future research, and answering the research question.



2 Theoretical background

This chapter provides an overview of the theoretical background relevant to this study.
It begins by discussing corporate restructuring, with a particular focus on spin-off ar-
rangements and how they differ from other corporate transactions. In addition, the mo-
tives and processes behind spin-off arrangements are examined to better understand
their potential effects on companies’ operational performance. Furthermore, this chap-
ter discusses potential mechanisms through which spin-offs may affect corporate effi-
ciency, strategic focus, and resource allocation. Finally, this chapter presents key financial
theories that support the analysis of spin-offs and their effects on corporate perfor-
mance. These include agency theory, signaling theory, and the corporate focus hypoth-
esis, which together form a theoretical framework for examining the effects of spin-off

transactions on firm performance.

2.1 Corporate restructuring

Corporate restructuring refers to actions taken by a company to change its organization,
operations, or financial structure in order to improve efficiency, focus, or the overall
value of the company. These measures include acquisitions, mergers, divestitures, and
various types of ownership restructuring. Usually, the main purpose of corporate re-
structuring is to improve strategic alignment, optimize capital allocation, and respond to
changes in the competitive environment. According to a study by Berger and Ofek (1995),
restructuring has become more common among companies seeking to strengthen their

competitiveness and create shareholder value.

There are many types of corporate restructuring, depending on the company's objec-
tives and the amount of ownership or control being transferred in the process. The most
common forms are mergers and acquisitions (M&A), which are mainly growth-oriented
transactions, and divestitures, which involve the sale or separation of certain business

units. The objective of mergers and acquisitions is usually to expand business operations
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or achieve synergies. On the other hand, divestitures are often motivated by the need
to improve business efficiency or release capital tied up in activities that are not part of

the core business (John et al., 1992).

2.1.1 Types of divestitures

According to Brealey et al. (2020, p. 874), a spin-off occurs when a parent company dis-
tributes the shares of a subsidiary to its current shareholders on a pro rata basis, creating
an independent and separately listed company. Spin-offs do not raise new capital, but
they are often motivated by strategic considerations. The motives behind spin-offs may
include differences in corporate cultures, opportunities to exploit growth potential, and
increased focus on core business activities. In addition, spin-offs may improve manage-
rial incentives and provide investors with the opportunity to invest in a more focused

business entity (Cusatis et al., 1993).

As a result of the transaction, the spun-off company becomes an independently operat-
ing entity with its own management and strategic focus. The separation may improve
the parent company’s strategic focus and operational efficiency by reducing organiza-
tional complexity and allowing management to concentrate more effectively on core
business activities (Daley et al., 1997). Desai and Jain (1999) argue that spin-offs may
improve transparency and market valuation by separating business operations with dif-
ferent characteristics. The decision to implement a spin-off is often influenced by several
factors, including corporate strategy, operational efficiency, governance structures,

shareholder value creation, and prevailing market conditions.

A sell-off refers to the direct sale of assets, such as a subsidiary or business unit, to an-
other company in exchange for cash. Unlike spin-offs, this type of divestment generates
a cash flow and does not involve the issuance of new shares. It can therefore be used,
among other things, to strengthen the parent company's balance sheet, reduce debt, or

finance new investments. A sell-off usually results in a loss of control over the business
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and may be motivated by a desire to divest non-core activities or allocate resources more
efficiently. Brealey et al. (2020, p. 876) also mention that announcements of asset sales
are generally viewed positively by investors, as on average, assets are used more pro-
ductively after a sale. Similar evidence has also been documented in empirical research

on divestitures (John and Ofek, 1995).

According to Brealey et al. (2020, p. 875), equity carve-out differs slightly from the meth-
ods presented earlier. Equity carve-out involves selling a minority ownership stake in a
subsidiary to outside investors through an initial public offering (IPO). In an equity carve-
out, the parent company retains a majority control of the subsidiary, which is typically
80%. In this case, the subsidiary can continue to be consolidated in the parent company's
financial reporting and is not taxed as a separate company (Brealey et al., 2020, p. 875).
Unlike spin-off arrangements, carve-outs generate cash and create a public market value
for the subsidiary (Schipper and Smith, 1986). According to Brealey et al. (2020, p. 875)
they also differ from spin-offs in that equity carve-outs may not necessarily reassure in-
vestors who are concerned about a lack of focus, but they do enable the parent company
to determine executive compensation based on performance (Vijh, 1999). Evidence pro-
vided by Nanda (1991) indicates that this structure combines the strategic advantages

of a carve-out with the financial advantages of raising capital.

According to Cumming and Mallie (1999) a split-off is another form of partial separation
in which the parent company's current shareholders are offered the opportunity to ex-
change their shares in the parent company for shares in the subsidiary. This transaction
results in a reduction in the number of outstanding shares of the parent company and
offers an alternative to the pro rata distribution used in spin-offs. Split-offs are typically
used to achieve a clearer separation between the parent company and the subsidiary,
often in situations where the company seeks to reduce ownership overlap between the

two entities (Cumming and Mallie, 1999).
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2.1.2 Motives for corporate restructuring

According to Bowman and Singh (1993), the motives for corporate restructuring are di-
verse and depend on both strategic and economic considerations. Companies usually
restructure to improve operational efficiency, strengthen their financial position, and en-
hance their long-term competitiveness (Markides, 1995). The overall goal is to create
shareholder value, although the specific reasons vary from transaction to transaction.
These include, for example, the restructuring of a company's resources or business port-

folio (Comment and Jarrel, 1995).

From a strategic perspective, restructuring allows companies to focus on their core busi-
ness and divest operations that no longer align with their priorities. The results of a study
by Rajan et al. (2000) suggest that diversified companies often suffer from inefficiency
due to the dispersion of management attention and the misallocation of resources. Di-
vesting non-core businesses helps companies sharpen their strategic focus and allocate
resources more efficiently. These actions also improve management accountability by

aligning the company's structure with its strategic priorities (Aron, 1991).

Financial reasons are the most common motives for corporate restructuring. Lang et al.
(1995) suggest that companies may sell their assets to raise cash when they suffer from
liquidity problems or declining profitability. However, the choice of restructuring type
depends on company-specific factors and motives. Frank and Harden (2001) argue that
companies suffering from a lack of cash benefit more from equity carve-outs, as an IPO
provides immediate cash. Restructuring can also be an important part of bankruptcy
proceedings, because it allows companies to sell assets, cut costs, and raise funds to
support the restructuring. Another key motive is to improve the stability of a company's
earnings. By selling business units with unstable or unpredictable earnings, companies

can achieve more stable profitability and reduce their exposure to cyclical industries.

Thirdly, companies restructure to strengthen their balance sheets, for example by reduc-

ing debt. Asset sales and equity carve-outs can improve financial flexibility and reduce
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financial risk (Frank & Harden, 2001). Based on Rajan et al’s (2000) research, it can be
concluded that restructuring may be used to unlock value within a diversified organiza-
tion when management believes that separate entities could be valued more highly by
the market than the combined firm. This hypothesis is based on the idea that investors
can better assess the performance and potential of separate businesses when they are

separated from each other.

From a governance perspective, restructuring can mitigate agency problems and en-
hance managerial accountability. Companies can increase transparency and lead man-
agement to greater market discipline by creating independent units or listing subsidiar-
ies on public markets (Hollowell, 2010). According to the study, improved visibility can
encourage more effective decision-making and better alignment of management incen-

tives with shareholder interests.

Market and regulatory factors can also influence restructuring decisions. Companies may
restructure in response to changing market conditions or investor sentiment. Corporate
restructuring may initially cause disruptions due to changes in personnel and a tempo-
rary decline in efficiency. Although these beliefs are true, research by McKendrick et al.
(2009) shows that these effects may be overestimated. Corporate restructurings can
help parent companies adapt to their environment and thus reduce obsolescence result-
ing from a combination of organizational inertia and environmental drift. The authors
state that although innovation may decline in the short term, in the long term, compa-
nies that have made divestitures perform better than those that have not. In addition,
divestitures may be necessary for regulatory reasons. For example, competition author-

ities may intervene to prevent monopolistic behavior or to ensure fair market practices.

Finally, poor performance is often an operational reason for restructuring. If business
units or subsidiaries consistently fail to meet financial or strategic expectations, compa-
nies may decide to divest or close them (Rajan et al., 2000). According to their paper,

when divisions differ greatly in terms of size or investment opportunities, internal capital
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markets tend to allocate funds from divisions with high opportunities to those with
weaker ones. With corporate restructurings, companies can prevent value depreciation
and focus resources on more productive areas. Such decisions may improve overall effi-

ciency and strengthen the focus on results in the remaining business units.

2.2 Agency theory

Agency theory is one of the most influential theoretical frameworks in corporate finance.
The theory was developed by Jensen and Meckling (1976), who define it as an arrange-
ment in which one party delegates decision-making to another party. In companies,
shareholders typically act as principals, while managers act as agents responsible for
managing the company on their behalf. Agency problems arise when the managers' in-

terests differ from the shareholders' interests.

According to the authors, agency theory is based on the assumption that individuals act
rationally and seek to maximize their own utility. For this reason, managers may not al-
ways make decisions that maximize shareholder value. Instead, they may pursue goals
that increase their own personal benefit, such as higher compensation. Jensen and
Meckling suggest that these conflicts of interest result in agency costs that reduce the

company'’s total value.

Jensen and Meckling identify three components of agency costs. The first component
consists of monitoring costs, which arise from the monitoring and oversight of manage-
ment’s actions. The second component is bonding costs, which result from contracts and
incentives designed to align the interests of management and shareholders. The third
component is the residual loss, which refers to the remaining decline in shareholder wel-
fare. This is due to management decisions that differ from value maximization despite

oversight and incentive systems.
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Agency theory is closely linked to the separation of ownership and control in companies.
In large companies, shareholders do not participate in management, with the result that
decision-making is transferred to professional managers. This separation can increase
information asymmetry between managers and shareholders, as managers often have a
better understanding of the company’s operations. The theory also suggests that own-
ership structure affects the degree of agency problems. When managers hold a signifi-
cant stake in the company, their interests align more closely with the interests of share-
holders. In these situations, managers have stronger incentives to improve the com-
pany’s performance and maximize shareholder value, as their personal wealth is directly
tied to the company’s success. On the contrary, a smaller ownership stake can weaken
these incentives and increase the possibility that managers will prioritize their personal

goals over the interests of shareholders.

From the perspective of agency theory, spin-off arrangements can reduce agency prob-
lems and improve organizational efficiency. First, separating business units can increase
transparency and management accountability. As an independent unit, a spin-off com-
pany’s performance can be measured more accurately, which can improve the efficiency

of management decision-making.

Second, spin-offs can improve the alignment of management and shareholder incentives.
Independent companies can often create compensation structures linked to the financial
and operational performance of the spun-off unit. This can encourage managers to focus
more strongly on value creation and operational efficiency. Furthermore, spin-offs can
reduce the inefficiencies associated with diversified corporate structures. In large diver-
sified corporations, managers may allocate resources inefficiently across different busi-
ness units. This can weaken operational performance and reduce the company’s value.
Following a spin-off, both the parent company and the new independent company can

benefit from a clearer strategic focus and more efficient allocation of resources.
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In general, agency theory provides an important theoretical foundation for understand-
ing the motives and effects of spin-offs. According to the theory, corporate restructuring
can improve a company’s performance by reducing conflicts of interest between man-
agers and shareholders and lowering agency costs. Thus, agency theory is relevant for

analyzing the impact of spin-offs on the operating performance of parent companies.

2.3 Signaling theory and information asymmetry

Signaling theory is an important theoretical framework in corporate finance from the
perspective of spin-offs. The theory was originally developed by Spence (1973), and later
Ross (1977) and other researchers applied it extensively to financial markets. Signaling
theory focuses on situations where there is information asymmetry between different
parties. Typically, a company’s management has more information than outside inves-
tors. Because investors do not have as much information, uncertainty may arise regard-

ing the company’s quality and future performance.

Information asymmetry can undermine market efficiency, as it may be difficult for inves-
tors to accurately assess a company’s quality and value. This problem is particularly rel-
evant in diversified companies and large conglomerates, where it may be difficult for
investors to assess the profitability of individual business segments. As a result, the mar-
ket may undervalue the company because the true value of its business units is not fully
apparent to outside investors. This phenomenon is commonly referred to as the con-

glomerate discount.

According to signaling theory, a company’s actions can signal information to external
stakeholders. Managers can use financial or strategic decisions to provide insider infor-
mation about the company’s future performance and quality. Investors interpret these

actions and adjust their expectations regarding the company’s value and future
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performance. The theory assumes that signals are meaningful, which means that credi-

ble signals help reduce information asymmetry between management and investors.

In financial markets, signaling theory is applied to corporate decisions. These include
changes in dividends, capital structure decisions, and corporate restructuring. Positive
signals may strengthen investor confidence and increase firm value. In contrast, negative
signals may increase uncertainty and weaken market perceptions. Signaling theory is rel-
evant in the context of corporate restructuring and spin-off transactions. In the context
of signaling theory, a spin-off can signal management’s confidence in the future of both
the parent company and the spun-off unit. Managers are generally assumed to have bet-
ter information about a specific business segment. Thus, a spin-off may signal that man-
agement believes the market is undervaluing the company in its current corporate struc-

ture.

On the other hand, it can be difficult for investors to assess the value of an organization’s
individual business units. A spin-off can therefore serve as a signal that management is
seeking to improve transparency and reveal the intrinsic value of the business units. By
creating independent companies, investors can better evaluate each company separately.

This can reduce information asymmetry and improve market value.

Furthermore, spin-offs can be a sign of stronger strategic focus. After the separation,
both companies can focus on their core businesses and strategic goals. Investors may
interpret this as a sign that management is trying to improve operational efficiency and
long-term profitability. Thus, spin-off announcements are often well-received by the
market, as investors view the transaction as a sign of future value creation and improved

corporate performance.

Signaling theory also emphasizes the importance of management credibility. Investors
must believe that the company’s actions reflect accurate information about its future.

Spin-offs are considered relatively credible signals because they involve high costs and
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commitments. Companies are unlikely to pursue these types of transactions unless man-

agement expects the benefits of the spin-off to exceed the associated costs.

In general, signaling theory and information asymmetry theory provide important frame-
works for understanding how corporate restructuring decisions affect investors’ beliefs
and market expectations. In the context of spin-off arrangements, these theories suggest
that spin-off transactions can reduce information asymmetry and improve transparency.
In addition, they can be used to provide positive information about future operational
performance and corporate value. Thus, these theories offer meaningful perspectives
for examining how spin-off arrangements affect operational performance and transpar-

ency surrounding spin-off transactions.

2.4 Corporate diversification and focusing

The next theoretical framework to be presented is the corporate focus hypothesis. Ac-
cording to Daley et al. (1997), companies can improve their performance and create
shareholder value by focusing on their core business rather than operating in multiple
business areas. Furthermore, according to the theory, focused firms are often more effi-
cient and easier to manage than highly diversified firms. Previous literature has shown
that diversification can increase organizational complexity and undermine operational

efficiency. This is particularly evident when companies operate in unrelated industries.

Diversified companies may experience inefficiencies that undermine the overall firm per-
formance. As the number of business segments increases, management decision-mak-
ing and resource allocation can become more difficult. Managers may not have sufficient
expertise in all business areas, which can undermine strategic and operational efficiency.
Furthermore, diversified companies may allocate resources inefficiently across different
divisions. As a result, profitable divisions may subsidize underperforming business units.
These inefficiencies can negatively impact overall profitability and operational perfor-

mance.
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The corporate focus hypothesis suggests that firms may improve performance by reduc-
ing diversification and increasing strategic focus. In other words, management focuses
on activities in which the company has the strongest expertise and competitive ad-
vantages. According to the hypothesis, divesting business units that are not part of the
core business can improve strategic clarity and management focus. As a result, compa-
nies can achieve stronger operating performance and better profitability after strength-

ening their focus.

The corporate focus hypothesis is relevant in the context of spin-off companies. Accord-
ing to this hypothesis, spin-offs can create value by enabling companies to divest them-
selves of non-core activities and focus more directly on their core business. Daley et al.
(1997) argue that divesting non-core business activities can enable managers to focus

their attention on areas where they are best suited to manage.

Previous studies have also distinguished between spin-offs that increase focus and those
that do not. Daley et al. (1997) define cross-industry spin-offs as transactions where the
parent company and the spin-off unit operate in different two-digit SIC industry classifi-
cations. These transactions are considered to increase focus because they separate busi-
ness operations that are not related to each other. In contrast, spin-offs within the same

industry are considered to increase a company’s focus less.

Empirical evidence generally supports the corporate focus hypothesis. Daley et al. (1997)
found that cross-industry spin-off firms are associated with improvements in operating
performance and positive market reactions. Spin-offs within the same industry are not
associated with similarimprovements. The study measures operating performance using
the return on assets, which is defined as the ratio of operating profit to total assets. The
results show that improvements in performance are primarily observed in the parent
company following the spin-off. This supports the argument that companies benefit from

a stronger focus and elimination of non-core activities.
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The corporate focus hypothesis also suggests that focused companies can achieve more
efficient resource allocation and better management accountability. Following a spin-off,
both the parent company and the new independent unit can operate with clearer stra-
tegic objectives and more transparent organizational structures. This can strengthen
management discipline and improve operational decision-making. In addition, focused
companies can respond more effectively to changes in the competitive environment. In
addition, consolidating a company’s operations can reduce information asymmetry and
improve transparency for investors. Diversified companies are often more difficult to
evaluate, because it can be more difficult to assess the profitability and future potential
of individual business segments. A spin-off allows for the separate analysis of the parent
company and the spun-off unit, which can improve valuation efficiency and reduce the

conglomerate discount.

Overall, the corporate focus hypothesis provides an important theoretical explanation
for why firms undertake spin-off arrangements and how these transactions can improve
operating performance. The hypothesis suggests that reducing diversification and in-
creasing focus can improve management efficiency, resource allocation, and profitability.
Thus, the corporate focus hypothesis is highly relevant when examining the impact of
spin-off arrangements on the operational performance surrounding spin-off transac-

tions.
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3 Literature review and hypothesis development

This chapter reviews the existing literature on spin-offs, with a particular focus on oper-
ational performance. The academic literature on spin-offs has evolved greatly over the
past few decades. Researchers have examined both the motives behind spin-offs and
their effects on firm performance and shareholder value. Previous studies have focused
particularly on the relationship between corporate restructuring and firm performance.
Several theoretical perspectives have been used to explain why companies perform spin-
off transactions and how these transactions may affect corporate performance. These
include, for example, agency theory, signaling theory, and corporate focus theory. Fur-
thermore, previous studies have found that spin-off arrangements can improve trans-
parency, management focus, and resource allocation. This is particularly evident in com-

panies operating in multiple business areas.

3.1 Existing literature

Daley et al. (1997) examine whether spin-offs create shareholder value by increasing
corporate focus. More specifically, they compare cross-industry spin-offs with spin-offs
within the same industry. In addition, the study examines whether the benefits result
from improved business performance or synergy benefits resulting from reduced ineffi-
cient cross-subsidization. The authors examine abnormal stock returns around spin-off
announcements. In addition, they analyze changes in operational performance using re-
turn on assets. The authors compare performance before and after the spin-off and ad-
just the results for industry, size, and the company’s prior performance. The sample con-
sists of 85 corporate spin-offs that took place between 1975 and 1991. Of the final sam-
ple, 60 are classified as cross-industry spin-offs and 25 as spin-offs within the same in-
dustry. The results of the study show that significant value creation occurs only in cross-
industry spin-off arrangements. The average excess return for cross-industry spin-off ar-
rangements during the reporting period is 4.3%. Intra-industry spin-off arrangements

yield insignificant abnormal returns. Furthermore, the authors find a significant
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improvement in operating performance following cross-industry spin-offs, whereas no

similar improvements are observed in intra-industry cases.

A study by Chemmanur and Yan (2004) provides a theoretical explanation for why cor-
porate spin-offs create value and improve a company’s performance. The study focuses
on corporate governance aspects and examines how spin-off arrangements increase
managerial discipline and add value through acquisitions. The authors argue that in di-
versified firms, there may be divisions whose managers possess different levels of man-
agerial ability. Spin-offs expose weaker divisions to increased market discipline and take-

over pressure.

The authors construct a model that includes multiple divisions, current executives, po-
tential rival executives, shareholders, and division managers. The results suggest that
spin-offs create value by increasing the probability of takeover threats and improving
managerial discipline. The study shows that spin-offs can improve performance by en-
couraging current managers to work harder or to hand over management to more capa-
ble leaders. The results suggest that spin-offs create value by increasing takeover pres-
sure and strengthening managerial discipline. As a result, spin-offs are predicted to gen-
erate positive announcement effects and improve long-term operational performance.
The model also predicts that larger subsidiaries and companies with more managerial
inefficiency should experience stronger positive market reactions when announcing a
spin-off. Furthermore, long-term value improvements are expected, particularly when

spin-offs lead to successful acquisitions or stronger management discipline.

Johnson et al. (1996) examine whether corporate spin-offs improve investment incen-
tives and operating performance. The study focuses on spin-offs where the parent com-
pany or the spin-off company has not merged with another company within three years
of the transaction. The authors analyze abnormal stock returns surrounding spin-off an-
nouncements using a market-based event study. They examine changes in a company’s

operating performance and investment behavior before and after a spin-off. They
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calculate financial ratios for the three-year period before and after the spin-off. The sam-
ple consists of 104 spin-off announcements from 1975 to 1988. The results show that
spin-off arrangements generate significant shareholder value. The average abnormal an-
nouncement return for the entire sample is 3.96%. In addition, a subsample of compa-
nies that became independent after the spin-off showed a significant abnormal return
of 2.06%. An accounting analysis shows that the combined firms' growth in real assets
and cash flow margins improves significantly after the spin-off. The operating results and
investment activities of the parent companies improve, while the growth in real assets

of the spin-off companies is also significantly higher after the spin-off.

Choi et al. (2025) examine how managerial focus affects investment efficiency following
corporate spin-offs. More specifically, the study investigates whether parent companies
maintain efficient investment behavior following spin-off arrangements, depending on
whether the management structures of the parent company and the spin-off companies
remain separate or overlap. The study employs an empirical research model based on
panel regression analysis and investment sensitivity models. The study controls for firm-
fixed and year-fixed effects to account for unobserved heterogeneity and time trends.
The final sample includes 106 spin-offs with overlapping management structures and
137 spin-offs with distinct management structures between 1985 and 2016. The key
findings show that investment efficiency remains strong following spin-off arrangements
when the parent company and the spin-off company have separate management struc-
tures. In contrast, for parent companies with overlapping management structures, in-
vestment sensitivity declines significantly following a spin-off. The results suggest that
overlapping management structures weaken management focus and can lead to ineffi-
cient capital allocation. The study also shows that the decline in investment efficiency is
stronger when the parent company and the spin-off firm operate in different industries

or are geographically distant from one another.

Oliveira et al. (2023) examine the impact of parent companies on the establishment of

corporate spin-offs and their post-spin-off performance. The study focuses on how
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parent companies influence spin-off firms through motives, transferred resources, and
post-spin-off performance. The results show that the two most important factors moti-
vating the establishment of spin-off companies are the parent company’s business port-
folio consolidation and shareholder value maximization. The study also notes that spin-
off companies face several significant challenges after their establishment, such as ag-
gressive market competition and the efficient allocation of resources. Furthermore, re-
garding transferred resources, the results show that parent companies provide spin-off
companies with both tangible and intangible resources. The authors conclude that these
transferred resources strengthen the spin-off company’s ability to succeed and compete
after becoming independent. Finally, the study also shows that the performance of spin-

off firms does not generally decline after separation from the parent company.

Desai and Jain (1999) examine whether increased corporate focus explains the positive
stock market performance associated with spin-off arrangements. The study examines
both the short-term announcement effects and the long-term stock market as well as
operating performance following spin-off arrangements. In particular, the authors com-
pare spin-off arrangements that increase corporate focus with those that do not. The
study finds that operating performance improves in firms that have begun to focus their
operations. Operating cash flow relative to assets improves significantly following spin-
off arrangements, suggesting that such arrangements increase operational efficiency.
The authors conclude that focusing on core business areas reduces inefficiency and im-
proves management efficiency. In contrast, in spin-offs that do not increase corporate
focus, there is no significant improvement in operating performance. The analysis sug-
gests that these transactions are often driven by the divestiture of underperforming sub-
sidiaries rather than strategic refocusing. Overall, the study finds that an increase in cor-
porate focus is an important explanation for the value creation associated with corporate
restructuring. Evidence shows that companies that focus on their core business achieve
better long-term stock market performance and stronger operating results following a

corporate restructuring.
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Bhana’s (2004) study examines whether corporate spin-offs improve operational perfor-
mance and stock market performance among companies listed on the Johannesburg
Stock Exchange. The study focuses on both parent companies and spin-off subsidiaries.
In addition, the study examines whether related spin-off companies perform better than
unrelated spin-off companies following divestiture. The study employs an empirical re-
search model based on an analysis of accounting performance and an analysis of long-
term stock market performance. Operating performance is assessed by comparing the
firm's performance before and after the spin-off. The results strongly support the hy-
pothesis that both parent companies and spun-off subsidiaries improve their perfor-
mance following the spin-off. According to the study, the improvements are particularly
significant for spun-off subsidiaries. The study finds statistically significant increases in
return on assets, market-to-book ratio, and revenue growth. The study also finds that
related spin-offs perform better than unrelated spin-offs following divestiture. The op-
erating performance and shareholder value of related subsidiaries improve significantly.
Bhana argues that related divisions suffer from greater agency and coordination costs in
diversified firms. This means that they benefit more from turning into independent en-

tities, as this makes their managerial accountability and strategic focus clearer.

3.2 Hypothesis development

Previous research has found mixed results regarding the impact of spin-offs on a com-
pany’s performance. Many studies find improvements in operational efficiency and prof-
itability following spin-off arrangements. Other studies suggest that the effects may de-
pend on firm-specific characteristics, industry similarity, managerial structures, and mar-
ket conditions. For this reason, the operational implications of corporate spin-offs re-

main an important topic in the research literature on corporate restructuring.

One of the most common theories behind corporate spin-offs is agency theory. Accord-
ing to this theory, agency conflicts may arise between management and shareholders in

diversified companies. Management may seek to expand, engage in excessive
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diversification, or make inefficient investments. These actions may increase the size of
the company without necessarily maximizing shareholder value. In diversified organiza-
tions, management oversight can become more difficult, and resource allocation can be-
come less efficient, which can weaken operating performance. On the other hand, the
corporate focus hypothesis argues that companies can benefit by focusing on their core
business rather than maintaining broadly diversified structures. This allows a company

to improve management efficiency, resource allocation, and operational decision-mak-

ing.

Previous empirical studies provide support for these arguments. Daley et al. (1997) find
that operational performance improves significantly following cross-industry spin-offs,
suggesting that increased corporate focus may enhance efficiency. Similarly, Johnson et
al. (1996) report improvements in firms’ operating performance and investment behav-
ior following spin-off transactions. Desai and Jain (1999) also show that firms' operating
performance improves when they increase their focus through spin-off transactions. In
addition, Bhana (2004) finds significant improvements in return on assets and revenue
growth following spin-off transactions. Several studies also emphasize the importance
of managerial discipline and strategic focus in explaining the improvement in perfor-
mance following spin-off transactions. Chemmanur and Yan (2004) argue that spin-off
arrangements can improve managerial discipline by exposing weaker divisions to greater
market pressure and the takeover threat. Choi et al. (2025), on the other hand, suggest
that management focus plays a key role in maintaining investment efficiency following

spin-off transactions.

Although previous literature often highlights the positive effects of spin-off transactions,
the empirical evidence remains mixed. Some studies suggest that the business benefits
of spin-off arrangements may only become apparent over time, while others indicate
that restructuring costs and organizational changes may offset any potential efficiency

gains. Moreover, the majority of the existing literature has focused primarily on stock
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market reactions to spin-off announcements, while less attention has been paid to op-

erational performance, particularly in the context of Nordic markets.

Therefore, this study complements the existing literature by examining whether spin-off
transactions improve the operational performance of Nordic listed companies, using
panel regression analysis and accounting-based performance measures. Based on the
theoretical framework and existing literature, the first hypothesis is formulated as fol-

lows:

H1: Firms experience improved operational performance following a spin-off transac-

tion.

In addition to spin-off effects, a company’s capital structure can also affect its operating
results. According to previous research, high debt levels can increase financial risk and
financing costs, which can reduce profitability. Companies with high levels of debt may
face greater pressure to meet their financial obligations, which can limit their ability to
invest or develop their operations. Excessive debt can reduce a company’s financial flex-
ibility and increase the likelihood of financial difficulties. Consequently, firms with higher
debt levels may suffer from weaker operational performance compared to firms with
lower debt levels. Previous empirical literature has often shown a negative relationship
between leverage and profitability metrics, such as ROA. Based on these arguments, the

second hypothesis is stated as follows:

H2: Higher leverage is negatively associated with operational performance.

Firm size can also affect its operational performance. Larger companies can benefit from
economies of scale and stronger market positions. In addition, they can operate more
efficiently and have easier access to financial and managerial resources. On the other
hand, larger companies may also have more diversified sources of revenue and a

stronger bargaining position, which can contribute to improved profitability and business
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stability. Previous literature has often found a positive relationship between company
size and profitability metrics. Larger firms may also be better prepared to manage re-
structuring processes, such as spin-offs, as they often have stronger financial capacity
and resources to effectively implement strategic changes. Therefore, the third hypothe-

sis is formulated as follows:

H3: Larger firms exhibit stronger operational performance.
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4 Data and methodology

This chapter presents the data and methodology used in the study. First, the sample se-
lection process and data collection methods are discussed. Next, the variables used in
the study are presented and defined. Finally, the empirical methods and regression mod-

els applied in the analysis are presented.

4.1 Data and variables

The data used in this study were collected from the Refinitiv Workspace database and
include publicly listed companies in the Nordic countries, such as Finland, Sweden, Nor-
way, and Denmark. The sample includes spin-off transactions completed between 2004
and 2022. Financial data are collected for the period 2002—-2024 in order to examine firm
performance before and after the transaction. A relatively long period was chosen for
the study to maximize data availability. It also allows for an analysis of operating perfor-
mance both before and after the spin-off. In this way, operational performance can be

examined under various market conditions and economic cycles.

The sample originally included 143 spin-off transactions identified in the Refinitiv data-
base. However, the sample was refined by removing duplicate observations as well as
transactions that did not meet the characteristics of spin-off transactions. Companies
with insufficient financial data were also excluded from the sample. To ensure the relia-
bility of the study, the spin-offs were manually verified using the companies’ investor
relations websites, annual reports, and financial news. Spin-offs that could not be relia-
bly verified were excluded from the final sample. The final sample consisted of 113 spin-

offs, which are presented by country and year in Table 1.
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Table 1. Spin-off transactions by country and year

Year Spin-off transactions Finland Sweden Denmark Norway

2004 9 3 4 1 1
2005 7 2 4 0 1
2006 8 0 6 0 2
2007 13 0 6 0 7
2008 5 1 2 0 2
2009 0 0 0 0 0
2010 4 0 4 0 0
2011 7 1 2 2 2
2012 4 0 4 0 0
2013 7 2 3 0 2
2014 4 0 2 0 2
2015 6 2 3 0 1
2016 10 0 6 2 2
2017 5 0 4 0 1
2018 5 0 3 1 1
2019 3 1 1 0 1
2020 6 0 4 0 2
2021 4 0 3 0 1
2022 6 2 3 0 1
Total 113 14 64 6 29

Table 1 shows that Swedish companies accounted for 64 transactions, which corre-
sponds to more than half of the total sample. During the period examined, there were
29 Norwegian spin-offs, while Finland and Denmark accounted for 14 and 6 transactions,
respectively. The results show that spin-off activity in the Nordic countries has varied
considerably from year to year. The highest number of transactions was recorded in 2007,
when 13 spin-offs were executed. In contrast, no spin-off transactions were observed in
2009, which is largely explained by the financial crisis. This trend may indicate that spin-
off activity is influenced by general economic conditions and market sentiment. During
times of economic uncertainty, companies may postpone restructuring due to weakened
investor confidence and less favorable market valuations. The distribution of spin-off ac-

tivity also appears to be unequal between countries. Sweden has traditionally had a
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more active M&A environment and a larger number of publicly listed industrial compa-
nies, which may contribute to the higher frequency of spin-off transactions. Overall, the
table shows that spin-off transactions occur in various market environments, even
though their number appears to fluctuate over time depending on the general economic

situation.

This study uses return on assets as the dependent variable, calculated by dividing oper-
ating profit (EBIT) by total assets. ROA is an accounting-based profitability measure com-
monly used in finance research and has been widely applied in studies examining oper-
ating performance following corporate restructuring (Daley et al., 1997). Higher ROA val-
ues indicate stronger operational performance, while lower values signal weaker effi-
ciency. According to Heikinmatti et al. (2017, p. 67), a company’s efficiency is considered
good when ROA exceeds 10%. When comparing different industries and markets, it is
important to remember that ROA values may vary due to industry-specific and market-

specific characteristics. Equation 1 shows the ROA formula used in the study.

EBIT
ROA=———— (1)
Total assets

In addition to ROA, the study uses several independent and control variables. A post-
spin-off dummy variable (POST) is used to examine whether companies’ operational per-
formance changes after a spin-off transaction. The variable takes a value of one in the
years following the spin-off and zero otherwise, following the approach applied in stud-
ies examining post-restructuring performance (Johnson et al., 1996). Leverage is in-
cluded as a control variable and is measured as the ratio of total debt to total assets, as
shown in Equation 2. Higher leverage may negatively affect operational performance be-

cause of increased financing costs and financial risk.

Total debt
Total assets

(2)

Leverage =
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Finally, firm size is also included as a control variable and is measured as the natural
logarithm of total assets. Larger firms may benefit from economies of scale, stronger

market positions, and more efficient resource allocation (Choi et al., 2025).

Size = In(Total assets) (3)

To examine the impact of spin-off transactions on operational performance in more de-
tail, the study also uses dummy variables for the comparison year. These variables allow
for an analysis of operational performance before, during, and after the spin-off event

in comparison to the transaction year.

4.2 Empirical methodology

This study examines whether spin-off arrangements lead to changes in the operational
performance of Nordic listed companies. To analyze these effects, the study uses panel
data regression analysis. Panel data combines both cross-sectional and time-series di-
mensions, which allows for the analysis of multiple companies over several years. This
approach is particularly useful for this study, because it allows for the analysis of changes

in firms' performance before and after the spin-off arrangement.

The empirical analysis is conducted using fixed-effects panel regressions that incorporate
both firm-specific and year-specific fixed effects. A similar empirical approach is applied
by Choi et al. (2025), who examine post-spin-off outcomes using panel regression models
with firm-specific and time-specific controls. The fixed-effects method is commonly used
in corporate finance research because it makes it possible to account for differences be-
tween firms that are not easily observable. Different firms may have characteristics that
remain relatively constant over time. These may include, for example, organizational
structure, corporate culture, or industry-specific characteristics. Firm-specific fixed ef-
fects capture these characteristics that remain constant over time and reduce the risk of

results being biased due to omitted variables.
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In addition to firm fixed effects, the regression models also include year fixed effects.
Year-specific fixed effects account for trends affecting the whole market that may affect
firms simultaneously, such as economic cycles and financial crises. The use of year-spe-
cific fixed effects improves the reliability of regression estimates by separating the ef-
fects of spin-offs from general market trends. Since the sample period covers multiple
economic environments, including the global financial crisis and the COVID-19 pandemic,

controlling for year-specific effects is particularly important in this study.

The baseline regression model used in the analysis is presented as follows:

Where,
Wi represents firm fixed effects
At represents year fixed effects

€t is the error term

The coefficient of the POST variable measures whether there are changes in a company’s
operating performance after a spin-off transaction. In addition, the study uses leverage
and firm size as control variables to account for differences in companies’ financial struc-
tures and sizes. The study also employs event-time analysis, which uses relative-year
dummy variables. This allows for a more detailed analysis of changes in operational per-
formance around spin-off transactions. This approach allows for an analysis of opera-
tional performance before, during, and after the spin-off transaction relative to the year
of the event. The year prior to the spin-off transaction is used as the reference category
in the analysis. The use of relative year dummy variables provides additional information

on whether potential performance effects occur gradually over time or are temporary.
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The empirical analysis is conducted using EViews statistical software. The regression
models are estimated using the panel least squares with fixed effects specifications. In
addition, prior to the regression analysis, descriptive statistics and correlation analysis
are performed to examine the characteristics of the sample and the relationships be-
tween the most important variables. Finally, observations with extremely high or low
ROA values were removed from the final sample to reduce the impact of outliers on the
regression estimates. Removing extreme observations improves the reliability and ro-
bustness of the empirical analysis, because it limits the impact of abnormal firm-year

observations and potential data errors.



35

5 Empirical findings

This chapter presents the empirical results of the study. First, descriptive statistics and
correlation analysis are presented. This provides an overview of the characteristics of
the firms in the sample and the relationships between the key variables. Second, the
most important regression results are discussed to determine whether operating perfor-
mance changes as a result of spin-off transactions. Finally, an event-time analysis is con-
ducted to examine in more detail the development of operating performance before and

after the spin-off event.

The purpose of this empirical analysis is to determine whether Nordic companies expe-
rience significant changes in their operating performance following spin-off arrange-
ments. In addition, the analysis aims to determine whether any effects on performance

emerge gradually over time.

5.1 Descriptive statistics

Table 2 presents the descriptive statistics of the main variables used in the empirical
analysis. It shows the mean, median, standard deviation, minimum, and maximum val-
ues for the dependent and control variables. The descriptive statistics are based on 565

firm-year observations collected from 113 Nordic companies included in the final sample.
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Table 2. Descriptive statistics

ROA Leverage Size
Mean 0.042669 0.245462  15.046480
median 0.058344  0.216705 15.069322
Std.dev 0.140351 0.194529 2.575221
Min -0.802712 0.001335 8.277666
Max 0.346749 0.738850 20.030571

The table shows that the mean ROA is 0.043. This indicates that the companies in the
sample generated an average return on assets of approximately 4.3 % during the period
under review. The median ROA, on the other hand, is slightly higher at 0.058. This sug-
gests that the distribution of ROA is negatively skewed and that a small number of com-
panies reported particularly weak operating results. The standard deviation of ROA is
0.140, indicating that there is moderate variation in the operational performance of the

companies in the sample.

The lowest ROA value is -0.803, indicating that some companies incurred significant op-
erating losses during the period under review. In contrast, the highest ROA value is 0.347,
suggesting that there is considerable variation in the companies’ profitability. These find-
ings highlight the heterogeneity of the sample and indicate that the companies’ ability

to yield returns on their assets varies significantly.

Second, Table 2 shows that the average debt ratio is 0.245. This means that, on average,
debt accounts for approximately 24.5 % of total assets. The median debt ratio is 0.217,
which is slightly lower than the average. This suggests that a small number of companies
have relatively high levels of debt. Overall, the results indicate that the leverage of the

companies in the sample is at a reasonable level.
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The average size of firms, measured as the natural logarithm of total assets, is 15.046,
while the median value is 15.069. The relatively small difference between the mean and
the median suggests that firm size is distributed quite evenly across the sample. However,
the standard deviation of 2.575 and the wide range between the minimum and maxi-
mum values indicate considerable variation in company size. This is to be expected, as
the sample includes companies operating in different industries and across the Nordic

countries.

In general, the descriptive statistics indicate that there is variation in the sample in terms
of both firms’ performance and characteristics. Such variation is desirable in panel re-
gression analysis, because it makes it possible to examine differences between firms and
over time in operational results. The relationships between variables are examined in

more detail using the correlation analysis presented in the following section.

5.2 Correlation analysis

Table 3 presents the Pearson correlation coefficients between the variables used in the
empirical analysis. The purpose of the correlation analysis is to examine the relationships
between the variables and identify any potential multicollinearity issues before perform-

ing the regression analysis.

Table 3. Correlation matrix

Variable 1 2 3
ROA 1
Leverage  -0.029328 1

Size -0.217741  -0.185277 1
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Table 3 presents the Pearson correlation coefficients between the dependent variable
and the independent variables used in the empirical analysis, which are debt leverage
and firm size. Correlation coefficients describe the direction and strength of the linear
relationship between variables, and their values range from —1 to 1. Positive values indi-
cate that the variables change in the same direction, while negative values suggest an
inverse relationship. Coefficients close to zero indicate a weaker linear relationship,
while larger absolute values indicate a stronger relationship. The diagonal entries are

equal to one, because each variable is perfectly correlated with itself.

The results show that the correlations between the independent variables are relatively
weak. The correlation between debt and firm size is -0.185, indicating a weak negative
relationship between these two variables. Similarly, ROA has a weak negative correlation

with both leverage (-0.029) and firm size (-0.218).

The strongest absolute correlation is observed between ROA and firm size. However, the
magnitude of the correlation remains low and well below generally accepted thresholds
for multicollinearity. Overall, the results suggest that multicollinearity is unlikely to affect
the reliability of the regression estimates. The low correlation coefficients also indicate
that the independent variables capture different dimensions of firm characteristics. Thus,
the variables can be included simultaneously in the regression models without causing

significant statistical concerns.

5.3 Main regression analysis

Table 4 presents the main regression results of the study. The analysis is conducted using
a fixed-effects panel regression model that includes both firm-specific and year-specific
fixed effects. The objective is to determine whether spin-offs are associated with
changes in firms’ operating performance, as measured by the return on assets. Firm lev-
erage and size have been included as control variables to account for differences in fi-

nancial structure and firm characteristics.
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Variable Coefficient Std. Error t-Statistic Prob.
C -2 535587 0.392615  -6.458197 0.0000
POST -0.011052 0.027162 -0.406882 0.6844
LEVERAGE -0.031319 0.002462 1272144 0.0000
SIZE 0.171385 0.026093 6.567031 0.0000
Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)
R-squared 0767823 Mean dependentvar 0.007586
Adjusted R-squared 0688928 S.D. dependentvar 0.336189
S.E. of regression 0187506 Akaike info criterion -0.294111
Sum squared resid 10.86392 Schwarz criterion 0.734799
Log likelihood 167.0280 Hannan-CQuinn criter. 0112756
F-statistic 9732195 Durbin-Watson stat 2636141
Prob(F-statistic) 0.000000

Table 4 presents the coefficient estimates, standard deviations, t-statistics, and p-values
obtained from the fixed-effects panel regression model. The coefficient estimates de-
scribe the direction and magnitude of the relationship between each independent vari-
able and firms' operating performance measured by return on assets. Statistical signifi-
cance is assessed based on the reported p-value, while the model’s statistical infor-
mation provides insight into the regression model’s overall explanatory power and fit.
The analysis includes both firm-fixed and year-fixed effects to control for unobserved

heterogeneity across firms and common time effects.

The regression results show that the coefficient for the POST variable is negative (-0.011)
but statistically insignificant (p = 0.684). This suggests that, on average, there is no sta-
tistically significant difference in companies' operating performance following a spin-off
transaction. Thus, the results do not support the first hypothesis, which posits that op-

erating performance improves following a spin-off transaction.
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Although the estimated coefficient is negative, its magnitude is relatively small and eco-
nomically insignificant. This means that the average change in profitability following a
spin-off is close to zero, once company-specific and time-related factors are taken into
account. In other words, the results suggest that spin-off arrangements do not automat-

ically lead to improved operational performance.

One possible explanation is that it may take time for the benefits of spin-offs to materi-
alize. Although the rationale for spin-offs is often based on improved management focus
and reduced agency costs, these benefits may emerge gradually rather than immediately
following the restructuring. In addition, restructuring processes are often associated
with transition costs and temporary inefficiencies, which may cancel out any short-term

benefits.

In terms of control variables, leverage has a statistically significant negative relationship
with ROA (coefficient =-0.031, p < 0.001). This result suggests that firms with higher debt
levels generally generate lower returns on assets. The result is consistent with the view
that increased debt can lead to higher financing costs and reduced operational flexibility,

which ultimately weakens profitability.

On the other hand, firm size has a positive and statistically significant relationship with
ROA (coefficient = 0.171, p < 0.001). This suggests that larger firms tend to exhibit
stronger operational performance than smaller firms. One possible explanation is that
larger firms may benefit from economies of scale and stronger market positions. In ad-

dition, they may allocate their resources more efficiently.

Overall, the results suggest that the operating results of Nordic companies do not im-
prove significantly immediately following spin-off transactions. However, the significant
effects of leverage and firm size indicate that firm-specific characteristics remain im-

portant determinants of profitability.
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5.4 Event-time analysis

To determine whether changes in operating performance occur progressively surround-
ing the spin-off transaction orimmediately after the event, an event-time analysis is con-
ducted. Unlike the main regression model, which describes the average effect after the
spin-off, in this model the observations are divided into different time periods relative
to the transaction year. This enables a more detailed review of whether changes in re-
sults appear before or after the spin-off. Table 5 presents the results of the event-time

regression model. The omitted period serves as the reference category against which the

reported coefficients are interpreted.

Table 5. Event-time regression

Variable Coefficient Std. Error t-Statistic Prob.
C -2 699801 0.396045 -6.816909 0.0000
RY_M2 0.093934 0.031766 2957057 0.0033
RY_O 0.031161 0.031152 1.000302 0.3180
RY_P1 -0.000209 0.035153  -0.005938 0.9953
RY_P2 0.021220 0.040326 0.526217 0.5991
LEVERAGE -0.030470 0.002461  -12.38009 0.0000
SIZE 0.179915 0.026175 6.873608 0.0000
Effects Specification
Cross-section fixed (dummy variables)
Period fixed (dummy variables)
R-squared 0775098 Mean dependentvar 0.007586
Adjusted R-squared 0695721 S.D. dependentvar 0.336189
S.E. of regression 0.185447 Akaike info criterion -0.311489
Sum squared resid 1052351 Schwarz criterion 0.746541
Log likelihood 173.6339 Hannan-Quinn criter. 0.106894
F-statistic 9764742 Durbin-Watson stat 2615216
Prob(F-statistic) 0.000000
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Table 5 reports the results of the event-time fixed-effects regression analysis examining
changes in firms’ operational performance relative to the spin-off transaction year. The
relative-year dummy variables capture performance in the periods prior to and after the
event and allow for the identification of effects preceding and following the spin-off
transaction. The reported coefficients indicate the estimated difference in return on as-
sets relative to the excluded reference period, while standard errors, t-statistics, and p-
values are used to assess statistical significance. As in the main regression model, firm-
fixed and year-fixed effects are included to control for unobserved firm characteristics

and common time-related factors.

The results show that only the coefficient for the two-year period preceding the spin-off
(RY_M2) is statistically significant. The coefficient is positive (0.094) and significant at the
one percent significance level (p = 0.003). This suggests that the companies’ operating
results were already better than during the comparison period prior to the spin-off.

In contrast, there are no statistically significant changes in operating results during or
after the transaction year. The coefficient for the spin-off year itself (RY_0) is positive but
not significant (p = 0.318), while both post-spin-off periods remain insignificant. The co-
efficient for the year following the transaction (RY_P1) is effectively zero (p = 0.995), and
the coefficient for the two years following the spin-off (RY_P2) is also statistically insig-

nificant (p = 0.599).

These results suggest that operating performance does not improve following a spin-off
transaction. Instead, it appears that firms already have relatively strong operating per-
formance prior to implementing the restructuring. One possible interpretation is that
firms conduct spin-off transactions based on their strong market position rather than

using them as a way to improve weak performance.
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The results thus provide further evidence against Hypothesis 1 and suggest that opera-
tional performance does not improve gradually following the transaction. It should also
be noted that performance is examined only two years after the transaction, and the
effects of the restructuring may take longer to materialize. However, the results are
partly consistent with the arguments regarding restructuring presented in the prior lit-
erature, suggesting that spin-off arrangements may be implemented when firms are al-

ready performing well.

Overall, the event-time analysis confirms the conclusions of the main regression model
and shows that Nordic spin-off arrangements do not appear to lead to systematic im-

provements in operating results following the arrangement.
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6 Discussion

The purpose of this study was to investigate whether corporate spin-off transactions im-
prove the operating performance of Nordic parent companies. Operating performance
was measured using the return on assets, and the analysis was conducted using fixed-
effects panel regression models that accounted for debt and firm size. The main results
of the regression analysis indicate that spin-off transactions do not lead to statistically
significant improvements in operating results. In other words, the coefficient of the post-
spin-off indicator remains insignificant after controlling for firm-specific and year-specific
effects. These results suggest that spin-off transactions alone do not necessarily improve

a company’s operational efficiency or profitability.

The findings of this study challenge the claim that corporate restructuring leads to effi-
ciency gains through more focused management and simplified organizational structures.
In existing literature, spin-offs are often associated with a stronger strategic focus and
lower agency costs. The results of this study suggest that these benefits may not mate-
rialize in the short term or may be more limited than is often assumed. One possible
explanation is that executing spin-offs involves significant implementation costs and or-
ganizational changes. Separating business units may improve strategic clarity in the long
term, but the transition process itself may temporarily reduce operational efficiency.
Companies often need to reform management structures, reallocate resources, and
adapt governance mechanisms after a spin-off. These measures may take several years

to implement.

Event-time analysis provides additional insight into the timing of performance effects.
Interestingly, operational performance appears to be stronger prior to the completion of
a spin-off transaction, whereas no statistically significant improvements are observed
after the transaction. This suggests that firms do not necessarily carry out spin-off trans-
actions in response to weak operational performance. Instead, firms may decide to un-
dertake spin-off transactions while their performance is relatively strong and the busi-

ness environment is favorable. Another interpretation relates to managerial timing.
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Firms with a stronger operating position may have greater financial flexibility and lower
implementation risk. This may simplify the implementation of restructuring decisions.
Consequently, spin-off arrangements may reflect proactive strategic decisions rather

than corrective measures aimed at improving profitability.

The control variables also provide significant insights. The negative relationship between
leverage and ROA suggests that higher debt levels are associated with weaker operating
performance. This result supports the traditional economic view that increased financial
obligations reduce flexibility and may reduce profitability. In contrast, firm size has a pos-
itive relationship with ROA, indicating that large firms benefit from economies of scale
and more efficient allocation of resources. Overall, the results suggest that a firm’s char-
acteristics are more significant determinants of operational performance than the spin-

off transaction itself.

The results of this study differ partly from previous studies that have examined corporate
spin-offs and operating performance. Several previous studies have reported positive
effects on performance following spin-off arrangements. For example, Johnson et al.
(1996) find that both operational performance and investment efficiency improved fol-
lowing spin-off arrangements. Similarly, Bhana (2004) reports statistically significant im-
provements in profitability and business performance following corporate restructuring.
Desai and Jain (1999) also conclude that companies that focused more strongly on their
core business achieved better long-term results. The results of this study do not provide
similar evidence for Nordic firms. Although the estimated post-spin-off effect is negative,
the coefficient is statistically insignificant. Therefore, the results do not provide evidence

that spin-off arrangements systematically improve operational performance.

However, the findings are consistent with more recent research literature, which high-
lights that the results of spin-offs depend on the implementation characteristics and
management decisions. Choi et al. (2025) argue that the performance of spin-off com-

panies is strongly influenced by management priorities and governance structures.
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Similarly, Oliveira et al. (2023) suggest that a post-spin-off performance depends on re-
source allocation and activities following the spin-off rather than the restructuring itself.
Differences between this study and the prior literature may also result from methodo-
logical choices. Previous studies often examine stock market reactions or broader per-
formance indicators, whereas this study focuses on accounting-based operating perfor-
mance. Furthermore, this study examines Nordic listed companies operating in different
environments compared to existing samples. Overall, the results suggest that the effects

of spin-offs may be more dependent on context than previous literature suggests.
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7 Conclusion

The purpose of this study was to determine whether corporate spin-offs improve the
operating performance of parent companies in the Nordic countries. More specifically,
the study examined whether changes occur in firms' operating performance following
spin-off transactions and whether these effects emerge gradually over time. Operating
performance was measured using return on assets, and the empirical analysis was con-
ducted using panel regression models that incorporated firm-fixed and year-fixed effects.
The empirical analysis was based on a sample of 113 spin-off transactions conducted
between 2004 and 2022 in Finland, Sweden, Norway, and Denmark. Financial data was
collected from the Refinitiv Workspace database and complemented by manual verifica-

tion using company reports and public sources to improve data reliability.

The results of the study provide no evidence that spin-off arrangements lead to statisti-
cally significant improvements in operating performance. The main regression analysis
shows that the post-spin-off indicator variable remains statistically insignificant when
leverage and firm size are taken into account. This suggests that, on average, spin-off
arrangements do not systematically improve the operational performance of Nordic par-
ent companies as measured by ROA. Event-time analysis provides additional insight into
the timing of performance changes following a spin-off. The results indicate that operat-
ing performance seems to be relatively strong even before the spin-off transaction,
whereas no significant improvements are observed during or after the spin-off year.
These results suggest that companies may engage in spin-offs during periods of strong
operating performance rather than as a corrective measure aimed at improving weak

performance.

The results therefore do not support the hypothesis that spin-off arrangements improve
operational performance following the separation. Furthermore, the results do not indi-
cate that improvements in performance occur gradually over a two-year period following
the restructuring. Instead, the results suggest that firm-specific characteristics remain a

more significant factor in explaining operating performance than the restructuring itself.



48

Among the control variables, leverage was found to have a significant negative associa-
tion with operating performance, whereas firm size had a positive effect on profitability.
These findings suggest that capital structure and firm size remain important determi-

nants of firm performance even during organizational restructuring.

From a theoretical perspective, this study contributes to the literature on corporate spin-
offs by providing evidence from the Nordic market and focusing on accounting-based
operational performance rather than stock market reactions. Although previous litera-
ture has often reported positive outcomes following spin-off transactions, the results of
this study suggest that such effects are not necessarily universal. They may depend on
the market environment, the characteristics of the implementation, and the measure-
ment methods. From a practical perspective, the results suggest that managers and in-
vestors should not assume that spin-off transactions automatically improve operational
efficiency. Although spin-offs can provide benefits, for example, through greater man-
agement focus and improved resource allocation, these benefits do not necessarily

translate into measurable improvements in operational performance in the short term.

Even though this study contributes to the literature on corporate spin-offs using data
from Nordic listed companies, several limitations should be considered when interpret-
ing the results. First, operational performance is measured by return on assets. Although
ROA is one of the most commonly used accounting-based metrics in the literature on
corporate performance, relying on a single indicator may limit the ability to capture a
firm's performance. It focuses on profitability relative to total assets and reflects opera-
tional efficiency, but it does not fully capture certain aspects of the firm's performance.
These include, for example, stock market expectations and the creation of shareholder
value. Previous studies examining spin-off transactions have often combined accounting-
based indicators with market-based measures, such as abnormal stock returns. There-
fore, in future studies, the analysis could be expanded by utilizing other accounting met-
rics, such as return on equity (ROE) and operating profit margin, together with market-

based measures.
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Second, the study focuses only on publicly traded companies operating in the Nordic
countries. While this approach helps to understand the performance of spin-off firms in
similar environments, it also limits the applicability of the results. The Nordic markets
are characterized by developed financial systems, concentrated ownership structures,
and strong governance practices. As a result, the observed results may differ from those
found in larger or institutionally different markets, such as the United States or emerging
markets. Future studies could expand the geographical coverage and investigate

whether institutional differences affect the outcomes of spin-offs.

Third, the size of the final sample is still limited, although it is comparable with the exist-
ing literature. The original sample was reduced by removing duplicate observations,
transactions that did not meet the spin-off criteria, and observations with incomplete
financial data. These measures improved data quality and reduced the impact of outliers
but also reduced the number of available observations. This may affect statistical signif-
icance. Consequently, some economically significant relationships may go unobserved
due to the limited sample size. In addition, this study examines the average impact of
spin-off transactions across all firms and industries. However, the effects of spin-off
transactions on operational performance may vary depending on transaction-specific
characteristics. According to previous research, industry similarity, subsidiary size, and
transaction motives, for example, can affect results. Due to data limitations, these char-
acteristics have not been included in the empirical models. Future research could inves-
tigate whether certain types of spin-offs have a stronger impact on performance than

others.

Furthermore, the empirical analysis is based on panel regression models with fixed ef-
fects. Although it accounts for unobserved firm-specific characteristics and time-varying
effects, it does not completely eliminate all potential sources of endogeneity. Firms that
decide to pursue spin-offs may systematically differ from firms that do not undertake

this type of restructuring. Thus, it cannot be completely ruled out that unobserved
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strategic or management-related factors influence both the decision to spin off and sub-
sequent operating performance. Future studies could consider more advanced identifi-
cation methods. These could include difference-in-differences methods, matched sam-
ples, or instrumental variable techniques to strengthen the interpretation of causal rela-

tionships.

Finally, it is worth noting that event-time analysis only captures relatively short-term per-
formance trends. Although the chosen time frame allows for an examination of the im-
mediate consequences of a transaction, the full benefits of a restructuring may not be-
come apparent until the longer term. Spin-off transactions often require major changes
within the parent company before measurable improvements in performance begin to
appear. Therefore, future studies could extend the observation period and examine the
longer-term operating performance of companies following spin-off transactions. De-
spite these limitations, the study provides valuable evidence on the relationship be-
tween corporate spin-offs and the operating results of Nordic companies. It also provides
a foundation for future research examining the long-term consequences of corporate

restructuring.
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